Week Four Lecture Notes

CLASSIFICATION AND CODIFICATION OF STORES
CLASSIFICATION
Classification  becomes  essential  when  a large centralized  stores  department  carries  a number of  items of  different  grades, descriptions  and  specifications. Classification  deals  with  scientific  classification  and  grouping, locating  and identifying  the items  at  the  time of  storage  and issue.
Definition
Classification  is the process  of  dividing ,arranging  and  describing  of  materials with  different groups  based on  the  nature ,use or  technical  affinity (common  features). This  arrangement is in logical  sequence , having  regard  to  their  nature  (subjective classification ) or  the purpose to  be fulfilled (objective classification). It introduces a degree of standardization.

Requirements/ Factors for Proper Classification
· Nature  of  the  material 
· Type of the material 
· Sources of the material 

· Manufacturing procedure
· Purpose of storing the material 

· Possibility of errors during the manufacturing process
METHODS OF CLASSIFICATION

1.  Classification according to the nature of material
These include:
· Raw material, which undergo  changes  through  manufacturing  process  to  become  finished  products, and  can  be  measured  and  charged directly  to t he  cost  of product); and  Indirect raw  materials (cannot be  traced  as part of  the  product)
· Classification according to piece parts and assemblies (also called intermediate stock)
· Consumable  material  (indirect items/non productive  materials  which  aid in  manufacturing  process). Do not form part of the finished product e.g. lubricating oil, office supplies.

· Packing material 

· Scrap and residue 

· Fuel stock 

· Furniture 

· Chemicals and inflammables i.e. highly susceptible to fire e.g. petrol kerosene etc. Normally stored with fire fighting equipments on standby.
2.   Classification according to Manufacturing Process
Examples could include pre- process stock (yet to be taken into the manufacturing process e.g.  consignment stock), Intermediate  stock ( Manufactured  within  the factory  for    use in the  final product), Finished  goods  or  products (items  duly  manufactured  in  the  factory.
3.  General Classification 

E.g. production materials, work in progress materials, finished products etc 

4. General by End Use  
Classified  according  to  how  they  are  to  be  used in  the  factory  e.g. production  store  and  non production store. This  category  is  widely  used  in  factories  production  complicated  machinery and  equipment ,particularly   in  defense  organizations.
5.  ABC Classification 
This is useful  mostly  for  accounting  purposes  i.e. A=Highest inventory  investment  ( about  70% of total  annual  inventory  cost); B= Accounting for  moderate  expenditure  on stock of  about  20% to 25% of  total annual investment  cost while C=Largest  remaining  items , about 70% of  total  annual purchase which account  for  a small fraction of  total investment  (of  about 10% on  the  stores).
6.   Classification of inventories 

· Production inventories 

· In process inventories 

· Finished goods inventories

· Materials in transit 
BENEFITS OF CLASSIFICATION 

· Easy and economic handling of materials, since various items are classified.
· Reliability  of  statistics  because of  less  chances  of  errors  and  mistakes. This makes future planning effective.

· Easy  to codify, where each item  is  given  a distinctive  code  ruling  out duplication  of multiple  names standardization – the process  of  setting  up  of fixed  sizes ,types, qualities  and measures. This eliminates unnecessary types, grades and a variety of materials or parts.

· Location becomes easy while issuing to different jobs. This saves time, energy and labour.

· Less  risks  of  loss ,as  fraud is  minimized ,and  detecting  the  defects  quickly and  easily   
· Stock valuation becomes easy due to accuracy and reliability of records. In formation to management is systematically communicated.

· Less fatigue 

· Easy monitoring saves time.

CODIFICATION

 A code is  a system  of  symbols  designed  to  be  applied  to  a classified  set of  items. Codification means  allotting  of  some  symbols, numeric  or  alphabetic for  each  classified  item in  accordance  with  some  suitable  arrangements. Using letters, figures or combination of two can do this. Letters  can  be used  to indicate  name of  material (abbreviated)  and the  number used  can  signify  grade, measurement  etc. Once an item is coded, it becomes easy to locate it. 

Requirements for Effective Codification /Characteristics of Efficient Coding System
· The coding system should permit some secrecy.
· A good coding system is measured by results in terms of efficiency, effectiveness and successful use.

The following factors are an indication of an efficient coding system

· Each item should have its code number i.e. ONE code. Should  the  system allow  multiple  codes  for  the  same item would imply  duplication, shortages, positive  variances  and  wrong  financial   records.

· Each  code  number  should  be  unique to  the  article  to  which  it  relates.

· Simplicity i.e. it should be simple, clear and easily grasped without   any eternal assistance.

· Flexibility i.e. it  should  be  easily  expanded  and further  codes  may  be  accommodated in  the inventory  list  without  necessary  amending the  entire structure.

· Should be arranged according to the similarity of items i.e. similar items should be arranged in one group.

· The coding structure selected or in use must cover all items being kept by the organization.

· An ideal coding should have a consistent logic format. For instance if  all raw  materials  start  with  RW0001 then  that  should be the logic other say starting  with  S0003 that  could  have  been  allocated spares.
· The coding  system  should be capable  of  allowing  new items  to  be added on  the inventory  list  without  necessary  amending  the  entire  structure. For  example  giving  wide  ranges  within  which  new items  can  be  added RWB00001; RWB00002; RWB00003;….

· The system employed should meet the needs of the organization.

· Significant in such a way that it should signify something about the code item. For instance SE0001 for electrical items, SB0001 representing spares  for boilers etc
· Clarity

·  Distinctiveness 

 DIFFERENCES BETWEEN CLASSIFICATION AND CODIFICATION
	CLASSIFICATION
	CODIFICATION

	1. It is the technique of arrangement of material of same nature into one category.

2. Helpful to save time & energy because items are already classified 

3. In classification, similar type of items are placed at one place

4. For classification, work codification is not necessary
	1. It is a technique allotting a specific symbol to each and every item of material kept in the store.

2. By codification system, the chances of issues of wrong item of stores are minimum to some extent

3. In coding, one code number allotted to similar items.

4. In codification, the work of coding will start after the work of classification ends.


METHODS OF CODIFICATION

Methods may depend on type of store, purpose for which items are used or any other application. Some outstanding / common methods include:

1. Alphabetical Codification: This is also called symbolic codification, where symbols / letters are used to identify an item. Raw materials can be coded according to first alphabets e.g. Acid sulphuric (AC-S). Repetition of some alphabets is a common feature; and difficulty in selecting proper alphabets for each of the items in the store house.

2. Numerical Codification: Involve use of numbers to represent various items. It is the simplest system. Numbers are assigned, indicating nature of item. More numbers are added to specify nature of materials and their further sub-division, shape, size and weight. E.g. Raw material (0); say: Timber (00); Metals (01); Ruber(02); Glass(03) etc.

3. Alpha- Numeric Codification: Also known as combination method. It combines the letter and number system. Letters are used to indicate name of materials and parts and numbers indicate specification (size, dimensions, weight etc). Examples could be: Under packaging material (PM), there could be wooden box number 23, thus code PM -23.

4. Colour Codification: Uses colour marking for easier and more ready identification on metals, bars, pipes, drum and cables. Common colour codes include Black, Yellow, White, and Red. If the items are sub divided, then colours can be combined e.g. Red Copper (White and Yellow)

5. Decimal Codification: Involve use of decimal numbers.  For example,  IR  5.0  may  indicate Ink  Red  of Grade  5.0,  Steel wire  6.5  may  be denoted  by SW  6.5  etc.
6. Suppliers Coding: This is where by the organization uses the coding structure of the suppliers of their supplies. Is very confusing if the organization has more than one supplier.

Advantages of Codification
· Quite adequate for fewer line items

· Simplifies writing of specifications

· Simplifies procurement work
· Codes  ensure  the  secrecy of materials 

· It is essential for mechanical accounting 

· Easy identification  of material is  possible 

· It ensures effective  material control 

· It minimizes length  in  description  of materials 

· Effective  materials  handling  is  possible 

· It helps in avoiding duplication of materials 

· Cost reduction is  possible
Disadvantage of Codification 
· Fewer items

· Require constant communication with the supplier, which may be lacking.

Factors to be Considered When Introducing a Stores Code
· Availability of resources  in the organization  being  a key  determinant  in such  a way  that  if  an organization  lacks resources in terms  of capital  and  human  resources. It  will  most likely  settle  for  a coding  system  which  fits  within its  means for instance; simple coding which  does  not  require  say  scanners etc.
· The  range  and  type of  stock  to  be  coded; the  more  complex  and  variable the items  held in stock  are, the  more  flexible  and  complex  the  code will have  to  be for example most  big  super markets in Uganda  are in this category i.e. Uchumi, Metro and  Shoprite/Game

· Company policy; where  by  the  cooperate  group  may  have a standard coding  structure  across  all units for example, if MTN Uganda  or  Uganda breweries  or  Nile  breweries  were to come  up with  a new  coding  structure  it must  be in line  with that  of their  parent  units  across  the  globe  namely: MTN  South  Africa, EABL Kenya respectively,

· Future  requirements  of the  organization  whereby  if the  organization  wishes  to use  a certain stock  control  system e.g. JIT ,MRP then  this  would   be  the  basis  when  including  a stock     coding  system from the  organization.

· Global trend  within the logistics  management that is if  an  organization  is an international one  it  will always  wish  to run   its operations  effectively  and  efficiently. This  may  always  force  it to adopt  the  latest  coding  type  on the  market  to  bit  off  competition.

·  Computerization Vs Manual system

· The  staff  available to  introduce  and update  the  stores  code 

GENERAL ADVANTAGES OF CODIFICATION
1. Stores  coding lay  a firm  foundation  for organization  that  would  wish  to  adopt  standardization with  its   associated  benefits like  reduced  stock  levels, efficiently  and  move  towards JIT etc.
2. Accuracy  in the identification  and issuing  of  items ; a separate  code  allocated  to  each  of the  items   available  in the  store  house  indicating  the  size, quality ,price, usability, special  characteristics , and  specification among others. This eliminates any possibility of confusion.
3.  A good store coding offers the basis for good stores layout and sorting stores documents. It is  advisable  to plan  the  layout as  per  their  headings  to  improve identification  and  making.
4. Stores  coding  offers  a great  boost  to purchasing as  less time  is  spent  in writing  descriptions Note  that  descriptions  are  marked  within  the  system and  attached  to  the items Code.
5.  Assisting the  supplier where   a copy  of the inventory  list  with  codes  could  be  sent  to  suppliers.
6. Reduction of  errors  because of the exact nature  of  stores code  and its  basic logical approach  it is quiet request  difficult to make  an error  with identification ,unlike the process  of competing  along the complex  written  request in which  mistakes  are  much  easier.
7. It offers a solid foundation for computerization.
8. Can  be  useful in  pricing  and  costing , as  the code number  provides  the  reliable index  for  all  the items in  the price lists. The possibility of errors and frauds is minimized, which helps in increasing the efficiency.

Common Problems faced During Development of Stock Codes
· Creation  if multiple  item codes  either  due  to ignorance  or items  being  supplied   by  different  supplies  but performing  the  same  role. This normally clogs the system and leads to over stocking at times.
· In the  absence  of constant  reviews  and  centralized  coding centre, it  may  confuse  the  users  where  codes  are  mixed  up.
· It is time consuming.
· Data maintaining and cleaning is very costly.
· An  error done  at the  initial  stages  may reaching  consequences  like overstocking  or   times  out.
· There is a tendency to give incomplete descriptions, which makes it hard for users to identify stock.
· Mistakes in coding, unless  proper  check up / verification of  codes  allotted  from time to time, place to place  and position  to position  is effectively done. This calls for alertness of the stores management.

NOTE: Codes often are misunderstood, unless fully explained and extensively. Customers generally do not understand coded numbers and therefore do not know anything about codes.
The Construction of a Store Codes
The under mentioned are the key stages through the team or organization undertaking coding of items has to pass through:

Stage 1: What basically is the item to be coded? Under what major heading can it be suited? For instance, Raw Material- RM

Stage 2: Having established the basic heading under which the item follows the next step is to determine what type of raw material for instance, Packaging- RWP
Stage 3: After the classification in stage two, the next step is identifying the type of the material for instance, Paper-RMPP

Stage 4: The fourth stage would require establishing the code and form of item say Seven-Up; RMPPS

Stage 5: This is the last stage, which requires giving the range for the coding system for instance, 0001-9999. (RMPPS0001).
Roles of Other Departments in Stores Coding

It is always advisable to involve and consult the all departments during the construction of the stores coding structure in the beginning to ensure user ability of the system. He following are some of the factors to be discussed with other departments.

· Logic of the code to be employed weather to use colour, end use, nature

· Common classifications and headings under which the stock will be coded

· Communication channel to ensure that stores is made aware of any new items to be held in stock

· The distribution list of the inventory list

BAR CODING
This is where printed black bands in series separated with white stripe are either printed on the item or its package representing certain characters for identification of particular items. The person receiving or issuing out he item material will put across the item on a scanner (bar code reader), which is linked to the computer. In the computer, there is full inventory list with all vocabulary that is; material description, unit price etc. The scanner reads and sends the information to the inventory listing for upgrading for updating the stocks according.

The black and white stripes are representative of the following information:

· The companies prefix number, which is unique and allocated to the manufacturer or distributor

· The unique number of the item in question with such information, unit price that is the receiving and issuing price, minimum and maximum levels, expiry date etc

· The check digit

Factors to be Considered when Introducing Bar Codes

· Availability of skills to operate the system
· Nature of items that is the range, the type whether they need a fast input-output system that is if they are perishable etc

· Volume of items involved

· Organizational requirements

· Future plans of the organisation

· Capital requirement/financial status

 Benefits of Bar Codes
· Fewer errors in the entire supply chain due to accuracy in data entry

· Better responsiveness to customer requirements due to efficiency in identification and pricing of items

· Codes simplify the purchasing functions

· Once in place within an organization, automation is much easier

· Saves time

· Basis for computerization

· Proper stock lay out

· Easy stock taking

· Easy standardization

Disadvantages of Bar Coding

· Bar coding system would require extensive training before installation that could be a big cost to the organization.
· It increases the manufactures’ costs in terms of labeling the items/packages for different regimes

· A simple breakdown will bring the entire organization to a stand still

· Errors in the initial stages could have far reaching consequences to the organization in terms of stock outs, overstocking etc

· Bar codes limit the scope of the market. Items code for Africa can’t be moved to the European Union even if they were in excess other than re-labeling or packaging

· Time consuming for instance, back-coding 

Solutions to the Problems

· Introduction of a Disaster Recovery System (DRS) in place 

· Introduction of a simple efficient bar code structure that meets the requirement of the organization

· Early preparation and involvement of all stakeholders

· Practicing good procurement planning by the organization
· Adopting the internal coding system if the organization can afford

PACKAGING

Packaging is a function vital to most effective materials handling process, and need for it depends on the basic state of the commodity or goods to be handled. One of the most challenging difficulties in material handling is that of handling large number of loose items. It is for this reason that suppliers are normally required to pack materials in a manner that is convenient and can ease materials handling. 
Therefore, packaging is a container or wrapper for a consumer product that serves a number of purposes including; protection and description of contents, theft deterrence, and product promotion. Innovative packaging may actually add value to the product if it meets the customer need such as; portion control, ability to recycle, tamper-proofing, child-proofing, easy-open, easy store, easy carry and non breakability. The labels on packages are important components of the overall marketing mix and can support advertising claims, establish brand identity, enhance name recognition, and optimize shelf space allocations.

When designing a package, the cost to manufacture, shipping, storage and display of the package must be considered. Packaging must be small enough to accommodate available shelf space and large enough to deter theft. It must also contain an adequate amount of product to keep the unit price competitive. Packaging should be designed to highlight product benefits and can be an integral part of the product itself, like facial tissue boxes.

Qualities of Packaging

· The range of size and variety should be minimized in order t keep down purchasing, production and distribution costs. 
· The package should be able to succeed in making the product attractive and distributive to the target consumer. 
· A package should be well made to be able to protect, preserve and convey the product to its distributions.

· The package should be able to use the vehicle space cost effectively.
· The package should fit into practices of the mechanized handling and storage systems.
· Packs should convey product information to shoppers effectively. This includes the name, the manufacturing and expiry date dates, the colour, the contents and other specification.

· The pack should preserve the products’ collection and the product quality standards for instance; a well packed loaf of bread should not be exposed.

· Packaging should help to promote the advertising/brand image. The colour, shape and size of the brand should b considered and made attractive to customers.

Functions of a Package

Packaging is used for various functions and these include:
a. Packaging as an aid in selling

In some cases where the package cannot be differentiated by design techniques, the package plays various functions:

· Package must appeal not only to consumers, but also to the resellers. Marketers have to consider making a package design that will help to sell the product, but one which also minimizes the likelihood of breakage, or which extends products life, or makes more economic use of the product.

· The package should help to promote the advertising/brand image. A logo should be clearly identifiable on the package to use customer brand loyalty to a range of product.
· The shape, colour and size should relate to customer motivation for value or quality.

· It should be the appropriate size for the expected user of the product for instance; the person who packs bread and bans may pack half a kilo of bread, one kilo of bread and half a kilo of bans.

· A convenience pack should be provided for instance; perfume has to be well packed and this is an important attributes.

· The package must be of the form that is labeled for security, ordering, processing or recognition purposes.

· The package should attract attention of potential customers with a very good display.

b. The role of packaging in protection
· Packaging is used for protection of the contents to stop any leakage. There are situation whereby a package has to travel some distance in the chain of distribution, the package should be sturdy enough to afford secure protection and this is more so in international distribution.

· The package should maintain the product quality standards. There are some situations whereby the package contains some products that can get spoilt. Therefore, the health and regulatory reasons with a food product, the package must keep the product free from contamination.

· Good packaging will enable the product to be consumed when it is still inacceptable conditions and the manufacturing and expiry dates should be clearly labeled on the package. The package should be able to withstand the climatic conditions which s likely to experience in transit so that the product remains “as new” at all times.

c. The role of Packaging in Handling
The manufactures should pack the products in a way that will allow for ease of handling a convenience to all intermediaries. When the product is not well packed, it gets spoilt or spill out.

d. The role of Packaging in Promotion

· The package should provide accurate information as to ingredients or instruction use.
· The package could be shaped to enhance the products’ unique selling proposition and as differentiating tool from competitive offerings. Colors, logos, and creative design can be used on the package as part of the firms’ brand policy.

· The package can be used to convey additional benefits and add value for example, to notify the customers about competitors, or t provide price offers or gift vouchers to encourage purchase.

· Packaging is used as competitive tool that is an absence of complex package can help boost price competitiveness or alternatively assist the firm to claim it’s ‘environmentally friendly’ through selling the product without the packaging.

· The package can help them manufacturers and the target consumers with ‘immediate association’. A good package can influence the consumers to try the retailers’ brand rather than the intentionally known seller.

· A well packaged product can motivate a consumer to purchase the product. In this case, the packaging helps to serve only to reduce the sales of the core product. If the product is not effectively designed, this can discourage the consumer from purchasing the product.

e. Packaging in the Distribution

Packaging is used in the distribution of the products to transfer the products from the manufacturer to the consumer. The nature of the product is considered when packing the products.
f. Packaging used to conform to Government Regulations

It is a government requirement to have all products well packed and labeled. This is done by providing a list of ingredients ad contents by weight, the instructions to the user on how to use the product etc.

g. Packaging used for Containment

This ensures that, depending on the physical state of the commodity it reaches the consumer or end user in a convenient form and quantity for instance; biscuits, baking powder, paints, fertilizers etc

When packaging goods, the following issues need to be considered by the manufacturers:
· Legal regulations about perishable or potentially dangerous items

· Fire hazards i.e. this crucial since some items are flammable

· Transport regulation about the size and capacity of the transport vessels

· Available handling mechanism at all stages. Load coming into the warehouse must not be too heavy for the available equipments

· Cost i.e. this is important since it may add to the overall cost of the products being packaged

· Safety precautions i.e. for certain interests, some goods have got to maintain in certain positions say stored right side up, in a cool/warm place etc. in such cases, the packing must be designed and marked accordingly.

· Labeling; it is sometimes a requirement or a necessity for goods being transported to label for easy identification at different points including within the warehouse. Some packing materials also serve the purpose of carrying some advertising information.

· Where the goods are to be bought from oversees, the matter becomes even more complicated. The import and export regulations of both countries must be put into considerations.
Note: It is likely that packaging needs the most careful study where the warehouse is not serving a production unit, but is of the nature of the redistribution centre where goods are taken in bulk and sent out to a number of subsidiary locations or outlets. The whole business of packaging methods, unit loads and the associated transport problems should be scientifically studied from the beginning to the end of the chain; from the initial orders to on suppliers, though the receipt, storage and issue procedures to where the items are fully used, or sold to the ultimate retail customers. 
Discussion Questions

1. Explain briefly the distinctions between Classification and Codification of materials. 
2. What are the advantages of Codification? 

3. With examples, briefly explain the Methods of Codification used in the stores.
4. Why are bar-coding goods important to an organization?

5. Discuss the various functions of packaging to the manufacture.
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