
574 PART IV    TACTICAL DECISIONS

unit price of $60 is not feasible because for an order quantity of 120 units, the price is $54.50 per unit, 
not $60. Similarly, the EOQ = 133.06 calculated for the third volume range with a unit price of $48.80 
is also not feasible because for an order quantity of 133.06 units, the price will be $54.50 per unit, not 
$48.80. Hence, the only feasible EOQ is EOQ54.50 = 125.9 because it falls in the volume range (100 to 
199 units) of its respective price, which is $54.50. The total annual cost for the feasible EOQ of 125.9 is:
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	 = $686.26 + $686.15 + $98100 = $99,472.41.

The feasible EOQ of 125.9 units, however, does not fall within the volume range that has the lowest 
purchase price. Therefore, 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 
purchase prices.

Next, we compute the total cost for the next higher minimum quantity, which is 200. The price per 
unit in this volume range is $48.80:
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	 = $432 + $976 +$87,840 = $89,248.

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

Comparing the two total annual cost figures of TCEOQ and TC200, we find the Q = 200 catheters is the 
optimal order quantity because it has the lowest total annual cost (TC200 = $89,248).

Figure 16.6 shows a graph of this example with the holding cost expressed as a percentage of the 
unit purchase price. As you can see, when the holding costs vary, the total cost curves have different 
minimum points. The different minimum points occur because with holding costs as a percentage 

FIGURE 16.6: How a Quantity Discount Affects the EOQ When the Holding Cost Is 
Expressed as a Percentage of the Unit Price
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