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SUPPLY MANAGEMENT

COURSE 605

LESSON TOPIC:

Application Lesson — Lessons 21 through 24

LESSON OBJECTIVE:
The following assignment is intended to allow you to apply the concepts and principles
you have learned in the previous lessons.

LESSON ASSIGNMENT: (100 points total)
The assigned questions should be answered thoroughly in your own words in essay
format and be computer generated. The level of writing should reflect the graduate level
and the content should reflect a solid understanding of the subject matter. Submit your

answer file using the online testing system at www.agu.edu.

NOTE: This lesson is weighted as 5% of the total course grade.

Case Study #1 — AAA., Inc. (25 points)

Read “AAA, Inc.,” page 605-25-3 thru 605-25-5 in this Study Reference Guide.
Thoroughly answer the following questions:

1. How could AAA have avoided the problems it experienced with Comstock?
2. What are the potential implications of the type of contract AAA used? Discuss.
3. How could AAA have improved its approach to sourcing in this case?

4. What should AAA do now? Discuss.
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Read “The Better-Late-Than-Never Bid,” page 605-25-5 in this Study Reference Guide.
Thoroughly answer the following questions:

1%

Did Lisa do the right thing? Was it ethical? Should she be commended for saving
$6,000?

Would it have made any difference if the original bid opening had been public?

How might this look to the original bidders?

Case Study #3 — The Case of the Secret Discount (25 points)

Read “The Case of the Secret Discount,” page 605-25-6 in this Study Reference Guide.
Thoroughly answer the following questions:

13

2

3

4.

Is there an ethical problem here?
What additional information does Buylow need, if any?
What are his options?

What advice would you give Buylow?

Case Study #4 — The Big D Company (25 points)

Read “The Big D Company,” page 605-25-6 thru 605-25-9 in this Study Reference
Guide. Thoroughly answer the following questions:

1

What specific action should the company take in the area of inventory control?
Support your proposal with an analysis of its strengths and weaknesses.

‘What is your reaction to the argument of those who oppose tighter controls?

How would your recommendation in answering question 1 differ if this company
were making a single product?

How does the inventory control problem change as the company’s overall volume of
business increases?

Do you think that Big D could benefit from the establishment of a supply chain
management department? If so, what functions should it include?
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On March 1, 2002, All American Aluminum (AAA) authorized the expenditure of $81 million to
modernize its sheet mill facility located in Evansville, Indiana. Because of this modernization’s
strategic importance, a very tight timetable was established —'2% years for completion of the
project. Top managers within the company stated that the schedule, not cost, was to be given top
priority. Marketing projections estimated that $1.2 million in lost opportunity would be incurred
for every month this project went beyond its scheduled completion date. Senior management
indicated that additional funding was available if needed to keep the project on schedule.

The company did not have in-house engineering resources to complete a project of this
magnitude within the allotted timeframe. A project team of twelve AAA engineers was
established to provide key technical direction and overall management, while the bulk of the
design work was to be contracted out. Of these twelve engineers, ten were located at the plant
site in Evansville and two were located at the company headquarters in Steubenville, Ohio.

In early April, a group consisting of two engineers and a senior facilities supply manager visited
prospective engineering companies to determine which firm was most capable of handling this
project. Each firm was evaluated on three major points:

1. Quality of engineering expertise

2. Number of engineers that could be made available for the project (subcontracting would
not be allowed)

3. Ability to coordinate with the AAA project team (located primarily in Evansville)

Each company visited was given an outline of the project, including scope of work, conceptual
design requirements, and the project team’s engineering man-hour estimate. Each firm was
requested to submit a proposal outlining how it would handle the project.

Four firms appeared to have the quantity and quality of engineering capability required.
Consequently, the final decision was based on which firm AAA felt could best coordinate with
its project team in Evansville.

Comstock Engineering was selected to do the job. Although its price and quality were only
average, Comstock was considered the best choice because it had offices in both Steubenville
and Evansville. It was thought that offices in both locations would reduce the potential for
coordination problems.

Comstock maintained that the project could be best handled by its larger office in Steubenville,
with Evansville providing only those services that required work at the plant site. AAA
disagreed, and stated that any contract award would be contingent on the following conditions:

1. All engineering services were to be managed out of the Evansville office. This would

require Comstock to relocate a project manager and two project engineers to the
Evansville office.
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All project management services (planning, scheduling, material control) were to be done
out of the Evansville office.

The engineering design services (electrical, mechanical, and civil) for certain portions of
the project must be done out of the Evansville office. This constituted approximately 60
percent of the design required for the entire project.

Prior to placement of the order, Comstock must identify key personnel — the project
manager and three project engineers (electrical, mechanical, and civil).

These conditions required the addition of fifteen people to the thirty people already in
Comstock’s Evansville office. Comstock agreed and submitted the names of the key personnel,
which in turn were accepted by AAA. An order, including the noted conditions, was issued to
Comstock on a cost plus percentage basis with a cap of $3.3 million. The order was dated April

18.

A chronological sequence of subsequent events is noted below.

May 1 — Comstock communicated to AAA that three of the four key personnel would not
agree to transfer to the Evansville area.

May 15 — Comstock suggested that since the key personnel would not transfer to
Evansville, the project should be managed from its Steubenville office.

May 20 — AAA rejected Comstock’s offer. It was learned that Comstock had just finished
a very large project in its Steubenville office and would have to lay off personnel if no
work could be found. AAA believed this to be the motivation for Comstock’s suggestion.

May 25 — Comstock suggested that the project be managed with personnel currently
located in the Evansville office.

June 15 — AAA accepted Evansville personnel as temporary management only and
applied pressure to Comstock to resolve the issue.

July 1 — As the scope of work became more defined, it became apparent that electrical
engineering man-hours would be double the number estimated by the AAA project team.

August 1 — Comstock submitted the names of three people to fill the vacant management
slots. AAA accepted one, but rejected the other two as unqualified. The most important
position, project manager, was still unfilled.

August 15 — AAA was unsatisfied with the scheduler assigned to the project and
requested that he be removed. Comstock agreed and replaced him with its best scheduler.
The new scheduler was located in Evansville on a temporary basis. Comstock asked that
AAA pay for his temporary living expenses.
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[image: image5.jpg]= September 1 — It was determined that the civil engineering man-hours required would
only be one-third the number estimated by the AAA project team. Comstock claimed that
it had adjusted its schedule to accommodate this work and hence was overstaffed with
civil engineers.

= September 1 — Comstock communicated to AAA that it was having difficulty staffing the
Evansville office with a sufficient number of electrical engineers. The people within the
company were refusing to transfer, and outside recruiting efforts were unsuccessful.

= September 7 — Comstock requested that the bulk of the electrical engineering work be
transferred to its Steubenville office. AAA rejected this request.

= September 15 — Although the Evansville office was understaffed and overloaded,
Comstock was forced to lay people off in its Steubenville office.

= September 17 — Comstock was still unable to staff its Evansville office with sufficient
electrical engineers. It requested that the electrical engineering schedule be extended.
AAA did not agree to this.

= September 21 — AAA verified that Comstock was actively trying to recruit electrical
engineers for its Evansville office. However, AAA also discovered that Comstock had
submitted a bid for another electrical engineering job, which would conflict with the
AAA project.

= October 1 — By this time, five months had passed without a project manager, and the
electrical engineering schedule was slipping badly. Comstock claimed that transferring
the bulk of the engineering work to its Steubenville office could eliminate these
problems. AAA claimed that these conditions were made very clear in the contract and
must be adhered to.

AAA has scheduled an internal meeting for October 2 to determine whether to cancel the
contract with Comstock.

THE BETTER-LATE-THAN-NEVER BID

Lisa Evans, supply manager for Knockout Health Clubs, issued an Invitation to Bid covering
furnishing and installing metal lockers in the men’s gym. Three responsive bids were received
from reputable suppliers, ranging from $32,500 to $37,300. There was no public bid opening.

Lisa was concerned that Prairie Manufacturing, Inc., which had done most of the other locker
jobs at Knockout, failed to bid. Expecting that Prairie would have been the low bidder, Lisa
decided to find out what happened. Upon talking to Prairie’s sales manager, she learned that the
bid request had been assigned to a new employee who had misplaced it and missed the closing
date. Since Lisa felt that Prairie would have provided the winning bid—and certainly, any
savings would help Knockout’s tight budget—she decided to declare all the bid prices
unreasonable, cancel all bids, and re-bid the job.

On the second round of bidding, a low bid of $26,750 was submitted by Prairie. Lisa was
delighted that she had made the right decision, and proceeded to make the award to Prairie.
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Dr. Smith, a researcher at Swampland Research Laboratories, needed an expensive piece of
complex research equipment, which would include a computer and related software. He based
his specs on a device he was familiar with, manufactured by As Specified Enterprises, and sent
his requisition to supply management. As their regulations required, supply management issued a
“request for bids” for an “As Specified Enterprises or equal” device.

On the morning of the day bids were due to be opened, Dr. Smith called Mr. Buylow, the
Director of Supply Management, to say that he had received a bid from another company,
Alternate Technologies, and that he would walk it right over. When he arrived, it was discovered
that he had received an information copy of the bid and that supply management had already
received the original. There was a letter attached to Dr. Smith’s copy, which in part said:

I am prepared to offer you, at no additional cost, one additional software package. However, this
offer will not be shown on the bid that has been sent to the supply management department.

According to an attached price list, the value of the additional software package was $18,500.

When the bids were opened, it was found that the Alternate Technologies price was substantially
higher than the price bid by As Specified Enterprises and, sure enough, it made no mention of
the extra software offered.

Dr. Smith recalled that the Alternate Technologies sales representative had visited him during the
bidding period admitted that his bid would probably be high. But the rep expressed confidence
that, if Dr. Smith were to do a proper technical evaluation, the Alternate Technologies equipment
would be selected regardless of the high price.

As Dr. Smith related this story, his face clouded over and his eyes widened. “Does this sound
like a bribe to you?” he asked Buylow. Buylow leaned back and pondered what he would do
next.

THE BIG D COMPANY

The Big D Company of Dallas, Texas, was a family owned, conservatively managed company.
For over forty years the company enjoyed slow, steady growth in reaching its current
employment level of just over 200. All expansions were financed entirely out of earnings. As the
company grew, its operating procedures were periodically re-examined and modified to cope
with the complex problems that accompany growth. The company developed, manufactured, and
sold metering and flow control devices used in the chemical industry. Recently, as a result of
declining profits, management was considering the advisability of installing a more formal
system for controlling its cost of materials.

The company’s product line contained about forty items, ranging in size from gauges and simple
fittings to large flow meters weighing up to 150 pounds. Most of these were made in a number of
different models and sizes, so that the total number of separate products was about 300. About
half were standard models whose design had not changed greatly in the last ten years; others
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customers, sometimes being made of special alloys to resist corrosive action of certain
chemicals. Some of the more complex items were supplied with or without certain fittings and
refinements. The company’s position in the industry depended on its ability to keep ahead of its
competitors in design, quality of product, customer service, and price—roughly in that order.

It was the responsibility of the supply manager to obtain the castings, materials, and parts
indicated. Castings were purchased in the exact quantity required for the manufacturing order.
For the most part, the same was true as to bar stock, plate, and similar materials. On the highly
standard material sizes, more than enough for one order might be purchased, and in most cases
full lengths would be ordered, rather than the exact fraction required. On odd sizes of expensive
alloys, the exact amount would be purchased even down to the inch. Standard nuts, bolts, studs,
pipe fittings, and similar items were usually bought in standard commercial lot quantities, but
even here the quantities did not greatly exceed immediate requirements, and frequently even
these items were bought by the piece. Molded plastics and special fittings or stampings were
sometimes bought in excess of immediate needs, especially when costs of small lot procurement
were prohibitive. The supply manager did not alter the quantities shown on the make-and-buy
sheet without discussion with the superintendent.

When materials began to come in, they were checked off the make-and-buy sheet and taken to
the storeroom, to the production floor, or, if they were finished parts, to assembly.

Little attempt was made to schedule work to the shop, and the machine shop foreman was free to
work on any manufacturing orders on which materials had been received. It was up to him to
keep his staff and machines busy and to meet the estimated completion dates. As parts were
completed, they moved on to assembly, where they were placed in the tote box with other parts
accumulated against that order. When all parts were completed, assembly could take place.
Finished units were placed in stock in the shipping room or were shipped out immediately
against orders.

Completion of the lot was not posted to the sales and production record until the entire lot was
finished. Inasmuch as some units were often assembled well in advance of the completion of the
entire lot, the sales and production record frequently indicated earliest delivery as some time in
the future when, in fact, completed units were in storage on the shipping room shelves. In this
way sales had been lost to competitors who quoted earlier deliveries. Other sales had been lost
because in setting estimated completion dates the superintendent usually allowed himself more
time than was necessary for ordering, machining, and assembly.

The company had no formal inventory control system. No record was kept of raw materials,
purchased parts, or manufactured parts on hand. An informal tabulation of finished goods, the
sales and production record, was maintained for each item. This showed the balance on hand, the
amount currently being manufactured, orders received, customers’ names, and dates of
shipments made. It also showed the minimum stock balance and the standard manufacturing
quantity. These had been determined at a top management level, taking into consideration past
sales of the item, the time required for a production run, manufacturing economies, potential
obsolescence, storage space available, and the financial resources of the company. In the last
year, the minimum stock balance and the manufacturing quantity on most items had been revised
upward because of a substantial increase in volume, delivery delays, and more frequent
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[image: image8.jpg]manufacturing runs. The company felt that about three to four runs per year was about right for
each item. A typical manufacturing run required about nine to twelve weeks, most of which was
consumed in obtaining castings. Actual processing in the plant required two to four weeks.
Recently, it was found that jobs were frequently sold before completion and a second lot started
before the first lot was finished. Currently, about fifty to sixty shop orders were initiated each
month.

As customer orders were received, they were posted to the sales and production record. When
such orders reduced the balance on hand and in process to the predetermined minimum, a notice
of depletions was prepared, showing the balance on hand and the standard manufacturing
quantity. This notice was sent to the plant superintendent.

Big D did not have a formal production planning and inventory control activity. The plant
superintendent, in determining the exact quantity to manufacture, was guided by the previously
set quantities but consulted informally with the engineer, development, sales, and finance
departments before each run. He then made out a make-and-buy sheet showing for the item in
question the various parts required, the shop print numbers, the materials from which the parts
were made, the quantity of each part required per completed unit, and the estimated completion
date.

The make-and-buy sheet was forwarded to the assembly foreman, who checked off for each part
the quantity of that part which had been accumulated from overruns on previous orders. No
records were kept on such accumulated parts. The parts were stored in bins in the assembly
department, and those counted out against the make-and-buy sheet were separated in a tote box
against the time when that order would be assembled.

The make-and-buy sheet was returned to the plant superintendent, who edited it to determine
whether certain parts should be made or ordered in larger quantity than required for that
particular order. Where parts were interchangeable, he might also consolidate them with other
orders. The plant superintendent was familiar with the manufacturing process and set-ups
involved, knew the price breaks on materials, and had a general knowledge of probable future
demand. Before forwarding the make-and-buy sheet to the supply manager, the superintendent
entered an estimated completion date, which in turn was posted to the sales and production
record.

The plant superintendent’s secretary performed the traffic function. Three young employees who
were more or less under the control of the superintendent performed receiving and warehousing.
Normally, when an incoming shipment arrived, the foreman would oversee its receipt. Supply
reported to the plant superintendent.

Certain executives felt that the company should establish a more systematic control over raw
material, manufactured and finished parts, and finished goods inventories. They pointed to the
orders lost, the waste of buying and producing in small quantities, delays in production and
assembly occasioned by absence of materials and parts, and losses by misplacement, breakage,
and pilferage. These concerned officials also felt that Big D might be able to make significant
savings through a systematic control of surplus and salvage. Two of the officials expressed
concern over the amount of money spent on transportation. No survey had been made to evaluate
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[image: image9.jpg]potential savings in these areas since no records were kept. Inventory losses could not be
measured. Pilferage was probably negligible, because the only items having real intrinsic value
(thermometers and similar components) were kept in a locked cabinet by the assembly foreman.
Transportation costs were estimated to be 12 percent of the cost of purchased material.

Those who opposed changing the inventory control procedure pointed out the risks of
obsolescence in any inventory accumulation, and, more importantly, the amount of funds that
might be tied up in inventory and the space that would be necessary if substantial stocks of
materials, parts, or finished assemblies were to be built up. They resisted the introduction of
changes in the areas of production planning and control, receiving, warchousing, and traffic.
They also pointed out that other uses of company buildings, equipment, research, and
development would yield greater returns.
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