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Abstract 

The most significant part of organaisations is inventory. The Inventory management is 

an essential part of a purchasing department of any organisation. The process of decreasing 

inventory cost and increasing inventory turns in a slope is  a challenging function. Lean 

Procurement will help in improving and restructuring procurement process and refining 

supply management procedures and practices, improving the performance and efficacies, 

diminishing transactions, removing wasteful activities, reducing overall cost, pleasing 

stakeholders, and working with the finest suppliers who meet the performance and necessary 

expectations. Lean helps procurement by providing ideal value for both internal and external 

customers. Hence , this case analysis the inventories as ABC, XYZ, FSN, in order to know the 

movement of stocks of a Pharamaceutical company in TamilNadu. Analysis  results that there 

is a need of different approach in inventory management of this company to have better 

inventory turns. 

Key words : Lean procurement, Inventory management, Pharmaceutical industry, Inventory 
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INTRODUCTION

In any industry or business, every function in an organisation are interconnected to 

one other and the connections extend beyond the functional departments. Important features 

such as SCM (supply chain management), transportation, warehousing and inventory 

becomes the support for an industry or a business. Thus, the above functions are enormously 

important to all other department of the organization. Inventory management is one of most 

important function in any industry. It determines the health of the supply chain and influences 

the financial strength of the company. All the companies continuously struggle to in 

maintaining optimum inventory and forecasting the demand and maintain continuous supply 

which can directly influence the financial numbers. Managing inventory needs careful and 

continuous assessment for both internal and external issues. Inventory management can be 

practiced by planning, controlling, and continuous reviewing.  
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Indian Pharmaceutical industry ranks 14
th

 in world in terms of value and ranks 3
rd

 in 

terms of capacity or volume. The main pharmaceutical hubs in India are Ahmedabad, 

Bengaluru, Hyderabad, Mumbai and Visakhapatnam. In India, one-third of the revenue of the 

pharmaceutical companies spend on their supply chain management happenings due to poor 

logistics and Infrastructure
1
. Supply chain management is dynamic function of many 

industries, as the organisations try to reduce the expenses and increase the sales. This affects 

the strength of the company. Pharmaceutical industry is one of the most complex and vast 

industry which mainly deals with human life and animal life. Delivering right medicines at 

the right time in right quantity can save a life. Hence Supply chain is the back bone of this 

industry. Quality is one of the most important factor to be considered in this industry as the is 

no option for second chance. Therefore, inventory management in this industry is a difficult 

job. This pharmaceutical company is handling 700 to 800 types of products which includes 

raw material, packing materials, semi-finished products, finished products, auxiliary 

materials, expendable supplies and spare parts. Planning and scheduling for the production is 

a serious process in Pharmaceutical industry. Volatile market and variety of products makes 

the organisation to estimate its demand. Many raw materials are life limited and hence they 

have to be consumed with in a time limit and non-discrete nature of products is even more 

challenging
2
. In inventory management, main concern is about the stability in carrying cost, 

forecasting, volatile market, valuation of inventory, space for storage, future demand. The 

primary objective of the case is to solve the inventory management problem faced by this 

pharmaceutical company by analysing the inventory, to avoid excess inventory or out of 

stock and create a deviation in inventory management from the current method. The main 

objectives of the study are: 

 To know about existing inventory turnover. 

 To apply the inventory control techniques to control the cost of maintaining 

inventory. 

 To know about the difficulties faces by the company in controlling inventory. 

 To recommend suitable measures to increase the efficiency in inventory control. 

 To suggest proper procurement method that creates a deviation from the current 

method.  

Major challenges faced in Pharmaceutical industry are: 

 Falling in marginal returns and regular innovation of drugs. 
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 Increase in competitors 

 Common people are not aware of the products so they depend on pharmacist and 

Physicians.  

 Life time of the products are short. 

 Balancing demand and supply. 

To manage the demand and to control the inventory various analysis were performed. 

The data were extracted from SAP and analysed in Microsoft Excel. Inventory analysis is the 

process used to understand the stock. The quantity is and the cost is very important factor 

when it comes to inventory analysis. Next to that is the how long the stock is with the 

company. Regular analysis will bring down the inventory cost, optimize the quantity. 

Continuous analyses will help in deviation and helps in implementing lean procurement.  

1. ABC ANALYSIS 

ABC analysis is an effective inventory control system. Here inventories are classified 

according to their values and their consumption
3
. Hence more attention is paid on the items 

which is valued high, and consumed more. This law states that “ only 20% of the activity 

causes 80% of effect”.  

 A class items contributes 60-80 % of the total value. 

 C class items contributes 10-20 % of the total value. 

 B class items contributes 20-30 % of the total value. 

This helps the firm to concentrate on few items which contributes the most. This 

ensures that every item in class A gets attention. This analysis makes it possible with 

considerable less effort by its selective approach. 

 

Table No. 1: Classification of overall ABC analysis 

Class No. of Parts Value 

A 134 ₹ 712,44,176.52 

B 159 ₹ 206,95,849.05 

C 934 ₹ 114,12,514.23 

Total 1227 ₹ 1033,52,539.80 

                             Source: Primary Data 

From the table, it is inferred that in overall ABC analysis, 10.92% of the items are 

consumed 68.93% in a month which comes under class A. In class C, there are 934 parts 
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which is 76.12 % of the total parts and consumed only 11.04% in a month. 12.96% of items 

in over all items comes under class B and they value Rs.206,95,849.05. 

 

Table No. 2: Classification of class A items 

Type No. of Parts Value 

ROH 69 ₹ 346,76,615.29 

HALB 51 ₹ 361,62,250.61 

HIBE 13 ₹ 3,54,618.00 

VERP 1 ₹ 50,692.62 

Total 134 ₹ 712,44,176.52 

                                   Source: Primary Data 

From the table, it is inferred that 48.67% of class A items are raw materials, work in 

progress (HALB) is 50.76% where as HIBE is 0.50% of the items in class A.  

2. XYZ ANALYSIS 

The XYZ analysis is a way to classify inventory items according to variability of their 

demand. 

 X – Very little variation: X items are characterised by steady turnover over time. Future 

demand can be reliably forecast. 

 Y – Some variation: Although demand for Y items is not steady, variability in demand 

can be predicted to an extent. This is usually because demand fluctuations are caused by 

known factors, such as seasonality, product lifecycles, competitor action or economic 

factors. It‟s more difficult to forecast demand accurately. 

 Z – The most variation: Demand for Z items can fluctuate strongly or occur sporadically. 

There is no trend or predictable causal factors, making reliable demand forecasting 

impossible. 

Benefits of XYZ are, improving accuracy of forecasting, reducing stock-outs, which 

improves production stability efficiency, customer satisfaction. increases stock churn, and 

also clarifies service levels for items with volatile demand. 

Table No. 3: Classification of XYZ analysis 

Month X Y Z 

Apr-16 ₹ 549,98,179.00 ₹ 161,98,444.97 ₹ 136,76,450.78 

International Journal of Pure and Applied Mathematics Special Issue

2660



May-16 ₹ 536,14,201.58 ₹ 148,63,106.51 ₹ 131,66,532.02 

Jun-16 ₹ 549,01,667.27 ₹ 159,62,993.44 ₹ 146,93,630.46 

Jul-16 ₹ 591,07,192.14 ₹ 166,91,985.41 ₹ 140,50,843.85 

Aug-16 ₹ 756,58,776.59 ₹ 166,99,781.92 ₹ 121,52,563.94 

Sep-16 ₹ 755,14,497.90 ₹ 167,53,378.33 ₹ 105,31,708.70 

Oct-16 ₹ 809,22,448.95 ₹ 156,87,723.61 ₹ 72,76,295.68 

Nov-16 ₹ 810,18,927.43 ₹ 144,39,784.65 ₹ 104,67,965.57 

Dec-16 ₹ 866,50,277.63 ₹ 154,51,334.67 ₹ 115,02,499.40 

Jan-17 ₹ 713,11,936.26 ₹ 135,80,486.38 ₹ 110,38,759.49 

Feb-17 ₹ 735,90,341.27 ₹ 162,86,991.91 ₹ 118,28,583.34 

Mar-17 ₹ 640,25,539.82 ₹ 145,52,223.91 ₹ 114,91,850.47 

    

                    Source: primary data 

3.  FSN ANALYSIS 

 
           According to rate of consumption FSN analysis is classified. F is fast moving 

items, S is slow moving items and N is non-moving items. The process of FSN analysis is 

as below: 

 For FSN analysis, last date of consumption is considered. 

 Time period of last consumption is calculated in days, based upon the number of days 

the items are classified. 

It helps in finding the following: 

 Items which are frequently consumed are fast moving. 

 Items which are not consumed for more than a year is non-moving.  

 Items which are rarely consumed are slow moving. 

Table No. 4: Classification of FSN analysis 

  NON-Moving Slow Moving Fast Moving 

No. of 

items 68 118 427 

Value 28,78,777 132,34,128 901,64,135 

              Source: Primary Data 

From the table, it is inferred that non-moving items cost are of 2.71% of the total 

inventory cost. Whereas Slow moving inventory cost is 12.45% of total inventory cost and 

the rest 84.84% cost is fast moving inventory. From the graph we infer that, there are 68 

parts/items which are non-moving which costs Rs. 28,78,777. Which is 2.71% of the total 

inventory cost. 70% of the parts are fast moving which value Rs.901,64,135. 
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From the above analysis result the following implications can be trailed to have a 

deviation in the procurement of the inventory and hence the following changes will reflect in 

overall inventory management. 

1. Strategic Development 

■ Inventory Optimization will help the firm to store right amount of quantity at the right 

place in the right time. 

■  Real time analysis- Access to real-time inventory data and analysing it will help to 

have accurate forecasting.  It also helps to make adjustment in finer details. 

■ Choose suppliers that best suits for the business- The suppliers are the back bone of 

inventory management. Track their performance regularly. 

■ Follow le an inventory practices- It enables you to reduce the waste involved in 

sorting, holding inventory etc. 

■ Perpetual Inventory- More accessible, user friendly, tracking inventory. 

■ Proper Ware house management- Stocks are asserts so it has to be maintained well. 

Placing of stocks-labelling - Safety (Insuring) – FIFO - 5S - Maintaining proper bins – 

forklift - knowledgeable workers
4
. 

■ Vendor-managed inventory (VMI) will help the firm to reduce its inventory cost as 

vendor takes full responsibility of the inventory till it reaches the store location of the 

company.  

■ Quality Check- The materials which is inward must go through a quality check before 

it is sent to the store, Maintaining Black book. 

2. Tools and Techniques 

■ Using SAP at the most - SAP is advanced tool in inventory management
5
. (MM 

module)  

■ MRP – Planning for ordering and usage of materials at various level of production. 

(quantity and timing depending on demand) – effective purchasing and manufacturing 

control – inventory reduction -  decreased lead time – increased efficiency. 

■ Proper Forecasting methods- Depending on the demand, the requirement of raw 

materials and other sub parts have to be forecasted. 

■ Regular analysis and the findings of the analysis must be implemented as soon as 

possible to get effective results.  

■ Items in Category „X‟ class which comes under Non-moving and Slow moving can be 

either scrapped or they can be used for some other purpose or resold to supplier or 

another competitor. 
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■ Better forecasting techniques like addictive time series model, artificial neural 

network model, time series analysis, classical Data Mining algorithms etc., can be 

practised to balance the demand. 

■ Adopting inbound logistics methodology helps in transportation, storing the material, 

delivering the goods at the right time. This helps in maximizing the reliability and 

efficacy in the distribution network and reduces the transportation cost and 

warehousing cost.  

3. People enabled processes 

■ Procurement is not an automated process, people get involved in procurement 

process. 

■ There should be effective communication between other functional department of the 

organization. 

■ Few supplier are an irreplaceable resource to the firm. Such supplier make direct 

contribution to a firm‟s success. 

■ Good buyer-seller relationship will be an advantage to show the superiority in the 

performance, to avail value added service, favours in cost reduction, and shares the 

details about their new procedures and process. 

■ Proper communication with the team members helps them to understand their roles 

and the team member‟s roles. 

■ Communication between stores and the purchasing department must be effective. 

4. Extended enterprise 

■ It is the concept that the success of one firm depends on the success of the other firm 

though the firms does not operate isolation this helps the firm in improving the 

supplier relationship, third party logistics relationship and hence results in bringing 

the materials at the right time so it is suggested that the firm can consider 

implementation of extended enterprise for effective inventory management system. 

5. Value stream management 

■ Management‟s focus should be on value. Focus mainly on customers and their value 

while doing the best to eliminate all wasted time and resources. 

■ Value means not only money but valuing the customer by satisficing their needs, 

fulfilling customer‟s expectation, producing quality goods.  

■ Value stream mapping is one of the lean management method where it can be used for 

analysing the proceedings of a product or service  from the present state till the 

designing forthcoming state that is from suppliers till customers. 
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Conclusion 

In any industry or business, we must understand that taking good care of inventory is 

very important. Many industry do not understand the concept of inventory management and 

its applications. The main characteristic of this part of business is to satisfy the demand of 

customers and at the same time maintaining optimum inventory at their end. Inventory 

management is a continuous process, day to day activity should be monitored, regular 

analysis should be done in regular interval to maintain optimum inventory. In this project, we 

observe that there is a decreasing trend in ABC analysis. This signifies that the slope is 

deviating downwards. Regular analysis will help to maintain optimum inventory and helps to 

reduce waste. If the waste (slow moving and non-moving) is removed, then the inventory cost 

can be bought under control and JIT procurement can be done. This signifies that lean 

procurement helps in reducing waste and increase inventory turns.  Inventory cost of this 

pharmaceutical company can be reduced by 20% by implementing lean procurement method. 

This proves that lean procurement is one of the best techniques in reducing the inventory cost 

and increasing the inventory turns. 
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