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CII Institute of Logistics

PGDSCM / Certificate Programs

Assignment 2 for July- December 2011 Semester

(To be handwritten and submitted before 15.11.2011)

General instructions to the students:

· Write the assignment in your respective subjects only (4 or 5 subjects for a particular semester as per your program) 

· Write assignments separately for each subject and staple it.

· Then collectively put all the assignments in a stick file 

· The first sheet in your stick file should consist all the details, i.e.

1. Name, e-mail id, mobile number

2. Registration number

3. Course name

4. Semester

5. Contents- name of the subjects for which assignments are submitted.

6. Assignment number (1 or 2)

FUNDAMENTALS OF LOGISTICS

Case: Durable Vinyl Siding Corp.

(Background information: Install vinyl siding, they say, and you will never have to paint your house again. Unlike wood or cedar, this durable plastic will not rot or flake. Vinyl is available in several dozen colors, and can mimic architectural details that were once made from wood. It's no wonder that vinyl has become the most popular siding material in the United States and is quickly gaining momentum around the world)

The Durable Vinyl Siding Corp (DVS) is a leading US manufacturer of vinyl siding products for home and commercial buildings. In 2000, the company had record sales of $ 250 million – a 15% increase over 1999 and the tenth year of double digit growth. Mr. Mark Talbott, president, was very pleased with the positive sales figures for 2000 but was growing increasingly concerned about the trend of the bottom-line numbers. During the past five years, the net profit margin had slipped from 7.2 % in 1996 to 4.5 % in 2000. 

At the monthly executive meeting, Mark pointed out the downward trend of net profits and challenged the team to increase the bottom line by 1.0 to 2.0 percent for the next year. He pointed out that price pressure and increasing cost are main reasons.

The director of purchasing observed that procurement costs have risen from 57% in 1996to 65% of sales in 2000.Five more people have been added to the department. DVS now manufactures 1500 SKUs and purchases over 5000 SKUs.

The items purchased include vinyl base products, paints, office supplies, packaging, lumber for pallets, warehouse equipment, maintenance and operating items and transportation services. DVS spent $162.5 million in 2000 for these items and the operations of the procurement department. For each 1% reduction in procurement expenditures, DVS calculated 0.65% increase in net profits (assuming sales of $250 million in sales). 

The purchasing department operations had remained unchanged till last year when a new director was appointed replacing the previous one who had been the director purchase for past twenty years. Use of computer was minimal – inventory control and printing invoices. Rest of the tasks in purchasing department were done manually There was no procurement system in place and E Commerce was not even heard of. Purchasing staff were mostly buyers who were assigned to different product or service groups.

Over the years buyers have become smarter and gained price concessions from vendors. Due to increased sales DVS faced serious warehousing problem. Last week DVS had to hire storage spaces off site to store finished goods as warehouses were completely full. A review of stock revealed that there was six months supply of corrugated box for packing, a ten months supply of paints, and a four months supply of lumber. Also, the inventory levels of over 50% of finished goods SKUs exceeded two years demand at current sales level.

DVS had to optimize the utilization of the only warehouse it has. Often they had to use an outside warehouse for short-term storage. It incurred a penalty of 15% in the form of higher cost for storage, order picking and transportation. Cost of capital also rose due to firming up of interest rates. Total purchasing expenditure included a huge sum blocked in inventory.

The director purchase knew that productivity of purchasing staff were on the decline. Buyers noted the need for more time to research about potential vendors and in maintaining good relations with vendors as the prime reason for lower productivity.

The new director purchase had set the objective to reduce procurement costs while maintaining product quality and efficiency of procurement. Price concessions from vendors did not appear to be major source of saving, particularly for the basic vinyl raw materials. Primary areas of improvement seem to be efficiency enhancements in computerization and E – commerce.

Answer following questions:

1. What organizational changes do you suggest for DVS procurement? Why?

2. What types of computerization changes do you recommend and what strategies do you suggest for maintaining procurement service levels?

3. Would you recommend uniform computer and E-commerce strategies for all 5000 SKUs? If not, how would these strategies differ?

