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Overview:  
Carolina Sporting Goods, Inc. (CSG) is a leading supplier of sporting goods to a variety of clients throughout North and South Carolina and parts of Virginia. CSG is headquartered in Raleigh, NC and has been in business since 1963.  CSG has a very narrow product mix consisting of baseball, football, and basketball equipment only (no apparel or uniforms, no other sports). It has only a fraction of the SKUs that other sports equipment companies in their market (Virginia and the Carolinas) carry. Advertising is done only sporadically, emphasizing the “purity” of their product mix. 
Facts:

CSG’s sales have been dropping an average of 8% for the last three years, with profits plummeting about 12% per year, although the total domestic market for these types of products and related products (apparel, uniforms, etc) has grown 20%. Overall, CSG has an annual sales volume of around 100,000 units. Even more amazingly, the overseas market has been growing at 30-40%. The company doesn’t feel it has the expertise to engage in international trade though. Investors are getting nervous over financial reports of CSG and managers are struggling for answers.
Distribution and Transportation:
 CSG has its own distribution center and it stays, at average, about 50% utilized. Although that is a very low utilization rate for a privately owned distribution center, Robert L. Davis, President of CSG, says owning their own facility keeps them from having to pay for storage space at public warehouses. It also allows them to keep extra inventory on hand to keep from having to short customers on their orders. 

CSG owns its own carrier line which, although expensive to maintain, gives CSG better control over shipments and deliveries. Their transportation manager, who was a math major in college, uses his talent to devise economical route scheduling, maintenance scheduling, and driver scheduling for their trucks (drivers are paid a salary plus mileage). His salary is about 20% above industry average. About half of his tractor-trailers are on the road at any one time. 

Facing criticisms about the transportation and warehousing overhead, Davis insists that stockouts are completely avoided with his own distribution center and transportation line. Davis proudly points out that CSG’s inventory carrying costs are the lowest in the industry at only 5%. Industry averages are 15-20%. However with the decreasing sales and profits, CSG is finding itself in a precarious cash position with increasing pressure from stockholders to widen the product line. Stockholders are also questioning the necessity of CSG maintaining their own distribution center and transportation fleet.

Situation:

As the Distribution Manager, you have been tasked with reviewing the current posture of the company and making recommendations on increasing facility usage. Specifically, Mr. Davis has asked that you evaluate two options recommended by a 4PL firm; Tarheel Distribution and Bill Edwards, (a friend from college).
Options:

A. Eliminate the company owned DC and rent space from a public warehouse located approximately 15 miles away from the sales showroom / headquarters building. This option has no fixed investment costs but it does involve variable costs of $5.00 per unit. Transportation charges would equate to $10.50 per unit.
B. Hire a 3PL recommended by Tarheel Distribution located approximately 50 miles away from the sales showroom / headquarters building. This would require a fixed investment cost of $250,000; good for 10 years and charges of $15 per unit
Questions:
1. Would you recommend one of the two options above to Mr. Davis?

2. Would you recommend combination of option A or B and a third option?

3. What would a third option focus on?
INSTRUCTOR APPLICATION NOTES

This case can involve the various chapters of study from the entire semester for students who have taken a Warehousing and a Supply Chain Management course.

Areas that could be addressed depending on how the students read and dissect the case include:

PRODUCT MIX – recommend that CSG expand their product mix to include items that mirror the industry.

DC UTILIZATION – At 50% utilization, CSG needs to look into product / space realignment or invest in a slotting or WMS software package. If they increase their product line, the space may become utilized however at 50%, it may be better to explore 3PL outsourcing.
MARKETING – Trying to expand into foreign markets will demand a marketing plan to help promote the expansion. Look into expanding into the more successful markets as indicated by big box retail. It might be helpful to find an in-country partner to help with the laws and regulations of the country.

CARRIER MANAGEMENT – At 50% fleet utilization, CSG needs to consider outsourcing their transportation processes to save on operating costs. Another option would be to contact a broker and offer their idle fleet for hire as TL or LTL services. 

EMPLOYEE – The transportation manager is overpaid based on industry salary scales. If he is worth keeping, then realign his responsibilities to warrant the pay or get rid of him and hire someone to do the job at a more comparable salary. Also consider implementing a TMS / YMS system for scheduling and maintenance of the fleet.

OPTION A FORMULA = 100,000 units X $5.00 / unit



      100,000 UNITS x $10.50

                                         Combine answers for total cost of option A

OPTION B FORMULA = 250,000 units / 10 years




      100,000 units X $15 / unit



       Combine answers for total cost of option B


