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CHAPTER ONE
INTRODUCTION

1.1 Background of the study

An inventory analysis is one of the most populgride in production and materials
management. One reason is that all types of busioemnizations have inventory .For
many firms inventory is largest current assetsemory is usually thought in terms of
stock of materials or idle goods that are held byoeganization for use some times in
future .What ever from inventory tales or what eitsrpurpose ,it often represents a
significant cost to a business firm .If a firm ¢asrexcessive inventories, it is estimated
that the average annual cost of inventory wouldjmeroximately 50% of the total value
of inventory held by the firm .Hence ,if the amowftinventory could be reduced to an
optimal level ,both stock out cost and inventoryrgiag cost can be reduced to the
minimum possible level. Skillful inventory managemecan make a significant
contribution to affirm profit (Bhat.2003:566).

Inventory defined as stock of items kept on handubyrganization to be used available
in stock.
In an organization, the important of inventory mgeraent can be recognizing for
following reasons.
» Buffer stock /safety stock/
» Stock keeping unit (SKU):- is uniqgue combinatiorigb the components that are
assembled it to the purchased item.
» System and processes that identify inventory requénts, ser targets, provide
replenishment techniques & report actual and ptegecinventory status
(Bhat.2003:566).

This study aims at assessing inventory managenfekthoo-SaMell plc.The study is
stock keeping, controlling, recording, and systdnmanagement procedures related to

inventory items in Ethio-SaMell plc.



1.1.1 Background of the organization

This study is conducted in Ethio-SaMell plc.Theeeptise is located here in Addis
Ababa around Bole, it was established in 2007 aittapital of birr 1 billion by private
investor Miss Sara Solomon. The major objectiveshef company sales of the Real
Estate, Building Rental, & Lodge.

The company also planning to engage other busiseswrs such as Lodges, Hotel
Building, Farming Agricultural and, Packaging Inttysand other profitable business

sectors.

1.2 Statement of the problem

Inventory management is essential for all orgaionat However ,its efficiency differs
from firm to firm mainly due to the size of therfirand the nature of inventory for many
organizations, there is a lack of proper controineentory because of stock out and so
many reasons (Bhat.2003:566). In the case of E3hidell plc which is one of the real
estate developers in our country of constructiorfsilfilling customer dream of owning a
house by making it possible. The company does olat énough inventories on a timely
basis to satisfy the demand of construction agtivit the other hand, the system lacks
efficiency in the area of proper control of stoekdl .Therefore, the company may not be
able to complete the construction of houses acegrth their schedule, which in turn

forced to extend the delivery date.

In this short paper, we were attempt to addres$olfeving-
» Weather the work is going as planned or not becafstack of inventory
shortages or because of any internal control aefay anticipated demand.

» Weather the company could achieve its delivery pgemto customers.

1.3 Research question
This research is tried to answer the following bassearch questions:
1. What are the weaknesses of the organization initkentory management
performance?
2. How does the company control stock keeping?



3. How does the batch process, inventory availability?

1.4 Obijective of the study
The research objectives are classified General digs and Specific Objectives

discussed.

1.4.1 General Objectives
The general objectives of the study are to assessntajor problems of inventory

management system and control stock keeping ohiove in Ethio-SaMell plc.

1.4.2 Specific Objectives
The specific objectives of the study are-
= To identify the weaknesses of the organizationsentery management
performance.
= To assess and describe the condition of the companmglation to inventory
management system.
* Providing recommendations on the identified proldem
= To identify the existing inventory management armhtol system of the
company.
» To indicate and find out the basic problems of &&aMell plc in its inventory

management.

1.5 Significance of the study
This research paper is having some importance fanagement, which enables to
achieve the company future goal .The student reBeatelieves that the result of the
study was having the following benefits.

= It increase motivation of the student research @&ngives awareness for the

company’s inventory management system.



» It helps the enterprise to take the necessaryrati&sed on the recommendation
that has been given up on the finding of the re$ear

» |t adds the knowledge of the reader on inventorgagament control theories and
practices.

» The user also may get better understanding abbaibifey of the organization.

1.6 limitation of the study
There are certain limitations that adversely affeid research, some of this are:
» Lack of experience from the researchers.
= Unwillingness of management and employee to gif@mmation regarding to the

subject matter and nature of confidentiality ofificial statement.

1.7 Scope of the study
This study aims at assessing inventory managemetérs of Ethio-SaMell plc.The
study is limited to assessing the company’s ravensls, spare parts and finished goods

inventory.

1.8 ResearchDesign and Methodology
1.8.1 Population and Sampling Techniques

Out of the available departments in the enterptiise, purchasing department, logistic
department, stores department are taken as reppomsdividual for various positions
are contacted for the required data and informatiecessary for the study were selected

random sampling method.

Among the selected department and the selectesnsrshe researchers have given
priority to the question that are more close to dleeounting records of enterprise and

which had a direct relationship to inventory recoashd inventory items.



1.8.2 Sampling Design

The researcher contacted the three departmentpluachasing department ,logistic
department, store department and other relatéfchs¢anbers from total population of 60
employees , the researchers selected 20 employaesirig random sampling method in

order to get the right persons who are more corcktm the subject matter.

1.8.3 Source of data
There are two sources of data one is Primary datace other is Secondary data
sources:-
v' The primary data was be collected from primary sesirobtain unstructured
interview, questionnaire and personal observation.
v' Secondary data was be gathered from supportedntbemation and financial

statement, like publisher, magazine, internet, barak any other documents

1.8.4 Method of data collection
There are different data collection methods:-
v Interview and questioner.

v' Magazine, internet, book, publisher, and any otloeument.

1.8.5 Data analysis methods
In terms of analysis, the collected primary andosdary data analyzed by using a

descriptive analysis method of percentage, prasgtiirough tables and figures.

1.9 Organization of the study

This research paper was containing four chaptetse Tirst chapter deals with
introduction part, which include Background of tlbeganization, Statement of the
problem, Objective of the study, Research questi@ngnificance of the study and its
organization .The second chapter contain Literatexgew .The third chapter contain



data analysis and its finding .The last chaptertaioe Summary, Conclusion and

recommendation.



CHAPTER TWO
LITERATURES REVIEW

2. Definition of inventory

Inventory can be defined as follow:-

1. Inventory is a detail list of movable goods.

2. Inventory is a physical stock of items that aibass or production enterprise keeps in
hand for efficacy running of affairs or its prodioct.

3. Inventory is the quantity of goods, raw mateaathere resources that are idle at any

given point of time.

Inventory is list for goods and materials or th@e®ds and materials themselves held
available in stock by a business it is also usedsist of the contents of a household
and for ails for testamentary purposes of the @Essses of some one who has died in
accounting inventory is considered an assets.

System and processes that identify inventory reguénts, set targets, provide

replenishment techniques, report actual, and piegeiaventory status.

Handles all functions related to the tracking andnagement of material this would

include the monitoring of material moved in to anat of stockroom locations and the

reconciling of the inventory balances (Sharma, 15039).

v" There are three basic reasons for keeping an inventy:-
1. Time the time lags present in the supply cheamfsuperior to user at every stage
requires that you maintain certain amount of inegnto use in this lead time.
2. Uncertainty inventories are maintains as buffersmeet uncertainties in demand
supply and movements of goods.
3. Economics of scale ideal condition to one uhié #ime at a place where ser needs it
when he needs it principle tends to in air lotsasts in terms of logistics so bulk buying,
movement and storing brings in economies of s¢ale inventory .



All these stock reasons can apply to any owneradyrct stage.

Buffer stock is held in individual work stationsaagst the possibility that the up stream
workstation may be a little delayed in ling setupchange overtime this stock is then
used while that change over is happening this staokbe eliminated by tools. This these
classifications apply along the whole supply chaot just within a facility or plan
(Sharma, 1999: 509).

Special terms used (objectives of the organizations

v’ Stock keeping unit (SKU)- is a unique combination of all the componentt th
assemble in to the purchasable item. There forechapge in the packaging or
products a new SKU .This level of detailed speatfn assists in managing
inventory.

v Stock out means running out of the inventory of a KU.

v" New old stock come times abbreviated NOS is a t&ged in business to refer to
merchandise being offered for sale which was marurfad long ago but that has
never been used such merchandise may not be padmngemore, and the new
old stock may represent the only market sourceparticular item at present time
and the others are:-

1. Buffer /safety stock/

2. Cycle stock used in batch processes it is tladadble inventory excluding buffer

stock.

3. De-coupling /buffer stock that has held by bibi supplier and the user.

4. Anticipation stock /building up extra stock fogriods of increased demand/

5. Pipeline stock/goods still in transit or in thecess of distribution have left the

factory (Sharidhara Bhat, 2003: 563).

Mostly the organizations usually divide their goodor sale inventory
in to:-

1. Raw materials:-materials and components schedalegsk in making product.



2. Work in process:-materials and components that bagen their transformation
to finished.

3. Finished goods :-goods ready for sale to customers

4. Goods for resale to :-returned goods that are kealab

5. Spare parts

2.2 Inventory and cost of goods sold

The inter relationship of inventory and cost of de@old makes it logical for two topics
to be considered together .The internal controkst @issume the fair valuation of
inventories are found in the purchase (acquisitioggle .These controls include
procedures for selection of vendors ordering mardis® or materials, inspecting goods
received recording the liability to the vendor aadthorizing and making cash
disbursements. The selection of valuation methatlcamsistency in its application also
affect both inventories and cost goods sold. Dupegod of inflation, lime of cost of

goods sold as much as they affect inventories (axi990:53).

Source and nature of inventories and cost of goodsld.

The inventories in this discussion include-

1. Goods on hand ready for sale either the merdébamaf a trading concern or the
finished goods of manufacturers.

2. Goods in process of production.

3. Goods to be consume directly or indirectly indarction, consisting of raw materials,
purchased parts and supplies.

It helps the management in measuring the implertientaf business policies as well as
statement (Saxina, 1990: 53).

2.3 Inventory systems
Records pertaining to quantity and value of invent;m hand can be maintained

according to any of the following two systems:



» Periodic inventory system
» Perpetual inventory system

2.3.1 Periodic inventory system

The periodic inventory system is use, only the nexefrom sales is recorded each time a
sale is made. No entry is made at the time of ®akecord the cost of the merchandise
that has been sold.Consequently physical inventargt be taken in order to determine
the cost of the inventory at the end of an accogngieriod. Ordinarily, it is practical to
take a complete physical inventory only at the efdhe fiscal year. In the sales of
merchandise, the uses of the periodic system areresd.

The periodic inventory system is often used byilretaterprises that sell many kinds of
low unit cost merchandise, such as groceries, Wward and drugs.

The expense of maintaining perpetual inventory nésanay be prohibitive in such
businesses has reduced this expense considerabhg $elling a relatively small number
of high unit cost items, such as office equipmantgmobiles or fur garments, are more
likely to use the perpetual system .

Although much of the discussion that follows applie both system has be assumed later
in the chapter, principles and procedures relatdg @ the perpetual inventory system
will be presented.

The periodic system is used; the counting, weighamgl measuring should be done at the
end of the accounting period .To accomplish this, inventory crew may work during
the night or business operations may be stoppettih@tcount is finishes.

Periodic inventory system one that does not reqaiay-to-day record of inventory
changes. Costs of materials used and costs of gmbd€annot

Periodic inventory is a system of inventory in whigpdates are made on a periodic...in
periodic inventory system no effort is made to kegpto —date (Macheshwari, 2000:
677).



2.3.2 Perpetual inventory system

Perpetual inventory system uses accounting rectiids continuously disclose the
amount of inventory .A separate account for eage tyf merchandise is maintain in a
subsidiary ledger. Increases in inventory itemsr@cerd as debits to the proper accounts,
and decreases are record as credits. The balahtke accounts are callaie book
inventories of items on hand .Regardless of the care with wthehperpetual inventory
records are maintain, their accuracy must be tdstadking a physical inventory of each
type of commodity at least once a year. The recardshen comparing with the actual
guantities on hand and any differences are corildet. system thus, provides a regard
control over stock of materials as physical stoak cegularly be verify with the stock

records kept in the stores and the cost office {(Mabwari, 2000: 678).

2.4 Inventory cost flow assumptions

Major objectives of accounting for inventories &ne proper determination of income

through the process of matching appropriate cagsmat revenues. The various methods
for assigning historical costs to inventory and dp®old are being explained below
(Macheshwari, 2000: 679).

2.4.1 Specific identification

According to this method ,each item of inventorydsntifying with its cost .the total if
the various costs so identified constitute the @atiinventory .this method is generally
used when the materials or goods when receive@éaraarked for the job or customer
for whenever demand (Macheshwari,2000: 679).

This technique of inventory valuation can be addptaly by a company which is
handling a small number of items .in case of a rfarturing company having a number
of inventory items, it is almost impossible to iti§nthe cost of each individual item of
inventory .thus, this method is in appropriate moases on account of practical
considerations. More over, the method opens a tibarcome manipulation when like
items is purchased at different price (Macheshvz@®0: 680).



FIFO and LIFO accounting methods are means of miagagventory and financial

matters involving the money a company tied up wiihventory of produced.

2.4.2 First in first out method (FIFO)

The first in first out method (FIFO) of costing emntory during a period of inflation or
rising prices, the use of the FIFO method will tesn the effects shown in the
illustration because the cost of the unit soldasgumed to the order in which they were
incurred, and the earlier unit costs were lowenttiee more recent unit costs .Much of
the benefit of the larger amount of gross profitlast however as the inventory is
continually replenished at ever higher prices. Bagithe 1970s, when the rate of inflation
increased to double- digit percentages, the lagyess profits that resulted were

frequently referred tas inventory profits or illusory profits.

In the period of deflation or declining prices, tiect described above is reversed ,and
the FIFO method yields the lowest amount of grasditp The major critics of the FIFO
method is this tendency to maximize the effectrdfationary and deflation trends on
amount reported as grosses profit .However ,thiadamount reported as merchandise
inventory on the balance sheet will usually be alibe same as its current replacement
cost .The working of this method of this method Glfmethod gives the same result

whether the periodic or perpetual inventory sys{ftacheshwari, 2000 : 680).

+ Advantage of FIFO method are—
v It value stock near to current market prices sistoek is presume to be
consisting of the most recent purchases.
v It is base on cost and there fore, no unrealizeditpenters in to the

financial accounts of the company.

+ Dis advantage of FIFO method are
v It involves complicated calculation; hence incretise possibility clerical

errors.



v' Comparison between different jobs using the sanpe tgf material
becomes some time difficult .a job commenced a femutes after
another job may have to bear an entirely diffetarge for materials

Because the first job completely exhausted the lgugpmaterial of particular

jot.

v" The materials of goods are perishable in nature.

v' Materials are easily identifiable as belonging tpaaticular purchase of a
job (Macheshwari, 2000: 181).

2.4.3 Last in first out method (LIFO )

LIFO is an acronym that stands for<< last in fogt>> also known as FILO (first in last
out) and may refer to:

Method of inventory valuation based on the useéheflast in first out methods .During a
period of rising prices, the use of the last istfout methods. Will result in lower amount
of inventory at the end of period, higher amountaos$t of merchandise sold and lower
amount of gross profits than the other two methods.

The reason for these effects is that the cost efntiost recently acquired units most
nearly approximates the costs of their replacem#rgscosts of their replace and the
more recent unit costs were higher than the earlimit .thus ,it can be a argued that the
use of the of the LIFO method more nearly matcheseat costs with current revenues
.this latter point was on reason that Chrysler coapon changed from the FIFO method
to the LIFO method in 1984, as stated in the follmyvfootnote that accompanied
Chryslers financial statements for 1984.
The use of LIFO offers a saving in income taxes fttome tax savings results because
LIFO reports the lowest amount of net income ofitt@me of the three methods.
During the accelerated inflationary trend of 19%tany business enterprises changed
from FIFO to LIFO to take advantage of this taxisgs.
¢ Advantage of LIFO method are-
» |t takes in to account the current market condgiasile valuing materials
issued to different job or calculating the cosgobds sold.



» The method is based on cost and there fore, n@lized profit of loss is
made because of the use of this method .this maethotbst suitable for
materials, which are of a bulky and non-perishdppe (M.acheshwari,
2000: 682)

2.4.4 Weighted average method

Weighted average inventory method in calculatiorwhrich the weighted average cost
per unit for the period is the cost of the goodsilable.

The weighted average method of inventory valuaisohase on the assumption that all
goods are commingle and that no particular batajoofis is retainer in the inventories.

Thus, the inventories are valued based on average paid for the goods, weighted
according to the quantity purchased at each p(Mesheshwari, 2000: 683).

This method produces a result for both inventodyaton and income measurement that
lies between the result achieved under FIFO andethachieved under LIFO .The
weighted average method does not produce on ingewddue consistent with the current
cost of items in inventory; by its nature it logshind market prices. During a period of
falling prices, it tends to be above replacemest.co

When the perpetual inventory system is used, thghted average method gives the
result of a moving weighted average .under thegiagb system, a new weighted average
unit cost is compute after each purchase and fsrréason is known, as the moving
weighted average method unit sold is price atadkest weighted average unit

Cost (Macheshwari, 2000: 683).

2.5 Inventory valuation method

Easily select the inventory valuation /sale pricetind you wish to utilize, the options
available are standard, FIFO, LIFO, average andhted average.

Inventory are recorded at their original cost .hesve,a major departure from the
historical cost principle is made in the area @kimory valuation if inventory declines in

value below its original cost whatever the reasmrafdeclines obsolescence ,price —level



changes ,damage goods, and so forth-the inventayld be written down to reflect this
loss.

The general rule is that the historical cost ppleis abandoned when the future utility
(Donold and Willion, 1995; 448).

2.5.1 Lower of cost market

Learn the lower of cost or market (LCM) rule fomémtory valuation from accounting
Coach.com .Accounting Coach.com is a free.

Inventories that experience a decline in utilitg &alued there fore based on the lower of
cost or market, instead of an original cost basis.

Cost is the acquisition price of inventory computesihg one of the historical cost based
methods: - Specific identification, Average CodE® or LIFO .The term market in the
phase the lower of cost or market (LCM) generalBams the cost to replace the item by
purchase or reproduction .In retailing business¢he <<market >> refers to the market
in which goods were purchased, not the market irchvthey are sold, in manufacturing
the term<<market >> refers to the cost to reproduce

Thus the rule really means the goods are to besdadti cost or cost to replace, whichever
is lower ( Donold and Willion, 1995; 448).

2.6 Inventory management

Inventory management is primarily about specifythg size and placement of stocked
goods. Inventory management is required at diftel@ations within a facility or within
multiple locations of a supply net work to protélse regular and planned course of
production against the random disturbance of rupmot of materials or goods. The
scope of inventory management also concerns tledifias between replenishment lead-
time carrying costs of inventory, asset managemingntory forecasting, inventory
valuation, inventory visibility, future inventor ipe forecasting, physical inventory,
available physical space for inventory, quality mgement, replenishment, returns and
defective goods and demand forecasting (Gopalakwish2007; 100-101).



Management of the inventories with the primary otiye of determining. Controlling
stock levels with in the physical distribution ftion to balance the need for product
availability against the need for minimizing stdoidding and handling costs. In business

management, inventory consists of a list of goodbsraaterial held available in stock.

An efficient materials management system includesnheans to ensure that the stocks
are maintained at optimum levels and quantities pravent interruption in flow of
needed resources. The aim is to avoid the negatifexts of both excessive and
insufficient stocks, which can be disputed finaligisand operationally .effective
inventory management is necessary to ensure adgegu@plies at optimum cost, as

inventories act as cushion between supply and derf@aopalakrishnon, 2007; 100-101).

2.7 Over view internal control

Control is a wider term and will include all types management control. It means of
assessing modern business management in discagiridgifunctions. the term internal
control has been defined <<the whole system of rognfinancial or other wise,
establishes by the management in order to cartyusimess of the company in an orderly
manner ,safe guard its assets and secure as fiassible the accuracy and reliability of
its records >>.According to this definition, intatrcontrol has two classes. Accounting
control and operational control (Saxena, 1999; 44).

In simple word, it means a number of checks aneriatl controls on various activities of

business.

2.8 Optimum investments in inventory

The level of sales, the length of the productiodeyand the durability of the product are
the major determinants of investment in inventdiy.determine the optimum investment
that minimizes the total cost of inventory; managatrmust evaluate both carrying costs
and ordering costs (Suk Kim, 1989; 346).

Carrying costs include interest on funds tied umuentory, insurance premiums, storage
costs and taxes. Carrying costs rise as the sinehtory increases. Ordering costs are
the costs of placing an order, of shipping and hagdand of lost quantity discounts.



Ordering costs fall as the average inventory iregeaManagement must also consider
some implicate costs associated with the size wéntory .the cost of lost sales, lost
customer good will, and potential disruption smalileventories . The total cost of

inventory consists of carrying costs and orderiogt€ (Suk Kim, 1989; 346).

2.9 Inventory policy inflation and deflation

The price of copper went from $0.50 to $ .40 a gband back again in the 1980.similar
price instability has taken place in wheat, sudamber, and a number of other
commodities .only the most astute inventory manageroan hope to prosper in this type
of environment.

The problem can be partially control by taking mmade inventory positions (Stanley B;
1992: 188).

Another way of protecting your inventory positiorowdd be by hedging with a futures
contract to sell at a stipulated price some mofrtita now (Ibid; p 188).

Rapid price movement in inventory may also haveagormmpact on the reported income
of the firm .A firm using FIFO (first in first outpccounting may experience large
inventory profits when old, less expensive invente written off against new high
prices in the market place .the benefits may besttary, as the process reverses it self
when prices decline (Stanley B; 1992: 188).

2.10 Inventory decision models

Substantial research has been devoted to the prnaifieletermining optimum inventory
size order quantity, usage rate, and similar camattbns .an entire branch in the field of
operations research is dedicate to the subjed;(bi89)

In developing an inventory model, we must evalude two basic costs associated
inventory: the carrying cost and ordering costotigh a careful analysis of both of these
variables. We can determine the optimum ordertsiyzgace to minimize costs.

Carrying costs _include interest on funds tied up inventory déinel cost of warehouse

space, insurance premiums, and material handlipgreses.

Carrying cost = QX2




Where C is carrying cost per unit period.

Q is order quantity in units

Ordering cost: _ as a second factory, we must consider the cosbraéring and
processing inventory in to stock. If we maintaimedatively low average inventory in

stock, we must order many times and total orderosj will be high. (Ibid; p 189)

Order cost = Ox S/Q
Where; O is erdost per order
S is usage in units per period

fdrder quantity in units

Total cost is defined as the sum of order and oagrygosts. Total cost is important in the
EOQ model. Since the model's objective is to deteemthe order quantity that

minimizes it.

Total cost = (O x S/Q) + (C x Q/2)

2.10.1 Economic order quantity

The question becomes how we mathematically detertii@ minimum point (M) on the
total cost curve .we may use the following formatathe first stem .EOQ = radical of
two times total sales in unit times ordering cast éach order divided by radical of

carrying cost per unit in dollars .(Stanley B; 19920)

EOQ is the economic ordering quantity the amouat ihis most advantage ours for the
firm to order each time. The researcher was detengithe minimum total cost amount.
(Stanley B; 1999: 120)

Safety stocks a level of safety stocks in all thr@eventory categories (raw materials,

work in process, and finished goods) is maintaiteecabsorb random fluctuations in



purchases production ,or sales, some safety stocke form of raw materials are
necessary so that customers will not have to \waitlélivery.

Safety stocks of work in processes assure a caitifiaw of materials even when there
are occasional delays in the production cycle. tastocks of finished goods are

maintained so that customers will not have to Waitelivery (Kim.1989; 155).

Although assumed that inventory orders are receivedediately in practice a lead-time
must establish to cover the span between the timdeoader is places and the time it is

delivered.

EOQ= V2x5xQ
C

Example, assume the ABC Company, a manufacturetegctronic test equipment, uses
1800 units of an item annually. Its order cost ig BOO per order, and carrying cost is
Birr 1 per unit per year.

Required: determine the economic order quantity?

EOQ= 2X5XQ
C

EOQ = 2X 1800 X 10@ 60
1

2.10.2 Just- in -time inventory

Just- in- time inventory management a relatively mencept in inventory management,
just in time inventory management (JIT), was desthfor Toyota by Japanese firm
shigeo and found its way to the united stated (8yaA.Block, 1992; 192).

Just- in- time inventory management is par of altptoduction concept, which often

interfaces with a total quality control program.



A JIT program has several basic requirements:-
1. Quality production that continually satisfies custy requirements.
2. Close ties between suppliers, manufacturers, asibers; and
3. Minimizing the level of inventory (Stanl&Block, 1992; 192).

Usually suppliers are located near manufacturexs avh able to make orders in small lot
sizes because of short delivery times. One sigeeffas been for manufactures to reduce
their number of suppliers to assure quality as waslto case the complexity of ordering

and delivery.



Chapter Three
Data Presentation, Analysis and interpretation

3.1 Analysis of data
The primary data used for this study was colleotsnfthree departments. These are
logistic department, purchasing department, andksaolministration department. These

departments are selected more relationship to towen

The population size is 60 and the sample size is&@cted through simple random
sampling method .Out of this 16 (77%) of responsléram different department of the
company such as logistic department, purchasingrtiepnt, and store department gave
the response.

The secondary data used for the study was colldoben the year 2002 E.C financial
statement of the company, different reports, ancharandum.

Table 1-education level of employees

No. | Employee No. of respondent Percentage (%
1 Sex:

« Male 12 74%

+ female 4 23%

Total 16 100

2 Educational level :

e 12 complete 7 41

« Advance certificate| 1 7

« Diploma 4 25

* degree 4 27

Total 16 100
3 Work experience :

 1-5years 8 53

e 6-10 years 6 35

« 10 and above 2 12

Total 16 100




(Source: prrmdata)

In the organization among 16 respondents, 12 ermpoyr 74% of the respondents are
male and the rest 4 or 23% of the respondents VYegnale. 41% respondents are 12
complete ,7% respondent were advance certific&i® ,af the respondents are diploma
and 27% of the respondents are degree holder .&B%r of the respondents have 1-5
years work experience and 35% and 12% of resposdeve 6-10 and above 10years
work experience . In addition, based on the ineawithe company employee not gets
enough training.

More over Ethio-SaMell plc is a new business litteg organizational structure is not
properly designed, and thus no clear segregatiautié¢s and line of responsibilities and
proper employee are not assigned for each apptemtegartments or divisions.

3.1.1 Inventory accounting system in Ethio-SaMell g

3.1.1.1 Inventory system of Ethio-SaMell plc.

Ethio-SaMell plc records purchase and sales ogdteeral ledger but do not determine
and record inventory and cost of good sold for esalle of merchandise. The company
shows the balance of the inventory on the bin dardeach inflow and out flow of
merchandise. Since Ethio-SaMell plc does not recosd of good sold on each sale in its
general ledger, it follows a periodic inventory teys. it uses the balance of the stock on

the bin card to gross check with physical courthefinventory at the end of the year.

3.1.1.2 Inventory follows up procedure

Table 2 -Company document

No. | ltems Inventory contral
procedure

1 Bin card Used

2 Stock card Used

3 Identity no. of material Not used

4 Material requirement plan Not used




5 Economic order quantity Not used
6 Lead time Not used
7 Reorders point Not used
8 Store issue voucher Used

9 Good receiving note Used

10 | Good inter transfer voucher Used

(Sourpemary data observation)
The above table shows the inventory control procedfithe company are used bin card
,Store card ,good receiving not and inter trangtarcher .the unused documents show

lack of strong inventory control mechanisms in¢benpany.

3.1.1.3 Purchasing

Purchasing is the function of procuring of materig¢quired for meeting the need of
users department .The purchasing department isyardde in the achievement of a
company’s strategic objectives. It can affect fdalivery of product, on time deliveries
production cost and product quality all of whicle dhe key element in the operation
strategy .There fore setting a formal purchasirgd léime helps in smooth flow of

production.

Table 3 lead time

No. | Description SA | A MA D SDA| Total

1 Purchasing lead time n10 6 - - - 16
consideration market situatiorv5% | 25% 100%
and urgency of the operation.

(Soamrimary data)
In relation to current purchasing lead time 10 (756b respondents responded <<
strongly agree>> means the purchasing lead timerg reasonable because of having
sufficient budget ,good purchasing follow up anlialde suppliers and the remaining 6

(25%) replied the lead time is reasonable.



3.1.1.4 Receiving and recording

Receiving simply means that in take of materiadérfthe supplier. And recording in this
context refers to items to be recorded in termsizé, quantity, quality, color, type and
etc.

Receiving and recording helps a manager for effeaontrol of inventory.

Table 4 receiving and recording

No. | Description SA A MA D SDA Total

1 Receiving and _ 8 _ 8 16
recording of items of 50% 50% 100%
time.

(Source: prrmdata)

The result indicated that 50% of the respondenite@@gree and the remaining 50% the
respondent replied disagree in receiving and reéxgraf items on time.

Those who said disagree tries to justify that ndogi and recording of item has draw
back. Because, inventories of Ethio-SaMell plcarechase materials from domestic and
foreign market .When materials are purchased frarkat, it influences on received and

recording items due to transportation and port lgraband lack of reliable suppliers.

3.1.1.5 Inventory status
Inventory status tells us the availability of statdm (i.e. size, quantity, weight, color,

type) and problems related to shortage and averbiggentories. Etc.

Table 5 availability of stock item, shortage and ght of return

No. Description SA A MA D SDA| Total

1 Availability of fast moving &| 16 _ _ _ _ 16
preventive maintenance item400% 100%
when required.

2 Facing down time due to_ 6 10 16
shortage of inventories. 35% | 65% 100%




3 Return back issued materjal2 4 10 16
to store. 16% | 19% 65% 100%

(Source: primaryaja
That result indicated that 100% of the respondesyptied strongly agreed that the fast

moving and preventive maintenance items are avaik#ithe time of request.

The response indicated that 35% of respondentgsedeptrongly agree, there is down
time in daily work due to shortage of inventoriex ahe remaining 65% replied that
moderately agree some times it happens down tineetalshortage of inventory other
than fast moving and preventive maintenance iterA€cording to Girma Desalegn

(1987:28) time is variable element it can be sdwedpplying more resources to meeting
the scheduled objective, or it can elapse .Planestimnate the time necessary for the
events. They express the time they believed regireomplete the activities linking the

event in the plan.

The responses indicated that 65% the respondeplisdalisagree because at the time of
procurement material will be purchased within theedh and specification of users
department and the remaining 19% and 16% of th@orekents replied moderately agree
and agrees respectively because of lack of techskdhand poor inspection mechanism
(techniques ) during receipt of inventories. Duethis, Ethio-SaMell plc the right of

return of defective quality, incorrect quantity,amg quantity of items.

3.1.1.6 Inventory system

Perpetual inventory system is immediately recordiggtem of materials when arrived
and computerized system is a way to record recdiptaterials by using computers and
it helps the organization in getting fast ,up tdedand reliable information about the

status of inventory.

Table 6 perpetual and computerized inventory system

No. Description SA A MA | D SDA| Total




1 Use of perpetual inventory _ _ 16 _ 16
system for all inventories 100% 100%
2 Availability of | _ _ _ 16 _ 16
computerized inventories 100% 100%
(Sourpemary data)

All or 100% of respondents replied disagree, jystifait the perpetual inventory system is
applied for few expensive items and highly selectast moving items only. There fore,
perpetual inventory system is not applied fortaliris rather periodic system is in use .the
Company manual states it should have to be exdreiskeast quent count of fast moving
and less frequently for slow moving or dead iteRighard B.case (2001:533) state that
counting is a physical inventory taking technigue which inventory is counted
frequently rather than once to twice a year .thetheeffective cycle counting and there
fore ,accurate records lies on deciding which itears to be counted ,when and by

whom.

The response implies that all or 100% of resporgdegyilied disagree. This means there
is no computerized inventory system in the compéuoy in the near future, the

respondents stated that there is a plan to irgiatputerized inventory system.

3.1.1.7 Inventory control

Inventory control is the means by which materialtleé correct quantity and quality is
made available as and when required with due regardconomy in shortage and
ordering costs, and working capital.

Generally, inventory control helps the organization achieving the overall

organizational objectives.

Table 7 inventory control

No. Description SA A MA D SDA| Total

1 Inventory control as an inputl6 16
for finance department 100% 100%




2 Availability of effective| 10 6 _ _ _ 16
control in minimizing cost 65% | 35% 100%
3 Reports of obsolete, damaged2 4 _ _ _ 16
and slow moving items. 75% | 25% 100%
(Sourpemary data)
From the result | see that 100% the respondentgedefanswered) strongly agree that

inventory control help as input for finance depamttn.Because finance department has
to report the company’s financial status at the ehe@very year and proper inventory

management is an input since inventories have siderable financial implication.

In relation to availability of effective control iminimizing inventory cost 65% of the
respondents says that strongly agree that therefféstive control in minimizing
inventory cost because of one of the main objeaivi@ventory management is in order
to reduce costs related to inventory and reamirdg 8bthe respondents also agreed upon
there is effective control in minimizing inventocgst.

The result implies that 75% of respondents repigdport about obsolete, damaged and
slow moving items is made to responsible persoraBge ,the concerned department is
reported every year at the time of physical colbdua them and the remaining 25%
<<agreed >> about a report of obsolete, damagedlamdmoving items are made to the

concerned persons.

3.1.1.8 Inventory Valuations

Inventory valuation is assigning cost of inventdry using different cost method like
weighted average unit cost, specific inventory @riclFOAND FIFO. Consistency of

costing method help an organization and stock mslde have a clear understanding
about the financial reports regarding to inventmogting method.

Table 8 costing, method

No. Description SA A MA SDA

Total

1 Consistency on costing 16

g

16




(Sourpemary data)
According to the result 100% the employees rephiestrongly agree. There is consistent
costing method of inventory .Because the compamg tise periodic inventory system
and ending inventory is determined by physical ¢t@irthe end of the year and its price
using weighted average unit cost .If not possiblaave a weighted average unit cost ,the
firm uses a market price. In considering the alfacés the researchers could say that the
firm consistency uses its costing system.

3.1.1.9 Inventory recording system
Currently inventory recording system of the compa&ynanual recording system. But
the company is on the way in order to make invgntecording system computerized .in

manual recording system the company use differentivers like:

= Store requisition

= Store issue vouchers

» Purchase requisition

= Stock card

» Receiving vouchers

» Purchase order

= OQOverage, shortage ,defection voucher
All of the above vouchers are distributed to diéfer concerned bodies for use. Stock
card is a card that consists of various parametedsanalysis receipts issues balance,
description, part number and indicated turn ovesingle item. And the company manual
also states documents and recording system ingjualysical count sheet and sample

signature form.

Insurance policy and human resource in Ethio-SaMelplc.
Ethio-SaMell plc has an insurance coverage foritallinventories at hand and those

inventories imported from foreign countries.

methods of inventories. 100% 100%




This implies Ethio-SaMell plc insured the safeguagdof inventory from possible risks
like fire

Table 9- Segregation of Related Activities

Opinion on segregationNo. of respondents Percentage (%)
of duties

Yes 16 100

No.

In Ethio-SaMell plc, acquisition, receiving, staginssuing and accounting functions are
perform separately in order to control inventorgfthof fraud. On the above table show
that 100% of the respondents agree there is sdgregd duties among custody of stocks
are record keeping stocks. The company used ecermohering quantity system (EOQ)

Table 10 - Cut off at the end of period

Opinion on take cut off atNo. of respondents Percentage (%)
the end of the period

Yes 12 74

No 4 .26

On the table 5 - above shows (74%) of the respusdgays cut off is applied enough
only at the end of the year. And 26% of respondeats cutoff is applied not enough
only at the end of the year. Based on the datditiretakes cut off at the end of the
period. The physical counting produced tasks plgcne independent person.

Table 11- Damages, obsolescence and slow moving exported to the management

Opinion No. of respondents Percen(&ge

Yes 10 60

No 6 40




On the above table shows (60%) of respondents latmyut damage, obsolescence and
slow moving are reports the management and theim@ma40 % not reported the

management

Table 12- Adequate physical safeguards

Opinion on the adequate No. of respondent Percentage (%)

physical safe guards

Yes 12 74

No 4 .26

A table 7 - show (74%) of the respondent knows kstqurotected by adequate physical
safeguards to prevent theft or unauthorized remofvgbods .26% of the respondents no

adequate physical safeguard.



CHAPTER FOUR

Summary of findings, Conclusion and Recommendations

4.1 Summary of findings
The overall objective of this study is to addressaasessment of inventory management

and to find out the problems related with an assess of inventory management.

The method in analyzing and presenting data userigése analysis method like
percentage, tables and figures.
The research analysis can summarized as follows:
» From the 60 population size the researchers sdl@@tesample sizes, 16 (70%) of
respondents give their responses from differenadeent.
» Half of 50% of the respondents believed that itemesreceived and recorded on
time and the rest disagreed on the above desgriptio
> All of the respondents believed that their depanim@epares budget every year
for materials consumption, on the availability aéf moving and preventive items
when required, on the consistency of inventoryingstnethod, and on providing
inventory control as in put for finance department.
» Sixteen or 100% of the respondents disagreed omigbeof perpetual inventory
system and on the computerization of inventoryesyst
» Twenty five percent and 75% of the respondentsealyend moderately agreed
upon shortage of inventory respectively.
» Half of ,16% and 19% of the respondents agreedemight of material return to
store due to quality and quantity problem respetyiv
» The enterprise used inventories like raw materialsrk in process and finished
goods.
» Currently the enterprise used manual inventorynging system



>

The enterprises have some problem like store pmgblack of reliability of

suppler, problems in setting lead time etc.

4.2 Conclusions

From the major findings presented above the follmagonclusions were drawn.

>

Large percentage of respondents confirmed thatativeial inventory count is
appropriate .they also favorably reflected thatdiganization properly items.
Respondents confirmed that shortage characterigeirthentory management
system of organization.

Ethio-SaMell plc is also enjoying right of retur @efective quality, incorrect
guantity, wrong quality is delivery to it .this e of the safety conditions of the
organization.

Respondents, also tried to show that the organizas sensitive to inventory
costs and trying to reduce these costs.

The company is currently using the manual invensystem.

About the inventory system, Ethio-SaMell plc usetigdic inventory system,
which is appropriate for small value and large duiyntem. However, the
company has both small value large quantity ant figgue small quantity items.
There fore, the inventory system the company thkoviing has lack of
appropriateness with the business type.

The inventory cost assumption of the company isghted average inventory
method. However ,the firm has many unmovable orafgmtems at store ,which
is not go with the cost assumption inventory .THhitkio-SaMell plc inventory

cost assumption method is not efficient .

Finally, as per the researcher findings the coredudhat the overall inventory

management system of the enterprise is satisfactory



4.3Recommendation

Besides having a well-organized inventory managémgstem the company needs to
make exhaustive effort in implementing as well agprovement of managing and
controlling inventory in the future. The researchisist that the following changes and

adjustment could be good for the company.

The employees of the company are not well educé&een if they are experienced their
experienced has not been supported by trainingsnénwith the current advancements
should be given training in their respective fielilee accounting, operations, and
maintenance.

With regard to inventory management the enterpsbeuld apply the appropriate
inventory management techniques like selective ntory turn over because it is the
company to cope -up problems related with poorntee handling and costs that arise
because of much accumulation of inventories. Agslt is making the carrying cost

higher.

The company needs to prepare interim report. lhdpemore money and time for
physical counting because not recording cost adssahd inventory at the time of sales.
There for, to solve this problem the company hasgk the periodic inventory system to

perpetual inventory system.
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St. Mary’s Univsity College
Faculty oBiness

Department of Magement

INVENTORY MANAGEMENT SYSTEM QUESTIONN AIRE
TO BE FILLED BY:

This questionnaire is prepared by prospective gduof the management department in
St. Mary’s University College ,who are preparingeaearch paper in partial fulfillment

of the requirement of the degree of bachelor oframbanagement .The topic for this

study is assessment of inventory management im+saMell plc .The researcher would

very much appreciate your genuine responses.



N.B Please put a tick mark in the box or writesitycomment in the space provided.

N/C Represents, <<No comment>> in case the respbnde not have sufficient

information on the topic; he /she may put a tickkman the box provided.

Personal data

1. Sex 1. M 2. Fen
2.Age a. below b. Zp-3
c. 36-45 d. Above 44

3. Department  ------s-emseoee oo e eeee

4. Education Background

1. 1% complete 2.Advance certificate|

3. Diploma 3.Degreq

4. Master degree and abq

5. Position

6. Work experience

1. Below 5 years 2. 5-10 years

2. 10-20 years 3. Above 20 yeal':l

7. Are you inventorying system?

1. Perpetual inventory systen 2. Periodveimory system

3. If any other specify ------- --




8. Which type of inventory method does the compargPus

1. FIFO method 2. LIFO method

3. Weighted Average method

4. If any other, specify ------ -- e

9. What are the procedures the stores managementdiotiolv to record the inventory?

10. What kind of inventory recording system does tbmpany use?
1. Manual recording system

2. Computerized recording system

11.What is the major products sale in your company?

12.1s access to stocks restricted to authorized pegmnly?

Yes No

TR TR L ———

13.is there segregation of duties among custodyankstand record keeping stocks?

Yes No

TR TR L ————

14. Are material differences, damage, obsolescencalamdmoving reported to the
management?

Yes No

If no why? ----

15. What inventory model the company used?



1. ABC model 2. Economic Order Quantity (EQ

3. Just In Time (JIT) 4. Material Requirement Plan (MRQ)

16. Do adequate physical safeguards to prevent theftauthorized removal of goods
protest stocks?

Yes No

TR TR L ———

17. Are all material differences reporter to manageten

Yes No

If no why? ----

18. Does a supervisor check to ensure that all itesms been market and on goods are
omitted from stock?

Yes No

RO R L ———

19. Are stock records check with the physical colnetess to ensure that items not
omitted?

Yes No

If no why? ----

20. Are differences b/n physical and stock subjecetmunt and investigation where
above designed to learners?



Yes No

TR TR L ———

21.Could you please explain the strengths of yourgamy's inventory management
system?

22.Could you please explain the weakness of your emyg inventory management
system?

23. Are there adequate internal control and internéitar to control the inventory?

Yes No

TR TR L ———

24. are stocks counting teams adequately familiar thighitems they are counting or are
they accompanies by a superior to identify the #&m

Yes No

TR TR L ———

25. Are adequate cut off procedures in operation smenthat there are no movements of
stock while the counts are in progress and thattadlk issues and receipts have been
recorded?

Yes No

If no why? ----
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