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Firemans torch
The total number of orders a year is 12 x 200 =2400
· The reorder cost includes all costs that occur for an order. These are:
· Salary = £22.000 / 2400 = £9.167 an order, (rounded up)
· Employment costs = £3.000 / 2400 = £1.25 an order
· Expenses = £5.000 / 2400 = £2.083 an order
· Inspection = £20 an order
So, reorder cost’s is 9.167 + 1.25 + 2.083 + 20 = £32.50 an order
Holding cost include all costs that occur for holding stock
Borrowing 10%
Obsolescence rate 5%
Insurance + other costs 5%
Holding cost = 10 + 5 + 5 = 20% of inventory value a year
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