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Description
Case 4: Oceanic Needsto Cut Distribution Costs

Oceanic Home AppliancesLtd. isa Rs. 125 crore manufacturer of refrigeratorsand
air conditioners. The company has been in the market for thelast 11 yearsand at
present, commands a market share of 28 per cent for refrigeratorsand 21 per cent
for air conditioners.

The national distribution manager for this company, Rajeev Sehgal isaworried
man today as he looks through the various cost analysis sheets sent to him by the
strategic planning head, Sanjeev Chopra. The papers contain information on the
inventory, the costsrelated to transportation from war ehouse to depots and analysis
of distribution costs of Oceanic vs Competitors. The data was collected from various
sales depots spread acrossthe country; theinternal reportsfrom thefinance
division and theinvoices and delivery records. The details of the competitors
distribution strategies and costs wer e also being presented, though in brief. The cost
comparisonswere made in a way so that even alayman can under stand.



After carefully studying all the breakdowns and details, Rajeev started making his
own notesfor an urgent review meeting called by the Managing Director, Uday
Singh, next day at 10 am. All the national and regional heads for distribution,
finance, and business development wer e to attend the meeting.

The meeting was called to review the existing distribution strategy; its consequences,
and decide the future cour se of action.

When Sehgal had joined the company, it had a distribution strategy of supply based
on demand from dealers. The distribution was a centralised process under the direct
control of the national distribution head. The company had six regional offices
across the country and each had three salesdepots under it. The ssimple strategy put
in practice was likethis: based on demand estimates by the regional offices, goods
wer e dispatched to these 18 sales depots. These goods wer e stocked, until the dealers
demanded supply, having confirmed ordersfrom the customers. A typical regional
office serviced about 35 —40 dealersand thetotal dealersunder Oceanicin the
country numbered 230. The system worked under tremendous pressure as last
minute demands from dealers, unexpected increase or decreasein sales, political
and economic fluctuations and competition often disturbed this not-soappropriate
strategy. Within six months of joining Oceanic, Sehgal was on a major revamping
exercisefor theentiredistribution and inventory management system. He was quick
to spot the negative fallout effects of this existing system: First, the dealer s were not
recelving stocksin time and the dealers, eager to do business, began to prefer and
push brands of competitors. Second, the company offered a 20-day credit for itsair
conditionerswhilethe arch rival company offered a 40-day credit. Thiswas
incentive enough for dealersto prefer competing brand to that of Oceanic. The
impact of these factorswas visible as sales volume gradually dropped to 13 per cent
in that year.

Sehgal resolved theissues one by one. First, heincreased the dealer margin by one
per cent. Second, he started the practice of diverting stocks from one sales depot to
another, which faced shortage in supply. Sehgal also increased the stock holding of
all salesdepotsby 5 per cent. In six months time these changes began showing
results. In the next one-and- a-half yearsthe company’ssharefor refrigeratorsrose
to 20 per cent and 12 per cent for air conditionersfrom previousyear’s 14 and 8 per
cent respectively. This strategy worked well for Oceanic for the next 3 year s without
any major problems. Of cour se, occasionally there was last minute rescheduling and
redirecting of stocks or transfer of stockswas delayed for some problemslike



transporters strikesetc. Overall, Sehgal excised complete control over quantity and
stock movement. The market sharefor both the products showed a healthy

growth and sales volumes wer e good enough to pose profitsyear after year. The
dealer swer e happy with increased margin and the waiting period for the product
was six days compar ed to an industry average of 10 days, and goods wer e available
at salesdepotsall thetime.

The strategy, however, drew a different set of problems. The recent cost review
meeting revealed that transportation costs of the company had increased to 9 per
cent over thenormal 4 per cent of thetotal salesvolumein thelast threeyears. Also,
the sales and distribution costs of Oceanic were 7.5 per cent of salesas compared to
industry average of 6.5 per cent. The strategy of supplying products at market and
dealers demand had made them very happy but thishad strained the stock
movement. Asthis strategy involved transportation of goods from plant to depots as
well as from one depot to another, it increased the transportation and insurance
costs.

In the meeting, managing director Uday Singh started off by saying, “the profits
have been good in the last few year s, however we haveto rely on short-term loansto
fund our working capital. The high distribution costs have upset the higher sales
and to revamp our working capital management, we must look at these costs
carefully. Thethree major issuesraised by our auditorsare:

1. 1. Thetime between the date of sending the product to depot and date of
invoicing from dealersis high. On an averageit is 20 day

2. 2. The stock movement is higher and the costsfor transportation are 9 per
cent asagainst industry average of 5 per cent.

3. 3. The salesand distribution costsare 7.5 per cent of sales as compared to
industry average of 6.5 per cent.

We need to look for an alternativeto our existing strategy aswe can’t afford more
costs. Sehgal presented his strategy, “ Today, the consumers can get a product within
6 daystime as against 10-day waiting period of other companies. The dealers prefer
our brandsand it must be seen as a great achievement. Today, we are at number
three position in the market because of easy access of our products.” Finally, the
distribution head south and east region started to speak. “I suggest creation of



regional warehousesto meet the demand. The depots should narrow down its other
work activities and concentrate on paper work only. The warehouse will move goods
directly to dealersagainst confirmed orders. This should reduce inventory and
transportation coststo alarge extent.” Sehgal argued the advisability of this
alternative, “ Our ultimate aim should beto develop market responsive systems,
which will eventually meet the demand of consumersin the next few years. A system
like thiswould reduce costs but increase the waiting period at end-user and dealer
level. Speed of delivery iscritical in a competitive market.”

Questions:

1. Analysethe major issuesin the case. I's Sehgal right in stressing customer
responsive systems at therisk of higher costs and inventory problems?

2. Prepare a suitabledistribution strategy for Oceanic that will both retain
efficiency and reduce cost
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