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Production Planning System 39

MERIDIAN WATER PUMPS

John Lopes,presdent of Meridian Water Pumps (a small water pump producer), was
holding 3 meeting wih his department managers. They were i the process of planning
production of mediunsized pumps for the next 6 months. Ms. Lop tolerated some of
he arguing before h et it necesary Lo stop the discussion as i was going 0 that he could
dirctittoward asoluion. A summary of some of the arguments olows:

Mary Welch, Marketing and Slcs Manager—*My sl peopl ar vry good, but get
veryfustated a tims. Sevral ins astyer the salespeople spent ot o thei e ry-
g o calm down frustated customes. As they are supposed t0do,th sals people sold 25
many of thee pumps a they could, yet at tmes the production could not keep up with
the orders. Production knows that e have some cyclcality in the demand, but we have
plnty of machine capacity. They shonld be sbl o hir people o that we can meet the
demand that we sell. Why can' hey gt ther are to work correcth

Frank Jackon, Production Manager—Come on, Mary, we Know the sls are yci-
al, but we never know exactly when the cycles happen. Even if we did, the Human
Resourc (HE) people alvays take t0o long 10 get us the people we nced. By the e we
e the new peoplehird and traned,th sl see o drop again. What m  supposcd to
ot 1Fwe keep hem and sllow them to keep producing pumps,our inventory clmbs and
he fnance people start yeling | an'just e those new people it around doing nothing.
The only othe alternaiv s oy them of, bt then the HIR peopleget el angry”

Hlzabeth Conrad, Human Resource Manager—*You bet we get angey. The prodic-
tiom peopl will accasionally start pushing s o hurry and bire more people, yet get very
mpatict. It takes i to o through th interview process and get people hired and oi-
ented o o business. Then e o soomer gt ther on st and working when production
asks s to lay them off. That s a eal problem fo o reasons. Firs thre are costs
mvolve It akesan averag of S100 o geta person hired, and another $100to Ly them
off.Secondly those people that we hire and then quickly la of end to noL return, 1 can't
lame them, sine rom e perspectve t ooks ke we have o dea how Lo sun our busi-
s, T additon,a those people complain o other people about our rcament of then,
our reputstion i geting 0 look bad, and that makes i ncreasingy dificut o find good
peoplefohir”

Toseph Westen, inance Manager —Frak s coreect that T ge upset when the inven-
{ory climbs. I costs s ahout 5 0 keep one of thee pumps i ous nventory for a month
“That cost comes right out of our profit. Since my job is to masimize proftbile, | can' st
by and et thos inventory dollrsshrink tha proftabiity. The same gocs for all hat hirng
and layoff. That money also urts profiabilty. Can't we do beter?”

At his point Mr. Lopestopped th discussion and said “Enough of rying o blame
cach ather I s ot job as managers to manage this process more elfctivly. Marketing
s just. completed & 6-month forecst. of anticpated demand fo this amily of pumps,
and e know from pat histoy thal their forecasts s prety good. We should be zble to
come up it an spprosch that we allca lvewith and focus o eforts o meet. et gt
foworkon "

ASSIGNMENT: Assume you have ben given the ob to develop an ffctive ppoach
1o the problem. Fist,here s the foecast developed by Marketing:

Month 1 2 3 4 s 5

Forccased Demund | 600 | 750 | 10 | &0 | 70 | 70

‘The production manager said there sere currently 50 units in imventory, and they
ssould like 1o end the 6 months with only 25 i inventory. He also said that currently each
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40 CHAPTER TWO

worker produces an average of 25 pumps in any given month. There are currently 20
workers in the mediumn-size punp acea.

1. Using the data, develop a level production plan. How much extra cost (inventory and
R cost) are involved in this plan? What additional costs (both financial and nonfi-
nancial) might be nvolved with such a plant

2. Using thedata, develop a chase production plan. How much extra cos (inventory and
R cost) are involved in this plan? What additional cost (both financial and nonfi-
nancal) might be involved with such a plant

3. Tey to develop a possible hybrid plan that would accomplish the task with smaller
total osts than either Leve or chase.

4. Based on your work, what would you recommend and why? What are some of the
pros and cons o Lhe Solution you recommend?





