Exercises on Inventory Management
(5% for participation score)
Instructions:
1. Team up for 3-4 students per group.
2. Complete these 6 question items by typing. Languages and calculations must be carefully proved.  
3. Email your work to OM201BE@gmail.com by 12 PM. of 4 November 2020. Punctuality is a MUST.
-------------------------------------
1) Montegut Manufacturing produces a product for which the annual demand is 10,000 units. Production averages 100 units per day, while demand is 40 units per day. Holding costs are $2.00 per unit per year, and setup cost is $200.00. 
(a) If the firm wishes to produce this product in economic batches, what size batch should be used? 
(b) What is the maximum inventory level? 
(c) How many order cycles are there per year? 
(d) What are the total annual holding and setup costs?

[bookmark: _GoBack]2) The annual demand, ordering cost, and the annual inventory carrying cost rate for a certain item are D = 600 units, S = $20/order and I = 30% of item price. Price is established by the following schedule. What should the order quantity be in order to minimize the total annual cost?
	Quantity
	1 to 49
	50 to 249
	250 and up

	Price
	$5.00 per unit
	$4.50 per unit
	$4.10 per unit



3) Central University uses $123,000 of a particular toner cartridge for laser printers in the student computer labs each year. The purchasing director of the university estimates the ordering cost at $45 and thinks that the university can hold this type of inventory at an annual storage cost of 22% of the purchase price. How many months' supply should the purchasing director order at one time to minimize the total annual cost of purchasing and carrying?

4) The soft goods department of a large department store sells 175 units per month of a certain large bath towel. The unit cost of a towel to the store is $2.50 and the cost of placing an order has been estimated to be $12.00. The store uses an inventory carrying charge of I = 27% per year. Determine
(a) the optimal order quantity
(b) the order frequency
(c) the annual holding and setup cost. 
If, through automation of the purchasing process, the ordering cost can be cut to $4.00, what will be 
(d) the new economic order quantity
(e) the order frequency
(f) annual holding and setup costs? 
Explain these results.

5) A firm that makes electronic circuits has been ordering a certain raw material 250 ounces at a time. The firm estimates that carrying cost is I = 30% per year, and that ordering cost is about $20 per order. The current price of the ingredient is $200 per ounce. The assumptions of the basic EOQ model are thought to apply. For what value of annual demand is their action optimal?

6) A printing company estimates that it will require 1,000 reams of a certain type of paper in a given period. The cost of carrying one unit in inventory for that period is 50 cents. The company buys the paper from a wholesaler in the same town, sending its own truck to pick up the orders at a fixed cost of $20.00 per trip. Treating this cost as the order cost, 
(a) What is the optimum number of reams to buy at one time? 
(b) How many times should lots of this size be bought during this period? 
(c) What is the minimum cost (holding and setup) of maintaining inventory on this item for the period? 
(d) Of this total cost, how much is carrying cost and how much is ordering cost?
