
 

 

 

ORDER POLICY AND EOQ 
SUPPLEMENT 

Version 1.0 

Copyright 2019 OnRamp Solutions. All rights reserved. 

Information in this document is subject to change without notice. The software described in this document is furnished 
under a license agreement or nondisclosure agreement. The software may be used or copied only in accordance with the 
terms of those agreements. No part of this publication may be reproduced, stored in a retrieval system, or transmitted in 
any form or any means electronic or mechanical, including photocopying and recording for any purpose other than the 
purchaser's personal use without the written permission of OnRamp Solutions 

OnRamp Solutions 
1081 South Service Rd W 
Oakville, ON L6L 6K3 
905 901 5020  



ORDER POLICY AND EOQ 
SUPPLEMENT 

 

 

https://www.onramp-solutions.com/ P a g e  2 | 18 
 

 

Table of Contents 

Welcome 3 

Order Policy 4 

Calculating Costs ......................................................................................... 6 

Calculating Order Costs ............................................................................ 6 

Calculating Carry Costs ............................................................................ 7 

Calculating Total Costs ............................................................................. 7 

Calculating Order Period .............................................................................. 8 

Order Policy Calendar Type ...................................................................... 8 

Order Period ............................................................................................. 8 

Example Order Policy Calculation ................................................................ 9 

Economic Order Quantity 11 

Calculating optimum order times ................................................................ 12 

Order Policy Best Practices 13 

Shortcut keys 17 

 



ORDER POLICY AND EOQ 
SUPPLEMENT 

 

 

https://www.onramp-solutions.com/ P a g e  3 | 18 
 

 

Welcome 

Thank you for your interest in OnRamp. We at OnRamp Solutions designed the 
OnRamp ERP to meet and exceed your manufacturing resource planning demands. We 
know manufacturing and we believe that we have created an ERP system that is easy to 
learn, easy to use, and powerful enough to help you and your business overcome any 
challenge. 

To help your business successfully adopt OnRamp as quickly as possible, we have 
designed this document to guide you through some of our most commonly used 
features. 

Overview 
This planning guide supplement was written to help you learn Order Policy and EOQ. 
Some of the screens and reports may be similar to those found in other ERP systems 
you have used. This supplement describes: 

• Order policy and EOQ 

• How to calculate the various factors associated to order policy 

• Using EOQ in OnRamp 

• OnRamp order policy best practices 

Conventions 
The training guide is structured to help you learn the material in class with a qualified 
instructor. Each chapter contains: a list of learning objectives for the chapter, an 
explanation of the chapter concepts, steps on how to perform the chapter actions, an 
exercise to help you learn the material, and, finally, a summary of the chapter. 

This guide uses the following typographical conventions: 

• Bold text - used to highlight important information in text. Used to denote click 
actions in procedures. 

• Italic text - used to label tables and images. Used in notes. 

• Notes - used to denote important notes related to the text. 

• Warnings - used to denote warning messages. Ignored warnings can result in 
permanent negative consequences. 

Customer Feedback 
For questions, comments, or complains related to OnRamp Solutions documentation, 
training, or presentations, please contact us at: info@onramp-solutions.com. 

mailto:info@onramp-solutions.com?subject=I%20have%20something%20to%20say
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Order Policy 

Learning Objectives 
This chapter will cover: 

• What is Order Policy - EOQ? 

• Order Cost / Carry Cost / Total Cost 

• Using the OnRamp EOQ Simulator 

• OnRamp Order Policy best practices 

Overview 
An order policy is the company guideline that dictates how many times a year to 
purchase or manufacture a part in a way that minimizes the total costs. This is also 
known as the Economic Order Quantity, or EOQ.  

OnRamp comes equipped with an EOQ Calculator and an Order Policy Suggestions 
[S4221] screen that you can use to quickly determine the best order policy for a part.  

A great example of EOQ in practice is presented every time you go to the gas station: 
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The Gas Station Conundrum: Fill it up or Only What You Need 

When you need gas - how much do you get? 

• Wait until the tank is near empty and fill it? 

• Fill the tank when the price is low, regardless of the current tank amount? 

• Add just enough for your current trip? 

Wait until the tank is near empty 

The time taken to stop at the station and refill the vehicle is valuable, i.e. the cost 
is high; whereas the money to purchase the fuel is readily available, i.e. the cost of 
money is low.  

When the "cost" of stopping is higher than the cost of fuel, most people will take 
this option. 

This situation will describe most of our refueling interactions (hush up, you electric 
car drivers). You fill it up when the needle is near empty, because driving to the 
station or stopping in the middle of the trip is a hassle. You have places to go and 
screaming kids that need a nap or a snack. There could be a line-up, a problem at 
the pump, and the weather could be miserable. And since you always have the 
money available, the hassle of getting gas is high, but the cost is low.  

Fill the tank when the price is low 

The time taken to stop and refill the vehicle is worth about the same to you as the 
savings benefit of refilling, i.e. the cost of time and money are equal. 

When the "cost" of stopping is equal to the cost of fuel, most people will take this 
option. 

Add just enough 

The time taken to stop and refill the vehicle has no measurable worth to you, i.e. 
the cost is low; whereas the money to purchase the fuel is not readily available; 
i.e. the cost of money is high.  

When the "cost" of stopping is lower than the cost of fuel, most people will take 
this option. 

This situation may remind you of your teenage years. When you would add less 
fuel to the car with each stop, with the needle always on or near empty, because 
you didn’t have much money. And with lots of time on your hands, the hassle of 
getting gas was very low.  
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Calculating Costs 
Order policy decisions are based on: 

• Order Cost - The cost to purchase or manufacture a part. For example: 

• The Order Cost on a purchased part would be the shipping costs, or the 
discount applied for ordering in bulk.  

• The Order Cost on a manufactured part would be the cost to setup the tool.  

Note: Order costs are just the cost to order a part and does not include the cost of 
the part itself. 

• Carry Cost - The cost to carry the part in stock. Carrying costs typically range 
between 20-30% of a company's inventory value. For example: For either 
purchased or manufactured parts, having more than will be required in stock will 
take up inventory space that could be used more productively and can lead to lost, 
or damaged, parts.  

• Total Cost - The combined values of the OC and CC for the order period. 

• Order Period - The amount of time, measured in days, to schedule for an order. 

A decision is then made to select the lowest possible total cost value, with the highest 
possible order period, for that part.  

Further order cost examples can be found in on page 13. 

Calculating Order Costs 

To calculate order cost, you add up all the costs to order the part and multiply that by the 
number of times the part is ordered. This means that your order costs for a part increase 
based on the number of times it is ordered. Or as a formula: 

ORDER COST = COST TO ORDER X NUMBER OF TIMES ORDERED 
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Calculating Carry Costs 

Carry costs are calculated as a percentage of the Average Inventory (AI). Because of 
this, calculating the carry costs requires calculating the average inventory first and then 
multiplying that by your company specified carrying cost, which is usually between 20% - 
30%. Or as a formula:  

CARRY COST = AVERAGE INVENTORY X CARRYING COST %  

Average Inventory 

Average inventory is the median value of the inventory, based on the number of times 
the part is order per year. It is calculated by multiplying the part cost by the Annual 
Volume and dividing by the times ordered per year, then dividing by two. Or as a 
formula:  

AVERAGE INVENTORY = PART COST X ANNUAL VOLUME / TIMES ORDERED PER YEAR / 2 

Calculating Total Costs 

Once the previous calculations have been run, calculate the total costs per order 
frequency with the following formula:  

TOTAL COST PER PERIOD = ORDER COST PER PERIOD + CARRY COST PER PERIOD 
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Calculating Order Period 
Once you have decided on the number of times per year to order, on the Part Master 
[S1009] > Planning tab, you can adjust the following period setting fields: 

Order Policy Calendar Type 

OnRamp has two built-in order policy types, which affect when orders are posted: 

• POQP - Period Order Quantity - Production: Used to ensure that OnRamp 
schedules the period order quantity only when in production. Mainly used on 
manufactured parts because the part lead time is expressed in production days. 
For example, if the shop is closed on weekends, then a weekly order period would 
be 5 days, instead of 7. 

• POQC - Period Order Quantity - Calendar: Used to ensure that OnRamp 
schedules the period order quantity on the set calendar day. Mainly used on 
purchased parts because the part lead time is expressed in calendar days.  

Regardless of your selection, it is recommended that all parts have the same selection 
throughout your system to decrease the chance of user error when setting the order 
period. 

Order Period 

The order period is the number of days between orders and can be found using the 
following formula: 

ORDER PERIOD = ROUND DOWN (NUMBER OF WORKDAYS PER YEAR/ NUMBER OF ORDERS 

PER YEAR) 

On the MRP calculation, Order Period is the Order Lot Size Horizon. 

The value used in the number of workdays per year is dependent on the value selected 
for the order policy calendar type: 

• POQP - This calendar value uses the total number of production days on your 
shop calendar. For example, for shops that close on the weekends and statutory 
holidays, in 2019, the total workday value is 261. 

• POQC - This calendar value uses the total number of calendar days in the year. 
For example, in 2019, the total calendar day value is 365. 



ORDER POLICY AND EOQ 
SUPPLEMENT 

 

 

https://www.onramp-solutions.com/ P a g e  9 | 18 
 

 

Example Order Policy Calculation 

This example uses the following values: 

• Part Cost = $60 

• Cost to Order = $20 

• Annual Volume = 100 units 

• Carrying Cost % = 30% 

• Calendar Type = POQP 

Order Costs Calculation 

• Ordering once per year: $20 x 1 = $20/yr 

• Ordering once per month: $20 x 12 = $240/yr 

• Ordering once per week: $20 x 52 = $1040/yr 

Based on the calculation, ordering once per year resolves to the lowest order 
costs while ordering weekly is the highest. 

Carry Cost Calculation 

Ordering Once per Year 

 

Times ordered/yr = 1 
Average Inventory = Part Cost x Annual Volume / 
times ordered per year / 2 
Average Inventory = $60 x 100 / 1 / 2 
Average Inventory = $6000 / 2 
Average Inventory = $3000 

Ordering Twelve times per Year 

 

Times ordered/yr = 12 
Average Inventory = Part Cost x Annual Volume / 
times ordered per year / 2 
Average Inventory = $60 x 100 / 12 / 2 
Average Inventory = $6000 / 24 
Average Inventory = $250 

Ordering 52 times per Year 

  

Times ordered/yr = 52 
Average Inventory = Part Cost x Annual Volume / 
times ordered per year / 2 
Average Inventory = $60 x 100 / 52 / 2 
Average Inventory = $6000 / 104 
Average Inventory = $57.70 
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As you can see, the Average Inventory value decreases as you increase the 
number of times a part is ordered.  

• Ordering once per year: $3000 x 30% = $900/yr 

• Ordering once per month: $250 x 30% = $75/yr 

• Ordering once per week: $57.70 x 30% = $17.31/yr 

Based on the calculation, ordering once per year resolves to the highest carry 
costs while ordering weekly is the lowest. 

Total Cost Calculation 

• Ordering once per year: $20 x $900 = $920 

• Ordering once per month: $240 x $75 = $315 

• Ordering once per week: $1040 x $17.31 = $1057.31 

Based on the calculation, ordering the part once per month, or 12 orders per year, 
resolves to the lowest order costs.  

Order Period Calculation 

To place 12 orders per year, the order period would be: 

• Order Period = Round Down (261/ 12) 

• Order Period = Round Down (21.75) 

• Order Period = 21 

For this order, with an annual amount of 100, OnRamp will suggest that you order 
9 parts every 21 production days for a total of 108 parts for the year.  

 



ORDER POLICY AND EOQ 
SUPPLEMENT 

 

 

https://www.onramp-solutions.com/ P a g e  11 | 18 
 

 

Economic Order Quantity 

The EOQ Calculator [S2081] in OnRamp has been built with the logic required to help 
you make the best order policy decision with minimal work. 

 

EOQ Calculator screen 

The EOQ Calculator provides a graph that displays the total cost per year for different 
order times per year, with the carry costs displayed in orange, the order costs displayed 
in blue, and the total cost as the whole bar.  

Based on the graph and the table above, you can decide on how much minimization to 
apply. For example: While the system suggests ordering 7 times per year for the lowest 
possible total, see Calculated Optimum Order Times/Yr, you may want to increase 
your order times to 10, since the price difference is $24 and you would have to carry less 
inventory, therefore using less space. 

Once a decision has been made, you can set the order period for the part on the 
Part Master [S1009] > Planning tab along with the order policy type, which affects how 
the MRP handles the part ordering. 

file:///C:/Users/phenriques/Documents/ORS_Help/Content/Main/Production/Planning/r_EOQ_Calculator.htm


ORDER POLICY AND EOQ 
SUPPLEMENT 

 

 

https://www.onramp-solutions.com/ P a g e  12 | 18 
 

 

Calculating optimum order times 

1. Navigate to the EOQ Calculator [S2081] screen. 

2. Select the desired Part. 

3. If desired, for fields with a green background, modify the values. 

4. Click Calculate. 

Result 

You have calculated the optimum order times per year, which is visible in the Calculated 
Optimum Order Times/Yr field. 
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Order Policy Best Practices 

OnRamp suggests the following best practices to improve order policy decisions: 

Standard Order Periods 

Set up a standard order period calendar that best suits your production schedule. For 
example: If your shop is closed on the weekends and for statutory holidays, consider 
setting up an order period calendar like the following: 

 

Increase Order Frequency 

When the total costs for two or more different order times per year are close, go with the 
higher order times per year, even if it costs a bit more to save on warehouse space. 

Part Setup Time 

For parts that have a long setup time, consider increasing the order period and the 
number of parts ordered to free up the work center for other work. For example: You 
have a part with a 4-day order period, but it takes you 15 hours to set up. Changing the 
order period to 9 days, or 14, will save you 15 to 30 hours of setup time, respectively. 

Difficult to Handle or Easily Damaged Parts 

For parts that are difficult to handle or prone to damage, consider decreasing the order 
period to decrease the amount of inventory that could take too long to store, or get 
damaged. 

Small and Inexpensive Parts 

For inexpensive parts that are small and easy to store, consider increasing the order 
period to decrease the setup costs for the part. 
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Standard Order Costs 

Some areas of the order cost calculation do not need exact values, or the cost of 
the operation is trivial, like the time spent inspecting parts, or the cost of the paper and 
toner ink used on a work order. To ensure those values are taken into account, set a 
standardized order cost amount for these related costs. For example: 

• Manufactured parts: Total Order Cost = Setup Cost + $10 other related costs 

Examples of order costs for manufactured parts: 

• Staff time spent on the work order 

• Paper costs for the work order  

• Machine setup time  

• Moving the work order through the shop  

• Inspecting received parts  

• Expeditings 

• Purchased parts: Total Order Cost = Cost of transportation + $10 other related 
costs 

Examples of order costs for purchased parts: 

• Creating a PO 

• Sending the order to the supplier 

• Freight, depending on volume 

• Receiving parts 

• Inspecting received parts 

• Expediting 

• Processing invoices 

Standard Carrying Cost 

While it can lead to grey numbers, standardizing the carrying cost percentage for 
your shop will decrease the chance of an error in a calculation later on. This percentage 
should be enough to cover the cost required to pay for the following, among other things: 

• Financial costs, including interest rates, or missed dividends 

• Storage costs, including building, shelving, and energy costs 

• Obsolescence costs, including parts scrapped due to model changes or cancelled 
orders 

• Deterioration costs, including rust, incidental damage, and other environmental 
factors 

• Cycle counting costs 

A good example standard carrying cost is 30%.  
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Order Policy Charts 

Set up order policy charts that allow you to select the best order policy at a glance. 
Order policy charts are usually based on the following key factors: 

• Order Cost Range 

• Total Value of Annual Volume 

• Total Setup Time 

Example Tables 

• Order Cost: $0 - $10 

• Setup Time: Under 5 minutes 

 

Suggested Order Period (Days) Annual Cost ($) 
Starting at 

24 - 

19 4,000 

14 10,000 

9 20,000 

4 50,000 

2 200,000 

1 1,000,000 
 

• Order Cost: $11 - $30 

• Setup Time: Between 5 and 20 minutes 

 

Suggested Order Period (Days) Annual Cost ($) 
Starting at 

44 - 

34 3,000 

24 7,500 

14 20,000 

9 40,000 

4 75,000 

2 1,000,000 
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• Order Cost: $31 - $75 

• Setup Time: Between 20 and 45 
minutes 

 

Suggested Order Period (Days) Annual Cost ($) 
Starting at 

59  - 

39 2,000 

29 6,000 

19 12,000 

14 30,000 

9 75,000 

4 200,000 

2 1,000,000 
 

• Order Cost: $76 - $120 

• Setup Time: Between 45 and 70 
minutes 

 

Suggested Order Period (Days) Annual Cost ($) 
Starting at 

59  - 

44 6,000 

34 15,000 

24 40,000 

14 100,000 

9 350,000 

4 1,000,000 
 

• Order Cost: $121+ 

• Setup Time: Over 75 minutes 

 

Suggested Order Period (Days) Annual Cost ($) 
Starting at 

59  - 

44 9,000 

34 15,000 

24 30,000 

14 60,000 

9 150,000 

4 500,000 
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Shortcut keys 

The following shortcut keys enable you to navigate OnRamp without the use of the 
mouse: 

Shortcut Command Used Description 

Ctrl + G Go To Anywhere Opens the Go To Screen pop-up window. Entering the screen number will 
launch that screen and make it active. 

Ctrl + A Add On a screen Adds a record to the active screen . 

Ctrl + E Edit On a screen Edits the current record on the active screen. 

Ctrl + D Delete On a screen Deletes the current record on the active screen. 

Ctrl + B Browse On a screen Switches to browse mode on the active screen. 
Note: This is the default mode when you activate a screen.  

 Ctrl + S or 
Ctrl + Enter  

Save On a screen Saves the current record on the active screen. 

Esc  Cancel On a screen Undoes changes made to the current record on the active screen. 
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Glossary 

E 

EOQ 
The economic order quantity, or EOQ, is the optimum quantity of goods to be purchased at one time in 
order to minimize the annual total costs of ordering and carrying or holding items in inventory. EOQ is 
also referred to as the optimum lot size. 

ERP 
ERP or Enterprise Resource Planner is a software suite used to help you better manage your 
enterprise resources. 

L 

Lead Time 
A lead time is the latency between the initiation and execution of a process. For example, the lead 
time between the placement of an order and delivery of a new car from a manufacturer may be 
anywhere from 2 weeks to 6 months. 

M 

MRP 
Material requirements planning (MRP) is a production planning, scheduling, and inventory control 
system used to manage manufacturing processes. 

P 

PO 
Purchase Order 

Q 

QA 
Quality assurance (QA) is a way of preventing mistakes and defects in manufactured products and 
avoiding problems when delivering products or services to customers. It is part of the quality 
management process and focuses on providing confidence that quality requirements will be fulfilled. 


