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Case: Sandusky Winery
Sandusky Winery has been at the heart of Ohio wineries for over 75 years as a family-controlled business. It produces, distributes, and markets a variety of wine products, including sparkling wine, champagne, and wine accessories such as wine refrigerators/chillers, wine racks, glassware, and corkscrews. Riding on a rapid growth in wine sales in the U.S., which reached a new record of 360 million 9-liter cases with an estimated retail value of $34.6 billion, Sandusky Winery’s marketing department wants to expand its product lines and then aggressively promote its new products. Sandusky’s marketing department is eager and able to move large volumes of wine products during its upcoming promotional campaigns. Also, Sandusky’s logistics group prides itself on its on-time delivery record and a high order fulfillment rate of 98.7%.
Out of Space
After cranking up its production volume and piling up inventory too much, Tony Jackson, the production manager, discovered that his production facility has run out of space and patience. His stock (storage) room is filled to the brim from floor to ceiling with a variety of old wine products and promotional items, including ones commemorating the 1996 Summer Olympic event in Atlanta. With each production run, he must help his inventory manager find storage space for leftover products from previous promotional runs. Some of these leftover products, which should be kept within the temperature controlled storage rooms (ideally at 62°F to 68°F) temporarily ended up with the empty boxcars outside its manufacturing plants in Ohio. These products range from less than 10 dollars each to several hundred dollars for high-end vintage wine products. Although Sandusky has continually purged some of the less popular products to reduce the inventory and storage burden, it does not want to lose potential sales opportunities by running out of stock. In the past few years, Sandusky managed inventory by using a so-called “earn and turn” concept, which computes the earnings margin ratio [(sales price - cost of goods sold)/sales price] multiplied by inventory turns. So far, however, the “earn and turn” concept has not helped Sandusky identify popular (or fast-moving) products and control the excessive supply of unpopular products.
Peter Newman, the company’s vice president of finance and head controller, is also frustrated. At the urging of the company’s newly hired consultants, Peter conducted detailed cost analyses of this practice prior to the approval of any new product configuration. Peter figured out various cost components including production setup costs, quality assurance, sales/promotion costs, transportation costs, packing cost, labeling cost, and warehousing costs. Despite these prudent precautions, Sandusky’s profits and cost savings never materialized at the projected levels.
An Overwhelming Sense of Déjà Vu
Juan Carlos, the warehousing manager, got frustrated with the continued overflow and the subsequent mess in his warehouse and the inability to accommodate additional production output. He has been sick and tired of working in overcrowded and dangerous conditions day in and day out. He recently discovered that a list of items kept in inventory had grown to over 100 as each product run became a separate stock-keeping unit. Unless Sandusky dramatically changes its production schedule and adjusts its production capacity, it is absolutely necessary to either build or rent additional warehousing space to store further production output. Given a lack of empty lots near Sandusky’s plant and existing warehousing facility in Ohio, it does not seem to be sensible for the company to build a new additional warehouse nearby. The option of changing the current layout of its manufacturing plant to better utilize its space does
 
1. What could be the main sources of the inventory mess created by Sandusky?
2. Which inventory cost components are missing in the calculation of total inventory cost?
3. What can be the consequences of writing off excessive inventory? Is such inventory salvageable? Is inventory write-off justified? If so, why or why not?
4. How would you change the current inventory management practices (including inventory classification schemes) to ease storage space problems?






















Case: Jumping Footwear, Inc.
Jumping Footwear (JF) has been manufacturing high-end premium comfort footwear, including work boots and sneakers, for people of all ages since 1954. Due to its commitment to high-quality and dedicated customer services, its business continued to grow and enjoyed a great run up until 2007. Its peak sales and earnings reached $235 million and $45 million in 2007, respectively, thanks in part to its innovative reflexology technology and unmatched “three-year guarantee.” After the economic bubble burst in 2009, however, its sales began to get stagnant and profit declined substantially. For the last several years, the founder’s eldest son and current CEO, Jimmy Stone, felt a lot of heat from disgruntled shareholders whose dividends shrank by one-third in value. To make it worse, Jimmy has just learned that a head of his subsidiary in China, Larry Chen, has been paying bribes to local government officials in Guangzhao, China. Although Jimmy does not want to believe that Larry has ever involved in the bribery scheme, he found traces of evidence that Larry paid bribes through customs brokers to facilitate the entry of JF’s key materials from Indonesia to China without the necessary paperwork and proper inspection. The bribes were disguised as “miscellaneous loading and delivery expenses,” as if those are part of legitimate charges. Also, Larry claimed that such practice has long been accepted by the Chinese government and was needed for him to maintain a good rapport with the local Chinese government officials essential for long-term business opportunities in China.
Results-Only Work Environments (ROWE)
Achieving a double-digit annual growth always has been Jimmy’s overriding goal, no matter what the circumstances may be. The question was how such a goal could be attained. The culture at JF became a mirror image of Jimmy’s character: ambitious, tenacious, demanding, and goal oriented. Once goals were set, Jimmy rarely accepted any excuses and shortfalls. There is no exception to this mindset. All of JF’s managers and employees, including ones working for JF’s overseas subsidiaries, are expected to follow this business philosophy. Such a philosophy seems to bring remarkable business success for a while. But things started to unravel in the late 2000s as growth slowed in Asia and North America, where competition intensified and financial pressure mounted as a result of the global financial crisis. The Chinese subsidiary was the cash cow for JF’s global business operations due to the rapid increase in Chinese middle-class consumers who yearned for premium foreign brands such as JF, Ralph Lauren, Adidas, and Nike. Unfortunately, for the last several years, the Chinese subsidiary was marginally profitable after its growth stalled. However, the unyielding growth targets remained the same. To cope with this environment, Larry was forced to take many shortcuts. First, to remove the unwanted inventory, Larry tried end-of-month promotion with deep discounts to JF’s distributors and retailers, one after another. This practice diluted its brand by deluging its local market in China. Second, in January of 2013 and 2014, according to many internal sources, Larry Chen sent out lavish gifts, including vintage wine, perfume, dresses, and handbags (valued at $300 to $15,000 each) to the top managers of its retail stores and several local government officials a few days before the Chinese New Year’s celebration. Third, there has been some speculation that JF’s Guangzhao subsidiary—once the admired role model of their international business success—might have booked huge sales to Guangdong and Shenzhen region distributors, without actually shipping products to them. Instead, most of the goods might have been funneled into the gray and/or black market where profit margins are much lower. This means that some of the reported sales revenue in JF’s Guangzhao subsidiary might be nothing more than bogus. If this rumor turns out to be true, JF will be subject to both a Securities Exchange Commission (SEC) investigation and a shareholder class action lawsuit accusing the company of misleading investors by falsely inflating sales and earnings.
Are these isolated problems? Some think so. According to Sam Perkins, JF’s corporate lawyer, it is not unusual that when the company has operations scattered throughout the world, people do things they should not. More often than not, some questionable practices such as gift giving, exchange of favors, and extra fees for expedited services are all too common in other countries and therefore are accepted as typical business customs in those foreign countries. Although Sam does not mean to endorse and condone such practices, Sam reminded Jimmy that many expatriates are not aware of the seriousness of certain questionable practices (e.g., violation of the Foreign Corrupt Practice Act).
Painful Decisions in Waiting
Near the end of a highly acrimonious three-hour overseas phone call with Larry Chen, Jimmy asked him, “What will it take for you to resign?” After a stunned silence and sobbing, he stammered that he has been made a scapegoat and still intends to remain until he can consult with his attorney. A week later, Jimmy’s old buddy tipped him off that a prominent business newspaper in the U.S. planned on publishing an investigative report on 
JF’s Chinese operations and interviewing Larry as its anonymous source for the telltale story. Jimmy is aware that Larry has been an effective, talented manager who is well connected to the Chinese business community and the government. He not only can speak both English and Mandarin/Cantonese fluently but also has expertise in international finance and logistics. Jimmy is in great pain and does not know exactly what he is supposed to do.
Discussion Questions
1. What is wrong with the JF’s management practices? Which of JF’s practices are considered unethical or illegal? (Be as specific as possible and explain why they are unethical or illegal.)
2. Do you think that Larry’s dismissal will be justified? (If so, why? If not, why not?)
3. If you were JF’s CEO, what actions (e.g., termination of customs brokers) should be taken as an immediate next step?
4. If you have to play the role of JF’s CEO, how would you change the management practices, policies, and corporate culture of JF?
5. If you belonged to the top management of JF, what strategic changes would you like to recommend to Jimmy to prevent the recurrence of the current problems? (Justify your strategic plans.)
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