
(a) Economic Order Quantity (EOQ) Calculation
The EOQ formula is:

Where:

 (ordering cost per order)

 (annual demand in units)

 (holding cost per unit per year)

Number of orders required per year:

(b) Cost Comparison: Current Ordering Policy vs EOQ

1. Cost under Current Ordering Policy

Current Order Quantity = 400,000 units

Number of Orders =

Ordering Cost =

Holding Cost:

Since we are now considering the remaining stock of 140,000 units, the revised holding cost is:

EOQ = ​​

CH
2CD

C = 1000
D = 2, 500, 000
CH = 1

EOQ = ​​

1
2 × 1000 × 2, 500, 000

EOQ = ​ =5, 000, 000, 000 70, 711 units (rounded)

​ =
70, 711

2, 500, 000
35.35

​ =
400, 000

2, 500, 000
6.25

6.25 × 1000 = 6, 250

​ ×2
400, 000

1 + 140, 000 × 1

= 200, 000 + 140, 000 = 340, 000



Total Cost under Current Ordering Policy:

2. Cost under EOQ Model

Ordering Cost =

Holding Cost =

Total Cost under EOQ:

(c) Cost Savings from EOQ

Thus, implementing the EOQ model results in cost savings of £275,544 compared to the current
ordering policy.

6, 250 + 340, 000 = 346, 250

35.35 × 1000 = 35, 350

​ ×
2

70, 711
1 = 35, 356

35, 350 + 35, 356 = 70, 706

Savings = 346, 250 − 70, 706 = 275, 544


