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Step 1: 

Determine Future 
Capacity Requirements

Step 2:

Analyze Available 
Capacity and Identify 

Capacity Gaps

Step 3:

Develop Capacity 
Alternatives

Step 4:

Evaluate Alternatives 
and Select and 

Implement the Best 
Long-Term Alternative

Step 5:

Monitor Capacity 
Performance Results

FIGURE 7.2: Steps in the Capacity Planning Process

flexible enough to accommodate changes not only in demand but also in product designs. During 
the growth stage, increases in demand will require companies to keep pace by increasing their 
capacity. During the mature stage of a product life cycle, demand tends to be stable and organi-
zations can make full use of their capacity to reduce their costs. Finally, during the decline stage 
of a product’s life cycle, declining demand for the product results in underuse of capacity. At this 
stage, the company can either dispose of the excess capacity by selling it or introduce new products 
or services using the existing capacity system.

•• Consider the interrelationships among the components of the capacity system. A capacity
system is a collection of subsystems that are closely interrelated. For example, when building 
a hospital, managers need to consider the interrelationships among the various units of the 
facility such as the number of operating rooms, the size of the intensive care unit, and so forth, 
to determine the number of patient beds. For hospital capacity planning, health-care profes-
sionals recognize the need for avoiding bottlenecks, ensuring that patients can move from the 

PRODUCT
ANNUAL DEMAND 

(IN UNITS)
STANDARD PROCESSING 

TIME (IN HOURS PER UNIT)
PROCESSING TIME 
NEEDED (IN HOURS)

A 500 6.0 500 × 6 = 3,000

B 400 8.0 400 × 8 = 3,200

C 800 3.0 800 × 3 = 2,400

Total 8,600

EXAMPLE 7.2: A manufacturing firm is planning to purchase new machines for processing
three products that the company manufactures. Demand information and processing time data 
for the three products are shown in the table. Each machine will be operated 8 hours per day for 
300 days per year. How many new machines should the company purchase to meet the capacity 
requirements?

SOLUTION: Because the company operates 8 hours per day for 300 days a year, the total available
capacity per machine per year is 300 × 8 = 2,400 hours. Because the total time per year needed to 
process the three products is 8,600 hours, the number of machines the company should purchase is:

8 600
2 400
,
,

 = 3.58 or 4 machines


