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SUBJECT: OPERATIONS MANAGEMENT II
                                Reddy Engineering Ltd manufactures portable generators. Its plant is located in Nellore, Andhra Pradesh. Krishna Reddy is the key promoter of the firm and Balaji Rao the chief engineer. Balaji developed the design for portable generator.

                              In 2001, the company had a sales turnover of Rs 8 Crores. Its generators are sold all over the country and are known for their long life with minimal maintenance.

                              The G-27 casting is an important part of the company’s generator. The casting weighs 50 kgs, and costs Rs. 1,500. The work was outsourced to a nearby firm, Leo Castings, and the demand was met on JIT basis. Leo Casting used to manufacture about 100 castings a month for Reddy Engineering.

                             Leo began to have problems in production. The supply of casting was delayed for some reason or the other. Balaji Rao felt that Leo was not deploying its resources on the job properly. However, Rahul Singh, the proprietor of Leo, felt that he could not allocate more resources. After a showdown between them, an exasperated Balaji Rao took back the G-27 casting pattern and cancelled the agreement with Leo.

                            Reddy Engineering began to search for a new supplier and invited bids from suppliers. Balaji short-listed Lord Castings after a thorough investigation of all suppliers. However, when Lords was informed that Reddy Engineering followed the JIT system for purchase of castings, they expressed an inability to supply. Lord felt that it needed major restructuring of its facilities for this purpose. Other suppliers expressed their inability. Balaji then approached Leo Castings again. However, they were not ready to accept any orders from Reddy Engineering.

                             Balaji knew that the iron foundry capacity in and around Nellore was utilized. Foundries catered to big houses including TVS, Chennai, as they were assured of continuous and fixed supply orders. The uncertainty associated with those orders was next to zero. Three foundries were located near Reddy Engineering. Balaji had given them an occasional order.

                            The normal lead-time for supply is at least 6 weeks but Reddy Engineering holds inventory only for 4 weeks. Reddy Engineering has begun to evaluate the option of making the castings on its own. Balaji feels that once the job is set up, 50 castings can be produced in two days time. This would be sufficient for the required level of production.

Questions for Discussions:

1. What alternatives are available to prevent the disruption of production in Reddy Engineering?

2. Did Balaji handle the problem well? Give reasons.
