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	 = $450 + $450 + 49,500 = $50,400

Note that the computed EOQ is not feasible for the first and the third volume ranges because it does 
not fall within those volume ranges. Also, because the computed EOQ of 60 cases does not fall within 
the volume range with the lowest purchase price, we go to step 3.

Step 3.	 �In addition to the total annual cost calculated for the feasible EOQ in step 2, compute the 
total annual cost for the minimum quantities in the higher volume ranges with lower pur-
chase prices.

Next we compute the total annual cost for the next higher minimum quantity, which is 100. The 
purchase price per case for 100 and more units is $50:
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	 = $270 + $750 +45,000 = $46,020.

Step 4.	 Choose the order quantity that has the lowest total annual cost.

Comparing the two total inventory cost values of TCEOQ and TC100, we find the at Q = 100 cases is the 
optimal order quantity because it has the lowest total annual cost (TC100 = $46,020).

The quantity discount for the example with constant holding costs and the three volume range–
price schedules is illustrated in Figure 16.5. The figure shows that when the holding cost is constant, 
the total cost curves have a single minimum point. There is a single minimum point because with a 
constant holding cost, the differing purchase prices do not affect the holding cost component of the 
EOQ formula. As a result, the total cost curves for the various purchase prices line up vertically and 
the minimum point on these cost curves reflects only the total annual cost of ordering and holding 
inventory associated with EOQ. For simplicity, in Figure 16.5, the three horizontal purchase cost lines 
for the three volume ranges have been omitted.

FIGURE 16.5: How a Quantity Discount Affects the EOQ When the Holding Cost  
Is Constant
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