Inventory Control




* The prime objective of Inventory control
to keep down the investment on the
inventory and to maintain the stock at
optimum level to ensure that the stocks

are made available to the consumer with
least interruptions.

gﬁa"fﬁﬂamqo T 3= 3d¢l W 4% &I A
5 1 VAT ¥R TR §-4 TG % &
a‘s’ﬁﬁr@ﬁ ?oq|vw| b b IUHITT Bl HH J HH
p[dC o Y Kb UK h [T ol b |




* |tis avalue of all types
of stores which are
kept in stock or in
transit for which the
payments have been
made.
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Inventory

Control

* |t is the process of
maintaining stock at
optimum level to meet
consumer demands
with minimum
Inventory Costs.
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Related Terms :

» Stock Items: The Items which are regularly required by
different consignee of Indian railways. @ ERﬂ\li ISEEIRIIEGIE)
A4 o AT BRI &I Hafid ©U ¥ awadhdl gidl 6|

» Non stock Items: The items which are having no regular
consumption pattern and they are not stocked in the

stocking depots. d I Irf\ngbl ﬁﬁ i IUHNT Ued Iuas
T8l 8 R g wifh 1 fam § el =8l e Srar 8|
> Inactive Items: Items which have not been consumed for the

last 12 months or more. el d%Q o] fUSd 12 TelH a1 S99
3P THT J SUHRT gl fobar a1 81

» Surplus Items: The items which have not been consumed for

the last 24 months or more. G| d%gﬁ T fUsd 24 A8 a1 39
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Related Terms :

» Over Stocks: For “A” Category items if the value of
stocks is beyond 06 months consumptions. For “B”
Category items if the value of stocks is beyond 12
months consumptions and for “C” category items if
the value of stocks IS beyond 24  months
consump
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>SerV|ce Ievels. The numbers of demands compiled
with divided by total numbers of demand received.
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Related Terms :

» Turn Over ratio: Total available inventory at
the end of financial year divided by total
issues made during that financial year. It is

also a efficiency indicator. faxitg a9 & 3fd H P
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» Lead time: This is the time required from the
date of need of an item is felt to the item is

physically received in the depat. Tg fdl %] Pl
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Need For Keeping Inventory :

It is told that lesser the inventory the better but it is required
to be kept.

Due to lead time involved and also to reduce the possibility
of stock outs as stock out costs can be enormous.

To maintain stock to meet customers demands.
To ensure continuity of production and distribution.
To maintain the targeted Service levels.
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Graph between Inventory Cost and
Service level
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Disadvantage of keeping large

Inventory:

* Followings are the cost of keeping large Inventories:

» Blockage of capital. Q\TYﬁ H SHIac|

> Interest on the money locked up. 9¢ £
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» Opportunity cost, which is very high. 3
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» Supervision cost. TYJ&fuT AT |
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» Obsolescence and deterioration cost. HYd ¢l SﬁT
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» Pilferage and other losses. IR 3R 3= @ﬁ?ﬁl



Types Of Inventories :

* Inventory can be classified according to its usage and
its point of entry into operations gdcdl Dl ISP

ST 3R ISP JAIe- H Ja & f6g & TR Iiidd
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» Raw materials,

» Work in progress,
» Finished Goods,
» Tools,

» Spares.
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Care in Stocking of new items:




Proper care in forecasting of annual demands:
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Though it is difficult to predict the future consumption accurately,
statistical techniques are available for forecasting with a fair level
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In Indian Railways we use the last three vyear average
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Adoption of appropriate recoupment
policies:
* The different recoupment policies is issued time
to time by Railway Board to ensure availability
of materials in accordance with the demand

pattern confirming to the desired service level
fixed for the specific item.
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Selective Management:

According to the principal of management of “italian economist
and sociologist Vilferedo Federico Pareto of 80:20 rule” in a
group of items only a few are S|gn|f|cant So we_are take more

care_on these few |tems $CIIC'IOII &refsm? 3R JHTSTRITE
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Following are the important selective technlques to

control the Inventory: gdcy] HI FIFEd A & o
HEdYUl TP CIOIHIOIO Fafiad §:

ABC Analysis,
VED Analysis,
FSN Analysis.




ABC Analysis:

* In this techniques all stock items are classified into
three categories in the order_ of _thejr annual

cQnsumption values. ‘5{1 ddp-le H IHI Tih d% el
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» ‘A’ Category: Items which added together form 70% of
the annual consumption value of all stock items put
together, but in terms of numbers may form only 10%
or Iess of the total number of stock items.
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ABC Analysis:

» ‘B’ Category: Items whose annual consumption value
forms 20% of all stock items, but in terms of numbers
may form only 20% of the total number of stock items.
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» ‘C’ Category: All balance stock items being in large
number about 70% will form only 10% of total value.
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‘A’ category items:

* Small in numbers, but consumes large amounts of
resources.

Must have

» Rigid control.

» Rigid estimate of requirement.

» Strict and closer watch.

» Managed by top management.

‘B’ category items:

Must have

» Moderate control.

» Purchase based on rigid requirement.
» Reasonably strict watch & control.

» Manage by middle level management.




‘C’ category items:

e Large in numbers but consumes lesser amount of
resources.

Must have

» Ordinary control

» Purchase based on usage estimate

» High safety stock

» Manage by lower level management.

From the above, for achieving better result in
inventory control, the management can take lot of
efforts by tightly controlling only ‘A&B’ category
items in the matters of forecasting, procurements,
stocking and issuing, leaving the ‘C’ category items to
operating level.



ANNUAL COST ~ CUMMULATIVE o7 o

ITEM % ITEM COST

A 10 % { 1 90000 90000 } o

2 50000 140000
( 3 20000 160000 R

E T 4 7500 167500 20 04

5 7500 175000
L 6 5000 180000 y

7 4500 184500
8 4000 188500
9 2750 191250
10 1750 193000
11 1500 194500
12 1500 196000

@ 20 % 13 500 196500 10 %
14 500 197000
15 500 197500
16 500 198000
17 500 198500
18 500 199000
19 500 199500
20 500 200000




VED Analysis:

* In this techniques all stock items are classified as V-

Vital, E-Essential, and D-desirable on the basis of
service level.

» Vital: Those items which will stop the operation if not

available. 3 T¥qQ foF% IUas 8! 811 W URAeH d¢ 8
ST

» Essential: Those items which have a potential to stop

operation in the near future. d XU fSHd IUA 8! €
W e yiasy ¥ HaTeH &g 814 &t GHEHT 5|

» Desirable: Rest items are classified as desirable.

This classification enable management to attention
on just a few items where the maintenance of high
service level would be necessary.



Combination of ABC Analysis and VED Analysis:

In VED Analysis, the importance of an item in working of the
equipment is given top priority irrespective of the usage value, in
order to give a higher services level of 97% to 99%. Where as ABC
Analysis is adopted the stock holding at optimum level.

By application of ABC Analysis, sometimes stock outs may occur,
which will affect the working of the equipments. ABC Analysis
does not take into account intrinsic value of the item.

But suffering of work cannot be allowed for want of an item, as it
is absolutely necessary to give a service level of 97% to 99% of
such items.

Hence VED Analysis is applied. The position of vital and essential
items is reviewed at frequent intervals, i.e. weekly, monthly at
various higher levels, both at Head Quarter and Depots and also
stock holdings, supplies are regulated in such a way, that the work
should not suffer and at the same time, the stock holding is kept
at the optimum level.

Combination of these two analyses will not only improve the
service level but keep the Inventory Turn over ratio at the lowest.



FSN Analysis:

* |n this techniques all stock items are classified
as F-Fast moving items, S-Slow moving items

and

 While making recoupment, the nature of item
is kept in view so that unnecessary money is
not blocked in slow and non-moving items.
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Management by exception:

* This is an important technigue made easy by
computerisation.

* In this method the management tries to review only
those items which display certain properties at a
particular point of time such as items having less than
three months stocks, items of nil stocks, items below
dangerous level, safety items below 03 months stocks,
items having more than 12 months stocks etc.

* If management satisfy with the condition of exception
chosen, would get reflected in the statement, thereby
restricting the need and efforts to take corrective action
only where due.



Management by exception:
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Standardisation & Variety reduction:

* The process of adopting uniform and widely used
Indian/International specification for stock items is
termed as Standardisation.

 Procurement of items of standard specification is
therefore expected to result in lower prices, causing
corresponding reduction on the inventory carrying
cost which is dependent on the price of items.

e The materials covered under Indian/International
standard are easily available in the market, at prices
much cheaper than the one tailor-made to a
customer’s specification/drawing.
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Standardisation & Variety reduction:

 Lesser number of inventory items are to better
planning and more accurate forecasting. The
result in better inventory control and a better
Inventory turnover ratio.

e Reduction in number of items result in less
inventory holding and therefore less inventory
carrying cost.

 Due to merging of items, quantities are procured
in bulk, deliveries are quicker and lead time to
lowered, inventory holding can be further
reduced.
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Disposal of Over stocks:

ltems having more than 06 months stocks for “A” category item,
more than 12 months stocks for “B” category items and more
than 24 months for “C” category items is considered as
overstocks.

As there is a cost associated with possession of materials known
as inventory carrying cost, it becomes necessary to dispose the
over stock items. It is necessary to control the stock levels as per
requirements.

Care should be also taken in stocking of shelf life items, the stock
should not be more than the life limit.

Overstocks generally a result due to fall in consumption of
materials procured based on inflated demands.

This leads to the importance of making as accurate as possible
the estimate or forecast of the material requirements.



Disposal of Over stocks:
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Surplus Review:

In Railway an item not demanded by the consumers for a
period of 24 months or more at a time is categorised as
Surplus Stores.

It is divided in two sub-categories:

Movable Surplus: Items not demanded for 24 months, and
likely to be used in the next 24 months.

Dead Surplus: [tems not demanded for 24 months and not
expected to be used in next 24 months. These are
ultimately categorised as Scrap.

it is not wise to keep the surplus stores in stock
for a long time. Surplus stores are constantly monitored to
see whether such materials can be put of alternate use or
not. If not they are scrapped and thereafter disposed.



Surplus Review:
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Scrap Disposal:

On the Railway, materials which are no longer required for the purpose for
which they are procured are termed as ‘Scrap”.

This will include all obsolete materials and all types of waste generated
during the course of production, operation and maintenance of the Railway
assets. It also include unwanted packing materials.

Examples of Scrap are the turning and borings generated in workshops,
condemned rails, rusty, worn-out and damaged components released from
carriage & wagons workshops, condemned machinery and plant and rolling
stocks.

Total value of scrap sold every year is now more than 5000 Crore.

In 2021-22 total scrap sold is approx Rs. 5316 Crore (SECR 266 crore). In
2022-23 Rs.5757 crore (SECR 304 Crore), In 2023-24 Rs. 5773 Crore (SECR
254 Crore), in 2024-25 Rs. 6642 Crore (SECR 259 crore).



Scrap Disposal:
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Importance of Inventory control:

t helps to achieve customer satisfaction.

t ensure cash flow.

t ensure better warehouse space utilization
t helps better human resources utilization.

t helps to segregate best importance/ running/
useful items and poor importance/ running/
useful items. Increase stock level of best
importance items and decrease poor importance

items.
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Conclusion :

* By better inventory control, we can
minimise the blockage of financial
resources in procurement and
warehousing of the materials. We can

achieve the main objective of inventory
control at minimum cost.
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Question

Q1. Which is not related to Inventory control:
A. ABC
B. VED
C. FSN
D. EAR
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Q1. Which is not related to Inventory control:
A. ABC
B. VED
C. FSN
D. EAR



Question

Q2. To fix the optimum service level, which
analysis is useful:

A. FSN analysis
B. ABC analysis
C. XYZ analysis
D. VED analysis



Question

Q2. To fix the optimum service level, which
analysis is useful:

A. FSN analysis
B. ABC analysis
C. XYZ analysis
D. VED analysis




Question

Q3. Efficiency of inventory management system
Is generally measured by:

Service level
Inventory turn over ratio

1&2
. None of above
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Question

Q3. Efficiency of inventory management system
Is generally measured by:

A. Service level
B. Inventory turn over ratio
C. 1&2

D. None of above



Question

Q4. The formula for T.O.R. is:

A. TO
B. TO
C. TO
D. TO

R=Balance (Closing)/Issue*100
R=Receipt (Total)/Issue*100
R=Issue(Total)/Balance *100

R=Issue (Total)/Balance *100



Question

Q4. The formula for T.O.R. is:

A. 1O

R=Balance (Closing)/Issue*100

B. TO
C. TO
D. TO

R=Receipt (Total)/Issue*100
R=Issue(Total)/Balance *100

R=Issue (Total)/Balance *100



Question

Q5. Extra inventory kept on hand to cater for
default by the suppliers and also to take care of
fluctuations in demand is known as:

Emergency stock
Buffer stock
Ordinary store
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. Custody stock
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Question

Q6. Opening balance of stock in a stores depot
on 1st April 2023 was Rs 30 crores. During the
vear 2023-2024, material worth Rs. 90 crores
was received and total value of issues during the
year was 100 crores. Calculate TOR during the
financial year 2023-2024.

A. 20%
B. 30%
C. 33%
D. 90%
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A. 20%
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Question

Q7. Items of stores which have not been issued for
a period of 24 months, but which, it is anticipated,
will be used in the near future are called.

Moveable surplus
Dead surplus
Overstock

o N ® »

. Inactive
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Q7. Items of stores which have not been issued for
a period of 24 months, but which, it is anticipated,
will be used in the near future are called.

Moveable surplus

Dead surplus
Overstock
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