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Abstract

Public enterprises are organizations established and owned by government to provide different services to
the public. Among these enterprises ACBSE is an Enterprise provide transport service to Addis Ababa and
its surrounding residents. Different studies indicate that the Enterprise doesn’t provide quality service for
its customers and they are not satisfied by its service. As per those studies, one of the reasons for this poor
service provision is lack of spare parts to maintain its buses. The particular objectives that were analyzed
include, assessing inventory management process and how it affects the service delivery of the Enterprise.
The purpose of this study is to assess practice of inventory management in Anbassa City Bus Service
Enterprise. The various factors influencing inventory management were broken into inventory carrying
cost, inventory stock out cost, inventory stock record practices, stock audit practices, staff skill and
experience, computerized inventory, and effective management of spare parts. The research adopted
descriptive study design and purposive sampling technique. The researcher used a sample size of 47
employees from the target population to act as sample size. The research used questionnaire, interview
with key informants, and observation of the researcher. The collected data were analyzed quantitatively
and qualitatively. The key findings from the study revealed that: there is poor inventory management
practice and utilization of spare parts which causes for stoppage of buses. According to the study, there
are practices of over and out of stock, wrong, and obsolete spare parts that eventually increase carrying
costs. The study also revealed that unavailability of fully computerized system of inventory controlling,
lack of up to date recording of inventories, lack of adequately trained staff, there is weak communication
among warehouses about excess and shortage of spare parts, lack of using scientific and preventive
approaches to maintain the buses and utilize spare parts efficiently. The researcher recommends
that ACBSE has to support its activities with Information Technology, train employees in
inventory processing department to modernize services, prepare up to date manuals, give
concentration to efficient utilization of spare parts, recording history sheets for each buses and
using information for decision making, disposing the accumulated obsolete spare parts to
decrease its carrying cost, and the Technique department has to focus on preventive maintenance

approach to minimize consumption of spare parts.

viii



CHAPTER ONE
1. INTRODUCTION
1.1 Background of the Study

Inventories are vital to the successful functioning of manufacturing and retailing organizations.
They may consist of raw materials, work-in-progress, spare parts/consumables, and finished
goods. It is not necessary that an organization has all these inventory classes. But, whatever may
be the inventory items, they need efficient management as, generally, a substantial share of its
funds is invested in them (Vohra, 2008). In some cases people try to use inventory and stock
interchangeably, but the scope of inventory management is broader than stock. Basically
inventory management can be defined as the “management of materials in motion and at rest”
(Coyle et al., 2003). The following activities fall within the range of inventory management
(Miller, 2010): control of lead times, carrying costs of inventory, asset management, inventory
forecasting, inventory valuation, inventory visibility, future inventory price forecasting, physical
inventory, available physical space for inventory, quality management, replenishment, returns

and defective goods and demand forecasting.

A management that can’t plan and decide strategically could fail to run an enterprise in the right
direction regarding with inventory management. Whether it is a private or public sector, the
acquisition, storage, issuance, and usage of stock is crucial in running operations of the business
(Wilding, 2003). Inventory management basically serves two main goals (Reid & Sanders,
2007). First of all good inventory management is responsible for the availability of goods. It is
important for running operations that the required materials are present in the right quantities,
right quality and at the right time in order to deliver a specific level of service. The second goal

is to achieve this service level against optimal costs.

Inventory management is concerned basically with planning and control of materials. There must
be a store, where to buy, when to buy, and how much to buy to control materials. The purpose of
inventory management is to ensure uninterrupted supply of inventory at lowest possible cost for
ongoing operation of business. Management has compare different cost components such as cost
of supplying inventory, inventory holding costs, and costs resulting from insufficient inventory

when making decision on inventory (Silva 2009).



According to Wilding (2003), inventory management is key activity which organizes the
availabilities of material for the smooth ongoing operation. It coordinates purchasing,
manufacturing, storing and distribution functions to meet the marketing needs and customer
satisfaction. This role includes the supply of new products consumables; spare parts, obsolescent
items, and all other items that help to have satisfactory operation to customers. Inventory enables

a company to support customer satisfaction by making the operation with high quality.

Among these many types of inventories, spare parts are the one that are stocked to meet any
eventuality regarding with maintenance of organizations’ machines and vehicles. There are large
numbers and variety of parts, which are to be kept in inventory. Saxena (2003), discuss about
inventory management of spare parts how they are accessing, handling, and effective utilization

in the organization.

To manage their inventories in proper and cost wise manner, organizations build special
department or division which is responsible for inventory management and develop various
procedures to follow the overall activities regarding with inventory of the organization. Based on
the above assumptions of inventory management this study tries to assess the practice of Anbassa
City Bus Service Enterprise (ACBSE) inventory management.

1.2 Background of the Enterprise

Anbessa City Bus Service Enterprise is the largest City Public Transportation Company in
Ethiopia established immediately after the Italian invasion in 1943 by collecting old vehicles and
garage equipment from the invader. At the time its name was Public Transport and guided by
Italians and other foreigners. In 1952, it was organized in to a share company by getting legal
entity from the government. At that particular year the enterprise had only 10 buses to serve the
people of Addis Ababa in four routes. In 1956 the enterprise bought 20 Mercedes model buses
and increased its routes to 14. The management also shifted from foreigners to Ethiopians in the
same year. In 1973 the enterprise bought 50 city buses and strengthened its transportation service
and in 1974 the enterprise ownership transferred from Share Company to the government
(ACBSE, 2013).

According to the FDRE Negarit Gazeta proclamation NO. 187/94 the enterprise reorganized by
paid up capital of birr 14 million and got its current name Anbassa City Bus Service Enterprise.

Currently, number of residents of Addis Ababa increased tremendously. The city is under a
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process of huge development and this needs fast and modern mass transport system. To fulfill
this need of transport ACBSE has bought number of buses from local and foreign markets.
Addis Ababa City Administration (AACA) bought 550 rigid and articulated Bishoftu buses for
the enterprise and the enterprise has around 320 functional old DAF buses which are bought
before 19 years. By using the aforementioned number of buses the enterprise gives transportation
services for more than five hundred twenty thousand people per day through 122 routes in Addis
Ababa and its surrounding. To maintain these buses functional and providing the service properly
the enterprise bought and occupied huge amount of spare parts and materials from local and
foreign markets. Managing these inventories from acquisition up to disposition has its own
process and challenges. This study focused on assessment of the inventory management practice
of ACBSE.

1.3 Statement of the Problem

The essence of urban planning is to provide adequate and equitable services to all groups. One of
the important urban services is transport services (Murray et al. 1998). These days the dominant
mode of public transport in developing countries is the ‘conventional’ bus. It has wider social
and environmental benefits. It is the only one affordable to the urban poor (Armstrong-Wright et
al. 1987). It is the most flexible as it satisfies high short distance mobility demands. It needs less
investment on infrastructure. It is feasible economically to all groups and environment friendly
system. Vikash (2003) reckons how people can trade off between owning a vehicle and good
quality public transport as: “most people in a city are better off if they access vehicles rather than

own them.”

The urban transport sector, however, has many problems in most developing countries.
Inadequate and poor quality infrastructures, mismatch between demand and supply, and increase
rate of accidents are some of the problems (TranSafety 1998). Among these problems the

mismatch between demand and supply may happen in different causes.

ACBSE, which is the study area of this research, is in charge of inefficiency to fulfill demand for
transport of its customers (Demelash, 2007 and Aschalew, 2015). These two researches were
done at different times for their Masters Degree focusing on ACBSE’s performance of service
delivery and customer satisfaction. The first research was done by taking 500 customers sample
respondents through questionnaire and asking officials of the Enterprise through interview and

3



the second one was done by taking 100 passengers and 108 employees of the Enterprise as a
sample size to assess level of customers’ satisfaction. The result of these studies indicates that
customers are not satisfied by service of the Enterprise because its buses are not available timely.
According to employees and managers of the Enterprise there is a problem to supply their buses

in full capacity.

Generally, the result of those studies point out that one of the reasons for the poor performance
of the Enterprise is shortage of spare parts to maintain its buses and supplying them to serve
customers. Even if findings of these studies indicate that there is shortage of spare parts, annual
reports of the Enterprise point out that it purchased in hundred million Birrs per year different
spare parts and currently it has around 260 million Birr cost spare parts in the stock (ACBSE
Annual Report, 2015/2016).

The researcher tried to get studies made on inventories management in organizations that have
the feature with ACBSE but there is no other research made on organizations which holds huge

amount of spare parts and dedicated to give public transport service.

As such, this study assessed the practice of spare parts management of ACBSE which is not
given concentration by other researchers and the researcher used inventories and spare parts
interchangeably only for the purpose of this study. Hence the researcher investigated issues

related to the following research questions.

e What does the inventory management practices of ACBSE looks like?

e How inventory management system contributing factors for poor service provision of the
Enterprise?

e What are the factors that affecting inventory management?

e What is the level of management awareness about spare parts shortage of the Enterprise?

e What is the level of management awareness about spare parts excess of the Enterprise ?

1.4 Objective of Study

The main purpose of this study is to assess the inventory management process of ACBSE. And
the study tried to meet the following specific objectives.

N To assess inventory management practice of ACBSE.



M To assess how the inventory management process affects maintenance of buses and
service delivery of the Enterprise.

A To assess factors that affect inventory management.

A To evaluate the level of management awareness about material shortage.

N To evaluate the level of management awareness about material excess in the stock.

1.5 Significance of the Study

Anbassa City Bus Service Enterprise was the target company which is intended to benefit from
the results of the research. However, the result of the study can be applied in any governmental
or private enterprises, which is in need to improve their inventory management. Generally, this

research was done to achieve the following three significances;

> It enables ACBSE officials to have information about the status of their inventory

management performance.

» ACBSE will get an opportunity to have feedback about the problems in inventory

management and help to take the necessary actions.

> It will help those interested to acquire knowledge on inventory management of
ACBSE.

1.6 Scope of Study

So far the enterprise has ten departments; this study takes place mainly in Purchase Support
Process, Technique Core process, and Internal Audit Support Process. From these three
departments, the study focus on employees who have direct interaction with spare parts

management in Purchase department and utilization of it in Technique department.
1.7 Limitations of the Study

Inventory management is an issue that is the concern of all departments in the Enterprise. This
study limited its scope to the assessment of inventory management practice of Anbassa City Bus
Service Enterprise’s the above mentioned processes employees and managers. Furthermore,
since the sample is only from these places it is not large enough to represent the entire employees
and managers. Therefore, the finding of this study considered as showing the practice of

inventory management in ACBSE. Another study with vast target population and sample size
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may be required in the further to arrive at conclusion about the inventory management of

Anbassa City Bus Service Enterprise.
1.8 Organization of the Paper

The research thesis has four chapters. The first chapter deals with research preliminaries
including background, statement of the problem, objectives, scope of study, methodology used
and outline of the paper. In the second chapter, conceptual frame work of the study and different
related literatures about inventory management is presented in a detailed manner. In the third
chapter, facts and figures obtained from both primary and secondary sources are presented,
discussed and analyzed. Based on the third chapter, conclusions and possible recommendations
are made in the fourth chapter. The thesis also consists of other formal sections like

Bibliography, Appendices, etc



CHAPTER TWO
2. REVIEW OF RELATED LITERATURE
2.1 Definition of Inventory

Different scholars defined inventories in different perspectives. The inventory may be defined as
the physical stock of good, units or economic resources that are stored or reserved for smooth,
efficient and effective functioning of business. According to Bose (2006) inventories are
resources of any kind having an economic value which consists raw materials, work-in-progress,
finished goods, consumables, and stores. Thus inventory control is all about planning and

devising procedures to maintain an optimal level of these resources.

The other author Saxena (2009) defined inventory as an idle resource of any kind that has
potential economic value and considered as locked up capital. A practical definition from the
material management angle would be “item of store or materials kept in stock to meet future
demands of production, repairs, maintenance, construction, etc.” Inventory is a list for goods and

materials, or those goods and materials themselves, held available in stock by a business.

The other authors Monczka, et.al (2010), categorized inventories as raw materials, work-in-
progress, finished goods, maintenance, repair, and operating supplies, and pipeline/in-transit.
Among these, spare parts are inventories included in raw materials which help to repair machines

and vehicles.
2.2 Inventory Management

Inventory management is defined as a science based art of ensuring that just enough inventory
stock is held by an organization to meet demand. Inventory is the availability of any stock or
resources at right quantity and quality used in an organization. An inventory management system
is the set of policies that controls and monitors inventory level and determine what level should
be maintained, how large orders should be made and when stock should be replenished so as to

support the operation of the business (Miller, 2010).

The availability of materials whenever and wherever required activities were essential for the
procurement, storage, sales, disposal or use of material can be referred to as inventory
management. Individual responsible for inventory management have to know the space they

have for storage and provide information when materials reach at their minimum level and utilize
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available storage space resourcefully, so that available storage space is not exceeded. They have
to assist the organization to decide what quantity to order, how to order and when to order so that

stock is available on time and at the optimum cost (Bose, 2006).

Inventory management involves planning, organizing and controlling the flow of materials from
their initial purchase unit through internal operations to the service point through distribution.
Inventory constitutes one of the largest and most tangible investments of any organization which
also decides their success in operation. It refers to the process of managing the stocks of finished
products, semi-finished products, and raw materials by a firm. Inventory management, if done

properly can bring down costs and increase the revenue of a firm (Saxena, 2009).

Inventory management covers replenishment lead time, carrying costs of inventory, inventory
forecasting, inventory valuation, inventory visibility, future inventory pricing, physical
inventory, available physical space for inventory, quality management, replenishment, and
returns. Balancing these competing requirements leads to good inventory management system,
which is an on-going process as the business needs shift and react to the wider environment
(Ghosh and Kumar, 2003).

There is need for installation of a proper inventory control technique in any business
organization in developing country like Ethiopia. According to Kotler (2002), inventory
management refers to all the activities involved in developing and managing the inventory levels
of raw materials, semi-finished materials (work-in-progress) and finished good so that adequate
supplies are available and the costs of over or under stocks are low. Therefore, the basic goal of
managers in one organization has to be to maintain a level of inventory that will provide

optimum stock at lowest cost.
2.3 Objectives of Inventory Management

Managing inventories have significant impact on the productivity of organizations. Keth et al.
(1994) stated that the major objective of inventory management and control is to inform
managers how much of a good to re-order, when to re-order the good, how frequently orders
should be placed and what the appropriate safety stock is, for minimizing stock outs. Thus, the
overall goal of inventory is to have what is needed, and to minimize the number of times one is

out of stock.



Additionally the main aim of inventory management is to ensure that organizations hold
inventories at the lowest cost possible while at the same time achieving the objective of ensuring
that the company has adequate and uninterrupted supplies to enhance continuity of operations
(Mpwanya, 2005). A study carried out by Bhausaheb & Routroy, (2010) shows that companies
are keen in managing their inventory so as to reduce costs, improve the quality of service,
enhance product availability, ultimately ensure customer satisfaction, and has a huge financial

implication on both the customer satisfaction and financial performance of an enterprise.

There are reasons to organizations to give emphasis for their inventory management. It is known
that inventory is often where the biggest costs are hidden in businesses (Harrington, 1996).
According to Goor & Weijers (1998), stocks are responsible for a large part of the total working
capital costs: up to about one third. This indicates that inventory costs represent a significant
component of total logistics costs consequently the biggest benefits can thus be gained by
reducing these costs. From the above perspective this excess capital invested in stocks is thus,
from a company-perspective, a ‘useless’ waste of money. The second thing is that stocks are a
source for risks. For example stock may catch fire, can be stolen, damaged or may decay over
time. Consequently these events might influence the production process and could even cause it
to stop and orders are delivered too late accordingly. So having good inventory management

system helps the organization in several ways.
2.4 Reasons for Holding Inventories

Instead of buying and using any materials at the moment when they want, organizations select to
hold inventories in their warehouses. Japanese companies are exemplary in materials planning
and working without any inventory by using Just-in-time (JIT) or Zero-inventory method. Using
this method helps organizations to avoid costs those arise from holding inventories. But there are
a number of prerequisites for the success of JIT can be visualized. In uncertain demand and
supply environment, JIT is not feasible. Thus, inventory management in uncertain supply
environment is Just-in-case (JIC) type in which minimization of the total expected system cost
becomes an important objective. Because of these unattainable features of JIT, especially in
developing countries it is must to hold inventories (Vrat, 2014).

Inventories serve a number of important functions in various companies. A research made by

Woldeabrha (2015) on inventory management practice of Ethiopian Electric Utility (EEU),



indicates that EEU holds inventories in its warehouses to satisfy expected demand of customers,
to take advantage from bulk purchase, to allow for smooth and flexible service provision, and to

guard against price increases.
2.5 Inventory Control

Eni (2001), defines inventory control as the problems of verifying the quantity, the value and the
balance of the entire range of materials held in the stock, so that it would be easy and possible to
give the exact quantities of materials in the store at any given time. It helps the store-keeper (or
the inventory controller, as the case may be) to tell how much was ordered (requested for), how
many have been used, what is remaining and when to place the next order so that the enterprises
would not lack materials to work with at any point in time. Similarly, Sharma (2004), views
inventory control as the means by which materials of the correct quantity and quality is made
available as at when required with due regard to economy in terms of storage and costs (both
ordering and working capital). He also said that inventory control is the systematic ways of
locating; storing and recording of goods in such a way that desired degree of service can be made

to the operation shops at minimum ultimate cost.

Kumar and Suresh (2008), argue that effective control in inventory is a must for smooth and
efficient running of the production cycle with least interruption. They proceed with their
argument that this is warranted by varying intervals between receiving the purchased parts and
transforming them into final products. They further argue that inventory control would ensure
adequate supply of products to consumers and avoid shortages and ensure timely action for
replenishment. Inventory control systems may ensures smooth production and hence no stock-

out.

According to Arora (2000), the factors to be considered in inventory control include;
procurement costs, inventory carrying costs, cost of spoilage and obsolescence, cost of running-
out of stock and set-up cost. A good inventory control system minimize the possibility of delays
in production that are caused by lack of materials, permits a company to exercise economics in
purchasing, essential for an efficient accounting system is deterrent to people who might steal
materials from factory, expedite the production of financial statement, allows for possible
increase in output, creates buffer between input and output, insures against scarcity of materials

in the market and avoid inventory build-up.
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Organizations that have poor performance in inventory management faced different problems.
And Menon (2006), indicates that, this poor inventory control has the following symptoms: high
rate of order cancelation, excessive machine downtime due to material shortage, large scale
inventories written down because of price decline, distress sales, widely varying rate of
inventory losses, large writing down at the time of physical inventory taking, continuous

growing inventory qualities, liabilities to meet delivery schedules and even production rate.
2.6 Challenges in Inventory Control

Inventory management provides information to managers which help to make more accurate and
timely decisions to manage their operations. A successful business relies on many factors, one of
which is a reliable inventory management system. Managing these inventories has a number of
problems that may affect a company’s profits and customer service. They can cost a business
more money and can lead to an excess of inventory overstock that is difficult to move. Most of

these problems are usually due to poor inventory processes and out-of-date systems.

According to Deveshwar and Modi (2012), having unqualified employees in charge of inventory
control who either don’t have enough experience, neglectful in their job, or don’t have adequate
training, lack of encompassing all the aspects and factors in the company inventory planning,
weakness on supervision how inventories are managed in the organization, having excessive
inventory in stock or running out of stock, lack of computerized inventory system and
complication of using it, and misplacing of items in wrong location within a store and others are

some of problems facing inventory control.
2.7 Inventory Cost

Different authors discuss those problems facing the management during decision making are,
knowing the right position when to initiate a purchase order (when to buy) and how much to buy
(determine the lot size). In solving these two problems Naddor (1966) develop a model of
inventory. An inventory model is a model which attempts to link up primarily the following three

types of inventory-related costs. The three costs are as follows:

(@) Inventory carrying costs or holding cost — This is the estimated or imputed cost of holding
or carrying a unit of material in the form of inventory for a unit period of time. It includes capital

tied up costs, storage costs, service costs, and risk costs.
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(b) Cost of shortage or stock out — This is the estimated or imputed opportunity cost incurred if

we do not have materials in stock when the demand arises.

(c) Ordering costs — Ordering or replenishment costs are the costs of efforts put in and expenses
incurred when a purchase order is initiated for procurement or replenishment of inventories. The
ordering cost is quite dependent on the purchase procedures and the extent of bureaucracy and

paperwork involved in the processing of a purchase order.
2.8 Valuation of Inventory

Inventories are generally valued at cost. If the purchase price of merchandise is constant on the
periodic and perpetual inventory system, the issue of inventory costing would become such a
simple task. Unfortunately, during any given period it is very likely that prices of merchandise
vary due to one or more reasons. In such cases, there arises a problem of determining which

price of a good to assign as an inventory cost (Barzandeh, 2011).

The problem inventory costing can be solved by making assumptions as to the flow of costs.
Cost Flow assumptions are traditional cost allocation methods. They help to allocate prices

between cost of goods sold and ending inventories. There are several methods of cost allocation:-

1. Specific Identification (SI)

2. First-in, First-out (FIFO)

3. Weighted Average Cost

4. Last—in—First out (LIFO), (Barzandeh, 2011).

Specific identification (SI):- The specific identification method can be used only when the
actual cost of individual units of merchandise can be determined from the accounting records.
This method is used only when the item are high cost and move relatively slowly, such as cars
for an automobile dealer (Gunner and Skitmore, 1999). This indicates that a unit cost is attached
to each item of inventory .Then, when an item is sold the inventory value is reduced by that

specific amount.

First-in, First-out (FIFO):- The FIFO, is based on the assumption that the first merchandise
purchased is the first merchandise sold, (Gunner and Skitmore, 1999).
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This definition indicates that, units sold at a given period are assumed to be the first units that
were placed in inventory. As a result the cost of goods sold is based on the cost of the oldest

inventory items, and remaining inventory consists of newest goods.

Weighted Average Cost:- The weighted average method involves calculating the weighted
average unit cost of goods for sale from inventory, and this average is then used to determine the
cost of goods sold. This method results in the cost of goods sold and an ending inventory that fall
somewhere between the FIFO and LIFO methods (Ashworth, 2004).

Last —in —First out (LIFO):- LIFO is among the most widely used methods of determining the
cost of goods sold and valuing inventory. As the name suggests, the most recently purchased (the

last in) assumed to be sold first, (Gunner and Skitmore, 1999).

The explanation indicates that, LIFO is the opposite of FIFO. This is purely an accounting
convention the actual physical units sold could be either the earlier or the later unit placed in

inventory, or some combination.
2.9 Inventory Policies

Organizations develop inventory policy which helps to select an inventory model. Inventory
model depend upon the choice of inventory policy adopted by the organization. Inventory model
can be broadly classified as single purchase decisions (static) models or repetitive purchase
(dynamic) models; other major grouping could be deterministic inventory models vs.
probabilistic inventory models. Further branching can be done on the basis of number of items
(single vs. multiple), number of sources of supply (single vs. multiple), number of echelons
(single vs. multi-echelon) and other situational variables such as quantity discounts, budget
constraints, etc. According to Vrat (2014), there are three types of inventory policies in inventory

management. These are described as follows:

1. Economic Order Quantity (EOQ)-Reorder Point (ROP) Policy: - Under this policy, the
inventory status is continuously monitored. Whenever the inventory level falls to a
predetermined level called as reorder point (ROP), a replenishment order of fixed quantity called
economic order quantity (EOQ) is placed. Thus EOQ (Q) and ROP (R) are the two decision
variable involved in solving the problem of how much to buy and when to buy.
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2. Periodic Review Inventory Policy: - under this policy the stock status is periodically reviewed
after a fixed time interval. When the review period is reached, the order is placed which is
determined by the predetermined formula.

3. Optional Replenishment Policy: - This is a variant of periodic review inventory policy
wherein there are two levels of inventory identified as the maximum level and the minimum
level. The stock levels are periodically examined at fixed time interval. However, if the stock
levels are more than the minimum level (s) at the time of review, the replenishment decision is
deferred to the next review cycle, and no order is placed because the current stock is deemed to
be adequate for the time being until the next review cycle.

2.10 Inventory Record

Arnold and Chapman (2001) discuss about the necessity of inventory record. According to them,
the usefulness of inventory record is directly related to its accuracy. Based on the inventory
record, a company determines net requirements for an item, releases orders based on material
availability, and performs inventory analysis. If the records are not accurate, there will be
shortage of material, disrupted schedules, late deliveries, lost sales, low productivity, and excess
inventory (of the wrong things).

These three pieces of information must be accurate: part description (part number), quantity, and

location. Accurate inventory records enable firms to:

e Operate an effective materials management system. If inventory records are inaccurate, gross-
to-net calculations will be in error.

e Maintain satisfactory customer service. If records show the item is in inventory when it is not,
any order promising it will be in error.

e Operate effectively and efficiently. Planners can plan, confident that the parts will be available.

e Analyze inventory. Any analysis of inventory is only as good as the data it is based on.

2.11 Inventory System

There are two main inventory system employed by businesses to assure the quantities of
inventory on hand Arnold and Chapman (2001):-

1. The periodic inventory system and

2. The perpetual inventory system
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The periodic inventory system is called periodic because the quantities of inventories are only
known after physical inventories are taken at period ends, usually at the end of a year. It is more

appropriate for businesses that hold large quantities of small unit cost items.

The perpetual inventory system indicates something that is continuous. Hence, the perpetual
inventory procedure continually indicates (reveals) the balance of inventory. It is more
appropriate for businesses that deal with small quantities of high unit cost inventories. With the
help of computer technology, however, the perpetual inventory system can also be applied for
larger quantities of small unit cost items. To confirm the inventory figure available from
accounting records, physical inventory of items should be taken at least once during the fiscal
year, Arnold and Chapman (2001).

2.12 Internal Control

Horngren and Harrison (1992) define internal control as the organization plan and all related
measures adopted by an entity to safeguard assets ensure accurate and reliable accounting
records promote operational efficiency and encourage adherence to company policies. Internal
control includes administrative controls and accounting controls. Administrative controls include
the plan of organization methods and the procedures that help managers achieve operational
efficiency and adherence to company policies. Accounting controls include the methods and
procedures that safeguard assets, authorize transactions and ensure the accuracy of the financial
records. Internal controls are policies and procedures established in an organization to authorize
transactions in order to insure the accuracy of the financial records and to provide assurance that

organizational objectives will be achieved.

Internal controls include all policies and procedures adopted by management of the entity to
assist in achieving their objectives as far as practicable. The controls are aimed at aiding
management in carrying on business in an orderly and efficient manner and showing
transparency and accountability of any policies in such as stock controls through professional

ethics and following routine practices.

Internal control over inventory is important to any business because inventory is the life blood of
a merchandiser. Horngren and Harrison (1992), argue that successful companies take great care
to protect their inventory. According to them, elements of good internal control over inventory

include: physical counting inventory at least once each year no matter which system is used,
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maintaining efficiency purchasing, receiving and shipping procedures, storing inventory to
protect it against theft damage and decay, limiting access to inventory to personnel who do not
have access to the accounting records, keeping perpetual inventory records for high unit cost
merchandise, purchasing inventory in economic quantities, keeping enough inventories on hand

to prevent shortage situations, and not keeping to large stock pilled, thus to avoid capital tied up.
2.13 Types of Warehouse

Warehouses or distribution centers are places where raw materials, semi-finished, or finished
goods are stored. They include plant warehouses, regional warehouses, and local warehouses. In
the case of service provider organizations, Gopalakrishnan (1994), indicates that warehouses can

be classified into two kinds:
2.13.1 Centralized warehouse:

It is a store which receives materials for and issues them to all departments, divisions and
production floors of the company. Such a store is only one in the company which receives
materials for and issues to all who need them. The materials required for all the departments and
branches are stored and issued by only one store. The followings are the main advantages of

centralized stores.

» A better supervision of store is possible because the store is located under a single
supervision.

A better layout of store and its control are possible.

Less space is occupied.

Investment in stock is minimized.

It is economical for storing materials.

Safety of materials is possible according to the nature of materials.

Trained and specialized persons can be appointed.

YV V. V V V V V

Wastage of materials can be minimized, (Gopalakrishnan 1994).

2.13.2 Decentralized Warehouse:

Offer service where it is needed, resulting in the reduction of unnecessary consumption and
prevent obsolescence and accumulation of surplus materials. An advantage of decentralization is

that there tends to be faster decision making and an ability to adapt to the demographic area of
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production. It also means that lower level managers have the opportunity to gain valuable
experience and develop more fully because there is more room to grow. However a decentralized
set-up costs money because the increased number of locations automatically results in increased
stocks and personnel. Information handling also increases, thereby adding to the costs
Gopalakrishnan (1994).

2.14 Knowledge and Skills Possessed the Staff

According to Susan and Michael (2000), people in warehouse are responsible for the distribution
of inventory materials to all storage or using locations. They are also responsible for the physical
security and safekeeping of materials at all stores locations and for all storekeeping activities,
including material receiving, put-away, and material picking and shipping. Other responsibilities
include: maintaining accurate inventory records, managing the physical layout of storehouses,
including bin location assignments, determining the physical movement and distribution of
material throughout the organization, receiving and storing materials, issuing stock material in
response to a material request from customers, conducting cycle counts, annual physical, or both,
reconciling discrepancies between cycle count and annual physical inventory, developing and
operating truck and route schedules for distribution of material, and working with purchasing

departments to resolve vendor-related problems with timing, quality, quantity, and delivery.

Lyson and Gillingham (2003), define training as a planned process to modify attitudes,
knowledge, and skill through learning experience to achieve effective performance in an activity
or range of activities. Its purpose in the work situation is to develop the abilities of the individual
and to satisfy the current and future human resource needs of the organization. The author further
says that employees may be trained internally on the job or externally in a college offering

supply chain management courses.

Baily and Farmer (1982), argue that for the supplies function to achieve a superior supply
performance, it is necessary to recruit, train and develop personnel with the capacity and
motivation to do better work. Qualified staff that is competent and skilled will help the
organization to achieve its goals and objectives by being efficient and effective when carrying
out various functions. For an organization to succeed, qualification of the staff is a pre-requisite

and must be matched with job requirement.
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2.15 Computerization of Inventory Activities

Handling of bulky files manually and analyzing it for different purposes is very difficult,
inconvenient, time-consuming, and involves lots of man-hours. Retrieval of information is even
more difficult from manual files. Sometimes, the data and information is lost in the manual files,
and decisions are taken without considering all aspects of the issue on hand. This affects quality
of decision taken. Today, Computer Based Information System (CBIS) plays a very important
role in handling, processing and retrieval of large data, and converting the same with ease into
useful information decision making. Most of the Computer Based Information Systems are
integrated information systems for material procurement, warehouse management, and inventory
control (Saxena2003).

According to Conrad (n.d.), computerizing activities that are related with inventories has the
following advantages and traits.

2.15.1 Advantages of Computerization
a) Speed and Efficiency

A computerized inventory management system makes everything from inputting information to
taking inventory easier. Doing a hand count of inventory can take days, but with a computerized

inventory management system, the same process can be done in a matter of hours.
b) Document Generation

Once the computerized inventory management system is in place, managers and workers can use
it to automatically generate all kinds of documents, from purchase orders and checks to invoices
and account statements. Managers can also use the system to automatically order products when

they run low.
c) Timely Data

With a manual system, the data is only as accurate and up to date as the last hand count. With a
computerized inventory management system, the management team can pull a report and
instantly see how many units are on the floor, how many have sold and which products are

selling the fastest Conrad (n.d.).
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2.15.2 Traits of Computerization

a) Reliance on Technology
With a computerized inventory management system, the company is at the mercy of its
technology. Outside factors like a power failure or the loss of Internet or network connectivity

can render the system temporarily useless.

b) Accuracy Issues
A computerized system alone does not ensure accuracy, and the inventory data is only as good as
the data entry that created it. Companies that plan to use a computerized inventory management
system need to have a system in place to validate their data and check the numbers reported by
the system. A select hand count or targeted audit may be necessary to ensure the integrity of the

system.

¢) Risk of Fraud
Any computerized system carries the risk of intrusion, and with a computerized inventory
management system comes the risk of fraud as well. A dishonest vendor could hack the system
to receive payment for products never delivered, or a dishonest employee could redirect checks

to themselves Conrad (n.d.).

2.16 Tools of Inventory Management

According to Laysons and Farrington (2006) there are tools which are necessary to manage
inventory effectively. ABC analysis, barcoding, radio frequency identification (RFID), and
inventory software are among important tools that help to manage inventories. Using these tools
has a significant impact on the productivity of the store. The other authors Tom Jose, et.al.
(2013) suggests additional tools which helps to manage inventories like FSN items. Hereunder,

there are discussions only about tools which are relevant to success of this study.

2.16.1 ABC analysis
The ABC system is a widely used classification technique to identify various items of inventory
for purposes of inventory control. On the basis of unit cost involved, the various items are

classified into 3 categories:

e A, consisting of items with the large investment,

e C, with relatively small investments but fairly large number of items and
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e B, which stands mid-way between category A & C.

Category A needs the most rigorous control, C requires minimum attention and B deserves less
attention than A but more than C Tom Jose, et.al. (2013).

2.16.2 FSN analysis

All the items in the inventory are not required at the same frequency. Some are required
regularly, some occasionally and some very rarely. FSN classifies items into Fast moving, Slow
moving and Non-moving Tom Jose, et.al. (2013). Under this system inventories have to be

arranged based on their movement frequency.

2.16.3 Software

Numerous software programs are available, providing complete inventory and stock
management systems. Such software can provide such facilities as maintaining supplier and
customer databases, create picking lists and receipts, provide instantaneous stock balances and
automatic reordering, barcode reading, support grouping of inventory items, remove barriers
between suppliers and customers, enhance profitability and implement such approach like Just-
in-Time (JIT) Laysons and Farrington (2006).

2.17 Effective Management of Spare Parts

There are many types of inventories which are delivered to customers. Among these Saxena
(2003), discuss about types and factors influencing stocking of them. According to him, parts
that are likely to fail and may need replacement are stocked to meet any eventuality and are
therefore called ‘spare parts’. There are a large number of machines, big or small, in any plant
and each requires spare parts to be stocked. Thus there are large numbers and variety of parts,
which are to be kept in inventory. In some cases, suppliers of the main plant and machinery
supply machines that are not of their own production, but are bought by them from others. The
inventory control staffs do not always know the details of such machines and their spare parts,
including their source of suppliers. Often plant personnel need to look into the replacement of
damaged components of these machines or another equivalent spare, which can exactly fit to the
machinery. It is essential because changing the machine for damaged component is not possible
for various reasons, as it may be either very costly to replace the machine or a similar machine is

not available. In such situations, all those who are involved with the management of spare parts
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of the machines, that is, the Store Keeper, Inventory Controller, and Purchaser join in hands in

attacking the problem so that the spares are available for replacement when needed.
2.17.1 Lists of Factors Influencing Stocking of Spare Parts
The following are factors that influence stocking of spare parts stated by Saxena (2003).

a) Unpredictability Failures

Because of unpredictability of failures to inventory controllers and purchasing department, the
judgment of the maintenance staff is the key factor in deciding what and how much is to be
stocked and at which stage. The maintenance department has to use scientific method of
planning the quantity of spare parts, rather than depending on mere judgment. This brings out the
concept of average life, which can be easily determined from the historical data of past failures
or replacements. Maintaining history sheets for each machine or for their important components
is of great importance.

b) Failure analysis helps in working out projected requirement of spares
Failure analysis is done based on a scientific approach. And it is possible to predict the
remaining expected life of the component or the machine by focusing on the predictive

maintenance techniques to request the spare part.

c) Appropriate Maintenance Techniques
Having predictive maintenance approach has greatly affected the management of spare parts. If
the organization used this technique appropriately there is no need to stock an item until it is
required. If it is not, stoppage of machine upon failure of parts, emergency purchase of spares

with a very high price, and other problems will occur.

d) Technical Evaluation of Machine Before Purchase

One of the important factors in spare parts management is the technical evaluation of the
machine from the point of view of maintainability and reliability, before its selection for

purchase.

e) Nearness of Service Centers and Dealer/Distribution
The risk of long down time of the machine due to non-availability of spares is no longer there if
the local dealers or distributors are close to the plant, the need for keeping the spares in store is

reduced.
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f) Nature of ltems

In case of imported spare parts, the need for storing increases due to the long time required for
various import formalities and customs clearance procedures and transportation system create

delays.

The other factors are administrative and financial factors. Administrative factors consists
organization structure, procedure followed, inventory controls, and others and the financial

factors are economic costs that arise from inventory, obsolescence of spare parts, and others.
2.18 Conceptual Framework

The conceptual framework includes independent variables identified as inventory carrying cost,
inventory stock out cost, inventory stock record practices, stock audit practices, staff skill and
experience, computerized inventory, and effective management of spare parts control as
dependent variable. The problem under investigation was inventory control as affected by the
identified independent variables. Inventory control is shown on the right side while the

independent variables are shown on the left hand in figure 2.1.
High inventory carrying ——
Inventory stock out cost —

Inventory record practices ]

Stock audit practices +  Inventory management

Staff skill and experience

Computerized inventory

Inventory control —

Figure 2.1 Conceptual framework of inventory management

Source: (Author, April, 2016)
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2.19 Summary of Literature Review

Different authors advocate that the main objective of inventory management is to have what is
needed with a lowest cost and to minimize the number of times being out of stock. As can be
seen in the literature review part having effective inventory management includes planning,
organizing, and controlling the flow and utilization of materials. If a company maintains good
system to manage its inventory, it can provide services to customers properly and customers will
satisfy by its services. Spare parts are type of inventories which helps the manufacturing or
service provider company to maintain its machineries life. Lack of necessary spare parts in stock
to use as it is needed lead the company to stoppage of its machineries production or service
provision which affects customers’ satisfaction and its productivity. Since the inventory
management is highly interrelated the above objective function can be achieved indirectly by
customizing activities of inventory scientifically. For enterprises involved in public transport
service, spare parts are the major inputs which help to maintain its buses. To avoid shortage and
excess of spare parts technicians of the enterprise, store keepers, inventory controllers, and
purchasers have to join hand in hand and work together in attacking these problems so spare are
available for replacement when needed, could maintain its buses and satisfying customers by
providing good transport service. Findings of other study Woldeabreha (2015), made on
inventories management indicates that there is a problem a problem of managing inventories in
governmentally owned public enterprises. But this research aimed at assessing inventory
management practice, factors that affecting the managing process, identifying sources of
problems, and recommending possible suggestions to solve the real problem of inventory

management in Transportation Company by considering different constraints and assumptions.
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CHAPTER THREE
3. Research Methodology
3.1 Research Design

The study has been conducted with the descriptive type of research method. This method has the
power to describe the state of problem raised. Since the intention of the study is to assess the
present practice of ACBSE inventory management, using descriptive method is more appropriate
than other type of research methods because it helps to state things flexibly. Moreover
descriptive method helps to describe the qualitative and quantitative data which was collected to

answer the research questions.

3.2 Source of Data

The research was conducted by using primary and secondary source of data. Primary data was
collected from employees and officials in Purchase Support Process, Technique Core Process,
and Internal Audit Support process of the enterprise and secondary data was collected from
annual reports and different documents used in Purchase and Technique departments of the
Enterprise.

3.3 Data Collection Tools

The data collection tools to gather primary data employed in conducting this study was
questionnaire, interview and observation. Questionnaires was prepared and distributed to
employees in Purchase and Technique departments. The questionnaires consisted both close-
ended and open-ended questions. Semi structured interview questions were also prepared for
process owners of these three departments. And there was observation emloyed by the researcher

by the researcher to gather secondary data.

3.4 Sampling Techniques and Sample Size
A) Study Area

Currently, there is huge need for public transport service in Addis Ababa. To fulfill this need
there are five public and private enterprises; Anbassa City Bus Service Enterprise, Alliance
Public Transport, Public Service Transport, Addis Ababa Light Rail Transit, and the new comer
Sheger Transport involved in public transport service provision. Among these enterprises

ACBSE was selected to conduct this case study on its inventory management practice because it
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is the largest and oldest (the rest four enterprises established with in these three years) enterprise.
ACBSE takes a lion share to give public transport service for Addis Ababa and its surrounding
residents than others. ACBSE has eight supports and two core processes with 3900 employees
working in them. Among these, Purchase Support Process and Technique Core Process have a

great involvement in spare parts management of the Enterprise.

So to gather information about the practices and shortcomings of the spare parts management it
is relevant to involve Purchase and Technique deprtments employees and managers who are
working in three depots of the Enterprise as a source of information. Additionally, Internal Audit

Support Process Owner was included to obtain data to the study.

B. Target Population
Target population of the study was Purchase Support Process employees and managers and the
rest two departments, Technique Core process, Internal Audit Support Process and Finance
Support Process owners and case team leaders because they are the right persons to get
information about the inventory management practices and challenges than others in the

Enterprise.

C. Sampling Procedure

The information that the researcher got from Human Resource department indicates that there
are 66 employees, four case team leaders, and one process owner in Purchase Support Process. In
addition to this the Technique Core Process has 14 case team leaders, three Version Leaders, and
one process owner. The rest, Internal Audit Support Process Owner were the key informants for
the study. In line with this explanation, the researcher set up samples.

Based on the above information, to get reliable and adequate data about practice of inventory
management, especially how spare parts are managed in the Enterprise, 26 employees who have
direct interaction with spare parts warehouses management, and four case team leaders was
involved in the study through questionnaire. To find out information about mismatch of demand
and supply of spare parts questionnaires were prepared and distributed to all version and case
team leaders of Technique Core Process. These leaders involved from identifying demand of
spares before purchase up to utilization of it. Generally, two types of questionnaires were
prepared by the researcher to gather information from Purchase and Technique departments

independently and the total sample size of respondents to gather data through questionnaire was
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47 (30 from Purchase Process and 17 from Technique Core Process) and semi structured
interview designed by the researcher was done with the above stated three process owners,
observation was done by the researcher and finally annual report of the Enterprise was used to
collect secondary data.

3.5 Data Presentation and Analysis

The method of data analysis had been mainly descriptive type and the analysis handled in a way
that each issue included in the study was addressed. Both qualitative and quantitative
descriptions had been applied. Data entry and analysis of the sample was made by the researcher
with the help of statistical tools such as simple frequency tables and mean. To find the mean the
researcher graded responses of respondents from one up to five (one represents the bad situation,
three represents the average, and five represents the best situation), and add up the multiple result
of respondents and the given graded number for the situation, and divided by the total number of

respondents.
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CHAPTER FOUR
4. DATA PRESENTATION AND ANALYSIS

In this part of the paper, the researcher attempts to present the facts about the inventory
management with data collected from employees, management and secondary sources like
annual plan and report of the Enterprise by using tools mentioned in the methodology part of
chapter one. The same data have been analyzed in Tabular forms. The data gathered from
respondents is presented and analyzed by categorizing questions based on their nature to answer
the research questions. After presentation and analysis of purchase department employees’
responses which is collected through questionnaire, then followed responses of technique case

team and version leaders and process owners presented subsequently.

4.1 Data Analysis Based on Purchase Department Employees Responses

4.1.1 General Information about Respondents

Information which is relevant to the accomplishment of the study was collected through
questionnaires, interview and archives of the Enterprise. The facts about number of
questionnaires distributed and returned their sex, and categories of age for purchase department
employees presented hereunder.

Table 4.1 Number of Questionnaires Distributed and Returned to Purchase Department

Number of distributed | Number of returned
Respondents Questionnaires Questionnaires Percent
Employees in Purchase 30 30 100
department

Source: Field Survey, April, 2016

A total of 30 questionnaires (for Purchase Department employees) were distributed. All of the

guestionnaires were filled and returned to the researcher.
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Table 4.2 Educational Level of Respondents

Item Frequency Percent
Below grade 12 3 10
12 complete 12 40
Certificate 4 13
Diploma 7 24
Degree 4 13
Total 30 100

Source: Field Survey, April, 2016

As it can be seen in the above table 4.2 out of 30 respondent employees 12 (40%) of the

respondents are completed grade twelve, 7(24%) are diploma holders, 4(13%) have certificate,

and the other 4(13%) and 3(10%) are degree holders and below grade 12 respectively.

In our country case to get knowledge in specific area at least someone has to learn up to certificate

program, but answer of respondents indicates that most of them qualification is below certificate

and this shows that the purchase department is partially staffed with employees who have not

knowledge about inventory management. This lack of knowledgeable employees in purchase

department may affect the inventory control process.

Table.4.3. Duration of Employees in the Enterprise and Purchase Department

In the Enterprise

In Purchase Department

Item Frequency | Percent Item Frequency Percent
Below 5 years 6 20 Below 2 years 9 30
6-10 years 1 4 3-5 years 11 37
11-15 years 5 16 6-10 years 6 20
Above 15 years 18 60 11-15 years 0 0
Above 15 years 4 13
Total 30 100 Total 30 100

Source: Field Survey, August, 2016

28




To get precise information from employees about the overall aspects of inventory management,
the time of waiting being as an employee in the Enterprise and in the department which inventory
IS managed is necessary. Working large number of years within the Enterprise and specific
department gives employees a chance to know the problems and their reasons on that specific

department.

As we can see from table 4.3 above, from the total of 30 respondents 18(60%) of them working in
the Enterprise above 15 years, 6(20%) of them below five years, and the rest 5(16%) and 1(4%)
are staying in the Enterprise between 11-15 years and 6-10 years respectively. Regarding with the
working experience in the purchase department 9(30%) of them have below two years, 11(37%)
of them for 3-5 years, 6(20%) of them for 6-10 years and 4(13%) of them have above 15 years
experience. These results indicate that most of employees in Purchase Department worked in the

Enterprise and Purchase Department for a long period of time and they are well experienced.

4.1.2 Inventory Management Practices and the Level of Management attention to Inventory

in the Enterprise.

4.1.2.1 Practice of Inventories Categorization, Valuation, Order size, and Recording system

To manage inventories effectively, Laysons and Farrington (2006) identified methods that help
to categorize them. Inventories can be categorized based on their values, movement and others
which are supported by computerization. And valuation of inventories is done based on their
cost. Barzandeh (2011) describes the methods and how to calculate to value inventories. Based
on these assumptions an interview made with key informant from Purchase Department indicates
that spare parts in the warehouse are categorized based on their movement as fast, slow, and non-
moving items. According to him inventories are valuated based on their entry price. Inventories
enters first in warehouses used before the lately ones. Besides response of an interview made
with key informant the researcher can observe secondary data which gives information about
price of spare parts used. Based on this information the Enterprise used FIFO method to evaluate

its inventories consumption and to calculate its total stock.

Regarding with the purchase order size of inventories the Purchase Process Owner replied that
they used past experience consumption of inventories and the current financial capacity of the

Enterprise. In addition to this forecasted annual demand of spare parts of the Enterprise is
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prepared by the Technique Department and adjusted to past consumption trend and financial

capacity of the Enterprise if price of requested spare parts is high.

Recording inventories movement is very important to assure the effective utilization of
inventories, to take precautionary action to shortage of items, helps to make consumption trend
analysis, and so on. Based on these assumptions questions were raised for Purchase Process
Owner and he replied that process of recording inventories in and out is done manually and the
researcher observes that recording of inventories transactions are done manually with few
numbers (they are two) of temporary employees who have not knowledge about the work and
there is only one computer which is used to write other letters and office memorandums but not
inventories transactions. In addition to these recording of in and out of inventories haven’t up
date recordings and the process owner discusses that lack of skilled man power in the
department, lack of concentration from Enterprise to the department, and lack of necessary office
equipments are the major reasons for delay of recording. The other thing raised to Purchase
Process Owner is about availability and usage of minimum and maximum quantity level of
inventories. According to him there is predetermined minimum and maximum quantity level for
each spare part, but the problem is on the applicability of this standards. They don’t use the
levels as a reference to make decision for different purposes. Additionally, the researcher
observed that there is minimum and maximum level on each stock card.

The above responses from interview of key informant and observation of the researcher told us
that inventories are categorized based on their movement, used FIFO method of valuation,
follow periodic inventory system, determining order size by using trend analysis, financial
capacity of the Enterprise and demand forecasting of Technique Department and recording of

inventories in and out is done manually.
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4.1.2.2 Facilities in Inventory Control Rooms, Handling System, Annual Count and Audit
Practices in the Enterprise
Table 4.4 Facilities, Handling system, annual count and audit practices of the Enterprise

1= Minimum 3=Average 5= Maximum

No Item Frequenc Min Max Mean
y
1 | Inventory department rooms are well equipped 30 1 5 2.2
2 | There is effective handling system to protect
inventory from spoilage, damage, theft... 30 1 5 2.9
3 | Do you agree that the annual physical count covers
and assure the existence of each and every item?
30 1 5 3.8
4 | Internal auditors made surprise physical | Alternatives Frequency | Percentage
count of inventories. Yes 21 70
No 9 30
Total 30 100

Source: Field Survey, April, 2016

As it is discussed in the literature part having well equipped office with appropriate materials for
the job is important. But the answer rated by employees in the above table Item 1 show us below
the expected average mean (i.e.3). Employees rated 2.2 and this indicates that there is lack of

necessary equipments in inventory processing department.

It is known that inventories have to keep from spoilage, damage, theft and other similar
problems. For the question how far inventories are kept from these types of problems
respondents of employees rated near below the average mean (2.9). This indicates that somehow

good inventories handling mechanism in the Enterprise.

To know the overall wealth of a given organization it applies a physical count at least once a
year. Regarding with these employees was asked whether annual physical count covers and
assure the existence of each and every inventory in the store. Respondents rated 3.8, that is above
the average mean. This result indicates that somehow there is good physical count and check
shortage and excess of inventory. The same as the annual physical count 21(70%) of respondents
replied that there is surprise physical count of inventories made by internal auditors and the rest
9(30%) of them replied that there is no surprise count of inventories. Most of respondents agreed
that the auditing activity regarding with the inventory controlling is in a better condition.
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4.1.3 Is Inventory management System Contributing Factors for Poor Service Provision
of the Enterprise?
According to study made by Aschalew (2015), inventory management is one of the factors which
contribute for poor service provision of the Enterprise. To assure whether that finding is the right
factor or not for poor service delivery and customer satisfaction, the following questions were
raised to employees respondents who have better information about inventory management.

Table 4.5 Factors for Poor Performance of the Enterprise Regarding with Inventory
Management
1= Minimum 3=Average 5= Maximum

No Item Frequency Min Max | Mean
1 | Do you agree that all the purchased items are

1

aligned with the annual plan of the 30 5 2.1

Enterprise?

2 | To what extent do you agree that high
carrying/holding cost affects inventory 30 1 5 2.9
control?

3 | The company maintains safety stock in any of

planning calculation due to uncertainty in
future demand or un guaranteed availability 30 1 5 2.5

of supplies.

4 | Lack of spare parts is the major reason for the
stoppage of buses and inefficient service

provision of the Enterprise. 30 1 5 3.27

5 | There is no proper utilization of spare parts in
the Enterprise. 30 1 5 3.53

Source: Field Survey, April, 2016

As we can see from the above table 4.5 Item 1 respondents rated 2.1, which tell us that the
alignment of purchased items with annual plan of the Enterprise is poor. Besides this response of
respondents the 2015/2016 annual plan and report of the Enterprise indicates that there is no
proper alignment between demand and supply of spare parts. The detailed plan puts demanded
item, its quantity, and time frame for delivery for spare parts and expected result from it, but

interview made with Purchase Process Owner of the Enterprise tell us that even if the Technique
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Core Process announces its annual demand through annual plan, still there is problem of
purchasing non fast moving items with huge amount and vice versa.

As it is discussed in the literature part by Naddor (1966), inventory holding cost is the biggest
cost for many organizations which is estimated or imputed cost of holding a unit of material in
the form of inventory for a unit period of time. It includes capital tied up costs, storage costs,
service costs, and risk costs. Regarding with this assumption respondents were asked how far
they agreed about the affecting of inventory control by carrying cost. They rated 2.9 a little
below the average mean. This answer of respondents indicate that the Enterprise is averagely
maintains good system that helps to minimize its inventory carrying cost. But the interview made
with the Purchase Process Owner denote that there are different spare parts costs close to 30
Million Birr recorded as dead item and other in ten million Birr workable items but haven’t any
movement for a past years are in the store. Response of the interviewee indicates that the

Enterprise has huge amount of tied up capital in these items and the rest carrying costs.

As it is discussed in the literature part Mahendra (2014), safety stock helps to protect against
uncertainties demand increase the risk of shortages. Based on this assumption respondents were
asked whether the Enterprise has safety stock for spare parts or not and they rated below the
average mean that is 2.5 which can be taken as poor performance. And the interview also support
respondents answer of not having spare parts safety stock. According to him the major reason of

buses stoppage is this lack of safety stock and running out of stock.

For the above table Item 4 question, which is the major instance for this study-assuring that
shortage of spare parts is one of the factors to stoppage of buses and inefficient service provision
of the Enterprise, respondents of employees rated above the average mean, 3.25 that means they
take in to account that lack of spare parts is the major factor for the above stated problems.
Besides this response of respondents an interview made with the Technique Core Process Owner

indicates that the major problem to maintain and dispatch buses is lack of spare parts.

The last question for respondents about factors that affect service delivery of the Enterprise is
their feeling about effective utilization of spare parts by Technique Core process. They rated
above the average mean 3.53. This rate and interview made with Purchase Process Owner

indicates that there is no proper utilization of spare parts in the Enterprise. But interview of
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Technigue Core process negate with this response. According to him the Technique department

used spare parts in efficient way.

4.1.4 What are the Factors that Affecting Inventory Management?

There may be so many problems that affect accomplishment of the overall Enterprise goal.
Among these problems quality of the staff, satisfaction level on their salary, and others are the
factors that affect inventory management. Here are some responses emerged from questionnaires

which were distributed to employees to get information about the factors.
4.1.4.1 Educational Background and Training Opportunity for Employees

According to Lyson and Gillingham (2003), employees in inventory management department
have to have knowledge, skill, and attitude. To get this issues there are two ways, the first one is
learning about it regularly in colleges and universities and the second one is developing it
through training given by the Enterprise. And the other author Baily and Farmer (1982),
suggested that qualification of the staff is a pre-requisite and must be matched with job

requirement. Based on this assumption employees were asked about their condition.

Table 4.6 Educational Background and Training Opportunity of Employees

Yes No Total

No ltem No. | % | No. | % | No. %

Is your educational background related with
1 inventory management which helps to your current 20
job?

67 | 10 | 33 | 30 | 100

Have you ever taken any training which improves
2 | your knowledge and skill about inventory 7 1231 231 77 | 30 | 100

management?

Source: Field Survey, April, 2016

From Table 4.6 above one can see that 20(67%) of the employees expressed that they have
educational background related with inventory management and the rest 10(33%) don’t have.
This response of respondents contradicts with the answer in Table 3.2. In that table respondents

answer show us that there are 15 employees who are 12 complete and below that, and the current
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situation in Ethiopia indicates that to specialize in some specific area at least some one has to
hold certificate. Based on these answers even if respondents reply that they have related

educational background, we can judge that they haven’t related educational background.

In the same above table item 2 about taking of training to improve employees knowledge and
skill 23(77%) of respondents replied that they haven’t get any training and the rest 7(23%) get
training about inventory management. Based on these results competency of employees
regarding with having relevant educational background and training to manage inventories is

questionable.

Table 4.7. Employees’ Satisfaction Level based on their Salary

Choose Options

Strongly | Satisfied | Averagely | Dissatisfied | Strongly | Total
satisfied satisfied dissatisfy
Item
Salary attractiveness | Frequency 0 6 7 12 5 30
and satisfaction Percent 0 20 23 40 17 100

Source: Field Survey, April, 2016

Baily and Farmer (1982), noted that having qualified staff that is competent and skilled will help
the organization to achieve its goals and objectives by being efficient and effective when
carrying out various functions. But amount of salary is the major factor to attract and maintain

qualified employees and to motivate the existed employees.

Respondents were asked about their salary attractiveness and satisfaction. The majority, 12(40%)
and 5(17%) of respondents dissatisfied and strongly dissatisfied by their salary amount
respectively. The rest 6(20%) and 7(23%) of respondents satisfied and averagely satisfied by
their salary respectively. From this response of employees one can say that most of employees

are not satisfied by their salary.
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Table 4.8 Problems to Purchase and Supply Spare Parts

Item Alternative Choices Frequency | Percentage
In your opinion the most critical Lack of financial capacity 5 16
problem to purchase and supply Lack of administrative
spare parts timely is. .. capacity in purchase dept 1 4
Lack of proper planning in 20 66
Technigue department
Lack of hard currency 4 13
Total 30 100

Source: Field Survey, April, 2016

There may be several problems to supply spare parts in time. Respondents were asked about the

causes of delay. Majority of respondents 20(66%) replied that there is lack of proper planning in

Technique department demand for spare parts. The other 5(16%) and 4(13%) replied the reason

for delay of purchase is lack of financial capacity of the Enterprise and problems in getting hard

currency respectively and the rest one respondent replied that there is administrative problem in

purchase department. From this response one can derive that the major problem which takes time

to supply spare parts is lack of proper planning in Technique Department.

4.1.5 Isthe management Aware about Material Shortage and Excess Stocks?

Table 4.9 Follow up Practice of Inventories

Choose Options
N -
° Strongly | Agree | Avera | Disagr | Strongly | Total
Item agree gely ee disagree
agree
1 There is regular communication | Frequency 0 4 5 15 6 30
among warehouses about excess
and shortage of materials.
Percent 0 13 17 50 20 100
2 There is a day to day follow up
by the supervisor of the Frequency 3 4 5 12 6 30
department to make sure enough
products are in the stock. Percent 10 13 17 40 20 100

Source: Field Survey, April, 2016
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According to Gopalakrishnan (1994) there are different types of warehouse structures. Among
these types of structures ACBSE follows decentralized warehousing system. Using any types of
warehousing has its own advantage and disadvantage. Among disadvantages of using
decentralized warehousing system lack of proper information handling network is the major one.
Respondents were asked how far they agree about availability of day to day communication among
warehouses about excess and shortage of materials. From the total respondents 15(50%) and 6(10%)
strongly disagree and disagree about the existence of communication among warehouses respectively.
The rest 4(13%) and 5(17%) agree and averagely agree that there is effective communication

respectively.

According to Modi (2012) a supervisor in charge of inventory management has to look over their
inventory on a regular basis to make sure enough products are in stock. But if the supervisor
failed to identifying shortages and giving solution ahead of time service of the organization
becomes failed. Based on this assumption question was raised for respondents whether the
supervisor control this condition or not which is seen in the above table Item 2. From the total
respondents, 12(40%) and 6(20%) of them replied that disagree and strongly disagree
respectively and the rest 3(10%), 4(13%), and 5(17%) replied strongly agree, agree, and
averagely agree respectively that supervisors are committed to supervise and make sure enough

products are in the stock.
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4.1.6 Is there Clear Channel of Command Inventory Management?
Table 4.10 Having of Inventory Management Policies and Procedures

1= Minimum 3=Average 5= Maximum

No Item Freque Min Max | Mean
ncy
1 | Duties and responsibilities of Inventory
30 1 5 2.4
Department are properly segregated.
2 | There is clearly predetermined provision about the
disposition of obsolete and inactive items from 30 1 5 29
inventory.
Alternati | Frequenc | Percentage
3 | There is clearly stated and systematically Ves y
communicated policies and procedures about Yes 12 40
No 18 60
inventory management in the Enterprise. Total 30 100

Source: Field Survey, April, 2016

Susan and Michael (2000) discussed about responsibilities of inventory department. According
to them, people in inventory department have segregated responsibilities regarding with
managing inventories. Respondents were asked whether they have segregated responsibilities or
not in the above table Item 2. They rated below the average mean, that is 2.4 and it indicates that
the segregation of responsibilities in the department is poor.

According to Bose (2006), good inventory management starts from procurement and ends with
disposal of the acquired material. Having disposal policy of obsolete and inactive materials from
inventory is necessary for organizations. Regarding with this issue in Table 4.10 Item 2
respondents rated 2.2. This result indicates that there is no provision which helps to dispose this
type of materials. Besides, an interview made with Purchase Process Owner indicates that there

is no any disposal policy and there is around 30 Million Birr spare parts.

According to Horngren and Harrison (1992) policies, procedures, manuals, and other documents
are necessary to process day to day activities of organizations. Respondents were asked whether
these procedures are available in the department or not. As it is shown in Table 4.10 Item 3,
respondents were asked about availability of policies and procedures and 18(60%) of them

replied that the Enterprise hasn’t the necessary procedure manuals and the rest 12(40%) refused
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about the availability of procedures and manuals regarding with purchase. Additionally an
interview made with Purchase Process Owner indicate that there is no revised purchase manual
in the Enterprise and currently it uses out dated manual which haven’t acceptance by law if some

misunderstanding occurs with suppliers.

4.2  Data Analysis Based on Technique Core Process Case Team and Version Leaders
Table 4.11 Participation of Technicians in Spare Parts Specification

Yes No Total
No. Item No. | % | No. | % | No. | %
1 Technicians participate during preparation and | 10 59 7 41 17 | 100
evaluation of buses specification before purchase?
2 Do each buses of the Enterprise have a history sheet | 8 47 9 53 17 | 100
(Jacket) which helps to analyze historical — data?
3 If “Yes’ for question number two, do you analyze 6 75 2 25 8 100

and use the information from the history for
decision making purpose?

Source: Field Survey, April, 2016

As it is discussed in the literature part, the most important factors in spare parts management are
the technical evaluation of the machine from the point of view of maintainability and reliability,
before its selection for purchase. Based on this assumption Version leaders and Case Team
Leaders in technique department were asked about their participation in specification preparation
of buses before purchase. As we can see from the above table Item 1, from total of 17
respondents, 10(59%) of them replied that they don’t involve during the preparation of
specification and 7(41%) of them participate in the preparation. In contrary to some respondents
answer, interview made with Technique Core Process Owner indicate that technicians are not
participated in preparation of specification for purchase of buses when the nearly purchased

buses specification prepared.

According to Saxena (2003), history sheets for each machines or for their important component
is very important and it serves as starting point to use scientific method of maintenance and
planning for spare parts. Based on this assumption respondents were asked about the existence of
recording history sheet and their answer is presented in Table 4.11 Item 2. 8(47%) of them

replied that there is history sheet recording and the rest 9(53%) refused the existence of history
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sheet for buses. An interview made with Technique Core Process Owner about history sheet

indicates that there is recording practice about buses and their components life.

Additional question were raised to respondents who said ‘Yes’ about the availability of
analyzing and using the information for decision making purpose. From the total of eight
respondents who agrees about existence of history sheet recording, 6(75%) of them believe that
information from this recording used for decision making purpose and the rest 2(25%) of them
don’t agree with the majority. An interview made with Technique Core Process Owner of the
Enterprise supports answer of the majority. In addition to these, observation was done by the
researcher how history sheet is recorded and processed. Each bus and other vehicles of the
Enterprise have their own file to record events. But there is no up to date recording and nobody

analyzed it to produce information which helps to decision making and planning of spare parts.

Table 4.12 Responsibility in Preparation of Spare Parts Specification and using Scientific
Method

Yes No Total
Item No. % No. % No. %
Technicians of the Enterprise involve in 16 94 1 6 17 100
the preparation of spare parts
specification.
Technique dep’t use scientific method to 10 59 7 41 17 100
analyze about spare parts buses failures.

Source: Field Survey, April, 2016

Technicians who are engaged in using spare parts have to participate in the preparation of
specification and approval of purchased items. If items are bought without order and approval of
technicians of the Enterprise the purchased item may become useless and create tied up capital
for the Enterprise. Based on this assumption respondents were asked whether they have
responsibility in specification preparation and approval of purchased item. As we can see in
Table 4.12 Item 1, 16(94%) of respondents replied they participate in specification preparation
and approval of purchased spare parts. Only one respondent from the total disagree about

participation of technicians.
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According to Saxena (2003) scientific judgment of maintenance staff is necessary in deciding
what and how much is to be stocked and at which stage. Based on this assumption respondents
were asked in the above table Item 2, how they are analyzing about planning of spare parts items
and quantity is supported by scientific method. Majority of case team leaders 10(59%) of
respondents replied that they use scientific method. The rest 7(41%) of case team leaders
respond that the Technique department don’t use scientific method to analyze about spare parts
and buses failures. An interview made with Technique Core Process Owner also supports the
majorities answer but observation made by the researcher indicates that the necessary source
documents to planning like history sheet don’t produce necessary information and there is no
trend of analyzing information recorded in the history sheet. Also excess of spare parts in ware

houses tell us that the Technique department is poor in using scientific method.

Table 4.13 Approach of Maintenance

Item Choose alternatives | Frequency | Percentage
Which approach of maintenance is given | Breakdown only 0 0
priority in the Enterprise? Preventive only 7 41
Both used equally 10 59
No clear approach 0 0

Source: Field Survey, April, 2016

As it is discussed in literature part, having predictive maintenance approach has greatly affected
the management of spare parts. If the organization used this technique appropriately there is no
need to stock an item until it is required. From the total respondents, 7(41%) replied that the
Enterprise use preventive maintenance system and the rest 10(59%) said that breakdown and
preventive maintenances are approaches which the Enterprise use simultaneously. Even if the
majority replied that both approaches are used but interview made with Technique Core Process
Owner tell us that, the focused approach is preventive maintenance. In contrary to this annual
plan of the Enterprise (2015/2016), show us that 89,730 breakdown maintenance and 11,072
preventive maintenance. This figure indicates that the Enterprise give more concentration for
breakdown than preventive maintenance and this approach affects wrongly effective utilization

of spare parts and prediction of spare parts demand.
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4.3 Data Interpretation Obtained from Interviews

In this part, by using semi structured questionnaires, interviews were conducted with the
Enterprise Purchase Support Process Owner, Technique Core Process Owner, and Audit Support
Process Owner. Responses from these interviewees were taken through conversation with

interviewer.
4.3.1 Interview with Purchase Support Process Owner of ACBSE

For the questions about practice of inventory management, stock out frequency, time delay for
foreign purchase, and responsibility to request for demand of spare parts the Purchase Support
Process Owner replied that inventory management of the Enterprise is managed by Material
Planning and Control Case Team which is generally managed by Purchase Support Process.
Inventories in the stock are categorized based on their movement as Fast, Slow, and Non-moving
items. The Case Team produce report which helps to prepare its annual and monthly plan by
taking the past trend of inventory consumption Technique Department. In the case of ACBSE
requisition of spare parts is emerged from Technique Core Process. Most of spare parts are
purchased from foreign markets and the overall process takes place around nine months.
Currently the Enterprise faces out of stock problem from different spare parts and this problem

causes for stoppages of buses and inefficient public transport service provision.

According to him stores and other responsible divisions are not supported by IT and currently it
is impossible to access and exchange information between main store and depot branches. The
reason why this process is not supported by IT is that it needs huge amount of investment which
is unaffordable to the Enterprise at this moment. Besides this, recording and controlling of
inventories in and out is done manually. There is annual physical count of inventories and
sometimes we made surprise count in specific items when different things happen, like theft and

other problems.

The other thing what the Support Process Owner raised is about scientific inventory control
system of the Enterprise and obsolete or damaged spare parts. According to him the Enterprise
doesn’t follow scientific method to stay its inventory at appropriate level. When coming to

obsolete or damaged spare parts, the Enterprise hold more than thirty million Birr cost obsolete
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spare parts in its store. This obsolete spare parts are accumulated for a years and main reason of

disabling to dispose these items is lack of having clear disposition manual.
4.3.2 Interview with Technique Core Process Owner of ACBSE

Different questions were raised by the researcher to Technique Core Process Owner. According
to him, demand of any spare parts is raised from their department and after procurement they
approve that the purchased item is as per specification. The other thing which is replied by the
Core Process Owner is about history sheet recording of buses. He replied that there is structure
and officials who are committed to record any activities regarding with the buses maintenance
and consumption. But the major problem is that there is no trend of taking recorded information
and analyze it to use the data for different purposes like spare parts and fuel consumption

analysis and cost benefit analysis of buses.

Other questions raised to interviewee were about approach of maintenance, specification
preparation process of spare parts, and efficiency of spare parts utilization. According to him the
Enterprise use preventive maintenance approach to its buses, its technicians participate in spare

parts specification preparation and there is poor spare parts utilization.
4.3.3 Interview with Internal Audit Support Process Owner of ACBSE

The researcher raised a question about the feeling of Internal Audit Process Owner on stock audit
system and frequency of applying it. According to her there is a trend of auditing stocks in
different times throughout the year and they get discrepancies between recorded and physical
stock balances. When discrepancies occur they report to the concerned body that is responsible

to adjust this problem.
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CHAPTER FIVE

5. Summary of Findings, Conclusions and Recommendations

Currently in Ethiopia there are many governmental and private companies which are established
to provide public transport service. ACBSE is an enterprise established to provide public
transport service and owned by government. Different studies indicate that, currently ACBSE
serves its customers under its capacity. As any other industries, the major problem for its

effective service provision is that lack of appropriate inventory management practice.

To avoid shortages of spare parts and decrease stoppages of buses, ACBSE purchased spare parts
in million Birr throughout every budget year. But those studies which were done on service
provision practice and customer satisfaction level of the Enterprise point out that lack of spare
parts is among the factors that affect the service provision. This study is done to find out impact
of inventory management in service provision and to assess the overall practice of inventory
management in the Enterprise. In this part of the Thesis, summary of findings of the study is
derived from the analysis of both primary and secondary data. However, the data source is
mainly emphasized on the primary data that had been collected from different respondents

through questionnaires and interviews.

Based on the analysis of the inventory management practice and factors that affect it, the
following findings are identified.

5.1 Findings:

“ Majority of employees in inventory processing department have an experience of greater than
11 years and also they have educational background related with inventory management but
the enterprise don’t give adequate training for them to improve their knowledge, skill, and
attitude on their current job.

 Regarding with practice of inventory management, the Enterprise categorized its inventories
based on their movement, used FIFO valuation method, follow periodic inventory system,
determine purchase order size by using trend analysis of consumption, inventories in and out is
recorded manually, there is annual physical count of inventories which assures the existence of

each and every item and Internal Auditors of the Enterprise made surprise physical count.
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+ Even if response of majority employees in the purchase department indicates that there is up to
date recording performance, observation conducted by the researcher indicates that there is
backlog of three months and above inventory issues.

% As per the ratio of employees’ agreement level inventory department rooms are not well
equipped with the necessary equipments and there is a little bit poor handling system to protect
inventory from spoilage, damage, theft, and other problems.

%+ Majority of employees’ response and 2015/2016 annual plan and report of ACBSE told us that there is
no alignment between demand and supply of spare parts.

s Even if majority of employees answer indicate that there is averagely good inventory
management which decreases carrying costs of the Enterprise, interviews made with the key
informants indicate that there is huge amount of inventories that holds very high carrying costs.

% It is known that having sufficient safety stock level is necessary for enterprise like ACBSE to
avoid stoppage of buses. But response of employees and key informants indicate that there is
no safety stock for spare parts and being out of stock occurs many times. As per employees and
key informants answer, this lack of safety stock and being out of stock is the major factor for
stoppage of buses and poor service provision of the Enterprise.

+ Even if majority of respondents in Technique core process indicates that they use spare parts in
a wise manner, in contrary to this, response of employees in Purchase Support Process and
interview of its Process Owner assures that there is no efficient utilization of spare parts.

 Majority of employees disagree about the attractiveness of their salary. As a result this may
affect to attract and maintain qualified employees in the department.

%+ Most of the time inefficient supply of spare parts has a negative impact in good service
provision of the Enterprise. Majority of employees (66%) replied that lack of proper planning
for demand of spare parts in Technique Core Process is the major reason for poor supply.

+ Determining and applying minimum and maximum quantity level for spare parts is necessary
to aware and takes replenishment action. 63% of employees respond that there is
predetermined minimum and maximum quantity level for all types of inventories and among
these nineteen employees majority of them (63%) agreed that the Enterprise used this quantity
level.

+ The majority of employees disagree about having of day to day communication among

warehouses about excess and shortage of materials and this creates an excess in one store of
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specific spare may be shortage for the other. Besides this there is no day to day follow up of
supervisors to check adequate spare parts are in the stock.

An interview made with key informants and majority of employees rating about having of
organizational policies and procedures about inventory management indicate that there are
some limitations in having full of policies and procedures.

Regarding with segregation of duties and responsibilities and having predetermined provision
about disposition of obsolete items majority of employees rated below the average mean which
indicate that the Enterprise is poor in these issues.

The same as answer of Technique Core Process Owner, majority of employees’ response
agreed that they participate in the preparation of specification for buses before purchase and
spare parts.

Even if some of respondents in Technique department agreed about the availability of history
sheet recording, an interview made with Technique Core Process Owner and respondents who
answered ‘Yes’ indicates that there is no practice of analyzing the information for decision
making purpose.

Even if majority (94%) of respondents in Technique department agreed that there is effective
utilization of spare parts in the Enterprise, an interview made with Technique Core Process
Owner indicates that there are limitations in utilization of spare parts.

Even if majority of employees response and an interview conducted with Technique Core
Process agreed that they used scientific method to plan about spare parts, observation made by
the researcher and availability of excess spare parts in warehouses disprove answer of the
above mentioned statements about using of scientific method.

The majority 59% of employees agreed that they used breakdown and preventive approaches
of maintenance, in contrary to this an interview made with Technique Core Process Owner
indicates that they use preventive method but annual plan and report (2015/2016), of the
Enterprise indicates that the Enterprise give more concentration for breakdown than preventive

maintenance.

5.2. Conclusion

7
A X4

Majority of employees in purchase department have long years experience in the department
about process of how inventory is managed but they haven’t related educational background

with inventory management.
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The Enterprise is weak in providing adequate training for all of its employees who have direct
interaction with inventories management about modernized inventory management process.
Regarding with inventory management practice of the Enterprise, inventories are categorized
as fast, slow and non-moving items, valued by using FIFO method, purchase order size is
determined by using trend analysis of consumption, there is predetermined minimum and
maximum level which helps to aware and take replenishment action, annual physical count is
done properly, activities are not supported by IT and recorded manually, and there is no up to
date recording of inventories in and out.

The Enterprise is poor in utilization of spare parts effectively and in handling system to
protect inventory from spoilage, damage, theft, and other problems.

There is a gap between demand and supply of spare parts in the Enterprise that arise from lack of
proper planning for their demand in Technique Core Process and this create being out of stock of spare
parts which is the major cause for stoppage of buses and weak service provision of the Enterprise.

The Enterprise owns huge amount of inventories that holds very high carrying costs. There is
huge amount of obsolete items which increases carrying cost of inventories but there is no
predetermined procedure to dispose these materials and minimize carrying cost of inventories.
Majority of employees disagree about the attractiveness of their salary. As a result this may
affect to attract and maintain qualified employees in the department.

There is no regular communication among warehouses about excess and shortage of materials
to solve problems among them and supervisor in inventory control don’t apply day to day
follow up to check adequate spare parts are in the stock.

Technicians of the Enterprise participate in the preparation of specification for buses and
spare parts before purchase.

Even if the Enterprise has history sheet recording system, it doesn’t analyze the information
for decision making purpose.

There is no trend of using scientific method to plan about their spare parts demand in
Technique department.

Even if answer of key respondents indicate that the Enterprise follows preventive approach to
maintain its buses, but the fact accessed from annual plan and report of 2015/2016 discuss that

the Technique department gives more focus to breakdown maintenance.
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5.3 Recommendations

X/
°e

L)

*

Having up to date procedure manuals is essential to perform any duties. ACBSE is poor in
having these manuals which guides the overall procurement process. So, it has to prepare up
to date manuals.

Providing training for employees creates fruitful opportunity to modernize management of
inventories. To become modernize and effective in its day to day activities it is better if the
Enterprise facilitate to give training for employees in inventory management.

Supporting activities with IT in inventory management department helps to share information
in different position, facilitate to have equal knowledge for decision making, and facilitate
day to day communication among warehouses. By taking these benefits in to account
ACBSE has to focus to develop Information Technology.

Making inventories recording computerized helps to get accurate and up to date information
in easy way. So, ACBSE has to focus to become computerized recording of in and out of
inventories and events in the department and also give attention fulfilling adequate man
power to become up to date.

The Enterprise has to concentrate to improve the current poor utilization of spare parts by
creating accountability for improper use of spare parts during and after maintenance.
Planning wrongly demand for spare parts in Technique department, create excess for slow
and non-moving spares and being out of stock to fast moving items. To avoid or minimize
this problem recording information properly in history sheet and analyzing data in scientific
way to use the result for planning purpose is essential. So, ACBSE has to focus in recording
history sheets properly, analyzing, and using the result for planning purpose.

To avoid or minimize carrying cost of inventories all participants in purchasing process (in
the Enterprise) has to careful to decide about the item quality, quantity, movement practice
and other issues. Additionally, to solve the current problem ACBSE has to take immediate
action to dispose the accumulated obsolete spare parts which decreases carrying costs of
inventories significantly.

Preventive approach of maintenance has significant impact in utilization of spare parts.
Therefore, the Enterprise has to think to apply preventive approach fully in maintenance of

its buses.
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St Mary’s University
Faculty of Accounting and Finance
MBA Program
(Questionnaires for employees)
Sir/Madam, the purpose of this questionnaire is to gather data regarding the practice of inventory
management of Anbassa City Bus Service Enterprise. The study is purely for academic purpose
and thus does not affect you in any case. Your genuine, frank, timely response is vital for the
success of the study.
Therefore, | kindly request you to respond to each question item carefully and oblige.
Note:
e No need of writing your name.
e Where alternative answers are given, encircle your choice and put “v™ mark where
necessary.
e Please return the completed questionnaire in time.
Thank you, in advance for your cooperation and timely response.
Sincerely
Aschalew

Your position

Part 1. Demographic Information
1.1 Education  below grade 12D 12" complete () Certificate ()
Diplomal() Degree (J Masters ()

1.2 For how long do you work in the Enterprise?

Less than 5 years () 5-10 years (] 11-15 years () More than 15 years (]
1.3 How long experience do you have in the Purchase Support Process?

Less than 2 years () 3-5 years (] 6-10 years ()

11-15 years (] More than 15 years ()

Your current position




Questions related to the topic

1.

10.

Is your educational background related with inventory management which helps to your
current job?

Yes (J No (J

Have you ever taken any training which improves your knowledge and skill about
inventory management?

Yes [J No ()

How do you rate the satisfaction level of your salary for your job?

Strongly satisfied ()  Satisfied () Averagely satisfied(

Strongly dissatisfied () Dissatisfied ()

How do you categorize inventories in the stock?

Based on their values () Based on their movement ()

We don’t categorize them( )

What type of inventory evaluation does the Enterprise used?

Specific identification (] FIFO (J  Weighted average () LIFO ()
How do you determine inventory order size? By using

Past experience (] Financial capacity of the Enterprise ()

Forecasting J Mathematical model ()

What is the nature of your Enterprise inventory record system?

Manual (J Computerized ()  Both manual and computerized()

Is there predetermined minimum and maximum quantity level for all types of
inventories?

Yes [J No ()

There is clearly stated and systematically communicated policies and procedures about inventory
management in the Enterprise.

Yes () No (O

If your answer for question number ten is “Yes’ how much do you use the information to

decision making?

Permanently (J Frequently (J
Rarely (] We don’t use (J



11. In your opinion the most critical problem to purchase and supply spare parts timely is...

a) Lack of financial capacity of the Enterprise

b) Lack of administrative capacity in Purchase department

c) Lack of proper planning in Technique department

d) Lack of hard currency to purchase from foreign market
e) Other (ifany)................ooooene.

No.

Items

Strongly

disagree

Disagree

Averagely

agree

Agree

Strongly
Agree

Duties and  responsibilities of  Inventory

Department are properly segregated.

There is clearly predetermined provision about the
disposition of obsolete and inactive items from

inventory.

Do you agree that all the purchased items are

aligned with the annual plan of the Enterprise?

There is day to day communication among
warehouses about excess and shortage of materials

to solve problems and use materials effectively?

To what extent do you agree that high

carrying/holding cost affects inventory control?

The company maintains safety stock in any of
planning calculation due to uncertainty in future

demand or un guaranteed availability of supplies.

There is a day to day follow up by the supervisor
of the department to make sure enough products

are in the stock.

Lack of spare parts is the major reason for the
stoppage of buses and inefficient service provision

of the Enterprise.

Organizational structure of ware houses, receiving
docks, distribution centers and inventory control

rooms are arranged with necessary equipment.

10

There is effective handling system to protect
inventories from spoilage, damage, theft and the
like.

Xi




11 Do you agree that the annual physical count covers
and assure the existence of each and every item?

12 Internal auditors made surprise physical count of
inventories.

13 There is no proper utilization of spare parts in the

Enterprise.
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St Mary’s University
Faculty of Accounting and Finance
MBA Program
(Questionnaires for Technique Department employees)
Sir/Madam, the purpose of this questionnaire is to gather data regarding the practice of spare
parts utilization of Anbassa City Bus Service Enterprise. The study is purely for academic
purpose and thus does not affect you in any case. Your genuine, frank, timely response is vital
for the success of the study.

Therefore, | kindly request you to respond to each question item carefully and oblige.
Note:

e No need of writing your name.

e Where alternative answers are given, encircle your choice and put “v” mark where
necessary.
e Please return the completed questionnaire in time.

Thank you, in advance for your cooperation and timely response.
Sincerely

Aschalew

Your position

Questions related to the study topic

Do technicians of the Enterprise got a chance to participate during preparation and evaluation of
buses specification before purchase?

Yes () No ()

. Do you agree that technicians of the Enterprise involve in the preparation of spare parts
specification and approval of the purchased items?
Strongly disagree () Disagree () Averagely agree ()

Agree (] Strongly Agree ()

Xiii



3. Do you agree that the Technique department used spare parts effectively?

Strongly Agree (] Agree () Averagely agree ()

Disagree ([ Strongly disagree ()

4. Do you agree that the department use scientific method to predict failures, remaining expected

life of component or buses to request the needed spare parts?
Strongly Agree (] Agree () Averagely agree [

Disagree ([ Strongly disagree ()

5. Do each buses of the Enterprise have a history sheet (jacket) which helps to analyze historical

data?
Yes (J No OJ

6. If your answer for question number four is “Yes’ do you analyze and use the information from

the history for decision making purpose?

Yes () No ()
7. Which approach of maintenance is given priority in the Enterprise?
Breakdown maintenance () Preventive  maintenance ()
Both are used equally () There is no clear approach ()
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Interview question for Purchase Support Process Owner

How do you describe the inventory management practice of the Enterprise?

How often is stock out frequency in the Enterprise?

How long the overall processes take for foreign purchase?

Who is responsible to request for demand of spare parts?

Does the depot stores, central store and other responsible divisions is supported by Information
Technology to share information equally? If not, why?

What type of inventory management techniques does the company use?

Does the Enterprise used in scientific way to control its inventory to stay at appropriate level?

Do you have any expired, obsolescence and damaged inventory items in warehouses?

Interview question for Technigue Core Process Owner

Does the purchase department procure spare parts without your demand, request, and approval?

Is there a mechanism and trend of recording information about buses in the history sheet (jacket)
and analyzing it to use in decision making?

Which approach of maintenance is given priority in the Enterprise?

Do the technicians participate in the specification preparation of the buses and spare parts
purchase?

How do you evaluate the efficiency of your spare parts utilization?

What is the approach of maintenance in the organization?

Interview question for Internal Audit Support Process Owner

Do you have stock audit systems in your organization?
Have you experienced discrepancies between recorded and physical stock balances? If yes, how
do you adjust it?

How frequently does stock taking activity done?
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