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MGT2320 Online – Assignment 5
This assignment has 31 marks and is worth 5 % of your final grade and consists of 3 questions.

1. ABC Analysis ( 10 marks)
A distributor of building supplies sells a line of designer trim to small construction companies. The line is described in the table below:

A) Show how this line would be classified using an ABC system.

	Dollar Volume Rank
	Item
	Volume 
	Unit Cost $
	Dollar Volume
	% of Dollar Volume
	Cummulative % of Dollar Volume 
	Category

	1
	4258
	732
	$4.35
	$3,184.20
	23.17
	23.17
	A

	2
	4281
	550
	$3.75
	$2,062.50
	15.00
	38.17
	A

	3
	3541
	334
	$4.95
	$1,653.30
	12.03
	50.20
	A

	4
	7413
	488
	$2.50
	$1,220.00
	8.88
	59.07
	B

	5
	4832
	214
	$3.95
	$845.30
	6.15
	65.22
	B

	6
	1597
	95
	$8.00
	$760.00
	5.53
	70.75
	B

	7
	9873
	215
	$3.25
	$698.75
	5.08
	75.84
	B

	8
	5879
	185
	$3.55
	$656.75
	4.78
	80.61
	C

	9
	5921
	110
	$5.25
	$577.50
	4.20
	84.82
	C 

	10
	6891
	75
	$7.50
	$562.50
	4.09
	88.91
	C 

	11
	9512
	92
	$5.50
	$506.00
	3.68
	92.59
	C 

	12
	9867
	45
	$8.75
	$393.75
	2.86
	95.45
	C 

	13
	1245
	48
	$5.50
	$264.00
	1.92
	97.37
	C 

	14
	2137
	52
	$4.75
	$247.00
	1.80
	99.17
	C 

	15
	2218
	12
	$9.50
	$114.00
	0.83
	100.00
	C 

	 
	 
	 
	Total
	$13,745.55
	 
	 
	 


B) Explain how this company will use the information developed from the ABC analysis. 

Resources purchased should be higher for category A items rather than B & C items.
Forecasting category A items may warrant more care than the other two category items.

Category A items should have tighter physical inventory controls than category B & C items; they should have accurate inventory keeping records and probably have designated areas in the warehouse.

2. Cylce Counting (5 marks)


Leemin Enterprises carries 9,000 items of outdoor garden décor. It’s owner, Peter Ng, uses an ABC classification system. 7% of the items are classified as A. 33% of the items are classified as B. The remaining items are classified as C. Peter wants his operations staff to count the A items monthly, the B items quarterly, and the C items semi-annually. Leemin uses 20 days per month for calculations. 


How many items of each classification and in total need to be counted each day? 127/day
	Item
	Quantity
	Counting Cycle
	Items Counted/Day

	A
	630
	Monthly (20 days)
	32

	B
	2970
	Quarterly (60 days)
	50

	C
	5400
	Semi-Annually (120 days)
	45

	
	
	Total items per day
	127


3.
EOQ (16 marks)

Guy’s BBQ Grille in Saskatoon serves 5,000 steaks per year. The steaks are kept in a freezer. The holding cost for each steak  is $1.50. The cost to place an order is $45. The lead time is 4 days and there are 250 working days per year.

i) What is the optimal order quantity (EOQ)?

Q* = √2DS/H = √2*5,000*45/1.50 = √300,000 = 547.72 = 548 steaks

ii) What is the average inventory? Hint: Use the EOQ calculated in i).

Q* / 2 = 548/2 = 274 steaks
iii) What is the annual inventory holding cost?

HC = Q* / 2(H) = 548/2(1.50) = $411.00
iv) How many orders would be placed each year?

N = (D/Q*) = 5,000/548 = 9.12 orders
v) What is the annual ordering cost?

OC = D / Q* x S = 5,000/548*45 = $410.58
vi) What is the total annual cost to manage the inventory?

TC = HC + OC = 411 + 410.58 = $821.58
vii) How many days on average are there between orders?

T = Number of working days / N = 250/9.12 = 27.41 days
viii) What is ROP?

ROP = demand during lead time = d x L = (5,000/250)*4 = 80 units
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