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Supply Services
A Self Study Guide for Members and Staff of Agricultural Cooperatives

LESSON THREE:  Deciding how much and when to order

Objective:  To review the pros and cons of ordering small or large 
amounts of stock and look at how to evaluate discount offers, monitor 
what is in stock and set trigger points for ordering new stock.

Certain farm supplies are not seasonal but are needed all year round.  Suppose, for 
example, that your members buy some 50 hoes every month or 600 in a year. You must 
decide how many hoes to order from your supplier at a time, i.e., how often should you 
order hoes?  The decision is important and is not easy.

If you order a very large quantity, say 600 hoes, the stock should last the whole year.  If 
you order just a few hoes, say 6, you will have to order again after just a few days.

Let us look at the advantages of ordering a lot of hoes.  

 You would be certain not to run out of stock for a long time, even if hoes ceased to be 
available elsewhere.

 You would certainly get a price reduction for a large order.

 Transport costs would be low, as you would collect the hoes once instead of several 
times.

 Your administrative work would be reduced; you would not have to bother about 
placing and receiving orders for a long time.

 Your members would be protected from future price increases.
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On the other hand, what would be the advantages of ordering only a small number of hoes?

 You would "tie up" very little money in the stock of hoes, leaving plenty for other 
things which your members might need.

 You would not need to borrow money from the bank to pay for a small number of 
hoes, so you would avoid paying interest on loans.

 You would sell the stock quickly; the hoes would not go rusty.

 The hoes would take up very little space.

 Insurance would cost less; risk of theft or fire would be less.

 If a new design or cheaper supplier appeared you would not be "stuck" with a large 
quantity of the old model.

But having a small stock also means that you accept such disadvantages as:

 higher administrative costs to issue orders, receive the goods, pay the bills, and so on;

 higher transport costs due to the many trips required;

 reduced profits if you were to run out of stock and members had to buy elsewhere.

There are good arguments on both sides.  It is your responsibility to use your finance 
effectively and to give good service to the members. It is obvious that you would not
order 600 or 6 hoes.  Again, you would have to decide on the ideal point between the two 
extremes. Suppose you take a realistic decision to order 100 hoes at a time, or enough for 
two months.

Rate of "stock turn"

If you order 100 hoes, it will take you two months to sell the stock.  You then re-order for 
another two months and so on. We can say that you "turn your stock" six times in a year.
If you ordered 300 hoes at a time, you would turn the stock only twice in a year.

Usually traders find it more economical to have a quick stock turn.  That means that they
order rather small quantities which they can sell in a few weeks or months. That way they 
do not tie up too much capital in each item in stock and can earn a higher surplus on their 
capital.

The following simplified example will explain the idea:

 Manager Cloggan had T$10,000 available1. He used the money to buy a large stock of 
the most needed commodities, which lasted for a whole year.  He made a surplus of 
T$1,000 that year.

 Manager Davies also had T$10,000. He used the money to buy many different products, 
buying a smaller stock of each. In three months he had sold everything and recovered
the money.  He made a surplus of T$1,000 in three months.

He could buy new stock and repeat this business four times in a year! So he had 
invested T$10,000 in his stock, like Cloggan, but he had a return of T$4,000.  That is 
four times more than Cloggan and, in addition, he could help his members better by 
selling more different items.

                                           
1 We use an imaginary currency in these study guides called "Training Dollars and cents" (T$ and ¢).
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Quantity discounts

One day you call the manufacturer of hoes to place your order for 100 hoes as usual. He 
says, "Why not make it 600? I will give you 5% discount, so you pay T$9.50 instead of T$10 
each."  

600!  That is enough for a year, but you would save T$300!  Would you accept his offer?

This kind of quantity discount is quite common, but a wise manager had better think twice 
before he accepts. Let's take a closer look at this offer.

Saving, if you order 600 hoes: 600 x T$0.50 = T$300

Money tied up:
a) If you order 600: 600 x T$9.50 = T$5,700
b) If you order 100: 100 x T$10 = T$1,000

Therefore, additional money tied up: = T$4,700

If you order 600 hoes, you will not tie up T$4,700 for the whole year.  At the beginning it 
will all be tied up, but as the year goes on the hoes will be sold and the money will be 
released.  At the end of the year nothing extra will be tied up.

The average additional amount of money tied up will be halfway between the full amount 
and zero, i.e., T$2,350.

How can you decide whether it is worth tying up T$2,350 in hoes in order to save T$300?
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The answer depends on where you are 
proposing to get the money to buy so many 
hoes. Will you borrow it from a bank?

If so, there will be an interest cost. If the 
bank charges 10%, you will have to pay 
T$235 to borrow T$2,350 for a year, but 
you will save T$300, so it could be worth 
taking the loan and buying 600 hoes. You 
will save T$65.

Perhaps you cannot borrow money from the bank.  If that is the case, and you still want to 
order 600 hoes, you would not be able to buy something else which you normally keep in
stock.  This would also cost you money because you would lose the profit you would have 
made on that. How much would you lose?

Suppose that you make 10% on your sales of other products and sell your stock in two 
months. 10% of T$2,350 is T$235. In one year you would earn that amount six times,
which makes T$1,410.  This is obviously much better than the T$300 you would earn on the 
quantity discount on hoes. So you would do better not to take the manufacturer's offer.

If you could only expect to buy and sell one batch of other goods for T$2,350 in one year, 
then you would only make a surplus of T$235 during the year.  In this case, it seems to be 
better to spend all the money on hoes in order to gain the T$300 saving. But what would 
the members say if you suddenly stopped supplying some other items? You have to satisfy 
your members as well as making a profit....

When to order

In addition to knowing how much to order, you must 
also know when to order. Of course, you cannot 
wait to order until the stock is "almost finished".
You would then run out of stock because hardly any 
suppliers deliver immediately.  Some even take 
several months.

You have to estimate how many goods you will sell 
from the time you place an order until you actually 
receive the goods.

If you know the delivery time and your sales per week you can work out a "trigger figure" 
for each item.  When the stock reaches that figure, you must re-order.
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For example, your supplier of chicken feed can be expected to deliver one week after you 
place your order.  You sell about 40 bags every month. That means you must order when
there are 10 bags left. But even then there is a risk that you might run out of stock if sales 
increase or delivery is delayed. To be on the safe side, you decide to order feed when the 
stock is down to 15 bags. Your trigger figure for chicken feed is 15.

This is how you decide trigger figures or "minimum stock levels" for all items in your stock.

It is essential for a manager to have a proper ordering system; otherwise he will frequently 
run out of some items, while having excessive stock in others.

Stock control

Certain basic information is needed to allow the ordering system to function.

 You must know the amount in stock at any given time and the minimum stock level 
(the trigger figure).

 You must know the quantity to be ordered.
 You must have a record of orders already placed.

Most co-operatives have a bin-card for each item in stock, which gives the necessary 
information.  

The storeman makes a note on the bin-card every time he sells an item or receives new 
supplies.  The bin-card is thus the basis for ordering. There is no need to count the stock 
in the warehouse every day or week. The staff just keeps an eye on the trigger figure 
noted on the card and places an order as soon as stock is down to that level.

There is an example bin-card on the next page for tins of rat poison.  
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Bin-card:

This is the information that has been recorded on it:

 On 1.11 the stock of rat poison is 8 tins.

 On 4.11 the storeman sells one tin.
He writes "1" in the out-column and the remaining stock "7" in the balance column.  The 
note "S141" is a reference to the actual sales note for this sale.  The salesman also puts 
his signature in the last column, so it is possible to see who actually took the things out
of the stock.

 On 7.11 he sells three tins.  
The new balance is four.  He can see that the trigger figure is five, so he must
immediately order a new supply. In the remarks column he notes that an order has 
been sent.

 On 10.11 two more tins are sold.  There should be only two tins left.

 On 11.11 the new supplies arrive.
The amount is entered on the bin-card, together with the delivery note number 6141.
Stock is now up to 17.

 On 15.11 two tins are sold.

Placing orders

When you send an order to your supplier, you should use a special form like the one on the 
next page.   Even when you order goods by telephone, you should fill in such a form. You 
should keep a copy of the orders in a special file or binder. You will need them when you 
check the goods on arrival and in case of any disagreement with the supplier.
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Check to see if the order forms your society use contain the following information:

 Your society's name and address.

 The signature of the person authorised to order goods.

 The supplier's name and address.

 The goods ordered – type and quantity.

 The price and payment terms.

 The date the order was placed.

 The date the delivery was required.

 The point to which delivery should be made.


