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Determination of Safety Stock in a Multi-Echelon
Inventory System
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Abstract

The problem in this paper concerns the determination of safety stock for
multi-echelon inventory system. In this mcdel the criterion is to minimize system
safety stock subject to a service level constraint and expected annual total cost.

Then, safety stock is determined by minimizing expected annual total cost and
satisfying given service level.

The expected annual total cost is obtained by expected total inventory holding
cost plus the expected total stockout cost,

Nemerical example is given in a three-echelon inventory system. The results

obtained by the use of the Hill Algorithm.
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Fig.1. 3-Echelon Inventory System
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Table 1.
Location L0, LLO (1L20 @LLD LL2 LZ1D  measure
Parameters
C Iy .02 .0 .01 .15 L012 .01 $/unit/unit time
r () 200 120 80 60 60 80  units/unit time
Cs (1) 300 250 240 300 300 300  $/unit time
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