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Reorder Point and Reorder Quantity as Decision Variable
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Institute of Master Program of Management Science
National Chiao Tung University

ABSTRACT

Spare parts inventories are not the final products to be sold customers
and the policy which govern spare parts inventories.are different from WIP
and some  other inventories. Spare parts of TFT-LCD equipment have
characteristics of multi-items, high difference of usage and high
difference of prices; hence managers usually use different inventory policy
according to the usage and price of spare parts to govern spare parts
inventories in practice. For those fast-moving items, most literatures
assume that the demand is Normal distribution. It will overlook the relation
between the demand of spare parts and malfunction of equipment. In this
study, we develop a simple inventory model for the fast-moving spare parts
under the continuous (s, ) inventory policy, lead-time constant and demand
follows compound Poisson distribution . Then, we find the optimal reorder
point and the reorder quantities that make total cost minimal. The study
result shows:

(1). Average demand quantities affect reorder point, reorder quantity and
total cost directly.

(2). Lead time reduction does not mean the total cost reduction, but can
help to reduce inventory level and reorder quantities.

(3). The shortage cost increasing will lead the reorder point up and reorder
quantities down respectively. Therefore, when the ordering cost is
low and the shortage cost is high, the optimal purchasing decision
will close to (S-1,S), that means lot-for-lot policy.

Key words: spare parts, fast-moving, compound Poisson, reorder point,

reorder quantities.
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ETAC 3,116,879 | 3,150,722 | 3,197,331 | 3,232,175 | 3,261,044 | 3,286,139 | 3,308,569

32




B (%)
80
60

40
20
0

——
—.—Q

—<—ETAC

-20
-40
-60
-80

i

Bl ~w B EH2s Q- k& ETAC - ¥
| | ..l o]

2. ]‘\’%’1 kﬁtxlf%‘n‘n s F ]‘\’?4 gtxlm%'ﬁvd 0. 1667 & 2 pF > i
EXTE T #*&ﬁﬁ *im%W*WE%WL%#m%E % o

OO TTREEE firrg e %‘ﬁ ’ Jr*?-%%*-?‘mw%‘ﬁ*" ’
g |

. i |
L - s FARSIERH H(S,Q ETAC) ff

A (;.-J.6.67 0.3333 -_0..5667_ =1l _1.333;’, 1. 6667 2
(-83, 33'%:> q_—ee..ﬁi%.il (-33.33%) (433,334 | (466670 | (+100%)

s 63 i 137 174 209 241 271

Q 12 16 - 22 g 32 36 40
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