Running head: DECISION MAKING BETWEEN ALTERNATIVES 	1
DECISION MAKING BETWEEN ALTERNATIVES 	2







Decision Making Between Alternatives
Student’s Name
Institution Affiliation









Decision Making In Al-Baik Shipping Alternatives
Alternative 1: Two-day freight
Alternative 2: Five-day freight
Decision Making and Inventory Management
Management is an organizational function that requires optimal planning of the scarce resources of an organization. Cost reduction is an objective every organization where plans are implemented to reduce the overall operational costs of business. This is in line with the aim of maximizing profit through cost reduction. Inventory management is an essential function of an organization where managers are faced with the task of determining the level of stock to hold to avoid understocking or overstocking (Jaber, 2009). Both under stocking and overstocking have consequences to the operations and profitability of an organization. 
A choice between available alternatives is guided by the cost reduction or revenue maximization rationale. Thus, an organization chooses an option that reduces cost or promises higher returns. When deciding between two choices such as the one faced by Al-Baik Corporation, it is essential to distinguish the relevant and irrelevant costs between the alternatives. The relevant cost refers to the costs that increase or reduce the overall cost of an option. On the contrary, an irrelevant cost in the process of making a decision is a cost that does not affect the overall cost of choosing an alternative. 
Opportunity Cost
Opportunity cost is an important factor to consider when making a decision between the alternatives. It refers to the foregone gain on choosing an option among the available alternatives. In this case, 750 SAR is the opportunity cost of selecting two-day freight strategy in shipping the products. However, the firm has no opportunity cost of choosing the five-day freight. 
Holding Costs
Inventory handling incurs some expenses that affect the profitability of a business. These are costs such as storage costs, handling costs, rent expenses, obsolescence costs among others (Jaber, 2009). Thus, an organization should determine the level of inventory that does not involve extra expenses and reduce the profitability of the end products. The holding cost of Al-Baik Corporation is 38SAR per unit held in a given year. Thus, the more the firm holds a higher level of inventory, the higher the holding expenses to an organization and vice versa. The firm requires 2000 units of microwave parts. Therefore, assuming the firm demand 2000 units in a year, the firm incurs 76,000 SAR. 
Al-Baik requires 2000 units in either the two-day freight or five-day freight shipping alternatives. Therefore the holding cost is irrelevant in evaluating the best alternative to ship the products. A choice of either the other options will not save the firm the holding cost. This argument is supported by lack of demand estimate of the microwaves. The case does not indicate the demand forecast of the firm products, and thus, the firm will incur the holding cost of 2000 units in choosing either alternative. 
Ordering Cost
Ordering costs are expenses incurred by an organization from the time of placing an order until an order is received by the organization (Jaber, 2009). Ordering costs include costs such as communication expenses, expenses incurred by the purchasing personnel, and the cost of transactions among other costs. The ordering costs of the two alternatives for 2000 units are similar. However, the five-day freight saves Al-Baik Company 750 SAR. The saving cost is a relevant cost in determining the best option between the two alternatives. This is because the firm either saves or losses 750 SAR in choosing either of the alternatives. If the firm decides to use the two-day freight, it losses 750 SAR offered by the five-day alternative. However, if the company chooses five-day freight, it saves 750 SAR and therefore reducing the overall cost of purchasing the products. 
Differential Analysis
A differential analysis is an analysis used in making the best decision among alternative. The analysis considers the costs or revenues that different options incur or generate differently ("Using Differential Analysis to Make Decisions", 2017). Thus, the analysis avoids the costs or revenues that make no difference on choosing an alternative among the available options. The analysis applies the relevant cost or revenue as discussed above and ignores the irrelevant costs or revenues. In this case, the 750 SAR saving on the five-day freight is the relevant cost while the holding cost is irrelevant cost
Table 1: Differential Analysis
	
	Alternative 1: Two-Day Freight 
	Alternative 2: Five-Day Freight 
	Differential Loss/ Gain 

	Holding cost 
	2000*38 SAR = 76,000 SAR 
	2000*38 SAR = 76,000 SAR 
	0

	Freight saving 
	Nil 
	750 SAR 
	750 SAR

	Total relevant cost 
	76,000 SAR 
	75, 250 SAR
	750 SAR



The differential analysis above indicates that the firm will incur 76,000 SAR if a two-day freight is chosen and 75,250 SAR if a five-day delivery is accepted. Therefore, five-day freight is the best alternative that Al-baik should use in shipping the microwave parts as it saves the company 750 SAR. 


Conclusion
When deciding on the best alternatives from a variety of choices, it is essential to determine the relevant costs or revenues and irrelevant costs or revenues. The best alternative is the one that reduces the overall cost or increases the revenue to the business.















References
Jaber, M. (2009). Inventory management. Boca Raton: CRC Press.
Using Differential Analysis to Make Decisions. (2017). Saylordotorg.github.io. Retrieved 30	November 2017, from https://saylordotorg.github.io/text_managerial-accounting/s11-01	using-differential-analysis-to.html


