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Importance of Materials Management

The importance of materials management cannot be over-emphasised in
this complex industrial world. It affects not only a particular industry but the
entire economic activity of a whole nation. Materials contribute to the quality
of the end product. The amount spent on materials is increasing in relation to
the expenditure on other inputs. Materials add value to a product. The margin
between the values of raw materials and the finished products is known as the
value added by production. Materials form an important aspect of current assets
in any organisation. Conservation of materials and their availability for
prosperity is one of the social responsibilities of business. Hence, materials
management is one of the centres of accountability for performance. Reduction
in the materials cost by about 5 per cent is always possible through an efficient
management of materials. Evidence is there to prove that skilful and imaginative
management had been able to save even more than 5 per cent of the total cost of
the final product.

Materials form the largest single expenditure itemn in most of the manufacturing
organisations. They usually represent 50 to 60 per cent of the total cost of the
final product. An analysis of the financial statement of a large number of
manufacturing organisations reveals the fact that on an average about 60 per
cent of the total expenditure is locked up in materials. S

Average Materials Expenditure

“Industry Groups

Table 25.1 —

Average Erpendl'nueiof
Materials (Per cent)
Fabrication, Construction, Electrodes,

Wool, Jute, Commercial Vehicles, Fumiture.

Cotton Textiles, Bread, Refrigeration, Ship Building, Cables.

Above 75

55-65

4555 Engineering, Non-ferrous, Paper. Explosives, Ship Builqing.
Chemicals, Tyre, Machine tools, Cement, Electricity, Pharmaceuticals.

3545 Steel, Newspaper, Fertiliser, Aircraft, Cigarettes, Asbestos.

INTEGRATED APPROACH TO MATERIALS MANAGEMENT

The essence of materials management is the coordination of the various
departments of a company. As the Materials department spends large sums of
money on the purchase of materials, it is closely associated with the Finance
department. Where product designing is involved, constructive coordination
with the Design department becomes essential because the knowledge of
materials availability or materials substitution comes only from the Materials
department. The importance of pre-design value analysis needs to be stressed
here. Similarly, there should be close coordination with Transport, Quality
Control, and Inspection wings of the organisation.
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3, Cost reduction and productivity: Another objective of materials management
Productivity is the ratio between input
ed, it implies reduction of

costs and increase in profit. The scope for its achievement other .than inoompcﬁ!.ive ’
bidding and negotiations lies in value analysis, standardisation, simplification,
bulk orders, reduction of investment

and carrying cost by low rate of delivery, avoiding obsolescence, c-onu'ol over
£ materials, etc- Apart from the difficulties of coordinating allthese,

ment cost and carrying cost pull in opposite directions

' some factors like procure ’ ' ’ 1i0
and vitiate the jssue. Therefore, 2 decision which will satisfy all the conflicting

interests can be taken better by 2 common department head. ‘
4. Price and Quantity: To a great extent, the price depends upon the quantity.

1f a decision regarding the quantity t0 be bought rests with a separate department,
the work of the purchase officer is handicapped. In 3 combined department, the
n a pogition to negotiate the price effectively on the basis of
the present and future requirements.

5. Inventory reduction: One of the objectives of materials management is t0
keep inventory ata Jow level. This can be achieved mainly by smggcringdeliveries
and reduction, ifnot elimination of minimum stock (safety stock). For this purposeé,
there should be close co-ordination between Stock Control and Purchase. Delay
in recoupment will create stock-outs. In a combined stock Control and Purchase,
the head of the department is in a position to ensure that recoupment indents and
shortage reports aré prepared on time.

6. Unutilised Materials: Unutilised Materials purchased against special
indents will often come 1o the notice of a common department head during his
yisits to the stores which facilitates action with the original indentors. Where
stores and Purchase sections are divided, such co-ordination is difficult. Also it
is far easier for a common department head to sort out surplus materials and
arrange for their disposal.

7. Classification and Codification: The classification and codification work
requires 2 thorough knowledge of the materials and their application or use.
Often this calls for actual examination of the materials in the stores and scrutiny
of the requisition letters received in the Purchase Section from the indentors of
materials. 1f Stock Control, Stores and Purchase departments are separate, there
will be inconvenience regarding classification work.

8. Knowledge of Materials: Ina combined stores and purchase department,
the head of the department pays regular visits to stores and gets more

opportunities to see the actual use of materials in the fastory. Thus, he gains
more klnowledge about them and their applications which assisthim considerably
in his interaction with various departments as well as suppliers. It also enables
him to make suggestions regarding standardisation, quality of materials to be
bought, alternatives that can be used, etc., unlike the Purchase Officer whose
knowledge is derived only through paper wark.

the necessity of adjusting the minimum and maximum
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i Basic Elements in Purchase Transaction .
‘ There are somo.basic clements in the purchase transaction which is common to ':‘
all. In summar, these arc 8s follows: ..
(i) The need for materials i8 recogniscd and their rcqui_remcnts are determincd.
tions for each item are spelt out. (iii) The need is m;nsmincd to the
) A purchase plan is made out. W A suitable source is
on. This can be on the basis of tenders
s and terms and

(ii) specifica
purchase epartment- (iv
selected for the supply after due investigati
called. Sometimes, 2 source may have to be dev:l;_:ped. (vi) Rate
conditions of purchase 4 finalised. (vii) A pY
preparcd~and sent to the supplier. The purchase order would spell out the terms
and conditions of the purchase contr: iii) The supplier’s acceptance of the
purchase order is obtained. (ix) Follow chase department
with the supplier 0 pt deliv right quality of materials.
(x) The material, when received, is inspected against sp! Occasionally, itis
inspected at the vendor’s factory. (xi) The supplier’s i d against the
purchase order and the goods received are documemed. (xii) eis is§ped 10
the supplier towards payment for supplies received.
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L (a) Work order NO. oeeeee
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To Stock .oooceeeee

Signature.....-

(Head of the Departmen

Addresses of probable suppliers.-

1I. Report of Storekeeper -
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(Ch

Part 1 {s completed by the Indentor (Head of the Depanmem). For quick

purchasing and minimising the work of purchase section, he should mention

the addresses of probable suppliers, who can supply these special materials.
part [I is filled bY the storekeeper in the remaining tWo copies and the store

keeper remarks on it whether the required material is available in store of not.

o Scrutinising Purchase Indents: Every indent received in the purchase
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. | and conditions. ) )
() Follow up and Expediting: Purchase follow up 13 the fufwtum 9{ m?m
that suppliers effect deliverics oD time. Purchasé follow up 1* required in t40
stages — prc—delivcry follow Up and shortage chasing Md
Ppredelivery follow up 'S intended 10 caution the supplier of the due date
make alternative arrangements if the supplier is expected 1O fail ip his delivery
commitment.
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and second 10 create an impression at the supplier’s works that 10
to ent do the short222
uducdaxcisovef,m e o
e depends on critical ity of
d coverzge for future

‘effect 4eliveries on time than
chasing. Shortas® chasin

follow up and )
items, availability of alternative sources, $toc on

Extenslon of Dellvery Pperlod: 1f the supplics ar¢ not effected wn!'.m
date or if the suppliers 2¢ jon of

| be drawn- i
ial impiications are involved, approval of the next higher au‘xhoti'ty s}mll
ile granting extension of delivery time, financial implications
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) Cancellation of Orders and Penalty: For cancellation o’f a purchase
order, the approval of the next higher authority shall be obtained- Bgfore
imposing any penalty, the approval of the General Manager shall be obtained-
) Recelving Materials: When goods arrive, they ar¢ sent to the receiving
stores; and contents are physicaiiy verified against the details provid:d in the
purchase order. All incoming supplies from the suppliers at the receiving stoTe
] i oods-receipt report) register- Discrcpancies (if any)
are notified 10 the vendors through ‘Discrepancy Note’.
[0)] Inspectlon of Goods: All supplies are subjected to inspection and testing
All items are inspected on receipt by i i i -
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¢ inward ingpection on
| works as to their conformance of dimension, materials speciﬁcztion and
pcrt‘ormance. Conformance 10 the dimension 13 checked against component
drawings- The component is subjected to both visual (to check for mutilation,
burns, finish, etc.) as well as dimensional checks with gauges and measuring
instruments. Conformance to materials speCiﬁcalion is deci ed with the help
of chemical and mexailurgical tests. Small sample pieces of components
cut pieces of materials are orwarded 10 the laboratories for checking their
harness, material composition, micro-structure and. other propcnies.
Conformance 10 performance is decided on the basis of tests and trial 1uns,
e.g. machinability tests for raw materials, life test for bearing, I-p-T test for
motor, size test for broaches, et¢- Inspection results are entered by quality conwol
\ on the goods receipt report (GRR)




