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TRUE/FALSETRUE/FALSE

6.16.1 InvInvententory ory is sis such uch an exan expenpensivsive e asseasset tht that it at it may may accoaccount unt for afor as mus much ach as 40 ps 40 perceercent nt of a of a firmfirm's's
invested capital.invested capital.

ANSW!" #!$ANSW!" #!$

6.%6.% It It is is imimpopossssi&i&le le to to havhave e la&la&or or stostored red in in ininveventntoryory..

ANSW!" A(SANSW!" A(S

6.)6.) #he o&#he o&*ec*ectivtive of ine of invenventortory cony control itrol is to mis to minimnimi+e i+e custcustomomer diser dissatisatisfactsfaction dion due to iue to invnvententory cory contontrolrol
outa,es- called stocouts.outa,es- called stocouts.

ANSW!" A(SANSW!" A(S

6.46.4 WhiWhile mle most larost lar,e o,e or,ar,ani+ni+atioations dons don't nn't need eed invinvententory plory plannannin, in, and coand controntrol- it is neal- it is nearly esrly essensentiatial forl for
manufacturin, firms.manufacturin, firms.

ANSW!" A(SANSW!" A(S

6./6./ eeneneralrallyly- s- suppupply ly anand dd dememanand d ilill l &e &e coconsnstantant fot for a prr a prodoductuct..

ANSW!" A(SANSW!" A(S

6.66.6 InvInvententory ory concontrol trol may may &e co&e consinsiderdered ed a coma commomon thn thread read that tthat ties aies all oll of the f the funfunctioctions anns and ded departmpartmententss
of an or,ani+ation to,ether.of an or,ani+ation to,ether.

ANSW!" #!$ANSW!" #!$

6.26.2 3e3eletlett at acard card devdeveloeloped ped an ian invnvententory ory momodedel l &ased &ased on on difdifferferent ent marmarets.ets.

ANSW!" #!$ANSW!" #!$

6.56.5 In thIn the dee decoucoupliplin, n, funfunctioction- somn- some ine invenventortory may may &e sty &e stored ored &et&eteeeen en each pach produroductioction pron process tcess to acto act
as a &uffer.as a &uffer.

ANSW!" #!$ANSW!" #!$

6.6. coconomnomic ic ordeorder 7ur 7uantiantity ty 89:89:; ana; analyslysis has is has recerecentlntly &y &ecoecome me practpractical aical as a cons a conse7se7uenuence ce of hof hi,hi,h<<
speed computers.speed computers.

ANSW!" A(SANSW!" A(S

6.106.10 When When a firm reca firm receiveeives its s its inveinventory ntory over over a period a period of timof time- a moe- a model del is neis needeeded td that doehat does nos not re7ut re7uireire
the instantaneous receipt assumption.the instantaneous receipt assumption.

ANSW!" #!$ANSW!" #!$

1)1)
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6.16.111 In In ththe e &a&asisic c 9: 9: mmododelel- i- if tf the he ==00 is dou&led- the resultant 9: is dou&led. is dou&led- the resultant 9: is dou&led.

ANSW!" A(SANSW!" A(S

6.16.1%% #he #he reoreordrder per poioint nt occoccurs durs duriurin, n, a stoa stoccouout sit situatuatiotion.n.

ANSW!" A(SANSW!" A(S

6.1)6.1) Safety Safety stocstoc is  is i,ni,noreored d hehen cn comomputiputin, n, the the reorreorder der poipoint.nt.

ANSW!" A(SANSW!" A(S

6.146.14 A>= anaA>= analyslysis cate,is cate,oriori+es in+es invenventortory inty into %6 diffo %6 differeerent catent cate,or,ories foies for compr computer anauter analylysis.sis.

ANSW!" A(SANSW!" A(S

6.1/6.1/ ServService ice levlevel iel is the s the chanchance- mce- measueasured ired in pern percencent- that tht- that there ere ill ill &e a stoc&e a stocouout.t.

ANSW!" A(SANSW!" A(S

6.166.16 A A stocstocouout is a sit is a situatituation ton that ochat occurs curs hen hen therthere is ne is no ino invenventory tory on hon handand..

ANSW!" #!$ANSW!" #!$

6.126.12 Not Not all all or,or,aniani+ati+ations ons are reare re7ui7uired red to to or or itith ih invenventontoryry..

ANSW!" A(SANSW!" A(S

6.156.15 #he f#he first step irst step in din develevelopinopin, a, an invn inventory entory control control process process is idis identientifyinfyin, a , a methmethod od to forto forecastecast
demand.demand.

ANSW!" A(SANSW!" A(S

6.16.1 #he co#he concencept of inpt of inveventontory is appry is applicalica&le to &&le to &oth moth manufaanufacturicturin, ann, and servd service oice or,ar,ani+ni+atioations.ns.

ANSW!" #!$ANSW!" #!$

6.%06.%0 As tAs the he amoamount unt of iof invenventontory rry risesises- the - the totatotal cosl cost to tt to the he firm firm also also riserises.s.

ANSW!" A(SANSW!" A(S

6.%16.%1 #he purpo#he purpose of se of the the 9: mo9: model del is to is to achievachieve a &ae a &alance &lance &eteeeteen n the cthe cost of ost of holdiholdin, n, inveinventory ntory andand
the cost of stocouts.the cost of stocouts.

ANSW!" A(SANSW!" A(S
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6.%%6.%% 9ne 9ne of thof the assume assumptions ptions of thof the 9e 9: mo: model del is that is that orders orders for infor inventventory ory are placeare placed ped periodicriodicallyally
8eely- monthly- etc.;.8eely- monthly- etc.;.

ANSW!" A(SANSW!" A(S

6.%)6.%) ortunatelyortunately- th- the e 9: mo9: model del is relatis relatively ively inseninsensitivsitive e to mto minor inor errors in errors in our forecour forecast of ast of demademand.nd.

ANSW!" #!$ANSW!" #!$

6.%46.%4 #he 9#he 9: mod: model mel maes taes the asshe assumpumptiotion that inn that inveventontory spory spoila,ila,e and pie and pilfelfera,e cra,e costs are +eosts are +ero.ro.

ANSW!" A(SANSW!" A(S

6.%/6.%/ #he o#he o&*e&*ectictive ove of mof most inst invenventory tory momodedels is tls is to mio minimnimi+e i+e stocstocououts.ts.

ANSW!" A(SANSW!" A(S

6.%6.%66 #he #he 99: is : is dedefifinened d &y t&y the he inintetersersectiction on of of ththee OrderOrdering Cost ing Cost CurveCurve and the and the Total Cost CurveTotal Cost Curve..

ANSW!" A(SANSW!" A(S

6.%26.%2 $nd$nder ther the assume assumptions ptions made made to deto develovelop thp the 9e 9: mo: model- del- avera,e avera,e inveninventory tory is onis one e half thhalf thee
maximum inventory.maximum inventory.

ANSW!" #!$ANSW!" #!$

6.%56.%5 #he #he 9: m9: model odel is reis relativellatively y inseinsensitivnsitive e to mto minor inor violaviolations tions of tof the he &asic assum&asic assumptions.ptions.

ANSW!" #!$ANSW!" #!$

6.%6.% #he pro#he production duction run morun model del is also is also useful useful hen hen a firm purca firm purchases inhases inventventory ory hich hich is then is then delidelivereveredd
over a period of time.over a period of time.

ANSW!" #!$ANSW!" #!$

6.)06.)0 WWe can e can devedevelop lop an 9: man 9: model odel for any for any situation situation for hifor hich ch e cae can defin define ne an ?ordean ?orderin,? rin,? cost 8orcost 8order-der-
setup- etc.; and a holdin, cost.setup- etc.; and a holdin, cost.

ANSW!" #!$ANSW!" #!$

6.)16.)1 If e If e ish ish to usto use the e the 9: m9: model odel in a in a situation situation here here there there are 7uantare 7uantity ity discoudiscounts- the nts- the optimoptimalal
solution is the 9: hich is appropriate for the loest- discounted- cost.solution is the 9: hich is appropriate for the loest- discounted- cost.

ANSW!" A(SANSW!" A(S

6.)%6.)% Safety Safety stocstoc can & can &e used e used to ?coto ?compmpensensate? ate? for varfor variatiiation ion in den delivlivery ery lealead timd times.es.

ANSW!" #!$ANSW!" #!$

6.))6.)) WWe e can usualcan usually ly determdetermine ine an appropriate an appropriate safety safety stoc stoc even even if e if e are una&le are una&le to accurately to accurately assess thassess thee
actual cost of a stocout.actual cost of a stocout.

ANSW!" #!$ANSW!" #!$
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6.)46.)4 In In A>= A>= inveinventory ntory analysianalysis- items s- items in thin the ?Ae ?A? ,ro? ,roup shouup should hld have tave the lhe loesoest dolt dollar value lar value to the to the firm.firm.

ANSW!" A(SANSW!" A(S

@6.)/@6.)/ 9ne reaso9ne reason invn inventory entory is re7uireis re7uired is the d is the unevuneven flen flo of reo of resources throsources throu,h a comu,h a companypany..

ANSW!" #!$ANSW!" #!$

@6.)6@6.)6 #he lo#he loer the lever the level of iel of invennventorytory- the lo- the loer the coer the cost to ac7uire and store thst to ac7uire and store the invee inventoryntory- &ut the- &ut the
,reater the effort to trac inventory re7uired to avoid stocouts.,reater the effort to trac inventory re7uired to avoid stocouts.

ANSW!" #!$ANSW!" #!$

@6.)2@6.)2 A A loloer lever level el of invof inventoentory savery saves costs in s costs in to ayto ays. s. It costs lesIt costs less to ac7us to ac7uire and ire and store the store the inveinventoryntory--
and it decreases the effort re7uired to avoid stocouts.and it decreases the effort re7uired to avoid stocouts.

ANSW!" A(SANSW!" A(S

@6.)5@6.)5 #he cost#he costs invos involvelved in d in a typical ia typical invennventory mtory model odel are" are" order cosorder costs- mana,ets- mana,ement ment costs- and hcosts- and holdioldin,n,
costs.costs.

ANSW!" A(SANSW!" A(S

@6.)@6.) $nd$nderstandierstandin, the in, the invennventory cotory control procentrol process is a si,nificanss is a si,nificant part of the pro&lem ot part of the pro&lem of invenf inventory mtory modelodel
 &uildi &uildin,.n,.

ANSW!" #!$ANSW!" #!$

@6.40@6.40 #he co#he conomnomic 9rdic 9rder :uantity er :uantity helps helps one one estimaestimate the te the optimoptimal numal num&er of un&er of units to purchits to purchase itase ithh
each order.each order.

ANSW!" #!$ANSW!" #!$
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MULTIPLE CHOICEMULTIPLE CHOICE

66..4411 IInnvveennttoorryy

8a;8a; is any stois any stored resored resource useurce used to satisd to satisfy current ofy current or future neer future need.d.
8&;8&; includincludes ra materials- or<ies ra materials- or<in<procen<process- and finishess- and finished ,ood ,oods.ds.
8c;8c; levellevels for finiss for finished ,hed ,oods are a direct funoods are a direct function oction of demanf demand.d.
8d;8d; needs from needs from ra materials throu,h finished ra materials throu,h finished ,oods can ,oods can &e reasona&ly determined&e reasona&ly determined- once - once finishedfinished

,oods demand is deter,oods demand is determined.mined.
8e;8e; all all of of ththe ae a&o&oveve

ANSW!" eANSW!" e

6.4%6.4% xtra xtra invinvententory ory that that is is used used to to avoavoid id stocstocoouts uts is is nonon n asas

8a;8a; planplanned ned shoshorta,rta,es.es.
8&;8&; 7uan7uantity tity disdiscoucounts.nts.
8c8c;; sasafefety sty stotocc..
8d8d;; serservivice lece levevel.l.
8e;8e; A>= A>= anaanalylysissis..

ANSW!" cANSW!" c

6.46.4)) As As ththe se serervivice ce lelevevel l inincrcreaeaseses-s-

8a;8a; safety safety stoc stoc increases increases at a deat a decreasin, creasin, rate.rate.
8&;8&; safety stosafety stoc inc increases creases at an increat an increasin, asin, rate.rate.
8c;8c; safety safety stoc stoc decreasedecreases at an s at an increasiincreasin, n, rate.rate.
8d;8d; safety safety stoc stoc decreasedecreases at a ds at a decreasiecreasin, n, rate.rate.
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" &ANSW!" &

6.46.444 As As ththe se serervivice ce lelevevel l inincrcreaeaseses-s-

8a;8a; carryin, carryin, cost icost increases ncreases at an inat an increasin, creasin, rate.rate.

8&;8&; carryin, carryin, cost icost increases ncreases at a decreat a decreasin, asin, rate.rate.8c;8c; carryin, carryin, cost cost decreasedecreases at s at a decra decreasin, easin, rate.rate.
8d;8d; carryin, carryin, cost dcost decreases ecreases at an inat an increasin, creasin, rate.rate.
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" aANSW!" a
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6.46.4// WhWhicich of h of ththe foe follllooinin, i, is nos not a ust a use of ie of invnvenentotoryry

8a;8a; the dthe decoecoupluplin, in, funfunctioctionn
8&;8&; the trthe transluanslucencent funct functiotionn
8c;8c; an ian inflnflatioation n hedhed,e,e
8d;8d; allo allo for 7for 7uantity uantity discodiscountsunts
8e;8e; to avoto avoid stid stococoutouts and shs and shorta,orta,eses

ANSW!" &ANSW!" &

6.466.46 In mIn maiain, n, invinvententory ory decdecisiisionsons- the - the purpopurpose ose of the f the &asi&asic moc modedel is l is toto

8a;8a; miniminimi+e mi+e customcustomer er dissatisfactdissatisfaction.ion.
8&;8&; miniminimi+e mi+e stoc stoc on on hand.hand.
8c;8c; minminimimi+e i+e carrycarryin, coin, costs.sts.
8d;8d; miniminimi+e mi+e orderinorderin, , costs.costs.
8e;8e; miniminimi+e mi+e the sum the sum of carryin, of carryin, costs and ordcosts and orderin, erin, costs.costs.

ANSW!" eANSW!" e

6.426.42 WhiWhich och of thf the foe follolloiin, n, factofactors is 8arrs is 8are; noe; not int inclucluded ded in oin orderrderin, in, costcost

8a8a;; &i&ill ll papayyinin,,

8&;8&; o&so&sololesescecencncee
8c;8c; purchasin, purchasin, departmdepartment ent overhoverhead ead costscosts
8d;8d; inspectinspectin, in, incomincomin, in, inveninventorytory
8e;8e; develdevelopiopin, ann, and send sendin, din, purchase ordpurchase ordersers

ANSW!" &ANSW!" &

6.456.45 WhiWhich och of thf the foe follolloiin, n, factofactors is 8arrs is 8are; noe; not int inclucluded ded in cin carryarryin, cin, costost

8a8a;; spspoioilala,e,e..
8&;8&; o&so&sololesescecencnce.e.
8c;8c; coscost ot of cf capapitaital.l.
8d;8d; inspectinspectin, incin, incomiomin, invn, inventorentoryy..
8e;8e; arearehouhousinsin, ove, overherhead costad costs.s.

ANSW!" dANSW!" d

6.46.4 A A falsfalse ste statematement ent a&oua&out 9: t 9: or eor econconomomic ic ordorder 7er 7uantuantity ity is tis that ihat itt

8a;8a; is relis relativatively ely easy easy to usto use.e.
8&;8&; is one is one of the mof the most commonost commonly used ly used inventory inventory control techni7ues.control techni7ues.
8c;8c; is one of this one of the oldee oldest invest inventory contory control tecntrol techni7hni7ues.ues.
8d;8d; as developed as developed durin, the second durin, the second WWorld orld WaWar.r.
8e;8e; is the 7uantiis the 7uantity herty here the total anne the total annual carryin, cost and toual carryin, cost and total annual orderital annual orderin, costn, costs are e7ual.s are e7ual.

ANSW!" dANSW!" d

6./06./0 WhiWhich ch of tof the he folfolloloiin, n, is nis not an ot an assumassumptioption fon for the r the &asi&asic 9: mc 9: mododelel

8a;8a; 9nly an i9nly an inte,ente,er num&r num&er of orders can &er of orders can &e made ee made each yach year.ear.
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8&;8&; :uantity :uantity discodiscounts unts are not are not possi&lpossi&le.e.
8c;8c; InvenInventory rectory receipt is eipt is instantaninstantaneous 8all eous 8all at once;.at once;.
8d;8d; With With orders placed orders placed at the correct time- that the correct time- there ill ere ill &e no shorta&e no shorta,es.,es.
8e;8e; BeBemamand ind is ns noon.n.

ANSW!" aANSW!" a

6./16./1 or thor the &ase &asic 9ic 9: mo: modeldel- h- hich ich of thof the foe follolloiin, n, relarelatiotionshnships iips is nos not truet true

8a;8a; #he optimal nu#he optimal num&er of orders per year e7uals annual demm&er of orders per year e7uals annual demand divand divided ided &y the 9:.&y the 9:.
8&;8&; #he reorder point e7uals #he reorder point e7uals daily demandaily demand timd times the lead es the lead time in time in days.days.
8c;8c; #he avera,e dol#he avera,e dollar level olar level of invenf inventory e7utory e7uals unit price times orals unit price times order 7uantityder 7uantity..
8d;8d; AvAvera,e invera,e inventory lentory level evel e7uals one<half e7uals one<half the order the order si+e.si+e.
8e;8e; At 9:At 9:- orderin- orderin, , cost ecost e7uals 7uals carryin, carryin, cost.cost.

ANSW!" cANSW!" c

6./%6./% #he #he 9: 9: ouould ld doudou&le &le if eif eververytythinhin, , staystayed ced consonstanttant- exc- except ept thatthat

8a;8a; orderinorderin, co, cost decrst decreased eased &y a factor o&y a factor of fourf four..
8&;8&; carryin, carryin, cost incost increased creased &y a factor &y a factor of fourof four..
8c;8c; annual dannual demanemand ind increased creased &y a factor o&y a factor of fourf four..
8d;8d; ordeorderinrin, cos, costs dou&ts dou&ledled..

8e;8e; carrycarryin, in, cost cost doudou&le&led.d.

ANSW!" cANSW!" c

6.6.//)) #h#he e rereoordrder er ppooinint t isis

8a;8a; the the avera,e avera,e inveninventory tory levellevel..
8&;8&; the 7uantthe 7uantity leity level vel at hich at hich to place an ordto place an order for :.er for :.
8c;8c; the slothe slope of thpe of the inve inventory entory levelevel curvl curve.e.
8d;8d; here here orderinorderin, cos, cost e7uals t e7uals carryin, ccarryin, cost.ost.
8e;8e; founfound &y d &y a s7uare a s7uare root root formformula.ula.

ANSW!" &ANSW!" &

6./46./4 #he 9#he 9: mod: model el ithithout thout the inse instantatantaneoneous recus receipt aeipt assumssumptioption is comn is commomonly nly callcalled ted thehe

8a;8a; 7uan7uantity tity disdiscoucount mont modeldel..
8&;8&; safetsafety sty stoc oc modmodel.el.
8c;8c; planplanned ned shoshorta,rta,e moe modeldel..
8d;8d; prodproductiuction ruon run modn model.el.
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" dANSW!" d

6.//6.// In thIn the proe productioduction run n run modmodel el of 9of 9:- the :- the orderinorderin, c, cost of ost of the the &asic m&asic model odel is replis replaced aced &y th&y thee

8a8a;; sesetutup cp cosost.t.
8&;8&; stostoccouout cot cost.st.
8c;8c; carrcarryiyin, n, coscost.t.

8d8d;; matmaterierial al coscost.t.
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8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" aANSW!" a

6./6./66 SeSensnsititivivitity ay ananalylysisis of s of 99: re: refefers trs too

8a;8a; the attitude othe attitude of top mana,ef top mana,emenment toard the use ot toard the use of the 9: mof the 9: model.del.
8&;8&; an assessmenan assessment of the imt of the impact of o&solepact of o&solescencscence upon te upon the 9:.he 9:.
8c;8c; analysis of ho manalysis of ho much the 9: ill uch the 9: ill chan,e chan,e hen othen other varia&les chanher varia&les chan,e.,e.

8d;8d; a study of the impact of storin, inca study of the impact of storin, incompatompati&le produci&le products in the same arehots in the same arehouse.use.
8e;8e; analysis of thanalysis of the impact of stoce impact of stoc shorta,es o shorta,es on customn customers or on productiers or on production.on.

ANSW!" cANSW!" c

6./26./2 In tIn the he A>A>= ana= analylysis osis of inf invenventortoryy- th- the e A A ,rou,roup itep itemsms

8a;8a; are critical to the are critical to the functiofunctionin, nin, of the oof the or,anr,ani+ationi+ation..
8&;8&; are the mare the most expost expensivensive class e class of itemof items.s.
8c;8c; typicalltypically account for ovy account for over 20 percent of the er 20 percent of the companycompany's &usiness in 's &usiness in dollars.dollars.
8d;8d; typicalltypically account for a&out 10 perceny account for a&out 10 percent of a companyt of a company's inven's inventory itetory items.ms.
8e;8e; all all of of ththe ae a&o&oveve

ANSW!" eANSW!" e

6./56./5 !olf !olf StepSteps is ths is the proe productduction ion manamana,er f,er for a locor a local mal manufanufacturacturin, in, firmfirm. . #his #his comcompany pany prodproduceucess
staplers and other items. staplers and other items. #he annual #he annual demand demand for a particulafor a particular stapler is 1-600 units. r stapler is 1-600 units. #he hol#he holdin,din,
cost is C% per unit pcost is C% per unit per year. er year. #he cost of #he cost of settin, up the settin, up the production line production line for this is C%/. for this is C%/. #here are#here are
%00 orin, %00 orin, days per year. days per year. #he production #he production rate for this product is 50 per dayrate for this product is 50 per day. . If !olf decided If !olf decided toto
 produce  produce %00 units each %00 units each time time he started prohe started production duction of the stapof the stapler- hler- hat ould at ould his maximhis maximumum
inventory level &einventory level &e

88aa;; %%0000
88&&;; 115500
88cc;; 110000
88dd;; 00
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" &ANSW!" &
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6./6./ !olf !olf StepSteps is ths is the proe productduction ion manamana,er f,er for a locor a local mal manufanufacturacturin, in, firmfirm. . #his #his comcompany pany prodproduceucess
staplers and other items. staplers and other items. #he annual #he annual demand demand for a particulafor a particular stapler is 1-600 units. r stapler is 1-600 units. #he hol#he holdin,din,
cost is C% per unit pcost is C% per unit per year. er year. #he cost of #he cost of settin, up the settin, up the production line production line for this is C%/. for this is C%/. #here are#here are
%00 orin, %00 orin, days per year. days per year. #he production #he production rate for this product is 50 per dayrate for this product is 50 per day. . If !olf decided If !olf decided toto
 produce  produce %00 units each %00 units each time time he started prohe started production duction of the stapof the stapler- holer- ho lon lon, o, ould it tauld it tae to produce to producee
%00 units%00 units

88aa;; 1 y1 yeeaar r 
8&8&;; %.%./ d/ dayayss

8c8c;; 4 4 dadayyss
8d8d;; 10 10 dadayyss
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" &ANSW!" &

6.606.60 !olf !olf StepSteps is ths is the proe productduction ion manamana,er f,er for a locor a local mal manufanufacturacturin, in, firmfirm. . #his #his comcompany pany prodproduceucess
staplers and other items. staplers and other items. #he annual #he annual demand demand for a particulafor a particular stapler is 1-600 units. r stapler is 1-600 units. #he hol#he holdin,din,
cost is C% per unit pcost is C% per unit per year. er year. #he cost of #he cost of settin, up the settin, up the production line production line for this is C%/. for this is C%/. #here are#here are
%00 orin, %00 orin, days per year. days per year. #he production #he production rate for this product is 50 per dayrate for this product is 50 per day. . 3o m3o many unitsany units
should !olf produce each time he starts production of this product if he ishes to minimi+e totalshould !olf produce each time he starts production of this product if he ishes to minimi+e total
inventory cost 8round anser to nearest unit;inventory cost 8round anser to nearest unit;

88aa;; %%0000

88&&;; 5500
88cc;; 110000
88dd;; %%1111
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" dANSW!" d

6.616.61 WiWith an anth an annual dnual dememand and of %-40of %-400 unit0 units- dails- daily dey demanmand of 10 ud of 10 unitnits- and das- and daily ily prodproductiuction raon rate of 40te of 40
units- a company has determined units- a company has determined that each production run ill &e that each production run ill &e for %00 units. for %00 units. If productionIf production
starts hen the inventory level is at +ero- ho many units ould actually &e in the arehouse at thestarts hen the inventory level is at +ero- ho many units ould actually &e in the arehouse at the
end of the first day of production 8round anser to nearest unit;end of the first day of production 8round anser to nearest unit;

88aa;; 11%%
88&&;; %%00

88cc;; ))0088dd;; 4400
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" cANSW!" c
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6.6%6.6% !.=. >arer !.=. >arer mamaes pes purchasurchasin, in, decdecisiisions ons for hfor his cois compampanyny. . 9ne 9ne prodproduct thuct that he at he &uy&uys costs costs C/0 pes C/0 perr
unit hen the unit hen the order 7uantity is less than /00. order 7uantity is less than /00. When the When the 7uantity ordered is /00 or more- the price7uantity ordered is /00 or more- the price
 per unit dro per unit drops to C45. ps to C45. #he ord#he orderin, erin, cost is C)0 per order ancost is C)0 per order and the annd the annual demual demand is 2-/0and is 2-/00 units.0 units.
#he holdin, #he holdin, cost is 10 percent of the purchase cost. cost is 10 percent of the purchase cost. If !.=. If !.=. ishes to mishes to minimi+e inimi+e his total annualhis total annual
inventory costs- he inventory costs- he must evaluate the total cost for to possi&le order 7uantities. must evaluate the total cost for to possi&le order 7uantities. What are theseWhat are these
to possi&le 7uantities 8round anser to nearest unit;to possi&le 7uantities 8round anser to nearest unit;

8a8a;; )0)00 a0 and nd )0)066
8&8&;; )0)00 a0 and nd /0/000

8c8c;; )0)06 a6 and nd /0/0
8d8d;; %0%00 a0 and nd )0)066
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" &ANSW!" &

6.6)6.6) !.=. >arer !.=. >arer mamaes pes purchasurchasin, in, decdecisiisions ons for hfor his cois compampanyny. . 9ne 9ne prodproduct thuct that he at he &uy&uys costs costs C/0 pes C/0 perr
unit hen the unit hen the order 7uantity is less than /00. order 7uantity is less than /00. When the When the 7uantity ordered is /00 or more- the price7uantity ordered is /00 or more- the price
 per unit dro per unit drops to C45. ps to C45. #he ord#he orderin, erin, cost is C)0 per order ancost is C)0 per order and the annd the annual demual demand is 2-/0and is 2-/00 units.0 units.
#he holdin, #he holdin, cost is 10 percent of the purchase cost. cost is 10 percent of the purchase cost. If !.=. If !.=. orders /00 units each time he orders /00 units each time he placesplaces
an order- hat ould the total annual holdin, cost &ean order- hat ould the total annual holdin, cost &e

88aa;; CC44//00
8&8&;; C1C1-%-%0000

8c8c;; C1C1-%-%/0/0
88dd;; C%C%-4-40000
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" &ANSW!" &

6.646.64 !.=. >arer !.=. >arer mamaes pes purchasurchasin, in, decdecisiisions ons for hfor his cois compampanyny. . 9ne 9ne prodproduct thuct that he at he &uy&uys costs costs C/0 pes C/0 perr
unit hen the unit hen the order 7uantity is less than /00. order 7uantity is less than /00. When the When the 7uantity ordered is %00 or more- the price7uantity ordered is %00 or more- the price
 per unit dro per unit drops to C45. ps to C45. #he ord#he orderin, erin, cost is C)0 per order ancost is C)0 per order and the annd the annual demual demand is 2-/0and is 2-/00 units.0 units.
#he holdin, #he holdin, cost is 10 percent of the purchase cost. cost is 10 percent of the purchase cost. 3o many units shoul3o many units should !.=. order tod !.=. order to
minimi+e his total annual inventory cost 8round anser to nearest unit;minimi+e his total annual inventory cost 8round anser to nearest unit;

88aa;; ))0000
88&&;; ))0066

88cc;; //000088dd;; %%0000
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" cANSW!" c
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6.6/6.6/ =onsid=onsider an er an inveinventory ntory situation situation herhere ae all thll the e 9: assum9: assumptions ptions are mare met et except except there there are 7uantare 7uantityity
discounts. discounts. When When a person orders more than the 9: so that the discouna person orders more than the 9: so that the discount price can &e had- hicht price can &e had- hich
of the folloin, is trueof the folloin, is true

8a;8a; #o#otal orderintal orderin, cost us, cost usually decually decreases relatreases relative to ive to 9: cost.9: cost.
8&;8&; #o#otal purchase cost usutal purchase cost usually incrally increases relatieases relative to 9ve to 9: cost.: cost.
8c;8c; #o#otal holdital holdin, cosn, cost usually decret usually decreases relativases relative to 9: cost.e to 9: cost.
8d;8d; 3oldi3oldin, cosn, cost per unit usually inct per unit usually increases relativreases relative to 9: cost.e to 9: cost.
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" aANSW!" a

6.666.66 #he a#he annunnual deal demanmand fod for a prodr a product is uct is 1-000 un1-000 units. its. #he #he comcompany pany ordeorders %00 urs %00 unitnits each s each timtime an oe an orderder r 
is placed. is placed. #he lead time #he lead time is 6 days- and the company has determined that %0 units should &e held is 6 days- and the company has determined that %0 units should &e held asas
a safety stoc. a safety stoc. #here are %/0 orin#here are %/0 orin, , days per ydays per year. ear. What is What is the reorder poithe reorder pointnt

88aa;; %%00
88&&;; %%44
88cc;; 4444
88dd;; 11%%00
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" cANSW!" c

6.626.62 #he a#he annunnual deal demanmand fod for a prodr a product hauct has &ees &een prn pro*eco*ected ted to &e to &e %-000 u%-000 unitsnits. . #hi#his des demanmand is d is assumassumed ted too
 &e cons &e constant throu,htant throu,hout the out the yearyear. . #he ord#he orderin, erin, cost is C%0 per ordecost is C%0 per order- and thr- and the hole holdin, din, cost is %0cost is %0
 percent o percent of the purchasf the purchase cost. e cost. =urrently=urrently- the pu- the purchase cost is C40 perchase cost is C40 per unit. r unit. #here are %/0 #here are %/0 orin,orin,
days per year. days per year. WheneveWhenever an order is placed- it is non that the entire order ill arrive on a trucr an order is placed- it is non that the entire order ill arrive on a truc
in 6 dayin 6 days. s. =urre=urrentlyntly- the - the company is orderin, company is orderin, /00 units each time /00 units each time an order is placed. an order is placed. What is theWhat is the
avera,e inventory level under the current policyavera,e inventory level under the current policy

88aa;; //00
88&&;; 110000
88cc;; %%//00
88dd;; //0000
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" cANSW!" c
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6.656.65 #he a#he annunnual deal demanmand fod for a prodr a product hauct has &ees &een prn pro*eco*ected ted to &e to &e %-000 u%-000 unitsnits. . #hi#his des demanmand is d is assumassumed ted too
 &e cons &e constant throu,htant throu,hout the out the yearyear. . #he ord#he orderin, erin, cost is C%0 per ordecost is C%0 per order- and thr- and the hole holdin, din, cost is %0cost is %0
 percent o percent of the purchasf the purchase cost. e cost. =urrently=urrently- the pu- the purchase cost is C40 perchase cost is C40 per unit. r unit. #here are %/0 #here are %/0 orin,orin,
days per year. days per year. WheneveWhenever an order is placed- it is non that the entire order ill arrive on a trucr an order is placed- it is non that the entire order ill arrive on a truc
in 6 dayin 6 days. s. =urre=urrentlyntly- the - the company is orderin, company is orderin, /00 units each time /00 units each time an order is placed. an order is placed. What is theWhat is the
total holdin, cost for the year usin, this policytotal holdin, cost for the year usin, this policy

88aa;; CC440000
8&8&;; C%C%-0-00000

8c8c;; C4C4-0-00000
88dd;; C5C5-0-00000
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" &ANSW!" &

6.66.6 #he a#he annunnual deal demanmand fod for a prodr a product hauct has &ees &een prn pro*eco*ected ted to &e to &e %-000 u%-000 unitsnits. . #hi#his des demanmand is d is assumassumed ted too
 &e cons &e constant throu,htant throu,hout the out the yearyear. . #he ord#he orderin, erin, cost is C%0 per ordecost is C%0 per order- and thr- and the hole holdin, din, cost is %0cost is %0
 percent o percent of the purchasf the purchase cost. e cost. =urrently=urrently- the pu- the purchase cost is C40 perchase cost is C40 per unit. r unit. #here are %/0 #here are %/0 orin,orin,
days per year. days per year. WheneveWhenever an order is placed- it is non that the entire order ill arrive on a trucr an order is placed- it is non that the entire order ill arrive on a truc
in 6 dayin 6 days. s. =urre=urrentlyntly- the - the company is orderin, company is orderin, /00 units each time /00 units each time an order is placed. an order is placed. What is theWhat is the
total orderin, cost for the year usin, this policytotal orderin, cost for the year usin, this policy

88aa;; CC440000

88&&;; CC116600
88cc;; CC4400
88dd;; CC5500
8e; none of the a&ove8e; none of the a&ove

ANSW!" dANSW!" d

6.206.20 #he a#he annunnual deal demanmand fod for a prodr a product hauct has &ees &een prn pro*eco*ected ted to &e to &e %-000 u%-000 unitsnits. . #hi#his des demanmand is d is assumassumed ted too
 &e cons &e constant throu,htant throu,hout the out the yearyear. . #he ord#he orderin, erin, cost is C%0 per ordecost is C%0 per order- and thr- and the hole holdin, din, cost is %0cost is %0
 percent o percent of the purchasf the purchase cost. e cost. =urrently=urrently- the pu- the purchase cost is C40 perchase cost is C40 per unit. r unit. #here are %/0 #here are %/0 orin,orin,
days per year. days per year. WheneveWhenever an order is placed- it is non that the entire order ill arrive on a trucr an order is placed- it is non that the entire order ill arrive on a truc
in 6 dayin 6 days. s. =urre=urrentlyntly- the - the company is orderin, company is orderin, /00 units each time /00 units each time an order is placed. an order is placed. What is theWhat is the
reorder point under the current policyreorder point under the current policy

88aa;; 445588&&;; 110000
88cc;; 66
88dd;; %%44
8e; none of the a&ove8e; none of the a&ove

ANSW!" aANSW!" a
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6.216.21 #he a#he annunnual deal demanmand fod for a prodr a product hauct has &ees &een prn pro*eco*ected ted to &e to &e %-000 u%-000 unitsnits. . #hi#his des demanmand is d is assumassumed ted too
 &e cons &e constant throu,htant throu,hout the out the yearyear. . #he ord#he orderin, erin, cost is C%0 per ordecost is C%0 per order- and thr- and the hole holdin, din, cost is %0cost is %0
 percent o percent of the purchasf the purchase cost. e cost. =urrently=urrently- the pu- the purchase cost is C40 perchase cost is C40 per unit. r unit. #here are %/0 #here are %/0 orin,orin,
days per year. days per year. WheneveWhenever an order is placed- it is non that the entire order ill arrive on a trucr an order is placed- it is non that the entire order ill arrive on a truc
in 6 dayin 6 days. s. =urre=urrentlyntly- the - the company is orderin, company is orderin, /00 units each time /00 units each time an order is placed. an order is placed. 3o many3o many
orders ould &e placed each year usin, the current policyorders ould &e placed each year usin, the current policy

88aa;; 110000
88&&;  ;  66

88cc;  ;  44
88dd;  ;  55
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" cANSW!" c

6.2%6.2% #he a#he annunnual deal demanmand fod for a prodr a product hauct has &ees &een prn pro*eco*ected ted to &e to &e %-000 u%-000 unitsnits. . #hi#his des demanmand is d is assumassumed ted too
 &e cons &e constant throu,htant throu,hout the out the yearyear. . #he ord#he orderin, erin, cost is C%0 per ordecost is C%0 per order- and thr- and the hole holdin, din, cost is %0cost is %0
 percent o percent of the purchasf the purchase cost. e cost. =urrently=urrently- the pu- the purchase cost is C40 perchase cost is C40 per unit. r unit. #here are %/0 #here are %/0 orin,orin,
days per year. days per year. WheneveWhenever an order is placed- it is non that the entire order ill arrive on a trucr an order is placed- it is non that the entire order ill arrive on a truc
in 6 days. in 6 days. 3o many units should the 3o many units should the company order each time an order is placed if the companycompany order each time an order is placed if the company
ishes to minimi+e total inventory costishes to minimi+e total inventory cost

88aa;; 110000

88&&;; %%0000
88cc;; %%//00
88dd;; //0000
8e; none of the a&ove8e; none of the a&ove

ANSW!" aANSW!" a

6.2)6.2) Dar Dar AchAchin in sells sells )-600 el)-600 electric ectric motors motors each each yearyear. . #he #he cost cost of of these these is is C%00 eachC%00 each- and - and demandemand d isis
constant throu,hout the year. constant throu,hout the year. #he cost of placin, an order is C40- #he cost of placin, an order is C40- hile hile the holdin, the holdin, cost is C%0 per cost is C%0 per 
unit per year. unit per year. 3o many units should 3o many units should Dar oDar order to minimi+e rder to minimi+e total inventory costs for the yeartotal inventory costs for the year

88aa;; //0000
88&&;; 11%%00
88cc;; 660000

88dd;; ))00008e; none of the a&ove8e; none of the a&ove

ANSW!" &ANSW!" &

1/11/1



  

 Inventory Control M Inventory Control Modelsodels CHAPTER 6CHAPTER 6

6.246.24 Dar Dar AchAchin in sells sells )-600 el)-600 electric ectric motors motors each each yearyear. . #he #he cost cost of of these these is is C%00 eachC%00 each- and - and demandemand d isis
constant throu,hout the year. constant throu,hout the year. #he cost of placin, an order is C40- #he cost of placin, an order is C40- hile hile the holdin, the holdin, cost is C%0 per cost is C%0 per 
unit per year. unit per year. #here are )60 orin, #here are )60 orin, days per year and the days per year and the lead time lead time is 6 days. is 6 days. What is theWhat is the
reorder pointreorder point

8a; 568a; 56
88&&;; 6600
88cc;; 11%%00
88dd;; %%0000

8e; none of the a&ove8e; none of the a&ove

ANSW!" &ANSW!" &

6.2/6.2/ Dar Dar AchAchin in sells sells )-600 el)-600 electric ectric motors motors each each yearyear. . #he #he cost cost of of these these is is C%00 eachC%00 each- and - and demandemand d isis
constant throu,hout the year. constant throu,hout the year. #he cost of placin, an order is C40- #he cost of placin, an order is C40- hile hile the holdin, the holdin, cost is C%0 per cost is C%0 per 
unit per year. unit per year. #here are )60 orin, #here are )60 orin, days per year and the days per year and the lead time lead time is / days. is / days. If Dar ordersIf Dar orders
%00 units each time he places an order- hat ould his avera,e inventory &e 8in units;%00 units each time he places an order- hat ould his avera,e inventory &e 8in units;

88aa;; 110000
88&&;; %%0000
88cc;; 6600
88dd;; 11%%00
8e; none of the a&ove8e; none of the a&ove

ANSW!" aANSW!" a

6.266.26 Dar Dar AchAchin in sells sells )-600 el)-600 electric ectric motors motors each each yearyear. . #he #he cost cost of of these these is is C%00 eachC%00 each- and - and demandemand d isis
constant throu,hout the year. constant throu,hout the year. #he cost of placin, an order is C40- #he cost of placin, an order is C40- hile hile the holdin, the holdin, cost is C%0 per cost is C%0 per 
unit per year. unit per year. #here are )60 orin, #here are )60 orin, days per year and the days per year and the lead time lead time is / days. is / days. If Dar ordersIf Dar orders
%00 units each time he places an order- hat ould his total orderin, cost &e for the year%00 units each time he places an order- hat ould his total orderin, cost &e for the year

8a8a;; C%C%-0-00000
8&8&;; C%C%-2-2%0%0
88cc;; CC%%0000
88dd;; CC22%%00
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" dANSW!" d
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6.226.22 Andre Andre =andess =andess mana,emana,es s an an offioffice ce supply supply store. store. 9ne 9ne product product in in the the store store is is compucomputer ter paper. paper. AnAndredre
nos that 10-000 &oxes ill &e sold nos that 10-000 &oxes ill &e sold this year at a constant rathis year at a constant rate throu,hout the yte throu,hout the year. ear. #here are#here are
%/0 orin, days per y%/0 orin, days per year and the lead time ear and the lead time is ) days. is ) days. #he cost of placin, an order is #he cost of placin, an order is C)0- hileC)0- hile
the holdthe holdin, in, cost is C1/ per &ox per ycost is C1/ per &ox per year. ear. What is the What is the daily demdaily demand for paperand for paper

88aa;; 4400
88&&;; %%//00
88cc;; 11%%00
88dd;; %%0000

8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" aANSW!" a

6.256.25 Andre Andre =andess =andess mana,emana,es s an an offioffice ce supply supply store. store. 9ne 9ne product product in in the the store store is is compucomputer ter paper. paper. AnAndredre
nos that 10-000 &oxes ill &e sold nos that 10-000 &oxes ill &e sold this year at a constant rathis year at a constant rate throu,hout the yte throu,hout the year. ear. #here are#here are
%/0 orin, days per y%/0 orin, days per year and the lead time ear and the lead time is ) days. is ) days. #he cost of placin, an order is #he cost of placin, an order is C)0- hileC)0- hile
the holdinthe holdin, cost is C1/ per &ox per year. , cost is C1/ per &ox per year. If AIf Andre orders /00 &oxes each time ndre orders /00 &oxes each time he orders from hishe orders from his
supplier- hat ould his total relevant inventory cost &e 8holdin, cost plus orderin, cost;supplier- hat ould his total relevant inventory cost &e 8holdin, cost plus orderin, cost;

8a8a;; C)C)-0-00000
8&8&;; C4C4-)-)/0/0
8c8c;; C)C)-0-02/2/
88dd;; C)C)-2-2/0/0

8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" &ANSW!" &

6.26.2 Andre Andre =andess =andess mana,emana,es s an an offioffice ce supply supply store. store. 9ne 9ne product product in in the the store store is is compucomputer ter paper. paper. AnAndredre
nos that 10-000 &oxes ill &e sold nos that 10-000 &oxes ill &e sold this year at a constant rathis year at a constant rate throu,hout the yte throu,hout the year. ear. #here are#here are
%/0 orin, days per y%/0 orin, days per year and the lead time ear and the lead time is ) days. is ) days. #he cost of placin, an order is #he cost of placin, an order is C)0- hileC)0- hile
the holdin, the holdin, cost is C1/ per &cost is C1/ per &ox per year. ox per year. 3o many units should 3o many units should Andre Andre order each time toorder each time to
minimi+e his annual inventory costminimi+e his annual inventory cost

88aa;; %%0000
88&&;; 440000
88cc;; //0000
88dd;; 110000

8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" aANSW!" a
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6.506.50 BaniBaniel el #ru#rumpe mpe has cohas compmputeuted thd the 9e 9: for a pro: for a product duct he she sells ells to &e to &e 400 un400 units. its. 3o3oevever- er- due due toto
recent events he hrecent events he has a caas a cash flo pro&lem. sh flo pro&lem. #herefore- he only orders 100 units each time he places#herefore- he only orders 100 units each time he places
an order. an order. Which of Which of the folloithe folloin, is true for this situationn, is true for this situation

8a;8a; #o#otal orderin, ctal orderin, cost ill &e hi,ost ill &e hi,her than total holher than total holdin, din, cost.cost.
8&;8&; #o#otal orderin, ctal orderin, cost ill &e loost ill &e loer than total holdier than total holdin, costn, cost..
8c;8c; #o#otal orderin, tal orderin, cost ill cost ill e7ual total hoe7ual total holdinldin, cost., cost.
8d;8d; NothinNothin, can &e determin, can &e determined ithed ithout more infoout more informationrmation..
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" aANSW!" a

6.516.51 A A person person is usis usin, in, the the normanormal dil distri&utiostri&ution n to dto determetermine ine the the safety safety stoc stoc for a for a product. product. What What ?+??+?
value ould &e associated ith a 0 percent service levelvalue ould &e associated ith a 0 percent service level

88aa;; 00..00
88&&;; 11.%.%55
88cc;; 00..//))

8d;8d;    −−0.00.0

8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" &ANSW!" &

6.5%6.5% A A person person is usis usin, in, the the normanormal dil distri&utiostri&ution n to dto determetermine ine the the safety safety stoc stoc for a for a product. product. What What ?+??+?
value ould &e associated ith a / percent service levelvalue ould &e associated ith a / percent service level

88aa;; 00..//
88&&;; 11.%.%55
88cc;; 11..66//

8d;8d;    −−0./0./

8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" cANSW!" c

6.5)6.5) A A person person is usis usin, in, the the normanormal dil distri&utiostri&ution n to dto determetermine ine the the safety safety stoc stoc for a for a product. product. What What ?+??+?
value ould &e associated ith a  percent service levelvalue ould &e associated ith a  percent service level

88aa;; 00..00
88&&;; 11.6.6//
88cc;; %%..))%%

8d;8d;    −−0.0.

8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" cANSW!" c
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6.546.54 BemanBemand d for a for a product product is cois constant- &nstant- &ut the ut the lead lead time time fluctuates. fluctuates. #he #he demademand nd durin, durin, the the lead lead time time isis
normally distri&uted ith normally distri&uted ith a mean of 40 and a standard deviation of 4. a mean of 40 and a standard deviation of 4. If the company If the company ishes toishes to
maintain a 0 percent service level- ho much safety stoc should &e heldmaintain a 0 percent service level- ho much safety stoc should &e held

88aa;; 44//.1.1%%
8&8&;; 4141.%.%55
88cc;; 11..%%55
88dd;; //.1.1%%
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" dANSW!" d

6.5/6.5/ Eac Eac Spratt is Spratt is the the prodproductiuction on manmana,er a,er for a lfor a local ocal manmanufactufacturinurin, fi, firm. rm. #hi#his coms company pany prodproduceucess
i++y<,ad,ets and i++y<,ad,ets and other items. other items. #he annual dem#he annual demand for a particular i++y<,ad,et is 1-600 units.and for a particular i++y<,ad,et is 1-600 units.
#he holdin, #he holdin, cost is C% per unit per cost is C% per unit per year. year. #he cost of settin, up the production line #he cost of settin, up the production line for this is C%/.for this is C%/.
#here are %00 orin, #here are %00 orin, days per year. days per year. #he production #he production rate for this product is 50 per dayrate for this product is 50 per day. . If hisIf his
maximum inventory level is 150 units- ho many units did he produce each time he startedmaximum inventory level is 150 units- ho many units did he produce each time he started
 producti production of thon of the i++ye i++y<,ad,e<,ad,etsts

88aa;; %%0000
88&&;; 115500
88cc;; 110000
88dd;; 00

8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" aANSW!" a

6.566.56 !ose !ose ArArena iena is ths the proe productduction ion manmana,er a,er for a lofor a local mcal manufanufacturacturin, in, firmfirm. . #his #his comcompany pany prodproducesuces
 &u,,y  &u,,y hips hips and other iand other items. tems. #he ann#he annual demual demand for a particular &u,,y and for a particular &u,,y hip hip is 1-600 units. is 1-600 units. #he#he
holdin, holdin, cost is C% per unit per year. cost is C% per unit per year. #he cost of settin, up the production line #he cost of settin, up the production line for this is C%/.for this is C%/.
#here are %00 orin, days per year. #here are %00 orin, days per year. !ose decided !ose decided to produce %00 units each time to produce %00 units each time she startedshe started
 producti production of thon of the &u,,y e &u,,y hiphips. s. If it too hIf it too her four days to proer four days to produce thduce the %00 units- hae %00 units- hat as hert as her
 producti production rateon rate

8a8a;; 50 u50 uninitstsFdFdayay
8&; 8&; 60 60 unitsFdayunitsFday
8c8c;; 40 u40 uninitstsFdFdayay

8d8d;; 100 100 ununititsFdsFdayay8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" eANSW!" e

1//1//
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6.526.52 !olf !olf StepSteps is ths is the proe productduction ion manamana,er f,er for a locor a local mal manufanufacturacturin, in, firmfirm. . #his #his comcompany pany prodproduceucess
staplers astaplers and other items. #he holnd other items. #he holdin, cost is C% per unit per year. din, cost is C% per unit per year. #he cost of settin, up the#he cost of settin, up the
 producti production lion line for thne for this is C%/. is is C%/. #here are %00 o#here are %00 orin, rin, days per ydays per year. ear. #he pro#he production duction rate for thisrate for this
 product is 50 per day product is 50 per day. . If the produIf the production ction order 7uanorder 7uantity is %00 untity is %00 units- hat as the its- hat as the daily ddaily demanemandd
8rounded to the nearest hole unit;8rounded to the nearest hole unit;

8a8a;; 6 u6 unniittss
8&8&;; 2 un2 unititss
8c8c;; 5 u5 unniittss

8d8d;;   ununititss
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" &ANSW!" &

6.556.55 #he a#he annunnual deal demanmand fod for a prodr a product is uct is 1-000 un1-000 units. its. #he #he comcompany pany ordeorders %00 urs %00 unitnits each s each timtime an oe an orderder r 
is placed. is placed. #he lead #he lead time time is six dayis six days. s. #here are %/0 #here are %/0 orin, orin, days per ydays per year. ear. If the If the reorder point isreorder point is
/0- hat safety stoc are they usin,/0- hat safety stoc are they usin,

88aa;; %%%%
88&&;; 44
88cc;; %%66
88dd;; %%55
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" cANSW!" c

6.56.5 #he a#he annunnual deal demanmand fod for a prodr a product hauct has &ees &een prn pro*eco*ected ted to &e to &e %-000 u%-000 unitsnits. . #hi#his des demanmand is d is assumassumed ted too
 &e cons &e constant throu,htant throu,hout the out the yearyear. . #he ord#he orderin, erin, cost is C%0 per ordecost is C%0 per order- and thr- and the hole holdin, din, cost is %0cost is %0
 percent o percent of the purchasf the purchase cost. e cost. =urrently=urrently- the pu- the purchase cost is C40 perchase cost is C40 per unit. r unit. #here are %/0 #here are %/0 orin,orin,
days per year. days per year. WheneveWhenever an order is placed- it is non that the entire order ill arrive on a trucr an order is placed- it is non that the entire order ill arrive on a truc
in 6 days. in 6 days. If the avera,e inventory If the avera,e inventory is 400 units- ho many units is is 400 units- ho many units is the company orderin, the company orderin, at a timeat a time

88aa;; ))0000
88&&;; 440000
88cc;; //0000
88dd;; 660000
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" eANSW!" e
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6.06.0 #he a#he annunnual deal demanmand fod for a prodr a product hauct has &ees &een prn pro*eco*ected ted to &e to &e %-000 u%-000 unitsnits. . #hi#his des demanmand is d is assumassumed ted too
 &e cons &e constant throu,htant throu,hout the out the yearyear. . #he ord#he orderin, erin, cost is C%0 per ordecost is C%0 per order- and thr- and the hole holdin, din, cost is %0cost is %0
 percent o percent of the purchasf the purchase cost. e cost. =urrently=urrently- the pu- the purchase cost is C40 perchase cost is C40 per unit. r unit. #here are %/0 #here are %/0 orin,orin,
days per year. days per year. WheneveWhenever an order is placed- it is non that the entire order ill arrive on a trucr an order is placed- it is non that the entire order ill arrive on a truc
in 6 days. If the total holdin, cost for the year is C%-000- ho many units does the company orderin 6 days. If the total holdin, cost for the year is C%-000- ho many units does the company order
at a at a timetime

88aa;; ))0000
88&&;; 440000

88cc;; //0000
88dd;; 660000
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" cANSW!" c

6.16.1 #he a#he annunnual deal demanmand fod for a prodr a product hauct has &ees &een prn pro*eco*ected ted to &e to &e %-000 u%-000 unitsnits. . #hi#his des demanmand is d is assumassumed ted too
 &e cons &e constant throu,htant throu,hout the out the yearyear. . #he ord#he orderin, erin, cost is C%0 per ordecost is C%0 per order- and thr- and the hole holdin, din, cost is %0cost is %0
 percent o percent of the purchasf the purchase cost. e cost. #he purchas#he purchase cost is C40 per une cost is C40 per unit. it. #here are %/0 #here are %/0 orinorin, days pe, days perr
year. year. WhenevWhenever an order is placed- it is non that the entire order ill arrive on a truc in 6 days.er an order is placed- it is non that the entire order ill arrive on a truc in 6 days.
=urrentl=urrentlyy- the company is orderin, - the company is orderin, /00 units each time an order is placed. /00 units each time an order is placed. What level of safetyWhat level of safety
stoc ould ,ive a reorder point of 60 unitsstoc ould ,ive a reorder point of 60 units

88aa;; 1100

88&&;; 1144
88cc;; 1155
88dd;; %%%%
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" eANSW!" e

6.%6.% #he a#he annunnual deal demanmand fod for a prodr a product hauct has &ees &een prn pro*eco*ected ted to &e to &e %-000 u%-000 unitsnits. . #hi#his des demanmand is d is assumassumed ted too
 &e cons &e constant throu,htant throu,hout the out the yearyear. . #he ord#he orderin, erin, cost is C%0 per ordecost is C%0 per order- and thr- and the hole holdin, din, cost is %0cost is %0
 percent o percent of the purchasf the purchase cost. e cost. #he purchas#he purchase cost is C40 per une cost is C40 per unit. it. #here are %/0 #here are %/0 orinorin, days pe, days perr
year. year. =urrentl=urrentlyy- the com- the company is orderin, /00 units each timpany is orderin, /00 units each time an order is placed. e an order is placed. Assumin, Assumin, thethe
company uses a safety stoc of %0 units resultin, in a reorder point of 60 units- hat is thecompany uses a safety stoc of %0 units resultin, in a reorder point of 60 units- hat is the
expected lead time for expected lead time for deliverydelivery

8a8a;; 4 4 dadayyss8&8&;; / d/ dayayss
8c8c;; 6 6 dadayyss
88dd;; 2 d2 dayayss
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" &ANSW!" &
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6.)6.) Dar Dar AchAchin in sells sells )-600 el)-600 electric ectric motors motors each each yearyear. . #he #he cost cost of of these these is is C%00 eachC%00 each- and - and demandemand d isis
constant throu,hout the year. #he constant throu,hout the year. #he holdin, holdin, cost is C%0 per cost is C%0 per unit per year. unit per year. If DarIf Dar is minimi+in is minimi+in, total, total
inventory cost and is orderin, in lots of 0 units- hat is his total order cost per yearinventory cost and is orderin, in lots of 0 units- hat is his total order cost per year

8a; /008a; /00
88&&;; 220000
88cc;; 0000
88dd;; 1-1-110000
8e;8e; insinsuffufficiicient infoent informarmatiotionn

ANSW!" cANSW!" c

6.46.4 Dar Dar AchAchin in sells sells )-600 el)-600 electric ectric motors motors each each yearyear. . #he #he cost cost of of these these is is C%00 eachC%00 each- and - and demandemand d isis
constant throu,hout the yconstant throu,hout the year. ear. #he hold#he holdin, in, cost is C%0 per unit per ycost is C%0 per unit per year. ear. #here are )60 orin,#here are )60 orin,
days per year and the lead time days per year and the lead time is / days. is / days. or hat order cost ould Dar order %00 units eachor hat order cost ould Dar order %00 units each
time he placed an ordertime he placed an order

88aa;; %%00
88&&;; 4400
88cc;; 6600
88dd;; 5500
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" eANSW!" e

6./6./ Dar Dar AchAchin in sells sells )-600 el)-600 electric ectric motors motors each each yearyear. . #he #he cost cost of of these these is is C%00 eachC%00 each- and - and demandemand d isis
constant throu,hout the year. #he constant throu,hout the year. #he holdin, holdin, cost is C%0 per cost is C%0 per unit per year. unit per year. #here are )60 orin,#here are )60 orin,
days per year and the lead time days per year and the lead time is / days. is / days. Assumin, Assumin, that Dar othat Dar orders %00 units 8the 9:; eachrders %00 units 8the 9:; each
time he places an order- hat ould &e his total orderin, cost per yeartime he places an order- hat ould &e his total orderin, cost per year

8a8a;; C%C%-0-00000
8&8&;; C%C%-2-2%0%0
88cc;; CC%%0000
88dd;; CC22%%00
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" aANSW!" a

6.66.6 Andre Andre =andess =andess mana,emana,es s an an offioffice ce supply supply store. store. 9ne 9ne product product in in the the store store is is compucomputer ter paper. paper. AnAndredre
nos that 10-000 &oxes ill &e sold nos that 10-000 &oxes ill &e sold this year at a constant rathis year at a constant rate throu,hout the yte throu,hout the year. ear. #here are#here are
%/0 orin, days per year. %/0 orin, days per year. #he cost of placin, an order is C)0- #he cost of placin, an order is C)0- hile hile the holdin, the holdin, cost is C1/ percost is C1/ per
 &ox per y &ox per year. ear. What is thWhat is the delie delivery very lead timlead timee

8a8a;; / / dadayyss
8&8&;; 6 d6 dayayss
8c;8c; insinsuffufficiicient infoent informarmatiotionn
88dd;; 5 d5 dayayss
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" cANSW!" c
6.26.2 Andre Andre =andess =andess mana,emana,es s an an offioffice ce supply supply store. store. 9ne 9ne product product in in the the store store is is compucomputer ter paper. paper. AnAndredre

nos that 10-000 &oxes ill &e sold nos that 10-000 &oxes ill &e sold this year at a constant rathis year at a constant rate throu,hout the yte throu,hout the year. ear. #here are#here are
%/0 orin, days per year and the lead time is ) days. %/0 orin, days per year and the lead time is ) days. #he holdin, #he holdin, cost is C1/ per &cost is C1/ per &ox per year.ox per year.
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Andre orders /00 &oxes each time he orders from his supplier. Andre orders /00 &oxes each time he orders from his supplier. If his total relevant inventory costIf his total relevant inventory cost
8holdin, cost plus orderin, cost; is C4-)/0- hat is his cost for each order8holdin, cost plus orderin, cost; is C4-)/0- hat is his cost for each order

8a8a;; C/C/0F0Forordeder r 
8&8&;; C4C40F0Forordeder r 
8c8c;; C)C)0F0Forordeder r 
8d8d;; C%C%0F0F0r0rdeder r 
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" cANSW!" c

6.56.5 A A person person is usis usin, in, the the normanormal dil distri&utiostri&ution n to dto determetermine ine the the safety safety stoc stoc for a for a product. product. #he #he ?+? ?+? valuevalue
of 1.%5 ould &e associated ith hat service levelof 1.%5 ould &e associated ith hat service level

8a8a;; 40 40 pepercrcenentt
8&8&;; / / pepercrcenentt
8c8c;; 20 20 pepercrcenentt
8d8d;; 0 0 pepercrcenentt
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" dANSW!" d

6.6. A A person person is usis usin, in, the the normanormal dil distri&utiostri&ution n to dto determetermine ine the the safety safety stoc stoc for a for a product. product. #he #he ?+? ?+? valuevalue

of 1.6/ ould &e associated ith hat service levelof 1.6/ ould &e associated ith hat service level

8a8a;; 0 0 pepercrcenentt
8&8&;; / / pepercrcenentt
8c8c;; 10100 p0 perercecentnt
8d8d;; %%./ pe./ percrcenentt
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" &ANSW!" &

6.1006.100 A A person person is usin, is usin, the nthe normal dormal distri&utioistri&ution to dn to determetermine ine the safety the safety stoc fostoc for a product. r a product. #he ?+#he ?+? value? value
of %.)% ould &e associated ith hat service levelof %.)% ould &e associated ith hat service level

8a8a;; / / pepercrcenentt

8&8&;; 22./ pe./ percrcenentt8c8c;; 5 5 pepercrcenentt
8d8d;;   pepercrcenentt
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" dANSW!" d

1/1/
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6.1016.101 BemanBemand for d for a product is a product is constant- &constant- &ut the ut the lead lead time time fluctuates. fluctuates. #he #he demademand dnd durin, urin, the lthe lead ead time time isis
normally distri&uted ith normally distri&uted ith a mean of 40 and a standard deviation of 4. a mean of 40 and a standard deviation of 4. If they have If they have calculated acalculated a
reorder point of 4/.1% units- hat service level are they assumin,reorder point of 4/.1% units- hat service level are they assumin,

8a8a;; 5/ 5/ pepercrcenentt
8&8&;; 0 0 pepercrcenentt
8c8c;; / / pepercrcenentt
8d8d;; 22./ pe./ percrcenentt
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" &ANSW!" &

@6.10%@6.10% Which of Which of the follothe folloin, in, is not an is not an assumption of the assumption of the simple 9: isimple 9: inventory mnventory modelodel

8a;8a; Bemand Bemand is is nonon n and cand constant.onstant.
8&;8&; (ead tim(ead time is e is nonon ann and is +d is +ero.ero.
8c;8c; :uant:uantity diity discoscounts are not pounts are not possi&ssi&le.le.
8d;8d; er uner unit coit cost is cst is consonstanttant..
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" &ANSW!" &

@6.10)@6.10) Which of Which of the follothe folloin, in, circumstances re7uires that ad*ustments &e made circumstances re7uires that ad*ustments &e made to the simto the simple 9:ple 9:

modelmodel

8a;8a; ServiService lece levelvels are specs are specifiified.ed.
8&;8&; (ead tim(ead time is e is nonon- &ut nn- &ut non<+eon<+ero.ro.
8c;8c; !eceipt of i!eceipt of invennventory occutory occurs over timrs over time rather than instantane rather than instantaneouslyeously..
8d;8d; 9rders are placed 9rders are placed so as to limit so as to limit the numthe num&er of stoc&er of stocouts.outs.
88ee;; c ac annd d dd

ANSW!" eANSW!" e

@6.104@6.104 #he Gpoint at hich #he Gpoint at hich to reorderH does to reorderH does not depend not depend on hich on hich of the of the folloin,"folloin,"

8a8a;; (e(ead ad titimme.e.
8&;8&; ordorderierin, n, coscostt

88cc;; 99::..8d8d;; StoStora,ra,e ce cososts.ts.
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" aANSW!" a
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@6.10/@6.10/ #he 9: is particularly sen#he 9: is particularly sensitivsitive to hie to hich of the foch of the follolloin,in,

8a;8a; eearly arly demdemandand..
8&8&;; 9r9rdeder cor costst..
8c;8c; 3o3oldldinin, , coscost.t.
8d;8d; roduroductioction n coscost.t.
8e;8e; nonone ne of tof the ahe a&ov&ovee
ANSW!" eANSW!" e

@6.106@6.106 #o #o evaluate 7uantity discounts- one evaluate 7uantity discounts- one uses the 9: muses the 9: model- and odel- and modifies modifies the mothe model del so thatso that

8a;8a; holdholdin, coin, cost is considst is considered as a percenta,ered as a percenta,e of unit cost rather than a separa&le dole of unit cost rather than a separa&le dollar cost.lar cost.
8&;8&; the 9: is calculatethe 9: is calculated to lie d to lie ithin ithin one oone of the cost corridf the cost corridors.ors.
8c;8c; holdholdin, in, cost is calculcost is calculated on ated on an Gavera,e &asisan Gavera,e &asisH across the disH across the discounts.counts.
8d;8d; any one any one of the a&oof the a&ove approacheve approaches could s could &e used.&e used.
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" aANSW!" a

@6.102@6.102 Which oWhich of the follf the folloioin, don, does not imes not impact on 9:pact on 9:

8a8a;; sasafefety ty ststococ  
8&;8&; demdemand and per unper unit tiit timeme

8c8c;; orordeder r cocostst
8d8d;; all all of tof the ahe a&o&oveve
8e;8e; nonone ne of tof the ahe a&ov&ovee

ANSW!" aANSW!" a

PROBLEMSPROBLEMS

6.1056.105 ast Jast Jalalve ve Bistri&utors dBistri&utors distri&utes istri&utes indusindustrial valvtrial valves anes and contrd control deol devicesvices. . #he #he astern conastern controltrol
device device has an annual demand of -)2/ units and sells for C100 per unit. has an annual demand of -)2/ units and sells for C100 per unit. #he cost of orderin, #he cost of orderin, isis
C40 per order and the avera,e carryin, cost per unit per year is C0.2/. C40 per order and the avera,e carryin, cost per unit per year is C0.2/. Betermine the Betermine the economiceconomic
order 7uantity.order 7uantity.

ANSW!" ANSW!" 9: 9: K K 1-000 1-000 unitsunits

6.106.10 ast Jast Jalalve ve Bistri&utors dBistri&utors distri&utes istri&utes indusindustrial valvtrial valves anes and contrd control deol devicesvices. . #he #he astern valastern valve ve has anhas an
annual demand of annual demand of 10-000 units and a co10-000 units and a cost of C50 per unit. st of C50 per unit. #he cost of orderin, #he cost of orderin, is C2% per orderis C2% per order
and inventory and inventory carrcarryin, cost is estimated yin, cost is estimated to &e / percent of the to &e / percent of the cost of each valve. cost of each valve. (ead time is four (ead time is four 
orin, orin, days. days. Betermine Betermine 8assume %/0 orin, 8assume %/0 orin, days;"days;"

8a;8a; the ecthe econoonomimic ordec order 7uantir 7uantityty
8&;8&; the the reorreorder der poipointnt
8c;8c; the the optimoptimal numal num&er of &er of orders orders per yper year ear 
8d;8d; the optimthe optimal num&eal num&er of days &eter of days &eteen any ten any to orderso orders
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ANSW!"ANSW!"

8a8a;; 99: K 60: K 600 un0 unititss
8&;8&; !9 K 4!9 K 4084084; K 160 un; K 160 unititss
8c;8c; num&enum&er of orr of orders per ders per year K BF: year K BF: K 10-000F600 K 16.62 K 10-000F600 K 16.62 ordersorders
8d;8d; num&enum&er of dayr of days &etees &eteen orn orders K %/0F16.62 K 1/ dayders K %/0F16.62 K 1/ dayss

6.1106.110 urniture urniture Danufacturers Inc.- Danufacturers Inc.- uses %uses %0-000 loads 0-000 loads of luof lum&er m&er per yper year. ear. A A load load of luof lum&er m&er costs C/costs C/0000
and the carryin, cost is 10 percent of the and the carryin, cost is 10 percent of the unit cost. unit cost. #he cost to order is C%00 per order and the lead#he cost to order is C%00 per order and the lead
time is three time is three orin, dayorin, days. s. Betermine 8assume %00 orin, Betermine 8assume %00 orin, days;"days;"

8a;8a; the ecthe econoonomimic ordec order 7uantir 7uantityty
8&;8&; the the reorreorder der poipointnt
8c;8c; numnum&er o&er of orf orders ders per yper yearear
8d;8d; daydays &ets &eteeen en ordeordersrs

ANSW!"ANSW!"

8a8a;; 99: K 40: K 400 un0 unititss
8&;8&; !9 !9 K 100K 1008); K 8); K )00 u)00 unitnitss
8c;8c; num&enum&er of orr of orders per ders per year K BF: year K BF: K %000F400 K /K %000F400 K /0 orders0 orders
8d;8d; days &etdays &eteen een orders K orders K %00F/0 K 4 day%00F/0 K 4 dayss

6.1116.111 WWe ue use 1-/00 pse 1-/00 per year of er year of a certain sa certain su&assem&lu&assem&ly that y that has an annhas an annual holual holdindin, co, cost of st of C4/ per unC4/ per unit.it.
ach order placed costs us C1/0. ach order placed costs us C1/0. We We operate )00 days per year and have found that an order mustoperate )00 days per year and have found that an order must
 &e placed  &e placed ith oith our supplier 6 our supplier 6 orin, rin, days &efodays &efore e can ere e can expect to rexpect to receive ceive that orderthat order. . or thisor this
su&assem&ly- find"su&assem&ly- find"

8a;8a; the ecthe econoonomimic ordec order 7uantir 7uantityty
8&;8&; the anthe annual hnual holdoldinin, cos, costt
8c;8c; the the annuannual oral orderderin, in, coscostt
8d;8d; the the reorreorder der poipointnt

ANSW!"ANSW!"

8a8a;; 99: : K K 101000
8&;8&; annual annual holdholdin, in, cost K cost K 8100F%;84/; 8100F%;84/; K %%/0K %%/0

8c;8c; annuannual ordal orderinerin, cost K 81/0, cost K 81/00F1000F100;1/0 K %%/0;1/0 K %%/08d8d;; !9 !9 K /86K /86; K )0 un; K )0 unititss

6.11%6.11% WWe ue use 1-%00 ose 1-%00 of a certain f a certain spare part that costs spare part that costs C%/ for each C%/ for each order anorder and has a C%4 d has a C%4 annual hannual holdioldin,n,
cost. cost. =alculate the total cost for =alculate the total cost for order si+es order si+es of" %/- 40- /0- 60- and 100. of" %/- 40- /0- 60- and 100. Identify Identify the econothe economicmic
order 7uantity and consider the implications for main, an error in calculatin, the economic orderorder 7uantity and consider the implications for main, an error in calculatin, the economic order
7uantity.7uantity.

   16%16%



  

 Inventory Control  Inventory Control ModelsModels CHAPTER 6CHAPTER 6

ANSW!"ANSW!"

#otal =ost K total orderin, cost L total holdin, cost#otal =ost K total orderin, cost L total holdin, cost

: : K K %/ %/ #= #= K K 1%00 1%00 L L )00 )00 K K C1-/00C1-/00
: : K K 40 40 #= #= K K 2/0 2/0 L L 450 450 K K C1-%)0C1-%)0
: : K K /0 /0 #= #= K K 600 600 L L 600 600 K K C1-%00C1-%00
: : K K 60 60 #= #= K K /00 /00 L L 2%0 2%0 K K C1-%%0C1-%%0
: : K K 100 100 #= #= K K )00 )00 L L 1%00 1%00 K K C1-/00C1-/00

Small variations in order 7uantity ill not have a si,nificant impact on total costs.Small variations in order 7uantity ill not have a si,nificant impact on total costs.

6.11)6.11) Dar >arry forecDar >arry forecasts annuasts annual demal demand and of hiof his ns ne e compcomputer souter softare tftare to &e o &e 6-%/0 units6-%/0 units. . #his #his shouldshould
 &e relativ &e relatively cely constant thonstant throu,horou,hout the yut the year. ear. #he cos#he cost of placint of placin, an order is C, an order is C40- hile 40- hile the hothe holdinldin,,
cost per unit is C% per unit per year. cost per unit is C% per unit per year. (ead time is (ead time is constant at four dconstant at four days- and there are %/0 orin,ays- and there are %/0 orin,
days per year.days per year.

8a; #o minimi+e total cost- ho many units should >arry order each time he places an order8a; #o minimi+e total cost- ho many units should >arry order each time he places an order
8&; What is the reorder point8&; What is the reorder point

ANSW!"ANSW!"

8a; 9: 8a; 9: K /00 K /00 unitsunits

8&; !9 K 486%/0F%/0; K 100 units8&; !9 K 486%/0F%/0; K 100 units

6.1146.114 Bavid Bavid and >and >eth eth She&a run She&a run a healta health foh food od store. store. #heir #heir top setop sellinllin, , item item is callis called ed 3eaven3eavenly ly Melp. Melp. #he#he
annual demand for this is 510 units- and demanannual demand for this is 510 units- and demand is constant throu,hout the yd is constant throu,hout the year. ear. #he cost of#he cost of
 placin,  placin, an order is C%0an order is C%0- hile - hile the hothe holdinldin, cost p, cost per unit per yer unit per year is C4.ear is C4.

8a;8a; 3o many 3o many orders per year should &e orders per year should &e placed if they placed if they ish to ish to minimiminimi+e their +e their total costtotal cost
8&;8&; What is the miWhat is the minimunimum possim possi&le annua&le annual holdil holdin, cosn, costt

ANSW!"ANSW!"

8a;8a; 9: K 0 units. 9: K 0 units. #heref#herefore- the ore- the num&num&er of order of orders per yers per year is 510F0 K  orders pear is 510F0 K  orders per yearer year..
8&;8&; 80F%80F%;4 K C150 total h;4 K C150 total holdoldinin, co, costst

6.11/6.11/ #he 3#he 3.A.(. =omput.A.(. =omputer Store er Store sells sells a printer a printer for C%00for C%00. . BemanBemand fod for this r this is cois constant dnstant durin, urin, the the year-year-and annual demand is forecasted to &e 600 units. and annual demand is forecasted to &e 600 units. #he holdin, #he holdin, cost is C%0 per cost is C%0 per unit per year- hileunit per year- hile
the cost of orderin, the cost of orderin, is C60 per order. is C60 per order. =urrentl=urrentlyy- the com- the company is orderin, 1% timpany is orderin, 1% times per year 8/0es per year 8/0
units each time;. units each time;. #here are %/0 orin, days per y#here are %/0 orin, days per year and the lead time is ear and the lead time is 10 days.10 days.
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8a;8a; iven iven the current polthe current policy of ordicy of orderin, /erin, /0 units at a 0 units at a time- time- hat is the total of the anhat is the total of the annual orderinual orderin,n,
cost and the annual holdin, costcost and the annual holdin, cost

8&;8&; If the company used If the company used the a&solute &est inventory pthe a&solute &est inventory policy- olicy- hat ould the hat ould the total of the orderin,total of the orderin,
and holdin, cost &eand holdin, cost &e

8c;8c; What iWhat is ths the ree reordeorder por pointint

ANSW!"ANSW!"

8a;8a; #9#9= L #3= L #3= K 2%0 L /= K 2%0 L /00 K C100 K C1%%0%%0
8&;8&; If e If e order order 9: K 60 un9: K 60 units- #9its- #9= L #3= K 60= L #3= K 600 L 600 K C1-%00.0 L 600 K C1-%00.
8c;8c; !9 !9 K 860K 8600F%/00F%/0;10 K ;10 K %4 un%4 unitsits

6.1166.116 urinnerdurinnerds Bo, s Bo, ood ood is a very is a very popular prodpopular product at May uct at May nein'nein's corns corner ,rocer ,roceryery. . BemaBemand fond for this ir this iss
relatively constant- and the total demand relatively constant- and the total demand for the year is 1-%00 &a,sfor the year is 1-%00 &a,s. . #he cost of placin, #he cost of placin, an order isan order is
C/0- hile the C/0- hile the holdin, holdin, cost is C) per unit per year. cost is C) per unit per year. #he store is open #he store is open )00 days per year. )00 days per year. (ead time(ead time
for this is 5 days.for this is 5 days.

8a;8a; If May places /0 orders per year- hat If May places /0 orders per year- hat ould hould her orderiner orderin, and hol, and holdindin, costs &e, costs &e
8&;8&; If May ishes to minIf May ishes to minimi+e imi+e her total inventory cost- ho her total inventory cost- ho many units should many units should she order each timeshe order each time

an order is placedan order is placed
8c;8c; What iWhat is ths the ree reordeorder por pointint

ANSW!"ANSW!"

8a;8a; With With /0 order/0 orders per s per year- year- :K%4. :K%4. #= K ##= K #9= L 9= L #3= K %#3= K %/00 L )6 /00 L )6 K C%-/)6K C%-/)6
8&8&;; 99: K : K %0%000
8c;8c; !9 !9 K 81%K 81%00F)000F)00;5 K 0;5 K )% un)% unitsits

6.1126.112 verett verett Dann's BrDann's Bream Store eam Store sells sells ater &edater &eds and s and assorted assorted supplies. supplies. #he #he &est se&est sellinllin, &, &ed in ed in thethe
store has an annual demand of 400 units. store has an annual demand of 400 units. #he orderin, #he orderin, cost is C40- hile the cost is C40- hile the holdin, holdin, cost is C/ per cost is C/ per 
unit per year. unit per year. #here are %/0 orin, days per y#here are %/0 orin, days per year- and the lead time ear- and the lead time is 6 days.is 6 days.

8a;8a; #o #o minimi+minimi+e total cost- ho e total cost- ho many units should many units should &e ordered &e ordered each time each time an order is placedan order is placed
8&;8&; If the holdIf the holdin, in, cost per unit as C6 instead cost per unit as C6 instead of C/- hat ould of C/- hat ould the optimal the optimal order 7uantity &eorder 7uantity &e

ANSW!"ANSW!"

8a8a;; 99: K 5: K 50 u0 uninitsts
8&;8&; 9: 9: K 2)K 2).0% u.0% unitnits if s if ==hhK6.K6.

6.1156.115 #he #he 3andy 3andy Danufacturin, Danufacturin, =ompany =ompany manufactures manufactures small small air conair conditioditioner ner comprescompressors. sors. #he#he
estimated demestimated demand for the and for the year is 1%-000 units. year is 1%-000 units. #he setup cost for the #he setup cost for the production process is C%00production process is C%00
 per run- and the carry per run- and the carryin, cost is C1in, cost is C10.00 per unit per year0.00 per unit per year. . #he dai#he daily prodly production uction rate is 100 unitsrate is 100 units
 per day per day- and de- and demand mand has &een has &een /0 units per day/0 units per day. . BetermBetermine tine the numhe num&er of uni&er of units to products to produce in eache in each
 &atch.  &atch. 8ro&lem 8ro&lem assumes %40 opassumes %40 operatin, dayeratin, days.;s.;

ANSW!" ANSW!" 9ptimum 9ptimum production production 7uantity 7uantity K K 2.5 units2.5 units

6.116.11 #he N#he Ne =oe =ompany mpany inveinventorintories prodes product !. uct !. #he #he carryin, carryin, cost of cost of one one unit punit per year is er year is C5.00- and thC5.00- and thee
cost of a stocout is C%0.00 per unit. cost of a stocout is C%0.00 per unit. $sin, the $sin, the lead time lead time demand pro&a&ility distri&ution ,ivendemand pro&a&ility distri&ution ,iven
 &elo &elo- - determdetermine ine the appropriatthe appropriate safety stoce safety stoc. . AssuAssume thme the optime optimum numum num&er of ord&er of orders is noers is non ton to
 &e 1/. &e 1/.
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(ead #ime(ead #ime
BemandBemand
8$nits;8$nits;

ro&a&ilityro&a&ility

%%0000 00..1100
%%//00 00..%%00

!!99KK ))0000 00..4400
))//00 00..%%00

440000 00..1100

ANSW!"ANSW!"

   9ptimum 9ptimum safety stoc safety stoc K K 100 units100 units
   #o#otal cost for tal cost for safety stoc safety stoc of 100 of 100 units K units K C500C500
   #o#otal cost tal cost for safety for safety stoc of stoc of /00 units /00 units K C%-/00K C%-/00
   #o#otal tal cost cost for for safety safety stoc stoc of of 0 0 units units K K C6-000C6-000

6.1%06.1%0 =andy =andy IncorporateIncorporated stocd stocs &u&&ls &u&&le ,um e ,um ,ame ,ame cards- an item cards- an item that has a nothat has a normally rmally distri&utdistri&uteded
demand durin, the reorder period ith a mean of 1% do+en &oxes and a standard deviation of todemand durin, the reorder period ith a mean of 1% do+en &oxes and a standard deviation of to
do+en &oxes. do+en &oxes. If it is desira&le to experience a stocout only 10 percent of the time- hat is theIf it is desira&le to experience a stocout only 10 percent of the time- hat is the
appropriate safety stocappropriate safety stoc

ANSW!"ANSW!"

or 0 percent service level- e must have O K 1% L 1.%58%; K 14./6 do+en.or 0 percent service level- e must have O K 1% L 1.%58%; K 14./6 do+en.

Since the mean is 1%- the safety stoc K 14./6 < 1% K %./6Since the mean is 1%- the safety stoc K 14./6 < 1% K %./6

6.1%16.1%1 Susan 3oSusan 3olland lland sells sells hand<phand<painted ainted shirts shirts to vato vacationercationers hs ho o enter enter her ,her ,ift ift shop. shop. 3er su3er supplier pplier cancan
only deliver 10 of these per day- &ut if she orders more than this- the supplier ill deliver 10 eachonly deliver 10 of these per day- &ut if she orders more than this- the supplier ill deliver 10 each
day until the entday until the entire order is met. ire order is met. 3er annual demand for these 3er annual demand for these is 1-000- is 1-000- and the sales are relativelyand the sales are relatively
constant for each of the %/0 days that her store is open. constant for each of the %/0 days that her store is open. #he cost of placin, #he cost of placin, an order is C%0- hilean order is C%0- hile
the holdin, the holdin, cost per unit per year cost per unit per year is C%. is C%. If she ishes to minimIf she ishes to minimi+e her annual inventory i+e her annual inventory cost- hocost- ho
many units should she order each time she places an ordermany units should she order each time she places an order

ANSW!"ANSW!"

 : K 15%./ units ill minimi+e costs. : K 15%./ units ill minimi+e costs.

6.1%%6.1%% IvonnIvonne e =allen =allen sells sells &eauty &eauty supplies. supplies. 3er ann3er annual deual demand mand for a particufor a particular sin lar sin lotiolotion n is 1-000 uis 1-000 units.nits.
#he cost of placin, an order is C%0- hile the holdin, cost per unit per year is 10 percent of the#he cost of placin, an order is C%0- hile the holdin, cost per unit per year is 10 percent of the
cost. cost. #his item #his item currently costs C10 if currently costs C10 if the order 7the order 7uantity is less uantity is less than 100. than 100. or orders of )00 or orders of )00 unitsunits
or more- the cost falls to C.or more- the cost falls to C.50. 50. #o m#o minimi+e inimi+e total cost- total cost- ho many units should ho many units should Ivonne order eachIvonne order each
time she time she places an order places an order What is the minWhat is the minimum imum total costtotal cost
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ANSW!"ANSW!"

With With 9: K %00- the 9: K %00- the total cost is C10-%00.total cost is C10-%00.

With : K )00 to o&tain discount- the total cost is C10-01)-62.With : K )00 to o&tain discount- the total cost is C10-01)-62.

#herefore- she should order )00 units.#herefore- she should order )00 units.

6.1%)6.1%) #he purchas#he purchasin, min, mana,er for ana,er for a firm is trya firm is tryin, to in, to determdetermine ine hat thhat the safety e safety stoc shstoc should ould &e for a&e for a
 particular product.  particular product. She has deShe has develoveloped ped the folthe folloloin, in, ta&le- hita&le- hich ,ivch ,ives the es the distri&utidistri&ution of don of demandemand
durin, the lead time and the pro&a&ilities"durin, the lead time and the pro&a&ilities"

BemandBemand
Burin,Burin,

(ead #ime(ead #ime

ro&a&ilityro&a&ility

4400 00..%%00
//00 00..%%//
6600 00..%%//
2200 00..%%00
5500 00..1100

#he carryin, cost is C/ per unit per year- the orderin, cost is C)0 per order- and the stocout cost is#he carryin, cost is C/ per unit per year- the orderin, cost is C)0 per order- and the stocout cost is
C40 per unit. C40 per unit. #he reorder point #he reorder point is 60 units- and 6 orders are placed each is 60 units- and 6 orders are placed each year. year. What level What level of safetyof safety
stoc should &e maintainedstoc should &e maintained

ANSW!"ANSW!"

SafetySafety
Stoc Stoc 

AdditionalAdditional
3oldin, =ost3oldin, =ost

SSttooccoouut  t  ==oosstt ##oottaall
=ost=ost

00 00 881100;;8800..%%;;884400;;881100;;LL88%%00;;8800..11;;884400;;881100;; 11660000
1100 //00 881100;;8800..11;;884400;;881100;; 44//00
%%00 110000 00 110000

#herefore- %0 units of safety stoc should &e carried.#herefore- %0 units of safety stoc should &e carried.

6.1%46.1%4 red rumred rummer mer is this the e inveninventory tory mana,er mana,er for rumfor rummer mer !etail !etail and and Bistri&utoBistri&utors. rs. 9ne 9ne product-product-
automo&ile distri&utors- has an annual demand automo&ile distri&utors- has an annual demand of 4-000 units. of 4-000 units. #he orderin, #he orderin, cost is C%/ per ordercost is C%/ per order
and the holdin, and the holdin, cost is C/ per unit per cost is C/ per unit per year. year. If red uses *oint orderin,- the orderin, cost ould fallIf red uses *oint orderin,- the orderin, cost ould fall
to C%0 per order.to C%0 per order.

8a; What is the optimal order 7uantity if *oint orderin, is not used8a; What is the optimal order 7uantity if *oint orderin, is not used
8&; What is the optimal order 7uantity if *oint orderin, is used8&; What is the optimal order 7uantity if *oint orderin, is used
8c; What is the cost savin,s of usin, *oint orderin,8c; What is the cost savin,s of usin, *oint orderin,

ANSW!"ANSW!"

 8a; 9: ith no *oint orderin, K %00 units 8a; 9: ith no *oint orderin, K %00 units
 8&; 9: ith *oint orderin, K 125.5 8&; 9: ith *oint orderin, K 125.5
 8c; =ost savin,s K 1000 < 54.4) K  8c; =ost savin,s K 1000 < 54.4) K 10/./210/./2

6.1%/6.1%/ Dartha Daples opDartha Daples opened ened a ne a ne &eauty pro&eauty products retail ducts retail store. store. #here #here are numare numerous iterous items ems in iin invennventorytory--

and Dartha and Dartha nos that there are costs anos that there are costs associated ith inventoryssociated ith inventory. . 3oever- her tim3oever- her time is limited- soe is limited- so
she cannot she cannot carefully evaluate the invencarefully evaluate the inventory policy tory policy for all products. for all products. DartDartha ants to classify theha ants to classify the
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items accordin, to the dollars invested items accordin, to the dollars invested in these. in these. #he folloin#he folloin, ta&le provides information a&out the, ta&le provides information a&out the
10 items that she carries"10 items that she carries"

IItteem m NNuumm&&eerr $$nniit t ==oosstt BBeemmaannd d 88uunniittss;;

1100%% 44..0000 550000
BB%%)) 55..0000 11--%%0000
BB%%22 ))..0000 220000
!!00%% %%..0000 11--000000

!!11 55..0000 %%--000000SS110022 66..0000 //0000
SS11%%)) 11..0000 11--%%0000
$$1111 22..0000 550000
$$%%)) 11..0000 11--//0000
JJ22// 44..0000 11--//0000

$se A$se A>= analysis to class>= analysis to classify these items ify these items into cate,ories Ainto cate,ories A- >- and - >- and =.=.

ANSW!"ANSW!"

ItemItem
 Num&er  Num&er 

$nit$nit
=ost=ost

BemandBemand
8units;8units;

AnnualAnnual
=ost 8C;=ost 8C;

1100%  %  44..000  0  55000  0  ))--%%0000
BB%%)  )  55..0000 11--%%000  0  --660000
BB%%2  2  ))..000  0  22000  0  %%--110000

!!00%  %  %%..0000 11--00000  0  %%--000000
!!11    55..000  0  %%000  0  11--660000

SS11002  2  66..000  0  //000  0  ))--000000
SS11%%)  )  11..0000 11--%%000  0  11--%%0000

$$111  1  22..000  0  55000  0  //--660000
$$%%)  )  11..0000 11--//000  0  11--//0000

JJ22/  /  44..0000 11--//000  0  66--000000

B%) ould &e a =lass A B%) ould &e a =lass A item. item. $11 and $11 and J2/ ould &e =lass > items- and the rest ould &eJ2/ ould &e =lass > items- and the rest ould &e
=lass = i=lass = items. tems. #he percenta,es are not exactly as descri&ed in #he percenta,es are not exactly as descri&ed in the text&oo- &ut the relativethe text&oo- &ut the relative
importance is certainly evident from this ta&le.importance is certainly evident from this ta&le.

6.1%66.1%6 ast Jast Jalalve ve Bistri&utors dBistri&utors distri&utes istri&utes indusindustrial valvtrial valves anes and contrd control deol devicesvices. . #he #he astern conastern controltrol
device device has an annual demand of -)2/ units and sells for C100 per unit. has an annual demand of -)2/ units and sells for C100 per unit. #he cost of orderin, #he cost of orderin, isis
C40 per order. C40 per order. If the 9: is If the 9: is calculated to &e 1-000 units- hat is the calculated to &e 1-000 units- hat is the avera,e carryin, cost peravera,e carryin, cost per
unit per yearunit per year

ANSW!" ANSW!" AAvera,e vera,e carryin, cost carryin, cost K C0.2/ K C0.2/ per unitper unit
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6.1%26.1%2 WWe ue use 1-/00 pse 1-/00 per year of er year of a certain sa certain su&assem&lu&assem&ly that y that has an annhas an annual holual holdindin, co, cost of st of C4/ per unC4/ per unit.it.
ach order placed costs us C1/0. ach order placed costs us C1/0. We We operate )00 days per year and have found that an order mustoperate )00 days per year and have found that an order must
 &e placed  &e placed ith oith our supplier 6 our supplier 6 orin, rin, days &efodays &efore e can ere e can expect to rexpect to receive ceive that orderthat order. . WhatWhat
reorder point should e usereorder point should e use

ANSW!" ANSW!" reorder point reorder point K )0 K )0 unitsunits

6.1%56.1%5 Dar >arry forecDar >arry forecasts annuasts annual demal demand and his his ne ne compucomputer soter softare to ftare to &e 6-%/0 &e 6-%/0 units. units. #his #his shoulshould &d &ee
relatively constant throu,hout the year. relatively constant throu,hout the year. #he cost of placin, an order is C40- #he cost of placin, an order is C40- hile hile the holdin, the holdin, costcost
 per unit is C% per un per unit is C% per unit per yearit per year. . (ead tim(ead time is cone is constant at 4 days- and there stant at 4 days- and there are %/0 orinare %/0 orin, day, dayss
 per year per year. . If lead timIf lead time can &e redue can &e reduced to ced to % days- hat sho% days- hat should thuld the ne e ne 9: &e9: &e

AANNSSWW!!"" 99: : K  K  //000  0  uunniittss

6.1%6.1% #he 3#he 3.A.(. =omput.A.(. =omputer Store er Store sells sells a printer a printer for C%00for C%00. . BemanBemand fod for this r this is cois constant dnstant durin, urin, the the year-year-
and annual demand is forecasted to &e 600 units. and annual demand is forecasted to &e 600 units. #he holdin, #he holdin, cost is C%0 per cost is C%0 per unit per year- hileunit per year- hile
the cost of orderin, the cost of orderin, is C60 per order. is C60 per order. =urrentl=urrentlyy- the com- the company is orderin, 1% timpany is orderin, 1% times per year 8/0es per year 8/0
units each time; units each time; ith a total annual orderin, and holdinith a total annual orderin, and holdin, cost of C1-400. , cost of C1-400. #here are %/0 orin,#here are %/0 orin,
days per year and the lead time is 10 days.days per year and the lead time is 10 days.

8a;8a; Is the annual total ordIs the annual total order and holder and holdin, cin, cost more or less tost more or less than the optihan the optimalmal
8&;8&; If the company If the company decides decides to eep to eep a safety stoc e7ual to a safety stoc e7ual to / units- hat is the / units- hat is the reorder pointreorder point

ANSW!"ANSW!"

8a;8a; 9: K 60- ,i9: K 60- ,ivin, vin, #9= L ##9= L #3= K C600 L C603= K C600 L C600 K C1-%00. 0 K C1-%00. #heref#herefore- presore- present cent cost is a&ost is a&oveove
optimal.optimal.

8&;8&; !9 K 86!9 K 8600F%00F%/0;@/0;@10 L / K % u10 L / K % unitnitss

6.1)06.1)0 verett verett Dann's BrDann's Bream Store eam Store sells sells ater &edater &eds and s and assorted assorted supplies. supplies. #he #he &est se&est sellinllin, &, &ed in ed in thethe
store has an annual demand store has an annual demand of 400 units. of 400 units. #he orderin, #he orderin, cost is C40. cost is C40. resent holdin, resent holdin, cost is C6 percost is C6 per
year- &ut Dr. Dann &elieves year- &ut Dr. Dann &elieves that he can reduce this cost to C/. that he can reduce this cost to C/. What impact ould this What impact ould this reductionreduction
in holdinin holdin, cost have on the , cost have on the 9: 9: #here are %/0 orin, days per year- and the lead time is 6#here are %/0 orin, days per year- and the lead time is 6
days.days.

ANSW!"ANSW!"

9: 8=9: 8=hhKC/; K 50 unitsPKC/; K 50 unitsP

9: 8=9: 8=hhKC6; K 2).0% unitsKC6; K 2).0% units

6.1)16.1)1 Susan 3oSusan 3olland lland sells sells hand<phand<painted ainted shirts shirts to vato vacationercationers hs ho o enter enter her ,her ,ift ift shop. shop. 3er su3er supplier pplier cancan
only deliver 10 of these per day- &ut if she orders more than this- the supplier ill deliver 10 eachonly deliver 10 of these per day- &ut if she orders more than this- the supplier ill deliver 10 each
day until the entday until the entire order is met. ire order is met. 3er annual demand for these 3er annual demand for these is 1-000- is 1-000- and the sales are relativelyand the sales are relatively
constant for each of the %/0 days that her store is open. constant for each of the %/0 days that her store is open. #he cost of placin, #he cost of placin, an order is C%0- hilean order is C%0- hile
the holdin, the holdin, cost per unit per year cost per unit per year is C%. is C%. If she could convince If she could convince her supplier to deliver her entireher supplier to deliver her entire
order on a sin,le day- ould this increase or decrease her carryin, plus orderin, costorder on a sin,le day- ould this increase or decrease her carryin, plus orderin, cost
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ANSW!"ANSW!"

:8roduction model:8roduction model; ; K 15%./ units. K 15%./ units. #o#otal carryin, cost" tal carryin, cost" K 81F%;@815%./@%;@81 < K 81F%;@815%./@%;@81 < 4F10;4F10;
 K 15%./@.6 K C10./ K 15%./@.6 K C10./

:8Simple 9: Dodel; :8Simple 9: Dodel; K 141 units. K 141 units. #otal carryin, cost" #otal carryin, cost" K 20./@% K C141K 20./@% K C141

#herefore- havin, the supplier deliver 10 units per day until he has filled her order is the alternative#herefore- havin, the supplier deliver 10 units per day until he has filled her order is the alternative
that minimi+es the total carryin, plus order costs.that minimi+es the total carryin, plus order costs.

6.1)%6.1)% #he purchas#he purchasin, min, mana,er for ana,er for a firm is trya firm is tryin, to in, to determdetermine ine hat thhat the safety e safety stoc shstoc should ould &e for a&e for a
 particular product.  particular product. She has deShe has develoveloped ped the folthe folloloin, in, ta&le- hita&le- hich ,ivch ,ives the es the distri&utidistri&ution of don of demandemand
durin, the lead time and the pro&a&ilities"durin, the lead time and the pro&a&ilities"

Bemand Burin,Bemand Burin,
(ead #ime(ead #ime

ro&a&ilityro&a&ility

4400 00..1100

//00 00..%%00
6600 00..%%//

2200 00..%%//
5500 00..%%00

#he carryin, cost is C/ per unit per year- the orderin, cost is C)0 per order- and the stocout cost is#he carryin, cost is C/ per unit per year- the orderin, cost is C)0 per order- and the stocout cost is
C40 per unit. C40 per unit. #he reorder point #he reorder point is 60 units- and 6 orders are placed each is 60 units- and 6 orders are placed each year. year. What level What level of safetyof safety
stoc should &e maintainedstoc should &e maintained

ANSW!"ANSW!"

SafetySafety
Stoc Stoc 

AdditionalAdditional
3oldin, =ost3oldin, =ost

SSttooccoouut  t  ==oosstt ##oottaall
=ost 8C;=ost 8C;

0  0  00 881100;;8800..%%//;;884400;;881100;;LL88%%00;;8800..%%;;884400;;881100;; %%660000

110  0  //00 881100;;8800..%%;;884400;;881100;  ;  55//00
%%0  0  110000 0  0  110000

#herefore- %0 units of safety stoc should &e carried.#herefore- %0 units of safety stoc should &e carried.

@6.1))@6.1)) !ascal!ascalQs Qs Inc. stocs Inc. stocs &eef &eef *ery- *ery- an item an item that has a normthat has a normally dally distri&uted demand istri&uted demand durin, the durin, the reorderreorder
 period  period ith a mith a mean of 2 do+ean of 2 do+en &oxen &oxes and a standard dees and a standard deviatioviation of thrn of three do+ee do+en &oen &oxes. xes. If it isIf it is
desira&le to experience a stocout only 10 percent of the time- hat is the appropriate safety stocdesira&le to experience a stocout only 10 percent of the time- hat is the appropriate safety stoc

ANSW!"ANSW!"

or 0 percent service level e must have O K 2 L 1.%58); K ./6 do+en.or 0 percent service level e must have O K 2 L 1.%58); K ./6 do+en.

Since the mean is 2- the safety stoc K ./6 < 2 K %./6 do+enSince the mean is 2- the safety stoc K ./6 < 2 K %./6 do+en
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@6.1)4@6.1)4 Art9r,aArt9r,an- (td. distri&utn- (td. distri&utes meches mechanical reanical replacemplacements fents for human mor human mitral heart valveitral heart valves. s. #heir artific#heir artificialial
valve has a demand valve has a demand of 1%-26/ units per year and sells for C2-0of 1%-26/ units per year and sells for C2-00 per unit. 0 per unit. #he cost of orderin, #he cost of orderin, isis
C2/ per order and the avera,e carryin, cost per unit per year is C1/0. C2/ per order and the avera,e carryin, cost per unit per year is C1/0. Betermine the Betermine the economiceconomic
order 7uantity.order 7uantity.

ANSW!" ANSW!" 9: 9: K K 11) 11) unitsunits

@6.1)/@6.1)/ Art9r,aArt9r,an- (td. n- (td. distri&udistri&utes porcine replacetes porcine replacemenments for human mitral heart valves. #heir replacemts for human mitral heart valves. #heir replacementent
valve has a demand valve has a demand of 1%-26/ units per year and sells for C2-0of 1%-26/ units per year and sells for C2-00 per unit. 0 per unit. #he cost of orderin, #he cost of orderin, isis
C2/ per order and the avera,e carryin, cost per unit per year ors out to &e a&out /R of the costC2/ per order and the avera,e carryin, cost per unit per year ors out to &e a&out /R of the cost
of the of the valve. valve. (ead time (ead time is 4 orin, is 4 orin, days. days. Betermine Betermine 8assume %/0 orin, 8assume %/0 orin, days;"days;"

8a;8a; the ecthe econoonomimic ordec order 7uantir 7uantityty
8&;8&; the the reorreorder der poipointnt
8c;8c; the the optimoptimal numal num&er of &er of orders orders per yper year ear 
8d;8d; the optimthe optimal num&eal num&er of days &eter of days &eteen any ten any to orderso orders

ANSW!"ANSW!"

8a8a;; 99: K 6: K 6.6 un.6 unititss
8&;8&; !eor!eorder der poipoint nt K %04K %04.%4.%4
8c;8c; NumNum&er o&er of ordf orders peers per yer year K 15).)4ar K 15).)4
8d;8d; 9ptimal num9ptimal num&er of days &et&er of days &eteen een orders K 1.4 orin, orders K 1.4 orin, daysdays

@6.1)6@6.1)6 WWe use %-2/e use %-2/0 per year of a certain su&assem0 per year of a certain su&assem&ly that has a purchase co&ly that has a purchase cost of C4/0- and an annuast of C4/0- and an annuall
holdin, holdin, cost of C/00 per unit. cost of C/00 per unit. ach order placed costs us C1/0. ach order placed costs us C1/0. We We operate )00 days per year andoperate )00 days per year and
have found that an order must &e placed ith our supplier 6 orin, days &efore e can expect tohave found that an order must &e placed ith our supplier 6 orin, days &efore e can expect to
receive that orderreceive that order. . or this su&assem&ly- or this su&assem&ly- find"find"

8a;8a; ecoecononomimic ordc order 7uaner 7uantity K 40tity K 40.6.6
8&;8&; annual hannual holdioldin, n, cost 8usicost 8usin, n, 9:; K C1019:; K C101//.60//.60
8c;8c; annual annual orderinorderin, c, cost 8usost 8usin, in, 9:; K 9:; K C101//.60C101//.60
8d;8d; reorreorder der poipoint nt K /K ///

@6.1)2@6.1)2 WWe use 1-)0e use 1-)00 of a certain spare part that costs C)/ for each ord0 of a certain spare part that costs C)/ for each order and has a C)% annual holer and has a C)% annual holdin,din,
cost. cost. =alculate the total cost for =alculate the total cost for order si+es order si+es of" %/- 40- /0- 60- and 100. of" %/- 40- /0- 60- and 100. Identify Identify the econothe economicmic
order 7uantity and consider the implications for main, an error in calculatin, the economic orderorder 7uantity and consider the implications for main, an error in calculatin, the economic order

7uantity.7uantity.

ANSW!"ANSW!"

#otal =ost K total orderin, cost L total holdin, cost#otal =ost K total orderin, cost L total holdin, cost

: : K K %/ %/ #= #= K K C%%%0.00C%%%0.00
: : K K 40 40 #= #= K K C1222./0C1222./0
: : K K /0 /0 #= #= K K C1210.00C1210.00
QQ**  K /).) K /).) #= #= K K C1206.40C1206.40
: : K K 60 60 #= #= K K C1215.00C1215.00
: : K K 100 100 #= #= K K C%0//.00C%0//.00
ercent variation of total cost is certainly less than percent variation in order 7uantity.ercent variation of total cost is certainly less than percent variation in order 7uantity.

@6.1)5@6.1)5 #he 3.A.(. =om#he 3.A.(. =omputer Store seputer Store sells a printlls a printer for C400. er for C400. BemanBemand for thid for this is cos is constant durinnstant durin, th, the ye year-ear-
and annual demand is forecasted to &e 1100 units. and annual demand is forecasted to &e 1100 units. #he holdin, #he holdin, cost is C%0 per ucost is C%0 per unit per year- hilenit per year- hile
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the cost of orderin, the cost of orderin, is C0 per order. is C0 per order. =urrentl=urrentlyy- the com- the company is orderin, 1% timpany is orderin, 1% times per year 8%es per year 8%
units each time;. units each time;. #here are %/0 orin, days per y#here are %/0 orin, days per year and the lead time is ear and the lead time is 5 days.5 days.

8a;8a; iven iven the current polthe current policy of ordicy of orderin, erin, % units at a % units at a time- time- hat is the total of the anhat is the total of the annual orderinual orderin,n,
cost and the annual holdin, costcost and the annual holdin, cost

8&;8&; If the company used If the company used the a&solute &est inventory pthe a&solute &est inventory policy- olicy- hat ould the hat ould the total of the orderin,total of the orderin,
and holdin, cost &eand holdin, cost &e

8c;8c; What iWhat is ths the ree reordeorder por pointint
8d;8d; 3o ma3o many dayny days &etees &eteen ordn orders ith ers ith 1% orders per y1% orders per yearear

ANSW!"ANSW!"

8a8a;; #= K #= K C1C1--66.0.0
8&;8&; $si$sin, n, 9: o9: of f ./ uni./ units" ts" #= K C1#= K C10.000.00
8c8c;; !9!9 K )/ K )/.% un.% unititss
8d;8d; Num&er Num&er of dayof days &etes &eteen en orders K %%orders K %%.6.6

SHORT ANSWER/ESSAYSHORT ANSWER/ESSAY

6.1)6.1) xplxplain inain invenventortoryQyQs fins financancial rolial role in a compae in a companyny..

ANSW!" Inventory often represents a considera&le amount of invested capital- thus inventoryANSW!" Inventory often represents a considera&le amount of invested capital- thus inventory

control is essential.control is essential.

6.1406.140 (ist (ist threthree ,e ,eneeneral caral cate,te,oriories oes of inf invenventortoryy..

ANSW!" ra material- or<in<process inventory- finished ,oods inventoryANSW!" ra material- or<in<process inventory- finished ,oods inventory

6.1416.141 xplxplain hain ho io invenventontory can acry can act as a t as a &uf&uffer ifer in the prn the produoductioction procn process.ess.

ANSW!" >y storin, some inventory- it helps to decouple the manufacturin, process ithin theANSW!" >y storin, some inventory- it helps to decouple the manufacturin, process ithin the
or,ani+ation.or,ani+ation.

6.14%6.14% (ist thr(ist three ee disadvadisadvanta,es nta,es of &of &uyin, uyin, inveinventory ntory in in lar,e lar,e 7uantiti7uantities.es.

ANSW!" hi,her stora,e cost- more spoila,e- dama,ed stoc- theft- insurance- less cash to invest-ANSW!" hi,her stora,e cost- more spoila,e- dama,ed stoc- theft- insurance- less cash to invest-

etc.etc.

6.14)6.14) (ist (ist four four si,si,nifnificanicant it invnvententory ory costcosts.s.

ANSW!" the inventory itself- order cost- carry cost- stocout costANSW!" the inventory itself- order cost- carry cost- stocout cost

6.16.14444 (i(ist thst threree cae carryrryinin,<,<coscost fact factortors.s.

ANSW!" taxes- insurance- spoila,e- theft- o&solescence- arehouse personnel a,es- etc.ANSW!" taxes- insurance- spoila,e- theft- o&solescence- arehouse personnel a,es- etc.
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6.16.14/4/ (i(ist st thrthree ee ororder der coscost fat factoctors.rs.

ANSW!" ANSW!" sendin, a purcsendin, a purchase order- hase order- inspectin, incomin, inveninspectin, incomin, inventory- &ill payin,- inventorytory- &ill payin,- inventory
7uestions- purchasin, department expenses- etc.7uestions- purchasin, department expenses- etc.

6.1466.146 xplxplain ain hahat is t is meameant nt &y &y reorreorder der poipoint.nt.

ANSW!" #he reorder point is hen time to reorder an inventory item.ANSW!" #he reorder point is hen time to reorder an inventory item.

6.16.14242 WhWhy cy carrarry sy safafetety sy stotocc

ANSW!" to prevent costly stocoutsANSW!" to prevent costly stocouts

6.16.14545 BeBescscriri&e &e AA>= an>= analalyysisis.s.

ANSW!" Bivide inventory into three cate,ories &y importance of control- assi,n A items as theANSW!" Bivide inventory into three cate,ories &y importance of control- assi,n A items as the
most important to control and = items ith little or no need of control.most important to control and = items ith little or no need of control.

@6.14@6.14 Bescri&e- iBescri&e- in ,enen ,eneral- the proceral- the procedure for fidure for findinndin, 9:., 9:.

ANSW!" Write thANSW!" Write the e7uation to represent the e e7uation to represent the e7uality" e7uality" 9rder =ost K 3oldin, =ost- and solve for9rder =ost K 3oldin, =ost- and solve for
:.:.

@6.1/0@6.1/0 xplain the &asic differexplain the &asic difference8s; &eteen nce8s; &eteen the simple the simple 9: model 9: model and the roduction and the roduction !un Dodel.!un Dodel.

ANSW!" In the simple 9:- inventory delivery is assumed to occur instantaneously- hile in theANSW!" In the simple 9:- inventory delivery is assumed to occur instantaneously- hile in the
roduction !un Dodel- inventory is assumed to &e produced 8or GdeliveredH; over time.roduction !un Dodel- inventory is assumed to &e produced 8or GdeliveredH; over time.

@6.1/1@6.1/1 Is the commIs the comment G#he only ent G#he only function of function of safety stoc is to protect a,ainst fluctuations in safety stoc is to protect a,ainst fluctuations in demanddemand
durin, lead timeH an accurate depiction of the purpose of the function of safety stocdurin, lead timeH an accurate depiction of the purpose of the function of safety stoc

ANSW!" Safety stoc certainly does miti,ate the effect of fluctuation in demand durin, leadANSW!" Safety stoc certainly does miti,ate the effect of fluctuation in demand durin, lead
time. time. It also helps miti,ate the effect It also helps miti,ate the effect of 7uality pro&lems and other such issues on the supply side.of 7uality pro&lems and other such issues on the supply side.
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