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Effective inventory management is crucial for any business to ensure smooth
operations, cost efficiency, and customer satisfaction. In this context,
Fush, a company that utilizes a significant amount of paper serviettes daily,
faces the challenge of maintaining an optimal stock level of these essential
supplies. With an average usage of 40 boxes of paper serviettes each day,
Fush must develop a strategic inventory management plan to prevent stockouts,
minimize holding costs, and streamline procurement processes. This
comprehensive guide explores the key aspects of managing paper serviette
inventory for Fush, including calculating reorder points, economic order
quantity, safety stock, and best practices for inventory control.

Understanding the Inventory Management
Challenge at Fush

Fush’'s daily consumption of 40 boxes of paper serviettes indicates a high and
consistent demand. Properly managing this demand involves understanding
several factors:

Key Considerations

* Average daily consumption: 40 boxes
e Lead time: The time between placing an order and receiving stock

e Safety stock: Extra inventory held to prevent stockouts during
unforeseen delays or spikes in demand

e Order quantity: The optimal number of boxes to order per procurement
cycle

* Holding costs: Expenses associated with storing excess inventory

e Stockout costs: Costs incurred when demand cannot be met due to
insufficient stock



Calculating the Average Daily Usage and Basic
Inventory Metrics

Before diving into specific calculations, it’'s essential to establish the
basic parameters:

Average Daily Usage

- Fush uses approximately 40 boxes of paper serviettes per day.

Annual Usage

- Assuming the business operates 365 days a year:

Annual usage = 40 boxes/day x 365 days = 14,600 boxes/year

Understanding Demand Patterns

- Consistency in daily usage simplifies inventory planning.
- Any seasonal variations or special events should be factored into demand
forecasts.

Reorder Point (ROP): Ensuring Continuous Supply

The reorder point determines when Fush should place a new order to replenish
stock before it runs out. It considers lead time and safety stock.

Components of Reorder Point

1. Average demand during lead time (DLT): The total expected usage during
the procurement lead time.

2. Safety stock (SS): Buffer stock to cover uncertainties.



Calculating Reorder Point
- Reorder Point (ROP) formula:

ROP = (Average daily usage x Lead time in days) + Safety stock

Example Calculation

Suppose:
- Lead time = 5 days
- Safety stock = 20 boxes (to cover unexpected delays or demand spikes)

Then:

ROP = (40 boxes/day x 5 days) + 20 boxes = 200 + 20 = 220 boxes

Interpretation: Fush should reorder when the inventory level drops to 220
boxes to avoid stockouts.

Determining the Economic Order Quantity (EO0Q)

The EOQ model helps Fush decide the optimal order size that minimizes total
inventory costs, including ordering and holding costs.

EOQ Formula

EOQ = V(2DS / H)

1
o
|

= Annual demand (14,600 boxes)
Ordering cost per order (cost incurred each time an order is placed)
= Holding cost per unit per year

Estimating Costs

- Ordering cost (S): Suppose it costs $50 to place an order.
- Holding cost (H): Assume it costs $2 per box annually to store.

Calculating EOQ

EOQ = V(2 x 14,600 x 50 / 2)



V(1,460,000 / 2)
V730,000 = 854 boxes

Implication: Fush should consider ordering approximately 854 boxes per
procurement cycle to optimize costs.

Safety Stock: Buffer Against Uncertainties

Safety stock ensures that Fush can meet unexpected demand or delays in
delivery.

Factors Influencing Safety Stock

e Demand variability
e Lead time variability

e Service level targets (desired probability of not stocking out)

Calculating Safety Stock

- For steady demand, safety stock can be set based on historical variability.
- For example, if demand during lead time fluctuates, safety stock is
adjusted accordingly.

Example

- If demand during lead time varies with a standard deviation of 5 boxes per
day:

Safety stock = Z x odemand during lead time

Where Z is the Z-score corresponding to the desired service level (e.g., 1.65
for 95%).

- Demand during lead time = 5 days x 5 boxes/day = 25 boxes
- odemand during lead time = V(lead time) x daily demand SD = V5 x 5 = 11.18
boxes

If aiming for 95% service level:



Safety stock = 1.65 x 11.18 = 18.44 = 20 boxes

Result: A safety stock of approximately 20 boxes provides a high service
level.

Inventory Management Strategies for Fush

Implementing effective inventory management practices ensures Fush maintains
optimal stock levels while controlling costs.

Just-in-Time (JIT) Inventory

- Minimizes inventory holding by ordering just before stock runs out.
- Requires reliable suppliers and accurate demand forecasting.

Economic Order Quantity (EOQ) Approach

- Balances ordering and holding costs.
- Suitable if demand is steady and predictable.

ABC Analysis

- Categorizes inventory based on consumption value:
e Class A: High-value items (e.g., large quantity of serviettes)
e Class B: Moderate value

e Class C: Low-value items

- Focuses management efforts on high-value items.

Regular Review and Replenishment

- Schedule periodic audits to assess stock levels.
- Adjust reorder points and safety stock based on demand trends.

Automated Inventory Systems

- Use software to track stock levels in real-time.
- Generate alerts for reordering, reducing manual errors.



Cost Considerations in Inventory Management

Balancing costs is essential for Fush’s profitability.

Holding Costs

- Warehousing expenses
- Capital costs tied up in inventory
- Insurance and depreciation

Ordering Costs

- Administrative expenses
- Transportation and procurement fees

Stockout Costs

- Lost sales and customer dissatisfaction
- Disruption of operations

Cost Minimization Strategies

- Optimize order quantities using EOQ
- Maintain accurate demand forecasts
- Regularly review inventory policies

Practical Recommendations for Fush

To ensure effective inventory management of paper serviettes, Fush should
consider the following practical steps:

1. Establish Accurate Demand Forecasts: Use historical data to predict
daily consumption accurately.

2. Set Clear Reorder Points: Use lead time and safety stock calculations to
determine when to reorder.

3. Determine Optimal Order Quantities: Apply EOQ calculations to balance



ordering and holding costs.

4. Maintain Adequate Safety Stock: Adjust safety stock based on demand
variability and supplier reliability.

5. Implement Inventory Tracking Systems: Use digital tools for real-time
monitoring.

6. Build Strong Supplier Relationships: Ensure reliable delivery times to
reduce safety stock needs.

7. Regularly Review Inventory Policies: Adapt strategies based on changing
demand patterns and costs.

8. Train Staff: Ensure personnel understand inventory procedures and
importance.

Conclusion

Managing inventory effectively is vital for Fush, given their high daily
usage of paper serviettes. By understanding and calculating key metrics such
as reorder points, economic order quantity, and safety stock, Fush can
prevent stockouts and reduce unnecessary holding costs. Implementing
systematic inventory control strategies

Frequently Asked Questions

What is the primary goal of inventory management in
the context of paper serviettes at Fush?

The primary goal is to ensure that there are enough paper serviettes
available to meet daily demand without overstocking, thereby minimizing
holding costs and preventing stockouts.

How can Fush determine the optimal order quantity of
paper serviettes to maintain efficient inventory
levels?

Fush can use the Economic Order Quantity (EOQ) model, which considers factors
like average daily usage, ordering costs, and holding costs to calculate the
most cost-effective order size.



What are the potential consequences of overstocking
paper serviettes at Fush?

Overstocking can lead to increased holding costs, risk of spoilage or
obsolescence, and inefficient use of storage space, which can increase
overall operational costs.

How does the concept of safety stock apply to Fush's
inventory management of paper serviettes?

Safety stock acts as a buffer to account for uncertainties in demand or
supply delays, ensuring Fush does not run out of paper serviettes during
unexpected spikes in usage or delivery postponements.

If Fush wants to reduce inventory costs, what
strategies could they implement based on their
average usage of 40 boxes per day?

Fush could optimize ordering frequency, reduce order sizes if possible,
implement just-in-time (JIT) inventory practices, or negotiate better
supplier terms to minimize excess stock and related costs.

How can Fush forecast future paper serviette
requirements to improve their inventory management?

Fush can analyze historical usage data, account for seasonal fluctuations,
and consider upcoming events or trends to make accurate demand forecasts,
enabling better planning and inventory control.

Additional Resources

Inventory Management: An In-Depth Analysis of Fush's Paper Serviettes
Replenishment Strategy

Introduction

Effective inventory management is a cornerstone of operational efficiency in
any business, especially in the hospitality industry where Fush operates.
Properly managing inventory ensures that the business meets customer needs
without overstocking or understocking, thereby optimizing costs and
maintaining service quality. In this context, Fush's usage of an average of
40 boxes of paper serviettes daily presents an interesting case study into
how inventory management principles can be applied to streamline supply chain
processes, minimize waste, and ensure smooth operations.



Understanding the Basic Data

Before diving into strategies and calculations, it’s essential to understand
the core data points:

- Average Daily Usage: 40 boxes of paper serviettes

- Type of product: Paper serviettes (disposable, consumable)

- Operational context: Hospitality environment (e.g., restaurant, cafe, or
hotel)

- Objective: To determine optimal inventory levels, reorder points, safety
stock, and order quantities to ensure continuous supply.

Significance of Accurate Inventory Management

In the hospitality sector, the importance of managing consumables like paper
serviettes cannot be overstated:

- Customer Satisfaction: Ensuring availability prevents disruptions during
service.

- Cost Control: Overstocking leads to increased holding costs and waste,
especially with perishable or disposable items.

- Operational Efficiency: Streamlined inventory reduces the risk of stockouts
and emergency procurement.

- Supplier Relationships: Consistent ordering fosters good relationships and
potential discounts.

Analyzing Usage Rate and Demand Patterns

The foundation of inventory management is understanding demand:

- Average Daily Usage: 40 boxes

- Weekly Usage Estimate: 7 days x 40 boxes = 280 boxes

- Monthly Usage Estimate: Approximately 4 weeks x 280 boxes = 1120 boxes

Knowing these figures helps in planning procurement cycles and setting
reorder points.

Key Inventory Management Concepts

To manage inventory effectively, several fundamental concepts should be
considered:

1. Economic Order Quantity (EOQ)



This model helps determine the optimal order size that minimizes total
inventory costs, balancing ordering costs and holding costs.

2. Reorder Point (ROP)

The inventory level at which a new order should be placed to replenish stock
before it runs out.

3. Safety Stock
Additional inventory kept on hand to mitigate uncertainties in demand or

supply delays.

4. Lead Time
The time lag between placing an order and receiving the stock.

Applying Inventory Management Principles to Fush
Calculating the Economic Order Quantity (EOQ)

While specific costs are not provided, the EOQ formula is:

\ [

EOQ = \sqrt{\frac{2DS}{H}}

\1

Where

- D = Annual demand (units)

- S = Ordering cost per order

- H = Holding cost per unit per year

Assumptions for Fush:

- D: 1120 boxes per month x 12 = 13,440 boxes annually

- S: Suppose the cost to place an order (administrative, transportation) is
$50

- H: Holding cost per box per year (storage, obsolescence, capital cost),
assumed at $2

Plugging in the numbers:

\ [

EOQ = \sqrt{\frac{2 \times 13,440 \times 50}{2}} = \sqrt{\frac{l,344,000}{2}}
= \sqrt{672,000} \approx 820 \text{ boxes}

\1]

This suggests that, under these assumptions, ordering approximately 820 boxes
per order minimizes total costs.



Determining the Reorder Point (ROP)
The ROP depends on lead time and average demand during that period:

\ [
ROP = \text{Demand during lead time} + \text{Safety stock}

\1]
Suppose:

- Lead time: 3 days
- Average daily demand: 40 boxes
- Safety stock: To be calculated based on variability

Demand during lead time:

\ [
3 \times 40 = 120 \text{ boxes}

\1]

Adding safety stock (assuming a safety stock of 1 day’s usage for buffer):

\ [
\text{Safety stock} = 40 \text{ boxes}

\1]
Thus,

\ [
ROP = 120 + 40 = 160 \text{ boxes}

\1]

When inventory falls to 160 boxes, a new order should be placed.

Managing Safety Stock and Buffer Levels

Safety stock ensures resilience against demand fluctuations and supply
delays. The level of safety stock depends on:

- Variability in demand
- Variability in lead time
- Service level targets (e.g., 95%)

For Fush, if demand fluctuates, safety stock might need adjustment:
- If demand spikes by 10%, safety stock increases accordingly.

- If lead times are uncertain, safety stock should be increased to
accommodate delays.



Practical Inventory Management Strategies for Fush
1. Regular Inventory Monitoring

Frequent checks (daily or weekly) are essential to track stock levels and
usage patterns. Modern POS systems can automate this process.

2. Vendor Managed Inventory (VMI)

Partnering with suppliers to manage stock levels can reduce administrative
burden and improve replenishment accuracy.

3. Just-In-Time (JIT) Inventory

Aligning orders closely with demand reduces holding costs but requires
reliable suppliers and accurate forecasting.

4. Batch Ordering

Based on EOQ, ordering in batches of approximately 820 boxes reduces ordering
frequency and costs.

5. Lead Time Optimization

Negotiating shorter lead times with suppliers minimizes safety stock
requirements.

Cost Implications and Efficiency Gains
Proper inventory management can lead to:

- Cost savings: Reduced holding costs, order costs, and waste.

- Operational improvements: Less time spent on stock management.
- Customer satisfaction: Consistent supply of consumables ensures
uninterrupted service.

Challenges and Considerations

While theoretical calculations provide a foundation, real-world constraints
include:

- Variability in daily demand (e.g., higher usage during peak seasons)
- Supply chain disruptions

- Budget limitations

- Storage capacity constraints



Fush must adapt strategies to these factors, possibly employing flexible
safety stock levels and dynamic reorder points.

Technology and Software Solutions
Modern inventory management software can streamline processes:

- Automated reorder alerts based on ROP
- Demand forecasting algorithms

- Integration with suppliers for VMI

- Real-time stock tracking

Implementing such solutions can significantly enhance accuracy and
efficiency.

Conclusion

Effective inventory management for paper serviettes at Fush hinges on
understanding demand patterns, calculating optimal order quantities, and
setting appropriate reorder points and safety stock levels. By applying these
principles, Fush can ensure that it maintains sufficient stock to meet
customer needs while minimizing costs associated with excess inventory.
Continuous monitoring, leveraging technology, and maintaining strong supplier
relationships are crucial to sustaining an efficient inventory system,
ultimately contributing to the overall success and reputation of the
business.

Final Thoughts

In dynamic environments like hospitality, where customer satisfaction is
paramount, robust inventory management strategies are not optional-they are
essential. Fush’s case exemplifies how detailed analysis and strategic
planning can optimize consumable stock levels, reduce waste, and improve
operational performance. As demand patterns evolve, so should the inventory
management approach, embracing innovation and data-driven decision-making to
stay ahead in a competitive landscape.
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