				MGT2360
			      Assignment # 3
			    Start of class as detailed in CSI
		       (Worth 5% of your final grade)

This is an individual assignment.  Please see additional guidelines from assignment #1.  Your assignment must be submitted as a paper copy at the beginning of class on April 2, 2018.


1. Given the following information, calculate annual cost of carrying inventory
Orders placed per year	=	1,000
Receiving cost per order	=	$15
Annual Office expense	=	$8,000
Average inventory		=	$500,000
Cost of capital			=	10% of average inventory value
Cost of storage		=	8% of average inventory value

Annual Carrying Cost= Total Cost of Carrying x Average Inventory
		           =0.18 x 500,000
		           =90,000
[bookmark: _GoBack]
0.10 + 0.08= 0.18 or 18%




2. An importer operates a small warehouse that has the following annual costs: 
Wages for purchasing 	=	$80,000
Purchasing expenses		=	$70,000
Customs Brokerage per order	=	$45
Cost of financing inventory	=	10%
Storage costs			=	7%
Risk Costs			=	10%
Average inventory		=	$500,000
Number of orders in year	=	10,000

Calculate the following:

Annual ordering cost = Fixed cost + Variable cost

                          Fixed costs = Annual purchasing wages + wages Expense
                                               = 80,000 + 70,000
                                               = 150,000

                     Variable costs = Customs and brokerage costs x N
                                               = 45 x 10000
                                               = 450,000

Annual ordering costs = 450,000 + 150,000
                                        = 600,000
 


Annual Carrying cost = 27% x 500,000
                                      =135,000



Total Annual cost = 600,000 + 135,000
                                 = 735,000



Average ordering cost = 600,000 / 10,000
                                        = 60




3. Answer the following questions based on the following:
Annual cost of goods sold 	=	$48,000,000
Average inventory		=	$12,000,000


What is inventory turnover ratio?

	48,000,000/12,000,000=4



What is the average inventory if, through better materials management, the turnover ratio was increased to six (6) times per year?


48,000,000/6,000,000= 8,000,000


What would be the reduction in average inventory with the inventory improvement?

12,000,000-8,000,000=4,000,000



If the cost of carrying inventory is 25% of the average inventory, what are the annual savings?


12,000,000 x 0.25
=3,000,000

8,000,000 x 0.25
=2,000,000

The annual savings are 1,000,000




4. A computer store sells 12,000 Boxes of computer disks per year. The cost of placing and order for disks is $20 to cover purchasing, delivery and billing costs. Carrying costs are estimated at 25%. The disks cost $7.50/box.


A(D) 	= 12,000

S 	= $20

i	= 25% = 0.25

c	=  $7.50


What is EOQ?

2 x 12,000 x 20 / 0.25 x 7.50
=480,000/1.875
=256000 (square root)
=505.964
EOQ= 506 units




On average how many orders per year will be placed?

12,000/506
=23.7
=24 orders will be placed per year





5. A firm orders a number of items from a regional warehouse every two weeks. Delivery takes one week. For a particular item, average demand is 200 units per week and safety stock is held at two weeks’ supply. 


Calculate the target level 

Demand average = 800

Safety level = Safety Stock / MAD

Safety Level 2 * 200 / 800 

= 400 / 800

= 50%



If 600 units are in stock, how many should be ordered?

200 should be ordered because the company currently has 600 and the next two weeks will require 800 units 
__________________________________________________________________



6. Identify the 5 costs of inventory and briefly describe each.  (2 marks each total 10 marks)

Item cost - The cost of an item
Ordering cost – Expenses incurred to create and order supplies
Carrying costs – The cost of carrying inventory that is, the cost to store and hold an inventory 
Stockout cost – The lost income and expenses that are associated with a shortage of inventory.
Capacity Related costs – the cost related to expanding a company ability to conduct operations





7. What are the 4 methods used to determine how much of an item to order at 1 time?  Briefly describe each.  (2 marks each, total 8 marks)


Number of periods – This is used for the inexpensive items where a lot will be purchased at one time.

EOQ – This is used to determine the order quantity. It requires the holding costs, supply costs and total demand for a product.

Lot-for-Lot – This when only a specific amount of inventory can be ordered in. Any extra will have to be ordered in multiples of the required amount. 
EX. If lot size was 200 and you want to order 350 you would have to order 200 x 2 = 400.

Fixed order quantity – The inventory level is continuously monitored and replenishment stock is ordered when the company’s safety stock hits a certain level.
