Previous Question

I am needing assistance with the task which is attached.  Basically the company is wishing to consider construction of a new facility within the northeastern part of the US and you are to formulate your thoughts of how/why/where. 

These are my thoughts 

Instead of moving or erecting a facility in Northeast PA (where it suggests) it should be done in VA which is near a port as this area has a lower cost of living/lower taxes/land, etc. 

Then the questions - 

1 - What kind of data will you need to fully perform your analysis?  - You would need real estate information data, tax information (both personal for associate relocation and corporate), trucking costs, transportation costs, and all other costs which I cannot think of at this time. 

2. - Remember that adding a new distribution facility will reduce the volume through other facilities. Transportation costs will clearly be affected; instead of shipping products by truck from Charleston, SC (the nearest existing facility), products will be shipped from eastern PA to the Northeast. A new facility will also affect inventory levels (and valuations).  - This area would pull from the SC facility and the Savannah facility and probably in turn close the Savannah facility which is in turn struggling anyway.  It will in turn be a go between so to speak for the other areas as it in between. 

3 - Which products will you propose to distribute through the new facility?  - This I feel should be perceived by the demand of the market/customers.  It should be housed with the products the customers in the area purchase - thus making it a one stop shop so to speak. 

4 - How will you estimate the construction costs of the new facility? How will you estimate the cost of real estate for the new facility?  - I think these are connected and should be done through the hiring of a professional company which is an expert in this field as this is a large transition/investment for the organization. 

5 - How will you estimate the operating costs of the new facilities? - I would think they would be compared to the facilities which are currently operational within the company.
Answer provided

I fully agree with the fact that instead of an inland location in Pennsylvania, a coastal location in either Virginia or New Jersey, which provides option for sea going ship and barge transportation, will be more feasible for the company in terms of reducing the cost of operations and transportation. The locations in Virginia or New Jersey will not only reduce the cost of transportation, but will also offer lower operational costs due to lower cost of living. As the previous analysis of the proposed facility in Pennsylvania has already highlighted the fact that the costs outweigh the benefits, there is no doubt that the proposed facility in Virginia or Jersey along the shores or water body will be much more beneficial for the company. 

Now let us go through each question in this context: 


1 - What kind of data will you need to fully perform your analysis?  - You would need real estate information data, tax information (both personal for associate relocation and corporate), trucking costs, transportation costs, and all other costs which I cannot think of at this time. 


The following data will be required to conduct an in-depth cost benefit analysis of the proposed distribution facility in the North East: 

1) Real Estate Data: The first information that will be required is the data for the real estate rates in the proposed location in order to ascertain the cost of purchasing the land for the proposed construction of the facility. In order to get this data, a survey of the local area with the help of various real estate brokers should be done and the most competitive rates for various options in the area should be obtained. 

2) Taxes and benefits for setting up operations in the state: Another major area to analyze is the tax structure in the proposed state. It is essential to know whether the tax structure will prove to be beneficial for the company for distributing the products or not. It may be so that the existing tax structure will increase the tax load, and thereby prices for the end customer which, in turn, will make the products of the company uncompetitive. Further, there might be an instance of some special benefit or subsidy provided by the state for setting up operations, which will result in a boon for the company. It is necessary to analyze all those subsidies, tax benefits, etc. for analysis of the proposed location. Tax structure should also be analyzed in terms of the tax liability of the workers relocating to these areas as higher tax structures might deter senior executives from moving to this state. 

3) Transportation costs: One of the most important elements to analyze is the cost of transportation of the products from the manufacturing plant to this facility and then further distributing it to the customers. Various methods of transportation with respect to the cost, delivery timing, etc. should be analyzed because miscalculations could seriously throw the company out of competition as transportation costs are a major component of the total costs. 

4) Labor related issues: It is extremely important to ascertain the availability and costs of the labors and workers available in the region as significantly higher labor costs along with acute shortage of manpower could significantly increase the cost of operations. 

5) Basic infrastructure facilities: It is essential to obtain information about the availability of infrastructure facilities such as banks, postal services, communication facilities in the region, power etc. in order to ensure that all essential needs can be easily met in the area. 

6) Environment and climate: Environmental issues and climatic conditions will also have an impact on the final decision as extreme weather conditions can hamper operations and cause negative effect on employee's morale that relocate to this region. 

7) Ease to customers: Finally, the location should be strategic enough to properly serve and cater to all the customers. It is very crucial for the company to choose a location which provides maximum customer satisfaction. 

2. - Remember that adding a new distribution facility will reduce the volume through other facilities. Transportation costs will clearly be affected; instead of shipping products by truck from Charleston, SC (the nearest existing facility), products will be shipped from eastern PA to the Northeast. A new facility will also affect inventory levels (and valuations).  - This area would pull from the SC facility and the Savannah facility and probably in turn close the Savannah facility which is in turn struggling anyway.  It will in turn be a go between so to speak for the other areas as it in between. 

Comment to student: As already mentioned above, the choice of location, either in Virginia or New Jersey along the water bodies seems most appropriate as study has already shown that cost of inland locations will outweigh the benefits derived from the distribution facility. Infact, if the focus of the company is the tristate area, the shores of New Jersey is even more appropriate as it is very close to New York City and the cost of living is also much cheaper as compared to Pennsylvania. 


3 - Which products will you propose to distribute through the new facility?  - This I feel should be perceived by the demand of the market/customers.  It should be housed with the products the customers in the area purchase - thus making it a one stop shop so to speak. 

The choice of products to be distributed through the new facility will clearly depend on the customers in the region, whose historical purchases can be carefully analyzed in order to arrive at the correct product mix. Further, the company should also attempt to identify more products which can be distributed by the facility and offer competitive advantage to the company. This will help in identifying more customers in the region and will offer more choice to the customers in the region. 


4 - How will you estimate the construction costs of the new facility? How will you estimate the cost of real estate for the new facility?  - I think these are connected and should be done through the hiring of a professional company which is an expert in this field as this is a large transition/investment for the organization. 

The construction costs of the new facility can be easily obtained by floating a tender in the local area, thereby inviting bids from reputed builders and construction companies in the area and finalizing the one with the lowest bid. The total cost of the real estate and the facility will be ascertained after carefully analyzing the real estate and construction trends in the region and then inviting bids for purchase of land and proposed construction. This will help in eliminating the chances of overpayment for the real estate and construction activities. It will be a prudent decision to hire a consultant for this purpose who can oversee the whole process of purchase and construction. 

5 - How will you estimate the operating costs of the new facilities? - I would think they would be compared to the facilities which are currently operational within the company. 

The operating costs of the new facility will not only be based on the costs of the ongoing facilities performing similar functions and operations, but will also be modified as per the data obtained for cost of labor, facilities such as transportation and trucking costs, power and communication related expenses, cost of living, etc. After analyzing all these factors, a sound estimate of the cost of operations can be obtained.
