
Question 1 ABC limited has forecasted its demand for eight periods as given below: 

 

I. Plot the demand as a histogram. Determine the production rate required to meet average demand 

and plot the average demand on the graph. 

II. Plot the a ctual cumulative forecast requirements overtime and compare them with the available 

average forecast requirements. Indicate the excess inventories and backorders on the graph. 

From the above question (i)Suppose that the firm estimates that it costs Rs.200 per unit to increase the 

production rate, Rs.250 per unit to decrease the production rate, Rs.50 per unit per period to carry the 

items on inventory and Rs.125 per unit if subcontracted. Compare the cost incurred, if pure strategies 

are followed. (ii)Given these costs, evaluate the following mixed strategy. 

The firm decides to maintain a constant production rate of 300 units per period and permits 20% over 

rate when the demand exceeds the production rate. The incremental cost of overtime is Rs.30 per unit. 

It plans to meet the excess demand by hiring and firing of employees. 

Question 2. A company’s marketing manager has estimated the following demand requirement for the 

forth coming periods: 

Period Forecast Period Forecast 

1 1600             5  2400 

2 1800             6  2500 

3 2000             7  2000 

4 2100             8  1600 

The operations manager is considering the following plans 

Plan 1: maintain a stable workforce that is capable of producing 2000 units per period, and meet the 

demand by overtime at a premium of Rs 25 per unit. Idle time costs are equivalent to Rs 30 per unit. Do 

not build to inventory. 

Plan 2: produce at a steady state of 1800 units per period, and a limited number of backorders during 

periods when demand exceeds 1800 units. The stock out cost of lost sales is Rs.100 per unit. Inventory 

costs per period are Rs.20 per unit. 

Plan 3: produce at a steady rate equal to minimum requirements of 1600 units and subcontract the 

additional units at a Rs.75 per unit premium. 

Plan 4: vary the workforce level, which is currently capable of producing 1600 units per period. The cost 

of additional workforce per 100 units is Rs.5000 and the cost of layoffs per 100 units is Rs.7500. 



Plan 5: vary inventory levels, but maintain a stable workforce level by maintaining a constant production 

rate equal to the average requirements. The company can accumulate required inventory before period 

1 at no additional cost. The inventory cost per period is Rs.20 per unit. Plot a histogram for the demand 

and show the average requirements on your graph. Discuss the merits and demerits of these plans. 

Which plan would you recommend? 

 


