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Overview: 

Detentions Limited (DL) is a leading supplier of detention supplies across all 50 states and some parts of Canada. The company has run into difficulty lately with their overseas suppliers meeting their contractual obligations for the production and delivery of goods. 
Facts: 
DL sells over 40,000 SKU’s, primarily through internet catalog and contract sales. DL sells a broad spectrum of goods spread across 12 distinct categories. They source their goods from four countries with China representing 60% of their sourcing. Other countries include Mexico, India, Thailand, and Korea. Due to the sheer volume of purchases and shipments, DL has representatives stationed in their Shanghai office. 

Sales have continued to rise despite the economic slowdown causing Dl some problems with delivering on time. China has scaled back on production and there are less shipping lanes leaving China on a continual basis, thus making the cargo space very competitive. Dl is primarily a “made to order” company however, to prevent inventory shortages, and to avoid chargeback fees for inventory level penalties, management is exploring warehousing options in China.  

Warehousing in China:


In order to manufacture in China, a company must be registered to either produce for export or domestic consumption. To gain domestic distribution rights, in China, a company must operate legally with the Wholly Foreign Owned Enterprise (WFOE) framework. Once these legal requirements are met, a company can then explore warehousing opportunities.
 In China there are basically four distinct warehousing opportunities; Export Processing Zone, Free Trade Zone, Public Warehouse, and Bonded Warehouse. The advantages or disadvantages of each option are dependent upon a company’s desired result, the commodity in question, and their market channels. Each option bares different inventory, customer service, warehousing operations, and freight costs based on the specifications of the product and its demand. Refer to Table 1 for an explanation of the four options.
    China Warehousing Options: Table 1
	Export Processing Zone (EPZ)
	Industrial park designated by the government to provide tax and other incentives to exporters.

	Free Trade Zone (FTZ)
	Special commercial and industrial area in or near ports of entry where foreign and domestic goods may be brought in without being subject to payment of customs duties.

	Public Warehouse
	A warehouse subject to government regulation where a number of different companies can store goods.

	Bonded Warehouse
	A warehouse where goods are stored under the direct or indirect supervision of a country’s import or export authorities.

	Bonded Logistics Parks (BLP)
	BLPs consolidate shipments and implement direct import programs acting as a specially designated zone. 


Situation:

DL management is convinced that setting up a warehousing operation in China will solve their problems with inventory shortages, shipping lane congestion, and higher transportation costs. Mr. Shiver, Director of Global Supply Chain Operations is convinced that a Bonded Warehouse is the direction DL needs to pursue. As the Director of Logistics, China Operations, you differ and would prefer to use a BLP concept if any at all.
Other company CEO’s have told Mr. Shiver they experienced great results and are very happy with their choice to warehouse in China. Your research shows there are some very careful considerations and facts that must be discussed. Mr. Shiver has decided to allow you to justify your options.
1. Should DL consider warehousing in China; which option and why?
2. Are there any potential increases in inventory costs?

3. Would DL be subjected to Customs duties or VAT taxes?

4. Would it be more cost effective to find alternate ports within China to export from to improve shipping lane alternatives?

5. Are there any technology concerns in Chinese warehousing?

6. The impression is increasing on-hand inventory levels will reduce lead-times; is this true?
 INSTRUCTOR APPLICATION NOTES

This case can involve the various chapters of study from the entire semester for students who have taken an Import / Export, Warehousing, and / or a Supply Chain Management course.

This case gives students an opportunity to research Warehousing in China. Areas to be addressed depend on how the students read and dissect the case include but are not limited to:
INVENTORY – Owned inventory in a foreign country can lead to customs duties or VAT tax being owed. There is a risk of customers being required to hold inventory depending on the contractual terms between DL and their clients.
STORAGE – Critical to consider the benefits of all four options and building relationships with the providers of chosen services. It is very important to maintain a presence in country and build a relationship with the local customs office.
FLEET PURCHASE – N/A
SOFTWARE PURCHASE – Consider investing in a TMS, WMS, and GPS tracking capabilities.
TECHNOLOGY – Warehouse in China tend to be behind in the various technological tools unless their clients purchase the technology for installation.
