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11.0 Improving Service level and Inventory Control: To ensure continuous 
availability of stores to user departments while keeping the stock levels at optimum level 
is one of the important objectives of Stores Department. Efficiency with regard to 
optimum stock levels is measured by working out inventory turnover ratio on every 31st 
march, which is worked out as under:  

 

Inventory Turn Over Ratio =  (Total inventory balances in Rupees on 31st March) 
       --------------------------------------------------------------  * 100                        
         (Total value of stores issued during the year) 

The target for inventory turn over ratio is generally kept around 15%.  The efficiency 
with regards to service is worked out by compiling compliance percentage of materials 
against all requisitions received in Stores Department. The target for compliance is kept 
between 95% to 98%.  For vital and safety items, the compliance is aimed at 100%. 

In order to keep inventory turn over ratio and compliance figure at optimum level, 
selective inventory management method is used on Indian Railways. We classify the 
item in A-B-C category as well as vital, essential and desirable category. These are 
explained below. We also use standardization, variety reduction and extensive 
computerization for inventory management. 

11.1  A-B-C Analysis: This analysis is based upon Pareto Principle according to 
which in many situations, majority of the activity (say 80%) is governed by very few (say 
to 20%) attributes. Hence, if in Stores all the Stock items are analysed in terms of their 
annual consumption - usage value, major part of total consumption value say 70% is 
represented by around 10% of total items, 20% of total annual usage value is controlled 
by 20 % of total items, and remaining 10 % of total consumption value is represented by 
a large number (say 70%) of small consumption value items. In Railways we have 
decided that all high consumption value items which represent 70% of total annual 
usage value, will be classified as "A" category, items which represent further 20% of 
total usage value will be classified as "B" category and all remaining items representing 
10% consumption value will be "C" category. This analysis is done on the computer as 
explained below:  

(a) First of all annual issue values of all the items which were issued from all the 
depots are added together to find total issues (in rupees) of the Railway, 

(b) Then all the items are sorted in descending sequence of their issue value on the 
entire Railway (i.e. after adding issues of all individual depots), 

(c) Then we go on counting the items adding issue value of the items to a " 
cumulative issue value" counter. When the value in this counter represents 70% 
of total issues after adding a particular item, all the items from top to this item are 
classified as "A" category items,  



(d) This is further continued and when after adding issue value of an item to 
"cumulative issue value" counter, value in the counter is equal to 90% of total 
issues, we mark all items excluding “A” category items to the last item as "B" 
category items, 

(e) All remaining items are classifies as "C" category items. 

For the purpose of  Inventory control, "A" category items are most important. Therefore, 
they are closely monitored at highest level at very frequent intervals. In Railways, their 
stock levels, consumption forecast etc., ate monitored at the level of COS /CMM every 
month. "B" category items are monitored at the level of CMM/Dy.CMM every quarter or 
every six months. Stock verification of "A" category items is carried out every six 
months; for "B" category items every year and once in two years for "C" category. To 
achieve better inventory turn over ratio, we intend to keep average stocks of 3 months, 
6 months and 12 months of "A”, "B" and "C" category items respectively. 

11.2 V-E-D Classification: A-B-C Classification is on the basis of consumption value 
of an item and does not give any importance to the criticality of the item and therefore, 
only A-B-C Classification is not adequate. Classification done on the basis of criticality 
of the item is known as V-E-D, where the items are classified as Vital, Essential and 
Desirable. Vital items are those items, which are very critical for the operations and do 
not permit any corrective time i.e. they cannot be procured off the shelf if they are not 
available. Essential items are comparatively less critical and work without them can be 
managed for a few days. All remaining items are known as Desirable items.  

11.3 A-B-C / V-E-D matrix tackling the items on the basis of their consumption value 
and also criticality improves the service to the customer as well as we are able to 
control the inventory. We can design the stock levels in such a manner that is most 
desirable. For remaining items, service levels can be in between these two levels and 
average stock holdings can be designed accordingly.  
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Standard Tools for Inventory control: 



 By selective management (ABC/VED/XYZ /SOS/FSN etc), 
 Management by exceptions (out of stock, inactive, surplus etc.), 
 Designing appropriate recoupment policies, 
 Rationalisation /Standardisation,  
 Value analysis, 
 Codification and computerization,  
 Concept of classifying materials on market availability (R, N, D) for buffer stocks. 

 


