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The main advantage of PPB for lot sizing is that, like EOQ, it attempts to find a minimum cost 
solution by balancing ordering or setup costs and inventory carrying cost. Unlike EOQ, in PPB both 
the order quantity and the period number of lot sizing varies. Consequently, it is also effective for 
the items whose demand is unstable, whereas EOQ is suitable only for those items whose demand is 
stable.

Potential Benefits and Drawbacks of MRP
The benefits of MRP systems for manufacturers include reduction in inventory costs, the ability to 
track material requirements, and greater efficiency of capacity.

INVENTORY BENEFITS
Because MRP systems place more emphasis on the timing of the order placement for materials and 
components rather than quantity ordered, inventories of these materials and components are made 
available only when they are needed. Consequently, production managers can minimize in-process 
inventories and their associated carrying costs.

ABILITY TO TRACK MATERIAL REQUIREMENTS
An MRP system gathers the information on end-item requirements 
provided by the master schedule, available inventories from the 
inventory status file, and the information on subassemblies and 
components needed to produce the end product and the manu-
facturing sequence from the BOM file. Using this information and 
through explosion, MRP systems can accurately track material 
requirements. In addition, with a backflushing capability, which is 
accurate reporting of completed items, MRP systems can accurately 
track component and material requirements and use. In backflush, 
an end item’s BOM is exploded to determine the quantities of 
component parts, material, and subassemblies that were used to 
make the item. In a material backflush transaction, when a shop 
order is received, the material required for that shop order is issued 
automatically. For example, if each printed circuit board requires 
two transistors, then a shop order of 200 printed circuit boards 
requires 400 transistors. Therefore, a shop order receipt of 100 
printed circuit boards would automatically prompt a backflush of 
200 transistors (100 received / 200 ordered × 400 required). Thus, 
in single-issue transactions or for low-cost, high-volume items, a 
backflushing transaction can save time but still capture the mate-
rial use on a shop order.

TABLE 18.18: Calculating Lot Size Using PPB Over Periods 7 to 10 of the Planning Horizon

PERIODS 
COMBINED

LOT-SIZE (CUMULATIVE NET 
REQUIREMENTS) SETUP COST PART-PERIODS

INVENTORY CARRYING 
COST

7 30 $100 0 0 × $1 = 0

7, 8 80 $100 50 × 1 50 × $1 = $50

7, 8, 9 110 $100 50 × 1 + 30 × 2 100 × $1 = $110

7, 8, 9, 10 150 $100 50 × 1 + 30 × 2 + 40 × 3 230 × $1 = $230

TABLE 18.19: Final MRP Production Schedule

WEEK 1 2 3 4 5 6 7 8 9 10

Net Requirements   30 50 20   60 60 20   30 50 30 40

Planned Order Receipts 100 140 110 40

One benefit of using MRP 
systems is the ability to 
track material requirements. 
Utilizing backflushing can 
track material use in addition 
to saving time placing orders.
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Backflushing: enables 
accurate reporting of 
completed items. In 
a backflush, an end 
item’s BOM is exploded 
to determine the 
quantities of component 
parts, material, and 
subassemblies that were 
used to make the item


