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ABSTRACT 

The aim of the article is to examine the inventory management process. The significance of 

this study is based on the benefits that can be obtained by identifying the issues of inventory 

control. The methodology used are unstructured interviews, on-site study, and annual report 

analysis. Inventory management is an important area of manufacturing industry. If company 

fails to manage inventory, they will face failure. It is a challenge for the company to 

maintain fair inventory.Inventory management system is important to ensure quality control 

in businesses that handle transactions revolving around consumer goods. Every organisation, 

which deals with the raw materials, put its great efforts in the efficient utilization of its raw 

material according to its needs and requrimrnt. There are various inventory management 

techniques available for maintaining fair inventory level in the company. The basic objective 

of this paper is to study about inventory management techniques used in Bharat Heavy 

Electricals Limited and find out some measures for improvemnet on inventory management 

process of the concerned company. The present system of inventory management of the 

company is good.  
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INTRODUCTION TO THE STUDY 

 

Financial management is that managerial activity which is concerned with the planning and 

controlling of the firm's financial resources. According to I.M. Pandey, “Financial 

management is that managerial activity which is concerned with the planning and controlling 

of the firm’s financial resources”. 

The four major decisions that every financial manager has to take are: 

 Financing decision 

 Investment decision 

 Dividend decision 

 Liquidity decision 

Inventory management comes under liquidity decision because the quantity of inventory that 

a company maintains will directly affect the Working Capital of that firm. A term inventory 

refers to the stock file of the products a firm is offering for sale and the components that make 

up the product. In other words, inventory is composed of assets that will be showed in future 

in the normal course of the business operations. There are mainly five types/kinds of 

inventories. 

 Raw materials 

 Consumables 

 Spares and tools 

 Work in progress 

 Finished goods 

The project is to study the inventory management that is carried out in BHEL- HPVP, 

Visakhapatnam. 

 

 

Objectives of the study 

The study was taken up with the following objectives. 

1. To analyze the inventory management methods with the help of ABC analysis. 

2. To analyze the receipts and issues in the inventory. 

3. To analyze the scrap generation trends of the company. 

4. To analyze the value and age of non-moving goods in the inventory. 
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     Scope of the study 

 

The study is confined only to the following five financial years respectively 

 2021-22 

 2020-21 

 2019-20 

 2018-19 

 2017-18 in case of turnover ratio The 

ABC analysis is done for three years 

 2022 

 2021 

 2020 

The moving and non-moving items analysis is done for the year 2021 only. 

The study is confined to the inventory management that is carried out in BHEL- HPVP, 

Visakhapatnam. 

The study analyses only ABC analysis of raw material segregation. 

The study analyses WAM pricing technique which is the only technique followed at the 

company. 

  

 Limitations of the study 

Every study is conducted under certain limitations: 

1) The study relates only to financial data and other areas are not taken into consideration. 

2) The study is carried out only for a period of 35 days. It was not possible to get cent 

percent correct information. 

3) The research was made according to the information available from related departments 

and through annual reports published. The study covers only for a period of five years. So the 

analysis will be made on this basis. 

4) HPVP being a job order industry cannot be compared to other manufacturing concerns of 

the Processing Industry. 
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REVIEWES OF THE LITERATURE  

Success of any industrial undertaking depends upon the 6 m’s  

1) Money  

2) Manpower  

3) Machine  

4) Market 

5) Material 

6) Management 

Materials are pivotal importance not less than any other M’s. Problema have their root in 

material affects the efficiency of all men, machine, money & marketing decision of the 

firms and thus become the grave concern of management at all levels. If there were too 

much of material problem like ideal fund lied up in excessive inventory storage and 

obsolesces difficulties market pressure would arise. Thus the impotance of inventory 

management is realized. 

A number of studies have been done in the field of inventory management by various 

researchers. Some of them are given below; 

1. Bern at de William year 2008 

 

This study tells that the main focus of inventory management is on transportation and 

warehousing. The decision taken by management depends on the traditional method of 

inventory control models. The traditional method of inventory management is how much 

useful in these days the author tell about it. He is also saying that the traditional method is 

not a cost reducing , it is so much expensive. But the managing the inventory is most 

important work for any manufacturing unit.   

2. Jon Schreibfeder 1992 

 

He said that it is easy to turn cash into inventory, the challenge is to turn inventory back into 

cash. In early 1990’s many distributor recognize that they needed help controlling and 

managing their largest asset inventory. In respone to this need several companies developed 

comprehensive inventory management modules and systems. These new package include 

many new feature designed to help distributors effectively managed warehouse stock. But 

after implementing this many distributors do not feel that have gained control of their 

inventory. 

3. Wolf Bagby, Managing inventory 

 

In this study Mr. W. Bagby explains that by managing the inventory it become easier for the 

organization to meet the profit goals, shorter the cash cycle, avoid inventory shortage, avoid 

excessive carrying costs for unused inventory, and improve profitability by decreasing cash 

conversion and adopt JIT system. According to this study companies need to get smart about 

inventory. 
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Boosting finacial performance is another benefit that comes better inventory management. 

Infect large number of manufactures enjoy saving and better performance by choosing the 

approach of inventory reduction. For this company needs to maximize the cash flow and 

profitability and this includes keeping a watchful discerning eye on charge in supply and 

demand. 

4. Asfaque Ahmed 12, 2004 

 

He said that most of the manufaturing company vendors have planning and scheduling 

product which assume either infinite production capacity for calculating quantities of raw 

material and work in progress (WIP) requirements or infinite quantities of raw materials for 

calculating production capacity. There are many problems with this approch and how to 

avoid these by making sure that the product you are buying indeed takes into account finite 

quantities of required materials as well as finite capacities of work centers in your 

manufacturing facilities. 

5. Silver, Edward A 22, 2002 

 

This article consider the context of a population of items for which the assumption 

underlying the EOQ derivation holds reasonably well. However as is frequently the cash in 

practices there is an aggregate constraint that applies to the population as a whole. Two 

common forms of constraints are, The existence of budget to be allocated among the stock of 

the ithems and a purchasing production facility having the capability to process at most a 

certain number of replenishment per year. Because of constraint the individual replenishment 

quantities cannot be selected independently.  

 

Research methodology 

 
Primary data- The primary data is collected by personal interviews with officials. 

Secondary data- Files, annual reports, periodicals, manuals and text book. Which 

have already been passed through the statistical process are the secondary data used. 

Field work- This was under taken individually to collect information regarding the 

study by visiting following section. 

 Stores department- Information regarding stocking of materials receipts and issues to 

workshops. Inventory control procedures in various wards inside the department were 

obtained. 

 Accounts department- Remaining all the information was obtained from accounts 

department through personal interviews with section officials. 
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DATA INTERPRETATION  

 

A-B-C ANALYSIS OF INVENTORY 

A-B-C analysis of inventory is discussed in chapter 3 in detail. The company follows this 

process. The following table depicts the materials classification for the year s 2020, 2021 

and 2022. 

                                            Table : ABC analysis of inventory 

 

 

 

Year 

Classifications 

A B C 

2022 4605.43 1321.36 651.31 

2021 4025.83 1150.36 574.3 

2020 4324.06 1235.82 619.74 

Value in lakhs 

 

 

 

                                                    Graph : ABC analysis  

Interpretation 

The year 2022 has maintained the highest A categorized raw material followed by 2021 and 

2020, the same trend was observed in both B and C category raw materials. 
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 INVENTORY TURNOVER RATIO 

The inventory turnover ratio is an efficiency ratio that shows how effectively inventory is 

managed by comparing cost of goods sold with average inventory for a period. 

This measures how many times average inventory is “turned” or sold during a period. 

 

Formula = (direct expenses/average inventory) 

 

                                                     Table : inventory turnover ration  

 

 In lakhs In lakhs  

Year Cost of goods sold Average inventory Inventory turnover ratio 

2021-22 6131.80 9169.68 0.67 

2020-21 4360.37 10020.13 0.44 

2019-20 3645.45 9696.94 0.38 

2018-19 3191.92 7205.86 0.44 

2017-18 8445.45 5964.50 1.42 

 

 

                                         

                                              Graph : Inventory turnover ratio  

 

Interpretation 

From the above we can interpret that year 2017-18 has the highest inventory turnover ratio 

of 1.42 followed by 2021-22 with 0.67, both 2020-21 and 2018- 19 has the same ratio of 

0.44 each and the year 2019-20 has the least ratio of 0.38.

Inventory turnover ratio 
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FINISHED GOODS TURNOVER RATIO 

Finished goods are the final outcome of a production cycle. Hence, the ratio showing it’s 

turnover indicates the efficiency with which the finished goods are formed at the final 

stage of production cycle. 

Formula = (cost of sales/average inventory of finished goods) 

                           Table : Finished good turnover ratio 

 

 In lakhs In lakhs  

Year Sales/turnover Average finished 

Goods 

Finished goods turnover 

ratio 

2021-22 13804.58 2836.75 4.87 

2020-21 10815.85 2598.43 4.16 

2019-20 7376.88 2103.78 3.51 

2018-19 6275.73 1308.18 4.8 

2017-18 15591.58 580.13 26.88 

 

 

                                           Graph : Finished goods turnover ration 

Interpretation 

      The highest finished goods turnover ratio was observed in the year 2017-18 of 

26.88 followed by the year 2021-22 with a ratio of 4.87, the turnover ratio of the year 2018-

19 is 4.8, the turnover ratio of the year 2020-21 is 4.16 and the least turnover ratio was 

observed in the year 2019-20 of 3.51. 
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WORK IN PROGRESS INVENTORY TURNOVER RATIO 

Work in progress as another turnover ratio indicates the efficiency with which it gets 

converted during the production cycle. 

WIP ratio enables the company in establishing the time gap between different stages in a 

production cycle, and the efficiency with which production cycle gets completed. 

Formula = (cost of production/ average work in progress) 

 

                                    Table : Work in progress inventory turnover ration 

  

 In lakhs In lakhs  

Year Cost of production Average WIP WIP turnover ratio 

2021-22 22095.27 1964.47 11.25 

2020-21 18453.23 2176.62 8.48 

2019-20 17913.06 2295.45 7.8 

2018-19 16225.97 1803.16 9 

2017-18 34015.30 1381.02 24.63 

 

 

                                               Graph : WIP turnover ratio 

Interpretation 

The highest work in progress turnover ratio was observed in the year 2017-18 of 24.63 

followed by the year 2021-22 with a ratio of 11.25, the turnover ratio of the year 2018-19 

is 9, the turnover ratio of the year 2020-21 is 8.48 and the least turnover ratio was 

observed in the year 2019-20 of 7.8. 
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Findings of The Study 

Most of the central public sector enterprises in India are doing well during the last 

decade as the PSUs have had introspection about their declining performance during 

late 80s and entire 90s, out of the 200+ PSUs that were present in our country 85% of 

the income used to come from only a few handful of companies and most of the PSUs 

were branded sick under SICA act, 1985. Later such companies were saved by 

government under BIFR that was instituted in 1987. The BIFR helped the companies to 

update their technology to stand in raising global competition, this was achieved by 

waiving off loans by GOI and registering the land processed by the company as a gift 

deed. 

Similarly, BHPV also with the help of normal policy coupled with change in the 

management started showing positive results. BHPV cleared the outstanding loans of 

consortium banks, liquidated most of the statutory and other assets and enjoying 

working capital requirements. Its impressive performance led to its merger with BHEL. 

It is proved that the merger was in fact a beneficial one. 

Higher operating profit ratio is an indicator of good financial performance of the 

company. The operating profit is negative in all the given years which is quite 

worrisome, but with orders like largest hydro power station in Nepal and NTPC order 

will cope up the present situation of the company. 

The present study is done with a view to analyze the working of the material  

and inventory control section and suggest ways to reduce inventory holding of a heavy 

engineering and fabricating units like BHPV. 

Reduction in inventory holding will not happen overnight as it takes time and efforts 

in establishing a system and it may turn an additional work to start it. However, with 

the passage of time it’ll be seen that this will be easy to continue and once the system 

is fully understood and established, the real benefit will be visible and will yield 

dividends on a continuous basis. 

BHPV used to maintain huge inventories during 1970s and was successful in bringing 

down its inventory levels to meet the bureau of public enterprise norms by following 

planned and systematic actions. It identified the unwanted material and disposed them by 

periodical public auctions but still it has not reached the target set. 
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SUGGESTIONS 

The company has stayed away from maintaining EOQ as it was not a conventional 

process plant and also due to the fact that a large quantity of dead moving items ware 

already stocked up in the inventory. Even though it’s an EPC it is better to maintain EOQ 

for standard items which can be used as common parts in all engineering products. 

The scrap generation has been almost constant and also usage of modern scrap disposal 

mechanism will reduce unnecessary wastage. 

The non moving items that have been stocked pose a real problem to the inventory 

management, these items have to be disposed off as early as possible either by auction or 

any other means. 

The CCC has to be kept as minimum as possible thus it help in reduction of extra cost of 

production, the reasons for long CCC have to be found out and necessary steps have to be 

taken to shrink the time as short as possible. 

Teamwork and inter departmental coordination must be elevated to finish jobs within the 

stipulated time. 

It is the responsibility to maintain good and reliable relationships with vendors. 

Procedure limitations are to be minimized and allocate responsibilities by observing the 

key factors. 

It should be seen that spares of a machine should be disposed off along with it rather than 

piling them up that in turn leads to increased dead inventory. 

Only scientific methods/techniques should be followed while valuating the inventory. 

The inventory levels should be periodically reviewed so as to avoid the cost of stock 

outs. 

The company must strive for continues up gradation so that it stays in competition with 

its global counter parts. 
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CONCLUSION 

Inventory management has to do with keeping accurate records of finished goods that are 

ready for shipment. This often means posting the production of newly completed goods to 

the inventory totals as well as subtracting the most recent shipments of finished goods to 

buyers. When the company has a return policy in place, there is usually a sub-category 

contained in the finished goods inventory to account for any returned goods that are 

reclassified or second grade quality. Accurately maintaining figures on the finished goods 

inventory makes it possible to quickly convey information to sales personnel as to what is 

available and ready for shipment at any given time.  

Inventory management is important for keeping costs down, while meeting regulation. 

Supply and demand are a delicate balance, and inventory management hopes to ensure that 

the balance is undisturbed. Highly trained Inventory management and high- quality 

software will help make Inventory management a success. The ROI of Inventory 

management will be seen in the forms of increased revenue and profits, positive employee 

atmosphere, and on overall increase of customer satisfaction. 
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