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Reducing Leadtime and Increasing cost
By reducing the delivery time from 5 days to 3 days, the company will be reducing stockouts and at the same time increasing the amount of orders and the average stock. The effect on costs is increasing both the inventory costs and the ordering costs.
The company benefits from increased sales which increases the total profit from sales. The reduction in delivery time is coming with an increased cost. This is impacting negatively on the profit per unit. In making the decision to either reduce the delivery time under such terms or stick to the original arrangement, the company should consider the overall effect on the total net profit of the company. The company should accept the decision which makes it either make more profit or maybe remain at the same profitability while satisfying customer demands
An analysis of the company profit at different levels of profit per unit shows that the company least profit which will make it sustain its profitability is 9.26. The company should therefore negotiate with the supplier so that the maximum increase in the price per unit to be a maximum of 0.74, otherwise it should stick to its original delivery time. This is guided by the core objective of maximising profits.
