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4.	 Determine unit costs of regular time, overtime, and subcontracting production. In addition, 
determine the costs associated with holding inventories, backorders, or hiring and layoffs. Also, 
estimate intangible costs, such as the costs associated with loss of customer goodwill, although 
they are difficult to measure.

5.	 Develop alternative sales and operations plans using chase, level, and mixed strategies and 
compute the total cost of each strategy.

6. 	 Choose the least-cost plan that best satisfies objectives.

We will demonstrate next how sales and operations plans are developed for each of the basic chase, 
level, and mixed strategies using the trial-and-error approach. Interested students can use the more 
advanced mathematical techniques such as the transportation method (presented in Module B) to 
develop a sales and operations plan.

Developing a Sales and Operations Plan: Trial-and-Error Method
The trial-and-error approaches to developing a sales and operations plan are easy to use and under-
stand. They involve constructing spreadsheets and graphs that enable planners to manipulate a few 
options used to adjust demand or supply in the S&OP to see how the projected demand requirements 
match the available capacity. The only major disadvantage of trial-and-error approaches is that they 
do not guarantee an optimum sales and operations plan. We will demonstrate the application of 
the trial-and-error approach to developing a sales and operations plan for each of the three basic 
strategies—level, chase, and mixed—in the following example. This example, and all other examples 
and problems in this chapter, are based on the following assumptions:

•• Regular time output capacity remains constant for all periods regardless of the number of 
working days in any given period.

•• Cost is a linear function of unit cost and the number of units.
•• Sufficient inventory, subcontracting, and other supplemental capacity options exist to accom-

modate any changes in output requirements.
•• Unit costs are independent of the quantity produced and, hence, all costs associated with deci-

sion alternatives can be represented by a lump sum.
•• Reasonable cost estimates for the various options can be made, and these costs are assumed to 

remain constant for a given planning horizon.
•• Production occurs at a uniform rate throughout each period and inventories are also accumu-

lated and depleted at a uniform rate.
•• Backlogs, when allowed, are assumed to exist for the entire period.

EXAMPLE 17.1: Himalayan Sports Inc. is a fictional manufacturer of different lines of skis that are sold 
through major sports equipment retailers. The company’s marketing team has estimated the aggregate 
demand for its ski product line for the upcoming year (see Table 17.3).

TABLE 17.3: Demand for Skis for Himalayan Sports

MONTH DEMAND (IN PAIRS OF UNITS) MONTH DEMAND (IN PAIRS OF UNITS)

Jan 9,000 July 1,000

Feb 7,000 Aug 1,200

Mar 5,000 Sept 1,600

Apr 4,000 Oct 3,000

May 2,000 Nov 5,700

June 1,500 Dec 7,000

Planning Values for Skis (all in U.S. dollars)

•• Regular time production cost: $300/pair of skis.
•• Overtime production cost: $360/pair of skis.
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