
ORGANIZATIONAL CHARTS 

Introduction 

Any operating organization should have its own structure in order to operate efficiently. For an organization, 

the organizational structure is a hierarchy of people and its functions. The organizational structure of an 

organization tells you the character of an organization and the values it believes in. Therefore, when you do 

business with an organization or getting into a new job in an organization, it is always a great idea to get to 

know and understand their organizational structure. Depending on the organizational values and the nature of 

the business, organizations tend to adopt one of the following structures for management purposes. Although 

the organization follows a particular structure, there can be departments and teams following some other 

organizational structure in exceptional cases. Sometimes, some organizations may follow a combination of the 

following organizational structures as well. 

Organizational Structure Types 

Following are the types of organizational structures that can be observed in the modern business organizations. 

Bureaucratic Structures 

Bureaucratic structures maintain strict hierarchies when it comes to people management. There are three types 

of bureaucratic structures: 

1 - Pre-bureaucratic structures 

This type of organizations lacks the standards. Usually this type of structure can be observed in small scale, 

start-up companies. Usually the structure is centralized and there is only one key decision maker. The 

communication is done in one-on-one conversations. This type of structures is quite helpful for small 

organizations due to the fact that the founder has the full control over all the decisions and operations. 

2 - Bureaucratic structures 

These structures have a certain degree of standardization. When the organizations grow complex and large, 

bureaucratic structures are required for management. These structures are quite suitable for tall organizations. 

3 - Post-bureaucratic Structures 

The organizations that follow post-bureaucratic structures still inherit the strict hierarchies, but open to more 

modern ideas and methodologies. They follow techniques such as total quality management (TQM), culture 

management, etc. 

Functional Structure 

The organization is divided into segments based on the functions when managing. This allows the organization 

to enhance the efficiencies of these functional groups. As an example, take a software company. 



Software engineers will only staff the entire software development department. This way, management of this 

functional group becomes easy and effective. 

Functional structures appear to be successful in large organization that produces high volumes of products at 

low costs. The low cost can be achieved by such companies due to the efficiencies within functional groups. 

In addition to such advantages, there can be disadvantage from an organizational perspective if the 

communication between the functional groups is not effective. In this case, organization may find it difficult to 

achieve some organizational objectives at the end. 

 

Divisional Structure 

These types of organizations divide the functional areas of the organization to divisions. Each division is 

equipped with its own resources in order to function independently. There can be many bases to define 

divisions. 

Divisions can be defined based on the geographical basis, products/services basis, or any other measurement. 

As an example, take a company such as General Electrics. It can have microwave division, turbine division, 

etc., and these divisions have their own marketing teams, finance teams, etc. In that sense, each division can be 

considered as a micro-company with the main organization. 

 



Matrix Structure 

When it comes to matrix structure, the organization places the employees based on the function and the 

product. 

The matrix structure gives the best of the both worlds of functional and divisional structures. 

In this type of an organization, the company uses teams to complete tasks. The teams are formed based on the 

functions they belong to (ex: software engineers) and product they are involved in (ex: Project A). 

This way, there are many teams in this organization such as software engineers of project A, software 

engineers of project B, QA engineers of project A, etc. 

 

Conclusion 

Every organization needs a structure in order to operate systematically. The organizational structures can be 

used by any organization if the structure fits into the nature and the maturity of the organization. 

In most cases, organizations evolve through structures when they progress through and enhance their processes 

and manpower. One company may start as a pre-bureaucratic company and may evolve up to a matrix 

organization. 

 

 

 

 

  

 



INVENTORY CONTROL 

Inventory consists of stock of raw materials, work-in-progress, spare pa consumables for production and 

finished goods for sale. Thus, inventory com includes control over raw materials, spare parts, consumables, 

partly finished goods, and finished goods. The following are the common techniques of inventory control: 

1. Determination of various levels of materials 

2. Economic Order Quantity 

3. ABC Analysis 

4. Perpetual Inventory System 

1. Determination of Various Levels of Materials 

The store-keeper plays an important role in deciding upon the various levels materials. In order to ensure that 

the optimum quantity of materials is purchased stocked neither less nor more, the store keeper applies scientific 

techniques of material management. Fixing of certain levels for each item of materials in one of techniques. 

These levels are not permanent but require revision according to the change in the factors which determine 

these levels. The following levels are generally fixed. 

(a) Re-order Level 

(b) Maximum Level 

(c) Minimum Level 

(d) Average Level 

(e) Danger Level 

(a) Re-order Level: 

This level is that level of material at which it is necessary to initiate purchase requisition for fresh supplies. This 

is normally the point lying between the maximum and the minimum levels. Fresh orders must be placed before 

the actual stocks touch the minimum level. 

This level is fixed in such a manner that the quantity of materials represented by the difference between the re-

order level and the minimum level will be sufficient to meet the requirement of production till such time as the 

order materialises and materials are delivered. The following factors are taken into account for fixing the Re-

order level: 

(i) Rate of consumption of material 

(ii) Lead time, i.e., time required to receive the delivery of fresh purchase. 

(iii) Re-order quantity 

(iv) Minimum level 

Re-order level can be calculated by applying the following formula: 

Re-order level = Minimum level + consumption during period required to get fresh delivery 

Another formula for Re-order level is: 

Re-order level = Maximum consumption x Maximum Re-order Period Illustration-1 

Calculate Re-order level for a material from the following information: Minimum level - 1,000 units Maximum 

level - 6,000 units Time required to get fresh delivery - 15 days. Daily consumption of the material - 100 units. 

Solution: 

Re-order level = Minimum Level + Consumption during the period required to get fresh delivery 

= 1,000 units + (100 x 15) = 2,500 units. 

Calculate Re-order Level from the following particulars: Minimum consumption - 80 units' Maximum 

consumption - 120 units Re-order period - 10-12 days 

Solution: 
Re-order Level = Maximum consumption x maximum Re-order period = 120 units x 12 = 1,440 units 



(b) Maximum Level: 

The maximum level is that level of stock which can be held at any time. In other words, it is the level beyond 

which stock should not be maintained. The purpose is to avoid over-stocking and thereby using working capital 

in a proper way. This level is fixed after taking into account the following factors: 

(i) Rate of consumption 

(ii) Lead time 

(iii) Availability of capital 

(iv) Storage capacity 

(v) Cost of maintaining stores including insurance cost 

(vi) Nature of commodity 

(vii) Possibility of price fluctuation 

(viii) Possibility of change in fashion, habit, etc. 

(ix) Restrictions imposed by Govt., local authority or trade associations 

(x) Re-order level it 

(xi) Re-order quantity 

Maximum level can be calculated by applying the following formula: 

Maximum Level = Re-order level + Re-order Quantity - (Minimum consumption x Minimum Re-order period) 

(c) Minimum Level: 

This is the level below which the stock of an item should not fall. This is known as safety or buffer stock. An 

enterprise must maintain minimum quantity of stock so that the production is not hampered due to non-

availability of materials. This level is fixed after considering the following factors: 

(i) Re-order level 

(ii) Lead time 

(iii) Rate of consumption 

The formula for calculating minimum level is: 

Minimum level = Re-order level - (Normal consumption x Normal Re-order period) 

(d) Average Level: 

Average level can be calculated by applying the following formula: 

Maximum level + Minimum level Average level = ---------------------------------------------- - 

Or Average level = Minimum level + of Re-order Quantity. 

(e) Danger Level: 

Usually stock should not be lower than the minimum level. But if for any reason, stock comes down below the 

minimum level, it is called danger level. When the stock reaches danger level, it is necessary to take urgent 

action on the part of the management for immediate replenishment of stock to prevent stock-out situation. The 

danger level can be calculated by applying the following formula: 

Danger Level = Average consumption x Maximum Re-order period for emergency purchases 

From the following particulars, calculate the maximum level, minimum level, re-order level and average level: 

Normal consumption - 300 units per day Maximum consumption - 420 units per day Minimum consumption - 

240 units per day Re-order quantity - 3,600 units 

Re-order period - 10-12 days 



2. Economic Order Quantity (EOQ) 

The economic order quantity, known as EOQ, represents the most favorable quantity to be ordered each time 

fresh orders are placed. 

The quantity to be ordered is called economic order quantity because the purchase of this size of material is 

most economical. It is helpful to determine in advance as to how much should one buy when the stock level 

reaches the re-order level. If large quantities arc purchased, the carrying costs would be large. 

On the other hand, if small quantities are purchased at frequent intervals the ordering costs would be high. The 

economic order quantity is fixed at such a level as to minimise the cost of ordering and carrying the stock. It is 

the size of the order which produces the lowest cost of material ordered. 

While determining the economic order quantity, the following three cost factors are taken into consideration: 

(i) The cost of the material 

(ii) The inventory carrying cost 

(iii) The ordering cost 

Carrying costs are the costs of holding the inventory in the stores. These are: 

(i) Rent for the storage space. 

(ii) Salaries and wages of the employees engaged in store keeping department. 

(iii) Loss due to pilferage and deterioration. 

(iv) Insurance charges. 

(v) Stationery used in the stores. 

(vi) Loss of interest on the capital locked up in materials. 

Ordering costs are the costs of placing orders for the purchase of materials. These are: 

(i) Salaries and wages of the employees engaged in purchasing department. 

(ii) Stationary, postage, telephone expenses, etc. of the purchasing department. 

(iii) Depreciation on equipments and furniture used by the purchasing department. 

(iv) Rent for the space used by the purchasing department. 

While placing orders for purchasing materials, the total cost to be incurred is kept in view. As discussed earlier, 

if an order is placed for a large quantity at a time, the ordering cost is less but the carrying cost would be more. 

On the other hand, if orders are placed for small quantities, the ordering cost is more but the carrying cost would 

be less; thus the economic order quantity is determined at a point when the ordering costs and the carrying costs 

are equal. Only at this stage the total of ordering cost and carrying cost is minimum. 

Determination of Economic Order Quantity: The economic order quantity is determined by using the following 

formula: 

Where, EOQ = Economic order quantity. 

C = Annual consumption or usage of material in units. 

0 = Cost of placing one feeder including the cost of receiving the goods. 

1 = Cost of carrying one unit of inventory for one year. 

Assumptions in the Calculation of Economic Order Quantity: 

The economic order quantity is based on the following assumptions: 

Quantity of the item to be consumed during a particular period is known with certainty. 

The pattern of consumption of material is constant and uniform throughout the period. 

Cost per unit is constant and known and quantity discount is not involved. 

Ordering cost and carrying cost are known and they are fixed per unit and will remain constant throughout the 

period. 



IlIustration-4 

From the following information, calculate the economic order quantity: Annual consumption - 10,000 units 

Cost of material per unit - Rs.10 Cost of placing and receiving one order - Rs.50 Annual carrying cost of one 

unit - 10% of inventory value. 

Solution: 
Where, C = Annual consumption of materials in units = 10,000 units 

O = Cost of placing one order including the cost of receiving = Rs.50 I = Carrying cost per unit per annum = 

10% of Rs.10 = Re.1. 

Economic order quantity can also be calculated by using the tabular method. A comparison of total costs at 

different order sizes is made to determine the economic order quantity. The order size having the least total cost 

is accepted as economic order quantity. At this point, both carrying costs and ordering costs would be equal. 

Taking the figures from the illustration 4, calculate the economic order quantity by using the tabular method. 

Solution: 
The above table reveals that the cost of placing order for materials and the carrying costs are exactly equal when 

the order quantity is 1,000 units. At this point, the total cost is also the least. Hence, the economic order quantity 

is 1,000 units and the number of orders per year would be 10. 

3. ABC Analysis 

This technique of inventory control is also known as Always Better Control technique. ABC analysis is an 

analytical method of control which aims at concentrating efforts on those areas where attention is needed most. 

This is a principle of selective control. The emphasis of ABC analysis technique is that the management should 

concentrate its energy in controlling those items that mostly affect the organisational objects. Manufacturing 

concerns find it useful to group the materials into three classes on the basis of investment involved. 

Materials having higher values but constitute small percentage of total items, are grouped in 'A' category. On 

the other hand, a large percentage of items of materials which represent a smaller percentage of the values, are 

grouped in 'C' category. Items of materials having moderate value 'and moderate size are grouped in 'B' 

category. On the basis of physical quantities and value of arterials used, the following table illustrates the above 

classification: 

After the items of materials are classified into A, B and C category, control can be exercised in a selective 

manner as follows: 

(i) Greater care and strict control should be exercised on the items of category 'A' as any loss or breakage or 

wastage of any item of this category many prove to be very costly. Economic order quantity and re-order level 

should be carefully fixed for such category of items. 

(ii) Moderate and relaxed control is required for the items of category 'B'. 

(iii) There is not much need for exercising control over the items of category 'C' Periodic or annual verification 

is required for this category of materials. 

 

Advantages of ABC Analysis: 

The advantages of ABC analysis are given below:' 

Close and strict control of costly items is ensured. 

Investment in inventory can be regulated and funds can be utilised in the, best possible way. 

Economy is achieved in respect of stock carrying cost. 

It helps to keep enough safely stock for 'C' category items. 

Clerical cost can be reduced and inventory is maintained at optimum level. 

Scientific and selective control helps in maintenance of high stock turnover rate. 



Some of the most important techniques of inventory control system are: 1. Setting up of various stock levels. 2. 

Preparations of inventory budgets. 3. Maintaining perpetual inventory system. 4. Establishing proper purchase 

procedures. 5. Inventory turnover ratios. and 6. ABC analysis. 

1. Setting up of various stock levels: 

To avoid over-stocking and under stocking of materials, the management has to decide about the maximum 

level, minimum level, re-order level, danger level and average level of materials to be kept in the store. 

These terms are explained below:  

(a) Re-ordering level: 

It is also known as ‘ordering level’ or ‘ordering point’ or ‘ordering limit’. It is a point at which order for supply 

of material should be made. 

This level is fixed somewhere between the maximum level and the minimum level in such a way that the 

quantity of materials represented by the difference between the re-ordering level and the minimum level will be 

sufficient to meet the demands of production till such time as the materials are replenished. Reorder level 

depends mainly on the maximum rate of consumption and order lead time. When this level is reached, the store 

keeper will initiate the purchase requisition. 

Reordering level is calculated with the following formula: 

Re-order level =Maximum Rate of consumption x maximum lead time 

(b) Maximum Level: 

Maximum level is the level above which stock should never reach. It is also known as ‘maximum limit’ or 

‘maximum stock’. The function of maximum level is essential to avoid unnecessary blocking up of capital in 

inventories, losses on account of deterioration and obsolescence of materials, extra overheads and temptation to 

thefts etc. This level can be determined with the following formula. Maximum Stock level = Reordering level + 

Reordering quantity —(Minimum Consumption x Minimum re-ordering period) 

(c) Minimum Level: 



It represents the lowest quantity of a particular material below which stock should not be allowed to fall. This 

level must be maintained at every time so that production is not held up due to shortage of any material. 

It is that level of inventories of which a fresh order must be placed to replenish the stock. This level is usually 

determined through the following formula: 

Minimum Level = Re-ordering level — (Normal rate of consumption x Normal delivery period) 

(d) Average Stock Level: 

Average stock level is determined by averaging the minimum and maximum level of stock. 

The formula for determination of the level is as follows: 

Average level =1/2 (Minimum stock level + Maximum stock level) 

This may also be expressed by minimum level + 1/2 of Re-ordering Quantity. 

(e) Danger Level: 

Danger level is that level below which the stock should under no circumstances be allowed to fall. Danger level 

is slightly below the minimum level and therefore the purchases manager should make special efforts to acquire 

required materials and stores. 

This level can be calculated with the help of following formula: 

Danger Level =Average rate of consumption x Emergency supply time. 

(f) Economic Order Quantity (E.O.Q.): 

One of the most important problems faced by the purchasing department is how much to order at a time. 

Purchasing in large quantities involve lesser purchasing cost. But cost of carrying them tends to be higher. 

Likewise if purchases are made in smaller quantities, holding costs are lower while purchasing costs tend to be 

higher. 

Hence, the most economic buying quantity or the optimum quantity should be determined by the purchase 

department by considering the factors such as cost of ordering, holding or carrying. 



This can be calculated by the following formula: 

Q = √2AS/I 

where Q stands for quantity per order ; 

A stands for annual requirements of an item in terms of rupees; 

S stands for cost of placement of an order in rupees; and 

I stand for inventory carrying cost per unit per year in rupees. 

2. Preparation of Inventory Budgets: 

Organisations having huge material requirement normally prepare purchase budgets. The purchase budget 

should be prepared well in advance. The budget for production and consumable material and for capital and 

maintenance material should be separately prepared. 

Sales budget generally provide the basis for preparation of production plans. Therefore, the first step in the 

preparation of a purchase budget is the establishment of sales budget. 

As per the production plan, material schedule is prepared depending upon the amount and return contained in 

the plan. To determine the net quantities to be procured, necessary adjustments for the stock already held is to 

be made. 

They are valued as standard rate or current market. In this way, material procurement budget is prepared. The 

budget so prepared should be communicated to all departments concerned so that the actual purchase 

commitments can be regulated as per budgets. 

At periodical intervals actuals are compared with the budgeted figures and reported to management which 

provide a suitable basis for controlling the purchase of materials, 

3. Maintaining Perpetual Inventory System: 

This is another technique to exercise control over inventory. It is also known as automatic inventory system. 

The basic objective of this system is to make available details about the quantity and value of stock of each item 



at all times. Thus, this system provides a rigid control over stock of materials as physical stock can be regularly 

verified with the stock records kept in the stores and the cost office. 

4. Establishing Proper Purchase Procedures: 

A proper purchase procedure has to be established and adopted to ensure necessary inventory control. The 

following steps are involved. 

(a) Purchase Requisition: 

It is the requisition made by the various departmental heads or storekeeper for their various material 

requirements. The initiation of purchase begins with the receipts of a purchase requisition by the purchase 

department. 

(b) Inviting Quotations: 

The purchase department will invite quotations for supply of goods on the receipt of purchase requisition. 

(c) Schedule of Quotations: 

The schedule of quotations will be prepared by the purchase department on the basis of quotations received. 

(d) Approving the supplier: 

The schedule of quotations is put before the purchase committee who selects the supplier by considering factors 

like price, quality of materials, terms of payment, delivery schedule etc. 

(e) Purchase Order: 

It is the last step and the purchase order is prepared by the purchase department. It is a written authorisation to 

the supplier to supply a specified quality and quantity of material at the specified time and place mentioned at 

the stipulated terms. 

5. Inventory Turnover Ratio: 

These are calculated to minimise the inventory by the use of the following formula: 

Inventory Turnover Ratio 



= Cost of goods consumed/sold during the period/Average inventory held during the period 

The ratio indicates how quickly the inventory is used for production. Higher the ratio, shorter will be the 

duration of inventory at the factory. It is the index of efficiency of material management. 

The comparison of various inventory turnover ratios at different items with those of previous years may 

reveal the following four types of inventories:  

(a) Slow moving Inventories: 

These inventories have a very low turnover ratio. Management should take all possible steps to keep such 

inventories at the lowest levels. 

(b) Dormant Inventories: 

These inventories have no demand. The finance manager has to take a decision whether such inventories should 

be retained or scrapped based upon the current market price, conditions etc. 

(c) Obsolete Inventories: 

These inventories are no longer in demand due to their becoming out of demand. Such inventories should be 

immediately scrapped. 

(d) Fast moving inventories: 

These inventories are in hot demand. Proper and special care should be taken in respect of these inventories so 

that the manufacturing process does not suffer due to shortage of such inventories. 

Perpetual inventory control system: 

In a large b essential to have information about continuous availability of different types of materials and stores 

purchased, issued and their balance in hand. The perpetual inventory control system enables the manufacturer to 

know about the availability of these materials and stores without undergoing the cumbersome process of 

physical stock taking. 

Under this method, proper information relating to receipt, issue and materials in hand is kept. The main 

objective of this system is to have accurate information about the stock level of every item at any time. 



Perpetual inventory control system cannot-be successful unless and until it is accompanied by a system of 

continuous stock taking i.e., checking the total stock of the concern 3/4 times a year by picking 10/15 items 

daily (as against physical stock taking which takes place once a year). 

The items are taken in rotation. In order to have more effective control, the process of continuous stock taking is 

usually undertaken by a person other than the storekeeper. This will check the functioning of storekeeper also. 

The items may be selected at random to have a surprise check. The success of the system of perpetual inventory 

control depends upon the proper implementation of the system of continuous stock taking. 

6. ABC analysis: 

In order to exercise effective control over materials, A.B.C. (Always Better Control) method is of immense use. 

Under this method materials are classified into three categories in accordance with their respective values. 

Group ‘A’ constitutes costly items which may be only 10 to 20% of the total items but account for about 50% of 

the total value of the stores. 

A greater degree of control is exercised to preserve these items. Group ‘B’ consists of items which constitutes 

20 to 30% of the store items and represent about 30% of the total value of stores. 

A reasonable degree of care may be taken in order to control these items. In the last category i.e. group ‘Q’ 

about 70 to 80% of the items is covered costing about 20% of the total value. This can be referred to as 

residuary category. A routine type of care may be taken in the case of third category. 

This method is also known as ‘stock control according to value method’, ‘selective value approach’ and 

‘proportional parts value approach’. 

If this method is applied with care, it ensures considerable reduction in the storage expenses and it is also 

greatly helpful in preserving costly items. 

 


