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Chapter 22 - JUST IN TIME
Concepts
1.

Pull system vs Push System?

2.

How much to purchase at one time (Concepts learnt in EOQ in CA INTER)
A

🠆 number of units to be purchased in 1 year

Q

🠆 number of units to be purchased at 1 time

CPU

🠆 Purchase cost per unit

Ca

🠆 Ordering cost per order

I

🠆 Interest Rate per annum

Ci (Int) 🠆 Carrying cost per unit per annum = CPU x I
Ci

🠆 Carrying cost per unit per annum = Ci (int) + other carrying costs like insurance, storage cost

Total Purchase Cost = A x CPU
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TCa

=

Total Ordering Cost per annum = A / Q X Ca

TCi

=

Total carrying Cost per annum = Q/2 x Ci

Total Inventory Cost = Total Purchase Cost + TCa + TCi + any other cost mentioned.
3.

Just-in-time purchasing:
Purchasing system in which material purchases are contracted so that the receipt and usage of material, to
the maximum extent possible, coincide”.

4.

a.

It receives products/spare parts/materials from its suppliers on the exact date and at the exact
time when they are needed.

b.

Deliveries should be sent straight to the production floor for immediate use in manufactured
products,

c.

Engineering staff must visit supplier sites and examine their processes, not only to see if they
can reliably ship high-quality parts but also to provide them with engineering assistance to bring
them up to a higher standard of product.

d.

Install an EDI that tells suppliers exactly how much of which parts are to be sent to the company.

e.

Drivers then bring small deliveries of products i.e. Raw Materials to the company, possibly
going to the extreme of dropping them off at the specific machines that will use them first.

Just-in-time production:
Production system which is driven by demand for finished products, whereby each component on a
production line is produced only when needed for the next stage”.

5.

1.

We shorten the setup times for the concern’s machinery

2.

Matching the speed of different machines so as it reduces WIP inventory.

3.

Workers should run multiple machines

4.

Repair machines when required.

Prerequisite of JIT
a.

Low variety of goods

b.

Vendor reliability

c.

Good communication

d.

Demand stability

e.

TQM

f.

Defect-free materials

g.

Preventive maintenance
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Q3 / Category - Classwork/ Star Rating 1.

You have three options from where to purchase
a.

From ITC - 1000 units at a time.

b.

From ITC - 100 units at a time (JIT system)

c.

From HTC - 100 units at a time (JIT system)

⭐⭐

2.

Ordering cost is not given in the case of HTC, hence we assume it same as that if purchased from ITC.

3.

Do remember in the case of JIT there can be shortages hence either we will have to rush the order to the
customer when we get it or we will have an opportunity cost.

4.

As the quality of the HTC products is not good, we will also incur inspection and replacement costs. Include
that also.

5.

Whenever JIT is better than other options, also mention pre-requites of JIT

Q4 / Category - Classwork/ Star Rating -

⭐⭐

1.

This question is about a certain component that can be purchased from 3 suppliers DE,
PE or ZE.

2.

Defectives are also there when we purchase

3.

We find out the cost per good unit. The cost will include the Purchase cost of 12,000 units and the cost of
damage when the defective unit goes into production.

4.

There is an offer to do an inspection, due to which 90% of defective goods will be detected and those can
be returned. Here, now cost will include the Purchase cost of 12,000 units less those which will be
detected, the cost of damage when the defective unit goes into the production of only not detected units
and inspection cost.

5.

In the end, for comments, we say, due to inspection, costs are increasing. But due to the inspection, the
quality of the product is not improving. JIT system is all about that Raw Materials received should be ready
for use. Inspection if required should be done by the vendor itself. Vendor development should be
emphasised.

Q5 / Category - Classwork/ Star Rating -

⭐⭐⭐

1.

The company pays for 4000 hours of labour. By working for 4000 hours, workers produce
3800 standard hours of output.

2.

Company is currently using these 4000 hours. If demand is less, then the stock will be carried forward. In
such a case carrying cost will be incurred {carrying cost is based on average stock which will be (opening
stock + closing stock/2)} as we need to carry stock from one month to the next. This is actually a PUSH
system.

3.

Another option is PULL system i.e. JIT system. We only produce when there is demand. In such cases, there
will be months, when we workers need to work beyond 4000 hours also. That happens in March and June
when demand was more than 3800 standard hours. In that case, we need to pay workers for Overtime. We
find hours required to be worked beyond the demand of 3800 standard hours. We pay Overtime costs (it
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will be excess demand in standard hours divided by 95%) but the carrying cost will be NIL. Overtime rate
will be 110 + 45% = Rs. 159.50.
4.

⭐⭐⭐

We compute the total cost in PUSH and PULL systems. Whichever is lower is better.

Q6 / Category - Classwork/ Star Rating 1.

It is Nov 2019 exam question

2.

It is similar to the previous question but target costing.

3.

We find total cost under PUSH and PULL systems.

4.

Under the PUSH system, the material will be defective and only 95% will be good material. The cost of
materials is found out by adjusting this percentage. Under PUSH system, carrying costs will also come.

5.

ICAI assumed that under JIT system, the material will be received defect-free. There will be no carrying cost
in such a case.

6.

In the end, we also have to say whether the Target cost is achieved or not.

7.

Advantages of JIT system are to be told.
a.

Material – Handling costs are reduced with JIT and Cellular Manufacturing.

b.

Labour Idle time gets reduced: Hire and retain workers who are multi-skilled so that they are
capable of performing a variety of operations, including repairs and maintenance tasks.

c.

JIT creates the need for eliminating Defects as quickly as possible with TQM.

d.

The company can respond to customer demand faster:

Q7 / Category - Classwork/ Star Rating -

⭐

1.

We have to decide how much stock is to be kept as extra stock.

2.

The more stock we keep, the higher will be the carrying cost but shortage cost (kind of
opportunity cost) will fall.

3.

If stock is kept as 100 units, there cannot be stock out as extra demand can only be 100 units. Hence, stock
out will be ZERO. But here we have to keep stock of 100 units for which carrying cost will be incurred.

4.

If we keep stock of 80 units, there might be a stock out of 20 units if demand comes to 100 units. Whenever
there is MIGHT, probability comes, which is 0.02. Hence stock out costs will be there. Here we have to keep
stock of 80 units for which carrying cost will be incurred.

5.

If we keep stock of 50 units, there might be a stock out of 50 units if demand comes as 100 units
(probability is 0.02) and stock out of 30 units if demand comes as 80 units (probability is 0.05). In such a
case, the company will have to keep stock of 50 units for which carrying costs will be incurred.

5.

We need to know the total stock out cost and carrying cost. The least will be the best option.

6.

I had given the solution as per ICAI, but later on, told the defect also. If you have time, then read that also.

Q8 / Category - Classwork/ Star Rating 1.

The company wants to implement JIT purchasing.
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2.

We find the cost under the current system and under JIT system, wherever it is least, it is
better. Many costs get saved under JIt purchasing. Write them.

3.

Under JIT system, there will be opportunity costs. There will be stock out of 3000 units, but it can fall
down to 1000 units by spending Rs. 10 lakhs. First, we check whether we should reduce stock out or not to
1,000 units. We do a cost-benefit analysis. We find out that it is better to do it. Then we will take the
opportunity cost of 2000 units.

⭐
Q10 / Category - Classwork / Star Rating - ⭐⭐⭐
Q9 / Category - Concept Builder / Star Rating -

TAKT Time = Total Available Production time / Average Consumer Demand

1.

It is RTP May 2020 question

2.

It is a mixed question of JIT / TAKT time / Cycle Effeiciy

3.

For TAKT Time, do remember in the numerator, we have to subtract clean up time and shut downtime.

4.

Manufacturing cycle efficiency is Value added time / (Value added plus + Non-Value added time). It
increases from 30% to 40%. Hence, it is good for the company.
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