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JUST IN TIME 

 

DEFINITION: THE CIMA OFFICIAL TERMINOLOGY DEFINES JIT AS:  

A system whose objective is to produce or procure products or components as and when they 

are required by a customer or for use, rather than for inventory. A just in time system is a ‘pull’ 

system which responds to demand, in contrast to a ‘push’ system, in which inventory acts as a 

buffer between the different elements of the system, such as purchasing, production and sales. 

JIT Production is defined as a 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.  

 

JIT Purchasing is defined as a purchasing system in which material purchases are contracted so 

that the receipt and usage of material to the maximum extent possible, coincide. 

 
EVOLUTION OF JIT: 

 

(a) Eli Whitney – Interchangeable parts  

(b) F. W. Taylor – Standardized work  

(c) Henry Ford and Charles Sounsen – Production Line  

(d) Mr. and Mrs. Golbraiths – Time and Motion Study  

(e) Ohno Taichi and Shino Shingeo – The Toyota Way 

 

The contribution made by above mentioned eminent thinkers were collaborated under JIT/Lean 

Manufacturing system over a period of time. 

 
FEATURES OF JIT: 
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(a) Pull System of Production: As against traditional Push system, here a product is not made 

until the customer requests it and components are not made until they are required by the next 

production stage. 

(b) Minimum Inventory Level of Raw Materials, WIP and Finished Goods: The concept of just-

in time inventory aims at reducing cost of inventory control and control of purchase and 

supplies for production without running any risk of bottleneck being created in the production 

flow. The inventory level is aimed at lowering to the absolute minimum and the safety stock is 

eliminated.  

 

In a full JIT system, virtually no inventory is held, that is no raw material inventory and no fin-

ished goods inventory is held, but there will be a small amount of WIP, say one tenth of a day’s 

production. 

(c) Loyalty and Close Contact with Suppliers: To fulfill the above aims and objectives the de-

livery of components and materials as and when they are needed must have to be ensured. The 

suppliers of components and materials are to be in close contact with the buyer so that no 

much time is lost between placing of order and actual supplies. On the part of the suppliers 

there should be guarantee for supply on time. 

On-time delivery should not be the only criteria, the quality of components and materials must 

be maintained and prices kept within reasonable limits. Long-term contracts with the supplies 

are needed to achieve the objectives. 

(d) Co-ordination and Synchronisation of Process: Just-in-time inventory, therefore, requires 

ensuring co-ordination and synchronisation of all operations from demand being placed to sup-

pliers, supplies being received from suppliers, issues being made to production. 
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(e) Multi – skilled Work force: JIT requires that the labour force must be versatile so that they 

can perform any job to keep production flowing as required. Workers in JIT cell are trained to 

operate all the machines within it and perform routine preventive maintenance on them. 

In JIT, production is only required when demand requires it and so production labour will be 

paid regardless of activity. This is why JIT eliminates direct labour as a cost category and 

considers labour cost as an indirect fixed cost or overheads. 

(f) Flexible Work Cells: A work cell is a cluster or machine whereby a worker can move easily to 

complete the entire production work all by himself. JIT system requires the manufacturing work 

cells to be very flexible so that it can be changed as and when required as per customer needs 

and specification without involving much time and cost. 

(g) Production Line: Production process must be grouped by production line rather than by 

function in order to eliminate inventory movements between workstations and to speed flow. 

(h) KANBAN Authorisation: A simple, infallible information system is required. Originally, the 

Japanese used a system based on cards which were called KANBANS. There would be a small 

container of components between each workstations with a Kanban card resting on top. When 

the container was taken for use by the following workstation the card would be taken off and 

left behind. This would be act as a trigger for the previous workstation to produce another 

container of that component. Nowadays, computer systems are likely to be used instead of 

cards but the basic simplicity of the system should not change. 

(i) Zero Defects Policy: A ‘get it right on first time’ approach and an aim of ‘zero defects’. Defect 

cause breakdowns in the value chain, they stop the flow of production, create expensive 

rework and lead to late deliveries to customers. 

(j) Preventive Maintenance: For regularity in production flow, this system culminates the policy 

of preventive maintenance i.e. to take measures to prevent the breakdown or defects before 

they actually occur. For e.g. Painting the machines to prevent rust. 
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(k) Continuous Improvement – KAIZEN: Kaizen is the Japanese term for continuous improve-

ment in all aspects of a company’s performance at every level. As per JIT policy, an organization 

must always be keen to innovate means to improve quality and reduce cost through regular ef-

forts and active participation of worker’s ideas. 

TIME ANALYSIS UNDER JIT:  In many Western organizations in the past it took several months 

to make a product from start to finish, despite the fact that if worked on continuously it could 

be made in say, two days. The difference in time is largely due to non value adding time like set 

up time, movement time, waiting time and inspection time. It is apparent that value is only 

added to the product during the actual processing time. These have been estimated to 

represent as little as 10% of the total manufacturing lead time in many companies and thus up 

to 90% of production time adds costs and no value. 

 

The objective of JIT is to organize the production system in such a way that the manufacturing 

lead time becomes equal to process time. 

Manufacturing Lead time = Setup time + Movement Time + Process Time + Waiting Time + 

Inspection Time. 

 
 

ADVANTAGES AND DISADVANTAGES OF JIT: Just-in-time inventory concept aims at giving the 

following advantages: 

 

1. Drastic reduction in investment on inventories can be achieved. 

2. Total cost of operations can be reduced substantially. 

3. Quality of components and materials can be maintained with the help of quality control 

system. 

4. Storage cost can be saved to the maximum. 
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5. Loss due to evaporation, sublimation, deterioration, obsoletion, pilferage, theft can be 

brought to the minimum. 

6. Cost of inventory accounting can also be reduced. 

7.  Prices of components and materials can be kept within reasonable limits with the help of 

long-term contracts with the suppliers. 

8. Production flow can be maintained un-interrupted on the guarantee of on time supplies 

being given by the suppliers. 

The following disadvantages may also come up: 

1. A break in the flow of supplies for a very short period shall lead to stoppage of production 

due to stock out. 

2. Un-mended wrong supply may either spoil the production or cause its stoppage. 

3. The concept cannot be applied in practice, if reliability of the suppliers is not there. 

4. Requirement at every moment is to be carefully assessed and ordered for. This requires a 

continuous vigilance on the operations. 

5. Materials produced seasonally may be scarce in the market in off-season, thus rendering 

regular on-time delivery very difficult on the part of the suppliers. 

6. A problem in any part of the production line will halt the entire system, as earlier 

workstations will not receive the pull signals and later stations will not have their pull signals 

answered. 

 

ACCOUNTING FOR PULL SYSTEM – BACK FLUSH COSTING: Traditional cost accounting systems 

track the sequence of raw materials and components moving through the production systems, 

and as a consequence are called ‘sequential tracking systems’. As JIT system is different, it 

requires own cost accounting system. The absence of stock makes choices about inventory 
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valuation systems unnecessary and the rapid conversion of direct material into cost of goods 

sold simplifies the cost accounting system. The approach is known as back flush accounting.   

Backflush accounting delays the recording of costs until after the events have taken place, then 

standard costs are used to work backwards to ‘flush’ out the manufacturing costs. 

The event that triggers the records kept in backflush accounting is the sale of goods. 

This is the system used by TOYOTA in its UK factory. In true Japanese style it manipulates 

employees to behave in a certain way. First, employees must concentrate on achieving sales 

because cost of sales is the trigger – nothing gets recorded until the sale is made. Second, there 

is no benefit in producing goods for inventory. In traditional systems, which have a finished 

goods inventory, managers can increase profit by producing more goods than are sold in a 

period because an increase in finished goods inventory reduced the cost of sales in traditional 

financial accounts. 

The back flush accounting model cannot be applied in all organizations. It can only be applied 

where a JIT type system is in operation. 

The advantages of it is that it is less time consuming and less expensive than traditional system. 

The disadvantages may be that with JIT, defects must be eliminated if the system is to work 

and so no accounts for this will exist in backflush accounting whereas they are required in 

traditional system. Similarly, JIT system practices no WIP policy as a result of which backflush 

accounting also does not report WIP Inventory. This ca n be countered by claiming, quite 

rightly, immateriality. If only one tenth of one day’s production is held in work in progress then 

it is immaterial. It can also be claimed that it is immaterial if the work in progress does not 

change from one period to the next as opening and closing inventory will cancel each other out.  

 

Backflush accounting can be criticized because of the lack of information that it provides. Some 

argue, quite rightly, that in reality it is impossible to eliminate all inventory as a truck arriving 

with raw material creates inventory until it is moved to and used in production. If back flush 
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accounting is used in a system where a substantial amount of inventory is held, a physical stock 

take will be needed, because the system does not record the quantity of inventory, instead, it is 

derived on paper by the difference between the standard cost of material in the goods sold and 

the amount of materials purchased. This must be checked by a physical stock take from time to 

time. 

 

Q-1 KP Ltd. (KPL) manufactures and sells one product called “KEIA”. Managing Director is not 

happy with its current purchasing and production system. There has been considerable 

discussion at the corporate level as to use of ‘Just in Time’ system for “KEIA”. As per the opinion 

of managing director of KPL Ltd. - “Just-in-time system is a pull system, which responds to 

demand, in contrast to a push system, in which stocks act as buffers between the different 

elements of the system such as purchasing, production and sales. By using Just in Time system, 

it is possible to reduce carrying cost as well as other overheads”. 

KPL is dependent on contractual labour which has efficiency of 95%, for its production. The 

labour has to be paid for minimum of 4,000 hours per month to which they produce 3,800 

standard hours. 

For availing services of labour above 4,000 hours in a month, KPL has to pay overtime rate 

which is 45% premium to the normal hourly rate of Rs.110 per hour. For avoiding this overtime 

payment, KPL in its current production and purchase plan utilizes full available normal working 

hours so that the higher inventory levels in the month of lower demand would be able to meet 

sales of month with higher demand level. KPL has determined that the cost of holding inventory 

is Rs. 70 per month for each standard hour of output that is held in inventory. 

KPL has forecast the demand for its products for the first six months of year 2014 as follows: 

Month Demand (standard Hrs) 

Jan’14  3,150 
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Feb’14  3,760 

Mar’14  4,060 

Apr’14  3,350 

May’14  3,650 

Jun’14  4,830 

 

   Following other information is given: 

(a) All other production costs are either fixed or are not driven by labour hours worked. 

(b) Production and sales occur evenly during each month and at present there is no stock at the 

end of Dec’13. 

(c) The labour are to be paid for their minimum contracted hours in each month irrespective of 

any purchase and production system. 

As a chief accountant you are requested to comment on managing director’s view. 

 

Solution: Working  

Statement showing Inventory Holding Cost under current System 

Particulars  Jan Feb Mar Apr May Jun 

Opening Inventory* (A) - 650 690 430 880 1,030 

Add: Production*  3,800 3,800 3,800 3,800 3,800 3,800 

Less: Demand*  3,150 3,760 4,060 3,350 3,650 4,830 

Closing Inventory*  (B) 650 690 430 880 1,030 - 

Average Inventory  A + B / 2 325 670 560 655 955 515 
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Inventory Holding Cost @ Rs. 70  22,750 46,900 39,200 45,850 66,850 36,050 

 

(*) in terms of standard Labour Hours 

Inventory Holding Cost for the six months 

= Rs. 2,57,600 (Rs.22,750 + Rs. 46,900 + Rs. 39,200 +Rs. 45,850 + Rs.66,850 + Rs.36,050) 

 

Calculation of Relevant overtime Cost under JIT System 

Particulars  Jan Feb Mar Apr May Jun 

Demand*  3,150  3,760  4,060  3,350  3,650  4,830  

Production*  3,150 3,760 4,060 3,350 3,650 4,830 

Normal Availability*  3,800 3,800 3,800 3,800 3,800 3,800 

Shortage (=Overtime*)       (C) - - 260 -  - 1,030  

Actual Overtime Hours (c/0.95)  - - 273.68  - - 1,084.21  

Overtime payment @ Rs. 159.50 

(110+5%)  

- - 43,652  - - 1,72,931  

(*) in terms of Standard Labor hours 

Total Overtime payment = Rs. 2,16,583  

                                                                 (Rs. 43,652 + Rs. 1,72,931) 

Therefore, saving in JIT system = Rs.2,57,600 - Rs. 2,16,583= Rs. 41,017 

 

Comments: 

Though KPL is saving Rs. 41,017 by Changing its production system to Just-in-time but it has to 

consider other factors as well before taking any final call which are as follows:- 
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(i) KPL has to ensure that it receive materials from its suppliers on the exact date and at the 

exact time when they are needed. Credentials and reliability of supplier must be thoroughly 

checked.  

 

(ii) To remove any quality issues, the engineering staff must visit supplier’s 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.  

 

(iii) KPL should also aim to improve quality at its process and design levels with the purpose of 

achieving “ZERO defects” in the production process.  

 

(iv) KPL should also keep in mind the efficiency of its work force.KPL must ensure that labour’s 

learning curve has reached at steady rate so that they are capable of performing a variety of 

operations at effective and efficient manner. The workforce must be completely retrained and 

focused on a wide range of activities.  

 

 

Q-2 Kumar Enterprises has decided to adopt JIT policy for materials. The following effects of JIT 

are identified: 

 

To implement JIT, the company has to modify its production and material receipt facilities at a 

capital cost of Rs 6,00,000. The new facilities will require a cash operating cost of Rs 48,000 p.a.  

 

Raw material stock holding will be reduced from Rs 28,00,000 to Rs 8,00,000.  

 

The company can earn 15 % on its long term investments.  

 

The company can avoid rental expenditure on storage facilities amounting to Rs 30,000 p.a. 

Property taxes and insurance amounting to Rs 12,000 will be saved due to JIT programme.  
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Presently there are 7 workers in the stores department at a salary of Rs 3,000 each per month. 

After implementing JIT scheme, only 2 workers will be required in this department. Of the bal-

ance 5 workers, 3 will be transferred to other departments, while 2 workers’ employment will 

be terminated.  

 

Due to receipt of smaller lots of raw materials, there will be some disruption of production. The 

costs of stock – out will be Rs 3,40,000 in the first year only. This Stock – out costs can be 

brought down from the second year onwards.  

 

Determine the financial impact of the JIT policy. Is it advisable for the company to implement 

the JIT policy. 

 

Solution: 

                                                  COST BENEFIT ANALYSIS OF JIT POLICY: 

 

COSTS  Rs 

Interest on capital for modifying production facilities (Rs 6,00,000 x 15%)  90,000 

Operating Costs of new production facilities  48,000 

Stock – out Costs (first year only)   

Total  3,40,000 

 4,78,000 

 

BENEFITS  Rs. 

Interest on investments for released funds   

( Rs 28,00,000 – Rs 8,00,000 ) x 15%  

 

3,00,000 

Savings in salary of 2 workers terminated  

(Rs 3,000 x 12 months x 2)  

72,000 
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Savings in Rental Expenditure  30,000 

Savings In Property Tax and Insurance  12,000 

Net Loss due to JIT policy ( first year)  64,000 

Total  4,78,000 

 

 

Q-3 X Video Company sells package of blank video tapes to its customer. It purchases video 

tapes from Y Tape Company @ Rs 140 a packet. Y Tape Company pays all freight to X Video 

Company. No incoming inspection is necessary because Y Tape Company has a superb 

reputation for delivery of quality merchandise. Annual demand of X Video Company is 13,000 

packages. X Video Co. requires 15% annual return on investment. The purchase order lead time 

is two weeks. The purchase order is passed through Internet and it costs Rs 2 per order. The 

relevant insurance, material handling etc Rs 3.10 per package per year. X Video Company has to 

decide whether or not to shift to JIT purchasing. Y Tape Company agrees to deliver 100 

packages of video tapes 130 times per year (5 times every two weeks) 

instead of existing delivery system of 1,000 packages 13 times a year with additional amount of 

Rs 0.02 per package. X Video Co. incurs no stock out under its current purchasing policy. It is 

estimated X Video Co. incurs stock out cost on 50 video tape packages under a JIT purchasing 

policy. In the event of a stock out, X Video Co. has to rush order tape packages which costs Rs 4 

per package. 

Comment whether X Video Company should implement JIT purchasing system. 

Z Co. also supplies video tapes. It agrees to supply @ Rs 136 per package under JIT delivery 

system. If video tape purchased from Z Co., relevant carrying cost would be Rs 3 per package 

against Rs 3.10 in case of purchasing from Y Tape Co. However Z Co. doesn’t enjoy so sterling a 

reputation for quality. X Video Co. anticipates following negative aspects of purchasing tapes 

from Z Co. : 
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(a) To incur additional inspection cost of 5 paisa per package. 

(b) Average stock out of 360 tapes packages per year would occur, largely resulting from late 

deliveries. Z Co. cannot rush order at short notice. X Video Co. anticipates lost contribution 

margin per package of Rs 8 from stock out. 

(c) Customer would likely return 2% of all packages due to poor quality of the tape and to 

handle this return an additional cost of Rs 25 per package. 

Comment whether X Video Co places order to Z Co 

 

Solution: Comparative Statement of cost for purchasing from Y Co Ltd under current policy & 

JIT 

Particulars Current policy JIT 

Purchasing cost (13,000 x 140) = 18,20,000 (13,000x 140.02) = 18,20,260 

Ordering cost  (2 x 13 orders) = 26 (2 x 130 orders) = 260 

Opportunity carrying cost (1,000/2 x 140x15%) = 10,500 (100/2 x 140.02x15%) =1,050 

Other carrying cost (1,000/2 x 3.10) = 1,550 (100/2 x 3.10) = 155 

Stock out cost  (4 x 50) = 200 

Total relevant cost 18,32,076 18,21,925 

 

Comments: As may be seen from above, the relevant cost under the JIT purchasing policy is 

lower than the cost incurred under the existing system. Hence, a JIT purchasing policy should be 

adopted by the company. 

Statement of cost for purchasing from Z Co Ltd. 

Particulars Rs 

Purchasing cost (13,000 x 136)  17,68,000  

Ordering cost (2 x 130 orders)  260 
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Opportunity carrying cost (100/2 x 136 x 15%)   1020 

Other carrying cost (100/2 x 3)  150 

Stock out cost (8 x 360)  2,880  

Inspection cost (13,000 x 0.05)  650 

Customer return cost (13,000 x 2% x 25)  6,500  

Total Relevant cost  17,79,460  

 

Comments: 

The comparative costs are as follows, 

Under current policy Rs 18,32,076.00 

Under purchase under JIT Rs 18,21,925.10 

Under purchase from Z Co Ltd Rs 17,79,460 

Packages should be bought from Z Co as it is the cheapest. 


