



DefinitionofMaterials:Materialsrefertoinputsintotheproductionprocess,mostofwhichareembodiedinthefinishedgoodsbeingmanufactured.Itmayberawmaterials,work-in-progress,finishedgoods,sparepartsandcomponents,operatingsuppliessuchaslubricatingoil,cleaningmaterials,andothers,requiredformaintenanceandrepairs.
DefinitiononMaterialManagement:Materialmanagementdealswithcontrollingand regulatingtheflowofmaterialsinrelation tochangesinvariableslikedemand,prices,availability,quality,deliveryschedulesetc.
Objectsofmaterialsmanagement:
1. Minimizationofmaterialscosts
2. Toreduceinventoryforuseinproductionprocessandtodevelophighinventoryturnoverratios.
3. Toprocurematerialsof desiredqualitywhenrequired,at lowestpossibleoverallcostofthecountry.
4. Toreducepaper workprocedure inorderto minimizedelaysinprocuringmaterials.
5. Tonotechangesinmarketconditionsandotherfactorsaffectingthe
concern.
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6. Thepurchase,receive,transport,storematerialsefficiently
7. Toreducecost,throughsimplification,standardization,valueanalysisetc.
8. Toconductstudiesinnewarease.g.,equalityconsumptionand costofmaterialssoastominimizecostofproduction.





FunctionofMaterialsManagement:
1. Materialsplanningandprogramming
2. Purchasingmaterialsinspectionofmaterials
3. InspectionofMaterials
4. Classification,codificationandstandardizationinstores
5. Storageofmaterials
6. Issuingofmaterials
7. Maintenceofproperinventoryrecords
8. Materialsreceiving
Inventory:Itdefinedasacomprehensivelistofmovableitemswhicharerequiredformanufacturingtheproductsandtomaintaintheplantfacilitiesinworkingconditions.
InventoryControl:Thesystematiclocation,storageandrecordingofgoodsinsuchawaythedesireddegreeofservicecanbemadetotheoperatingshopsatminimumultimatecost.
ObjectivesofInventoryControl:
1. Tosupporttheproductiondepartmentswithmaterialsoftherightqualityintherightquantity,attherighttimeandtherightprice,andfromtherightsupplier
2. Tominimizeinvestmentsinthematerialsbyensuringeconomiesofstorageandorderingcosts
3. Toavoidaccumulationofworkinprocess
4. Toensureeconomyofcostsbyprocessingeconomicorderquantities
5. Tomaintainadequateinventoriesattherequiredsalesoutletstomeetthemarketneedspromptly,thusavoidingbothexcessivestocksorshortagesatanygiventime
6. Tocontributedirectlytotheoverallprofitabilityoftheenterprise
Functionsofinventorycontrol:
· Todeveloppolicies,plansandstandardsessentialtoachievetheobjectives



· Tobuildupalogicalandworkableplanoforganizationfordoingthejobsatisfactory
· Todevelop procedureandmethods that willproduce thedesiredresultseconomically
· Toprovidethenecessaryphysicalfacilities
· Tomaintainoverallcontrolbycheckingresultsandtakingcorrectiveactions.



InventoryManagementSystemorLevel:
Theobjectsofinventorycontrolistoestablishlevelofinventorywhichwillservetominimizethecompany’scostsandmaximizeitsrevenue.
Itisdeterminedbyfivebasicvariables
a)Minimum inventoryb)Reorderpointc)Recorderquantityd)Procurementleadtimee)Maximuminventory.
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a) Minimuminventory:Minimuminventoryorbufferstockisneededtotakecareofanytemporaryunpredictableincreaseinthepartusageorintheprocurementleadtime.
b) Reorderpoint:Itissufficientlyabovetheminimuminventorytoallowforissuingthepurchaseorderandfordeliverybyavendor.Reorderpointstocklevelis equaltotheminimumstockplustheexpected consumptionduringtheprocurementleadtime.
c) ReorderQuantity:Thisisthefixedquantityofitemforwhichorderisplacedeverytimethestockdropstothereorderpoint.Thisquantityisfixedeitheronthebasisofexperienceorcalculated.
d) Procurement lead time: This comprises thetimerequired for preparing thepurchaseorder,thetimegapbetweenplacinganorderandreceivingsuppliesandtimerequiredforinspectionetc.



e) Maximuminventory:Itisapproximatelythesumoftheorderquantityandminimuminventory.Itwillexactlyequalthesumofthesetwoquantitiesiftheorderedmaterialisreceivedjustwhentheminimumstockisreached.
ABCAnalysis:ABCanalysisisatechniqueofcontrollinginventoriesbasedontheirvalueandquantities.Itismorerememberedasananalysisfor‘AlwaysBetterControl’ofinventory.Hereallitemsoftheinventoryarelistedintheorderofdescendingvalues,showingquantityheldandtheircorrespondingvalue.Then,theinventoryis divided intothree categoriesA,BandCbasedontheirrespectivevalues.
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A–Referstohighvalueitem
B–ReferstomediumvalueitemC–Referstolowvalueitem
Acategorycomprisesofinventory,whichisverycostlyandvaluable.Normally70%ofthefundsaretiedupinsuchcostlystocks,whichwouldbearound 10%ofthe  total volumeofstocks.	Because  the  stocksinthiscategoryareverycostly,theserequirestrictmonitoringonaday-to-daybasis.B category comprises ofinventory,whichisless costly.	Twentypercentofthefundsaretiedupinsuchstocksandtheseaccountsforover20%ofthevolumeofstocks. Theseitemsrequiremonitoringonaweeklyor
fortnightlybasis.



Ccategoryconsistsofsuchstocks,whichareofleastcost.Volume-wise,theyform70%ofthetotalstocksbutvalue-wise,theydonotcostmorethan10%oftheinvestmentinthestocks.Thiscategoryofstockscanbemonitoredonamonthlyorbi-monthlybasis.
ThefollowingtablesummarizestheconceptofABCanalysis;

	Category
	Value(%)
	Volume(%)
	DesiredDegreeofControl

	A
	70
	10
	STRICT

	B
	20
	20
	MODERATE

	C
	10
	70
	LOW





EconomicOrderQuantity(EOQ):Economicorderquantityisdefinedthatquantityofmaterials,whichcanbeorderedatonetimetominimizethecostoforderingandcarryingthestocks.Inotherwords,itreferstosizeofeachorderthatkeepsthetotalcostlow.
Inventorycosts:Theinventorycostscanbeclassifiedintotwocategories,
1) Inventoryorderingcost2)Inventorycarryingcost.
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InventoryOrderingCosts(Co):Thecostrefertothecostincurredtoprocurethematerialsparticularlyinlargeorganizations,thesecostaresignificant.Thisisalsocalledasprocurementcost.
Definition:Itisthecostofplacinganorderfromavendor.Thisincludesallcosts incurredfromcalling for quotationtothepointatwhichtheitemistakenintostock.
Ex:Receivingquotations,Processingpurchaserequisition,Receivingmaterialsandtheninspectingit,Followupandexpeditingpurchaseorder,Processingsellersinvoice.
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InventoryCarryingcost:Carryingcostwhicharealsoknownasholdingcostsarethecostsincurredinmaintainingthestoresinthefirm.Theyarebasedonaverageinventoryandconsistof:
Ex:Storagecostincludes:Rentforstoragefacilities,Salaryofpersonandrelatedstorageexpenses,Costofinsurance,Costofcapital.
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DetermineEOQ:Step1:

OrderingQuantity

TotalOrderingcostperyear=No.ofordersplacedperyearxorderingcostper
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Step2:

S=Sizeofeachorder(unitsperorder)O=Orderingcostperorder

TotalCarryingcostperyear=AverageinventorylevelxCarryingcostperyear


A=Annualdemand

=(S/2)xC

S=Sizeofeachorder(unitsperorder)C=Carryingcostperunit



Step3:
EOQisonewherethetotalorderingisequaltototalcarryingcost
AOSC
S	2
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WhereSistheEconomicorderquantity,Aistheannualdemandinunits,OistheorderingcostperorderandCisthecarryingcostperunit



Ex:Abiscuitmanufacturingcompanybuysalotbagsof10,000bagswheatperannum.ThecostperbagisRs.500andorderingcostisRs.400.Theinventorycarryingcostisestimatedat10%ofthepriceofthewheatdetermineEOQandnumberofordersrequiredperyear.
Solution:
Annualdemand(A)=10,000bagsOrderingcostperorder(O)=Rs.400
Carryingcostperunit(C)=10%ofCostprice
=0.10x500=Rs.50/-
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Intheabovecase,thecompanyhastoplace25orderstooptimizeitsorderingandcarryingcosts.
Methodofpricingthematerialsissued:
Itisnecessarytovaluethestocksattheendoftheaccountingperiod.Thesearedifferentmethodsfollowedindifferentindustriesatdifferentpointsof timeforthispurpose..
TheMethodsare:
1. FirstinFirstout(FIFO)
2. LastinFirstout(LIFO)
3. Simpleaveragepricemethod
4. Weightedaveragepricemethod



FirstinFirstOut(FIFO):Inthissystem,thematerialsfirstreceivedareissuedfirstmaterialsfromthesecondlotareissuedonly,whenfirstlotisexhaustedandsoon.Thepricesofthematerialsarechargedatthecostatwhichthatlotwaspurchased.
LastinFirstout(LIFO):Inthissystem,thematerials firstreceivedareissuedfirstmaterialsfromthesecondlotareissuedonlywhenfirstlotisexhaustedandsoon.Thepricesofthematerialsarechargedatthecostatwhichthatlotwaspurchased.
Simpleaveragepricemethod:Inthismethod,thestockareissuedatanaverageprice.Theaveragepriceisdeterminedbydividingthesumoftheprices(atwhichthegoodsarereceived)bythenumberofpriceavailable.
Weightedaveragepricemethod:Thismethodisanimprovementoversimpleaverageprice.Whilecalculatingtheaverageprice,thequantitiesofeachofthereceiptsareconsidered.Theweightedaveragepriceiscalculatedasgivenbelow:


Weightedaverageprice=

(W1P1)(W2 P2)(W3P3)

W1W2W3

WhereW1,W2,andW3refertothequantitiesofeachofthethreereceiptsandP1,P2,andP3arethepricesofeachofthereceipts.Underthismethod,thequantityofeachofthereceiptsiscalledtheweight.Hence,theaveragepricesocomputediscalledthe weightedaverage price.Weightedaverageiscalculatedaftereachtimeapurchaseismade.
Purchasing:Itdealswithinvestment,overheadsdealingwithotherandalsoresultinserverlossesmassproductionindustriesthatrequireslargepurchasingforacontinuesflowofmaterials,demandforanefficientpurchasedecision.Itimpliesprocurementofrawmaterialsmachinery,serviceetc.neededforproductionandmaintenanceoftheconcern.
Ithasseveralbenefitsintermsofreducedcosts,higherinventoryturnover,buyingthematerialsatthebestprices,turnover,buyingthematerialsatthebestprices,continuessupplies,reducedleadtimeandsoon.



Objectives:
1. Toprocurerightmaterial
2. Toprocurematerialsindesiredquantities
3. Toprocurematerialofdesiredquality
4. Purchasingfromreliablesource
5. Topaylessformaterialspurchased
6. Toreceiveanddelivermaterialsatrightplaceandtime.
Purchasingprocess:
Thefollowingarethelogicalstepsinthepurchasingprocess:
1. Requisitioningpurchases
2. Exploringsourcesofsupply
3. Issuingoftendersandobtainingquotations
4. Openingoftendersandquotationsandpreparationofcomparativestatement
5. Negotiatingoverthepurchasepriceandtermsofsupply
6. Placingpurchaseorder
7. Receivingofmaterialsalongwiththeinvoice
8. Checkinginwardinvoice
9. Inspectingandtestingmaterials
10. Forwardingthematerialstostores
11. Checkinginvoiceandpassingofbillsforpayments
StoresManagement:Itdealswithplanning,coordinationandcontrolofvariousactivitiespertainingoreffectiveefficientandeconomicstorageandstorekeeping.
Store:Generally,unworkedmaterialisknownasstoreStorage:Thestoreroomistheplacewherestoresarehoused
Storage:Storageismeantholdingincustodyallkindsofstoresandmaterialssemi-processedandfullyprocessedproducts.
Store Keeping:	Itmaybe defined as that aspect ofmaterials controlconcernedwithphysicalstorageofgoods.



Functionsofstores:
1. Toreceiveraw materials,semi-finished or purchased itemsfromvendorsandtocheckthemforidentification.
2. Toreceivepartsandcomponentswhichhasbeenprocessedinthefactory?
3. Tomakearecordofmaterialreceiptandcurrentstatusofmaterialinthestore
4. Tomaintainpositioningofmaterialsinthestore.
5. Tomaintainstocksafetyandingoodconditiontoensurethattheydonotsufferfromdamage
6. Issuingtheitems/materialstooperationalpersonnel
7. Makingarecordofreceiptandissueslips
8. Toavoidillegalatticsinstoreareas.
9. Toplanforoptimumutilizationofspace.
10. Cooperating to full extent whichpurchasing, manufacturing andproductionplanningandcontroldepartments.
StoresRecords:
Materialrequisitionnote:Wheneverthematerialsarerequiredbyadepartment/section,thisformhastobefilledin.Thisnoteprovidesinformationaboutthejobnumber,descriptionoftheitemsrequiredintermsofnumber.Theheadofthedepartment/sectionshouldauthorizeit.Wheneverthematerialsareissued,thereceivingpersonshouldsignthenote.
Thisistobeenteredinthematerialsissuedrecord,whichistobesignedbythestorekeeper.
Purchaseorder:The purchasingofficerwillreleasethepurchaseorder.Thefollowingistheformatofapurchaseorder.Here,wefindVivekenterprisesplacingapurchaseorderonBusinessSolutionsLtd.,forthefollowingmaterials.Thetermsandconditionsofthepurchaseordersuchasdelivery,payment,andotherhavetobementionedclearly.
Invoice:Invoiceisastatementsentbythesellertothebuyermentioningtheparticularsofthegoodssupplied,netamountpayableforthegoods,andthe



termsandconditionsgoverningthesale.Itisveryimportantdocumentbecauseitshowsthenetamountpayablebythebuyerafterallthediscountsandthetaxes,ifany.
Goodsreceivednote:Thegoodsreceivednotefurnishestheparticularsofthesuppliers,purchaseordernumber,purchaserequisitionnumber,andthejobforwhichthegoodsarereceived.Thesedetailsaretobecertifiedbyacompetentauthority.Onthisbasis,theaccountsdepartmentinitiatestheprocessofpaymentforthegoodsreceived.
Goods returned note:Sometimes,apartor wholeofthegoods received maynotbeofacceptablequality,andhence,thesehavetobereturnedtothesupplier.Inthiscontext,thegoodsreceivednoteisprepared.Thisisalsocalledthe‘debitnote’becausethesuppliersorcreditors’accounthastobedebitedbytheamountmentionedinthisdebitnoteforthegoodsreturned.
Stores ledgeraccount:Thisismaintained toprovidethedetailsofthequantity,priceandamount ofthereceipts,issues,andbalance ofstocks onaday-to-daybasis.Atanygiventime,thephysicalquantityofstocksshouldmatch withthe balanceasper thestoresledger account. Aseparateaccountis maintainedfor each typeofthematerial inthestores.ItshouldnecessarilymentionthemethodsuchasFIFOorLIFO,followedtovaluetheissuesofstocks.Itisavaluabletoolforthecostingdepartmentinexercisingstorescontrol.Itfacilitatesthevaluationofstockfromtimetotime.
Bincard:Bincardisthesliportagattachedtothebinwherethegoodsarestocked.Wheneverthematerialsare received orissued,an entryis made onthebincard.Thepurposeofbincardistorevealtheparticularsofthequantitiesreceived,issued,andavailableasonagivendateataglance.Whereseparatebinsaremaintainedforeachitemofthestore,eachbinwillhaveataghungtoit.



MarketingManagement
Marketing:Marketingasasocialprocessbywhichindividualsandgroupsobtainwhattheyneedandwantthroughcreating,offeringexchangingproductsandservicesofvaluewithothers.
SellingversusMarketing:
Sellingreferstotheactoftransferringtheownershipofthegoodsandservicesfromthesellertothebuyer.
Marketingreferstothewholeprocessencompassingtheentirerangeofactivitiesstartingfromidentifyingthecustomersrequirementstosatisfyingtheseinamutuallybeneficialmanner.
	Selling
	Marketing

	1.	Product	enjoys	the	supremeimportance
	1.	Customer	enjoys	uniqueimportance

	2. Emphasis oncompany (sellers)needs
	2. Emphasisanmarket customersneeds

	3.Companyorientedsellingeffects
	3.Marketorientedsellingeffects

	4.Goodsarealreadyproducedandthensoldasprofit
	4.customersdemanddeterminesproductionsupplyisadjustedtodemand

	5.	Selling	aims	at	short-termobjectives
	5.	Marketing	aims	as	long-termobjectives

	6.Toppriorityisgiventosalesvolumeratherthanprofitsincreasingsales
	6.Topriorityisgiventoprofitablevolumeofsalesandmarketshareatfairpricesandreasonablerisk

	7.Productionoriented
	7.Customeroriented.


MarketingFunction:
Buying:Buyinginvolvesboththemarketingandthecustomers.Themarketingmanagermustknowaboutthetypeofcustomers,theirconsuminghabitsdemandsandbuyingpattern.
Selling:Itcreatesademandforaproductsellingfunctioninvolves.
1. Productplanninganddevelopment



2. Findingoutorlocatingbuyers
3. Demand	creation	through	salesmanship,	advertising	and	salespromotion
4. Negotiationoftermsofsalessuchasprice,quantityandqualityetc.Transporting:Itinvolvesthecreationofplaceutility.Inordertohavevaluegoodsmustfirstbe transportedfromtheplace theyare produced to the placewheretheyareneeded.
Storage:Itconcernedwithstoringfinishedproductsproperlywithoutanydamage,untiltheyaredispatchedto the customersitisalsoconcernedto thecustomersitisalsoconcernedwithmaintainingstockofrawmaterialswithmaintainingstockofrawmaterials,componentsetc.tomeetproductionschedules.
Standardizationandgrouping:Thesetwofunctionsaresupplementaryandcomplementarytoeachother.Astandardisameasureoffixedvalue.Thestandardcouldbebasedoncolour,weight,quality,andnumberofitems,price,oranyotherparameter.Bothdomesticandexportmarketsrelyextensivelyonthisfunction.Gradingistheprocessof sortingthegoods.Thepricevarieswiththegradeofthegoods.Thisfunctionenablesthemarketertofix auniformprice for agivengradeofthe goods.Itfurtherpromotes goodunderstandingbetweenthebuyerandtheseller.
Finance:Financeisthelifebloodofbusinessvalueofgoodsisexpressedismoneyanditdonatedbypricetobepaidby  buyertosellercreditisnecessaryinmarketingitplaysallimportantroleinretailtradeparticularlyinthesalesofcostlyconsumergoods.
Marketingresearch:The  marketingpersonnelmuststudythetrendsinmarketdemand,supplypricesandrelatedmarketinformation.Theknowledgeaboutthelatestmarketinformationmayhelpthefirmtoreducerisklossinpurchasing,inpricing,inforecastingmarketdemandandinfacingcompetitioninthemarket.



MarketingMix:Itreferstothecombinationoffourbasicelements,viz.,product,price,promotionandtheplace,knownasthefourP’sofmarketing.
ProductMix:Itisusedtodescribetheassortmentofdifferentproducttypes(productlines)andtheirvarieties(productdepth).Inaddition,differenttangibleandintangiblefeaturesoftheproductalsoformtheproductmix.
PriceMix:Pricemixreferstothedecisionsrelatingtothepricechargedfortheproduct,serviceoridea.
PromotionMix:Referstotheactivitiesrelatingtopromotionoftheproduct,serviceoridea.
PlaceMix:Placeorphysicaldistributionmixreferstotheactivitiesthatareinvolvedintransferringownershiptoconsumersattherighttimeandprice.
Productlifecycle:
1. Productshavelimitedlife.
2. Productssalespassthroughdistinctstages,eachpassingdifferentchallenges,opportunitiesandproblemstoseller.
3.  (
Early
IntroductionGrowth
Rapid
Growth
Satura-
Maturity
tion
Decline
)Profitsriseandfallatdifferentstagesofproductlifecycle.
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Time
Earlygrowth:whentheresultsofusageofproductstartflowingintothemarketandtheresultsareencouraging,moreandmorebuyerscomeforwardto try.The salesrevenue remains very lowtillthispointoftime.This is also averycriticalstage,asthemanufacturercannotavailscaleeconomies.



Rapidgrowth:Anewproductentersthestageofrapidgrowthwhenitsatisfiestheneedsofthecustomers.Thesalesstartpickingupwithrepeatpurchasesandbywordofmouthpublicity,coupledwithcontinuedpromotionoutlayfromthemanufacturer’sside.Asnewcustomersgetattractedtotheproductforthefirsttime,salessoar,salesrevenuesincreasefasterthancosts,andprofitsstartaccruing.Thistrendattractstheattentionofthecompetitorswhoreleaseasimilarproductcopyingthebestfeaturesofthenewproduct.
Maturity:whentheproduct’ssalesgrowthslowsdown,itiscalledmaturity.Duetothisslowdown,theindustryasawholesuffersfromovercapacity.Atthisstage,firmstendtoattractthecustomersawayfromtheircompetitorsthroughcheaperpricesandlargerpromotionaleffortsandoutlay.Thosewhocannotaffordsuchlargepromotionaloutlayandwoocustomersofthecompetitors.
Saturation:Whenthesalesgrowthslowsdowntozero,suchastageiscalledsaturation.Thissizeofthemarketdoesnotincreasebeyondthisstage.Inotherwords,oldcustomerswhohavestoppedbuyingtheproductreplaceanynewcustomerenteringthemarket.Allsalesaresimplyreplacementsalesorrepeatpurchasesbythesamecustomers.
Decline:Whensales ofaproducttendtofall,suchastageiscalleddecline.Whenaproductceasestosatisfythecustomer’sneedsinrelationtothoseavailableinthemarket,itisnomorepreferred.Asaresult,itscompetingproductsofferingsuperiorbenefitstakeoverthemarket.This  leadstoweakenedprofitability.
TypeofChannelsofDistribution:Channelsofdistribution refertothewaysandmeansofreachingthecustomerthroughtheintermediariessuchaswholesalers,retailers,andotheragencies,ifany.
Manufacturer–  consumer:Thisisa  directmarketingchannelwherethemanufacturercontactsthecustomerdirectlywithoutinvolvingmiddlemenorintermediaries.Themanufacturersofindustrialgoodssuchasaeroplanes,



turbo-engines,ships,andotherhigh-valuecapitalgoodsmostlyfollowthisroute.
However,consumerproductmanufacturersalsothroughInternet,mailorderoperations,anddoor-to-doorsellingarefollowingthismethod.Itiscommonsighttofindtherepresentativesofthemanufacturersgoingfromhousetohousetoselltheirproducts,whicharenormallyusedinthehouseholds.
Manufacturer–wholesaler–consumer:Thischannelisprimarilyusedinthecaseofindustrialgoodsandhigh-valueconsumerdurableproducts.Thewholesaler,whomayalsobecalledasdistributorinthischannel,carriesoutthefunctionsofretailingtolargecustomerswhomayinthemselvesbethemanufacturersalso.Thewholesalersinthischannelbuygoodsfrommanymanufacturers,stock,andsubsequently,sellthemthroughinternetordirectlytothecustomersinawidergeographicalarea.Anexampleoftheuseofthismethodcanbeobservedinthecomputerhardwareindustry.
Manufacturer–retailer–consumer:Here,thelargeretailingchains,includingsupermarkets,usethischanneltobuyproductsinlargequantitiesfrommanufacturersataverycompetitivepriceandsellthesametotheultimateconsumers.Astheretailersenjoylargediscountsinthisprocess,theysharethisbenefitwiththeircustomersbykeepingtheirproductscompetitivelypriced.Theconsumerspatronage this channelbecause theycan buyin smallquantitiesfromawidevarietyatlowerprices.
Manufacturer–wholesaler–retailer–consumer:Thisisachainwidelyfollowedforfastmovingconsumergoods,whicharelikelytohavemassmarkets.Whentheconsumersarelargeinnumber,widelydispersedgeographically,andproductsareoflowvalue,thischannelisfavoured.Manufacturerswouldfinditprohibitivelyexpensivetosetuptheirownoutletsinsuchcircumstances.Formanufacturersofconsumergoodssuchashosiery,fooditems,confectionery,clothes,andreadymadegarments,cosmetics,andsoon,intermediariesareindispensableinthedistributionchain.
