Management of Inventory Systems
Prof. Pradeep Kumar Ray
Department of Industrial and Systems Engineering
Indian Institute of Technology, Kharagpur

Lecture - 45

Basics of Purchasing Management (Contd.)

(Refer Slide Time: 00:23)

s ey
Basics of Purchasing Management

v Selection of Suppliers
v Supplier Performance Measurement and Evaluation
v'Measuring Purchasing Performance

v Purchasing's Relationship with Inventory Control System

" 1= NPTEL ONLINE PROF PRADIP KUMAR RAY

IIT KHARAGPUR

IIT KHARAGPUR CERTIFICATION COURSES DEPARTMENT OF INDUSTRIAL AND SYSTEMS ENGINEERING

Before we close the session on Purchasing Management and the first issue is the
selection of the suppliers, then once the supplier is selected, then you go for measuring
the performance of the suppliers. So, the supplier performance measurement and
evaluation that is an important topic, we are going to discuss. Now the purchasing

department performance is also a very important issue.

So, we will highlight some of the important the issues the factors to be considered for
purchasing departments, performance measurement; and the purchasing relationship with

inventory control systems in specific terms, you must be aware of.
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Selection of Suppliers

+ Selection of suppliers consists of four interrelated stages:
i.  Survey stage

ii.  Inquiry stage

iii. Negotiation stage and

iv. Experience stage
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Now, I have already in the in the previous lecture session, I have already highlighted the
importance of supplier selection; that means, you go for make or buy decisions,
supposing for given item, your decision is buy; that means, you are going to purchase
that item from the source of the supply. So, now, so; obviously, you know the next the

course of action is the selection of the supplier.

Now, it is an important issue and we select a supplier or a group of suppliers for the
given item or the material following certain norms following certain procedures. So, and
this the entire the selection of the suppliers usually consists of 4 interrelated stages. First
one is the survey stage, the second one is the inquiry stage, third one is the negotiation

stage and fourth one is the experience stage.

So, these are the 4 phases and you need to go through all these or you have to say the
follow or you have to use certain or you have to carry out activities as required in each of

the fourth stages.
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Selection of Suppliers

Survey stage:

+ Inall purchasing problems, there is a need for a material or product. Exact
specifications may not be known, but its general nature and purpose are
known. What is available on the market? Who makes such a product or
who can make it? Who can supply it most satisfactorily and most
economically? Information on all those aspects can be collected from one
or more of the sources like trade directories, regional directories
published by Chambers of Commerce, manufacturers and distributors,
catalogues, sales persons, SIC documents, information from search
websites, etc.
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So, let us talk about the survey stage; that means, suppose the item, you are going to
purchase these item is to be purchased for the first time. So, you need to first select a
group of prospective suppliers or the possible suppliers and then so, in the survey stage,

you try to make a list of the possible suppliers.

And out of this list of possible suppliers, then you will be selecting a few suppliers with
which you start negotiating or purchase. So, at the survey stage, there is a need a why do
you need to the survey in all the purchasing problems, there is a need for a material or a
product exact specifications may not be known; that means, suppose it is a new product

and you have some specifications, but, but exactness is missing.

But its general nature and purpose are known what is available on the market, you should
explore who are the possible suppliers who make such a product or who can make it. So,
also similar products, you may come across or situation where you are specifying the
product exact specifications are known, but when you make a survey of the market, you
find that that exact the product with that exact specification is not available, but is similar
product may be available in the market who make such a product or who can make it
who can supply it more satisfactorily and most economically information all those

aspects can be collected from one or more of the sources.

So, what do you try to do? This is the first time you are going to purchase it. So, where

from you get this basic information? These sources could be the trade directories,



regional directories published by the chambers of commerce manufacturers and
distributor’s catalogues, sales person’s information, you collect from the sales persons
because you have been running the purchase department for the long time so; obviously,
you are aware of as who are the you are aware of the presence of say the sales persons in

your in the department.

So, why do not you interact with them standard industrial classification documents? So,
you refer to. So, you will get the list of products; list of products under different
categories and who are the suppliers or the registered suppliers against each category of
the products. So, SIC documents you refer to an information from search websites ok.

So, these are the possible sources of information.
(Refer Slide Time: 06:46)
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Selection of Suppliers: Survey stage (contd.)

+ The buyer can prepare a workable list of possible sources — the sources
that appear to be reliable, conveniently located, and have manufacturing
capability and experience as needed are to be preferred to be the likely
sources of supply. If the product is of general and routine type, a request
for bidding may be made to this list of suppliers. However, if the product
to be purchased is of special type, there is a need for intermediate stage
of inquiry and research.

°
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Now, the buyer can prepare a workable list of possible sources workable, there is a point
to be noted, the sources that appear to be reliable that is that is why it is workable

conveniently located; that is why it is workable and have manufacturing capability.

And experience as needed are to be preferred to be the likely sources of supplying. So, 3
important factors you considered. First one is the reliability, second one is the location
and the third one is the manufacturing capability and experience. If the product is of
general and routine type, it may be a standard product. A request for bidding may be
made to this list of suppliers. So, now, you find that this is a standard component, this is

standardized design; however, if the product to be purchased is of special type; is it ok?.



Many time, we come across this situation. In fact, there is a need for intermediate stage
of inquiry and research, you are getting the information, but this is not a complete
information with respect to this specialized product which you are going to say the

procure.
(Refer Slide Time: 08:11)

Selection of Suppliers
Inquiry stage:

+ At this stage, the main objective is to select a small group of supplier from
the list of possible suppliers.

* Inquiry is directed toward more specific information like suppliers,
production facilities and capacity, financial stability, product quality,
technical competence, manufacturing efficiency, general business policies,
position and status in irdustry, progressiveness/attitude and adoption
toward state-of-the-art or new technology or systems, interest and co-

operative attitude.

"1~ NPTELONLINE PROF PRADIP KL ‘
IITKHARAGPUR CERTIFICATION COURSES DEPARTMENT OF INDUSTRIAL Al - ‘ .
PTE IIT KHARAC

So, you move to the next stage that is called inquiry stage or the research stage. At this

stage, the main objective is to select a small group of suppliers from the list of possible
suppliers inquiry is directed toward more specific information. Now you become more
specific like the suppliers production facilities and capacity. So, this must be known the

supplier’s production facilities.

And the capacities, financial stability, product quality, technical competence, please note
down all these points, manufacturing efficiency, general business policies, position and
status in industry progressiveness or attitude and adaption toward state of the art or new
technology, whether is a progressive organization or not; that means, the organization is
open to adopt say the new technologies or the state of the art technologies and

procedures of the systems.

Now, interest and cooperative attitude; so, these are the important factors you consider.
So, many a time, you may go for some using some say survey technique to get the

details.
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Selection of Suppliers

+ The aim is to find those suppliers, (i) who can be relied on as a continuous
source of supply under all conditions, (ii) who will keep their delivery
promises and other service obligations, and (iii) who are competitive on
price. Many a time, a visit to suppliers’ facilities and sites is made to
confirm the suppliers” information.

* On completion of the inquiry process, a list of several acceptable supply
sources is prepared with whom the buyer wishes to place a purchase
order for the given item.
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The aim is to find those suppliers who can be relied on as a continuous source of supply

under all conditions; that means, what you are trying to do; that means, you you try to
create a supplier base and with each supplier in this base, you want to have a long
standing relationship who will keep their delivery promises and other service obligations,

this is a very important issue.

And who are competitive on price ok, many a time a visit to suppliers facilities and the
sites is made to confirm the suppliers information. So, this is just for verification
purpose, you make a visit to the possible suppliers plans and you get a firsthand
knowledge of what is the actual practice or what is what is the actual strength of the
company, we service your purchase requirements on completion of the inquiry process; a
the list of several acceptable supply sources is prepared normally this is the case with

whom the buyer wishes to place a purchase order for the given item.

So, if you taken an open approach in always you will find that not only one the source of
supply a group of the possible sources of supply, you will you will you will come to

know and maybe all are of equal strength or equal competence.
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Selection of Suppliers
Negotiation and Experience Stage:

*  On completion of inquiry stage, we may come very close to the decision.
However, the final decision to select the suppliers is made after
negotiating the details of requirements and terms and conditions face-to-
face in majority of cases. The basic objective of negotiation is to ascertain
the best value from the purchase and this value is assessed in terms of
three specific factors- quality, service, and price.

+ There may also be other intangible factors determining the overall values
of the purchase like level of interest, observation and goodwill, special
circumstances (like fulfilling interest of smaller enterprise, availability of
skilled and knowledge manpower, scheduling and other systems), etc.
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So, now what you do? You go for negotiation with say the possible say the suppliers and
while you negotiate, you have you gain some experience. So, that is why it is also
referred to as of the negotiation and experience stage on completion of the inquiry stage

we may come very close to the decision.

However, the final decision to select the suppliers is made after negotiating the details of
requirements and terms and conditions face to face. In majority of the cases, face to face
the basic; that means, you need to discuss all these important issues with the supplier,
companies, representatives the basic objective of negotiation is to ascertain the best value
from the purchase. So, this point is to be noted the best value from the purchase and this

value is assessed in terms of 3 specific factors quality service and price.

There may also be other intangible factors determining the overall values of the purchase
like level of interest, there is the first factor observation and goodwill special
circumstances like fulfilling interest of smaller enterprise like SM is small and medium
enterprises, availability of skilled and knowledge manpower, scheduling and other

system; that means, these are the special requirements you need to say the fulfill.
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Selection of Suppliers

Negotiation on these factors rests primarily on the buyer’s ability to asses
adequately the price of the item as quoted by the supplier. In this context,
the buyer may face one of the following three situations:

Fully aware of the supplier’s production system and details of the cost
components of the item concerned.

ii. No idea at all about the supplier’s production system or cost
components of the item concerned.

jii. The buyer has partial information about the supplier’s production
system and cost components of the item concerned.
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Negotiation on this factor rests primarily on the buyer’s ability to asses adequately the

price of the item as quoted by the supplier.

So, that is most important. In fact; that means, you are paying a price, but you know this
price the covers which aspects; that means, what are the important aspect covered under
this price. So, in this context, the buyer may face one of the following 3 situations while
the negotiation is on now as a buyer you you may be fully aware of the suppliers
production system and details of the cost components of the item concerned. So, do you

negotiate?

So, how do you determine the price or how do you negotiate? The other extreme, you do
not as a buyer, you have no idea at all about the suppliers production system or the cost
components of the item concerned; is it ok? So, this is a ones very common occurrence
as a purchase officer you have you have knowledge in one particular discipline, but this
the product comes from a different discipline so; obviously, in most likely you do not
have any knowledge about their production systems or the other aspects of the product,

but you cannot say that you cannot negotiate.

So, what should be your approach for negotiations? So, that your company has a buyer
has a buyers company gets the maximum the benefit out of this the negotiation and in

between you also come across the case as far as the negotiation is concerned, the buyer



has partial information about the suppliers production system a production systems and

cost components of the item concerned.
(Refer Slide Time: 15:21)
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Selection of Suppliers

+ Three different strategies are to be adopted by the buyer in these three
situations.

* On completion of negotiation, usually two or three suppliers are selected for
an order. These quantities are proportionally shared by them as per their
individual capacity and constraint on supply due date.

+ More than one supplier source is selected for two reasons:

(i) to protect buyer’s supply lines against suppliers shut downs due to strikes
or acts of God, and (ii) to encourage competitiveness among the suppliers.
Your order share may increase if you outperform your competjtg
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So, 3 different strategies are to be adopted, I am not going to discuss all these different

strategies, this is the management the related problems.

But you just make a note that 3 different strategies are to be adopted by the buyer in
these 3 situations, but just make a note that the negotiation is a very important
component in arriving at a decision on the price of the product on completion of
negotiation usually 2 or 3 suppliers are selected for an order, this is a very common
occurrence, these quantities are proportionally shared by them as far as per their

individual capacity and constraint on supply due date.

So, it may so happen that you have selected 3 companies; companies A, B and C. So,
what we may suggest that the company A will be given the 40 percent of 40 percent of
the quantity required, company B also 40 percent of the total quantity and the company
C may be given say the 20 percent of the total the quantity required more than 1 supplier
source is selected for 2 reasons to protect buyer supply lines. Again supplier shutdowns
due to strikes or acts of god and the second reason is to encourage competitiveness
among the suppliers. So, this is an important issue in today’s context your order share

may increase.



If you out form your competitor. So, this is the message you are giving to your supplier.
(Refer Slide Time: 17:10)
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Selection of Suppliers

+ However, the buyer company should move to a policy of ‘Sole Sourcing’
for each or group of items in the long run.

* On assessing the performance of a supplier under trial and repeat orders,
and the supplier qualifying the standards set by the buyer company are
approved as an approved supplier.
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However the buyer company should move to a policy of sole sourcing. So, this is the
present trend sole sourcing for each a group of items in the long run. So, that is your you
know, the long term goal that for each and every item or even for the group of items you
need to have just one supplier ok. So, that is the sole sourcing. So, you have to go
through all the steps and later on, out of the many the suppliers, you select one of them

as the only supplier for a given item or for a group of items.

So, this concept is well accepted by many progressive organizations these days on
assessing the performance of a supplier under trial and repeat orders and the supplier

qualifying the standard said by the buyer company are approved as an approved supplier.
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Selection of Suppliers

*  Once an approved list of suppliers is made (usually item-wise), orders are
placed with them within a specified time period. Depending on the
performance of the suppliers, and meeting the future requirement, the
list is periodically updated. This reflects basically the experience stage.
This would lead to suppliers’ performance analysis on a regular basis.

+ Thus, performance measurement and eyaluation of suppliers is essential
in any organization.
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So, this is the thing now; so, once the suppliers are selected; what you try to do? Now

you go for ah; that means, orders are given and orders are given initially as a trial orders
and then you will find that it that particular suppliers performances usual accepted. So,
ultimately the supplier is included in the in the list of approved vendors or approved

suppliers.
Now, the performance measurement and evaluation of suppliers is essential at this stage.
(Refer Slide Time: 18:45)

T ———
Measurement and Evaluation of Supplier

Performance

+ Test for experience or satisfactory performance by the order is the real
test of suppler selection once the order is placed with him or her.

* An objective assessment and rating of supplier performance is always
justified and attempted. However, even a comprehensive and
computerized performance assessment system in this context is
acceptable only when the buyer is capable of interpreting and taking
corrective or preventive measures for improving the suppler performance
for the benefit of the company.
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So, what do you try to do that means you go for an objective assessment and rating of
supplier performance. So, this is always preferred objective assessment, but; however,
this point is to be noted that even a comprehensive and computerized performance
assessment systems, in this context is acceptable only when the buyer is capable of
interpreting and taking corrective or preventive measures for improving the supplier

performance for the benefit of the company.

That means, one point you must not forget that is any the performance the measurement
in assessment systems you opt exclusively for one purpose that is the improvement that
means if the systems of performance measurement and evaluation for the suppliers is

installed the main purpose is how to improve the performance of the supplier.
(Refer Slide Time: 19:51)

Measurement and Evaluation of Supplier
Performance

*+ Rating system in this context considers three important criteria or factors
of performance viz. quality, service (delivery), and price. Out of these
factors, one may be given more importance or weightage for a particular
case.

* The factors to be considered depend largely on the types of purchasing
procedures under use. For example, in an yearly-order or blanket order
system, as price remains same for any supplier, it is not considered to be
one of the factors. Rather for comparison of performance among the
suppliers, other two factors, delivery and quality are considergg
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So, the rating system in this context considers 3 important criteria factors. So, what are
these factors? The first factor is the quality, the second factor is the service or the
delivery and the third one is the price. Now out of these 3 factors, one may be given
more importance or weightage for a particular case. So, so, this is very very important;
that means, 3 important factors you need to consider, there may be the use of rating scale

the point rating for the factors for objective evaluation is it.
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Measurement and Evaluation of Supplier

Performance

+ There may be the use of rating scale (point rating) for the factors for
objective evaluation. For example, quality may be rated at 40 points, price
at 35, and service at 25; out of total points of 100.

* As we develop the performance measurement system, the concerned
suppliers are periodically informed about their performance rating. They
become aware of the critical areas where they have deficiencies and
limitations. It is also equally important to validate the performance
measurement system.

/
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So, many a time, we need to consider say the subjective factors also. So, against the
subjective factor; obviously, you need to use some rating scale for example, quality may
be rated at 40 points; that means, the individual weightages. So, the price at 35; that
means, its individual weight is 35 and the service at 25 out of total points of 20; that
means, with respect to the item or with respect to the material, the considered for
purchase you need to determine these weightages. So, what do you try to do that you the
develop your performance rating systems and in course of time when you start collecting

data.

So, you must be able to validate the performance measure in systems which you have
developed which you have adopted; that means, as soon as you say that you have
developed the performance measure system; that means, immediately, it will be assume

that it has been validated.
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Measurement and Evaluation of Supplier
Performance

An Example:

* Suppose a suppler delivers 58 lots during the past year of which two were
rejected. The percentage of good lots is 96.5. Multiplied by the weight
factor of 40, the suppler has a quality rating of 38.6.

* The lowest net price from any suppler is Rs 100. The supplier’s price is Rs
120 and by inverse ratio, the supplier's price performance is 83.3 percent.
Multiplied by the weight factor 35, the suppler has a price rating of 29.5.

'+ NPTEL ONLINE PROF PRADIP KU

IIT KHARAGPUR CERTIFICATION COURSES DEPARTMENT OF INDUSTRIAL At
z ITKHARAC | Y

So, this is an example suppose a supplier delivers 58 lots during the past year of which 2
were rejected the percentage of good lots is 96.5 multiplied by the weight factor of 40, I
have already mentioned the supplier has a quality rating of 38.6, the lowest net factor is
the price the lowest net price from any supplier is rupees 100, the supplier’s price is

rupees 120.

And by inverse ratio, the supplier’s price in performance is 83.3 percent multiplied by

the weight factor 35 the supplier has a price rating of 29.5.
(Refer Slide Time: 22:17)
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Measurement and Evaluation of Supplier

Performance

+ Ofthe 58 lots delivered, 55 were received as promised. This is 94.8 percent
performance. Multiplied by the weight factor of 25, the supplier has a
service rating of 23.7.

* Hence, the total performance rating of the suppler is (38.6 + 29.5 + 23.7) =
91.8.
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Of the 58 lots delivered, 55 were received as promised, this is 94.8 percent performance
multiplied by the weight factor of 25 the supplier has a service rating of 23.7. So, this is a
very simple calculations we have made, hence, the total performance rating of the

supplier is 38.6 plus 29.5 plus 23.7 that is 91.8.

(Refer Slide Time: 22:47)

A Comprehensive System for Supplier
Performance Rating

+  Atypical rating system may consider four principal factors, viz. (i) supplier
company’s standing (company) (i) service-related factors (service) (iii)
specific order-related factors (products) and (iv) sales personal-related
factors (sales personnel) and with weights of each principal factor
specified.

+ As.hoth objective and subjective factors are to be included in each
principal factor, a common rating scale can be used for each factor.

* The comprehensive system, with one example , is presented bgkg
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So, this is just an example. Now in the typical rating system then; that means, you may
call it a comprehensive systems may consider 4 principal factors. So, the factors related
to the company the factors related to the service the factors related to the products and
the factors related to the salespersons. So, these are the 4 factors to be considered in a
comprehensive performance, measurement systems and with weights of each principal
factors the specified and they may be varying as both objective and subjective factors are

to be included in each principal factor a common rating scale can be used for each factor.

So, this point already you have mentioned. Now, what is this comprehensive system?
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VENDOR RATING REPORT
Company I Date: Total Rating:
Company Excellent (4) Good (3) Fair (2) Poor (1)
Size &/or capacity 4
Financial Strength 3
Operational Profit 3
Manufacturing Range 4
Research Facilities 2
Technical Service 3
Geographical Location 4
Management 3
Labour Relations 3
Trade Relations 3 s
Total 32 12 18 2

0.63 x Total = 20.16
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So, we can follow this particular comprehensive system. So, I suggest you go through all
the all the factors like related to the company, you need to consider all these factors; is it
ok? One factor could be the labor relations, it means the relationship between the
management and the workers and what is the trade relations? That means, the
relationship between you as a company with the others in your industry; is it ok? So, that

is essentially this relationship determines the trade relationships

So, several factors you need to considered and you have a 4 point scale.
(Refer Slide Time: 24:38)

Service . Excellent (4) Good (3) Fair (2) Poor (1)

Deliveries on Time 4

Conditien on Arrival 3

Follow Instructions 3

No. of Rejections 4

Handling of Complaints 3

Technical Assistance 7

Emergency Aid 3

Supply up to date Catalogues, 1

etc,

Supply price changes promptly | 4

Total 27 12 12 2 1
0.69 x Total = 18.63
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So, 4 means excellent, a value of 3 means good, a value of 2 means fair and if you get a
score of 1, it means poor, it is ok? So, for all the factors, you consider a 4 point scale.
Similarly, as well as service is concerned, you need to consider all these factors in
general and each factor; what are the relevant factors? In the for the given case, you first

identify and you react them in this particular scale poor point scale ok.
So, this is just an example; several values are given.
(Refer Slide Time: 24:59)

Products Excellent (4) Good (3) Fair (2) Poor (1)

Quality 4

Price 3

Packaging 4

Uniformity 3

Warranty 4

Total 18 12 6

1.25 x Total = 22 50
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So, this is just an example. Now this is the product which you are going to purchase; is it
ok? So, related to the product you need to consider all these 5 factors. First one is the
quality, second one is the price, third one is the packaging. So, this point is to be noted;
fourth one is the uniformity and the last one is the warranty. So, these are the 5 factors to

be considered.



(Refer Slide Time: 25:26)

Sales Personnel Excellent (4) Good (3) Fair (2) Poor (1)
1. Knowledge
His company 3
His products ¢ s 4
Our industry 3
Qur company 3
2, Sales Calls
Properly placed 4
By appointment 3
Planned and prepared 3
Mutually productive 4
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And these are all rated now and that the fourth factor is related to the sales personnel

with whom you are interacting; so, sales versus knowledge and the sales calls. So, all

these are rated.
(Refer Slide Time: 25:40)

Sales Personnel Excellent (4) Good (3) Fair (2) Poor (1)

3. Sales-service

Obtain information 3

=

Furnish quotations promptly

Follow orders 3
Expedite delivery 3
Handle complaints 3
Total 43 16 27

0.48 x Total = 20.64

Total Rating = 90.16 +18.63 + 22.50 + 20,64 = 81,93
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So, ultimately and the sales service also this particular factor or these aspect is also rated

with the same the rating scale and ultimately, you get a total rating of this that is 81.93.

So, my suggestion is you go through all these all these factors and you get an idea of a

total system for performance measurement and evaluation for the suppliers.
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Measuring Purchasing Performance

+ Measurement and evaluation of purchase department’s performance in a
company is an important consideration.

+ While proposing a performance measurement system in this context, we
may not get a general approach, but it may result in identifying a set of
important principles to be followed in purchasing process.

¢ Usually, in many instances, cost of running purchasing department as a
proportion of total expenditure incurred may be erroneously considered as
a performance measure. ’
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So, this is a comprehensive systems now the next important issue you should you should
know that is how to measure the performance of a purchasing department as such. So,
the measurement and evaluation of purchase department performance in a company is an
important consideration while proposing performance measurement systems. In this
context, we may not get a general approach this is difficult. In fact, you cannot get a

general approach.

But it may result in identifying a set of important principles to be followed in purchasing
process. So, that is the main advantage if you try to develop a performance measurement
systems for the purchasing department. So, many sorts of the important purchasing
principles, you should be aware of and you try to apply those principles as a good

principles for purchasing. So, there are many factors you need to consider one by one.
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Measuring Purchasing Performance

* Purchasing department’s ability to maintain a continuous flow of materials
and other parts required over time may be considered as one of the main
factors. Other important factor may be product cost proportion.

+ Along with these factors, a comprehensive measurement system may
consist of the following factors:

i. Inventory performance

ii. Quality factors

iii. Supply of MRO items

iv. Savings other than prices like material substitution, standardization,
packing and transportation costs, etc.

v. Administrative cost.
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So, usually you know what is important is that in a comprehensive measurement systems

for purchasing department.

So, these are the factors you need to consider; that means, to what extent it helps
inventory performance, the quality factors of the products supply of MRO items to what
extent, you can maintain this savings, other than prices like material substitution is an
important activity of purchase, department, standardization, packing and transportation

cost, etcetera and of course, you need to consider the administrative cost.
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Purchasing’s Relationship with Inventory
Management Systems

* Purchasing plays an important role in helping inventory management
system work efficiently and effectively. In particular, the following aspects
of inventory management is significantly dependent on purchasing’s
capability and process: .

i.  Inventory control,
ii. Safety stock amount,

iii. Control of working stock,

iv. Inventory classification,
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So, what is the purchasing relationship with inventory management system? So, this is

the last important issue we are going to highlight in this in this lecture session.

That is the purchasing plays an important role in helping inventory management systems
work efficiently and effectively without the support of the purchase department the no
inventory management systems can work efficiently and effectively, in particular the
following aspects of inventory management is significantly dependent on purchasing
capability and process. So, all these important aspects we have already discussed in the

topics related directly to inventory management in the past weeks.

So, the first one factor which is which is affected by the purchasing that is the inventory
controls. Second one is the safety stock amount already you are aware of the safety stock

the concept and its measurement control of working stock inventory classification.
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Purchasing’s Relationship with Inventory

Management Systems

v. Inventory records,

vi. Buying methods and contracts,

vii. Surplus or excess inventory,

viii. Working of MRP and MRP-Il systems,

ix. JIT-based system.
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Inventory records, buying methods and contracts surplus or excessive inventory, working
of MRP and MRP-2 systems is solely dependent on say the purchasing departments say

the performance and the JIT based systems.
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Purchasing’s Relationship with Inventory

Management Systems

* While learning the topics of purchasing management, the following
queries need to be addressed:

+ Compare management’s expectations of purchasing and purchasing’s
expectation of management. Identify the concerns of purchasing

departments in today’s industrial context.

* |dentify the steps involved in a typical purchasing cycle.
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So, while learning the topics of purchasing management, the following queries need to

be addressed.

So, some of the queries are mentioned. So, you please go through them like identify the
steps involved in a typical purchasing cycle, compare management expectations of

purchasing and purchasing expectations of management.
(Refer Slide Time: 29:47)
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Purchasing's Relationship with Inventory

Management Systems

* List the important criteria used in determining (i) possible sources of
supply and (ii) acceptable sources of supply.

+ List the major factors be considered in arriving at a decision to make or buy
a product.

* Identify the factors that can be considered for evaluating purchasing
performance.
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List the important criteria used in determining possible sources of supply; already we

have discussed and acceptable sources of supply list the major factors be considered in



arriving at a decisions to make or buy product this point, already we have elaborated and

identify the factors that can be considered for evaluating purchasing performance.
(Refer Slide Time: 30:11)
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So, with this I conclude our lecture sessions on purchasing management.

Thank you.



