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EXAMPLE 16.5:  A supplier for fictional Trinity Hospital is offering quantity discounts on catheters. 
The quantity–price schedule is shown in Table 16.6. The annual demand for the catheters is 1,800 
units. The ordering cost is US$48 per order, and the holding cost is 20% of the unit price per year. 
What order quantity will minimize the hospital’s total annual cost?

SCREENSHOT 16.4: Example 16.4 – Quantity Discount Model

TABLE 16.6: Example of Quantity Discount for Catheter Orders

ORDER SIZE PRICE PER CATHETER (IN U.S. DOLLARS)

0 to 99 60.00

100 to 199 54.50

200 or more 48.80

SOLUTION

Step 1.	 For each volume range, calculate the EOQ.

Because the holding cost is a percentage of the unit price, it will vary with each price. Therefore, we 
need to calculate an EOQ for each volume–price range.

EOQ60 = 
2 D S

H
× ×

 = 
2 1800 48

0.2 60
× ×

×
 = 120 catheters

EOQ54.50 = 2 D S
H

× ×  = 
2 1800 48

0.2 54.5
× ×

×
 = 125.9, or 126 catheter when rounded up

EOQ48.80 = 2 D S
H

× ×  = 
2 1800 48

0.2 48.8
× ×

×
 = 133.06, or 131 catheters when rounded up

Step 2.	 �If the calculated EOQ is feasible (falls within its respective price–volume range), compute 
the total annual cost. If the feasible EOQ falls within the volume range that has the lowest 
purchase price, stop. This feasible EOQ is the optimum quantity to order. Otherwise, go 
to step 3.

Of the three EOQs calculated, EOQ60 = 120 and EOQ48.80 = 133.06 are not feasible because they do not 
fall in the volume ranges of their respective unit prices. For example, the EOQ = 120 calculated for the 


