BA 3320
Dr. Campbell

BA 3320 - Review Problems


1. Suppose a firm that makes training videos uses 600 blank video tapes per month on average.  They order the blank video tapes from a supplier for $2 per tape.  The order cost is $44 and the cost to hold a video tape for one year is $0.44. 

a) What is the best order amount to minimize total cost?

b) What is the total cost?

c) How many orders are made each year?

d) What would be the total cost if they order once each month?

e) Suppose the tape supplier offers a reduced price of $1 per tape for orders of 1500 or more, and a super-reduction to $0.50 per tape for orders of 2200 or more.  The holding cost for a tape is 22% of the price per year. How large should be order size to minimize total costs? 

2. A company manufactures three styles of calculators.  The basic calculator has a forecast demand of 5200 per year and costs $10. The setup cost for the basic calculator is $120 and the holding cost in $1.50 per year.  Basic calculators can be produced at the rate of 150 per day. Assume 260 days per year.

a) How many basic calculators should be produced in each production run?

b) How long is each production run of basic calculators?

c) How many production runs per year are there for the basic calculator?

d) What is the total annual cost for the basic calculators?

e) How long is the time between the beginnings of two subsequent production runs of basis calculators?

BA 3320 - Review Problems - Answers


1. D = 7200/year; S = $44/order; H = $0.44/year; P = $2/tape

a) EOQ = 1200 tapes

b) TC = 264 + 264 = $528/year

c) D/Q = 6 orders

d) Q = 600
TC = 528 + 132 = $660/year

e)  price = $2/tape
EOQ = 1200 tapes  
in range


TC = 264 + 264 + 2(7200) = $14,928/year

price = $1/tape
EOQ = 1697 tapes
in range

TC = 186.68 + 186.67 + 1(7200) = $7573.35/year

price = $0.50/tape
EOQ = 2400 tapes
in range


TC = 132 + 132 + 0.5(7200) = $3864/yr

Lowest price is $3864/year so order 2400 each time

2. D = 5200/year; S = $120/setup; H = $1.5/year; p = 150/day; d = 5200/260 = 20/day

a) POQ = 979.8 calculators

b) Q/p = 979.8/150 = 6.532 days

c) D/Q = 5200/979.8 = 5.307 runs/year

d) TC = 636.86 + 636.87 = $1273.73/year

e) Q/d = 979.8/(20/day) = 48.99 days

