2009 CTP CASE STUDY:  PHOENIX MANUFACTURING

Phoenix Manufacturing is one of the brightest spots in an otherwise dismal business environment. In the span of 18 months, Phoenix has ridden its new line of exercise equipment to the top of the Inc. 100 list. 
The company was founded by one of the nation’s leading triathletes, Eric Schaeffer, who invented the Swimaire. This machine recreates the swimming environment, quite literally out of thin air using suspension and resistance cables and provides what leading experts have determined to be the most efficient exercise. Schaeffer credits the Swimaire with allowing him to set a new world record in the 2006 Ironman Triathlon. After his victory, Schaeffer decided to parlay his new-found fame and popularity by establishing Phoenix Manufacturing in Salt Lake City to build the Swimaire. Since then, sales have been booming, and even with the addition of a second shift, the company can hardly keep up with demand. 
Ever the inventor, Schaeffer has already added the RoboTrainer and the Achiever (both high performance stationary trainers) to his product line and both are playing to rave reviews. The word on the street is that Schaeffer has applied the same discipline and focus to his business that he employed in his athletic endeavors with the result that Phoenix has sustained profitable growth, with no debt. In 18 months, Phoenix has sold 10,000 units at an average profit of $500 per machine. With the addition of the second shift, it can now build 50 a shift, or a total of 500 per week. New lean manufacturing techniques promise even greater efficiency.
As a neighbor, you have been following Schaeffer’s exploits with keen interest. And he yours. He was greatly interested in your recent designation as a Certified Transportation Professional and has started to share with you some of his business concerns. 
Currently, the product line is being shipped via expedited carrier to its health club customers, primarily in the West. However, according to an internal report, with its expanded product line, the company has started to experience more damage to the equipment. For the past two months, 10% of the shipments have been refused due to damage in transit. And Phoenix then must pay for its return as well as the shipment of a replacement set. 
“Our reputation for innovation, for building top-quality products, and for our flexibility in being able to respond to customer specification changes at any point in the manufacturing cycle have been responsible for fueling a tremendous growth in our business,” Schaeffer told you last night at a barbeque. “However, that customer satisfaction is under attack.”

And the timing couldn’t be worse. Schaeffer and his team are already looking for an acquisition to expand production in order to meet anticipated demand from individual consumers that have started flooding his website. To date, he has resisted that market and sold exclusively through health clubs. But the possibility of the home consumer market – either through direct sales or through the big box retailers that have begun to knock on his door trying to secure a business relationship with Phoenix –  is proving too lucrative to pass up.
 Current projections show the home consumer market could more than quadruple current demand. No wonder that given today’s anemic economic conditions, that Schaeffer has become a media sensation. But he’s not letting success go to his head. 
In fact, Schaeffer and his team identified Ace Manufacturing, a struggling manufacturer of lawn and garden equipment based in Augusta, Georgia that he is getting ready to acquire at a “fire sale” price. What makes the acquisition particularly attractive, at least according to his investment advisor, is that they already have a buyer for the manufacturing equipment. And the company’s private fleet, again according to Schaeffer’s advisor, can be sold for $1 million thus raising more capital to offset the acquisition cost. So Phoenix could more than triple its current manufacturing capacity for next to nothing.
Since you earned your CTP, Schaeffer is particularly interested in what you might recommend and has asked you to stop by his office tomorrow to discuss the situation further. You have agreed, but need some further questions answered. Following is how the rest of the conversation transpired.

You:

Would you consider retaining the private fleet?

Schaeffer:
Why would I want to do that? I really don’t understand that the private fleet brings any advantage. My expertise is in building exercise equipment. When we get a load ready, we call one of several carriers and get it moved at the lowest price. I don’t want the liability. 

You:
I understand. But you said that you have been experiencing more cargo damage.

Schaeffer:
Yes, we are. But that’s just the price of business. We can’t do much on that. Plus, we’re getting really good prices because of the current economy. And one of our carriers is really giving us a deal since he has an unconditional safety rating, whatever that means.

You:

How are your machines shipped?
Schaeffer:
They’re packed in reinforced cardboard boxes that are almost seven feet long and about four feet deep and three feet high. Why do you ask?

You:

Just curious. Can you stack them?
Schaeffer:
No. They’re too heavy to support weight and can’t be stacked.

You:

So they’re too heavy to be carried by one person?

Schaeffer
No. Because of the metals we use, the total weight is pretty light – I’d say about 100 pounds -- and they can be easily carried by two people, or one person using a furniture dolly or a hand truck. We’ve had one manufacturing consultant say that we could reduce the shipment size by about half if all the units could be assembled on site. That would take about 30 minutes. I’ve even done it. But of course, none of our carriers is interested so we can’t ask them to take that on. 

You:
What about the new equipment that you’re adding to the line – the RoboTrainer and the Achiever?

Schaeffer:
It’s really too early to say. My manufacturing consultants tell me that they will even be no bigger than what we are currently shipping. But they should be easier to build, deliver and set up.

You:
That company you said you were acquiring. Tell me about the private fleet.

Schaeffer:
It owns about 50 power units and 200 trailers which are all 48 ft. x 96-in., whatever that means. But my advisor says that nobody uses that size of trailer anymore ant that’s why he is suggesting that we sell them. Since they’re only 2-3 years old, he thinks we should be able to get most of our value out of them.

You:
Hmmm. What about the power units. How old are they?

Schaeffer:
That’s the problem. They’re a little older. They were bought back in 2005 and 2006 to avoid some emission law. Plus the oldest have about 100,000 miles on them. I don’t know if I can trust them with that much mileage. I always trade my cars at about 75,000 miles. Plus I want to be a good environmental steward so I think I want to sell them.

You:
Ok. Did this company in Augusta have any distribution centers?
Schaeffer:
Yeah. And that’s another problem. They had contract warehouse space in Columbus, Ohio; Baltimore, MD and St. Louis, MO. The fleet would run a drop-and-hook operation to each of these facilities. Come to think of it, Ace owned a handful of smaller straight trucks based at each of these distribution centers to service customers within a couple hours of each location.
You:
A handful?

Schaeffer:
Yeah. Like 10-12 units. They looked like 20-ft. boxes from what I could tell.

You:
Really? What are you going to plan to do with that warehouse space?

Schaeffer:
I haven’t even thought about that. Probably sub-lease it. What do you think?
You:
I don’t know. Let me mull that over. Let me ask you another question. How were the units maintained?

Schaeffer:
Ace had an in-house shop but we can’t find any records about the maintenance. From what we can tell most of the technicians spent more time repairing the manufacturing equipment and the executives’ cars. When I was out there last, I stopped by the shop and talked with the five mechanics. They seem like really good guys. They said they did whatever it took to keep the units running and didn’t have more than one breakdown a month. If they did, they called an outside repair service.

You:
But roadside inspections. Did they ever get stopped for those?

Schaeffer:
Now that you mention, one of the drivers that we talked with said that he got placed out of service. But I can’t remember whether that was because of an equipment issue or the fact that he didn’t have some special truck driver’s license.

You:
You mean a CDL? A commercial driver’s license?

Schaeffer:
Yeah. I think that’s what he called it.
You:
(Under your breath) Oh my god! I can’t believe it. What was their accident rating?
Schaeffer:
That’s two technical for me. I did see two of their units on the yard when I was walking around that looked as if they had been towed there. And when I stopped to ask a fellow that was walking across the lot he told me he was a driver that had just been released from the hospital and was on workers’ comp and had come back to pick up his pay check and his uniform.

You:
Well at least they have uniforms.

Schaeffer:
You bet. They took pride in their customer service. Seems they not only delivered the power equipment, the drivers were required to do final assembly. They liked doing it because it gave them a break from driving. Plus, since they were paid hourly, my bet is they found a way to really milk the clock.

You:
How many drivers did they have?

Schaeffer:
Well they don’t call them drivers and they weren’t really treated as drivers. But they had a total of about 75 drivers based in Augusta and 15 at each of the field locations.
You:
What was their driver turnover?
Schaeffer:
Pretty low. Most of the drivers looked like they were in their mid-50s. So it looks like a pretty good place to work.

You: 

I don’t doubt it. What does the fleet look like?
Schaeffer:
Oh man, it’s beautiful. When you see one of those rigs, it almost takes your breath away.
You:
I bet! Where are most of your customers located?

Schaeffer:
As you might suspect, around the major population centers out here. Outside of our Salt Lake City home base where 50% of our business resides, the largest concentration of customers is in Denver (20% of his business), Seattle (10% of his business), Los Angeles (10%), Phoenix (5%), and San Francisco (5%)
.
You:
How about your suppliers?

Schaeffer:
Well that’s the funny thing. Our major domestic supplier is located right down the road from the company we want to acquire in Augusta. They produce about 60% of our inbound supplies. Most of the other inbound equipment is imported and comes in either through Los Angeles or Seattle and we truck it over to Salt Lake for assembly. Hey, I’ve got to run. Could I trouble you to bring me a report that captures your recommendations on how best to get my product to market?
You:
No problem! See you tomorrow.
� Assume for sake of this case study that we are dealing with three “big box” retailers with all having distribution centers in: Portland, OR; Los Angeles; Salt Lake City; Denver; Dallas; Minneapolis; St. Louis; Dayton, OH; Atlanta; Baltimore; and Hartford, CT.


� Salt Lake City to Denver is 535 miles


Salt Lake City to Seattle is 839 miles


Salt Lake City to Los Angeles is 688 miles


Salt Lake City to San Francisco is 737 miles


Salt Lake City to Phoenix is 714 miles





