INVENTORY MANAGEMENT
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e demand information is distorted as it moves away from
the end-use customer(forecast)

e higher safety stock inventories are stored to
compensate










e cost of holding an item in inventory

e cost of replenishing inventory

e temporary or permanent loss of sales when
demand cannot be met




e constant amount ordered
when inventory declines
to predetermined level

e order placed for variable
amount after fixed
passage of time




e \We want to determine the optimal number of
units to order so that we minimize the total cost
associated with the purchase, delivery and
storage of the product.
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COSL OI placing oraer annual demand
annual Per-unit carrying cost J - Oraer guantity.

Annual oraering cost

Annual carrying cost

Total cost =




Proving equality of
costs at optimal point
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Slope = 0

Ca g COSt =
Minimum Carrying Cost
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e Qisreceived all at once is relaxed

e p - daily rate at which an order is received over time, or
production rate

e d - daily rate at which inventory is demanded




P = proguction r.

Maximum inventory level




Where

D = annual demand
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Carrying cost

Oradering cost

Q(.f-;! ) = 100 Qr_mr Q(,_:f;_,) = 200




R=dL

e d = demand rate per period
e | =|ead time
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ABC Analysis

Divides inventory into three classes based on
Consumption Value

Consumption Value = (Unit price of an item) (No. of units consumed per annum)

= (Class A - High Consumption Value
= (Class B - Medium Consumption Value

= (Class C - Low Consumption Value



ABC Analysis

Percent of Percent of
Item Number of  Annual Annual Annual
Stock ltems Volume Unit Consump consumpti
Number Stocked (units) X Cost = tionvalue onvalue Class
#10286 20% 1,000 $90.00 $ 90,000 38.8% A
"72%
#11526 500 154.00 77,000 33.2% A
#12760 1,550 17.00 26,350 11.3% B
w23%
#10867 30% 350 42.86 15,001 6.4% B

#10500 1,000 12.50 12,500 5.4% B




ABC Analysis

Percent of Percent of
ltem Number of Annual Annual Annual
Stock ltems Volume Unit cons. cons.
Number  Stocked (units)  x Cost value value Class
#12572 600 $14.17 $ 8,502 3.7% C
#14075 2,000 .60 1,200 5% C
#01036 50% 100 8.50 850 4% > 5% C
#01307 1,200 42 504 2% C
#10572 250 .60 150 1% C
8,550 $232,057 100.0%
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Some time with the view of doing Lean inventory management

Within ABC category VED ( Vital , essential & desirable factor) is introduced with the
view of further having effective control of inventory on the basis if its being critical.

V (Vital) is the inventory where neither Substitute nor Variation Gap is allowed .
E (Essential) is the inventory which allows either of the one to be changed
D (Desirable ) is the one which can have variation in both of the parameters
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