Running head: UNIT 7 ASSIGNMENT: MEGA SAVE INVENTORY LEVELS		          1
UNIT 7 ASSIGNMENT: MEGA SAVE INVENTORY LEVELS	 2







Unit 7 Assignment: Mega Save Inventory Levels
Student Name
Institution Affiliation
Course
Date


Unit 7 Assignment: Mega Save Inventory Levels
1. Calculate the warehouse’s appropriate Economic Order Quantity (EOQ) in cases and approximately how many times per year orders will be placed with its vendor.
Economic Order Quantity refers to the number of units that a company should add to inventory with each order with the aim of minimizing the total costs of inventory (Kumar, 2016). Some of the costs that need to be minimized include shortage costs, order costs, and holding costs. 
Economic Order Quantity = SQRT(2SD/H)
EOQ  = SQRT(2*7500*40/80)
EOQ = 86.603
2. Determine the amount of safety stock (cases or pounds) that should be held at the warehouse to support a 95% service level to the downstream retail stores.
Demand
Average and Standard deviation of weekly demand, and average and Standard deviation of lead time
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Formulas:
H2 =AVERAGE(A2:D11)
H3 =STDEV(A2:D11)
H14 =AVERAGE(A14:E23)
H15 =STDEV(A14:E23)
Since demand is on weekly basis, we need to precisely convert the lead time from days to weeks. This is done by dividing the average lead time by 7 and then the standard deviation of the lead time by the square root of 7. 
Leadtime in weeks, L = 6.006/7 = 0.858
Standard deviation of lead time in weeks, [image: \sigma] L = 2.273/SQRT(7) = 0.859
For 95% service level, value of z = NORMSINV(0.95) = 1.65
Safety stock required = z*SQRT(L*[image: \sigma]D2 + D2*[image: \sigma]L2)
= 1.65*SQRT(0.858*680832+4506782*0.8592)
= 645,394 lbs
3. The sample data shows one very long chicken shipment lead time resulting from very inclement weather. Mega-Save’s supply chain managers are discussing whether that particular shipment should be dropped from the data since it represents a very extreme case. If this shipment is dropped from the data what impact would that have on the projected level of safety stock needed and the inventory holding costs?
In this case, we have to remove all the outliers and recalculate the average and standard deviation of the lead time as follow;
[image: ]
Safety stock required = z*SQRT(L*[image: \sigma]D2 + D2*[image: \sigma]L2)
= 1.65*SQRT(0.820*680832+4506782*0.4742)
= 365,970 lbs
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