




1. ABC analysis is used in determining the importance and value of each individual inventory item.  This type of analysis is also known as Pareto analysis

	Category 

(usage
	Approximate % of inventory
	Approximate % of usage value

	A (high value)
	10
	60

	B (moderate value)
	30
	30

	C (low value)
	60
	10


2. It obviously pays to spend more time on the A&B items rather than the C items:
· A items, due to financial implications are usually carried in small quantities;
· B items are usually ordered systematically and reviewed less frequently than A items. 

3. B&C items may require A level care due to special considerations e.g. perishable goods.

4. Procedure for ABC analysis:

· Calculate annual usage value of each stock item (annual usage X price);
· List each item in descending order of its annual purchase value;
· Make cumulative totals of number of items and usage values;
· Express item in lists as percentages of total number of items and totals of usage values;
· Classify items into ABC categories.
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