
ECONOMIC ORDER QUANTITY TEST QUESTIONS

Economic order quantity is the level of inventory that minimizes the total inventory holding costs and ordering costs. It is
one of the oldest classical production.

This cost includes wages, the cost of the forms used in placing the order and so on. The economic order
quantity is the level of quantity at which the combined ordering and holding cost is at the minimum level.
Determine the approximate lenght of a supply order in days? How many months supply should the purchasing
department order at on time to minimize total annual cost of inventory? Last year the company sold 2 tonnes
of cement. What are the holding and setup costs for this item? Example Ground Coffee shop uses 3 kgs of a
specialty tea weekly; each kg. What would the annual ordering cost be? Holding costs are 1. What would the
average inventory be? Mostly, it is directly proportional to the number of orders placed during the year which
means If the number of orders placed during the year increases, the annual ordering cost will also increase and
if, on the other hand, the number of orders placed during the year decreases, the annual ordering cost will also
decrease. Every order placed by the wholesaler cost 10 MU in administration charges regardless of the number
ordered? Determine the optimal number of pencils for the bookstore to purchase and the time between
placement of orders. The total ordering cost usually varies according to the frequency of placing orders.
Examples of costs associated with holding of inventory include occupancy of storage space, rent, shrinkage,
deterioration, obsolescence, insurance and property tax etc. The total holding cost usually depends upon the
size of the order placed for inventory. If the shelf life of the milk is only 5 days, how many kilos should be
ordered at a time. Leyla, estimates that it costs 10 MU every time when an order is placed. Example 2 pencils
at the EMU bookstore are sold at a fairly steady rate of 60 per week. A brief explanation of both the costs is
given below: Ordering costs The ordering costs are the costs that are incurred every time an order for
inventory is placed with the supplier. Farmerson, has decided to determine by use of the EOQ model the best
quantity to obtain in each order. Keeping the annual demand constant if for example the number of orders
decreases, the ordering cost will also decrease but the holding cost will rise and vice versa. The owner believes
the assumptions of the EOQ model are met reasonably well. The total holding cost is some time expressed as a
percentage of total investment in inventory. Minimization of inventory cost is her objective. What is the ROP?
Each order costs 35 MU. Mostly, the larger the order size, the higher the annual holding cost and vice versa.
Demand for cement is reasonably constant throughout the year. The warehouse manager has decided to do a
detailed study of inventory costs associated with Sergio Beer, the 1 selling TT beer. Find the annual total
inventory cost Solution: a. Assume the basic EOQ model with no shortages applies. The economic order
quantity is computed by both manufacturing companies and merchandising companies. What is the optimal
order quantity?


