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Abstract 

  The main reasons for holding stock are; (i) to 

accommodate variations in demand; (ii) to take 

account of variable supply times; (iii) to take 

advantage of quantity discounts; (iv) to take 

advantage of seasonal and other price fluctuations; 

(v) to provide customers with a service ex-stock, 

rather than having to wait for production cycles; 

and (vi) to minimize production delays caused by 

lack of parts. According to Pandy (l991:902) and 

Starr and Miller (l962:17), there are three motives 

for holding inventories; (1) the transaction motive 

which emphasized the need to maintain inventories 

to facilitate smooth production and sales operation; 

(2) the precautionary motive which necessitates 

holding inventories to guard against the risk of 

unpredictable changes in demand and supply forces 

and other factors; and (3) the speculative motive 

which influences the decision to increase, or reduce 

inventory levels to take advantage of price 

fluctuations. 

 

INTRODUCTION 

A company should maintain adequate stock of 

materials for a continuous supply to the factory for 

an uninterrupted production. It is not possible for a 

company to procure raw- materials whenever it is 

needed.  
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A time lag exists between demand for materials and its supply. Also ere exist 

uncertainties in procuring raw materials in time at many occasion. The 

procurement of materials may be delayed because of such actors as strike 

transport disruption or short supply  

It is therefore necessary that firms maintain sufficient stock of raw materials at 

any given time to streamline production. 

 

LITERATURE REVIEW 

The Objective of Inventory Management 

In context of inventory management the firm is faced with the problem of 

meeting two conflicting needs. 

1. To maintain a large size of inventory for efficient and smooth production 

and sales operations. 

2. To maintain a minimum investment in inventories to maximize 

profitability. 

 

Effective Inventory Management 

i. Ensure a continuous supply of materials to facilitate uninterrupted 

production. 

ii. Maintain sufficient stocks of raw materials in periods of short in Supply 

and an anticipated price changes. 

iii. Maintain sufficient finished goods inventory for smooth sales operation, 

and efficient customer service. 

iv. Minimize the carrying cost and time, and 

v. Control investment in inventories and keep it at an optimum level.  

 

The aim of stock management system is to maintain stocks at such a level as to 

be able to operate at minimum cost whilst still offering acceptable customer 

services levels. There are disadvantages in holding both too much stock as well 

as too little. 

 

Disadvantage of Low Stock Levels: 

i. Customer demand. can not be satisfied, leading to loss of existing and 

future business. 

ii. Lines have to be recorded more frequently, leading to higher ordering cost 

and higher handling costs.  
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Disadvantages of High Stock Levels 

i. A high capital investment in stocks ties up money which might be 

profitability invested elsewhere. 

ii. Storage costs are high because of additional buildings, labour, heating, etc.  

iii. The risk of production deterioration and spoilage is greater. 

 

The Purchase Order 

Between the time a purchase is authorized and the purchase order issued, a 

whole process of negotiation and decision actually takes place. 

Purchasing Order as an Instrument: The purchase order is the instrument by 

goods are procured. It sums up all the research, the science and the judgment 

have led up to the purchase decision. 

The purchase order expresses in specific language the agreement between the 

buyer and the vendor. Once accepted by the latter it becomes a natural and legal 

agreement. It commits the buyer’s company to the expenditure on the 

acceptance of goods and also commits the vendor to deliver the goods ordered 

in accordance with the stipulations therein. For this reason, it is important that 

the order is clearly and completely communicated in this document which 

should be in the correct legal form. 

Information Relating to Purchase Order: The essential information which 

every purchase order should contain includes: 

i. The name and address of the purchasing company as heading. 

ii. The order number 

iii. Date of the order 

iv. Name and address of the vendor 

v. General instructions (such as marking of shipments, number of invoices 

required etc.) 

vi. Delivery date required. 

vii. Shipping instructions (such as destination, type of carrier, traffic route etc). 

viii. Terms and conditions of the transaction 

ix. Description of materials ordered and quantity. 

x. Price and discounts 

xi. The signature of authorizing officer. 

 

Written Acceptance of Orders: Many organizations add to this list a provision 

for obtaining the written acceptance of the order by the vendor. This may be in 
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the form of a detachable stub on the original copy or an extra copy of the order 

may be used for this purpose. 

It has to be signed by the vendor and returned to the buyer and this will 

constitute a legal acceptance of the order. 

The authorized signature is usually that of the most senior member of the 

purchasing staff. 

In some cases, it may be the signature of the General Manager or Managing 

Director of the company making the purchase. 

To avoid any personal liability, the signature should be followed immediately 

below it, by the designation of the signatory within the organization. 

 

CONCLUSION AND RECOMMENDATIONS 

Terms and Conditions of Orders 

Essential Part of the Agreement: The terms and conditions stated with an 

order, from an essential part of the agreement for the purpose. 

They are designed to establish and to limit the respective responsibilities of the 

buyer and the seller. These are just as important as the quantity, price, 

specification and any other factors of the order. 

Common law, equity, trade customs and practices and basic commercial laws 

cover most points, but it is generally advisable to be more specific by 

incorporating the fundamental points in the purchase agreement itself as a 

deterrent to future controversy and litigation. 

Terms and conditions are usually inserted at the back of purchase orders in fine 

prints sometimes faint and illegible. Vendors are invariably reluctant to accept 

orders presented in this form since they are unable to read clearly what they are 

signing. 

This makes the vendors acknowledge the order on their own forms, bearing all 

the terms and conditions dictated by their company’s policy which may be 

variance with the buyer’s term and legally constituting a counter offer- and not 

an acceptance. 

Purchase Order’s Terms: Purchase order’s terms usually cover the following 

subjects 

i. Invoice 

ii. Order Number 

iii. Acknowledgement and acceptance 

iv. Bill of lading and express receipt 
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v. Notice of conditions 

vi. Shipping and routing directives 

vii. Terms and method of payment 

viii. Patents 

ix. Charges for boxing and cartage 

x. Inspection, including rejections and acceptances 

xi. Cancellation 

xii. Price 

xiii. Delay and contingencies 

xiv. Authorization 

xv. Quantity: Excesses and Shortages 

xvi. Industrial accident insurance 

xvii. Specification 

xviii. Alterations of contract 

xix. Warranty 

xx. Assignment 

xxi. Protection of purchaser’s property 

xxii. Labour provisions 

xxiii. Confidential information 

xxiv. Arbitration 

xxv. Miscellaneous 

 

Instead of covering all these grounds which tend to make iii; purchase 

agreement too much of a legal documents, some companies have adopted this 

simplest format: “It is agreed that goods ordered above shall comply with all 

Federal, State and other laws applying thereto”. In this case, there again appears 

to be over simplification of terms and specific statement will be preferable: 

Here is a specimen of such a code, comprehensive, clear and concise. 

 

Terms and Conditions 

i. Quality: Material is subject to buyer’s inspection and approval at a 

reasonable time after delivery; if specifications are not met, material may 

be returned at seller’s expense. 

ii. Discount: Calculated from the date acceptable invoice is received by the 

buyer. Invoice lacking terms will be discounted on 2% - 10-days basis. 

iii. Drafts: will not be honoured. 
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iv. Carnage: No change allowed by buyer unless otherwise agreed. 

v. Taxes: The seller agrees to pay any taxes imposed by law upon or on 

account of the materials unless otherwise agreed. 

vi. Tools: Tools of all kinds held by vendors for making our pans must be 

repaired, renewed, and hilly insured against possible loss or damage, and 

are subject to removal at any time upon demand unless otherwise agreed. 

vii. Shipment: Must be made within the time specified, failing which buyer 

reserves the right to purchase elsewhere and charge vendor with any loss 

incurred, unless, deferred shipment has been authorized. 

viii. Patents: The seller shall hold and give the purchaser, its officers, agents, 

servant and user of its products, harmless ‘from liabilities of my kind for 

or on account of the use, sale or lease of any patented or unpatented 

invention, article, or appliance furnished or use hereunder. 

ix. Price: if prices are higher than specified do not ship. Advice us if price 

is omitted, it is agreed that the material shall be invoiced at the price last 

quoted or paid, or the prevailing market price, whichever is lower. 

x. Compliance: This order is placed by the understanding, and in accepting 

the seller agrees, that no federal statutes or state laws have been violate 

in the manufacture or sale of the items covered by this order. 

 

The above specimen can be adopted by any company with little or no 

modification. Any additions should be similarly, brief, clear and direct, the 

above format is justified not only by the greater magnitude of the commitment 

therein but because it can be examined jointly by the seller and the buyer in 

conference and an amendments initiated on the form by both parties. 
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