1 Introduction

In this chapter the reader is introduced to the
emerging market of Smart Utility and Smart Home,
furthermore, general principles of the technology are
shown. In addition to the problem discussion we also
present company information about the employer ITP.
Finally the purpose of the thesis is presented.

Forces of innovation alter the course of many industries. Currently there
is a restructuring of the Swedish energy sector due to deregulation. This
in combination with advanced technologies generates an innovative and a
highly changeable environment. The result is differentiation of services
and products. New actors are emerging and corporations grow larger.
The Nordic countries have come furthest towards a deregulation of the
electricity market in the EU. Deregulation in combination with
technological infrastructure and entrepreneurship has created a unique
setting were a new Industry is taking form.

This new Industry consists of technical systems for monitoring and
measuring electricity consumption. The Nordic Industry is in the
technological frontline. Currently the market is indistinct and no positions
are taken. General policies in the EU suggest that the member states will
tfollow in the footsteps of the Nordic countries considering deregulation.
Therefore there is an enormous market opportunity for the Nordic
actors.

ITP is a Norwegian company active in this new emerging market. The
company is not operating in Sweden but considers a market entry since
the Swedish market is large and similar to the Norwegian. In addition
Sweden could be a key to further expansion within the EU.

1.1 Background

The advent of Information Technologies truly has changed the way we
live our lives in a remarkably short time. Using IT to rationalize and save
time and money in our daily routines, as we make bank errands and
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grocery shopping electronically, whilst communicating with friends and
tamily worldwide. Mobile phones and mobile Internet platforms have
further, extended possibilities to integrate external information systems
and communication; this is a significant step when merging different
technologies. However, there are two sectors that remain unexplored
regarding the benefits of emerging technologies: the Utility Industry and
Home living environments.

Applying new technical solutions into the Utility Industry and Smart
Home environment will bring staggering opportunities as well as threats
to different businesses and companies. Utilities are currently operating
their core business based on a true legacy system depending on outmoded
meters for measuring their revenues and have no way to efficiently
control or mitigate the ever-growing aggregated load dilemma or expand
into new business opportunities. The Utility Industry is very much a
mature Industry providing a commodity with the only possibility of
differentiation through price and environmental issues.

Likewise, as home dwellers, we live in homes with no assistance from
technological solutions for actively monitoring and reducing our energy
consumption, or automatically controlling the multiple devices and
appliances that are part of our daily home living environments.

Consequently, these two disparate scenarios have never had market
names coined for them: Smart Utility and Smart Homes which represent
significant revenue potential for the corporate entities that will provide
solutions within these market segments. Where these two constituted
needs appear, ITP’s journey begins as being a provider of the
infrastructure technology, that is required to innovate the Utility Industry,
likewise, merging a platform in the same technology for residences of
Smart Homes with the possibility of reducing energy consumption.

The Utility Industry is currently a service and commodity provider, when,
providing electricity to residences and corporations. I'TP’s core business
is to take Ultility business one-step further in developing Utility
companies product portfolio, giving the Ultility Industry the possibility to
add services to their core business and increase comprehension of user
consuming patterns. Thereby, I'TP provides a platform for refinement
and development of the Utility Industry, which in turn enables the
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creation of a new market, the Smart Home market. Since the Utility
companies are I'TP’s primary customers, linking I'TP with the end-users, it
is crucial that I'TP addresses and penetrates these entities.

ITP has focused its efforts on two product types; Smart Utility services
and Smart Home services.

1.1.1 Smart Utility

The Smart Utility services are directed towards the Utility Industry and its
primary benefits are not to generate new revenues but to decrease costs
and increase efficiency of the distribution of electricity. Smart Utility
focuses on utility services enabling Utility companies to reduce operating
costs and increase knowledge and functionality within their core business:
delivering energy to customers. I'TP’s Smart Ultility suite of products and
services enables Utility companies to remotely read meters, intelligently
reduce the aggregate load on their distribution grid, reduce loads during
peak hours by percentages in specific neighborhood sectors, and gather
detailed information about the energy consumption patterns. The Utility
companies pay for the installation of the products and investment is
returned by cut costs. !

Automated Meter Reading

The technique is based on an intelligent network that allows information
to run in two ways. To be able to remotely read residential meters the
Utility companies install a Master Interface Unit, MIU, in the customer’s
home. The MIU is conjoined with the normal electricity meter and a
digital pulse reads the pulses from the energy that passes through the
meter and digitally records the amount of energy used by the consumer.
The MIU is also the control-center for all intra-home ITP applications.?

"ITP Business Plan, 2001.
2 TP Businnes Plan, 2001.
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Picture 1 describes the function of an AMR system.?

To communicate information to the Utlity company the MIU
communicates with the Collector Interface Unit, CIU, located in the low-
voltage substation in the residential neighborhood. The MIU gathers and
stores information on the home’s energy consumption, meter values, and
general operating condition and the4n delivers this information to the
CIU. The CIU collects information from all of the homes that are
connected to the distribution side of the substation and delivers that
information to the utility/Grid operator via a WAN connection, i.e.
modem or GSM or radio. As the CIU aggregates information from
multiple homes on each substation, it provides a central point of
information about the network’s status as well as status reports on an
individual basis. This allows utilities to virtually segment their networks so
that they can gather information specifically relating to the health, load,
and energy consumption of specific regions. The collected information
includes Hourly usage, Load usage, Meter value, and Outage information.
Communication between the CIU an MIU is based on Power Line Cable

3 www.itp.no, 2002-01-05.



(CEBus). For industial scenarios, the ability to add and monitor sub
meters is entirely possible.*

1.1.2 Smart Home

Unlike the Smart Utility services the Smart Home services are directed
toward end-users, residential consumers. The Smart Home services
increase consumer comfort and reduce energy cost by enabling
monitoring of, and intelligent solutions to, the electricity consumption.
The Smart Home service consists of Smart Home devices, i.e. heaters,
and an intranet system that links all household appliances into a cohesive
network that enables the customers to remotely and locally monitor and
control their living environment. Via a Web site consumers can remotely
check if all doors are locked and the alarm is turned on. They can also
remotely via a Web site or via a SMS turn on or shut down different
residential devises. The Utility companies offer Smart Home services and
devices for a small fee that is added to the normal electricity bill.

The term Smart Home services refers to the concept that all of these
applications will focus on methods of achieving the following customer
benefits based on the desire to increase comfort, safety, and overall
quality of life: 5

*  Save the customer time

* Save the customer money

*  Simplify the customer’s life

*  Enhances the customers leisure time and overall lifestyle

1.1 Problem recognition

ITP is currently examining the conditions for a market entry in Sweden.
This calls for an Industry analysis of the different entities within the
network. An analysis is the critical starting point of strategic thinking.
Awareness of the environment is of great importance when deciding to
enter a foreign market. Crafting strategy is made by analysis and there are
two main situational factors when analyzing, external and internal factors.
The main focus will be on external factors such as; the Industry and the

*ITP Business Plan, 2001.
> Teigen, 2002.



buyer group. The internal factors compared with the external factors give
the prerequisites for a market entry.

ITP is acting within a fast growing market, innovation and
entrepreneurship  characterizes the business. The approach of
international marketing combined with innovation theory concludes that
there are barriers that the company has to overcome. Barriers of entry on
a market depends on several factors, i.e. what phase the market is in,
competitors and buyers network positions and difficulties of innovation
acceptance. In the end the customer decides whether the product will be
a success or a failure. I'TP’s business plan consists of two core functions;
Smart Utility and Smart Home, where the technology of the latter
depends on the former. Smart Utility allows the Utility companies to
remotely read user meters and thereby allowing a new product to fill an
existing demand. On the other hand, the Smart Home solutions are new
products on a new market where little current demand exists.

The Smart Home and the Smart Utility market is therefore characterized
by innovation and an environment that is complex and fast moving. In
ITP’s case the customers are Utility companies and Grid operators.
Another factor that affects a market entry is the macro environment in
the new market. In this case the Swedish electricity market is being de-
regulated.

When considering a market entry strategy the first and main issue the
board has to determine, is whether to enter. The decision is based on an
analysis of the unknown market. The analysis is the first step towards
strategic thinking and gives an awareness of the environment within the
market. In the light of the environment there is also a need for the
internal factors to be overlooked. This gives the board of ITP a
comparing view of strengths and weaknesses, opportunities and threats
connected with the Swedish market.

A well planned strategy aims to capture I'TP’s best growth opportunities
within the new market and to defend against external threats to it. The
strategy of this investigation should therefore be aimed at market entry
with the consideration of an innovation market. This analysis contributes
to the needed background for deciding whether to enter the intended
market and how to accomplish that entry.



While studying future strategies it is essential to be aware of and
comprehend the market environment that I'TP is a part of and relate it to
internal strategy. We find that there are three central factors to highlight.
The first and most important is to be found within the external part of
the company’s network. The external perspective includes the buyers of
Smart Utility and Smart Home products and services. The buyers of
ITP’s products are mainly Utility companies. Other important actors are
ITP’s Swedish competitors. The external perspective also includes the
political and legal environment. The Swedish electricity market is
currently undergoing a deregulation. Secondly it is of strategically concern
that Smart Home Industry is an innovation market. Speed of diffusion is
of interest and if the competitors are taking strategic measures to alter
speed and adoption. The third aspect is how the internal strategy and
competitive advantages are related to the conditions within the Swedish
Industry.

- How the Swedish electricity market is constituted?
- Who are the key buyers and what are their strategies concerning Smart
Utility and Smart Homes?

- Who are, and what characterizes the Swedish competitors of ITP?

- What are I'TP’s strengths, weaknesses, opportunities and threats compared
to other actors on the Swedish marfket?

- What key factors will determine success in the Industry?

- What are the possible outcomes of a market entry, i.e. strategic alliances,
joint ventures or fully owned subsidiaries?

Technology has changed our lives in many aspects and in the last century
the technological development has been rapid. Many new and classic
theories disregard the fact of innovation when considering market entry
strategy. This thesis therefore aims to explore the strategic measures a
company can make to alter the speed of diffusion when acting on an
innovative market.

- 1f; and how, does an innovation market affect a market entry strategy?
- What strategic measures does an innovative company use to change speed of
diffusion?

- What are the barriers of innovation when considering an innovative market?



1.2 Purpose
The purpose of this thesis is to explore the Industry of Smart Ultility in
Sweden, the thesis will also present information for a market entry.
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2 Method

In this chapter we present the procedure that we used
when forming this thesis. ITP faces a new market and
therefore needs an information basis for decision-
making. Thus, we initiated an explorative study based
on in-depth and telephone interviews with key Industry
actors and external experts.

The fundament of our thesis is to explore the Swedish market on behalf
of ITP. Our study of the Smart Utility and Smart Home Industry may be
defined as explorative. Previous studies are limited since the Industry is
new, innovative, and the market is in its infancy. Hence, there is a
fundamental information need. The Industry consists of competitors,
buyers and other key actors, which we interviewed, gathered information
about and, finally, analyzed. This thesis has a pragmatic approach, due to
the fact that it is supposed to provide information for the employer ITP.
Hence, the empirical and reflective parts of the thesis are extended.
Nevertheless, the thesis will also aim to take marketing research one step
turther.

2.1 Scientific approach

Induction is a way of exploring reality and then forming standards of
thought. Deduction is the opposite of Induction and is based on the
forming of conclusions about reality from non-proven statements. The
thesis will explore reality trough empirical data. These studies will be
combined with theory in order to establish connections and conclusions
i.e. abduction is the objective. ©

The variables can, with an exploratory research method, be compared and
interrelated even though the method does not support statistical
verification.

2.1.1 Qualitative and Quantitative Methods

Within the scientific community there are two main research paradigms,
quantitative and qualitative research. A quantitative model bases its results

% Andersen, 1994.



on quantifiable data and a qualitative model bases its results on non-
quantifiable data such as attitudes, valuations, notions etc. Quantitative
methods are used mainly when describing or explaining a relationship.
Quantitative investigations are measurable and quantifiable by statistic
methods. Quantitative studies and methods have their origin within
“positivism” and “Natural science”. The qualitative school is confident
that not all social relations are possible to fully describe or explain by
using scientific methods. A corner stone in the qualitative school is the
assumption that an investigation consists of a unique combination of
variables, qualities, or characters.”

Hermeneutics is defined as an interpretation doctrine that forms a
fundament within the qualitative research methodology where researchers
scientists takes subjective variables into account. Previous acquaintance is
not seen as a hindrance to qualitative research, but rather as an advantage.
One of the premises in Hermeneutics is that the researcher approaches
the investigation with past knowledge.?

According to hermeneutics, research ought to be conducted with a
holistic viewpoint, the opposite to only examining isolated autonomous
variables. By using a holistic procedure, research relates all different parts
in order to obtain a more profound understanding of the problem. The
research process often goes back and forth between the entirety and the
autonomous variables. However there are certain starting and end points
when interpreting. This interchange between these points is called the
hermeneutic spiral. In this spiral text, interpretation, understanding,
formulations of new text, new interpretation and new understanding are
intertwined. The different parts are connected in an entirety, which
develops and expands the reflections.’

2.1.2 In-depth interviews

In-depth interviews are open personal interviews. In depth interviews are
the most common method in qualitative research. Compared to
telephone- or mail interviews these allow a more personal contact where

7 Andersen, 1994.
¥ Ibid
? Svenning, 1999.
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more complicated matters can be discussed and the interviewer stands a
better chance to avoid misunderstandings.!”

“By in-depth qualitative interviewing we mean repeated face to

face encounters between the researcher and informants directed
towards understanding informants’ perspectives on their lives,
experiences or Situations as expressed in there own words™"

Both body language and facial expressions can be noticed and taken into
consideration, which both telephone- and mail interviews lack. The two
main drawbacks with In-depth interviews that could jeopardize the
reliability are the risks that the interviewer, unintentionally, asks leading
questions due to articulation, or expresses presumptions by body
language. We have been aware of these risks and taken precautions to
prevent them from occurring, mainly by constantly being aware of the
problem and trying to be well articulated and impartial. Also, in order to
strengthen the reliability, all respondents were asked the same set of
questions, provided that they were in the same group of interested
parties. This also increases the comparability between the respondents.!?

2.1.3 Telephone interviews

Telephone interviews are a method that can be utilized in both
quantitative and qualitative studies. We have chosen qualitative
interviews. One drawback with this method is that the respondents only
participate with full involvement during a limited time. We only relied on
the method in those cases when no alternative was at hand; the
respondent for some reason only agreed to be interviewed via telephone.
When the method was used we always made an appointment with the
respondent in advance and stated the subject of the interview in advance.
The purpose of this was to ensure that the respondent would be prepared
and well disposed to participate.

The alternative method, the quantitative, would result in limited
information due to its demand for standardized, precise questions, which

1% Svenning, 1999.
" Taylor, Bogdan, 1984.
12 Svenning, 1999.
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result in standard answers. This method is more suitable for a statistical
research i.e. a statistical confirmation of a research question. 13

2.2 Validity and reliability

Validity is defined as; if the investigation is measuring what it is intended
to measure!. This implies, however, that the investigation reflects reality.
The necessity of validity exists in both quantitative and qualitative
investigations!>. Quantitative investigations require objective respondents
and interviewers. Validity can be divided into external and internal
validity!®. Internal validity is the connection between theory and the
empirical material in an investigation. The correlation between these
components forms a basis for the internal validity. If the connection
between the two components is disrupted the internal validity is suffering.
Thus the investigation does not answer what it is supposed to answer.
External validity is a measure of how well the investigation is applicable
on reality. As our investigation is based on in-depth interviews,
considerations must be made when assembling adequate questions as well
as choosing respondents. These measures pose a validity risk.!” To obtain
high validity it is essential that the problem recognition correlate to the
information need and the interview questions. Reliability on the other
hand implies the credibility of the investigation'®. Furthermore reliability
is closely connected to objectivity of the investigation, the choice of
method, and its execution.

2.3 Execution

The Information Need is an analytical view of a problem that illustrates
the information gaps that need to be filled. Hence, the Information Need
is the fundament that pillars the construction of the whole thesis. The
Information Need was formed in consultation with ITP’s management
and our supervisor Christer Kedstrém, so that consideration was given to
all parties involved. To form the basic structure of the thesis we applied
the Funnel Metaphor, which describes a process where the Information

1 Svenning, 1999.
4 Nordstedts, 2000.
1> Svenning, 1999.
" Ibid

7 Andersen, 1994.
18 Nordstedts, 2000.
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Need, as a wide and vague definition of a problem, is being narrowed
along a funnel. The output is a more specified description of the problem
and gives a core focus that generates the structure for the different parts
of the thesis; problem definition, purpose, theoretical framework and the
interview questionnaire.

2.3.1 Qualitative research

The object of the thesis is to gather a broad spectrum of information in
order to obtain a profound insight into the Industry and its players. A
qualitative model is preferable for our objective because it better
demonstrates the attitudes and underlying thoughts of the different actors
in the network.

The research conducted during the thesis was mainly based on in-depth
interviews. Telephone interviews were also used at some extent. The
purpose has been to have as many personal interviews as possible, since
this improves validity and reliability.

Our questions are formed so that there is no limitations regarding the
answer alternatives, due to our belief that values, opinions and attitudes
are better captured if the respondents are provided the opportunity to
answer freely. The respondents should be free to develop their thoughts
on the subject in order to reach more complete answers.

2.3.2 Interview Questionnaire

During the Funnel process, interview questions were formed to fill the
information need. These questions were later sorted into different
categories depending on whom the respondents would be. The
comprehension of the questions was tested on the management of I'TP
and Christer Kedstrom. The internal wvalidity, if the questions were
measuring what they intended to measure, was also taken in
consideration. The questions have been formulated in a pedagogic way,
hence, reliability is increased.!”

We utilized the chosen theories to analyze the gathered data thus the
theory must correlate to the Information Need.

¥ Hollendsen, 2001.
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2.4.3 Information gathering

We taped the interviews in order to get an authentic documentation,
which is preferable as it gives the interviewer the opportunity to focus on
what the respondent has to say. When taking notes too much attention
and focus is demanded in the writing process. This reduces the focus on
the respondent and the reliability of the notes is often reduced due to
abbreviation and misunderstandings. The risk of relying entirely on taped
documentation is that it would cause serious damage if the material were
erased. It is also time consuming to analyze the taped material, as it is
harder to get an overview if the answers are overlapping. Due to the
drawbacks of taping interviews we combined the taping with taking short
notes directly on the interview questionnaire to obtain some control of
the order in which the questions were answered.

When analyzing interviews with chosen actors a frequently used strategy
is pattern matching. The strategy is to continue interviewing additional
actors until a pattern crystallizes. The theories applied are compared with
the results of actor studies, and if they conjoin it strengthens the internal

validity.

The chosen companies relevant for closer studies are mostly based on
ITP’s guidance, but as the project proceeded we acquired knowledge of
new actors of importance. Expert interviews are interviews with persons
who have a certain profession, position, education or other experience
that might be essential and contribute to the actual area of scope. 20 We
have chosen to define experts as the respondents that have a non-profit
relationship with Industry. These persons are employed by the University
of Lund or governmental authorities, which via their research or
profession have insight in the Industry and its actors. A total of 20
interviews were conducted, the majority were in-depth interviews.

The process of collecting secondary data was made using the data systems
Lovisa and Journals as, Harvard business review and Journal of
Marketing, at the university library in Lund. Literature was also ordered
from other libraries. Initially our supervisor, Christer Kedstrom,
suggested literature on the subject. The Internet also provided
information; primarily company websites where information was

2% Rosengren, Arvidsson, 1992.
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gathered, annual reports and other articles could be acquired.
Furthermore, the data collection process has been carried out ongoing
while developing the thesis. The gathering of written material has
generated a substantial information platform consisting of literature,
articles, reports and theses etc. This has contributed to a broad
knowledge of the actors and the environment of our research.

2.4 Self-criticism

Objectivity 1s associated with difficulties when conducting a report.
Sooner or later or rather more or less the author’s own values will appear
and it is an ongoing process to review where these emerge. Since our
group consists of three authors we have all tried to be aware of this and
avoid it by constantly editing our contributions. Nonetheless, not even
this precaution is sufficient since we suppose that a group mentality to
some extent has influenced the thesis.

To meet the demand of contemporary information considering primary
and secondary theoretical data, the main parts of the information and
models were at the frontline of research. However, one should not
discard pioneering data and research as irrelevant. Therefore we have
chosen to strike the golden mean and combine both frontline and epoch-
making theoretical models. The empirical data, on the other hand, calls
for recent and accurate information. Thus the empery was based on up to
date annual reports, websites, and interviews.?!

We are aware that our empirical material may endure tendency, since
parts of the material comes from companies. In order to obtain non-
tendentious material the researcher can use different sources of
information. This has been made by comparing primary and secondary
sources of information.??

A majority of the interviews were conducted with respondents within
companies. Their views may be colored by company attitudes and values.
This factor was taken into consideration when conducting in-depth
interviews. By in-depth interviews personal trust is increased between

21 Svenning, 2000.
22 Svenning, 2000.
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respondent and interviewer.?? In this situation it is necessary for the
interviewer to be objective and aware of colorful respondents.

The objective to fill the information needs has been fundamental for the
forming of the interview questionnaire. Only those factors relevant and
necessary for reaching the objective have been taken into consideration.
External validity implies that empiric results should correspond to reality.
Withholding essential information, lies and incorrectness have a negative
impact on the external validity. This is hard to avoid but we have
prepared the respondents on the subject for the interview and informed
them that they have an option to participate or not.

Reliability is defined as trustworthy information. In the ideal case the
researcher should be able to make the experiment several times with the
same result. The reliability of this thesis is connected to the interviews
and the interview questionnaire. Our interviews have been open and
therefore reliability is connected to the information need and interview
guides. This thesis include companies in an innovative Industry, hence
the information flow sometimes is restricted due to company policy, non
public limited companies, and individual factors. This affects reliability
negatively, but we are aware of it.

Market entry strategy and innovation are vast areas of empirical research.
This has also affected quality, and needs to be addressed. In order to
improve the quality, certain areas of research were given priority; political
and legal environment, the buyers of Smart Utility and the Smart Utility
Industry.

2 Hollendsen, 2000.
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3 Theoretical framework

Analyzing an Industry can be done in different ways;
one way to do a thorough investigation is to shed light
on the external environment and on this basis analyze
the internal conditions. The internal analysis’ aim is to
show the situation and competitive position of the
company in question. Infant markets are characterized
in a different way and, because of this the diffusion and
management of innovation need to be considered.
Hence, three main theoretical areas appear; Strategic

Industry Analysis, Innovation theory and Market entry.
Analysis of external factors includes Industry analysis, competitor analysis
and macro analysis. This gives the conditions for further investigation of
the factors influencing an innovation market. The external and internal
analysis is thereby integrated with innovation theory producing a
framework for strategic research. Hence the investigation of external and
internal factors creates a foundation for a market entry framework. The
model was exclusively constructed for this thesis and has its roots in
international marketing.

Picture 3
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The picture illustrates the theoretical framework of the thesis.
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Entry strategy will illustrate how a company can build a competitive
advantage and thereby improve company performance when entering a
market.

“Good strategy making is more outside-in than inside-ont’?*

3.1 External factors

- 1 The External factors consist of industrial
. . analysis, competitor analysis, macro analysis,
-_ = and the diffusion of innovation. The Industry
I_ l J analysis is mainly based on the five-forces-

analysis® It is complemented with a political
and legal analysis to give a broader perspective to the underlying variables
concerning a market entry.

One important viewpoint of the Industry is that of the competitors and
this aspect has been given a part of its own in the exploration. The
different companies and actors within an Industry is also a part of the
network. The network approach is therefore relevant when dealing with
market entry theory. The external analysis is integrated with innovation
theory. This is due to the unique characteristics of an innovation market.

3.1.1 Political and legal aspects

Political factors and legal environment are important variables to
consider, especially concerning the deregulation within the EU. The
political system is founded on government, government-agencies and
government owned enterprises?. The government and its agencies create
legislation and regulations that companies need to consider.

The EU is a central aspect that needs to be addressed when studying
macro factors. The EU is today a union between the western states of
Europe. Each country is a subject of EU legislation and regulations?’.
Practically this means that EU law is superior to the national law.

** Thompson, Strickland 1995.
> Porter, 1979.

2 Daniels, Radebaugh, 1994.
27 Svea rikes Lag, 2000.

18



Today the trend is moving towards further deregulation of society which
in turn weakens barriers of entry. Other political matters that have arisen
in the recent years are the environmental issues. 28

3.1.2 Industry analysis

The five forces model presents a tool for determining an Industry’s
attractiveness?’. An Industry is here defined as a group of companies that
are producing a product or service that is similar and close to identical to
each other’®. In an Industry rivals within the same strategic group
compete for market positions and benefits. This is the first force and is
often the most significant; therefore it is also where strategy focus is most
often placed®. The stronger one or more of these forces are the harder it
is for a company within the Industry to compete and make a profit®2. The
five forces model is a tool for analyzing the environment. By the
information output, opportunities and threats can be recognized. Finally,
strategy can be initiated and implemented to meet the demands of the
environment.

According to Porter (1979) the strongest of the competitive forces
determines the potential of the Industry. In different industries different
actors are in different power positions and therefore also influence the
market in different ways. When dealing with a market or Industry that is
still on the verge of establishment innovation theory is of interest.
Innovation is complex and variable and is relevant when dealing with
substitute products and services. The innovation theory gives rules of
thumb for a market still in its infancy. In the environment of innovative
and not standardized solutions threats of market entries and substitutes
are, naturally, great’®. The threat of new entrants is another issue that has
to be addressed when investigating an Industry. Horizontal forces in the
model are represented by suppliers and customers inside and outside of
the Industry.

28 Hill, Jones, 1998.
2 Porter, 1979.
39 Hill, Jones, 1998.
31 Porter, 1979.
2 Hill, Jones, 1998.
33 Porter, 1979.
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The power of buyers

Buyers are horizontal actors within the Industry network. These actors
have various powers depending on different situational factors. In
extension to the Industry the buyer often provides the company with a
supply chain connected to the customers. When a buyer is in a position to
demand or influence prices, they are considered a threat. Weak buyers
results in the possibility for the Industry to charge more for products and
services,

Special conditions affect the power relationship between buyers and the
strategic group. The buyer group is powerful under the following
conditions3>:

* The buyer group is dominated by few and large companies
buying great quantities.

* The product that is bought is undifferentiated, hence, no
particular  advantages or  characteristics  separate  the
manufactures.

* Due to dependence of the product, the buyer group is focused
on price.

* If the buyers make a low profit on the product, it also affects the
strategic group in terms of price consciousness. Therefore it
tends to lower the profits in general in the Industry.

* The quality aspect is of relevance and if the buyer’s product or
service is unaffected by the quality of the Industry’s product, the
power is shifted towards the buyer group.

* Power is also shifted if the product doesn’t save the buyer group
money.

* Buyers are considering entering the business of the strategic
group.

* The buyer group can also affect the power state within an
Industry by influencing the customers to buy certain products.
This is closely connected to retailing.

3 Hill, Jones, 1998.
33 Porter, 1985.
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Customers consist of industrial buyers or consumers. Consumers are
more or less price sensitive due to involvement and cognitive factors.
Choosing the buyer to ones company is a key decision a company within
a strategic group must take. The suppliers’ opportunity to influence
increases if the buyer is in a low power position. Central issues to gain
power and increase revenues, when dealing with buyer groups, are
therefore low cost production or unique products. Accordingly, the
selection of buyers is important, since it may allow product differentiation
and avoid a situation where buyers produce their own products.
Naturally, power of suppliers and buyers change over time and this poses
a challenge for companies to adapt. 3

Rivalry in the Industry

The Industry itself poses particular conditions for the companies present.
Competition between companies within a strategic group creates and
differentiates positions throughout the Industry. The competition takes
different forms e.g. price strategies or marketing. Low competition within
the strategic group gives actors the possibility to raise prices and thereby
improve profits. 37

Competition depends on several different factors:

* Competition is expected to be high if the Industry is
characterized by many and equally powerful competitors. The
Opposite of the fragmented Industry is the oligopoly and
monopoly. This state of market structure is often characterized
by government regulations, e.g. the present and past Swedish
electricity producers.

* The Industry’s growth is weakening and competition is therefore
focused on market shares. The fight for market shares in a
consolidated Industry will cut prices and profits. On the other
hand a growing market will decrease rivalry between competitors.
This is first and foremost the result of the fact that actors are
expanding at nobody’s expense.

3% Porter, 1985.
ST Hill, Jones, 1998.
3% Porter, 1979.
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* If the Industry is producing a product that is homogenous, the
switching costs may be lower and therefore competition is
expected to be high. Standardization and brand loyalty is in this
situation low.

* High fixed prices bring a desire to compete with prices. With this
type of competition margins tend to shrink when demand is

dropping.

* Industries featuring large-scale  producers risk  facing
overcapacity, especially when exit barriers are prominent. The
exit barriers make companies stay in the business even if
revenues are low.

* If the different competitors have varying strategies, origins and
approaches, clashes are expected to occur more often and
therefore increase competition.

Different strategies can minimize competition or shift power within the
Industry, i.e. the creation of exit barriers for the customer. Mapping of
the five forces also imposes a guideline for unveiling a company’s
strengths and weaknesses. Hence, adaptive strategy to meet the different
threatening forces can be formulated and implemented. Porter (1979)
illustrates how a company can find a position within the Industry where
competitive forces are weaker, or by strategic moves weaken the
surrounding forces. The five forces also give a tool for analyzing the
tuture and foreseeing different scenarios.’® When positioning a company
to match the different forces surrounding it, it is essential to know a
company’s capabilities, i.e. if confronted with powerful buyers, prices and
competition can be expected to be high and this situation might suit a
low-cost producer 4. The strategic position can also be used in branding.
Porter (1979) accentuates that the main issue is to establish a position
within the Industry that is strong against all, or the most important, of the
five “forces”.

39 Porter, 1985.
0 Porter, 1979.
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3.1.3 Limitations of the Industry analysis

Porter’s model presents an static view of the Industry and is therefore
limited. The development and change of an Industry is often made by
innovation. Innovation is not considered in the classic model. Porter also
focuses on the strategic group as a determinant of profitability, not at the
single company*!. Innovation can, and sometimes does, create or replace
industries. Substitutes thereby alter the power and network structure.
Nowadays innovation diminishes entry barriers and thereby opens
markets for competitors. The elimination of entry barriers is, for example,
made by lowering production costs. In addition, innovation alters the
corporate structure of the Industry towards fragmentation. 2

3.2 Competitor analysis

“If you fnow your enemy as you know yourself, you need not fear the result of a
hundred battles.”

When entering a market there is a need for competitive analysis. The
analysis is conducted by investigating the network and its constellations.
The competitors, buyers and suppliers are arranged in different
competitive positions in the network. The positions need to be mapped
out and measured. Visions, goals, strengths, weaknesses and resources are
therefore of importance. These factors need to be compared to I'TP in
order to make a comparison.

Competitor analysis is a part of the five forces analysis**. Competitors are
not only the actors within a strategic group; they also constitute from
substitute product and service developers. This fact also calls for an
analysis of other possible market entrants. These entrants are
characterized by the fact that they already have developed similar
technology, but are not currently competing within the intended market.
Substitutes are in the long run the most dangerous threat to a strategic
group®. This is not only due to the substitute’s relative advantage or

*IHill, Jones, 1998.

* Tbid

® Sun Tzu, The art of war, London, Hodder and Stoughton
44 Porter, 1985.

* Hooley, Saunders, 1993.
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technology improvement, but also the fact that when a substitute is being
established on the market it brings a number of new competitors.

Picture 4
NEW ENTRANTS
INDUSTRY
STRATEGIC
GROUP
CURRENT
FUTURE ASSUMPTIONS STRATEGY CAPABILITIES
v v v v

COMPETITOR RESPONSE PROFILE

The picture illustrates a framework_for analyzing competitors.

This fact calls for a classification of competitors. Hence, competitors are
divided into three different categories; competitors within the same
strategic group, competitors within the Industry and new possible
entrants or substitutes. New entrants or substitutes are characterized by
companies that are trying to diversify and thereby gain access to new
markets#. Substitute producers have often developed new technology
and therefore are trying to enter an already established market. Therefore
a central aspect is to know which companies are considered competitors
now and in the future?’. In this case it is interesting to note that
innovation is still present in the market of Smart Home and Smart Utility.
There are four dimensions concerning competitor analysis that request a

46 Hooley, Saunders, 1993.
7 Rothschild, 1979.
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highlighted position; future goals, assumptions, current strategy and
capabilities 45,

3.2.1 Future goals

The future goals of the competitors is a central aspect, since they reveal
the competitors’ intentions and, hence, future market entries. One major
task is to unveil and grade future competition. Large competitors often
have an ambition to become the market leader and when a large actor is
considering an entrance competition is expected to rise®. When
competing against larger actors with more differentiated product
portfolios, attention to different areas of the portfolio can indicate change
in market focus.

3.2.2 Assumptions

Assumptions can, in turn, be defined as the gap between the company’s
own assumptions about the market and what it really can achieve. One
way to illustrate the assumptions within a company is to use the value
chain analysis. The value chain is not only a tool for understanding
competitors, but also a tool for analyzing buyers and suppliers within an
Industry®. Porter (1985) point out five major activities that is value-
adding to a company’s output. The value chain is therefore a mean for
defining a company’s position and cost efficiency. This is the essence of
the value chain.

* Inbound logistics

*  Operations

*  Outbound logistics
*  Marketing and sales
* Service

The inbound logistics indicates and manages the stream of products into a
company. Operations, on the other hand, have been classified as the most
important part of a company’s business. This is due to the actual making,
or assembly of the product. As competition gradually has increased

8 Porter, 1980
49 Hooley, Saunders, 1993.
0 Porter, 1985.
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during the twentieth century, differences between products are becoming
smaller and therefore reduce the significance of operations. Innovation
thus increases the importance of operations. Another aspect of
operations is design of the products, design is considered as adding value
to a product. Outbound logistics is the opposite of inbound; it supplies the
company’s customers with products or services. Time is one central
aspect of the outbound logistics. The next step in the value chain is the
marketing and sales. Communication between buyers and sellers is necessary
to make a purchase possible. Marketing also includes the flow of
information to and from the sales channel.
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Picture 5
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The picture illustrates the value chain.’’

Last in the chain comes service. This part is considered as the one
maintaining the product functionality for the customer, i.e. it includes
“after-sales” activities and marketing. The value chain is providing central
information to the competitor analysis, since it reveals advantages of
specific competitors in different steps of the value chain.>? The amount of
value added to a product or service determines how much a customer is
ready to invest>>.

The primary activities are supported by secondary activities. The
secondary support activities are constituted by firm infrastructure, human
resource management, technology development and procurement’. Firm infrastructure
is defined as the overall management, finance, accounting and legal
matters. Human resource management is a key aspect when dealing with all

>! Porter, 1985.
>2 Hooley, Saunders, 1993.
33 Porter, 1985.
>* Tbid
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types of personnel matters. According to Porter (1985) ftechnology
development includes the improvement of the product and optimizing of
manufacturing process. Procurement, on the other hand is the
management of the inflow of components to a company, e.g. purchasing.

Primary and support activities have different characteristics. They can be
direct, indirect or connected to the quality aspect. Direct activities
produce value for the customer, indirect activities support direct activities
e.g. maintenance. The quality aspect makes other activities work by
assuring they function properly. By studying the characteristics of
activities, competitive advantage can be illustrated, e.g. indirect activities
support and enhance direct activities giving the customer superior value.
When studying complex activities, as marketing & sales, the different
activities must be illustrated. Porter (1985) states three criteria on when to
categorize activities; if the activity has different economic aspects, if the
activity strongly affects differentiation and if the activity constitutes
increasing costs and therefore is of future importance. The different
activities and their priority found a competitive advantage. Nevertheless,
the different activities should not be isolated but seen in their interaction
within the company®. Hence, the connection and coordination between
activities within the value chain is essential for the analysis.

3.2.3 Current Strategy

Current strategy gives the analyst the answer to what the competitor
currently is up to. An important aspect is how the goals are met. Hooley
and Saunders (1993) point out three different dimensions to analyze,
corporate strategy, strategic purpose and core strategy’’. The corporate strategy is
defined as the involvement in a specific strategic group. The corporate
strategy can indicate where the main business focus is and therefore imply
strengths or weaknesses in the designated market. S#ategic purpose is the
competitor goal priority considering the business unit. Elements of the
strategic purpose could be profit or market share. The core strategy is the
strategic business unit or units that deliver the main part of a company’s
profit. This factor is also an indicator whether the company is engaged in
the strategic group that is analyzed. If involvement is high one can

>> Thompson, Strickland, 1995.
56 Porter, 1985.
37 Hooley, Saunders, 1993.
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suspect different competitor strategies, ranging from aggressive to
defensive. This discussion includes the importance placed in knowing
how significant a particular market is to a competitor and if they are ready
for further investments. 5

3.2.4 Capabilities

A company’s capabilities are constituted by its ability to resist and adapt to
changes in the market environment. Variables that are relevant in
determining a competitor’s capability could be operational or generic
variables like research & design, engineering, financial strength or
marketing skills.®” Another relevant instrument when determining a
competitor’s capability is the marketing audit. A marketing audit is
examining and evaluating a company’s business units current marketing
strategy and tactics®l. Hence, the instrument gives a view of the strategic
group and how the different competitors consider their own positions. It
could also give an insight into how the actors use marketing and sales
channels in their business®2. The capability profile therefore gives an insight
in a competitor’s strengths and weaknesses. These strengths and
weaknesses can later be compared to other competitors.

3.2.5 The competitor response profile

The last step in the competitor analysis is to determine the competitors’
response profile. The response profile indicates how a company will respond to
a change in the environment, e.g. a market entry. Innovative markets are
constantly exposed to change and therefore it creates special conditions
for the competitive environment. Hence, a response profile gives a universal
framework of the competitor and the surrounding environment. It gives
special insight in the strengths and weaknesses of the competitor and also
reveals what strategy can be expected in the future.®

> Rothschild, 1979.
> Hooley, Saunders, 1993.
% Hooley, Saunders, 1993.
! Kotler, Gregor, Rogers, 1977.
* Ibid
% Hooley, Saunders, 1993.
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3.3 Internal factors
B B The internal factors are constituted by a
. company analysis and an illustration of the
= - competitive position. The company analysis is
I_ ! J based on the competitor analysis and the
p y
value chain. The company analysis is based
on the value chain since ITP is supposed to be comparable with
competitors. The value chain is a partition of the elements that
contributes value to a product or service®.

To comprehend an organization’s market position, one has to clearly
understand the company’s capabilities and distinctive competences. These
help to define organizational and marketing strength and weakness, thus
outlining a core strategy. When conducting a company situation analysis
comprehension can be obtained through assessing the company’s value
chain and its benefiting resources. Reconciling the value chain, and the
response profile in an analysis, related to competitors, the focal point of
the company’s market position would gain clarity®.

3.3.1 Resource audit

When conducting an audit of the company recourses available, the first
stage 1s assessing company strengths and weaknesses. There are several
recourses available to a company, including: the physical resources of its
plant and machinery; structural resources of its system and organization
and the less tangible resources of its people and their skill. However,
resources and their utilization in isolation do not constitute the strengths
and weaknesses of an organization. Potentially useful resources may be
utilized and be one aim for future development. Other resources may be
stretched to breaking point and need additional support. To assess
whether the organization has strength or weakness there has to be
comparisons made. There are two alternative ways when conducting an
assessment; making an historical comparison or exploring the
organization’s resource utilization and that of its competitors®.

% Hooley, Saunders, 1993.
% Tbid.
% Ibid.
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When making a comparison of ITP and its environment, an historical
assessment is a blunt tool; because ITP is a young company with little
historical records. The second approach assessing strengths and
weaknesses comparing the company’s resources and their utilization with
major competitors’ resources, is however a superior tool for assessment.

3.3.2 Customer-based assets

Customer-based assets are those assets of the company either real or
imaginary, valued by the customer or potential customer. These assets
often exist in the mind of the customer and are essentially intangible by
nature®’.

One of the most important customer-based assets a company can possess
is its reputation or imag. Company name confers an asset on all products of

the company where it is clearly indentified 5.

For companies where corporate identity is a liability, or a non-existent
asset, more emphasis is placed on building or acquiring individual brand
names as assets®.

For companies operating in international markets, as well as considering
market entries, the home country can constitute either an asset or liability.
The value of image of home country, company or brand should not be
underestimated. Image often takes a long time to build up, but it can be
destroyed very quickly by mistake. On the other hand, it is often more
difficult for competitors to destroy a company’s imaged-based assets,
than to duplicate its technology or imitate its products’’.

Having superior products and services on the market, products that are, or are
believed to be better in some way, e.g. cheaper, better quality, more
stylish and up to date than the competitor’s, can be a further marketing
asset for the company. In addition to superior products or apparent
dominance of the market can constitute an asset, as market leaders are
often believed by consumers to be better in some way than the rest of the

" Hooley, Saunders, 1993.
* Ibid.
*“ Tbid.
7 Tbid.
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market. Simply being there and having high visibility gives an asset to the
product. Another asset associated with market leaders is when a product
or technology reaches the critical point of setting the sfandard in an
Industry’!.

3.3.3 Distribution-based assets

Distribution-based assets are concerned with the manner in which the
product or service is conveyed to the customer. The physical distribution
network itself can be a major asset™.

3.3.4 Internal assets

A cost adyantage brought about by embracing up-to-date technology,
achieving better capacity utilization than competitors, economies of scale
or experience curve effects can be translated into lower prices for the
customer. Where the market prize is sensitive as in the utility market,
which conveys commodity items, a lower price can be a major asset’>.

The technological resource 1is of staggering importance in many
organizations, especially in our present world of rapidly changing
technology; the technical skill within a company is increasingly important.
This involves the ability of the organization to develop new processes and
products through research and development, which can be utilized in the
marketplace. However, technical skills constitute more than development
of new and innovative ideas. They also involve putting existing ideas into
action, as well as an essential part of producing goods efficiently and to
insure adequate quality controls’.

Patents are important for exploiting new product inventions. This type of
protection secures the holder of the patent and gives the opportunity to
make and market the protected product, allowing the holder to license or
sell those rights to others. They therefore constitute potential marketing
assets of the company.”.

"' Hooley, Saunders, 1993.
" Ibid.
" Ibid.
" Ibid.
" Ibid.
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Another vital resource for an organization is its financial standing. The
company’s economical status to a large extent states the company’s scope
for action and ability to put its strategies into operations. It is easier to
raise capital from outside to finance ventures if the company has a sound
tinancial standing”.

The information and systematic marketing research also provide valuable
resources. New technological developments allow vast quantities of data
to be collected and processed in a much shorter time. The companies that
possess systems that can handle the information gathering are likely to
achieve a strong market position, but until it is utilized to make better
decisions the intelligence does not convert to an asset’’.

A major asset for many companies is their existing customer base.
Particularly when a company is dealing with repeat business and with
industrial clients. To create and maintain an existing core of satisfied
customers can offer significant opportunities for further development’s.

3.4 Innovation
It can bring significant advantages for the first
mover who exploits the possibilities of
— - reaching markets with a innovation product
I_ l J or idea that can satisfy an unmet market
demand. According to research done by
Buzzell and Gale (1987) innovators that are first to reach the market
averagely gain 35% higher payback on investment than their followers,
and that 70% of market leaders describe themselves as having been the
pioneers of their products. On the other hand research done by Cooper
and Kleinschmidt (journal of marketing, 1995) shows that being first to
market does not necessarily win, although it is a performance enhancer.
Managing innovation involves a complex and ever changing environment
for a company affecting the whole structure, such as the firm’s
technology, its organization or its economic fundament and market
strategies. Failure to see the complexity and poor managing can be

7 Hooley, Saunders, 1993.

77 Ibid.

7 Ibid.

7 Cooper, Kleinschmidt, 1995.

33



responsible for market failure of new products. Firms are sometimes
cautious, and move slowly, which enables competitors to penetrate
markets before them and benefit from first mover advantages.

3.4.1 Innovation management and strategy

Small companies with less then 500 employees in technology innovative
industries are not well-documented which results in weak empirical
evidence. However the evidence is adequate for determining some overall
characteristics®:

*  Similar objectives - to develop and combine technological
competences to provide goods and services that satisfy
customers’ demands and that are difficult to imitate.

*  Organizational  strengths - flat organizations with ease of
communication and decision-making. High degree of employee
commitment and receptiveness to novelty.

»  Technological weaknesses - specialized range of technological
competences, inability to develop and manage complex systems,
inability to fund long-term and risky programmes;

*  Different sectors - small firms make a greater contribution to
innovation in some sectors, such as software than in chemicals.

There are three essential ingredients that differs the outcome of a
companies’ innovation strategies. The position of the firm, compared to its
competitors, in terms of its product, processes and technologies. The
technological paths that the accumulated competences within the
company has opened. Small firms tend to be specialized rather than
diversified in their technological competencies and product range. New
technology based firms that have emerged recently from large firms and
laboratories in such fields as electronic, software and biotechnology. They
are usually specialized in the supply of a key component, subsystem,
service or technique to larger firms. The management of new technology
based firms often faces two strategic problems. The first relates to long

8 Dolan, 1993.
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term growth. Most companies provide specialized niche products with no
obvious synergies with other markets and therefore very few of them can
become superstars. How long the firm will survive is often dependent on
its ability to negotiate the transition from the first to the second,
improved, generation of products, and to develop the supporting
managerial competencies. Secondly how far the new technology based
firms will grow depends whether the management is aiming towards
maximizing long-term value of the business, or merely seek an increase in
income. Thus, owners of small firms often sell their firms after a few
years and live off their investments.
The processes means an organizations ability to integrate strategic learning
across functional and divisional boundaries. The different functions in
small firms are less likely to be separated by physical and organizational
distances than in large firms. This combined with experienced senior
managers plays a central role in the integration of innovation strategies®!.

The diffusion of innovation is influenced by individual behavior and
macro factors. However, diffusion is also affected by a company’s own
and the Industry’s strategy®?2. The external diffusion factors are
constituted by behavioral variables e.g. word-of-mouth, attitudes and
values®?. This is especially relevant when the product is aimed towards the
consumer market. When targeting both consumer and industrial buyers, a
company’s strategy becomes an important factor for the diffusion of
innovation. The company can alter or influence technological strategic
choices and the entry strategy choices which in turn affect the speed of
diffusion. The environmental factors are constituted by the macro
variables and strategic decisions will depend on these8.

8! Dolan, 1993.
82 Kuester, Gatignon, Robertson, 1999.
% Solomon, Bamossy, Askegaard, 1999.
8 Kuester, Gatignon, Robertson, 1999.
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Picture 6
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The picture illustrates how speed of diffusion can be altered by company strategic
matters.

Technological — strategic  choices include product compatibility,
competence enhancing vs. competence destroying actions and different
technological options. Product compatibility within an Industry is defined
as the standardization of products. Different companies have different
standards and sometimes compatibility is defined by government. In the
innovative Industry standards are seldom defined and therefore products
are technologically differentiated. On the other hand larger actors tend to
create common standards e.g. the computer hardware business®.
Compatibility also allows the product to be integrated with other
technical solutions creating additional value. In addition to this, high
compatibility also reduces future technological uncertainty and makes the
product easier to use. The demand side of an Industry can respond
differently when adopting innovation. First, the adoption process can be
delayed because of the risk of compatibility, ie. a buyer awaits
standardization in the business to reduce possible switching costs. On
the other hand, waiting implies the risk of being a laggard and therefore
buyers adopt more quickly. Reducing compatibility can also be used as a
strategy to create entry barriers. Compatibility is more or less product

8 Tirole, 1995.
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specific and to increase the compatibility towards the end-user there are
tfour different criteria, that new products should meet®¢:

*  Important: the customer must find the product valuable and
market research on this matter is crucial.

*  Unigne: The product must be differentiated so that customers
find the product to be unique in satisfying their needs.

*  Sustainable: Competitors must find it difficult and resource
demanding to copy the new product.

*  Marketable: The firm must be able to produce, promote and
distribute the products at a price that is acceptable to customers.

Hence, compatibility acts as a driving force for diffusion of innovation.
In addition to compatibility, core competences constitute an important
part of a company’s human resources and developing of innovation. The
core competences therefore create a competitive advantage. The
advantage can be inverted to a disadvantage if innovation and
management of innovation is reducing human capital within areas of
research and development. In this case conflict will arise, e.g. between
different business units.%’

The main factors concerning market entry strategies and affecting
diffusion of innovation are; market segmentation and target selection,
order of entry, pre-announcing, market entry commitment, and the role
of distribution?s.

3.4.2 Diffusion of innovation

Different actors or consumers adopt innovation at various times. How
and when to target different segments of the market are key issues when
dealing with diffusion of innovation. The diffusion of innovations refers
to the process whereby a new product or idea spreads through a
population. identified five different types of innovation consumers.

% Dolan, 1993.
87 Kuester, Gatignon, Robertson, 1999.
% Ibid
37



Innovators are consumers that are willing to try out new products and
ideas. They are venturesome by nature and prepared to take risks in
buying products that will turn out to be disappointing rather than to take
the risk of missing out on the opportunity to be first with innovations.
Early adopters are less willing to experiment and are more conscious of
social pressures than innovators. They adopt to innovation more carefully
and are often seen as opinion leaders for others. The early majority hesitates
even more and evaluates carefully before consumption. If they are
exposed to sufficient information they will follow the opinion leaders. The
late majority does not want to socially stand out in any way and will not
purchase if their friends have not done it before. They rely more on word
of mouth than information transmitted via media. Laggards resist new
innovations for as long as possible. Sometimes they only adopt after the
innovation has been superseded by something else. By targeting different
segments of the population a company can influence the diffusion
process®?. Solomon (1999) illustrates the importance of opinion leaders as
a target for new products. This will create an avalanche effect on the
diffusion of the product, since word-of-mouth is essential. Being a
pioneering company can result in first mover advantages and
disadvantages®.

When entering a market it is also of importance to create an accumulated
demand for the actual product. The accumulation of demand can be
made in different ways, e.g. by promotion’l. The pre-announcing is also a
tool for informing buyers of future products. Hence, buyers are prepared
and conscious of forthcoming products, the switching path is hereby
unveiled. Therefore the process of diffusion is lubricated, due to the fact
that the buying process is implemented earlier.”?

A company’s market commitment is also affecting the diffusion process.
The commitment is represented by the amount of resources directed to
the business unit or innovation. Resources could be for example
marketing mix and sales force.”

% Kuester, Gatignon, Robertson, 1999.
%0 Schonecker, Cooper, 1998.

? Jakobsson, Lundstrom, Widing, 2000.
%2 Kuester, Gatignon, Robertson, 1999.
% Kuester, Gatignon, Robertson, 1999.
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The distribution strategy is another key wvariable affecting diffusion.
Distribution actors provide a link between producer and customer®. The
relationship requires a highlighted position due to the power shift in
retailing in the last decade®.

3.4.3 Barriers of innovation

Solomon, Bamossy, Askegaard (1999) highlights five criteria, from the
viewpoint of consumers, that new products must meet to become a
commercial success; Compatibility -the innovation must be compatible to
the consumers general lifestyle. Trialability —consumers perceive new
products with an element of risk taking which could be eliminated if the
product could be sampled before it is adopted. Complexity — a product that
is easier to understand is more likely to be chosen than the competitors’
products. The simpler the product, the less effort is required from the
consumer thereby lowering the perceived risk involved. Observability —
refers to the ease with which product benefits can be demonstrated and
communicated to potential customers. Relative advantage —describes the
consumer perception of the benefits of the innovation compared to
existing alternatives?. Kotler (1999) summarizes product development:
“to create new products, a company must understand its consumers, markets and
competitors and develop products that deliver superior value to customers™’.

3.5 Market Entry Strategy

When a company is marketing in several

! v countries or entering a foreign market for the

il B first time, planning and setting objectives are

I_ J J major factors of success. First the foreign
- company must decide which market to enter,

what product that must be deployed, and the level of resource
commitment to attend to it. Foreign market opportunities do not always
parallel corporate objectives; it may be necessary to change the objectives,
as the foreign market may differ radically from the home market. One
market may offer immediate profit but have a poor long-run outlook,

? Kuester, Gatignon, Robertson, 1999.
%> Dawson, 2000.

%% Solomon, Bamossy, Askegaard, 1999.
’7 Kotler, 1999.
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while another may offer the reverse. Only if there are clear guidelines,
objectives and systematic procedures can this be reconciled effectively?®.

3.5.1 Screening and analysis of the market

When a company considering a market entry, the first step in the
planning process is to evaluate the potential markets. A company’s
strengths and weaknesses, products, philosophies and objectives must be
matched with a country’s constraining factors as well as limitation and
potential. In the first part of this planning process, countries are analyzed
and screened to eliminate those that do not offer sufficient potential for
turther consideration?.

The next step is to establish screening criteria for evaluation. These
criteria are ascertained by an intfernal analysis of company objectives,
resources and other corporate capabilities and limitations. It is important
to determine the reason for entering a foreign market and the returns
expected from it: What is the market potential, profits, return on
investment, competitive level, political stability, legal requirements and
factors essential for the company’s products? This could be labeled as an
external ot macro analysis!?0,

A more detailed examination of the components of the marketing mix is
the purpose of this second stage in the planning process. When target
markets are selected the market mix must be evaluated in the light of the
data gathered in the latter phase. In what ways can the product,
promoting, pricing and distribution be standardized and modified to meet
the target market requirements to avoid costly marketing pitfalls? The
primary goal of this phase is to decide a marketing mix adjusted to the
cultural constraints imposed by the uncontrollable elements of the
environment that effectively achieves corporate objectives and goals.
When these questions are answered a second screening of countries may
take place with some countries dropping from further consideration. The
next phase in the planning process is the development of a marketing
plan!ol,

%8 Cateora, Graham, 2000.
% Ibid.
1 bid.
101 Cateora, Graham, 2000.
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3.5.2 Developing the marketing plan

At this stage of the planning process a marketing plan is developed for
the target market. It begins with a situation analysis evaluating the market
environment, including Industry networks and competitors, and
culminates in a specific action program for the market. This plan
establishes what is to be done, how it is to be done and when. Included
are budgets and sales and profit expectations. In this phase of the
planning process, decisions are made to enter a market if it is determined
that company marketing objectives and goals can be met!®2.

3.5.3 Entry modes

When a company chooses to go international, it must decide of an entry
strategy. This decision should include an analysis of the market potential,
company capabilities, and the degree of market commitment. When
entering a market different variables are more important than others. This
is naturally depending on product and type of market, but some general
characteristics can be illustrated. When entering a market timing of entry
is essential. Timing and advertising are linked and the higher investment
the better long term performance!®. Hence, Green, Barclay and Ryans
(1995) declare that entering at the right time and thereby gaining medial
attention combined with advertising are key factors for success. Other
key factors for long term success are competitive positioning and
quality'%. The quality assures that relative advantages are sustained and
position can be established. The position adds value to the product and is
thereby positive in the long run.

122 Ibid.
' Green, Barclay, Ryans, 1995.
"% Ibid.
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Picture 7
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The model illustrates how different entry strategies affect performance.’%’

When acting on a small or non existent market a first mover can create an
advantage. To gain this first mover advantage a company must have the
capability to seize the opportunity. 19 First mover could build advantages
e.g. reputation, establishing of supplier and distribution channels, this is
important because first time customers tend to be more loyal and a
unique brand can be created. First or early movers also suffer from
disadvantages. These mainly consist of the fact that first moving is costly.
Technological development is in the initial phase also fast, which easily
makes company technology obsolete. Technology is easier for newcomers
to grasp or even copy. In addition to this, when a market is growing, new
consumers are not loyal to a specific brand. First moving therefore
involves advantages and disadvantages. The organization might be more
or less suited for first moving, depending on company specific factors. 197
High levels of uncertainty will generally influence larger actors to bide
their time!%. In addition to uncertainty, entry barriers will also affect the
timing of entry. Low entry barriers will make it easier for competitors to

195 Green, Barclay, Ryans, 1995.
106 Schonecker, Cooper, 1998.
%7 Thompson, Strickland, 1995.
108 Schonecker, Cooper, 1998.
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enter. However, one must be careful when generalizing between
industries and first mover advantages. Different industries have their own
characteristics making first moving more or less attractive!®”. Finally
when a company decides to enter a market, there are different ways to do
this.

3.5.4 Export

Exporting is generally recognized as being the low risk method of
internationalization. A firm is an zudirect exporter when its products are sold
in a foreign market without any special activity being undertaken within
the company. The export operations, including all documentation,
physical movement of the goods and channels of distribution for sale, are
carried out by others and may indeed take place without the knowledge of
the manufacturer himself. Indirect export may occur through an export
house or a trading company, which will buy directly from the firm on
behalf of a foreign principal and then arrange for the export of the
goods!!0. Piggybacking is a third form of indirect exporting and occurs
when one manufacturer uses its overseas distribution to sell another
company’s product along with its own product.!'l. Finally, exporting may
take place indirectly when foreign buyers (perhaps from foreign wholesale
of retail organizations) approach a company in order to sell on their
home markets!!2.

Direct export represents quite a different mode of supply, since the firm
undertakes market research, handles documentation and transportation,
establishes pricing policies, and so forth. The product is then typically
sold at the foreign market by agents or distributors, a major difference
between these two being that the distributor actually takes title to the
goods and represents the manufacturer in the sale and service of the
product which he carries; or through company technical specialist export
salesmen; or through a sales subsidiary established by the exporting firm.
Direct exports generally increases the commitment and facilitates greater

19 Schonecker, Cooper, 1998.
"9y oung, Hamill, Wheeler, Davies, 1989.
111 1
Ibid.
"2 Tbid.
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control, and the information feedback from the foreign market as well.
However, it is more expensive as it requires more direct investment!!3.

Exporting has two distinct advantages. It avoids the costs of establishing
manufacturing operations in the host country, which are often substantial.
Secondly, when manufacturing the product in a centralized location and
exporting it to other national markets, the firm may be able to realize
substantial scale economies!!*. On the other hand exporting has a number
of drawbacks. First, exporting from the firm’s home base may not be
appropriate if there are lower cost locations for manufacturing the
product abroad. A second drawback to exporting is that high transport
cost can make exporting uneconomical, particularly for bulk products.
Another drawback to exporting is that tariff barriers can make it
uneconomical. A fourth drawback to exporting arises when a firm
delegates its marketing in each country where it does business to a local
agent!!>,

3.5.5 Joint ventures

A joint venture entails establishing a firm that is jointly owned by two or
more independent firms. It includes the sharing of assets, risks and
profits and participation in the ownership!'®. The equity share that the
international firm holds in the venture is between 25 and 75 percent,
meaning that the international company has enough equity to have a
voice in management but not enough to completely dominate the
venture!l”,

Joint ventures have a number of advantages. First, an entity is able to
benefit from a local partner’s knowledge of the host country’s
competitive conditions, culture, language, political system and business
system. Secondly, when the development cost or risk of opening a foreign
market is high, a firm might profit by sharing these costs and with a local
partner. Thirdly, in many countries political considerations make joint

' Ibid.
"% competing in the global marketplace
' competing in the global marketplace

"% competing in the global marketplace
7 Young, Hamill, Wheeler, Davies, 1989.
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venture the only feasible entry mode available!'8. There are a couple of
major disadvantages with joint ventures. First, when a firm enters a joint
venture it risks giving control over its technology to its partner. To
minimize this risk one option is to hold majority ownership in the
venture, this allows the dominant part to exercise greater control over its
technologies!'!”. A second disadvantage with joint venture related to the
shared ownership arrangement is that it is difficult to integrate them into
a synergistic international operation. When the international firms wish to
standardize product design, i.e. quality standards or other activities, it can
lead to conflict and battles for control between the investing firms if their
goals and objectives change over time!?.

3.5.6 Wholly owned subsidiaries

In a wholly owned subsidiary the firm owns 100 percent of the stock.
Establishing a wholly owned subsidiary in a foreign market can be done
in two ways: the firm can either set up a new operation in that country, or
it can acquire an established firm and use that firm to promote its product
in the country’s market!'?!,

When a firm’s competitive advantages is based on technological
competences, a wholly owned subsidiary will often be the preferred entry
mode, since it reduces the risks of losing control over that competence.
Furthermore, a wholly owned subsidiary gives a firm the kind of tight
control over operations in different countries that is necessary for
engaging in global strategic coordination!??. The weakness is that when
establishing a wholly owned subsidiary the firm must bear the full costs
and risks of setting up operations in another country, and it is by far the
most costly method of serving a foreign market. An acquisition also rises
a whole set of additional problems, including those associated with trying
to marry divergent corporate cultures!?3.

"% Ibid.

"% competing in the global marketplace
120 Young, Hamill, Wheeler, Davies, 1989.
! competing in the global marketplace
1 competing in the global marketplace
12 competing in the global marketplace
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3.5.7 Strategic alliances

Strategic alliances refer to cooperative agreements between potential or
actual competitors'?*. Firms ally themselves with actual or potential
competitors for various strategic purposes. First, strategic alliances may
facilitate entry into a foreign market. Firms also make alliances because it
allows them to share the fixed costs and associated risks i.e. of developing
new products or processes. Thirdly, an alliance is a way to bring together
complementary skills and assets that neither company could easily
develop on its own. Fourthly, it can make sense to form an alliance that
will help the firm establish technological standard for the Industry that
will benefit the firm 125, Perhaps the greatest drawback with strategic
alliances is that one, firm if it is not careful, might give away more than it
receives for instance giving the competitor a low-cost tout to new
technology and new markets!?°.

One of the keys to making a strategic alliance work is to select the right
kind of ally. A good ally or partner has three principal characteristics.
First, a good partner helps the firm achieve its strategic goals whether
they are market access, sharing the costs and risks of new product
development, or gaining access to critical core competences. The partner
must have capabilities that the firm lacks and that it values. Secondly, a
good partner shares the firm’s vision for the purpose of the alliance.
Third, a good partner is unlikely to try to opportunistically exploit the
alliance for its own ends; that is to expropriate the firm’s technological
know-how while giving away little in return!?’.

1 competing in the global marketplace

12 competing in the global marketplace
1% competing in the global marketplace
7 competing in the global marketplace
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4 The Industry of Smart Utility
and Smart Homes

In this chapter the empirical results of the thesis are
presented. It consists of four sections; the political and
legal background of the Industry, Swedish key actors of the
Utility Industry, the competitors within the Smart Utility
Industry, and an internal resource analysis of ITP. The
factor of innovation and market entry is integrated within
each part. The exploration had its start in the Swedish
Utility Industry and the focus were on the political and legal
environment due to the similarity in technological, cultural,
and demographical factors of the Swedish and the
Norwegian markets.

Picture 8
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Figure 8 offers a disposition of the empirical results of the thests.
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4.1 The Swedish power market

The power market of the Nordic countries is integrated and de-regulated.
To obtain further deregulation and increase competition there is a need
for common laws and regulations. The goal of the EU is to have a
common unregulated market concerning electricity. In the year of 2003,
one third of the EU’s energy market is to be unregulated. The Swedish
energy market is since the deregulation 1996 exposed to competition
concerning sales and production of electricity. Consumers and industrial
buyers can switch Grid operator free of charge since 1999. Currently a
government inquiry is proposing that preliminary billing also shall be put
to an end. This is supposed to increase the consumer tendency to change
supplier, therefore it will increase competition and lower prices. The
transfer of electricity is however still regulated and monitored by Szatens
Energimyndighet. Svenska krafindt is the public authority that is responsible
for the short-term power balance and the maintenance of the power
system.!?® In the last decades there has also been a change in the way
electricity is produced. Environment friendly or “green energy sources”
have emerged as an alternative of non-renewable sources'?. The Swedish
government is supporting and even promoting renewable sources of
energy!3,

4.1.1 Energy consumption in the Nordic countries

The Nordic countries have different and varying consumption of energy.
Energy demands depend on household usage patterns and the country’s
Industry structure. Sweden’s energy situation has always been abundance.
The country has a large amount of hydro and nuclear power, e.g. in 2000
approximately 93% of energy production were generated from hydro and
nuclear power sources!3!. Due to the relatively cheap energy Sweden’s
Industry is by tradition energy demanding. The Swedish Industry is

128 Regeringskansliet Niringsdepartementet,
http://www.naring.regeringen.se/fragor/energi/elmarknaden.htm , 2001-12-05.
129 Matsson, 2000.

130 Regeringsproposition 1999/2000:134

B North, 2001.
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responsible for close to half of the electricity consumption compared to
the Swedish households for one third!32.

Picture 9
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The picture illustrates electricity consumption in Norway and Sweden.
www.svenskenergi.se

The consumption per capita is substantially varying between the Nordic
countries. Norway has the highest consumption of electricity and
Denmark on the other hand, the lowest.
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The picture illustrates electricity consumption per capita in the Nordic countries.
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Norway’s consumption was in the year of 2000 remarkable, 408% higher
than Denmark’s!33. The difference is due to the access of energy sources
and different consumption patterns. In 1998 Sweden was the forth largest
net user of electricity, per capita, in the world!3*. Sweden has a high share
of electric heated properties, totally 32 TWh. The Swedish households
represent about one third of total power consumption. A Swedish
average household, using electric heating, use 22 000 kWh per year.
Heating is represented by 12 500 kWh, 4000 by water heating, 2100 by
cooking, 1000 lighting, and the remaining goes to other activities, e.g.
washing and ventilation. 135

4.1.2 Legal and political environment

One major governmental task is to create a dynamic electricity market.
The Swedish Energy Authority (Svenska energimyndigheten, SEM) state
that price-fixing on the market is closely related to the way of measuring.
The electricity sales companies are currently using manual meter reading,
which, according to SEM is expensive and ineffective. Electricity sales
companies confirm that meter reading poses a problem, not only
referring to the price-fixing but also the billing function. In the end
competition is inhibited. The Swedish electricity sales companies confirm
that remote meter reading is profitable; electricity distribution is more
effective, this creates more satisfied customers, and personnel is used
more effectively'?*. AMR has been implemented in small-scale in Norway
and is said to reduce energy consumption with about 10%!37. SEM is
currently investigating the possibilities for a frequent meter reading
concerning households and consumers on the Swedish market, using
more than 8000 kWh per year. The potential government regulation is
estimated to affect the market in 2006 and will include demands for the
electricity sales companies to implement quarterly billing. This brings a
need for alternative meter reading. 138

13 Hjelle, 2000.

'** Elmarknaden, 2001.

135 Qvensk energi, http://www.svenskenergi.se, 2001-12-08.
¢ Energimyndigheten, 2001.

137 Matsson, 2001.

1% Energimyndigheten, 2001.
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Currently the Swedish Competition Authority is of the opinion that the
competition on the market is inhibited. The Swedish market has been
concentrated around three large actors, Vattenfall, Sydkraft, and Birka
Energi. The main problem of competition lies in the fact that the
companies have three main functions; energy production, network
service, and electricity sales. The Swedish legislation permits the different
functions within the same organization if they are organized in different
corporations with a parent company. This solution is somewhat
backfiring on market competition due to relationship networks between
management of the different corporations. The Swedish Competition
Authority is viewing positively upon differentiation of services, among
these AMR, within the energy Industry. “I'his is a factor that can raise
competition between different companies.”

To obtain further deregulation a separation of Grid operators and sales
companies is a must. The Grid operators are characterized by stiffness
and non competitive environment. “I believe that the Industry could lower the
network fees with 30 — 40% if they were exposed to competition.”1*) In addition to
the inhibited competition between the Grid operators and the sales
companies there is also the problems of transactions between them. In
reality this means that capital is floating between the companies and
therefore also affecting competition negatively. The Swedish deregulation
has not been a success due to the fact that Swedish customers are not
changing electricity supplier to the extent that Swedish Competition
Authority has expected. The future of the energy market is in the hands
of politicians and the EU. The Swedish Competition Authority’s meaning
is clear; to improve competition the market needs further and drastic legal
deregulation, the market also needs to improve competition itself. Market
deregulation finally depends on the political ambition of a free market.!*!

The conflict between the FEuropean commission and politicians is worth
noting. Especially France represents a protectionist line of policy. Hence,
the political ambition of deregulation is not always present within EU.
“French politicians delay and obstruct the deregulation of the power market in

139 Ankner, 2002 .
140 Thid .
41 Tbid .
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Euwurope.”#?  Among the Swedish politician colleagues the will of
deregulation is also inhibited, e.g. the Swedish state is a majority owner of
Vattenfall which, is the largest and most powerful actor on the Swedish
power market. 143

The  Swedish  government  has  currently given  Svenska
Energimyndigheten (SEM) the assighment to investigate how
competition can be increased on the Swedish electricity market. SEM is
also looking for ways for households to save energy. Consumers are
currently paying on a approximate basis, SEM wants customers to pay for
actual electricity consumption. SEM’s report is proposing that the Utility
companies has to send bills four times per year. “T'he proposition, if validated
by government, would result in incitement for Automatic Meter Reading’ %,
Automatic meter reading would increase competition, by making it easier
to change power supplier and would also decrease energy
consumption.!4>

The Utility companies views upon a more frequent meter reading were
according to SEM diverse, e.g. there is a strong objection that AMR is not
profitable. “Many Utility companies suggest that there are more costs
than profits when considering Automatic Meter Reading systems.”’146

The SEM believes that the Swedish government will pay attention to the
proposal. Hence, legislation is to be expected, that forces Utility
companies to make two or more meter readings per year.!47

When the Swedish electricity market was partly de-regulated the electricity
trading and electricity producing companies were less motivated to
produce unprofitable energy. In reality this meant that overcapacity which
gave low or no profit was rationalized. At the same time as overcapacity
is rationalized, overall consumption is rising. Hence the overcapacity of
the Swedish market has more than halved in five years. In the year of

142 Ibid.
3 bid.
4 Tureson, H, 2002.
15 Ibid.
146 Thid.
7 1bid.
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2001 the overcapacity was 12, 6% and shrinking!4. The risk of blackout is
imminent when load capacity cannot be met. Sweden was close to a
blackout in the winter of 2001 when usage peaked during an exceptional
cold period!¥.

4.1.3 Functions on the Swedish market
On the Swedish market there are different actors. The different actors
can be divided into the following subgroups!:

e End-users

*  Electricity trading Companies
*  Power Producers

¢ Net Owners

*  System Owner

The end-users range from industrial buyers to consumer households. It is
these actors that actually consume the electricity produced. End-users
must have an agreement with a electricity sales company to be able to buy
electricity.

The sales company is the actor who is trading electricity!>!. The role of
the trading company is currently changing. In the past the companies
have only provided the buyers with electricity. The prices were more or
less regulated by government and therefore the only profitable service
was to produce electricity!®2. Today there is rapid development in the
service sector and several different services are introduced to the market
by the sales companies. The electricity trading company can therefore
have different tasks like sales, services or to be accountable for energy
balance. Energy balance is a responsibility to have a smooth flow of
electricity to the customer and from the producer.

From the customer perspective the Swedish electricity price consists of a
network fee and an electricity fee. The fixed network fee depends on the

8 North, 2001.
19 Morris B., 2001.
159Svenska kraftnit, http://www.svk.se, 2001-12-05.
151 11
Ibid
152 peter Matsson, 2000.
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main household fuse and also how much electricity is consumed. In
addition to this, the fixed electricity fee is a subscription fee and the
variable fee depends on the amount of energy bought. The customer
accordingly receives two bills, one from the Grid operator and one from
the electricity trading company.'® Many of the electricity trading
companies also own net companies and therefore they operate both on a
de-regulated and a monopoly market.

Picture 11
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The picture illustrates how the Swedish electricity price is constituted.

The different electricity sales companies are buying electricity from Nord
Pool or directly from power producers. Nord Pool is an exchange market
where prices are volatile. Nord Pool is owned by Norwegian Statnett and
Svenska Kraftnit and had a turnover of 291 TWh in 1999. Sweden had a
total consumption of 140 TWh in 2001. 1>* The horizontal dimension in
the picture illustrates the physical flow of electricity and the vertical
shows how different actors are buying and selling electricity.

'3 North, 2001.
1> Niringsdepartementet, http://www.naring.regeringen.se , 2001-12-05.
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Picture 12
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The picture illustrates how the actors on the Swedish electricity market are organized.

The different Grid operators are responsible for the transportation of
electricity from the producers to the different consumers. The net
companies are divided into regional and local areas. The net companies
currently operate on a monopoly market. The Grid operators are in turn
connected to the Swedish electricity stem grid. The owner of the Swedish
stem net is Svenska Kraftnit. The stem net is connected to Norway,
Finland, Denmark, Germany, and Poland.

The power production plants are owned by power producers. The Nordic
countries have different sources of energy; e.g. Norway’s energy
production is only based on Hydropower. In Sweden the amount of
Hydropower is 55% and Nuclear power is accounted for 39%!5>. The
remainder consists of renewable power-sources and, mainly, heat.

135 Hjelle, 2000.
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4.1.4 Actors and services on the Swedish electricity market
The six largest power producers accounted for 59% of the electricity on
the Nordic market in the year of 2000.

Company Country | Sales Turnover | Other main
TWh | Billion activities
SEK
Heating, gas, I'T-
Vattenfall Sweden 87 28 and
entreprenourship
services
Gas, heating, IT-
Sydkraft Sweden 15 15 and consulting
services

Heating, cooling,

Birka Sweden 13 13 gas and telephone
Energy services
Graninge Sweden 6 3 Heating

Heating, I'T- and
Goteborgs Sweden 5 2,7 consulting services
energy
Fortum Finland 35 19 Heating
Statkraft Norway 44 6 Service

Table X illustrates the largest Utility companies on the Swedish market’>® 157

The largest actor is currently Vattenfall AB, which produces 18% of the
total electricity in the Nordic countries.!® In order to increase
competition on the Swedish market, the Swedish government decided to

1% Annual Report, Vattenfall, 2000.
157 Annual Report, Goteborg Energi, 2000.
¥ Elmarknaden 2001, 2000.
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split the traditional Utility companies into Grid operators and electricity
sales companies. Due to the deregulation in 1996 new services on the
Swedish electricity market are evolving. Today electricity sales companies
are not only providing electricity but also a number of value adding
services, ranging from broadband to usage-consulting and statistics. The
present differentiation in the Utility Industry is positioning the companies
on the market. New services have two main objectives; first and foremost
the electricity sales companies want to attract new customers, secondly
they want to develop new areas of revenue. The services can roughly be
divided into two categories, those connected to electricity and non-
electricity related services!®.

Currently there are some main value adding services that are common in
the Swedish electricity Industry; energy management consulting (EMC),
“Green” Electricity, Electric Security Management, and Broadband. 10
Broadband is currently the most important service to the electricity
trading companies. It is offered by 49% of the investigated companies.
Broadband is physically installed to the customer via the electricity cables
and the company providing the service must therefore own the net
connected to the customer. Broadband via the electricity grid is a cheaper
alternative than optic cables. Mainly because the infrastructure needed is
already installed and secondly because the electricity cables are cheaper
than fiberglass!®l. According to Skdanska Energi AB electricity grid is the
only profitable alternative available when connecting the countryside to
broadband. The table shows the most common setvices, in addition to
the main business, provided by electricity trading companies in Sweden.

159 Matsson, 2001.
160 1hid.
161 Bratt M, 2001.
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Picture 13
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The picture illustrates the Utility companies differentiation of services on the Swedish
marfket.

Tied to the electricity trading are services like electricity security
management (ESM), energy inspections, energy consumption statistics,
entrepreneurship, and installation services. These kinds of services have
been available before the de-regulation but are not considered
profitable!®2. The electricity trading companies are currently introducing
new innovative products and services that are supposed to increase
demand for older electricity-related services. Some of the most innovative
Utility companies have developed new operational billing and installed
AMR systems. In Sweden these companies are:

* Skanska Energi AB
*  Smedjebacken Energi AB
* Sollentuna Energi AB

162 Matsson, 2001.
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The evolution of services on the Swedish electricity market have
somewhat changed the ways of competition. The broadband service is
complex and attractive due to the fact that it is a platform for other
services, e.g. energy usage statistics and managing billing. Electricity
trading companies are generally characterized by the ability to handle
large amounts of customers, they are especially good at billing!®3.
Therefore they look at businesses conglomeration. Vattenfall is an
example of a company which has entered completely new markets. Today
Vattenfall is not only a power production and trading company but also a
telephone company with over 100 000 customers!®4. Today the large
Swedish electricity sales companies are using manual meter reading.

4.2 The large Utility companies

The largest Utility companies represent a major part of the electricity
production, electricity sales, and grid operating in Sweden. Since 1996 the
trend is showing that the largest organizations are expanding, mainly by
purchases of minor companies. The group of large companies consists of:
Vattenfall, Birka Energi, Sydkraft, Graninge, and G6teborg Energi.

4.2.1 Vattenfall

The history of Vattenfall started in 1909 when Kungliga
Vattenfallsstyrelsen (KV) was founded. KV had the task of developing
and expanding the production of electricity. This expansion was necessary
especially regarding development of the Swedish Industry.1%> Vattenfall’s
electricity production was until the 60-ies based on hydro power. Since
the 60-ies, Sweden’s energy production has mainly been built out with
nuclear power. Vattenfall is currently Sweden’s largest actors on the
electricity market. Vattenfall’s main business is energy trading and
production, mainly heat and electricity. The company is the largest net
owner in Sweden. Germany, Poland, and the Nordic countries constitute
the company’s market. Vattenfall has about 2,2 million customers.
Vattenfall has made a series of purchases, mainly of companies in
Germany and Poland in the year of 2000 and the organization is therefore

163 Bratt, 2001.
164 Honner, 2001.
165 www.vattenfall.se, 2001-12-28.
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decentralized with thirteen business units. Vattenfall is since 1992 a public
limited company. 166

Organization

Vattenfall is divided into three business units; The Nordic countties,
Germany, and Poland. The Nordic countries business unit is in turn
divided into several companies and functions.

Picture 14
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The picture illustrates the organization of 1V attenfall

The main functions within Vattenfall are; energy production, trading,
sales, and networks. Vattenfall made in 2001 a restructuring of the

1% Annual report, Vattenfall, 2000.
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company. The new organization has been divided into 13 different
companies. Sweden represents almost half of the Nordic market with its
19 million people. Vattenfall has currently 1,5 million household and
industrial customers in Sweden. Vattenfall is presently becoming more of
a service oriented company than before!®’. One of the producing units in
Sweden is the company “E/produktion Norden” which currently produces
18% of the electricity in the Nordic countries. The electricity produced is
sold within the Vattenfall company group and to Nord Pool. “Safes
Sweden” 1s on the other hand an electricity trading company. The main
business is selling electricity, in addition to this a variety of different
intelligent services and energy management services are available.
Vattenfall is one of the main actors on the electricity wholesale market
and the Swedish actor “Vattenfall - Supply & Trading” is responsible for the
activity. Vattenfall is also a large electricity network owner. The company
“Electricity Network Sweden” is maintaining the power networks and sells
network services.!®® The market of Grid network is currently a monopoly
market in contrast to the electricity market. This results in a general
inertia within the network organizations, not only Vattenfall’s Grid
operator. Adoption and innovation management is therefore expected to
be of less priority than in competitive businesses!¢’.

Vision and strategies

Vattenfall’s vision is to be a leading European Utility company. The
company is aiming to be one of the major players in Europe, with one of
the best margins, and finally that the company will be experienced by its
customers as the best supplier. The strategy to achieve the vision is to
strengthen the company’s position on the market, mainly by purchases. 170
G. Honner, information-director on Vattenfall, conveys that “1 attenfall
has somewhat abandoned the strategy of commercial promotion in order to grow, instead
we intend to grow by purchases.”” Promotion is therefore not a strategic option
when considering cost-benefit!’!. Vattenfall’s strategy to reach appointed
visions and goals is primarily focused on differentiation of the business
portfolio. In the Swedish household market Vattenfall is becoming a

17 Honner, 2001.

1% Annual report, Vattenfall, 2000.
19 Matsson, 2001.

170 Annual report, Vattenfall, 2000.
" Honner, 2001.
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multiple service provider while the industrial sector on the other hand is
developing towards more tailor-made solutions!”2.

The business concept of Vattenfall is to “..develop the customers’
competitiveness, environment, and quality of life through a unique combination of
effective energy-solutions and world-class service””’.

Vattenfall’s main strategy is to focus on the central activity; providing
electricity to customers. To maintain profitability the company strategy is
to obtain large-scale advantages. Besides the main strategy there is also a
focus on finding other profitable services. Energy trading companies have
the ability to manage a large number of customers. Vattenfall’s goal is to
become a market leader in infocom services, broadband, telephony,
internet, and intelligent home services!’. Vattenfall has therefore a
strategy to expand its business to similar markets, i.g. the company has
started a telephone company as well as a mobile phone business. The
company has about 100 000 telephone customers today.!”> Broadband via
the electricity cables is an example of an innovation Vattenfall is investing
in, recently Vattenfall, Svenska Kraftnat och Bredbandsbolaget agreed to
jointly expand the Swedish fiber optic network. In real terms this means
that Vattenfall's infrastructure is used to offer broadband in Sweden. One
billion SEK were invested in April of 2000 to improve broadband
infrastructure and services. 7 The companies Arrowhead and Sensel in
the Vattenfall company group are developing IT solutions and intelligent
services. In addition to the IT based portfolio, insurance is another
prospective market for Vattenfall to enter!””.

Vattenfall has previously tried to introduce Smart Homes on the market.
However the project was shut down when tested on customers, there
were no or little customer interest in paying for Smart Homes services.
Hence Smart Homes are not a part of Vattenfall’s current strategy. The
Smart Home products and vision currently lie fallow within Vattenfall. G.
Honner concludes, on the question whether there will be a future

172 www.vattenfall.com, 2002-01-02.
'3 Annual report, Vattenfall, 2000.
7% www.vattenfall.com, 2002-01-02.
7> Honner, 2001.

176 www.vattenfall.com, 2002-01-02.
7 Honner, 2001.
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breakthrough in the adoption of Smart Homes, “Yes absolutely, but we
introduced the products when the marfket wasn't ready.” Vattentall didn’t have the
endurance to create a breakthrough in customer adoption and diffusion.
Smart Homes are, according to Vattenfall, compatible with consumer
values, attitudes and beliefs. The electricity companies see a benefit from
the Smart Home products, “I# brings a possibility to cross the threshold of the
household, today we are only on the outside.” G. Honner, former director of
Vattenfall's Smart Homes division, concludes. Vattenfall therefore sees
that Smart Home products convey the possibility to offer other kinds of
services and products. 178

The Future of Vattenfall

The competition on the Nordic market was harsh in the year of 2000.
Supply of electricity surpassed the demand and prices were decreasing.
This resulted in lower revenues, despite an increase in electricity sales.
Customers were also changing electricity at an increasing pace, which
increased competition. Vattenfall expects that more customers will
follow. In addition to increasing competition and lower revenues,
customer disloyalty conveys greater administration costs for Vattenfall.

Vattenfall is a large company that has acted on a monopoly market. The
company has been, and partly still is, owned by the government. One of
the major tasks is now to adapt the organization to the de-regulated
market and incorporate recent acquisitions!'’”®. The consolidation of the
energy business is continuing and the result is larger actors. Vattenfall is a
company that wants to play a role on the European market. The
competition on the de-regulated market is increasing and economics of
scale is hereby essential!®). In five to ten years Vattenfall expects that less
than ten actors dominate Northern Furope’s energy market. Vattenfall
expects to be one of those.!8!

4.2.2 Sydkraft

Sydsvenska Kraftaktiebolaget was formed to exploit hydro power on the
Lagan watercourse and supply electricity to the main urban centers in

78 Honner, 2001.
17 Annual report, Vattenfall, 2000.
180 Honner, 2001.
'8 Annual report, Vattenfall, 2000.
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southern Sweden. On August 7, 1909, the Majenfors power station
started to supply Malmé Yllefabrik, a textile mill. In the middle of the
century, 2200 apartments in Malmé where connected to a new district
heating network. As for today more than 90% of all properties in Malmé6
and Burl6v have district heating. District cooling is also being introduced,
and more than 1,000 customers purchase total heat from Sydkraft
Virme!82,

The Oresund cable came into service 1915, linking the Swedish and
Danish electricity systems. This was the first of several links, which laid
the foundation for an exchange of electricity suppliers throughout the
Nordic region. Today the transmission capacity between various
countries is steadily expanding. Since 1994, for example, the German and
Swedish grid systems are linked via the Baltic Cable, one of the most
powerful and advanced direct-current links in the world!®3,

The first nuclear power reactor at Oskarshamn started up on December
12, 1970, and on August 19, 1971, Oskarshamn started to supply power
to the grid network. Sydkraft decided to order an additional reactor for
Barsebick. The two Barsebick reactors went into operation in 1975 and
1977184,

Organization

Sydkraft is a national and international supplier of electricity. In Sweden
Sydkraft’s geographical basis is in the southern parts of Sweden. “But as a
result of the acquisition of Orebro Energi and the formation of sales
subsidiaries in locations such as Liding6 near Stockholm and Sundsvall
and Soderhamn in northern Sweden, Sydkraft has now acquired crucial
national strongholds”185. Furthermore, the company has entities in
Northern Europe in countries such as Norway, Denmark, Germany, and

Poland186.

182 www.sydkraft.se, 2000-01-02.
183 Ibid.

184 Ibid.

185 Lindquist, 2001.

'% Annual Report, Sydkraft, 2000.
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Picture 15
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The picture illustrates the organization of Sydkraft.

Nowadays Sydkraft is a subsidiary to the German energy company E.ON
Energie since May, 2001. E.ON owns 61 percent of Sydkraft, while
Norwegian Statkraft owns 35 percent and the rest is own by minor
shareholders. The Sydkraft Group is divided into four business sectors -
Marketing and Sales, Production, Distribution, and Consulting and
Contracting. In combination with Sydkraft Energy Trading and Sydkraft
Broadband, they form a complete energy group!®’.

The Group contains about 70 operating subsidiaries, of which about 45
are staffed with own personnel. In all, Sydkraft has about 6 300
employees in sales, distribution and production of electricity, natural gas,
LPG, heat, solid fuels, computer operations, waste management,
broadband, and in metering, telecom and consultancy services!88.

87 www.sydkraft.se, 2000-01-02.
188 www.sydkraft.se, 2000-01-02.
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Presently the entity serves approximately 900 000 customers with its
services. A vast majority of the customers, 70 percent, are companies, and
the rest end-consumers. Within the product portfolio Sydkraft is
distributing electricity through their grids to 800 000 customers, and
provides 600 000 customers with distribution and production of
electricity. As for natural gas the customer base is 10 000 customers!®.

Vision and strategies

The Sydkraft Group’s business concept is to market and sell energy
solutions and services designed to increase the competitiveness, comfort
and security of its customers in northern Europe. In order to realize its
objectives and materialize the business concept Sydkraft focuses on four
main visions in the three forthcoming years:!%

e To have at least three million satisfied customers in northern
Europe. The present figure is roughly one million.

* To have the strongest brand name in the energy sector.
* To be one of the most attractive employers.
* To be the most profitable energy group.

The energy market is changing rapidly. Restructuring and rationalization
measures are in progress throughout the whole of Europe. Sydkraft’s aim
is to grow in order to create economies of scale and increased
profitability. Growth will be achieved organically and through
acquisitions. The acquisitions will mainly relate to electricity, gas and
heating operations'®l. “If is critical to focus on our core business to maintain
competitiveness” says C. Lindkvist. Acquisitions in new areas, such as energy
and materials handling, will broaden the group’s operational base with
unchanged profitability. Efficient integration and development of the
operations are extremely important to fully utilize the potential in
acquired companies. Investments are also being made in new fields, such
as broadband, where revenue potential is estimated to be considerable.

' 1 indquist, 2002.
1% Annual Report, Sydkraft, 2000.
P bid.
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Therefore, Sydkraft ambitions strive to obtain a leading position as a
broadband supplier.'?2

Concerning investments within Smart Utility systems and in the area of
Smart Homes Sydkraft upholds a defensive strategy. This as they perceive
that the present costs are too high in relation to returns. When tackling a
more frequent meter reading in the future, Sydkraft relies on existing
measurement techniques, and are considering integrating the customer in
the reading process, self-custom reading.

However, the future need for Smart Home products is tangible, Sydkraft
estimated the Smart Home market to pick up momentum within a
timeframe of 2-5 years!®. According to Curt Lindkvist “ If the Smart
Home concept is consistent with our product portfolio it will be
absorbed, research in this area is conducted within Elforsk™.

The future of Sydkraft

The Nordic market’s demand for electricity will probably rise by about 20
TWh during the period 2001-2005, however, the increase in supplies will
be marginal. One vital consideration is the high hydro production. During
recent years, hydro production in Sweden has been about 20% greater
than the normal production level. This is not assumed to be applicable in
the future. It is possible with several years of lower, or even significantly
lower, hydro production. This anticipated scenario will result in an
approaching shortfall of electricity in the Nordic region. In other words,
there will be a growing imbalance between supply and demand during this
period. The de-regulation and restructuring of the German electricity
market will probably be more rapid than was the case in the Nordic
countries. But even if there is a merging of the Nordic, German and
Polish electricity markets, it will still be physically impossible to import
the quantities of electricity required by the Nordic region. This is almost
certain to result in higher electricity prices in the Nordic market!%4.

2 Tbid.
193 Lindquist, 2001.
% Annual Report, Sydkraft, 2000.
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4.2.3 Birka Enerqi

Birka Energi is a conglomerate of different Utility companies. Birka was
founded in 1998. Birkas origin is in the Utility company Stockholms
Energi. Birka Energi has the most customers in Sweden and is the third
largest electricity producer. This makes Birka Energi one of the most
important actors on the Swedish market. Birka is owned by the City of
Stockholm and Fortum Power and Heat AB, 50% each. Fortum Power
and Heat AB is in turn a Finnish company mainly owned by the State of
Finland.!®> Birka Energi experienced tough competition in the year of
2000. The electricity price and demand of energy were decreasing. This
restrained Birka Energi’s economic growth.!90

Organization

Birka consists of eight companies. The different fields of activities are
electricity production, electricity sales, district heating and cooling,
networks, entrepreneurship and services, and gas. Birka Energi has two
brand names; Birka Energi and HemEl The two brands are focusing on
different types of customers. Birka Energi is aimed at industrial
customers and HemEl’s customer base is composed of households. Birka
has about 800 000 customers.!?”

195 Annual report, Birka, 2000.
"% Ibid.
7 Wennerhag, 2001.
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The picture illustrates the organization of Birka Energi.

Birka consider themselves an innovative company. The company is of the
opinion that they are good at adapting to customer needs and wants.!8
Innovation management is, for example, handled within the business unit
Nya Affdrer and hereby spread out through the organization. “The unit is
pragmatic rather than innovative’’”. The focus is to find products that are
mature, both technically and considering the market.

Vision and strategies

Birka Energi was founded to meet the demands of the de-regulated
energy market in Sweden. The de-regulated market calls for larger actors
with the ability to adapt, invest, and improve ability to compete.?’0 “Birka
Energi aims to become a partner of the customer.”?0!

As mentioned one part of Birka Energi’s business concept is to use two
different brands. This gives the company the possibility to adjust

18 Ibid.
%9 Ibid.
290 Annual report, Birka, 2000.
291 Wennerhag, 2001.
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marketing instruments, products, and services to the specific target
audience. Having two brands is a differentiation from competitors.202

In order to differentiate the activities of Birka Energi the company offers
telephone services, insurance, and security services. The reason why Birka
Energi is entering new markets is the fact that the company structure is
suitable for mass markets. HemEl for example is aiming to incorporate
new products in order to fulfill the vision of being a home service
company. Electricity is not a very profitable product today, it is seen
more as a way of getting customers and hereby have the possibility to
offer them other services and products.?%3

Birka Energi’s strategy to remain a large actor is to secure the energy
supply to the customers. This is made by improving supply networks.
Birka is focused on becoming a full-service partner, i.e. the industrial
customer can outsource power related activities to Birka. Today the
company offers energy statistics and energy management to company
customers. 204

When considering Smart Utility and future legislation Birka Energi has
two interested parties; Birka Networks and Birka Market. The Network
organization is the one that would install such equipment. Today Birka
Nit could read meters manually for 20 years at the same cost as installing
an AMR system. Hence, “Today Birka Ndt hasn’t really got an incitement fo
invest in remote meter reading’?*>. On the other hand the present system of
manual meter reading is responsible for high costs in e.g. administration.
Therefore there is a conflicting situation between the net company and
the electricity sales company. AMR would result in usable information for
the customer.200

Birka Energi is a company focusing on Smart Homes and the company is
concentrating on Smart Home services not hardware. Products and
services that are associated with this concept are security, alarms, and
convenience, e.g. control of lighting. Currently the market for intelligent

202 bid.
203 1bid.
204 bid.
295 Ibid.
206 bid.
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homes is divided into a household market and an industrial market. The
products and services connected to the industrial market are more
practical, e.g. communication and monitoring of maintenance centrals,
lighting and temperature observation. The main goal of intelligent
services towards industrial customers is to save money. Birka Energi and
Bravida have a common company called BBI which is selling and
installing this type of equipment. Hardware is bought from different
suppliers and not developed by the company itself. The main market is
recently built estates.?0

When considering households the profitability margins are considerably
lower. Generally there is always a simple control system already installed
in the property. Nevertheless, one service which is attractive and
competitive is the security and alarms. Another attractive part is
convenience. Empirical evidence proves that once a convenience system
is installed for the customer other services and products will be sold. 208

The future of Birka Energi

Birka Energi is consolidating the organization. The marketing and
promotion of new services will mainly be made in strategic alliances.
Birka will continue to develop a broad range of services that the market is
demanding. The company HemEl will continue to invest in services
connected to communications, insurance, monitoring, and security.?"

The market of Smart Homes is still in an early phase. One strategy that
Birka Energi is implementing is to associate the Smart Home with other
products. In reality this means that an alarm function is not called a Smart
Home but a security product and service. In this way Birka Energi is
dissociating itself from the “Swart Home’ concept?'’. Birka Energi
believes that in 5 — 10 years intelligent homes in some way will be a
reality. One key to the intelligent home is the digital TV network, which
in a way makes the home interactive. In addition to this the flat plasma

7 bid.

298 Thid.

29 Annual report, Birka Energi, 2000.
219 Wennerhag, 2001.
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screens will make Web sites accessible from the digital TV network.
These two factors will speed up the diffusion of innovation.?!!

4.2.4 Graninge Energi

Graninge is one of Sweden’s oldest companies, its roots going back to the
year of 1673. The company originates from the forest Industry. In the
beginning Graninge used hydropower to generate kinetic energy to the
Industry. Later the kinetic energy was converted into electricity. The
company’s energy production is concentrated to central Norrland in
Sweden. Still today almost all of Graninge’s energy production consists of
waterpower. Thus Graninge has a sustainable energy production in the
sense that production causes minimal emissions. Graninge is Sweden’s
forth largest Utility company. The company has been cultivating its
business; from being a forest Industry to becoming a pure Utility
company. 212

Graninge is owned by Electricité de France (Edf), E.ON, and Sydkraft.
Graninge also has two large private owners; the Nordin and Rudbeck
families. The company is currently controlled by Edf, Nordin, and
Rudbeck families.?!3

Graninge has one of the best financial situations among the Utility
companies. The company has a high profit margin (14%) and a high
solidity (53%). 214 In 1999 Graninge sold a company, called Skog & Tri,

in order to improve the conditions for future investments.

Organization

The organization of Graninge can be divided into heating, electricity, and
network. Graninge produces 3TW annually and the production is based
on hydro power. The electricity sales reached 6TW in 2000. Graninge has
expanded their Grid network in the latest year. The company is therefore
one of the largest Grid operators in Sweden. Large parts of the Grid
network are located in the centre of Norrland, Stockholm, and Kalmar.
In Stockholm the Grid operator has 115 000 network customers.

! Ibid.
*12 Annual report, Graninge, 2000.
213 Svensson, 2002.
214 Annual report, Graninge, 2000.
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In order to minimize the risks of the volatile energy market, Graninge has
organized a trading division within the company. The trading division is
one of the Nordic countries’ most respected.?’> The company is
implementing innovative products and services into the organization by a
business development department. In addition, project groups that are
non-organization bound are formed in an “ad hoc” way to solve
problems or integrate knowledge.?1¢

Vision and strategies

Graninge’s business concept is “Graninge will become one of the leading Utility
companies in Sweden and Finland with emphasis on sustainable energy solutions. >'7”
Further Graninge will “.. offer environment conscions customers electricity, beat,
and network services in an efficient, competent and service-minded way.?’8”

Graninge is offering electricity, green electricity, windmill electricity,
district heating, and network services. H. Svensson explains how the
electricity market has developed since the deregulation in 1996 “The service
differentiation on the electricity market has lost some speed but is starting to recover.”
Graninge is currently focusing on the company’s main business.?!”

Graninge is also interested in entering other business areas. Graninge is
currently focusing on broadband and different I'T-solutions.??

The image of Graninge as a sustainable energy company is important.
Graninge has a competitive advantage; the large amount of hydropower.
Graninge is experiencing an increased demand for environment friendly
energy solutions. The company is also expanding its windmill park.

Graninge is currently reading meters manually. A future customer self-
reading of the electricity meter is not an option due to reliability
problems. When considering investing in AMR equipment Graninge is

1 Tbid.

216 Svensson, 2002.

17 Annual report, Graninge, 2000.
1% Tbid.

219 Svensson, 2002.

29 Annual report, Graninge, 2000.
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reluctant, due to the uncertain return on investment. “I'be company will
consider AMR as any other investment, profitability is a priority above all’??'.
However, Graninge is currently testing and developing systems for
monitoring customer electricity usage. AMR is a part of the company’s
strategy.???

Smart Homes are currently not a part of Graninge’s strategy. The
company is of the opinion that the customer value of the Smart Home is
too low to generate profit. The Smart Home must be characterized by
simplicity, energy savings, and possibilities to communicate in order to be
a success.

The future of Graninge

The restructuring of the electricity Industry brings a wave of purchases.
This wave will also influence Graninge to make purchases in order to
grow, increase efficiency, and improve competitiveness. The legislation
will force Grid operators to invest in Smart Utility. The technology used
can vary but there is a need for this kind of products and services. H.
Svensson at Graninge believes that legislation and the need for control of
the electricity network will force the company to implement AMR. 223

The Smart Home is an infant product or service. Graninge development
department believes in the concept and answers the question whether
Smart Homes will be a part of Graninge’s strategy; “— Yes, absolutely, but
not today. ?**

4.2.5 Goteborg Energi

Goteborg Energi is a company owned by the city of Goteborg. The
company is the largest actor on the western Swedish energy market, with
about 400 000 customers. The company has been active since mid 19th
century and the core business of Goteborg Energi is electricity, heating,
cooling, and energy management services.??

221 Svensson, 2002.

> Ibid.

2 Ibid.

4 Ibid.

22> Annual Report, Géteborg Energi, 2000.

74



Organization

Goteborg Energi’s business organization is divided into two subgroups;
Nit (GENAB) and Energi. The network organization Nit provides the
customer with a network through which energy is provided and sold.
Energy is in turn sold by Energi. The business units Nat and Energi are
supported by Teknik, Marknad, and Mitning. These units provide
technical support, marketing skills, and measurement of customer
consumption. The business and support units are controlled by
management.?2

Visions and strategies

Goteborg Energi has clear economic visions. The profitability must be
satisfactory to ensure “freedom of action”??’. In the year of 2000 the
economical the economical goals of 7% profitability were not met? This
is due to high supply and low demand of electricity and decreasing prices
on the market of heating. Go6teborg Energi vision can be illustrated
through the company keywords “Dynamism, Consideration, and
Experience” 228, In order to fulfill the vision the company is pushing hard
for sustainability. In real terms this means that the company is investing
in environmental certifying and optimization. In addition, Goéteborg
Energi is also putting major parts of the Goteborg Grid network below
ground to increase reliability. The company strategy is to provide services,
within the city of Go6teborg, in the field of activities for the benefit of
everyone.??

By purchasing companies in western Sweden, Goteborg Energi has
entered new markets and strengthened its position in the region?. The
strategy is to be diversified and hereby offer a broad spectrum of services.
The trend is that industrial customers want more ad hoc solutions which
include outsourcing of entire business units. Households, on the other
hand, are demanding service, simplicity, and comfort. In order to obtain
these demands Goéteborg Energi is investing to become a full service

226 Ibid.
227 Ibid.
228 Ibid.
22 Ibid.
230 Ibid.
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provider. The company is because of this providing customers with
energy management.?3!

Goteborg Energi considers themselves to be an innovative company,
primarily because they are implementing new and innovative products
and services?*2. Broadband is an issue high on the company agenda and a
broadband network is currently being built. The broadband and its
connected services have been gathered under a company named
GothNet. The broadband service is in turn supposed to generate other
profitable services. The services imagined are; cable television, security
services, internet connection, and intelligent homes. Goteborg Energi
considers partnership as a way of developing and providing these
services. 233

Remote meter reading and Smart Homes is presently not in Go6teborg
Energi’s strategy. The company is currently using manual methods to
read electricity meters. But possible future legislation will drive the
company to implement remote meter reading on its household and high
consumption customers.?** B. Wictorén concludes that “The whole
Utility Industry will have to invest in remote meter reading systems,
mainly because of the cost-benefit aspect”.

The Smart Home is defined by Géteborg Energi as a service or product
that improves and increases comfort, and simplifies the resident’s life.
Services and products that are connected to this are alarms, security, and
monitoring. The management of Goteborg Energi does not believe in
complex solutions so “simplicity” is a keyword.?*> The company has
already a service that is similar to the idea of an intelligent home.
Goteborg Energi was the first company to introduce this service on the
market and did so in the year of 2000. It is a surveillance service and
allows the user to save energy, monitor, and control the flow of
electricity, heat, cooling, lighting, ventilation, alarm-security, and water to

21 Wiktorén, 2002-01-04.
22 Ibid.
23 Annual Report, Goteborg Energi, 2000.
24 Wiktorén, 2002.
23 Ibid.
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a property. The service is also a platform for other future intelligent
systems.2’ The system is controlled by the user via internet.

The future of Goteborg Energi

Goteborg Energi is a company that is looking to expand its business
through differentiation. The company vision is to be a full service
provider of different kinds of energy and power related services in
western Sweden.?” The company is therefore in an expansion period, e.g.
district heating and broadband are key investments in the coming years.
Goteborg Energi also focuses on sustainability and energy management.
The de-regulation of the energi market is also affecting the company, an
internal restructuring of the company is taking place. In real terms the
importance of customer service is increasing and a strategy is
implemented to respond better to customer demands.?3

4.3 The innovative Utility companies

There are small actors on the Swedish market who has fully implemented
Smart Utility systems. These companies have different characteristics, e.g.
they are innovative and considers Smart Utility from a different
perspective than the large companies. The smaller innovative companies
consists of Skianska Energi and Sollentuna Energi.

4.3.1 Skanska Energi

Skianska Energi is not chosen for its size and major influence on the
market as the other Utility companies that participate in our exploration.
Skanska Energi is by far the smallest utility company, both in terms of
annual turnover and number of customers. Nonetheless it is a very
interesting company due to its innovational awareness. Due to their size
they have found other ways to compete than using benefits of scale to
lower cost. They do not care to be price leading but to provide the best
overall service which reaches far beyond being a traditional utility
company. Skanska Energi’s strategy is to emerge from being a utility
company to become a service company. The electricity sales for 2001 was

231 697 MWh and the turnover was SEK 129.4 million.

2% Information paper, Géteborg Energi, 2002.
7 Wiktorén, 2002.
2% Annual report, Géteborg Engergi, 2000.
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Skanska Energi has 16 500 customers spread in an area surrounding
Lund. The main towns within the area are Kivlinge, S6dra Sandby and
Dalby. 52% of the customers are people living in electrically heated
residences and 33% are businesses and companies.

Organization

Skianska Energi AB is a private owned company. In February 2001 the
customers were offered to buy shares in the company as a strategy to
strengthen the bonds between customers and owners. The interest was
vast and demand was several times bigger than the number of shares
offered.??® Today the owners consist of about 1000 different share
holders of which no one holds more than 5%.240

Skianska Energi has two fully owned subsidiaries, Skanska Energi
Marknad and Skanska Energi Nit. The first of the two handles market
planning and strategies and the latter owns and maintains the grid.>!

Visions and strategies

The main structural changes concern the transformation of Skanska
Energi from being a traditional Energy provider to becoming a Service
company. Skanska Energi has invested in a AMR system provided by
SENEA, which enables the company to monitor the customer’s energy
usage online. Skdanska Energi paid SEK 2500 per unit and the estimated
return on investment for the system is 10 years or less. Skanska Energi
also provides broadband and has constructed personal web sites for all
customers allowing them to monitor their own energy consumption and
informing them how to rationalize their consumption.?*

A major problem for the Industry is the energy consumption peaks that
occur at certain given times every day. When these peaks occur the grid
network is almost at its maximum of what it can provide. In addition,
days with cold temperatures demand even more energy, bringing the
Utility company capacity to its limit. If there should be an overload on
the grid network the Industry has to shut down the energy supply to

2% Annual Report, Skanska Energi, 2001.
240 Bratt, 2001.
! Annual Report, Skénska Energi, 2001.
*2 Bratt, 2001.
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whole neighborhoods on a rotating basis. One way of easing the effects
of energy consumption peaks is to educate the customers in being more
rational energy consumers. Energy is bought and sold by the Industry on
an open market and the price fluctuate and is always most expensive
during energy consumption peaks. If the customers could change their
consumer pattern, e.g. deliberately delaying the switching on of
household machines in the morning, savings of up to 10-12% of the
household’s electricity costs could be made. Skanska Energi is trying to
work out a strategy to reward customers that spread out their energy
consumption more evenly during the day and one suggestion is to lower
the fixed cost on the electricity bill.?+3

Future of Skanska Enerqi

Morris Bratt is certain that Smart Home devices that can regulate
temperature and check if doors are locked will be at the market soon. In a
longer perspective he predicts that these services will include intruder-
and fire alarms and that Smart Home devices will be used by local
hospitals and homes for elderly, allowing patients to stay in their
residence and having their health status monitored remotely. Skanska
Energi is very interested in this concept but is not aware of any company
that conjoins AMR systems with Smart Home devices.?*

4.3.2 Sollentuna Energi AB

Sollentuna Energi has about 23 000 energy customers, all of them within
the municipality of Sollentuna. 11 000 of these also have Broadband
supplied by Sollentuna Energi. The company does not produce any
energy but acts as a provider via the electricity market and controls the
local grid network.?#> The annual energy turnover is approximately 350

Gwh and the annual turnover in SEK is 300 Million.246

Organization

Sollentuna Energi is a small local actor on the Swedish Utility market but
has shown itself to be an early adaptor of new technology, i.e. AMR.
Local government of the city of Sollentuna owns the company and it was

* Tbid.
24 1bid.
5 Tbid.
246 www.sollentunaenergi.se, 2001.
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founded in 1964 and consists of four different sectors with 40 employees
in all. The two main sectors are Grid operation and maintenance, which
owns and controls the local grid network, and Utility Trade, which
handles the transaction of electricity from the open market to the
customers via the grid network. The Utility Trade sector was founded as a
subsidiary company when the Swedish utility market was de-regulated.
The other two sectors are Heating and Broadband. The broadband is
provided to customers in cooperation with Tele2 and Techsell.?#

Visions and strategies

The main visions and goals are to remain as a company owned and
controlled by the local government and to expand, mainly within the
Heating sector. Within the Ultility Trade sector the company wants to
improve their ability to meat certain customers' demand for “green
electricity”, e.g. wind power. For the moment the strategies to achieve
these goals are vague and needs to be redefined.?*8

Last year Sollentuna Energi implemented SENEAs system Custcom to
improve their billing system of customers. The bill concists of two parts;
one fixed and one variable. The fixed cost is for usage of the grid and the
variable depends on the consumption of electricity. Custcom allows the
Utility company to monitor each customer’s electricity consumption on
an hourly basis. This gives the company valuable information about its
customer consumption pattern and results in more precise billing. The
bill is based on the average of the three highest measurements per month.
The Custcom device is installed and conjoined with the traditional meter
in the customer’s home and the measurements are sent to the Utility
company via fiber- or signal cable. “The investment in the Custcom system
should be seen as a way to solve the legislation proposition, and besides, we needed
information about our grid and customers. The cost even proved to be much less than
what we first thought >+

The future of Sollentuna Energi
Anders Jidinger predicts a decreased interest from the consumers to swap
Utility companies and therefore the present focus on developing new

7 Tbid.
8 Anders Jidinger, 2001.
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services is going to be of less importance. Instead, the Utility companies
will focus on improving existing services, e.g. the billing systems. The
legislation proposition will facilitate decision-making concerning
investment in systems like Custcom for the whole Industry.?>® Anders
Jidinger knows about the concept of Smart Homes but is not aware of
any technique or company that combines Smart Utility with Smart
Homes. Presently, Sollentuna Energi has no visions or strategies
concerning the concept of Smart Homes as a part of the company’s
product portfolio.

4.4 The Industry

The Swedish Industry of Smart Utility consists of several actors working
on different technical solutions, strategies, and has different managerial
organizations. The different competitors are presented in alphabetical
order. The amount of empirical data per company is inconsistent, this is
due to the fact that some companies are public limited companies. Hence,
information is public and easy to obtain. Some of the companies are
privately owned, which makes data relatively inaccessible. Privately owned
companies within the Smart Utility Industry also tend to be small which
also decreases amount of relevant data.

4.4.1 ABB Cewe
Cewe is a subsidiary to the ABB group and has 240 employees and is

situated in Nykoping. Cewe buys circuit cards from well-established
suppliers and assembles energy, water and heat sub-meters.?>! The sub-
meters are assembled according to the DIN technique, circuit cards
assembled and conjoined via slots inside the meters. Cewe’s market lies
within Furope and the products are distributed by wholesale dealers to
the end-customers which mainly are Utility companies.?>?

Visions and strategies

The main vision is to become market leaders throughout Europe which
they already are in some countries, e.g. in Sweden. Furthermore, Cewe
strives to certify all products according to national and international

%0 1bid.
! www.abb.se, 2001.
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legislations, which not all competitors do.?>® “This means that our
products are not on the low-price market”, says Stig Hogberg. One
strategy to become market leader is to continually develop new types of
meters, at least one new model each year, to meat the changing demands
on the market. Cewe wants to be first in launching new technology on the
market and this is facilitated by Cewe’s ambition to acquire knowledge of
market trends directly from the customers by listening to their
requirements rather than to glance at competitors' products and solutions.

Organization

Cewe consists of 240 employees divided into several departments;
inbound logistics, assembling, outbound logistics, marketing and sales,
development and support. Since Cewe is an assembling company the
inbound logistics are of great importance. Cewe buys all switch cards from
well-established suppliers and this cost is estimated to half the annual
turnover. Also the outbound logistics are important as Cewe applies the
Just In Time concept. 95 % of the production is customer-ordered in
advance. The benefits are that they have little cost of holding products in
stock. The drawback, according to Stig Hogberg, is that they are slow in
adjusting their production line when high quantities are demanded. Most
of Cewe’ products are ordered by other ABB companies throughout
Europe.

Stig Hogberg says that all departments are equally important and cannot
be ranked but he wants to highlight the innovation spirit that permeates
the whole organization. They call it Shelf-solutions, which mean that all
employees are encouraged to work out new products and solutions
whenever they have some spare time. The name is derived from the fact
that many of these new inventions have to lie on a shelf for a wile before
they can be commercialized. According to Stig Hogberg the benefits of
Shelf-solutions cannot be quantified in economic terms but is of great
importance for the company.

Products and services

Cewe was the first company to develop sub-meters according to the DIN
slot technique, which they invented 15 years ago. This gives them high
credibility on the market and they constantly develop improvements of

253 Ibid.
82



the technique. Much effort is put into development of user-friendly
solutions and the sub-meters provide users with accurate electricity bills,
which allocate the energy consumption between the facilities. Cewe does
not develop the systems supporting the meters but are only developing
and assembling components and meters. Many of their customers are
system developers and if Cewe were to develop systems of their own they
would become competitors with their customers.

Cewe’s sub-meters communicate via Bus, two cord lines, instead of via the
energy grid network. This is a drawback for the company when
negotiating with Utility companies since they already have the grid
network installed. They do not want to invest in a parallel network.
Heating companies, on the other hand, do not have a preinstalled grid
network and are therefore more open to Cewe’s solutions.?>

Future and Smart Homes

The market of AMR is highly innovative and Cewe is open for
cooperation between the actors to develop standardized products?>>. Cewe
does not develop Smart Home solutions and Stig Hogberg cannot see the
demand for the products as of yet. However, in 10 to 15 years from now
he believes that the market will be different; “Since energy is not likely to
become cheaper and people tend to seek solutions to save money there will be a demand
for Smart Home solutions that cuts energy costs “?5°.

4.4.2 Actaris

Actaris is a supplier of residential, commercial and industrial electricity
metering systems. The company also offers systems and services that
surround the meter. These meters and systems allow customers to
monitor production and load levels and create accurate bills. The main
customers are Utility companies. In November 2001 Actaris bought
Schlumberger Resource Management Services, with capital from LOB
France, Jean-Paul Bize and Clermont Matton, two former Schlumberger.

In 2000 Actaris’ revenue was $750 million.2>7

2% Tbid.
25 bid
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Organization

Actaris has 8000 employees in over 60 locations; the company operates
manufacturing, sales, services and support centers across the world. The
company has a development department for each meter and product

type.

Products and services

Actaris 1s a worldwide developer and provider of meters, systems and
services and is active in all utility sectors: electricity, gas, water and heat.
Scandinavia is much ahead in this sort of technology compared to the rest
of Europe. Actaris develops and produces the circuit cards and systems
themselves, but in Scandinavia they do not have any manufacturing. All
products are ordered from Germany, England and France.?’® The
company invented communication on the low voltage grid network in
1986 which has given them much experience and Per Holkert says that
reliability is the most value adding quality that the company’ product has
compared to its competitors.

Future and Smart Homes

“The future market looks very bright if the legislation proposal comes through”, says
Per Holkert. The Utility companies want Smart Utility companies to
cooperate so that they can buy the hardware from one supplier and the
software from another. In this way the Utility companies do not have to
rely totally on one single supplier. This demands standardized products
that do not exist at the moment but as Per Holkert puts it: “Trwe, but the
customers (Utility companies) do not know this”. The Smart Utility companies
that establish strategic alliances or joint ventures are the ones that will be
the most successful. Actaris has started negotiations with other
competitors. There is no current demand for Smart Home products but
future generations will probably want them. 2> Per Holkert do not know
of any companies that integrate AMR technology with Smart Home
solutions.

28 Holkert, 2002.
259 Tbid.
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4 4.3 Infometric

Infometric was founded in 1995. The business concept is to create
business opportunities in a de-regulated power market by offering a
user-friendly, open system-concept for electricity trading and energy
efficiency. Infometric 1s a small “entreprenenrial” company which
cooperates in networks to give the customer a complete solution?®.
Currently the company has four employees. The company is focused
on Smart Utility. Smart Homes are not a part of the company’s
strategy.20!

Vision and strategies

Infometric’s customers are primarily Grid operators and real-estate
companies. The company is located in Stockholm and the business is
focused on Sweden. Infometric is characterized by compability, e.g. the
products protocols are based on Lon Works from ECHELON. This
increases Infometric’s products' compatibility with other products.
Infometric is 2 member of Lon User Sweden, which is an association
that aims at integrating products by using “the same language”.262

To increase the speed of diffusion “..i# takes a lot of footwork, relationship
marketing is the key to sales.” K. Bodman on Infometric’s reveal.
Infometric’s main strategy is to work up a market by relationship
marketing. This strategy is supplemented by the company’s presence in
professional journals, on exhibitions, and targeted commercial. The
company is also pressing for a standard within the Industry, this will
result in the possibility to add on other products and services to Smart
Utility; research is, hence, prioritized.

Infometric’s has outsourced the manufacturing of the company’s
products. The company aims at measuring not only electricity but also
water, heat and cooling. The service is an important part of the
company’s strategy. K. Bodman recounts that “Take for example the car
Industry; the major sales are not taking place when a new car is sold but instead in
the service and spare parts business.”

260 Bodman, 2001.
261 1bid.
262 Thid.

85



Products and services

Infometric has fully developed AMR equipment. About 6000 units have
been installed. The system's main components are measurement units,
communication units, and software. The measurement units are used to
gather and collect data.?%3 The system is sold to%*:

»  Ange Flnit AB
*  Sydkraft Elnat Nord AB Sundsvall
*  Graninge Energi AB Forse bruk Langsele

Future

Customer awareness is the greatest barrier. Bodman conveys that “I’e
barrier is both on the consumer and the Grid operator side. Today most consumers are
not aware that they pay on approximated basis.” Infometric estimates the
market to 1,5 million customers within five years. In the long run the
company believes that all households will use AMR.265

Infometric’s products are prepared and compatible with the somewhat
universal Lon Works protocol. This means that the company is well
adapted to the “intelligent home” products using the same language.?¢0

Infometric is a small company with outsourcing as a strategy to grow.
The main market is Sweden and the company believes that Stockholm is
more innovative and therefore will be first out to adapt to AMR.2¢7

4.4.4 Megacon

Megacon was founded in 1982 providing products and systems within
power quality and security analysis, environmental energy and customized
consumer solutions of electricity systems to the mining and constructing
Industry. Megacon’s product range of power quality has been pioneering,
and is today market leaders within Earth leakage in Sweden and Great
Britain. In 1998 Megacon’s product portfolio was expanded to Energy

263 www.Infometric.se, 2002-01-15.
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Metering and monitoring using AMR. Large investments where made in
this area as the AMR market were, and still is, estimated to have great
revenue potentials. Main customers are Grid operators, real-estate
companies and industries. Today Megacon AB carries out business by
subsidiaries or via co-operation in Sweden, Finland, Norway, Great
Britain and USA.

Organization

The Megacon group of companies consists of Megacon AB with totally
owned subsidiaries Megacon Production AB, Megacon System AB,
Energy Communications Systems Lidingé AB, Elektro Automat Olof
Fasén AB and the British subsidiary Enercom Ltd.

Megacon’s managing director Peter Stockhous owns the majority of the
company, the rest is owned by institutional owners (30,8%), foreign
investors (11,9) and 4,8% is owned by smaller shareholders?8.

Vision and strategies

Megacon’s vision is to be market leaders, producing and selling solutions
of electricity systems for Smart Utility, power quality- and security
analysis2%9.

In the year 2000 Megacon’s turnover was SEK 69,4 million, and the
company’s profitability was 7,1 millions for the same time period.
Megacon’s ambitions are to increase company sales both nationally and
internationally. The increased turnover will be amplified by internal
growth and through acquisitions. The goal is to increase sales by 15-20 %
annually and reach profitability of 5-10 % of turnover. The company’s
solidity (50%) is presently good, however the future solidity must be
viewed in relation to Megacon’s strategy of increasing investments in the
Smart Utility area?’".

Megacon’s goals will be obtained by continuing development of new
innovative products and services within earth linkage and Customized

28 Annual report, Megacon, 2000.
> Thid.
*7 Thid.
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solutions?’!, which are the revenue driving/generating business units?72.
In order to obtain a market leader position within Smart Utility, Megacon
will mainly focus on two strategies: attendance and capability. When
penetrating an innovative market it is essential to be present on the
market, adapting the organization to the market environment and
conduct marketing towards customers. On the Swedish market the focal
point is on Grid operators and real-estate companies. A driving factor for
Megacon is to deliver high quality products and services. The strategy is
to be better than their competitors. 273

The possibility of integrating Smart Home in Smart Utility solutions has
been considered and the idea of smart residences may be attractive in the
future. However the products must be profitable. The incitements for
diffusion of the Smart Home innovation are functions for lowering
energy consumption and security. “I believe that alliances are critical, in order to
form standards”?7*. Perceived future product areas are e.g. security alarms
and housing for the elderly 27.

Products and services

Megacon’s business strategy contains three different product categories,
development of Smart Utility for energy consumption, earth linkage and
customized solutions. The two latter business units have the longest
tradition and are presently the profit-earning units. The Smart Utility unit
is thought to be prosperous in the future?’°.

The demand of Earth linkage products is continuously increasing, and is
one important pillar for company revenues. The customers served in this
sector are for example hospitals, industries, offices, and computer
facilities, which are vulnerable for disruptions of the electricity supply?””.
Customized solutions are a significant part of the Megacon revenues. As
the name implies the production is tailored to specific customers, e.g.

" bid.
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Atlas Copco, Ericsson and Daimler Chrysler. The products are primarily
provided in two areas, electric power and electronics. Megacon provides
instruments for control and allocation of low voltage power.

In the business unit Smart Utility Megacon provides hardware and
software of energy and water metering, thus collecting, processing and
providing billing systems remotely. The benefits are:?8

* The energy supplier is able to provide precise billing service.
*  Reduction of energy consumption.

*  Excluding old legacy systems based on manual reading.

e Eliminating metering/reading errors.

* Itis easier to change Grid operator

* Ina near future billing via Internet will be possible.

MultiLog is a flexible hardware for gathering of electricity measurement.
Communication between the units is transmitted via the electricity grid,
radio, GSM or internet. The MultiLog hardware is based on the Lon
Works technology, which makes it compatible with other systems and
products. This choice of an open system, added with the strategy of
creating alliances is a successful way of attracting real-state companies.?”

According to Ulf Magnusson, the most value adding activity in Megacon’s
Smart Utility portfolio is the ability of complete and reliable control
systems for meter reading and the providing of a precise billing service.?8
Megacons Smart Ultility also reduces consumer’s energy consumption,
this is made by changing patterns of consumption.

Megacon adds value to the Smart Utility products through six stages in
the value chain: Research and development, which is performed with a
close look on the predicted customer needs notified by the sales
personnel, and materializing this products. This feedback system is a
valuable tool when seeking progress in product development. The second
stage is inbound logistics. The importance of different hardware
purchases is moderate. It is important to comprehend quality and the

% www.megacon.se, 2002-01-20.
" Annual report, Megacon, 2000.
80 Magnusson, 2002.
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range of hardware application, and to have a technical standard which is
open, but the product value increases significantly when adding in-house
fabrication. In-house fabrication is characterized by assembling inbound
logistics components and compiling the units with Megacon products
such as MultiLog. The fourth stage where value is added is through
marketing. The focal points here are advertisements in Industry journals
and magazines, direct marketing towards customers e.g. Grid operators,
real-estate companies and industries. The last and the most important
marketing channel is marketing through personal selling. “If is critical to
ensure not only the final decision makers, but the additional consultants and
users/ operators of the metering system, that our products are the bes?*?8!. The fifth
and most important stage that Megacon provides to its customers is the
outbound logistics. The outbound logistics is distinguished by installation
of the AMR-system at the customer, enabling a superior collection and
billing system. The last stage is the after service, which contains long
lasting guarantees with no charge for service and repairs?8.

Future

Megacon will continue development of new innovative products and
services within their three business units, Smart Ultility, earth linkage and
Customized solutions. However, much is expected of the AMR unit in
the future?$?. This is mainly due to two reasons: first, indications from
real-estate companies’ hints of an increased demand for remote meter
reading services during 2001 and 2002. Secondly, and the most important
factor: in order for this market to grow the proposed legislation of more
frequent readings in Sweden must be realized?$*. This would generate an
enormous market, within four to seven years the market for AMR will be
estimated to SEK 1,5-3 billion. However, the year 2002 is a critical year
for the AMR unit and Megacon’s overall business strategies. This year or
the next the AMR unit must reach break even, otherwise Megacon are to
consider winding up this business unit, as it is eating revenues from the
other two profitable business units>.

> Thid.
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4.4.5 Milab

MilLAB was founded in1984 in Link6ping by Jan Axelsson and Tommy
Blohm. Jan Axelsson is the CEO and Tommy Blohm is head of R&D.
The company has 15 employees and they develop and sell Smart Utility
and supporting application systems to Utility companies and Grid
operators in Sweden.?86

Visions and strategies

MiLLAB wants to supply products and support systems to the Swedish
Utility companies, where MiLLAB provides the system-knowledge and
executes whatever goals the Utility companies set up. MiLAB wants 30-
50% of the market shares. This will be realized by developing application
systems today that will stand for the requirements of tomorrow and by
marketing the products directly to the Grid operators and not via a third

party.2s7

Products and services

MiLAB develops the hardware, the meters, and the software themselves
but has outsourced the assembling to other companies. “What is most value
adding about Mil AB’s product is that the Utility companies can start using their grid
network for new things, like communication, in order to make more money”>88. The
application system is based on Echelons system LonWorkss which is an
open system that is compatible with other LonWorkss products from
other companies. This is unique for MiLAB and Enermet, according to
Krister Westerberg. The market potential is estimated to 5000 measuring
points , each costing 1500 SEK which gives a total of 7,5 Billion SEK.?%

Future and Smart Homes

MiLAB acts in an innovation Industry and is open for cooperations with
other LonWorkss Product companies. Krister Westerberg predicts that
Smart Home solutions and products will not be demanded for a very long
time due to low margins. He thinks that there are many possible services
that end-users would like to have but would not be willing to pay for.2%

286 www.milab.se, 2001.
%7 Westerberg, 2002.
288 Ibid.

% Tbid.

20 Tbid.

91



4.4.6 SENEA AB

SENEA is a company with its roots in Vattenfall. The CEO Anette
Brodin Rampe is a member of the board of directors in Vattenfall.
SENEA is a supplier of complete systems for Smart Utility. The company
was previously a parent company to 8 other enterprises. These subsidiary
companies have been sold in order to focus on the main business, Smart

Utility.201

Vision and strategies

SENEA’s vision is to be a dominating actor on the Nordic market for
Smart Utility. SENEA’s strategy is to become both a service and a
product supplier. The service consists of measuring, collecting
information, billing, and customer service. In addition to service, the
company has two products for measuring electricity consumption;
Custcom 500 and Custcom 1000. To achieve the goal of being a service
provider SENEA is implementing strategic alliances with other services
providers, i.e. Bravida who is a partner for installing SENEA’s system.
SENEA is currently one of the leading actors on AMR in Sweden. The
company’s strategy is to fortify this lead-position by expanding the sales
volume by 30% per year. In addition, return on investment is to be
20%0.292

SENEA has experienced low profitability in the latest years. The main
reason has been low demand for the Industry’s products due to a piece of
legislation called “schablonreformen”. This legislation stated that
electricity sales companies could use template billing, i.e. the customer
pays in advance on an estimated basis. The system was implemented by
the government to improve competition on the energy market. This has
not been the result.??? The low, or even negative, profitability within
SENEA has brought a rationalization and the staff has almost been cut
by 50% 2%*. Hence the most important goal of SENEA is to become
profitable?®.

»! yon Sydow, 2002.
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SENEA’s customers are primary Utility companies, Grid operators, and
real-estate companies®®®. SENEA’s strength is the ability to provide
complete solutions to these types of customers. Today the Nordic
countries have about 150 000 points of electric measurement, SENEA
manages 120 000 of these. The main customers in Sweden are; Sollentuna
Energi, Skianska Energi, and Smedjebacken Energi. Currently SENEA is
involved in a project in northern Norway and the company is also
prospecting in Finland. The goal is to obtain a high market share in
Sweden, defend market shares in Norway, and to establish a base of
operations in Finland. %7 The company has currently established
cooperation with Helsingfors Energi concerning 3000 measuring points
in the city of Helsingfors.

Smart Homes are currently not in SENEA’s strategy. This is due to the
non-existent profitability in the market. The company has different alarm
and security tools integrated with its product line, these solutions are
outsourced to other actors.

Products and services

SENEA has three complete systems installed in Sweden. The customers
are:

* Sollentuna Energi
* Smedjebackens Energi
* Skanska Energi

This brings a total of 120 000 measuring points in the Nordic countries.

Currently SENEA has two product lines; Custcom 500 and Custcom
1000. The products are AMR and the difference is that Custcom 1000 is
measuring the consumption in a shorter interval. The product lines not
only make SENEA a system-supplier but also a service, and technical
supplier. This makes the company a full service provider with both the
capacity and the skill to install complete AMR systems.?® Different

2 www.senea.se, 2002-01-13
7 yon Sydow, 2002.
%8 yon Sydow, 2002.
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services are integrated with SENEA's product lines by strategic alliances
with for example billing companies. Currently SENEA cooperates with
Kamstrup, a large electricity meter manufacturer. SENEA's product is
possible to get integrated in an electricity meter. 2% One advantage of
SENEA's products is that they are reliable; disturbances on the electric
power network are avoided by using a broad frequency band.3%
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Picture X illustrates how SENEA's system works in reality. Informaition is passed
on _from each and every customer to a commanding office. The commander in turn sends

the information to different work stations i.e. billing and customer service.
www.SENEA.se, SENEA Custeom©, 2002-01-14, p. 3

Organization

SENEA consider themselves an innovative company and the company
has totally 18 employees. The staff has been cut in order to be more
dimensioned to the low demand on the market. Out of these employees

¥ yon Sydow, 2002.
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there are four salesmen with the task of working up a market. To increase
the speed of innovation diffusion the company is attending exhibitions,
advertising in business papers, and using relationship marketing. On the
technical side there are four employees working with software. The
technical development is outsourced to a company named Nexus.

Future and Smart Homes
SENEA has a new majority owner; Mellby Switzerland, SA. This
constellation has strengthened the company’s financial position.

SENEA estimates the European market to about 200 million measuring
points. Thus the company expects the market to become large. SENEA
has been experiencing an increasing interest and demand in AMR in
2001.391 The Nordic Countries are in the frontline both when considering
legislation, de-regulation, and technology. The Swedish market is
estimated to a total of 5 million measuring points. If the legal proposition
will be ratified there is 1,5 million measuring points in 2006. In addition
the Nordic market is expected to be the one first investing in AMR. 302

SENEA is convinced that customer-reading is not an option for the
electricity sales companies. This is due to the low reliability of the system,
only 65% of the measured values are accurate. This brings a need for
AMR products.?”> SENEA has also implemented a new service strategy.
This means that the Utility companies are offered a complete “from
measuring to bill” package0*. In real terms SENEA has taken a step from
being a product supplier to becoming a service provider.

4.4.7 Techhem

Techem are specialists on recording, processing and billing of energy and
water consumption. Techem measures and collects measurements from
over six million residences all over Europe, and are administrating over
33 million meters. Their customers are primarily real-estatecompanies,
municipality and tenements.

391 www.senea.com, 2002-01-14.
392 yon Sydow, 2002.
393 yon Sydow, 2002.
39 www.senea.com, 2002-01-14.

95



Organization

Techem originates from Germany, where also the head quarter is situated.
Techem is listed on the German stock exchange’®. The company has
over 2,700 employees in 14 counties in Europe. Techem’s Swedish
subsidiary operates over the whole country and has offices in Malmo,
Goteborg, Stockholm and Karlskrona3”.

Vision and strategies

Techem perceives themselves as a service and support company in the
energy and water optimizing business. “Our business concept is to process and
provide measurement information for customer’s billing systems’ 38,

Techem’s vision is to become market leaders in Sweden, with 35 percent
of the market. When penetrating the Smart Utility market one vital
strategy 1s the product pricing system. The real-estate company funds the
purchase and installation costs, of approximately SEK 4000 per installed
unit. In this way the resistance for implementing this system in the
residence is small. Furthermore, eventual energy reduction goes back to
the resident, in the form of reduced energy bills. If there is no reduction
the resident will not be punished by higher bills3%.

Products and services

‘With our AMR systems onr customers are able to collect and deliver statistics and

precise billing to the resident, including heat, water and electricity measurements. The
awareness of consumption statistics and precise bills is reducing the resident’s energy
consumption by 15-20 percent annually’'°.

This precise way of measuring electricity and water costs sub metered to
the individual apartments actual consumption is done by. Hence, enabling
energy reduction for both tenants and real-estate companies. The AMR
communicates via radio, meaning that there is no need for access via fiber
cable or need for electricity supply, this makes installations easy and cost

395 Palm, 2001.

39 www.techem.de, 2002-01-18.
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efficient®!. To this Smart Utility system the customer is able to
complement Techem’s Smart Home product Assisto. Besides reducing
energy consumption the customer is able to use security functions e.g.
security alarms, light control, and regulating room temperature. All
products are standardized, approved from a legal perspective and are
safety tested. The price for the Smart Home products ranges from SEK
700 for a house alarm to SEK 15 000 for all applications and the
investment is made by the resident. However, to be able to install a Smart
Home product prior installation of AMR must be made3'2.

According to Lars-Olof Palm, the most value adding with Techem’s
AMR product are the ability of precise information on electricity and
water consumption, the possibility of reducing electricity costs and the
fairness aspect. Techem adds value to the customer with their products
through six stages in a value chain. All Research and development, is
performed in Germany this due the small size of the Swedish subsidiary.
There is however a feedback system, which is a valuable tool when
seeking progress in product development and special demands of the
Swedish market. The second, stage, inbound logistics, is impotent as all
hard ware is imported from Germany, directly from Techem or from
subcontractors. In-house fabrication is characterized by assembling of
inbound logistics components and is made in Germany or in other
countries in Europe. The outbound logistics is distinguished by product
installation, which is done by partners and is very much straightforward.
The next stage where value is added is marketing and sales. The focal
points here are, direct marketing towards customers e.g. real-estate
companies and municipality. Presences at Industry exhibition are also of
importance. The last and the most important marketing channel is
marketing through personal selling. The last stage and the most important
stage is the after service. “T'he after service is really our business concept recording,
processing and providing consumption data which the customer bases his billing system
on. We are a service company”3'3.

3 www.techem.se, 2002-01-18.
312 palm, 2001.
313 Palm, 2001.
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4.4.8 Viterra

Viterra Energy Services is part of the Viterra AG Group with earnings of
EUR 1.3 billion for the year 2000. Viterra AG is wholly owned by E.ON
AG with earnings of EUR 93.2 billion in 2000, E.ON is Germany’s third
largest industrial corporation focusing on the energy sector3!4,
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The picture illustrates V'iterra’s ownership and organization.’?

Viterra Energy Services is a specialist in, measurement, cost allocation,
billing, and revenue management of electricity and water consumption,
providing setvices to utilities, municipalities, and industrial/commercial
organizations. The company provides customized solutions in the
gathering and processing of consumption information, or the managing
of utility bills, as well as comprehensive money to the bank services3!6.

Vision and Strategy

The customized product gives Viterra an advantage towards consumers,
as customizing does the product more suitable for customer needs, either
it is a technical issue or a price aspect that have to be considered. “The

314 www.viterra.com, 2002-01-13.
315 Tbid.
316 www.viterra.se, 2002-01-13.
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uniqueness of choosing different hardware gives us leverage and forms our core, which we
will stick to”3V7. “This core is our major differentiation towards our competitors, who
in many cases are limited by only delivering own hardware solutions” 318

Secondly, Viterra perceives Smart Utility, to be an increasing market with
great potential, this is due to the fact that the European energy market is
becoming de-regulated. The Scandinavian countries, especially Norway
and Sweden, are at the frontline within AMR, because of legislation and
market de-regulation. As a result Smart Utility companies in these
countries are world leaders concerning technology, for example regarding
products and whole-solutions. Therefore, Viterra Sweden is going to be a
platform for the development of Smart Utility for the entire Viterra
Energy Service group!’.

Sweden is one of the countries with the highest expectancy of measuring
points in the forthcoming years. In the five coming years the estimated
tigure will be 1,5 million measuring points, it is a vital market to focus
on3?, Viterra’s goal is to manage 300,000-400,000 AMR within this time
period. According to Lars Enlund this market share will be obtained
through four different strategies:

One essential marketing strategy is to focus on personal selling towards
customers, as Grid operators and real-estate companies. Other channels
of marketing that will be utilized are Industry conventions and different
seminars, where customers can be targeted. %!

Another approach to promote Smart Utility is to lobby on consumer
organizations and real-estate companies. The company is enlightening
benefits of AMR for the end consumer, as it brings precise billings,
statistics, and improves awareness. This could lead to reduction of energy
consumption. An additional aspect is the viewpoint of fairness; in real-
estate companies that today have common electricity tariffs, there is an
incentive for separate billing. 322

317 Enlund, 2002.
318 Ibid.
31 Ibid.
320 Ibid.
321 Tbid.
322 Ibid.
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AMR systems are associated with high investment costs especially in an
initial phase, thus Grid operators and, to some extent, real-estate
companies have been moderate when embracing AMR and relying on the
present, inferior methods of measurement. Consequently, Viterra is
examining a different pricing strategy: which implies a change from a
customer purchase of the meter system when Viterra is handling the
meter services, towards Viterra taking over the entire measuring
management process for a certain time period. Instead of bearing a high
initial cost the customer pays an annual or monthly fee for e.g. 7-10 years,
after which the customer acquires the meter system. This approach is
likely to encourage the customer to an investment, as the venture is
spread out over a longer time period. Secondly, a lower investment-sum
enables a decision on a lower organizational level, which facilitates the
decision. 323

The forth strategy to realize their goals concerning market shares is to
link and standardize different suppliers' systems to Viterra’s services, in
order to make the service as complete and flexible as possible. 324

Products and Services

Viterra adds value to the customers with their products and services in
four stages of the value chain: research and development, which mainly is
situated in Germany. However, feedback systems are valuable tools when
seeking progress in product and service development. The second step is
inbound logistics and in-house fabrication. The importance of different
hardware purchases are considerable when focusing on AMR for
electricity consumption, as it is vital to comprehend quality and the range
of application, in order to find a suitable solution for the consumer. The
in-house fabrication of AMR for electricity consumption is, however, of
moderate importance, as it mainly constitutes assembly. Nevertheless, in-
house fabrication of AMR for water and heat measurement is of greater
importance, as Viterra produces these types of hardware. The third stage
where value is added is through marketing, personal selling, Industry
convention and seminars. The last step is the most important; Viterra
provides their greatest value in after-service. The after-service ranges

33 Ibid.
324 1bid.
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from AMR, gathering and processing of consumption information,
managing billing, with the possibility of money to the bank services3?.
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The picture illustrates Viterra’s service strategy.’?

Organization

With 4,400 employees serving the needs of more than 530,000 customers
in 29 countries, Viterra Energy Services has a vast experience in processes
and technologies for all markets and all environments. The company
gathers approximately 40 million meter readings annually, and manages

approximately 15 million bills annually, Viterra Energy Services earnings
for the year 2000 was EUR 378 million3?7.

In 2001 Viterra Energy Services acquired Etrem AB, which was adopted
into the organization and today is called Viterra Energy Services Sweden.
Its headquarters are located in Stockholm and have subsidiaries in
Karlstad and Bollnds. Etrem’s turnover in 2000 was 174,7 million SEK,
with a profit loss of SEK 8,1 million, this due to increasing competition
resulting in lower margins3?8. For the year of 2001 an extensive efficiency
program was launched with the aim of changing the downward trend.
This program has turned out to be a success according to Lars Enlund, as

325 Ibid.

326 www.viterra.com, 2002-01-13.
327 www.viterra.com, 2002-01-13.
328 Annual report, Etrem, 2000.
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the company has increased the earnings with 20 million SEK for 20013%.
The Swedish division presently collects approximately 32,000 meter
readings annually, and produces approximately 25,000 billings per year33°.

Future and Smart Homes

The present trend on the energy market is to focus on the core business,
including ~ Utlity =~ companies,  real-estate =~ companies and
industrial/commercial organizations. This implies an increased demand
for energy management; customer services stretching from gathering and
processing of consumption information, to a complete billing system with
money to the bank functions®!. Viterra looks upon this trend with
anticipation. Furthermore, proposed legislation and de-regulation of the
Nordic markets is monitored extensively, as it is very likely to increase the
AMR market. If the Nordic AMR market gains momentum and shows
signs to be thriving it could be an indication for the future progress of the
European energy market, and worldwide revenue potential. 332 “[77terra
being represented all around the globe, combined with E.ON AG’s war chest, the next
coming five years will be exciting.”’ 333

329 Enlund, 2002.

330 Ibid.

31 Annual report, Etrem, 2000.
332 Enlund, 2002.

333 Ibid.
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45 |T & Process

ITP was founded in 1992 and is situated in Oslo, Norway. The owner
structure mainly consists of four entities; Mobil Data Invest (13,1%),
Skartind (11,7%), Norsk Personal Gruppen (9,7%) and FirstNordic
Norge Vekst (9,7).3%* Enermet is the market-leading actor on the
Norwegian market and I'TP comes in second place with 14 customers and
7500 measuring points. All actors within the strategic group are showing
negative results and in I'TP’s case last year resulted in a 5 Million, NOK|
deficit. ITP’s financial standing is nonetheless considered solid. Recently
the company was approved additional funding from its main owners.

4.5.1 Organization

ITP’s 10 employees are all shareholders and they are spread out over two
different sectors, Development and Marketing & Sales. ITP technicians
have developed all products and systems internally which gives the
company full control over product strategies. The marketing staff consists
of three persons and their main focus is to establish the qualitative
advantages and benefits of ITP’s products and services. The marketing
activities are sorted into the following categories:3%

*  Direct contact

*  Advertisement

e Hxhibitions

e  Product demonstration
*  Product test groups

The main selling strategy is to focus on strategic factors from a customer
point of view, i.e. what the main benefits are for the customer. ITP
cooperates with an advertisement company and focuses only on Utility
companies and Grid operators, and not on the end-users. The company
lets the customer’s employees try out the products during negotiations.
The products are user-friendly which enables the customers to do the
installation themselves. Marketing & Sales is the most value-adding

3% www.itp.no, 2001.

333 Erik Teigen, 2001.
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activity for the company at this stage. ITP has no current brand
management strategy. 33

The inbound logistics is important to I'TP and they have well-established
suppliers but are concerned that future demand will bring supplier
capacity to the limit. To secure the incoming flow of raw material ITP is
looking for additional suppliers.

The assembling activity is outsourced to a closely evolved partner but I'TP
is currently looking for additional assembling companies to secure the
production-line capacity. This is of long-term strategic importance. The
assembling company also holds the products in stock and the products
are distributed from their facilities to the customer.

Service & Support is an activity that I'TP has not focused on as of yet and
they have no personnel handling these matters.

4.5.2 Visions and goals

“The market is definitely innovative since it is not consolidated and no standards are
set.”?37

ITP seeks to become the clear market leader in supplying hardware and
software for Smart Utility and Smart Home services. From the first
product designed, ITP has followed its vision to create a line of hyper-
functional products that can support applications from baseline utility-
centric services to next-generation consumer-centric services. Because
ITP has designed its system with respect to utilities and consumers, it has
developed a core platform capable of doubling as the backbone of any
Smart Utility and Smart Home application.?38

"We want to become the leading actor in the Nordic countries within our sector’

The strategy to fulfill the vision is to only develop and market products
that are demanded on the market. I'TP wants to differentiate itself as

336 Ibid.
337 Ibid.
33 ITP Business Plan.
339 Erik Teigen, 2001.
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being a high-end supplier with slightly higher prices than its competitors,
but with proven shorter payback time. Depending on how much of I'TP’s
whole-solution, Smart Utility and Smart Home, the customer purchases
the payback time varies between 3-8 years.?*0 Furthermore, they want to
highlight the functionality of their products and that they have based their
products on an open system, allowing additional services to be added to
their system. ITP is open for cooperation with other actors within the
Industry.

The company also wants to enter the Swedish market. One strategy in
doing so is to first orientate and map the Industry in Sweden. This thesis
aims to do so.

4.5.3 Products

ITP has focused its efforts on two product types: Smart Utility Services
and Smart Home Services. The technology is based on CEBus
(Consumer Electronics Bus) standard, which is an open system that
allows other companies, using the same technology, to add new service
systems continuously.!

4.5.4 Smart Utility

The Smart Utility services are directed towards the Utility Industry and its
primary benefits are not to generate new revenues but to decrease costs
and increase efficiency of the distribution of electricity. Smart Ultility
focuses on utility services enabling Utility companies to reduce operating
costs and increase knowledge and functionality within their core business:
delivering energy to customers. I'TP’s Smart Utility suite of products and
services enables Utility companies to remotely read meters, intelligently
reduce the aggregate load on their distribution grid, reduce loads during
peak hours by percentages in specific neighborhood sectors, and gather
detailed information about the energy consumption patterns. The Utility
companies pay for the installation of the products and investment is
returned by cut costs. End-users do not pay anything for these services.?*?

390 Ihid.
341 TP Business Plan.
2 Ibid.
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4.5.5 Smart Home

Unlike the Smart Utility services the Smart Home services are directed
towards end-users, residential consumers. The Smart Home services
increase consumer comfort and reduces energy cost by enabling
monitoring of, and intelligent solutions to, their electricity consumption.
The Smart Home service consists of Smart Home devices, e.g. heaters,
and an intranet system that links all household appliances into a cohesive
network that enables the customers to remotely and locally monitor and
control their living environment. Via a Web site consumers can remotely
check if all doors are locked and their alarm is turned on. They can also
remotely via a Web site or via a SMS turn on or shut down different
residential devices. The Utility companies offer Smart Home services and
devices for a small fee that is added to the normal electricity bill.3*> This is
how the Utility companies gain profit and thereby reduce payback time3*.

4.5.6 Patents

ITP’s appliance for patents has been modest, due to two reasons: when
registering a patent, the information becomes public to some extent; this
enables competitors to gather knowledge about the company. Secondly, a
patent is associated with significant costs when applying for it, and even if
the innovation is protected a competing entity with vaster financial
resources could duplicate the innovation and take a costly and time-
consuming lawsuit with the patentee.

4.5.7 Market opportunity and Adoption of Innovation

Margins for the distribution of power are very slim and power has almost
become a transparent commodity with little profit potential for the
utilities that distribute and sell it. This gives the Utility companies a strong
incitement to invest in technology that reduces costs and increases
revenues. “The above service seems like a winning situation, however the
ability to bundle services such as security and control and automation will
increase the profit potential exponentially. And by offering these services
to customers for a simple additional cost to their monthly electricity bill,
customer adoption of Smart Home type services will not be a difficult
task. Once utilities are able to take advantage of offering customers

33 I'TP Business Plan.
3 Erik Teigen, 2001.
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integrated convenience service packages, their ability to realize new
revenues will only be limited by the ingenuity of the developers of the
services themselves.”3%

4.5.8 Future

“The Smart House market only currently contains the niche, high-end,
and super-expensive automation and control systems that only
technology focused upper-class members of society have custom
designed and installed in their homes. Until now, no company has ever
been able to put together a mass-market deployable platform that can
simultaneously spawn disparate markets through a technology offering
that effectively creates a network in the home that can be leveraged for
utility-centric services yet scalable and functional enough to allow next-
generation consumer-centric services to exist on its framework’34¢

345 TP Business Plan.
346 Ibid.
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5 Reflections on the market of

Smart Utility & Smart Homes

ITP is considering a market entry and therefore there is an
information need. This chapter is aims to reflect upon the
gathered information concerning the market key actors,
political and legal aspects of the electricity market
deregulation, how innovation affects marketing strategies,
and how a market entry can be achieved. The reflections
will be made with the theoretical framework as a tool for
analysis.

The deregulation of the Swedish power market started in 1996. The
business had been a monopoly market for over hundred years. Today
Sweden is one of the countries that have come furthest towards a de-
regulated electricity market. Nevertheless, Sweden has a long way toward
tull deregulation, but the ambition is present. Swedish Competition
Authority and Svenska Energimyndigheten are currently the two
authorities that work for deregulation and open competition.

5.1 The political and legal perspective considering
Automatic Meter Reading

The formal report from Svenska Energimyndigheten suggests that several
electric meter readings per year are needed to improve competition on
the market. The Swedish Competition Authority also considers AMR as
an improvement of competition. On the contrary the authority questions
the Swedish government’s intentions of creating a de-regulated market.
The Swedish state has dual interests when owning 70% in the largest
company Vattenfall. Different intentions within the EU are also
questioned, strong political forces are delaying and retarding deregulation
decisions.

The Swedish Government and Parliament have started the prestigious
process of deregulation in Sweden. The deregulation has not been a
success considering competition. Therefore there is a need for other
measures. The Swedish Competition Authority is specific and suggests
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far-reaching solutions; separate the electricity sales companies, power
producers, and Grid operators. Svenska Energimyndigheten suggests
another solution to increase competition and make households save
energy. The authority is confident that the proposal, of four electric meter
readings per year considering customers consuming above 8000 KWh,
will be taken into consideration of the government. This would result in
more than two meter readings per year and 1,5 million measuring points.
In the end the legislation is a political decision.

Currently, Utility companies are manually reading the meters. The main
reason for manual reading is cost and benefit. It is the Utility companies
and Grid operators who decide to invest in Smart Utility. If legislation
will result in four meter readings per year, manual meter reading will be
more expensive than AMR. A general opinion of the Utility companies is
that AMR is a result of not only legislation but also general restructuring
of the Industry. The most evident example is the innovative Utility
companies who already have invested in AMR. One reason that smaller
companies adopted Smart Utility is that the benefits are easier to grasp
within a small organization. Finally, legislation may catalyst the market for
Smart Utility, therefore a peak in demand can be expected before 2006.
There are empirical indicia suggesting that legislation will be a reality.

5.2 The buyers of Smart Utility and Smart Homes

The Swedish electricity market has been characterized by many electricity
sales and net owning companies. Since 1996, when the deregulation was
initiated, there has been a consolidation of the market. In real terms the
large companies expanded and became larger. Today the market leaders
in size are Vattenfall, Sydkraft and Birka Energi. These companies are
also producing a major part of the electricity in Sweden. The Utility
companies are also electricity grid owners. This means that network and
sales companies have the same parent company. The electricity sales,
production and grid operating in Sweden have been a monopoly market
in more than 100 years. Hence, the Industry is conservative and
somewhat characterized by routine. The exception is the electricity sales
companies, who have been forced to adapt to an open market.

It is the Grid operators’ decision whether to invest in Smart Utility or not.
In this case the three large companies, Vattenfall, Birka Energi, and
Sydkraft are reluctant to the investment. The current model of manual
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meter reading is more profitable but assumes one measurement per year.
On the contrary, smaller companies as Skanska Energi, Sollentuna
Energi, and Smedjebackens Energi have implemented fully operational
AMR systems that are cuts costs. Other companies that are testing or
considering different Smart Utility systems are Graninge and Goéteborg
Energi. Indications reveal that Goteborg Energi, who were one the first
on the market with Smart Home services based on Smart Utility and
energy statistics, are currently looking for suppliers of AMR hardware.

The Smart Home buyers are more differentiated than Smart Utility
buyers. Smart Home products can be divided into two consumer groups;
households and industrial buyers. The Utility companies are interested in
selling Smart Home products to both customers and households.
Vattenfall is the most prominent example of a company that has made
large investments in the development of hardware solutions concerning
Smart Homes. Vattenfall came to the conclusion that households are only
willing to make small investments when it comes to Smart Home
products and services. Vattenfall invested in round figures 1 billion SEK
in the Smart Home concept, today the company has no vision or strategy
considering Smart Homes in their business portfolio. Nevertheless all of
the Utility companies are convinced that Smart Home services and
products will become a reality in the close future. Yet, the only Utility
company in our study that has an explicit strategy and thereby offering
Smart Home services and products is Birka Energi. Birka Energi is
currently focusing on real-estateautomation within the industrial sector.
The household market is too weak to motivate investments.

Vattenfall made a strategic mistake when introducing Smart Home
products on the market. The market was not ready and Vattenfall
sustained heavy losses. When considering Smart Homes one must
consider if these products save households money. If they do there is
incitement for a market. There have been Smart Home products on the
market a long time, but they are positioned towards luxury segment.

5.2.1 The power of the buyer group

ITP’s buyer group consists of Utility companies. The strategic group of
Utility companies is differentiated, but some general reflections can be
made. A small group of companies have a large market share and a large
number of customers. This means that the Utility companies would buy
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large quantities of Smart Utility and Smart Home products. Hence, the
power of the buyer group is significant. Nevertheless, the smaller Utility
companies are in another position, in order to survive in the shadows of
the giants they have to be innovative and have a quick response to
changes in market environment.

The Smart Utility and Smart Home products that exist on the market are
technically differentiated. Different extension services and products are
possible to integrate with AMR systems. Therefore it becomes vital for
the Grid operator to choose a flexible Smart Utility system. When
considering Smart Homes the market is even more differentiated.
Currently there are no standards considering Smart Utility and Smart
Home products, therefore the buyer group is adopting a wait-and-see
policy. When applying a power perspective, however, this implies that the
power of buyer groups is diminished.

The buyer group is dependent of the AMR supplier. This is due to the
relatively long lifecycle of the hardware; generally more than ten years. In
addition, many of the large buyers are focused on price. Paradoxically the
large buyers have to invest in order to lower the price on the market. The
focus on price is another factor that makes the Utility companies hesitates
in investing in Smart Utility.

The quality of the different Smart Utility products is varying, at least in
the aspects of upgrading and compability with other products and
services. Nevertheless households will experience an improved service
trom Utility companies using AMR; billing will no longer be approximate,
the electricity bill will arrive several times a year, statistical services may
lower the household energy consumption, and AMR may provide a
platform for other Smart Home services and products.

The main objection to Smart Utility and Smart Homes is that they do not
save the Utility companies money. The investment of Smart Ultility,
compared to manual meter reading, does not pay off according to the
larger companies. However, there are small companies that use Smart
Utility systems and declare them profitable. Those companies account
synergistic advantages, e.g. administration, billing, and maintenance
benefits. These advantages are more distinct in smaller companies.
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Households save energy if Smart Utility systems are in use, e.g. by
consumption statistics on the bill. This is somewhat conflicting with the
Utility companies’ strategy; the electricity companies aim to sell as much
energy as possible.

No Utility company has the intention, a few the skill, to enter the
Industry of Smart Utility. The development phase of a complete Smart
Utility system for was approximated to ten years by SENEA. This
indicates that there is not enough time to develop a Smart Utility system
owned by Utility companies. Only Vattenfall and Birka Energi has
entered the business of Smart Homes, with diametrically opposed
strategies. Birka Energi is not developing hardware solutions but serve as
a supplier of systems. A new actor on the market of intelligent home

services is Goteborg Energi who presents a remote controlled system
based on SENEA’s hardware.

When considering Smart Utility products the Utility companies are end
buyers. Hence, Smart Utility producers do not need to consider other
strategic groups than the one of the Utility companies. Nevertheless the
suppliers of Smart Utility have other customers, e.g. Techem and Viterra
have real-estate companies as customers.

The power state between the buyer group and the suppliers of Smart
Utility is unbalanced. The buyers are considerably more powerful. The
buyer group mainly consists of few and large companies. The trend of
larger and more concentration of power indicate that there may be about
tive Utility companies in northern Europe within ten years. The Swedish
Competition Authority refers to the axiom of 20-25% market share per
company in a mature market. The electricity market has been a monopoly
market for more than 100 years. This brings about a conservative
company culture that is reluctant to innovation. The Swedish market
divides Grid operators and electricity sales units into separate companies.
The Grid operators still act on a monopoly market and are therefore
more conservative than the sales companies which act on a competitive
basis. Both Grid operators and sales companies have benefits of Smart
Utility, but it is the Grid operator that invests in Smart Utility. Currently
there is an interest in Smart Utility products but the large Grid operators
are not considering investment, the investment is not profitable. Small
Utility companies are of the opposite view. However, there is a conflict
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between the interests of Grid operators and sales companies. Smart
Utility substantially simplifies administration and decreases costs of the
electricity sales company working on a de-regulated market.

The difference between Smart Ultility solutions are considerable, which
makes the buyer group dependent on making the best choice. The
Industry of Smart Utility is currently in a consolidation phase, where
standards are taking form. Companies within the Smart Utility Industry
have difficulty to survive, e.g. SENEA has a negative result and
profitability as a goal above all. Utility companies investment decision is
complicated by the expected life time of Smart Utility hardware. The
longer the life time the more limited to one standard the buyer is. Hence
empirical results indicate that the buyer group is awaiting legislation,
standardization, lower prices, and a consolidation of the Smart Ultility
Industry.

According to the empirical results the buyer group is powerful and
therefore has the opportunity to influence the suppliers of Smart Utility.
A solution to affect the power relation is to differentiate and offer unique
products and services. Smart Home products are one possible solution
that I'TP possesses. There is only one Utility company that has an explicit
strategy of Smart Homes, but all Utility companies believe in the idea and
sees a market opportunity within 5-10 years. Providing a platform for
Smart Home products can therefore be viewed upon as a differentiation
and a competitive advantage. Many Utility companies are investing
heavily in broadband which is an important part of the Smart Utility
concept.

5.2.2 Barriers of innovation

Empirical results support the thought that the Utility companies are
conservative. This especially correlates to grid operating companies who
act under monopoly circumstances. The competition within the electricity
Industry is expected to rise due to further deregulation. Utility companies
are differentiating themselves by adopting other services than the core
services.

The diffusion of Smart Home products and services are inhibited. The
Utility companies consider the innovation too complex and without any
real advantages towards end-customers. Smart Home infrastructure is
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also considered expensive and therefore there are more costs than
benefits. This narrows the consumer group that may be targeted. To deal
with the complexity of the innovation, the Utility companies suggest that
Smart Home solutions must be simple, use existing infrastructure, add
comfort to the household, and at a reasonable cost. Birka Energi has a
strategy to overcome the household norms; the Smart Home is integrated
in a security function. In this way the Smart Home is introduced in a
similar way as a Trojan horse. Vattenfall’s Smart Home concept stumbled
on the relative advantages; consumers saw none. The Smart Home is also
difficult to observe, our homes are relatively private. Therefore the
innovation is initially most likely to be found in new constructed houses.

When it comes to industrial buyers of Smart Homes there is other
incitement for the investment. Smart Homes in industrial buildings are
rather intelligent control systems. These systems have the advantage of
saving the buyer money, which in turn increases the relative advantages
and lowers norm barriers. Birka Energi offers alarms and security
functions that are based on existing infrastructure, e.g. power lines in the
building. This results in a solution worth its price compared to existing
security systems on the market.

If one considers Smart Utility as an innovation there are certain barriers
that have to be overcome in order to increase speed of diffusion. If the
assumption that investors not act like machines but like humans is
relevant, industrial customers can be viewed upon in a similar way as
consumers. Hence, the main barrier of innovation is the relative advantage
of the innovation. Evidently the main Utility companies see no relative
advantages, at least not in the cost-benefit perspective. The complexity of
the innovation can also be considered as larger when it comes to large
customers. The large companies have many measuring points within a
large geographical area. Therefore the implementation of a Smart Utility
system can be considered as complex. The observability of the innovation
has been earlier been low but several companies now have operational
Smart Utility systems.

The Utility companies are differentiating themselves by offering different
services and products on the market. The general strategy is to focus on
the core product; providing power. A secondary strategy is to find other
areas of revenue, e.g. broadband and consultant services. Empirical
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results declare that broadband is included in every large Utility company’s
business portfolio. Broadband and Smart Home services are somewhat
connected, Utility companies are interested and even believing in the
concept. Nevertheless since Vattenfall’s miscalculating of the market of
Smart Homes, other Utility companies are playing a waiting game. The
same fact is relevant for the Smart Utility market; Utility companies
consider prices to high and therefore await possible legislations and a
consolidation of Smart Utility Industry.

5.2.3 Buyer outline; what they are doing, where they are
going

The buyers are characterized by different strategies considering Smart
Utility and Smart Homes.

Actor Business Smart Utility & Outlook
focus and Smart Home
company strategy
characteristics
Differentiating the Not considering Smart | Vattenfall is
business portfolio. Utility investment. The | visualizing
The company is grid operating company | themselves as one of
skilled at handling a is applying a wait-and- the large European
large number of see strategy. Smart companies on the
customers. Investing Home product power market in the
heavily in Northern developer towards near future. The
Vattenfall Europe. Vatt?nfall Is hoyseholds. Has made 'company’s o
the largest grid major investments but investment policy is
owning company in liquidated the business | to grow by
Sweden. Is an old unit with the purchases.
State-owned motivation; the market
company, empirical is not ready.
data indicates a
conservative
organization.
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Sydkraft is a large
actor owned by
E.ON. The company
is the one, among the
large Swedish

Not considering Smart
Utlity investment.
Motivation: it is too
expensive compared to
manual meter reading.

The company aims at
an aggressive
expansion in
northern Europe;
customers are

Sydkraft companies, who has Suggest customer supposed to increase
come furthest towards | reading as a substitute from 1 to 3 Million
a modernization of for Smart Utility. No in four years.
the company. current strategies for
Smart Home products.
Birka energi is Not considering Smart | Birka energi aims to
differentiating its Utility, the company consolidate the
business portfolio, does not believe that business. Promotion
e.g. telephone services | the investment will pay | will be made through
and broadband. off. Has a Smart Home | strategic alliances.
Branding is made business unit. Birka is The company will
) through two focusing on services function as a
Birka companies Birka not products. The strategic partner for
Energi Energi and HemEl In | company is relying on suppliers. Main areas
this way Birka Energi | strategic alliances and of development are
will target two partnerships when it insurance, security,
different customer comes to Smart Smart Home
groups; industrial and | Homes. services, and
households. communications.
One of the best Not considering Smart | Graninge intends to
financial situations in | Utility. The company grow by purchases.
the Swedish Utility focuses on pay back The company is
Industry. Focus on time. Nevertheless, the | focusing on “green”
Graninge sustainability. The idea fits the “green” energy and
company is controlled | image of the company. | sustainability.
by EDF. No current ambitions
of Smart Homes.
Owned by the City of | Currently testing Smart | Aiming to grow in
Gotegorg. Hence, Utility systems. Are western Sweden. The
strategy is affected by | currently considering company also invests
the local government. | offers from different in different forms of
Géteborg Aims at providing a Smart Utility suppliers. energy, e.g. heat anc.l
. broad range of Offer remotely gas. This strategy will
Energ services to the citizen | controllable home

of Géteborg.

living environments.

make Goteborg
Energi a “full service
provider”.
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Small innovative Fully operational The company aims

company present in system for Smart to stay independent

western Skane. Flat Utility. Considering and expand its

organization and building a broadband business in Skéne.
Skinska present where network system for A goal is to be in the
Energi electricity is sold. providing Smart Home | frontline of

services. technology.

The company is Fully operational The company aims

owned by Sollentuna | system for Smart to stay in the

local government. Utility. Not considering | ownership of the

The organization is entering the business of | local government.
Soﬂenjcuna small and the Smart Homes. Expanding its
Energi company is an early business with

adaptor of new heating.

technology. The

company offers

broadband to 50% of

its customers.

5.3 The power relationship within the Industry of
Smart Utility

The Smart Utility Industry is characterized by a dozen competing
companies. However, the different actors have different origins and
structures, some are small innovative companies, and others have large
investor/Utility companies supporting their businesses. Assuming this
business structure the competition ought to be moderate as it has more
than a few actors, which differ in size as well. Furthermore, the common
Industry opinion is that when the legislation proposition is officially
authorized, the market will grow fast and there will be room for all actors.

The Industry’s view of a market large enough for all the competitors is
confirmed by theories implying that in a growing market company rivalry
is modest as the companies are expanding on nobody’s expense.
However, today the market is small, with few customers. At the moment
rivalry is sharp, consequently the limited custom bases make it hard to
have company surpluses, and it is of great importance to show off with
implemented products that works. This is to get recognition within the
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Industry in orders to achieve a first mover advantage when the market
gains momentum.

The Industry is moving towards more standardized products due to two
main factors. By compiling products the Smart Utility companies lowers
the perceived risk that customers, Grid operators and others experience
when facing large investments. The likelyhood of a conglomerate of
companies surviving on an innovation market is higher. Secondly, the
product value of AMR increases with a standardized concept, this as
AMR products may be merged with other technologies and user areas.
This consequently opens the field for more business possibilities for the
companies working with the standard as well as fortifying their position
against other competitors in the Industry. To modify a company strategy,
using technological compatibility in products to speed up the diffusion
process of an innovative product is a classical method. This is a clear and
present trend within the Industry.

Presuming that legulation will be ratifized and the AMR market grows,
the maturity phase in the product life cycle is estimated to occur rather
soon. Some Industry actors predict rapid demand followed by a fast
decline simply due to the fact that all measuring points will have been
attended to. The expected product lifecycle for the first generation of
Smart Utility products at the Nordic market has a time horizon of about
10 years. A generally known fact is that new technology companies have
to deal with, when supplying specialized key components and subsystems
to larger firms, is that they become dependent on single Industries.
Therefore it is vital to implement strategies in order to not find
themselves competing in a declining Industry facing overcapacity.

5.4 Competitor analysis

In this section the profiles of the Smart Utility actors are presented:

5.4.1 ABB Cewe
Cewe’s main vision is to become market leaders throughout Europe
developing and assembling electricity meters and components to the

Utility Industry and Smart Utility Industry.

The Smart Utility market is characterized by being an innovative market
with few standards. Cewe believes that the cooperation between actors

118



leads to more standards within the Industry and Cewe is open for
cooperation.

As Cewe is an assembling company inbound logistics are of great
importance, this part also constitutes half of the annual turnover. The
outbound logistics are also vital in the value adding process as Cewe
applies a Just In Time system in order to reduce products in stock.
Consequently one drawback is when facing large contracts, and simply
not having production capacity.

Cewe’s current strategy to obtain their vision of being market leaders in
Europe is by continually developing new types of meters every year,
acquiring knowledge of market trends directly from the customers by
listening to their demands rather than glancing at competitors’ products
and solutions. Another aim that Cewe has is that all products should be
certified and standardized according to national and international
legislations. Cewe is a company within the ABB group and much of the
sales are directed to other ABB companies.

Cewe does not develop Smart Home solutions, as they do not see any
demand for this type of product just yet.

Response profile
Cewe’s main strategy is to remain a leading hardware producer to the
AMR Industry, perceiving the AMR actors as consumers.

The willingness of working toward standards opens for eventual
cooperation between new entrants and Cewe, for instance merging other
actors Smart Utility with Cewe’s meter hardware. However, a partner
must be aware of Cewe’s Just In Time concept for outbound logistics.

9.4.2 Actaris

Actaris is a supplier of residential, commercial and industrial electricity
metering systems. These metering systems enable customers, who mainly
are Utility companies, to monitor production and load levels and create
precise billing systems.

The future of the Scandinavian market looks very bright. This is however
much dependent on if the legislation of more frequent readings comes
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through. The Scandinavian market is important to address, as it is much
ahead in AMR technologies compared with the rest of Europe.

Actaris has no manufacturing in Scandinavia. All products are ordered
from England, Germany and France. Hence Actaris Sweden is dependent
of inbound logistics and operation from other companies but Actaris
markets and sells the products in Sweden.

Actaris stresses the importance for Smart Utility companies to establish
alliances or joint ventures. This as the Utility companies wants flexibility,
which enables them to buy different products from different companies
that are standardized. This ensures product delivery and future
guarantees. Actari’s strategy is to cooperate with other Smart Utility
companies and negotiations have already begun.

As there currently is no demand of Smart Home products, Actaris has no
strategy towards development of such products.

Response profile

The Scandinavian market is important to focus on initially. This because
the market is the most progressing within the Smart Ultility technologies,
and also from a legislation perspective.

Actaris future strategies are permeated with ideas of cooperation with
other permeated companies in order to create standards within the
Industry. Talks have already been initiated. Therefore it is possible to
assume that Actaris would be open to form alliances.

9.4.3 Infometric

Infometric’s vision is to become a niche actor. The goal is not to compete
with the larger actors, e.g. SENEA, Viterra, and Actaris. The company is
expecting to grow mainly in Stockholm, i.e. Infometric believes speed of
diffusion to be higher in urban environment.

Infometric is also pushing for standardization of the Smart Utility
Industry, the company has a compatible hardware and software platform,
Lon Works. In addition, standardization would also speed diffusion of
innovation. Hence the Industry as a whole would benefit from a common
standard.
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Empirical results show that the Industry thinks that after-service of Smart
Utility systems will be a large market. Infometric is targeting this market.
Additional products will also be introduced to the market. Water and heat
meter reading equipment are forthcoming products.

Infometric have outsourced both assembling and manufacturing of the
products. Infometric believes that greater value is added to the product,
since the partners are more cost-effective and technically skilled. This
may be an indication of financial difficulty, i.e. the company can not bear
the costs of a manufacturing section. Infometric aims at becoming a
service provider, hence, service is a prioritized area in Infometric’s value
chain. Marketing and sales are also an important part of Infometric’s
business.

Infometric is targeting the Stockholm market. The different buyers are
targeted with relationship marketing. This, along with a combination of
presence in technical journals and on exhibitions, is supposed to increase
speed of diffusion. Another measure to achieve this is standardization
and compatibility. Infometric’s products can be defined as compatible.
This means that Infometric may have a competitive advantage.

Infometric also tries to overcome barriers between buyers and
consumers. Customer awareness is a factor that is said to increase
demand for Smart Utility products. Infometric is a small company and
the possibility to change the values of a whole consumer market is
limited.

Response profile

Infometric aims at becoming a smaller service provider with a
differentiated product portfolio. The company is small and does not
intend to compete with the larger actors of the Smart Utility market,
instead it 1s focusing on creating a competitive advantage, e.g.
compatibility and service.

The company 1s also focusing on the urban areas surrounding Stockholm.
Currently there are no intentions of establishing themselves abroad.
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5.4.4 Megacon AB

Megacon’s vision is to become market leaders, producing and selling
solutions of electricity systems for Smart Utility, power quality and
security analysis. The clear ambition is to increase company sales both
nationally and internationally.

Megacon have a positive view of the future. This view originates in two
factors: first indications from real-estate companies, which hint of an
increased demand for AMR the coming year. Secondly, and the most vital
factor, is the proposed legislation of more frequent readings in Sweden,
which would result in a growing market.

The most important step in Megacon’s value chain is the outbound
logistics, as this stage is where Megacon actually contributes real product
value. The second most important stage in Megacon’s value chain is
marketing and sales. In this stage Megacon uses relationship marketing
with a focal point on personal selling. A strategy when selling the product
to Grid operators and real-estate companies is to ensure that not only
tinal decision makers, but also the additional consultants and operators of
the metering system get convinced of the product superiority. The third
most important stage is operations. In this stage the purchased hardware
is assembled with Megacon products.

Megacon’s vision to become market leaders will primarily be obtained
through strategies related to their marketing and their products. Megacon
stresses that it is of importance to be present on a market and to focus on
the customers. Megacon’s main market strategy is to use tools such as
personal selling, direct marketing, and magazine advertisements, on Grid
operators and real-estate companies, which are their primary customers.

The second strategy is to drive product diffusion by delivering a superior
product with the driving characteristic of costumer value. The ability of
delivering a complete and reliable control system for metering that
provides a precise billing service which reduces energy consumptions and
the choice of an open system is the most value-adding quality in
Megacon’s products.

Megacon has considered a possible integration of Smart Home solutions
in Smart Ultility, but is holding back investments due to non-profitability.
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Incitements for diffusion are functions which lower energy consumption:
security and a system merge with an internet connection. Furthermore,
Megacon stresses the importance of alliances when forming standards
within Smart Homes.

Megacon have a number of company strengths, of which a substantial
one is their product portfolio, specifically earth linkage and customized
solutions. These two business units are presently the profitable units in
the group of companies. This has to be considered as a financial strength;
another strength is that Megacon has international representation.

An additional strength which Megacon possesses is company products
and how they are differentiated. The major advantage is the choice of an
open system, which have been a fortunate way of attracting real-estate
companies, as well as being open for standardization. Megacon also
strives towards being a service provider, as it purchases hardware and
merges it with its own product. However, Megacon does not supply a
total service for electricity management like, for instance, Viterra
provides. Furthermore, Megacon’s products are able to meter energy and
water consumption.

Response profile

One of the greatest strengths that Megacon possesses is its products,
which are compiled with external metering hardware. This increases the
ability to tailor systems after customer’s solutions. However, we believe
that Megacon could increase customer value, hence company revenue by
striving towards partly managing customer energy metering. Additional
strong points are earth linkage and customized solutions, as these
business units are driving the organization’s profits. This makes it
possible for the Smart Utility to endure short-term losses. However, there
are limitations of how much loss the company can afford. The
management have set a milestone that the AMR has to have a surplus
next year, otherwise considerations will be made to put the business unit
on hold. A weakness that was noticed during our exploration was that
Megacon has no great investor or larger company backing them up
tinancially.

Megacon’s main future strategy is to primarily focus on the Scandinavian
market. In the second phase the company has an international
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perspective, having subsidiaries in Great Britain and cooperation’s in the
US.

The analysis suggest that that Megacon would see I'TP as a supplier or a
possible future partner. This, since Megacon advocates more alliances in
the Industry to increase standardization.

5.4.5 MILAB

MILAB’s vision is to deliver products and support systems to Swedish
Utility companies and to obtain 30-50 percent of the Swedish permeated
market.

MILAB’s future forecasts for permeated in general for the Swedish
market are looking bright. MILLAB estimates the market potential to 5 000
000 measuring points, giving a total market turnover of SEK 7,5 billon.

Research and development is of importance and is conducted at
MILAB’s headquarters in Link6ping. Another important value adding
step in the value chain is marketing and sales. Operation is constituted by
assembly and is outsourced to subcontractors.

MILAB’s current strategy to obtain their visions is to develop application
systems today that will be satisfactory for tomorrow’s requirements. This
strategy implies to closely probe the Utility companies’ needs and focus
marketing towards them, using own marketing resources.

Today, MILAB has no strategy for developing Smart Home products due
to low profitability.

Response profile

MILAB’s main strategies are to approach Utility companies and Grid
operators in Sweden, by listening to their specific needs. This presumably
gives the strategy of delivering more customized products. Furthermore,
MILAB i1s willing to cooperate with other competitors who have a
LonWorks system, in order to obtain an Industry standard. This excludes
ITP to form a possible alliance with MILAB, as ITP uses the CEBus
system in their products.
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5.4.6 SENEA

SENEA has three main visions for the future, the first and the most
important is to reach break-even, which hardly any company in the
Industry do today. The second vision is to be a dominating actor on the
Nordic market for remote meter reading. The goal is to obtain a high
market share in Sweden, defend market shares in Norway, and to
establish a base of operations in Finland. Thirdly, to be able to provide a
complete Smart Utility system, hence providing solutions from collecting
consumption information to money to the bank services. This means that
SENEA is taking the step from being a product supplier to becoming a
service provider.

SENEA expects the European Smart Utility market to be large, an
estimate of possible 200 million measuring points. The Nordic markets
are in the frontline when considering legislation, deregulation and
technology.

A clear tendency in SENEA’s value chain is that the company has
undertaken strategies of outsourcing parts of their production chain. This
may specifically be noticed in technical development and outbound
logistics. If these parts are of less importance because they are outsourced
is hard do tell, however, SENEA have made legal arrangements with the
suppliers in question to be solitary purchaser of their product.

The two most important activities in SENEA’s value chain is, however,
outbound logistics and marketing and sales. The first is the actual service,
where gathering of measurements and managing the consumption
information takes place. The latter is of significance as marketing and
sales is how SENEA plan to work up the Smart Utility market, using
relationship marketing. Marketing and sales is presently the most resource
demanding activity.

SENEA’s current strategy to obtain their visions is to provide a complete
Smart Utility system which will be realized by forming strategic alliances
with suppliers who add value to SENEA’s products, e.g. billing
companies and meter producers who are integrated with SENEA’s
production system. The clear trend is to outsource, and still deliver a
complete product system. Other examples of outsourcing are the
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installation of products that is performed by Bravida and some of the
development is outsourced to a company named Nexus. One additional
outsourced service is a Smart Home function; an alarm system, which is
outsourced to Securitat. SENEA’s policy in general is to not make any
investments in the Smart Home area, due to non-profitability.

The key strategy behind reaching large market shares on the Nordic
market is to speed up the diffusion of the innovation. The main strategy
to increase the product diffusion is through relationship management,
primarily with personal selling towards Grid operators and real-estate
companies, but also through attending exhibitions and advertising in
Industry journals.

SENEA’s greatest strength is their product system Custcom. The
Custcom system is a complete solution, from gathering of consumption
information to billing service. The greatest leverage with the system is
that it communicates via different frequencies, radio, GSM or broadband.
This makes it very reliable, and capable to deliver measurements
regardless of atmospheric environment. The custom system is also the
most deployed system in the Nordic markets, as it is installed in 80
percent of all measuring points in Scandinavia. Another possible strength
is SENEA’s close ties to Vattenfall.

A possible weakness is the company’s poor financial position. Even
though the new majority owner, Mellby Switzerland, SA has strengthened
the companies’ financial position, SENEA still faces problems with
profitability.  Another alarming aspect of weakness is last yeat’s
rationalization, where the company dismissed almost 50 percent of the
employees.

Response profile

The largest competitive advantage that SENEA possesses is their
superior product system, which is reliable due to the ability of
communicating in different frequencies. Furthermore, we believe that
having large market shares today will be of assistance when excelling in
the future. Managing 120 000 of 150 000 measuring points on the
Swedish market generates routine as well as a good reputation within the
Industry. Consistency and reputation added to SENEA’s close ties to
Vattenfall could give a possible competitive advantage if they were to sell
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their products to Vattenfall related companies. This could be a presumed
gateway to receive Vattenfall as a customer.

The major weakness is primarily SENEA’s financial position and perhaps
their managerial skills. The tendency in the Industry have been weak
earnings and setbacks for most of the companies over the last years,
however an employee reduction of 50 percent is noticeable and must
have negative effects on the company. An additional weakening point of
SENEA is that their products are not able to deliver consumption
information on heating and water. This could be a reason why they target
Grid operators so extensively and neglect real-estate companies

Future strategies are characterized by two main features; the trend of
shifting the Industry’s strategy towards being a service company rather
than a hardware provider. To this strategy SENEA closely link its
outsourcing, possibly because the suppliers are better and more cost
efficient, producing different products and services, or the other side of
the coin could be that SENEA is forced to let go of certain areas, due to
a strained financial position. The second key strategy is to speed up the
market diffusion by relationship marketing, starting at the Nordic market
and then proceeding to the Huropean market as this market gets de-
regulated.

Last year’s rationalizations have unquestionably alerted SENEA to be
more watchful for changes in the environment. The main concern that
ITP have to consider is how SENEA would react on ITP’s entry on the
Swedish market. SENEA may regard ITP as a competitor. It would,
however, be worth considering a possible alliance between the
companies, be it, formed under a general Industry standard or a specific
one involving SENEA and ITP exclusively. In the latter scenario I'TP
could contribute with their value adding Smart Home solution. On the

5.4.7 Techem

Techem is a service and support company in the energy and water
optimizing business. Their vision is to become market leaders, with 35
percent of the Swedish market.

The most important step in Techem’s value chain is the after-service,
since this step is where Techem contributes product value, providing
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consumption data, which the customer bases its billing system on. The
second most significant activity in Techem’s value chain is marketing and
sales, which are characterized by personal selling, direct marketing and
exhibitions. The inbound logistics and operations are also of importance
because all hardware is assembled and imported from Germany or other
parts of Europe. This implies that Techem in Sweden is dependent on the
functionality of the purchased products.

Techem’s plan is to apply three different strategies when realizing the
future goal of gaining a market share of 35 percent. First by targeting the
customers with marketing tools such as personal selling and Industry
exhibitions. The customers are mainly real-estate companies. The second
strategy is through value-adding product attributes. These driving
attributes are mainly chances of reducing energy costs, and a fair billing
system. Techem’s pricing system premieres the resident by lowered
electricity bills if he changes consumption pattern. This creates a win-win
situation. The third strategy is to provide extended Smart Home services
focusing on consumer comfort.

Response profile

A strength is that Techem has a large organization backing them in
Germany. It is conceivable that Techem in Sweden will get support in
different areas, e.g. financial, managerial, and it is always favorable not
being dependent on outsiders to provide inbound logistics.

Techem’s strategy is to be the market leader in Sweden. This goal will be
realized through bringing relative advantages to the customer, such as the
chance of reducing energy consumption and Smart Home applications.

In a possible scenario where I'TP enters the Swedish market it possible
that Techem would not perceive I'TP as a competitor in the strategic
group, due to Techem’s focus on real-estate customers.

other hand, Smart Homes are currently not in SENEA’s business
strategy, so it is likely that SENEA will consider ITP as another
competitor in the strategic group.
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5.4.8 Viterra

Viterra’s vision is to obtain approximately 30 percent of the Swedish
remote meter reader market within five years. This by tailoring products
suitable for the customers needs, the uniqueness lies in the ability to
choose different hardware to their systems.

Viterra’s future forecasts for Smart Utility in general and the Nordic
market in particular looks bright due to three main factors: The
Scandinavian countries are at the front of Smart Utility due to legislation
and deregulation which makes the companies world leaders concerning
technology. With this background Viterra Sweden will be the platform for
development of Smart Utility for the entire Viterra energy group.
Secondly the energy Industry is focusing on their core business, which
implies an increased demand for energy management. Lastly the
forthcoming deregulation of the European energy market opens up for
new markets besides the Nordic ones.

The most important step in Viterra’s value chain 1s the after-service; as
this part is the actual service where Viterra contributes real product value.
The importance of this part will probably increase as Viterra plans to take
greater responsibility of customer’s electricity management in the future.
The second most important step in Viterra’s value chain is inbound
logistics, this as Viterra purchases hardware from different suppliers. The
knowledge of different hardware and merging them with Viterra’s
product in order to serve their costumers with the best-tailored product
solution is vital. One additional important value-adding activity, that is
resource demanding, is marketing and sales.

Viterra plan to apply four different strategies when realizing the future
goal of gaining a market share of 30 percent. First, by using marketing
tools such as personal selling, Industry conventions and organizing
seminars, driving the market towards Grid operators and real-estate
companies.

Secondly Viterra will deploy a new pricing strategy. The changed pricing
strategy also implies a change in Viterra’s overall business strategy.
Instead of the customer purchasing the measuring solution with Viterra
handling meter service, Viterra now takes full responsibility of the
costumer’s metering, collecting consumption information to delivering a
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bill and even a money to the bank service. Besides appealing to customers
willing to outsource their administration management the pricing system
is also encouraging, as it spreads the investment over a longer time
perspective, and consequently enables a decision on a lower
organizational level.

Another approach Viterra uses to increase speed of diffusion considering
Smart Utility is to lobby on consumer organization and real-estate
companies, highlighting the advantages of AMR for the end consumer, as
it brings precise billings, and lowered energy consumption.

The fourth strategy is to create alliances with different suppliers’ system
this to standardize products to Viterra’s services. This, merged with other
technologies opens up for more business possibilities as it increases
customer value and fortifies Viterra’s position against other competitors
in the Industry. Using technological compatibility in their products
Viterra speeds up the diffusion process of their innovative product.

Viterra is part of the Viterra energy group, which is owned by E.ON. It is
an advantage having a big group of companies backing them up, for
instance financially, as Viterra Sweden has a competitive advantage when
selling products to E.ON companies. Thus, one important customer in
Sweden is Sydkraft, which is partly owned by E.ON (61 percent). This
beneficial position could also have disadvantages, as e.g. SENEA have
close ties with Vattenfall.

Response profile

One great perceived strength, and a weakness at the same time, is that
E.ON, the third largest Utility company in Germany, owns Viterra. This
facilitates the progress to financial and managerial support. The extensive
network of companies in Europe could be a great advantage for a future
European market entry. However, being owned by a large and result-
oriented company could be restraining, in an innovation perspective:
There is a top decision that Viterra Sweden is not to do any investments
in Smart Home.

Future strategies are characterized by two main features: The trend of
shifting business strategy towards being a service company taking over
the customers’ entire energy metering management for a certain time
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period. The second trend is Viterra energy group’s strategy of using
Viterra Sweden as a platform for development of all Smart Utilities,

including the European market.

Viterra could see I'TP as a supplier or a future partner, delving hardware,
more than a competitor. We believe that ITP would get the same
characteristics as other competitors within the strategic group.

5.4.9 Industry outline
This table presents a guideline for the Smart Utility Industry. In this
section the main characteristics and future strategies of the actors within
the Industry are presented.

systems. Actaris is a
worldwide company.

and to ensure product
delivery and future
guarantees. Actaris has
no strategy of
developing Smart
Home products.

Business Smart Utility &
Actor focus and Smart Home Outlook
Visions strategy
Cewe’s main vision is | Cewe’s strategies are to | Cewe’s intends to
to become market continually develop remain a hardware
leaders throughout new meters readers. producer to the
Europe developing Working for standards | AMR Industry. The
electricity meters to within the Industry. willingness of
ABB Utility Industry and Cewe has no strategy of | working towards
AMR Industry. developing Smart standards opens the
Cewe Home. field for an eventual
alliance for I'TP, e.g.
merging I'TP’s
hardware with
Cewe’s meters.
Actaris is supplying Actaris stresses the As Actaris
residential, real- importance of accentuates the
estatecompanies and cooperation of Smart importance of
industries with Utility companies in forming standards, it
Actaris electricity metering order to form standards | is possible to assume

that Actaris would be
open to alliances.
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Informetric’s vision is
to become a niche
actor, not competing
with the large
Industry actors.

Informetric’s goal is to
grow manly in the
Stockholm area. Their
two main strategies are
to direct relationship

I'TP could perceive
Infometric as a
possible alliance
partner for forming
Industry standards.

Infometric marketing towards their | However,
buyers. The second Informetric’s
strategy is to work for ambition of being a
standardization within niche company is not
the Industry. in line with I'TP’s
visions.
Megacon’s vision is to | To become market Megacon strives
become market leaders Megacon is towards supervising
leaders by producing undertaking marketing | customers’ energy
and selling Smart strategies to focus on management.
Utility, utilizing Grid operators and Megacon is open for
Megacon different hardware to real- estate companies alliances.
their system. Megacon | using relationship
has ambitions to marketing. Delivering
increase sales both open and reliable
nationally and products Megacon have
internationally. no current Smart
Home strategy.
MILAB provides MILAB’s strategy to MILAB is open for
products and support | obtain their visions is cooperation with
systems to Swedish to develop products other Smart Utility
Utility companies and | that will be satisfactory | companies, but since
MILAB their vision is to for tomorrow’s MILAB uses the
obtain 30-50% of the | requirements. Focusing | LonWorks, this
Swedish Smart Utility | marketing towards excludes ITP from
market. Utility companies. possible alliances
with MILAB.
SENEA’s vision is to | SENEA will obtain SENEA is focusing
become a dominating | their visions by on delivering a
actor on the Nordic strategic alliances with complete solution
market for Smart suppliers, e.g. billing but is trying to
Utility. This by companies and meter extend services
providing a complete producers, utilizing towards taking over
Smart Utility system. relationship marketing | billing activities from
SENEA The goal is to obtain a | towards Grid the Utlity

high market share in
Sweden, defend
market shares in
Norway and
establishing
operations in Finland

operators. SENEA’s
has no Smart Home
strategy.

companies.
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Techem is a service
and support company
in the energy and
water optimizing
business focusing on

Techem’s strategies are
to gain a market leading
position by
implementing
relationship marketing.

It is presumable that
Techem will not
perceive I'TP as a
direct competitor as
Techem is focused

Tas e real-estate companies. | This brings relative on real-estate
Their vision is to advantages such as the | customers.
become market possibility of reducing
leaders within the energy consumption
meter reading market. | and providing Smart
Techem is Home services to the
represented in 14 customer.
countries.

Viterra’s vision is to To obtain company Viterra strives
obtain 30% of the goals Viterra utilizes towards taking full
Smart Utility market four strategies; responsibility of

in five years. addressing relationship | customers’ energy
Its business focus is marketing towards Grid | management,

on delivering tailored | operators and real- delivering money to
products to Grid estate companies, new bank service. It is
operators and real- pricing and presumable to

Viterra estate companies with | responsibility areas believe that Viterra

the ability of choosing
different hardware
suppliers to their
system. The
geographical area is
primarily the Nordic
market but Viterra has
international
ambitions.

towards customers,
lobbying on consumer
organizations, form
alliances with suppliers
obtaining standards and
merging technologies.
Viterra has no Smart
Home strategies.

would perceive ITP
as a future supplier
of hardware or a
future business
partner more than a
competitor.
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5.5 Analysis of internal factors

There are differences between ITP and some of its competitors
concerning the human resources. I'TP is a small company and therefore
human resources are limited. The core business is product development
followed by marketing activity and there are several examples of
companies in Sweden who have bigger development and marketing
entities. Nonetheless, the efforts made by ITP technicians are
characterized as very innovative.

The Marketing activities have been successful since I'TP has a number of
customers in Norway. The Marketing and Sales activity are currently a
strength for the company but it will require further investment in human
resources if an entry on the Swedish market is to be realized.

5.5.1 Company assets

Image is a customer-based asset that is highly important. I'TP has a good
reputation in Norway with many well established relations. This is a
strength for the company. Lack of image is considered a weakness and
that is the case for ITP in the current Swedish market. None of the
potential customers, and only a few of the competitors, know of I'TP and
their products. ITP products have several unique selling points but they
are not adequately communicated to the Swedish market. Image is closely
connected to brand names and it is important to have solid brand names
that communicate the qualities that the company wants to be associated
with. ITP wants to be associated with high quality and this is the case, to
some extent, in Norway but not at all in Sweden. The concept of Smart
Homes is not viewed favorably in Sweden, due to Vattenfall, Electrolux
and Ericsson failures in the Industry. I'TP has no current strategy on how
to improve the general opinion.

Another asset is the goodwill that is the outcome for companies that have
satisfied customers. The Utility companies are unwilling to take risks and
therefore it is more likely that they will choose a supplier that already has
other customers. There is currently only one other company with a bigger
market share than ITP in Norway and this results in positive spin-off
effects, i.e. generating goodwill. This is not the case in Sweden. However,
ITP can take advantage of the fact that they have satisfied customers in
Norway due to the similarity of the Industry and culture between the two
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countries. The similar cultures results in high reliability between the
countries and there is no indication that the origin is a drawback when
entering the other country’s markets.

Market leaders are often the ones involved in setting the standard for an
Industry when the market is maturing. I'TP is one of the leading actors in
Norway and that, in combination with their open system, gives them the
chance to influence coming standards. The fact that the system is open
for further expansion is an asset in itself.

The possibility of increasing customer revenues is a unique selling point
for ITP Smart Home services. In contrast to the Smart Utility services,
which only cuts costs for the customer, the Smart Home services add
tinancial value. Since I'TP is the only company that markets these services
they have the chance to be the first to hit the market and receive first
mover advantages.

It is a strength that I'TP has a close partnership with the assembling
company that holds the products in stock and takes care of the
distribution. It is also positive that ITP has taken steps towards
expanding the production company base. This is in order to spread out
production to more than one partner if the customer demand should
require more than the production capacity of the original assembling
partner will allow.

Having lower prices than the competitors is usually seen as an asset but
having higher prices can sometimes communicate better quality. In I'TP’s
case, prices are higher than most competitors’ although ITP points out
that their products allow faster return on investment than the competing
products. This fact is a major asset to the company but only if it is
properly communicated to the potential customer’s trough the marketing
activities.

The technological resources constitute a major asset for I'TP. Yet, they
have very few registered patents. It is not always an asset to have patents
as they give away much of the technical solutions they were meant to
protect. The patents are very detailed and it is relatively easy for a
competitor to slightly alter the technology and thereby, legally, start
producing copies. It is costly to register patents and they can never fully
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protect technological solutions. However, it must be seen as a drawback
that I'TP do not have more patents. Even if they cannot fully protect
inventions they can certainly make it harder for the competitors to legally
copy the products.

All companies in the Industry have negative cash flow. The market has
not yet taken off on the product life cycle curve. This makes the financial
standings relatively poor for the vast majority of the players. ITP has
recently been approved more financial resources from its main owners
which gives the company an opportunity to expand into Sweden.

It is a strength for the company that the organization is small and flat and
communication is direct. All employees own stock in the company and
the motivation is high. This could be seen as an innovation management
strategy to encourage the employees.

5.5.2 Reflections on ITP

ITP wants to become a market leader in the Nordic countries. The
company will reach this goal by differentiating itself as a high-end
supplier of multifunctional products with a faster payback time than its
competitors’ products. I'TP also deliberately differs in pricing its products.
This can be explained by either higher costs then the competitors or as a
strategic choice to signal higher quality. But due to the faster return on
investment the price will probably not be disfavorable when marketing
the products. ITP products follow the electricity flow, ranging from
products tailored for Utility companies to products tailored for the end-
consumer. This diversion is a strength as I'TP can offer Utility companies
whole solutions that the competitors do not. Competitors have neglected
or chosen not to enter the market of Smart Homes, which gives I'TP a
head start within this area.

5.6 ITP’s value chain

The Inbound Logistics consists of incoming flow of raw material, in
ITP’s case, circuit cards. These products are supplied by well-established
partners but I'TP are concerned about the availability of components in
the future. Raw material has to be supplied continuously, at a low price
and the capacity of the suppliers has to be flexible. ITP is dependent on
good, long-term relations with the suppliers.
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5.6.1 Future goals

ITP’s core activity is to develop products and support systems. This must
be seen as a strength because much of the future of I'TP lies in keeping
ideas of coming products secret. The assembling of the products is
outsourced to partners, which gives I'TP resources to fully concentrate on
the core activities. One weakness in outsourcing the assembling is that
the dependence on the partner is high. If the relations, based on trust,
between I'TP and the partner were to end switching costs could be high,
not only economically but also due to the fact that the partner is up to
date about I'TP’s technical solutions and the status of product orders etc.
This makes I'TP vulnerable to complications in the relationship.

If research and development is I'TP’s core activity, Marketing and Sales is
a close second. It is up to the Marketing and Sales activity if I'TP is to
reach its goal to become market leading in the Nordic countries. The
human resources are too small for a market entry on the Swedish market
and it must be assumed that it is only dimensioned for the present
activities on the Norwegian market.

The market of Smart Ultility is not of the kind that needs fast, continuous
deliveries to distributors. I'TP products are whole-solution systems which
require vast capital investment from its customers. Order negotiations
take long time and often small-scale test deliveries are made. Once an
order is made the weak spot is not to be found in the Outbound Logistics
but in the assembly line, which has to have capacity for sudden large
orders.

ITP has also partially outsourced after-sales service to partners. As
reasoned above, this makes the company dependent on the partner and
vulnerable as the partner is well orientated in the product’s benefits and
advantages, but also its faults and disadvantages. The Service and Support
activities are pootly coordinated. This can very well result in losing orders
if the customer sees these activities as critical factors.

5.6.1 Current strategy

ITP has five clear strategies to fulfill the future goal of becoming market
leader in the Nordic countries. First, by using marketing tools as direct
contact, advertisements, exhibitions, and product demonstrations.
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Secondly, ITP has priced its products higher than the competitors, due to
either higher costs or as a marketing strategy to imply better quality than
the competitors. The negative impact of the higher pricing that could
affect buyers is compensated by faster return on investment.

The third strategy is to let the Utility companies take over the marketing
activities of the Smart Home services that are directed towards end-
consumers. It is in the Utility companies’ interest that their customers
adopt these services and that they will be the ones marketing and
supplying the products. The fourth strategy is closely connected to the
third and concerns the customer adoption of the Smart Home services.
Once the Utility companies offer their customers the increased home
automation control and living comfort services, for a small additional cost
added to their electricity bill, positive Word Of Mouth would increase the
possibilities of new customers.

The fifth strategy concerns the whole solution offered by ITP. The
company only develops products that are demanded on the market and
offer whole solutions, taking Smart Utility one step further when
expanding it to cover Smart Home services as well. None of the
competitors do that. This, and the fact that ITP uses an open
technological standard (CEBus), may increase chances for success. The
Smart Utility service cuts the customer’s cost but does not increase
revenues. On the other hand, Smart Home services increase revenues for
the Utility companies. By being the only actor offering an additional
service that will increase revenues I'TP has an advantage when entering a
new market.

Last, one goal is to expand into the Swedish market. This process is
initiated by letting the authors do a mapping of the current Swedish
market situation. It is difficult to analyze the substantial of this intention,
as much of the result of this thesis will be the fundament for decision-
making and therefore an analysis would be speculative.

5.6.2 Capabilities

The Marketing and Sales activities are well coordinated and vary in a wide
specter. Evidently the Marketing and Sales activities have been successful
since I'TP is the second largest actor on the Norwegian market. Marketing
and Sales activity is currently strength to the company. However, there
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will be a shortage in human resources if ITP tries to enter the Swedish
market, which must be seen as a weakness and a threat.

It must be seen as a strength that I'TP develops its own products as they
then keep full control over their core business. Furthermore, the
company utilizes an open technological platform that enables their
services to grow further under other companies’ custody.

Barriers of Innovation
All barriers of innovation has been met by ITP products which gives
them competitive advantages:

- Compatibility. ITP is one of the few companies that have
developed open systems that allow other companies services to
be added to their own.

- Tralability. One of I'TP’s marketing strategies is to let employees
from potential buyers try out the products during the negotiation
phace.

- Complexity. The products can be installed by the buyer and do not
need assistance from ITP. The Smart Home services are uset-
triendly and easy to set according to preprogrammed settings.

- Observability. See Trialability.

5.7 Market entry strategy analysis

The market entry analysis is founded on the reflections of external and
internal factors. Thereby the Industry and macro factors are analyzed
with the theoretical market entry framework. In this way this thesis takes
the analysis one step further. The performance model is illustrating key
strategies for improving performance at a market entry.

5.7.1 Outline of Political, legal and buyer aspects
concerning a market entry

Competition is today inhibited on the Swedish electricity market. The
Swedish Competition Authority is addressing the issue by proposing a
continued deregulation of the electricity Industry. The authority is also
lluminating the problem with billing; billing is too complex and
approximate, which in turn is non consumer-friendly and obstruct
competition. In addition, the Swedish government is pushing hard for a
sustainable society but without having to cut technological and
economical growth. Electricity consumption has increased over the years,
at the same time supply of energy has decreased. The result is higher

139



prices and, hence, a more conscious consumption pattern. In this light
the Svenska Energimyndigheten has been given a task from the
government; to propose how energy can be saved and competition on the
market be increased. The proposition from the Svenska
Energimyndigheten inflicts four meter readings per year instead of one.
In this case manual meter reading is not cost effective. From the Swedish
AMR Industry’s point of view the legislated number of meter readings
per year is essential; if Svenska Energimyndigheten proposal is taken into
consideration of the Swedish government, the Smart Utility Industry is
awaiting a rapidly increased demand from the Grid operators.

The Utility Industry is characterized by large and powerful actors. The
largest player Vattenfall is owned by the Swedish state. The buyers are
powerful and may therefore be able influence the Smart Utility Industry.
The largest actors are characterized by inert organizations due to the
former monopoly on the market.

The proposal from SEA is currently being formulated and internal
sources reveal that a probable scenario is government legislation with two
or more meter readings per year. This would affect the demand situation
of the Swedish AMR market, since the legislation is to gain legal force in
2006. The affected measuring points numbers 1,5 million. Thus an initial
market is associated with legislation. When and if demand is increasing,
presence on the Swedish market is an advantage for I'TP since the buyers
of Smart Utility not are aware of the company and its products.

5.7.2 ITP — Sources of advantage

ITP differentiates itself by focusing on the ability to expand and
customize their system to suit the unique requirements of the different
customers. They are the only player that offers Smart Home services in
addition to Smart Utility services. ITP focuses only on marketing
activities concerning Smart Ultility, directed to the Utility companies. The
Smart Home services are directed toward end-users, and the Utility
companies are supposed to undertake all marketing activities directed to
that sector. In this way ITP reaches two different customer sectors for
the cost of one. The reason why the Utility companies undertake the cost
to market I'TP’S products is because it is in their interest that end-users
utilize them. By offering the end-users I'TP’S Smart Home services via the
their infrastructure, the electricity grid, they can charge an extra fee, added
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on the electricity bill, and thereby gain profit. Smart Utility services allow
Utility companies to cut costs but Smart Home services allow them to
increase revenue. This results in faster payback time for investments in
ITP’S products, compared to the competitors.

ITP’S systems are based on CEBus technology, which is an open system
that allows other companies to add their services onto the system. In this
way a customer is not forced to only use services from one provider but
have the option to choose what is best for the time being. This is not
unique for ITP but it is beneficial when negotiating with potential
customers.

The timing is right for an entering on the Swedish market. The legislation
proposition will be determined soon and a positive result will increase the

demand for AMR. I'TP’S financial standard is solid.

5.7.3 Product-market characteristics concerning a market
entry

The Smart Utility Industry 1s distinguished by a dozen rivaling companies.
The companies have different origin and structures, some are small
innovative companies, and others have large investors, in some cases
Utility companies, supporting their business. The Industry is truly in its
infancy characterized by innovation, with the companies trying to reach
break-even.

As the market has not consolidated yet and the customers are few, hence
the rivalry is sharp. Companies strive to and cultivate relations within the
Utility Industry to obtain existing measuring points as these generate
reputation of consistency and binds customers for the future as the
switching costs are high. This creates natural barriers towards
competitors. However, the positive market prediction, due to demand
and legislation factors, and the present Industry constellation, indicates
that it will be a market with great potential and there will be a market
share for all competing companies. Initially the rivalry is predicted to be
non aggressive, as there would be an expansion on nobody’s expenses.

The Industry is moving towards standardization. This mainly due to two
factors: Compiled products and alliances would lower the perceived
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investment risk by the costumers. Secondly product unification adds
value when merging other technologies, enabling new user areas.

Estimations of a fast accelerating product cycle followed by a fast decline,
requires planning for next generation products. Possible new product
constellations are a merge between Smart Utility and Smart Home
products

5.7.4 Entry strategy

The market is still in its infancy and has not yet taken off on the product
life cycle. It has all the characteristics of an innovation market; there are
no standards set, and it has not been conciliated. The meters are not
innovative in themselves or the market they are sold on. The innovative
contribution are the services that surround the meters and together they
form the concept of Smart Utility. These services allow the meters to
become intelligent, and that is fundamental for all the other services
offered, i.e. customized billing systems.

One essential factor when entering new markets is the need for means of
funding. I'TP has recently negotiated with its main owners concerning the
need for additional financing. The strategy to enter the Swedish market
has been included in these negotiations and ITP’s request has been
approved and there is no financial hindering/obstacles for a market entry.

The magnitude of investment needed by ITP varies from different areas
of activity. Some activities only need marginal investments while others
need to be fundamentally reconstructed.

ITP wants to niche itself as a provider of products with high functionality
and extension ability. ITP’s technology is based upon an open CEBus
system, which is only compatible with other CEBus-based systems. Some
of the competitors have also seen the benefits by offering customes open
systems, but instead of CEBus, based theirs upon LonWorkss. ITP’s
system is thereby not compatible with the whole spectra of systems on
the market. Since there are no product standards within the Industry yet,
it is hard to predict which system that will become the dominating.

A number of the customers are predicted to outsource the billing system
and some of the competitors have seen possible market positions in being
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a provider of these services. This is another innovative turn on the
market and currently ITP has not developed these kinds of services and
risk to be lagging behind.

First or early movers benefit form medial coverage. ITP cannot take the
position of a first mover on the Swedish Smart Utility market since there
already are players active on the Swedish market. If the legislation
proposition comes through there may be an increased demand resulting
in more entries of presently unknown actors. Since ITP already are
looking for possibilities to enter they will be among the early movers and
benefit some of the first mover advantages. Regarding I'TP’s Smart Home
services the chances to become fist mover are good. This will create a
reputation and a general knowledge about the company, which may also
affect the Smart Utility services.

ITP’s marketing and sales force and promotional efforts are dimensioned
for the present activities on the Norwegian market and no measurements
has been taken concerning an investment in additional human resources
or promotion budgets, concerning a market entry in Sweden.

5.7.5 Competitive positioning

As the current Smart Utility market is unexplored territory, there is no
clear fragmented competitive positioning set yet. The different
competitors in the Industry are striving towards a desirable market
position, in the perception of the Utility companies. However, there are a
couple certain points of improving perceived position, mainly
characterized by marketing issues.

Marketing and in particular relationship marketing is of great importance,
as Smart Utility companies position themselves in the Industry. Marketing
efforts are directed towards real-estate companies and Utility companies,
which are conservative and characterized by few key persons deciding on
large investments, in particular the Utility companies. This makes
personal selling the most useful marketing tool for the Smart Utility
Industry. Other marketing tools used in the Industry are direct
advertising, Industry conventions, seminars and Industry magazine
advertisement.
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When taking different competitive positions Smart Utility companies
form different marketing strategies to appear favorably to the customers
in order to drive the market and increase the speed of diffusion, and in
this way differentiate from the competitors.

Current marketing strategies within the Smart Utility Industry:

- Convincing the Utility companies of relative advantages of Smart
Utlity, pinpointing the benefits over existing measurement
alternatives, and benefits like reducing peak loads, reliable and
sufficient measurement systems.

- The high investment risk that Utlity companies perceive
associated with Smart Ultility is to be over come by alliances and
standard forming in the Industry. These features will secure
future supplies and after sales service of Smart Ultility products,
as well as increasing customer values as different Smart Utility
technologies are merged and compiled in other utilization areas.
Furthermore, the Smart Utility companies are deploying new
pricing strategies, which are based on annual pricing in the
contrary to a large investment initially. This strategy could also be
developed into a scenario where the Smart Utility companies
handle the Utility companies’ entire energy management, from
collecting measurements to money to the bank services.

- An additional method of driving the Smart Utility market is by
lobbying on external groups like politicians and consumer
organizations, in order to awaken an incentive of precise billing
and reduction of energy consumption.

As the market is an innovation market ready to take a leap forward, with
predicted revenue potentials, the possibilities of a unique position for I'TP
are favorable. The Smart Utility Industry is predicted to have a fast
accelerating life cycle followed by a fast decline. To obtain an early mover
advantage it is vital to have financial and marketing recourses and
production capacity, to meet the demands, as there initially will be
production capacity problems when supplying the demanded Smart utility
products. When the market matures and declines the rivalry consequently
increases. This will leave Smart Utility companies two possible choices:
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first, supervising and handling existing meters after sales service at the
Nordic market, while preparing market entries at deregulating markets in
Europe. Secondly, develop next generation products, e.g. Smart Homes
focused on energy reduction and living comforts. Additional way of
extending the product life cycle is by shifting the after sales service
toward managing customers entire metering, billing and employing
money to the bank services.
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6 A conceived model for market
entry strategy considering speed
of diffusion

When entering a new geographical market it is
essential to know its characteristics. The innovative
market of Smart Utility poses great challenges and
opportunities for ITP. In this chapter a conceived
model for entry strategy considering diffusion of
innovation is formulated. The Smart Utility actors
should improve the conditions for diffusion by
strategic instruments, the reasons being both
profitability and survival.

6.1 The buyer group and the political environment
The Industry of Smart Utility and Smart Homes is in an initial phase. The
major buyers of Smart Utility are the Utility companies. Currently there is
reluctance among the large Utility companies towards the diffusion of
Smart Utility. The reasons vary, but the Utility companies promote high
costs as the most prominent. On the other hand, small and innovative
Utlity companies already have invested in AMR systems. These
companies consider the AMR systems profitable. The opinions towards
AMR investment are, according to empirical results, diametrically
opposed. Hence, one can assume other underlying causes, more than just
the price, for the different opinions.

The large Utility companies are adopting a standby policy onwards AMR
investment. The main reason is price. This can be interpreted as a strategy
to signal towards the AMR Industry to implement price-reducing
measures. The small and more innovative actors have the advantage of
more flexible organizations. Hereby, other value adding variables than
price are considered when investing in AMR, e.g. improved customer
service and lowered administration costs. The smaller companies must
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also be quicker to respond to changes in the environment, in order to
survive. Otherwise they will be taken over by larger actors. Hence, the
fact that smaller actors are adapting can be a sign of a change in the
environment. This trend is also verified by the Swedish Smart Utility
Industry that experiences an increased interest in their products.

When a large Utility company invests in AMR equipment it could result
in lowering the prices on the market. Hence, none of the large actors
want to become a first mover. An abiding strategy also increases
probability of standardization of AMR products; this shifts the balance of
power towards the Utility companies’ advantage. When a standard is
established on the market, the compatibility with other products is
increased. A high compatibility adds value to the AMR products and
therefore an investment can be motivated from the Utility companies’
point of view. Empirical results show no evidence that Utility companies
are considering to enter the Industry of AMR, e.g. manufacturing and
development of AMR products. High development costs and different
strategy priorities are factors that support this opinion.

Utility companies have a large number of measuring points. This conveys
large and extensive investments when, and if, they consider investing in
Smart Utility. The investment is also being made in an infrastructure
which makes switching costs high. Therefore, the security factor of the
buyer is of importance. The Utility companies express that they want to
buy from an actor that will be on the market even in the future. The
system must also be tried out and fully tested. Hence, minimizing risk is
an important aspect when considering marketing measures towards
Utility companies.

Currently the large Utility companies on the Swedish market are in an
expansion phase. Vattenfall and Sydkraft are aiming to become large
actors on the European market. Hence, the priority of investment lies in
purchases of other foreign competitors. This means that the
organizations are being reorganized and that Smart Utility investment is
not prioritized.

A catalyst for the Smart Utility market could be the proposed legislation
of several meter readings per year. The large Utility companies are
opposing such legislation. The legislation would, if accepted by the
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Swedish government, increase competition and decrease energy
consumption. Interesting to notice is that this is contrary to the goals of
the Utility companies; selling energy and increasing profitability.
Increased competition leads toward lowered prices and, hence, lowered
profitability of the Utility Industry. Therefore there is a natural resistance
of the Utility companies who aims at growing by purchases.

The Smart Home concept has earlier been targeted towards the luxury
market, the idea has been to monitor and control the home living
environment. Today technological progression and customer knowledge
has produced a setting where the products are fitted for a mass market.
The purpose of Smart Homes is to increase comfort, security, and
pleasure.

6.1.1 A possible market evolution

The empirical research hints that the market of Smart Utility will grow
fast. If the legislation proposal is ratified by the Swedish Parliament the
demand for AMR will increase rapidly in the forthcoming years, a peak in
demand is expected before 2006. As a result of this, an increased demand
for other Smart Utility products, Smart Utility services, and Smart Home
products is a likely scenario. Empirical data also suggest that the Smart
Home will become a mass-market in the future.
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The picture illustrates a conceptual demand curve of AMR and the initiation of a
Smart Home market.

This rapid expansion of the Swedish AMR market will initially generate
great demand. In this initial phase competition is low and there is room
for many actors. Since the AMR product life cycle is relatively long it is
likely to expect a fast decline in demand and therefore increased
competition. Hence, the key issues for the Smart Utility Industry are:
development of next-generation products in the Smart Utility portfolio,
implementation of a service strategy, and additional focus upon the Smart
Home idea.

The conceptual demand curve is likely to be similar in other countries.
The reason is legislation, consolidation of the Utility Industry, and
restructuring of Utility companies. A grasshopper metaphor is expressive;
the different markets in the EU are about to mature and the Smart Utility
Industry in the Nordic countries have the opportunity to expand and
enter new geographical markets.
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6.1.2 The Smart Utility Industry

The Smart Utility market is an innovation market in its infancy but is
starting to grow in the Nordic markets, primarily focused on Norway and
Sweden. This is due to far-reached deregulation of the two countries
energy markets. It is also in the Nordic countries that the Smart Home
technology is taken the furthest, hence, these markets are presently the
most interesting for the Smart Utility Industry. Barriers when entering an
innovation market, are primarily emphasized by three factors: technical
recourses to develop Smart Utility products, willingness to take risks, and
financial recourses.

The Swedish Smart Utility market consists of a dozen rivaling companies
and as the market is in a preliminary growth stage, it is not yet
consolidated and there are no clear competitive positions to be seen. The
Smart Utility companies are characterized by having different origins and
organizations, varying from being small Swedish innovative companies, to
companies that are subsidiaries to large European Utility companies.

If the legislation of more frequent AMR readings is sanctioned the Smart
Utility Industry is predicted to have a fast growing life cycle, where there
will be revenues for all competitors. However the market will reach
maturity at an early stage, as a consequence of all measuring points being
covered, followed by a rapid decline. This will leave Smart Utility
companies two possible strategies open for consideration: first, to
supervise and manage existing meters and supplying after service to the
already existing market, whilst preparing market penetrations at
deregulating markets in Europe. The second strategy is to develop next
generation products, e.g. Smart Homes focused on energy reduction and
living comforts, which are merged with Smart Utility products. An
additional way of extending the product life cycle is by shifting business
strategy from delivering hardware towards developing after service;
managing customers entire metering, billing and money to the bank
services.
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The picture illustrates the trend of service strategy in the Swedish Smart Utility
Industry.

The main incitement of this trend comes from the Utility companies’
willingness to outsource their metering services, when focusing on their
core business. Furthermore, this is a method for Smart Utility companies
to secure long-term revenues. This is made by binding the Utility
companies over a long period of time. They will perceive a lowered
investment risk due to the integrated cooperation.

6.1.3 Key success factors of the Smart Utility Industry

The legislation factor together with convincing the Utility companies of
the relative advantages of Smart Utility is of importance to market
growth. Smart Utility service is the most cost efficient method for
frequent meter reading compared to the alternatives, manual meter
reading and customer meter reading. In addition Smart Utility obtain
informational consumption patterns and are more reliable measuring
systems that facilitates fault localization in the operators electricity grid.
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The system will also enable peak load reduction. These factors are the
most significant to ascertain Utility companies to invest in AMR systems.

It is likely that a legislation will be ratified. Therefore it is essential to be
present on the Swedish market when it takes off; building up company
reputation, production and logistics. An additional factor of consideration
that is most likely to leverage when the market takes off, is to have as
many customers as possible and manage their measurement points. This
as the Utility companies perceive a risk when investing in Smart Ultility.
Having customers and running existing systems indicates that the Smart
Utility company provides a tested and consistent product.

The high investment risk that Utility companies associate with Smart
Utility, is to be overcome by alliances and the forming standards within
the Industry. These two features will ensure consistent products and
tuture after sales service, as well as increasing customer values as different
Smart Utility technologies are merged and compiled with other
technologies. Furthermore, the Smart Utility companies are deploying
new pricing strategies, which are based on annual pricing in contrary to
Utility companies making large investments initially. This strategy does
also facilitate the scenario where the Smart Utility companies handle the
Utlity company’s entire energy management, from collecting
measurements to money to the bank services.

An additional method of driving the Smart Utility market is by lobbying
on external groups like politicians and consumer organizations, in order
to address their need of precise billing and control of energy
consumption.

As the Smart Utility market is expected to have a fast growth, followed by
a decline, added to the ongoing deregulation process of the European
energy markets, there are justifications for Utility companies to focus on
new markets with new revenue potential. In this stage it is a great
advantage having an international network with subsidiaries that facilitate
tuture market expansions.

Summing up key success factors:

* Legislation
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* Relative advantages

*  Preparation before the market takes off
*  Measurement points

* Lowering perceived investment risk

* Lobbying on external organizations

* International network

We believe that the AMR metering will be a standard when Utility
companies collect consumption information in the future, due to
legislation and with the relative advantages of Smart Utility. The
competitive position in the Smart Utility Industry is striving from the
present focus on providing hardware products towards becoming a more
service oriented Industry, i.e. handling customers’ energy management,
collecting measurements and money to the bank services. Another very
likely scenario to occur is a conjunction between Smart Utility products
and residential devices e.g. heaters, lights, radiators, alarms etc. We also
believe that reputation within the Industry is of essentiality.

6.2 A Conceptual model for market entry strategy

considering speed of diffusion

A key issue of the Smart Utility Industry is the diffusion of innovation.
Today some Swedish companies are on the edge of bankruptcy. This is
due to high development costs and low demand for the Industry’s
products. The companies are applying different strategies to increase
speed of diffusion. Increased speed of diffusion would increase demand
for the main product, AMR. It would also increase demand for the Smart
Utility concept, and Smart Home services. Hence, profitability of the
Industry is closely connected to the diffusion of innovation. ITP is
considering an entry on the Swedish market. Strategic options are
essential when entering a market. The different strategic options are
related to performance, e.g. profitability and market share. When entering
an innovation market it is also paramount to consider measures to
influence speed of diffusion. Empirical evidence supports the incitement
for increasing speed of diffusion on the innovation market of Smart
Utility.

When formulating strategies inputs from both external and internal
factors are indispensable. The external factors provide information of the
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Industry and relevant macro factors. On the other hand, internal factors
constitute a basis for comparison and possible positioning. The essence is
to position the company towards a unique position. The external and
internal factors support and constitute a foundation for a market entry
strategy. Technology development is swifter in an innovative market
environment than in mature markets. In this case the Smart Utility is a
substitute to manual meter reading and monitoring of energy
consumption. Hence, the prediction of substitutes to Smart Utility is
futile when doing an on-the-spot account. To illustrate and map out
substitutes, continual research must be conducted.

Picture 22

COMPETITIVE
POSITIONING
ENTRY STRATEGY
INNOVATION —® — PERFORMANCE
STRATEGY
TECHNOLOGICAL
STRATEGIC
OPTIONS

The picture illustrates the connection between innovation diffusion strategy and market
entry tactics. The conceptual model illustrates a strategy-performance relationship.

Variables that are central to the entry strategy are; order of entry,
marketing strategies, and distribution. Being first on a market is
associated with first mover advantages and disadvantages. In ITP’s case
the company is not first on the market. Marketing strategies that affect
performance includes pre-announcing, relationship marketing targeting
buyers, and presence on exhibitions. The buyer group of an innovative
market is looking for security, i.e. they want a long term relationship with
the supplier. Hence, the distribution channels are also supposed to grant
the buyer the security of a long term relation. Empirical evidence suggest
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that presence on the Swedish market is a key to relations, security, and
long-term business.

When a company is trying to establish themselves on an innovative
market there is also a need for implementing an innovation strategy. The
innovation strategy is aimed towards overcoming the barriers of
adoption. The Swedish Smart Utility companies use different strategies,
mainly marketing towards buyers and politicians. Relationship marketing
is an important tool for overcoming the barrier of adoption. Currently,
the innovation strategy also contains the concept of innovation
management.

Innovation management is the creation of an environment where the
probability of development of new products and services is high. The
Smart Utility actors are mainly small entrepreneurs with flat
organizations. The small firm generates commitment and can thereby
handle complex development. This aspect is closely connected to
technological strategic options.

Technological strategic options are instruments a company can
implement to affect speed of diffusion. The Smart Utility Industry’s
smaller actors are pushing for standards, increased compatibility, and
strategic alliances with other technical industries. This increases the value
of the Smart Utility products and services and therefore also the
performance of the Industry. On the other hand, technically superior
actors can counteract and delay standardization of the Industry. This is
done in order to maintain technological advantages.

Competitive positioning is a central key to profitability. A company that is
second in a certain market position is also likely to have lower
profitability, hence, a unique position is a key advantage. An emerging
market is more differentiated and in the Swedish Smart Utility market no
positions are established. To establish a position in an innovative market
is, therefore, central to future profitability. When establishing a position it
is important to be consistent.

The conceptual model of market entry strategy considering speed of
diffusion is describing important variables concerning entry strategy on
an emerging market. The conditions on the Swedish market highlight the
question of overcoming barriers of adoption. These barriers are
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prominent and must be overcome in order to improve performance. The
model can be related to other high tech industries and emerging markets,
e.g. the cellular phone Industry in the USA in 1984-1999. The cellular
market was innovative and no positions were cut out. Legislation and
deregulation at that time had great importance for the growth of the
Industry. When speed of diffusion increased a booming market was the
result. Finally the framework suggests that innovation strategy is included
in a market entry, if and in that case, when, ITP enters the Swedish
market of Smart Utility.

6.3 Market entry strategy considering I[TP’s
prerequisites

The timing is favorable for a market entry into Sweden, due to the fact
that none of the competitors have a clear position and that the approval
of the legislation proposition will increase the demand for Smart Utility
products.

Since the legislation proposition is highly imminent, the timing for a
market entry is right and should be initiated immediate. Preferably, before
the Swedish Parliament decides on the matters, so that I'TP can establish
relations to key actors, such as customers, distribution channels and
potential partners on an early stage. This is essential for the market
positioning and will strengthen I'TP’S position in the rivalry to obtain first
mover advantages. First mover advantage is a major factor of success in
the Smart Utility Industry. If a customer is tied to a provider of Smart
Utility that customer will be considered as lost by the competitors due to
the high switching costs. The effect if I'TP were to tie up customers at an
early stage would be that barriers of entry for new entrants would be
raised. Since every tied customer is considered lost there would be less
incitement for new actors to enter a market with a decreasing number of
potential customers. This would also affect the competitors that already
are on the market as the rivalry would become more aggressive. This
scenario is very likely to occur when the market consolidates and matures.

ITP has innovative and creative technicians which imply that the
company has an innovation management strategy. This is an asset that
must be preserved. The whole-solutions that conjoint Smart Utility
services with Smart Home services is a unique selling point that must be

highlighted in marketing activities. This will help I'TP to get the desired
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position as a supplier of user-friendly expandable Smart Utility and Smart
Home products and services. I'TP must continuously survey the market
to, on an early stage, detect trends of demand and react to them. Also
changes in the competitor’s product portfolios can indicate new trends.
One of ITP’S strategies are to only produce products that are demanded
on the market but if I'TP could focus a bit ahead of the actual demand
trend, by developing tomorrow’s products today, it would truly give them
an edge. By following the trend and initiating the development of a billing
system they will be one of the actors that will gain first or eatly mover
advantages. Since ITP wants to differentiate by being a whole-solution
provider it will also strengthen their market position and make their
portfolio more complete.

There is a current demand for systems that can be continuously expanded
with new innovations. Some of the Utility companies fear that closed,
static systems, will force them into a situation where they will be
dependent on one single Smart Utility company. They want to avoid
investing in a technology that could become obsolete and since it is an
innovative market no one knows which technological solution that will
survive. ITP has an advantage as they have developed an open system
that is more likely, than the closed ones, to be standard setting. I'TP must
highlight the open CEBus system when marketing and promoting their
products to be able to cease this opportunity to position themselves as a
secure longtime provider of a constantly update-able system.
Furthermore, if ITP could make their CEBus system compatible with
LonWorks they would gain much stronger market position by offering a
multi-compatible system. Furthermore, a whole new market would open.
Customers that already have Smart Utility suppliers today are seen as lost
customers by the competitors, but this does not necessarily have to be the
case. If I'TP develops a multi-compatible system they can still sell their
Smart Home services to these customers. In this way I'TP combines their
Smart Home system with a competitors Smart Utility system. The result
is that the customer gets a service that the original supplier could not
offer and ITP profit from a customer that former was seen as lost.
Another additional benefit is that a multi-compatible system would
definitely meet the requirements from the Utility companies, which are
characterized as risk avoiding and prefer opens systems that do not force
them to solely rely on one single service provider. This would strengthen
ITP’s market position. One criterion is that ITP recognizes these
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opportunities and take measurements to adequately communicate these
qualities through market activities.

ITP provides a whole-solution that follows the electricity flow, from the
Grid operator to the residents. The Smart Utility concept provides the
Utility companies with AMR services and an insight to the function and
status of the grid network and consumption patterns. The Smart Utility
services decrease the Utility companies’ costs and are only marketed
towards this segment. The second component in I'TP’S whole-solution is
the concept of Smart Homes. This is addressed to end-consumers and
will increase living comfort and cut energy consumption during peak load
hours. Further, it will automate their home and allow the end-user to
remotely control their residence. This concept will increase revenues for
the Utility companies as they provide the products for an extra fee that
will be added to the electricity bill. Hence, it is in their interest that the
end-users adopt the innovation and all marketing activities will
consequently be handled by them. Due to the revenues, the pay-back
time will be much shorter than investments in competing systems as
these only decreases costs and do not affect the revenues. I'TP’S whole-
solution is unique and the fact that the Smart Home concept will open a
new market for the Utility companies, with a possibility for them to
differentiate and increase revenue, is a factor that positions ITP as a
possible market driver that will set the path of the whole Industry
evolution. These visions are only realizable if ITP properly emphasizes
them in their marketing.

Some ITP’S functions need to be expanded to be able to meet the
requirements of a market entry. First, the human resources in marketing
and sales need to be expanded, preferably by forming a whole new entity
consisting of marketers with good insight in the Swedish market and a
sales force that are fluent in Swedish. This entity should be placed in
Sweden as presence is important in positioning strategies. Secondly, I'TP
need to expand their support service. There are two types of support
setvices. One type is the traditional after sales service/support. This is a
value adding part of the value chain that ensures a customer that the
quality aspect will be seen to even after a purchase. There is no strategy
behind I'TP’s present support service and this has to be addressed to be
able to ensure customers value-for-money. The other form of support
service is based on the competitors’ differentiation to become an
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alternative for the Utility companies billing function. If the Utility
companies are to let a Smart Utility company administrate the AMR
system they can also outsource the billing function to them. I'TP has not
developed a billing system yet, but one basic criterion for a functioning
billing system is a well coordinated and managed support service.

ITP is an unknown company in Sweden. Image is important to obtain a
competitive position and this requires long-term strategies. ITP has a
good competitive position in Norway and much of the strategy behind
that position is duplicatable to the Swedish market. However, this is time
consuming and should be initiated as soon as possible. ITP has no clear
brand management strategies that manages the attributes and image that
the company wants to be associated with. This is an important marketing
tool and the company should consider forming a strategy. The image of
Smart Home products is negatively associated in Sweden and I'TP should
avoid using that name in marketing activities. Instead, they should
highlight the abilities and benefits of their services and not associate these
services with the concept of Smart Homes.

The Utility companies require providers of Smart Utility that are solid
and obtain a position that implies that they will be on the market over a
long period of time. Furthermore, they want constellations that consists
of different actors which would imply that the market and the technology
has passed the most turbulent stages. Consequently, ITP need to position
itself as a serious long-term player and one way of doing that is by allying
with other players within the strategic group. A strategic alliance with a
competitor on the Swedish market would mean that I'TP gets full access
to an established customer base and can benefit from the partners
established relations and image. Criteria’s for the parties are that they
share the same company philosophy and vision. Furthermore they need
to complement each others product portfolios. ITP has various unique
selling points to offer and they could benefit from getting access to a fully
developed billing system.

ITP would benefit substantially by entering the Swedish market. We
perceive that a strategic alliance or a fully owned subsidiary would be the
most favorable entry strategy to the Swedish market. With a strategic
alliance ITP would gain advantages; company reputation, established
customer base, relations to buyers, and service billing systems. Empirical
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evidence and analysis suggest that the most attractive companies for an
alliance with I'TP would be SENEA or Viterra. These three companies
have an existing customer base and are well established on the Swedish
market.

There are many possible ways for I'TP to enter the Swedish market, e.g. a
fusion or joint venture. Innovative industries are less likely to share
technology in strategic alliances and therefore a joint venture ot fusion is the
only action available if a rational partnership is to be established. From
ITP’s perspective SENEA could be a desirable partner for a joint venture
or fusion. An advantage of a joint venture with SENEA is their market
leading position in Sweden. ITP would be contributing with compatible
Smart Home products and extended Smart Utility. However, SENEA
have no current strategy for Smart Home products, and are rather
moderate towards the concept. There is also a need for balance between
two companies in a joint venture. SENEA is a larger actor and therefore
the power balance between the actors would not be equal. This could
become a conflict between different interests. SENEA also has a strained
financial situation which would affect a partnership negatively.
Furthermore the company also has a past as an entity in the Vattenfall
group. This could be a disadvantage when promoting Smart Ultility to
other Utility companies. The two largest benefits of a joint venture with
SENEA is the fact that the company is noted to have the best technical
solution on the Swedish market.

A strategic alliance with an actor on the Swedish market is also an available
option. One of the most attractive possible strategic partners is Viterra. If
a strategic alliance with Viterra were to be accomplished I'TP would serve as
a subcontractor to the company. The advantage of being a supplier is that
ITP does not have to establish an enterprise on the Swedish market.
ITP’s Smart Utility platform could hereby be exported directly to the
Swedish distributor Viterra. Hereby, capital and innovation strategy could
be focused on developing existing and next-generation products. Viterra’s
strategy is not to manufacture or develop but to market and sell different
Smart Utility systems. Viterra is part of an international company group,
E.ON. By a partnership I'TP would gain access to an international scene
at a lower cost. Nevertheless, the advantage of being a supplier could
soon turn into a disadvantage, if Viterra would decide to form alliances
with other Smart Utility producers. Thus, the risk of having a single buyer

160



on the Swedish market is expected to be high. The power-relationship
would also be affected; Viterra is a much larger and more powerful actor
than ITP. Viterra has no current strategy concerning Smart Homes.
Viterra already has a partnership with SENEA and currently they are
negotiating and testing an AMR system with Goéteborg Energi. These
facts indicate that Viterra is in a strong bargaining position if a strategic
alliance were to be considered.

The Swedish market is similar to the Norwegian. Therefore the last and
most probable scenario is that I'TP establishes a subsidiary in Sweden.
The advantage with a subsidiary is that I'TP in this way better exploit the
market opportunities. In this way ITP can stay independent and have full
control over strategic decisions. By establishing a subsidiary in Sweden,
ITP establishes a local presence, which is essential due to the fact that,
relationship marketing is a key to success. Buyers are also focusing on
security. A presence brings the possibility to implement a billing service
strategy on the Swedish market, which is a service strategy that can be a
key a key to future profitability. Another reason for establishing a
subsidiary is the fact that time is of the essence. I'TP will also have the
opportunity to influence compability and standardization. Choosing
actors for strategic alliances is a process that takes time; I'TP do not have
that time.

The establishing of relations within the Swedish Industry will take time.
The authors suggests that a fully owned subsidiary may be the most
rational way of initially entering the Swedish market and from there
establish relations that could lead to future alliances or joint ventures.

6.4 The research quality

The quality of an exploratory research is hard to determine due to quality
being a subjective and vague concept that is defined in different ways in
the research society. Our research is explorative and qualitative, thus the
statistical quality is of less importance than in a quantitative research. The
quality in an explorative research can be defined as having high reliability
and validity. This is attained in this research by closely connecting the
problem definition with the empirical studies.

The main critique to the theoretical framework is that the Porter analysis
only gives an instant view of the Industry actors. To obtain a more
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complete picture of the market of Smart Utility continuous business
intelligence is necessary. The value chain is also a somewhat blunt tool
when analyzing an innovative Industry. This is due to the secrecy of the
entrepreneurs. Nevertheless, the value chain is in this case suitable to
analyze different companies’ general characteristics and strategy focus.

The reliability and validity is improved when having a larger sample. The
research was limited to ten weeks, which, in turn also restricted the area
of research. When conducting empirical research one or two key
respondents were interviewed per company. This affects quality
negatively but secondary information, e.g. internet and annual reports,
were used to improve and verify primary information. An innovative
Industry may be more concealed than a mature Industry. This is due to
the fact that the companies included in this thesis possess technological
and strategic advantages. Thus, some interviews were of varying quality
due to discretion from the respondents.

This investigation has two target audiences; University of Lund and the
company ITP. The University of Lund demands that the investigation
takes marketing research one step forward. On the other hand ITP needs
accurate information and strategy. Two employers call for delicacy from
the employed.
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