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Abstract

This purpose of this research was to help a Thai lime-burning company to find an alter-
native factory location for its expanding business, which would minimize the transpor-
tation cost. Such factories usually locate next to the raw material source, but the cur-
rent location was 20 km from the raw material source, and on average 200 km away
from its customers.

Facility location models, including the center of gravity method and Alfred Weber's
theory, were used, and with the help of the load distance method, the best alternative
location was chosen. The result was that the new location could save up to 5 million
baht per year on transportation cost. The additional cost of moving the existing facility
to the new location was calculated, for fixed and variable costs. The NPV, IRR and
Payback period were also calculated. All the results were favorable for investing in the
new location, with a payback period of nearly four years. Finally, qualitative factors
concerning the new location were explored through interviews, and reveal another per-
spective, but overall, the qualitative factors are in favor of the new location.
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*This is a much condensed version of Mr. Suphamphong’s project report for the degree of MSc in supply
chain management, awarded by Assumption University in January 2012. Much confidential data has been
excised.
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INTRODUCTION

Finding an optimal location is a major strategic concern for many firms, as it could control
transportation cost and secure a competitive advantage. Being located in an optimal location is
an important strategic decision in supply chain management. Choosing a new site requires high
investment and it cannot then be altered in the short term. For any supply chain to be effective,
the location of the facilities must be in the right position. Even though all other components in
the supply chain are working effectively such as inventory, production and transportation, if the
facility location is not at the right place, excess cost would inevitable occur, mainly transporta-
tion and labour costs. This is especially the case for products in the category of heavy manu-
facturing and weight-losing (raw material weight is lost in the production process).

For a company to consider moving its facility, it has to clarify the problem with the present
location. Can this problem be solved within the current location, or is a new location the
answer? Often, managers do not like to challenge themselves by making a move, because of
the risks. However this is a long-term threat which could force the firm out of the market.

Turning now to the company bacxkground, the Gypboard Company (a pseudonym for confi-
dentiality) was founded nearly twenty tears ago and has three product lines, all facing increas-
ing demand. Its fibreboards, for interior walls, are exported to Taiwan and Saudi Arabia.
Another product, hard burned lime, is used in special types of concrete. Silica powder is used
in the ceramic industry. The last two products are sold in Thailand, by this leading company All
three production sites are located in a town in Eastern Thailand.

The annual demand for hard burned lime increases by 20%, and the company has reached its
maximum production capacity. The company planned a capacity expansion in 2012, with a
new lime kiln to be located next to the current facility. This could save cost by sharing facilities,

equipment and workforce.

Burning limestone is categorized as a weight-losing heavy manufacturing industry. This industry
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