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Al Baik Shipping Alternatives
Inventory management is a management problem that requires attention for optimal operations. Allocation of resources is important in determining the route of action that yields high return to a business. Al Baik faces an inventory shipment problem where the management requires to make a decision that is optimal for the business. One of the critical factors in inventory management is reducing the holding cost. Given that the order quantity of the Al Baik is constant in either shipment alternative, therefore the cost of holding the inventory is constant. Further, the case does not provide an estimate of the annual demand for the ovens. However, the five-day shipment alternative saves the firm 750 SAR. Thus, carrying out a differential analysis, the five-day shipment is the best alternative as it saves the company some money as illustrated in 
Inventory Management
Inventory management is an essential component of the management among organizations. Firms; acquire, allocate and control the factor inputs towards achieving the objectives. The primary purpose of inventory management is to hold inventories at a reduced cost while at the same time ensuring a continuous flow of stock to prevent overstocking or under-stocking (Axsäter, 2011). 
Holding Costs
Holding costs range from the handling cost, taxes, storage to obsolescence costs among others (Ghafour, 2017). The holding costs are directly related to the level of inventory as they increase with an increase of the level of inventory and vice-versa. Al Baik incurs a holding cost of 38 SAR per unit in a year. This indicates that the firm commits 38 SAR for holding the oven parts in their warehouses. Given that the demand for the oven is not given in the case, this article assumes a constant demand of the ovens throughout the year. Thus, the two-day freight or five-day freight does not influence the holding cost. And therefore, it remains constant in this case. 
Ordering Cost
Ordering cost refers to the costs incurred upon placing an order until the inventories are delivered to the business (Ghafour, 2017). These costs include personnel expenses in the purchasing department, communication costs, and transactions costs among others. The objective of inventory management is to reduce the cost of production. Thus, a firm seeks an alternative that offers a high-cost saving. Al Baik saves 750 SAR on ordering cost upon placing a five-day freight shipment. Therefore, this is the best alternative compared to the two-day freight shipment which does not save such an amount. 
Stock out Costs
Stock out costs is costs associated with lack of stock for sale. These costs include the loss of customer confidence, the cost of losing the customer to the competitors. An efficient inventory management is one that determines the replenishment levels and observes the lead time (Axsäter, 2011). This is determined by predicting the demand for the products and planning on the limits of the inventory levels including the minimum level. Al Baik’s case does not provide the estimated demand for the products, and the minimum level of inventory that the firm should hold at any particular time. 
Opportunity Cost
Opportunity cost refers to a potential gain that is foregone upon choosing the best alternative of action. In Al Baik’s case, the opportunity cost of using a two-day freight shipment is 750 SAR. This is the cost that the firm foregoes if it implements two-day freight rather than a five-day freight. Considering this cost, the five-day delivery is the best alternative for the business holding other variables constant. 
Differential Analysis
A differential analysis is an essential approach in deciding between choices. The analysis requires determining the relevant costs or revenues and the irrelevant costs or revenues. Relevant cost or revenue in the differential analysis is a cost between the available options that either result in either a gain or loss ("Short-Term Decision Making Differential (Incremental) Analysis", 2017). Al Baik relevant cost is the saving on the five-day shipment (750 SAR). This is an amount that the firm is likely to save after choosing an option or lose upon selecting an alternative option. 
An irrelevant cost in the differential analysis is a cost that is incurred regardless of the alternative taken by a decision maker. In this, case the holding cost of 2000 units is irrelevant since the two options involve similar shipping level of inventory. Thus, it is a trivial cost in this case.
Table 1: Differential Analysis
	
	Alternative 1: Two-Day Freight 
	Alternative 2: Five-Day Freight 
	Differential Loss/ Gain 

	Holding cost 
	2000*38 SAR
	2000*38 SAR
	0

	Freight saving 
	0
	750 SAR 
	750 SAR

	Total relevant cost 
	76,000 SAR 
	75, 250 SAR
	750 SAR



Economic Order Quantity
Economic order quantity is a commonly used technique for determining the optimal quantity of inventory to order in inventory management. It is a tool that considers a tradeoff between the storage cost and the ordering cost in determining the number of units to be ordered from a supplier (Ghafour, 2017). The economic order model offers a solution to the dilemma faced by managers. For instance, a more substantial order minimizes the frequency of placing an order and consequently reduces the ordering cost in a given period. However, a large order results in a higher holding cost due to storage of high level of inventory in business. A smaller order quantity reduces the inventory holding cost but increases the ordering costs and frequency of placing a new replenishment. Thus, the economic order quantity model is a model that seeks to minimize the ordering as well as maintaining a reasonable holding cost. 
The use of economic order quantity requires some pre-established parameters such as the level of annual demand, ordering cost and holding cost. Al Baik case does not provide the estimated annual demand for the oven parts and makes the model irrelevant. Therefore, the differential analysis gives the best option in deciding the better alternative to shipping the oven parts. Further, the firm has a pre-determined quantity of 2000 units of oven parts. 
Conclusion
Inventory management is an essential function of a business. It enhances the quality of decision made in allocating resources to inventory and taking advantages that surface in the available alternatives. Economic order quantity is considered useful in determining the optimal costs and optimal quantity that a business should order from suppliers. However, in this case, some relevant variables lack and make the differential analysis the best model to decide on the best alternative between the two days and five-day freight for Al Baik. From the differential analysis, the relevant cost is the saving cost since the two options are different on the saving the freight cost. However, the holding cost does count in the process of making this decision since the firm has a constant level of inventory to order. Therefore, the best alternative is the five-day freight shipping of the firm’s inventory. 
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