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9-1. Inventory Control
	

1. Reorder Point (ROP):

· In cooperation between the Purchasing Manager and the Retail Manager, the reorder point for fast-moving items is determined.
· The reorder point (when you place an order to always maintain the lowest inventory levels) should run in parallel with the economic order quantity (order quantity).
· The Reorder Point (ROP) = d*L
where:
d	Daily order quantity
L	Time taken

Example: If the annual order quantity of computers is 8000 units for a year, what is the reorder point?
· Assuming that the number of working days for the company is 330 days per year (after deducting vacations)
· Assuming that the time required for the supplier to provide the required number of computers is limited to an average 3 days
· The re-order point:
ROP = (8000 /330) * 3
ROP = 72.772 units
· Therefore, when the number of units in the inventory decreases to only 72 units, a new purchase order must be issued.


2. Economic Order Quantity (EOQ).

· Calculating the economic order quantity (EOQ) is one of the oldest and most well-known inventory control methods.
· This method is based on several assumptions:
· The demand is there and continues
· The time required to fulfill the order (the time between submitting the order and receiving the goods) is known and fixed
· Receipt of order at once
· Adherence to and non-reduction of required quantity
The Economic Order Quantity (EOQ) =
Where:
D	Quantity ordered annually in units
S	The cost of each order
H	The cost of keeping inventory or moving a unit per year

Example: If the annual required quantity of the product of flat screens LG is 1000 units, what is the economic order quantity?

· Assuming that the order cost has been calculated by $10 per order (the cost of the order includes the cost of the time spent in preparing the order, and the costs of shipping and packing that are not included in the supplier’s price, financing cost, the cost of the time spent arriving and unloading the shipment... etc.)
· The cost of waiting was calculated by the manager and estimated at $2.5 per year. (The cost of waiting includes the cost of renting the warehouse space, salaries of warehouse employees, supplies, warehouse consumption equipment... etc.)
· The Economic Order Quantity EOQ is estimated as follows:


using
EOQ= 
EOQ = 89.4490 units
So the number of units should be 90 per order.

· We can also calculate the expected number of orders for the year by dividing the annual order quantity by the single order quantity
1000/90 = 11 to 12 orders
· We can also determine the expected time between each order and the next by dividing the number of working days per year by the number of orders
(360 working days per year / 11) = 32.7 days.
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