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CLASSIFICATION

’ In thls technique, the ltems of i mventory are classified according to the value
~ of usage. L == ,
Materials are classified as A, B and C according to their value.

Items in class ‘A’ 'i:é:ils;iiiuié ;ihé most important class of inventories so far as
the proportion in the total value of inventory is concerned. The ‘A’ items
constitute mur’hly' about 5-10% of the total items while its value may be

about 80% Df the lmal w,a]ue of the inventory.

Items in class ‘B’ ccnsumle intermediate position. These items may be
about 20-25% of ﬂae 10131 items while the usage value may be about 15% of

- the total value.

tems in class ‘C’ are lhe most llLLll“lblL in value, about 65-75
of the total usage value of the

¢ of the total

quantity but the value may be about 5%

inventory.
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STE PS

The mponanl steps mvolvedftan segregatmg matenais or :mvenmfy. control

iv.

Hulh

Vi Cmnpum Ihg mml’ : 53

 items. =
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RESULTS
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ABC Classification af Iﬁveﬂfary Ltems

O A items : 70% of The annual consumpﬂon of
inventory is covered by only 10% of the items in
the mventory deserve hughesf aﬁenhon o

OB items : 20% of the n‘ems covermg 20 A of
the mventory mvesfmenf(less S'rrmgenf confrol)

ac |1'ems : resf 704 of The mventory nems' (very
little comrol) T S e
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oLicims oR & asour raus

> Develop class A suppher‘s more e e

> For'ecast A |1'ems mor'e carefully

expedl're and dglfwery of These |Tems

> Pur'chuse'*bf?‘rhese; lTe.ms in hands.of top officials'-ﬁ_

> The stock reporT of A items should be sen’r more.'_"___”
ffrequenﬂy say crr leas? once m 15 days | i
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POLICIES FOR ' 6ROUP ITEMs

> Order quantities, re-order stocks and safefy sfock
should be fixed and revised for 'B’ |1'ems at leasf
one in every 4 1o 6 months.

> B lTems should be ordered less frequenﬂy ThcmA
|‘rems , i ,
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POLICIES FOR ‘C’ GROUP ITEMS

> Large quantities can be broug h'r at a 'hme as To‘l'al
investment will be least. | ==

» Paper work can be r'educed consudembly |f orders
are placed once or Tw:ce a year. e =

> The source of supply can be one or two based on 7
their rellablhfy e
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Critena

10% 20% 70%

Quantity

Annual 70% 20% 10%
Usage *

Control Very strict Moderate | ! Less

O [={,sIl Daily/weekly Monthly b Yearly

Safety

stock Less Moderate | - High
Handled RESIlalle)s Middle Fully
By officers management. | delegated.
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STEPS IN ABC ANALYSIS

a De‘rer'mme the annual usage m unn‘s for' each
item for the past one- year' gt |

b. Multiply the annual usage q_r anfn‘ wu‘rh The
average unit price of each em To ca culafe The
annual usage in US: for eact ll'rem il

1l H“i” ‘

. Ifem with hlg‘bEST dollar usalge anhuall IS
ranked rlrsf en the next [ower annua usage
iTe;u is listed till the lowes“f item is|) IlsTed in The
OS | | ‘ \‘ u;imw ‘ ‘w‘. \ \‘

‘ e =- | ‘1“‘”;;“‘:3‘ ‘ \ \ \ “{ M

d. Arrange the items in ’rhe mvenTor' by
cumulative annual usage (dollars) and by
cumulative percentage. aTegorlze the items in
A, B, and C categories. -

O
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TABLE 1: DETERMINATION OF RANKS BY
ANNUAL USAGE IN US$

Average usage

(units)

Unit i:osf
(US$)

Annual usage

Rank

17

2.5

(US$)

50

17

15

15

25

17

5

17

50

119

153

20

2125

H
mmﬂombwmnug

16

2.656

—
o

17

" 4

2.5 3: |
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TABLE 1: DETERMINATION OF RANKS BY
ANNUAL USAGE IN US$

Ly

Average

usage | Unit cos gt

xooo\lool.bwmt—ug
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TABLE 1: DETERMINATION OF RANKS BY

ANNUAL USAGE IN US$

Item | Average usage Unit cost Annual usage Rank
# (units) (US$) (US$)
1 17 2.5 425 8
2 50 17 850 2
3 15 15 225 5
4 25 17 425 4
5 5 17 85 6
6 50 119 5950 1
7 153 5 765 3
8 20 2.125 42.5 7
9 16 | 2.656 42.5 9
10 17 25 | 425 10
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TABLE 2:CATEGORIZING THE ITEMS IN ABC

RANKING A ‘
Item | Annual Cumulaﬁve nnnuol‘ ‘Annual usage | Category
*# usage usage (US$) iy A assigned
(US$)
6 5950 5950
2 850 6800
7 765 7565
4 425 7990
3 225 8245
5 85 8330 :
8 42.5 8372.5
1 42.5 8415 (i
10 42.5 84575
9 42.5 8500

8500

\@Tal E
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Cumulnhve cmnual
usage (US$)

Aunual usage
| %

Category
assighed

5950

70

6800

80

7565

| - 89

7990

Y

. 8245 . dily

8330 Tw  ;g =;~ e p

=W NN O

8372. 5

8415

(S
o

| s457w5f

\

\O

Total |
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Cumulative annual

Annual usage

Item Annual Category

7 usa usage (US$) % assigned

(Us$) f

6 5950 5950 70 A

2 850 6800 80 E

7 765 7565 89 B

4 425 - 7990 94 C

3 225 8245 i 97 C

5 85~ == :8330 idiogl C

8 42.5 83725 98 5 i I C

1:%]7%42.5 8415 EES C

10 42.5 8457.5 11 /99.5 ¢ C
9 | 425 8500 iF100 47 C
Total = 8500
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category

Item#t

% of item-s in ‘ $ in the

inventory

category

% $ in
the
category

.| 5950

70

e; 7

iite1s

19

1,3,4589,10 | ]

11

10

100
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Advantages

e« CONTROL : Stocking a better mix of the right inventory

allows a company to control over-supply and under-
supply of important SKUs.

» COST : Once a company has determined which items fall

into each ABC category it can establish cost-reduction
initiatives at the SKU level.

« IMPROVED SERVICE : Improvement in customer service
levels and order fulfillment. ABC analysis provides a

company with information to stock the right-mix of
iInventory.

« WAREHOUSING : ABC inventory extends to warehouse
management has well. Companies utilizing ABC analysis
\___In the warehouse give priority space to faster moving

T A LA
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Implementatlon
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Implemented

o Mldlcmd Bank Group

e British AerOSpace |

« Swiss Au’romobde Assocum‘aon

: London Underground S

o Gar'dner Merchcm’r Ve.ndmg Servnces

o Der'vo Inc - DIVIS!OH of Johnson and Johnson
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~Apollo Hospltals

Background: The baS|c prmcaple of mventory control is
ABC based on cost criteria . == ==

Methods: Based on ABC matnx economtc analysns of

drug eXpendlture of priced vocabulary of medical stores -~ -

(PVMS)

Result: Out of 493 drugs in PVMS sect:on 01 only 325 =
drugs were being used in the reference hospttal The total__'__'.f
costofdrugsused - =

was Rupees 55, 23, 503 Of these 325 drugs 47(14 4%) = —
drugs were Category A , consummg 70% of total =
expenditure, 73 (22 46 %) f '

drugs Category B consummg 20% and rest 205 drugs
\__ (63.7%) Category C drugs cost only 10% of expenditure.
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INVENTORY CONTROL

1.

10
‘ | i | | \
UL e \ \ \ \ il \ \
i) \ ‘\ i AR
| I | | | |

Inventory control is the systematw cnntrol and regulatlon of
purchase, storage and usage of matenals iy

To maintain an even flnw c)f produclmn
To dvmd excevswe mve%lmem in nmleu*ﬂq

Efflcnent matenal control reduces Ioses and wastaaes fofff’i—
materi als that mhez mse pass unnmlced

Im'emm'y L(}nliiﬂ is lhe core e::i nmtermls nnnuwenmnl

The need ‘ dnd Jmpm“t'mCL 01‘ mdtuﬂd} mes m direct

' pmpm'llcm 10 [hL idle ump Lmt nf mu:l dm. m,u_hmuy dnd the
‘urgency of mqumnmm ‘ gl
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oBJECTIVES

cost are I\C‘pt ;1[ ‘1 l'ﬂII}lﬂ]Uﬂ]

(iv) To Lu.,p sur plus [.md ﬁhsn]ut,, uuna m mammum
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