Background


Cutler-Hammer manufactures circuit breakers and other electrical equipment.  A few years ago Cutler-Hammer purchased, from Westinghouse, their electrical breaker components division. By contract they had to change the company name over to Cutler-Hammer. Over the last fifty years a line of circuit breaker products have been manufactured in Beaver Pennsylvania. Ten years ago this line of “Classic” products was replaced with new designs incorporating the latest technologies. A transition period of ten years was set up to transfer the complete customer base over to the newer product lines.  Ninety-five percent of the “classic” products have a direct replacement option for the customer. 


Over the last ten years, to force customer to the new product, the “classic" lines have enjoyed high margins.  The problem is that as these products age, it is becoming more and more difficult to keep dies and molds in production condition.  More capitol investment is needed to keep these lines viable.  Also volumes over the last five years have been decreasing. Customers today can buy black market products via the Internet from supplier other than Cutler-hammer. Here they can find lower prices and many of the customers do not realize Cutler-hammer produces these "Westinghouse" breakers. Three years ago the Beaver plant sold eighteen million a year from these classic lines.  Today the sales are lower at nine million a year.


The problem that Cutler-Hammer has is what should they do with the "classic" product line.  Forty-five percent of their employees are paid to produce these products. More dollars are needed to invest in capitol equipment to replace the aging dies and molds. Cutler-Hammer has three options: Discontinue “classic” product, Continue production without investment or Invest in the “Classic” lines.  

Model

The Goal of the project is to determine the future of the “Classic” product lines (figure 1).  The goal is evaluated through the control criteria Financial, Social and Political. The alternatives are to invest in product, discontinue product or continue product without investment. The control criteria for this decision are customer opinion, employee reaction and return on investment (ROI).  For these a ratings matrix was established (figure 2). Benefits, Cost, Opportunity and Risk were established for each alternative. 
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Figure1
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Figure 2

BOCR


In our BOCR model we set our control criteria as Financial, Social, and Political. The reasons for selecting these criteria are as follows:

Financial – As with any project that a company evaluates, how the project affects the company financially, is one of the most important aspects. This project is no different. We wanted the model to account for all aspects that would or could change depending upon the final decision. We looked at market share and market size for our external factors. Profit margin wasn’t considered since customers prefer to purchase from the original OEM, which limits the “black market” sellers and the refurbishes. Market size for the most part is decreasing. Our decision will only change the rate of the decrease. Market share was considered since we could grab share from the “black-market” and refurbishers. For our internal concerns we chooses to concentrate on fixed and non-fixed costs. What ever we decide these costs have significant impact on the operation.

Social – Since circuit breakers are a safety device the company has an obligation to its customers to provide them with a product that is reliable and of high quality. The new generation of product is far superior to the classic product in every aspect. The only reason customer’s keep the classic product is due to high switching costs. Product quality has become very difficult to maintain due to the age of tools and manufacturing process. Also, switching costs hurt the nuclear market more than any other due to the stringent testing and paperwork required to certify a product. Therefore our continued support for the nuclear industry is important to both the company and our customers.

Political – The classic product line has been apart of the company for over thirty years. Over this period many now managers have worked on these products and feel a certain attachment to the product. Also, if the product line were discontinued many employees would lose their jobs with the company. Eventually, this will happen but instead of layoffs the change can be made through attrition. The opinions of employees do matter.

Results:

[image: image3.png]|- [5]x]

Fle Desian Assess/Compare Computaions Networks Test Help

BRBL  Anachacssy D

Custoraer Opmmnl Ennplayee Rzaatmnl

Model

#Start| Rinbox-Micros. | 3gMicrosoftExc..| &1 finialproject. | B Microsoft wor. | B) Exploring - Al

|Actobat Rea.. [[7¢ Super Deci... |/ C0@ 216PM





The results of our model are as follows:

According to the model we should invest into the classic lines.
Sensitivity:


When we went into the BROC model and performed the sensitivity analysis, it can be seen that as any of the BOCR components change, the final answer will also vary. See model for sensitivity. 

· As a note since we are emailing this report to you we did not screen capture sensitivity screens. Normally we would create an appendix to insert printed screen captures.

Conclusion:



As our final conclusion we agree with the final results of the model, we should invest capital into the classic product line. The ROI of the project casts a dark shadow on the project since there is a small opportunity for growth, but maintaining customer relationships and providing quality products is more important.  The classic business is very profitable when you look at the percent return on sales, it just that the volume of product is declining. 
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