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Introduction
The contemporary business environment that is characterized by intense competition has necessitated organizations to cut cost and enhance profitability to remain competitive and survive in an industry or a market. Among the cost-cutting activities within an organization, the procurement function has a significant role in reducing the overall costs of production through efficient inventory management (Durlinger, 2012). The procurement managers are faced with problems and are required to make optimal choices on inventories with an objective of cutting costs, ensuring a continuous flow of inventory and reducing the cost of holding inventory in an organization (Kimaiyo, 2014).  
Al Baik faces a problem on whether to consider two-days or a five-day shipment arrangement. Since the company’s order quantity is constant, the primary consideration of the optimal shipping arrangement is holding costs. The demand for the complete ovens is also assumed to be constant and determining the suitable alternative would require analyzing the problem through differential analysis technique. The analysis establishes that a five-day shipment arrangement is appropriate compared to the two-day arrangement due to cost savings that amount to 750 SAR. The two-day shipment does not cut the company’s cost of inventory. 
Importance of Inventory Management at Al Baik
Inventory management plays a crucial role in saving an organization’s costs and thus, results in higher profitability of a business’ operations (Durlinger, 2012). Therefore, to achieve success within an organization’s inventory management, procurement managers consider the price of the supplies, quality, resource allocation on procurement function, and the cost of holding inventory within a business premise (Kimaiyo, 2014). Thus, a procurement manager establishes the optimal strategy that is aimed at eliminating stock-outs as well as preventing the excess holding of inventories, all of which are costly to an organization according to Leung, Chen, Yadav & Gallien (2016). Inventory costs include ordering costs, holding costs, stock out costs as well as a consideration of the prevailing opportunity cost of holding inventory (Durlinger, 2012). By evaluating the best alternative, an economic order quantity is determined and becomes the best option for holding optimal levels of inventory within a business. 
Opportunity Costs
Opportunity cost within inventory management refers to the foregone costs that prevail upon selecting an alternative (Kimaiyo, 2014). Therefore, procurement managers consider the foregone costs against a choice and make a better decision on the suitable alternative when dealing with inventory (Durlinger, 2012). In the Al Baik case, the foregone cost of choosing a two-day shipping arrangement is 750 SAR while the foregone cost of choosing a five-day shipping arrangement is nil. Therefore, considering that the case provides information on saved cost and the order quantity only, the five-day shipping arrangement is the better alternative since the opportunity cost of doing so is nil. When deciding by considering the opportunity cost of choosing an alternative over others, the alternative with less opportunity cost is the best. Therefore, in Al Baik case, a five-day shipping arrangement is the better option. 
Holding Costs
Holding costs are of different types and vary according to the size of a business and the level of inventory held by an organization (Kimaiyo, 2014). The costs include storage costs, obsolescence costs, handling costs among other costs (Durlinger, 2012). Besides, the level of inventory held by a business reduces its working capital, and thus, such a business incurs other costs of failing to meet short-term obligations on their due date implying that holding costs have a significant impact on the profitability of a business. In the case of Al Baik, the company incurs 38 SAR for each unit of oven parts that the business holds. Since the company must make an order of 2000 units in either alternative, frequent shipping alternative results to the increased level of handling costs. The case does not mention whether the company runs out of stock using both the shipment alternatives and thus, the less frequent shipping alternative is recommendable to avoid excessive stock in the company (Kimaiyo, 2014). A high ordering frequency implies that the company incurs more holding costs due to the three days difference. Therefore, the five-day shipping arrangement is less frequent and thus, can save the company on the holding costs. 
Ordering Costs
A consideration of the ordering costs is also an important consideration when making a procurement decision. Ordering costs vary accordingly with the transaction costs involved in shipping supplies in an organization (Kimaiyo, 2014). They involve the costs incurred by a procurement process by placing an order and receiving it. Al Baik case does indicate the ordering costs of either alternative. Therefore, deciding on ordering costs regarding shipping the oven parts do not count in this case. 
Differential Analysis
Differential analysis plays a crucial role when there is scanty information regarding the available alternatives on supplies and inventory levels ("Short-Term Decision Making: Differential Analysis", n.d.). It provides a comparison of the benefits and costs of each alternative and enables a manager to make a subjective decision on the appropriate and optimal alternatives. Therefore, an evaluation of the relevant and irrelevant costs of each alternative provides a basis for making an informed decision ("Differential Analysis: Relevant Costs – the Key to Decision Making", 2014). The analysis determines the differential gain or loss of each alternative and the alternative with the greater differential gain becomes an optimal solution and is chosen. The tables below analyze Al Baik case using differential analysis and determine the shipping arrangement with a greater differential gain. The assumptions here are that demand is constant and unknown, and ordering costs in each alternative are similar and unknown.  Therefore, ignoring the unknown parameters such as the level of demand and ordering costs, a sample of twenty days of business operation would be as follows; 
Table 1: Shipping Arrangements for 20 Days of Operation 
	Days
	Two –Day Shipping (Units)
	Five-Day Shipping Arrangement (Units)

	1
	
	

	2
	2000
	

	3
	
	

	4
	2000
	

	5
	
	2000

	6
	2000
	

	7
	
	

	8
	2000
	

	9
	
	

	10
	2000
	2000

	11
	
	

	12
	2000
	

	13
	
	

	14
	2000
	

	15
	
	2000

	16
	2000
	

	17
	
	

	18
	2000
	

	19
	
	

	20
	2000
	2000

	Total Units (when demand is assumed to be nil)
	20,000
	8,000

	Assumed total holding cost when demand is nil
	760,000 SAR (38*20,000)
	304, 000 SAR (38*8000)

	Total savings
	Nil
	3000 SAR (4*750)



Table 2: Differential Analysis on the Two Shipping Alternatives 
	Relevant Costs/ Benefits 
	Two-Day Shipping Arrangement 
	Five-day Shipping Arrangement 
	Differential Gain or Loss 

	Savings 
	0 
	3000 SAR 
	3000 SAR (gain)

	Holding costs 
	760,000 SAR 
	304,000
	456,000 SAR (loss)

	Total relevant cost 
	760,000 SAR 
	3304 SAR 
	453,000 SAR (loss)



The differential analysis indicates that choosing a five-day shipping arrangement would save Al Baik 3000 SAR within 20 days. On the contrary, the analysis indicates that the differential costs of choosing two-day shipping alternative results to a differential loss of 456, 000 SAR. 
Conclusion
The major concern on inventory management at Al Baik is minimizing the holding cost of the oven parts. The analysis above opportunity costs consideration and differential analysis recommends the five-day shipping arrangement as the optimal choice of minimizing the holding costs in the company. Therefore, the five-day inventory is the best alternative for the company in saving it holding costs with the provided information concerning the company. 
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