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Introduction & Managers Arguments
Meridian Water Pumps president John Lopez, which his company is a small water pump producer. John Lopez held a meeting with all department heads. They were discussing and planning a medium-sized production for their water pumps within the upcoming six months. Mr. Lopez put up with some of the arguments during the meeting before he felt the need to stop the arguing that was going on so that he can redirect the conversation towards a solution (Chapman, Arnold, Gatewood, Clive, 2017 p.42).
Some arguments were: Marketing and Sales Manager mentioned, production could not keep up with orders placed. Production knows we have cyclicity in demand, but we have many machine capacities. Hiring people should happen to meet the demand for selling. So, why can’t they get their section to work properly?
Another complaint was: Production Manager said, “we know the sales are cyclical, but we never can predict exactly when those cycles will happen. And even if we did know, Human Resources or HR personnel always take way too long to get people we need. By we get new workers trained, sales tend to drop again. What am I going to do? If we keep allowing to keep them producing pumps, inventory climbs too much, and then finance guys start screaming. We can’t let those new workers sit around with nothing to do. We will be forced to lay them off and then HR will really get mad.”
An additional objection was: HR Manager yelled, “of course we’re angry, the production section will sometimes push us to rush hiring more workers and get very impatient. It takes so much time to interview, hire, and orient into the company. And when they are working, production asks to lay them off. That’s a huge problem for two reasons, first off, there are expenses involved, an average of $100 for hiring and another $100 laying off. Second, those hired and quickly laid off trend to not return, which they can’t be blamed for since they might think we don’t know how to run the business. These people complain to others about bad treatment, and our reputation looks horrible and in turn makes it very hard to hire good workers.”
The last person that was arguing was: Finance manager said, “he was right I get mad when inventory sores as it costs about $5 per pump to keep in inventory per month. These costs cut into profits, and since my job is to maximize profitability, I can’t sit idly by and watch our profits go down the drain. Same for all layoffs and hiring. Those funds also hurt our potential profits. Can’t we do better than this?”
After the last manager spoke, Mr. Lopez halted the discussion and said, “Enough of blaming one another! It’s our job as department head managers to manage all of this more effectively. Marketing completed a 6-month forecast of predicted demand for this group of pumps, and from past projections are reasonably accurate. I know we can come up with a way we all can live with and target our efforts to come together.
Production Manager info & Case Study Questions
There is currently 50 units in inventory and requesting end of six months with 25 within the inventory. Workers produce on average 25 pumps per month. At the moment, there are 20 workers in the medium-sized pump area.
#1. Using data given, develop a level production plan. How much are the extra cost (inventory and HR costs) included in this plan? What might additional costs (both financial and nonfinancial) be involved with this plan?
#2. Same as #1. Except it’s for a chase production plan for #2.
#3. Try to develop a possible hybrid plan that would accomplish the task with smaller total costs than either chase or level.
#4. Based on your outputs work, what would you recommend and why? What are some cons and pros of your solution that you recommend?
Setting up the Production Plans
Level Production Plan is a type of strategy in which organization continuously produce quantity equal to the average demand to maintain the average production level. At the time of less demand, organizations built up the inventory and used this build up inventory at peak time (Plossl, 1985).
Analysis: First off, we must calculate the total of the forecast demand for the planning horizon:
	Period
	1
	2
	3
	4
	5
	6
	Total

	Forecasted demand
	600
	750
	1,000
	850
	750
	700
	4,650



Now, calculate the total production with the help of the following formula:
Total Production=Total Forecast + Ending Inventory – Opening Inventory
Substitute 4,650 units for the total forecast, 25 units for ending inventory, and 50 units for opening inventory.
Total Production=Total Forecast + Ending Inventory – Opening Inventory
          =4,650 + 25 – 50
          = 4,625 units
Production each period: Calculate the production for each period with the help of the following formula:
Production for each period = Total Production/Number of Periods.
Substitute 4,625 units for total production and 6 for the number of periods
= Total Production/Number of Periods
= 4,625 units / 6 = 770.8 units
Ending Inventory: Ending Inventory can be calculated with the help of the following formula:
Ending Inventory=Opening Inventory + Production – Demand
For 1st month:
Substitute 50 units for opening inventory, 771 units for production, and 600 units for demand.
Ending Inventory=Opening Inventory + Production – Demand
          =50 + 771 – 600
          = 221 units
For 2nd month:
Substitute 221 units for opening inventory, 771 units for production, and 750 units for demand.
Ending Inventory=Opening Inventory + Production – Demand
          =221 + 771 – 750
          = 242 units
For 3rd month:
Substitute 242 units for opening inventory, 771 units for production, and 1,000 units for demand.
Ending Inventory=Opening Inventory + Production – Demand
          =242 + 771 – 1,000
          = 13 units
For 4th month:
Substitute 13 units for opening inventory, 771 units for production, and 850 units for demand.
Ending Inventory=Opening Inventory + Production – Demand
          =13 + 771 – 850
          = –66 units
For 5th month:
Substitute –66 units for opening inventory, 771 units for production, and 750 units for demand.
Ending Inventory=Opening Inventory + Production – Demand
          = –66 + 771 – 750
          = –45 units
For 6th month:
Substitute –45 units for opening inventory, 771 units for production, and 700 units for demand.
Ending Inventory=Opening Inventory + Production – Demand
          = –45 + 771 – 700
          = 26 units
Calculation of extra costs:
Since it costs $5 to keep one pump in the inventory for a month, inventory cost for different month is:
	Month
	Ending Inventory
	Inventory Carrying Cost

	1
	221
	(221 X $5) = $1,105

	2
	242
	(242 X $5) = $1,210

	3
	13
	(13 X $5) = $65

	4
	Cannot have negative inventory.
	Cannot have negative inventory.

	5
	Cannot have negative inventory.
	Cannot have negative inventory.

	6
	26
	(26 X $5) = $130

	Total
	$2,510
	



Since one worker can produce 25 pumps in a month, 20 workers will produce 500 (25 X20) pumps in any given month. Therefore, to produce the 271 (771 – 500) units, the firm needs to hire 11 workers.
Working note:
= 271 / 25
= 10.8 workers
Since the cost of hiring a single worker is $100, the cost of hiring 11 workers will be:
= 11 X $100
= $1,100
Chase Strategy is great for produce and or meats or anything that is perishable because you do not want too much excess due to the short shelf-life of produce and meats (Jacobs, Berry, Whybark, Vollmann, 2010). Therefore, the chase strategy is perfect for those type of items. But for the case of argument to see if the Chase Strategy will work for Mr. Lopez and the Meridian Water Pumps Corporation I will plug the numbers and show the work to see if the Chase Strategy is feasible, which I don’t think it will for this scenario. Here it goes.
Chase Production plan below:
	Period
	0
	1
	
	2
	3
	4
	5
	6
	Total

	Forecasted demand
	
	600
	
	750
	1,000
	850
	750
	700
	4,650

	Production
	50
	575
	
	750
	1,000
	850
	750
	700
	4,675

	Change in Production
	
	525
	
	175
	250
	150
	100
	50
	1,250

	Ending Inventory
	50
	25
	
	25
	25
	25
	25
	25
	



Period 1 Forecasted demand 600 - (50-25) = 575. And for Periods 2-6 the production matches the forecasted demand since it is chasing it; hence it’s called “Chase Production Plan.”
Calculation of extra costs:
Since it costs $5 to keep one pump in the inventory for a month, inventory cost for different month is:
	Month
	Ending Inventory
	Inventory Carrying Cost

	1
	25
	(25 X $5) = $125

	2
	25
	(25 X $5) = $125

	3
	25
	(25 X $5) = $125

	4
	25
	(25 X $5) = $125

	5
	25
	(25 X $5) = $125

	6
	25
	(25 X $5) = $125

	Total
	$750
	



Since one worker can produce 25 pumps in a month, 20 workers will produce 500 (25 X20) pumps in any given month. Hence, to produce the 500 (1000 – 500) units, the firm needs to hire 20 workers.
Working note:
= 500 / 25
= 20 workers more to hire
Since the cost of hiring a single worker is $100, the cost of hiring 20 workers will be:
= 20 X $100
= $2,000
And the total cost for this Chase Plan $2,750 which is more than the Level Plan. And to think about it, whats bad about this plan is after a couple of periods, we would need to lay off some workers as we would not need the additional workers after the increased demand couple periods. This plan is not feasible nor is it a good business practice to hire and fire within a couple of periods at our leisure!
Hybrid Plan Strategy is a combination of Level Production Plan and the Chase Production Plan. And with the Hybrid Plan can beat the Level Production Plan or can beet the Chase Production Plan in most cases from what I heard. But for the instance of argument to see if the Chase Strategy will work for Mr. Lopez and the Meridian Water Pumps Corporation I will plug the numbers and show the work to see if the Hybrid Plan Strategy is feasible, which I don’t think it will for this scenario. Here it goes.
Hybrid Plan Strategy below:
	Period
	0
	1
	2
	3
	4
	5
	6
	Total

	Forecasted demand
	
	600
	750
	1,000
	850
	750
	700
	4,650

	Production
	50
	885
	885
	885
	665
	665
	665
	4,650

	Change in Production
	
	835
	0
	0
	220
	0
	0
	

	Ending Inventory
	50
	
	
	
	
	
	
	



Calculation of extra costs:
Since it costs $5 to keep one pump in the inventory for a month, inventory cost for different month is:
	Month
	Ending Inventory
	Inventory Carrying Cost

	1
	50
	(50 X $5) = $250

	2
	50
	(50 X $5) = $250

	3
	50
	(50 X $5) = $250

	4
	50
	(50 X $5) = $250

	5
	50
	(50 X $5) = $250

	6
	50
	(50 X $5) = $250

	Total
	$1,500
	



Since one worker can produce 25 pumps in a month, 20 workers will produce 500 (25 X20) pumps in any given month. Hence, to produce the 385 (885 – 500) units, the firm needs to hire 16 workers.
Working note:
= 385 / 25 = 15.4
= 16 workers more to hire
Since the cost of hiring a single worker is $100, the cost of hiring 16 workers will be:
= 16 X $100
= $1,600 + $1,500 = $3,100
For about a minute, I thought this hybrid plan would be better, but then upon further analyzation, the Level Production beats it. However, this Hybrid Plan does beat the Chase Production Plan. The total cost for this Chase Plan $3,100 which is more than the Level Plan. And to think about it, whats bad about this plan is after a couple of periods, we would need to lay off some workers as we would not need the additional workers after the increased demand couple periods. This plan is also not feasible nor is it a good business practice to hire and fire within a couple of periods at our leisure even though its hiring and firing fewer workers than the Chase Production plan. We don’t want to have a bad reputation by being forced to fire workers for only working a couple of months, that is highly irresponsible and not good management practices!
Responsible Stewardship
Responsible stewardship is paramount to keeping things in order and keeping accountability for one’s own actions. It helps a person keep track of finances, materials, equipment and all the assets under a person’s care. They are responsible for the upkeep, the maintenance, repairs, replacements, and procurement of new assets and equipment under their supervision. Having a company like this reminds me of the definition of stewardship. As every man hath received the gift, [even so] minister the same one to another, as good stewards of the manifold grace of God (1 Peter 4:10).
Conclusion/Summary
Level Production plan below:
	Period
	1
	2
	3
	4
	5
	6
	Total

	Forecasted demand
	600
	750
	1,000
	850
	750
	700
	4,650

	Production
	771
	771
	771
	771
	771
	771
	4,626

	Ending Inventory
	50
	221
	242
	13
	–66
	–45
	26



Total extra costs (inventory and HR costs) that are involved in a level production plan are $3,610 ($2,510 + $1,100). The following are some additional costs (financial and non-financial) that might be involved with a level production plan are training costs, lay-off cost, stock-out cost, customer dissatisfaction, less-skilled labor, and lastly, negative impact on firm’s goodwill.
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