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A Study on the Safety Stock

Abstract
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Safety stocks constitute one of the major means of dealing with the uncertainties associated

with variation 1n demand and lead time.

Adeguate safety stocks facilitate production activities and help to assure customers of good

service. On the other hand. carrying safety stocks ties up working capital on goods that sit idle.

The major problem of satety stocks management thus consists of trying to achieve an optimal

balance hetween the carrving cost and the costs of stock shortage.
Therefore. this study aims to find safety stock level of the fixed reorder quantity system and

the fixed reorder cycle system of minimizing total cost when both demand and lead time are

variable {The distribution of demand and lead time is a mere assumption that follows the normal

distribution)
The results can be summarized as follows:

1) Safety factor on the safety stock 1s determined by carrying cost and the costs of stock

shortage:

An optimal safety stock=the costs of stock stortage(C,) (the carrying cost(Cy)+the costs of stock

storage(C,))

i) The safety stock level of the fixed reorder quantity system is aps/fd under uncertain

demand and constant lead time. @ &L o+ #°La- under demand and lead time uncertainties.

i) The safety stock level of the fixed reorder cycle system ts @ ,o/R+L o under uncertain

demand and constant lead time. @ /(R+L)0o ;+ H#+AR+L)o- under demand and lead time uncer-

tainties.
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2.1.1 ERF:FHKX(the fixed reorder quantity
system)
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2.1.2 E#MH 3 HX(the fixed reorder cycle
tsystem)
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