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OPTION 1

OPTION 2

Capital investment

(1100) *

(4000)**

Yield cost for the first 2 years

(100)

(212)

SAVINGS ($ 000)

Labor per year

0

88

WIP savings per year

70

160

Finished Inventory reduction

300

400

PPE (sell equipment and plant)

0

3000***

NOTE: Option 2 assumes plant F5 is closed and consolidated into F6

* Includes changes to the machines at each site to reduce its changeover time

** Includes costs to upgrade machine.

*** Book value of coating plant and equipment at F5



Joyli Corporation

“We need to change.”  Those were the words that Maby Sira, the Vice President of Coating Operations at Joyli Corporation said as she read to her staff the 4th quarter report of the company.  The company has struggled for the last quarters due to a rise in competition and changes in the environment.  Consequently, its stock price has dropped more than 20% and debt is ramping up. Refer to Exhibit 1 for the company’s financial reports. The CEO of the company, Alex Mono, announced his expectations for the next quarter:

“…the change in trade buying patterns we saw at the end of the third quarter is continuing in Q4.  While our new products are doing well, it appears that slowing economic growth and more conservative stocking policies are negatively impacting shipments of our traditional film lines.  Additionally, we are forecasting a more conservative economic outlook for 2001 and, therefore, are planning a number of actions to strengthen our balance sheet and cash flow.”

Such actions included:

· Sell underutilized real estate

· Reduce excess manufacturing capacity and lower corporate overhead

· Lower working capital (inventory and accounts receivable)

· Reduce capital expenditures and refine new product development effort 

This plan was expected to generate cash, reduce debt by at least $100 million, fund new products, and shield the company from an extended economic downturn.  However, Maby was worried because her organization was directly impacted by those actions.  Currently, the film coating plants had excess capacity, long production runs, high inventories, and underutilized equipment.  A radical change was required to reduce costs as Alex anticipated, but will the organization be ready for those changes? Her staff’s morale was low after a recent layoff and also given the uncertainties of the future of the company.  As she explained to her staff,


“ We have the opportunity to make the changes that Joyli’s coating plants need to be more competitive. It is time to make radical changes and be creative.  We have two weeks to develop the new manufacturing strategy for the three coating plants and present it to Alex.  I know we can do it together.”

Joyli Corporation and the Coating Industry

The coating industry includes diverse product segments: film coating, paper coating, plastic coating, clothe coating, etc.  Each one of these products has different coating requirements, which are achieved by the equipment used.  Some coating lines have the flexibility to coat diverse coating techniques (as the applicators are exchangeable), with different web tensions, oven temperatures and fluids.  These lines have the capability to coat film, paper, clothe, etc.  On the other hand, other coating lines are fixed to one coating configuration and hence are limited to coat one product at very high volumes.

Joyli Corporation had originally established its own coating capabilities, Joyli Coating, to supply the film that runs on their products. Not only has the corporation invested heavily in building film coating plants, but also has built one chemical plant that supports the needs of the coating facilities.  In a way, Joyli has vertically integrated to supply its own film products.

In the early 1990’s, Joyli Coating, like the entire film coating industry, was struggling: the traditional film market was in deep descent as a result of digital products, there was a surplus of capacity, and price-cutting was the rule.  To make matters worse, Joyli Coating was facing intensifying competition from a growing number of existing coating lines with bigger and newer machines.  These competitors were supplying a new market segment: printing paper.  The rise in printing applications has given a boost to the printing industry and hence increases in coating demand for printing media.

Unfortunately, the customer base for the printing business was limited and demanding.  Limited since there were only 5 big printing businesses that outsourced printing media; the others have built their own coating capabilities (the cost for a new coating line was approx. $4M).  On the other hand, they were demanding because only those capable of lowest cost, best quality and fast response could compete and obtain the 100,000 squared feet or more contract.

Nevertheless, there were other growing market segments that offered new opportunities.  For example the ID security business, the safety bags industry, the X-ray applications, etc.  The key was matching the coating line capabilities with the new market segment needs.

So far, Joyli Coating believed that the key to competitiveness was to achieve the lowest possible costs through long production runs and few product changeovers.  But many in the industry were changing this assumption and entering a new strategy to differentiate from competition and penetrate new product segments.  Their new strategy emphasized fast response to the customer. 

The Coating Plants

Joyli Coating has three film-coating plants, each one with unique equipment, workforce and production characteristics. However, they all share the manufacturing strategy of long batch runs and few changeovers. Historically, the three plants only supplied film for Joyli Corporation; recently, they started looking at outside contracts to maximize their utilization. The following is a description of each site. See Exhibit 2.

F2 Coating Plant: This site manufactures mainly two products for the speciality high performance markets: Par and Coat. This niche market has flat volumes, however management anticipates that volumes will start dropping for the next 5 years.  Refer to Exhibit 3 for the volume forecast. Equipment utilization at F2 is 73%.

The coating line at F2 is for low volumes given its limited width (24” when the average in the industry is 65”).  Nevertheless, it offers the flexibility to exchange the applicators, which allows for multiple coating techniques (it can operate 4 different coating techniques).  Moreover, the coating line is suitable for diverse fluids and drying techniques.  Since this line is suitable for multiple products, management has recently focused on reducing its changeover time.  Currently it takes 8 hours, but plans are in place to reduce it to 4 hours.

Additionally, a very technical staff supports the coating line; their expertise in coating is well recognized within Joyli Corporation. On average, employees have worked more than 10 years at F2 and have developed a unique expertise level.  

After going through several management changes and layoffs, morale is low among all employees at F2.  Workers are uncertain about the long-term future of the site and are increasingly frustrated by the mounting pressure to lower production costs.  This sentiment is more prominent among exempt workers than among non-exempt, creating a potential challenge to implement any change. 

F5 Coating Plant: This site produces significant volumes of product. Compared to F2, production volumes at F5 are 25% higher, given the product sales and the 60” width of the equipment.  The products are not unique, nor do they belong to a niche market.  They represent the traditional packaging film products that Joyli Corporation has built its growth upon.  Nevertheless, the volumes of these products have been slightly declining for the past two quarters and are to remain steady for 2001.

F5 has two coating lines at its facility. Line 1 runs only “p” barrier film products with solvent fluids.  Line 2 runs only “n” barrier film products but with solvent and aqueous fluids.  In contrast with F2’s equipment, the two lines at F5 do not have as much coating technique capabilities, yet they can run high volumes.   Utilization for line 1 is 88% and for Line 2 is 75%.

Morale varies from shift to shift; but in general, employees are committed to make F5 a success. Close communication between management and operators has helped create this attitude. Yet, operators at this site have been working for more than 20 years and are difficult to adopt change; they believe that doing things the good old  way is better than trying new alternatives.  

F6 Coating Plant: The newest of the three plants was built for highly specialized products outside of Joyli Corporation’s traditional barrier film products.  However, the market for these products never matured as expected, leaving F6 with sophisticated, underutilized machines. 

For the past year, Joyli Coating has decided to consolidate its oldest coating plant with F6 to reduce costs and increase F6’s utilization rates. The consolidation has helped F6, but the under-utilization costs are still very high. Refer to Exhibit 4 for a comparison of under-utilization costs across the three coating plants. Equipment utilization for F6 is 65%. Consequently, this site was the first one to think about attracting new business to reduce under utilization further.

F6’s coating line was built for high volumes  (width is 70”) and long production runs. Consequently, the coating line was not built for quick changeovers and hence they last 2 days.  Its coating technique capabilities include applicator exchange for 3 coating techniques. It also offers the flexibility to exchange oven configurations, which is applicable for different product types.  

Workers are uncertain about the long-term future of the site. The workforce was significantly reduced from 235 employees to 138 and they fear more layoffs as production volumes continue to drop.  In contrast to the other sites, the workforce here is younger.

The Coating Manufacturing Strategy

A strong internal, individual strategy has characterized Joyli’s Coating plants.  They have each pursued their own strategy and very little sharing has been done across plants.  Lina Molina, plant manager at F5 describes the situation:

“ The other sites are more like my competitors than sister plants.  We each compete for film volumes allocated by Joyli Corporation.  This attitude has to change.  Our new strategy should offer our capabilities to outside businesses and I believe that we need to work as a team to find the best plant that meets the needs for a certain customer.  Internal focus is no longer the way to go.”

A final decision needed to be made regarding the new manufacturing strategy for each of the coating plants.  Should the strategy be what Ms. Molina suggests, to open up the facilities to external businesses?  Or should a consolidation plan make more sense?  What other alternatives should Joyli Corporation consider? See Exhibit 5 for a cost comparison of each option.

Option 1: Offer the Extra Capacity to Outside Contracts 

The strategy is to focus on outside contracts by offering expertise and equipment capabilities at each plant.  Doing so will reduce the under utilization costs, but raises an interesting question: How can the plants attract businesses to fully utilize its coating lines and hence reduce costs?  High quality and high technical expertise are two competencies that make Joyli Coating attractive to potential customers. However, manufacturing flexibility and fast response are two competencies that nowadays customers are demanding and that is not currently a key focus for the plants.  The extensive changeovers at each plant need to be reduced for flexible manufacturing to be possible.

When Joyli Coating plants can change its equipment over in minutes instead of hours, the result is a capacity increase, inventory reduction, quality improvement, cost optimization and flexibility to meet world competition. Recently, some of the new coating industries have adopted quick changeover principles and have successfully achieved flexible manufacturing.  Can similar achievements be made at Joyli’s Coating plants?  

Option 2: Consolidation

The main purpose of consolidation is to eliminate any excess capacity and fixed costs associated with it.  The great question is deciding which plants to consolidate?  In the past, Joyli Coating has used consolidation to shut down its oldest plant and move its product to F6, given its machine flexibility, product compatibility, and young workforce.  Savings of approx. $4 million were achieved.

However, consolidation has its problems.  First, is the effect on employees as major layoffs take place.  Morale can get lower and very valuable expertise will be lost. Second is the alignment of technical requirements that each product has with the equipment capabilities to be used.  This results in an initial hit in yields and cycle times for those products that are moved to a new site.  Finally, consolidation  will reduce the available capacity for external contracts; the opportunity for external focus is reduced or eliminated.

Maby Sira thought over the situation. She new that there were costs advantages to each recommendation, but the impact they had on the existing workforce and the competition had to be considered too.  “The new strategy has to be able to reduce costs immediately and set up the coating facilities to be competitive for the future.  Traditional film volumes will continue to drop, yet we need to continue supplying them to Future Corporation.  There are rumors of future new barrier film products that might increase our utilization rates over the next 5 years.  Will those volumes materialize? How much external business should we plan for?”

Exhibit 1: Income Statement year ending December 31,2000 ($ in millions)

	INCOME STATEMENT ($ millions)
	

	
	1998
	1999
	2000

	Net sales
	1800
	1850
	1870

	CGS
	1105
	1120
	1115

	Gross profit
	695
	730
	755

	Operating expenses
	790
	810
	830

	EBIT
	(95)
	(80)
	(75)

	Fed. Income taxes
	12
	8
	8

	NET PROFIT
	 $  (107)
	 $    (88)
	 $    (83)


Balance Sheet year ending December 31,2000 ($ in millions)
	BALANCE SHEET ($ millions)
	
	
	

	ASSETS
	1998
	1999
	2000

	Cash
	100
	95
	90

	AR
	460
	527
	546

	Inventory
	530
	340
	310

	Total current assets
	1090
	962
	946

	PPE
	570
	590
	578

	Total assets
	 $ 1,660 
	 $ 1,552 
	 $ 1,524 

	
	
	
	

	LIABILITIES AND NET WORTH
	
	
	

	Short term debt
	330
	260
	250

	AP
	360
	340
	310

	Total current liabilities
	690
	600
	560

	Long term debt
	500
	600
	690

	Other long term liabilities
	140
	110
	115

	Total liabilities
	 $ 1,330 
	 $ 1,310 
	 $ 1,365 

	Total Net Worth
	 $   330 
	 $   242 
	 $   159 

	Total liab. and Net Worth
	 $ 1,660 
	 $ 1,552 
	 $ 1,524 
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Exhibit 2: Coating plants characteristics
	
	F2
	F5
	F6

	Product characteristics
	Niche products 

Low volumes

Low yields given complexity of products
	Traditional film products

High volumes
	Products with declining volumes  



	Changeover time
	6 hours (moving to 4 hr)
	2 hours
	2 days

	Web width (determines capacity
	24”
	60”
	72”

	Applicators (determine coating capabilities
	Flexible interchangeable

4 coating techniques possible
	Fixed

Only 2 coating techniques
	Flexible interchangeable

3 coating techniques possible 

	Operators’ expertise
	Very high

Workforce with 10 + years of experience 
	Very high

Workforce with 20 + years of experience 
	Dispersed

Young workforce; Fast learning curve 

	Operators morale
	Medium-low
	Medium
	Medium-low

	Employee  age
	49% between ages 51-60 
	50% between ages 51-60 
	26% between ages 51-60

38% between ages 41-50 

	Equip. utilization
	72% 
	Line 1 at 88%

Line 2 at 75%
	65%


Exhibit 3: Volume requirements and Capacity for each coating plant

	
	2000
	2001
	2002
	2003
	2004
	2005

	Demand (000 sqf)
	
	
	
	
	
	

	F2
	320
	315
	300
	300
	290
	285

	F5 (for both coating lines)
	482
	482
	481
	480
	478
	475

	F6
	500
	500
	495
	490
	480
	475

	
	
	
	
	
	
	

	Capacity (000 sqf)
	
	
	
	
	
	

	F2 with utilization 73%
	438
	438
	438
	438
	438
	438

	F5 with average utilization 82%
	588
	588
	588
	588
	588
	588

	F6 with utilization 65%
	769
	769
	769
	769
	769
	769

	
	
	
	
	
	
	

	Excess Capacity (000 sqf)
	
	
	
	
	
	

	F2
	118
	123
	138
	138
	148
	153

	F5
	106
	106
	107
	108
	110
	113

	F6
	269
	269
	274
	279
	289
	294


Exhibit 4: Under utilization costs($ 000)

	
	2000
	2001
	2002
	2003
	2004
	2005

	F2
	71
	74
	83
	83
	89
	92

	F5
	42
	42
	43
	43
	44
	45

	F6
	148
	148
	151
	154
	159
	162

	Total for the year
	 $     2,261 
	 $  2,265 
	 $  2,279 
	 $  2,283 
	 $  2,296 
	 $  2,304 


Exhibit 5: Cost comparison for two options
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OPTION 1

OPTION 2

Capital investment

(1100) *

(4000)**

Yield cost for the first 2 years

(100)

(212)

SAVINGS ($ 000)

Labor per year

0

88

WIP savings per year

70

160

Finished Inventory reduction

300

400

PPE (sell equipment and plant)

0

3000***

NOTE: Option 2 assumes plant F5 is closed and consolidated into F6

* Includes changes to the machines at each site to reduce its changeover time

** Includes costs to upgrade machine.

*** Book value of coating plant and equipment at F5
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