Unit II: Material Costing (15 Hours): Classification of materials-material Control – purchasing procedure - storekeeping – Techniques of inventory control- setting of stock levels – EOQ – methods of pricing material issues – FIFO, LIFO, simple average and weighted average methods.

Introduction:   Materials constitute raw materials used in the manufacturing industries.  It is the major cost factor in the production of goods and services.  In fact, it constitutes nearly 70% of the total cost of production in any industry.  Hence, it must be controlled efficiently. 
What is Material?
	The various types of commodities that are used in production or manufacturing industry, in crude or original form are called materials.  The word “material” includes: 
i. Raw materials, ii. Components, iii. Tools, iv. Maintenance materials, and v. Consumable stores.
 What is material control?
	Material control in simple words means purchasing, storing and consumption of materials in a systematic manner.  The main objective of the cost accounting is to minimise the cost production, to realise this, there should be proper control materials.  The following steps are necessary to be followed for efficient and proper control of materials;
1.  Purchasing of materials.
2.  Receiving and inspecting of materials.
3.  Storing of materials.
4.  Issuing of materials.
5.  Accounting of materials.
6.  Keeping physical and perpetual inventory records.

1.  Purchasing of Materials
	An efficient purchasing of materials ensures availability of right materials at the right time  at right price so that material cost can be kept under control.  This job is usually assigned to a separate manager known as “Purchase Manager” who is responsible for controlling all activities involved in purchase of materials needed by the organisation.
General qualifications of a Purchase Manager:
1.  Good knowledge of industry.
2.  Administrative and organising ability.
3.  Honesty and integrity.
4.  Knowledge of contract of law.
5.  Knowledge of economic principles of demand and supply.
6.  Knowledge of Government policies.

Functions of Purchase Department or Purchase procedure:
	The main function of the Purchase Department is to procure the materials required by various departments in the organisation.  Before buying the materials, the Purchase Manager has to study the problems like, where to purchase, what to purchase, when to purchase, how much to purchase and at what price to purchase. 
	

	To fulfil the requirements, the following functions are usually performed.
1.  Receiving purchase requisitions or indents (When to purchase)
2.  Determining the volume of materials to be purchased (How much to purchase)
3.  Inviting tenders or quotations from different suppliers (Where to purchase)
4.  Placing orders i.e., selecting suppliers (What to purchase)
5.  Receiving and inspecting materials.
6.  Checking and passing of bills for payments.
	1.  Receiving purchase requisitions or indents
	Purchase requisitions are formal request to the purchasing department to buy the materials required for various departments.  Usually, indents are received from store keeper, plant engineer, production engineer, and department heads.  Generally, purchase requisition is prepared in triplicate copy, the original is sent to purchase department, duplicate is sent to production control department and triplicate cop is retained by the department as reference.
	2.  Determining the volume of materials to be purchased
	This in turn depends upon availability of materials, consumption of materials, and production and sales targets.  Here, the Store Keeper is going to guide by taking into consideration the minimum level, maximum level of stocks in the Stores.
	3.  Inviting Tenders or Quotations from suppliers
	After receiving indents from various departments, the Purchase Manager will come to know the total volume of materials to be purchased. Then he has to search and select the suppliers and ask them to provide the tenders or quotations.  However, while selecting the suppliers, the following factors are to be considered viz., price, quality, time of delivery, quantity of discount, terms of payment, mode of delivery, goodwill of the supplier and reliability of supplier.
	4.  Placing order and following up delivery
	After selecting the supplier, the purchase department will pass the order for supply of materials. Purchase order copies are prepared depending upon the organisation, usually in five copies: the original is sent to supplier, the other copies are sent to receiving department, accounting department and final copy by itself for reference.
	5.  Receiving and inspecting materials
	When the order is placed with the supplier and the materials are received, the Store Keeper in charge will have to undertake the following functions along with the Purchase Department.
	a. Receiving, unloading, unpacking and marking.
	b. Maintenance of purchase order files.
	c. Checking the quality and quantity of materials and noting down.
	d. Preparing Goods Received Note with distinctive numbers.
	e. Checking and passing for bills payments by the Accounts Department.
Store Keeping:
	Store means a separate building meant for preserving the materials till issued to the production department. The term store is a broad term which includes: raw materials, components, maintenance materials, tools, patterns, work in progress, consumable stores, and finished goods.



