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§ Defing makerial management has been accepted by

_Intemakional Federaktiop of furchasing & Makerial
~Management-  Enlisk objeckives of makerial gk

"~ Moterials mgt is a total concept m\rolmng an crgani -
-saktional . sti- unifying in to a single tespopsbility the
systemabic flow & c_onbrc\ of matl. from the idenkficat®

of need Ehrough consumers  daévery .

Include within this concept are the makerial
functions of planning , scheduling, buying, storing,meving,
~disbribubing. These ave logically vepresented by the disciplines
_of produchion § inventovy conbrel, purchasing & physically.

~ distyibukien .

A The cbjectives of mall- mgb is to conbiabute to
- increase prebibability by coordinating  achievement of
leask makls cost- This is done  through optimistig
capitad investments , capaciby & personnels copsistant

~with the @,ppmpmd,e customer  sevvice level.

bech\f@s of mcd;{ mqb

NEPT Y continucus & umntexmp\red product\on ov cpevat’,
by mainkadning by a steady Flew of mabls- b

Q> To achieve the above cbieckives in effident & economical
_manney-

3) To effect economics in the cost of materials bg purchczsmg
£ MGES, of right quality , in thé//ys_gh/@ quantity , ak the
_tight time, fom Ehe vight Soure & ab bhe vight price.

@ To_ effect economics, in the cost incuvred on maks,
—ofber  they have been purchased , through  storage,

- processing, & wear house, Bill Ehe ﬁmshad goods
~Wtimately veach the customery.

5. To veduce werking: capital yequivements through  proper
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. § scienbc. invenbory  conbrol.

é}} o improve the quatity of manufochived geods by use
of better vaw materials or compenents & there by
incyease the compibativeness of manufackived goads.

» To intrease the compitativeness of manuf-az:tumd goods
by veddeing their prices through cest veduction 4
value analysis.

§.2] Explain with the help cf Flow chat, the entire
o process of mateyia) management:
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& . Madl mgb concerned with ensuring that the
~quantity & quality teqd, ave on the joh as per

- Tequivernent- The const” manager is. concerned about

- the No-of makl- handling pyoblems like quality, quantity
price, deleivany date, mode df branspovtation , inspection
~counting test, stovage & protection: Considerable Lime &
effort is spend on a practical network that wil sakisfy
-time & vesource  Limitakion . However such a  scheduwe
s not used  unless suppoted by the timely deliveny
of matls. - | |
- Bovly . procuvement may have o benificia) effeck
-on cost execukion which cowld be easily neglecked

-by capital blocking, storage problem § pilferage. A
flow diagram of  mabl procuvement e shown in fig. (D
| In the Mow diagrom of matl. indent is based
-Upon . planning . Tne  proceeding skeps are presented s
_ghown in [Pz‘g-.@,) -Nebpage ] . The vaw matls. ave
~continucusly  processed o the finished goods inventony .
~Mot- mgb- s namely consult with the indenk, avriva)

- & inventovy of the vaw mat. The mad. Mgt s also
-veloted ko _matl. usage , accountin Systemy & cost
control  system as  shown  in fig (b “
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- —> Invenkon -

- Evewy one, be ita fim,or an establishment, or ap
individdal | is familiay with the werd stocdk because each
- of Ehese cavy some items to meeb Eheir veguivements.
In brade ¥ industy, the word stock is called as
- inventey . .
7 Lost of inventony:-

_ The costs affected by company's Inventowy policy ave-
L. Toventow Cavring Cost
9] Procuvement Cost
). Sek-up cost
4] Stock - out cost

) Ipventon carring cost i~ e e o N
wTEs ST =B
| Following elements conbribute inventewy cavying c_ost%

@ Lapital cost:- Tt is an important item in debeymining
the cost of carying inventovy . *¢ Capital cost (s either
the —cost ef borrewrng capital or the cost of drverting.

company's fund ko invest in inventories *The  former

-Means the interest vate ,the latber implies the foyegone
—-Oppovtuniby cost- ' o |
: There_are thus two mids. of debermining the

[ apital cost- In first methed is to use the bapk leading
vate it the money s were to be borrowed. The okthey
- method is to consider the ~opporbunity cost of the

- Maney.

R-O-R.= Net probit before toxey ———
Tota) copital -

| LN
14




by Storage Cosk:- Tt includes st of shovage gpace .
Cie. annual Yenk or  depreciation), cest of mainbenance,
b YePCUYs - Cost of storage facilities Ci-e-vacks, bins ete),
cost of pyeservabion (ie yust prevention,oil~greases) ,
cost of vecord keeping & cost of periodic / annual
stock varificabon ekc.

EOQ= 9o= | 25CP

\J Cu- L

< Deteriotation 4 obsolescence: -

Deberiorakion is the loss from veduction in the
inventoy value dug to one or mere of the foliowrng
Yeasons —

b The part / item / mat- may have limited shelf life and
hence rnay deteriorate if steved for a leng time, eg.
subber parks may cvack aftey opprox. 6 months Lfe

' amenia gheets may spail if stoved beyond 3 monkhs efc.

o> The items alse deteriovate when storage condibions
are inadequate ,unsatisfactory or beth. Some of the
parts may get damp, died up, o spoiled. eg- cement
may geb damp & solidiby steel may become vusty. .

3 Deberiorabion can alse veswlt Fom posy handling
in: stoves . Some  of the fragile items (electyc bluhs,
Huvcscept tubes ekd may collide with other & break.

zgﬁ%}sm’?fﬁf%ﬁ??

Obsolescence is the loss fom  veduckion in
inventory value cof the items/ corpanents that are
vendered unusable by the company due to changes in
cesign Oy due to the development tn the feld.




Deteriorat® & obsolescepce = _CL-PYZA /o —
| Vg . Inventory investment
KWheye P= The propovtionate amcunt Ehat can be
- Xcolised if the items were to be disposed off
A = Al gbsolete ¥ Non-moving item- mulbiplied by

- quanbiy on hand  wikth unit price.
n = No- ol years:

4 Insurance Cosk:-
Inventories like obher _assets , ave coveved by
insurane - Insurance cosk is thus the premium paid

- of payable to cover the company against loss due to
- unfereseen acts such as five, theft ete

2) Liocurement Cosh : > TREET BT ST S ST

Procuvement  cost is also called as orderfng cost’

yeplenishmenk cost’, or “feccupmenb cost’ s bhe  cosk
-incurred to veplenish the stock of an item.

Basic elements of precummenls cosk ave s follows ~

®_Paper work cost :

| the procurement function is built arcund  paper
—rwork since. all orders —small or big— need paper wovk!
-furchasing function sets cut with paper work (makls.
Yequisitions) , pushes  thicugh paper work ( enquiry Porms,
- putchase order forms, goods veciph netes, inspection. notes,
- sbove vecipts notes) & end up with paper work

- Lchegques to g Pay  suppliers invoices)- The Yequivemerk
~oF paper work vories divectly with the order frequency

i




& its: cost is cqnsidered ds one of bthe elements
of procurement cost-

Ll

o> Rustage Cost -~

Postage Cosk is the cost expended to mail
documents necessayy  fer the business bransockans -
Puvchase orders are sent to autherise vendors to
supply the goods, delivery Schedules ave mailed to
communicate Immediate as well as fudure vequivements,
omendments o purchase ovders awe issued to alber |
modify quantiby, price or obher ferms; goods inspection
notes ave posted to acknowledge veceipts oF makbs.

% inform inspechion Tesults

¢y Follow up Cosb: |
Follow wp 18 the funckien of seeing that the
suppliers  effect  deliverie time- The follow wp funct”
now a days has becomethe fermost £7 of the buyers.
Venders , be it a small manufaduray, a brader, or a
supplier ab a distance takes [ittle inibabve in
delivering Ehe goods on trme.

&5 Cost cof visits bo the venders plants :-
folleww up with the vendors ok times vequines
iisits by puichase pevsonnel & therefore costs of

such visits are consideved towards pmmm@nt Cosk-

e _Expendibing (Cost:
Follow wp wikh the wvendor's enables buyer lo

secive  advance intormakion of expected delays
Pre- delivey  followw wp enables buyer -
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-ﬂ[o“m&ke adbernate  avrangement (i-¢. Yequest erder

 okher supplien for easly delivew))
o To decide expedited voubing of goods from guppliers .

D ooemhnq cost of the vehicles:~

Vehicdles ave employed for colleckion & deweyg of
_makerials fvom [ and Lo the vendevs , colleckion of
_materigls fom Eransporterls / Railway godown’s etc - The
_operaking cost of such vehicles showd be considered.

g} Inspection & Tesking costs:~

~_ Inspection & testing costs to include cost of
~deshuctive bests: Too frequent purchases increases
_inspechion _costs.

',”h> Adminisbrakive cCost: —

Purchase is mqm Funckion § it vequuves pesformance
~of a No. of gctivities- Indents ave <aised o inform
-the purchase dept- of the impending neéd ;,enqou'rn'@S ave
- Floaked , quotations ave veceived ; vates ave compaved ;

_.__.‘terms ,, ,cf payment ae lonked ik and. then an order
-8 placed on a suppliey whole terms ave atbrackive;
progress on the order is vecieved and follow wp with
-suppliers - is dong - |

3] . Set D CCSf r -

—_— Set up cost is also called “prepavateyy cost’ is
- the cost that is incuvred to veplenish. the stock of an
Jitem  manufactuved  at the home plant. 1k is the cost

o preduction stoppage kv epable a machine or a
~group ¢f mochines ko change aver fom one job ko

52




another- § is dependent of the quantity to be preduced.
* The following ave major elements of this cost —

¢y Tdle Hme cost:

It is the loss due ko nabiliby mf (:n@ company
to produce during the pericd the machine is under
set up and it equals Ehe preduck of the Set up Eime
(It is total Hme necessavy to prepave a machine for
the production of good pieces) (in hours) Y the machine
hour rake-

by Cost of ldle wages:-
cost of idle wages paid fo the divect worker(s
for the period the machine s under preparatior 42 ik
equals the product of set up bme (if o e Ry
workers  hourly vate (in-Rs)

&>, Wark ordey cost « -

This Cost s the cost of Taising & work order §
other auxilloyy orders namglf stoves issue qrdey
move avder, fnspection order, goods forwotding  noke ete.
o awthovise shop to undertake manufacturing ackivity..

The work ovder cost alse includes bhe cosk
ees of Hue prints of the process sheets B;c,oémbfmi
layouts tc enables sheps to know ags bt what & bhow
to. manufactuye .

dd ?or@gong Profit :-
Foregone profit cost implies loss in profik
for the time cof machine is under preparalion &
s equal to the preduct of the sum of machine




§

_idle Hme cost § cost of idle wages & company’s
_yate of veturn on investment. ie.

Fomgoné" =[ Maching Id!@,}_;, Cost of HIQJ ( Rate of Rebuyn |
_Piokit. time cost wages L ob m\)eﬁmemkj

4] Stock out Cest:-

Stock out vepresents a situaktion of non-avajlabilfhj
ot the item at the tme when itis vequived. stock
cout veswits when the stock of the item gebs depleted
“befove the veceipt of fresh supply - One or move of
the following occuvrences may cause stock out:

» gsuad Unusual higher demand vate during the veplenish-
ment. lead time. |

i Delay in deli\/ng/‘/

i Transpovbakion delays. !

w_ Rejection In the incoming consignment
- The following are major elements of stack out cost ~

S @4l A conshuckion machinary nanufacturing  company needs

12,000 beating of concrete misture in a year- The cost of
single bearing is Rs 80 /No. and the caving coskis Lo
‘of unib cost - The odering cost Rs 150/ per arder. find EO@
& also find  total cost for cpevabing inventavy .

- So™:- Economic Ovder Quantity  (0G) is given by bhe formula,

Qo= Wg
U

- v
_Where, s= Annual consumptien  (Units)
= 12,000 No-
Cp= Procutement cost pev order (RO




= Rs 1B0/- per ovaer.
Cu gp = Price oy cost pey unit (Rs)

= Rs B80/-
L = Inventawy carwing cost per year.~(decimals)
= 12¥80 = 0.12 ¥80 = 9-¢
joC

- Subskitubing the values in the oG formula,we gek,

do = 2x12000Y 150
30 X 64290

eto—37 6346

s 1

iy Annual Total Cost (ATQO):-
ATC= §.CF + LicCu-l
2

Where q= Otder quantity (Ne?)
6346
~ATC= 12,000 y |50 + 612737 x 30xe42 9-6
—_— 2

6846

—

5253136 [-

-
=
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3! 571# A diesel Engine maoufacturer bugs an item in let
ot _BOO unitS _which is a  thyee  months xgqurgm@nﬁ;__ o
*Ih_e cost_per unit. fs Rs 90/~ & the ordering cost is .

| Rs_180]- per balkch order- The inventow carring cost . .
_is estimoted at 20 of the average invenkoy .
_investmenbo R ——

6> Llhat is the annuaJ botcd cost oF tb@ Vemshng P

. invenkary poliecy £ S ———
, b> How much money can be. smed bg _using . economic. -

g _order qua_nbhf,,,-?_ﬁ e e e e e SR, 1

i a) Armm} tomJ cost QP l:h@ exxstmq nwmraw ‘:;@Jrcy,,z:_ B
ATCe= 3 XCP 4 ,‘i A A

Jooum S —

b Mhere §= Amvual mq;ummen& ______Lu_nil;s), T S
= BOOX4

B rffﬁ.f TP LI Smes o et e e e . e - —————————

= 2000 Nos.

. ._ N QID_BT QLuLem@Dt_casﬁ Pﬁx OYdQL__. S
S . S = Rs 86/~

= ,_i e S —— | Emam e B me— -

S = PﬂCﬁ or cost per__umz‘, o

-——~7ﬁ* i I QS 96,/__ i e g o e o S e s e R
S lnv@ﬂl:,ary _caxrying . sl per_annum.-

i Al =096 - R

. il ) o - [ N p— . .




N place oE.,,qu.arterg ,,pﬂﬂlbﬁ&@d = _AI Ce~ ATCO =B200-3660

-~ q=Ovder quanbily per veplenishment order
I v |+ - "< - ] emtmg m\(entag palicy

- B Annual total cost due in eccrnemic order g
\ i

. ~ Boo. Nos -

- Substitubing the values we qet,
~ATCe= 2000 x {30 + 500 x90x0-00 i
500 2 D

!

Lpurchase  (ATCo) =

ATCe= S

_:\/‘27(2000%380‘ I
TrT. S o

e TQ0ONGS.

ATCO~ QOOO 2000 x 130 + 200 « QOXO ‘20
; 200 2

- - .“Rs 2600 /- /

g
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Q 6;1 ﬂom:btu requivement. af _switch boards by a const”
Campang _is K66 NO'S, with Rs 35/- gs. ;zrocmem@,a&ﬁcost
< .k Rs l9o/ peoy unit per year as holding rest.

.Detexming quankity that should be procured at abm@
1, _to ophimse the cost invaved T the copsumpt” of &un!:ch
_board increases to 4o No's per day. 4 its invenbary
: ﬂ.:___,‘,,,,,,,,JQ,II_IDQ___.QQ_SIZ S RS 0:090 /— per unit,pevday,
__.Considering 300 working days in a year, what shall

. bo Yecieved E0Q@ in. khis case £ -
BN op Given dobet: oo
=~ . sS=annual_ \;Qqcuf@m@nt ~_(Units) _
h . =heoxie .
g L= 6720 Nas. - S S ——
e Cp= Procurement cost per order
M o = RS hE S ,
L B N Ch b@Jqu CQSE/ "

-l = Rs 100 por umt pQY year -

..._f,___,,,;_f___._;-Jbe_quanhtg that shewld be pjox:umd aba
_ - L‘*_hm@ to_ophimise the cost invalved s given. b\/-___

- * uJ;stng J:b@ yOdueA__d pammﬁt@b meg@b

o ‘Lo = JEMYQO*%P_ = 6‘26 L Nos/f_ﬂ_ s
| 100
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cp- Rsnf
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Ccolelabion of vevised EOG.
Gwen_Oakto. o

| S= BOKLO

- 12,0004~

= 85675 Nos-
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ﬂ,&& ‘annual_consumption of spindles. POJ goke valve by
-+ const” material manufactunng company S 500 No's.
_|iThe unit cost of the spindle is Rs 20[- Jbe,,pmcumm_ent_w#,
,,,Lg__m:v:&n}mg. carring cost i Rs LQQ_J pei order & 4R7
. .respechively The  supplier has given folewing purchase .

. _order Quantity _ less than 500 500- 4000 1060-4560  above 1500
e . Price  Rs 9o/perNo Rs19/No Rsi%/No  RsIZ/no.

£ — i i e S

& 3uggest suubob_,___ Qufchaw plaﬁ R

R e S SO S WUV

I LI f Gven oato:-
W S - ) Anoual. Ro_qu.nem@nt CUQI:S)....

s i.;_ ...=3000 Nos.
._ _ Cu= Puce or cost p,@,{,,umt_.__.. e e e i

e Cp= Procusement cost __p,eﬁ___gf_d_euﬁ_,,_____

—k— i =Rs loo/-peyode
1 . 4+ L= loventary cawring cost per gmpum.
N T
e f-_.,,‘w_Qu_L = Re OO - e o
- Cloe = RS$~«{9}(
N * Cug .= Rs Q-




 Price. Rang¢ of quankity ~ B0Q . _Qfy- to be_puichased
: ~ [23¢p T at indicated price

('3 B #

4 —

1 RsQal- 049<Bon_ . 40%2B. 4 oges
Rs 19)- 50049 1000 41%-%85 . 800-00
CRs 18/- 1000<Qq<¢iBOO  4B0BD | 5,060_-_\06/_

CRs 17 1boo<q . 44e0 - iBo0-oy

Stepl)  Deteymine the quantity te be purchase ot each price. .. _
Jevel which equals_either EOG or price bveak. quanbiby.

~_cost Element Price Discount R
Rs 20f- Rs 19]- Rs 18- _RsiFl
 order Quantity

o Material Cost ]
 _ s 60,000, 57,000 56,000 51000 |
» Powrement (ost: 73484 eco . B0 900 |
9 Amual inventary Th g4 365 1620  229H

__cayying_cost . . masniiee P NP
R S

|

8,45

S i I

CATC= 0+©+®  6L46069 " 55,900 53,49




B - - A3Se.
, c=10

i

gﬂ_}l ,&elgct an  opti nmJ _,puxchaS@ quankity from l:h@ B
s N_ _annual kokal cost figure calculaked above, webind

© I _the cost incuvved s the legst when khe qucmbbj —
Amxchasgd 38 o ABOA KBS

T

.&‘
. - e = _ _ N
N S - £ £
~
i i — - _

e R Sa— S — — e
- )
- - SR S -
- SEST— SO ORES L e e -
= ——— e
i — - —
! =
e —
S p——
I
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Econemical  Ordey _ Quonk by (EOGY:= _

. _The material manager hos to make b@ Ef;pv Y
ot CJEE,LS,,!OHS,,_T{Q,Q(]!‘Cltﬂg,,ﬁ the complex. problelns about
___inventovies & such_ decisions can be avrived at T

_provided the problems ave analysed § some sciephific
~bechniques is applied - to_approach the problem ¥ °
__proper _system is  developed to. analyse. the varieus -
~functions of jnventary , keep up o dabe measurement T
_of the proper lavel of stocks & conbrdl the sub-
systems  then it i adways profitable to bake o

.,,qui,ck decisions -

?\ " , _Total cosk
\ P
i l —— _//1/_./. o / : S
1 / L ___,__.// /‘c"\ - P
L - ER— = IR o tﬁv’mmﬂ_j s
_ TOW B ST SO NS O 1)1 - I o
C")St l o 8 2
e G o . I I
.7 T T~ _«— Proeessing cost
o) A —
ovder quanbly in unibs — ;
___Economic order quankiby is given by “
! Q= (2G5 ————
Cu-L #
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b ExoLcun 0 detai #@Q—{i techmau&s ndoah@d - mvenlsow ]
i conbsol _in  rnalerial mapagemont.

” @ ABC (malums -

“* ARC mojums olcss&ﬂpg the items in AR&LKC
; ca,tegm' S on L-h@ basis of their anpnual usage -

”f; A_items : e : _—
_g,__ 5-107 of Ehe;léo!;@ljems OCCOODI: fov 70-751- =
g, of the Etotal money. spent on ma}@ﬁf‘h%@ items

1 Yequires detailed gf rigid conbiol & need to be ,Skodc@cl

ﬁ in__small quontibies- P——
B items:— S o
‘; e 10-157 QF J;Qtal ma_x/@m&nts 10 -15 7. of

": total ﬁ)&p&ndim@_@,&,,l:b& matevials. These oye
i - intermediate items. e
,L C_i_bm remen e e S
.F“‘_ﬁ_*___ Ib&Q_ EHE . 0= B0y @F—/to/t% nl:ezms repyesants

- hawdly 6-102 of tokal annual espenditure on

L | materials 4 hence insignificant i-e-da not requives
1 lklose conbsal S
—— B> HMI apalysis :- | —
k ﬂ—ﬁKLD\HNL analysis, price criteria is used . The
Ll items ave classified into_three greups. - High, Medium low.
A o

1%




(o Determine the fyequency_ of stock verificalioh.

& _analysis helps ta = e

D AsseS s mQ@._g_S&cuﬂh#;egwmmt-ﬁ S
5> koeep conbxel over consumplian ak the dept-level. 7

0

.

| % 1 evolve buying _policies _to contsel puychases.
|9 To delegate authorikies to_different buyers of T
I make petty cash purchases. . -
_OSWNED onalysisi- o — e
- | 1t classibies  the items based on crikical %L,_;_" .
. ' The tems are classified into v ital , essentiad & ,f";
| desixable.
e s e seee e siEs __ B
o Advikal: ELW@‘DWCC)ED_/?E;&S@SbeSQ,iﬁQmﬁ for want oF
. _;l __which _preduction would come bo hadf
N R i
S— @;Ess,_enbal_ . Tt ipcludes ikems cwhose stock out st

S S

| is

L

> pesiable: Th consisis of items which do not

— _QL.,Lmag_ngmemg_iw_soﬁﬁojc@ugb’o;_ﬂ_;mLs}:gg_k 4
|| oub of these items entail- nominal expenditure 3 1

 cause mincy_distupkions for o shoxk dusabion. i
4,__]l“i._i"_5_i:b_€_AQQS},._MQCL&QXWQQQL&-.-.L&L/S&Dl:ﬂlét_,_ﬂﬂ
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—“ d}j&&m_ys_s = S
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