
1.1 General: 
 For running any industry or business, we need a number of resources.  These resources are 
popularly known as five M’s of any Industrial activity i.e. Men, Machines, Materials, Money and 
Management.  All these resources, which are basic inputs, are important but their relative 
importance depends upon the particular type of industry and also other environmental factors.  
Earlier, when many modern machines were not even known, whole activity was centered 
around one source, the men.  But now the importance has by and large shifted from “men” to 
“machines” and in the recent environment, materials are the life blood of any industry or 
business and for their proper running, materials should be available at proper time in proper 
quantity at proper place. Such compelling considerations have led to holistic management 
concepts like Supply Chain Management. 

 

1.2 Profitability: Basic goals of any industry are survival and earning profits to make adequate 
returns on capital employed (Investment).  The profitability of any organization can be judged by 
a ratio known as “Rate of Return on Investment”, which is defined as profit earned per unit of 
investment- 

 

i.e. Rate of Return (ROR) =                     Profit      

             Capital Employed (Investment) 
 

  ROR  = Total Receipt (Revenue) – Total Expenditure 

            Fixed Assets + Current Assets 

 

Different strategies for improving profitability (ROR) may be as under:- 

 

(i)  To increase total receipts: For this either sales have to be increased or the prices of 
the products sold have to be increased.  Both these alternative are very difficult to achieve in 
present competitive market. 

 

(ii) To reduce Expenditure:  Majority of the expenditure of any industry is either on men or 
materials.  The relative expenditure on men and materials vary from industry to industry but in 
most of the industries’ expenditure on materials is 45% to 70% of total expenditure. Therefore, 
two broad areas for reducing expenditure are men and materials.  However, reducing 



expenditure on men is a very difficult task in today’s environment of tight labour laws and strong 
trade unions.  Therefore the other area to be tackled remains reducing expenditure on 
materials.  When we talk of expenditure on materials, it is relevant to point out here that there 
are two types of costs related to materials- “cost of materials” and “cost on materials” i.e. there 
is always some extra expenditure related to materials which is not actual cost of materials.  It 
needs to be appreciated that we can very well tackle these extra costs (cost on materials) 
without compromising the actual level of service (consumption) and achieve reduction in 
expenditure. 

 

(iii) Reduce investment in fixed assets: As investment has already been made, there is 
very little scope for reducing expenditure on fixed assets. 

 

(iv) Reduce investment in Current Assets:  Current assets consist of mainly working 
capital and inventory.  As a rough estimate, about 40% of current assets are generally tied up in 
inventories of raw materials, consumables, materials under different stages of production and 
finished goods.  If we could reduce stocks of these different types of inventories, we can very 
well reduce investments in current assets and improve profitability.    

 

1.3  Functions of  Materials Management  Department 

 

(i)  Planning: For materials there is invariably a need for planning. Apart from day-to-day 
activity a materials manager keeps a watch on the future activities of the organization, which 
may call for specific items’ procurement in turn. Planning plays a very important role in 
assessing the quantity of the material, funds availability for purchase/procurement and 
selecting the right source for supply.  

 

(ii) Procurement / Purchasing:  Procurement of an item does not necessarily mean 
purchasing. An item may be manufactured in the workshop or may be got transferred from 
another place as available. Alternatively, the item may be purchased from the market. There are 
two basic types of purchasing in business world - Purchasing for re-sale and purchasing for 
manufacturing or consumption. In our organization we are basically concerned with purchasing 
for manufacturing process or for consumption for maintenance and repair work. 

 

(iii) Warehousing (Store-keeping): To make materials available when required and to 
avoid stoppage of work, it becomes necessary to maintain adequate stocks of a large number of 
items. It involves a considerable amount of planning to decide the items to be stocked, the 



locations where these stocks are to be maintained, such as warehouses (stores depots), 
stacking arrangements and handling equipments etc. to be provided. The procedure for receipt, 
inspection, issue and accountal of materials and so on have also to be in place. Proper methods 
of stocking and “preservation techniques” are to be thought of. In manufacturing organizations 
arrangements of warehousing are to be made not only for raw materials, spares and 
consumables but for finished products and partly processed materials as well.  
 

 

(iv)  Inventory Control: To maintain stocks of materials at the correct level is a tricky 
problem. For giving better services and to get price advantage it may be necessary to buy in 
bulk (Economy of scale). But this may mean blocking of substantial amount of money and the 
inventory carrying costs also go up. If we buy very frequently, cost of ordering goes up. In 
addition we may not get the quantity discounts. The risk of materials not available when 
required and the consequent additional costs to the organization, have to be kept in view. 
Inventory control therefore, involves designing and following such policies, which will minimize 
sum total of various costs (the inventory carrying cost and ordering costs) related to materials in 
an organisation. Inventory control calls for right quantity, right quality, at right price from right 
source, at right place, at right time. 

 

(v) Surplus / Obsolete / Scrap Disposal: During the process of manufacturing, production, 
track renewals and gauge conversion etc. Railways generate large quantities of scrap, 
collection and disposal of which also is a big task.  

 

(vi)  Distribution: Transportation and distribution of raw materials, spares, consumables as 
well as finished products is an important activity as it involves substantial costs. Efficient & 
responsive distribution system is very necessary for giving a good service. In the Railways, we 
are basically concerned with distribution of raw materials, spares and consumable, as the 
finished product is not in the material form but in transportation service itself. Movement of 
material for Railway indenters may be by Road Transport, wagons, parcel vans, per bearer etc.  

 

(vii)  Value analysis and cost reduction: Value analysis talks about value of an item in use, 
in terms of primary function and cost of the material to achieve the function. It is possible to 
keep the primary function of the product unchanged and reduce the cost of the material. Value 
of an item can also be increased by increasing the function and keeping the cost as unchanged. 
Value analysis may be gainfully applied for high annual usage value items like “A” category 
items, further details of which are available in subsequent para. 

 



1.4   Objectives of Materials Management Department 

(i) Ascertaining the needs of various departments in the matter of Stores and materials. 
(ii) Preparing a correct estimate of the quantities of stores to be purchased or 

manufactured in Railway workshops each year.  
(iii) Obtaining stores of the desired quality at competitive prices. 
(iv) Ensuring supply of stores in the required quantity in the most efficient, economical 

and expeditious manner.  
(v) Maintaining an economic level of investment in inventories. 
(vi) Receipt, inspection, stocking and distribution of stores to the various consuming 

points as and when required.  
(vii) Identifying and arranging disposal of scrap and other obsolete material within the 

shortest possible time to the best advantage of the Railway. 
(viii) Developing ancillary industries and indigenous sources of supply to replace imports 

and  
(ix) Maintaining a constant touch with the market to ensure steady flow of material. 

 

 


