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Abstract

Thisstudyaimedtoempiricallyexaminethefactorthataffectsinventorymanagement

practiceonfirms’competitivenessandorganizationalperformance.Themainobjective

ofthestudywastoassesstheinventorymanagementpracticeofinmicroandsmall

enterpriseatwolkitetown,toachievetheobjectiveofthestudyallnecessarydatahave

beencollectedfrom primaryandsecondarydata.Questionnaireshavebeendistributed

toemployeesoftheenterprisewhohavedirectcontactwithinventoriesworkingat

purchasing,marketingandwarehouses.

soastoidentifyareasofimprovementDataforthestudywerecollectedfrom 95micro

andsmallenterprisesoperatinginmanufacturingsubsectors.Theresultsindicatethat

higherlevelsofinventorymanagementpracticecanleadtoenhancedcompetitive

advantageandimprovedorganizationalperformance.Also,competitiveadvantagecan

have a direct,positive impact on organizationalperformance.Therefore,it is

recommendedforpolicymakers,universities,NGOsandanyconcernedpartywhoare

engagedinsupportingofmicroandsmallenterprisesneedtoworkinprovidingthe

necessarytrainingandresourcetopromotetheinventorymanagementpracticeof

Microandsmallenterprisewhichwillresultinincreasingtheircompetitivenessand

organizationalperformance.Thatwould enhance theircontribution to economic

developmentofthecountry.Notethat,theconclusionobtainedfrom thisstudymaynot

beusedtogeneralizetolargeandmedium scaleaswellasoverallsectorssinceits

focusisonlyfrom theMicroandsmallenterprisemanufacturingsubsectorpointsof

view.
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CHAPTERONE

1.Introduction

1.1Backgroundofthestudy

Inventoryconsistsofthemostimportantelementsinanysystem dealingwiththe

supply,manufactureanddistributionofgoodsandservices.Inventoryisthestoreof

goods,whichisusedforselling,ormaterialsinputinproductionprocesstofinaloutput.

Inventoriesareconsistingofgoodsownbyabusinessandheldeitherforuseinthe

manufactureofproductsorasproductsawaitingforsale(KeisoandWeygandt,1998).

Inventoriesarepartsofthebusinessassetthatarevitalforoperationandcontributed

forcustomer’ssatisfaction.Alsoarestockofraw materials,workinprocessand

finishedgoodsthatappearatnumerouspointsthroughafirm’sproduction(Ballsu,

2004).

Holdinginventoryisofteninterpretedascarryingonasset,butalsomeanscarryingrisk

intermsofobsolescencedeteriorationaxedqualityfaultsinfinancialterms.Inventory

impactsthebalancesheet,cashflow,profitandlossaccounts.Operationallyinventory

affectsproductionefficiencyandidentifiesakeycomponentformeasuringbusiness

performanceinmanufacturingenvironment(Coldratte,1999).

Inventorymanagementreferstotheeventsoractivitiesthataffectinventoryduringthe

processoftransferringinputresourcesandmaterialsintooutputs.Also,itreferstothe

processbywhichtheenterprisemanagesthestockofgoods(finishedandsemi-

finishedproducts)andraw materials.Inventoriesneedgoodattentioninthecontrol

system oftheenterprise.Theremustbeadequatecontroloverbothphysicalmovement

andrelatedcosts.Asinventoriesusuallyconstitutethelargestworkingcapitalofthe

companyandverysusceptibletomajorerrorsandirregularities.Therefore,theyneed

strongandcloserfollow up(Brigham,2002)Inventorymanagementistheplanning,

coordinationandcontrollingactivitiesrelatedtotheflow ofinventoriesintothrough
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andoutofenterprise(MousechA.N,1999).Thepurposeofinventorymanagementisto

maintaininventoryassuchlevelthatthegoalandobjectiveoftheenterpriseisachieved.

1.2Statementoftheproblem

Inventorymanagementisdefinedastheprocessofcontrollingandmanagingthe

enterprise inventoryin orderto accomplish the specific and generalgoalofthe

enterprise.Itisameansbywhichanenterpriseresourcesaredirected,monitoredand

measuredanditplayanimportantroleinpreventingandtestingfraudandprotecting

the enterprise tangible and in tangible assets (Stephenson and Ross.1998)

fundamentalsofcorporatefinance

Guragezoneisendowedwithmanymicroandsmall-scaleenterprises.Wolkitetownis

alsooneofthetowns,whichisendowedwiththissectorinthiszone.Inadditiontothis,

thereisgood

Weathercondition,whichisfavorableformanyyouthandentrepreneurswhowantto

engageinthisenterprise.But,thegrowth.Statusofthenatureofmicroandsmall-scale

enterprisesofmetalandwoodworkintheareawilldeterminemajorproblemsand

possiblesolutionswillbeidentifiedandconcreteinformationwillbeidentifiedand

gatheredandcanalsobedocumentedforimprovementsoftheperformanceofmicro

andsmall-scalemetalandwoodworkenterpriseshighly.Thegrowthentrepreneurship

inWolkitetownwillbeledtoincreaseinthenumberofmicrosandsmall-scalemetal

andwoodworkenterpriseinthetown.Microandsmall-scaleenterprisesplayakeyrole

ineconomicdevelopmentandcontributetothelargeextenttoemploymentandpoverty

reductioninthetown.Thestatementoftheproblem wasmainly,toidentifythefactors

thataffecttheperformanceofmicroandsmall-scalemetalandwoodworkenterprisein

thiszoneincaseofWolkitetownandtheroleofmicroandsmall-scalemetalandwood

workenterprisesineconomicdevelopmentincaseofthistown.sotheresearchertryto

assessthefactorthataffecttheperformanceofmicroandsmallenterpriseinmetal

andwoodwork.Suchasfinancialproblems,lackofqualifiedemployees,lackofproper
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financialrecords,marketing problems and lack ofwork premises.The current

researcherwouldtrytofilltheaforementionedgapsbydoingstudyonrelatedissues.

1.3Objectiveofthestudy

1.3.1Generalobjective

Thegeneralobjectiveofthisstudyistoassesstheinventorymanagementsystem of

metalandwoodworkoftheenterpriseinWolkitetown.

1.3.2Specificobjectives

Basedonthegeneralobjectivethefollowingspecificobjectiveswereaddressedinthis

study:

Toidentifythefactorsthataffectstheinventorymanagementsystem.

Tofindoutwhattypeofinventorymanagementtheenterprisehas.

Toreviewthemainfeaturesoftheinventorymanagementsystem.

1.4Researchquestions

Inlinewiththestatementoftheproblem statedabovethefollowingresearch,questions

wouldriseinthisstudy:

1.Whatfactorsaffecttheinventorymanagementsystem oftheenterprise?

2.Whatkindofinventorymanagementsystem theenterpriseshave?

3.Whatfeaturesdoestheinventorymanagementsystem oftheenterprisehave?

1.5Scopeofthestudy

This studywas focused on inventorymanagementpractices in micro and small

enterpriseinWolkitetowninvolvedinmetalandwoodwork.
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1.6Significanceofthestudy

Thesignificanceofthisstudywouldhelpforthemanagementoftheenterpriseinorder

toidentifypossibleriskoffailuretheycanmadebyemployeesinrelationtothe

inventorymanagementofthemetalandwoodworkenterpriseoftheWolkitetown.

Enablethemanagersawareoftheinventorymanagementimportance.Itwashelpfor

theauditorsofthemetalandwoodworkenterpriseoftheWolkitetowntoknow their

roles.From thisstudystakeholderwouldgetbenefitslike:Theyweregettingmore

knowledge about how to manage the inventory,the significance of inventory

managementandtheroleofeffectiveinventorymanagementfinancialpositionofthe

metalandwoodworkenterpriseoftheWolkitetown.

1.7Limitationofthestudy

Oneresearchworkcan’tbefoundwithoutanyproblem,soinconductofthisstudy

manyconstraintswillbefaced.Theseconstraintsare:lackoftime,lackofresources,

lackofexperience,lackoffinance,datacollectionandcommunicationwiththepeople

andtheclassscheduleisnotsuitable.

1.8Organizationofthestudy

Thisstudyisorganizedunderthefivemainchapters.Inthefirstchapterdealswithan

introduction,backgroundofthestudy,statementoftheproblem,objectiveofthestudy,

scopeandlimitationofthestudy,significanceofthestudy,organizationofthestudy.

Thesecondchapterwillhavetheliteraturereview;thethirdchapterwillincludemethods

andresearchmethodologies;thefourthchapterhavethedataanalysisandpresentation.

Finally,thefifthchapterwillprovidetheconclusionandrecommendationofthestudy.
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CHPTERTWO

2.REVIEW OFRELATEDLITRATURE

2.1Definitionofinventory

Inventoryreferstotheaccumulationofitemsorgoodsrequiredbytheenterpriseforits

productionorservice.Aninventorymaybedefinedasastockofresourcessuchasraw

materials,semi-finishedproductreadyfordeliverytoconsumers’humanresources

suchas:unusedlaborfinancialresourcesuchasworkingcapital.Formanyenterprises

inventoryrepresentsasidleresourcesoffieldupcapitaldependinguponthetypeofthe

enterprise.Also,inventoryisoneofthelargestassetsofanenterpriseinmanufacturing

business.Inventoryisconvertedintocashwithintheenterpriseoperatingcycleand

therefore,is regarded as currentassetin the balance sheet.Inventory is listed

immediatelyafteraccountreceivable,becauseitisjustonestepfurtherremovedfrom

conversionintocashthanaccountreceivable(HiltonandRonaldW,1994).

2.2ImportanceofInventory

Theimportanceofinventorytotheenterprise:-itprovidesandmaintainsgoodcustomer

service,enablessmoothflow goodthroughthemanufacturingprocess,ensuresa

reasonableandeconomicalutilizationofequipmentandlabor,andprovidesdiscount

duetobuildpurchases.

2.3Classificationofinventories

AccordingtoJ.DavidandJamesF,1998inventoriesareclassifiedtothefollowing

categories:Merchandiseinventory:-acquiresinventoryforresellstothecustomersthe

costofmerchandizinginventoryincludesthepurchasepriceplusanyothercosts

necessaryto getthegoodsin condition and location ofsale,and manufacturing

inventory:-itactuallyproducethegoodsthattheyselltowholesellers,retailerorother

manufacturesnormallyitconsistsofthreetypesofinventory.Theseare:rawmaterials:

-referstothecostofcomponentpurchasefrom theothermanufactureswouldbecome

partofthefinishing product.Workinprocess:-refersto productthatisnotlet

completed.Finishedgoods:-arecompletedpartsthatarereadyforcustomerorder(J.



6

DavidandJamesF,1998).

2.4Needtoholdinventories

Maintaininganinventoryinvolvestyingupofthecompany’sfundsandincurrenceof

storageandholdingcosts.Therearethreegeneralmotivesforholdinginventories

(Pandey,1999).those are:transaction motives:-emphases the need to maintain

inventoriestofacilitatesmoothproductionandsalesoperation.Precautionarymotives:

-necessitatesholdinginventoriestoguardagainsttheriskofunpredictablechangesin

demand and supplyforcesand otherfactors.Speculativemotives:-influencesthe

decisions to increase ordecrease inventory levels to take advantage ofprice

fluctuations.

2.5Natureofinventory

Inventoryconsistsofgoodshealedforcustomerspartiallycomputedgoods,materials

and supplies to be used in production.Inventory items are acquired and sold

continuouslybymerchandiseenterpriseoracquiredpalaceofproduction,convertto

finishedproductandsoldbythemanufacturingenterprise(Mousech,1999).Thereare

twosystem ofrecordinginventory.Theseare:periodicinventorysystem:-itreliesona

physicallycountofgoodsonhandasabaseforcontrolmanagementdecisionand

financialaccounting.Althoughthissystem maygiveaccurate resultresortonspecific

data,thereisnoconsciouslyrecordofinventory.Perpetualinventorysystem:-requires

continuousrecordofallreceiptsandwithdrawlsofeachitemsofinventory.When

perpetualsystem isusedphysicalcountofgoodsownedbyabusinessenterprisemust

bemadeperiodicallytoverifytheaccuracyoftheinventory(Mousech,1998).

2.6inventoryvaluationmethods

2.6.1Inventorycostflowassumption

Iftheitemsintheinventoryarehomogeneousinnature,isnotnecessaryfortheseller

tofollowcostflowassumptions.Butiftheinventoriesareheterogeneous,theymustto

followthecostflowassumptions.Therearethreewidelyusedassumptions.Theseare:

Averagecost:-itassumesthatthecostofgoodssoldandtheendinginventoryconsists
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ofamixtureofallthegoodsavailableforsale.Theaverageunitcostappliedtogoods

soldortoendinginventoryisnotsimplyandtheaverageofthevariousunitcostof

purchasesduringtheperiod.Buttheaverageunitcostisweightedbythenumberof

unitsacquiredatthevariousunitprices.Weightedaveragemethodisbasedonthe

assumptionthatgoodssoldshouldbechargedatanaveragecost,weightedbythe

numberofunitsacquiredateachprice.FIFO:-thismethodassumesthatthegoodsfirst

addedtotheinventoryareassumedtobethefirsttobethegoodsremovedfrom the

inventoryforsale.Basedontheassumptionthatcostshouldbechargedtoexpensein

whichthecostsareincurred,inventoriesarestatedintermsofthemostrecentcost,

expensesarechargedwithcostsconsideredapplicabletothegoodsactuallysoldand

endinginventoriesarereportedintermsofmostrecentcosts.LIFO:-thisassumption

statesthatthegoodslastaddedtotheinventoryareassumedtobethefirstgoods

removedfrom theinventoryforsale.Basedontheassumptionthatthelastcostofa

specificitem shouldbechangedtocostofgoodssoldandinventoriesarestatedat

earliestcosts(CharlesT.horngran,GrayL.sundem andWilliam O.Stratton,1999).

2.6.2Costtobeincludedintheinventory

Therearetwocoststhatincludedintheinventory.Theseare:productcosts:-arethese

coststhatattachtotheinventoryandarerecordedintheinventoryaccount.These

costsaredirectlyconnectedwiththebeginningofgoodstoplaceofthebuyerand

convertingsuchgoodstoasealablecondition.Suchchangeswouldincludefrights

chargesongoodspurchase,otherdirectcostsofacquisition,laborandothercostsof

production.Periodiccosts:-aresellingexpensesunderordinarycircumstance,generally

administrative expenses are notconsidered to be a partofinventories (Garrison

managerialaccounting,1996).

2.6.3Physicalquantities(goods)includedintheinventory

Regardlessofthesystem usedforthemeasurementsofinventoryandcostofgoods

soldstartswithdeterminingthephysicalquantitiesofgoodstechnically,purchases

shouldberecordedwhenlegaltitletothegoodspasstothebuyer.Theitem thatis

included intheinventoryto determineactualquantityonhand attheend ofthe
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accountingperiodsarepresentedinthreecategories.Suchas:goodsintransit:-atthe

endofareportingperiod,itisimportanttoensureaproperinventorycutoff.This

meansdeterminingtheownershipofthecompanyanditssuppliers.Goodsthatarein

store:-elsewhereinthepremisesoftheenterprise,thereisnoquestionas.Goodson

consignment:sometimesacompanyarrangesforanothercompanytosellitsproduct

underconsignment.Thegoodsarephysicallytransferredtootherconsignee,butthe

consignerretainslegaltitleuntilthecommoditiesaresold.Goodsheldonconsignment

areincludedintheinventoryofconsigneruntilsoldbytheconsignee(KiesoDonald,

1998).

2.7Internalcontrolofinventories

Inventoriesareusuallythelargestcurrentassetofmerchandisingandmanufacturing

business.Furtheremore,theverynatureofinventoriesmakesthem subjecttotheftand

tomajorerrorsandmisstatement.Thelargeamountsinvolved,coupledwiththerapid

turnoverofinventoryitemsandthevarietyofalternativesvaluationmethodsmakeit

possibleforamajorshortagetooccurininventorieswithoutattractingimmediate

attention.To provide the strong internalcontrolprocedures needed to protect

inventories,thevariousphysicalfunctionsinvolvedinacquiringandholdinggoods

shouldbeassignedtoseparatedepartments.Assuringreliabilityintheamountreported

asaninventoryandcostofproductssoldisanannualauditbyaCPAfirm.Foragiven

levelofinventory,theefficiencyofinventorycontrolaffectstheflexibilityofthefirm.For

essentiallyidenticalfirmswiththesameamountofinventorymayhavesignificantly

differentdegreeofflexibilityinoperationduetodifferenceininventorycontrol.Nocost

accounting system can become effective withoutproperand efficientcontrolof

inventory.Inventoriesaresimilarwithcashandanytheft,wasteandexcessiveuseof

inventoriesareimmediateanddirectfinanciallosses.Toprovidethestronginternal

control, the physical function involved in acquiring and issuing inventories

(Meigs&Meigs,1995).

2.8Costsofinventory

Whenevercostingdecisionsaremadethecostofhavinginventorymustbecompared
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withthecostofnothavinginventory.Inventorymodelscomputethesecoststotalthem

andsearchforapolicyoranalternativesolutionthatminimizesthetotalcost.The

followingarethemaintypesofinventorycosts.Carrying(holding)cost:thesearecosts

associatedwithhandlingorpossessinginventories.Carryingcostsincludehandling

charges,costsofstoragefacilitiessuchaswarehouserentals,thecostofequipment

usedtohandleinventory,laborandoperatingcosts.Carryingcostsincreasewhen

inventoriesdecrease.Thebestwayofminimizingcarryingcostsistokeepminimum

inventoryinthestock.Orderingcosts:-therearecostsassociatedwithprocessing

ordersuch as managerial,clerical,material,telephone,mailing and accounting,

transportationinspectingandreceivingcosts.Thesecostsarethevariablecostsof

placinganordertothegoods.Materialcosts:-thesearecostsofpurchasingthegoods

plustransactionandhandlingcosts.Setupcosts:therearecostsassociatedwith

arrangingaproductionrun.Stockout(shortage)costs:-thesearecostscreateddueto

shortagescreatedininventoryattimeandplaceofneed.Stockoutcotsincludelost

sales,costassociatedwithsubstitutionoflesssuitableormoreexpensivepartsor

materials,reschedulingandexpeditingcostlaborandmachineidletimeetc.Stockout

costsincreasesifthefirm suffersfrequentlyshortageofinventory.Tominimizestock

outcoststheorganizationmustkeepsufficientlevelofinventoryinitsstock.Large

Inventoriesresultwithhighcarryingcostsbutlow stockoutcosts(FrederickS.hilier

andGeraldJ.Liberman,2000).

2.9Inspectionofinventories

Goods received should be inspected forqualityto ensure thattheycomplywith

specificationsstatedonthepurchaseorder.Thepurposeofinspectionistocheckon

thequalityofthematerialsbought.Therefore,inspectionshouldcarrybyindependent

department.Wherematerialreceivedaredamagedorarenotinaccordancewiththe

specifications,theseareusuallyreturned to thesupplieralong with adebitnote,

informinghim thathisaccounthasbeendebitedwiththevalueofmaterialsconcerned.

Whenthegoodsreceivedarerejectedinfullorinpart;arejectionform israised.Onrare

occasions,materialsoncepassedbytheinspectionandtakenintostockarealso
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rejected(Arora,1998)

2.10Inventorymanagement

Istheplanning,organizing,andcontrollingactivitiesfocusedontheflowofinventoryin

to through and from theorganization.Thetaskofinventorycontrolisa partof

management function named materials management,which is consumed with

acquisition,distribution,storage and disposalof inventories and parts in the

organization.So,manydecisionsarefallundertheinventorymanagementumbrella

(Horngreen,1994)

2.11Objectivesofinventorymanagement

Thebasicobjectivesofinventorymanagementare:makingtherequiredquantitative

andqualitativeinventoriesandservicesavailableattherequiredtimeandplaceasto

ensure the balance flow ofinventors atalltime,to ensure propercontrolover

inventoriesinordertominimizecosts,toensurecaptivityofsupplytoavoidtheidle

timeofemployees andamachinethosepushupoverallcostsofoperationor

production,toensuregoodsupplierrelationbyprovidingthem fairtreatmentthatis

stimulatingthesuppliersforbetterperformance.So asensurecontinuoussupply,

counselingservicestomanagementthisinvolveskeepingtopmanagementawareof

costsinvolvedintheorganization’sprocurementsandanymarketchangesthatcould

affecttheorganizationoutputsorgrowthpotentialcostbenefitanalysis,andtoachieve

maximum integrationwiththeotherdepartmentsoftheorganization.Thisincludes

understanding the needs ofusing departments and translates these needs in to

materialssupportaction(R.Leenders,FearonandEngland,1992).

2.12Benefitsofinventorymanagement

Inventorymanagementcanhelptobusinesstobeprofitablebyloweringtheircostsof

goodssoldorbyincreasingsales.Itisalsoimportanttoimprovecustomerservice,to

providerequiredcreditability,toimproveresourcescontrol,toimproveemployeemorale

andtoenhancementofcommunication(L.magadandAmos,1999).
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2.13Problem ofinventorymanagement

Therearemanyproblemsthatchallengedthepropermanagementofinventory,someof

them are:-lackofqualifiedmanagers,lackofcapablemangerswithboardexperience

andknowledgeofvarioussubfunctions,improperplanningandimplementation,and

lackofcredibilitydueto inadequateserviceorinformation,delayofdeliveryand

shortageofmaterials(L.magadandAmos,1999).

2.14Techniquesofinventorymanagement

Thegoalofinventorymanagementisusuallyframedascostminimizationtomanage

inventoriesefficientlyandeffectively.Thefirm shoulddeterminetheoptimum levelof

inventory.Therearedifferenttechniquesofinventorymanagementsuchas:

2.14.1Economicorderquantity(EOQ)system

Economicorderquantityistheoptimalquantitytobepurchaseatonelotthatminimizes

thecostofinventoryinayear.Itisthebest-knownapproachtoexplicitlyofestablishing

anoptimalinventorylevel.Thisoptimum inventorysizeisreferredasEOQ.Itistheorder

sizeatwhichannualtotalcostoforderingandcarryingaretheminimum.Thetotal

relevantcostsfordeterminingoptimum EOQarethesum oftheorderingandcarrying

costs.EOQanswersthequestionshowmuchshouldbeordereachtimewhenshouldit

beordered,whatwillbetotalcosts,whatwilltheaverageinventorylevelbe,andwhat

willbemaximum inventorylevelbe(SamantalHettihewa,1997).

2.14.2Alwaysbettercontrol(ABC)approach

TheABCapproachisasimpleapproachtoinventorymanagementwherethebasicidea

istodivideinventoryintothreegroups.Theunderlyingrationalisthatasmallportionof

inventory ofquantity mightrepresentlarge portion ofinventory value.The ABC

approachclassificationensuresthattheproductswiththegreatestsavings.Potential

from inventoryplanningreceivethemostattentionproductsclassifiedas“A”arethe

bestcandidatesforthecontinuesrevealinventorysystem.

Products classified as “B”is good candidates forthe periodic review,and those

classified as “C”justify simple inventory plan orthe leastattention (Samantala
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Hettihewa,1997).

2.14.3Just-in-time(JIT)purchasesystem

Justintimepurchaseisthepurchaseofgoodssuchthatdeliveryimmediatelyprecedes

demandorusewhichmeansnoinventorywouldbeheld.Justintimepurchaseisa

modernapproachtomanagingdependentinventories.Itisthepurchasingofgoodsor

materialssuchthatdeliveryimmediatelyprecedesdemandoruse.Asthenameimplies

thatthebasicgoaljustintimepurchaseistohaveonlyenoughinventoriesonhandto

meetimmediateneeds.Theresultofjustintimesystem isthatinventoriesarerecoded

andrestockedfrequently(SamantalaHettihewa,1997).

2.15Auditoftheyearendphysicalinventorycount

Theproblem ofaccountingforinventoryishighlightedattheenterpriseyearend.Thisis

whentheclosinginventorysystem figurestobeshowninboththeincomestatement

and balance sheetare calculated.In practice,the companywillassess the final

inventoryfigurebyphysicallycountingallinventoryheldbythecompanyfortrade.The

year-end inventorycountisthereforeanimportantaccountingprocedure,oneinwhich

theauditorsareespeciallyinterested.Theauditorgenerallyattendstheinventorycount

tovariousthephysicalquantities.Attheinventorycount,valuearerarelyassignedto

inventoryitems,sothatproblemsfacingtheauditorrelatetotheidentificationof

inventoryitems,theirownership,andtheirphysicalcondition(BarryElliotandJamie

Elliot,2007).

2.16Identificationofinventoryitems

Theauditorwouldvisitmanyenterprisesinthecourseofayearandwouldspenda

considerabletimelooking ataccounting recodes.However,itisimportantforthe

auditoralsotobecomefamiliarwitheachenterpriseproductbyvisitingtheshopfloor

orproduction factices during the audit.This makes identification ofindividual’s

inventoryitemseasierattheyearend.Distinguishingbetweentwosimilaritemscanbe

crucialwheretherearelargedifferencesinvalue(BarryElliotandJamieElliot,2007)
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2.17Ownershipofinventoryitems

Theyear-endcutoffpointisimportanttothefinalinventoryfigure,butthebusiness

activitiescontinueregardlessoftheyearend.Andsomeaccountinghasbeentakenof

this.Hencetheauditormustbeawarethattherecordingofaccountingtransactions

maynotconsiderwiththephysicalflow ofinventory.Inventorymaybeinoneortwo

location:includedaspartofinventory;orintheloadingbyareawaitingaspartof

inventory;orintheloadingbyareawaitingdispatchorreceipt.Theauditormustbe

awareofallthesepossibilitiesandmustbeabletotraceasampleofeachinventory

entrythroughtotheaccountingrecords,sothat:ifthepurchaseisrecordedbutnotsale,

theitem mustbeininventory,andofsaleisrecorded,purchasemustalsoberecorded

andtheitem shouldnotbeininventory(BarryElliotandJamieElliot,2007).

2.18EmpiricalReview

Letebrahan,2009undertakenthestudyontheassessmentofinventorymanagementin

ordertoexaminewhetherthecompanyuseproperaccountingsystem initsinventories

and to show how generallyaccepted accounting principles in relation to thatof

inventoriesareappliedinthecompany.andalso shehasexaminedthefollowing

problemstheseare:-informationtransmitionandimplementationinregardtoinventory

aspecthasbeendelayed,therearesomesparepartspurchasedunnecessary,uniform

codificationandclassificationwasnotdoneinawell-organizedwaybetweenfinance

supplyanddivision,employeesparticularlymaintenancedivisionhaslackofawareness

abouttheimportanceinventorymanagementandtheywanttogetmaterialsassoonas

they requestwithoutevaluation the cause ofdamage,the stock orinventory

reconciliationistakenattheyearend.Andthisleadstomakingvariousadjustments

anditistediousfortheaccountantandinventorycontrolandalsohasimpacton

preparationofreport.

Andalso,sheoutlinesthefollowingpitfallssuchasthemisstatementsofthefinancial

reportbetweensupplyandfinancedivisionmainlyduetotheinformationgapregarding

totheinventories.Ineffectitshowsdifferentreportindifferentdepartmentsatthe

samecompanyanditistimeconsumingandtedioustoreconcilereports.Onthehand
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unnecessary purchase ofspare parts,differentcodification and classification of

materialshasnotpreservedinthecompany.Thus,unnecessarypurchasehasincurred

carryingcostsandtiedupcapital.Thisshowsthecompanydoesn’thaveaplanned

purchase.The different codification and classification is difficult to reconcile

inventories.Moreover,due to the wrong system ofthe company,some ofthe

cannibalizationimpactsareobserved.Someaccessorypartsmayloseandbroken

duringtheoperationtime.Thisisbecauseitlosesitsgenuinelyofthepart,proper

allocationofcostscannotbedetermined.Thisleadsthemisstatementtoprofitorloss

ofthecompanyproperly.Therearealsotendenciesofthemaintenancesectionthatare

notcostconscious,becausetheyrequestnewonethantryingtomodifysimplyneedto

getmaterialssoon.Thisleadsthecompanytoraisecosts,inreturndecreaseprofitof

thecompany.

Aftersheexaminedthoseproblems,shehadgotthefollowingsolutionsinorderto

enhanceaneffectiveandefficientinventorymanagement.Suchas:thereshouldbe

strongcloseworkingrelationshipamongthedepartmentssothatquickinformationcan

beexchangedandtimelycorrectiveactioncantake,themanagementshouldstrictly

follow thespecificationandusefulnessofthematerialbeforepurchasingordonation

processwasmade.Inadditiontotheseoldandunnecessaryinventorieshavetobesold

evenbelowlostorshouldbediscardediftheydonothavemarketvalue.Itmustcontain

itemswhichareunnecessaryintheoperationofthebusiness,itwouldbebetterforthe

companytotakephysicalcountofinventoriesatleastyearlyinordertoidentifyexisting,

outofdate,damagedandlostininventories,thecommitteeshouldinform tothe

concernedbodyandsystem shouldbedesignedinordertoevaluatetheperformanceof

thesupplieraswellastoprotectthemissutilizationofinventory,themanagement

shouldgetasystem andespeciallytheconcerneddepartmentshouldtakeresponsibility

tofollow theminimum,maximum levelsandsafetystashedmaintenancedepartment

wouldgiveconsiderableattentiontoinventoryaswellasthecompanybettergive

appropriatetrainingconcerningtheirprofessionandinventorymanagement(concerning

cost).
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(Semhal,2012)undertakenthestudyonassessmentofinventorymanagementto

examineandassesstheinventorymanagementsystem proceduresandpoliciesinthe

company.Andtheproblemsare:thereisnoskilledmanpowerin akeyareain

controllinginventoryusingcomputerautomation,thereis nomechanism tominimize

inventorycost,themanagementhasnottakenanimmediateactionfordiscrepancies

between thephysicalcountand stockbalance,during thepurchasing processof

inventorytherearenotgoodinspectionupontheinventoryrecord,nothandlingthe

recordofmaterialsinthestockcardappropriatelyunderinventorycontrolsection,

damaged inventories are notdisposed of or avoided immediately from store,

unsatisfactoryandlessprotectionofinventorycontrolandthereisnomanualfor

controllinginventories.

Andshehadgotthefollowingsolutionsfortheproblemsofinternalcontrolinthe

companysuch as:the companyshould employee a skilled person in relation to

inventorymanagementand computerskilled to controltheinventoriesproperlyin

efficientlymannerandtodeterminethebalanceontime,thecompanyshouldworkand

understandhowtominimizethecostofinventorybystrictcontrolonthepurchaseand

distributionofinventoryto departments,themanagementofthecompanyshould

exercisecontroloninventorystrictlyonpurchasingwithrecords(usage)andattheend

oftheperiodifshouldcompetethephysicalinventorywiththerecordsandtakean

immediateactiononthediscrepanciesofthebalancetohasresponsibilitypersonor

staff,thedamagematerial(inventory)inthestoreshouldbeavoidontime,tocontrolthe

inventorystrictlyoninventorycontrolmanualshouldbepreparedtodeterminethelevel

ofinventory,thebudgetandtheoverallactivitiesinrelationtoinventory,thecompany

shouldhavebuiltorpreparedadequateorsufficientstoretotheinventoriestocarry

properly,thetotalinventoryattheendoftheyearonhandandrecordmadeinstock

cardisreceivedbytheexternalauditorsoastostrengthentheinternalcontrolofthe

company.

2.19conclusionandknowledgegap

Asstatedintheabovedifferentliteratureandempiricalstudies,theresearchertriesto

assessthefactorthataffecttheperformanceofmicroandsmallenterpriseinmetal
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andwoodwork.Suchasfinancialproblems,lackofqualifiedemployees,lackofproper

financialrecords,marketing problems and lack ofwork premises.The current

researcherwouldtrytofilltheaforementionedgapsbydoingstudyonrelatedissues.

CHAPTERTHREE

3.Methodsandresearchmethodology

3.1Descriptionofthestudy

The metaland woodworkenterprise are found in south nations and nationalities

people’sregionalstate,inWolkite,insouthernpartofEthiopia158Km from thecapital

cityofEthiopia(AddisAbaba).Andthepurposethisstudywasinordertotrytosetin

circumstancesandtogetsolutionwithintheselectedproblemsthatfacedinthe

inventorymanagementpracticeofmetalandwoodworkenterpriseinWolkitetown.

3.2Researchmethodology

Theresearchofthisstudyismoreofadescriptiveresearchdesign,byusingprimary

andsecondarydatasource.Descriptiveresearchdesignwereproperwhentheresearch

objectiveincludesportrayingphenomena’sanddeterminingthefrequencyoccurrence

oninventorymanagementpracticesinmanufacturingsectormicroandsmallenterprise

inthesouthernpartofEthiopiainWolkitetown.

3.3Targetpopulation

Inordertogettheinformation,thetargetpopulationofthisstudywastheemployeesof

themetalandwoodworkenterpriseofWolkitetown.

3.4Datatypesandsources

Inordertogettheinformationthisstudywasusedbothprimaryandsecondarysources

ofdata.Theprimarysourceofdatawouldcollectthroughquestionnairesandsecondary

sourceofdatawouldcollectfrom relatedmaterialsforthisstudy.Thisstudywasused
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bothqualitativeandquantitativetypesofdata.

3.5Datacollectioninstruments

Thisstudywasused questionnaireforthecollection ofprimarysourcesofdata.

Questionnairewashelptothesisstudytocollectthedatafrom theemployeesofmetal

andwoodworkenterpriseofWolkitetown.

3.5.1Samplingtechniquesandsamplesize

Inordertogetthedata,thisstudyusedstratifiedrandom samplingtechnique.Because

itismoresuitableandeasierinmorehomogenouslargegroupsbydividingthetotal

populationintohomogenoussubgroupstotakesamplerandom samplingfrom each

group.So,inthisstudytherewere95groupsinthetotalpopulationamongthistown,

thenthosearedividendintofivesubgroupsbasedontheirsimilaritythenselect

randomlyfiveemployeesfrom eachoffivegroups asamplesizeof25from wood

workand25from metalworkenterprise.Thoseareselectedbecausetheyhavebetter

knowledge,skill,andexperiencethantherestand thosearehelpfultomystudy.

3.6Methodsofdataanalysisandpresentation

Forthepurposeofdata,analysisandpresentationthisstudywoulddependonthe

followingdataanalysisinstruments.Thedataanalysisinstrumentsofthisstudywill

analyzebythehelpoftable,frequencyandpercentage.

3.7Ethicalconsiderations

Permissiontocarryouttheresearchwassoughtfrom theethicalbroadofWolkiteTown

UniversityandrelevantauthorityoftheministryofeducationBusinessandeconomics,

thedistrictandlocalgovernment.Targetrespondentsweregivenadequateexplanation

on thepurposeoftheresearch and thereaftergiven timeanyquestion orseek

clarification.Allrespondents were taking through the required informed consent

procedure.Thesewereusedatthepointofrecruitmentandatthestartofeach

interview/discussion.
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CHAPTER FOUR:

4.DataAnalysis,Interpretationandpresentation

Theresearchfocusesoninventorymanagementsystem ofmetalandwoodwork

enterpriseinWolkitetown.Inconductingthisresearch,themethodologyadaptsthe

questionnairemethodofdatacollection.Thischapterpresentstheresultobtainedfrom

theanalysisofthestudyinterpretationandpresentationdiscussion.Thediscussion

sectionfollowsdataanalysisandinterpretation.

Demographiccharacteristicsofrespondents

4.1sexdistribution

Table4.1sexstructureofRespondents

Source:questionnaire,2023

Theabovetableindicatesthat80%oftherespondentsaremaleandtheremaining20%

arefemale.Thisindicatesthatmalerespondentstakethemajoritynumber.

4.2Ageground

Table4.2Agegroupoftherespondents

No Description Noofrespondents Respondents in

percentage

1 Male 40 80%

2 Female 10 20%

Total 50 100%
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Agegroupinyear Noofrespondents Respondents in

percentage

18-25 15 30%

26-30 20 40%

31-35 10 20%

Above36 5 10%

Total 50 100%

Source:questionnaire,2023

Asweshownintable4.2:40% oftherespondentsarebetweentheagesof26-30,

20%oftherespondentsarebetweentheagesof31-35,30% oftherespondentsare

betweentheageof18-25andtheremaining10%areattheageofabove36.Mostof

therespondentsareundertheagegroup26-30.

4.3Educationalstatus

Table4.3Educationalstatusofrespondents

No Description No of

respondents

Respondents in

percentage

1 Certificate 15 30%

2 TVET 20 40%

3 Diploma 10 20%

4 Firstdegree 5 10%
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Total 50 100%

Source:questionnaire,2023

Thistableindicatesthat40%oftherespondentshaveeducationallevelofTVET,30%of

respondentshaveeducationallevelofcertificate,20%ofrespondentshaveeducational

levelofdiplomaandremaining10%oftherespondentshaveeducationalleveloffirst

degree.From thismajorityoftherespondentshaveTVETeducationallevelandthis

indicatesthattheyhaveenoughawareofinventorymanagement.

4.4.Workexperience

Table4.4workexperienceofrespondents

Experienceinyear Noofrespondents Respondents in

percentage

1-3 10 20%

4-6 25 50%

Above7 15 30%

Total 50 100%

Source:questionnaire,2023

Theabovetableindicatesthat20%oftherespondent’shave1-3yearofworkexperience,

50%have4-6-yearworkexperienceandremaining30%oftherespondentshaveabove7

-yearexperience.This indicates thatmostofthe respondents have 4-6 work of

experienceandtheyarewellexperiencedemployeestoperform theirwork.

4.5Respondentsposition

Table4.5respondent’spositionintheenterprise
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Position Noofrespondents Respondents in

percentage

Purchasing 15 30%

Store 25 50%

Marketing 10 20%

Total 50 100%

Source:questionnaire,2023

Asindicatedintheabovetablefrom total50respondents30% oftherespondent’s

answerthattheirpositionintheenterpriseispurchasing,50%oftherespondentshave

storingpositionandtheremaining20%oftherespondentshavemarketingposition.So,

50%oftherespondentsintheenterprisehavestoringposition.So,thisishelpfullto

protectfrom anydamageandstorethematerialsoftheenterpriseproperly.

4.6RespondentsEmployment

Table4.6respondent’semploymenttype

Employmenttype Noofrespondents Respondents in

percentage

Permanent 35 70%

Temporary 15 30%

Total 50 100%

Source:questionnaire,2023
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From table4.6concludethat70% oftherespondentsareworkpermanentlyinthe

enterpriseandtheremaining30%respondentsareworktemporarily.Thisindicatesthat

mostoftherespondentsarepermanentandtheyknowtheconditionoftheenterprise

simplyandishelpfullforthesuccessoftheenterprise.

Table4.7storeofinventories

NO Description No of

respondents

percentag

e

Doyouthinkthematerialsstoredinaparticular

placeandprotectedcarefully?

1 Yes 50 100%

2 No 0 0%

Total 50 100%

Source:questionnaire,2023

Table4.7indicatesthatthetotalrespondentsoftheenterpriseemployees100%ofthe

respondentsanswerthatthematerialsarestoredinaparticularplaceandprotected

carefully,

Table4.8theenterprisemanagementsystem

No Description No of

respondents

percentag

e

Whatdo you think aboutthe inventorymanagement

system ofyourenterprise?
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1 Poor 10 20%

2 Good 35 70%

3 Verygood 5 10%

Total 50 100%

Thistableindicatesthatfrom thetotalrespondentsoftheenterprise20% ofthe

respondent’sanswerthatthereispoorinventorymanagementsystem,70% ofthe

respondentsanswerthatthereisgoodmanagementsystem andtherest10% ofthe

respondentsanswerthatthereisaverygoodmanagementsystem ofinventory.Thenin

generaltheinventorymanagementsystem oftheenterpriseisgood.

Table4.9factorsthataffecttheinventorymanagementsystem

No Description Respondents

innumber

In

percent

Doses have any factor that affect the inventory

managementsystem ofyourenterprise?

1 Yes 50 100%

2 No 0 0%

Total 50 100%

Source:questionnaire,2023

Astable4.9indicatesallrespondents50(100%)oftheenterpriserespondsthatthere

arefactorsthataffecttheinventorymanagementsystem oftheenterpriseandthe

problemsare:-
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Improperplanningandimplementationofactivities

Lackofcapablemanagerwithboardexperienceandknowledge

Inventorytheft

Lackofsafetystoresofmaterials

Holdingofinventoriesforlongperiodoftime

Negligenceofemployeeswhenperform theirwork

Table4.10featuresofinventorymanagementsystem

No Description No of

respondents percentag

e

Are there any features ofinventory management

system inyourenterprise?

1 Yes 50 100%

2 No 0 0%

Total 50 100%

Source:questionnaire,2023

Theabovetableindicatesthatallrespondents50(100%)respondsthattherearemany

featuresofinventorymanagementsystem intheenterprise:thesefeaturesare:-
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Improvingthequalityofproductsandwayofgivingserviceinordertoattractmore

customers

Keepinginventoriesinaparticularareaandprotectedcarefully

Controlproperlytheinventorylevels

Protectsafetyoftheenterprise

Achievetheobjectivesoftheenterpriseinventorymanagementsystem

Table4.11impactofinventorymanagementsystem

No Description No of

respondents

percenta

ge

Dosetheinventorymanagementsystem hasanimpact

ontheprofitabilityoftheenterprise?

Yes 50 100%

No 0 0%

Total 50 100%

Source:questionnaire,2023

As indicated in table 4.11,concerning the impactofinventory managementon

profitabilityofthe enterprise ,100% ofthe respondentsare agreed thatinventory

managementhaveanimpactonprofitabilityoftheenterprise.So,theimpactsofthe

inventorymanagementontheenterpriseare:-
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Protecttheinventoriesoftheenterprisefrom theftandimproperstoring

Helpstodecreasethevalueofobsolescenceofinventories

Improvecustomerservices

Increasesalesvolume

Improvingtheinventorycontrolsystem

Table4.12Effectofinventorymanagementsystem overfinancialperformanceofthe

enterprise

No Description No of

respondent

s

percenta

ge

Dosetheinventorymanagementsystem hasan

effectoverthe financialperformance ofyour

enterprise?

Yes 40 80%

No 10 20%

Total 50 100%

Source:questionnaire,2023

Table4.12indicatesthat80%oftherespondentsagreethattheinventorymanagement

system haveaneffectonthefinancialperformanceoftheenterpriseand200%ofthe

respondentsanswerthatitdoesnothaveaneffectonthefinancialperformanceofthe

enterprise.Thentheeffectsare:-
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Noobsolescenceofinventories

Decreasingofexpenses

Reducestoringinventoriesforlongperiodoftime

Increasingofsalesvolumeofinventories

Table4.13responsibilityofpurchaserequisition

No Description No of

responden

ts

Percentage

Who is responsible to prepare purchase

requisitioninyourenterprise?

Storekeeper 50 100%

Total 50 100%

Source: questionnaire, 2023

Thetableindicatesthat100%oftherespondentssaidthattheresponsibilitytoprepare

thepurchaserequisitionisthestorekeeper.Theresponsibilitytopreparethepurchase

requisitionistheresponsibilityofthestorekeeper.

Table4.14Typeofinventorysystem

No Description No of

respondent

s

Percentage

(%)

Which inventory system is used in your
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enterprise?

Periodicinventorysystem 50 100%

Total 50 100%

Source:questionnaire,2023

From thetableabove100% oftherespondentsanswerthattheenterpriseusesthe

periodicinventorysystem meansthecostofgoodssoldisreportedattheendofthe

year.

CHAPTERFIVE:

5.ConclusionsandRecommendations

5.1conclusions

Themainpointsofthisstudyistopointoutthemajorfindingsandresultsofthestudy

andtoforwardsomerecommendationsregardingthemajorconstraintsandproblems

regardingtheinventorymanagementsystem ofmicroandsmallenterpriseinWolkite

town.

Strengthsoftheinventorymanagementsystem oftheenterprise:-

*Theenterpriseimplementedinventorymanagementeffectivelybecausethemajoraim

oftheenterpriseistoincreasetheprofitabilityandproductivityindaytodayactivities

andalsotheproductiondepartmentgetsrawmaterialatarighttime.

*Intheenterprisethereisagoodwayofstoredthematerialsinaparticularplaceand

theyprotectcarefully.

*Theenterprisehaseffectiveinventorymanagementsystem generally.
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*Theenterprisepreparesthepurchaserequisitionbeforeanymaterialspurchasing.

*Thereisaneffectivecontroloverallinventoryandusesdifferentmethodstoattract

customersandcontrolproperlytheinventorylevels.

*Theinventorymanagementsystem hasadirectimpactontheprofitabilityofthe

enterpriseagoodinventorymanagementthatincreasetheprofitabilityoftheenterprise

andviseversa

*Aftercountingofinventories,theresultispresenttothemanagementanddivision

section.

ThereisalsosomeWeaknessoftheenterpriseinventorymanagementsystem:-

*Intheenterprisethereareshortagesofraw materialstomaketo largeamountof

inventories*Duringpurchasingprocessofinventoriesthereisnotgoodinspectionupon

theinventoryrecord

*Nothandlingtherecordofmaterialsinthestockcardappropriatelyunderinventory

controlsection

*Theenterprisedoesnotconsidertheordering,holdingandstockoutcostmoreover

manualsystem recordingandcontrollingstockisabstracttouser’sactivity.

*The enterprise also faces some problems thathave occurred in holding excess

inventorysuchasobsolescenceofinventoryandexcessivecarryingcostsandhave

occurred in holding in adequate inventories such as losing sales,disruption of

productionprocessandunsatisfyingcustomers.
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5.2Recommendation

Based on the findings and conclusions this study forwards the following

recommendations.

*Theenterpriseshouldhiremoreskilledpersons(employees)inrelationtoinventory

managementsystem tocontroltheinventoriesproperlyinefficientlymanner.

*oldandunnecessaryinventoriesshouldbesoldevenbelowlostorshouldbediscarded

iftheydonothaveamarketvalue.

*Thedamagedmaterialsorinventoriesinthestoreoftheenterpriseshouldbeavoided

on time,to controlthe inventorystrictlyon inventorycontrolmanualsshould be

preparedtodeterminethelevelofinventory,thebudgetandtheoverallactivitiesin

relationtothecompanyshouldhavebuiltorpreparedadequateorsufficientstoretothe

inventoriestocarryproperlythetotalinventoryattheendoftheyearonhandand

recordmadeinstockcardisreceivedbytheexternalauditorsoastostrengthenthe

internalcontrolofthecompany.
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*Theenterpriseshould usetheexisting manualsystem ofinventorymanagement

properlyinordertopropermanagingofinventoryclassifyingreportingofstock.

*Theenterprisetoimprovetheinventorymanagementsystem byeliminatesallwaste

cotssuchasmaterialdefect,lossofinventoryandtriesto overcometheoverall

problem relatedtotheenterpriseoperationsystem.Theenterprisealsoshouldavoid

excessiveandinadequatelevelofinventorybecauseholdingexcessinventoryisthe

mainreasonforoverstockingandresultinunnecessarytiedupfunds,lossprofitand

riskofliquidity.
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APPENDIX

WOLKITEUNIVERSITY

COLLEGEOFBUSINESSANDECONOMICS

DEPARTMENTOFACCOUNTINGANDFINANCE

First,Iwouldliketothankyouforyourcooperationtofillthisquestionnaire.

Questionnairetobefilledbyworkersofmetalandwoodwork:

Thisquestionnaireispreparedbyfourthyearaccountingdepartmentstudent.

Thepurposeofthisquestionnaireistoassesstheinventorymanagementpracticein

microandsmallenterpriseincaseofmetalandwoodworkatWolkitetown.Therefore,
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youareexpectedtogivecompleteresponseforthegivenquestions.

Generalinstructions;

A.Noneedofwritingyourname

B.put( )forclosedendedquestionsandwritesyouranswerforopenended

question.

C.pleaseattemptallquestionavailable.

Part1:generalpersonaldetail

1,sex: male female

2,age: A,18-25 B,26-30 C,31-35 d,above36

3,Educationallevel:A,certificate B,TVET C,diploma D,first

degree

4,Workexperience:A,1-3year B,3-5year C,above5year

Part2:questionsrelatedtheinventorymanagementpracticeoftheenterprise.

5,yourpositionintheenterprise:A,purchasing B,store C,marketing

6,Employment: A,permanent B,temporary y

7,doyouthinkthematerialstoredinparticularplaceandprotectedcarefully?

A,yes B,no C,wedon’tknow
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8,whatdoyouthinkabouttheenterprisemanagementsystem?

A,poor B,good C,verygood

9,whatarethefactorsthataffecttheinventorymanagementsystem ofyourenterprise?

---------------------------------------------------------------------------------------------------------------------

10,whatarethemainfeaturesofinventorymanagementsystem inyourenterprise?

-------------------------------------------------------------------------------------------------------------------------------------------

-----------------------------------------------------------------------------------------------

11,Dosetheinventorymanagementsystem hasanimpactontheprofitabilityofthe

Enterprise?

A,yes B,no

12,if the answer for question number 12 is yes what are the impacts?

____________________

______________________________________________________________________________

13,Dose the inventory managementsystem has an effectoverthe financial

performanceofyourenterprise? A,yes B,no

14,iftheanswerforquestionnumber14isyeswhatarethefactors--------------------------------

---------------------------------------------------------------------------------------------------------------------



35

15, who is responsible to prepare purchase requisition?

________________________________

______________________________________________________________________________

16,whichinventorysystem isusedinyourenterprise?

A,periodicinventorysystem B,perpetualinventorysystem


