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Q.1 (a) The classical EOQ formula is valid under several assumptions. Still it is used 
in a real world inventory system. Why? (3) 

(b) What is a Q-system of inventory control? For fast-moving A-class items, can 
you use such a system? Why or why not? (1 +2) 

(c) A dealer supplies you the following information with regard to a product 
dealt in by him: 

Annual Demand 
Ordering cost 
Inventory carrying cost 
Price 

10,000 units 
Rs I 50 per order 
20% of the value of inventory per year 
Rs 20 per unit 

The dealer is considering the possibility of allowing some backorder (stockout) to 
occur. He has estimated that the annual cost of back-ordering will be 25% ofthe value 
of inventory. 

(a) What ;;hould be the optimum number of units of the product he should buy in 
one lo:? 

(b) What 1uantity ofthe product should be allowed to be back-ordered, if any? 
(c) What would be tl,1e maximum quantity of i1ventory at any time of the yem? 
(d) Would you recommend to allow back-ordering? If so what would t~e the 

annual cost saving by:adopting the policy of back-ordering? (3 + 2 + :! + 2) 

Q.2 (a) What are the cost elements in estimating (i) ordering cost, (ii) systemic cost, 
and (ii) backordering cost? (1 x 3=3) 
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(b) Does the effect of errors on minimum total variable cost tend to be greater 
when the EOQ has been overestimated or underestimated? Derive the 
relevant mathematical expressions. ( 4) 

(c) What is the difference between all-units quantity discount and incremental 
quantity discount? (1) 

(d) What is the use of selective inventory control? 
(2) 

(e) The Smith Company purchases 8,000 units of a product each year. The 
supplier offers the units for sale at Rs 50 per unit for orders up to 500 units 
and at Rs 48 per unit for orders of 500 units or more. What is the economic 
order quantity if the order cost is Rs 200 per order and the holding cost is 
25% per unit cost per year? (5) 

Q.3 (a) State, with reasons, three examples of items which may be controlled 
according to a single order model. (3) 

(b) Formulate and solve single order problem under conditions of variable 
demand and constant lead time when profit and benefit analysis is needed. 

. (6) 

(c) Explain the working ofP-system of inventory control with the help of a flow 
chart only. Can this system be used for a very expensive item? Under what 
conditions? (4 + 2) 

Q.4 (a) Why is the study of inventory cost accwnulation profile important for any 
manufacturing system? State at least two specific reasons. (2) 

(b) State two uses/analyses that you may have from (i) balance sheet and (ii) 
profit and loss statement of a company for inventory management purpose. 

(3) 

(c) J\ compar.y maintains inventory on three items with the following 
charackristics: 

Items 
I 
2 
3 

Yearly Dcmaqd 
3600 

24000 
600 

Price 
Rs 100 
Rs 25 
Rs 125 

Current pl)licy is tu order each item once each month. 

~-------

(i) What is the optimal ordering policy which gives the same total number of 
orders? 

(ii) What is the optimal ordering policy which gives the same total average 
inventory? 

(iii) What is the equation ofthe optimal policy curve? (4 + 4 + 2) 
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