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ABSTRACT

Fixed asset plays an important role in company's goals and objectives. That supports the
aim of the organization. One of the reasons for managing fixed asset through the best
management system is to make the organization more profitable, because they are
usually high value and need to be managed properly. It is the full life cycle management
of fixed asset in order to maximize their contribution and "value add "that is from the
initial planning stage through until assets need to be disposed or replaced. The purpose
of this study is to assess the problems that relates to fixed asset management of the
company and to analyze fixed asset efficient utilization of Dh Geda Industries.
Descriptive method of research was used and data has been collected from primary and
secondary sources. In obtaining information from the primary data questionnaire was
developed. The study stratified in to three groups of population and purposive sampling
techniques were used. The analysis of primary and secondary data shows that the
company has been trying to adopt fixed asset management but seen a lot problems like
Not well designed system of fixed asset management, lack of following maintenance
stages and poor keeping of maintenance recording. However; the study concluded that
the company has problems need to improve. So it is recommended to strength its fixed

asset management system.

Key terms:Fixed asset management, fixed asset utilization, internal control



CHAPTER ONE

INTRODUCTION

1.1. Background of the Study

Successes of an organization largely depend on how the organization manages its asset.
Every business organizationmanage its affairs to maximize values by minimizing the
possibilities of loses that comes as a result of inefficient operations, inappropriate
utilization of assets including in the extreme casesminimizing thefts and misappropriation

by establishing proper asset management system.

Management of assets includes proper planning, determination of level of investment,
acquisition, and control of proper utilization of assets.In order to achieve the maximum

return from an asset, organizations need to devel op proper asset management system.

In this global world the competition has become stiff in every aspect that every
organization must strive for internal efficiency because in today's world managing assets

isone of the means to develop internal competitive advantages.

In Accountancy assets are classified in different groups like current, fixed and intangible
assets. Such categories of assets are reported in the balance sheet of the company in a

way the information content of the report adds value to the user in decision making.

Balance sheet is one of the financial statements showing asset, liability and owners’
equity of the firm on specific dates (Glautier, et al., 1976).The asset side, liabilities and
owners equities are the two sides of balance sheet. The two sides must agree based on the

accounting equation asset is equal to liabilities and owners’ equity.



Fixed Asset is assets of the organization, which are fixed or of relatively permanent
nature, owned by a business enterprise. It is also possession or valuable belonging to
business organization that is used over a long period. Example of physical fixed asset
includes factory offices, machinery, trucks, company cars, office equipment’s and
computers (Warren, 1984).The term plant asset, plant and equipment, property, or fixed
asset often is used to describe the tangible asset used by business enterprise in its
operation (Mosich, 1976)

The main characteristics of fixed assets are that it is acquired for use in operation of the
enterprise and that their usefulness will extend over a number of years. The cost of fixed
asset is accordingly not charged as an expense in the year of acquisition, but it is spread
over the year of their use.The cash paid out to acquire a fixed asset is not expenditure. It

doesn't constitute cost; rather it is an investment (Lepani, 2008).

Fixed assets represent a large amount of funding, so it is important to have proper
management in place to ensure they are used properly and for the business purpose of the

organization. Fixed assets are characterized by the following features.

They have a life of over 12 months and hence are carried forward to the next
accounting period.

They are open to misuse, abuse, theft and fraud.

They need replacement that requires planning and financing

They are usuallyof high value.

Due to the above reasons fixed assets should be

Correctly recorded, adequately secured and properly maintained.
Planning, acquisitions and disposals of fixed assets should be properly made and

authorized.



It should be appropriately depreciated.

In managing assets, two types of assets are of particular importance i.e. fixed and current
assets. These two assets are applicable in al businesses. Fixed asset can be compared
with current assets such as cash or bank accounts, which are described as liquid assets. In

most cases, only tangible assets are referred to as fixed.

Long term asset are the productive asset of a business. They are generally more
expensive and complex than short term assets and required several level of approval

before acquisition.

1.2. Statement of the Problem
Now day’s aworld is full of change and dynamism. Globalization is one of the factors at
the moment that affects the whole worlds. So Companies must adjust themselves by

creating proper management system to be profitable and compete in the world market.

Fixed asset are acquired with huge amount of capital. The responsibility of management
is to ensure procedures in operation to safeguard and manage the asset of the
company.Fixed asset management establishes policies; procedure to maintain strong
control system. Efficient administration and accurate records helps to protect against

fraud.

Fixed asset plays an important role in company's goals and objectives. It helpsin building
capacity of the firm. It supports the aim of the organization. So utilization of fixed asset
should be proper, if not, it affects the overall strategies and goa of the company. In
addition it has amajor effect on firm's profitability and sustainability. (Clark,2002)

Companies invest their huge amount of money on fixed asset. Every year companies

invest in addition of those assets. So the surviva and other objectives of the company



depend on the performance of management i.e. efficient utilization of asset (Khan.et al,
2007).

It is obvious that a strong fixed asset management system and control is a means for

company success, but if not, the consequence is great and a cause for company's failure.

Despite the importance of Fixed Asset management as stated above, the study on the
subject is so far highly limited. There hasn't been any research work done in profitable
business organization over the management of fixed asset except the one which was done
previously by Praveen Irrinki(2012)”Fixed Asset Management at Kersom Cement in
India”.Irrinki study did not cover the necessary aspects of Fixed Asset management and
didn’t showed us how fixed asset management system such as planning, acquisition,
maintenance and disposal are useful for the success of the organization. And the study
fully depends on secondary data and thus did not focus on other aspects that could get

from primary sources. Moreover, thereis no such a study so far in Ethiopia.

So, the researcher needs to show clear system of fixed asset management and tried to fill
the knowledge gaps by addressing how fixed assetsare acquired,planned,and utilization to
yield required level of return and safeguarding while in use. Therefore the main reason of
this research is to assess the problems that relates to fixed asset management of the

company.
1.3. Research Questions

By looking the above consideration the researcher tried to answer the fallowing research
guestions.

1. What specific factors are taken into account to determine the optimal fixed assets
investment?
2. Do the company’s business units have planned disposal or replacement

schedules?



3. How isfixed asset management processesapplied?

4. Do the business units apply capital budgeting techniques in acquisition, selection
and replacement process?

5. How is the fixed asset utilization controlled? |Is there any system of monitoring
capacity utilization and efficiency control standards?

6. How isefficient asset utilization of the company evaluated?

1.4. Objectives of the Study

General Objectives

One of the reasons for managing fixed asset through the best management system is to
make the organization more profitable, because they are usually high vaue and need to
be managed properly.

So the overall objectives of the study are

Assess the problems relating to fixed asset management of the company

and analyzing the efficient asset utilization of the company.
The Specific Objectives

In addition to the general objectives, the researcher tried to answer the fallowing specific

objectives.

To assess the factors that contributes to optimal fixed asset investment.
To find out how fixed asset utilization are controlled and monitor.

To evaluate companies fixed asset efficiency.

1.5. Significance of the Study
These days in competitive world, with the growth and expansion of the economy,

companies must carefully and dtrategically select the competitive advantage.



Inmanufacturingsectors, huge amount of fundsare invested on this assets. Moreover,
every year companies invest additional directly or indirectly. In order to achievetheir
goals companies must look on internally, so it is important to have proper management
and efficiently utilization of fixed asset to ensure they are used properly and for the
business purpose of the organization.Therefore it requires careful planning, acquisition

and decision making.
1.6. Scope of the Study

To achieve the objectives, thescope of the study has limited to how fixed asset
management system and fixed asset efficiency are being practiced at DHGeda
groupi.e.DhGedaBlanket and DhGedaDyeing. From the Dh Geda group, the
twocompanies wereselected because they usually usesrelatively huge investments on
capital items and have large number of machineries for product processing than the other
Dh Geda group sister companies.

1.7. Limitation of the Study

The following are the magjor limitation of the research to be noted possibly having
considerable amount of impact on the outcome of the paper. The major limitation is the
only similar previous research made at Kersom Cement fully depended on secondary data
and there is no any othersimilar works in Ethiopia in the field of the study to enrich the
paper. Second, the study is a case study of twocompanies, thus the observation and

conclusion may not be generalized to Ethiopian manufacturing setup.



1.8. Organization of the paper

The paper contains five chapters. The first chapter elaborates on thebackground of the
research and spells the problem under study. It sets out theobjectives, justification, the
scope of the study, significant of the study and limitations.

Chapter two provides an explanation of the key concepts and the literaturereview of the

study. Chapter three states the research design and methodol ogy.

The following chapter provides the data responses from thequestionnaires and interviews
and the interpretations from secondary sourcesand analysis and the last chapter makes the

summary of al the findings,conclusions and recommendations.



CHAPTER TWO
REVIEW OF RELATED LITRATURE
2.1. Introduction

Asset management is the process of guiding, acquisition, use, safeguarding and disposal
of assets to make the most of their service delivery potential and manage the related risks
and costs over their entire life (AASHTO, 2002).In its broadest sense, asset management
is defined as a systematic process of maintaining, upgrading, and operating assets,
combining engineering principles with sound business practice and economic rationale,
and providing tools to facilitate a more organized and flexible approach to making the

decisions necessary to achieve the public’s expectations(OECD ,2001).

Asset management is an emerging effort to integrate finance, planning, engineering,
personnel, and information management to assist agencies in managing assets cost-
effectively (AASHTO, 1997).

According to the North South West (NSW) government manua (2004) asset
management process starts from acquiring and maintaining an asset to a more strategic
planning approach includes the development of asset strategy, capital investment, asset

maintenance and disposal.

Nair (2000) supports the view that assets are investments in the delivery of future
services to communities. The management of an organization plans the way to acquire
fixed asset and at the same time they should find aternative acquisition methods. Some
of the alternatives are

Leasing the assets



Contracting out the delivery of a specific output that requires an asset to another
person or organization who demonstrates the capability to deliver it more
efficiently and effectively.
Woodhouse (2004) defines Asset management asa set of process, tools, performance
measures and shares understanding that helps individual improvements or activities
related to asset together. He formulated the definition, when applied to physical asset as

the set of disciplines, methods, procedures and tool to optimize the whole life of business.

While according toLepani(2008) it is the full life cycle management of fixed asset in
order to maximize their contribution and "value add "that is from the initial planning
stage through until assets need to be disposed or replaced.

Asset Management involves the process of planning and monitoring of physical assets
during their useful lives. It requires an appropriate level of management interest concern
and accountability that is maintained well beyond the stage of acquisition.

2.2. Fixed asset management cycle

The main objective of fixed asset management is to achieve the best possible match of
asset with service delivery strategies and for assets made available to be given due care in
order to maximize their service potential. And its life cycle consists of four phases which

is planning, acquisition, maintenance and disposal or replacement stages (L epani, 2008).

According to Clark (2002) physical asset and maintenance management involves the
management, co-ordination and execution of all business activity and process required
through the physical assets life cycle. The cycle includes from identification of business
needs (planning) for physical asset, acquisition, operation, maintenance and disposal.
(Pandy, 1999)



2.2.1. Planning

Planning is the first steps of the cycle before any purchase. It isthe overal frame work of
decision making within the organization. It is needed forfixed asset to acquire,
replacement, and disposal. In fixed asset, planning for replacement should be very
important; it should be planned at the time of acquisition and updated throughout the
asset life.

In successful organizations, strategic planning guides the decision-making process for all
spending. Leading organizations also use their strategic planning process to assess (1) the
needs of their clients and constituents and (2) the political and economic environment in

which they are operating.

A strategic plan defines an organization’s general goals and objectives, while an annual
performance plan describes in greater detail the specific processes, technologies, and

types of resources, including capital, that are needed to achieve the performance goals.

Leading organizations use their strategic planning process to link the expected outcomes of
projects,including capital projects, to the organization’s overall strategic goals and objectives.
The fixed asset requirements are planned separately but should align with strategic planning
because it affects the company’s goal and objectives.Fixed asset maintenance should aso be

planned; it considers maintenance cost and all mai ntenance stages(L epani, 2008)

2.2.1.1. Investment in Fixed asset and Strategic | ssues

Organizations have an obligation to ensure all assets are managed properly in efficient
and effective manner, and decision regarding safety, procurement, maintenance and

disposal of such assets are undertaken in an open and transparent way.

10



The decision to invest in fixed asset is on the assumption that the investor will get a
continuous production outcome in the future. Some reasons for capital investments are

replacement, expansion and devel opment.

The choice of investment must fit with the companies strategies and capabilities, then
which are attractive and which will be based on the investment decision criteria. (Watson,
2011)

Organization begins the capital decision making process by defining the organization
overall mission in comprehensive terms and result oriented goals and objectives. This
enables the manager to identify the resource needed to satisfy the organization program

requirements based on the program goals and objectives.

From the success point of view, there are five principles that leading organization used to
make capital investment decision (GAO, 1998)

Integrate organization goals in to capital decision making process i.e. manage and
identify the current capabilities.

Evaluate and select capital asset using an investment approach i.e. rank and select
project based on criteria.

Balance budgetary control and managerial flexibility i.e. considering budget

Use project management techniques to optimize project success i.e. use cross

functional teams to plan and manage projects

Evauatesresultsi.e. evaluate results to determine if goal met or not.

Many organizations have invested their capital on fixed asset. So they have to adopt
strategic approach to manage their assets. Management ensures that all physical assets are
managed in a consistent manner that best support the organization aim with the optimum

utilization of resources. Thisincludes

11



Supporting production goals

providing an asset base that matches and support the business needs of the

organization

meeting obligation

aligning asset operating costs with business planning and service delivery

requirement

Avoiding the acquisition of unnecessary assets

Increasing the utilization of existing assets.
The item should be available on time and it should be the right tool. For any delay and
misfit items, production is affected and the consequence is coasty.So proper professional
must manage all aspects of the asset to ensure their company achieves the maximum
return on invested capital (Thompson, 2010)
Decision on fixed asset requirements, acquisition, use maintenance, replacement and
disposal should be fully integrated not only with operational planning but also long term
planning against strategic goals; this achieved by linking fixed asset with strategic
(Lepani,2008)

In terms of the choice of fixed asset, companies have to asses

physical condition: safe to use the asset

functionality: It isavailable in proper working condition

Financial performance: whether the ongoing cost of repair and maintenance
continues to be financially sensible, in the light of the investment required for its

replacement(Hanna Schollova, et al., 2010).
2.2.1.2 Nature of capital Budgeting and investment decision making

Now a day's one of the greatest challenges managers faces in making capital investment
decision. The term capital investment refers broadly to large expenditures made to

purchase plant asset, develop new product line or acquire a subsidiaries companies.

12



Such decisions commit financial resource for large period of time and are difficult if not

impossible to reverse once the fund are invested.

Capital budgeting decision pertain to fixed or long term asset which by definition refer to
asset which are in opperation,and yield a return over a period of time, usually exceeding
one year. So it involved current expenditure to obtain a better benefit in the future.

Capital budgeting involves the evaluation of various expenditures which will be benefit
in the future which is longer than one year. Such kind of evaluation decision affects the
profitability of the firm in the future. If we do not select the best projects may be it leads
to failure of the company.Thus companies stand to benefit from good capital investment
or suffer from poor ones for many years (Meigs and Meigs, et al., 1996).

In every organization investment decision making is an important part of decision
making. Successfulness of new project contributes to the growth of firms efficiently. On
the contrary, unsuccessfulness leads to decline in efficiency and put in danger in the

future.

Both depend on the quality of preparing, evaluating and choosing those projects. The
quality of investment decision making is largely affected by many factor. The most
important of them are the choice of criterion applied in evauating and choosing
investment project (Hanna Schollova, et al., 2010).

Fixed asset represents in a sense the true earning asset of the firm. They enable the firm
to generate finished goods that can ultimately be sold for profit. But some difficulties

exists because

The benefits from investment will be received in the future, due to the fact that the

future is uncertain with some risk e ements involved.

13



There are mismatch periods for cost incurred and the benefits we will get that
mean the cost incurred period and the benefit we will get isin different time. So it

has its own effect on the time value of money(PkJain, 2006).

These criteria vary depending on the type of business. So, for example, the goals of the
information systems investments are mainly the following: @) Factors which will affect in
a positive way the demand for the product obtained, b) Productivity increase, cut of
expenses and increase of the company's value, ¢) Beneficial outcomes for workers, d)
Positive impact on customers, €) Restructuring and change of the company's management
(Ukai, 2005).

An investment decision is influenced by the motivation system. This distinction has to

do with the expenditures of the following types of investments (Dean, 1991)

1. Replacement investments. replacement of the depleted or obsolete assets with
New ones.

2. Extension investments: decision taking regarding the "expansion of the capita”,
so that the company's dynamic growth is facilitated.

3. Modernization investments: decision taking regarding the "thorough examination
of the capital”, so that the company's efforts to reduce the production cost are
facilitated.

4. Strategic investments: investments which aim at cost reduction, productivity and

salesincrease.

The term Capital budgeting (or investment appraisal) is the planning process used to
determine whether a firm's long term investments such as new machinery, replacement
machinery, new plants, new products, and research development projects are worth
pursuing. It is budget for major capital, or investment, expenditures. The main techniques
of capital investment appraisal are

14



Accounting rate of return

Net present value

Profitability index

Internal rate of return (Alastair and Hutchison, 2005).

2.2.2 Acquisition

The cycle continues with the acquisition stages through purchase, gift or other, of an
asset. Since the cost of fixed asset is huge, proper market assessment should be made to
arrive on the right quality and price. And it also supports the management for the decision

for expansion and constriction (Kimmel, et al., 1998)

2.2.2.1.Acquidition cost of Fixed Assets

Fixed asset are recorded at cost in accordance with the cost principle of accounting. Cost
consists of al expenditure necessary to acquire the asset and make it ready for its
intended use. For example, the purchase price, freight cost paid by the purchaser, and

installation costs are all considered part of the cost of factory machinery.

The determination of which cost to include in plant asset account and which cost not to
include is very important. If a cost is not included in plan asset account than it must be

expensed immediately, such costs are referred to as revenue expenditures.

On the other hand costs that are not expensed immediately but are instead included in a
plant asset account are referred to as capital expenditures. This distinction is important

because it has immediate implications for the income statement.

Cost is measured by the cash paid in cash transaction or by the cash equivalent price paid
when non cash assets are used in payment. The cash equivalent price is equal to the fair
market value of the asset given up or the fair market value of the asset received, which
ever, is more clearly determinable.

15



According to William and Merry (2011) the acquisition cost of fixed asset is measured by
cash. It should be measured by actual cost, if the actual cost is not known it could be
valued by estimated cost.

The acquisition cost is not only the purchase price of the item, but it includes freight and
transportation charges, installation costs, site preparation expenditures, professiona fee,
legal fee and the like

Once cost is established, it becomes the basis of accounting for the plant asset over its

useful life. Current market values are not used after acquisition (Kimmel, et al., 1998).

Payment is made as per the terms of the purchase order.The payment includes the
acquisition cost, freight and all other costs to put the asset.Once the materials are
purchased it is received by proper receiving documents identified by tagged, and recorded
within the fixed asset register.

There are a certain guide lines for identification and tagging of fixed asset after the items
are acquired
It's the department responsibilities to assign, record and give Fixed asset
identification number(tags) except vehicles
All fixed asset and controlled items will be assigned an asset number up on
receipt and before the item is placed in to service
the department will give tag number to an asset in a conspicuous and convenient
location
Tags will remain on the asset throughout the life of the asset. Damaged tags will
be replaced as needed.(Kimmel, et al, 1998).

16



2.2.3 Maintenance

To achieve cost effective maintenance, it is first necessary to implement a maintenance
program. Without clear definition of requirements, achievements and feedback,
measurement is not possible.

Measurement of effectiveness through monitoring key performance indicators is only
possible if each stage has been completed. Without measurement, management and

optimization is not possible.Stages of maintenance program are

Figure 1: Stages of Maintenance

[ Establishing business requirements ]

i

[ Carry out equipment audit ]

il

Carry out reliable and critical audit ]

N
Select appropriate maintenance strategy/task ]

N~

[ Plan work, iﬂe work and carry out work ]
N~

[ Recording costs and results ]

[ Review and measure effectiveness ]

(Simon, 2007)
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2.2.4 Disposal

Plant asset that are no longer useful may be discarded, sold, or applied toward the
purchase of other plant asset.

The details of the entry to record the disposal will vary but in all cases it is necessary to

remove the book value of the asset from the accounts.

A plant asset should not be removed from the account only because it has been
depreciated for the period of its estimated life. If the asset is still useful to the enterprise,
the cost and accumulated depreciation should remain in the ledger. If any depreciable
asset is disposed, discarded, destroyed, the net surplus or deficiency of material should be
disclosed separately (Kimmel, et al,1998).

2.3. Fixed asset Utilization, Monitoringand Controlling

Productive capacity is the total level of output or production that it could produce in a
given time period. Capacity utilization is the percentage of the firm’s total possible
production capacity that is actually being used

Calculated as: Actual output/Maximum possible out put
Underutilization means not utilizing to the fullest capacity. Under-utilization of resources
has an impact on profits of the company and hence is a matter of concern for the

management. Underutilization can be in terms of machines, labor, raw materials, etc.
(Nelson, 1989)

Some of causes of underutilization are

Market shareis taken by competitor and
Fall in market demand.

But full utilization aso has drawbacks which may not be enough time for routine

maintenance, employees work pressure, increase labor costs. But has positive factor to
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minimize fixed costs. But in general it is advisable that business firms should be in
between 80-90 percent capacity to meet new unexpected order, to carry out maintenance
and training.

To arrive at the efficient utilization of fixed asset, first rate the asset and state the target.
Monitoring is done to measure the extent of utilization of assets when compared to their
targets. Any deviations below the expectation shall be addressed by taking the necessary
steps.

However, based on the criticality rating of the assets or based on management decisions,
other factors could be considered in monitoring. A score card could be used to measure
and monitor utilization. The score card could contain the utilization trend and factors that
influenced the utilization, either positively or negatively. This trend could help further in
better decision making. The score card could be a completely manual or semi-automated
process with some manual intervention. The other technique is ratio analysis.Ratio by far
the most important tools to measure fixed asset utilization in figure and easy to
understand.

Some performance ratios are defined for monitoring purposes (Nelson, 1989)

Some of them include,

(a) Ratio of profiled assets vs. identified assets
(b) Ratio of actual utilization and target utilization

(c) Ratio of assets where targets are met when compared to others etc.
2.3.1 Concepts ofInternal Controlling

Internal Control in organization affects the activities of the system in the organization. To
handle such activities, organizations applied Accounting system to control business

operations.
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The man purpose of such Accounting Control systems assures all
transactionsareauthorized, all transactions are recorded, access to assets is allowed only

for authorized purposes and accounting records describe only real assets.

In addition the main objectives are to minimize losses by establishing strong internal
control.With the growth of size of the organization and the increased relation of the fact
that the primary responsibility of running an organization and preparing its account is that

of the management.

The importance of constituting proper systems of controls within organization has
received the attention of all concerned parties. The responsible parties are concerned the

whole system of internal control in addition to checking one by ones (Prakash, 1976).

Internal control includes al the policies and procedures adopted by the management of an
entity to assist in their objective of achieving as far as practicable, the orderly and
efficient conduct of the business, including adherence to management policies the
safeguarding of asset, the presentation and detection of fraud and errors.

The accuracy and completeness of the accountings records and the timely preparation of
reliable financial information we are al familiar with ssmple systems of internal control
Therefore, the internal control can be classified into three broad categories. accounting

controls, administrative control and physical control (Gebeyew, 1996).

2.3.1.1 Administrative Control

Administrative control relates to Operational efficiency and adherence to managerial
policies. Includes but is not limited to, the plan of organization and the procedures and
records that are concerned with the decision processes leading to management's

authorization of transactions.
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Such authorization is a management function directly associated with the responsibility
for achieving the objectives of the organization and is the starting point for establishing

accounting control of transactions
2.3.1.2 Accounting Control

Comprises the plan of organization and the procedures and records that are concerned
with the safeguarding of assets and reliability of financial records and consequently are
designed to provide reasonable assurance. Some points to conceder are

Transactions are executed in accordance with management's general or
specificauthorization.

Transactions are recorded as necessary to permit preparation of financia
statements in conformity with generally accepted accounting principles or any
other criteria applicable to such statements and to maintain accountability for
assets.

Due to the fact that,some organizations luck strong internal control due to lack of in

efficient use of resources and poor management decision.
2.3.1.3 Physical Control

It includes comparison of the results of physica inspection of fixed assets, cash
investment and inventories with accounting records and limiting direct physical accessto
assets and records (Prakash, 1976).
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2.3.2 Internal control over Fixed Assets

Fixed asset are those assets that have a useful life of more than one year and include land,
buildings and building improvements, furnishings, vehicles and electric equipment such as

computers.

Officials can fulfill this responsibility by adopting a capital asset policy that gets the
duties records and control procedure required to adequately safeguard capital assets,
appointing a property control manager with overall responsibility for tracking these assets
and monitoring adherence to control procedures designed to protect fixed assets.

Fixed assets protection is enhanced by the maintenance of accurate and up to date asset
records and the performance of annual physical inventories to monitor the accuracy of the
records and determine the existence and condition of the assets inventory accountability
is maintained by comparing these periodic inventory results to the official fixed asset

inventory records.

The record for each asset should conclude a description it the item (including make
model and seria number), the organization assigned identification, purchase data, and
asset location. Asset items should aso be lagged to make it easier to readily identify them
(Gupta, 1991).

The most important features of internal control relating to fixed assets are as follows:

All acquisitions of fixed assets should be properly authorized by a
designated official.

A policy requiring al purchases of plant and equipment to be handled
through the purchasing department and subjected to standard routines for
receiving, inspection and payment.

A system of authorizations requiring advance executive approval of al plant

and equipment acquisitions, whether by purchase, lease, construction
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seriously numbered capital work orders are a convenient means at recording
authorizations.

A reporting procedure assuring disclosure and analysis of variance between
authorized expenditures and actual costs.

Depreciation rates and methods should be based on particular
circumstances.

Fixed assets withdrawn from use should be under strict control prior to
disposal.

Periodic physical inventories, designed to verify the existence location, and
condition of all property listed in the accounts and to disclose and the
existence to any unrecorded units.

A system of retirement procedures, including seriously numbered retirement
work orders, stating reasons for retirement and bearing appropriate

approvals.

Tagging and labeling of asset: assets are labeled so that they can be easily
identified
Insurance of asset: It's better to have insurance coverage for al fixed asset

items. But practically most companies insured their vehicles only.

Physical inventories of asset will be made at regular intervals at least oncein
ayear.

Fixed asset reconciliation: at time of inventory it's a must to reconcile the
book record with that of financial records

Plant register should be independently maintained by the chief accountant or
company secretary these gives full details of asset in use including date and
cost of acquisition, depreciation policy, annua depreciation changes, and
final proceeds (if any) on disposal. ( Robert, et al, 1999)
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24. Asset Management system and technologiesas competitive
Advantage

An asset management system is not a system only, it is a combination of tools, process
and people which works together to achieve organizationa objectives. Tools are
hardware and application of data base software that facilitates transaction. Process is
Organization policies and procedures. Policies and procedures are must be defined,
shared and clearly communicated throughout the organization. Appointed professionals
who have best back ground in the fixed asset management and have a trend and best

practicein the field of the area are a'so important for achieving goals.

Diagrammatically

Tools Process People
Applications . Policies Training
Hardware . Procedures Support

—_—

Figure 2: Asset Management System
(Thompson, 2010)

The above three factors are not separated, it is working together to deliver the value and
strategic competitive advantages.

Choice of technologies isanother very important point to be considered by all
organizations. Companies which have new and better technologies will have so many
advantages than the one which have old machines. And used as competitive advantages

some of the advantages are

helps to minimize wastage
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easy to control

By doing so, labor and production costs will be reduced. So Organizations can use
information systems or technologies to fundamentally shift the cost of doing business
(Booth, Roberts & Sikes, 2011) or reduce the costs of business processes to lower the
costs of customers or suppliers, i.e., using online business to consumer & business to

business models, e-procurement systems to reduce operating costs.

2.5. Fixed asset efficiency

A firm acquires plant and machineries and other fixed assets for the purpose of
generating sales or profit. The efficiency of fixed asset should be judged in relation to
sales.

Calculating firms fixed asset turnover ratio helps to know firms fixed asset efficiency.
High turnover ratio indicates efficient utilization of fixed asset, while a low ratio
indicates in efficient management and utilization of fixed asset. In general Fixed Asset
turnover is calculated by sales divided in to net fixed asset (Okwo, et a., 2012).

Pandy (1999) defines fixed asset turnover ratio measures the efficiency with which afirm
isutilizing itsinvestment in fixed asset. Such as Building, Machinery, Furniture.

In general fixed assets are analyzed by:

a) Fixed Assets Turnover (b) Ratio of Fixed Assets to Funded Debt (¢) Ratio of Fixed
Assets to Capital Employed (d) Ratio of Fixed Assets to Total Assets (€) Ratio of Net
Profit to Fixed Assets(Pandy, 1999)

2.5.1.Fixed Asset Turnover Ratio

Fixed Asset Turnover is a measure of the relation between sales and investments in long-
lived assets. When the asset turnover ratios are low, relative to the industry or historical

record, either the investment in assets is too heavy and/or sales are sluggish. There may,
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however, be plausible explanations. the firm may have taken an extensive plant
modernization (Kulshreshtha, 1990)

Dividing the amount of sales by the amount of fixed assets gives a ratio of fixed assets
turnover, which can be read as the number of birr of sales for each birr invested in fixed
assets.

"By comparison of the ratio from year to year, or with other company’s ratio, the analyst
can get an idea of how well the fixed investment is being used.” The ratio also indicates
the adequacy of salesin relation to the investment in fixed assets.

Generally, a high fixed assets turnover ratio indicates efficient utilization of fixed assets
in generating sales, while a low ratio indicates inefficient management and utilization of
fixed assets

Fixed Assets Turnover = Sales /Fixed Assets (Net)

2.5.2. Ratio of Fixed Assetsto Funded Debt

The ratio of fixed assets to funded debts measures the security of fixed obligation when
the long term debts such as mortgage loan, secured loans, mortgaged notes, bonds
payable, are recelved by fixed assets. Usually the long term lenders give loans to a
company against the security of the fixed assets of the company.

Thisratio also indicates to some extent whether or not additional borrowed funds may be
obtained by using the same security. This ratio should not be more than 1 time or 100
percent, in fact it should be substantially less than 100 percent.

If the ratio is less than 100 percent it will mean that the long term debts are more than the
fixed assets and that the long term debts are also meant for use as working capital

requirement:
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Ratio of Fixed Assetsto Funded Debt = Fixed Assets (Net)/ Funded Debts or Long Term Debts x
100

2.5.3. Ratio of Net Profit to Fixed Assets
The ratio of net profit after tax to fixed assets is used as a measure of profitability, which

judges the returns on fixed assets. The main interest of the owners is to earn a good
amount of profit i.e. to receive a satisfactory return on their investment. The investments
have been taken as the amount invested in fixed assets. The return on fixed assets can be
used to show the efficiency of fixed assets as awhole.

Ratio of Net Profit to Fixed Assets = Net Profit (Loss after tax)/ Fixed Assets (Net) x 100

2.5.4 Ratio of Fixed Assetsto Capital Employed

The fixed assets to capital employed ratio shows the proportion of fixed assets in the
capital employed. The capital employed of enterprisesis divided into two partsi.e. in the
fixed assets and in the working capital. A high ratio denotes the heavy investment in
fixed assets and insufficient working capital. The ratio should be 67 percent so that an
adequate amount is left for working capital. Theratio is calculated as follows

Ratio of Fixed Assetsto Capital Employed = Fixed Assets/Capital Employed x 100
Net Capital Employed = Net worth + Long term borrowings

Net worth = Total Asset-Total Liability

2.5.5. Ratio of Fixed Assetsto Total Assets

The ratio of fixed assets to total assets reflects the proportion of long term resources
possessed by the concern. A reasonable relationship between total assets and fixed assets

IS necessary to be maintained to avoid miss-management of assets. Thus, the ratio of
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fixed assets to total assets has been calculated to find the proportion of total assets
invested in fixed assets (Kulshreshtha, 1990)

Ratio of Fixed Assetsto Total Assets = Fixed Assets (Net) /Total Assetsx 100

2.6 Empirical Literature

There was no sufficient previous research work studied regarding on fixed asset
management but the only research finding was by Praveen Irrinki(2012) on titles “Fixed
Asset Management” at KesoramCement in India. The mgjor objectives of the study were
to analyze fixed asset efficiency. Thestudy was limited to only secondary sources and

tried to analyze by using tables and graphs.

After evaluating financial statements, the researchers conclude (2012:65) that the overall
fixed asset management of the company appears to be more than satisfactory.

It is believed that the only previous research work on this area did not cover the necessary
aspects. So on this thesis the researcher tried to fill the knowledge gap and believed the
paper will be the begging for the future researcher.
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Conceptual framework of the Study

The Conceptual framework indicates the crucia process, which is useful to show the
direction of the study. The study revealed on fixed asset management by taking fixed

asset management process and fixed asset efficiency.

Figure 3: conceptual framework
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CHAPTER THREE
RESEARCH DESIGN AND METODOLOGY

3.1. Introduction

The purpose of this research is toassess the problems relating to fixed asset management
and to analyze the efficient asset utilization of the company. This chapter deals with the
research design and methodology of the study. It includes research design, population,

sample size, data collection instrument and data analysis.
3.2. Research Design

To arrive at the objectives the researcher used descriptive research design. The reason for

using thisdesign isthat it enablesto describe the results of the study.
3.3. Population and Sample Size

The target population of the study is Finance, Administration and planning and
Technique departments of the selected two sister companies which have around 60

employees in number.

The employees have different skills; personality and educational background. The study
was dtratified into three groups by purposive sampling method and 20 employees each
were taken from Finance and Technigue department and 10 employeeswere taken from
Administration & Planning department which is totally 50 employees as the sample size.
Related Questionnaires for the study is distributed for each employee. It is designed in
both in Amharic and English.
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3.4. Data Gathering Tool

Data were collected from both the primary and secondary sources to attain the objective
of the research. Primary data were collected through  structured
guestionnaire,interviewsand observation. Fifty questionnaires were distributed among
selected Finance, Administration and technique department employees. It is prepared
both in open ended and cloth ended questions.

Secondary data were collected through documents and financial reports of DhGeda
Blanket and DhGeda Dyeing. Three year data from financial reports were gathered to
evaluate fixed assets efficiency.

3.5. Methods of Data Analysis

Subject of the study were finance, Administration and technique departments of the two
DhGeda sister companies. These departments are selected because the researcher
believed that the employees in the departments are well known and close related with the
subject study.With 50 structured questionnaires were distributed and 50 were returned

complete. That yields 100% of the respondent’s size.

Descriptive analysis is used to present and interpret the data collected on various
variables of the fixed asset management. Frequency tables along with percentage and
tabulation also employed.
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CHAPTER FOUR
RESULTSAND DISCUSSION

4.1. Introduction

This chapter focuses on the presentation, analysis & interpretation of data based on the
information gathered through questionnaire, interview and secondary data’s. It consists
of two parts; the first one is about the general characteristics of the respondents while the
second partanalyzed the major objective of the research. The result of the date collected

are presented and analyzed as below.
4.2. Profile of the Respondents

In this section information concerning personal and professional characteristics of
respondents like age, gender, educational level, and length of service in the organization

were summerized.The purpose is to shown the general characteristics of the respondents.

4.2.1. Respondents back ground
Tablel

Analysis of respondent by age bracket

Age Respondent
Group | Frequencies | Percentage
20-25 1 2
26-35 22 44
35-40 21 42
Above 40 6 12
TOTAL 50 100

Sour ce: own survey
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There was a total sample of 50 employees, who participated in the study from various
work unit of the company. As can be seen from the table above, it shows that 22(44%) of
the respondents ranges from 26 - 35, 21(42%) of the respondents ranges from 35 — 40,
6(12%) of the respondents have an age bracket above 40 and there is only 1(2%) of the
respondents ranges from 20-25.Maximum numbers of the employees are in between the
age 26-35.This shown that the majority of the respondents are young. Due to the fact that,
they are energetic, productive and eager to work. Moreover, they are flexible to accept
the process.

Table?2

Analysis of respondent by gender

Respondent
Gender :
Frequencies | Percentage
Female 13 26
Male 37 74
TOTAL 50 100

Sour ce: own survey

As depicted on table 2, 37(74%) of the respondents are male and 13(26%) of the

respondents are female. This showed us the mgjority of the respondents are male.
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Table3
Respondentsby education level

Respondents Respondent
Qualification | "Frequencies | Percentage
Diploma 7 14
1¥Degree 42 84
2" Degree 1 2
TOTAL 50 100

Sour ce: own survey

As it is shown in table 3 above, the educational level of the respondents range from
Diploma 7(14%) to 2"degree 1(2%) in the field of accounting, Management and
engineering respectively. There are also 42(84%) respondents who have 1% degree.lt is clearly
seen from the table that most respondents are degree holders, which confirms the
respondents have good educational background which is very important to understand

and analyze the process.

Table 4

Employee’syearsof experience

_ Respondent
Yearsof service i
Frequencies Per centage
<lyears 10 20
1-3 years 13 26
3-5years 10 20
Aboveb years 17 34
TOTAL 50 100

Sour ce: own survey



With regard to work experiences of the respondents, the table indicated 10(20%) are
staying less than one year, 13(26%) employees are staying in between 1-3 years,10(20%)
employees have 3-5 years of experience and 17(34%) are served above 5 years. From the
datathe majority of employees are staying above 5 years which implies these employees

seem to have good knowledge and experience regarding the company process.

4.3. Analysis of the Study
Table5

System acquisition of fixed asset

Isthere any need
R ndent
assessment before esponden
acquisition Frequencies | Percentage
Yes 43 86
No 7 14
TOTAL 50 100

Sour ce: own survey

As it is described in table 5, 43(86%) of the respondents responded that adequate market
need assessment is made before acquiring fixed asset and determining capacity of
production while 7(14%) of the respondent responded that adequate market need
assessments were not be made before acquiring and set production.This generally
showed that the company has enough information which is important for optimal

investment, sales forecasting, decision making and acquiring of fixed asset.
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Table6

Planning schedule for acquisition, maintenance & disposal

Isthereany Respondent
planning? "Frequencies| Percentage
Yes 14 28
No 34 68
I don’t know 2 4
TOTAL 50 100

Sour ce: own survey

Analysis

From the above table, it is clear that there is no planning practice for acquisition,
maintenance and disposal that consists of 34(68%) of the respondents, the other14(28%)
respond that the company have planning schedule but the remaining 2(4%) of the
respondents has no information regarding on this question.From the questionnaire the
researcher observed that all employees of Administration and Planning department

replied “No” for the question.

From the analysis we can clearly observe that acquisition, maintenance and disposal of
fixed asset are made as the company needed. There is no schedule set.Due to lack of
planning schedule the management cannot able to manage resources properly. And has
faced problems on decision making because planning is the overall frame work of
decision making within the organization. Moreover, it is difficult to control the cost of
maintenance and the income generated from the sales of disposa which can directly
affect the financial report.
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Table7

Planning align with strategic goals

de;iizlsagt?;?ggic Respondent
goals? Frequencies | Percentage
Yes 15 30
No 32 64
| don’t Know 3 6
TOTAL 50 100

Sour ce: own survey

Table 7 indicated that 15 (30%) of the respondents believe that planning of the company
defines strategic goals while 32(64%) of them didn’t believe that planning is coincides
with strategic goals. The remaining 3(6%) of the respondents said “I don’t know” for the
guestion. From the questionnaire the researcher observed that al employees of

Administration and Planning replied “No” for the question.

The decision to invest, maintenance and disposal of fixed asset should align with
company’s strategies and capabilities. If not the manager fail to identify the resource
needed to satisfy the organization program requirements based on the program goals and
objectives. The choice of investment also fit with the company’s goal which could be
attractive and selective based on the criteria. From the analysis the researcher observed

that there is no linkage between fixed asset planning and strategic goals.
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Table 8

Techniques of efficient utilization

Techniquetoarrive Respondent
efficient utilization Frequencies | Percentage
Rating System 5 10
Score Card 5 10
Ratio Analysis 38 76
I don’t Know 2 4
TOTAL 50 100

Source: own survey

As showed from the above table 8, ratio analysis is the main techniques to arrive efficient
utilization; it consists of 38(76%) of the respondents. While the rest techniques consists
of 5(10%) each. The no of respondents who didn’t know concerning this question is 2
(4%).The two employees has totally has noinformation. The researcher tried to focus
separately what the Finance and Administration (Planning) replied, and they said ratio

anaysisisthe way currently used.

Ratio analysisis an easy, simple to understand and measure clearly the company’s asset
efficient utilization. The information aso very needed by the management to review the
machine capacity and to increase production. From the anaysis the company adopts ratio

analysis techniques to know fixed asset efficiency.
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Table9

Extent fixed asset utilization

To what extent fixed

Respondent

asset is utilized? Frequencies | Percentage
Adequately utilized 8 16
optimally Utilized 34 68
Under Utilized 2 4
Not Utilized 6 12
TOTAL 50 100

Sour ce: own survey

Asitisshown in table 9,2(4%) of the respondents responded that the company fixed asset
capacity is underutilized, 34(68%) of the respondent said the company is optimal utilized,
6(12%) of them believed fixed asset are not utilized, while 8(16%) of them respond the

company adequately utilized the fixed asset.

Since there arelarge market demands for the products and have great market shares, the
company optimally utilized the capacity. Due to the fact that fixed costs are not high. But
sometimes it has consequence effects that labor costs like overtime is increased due to

overwork to satisfy new unexpected customer order. On this time staffs feel work

pressure, leading to mistakes, absentee and turnover.
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Table 10

Reason for capital investment

Reason for capital Respondent
investment Frequencies | Percentage
Expansion 40 80
Devel opment 10 20
Others 0 0
TOTAL 50 100

Sour ce: own survey

From the above table it clearly indicated that 40(80%) of the respondents believe that
company expansion is the main reason for capital investment whereas10(20%) of the

respondents said the reason is devel opment.

To meet the customer demands the company targeted expansion by investing large capita

items.

Table11

Capital budgeting techniques

Techniquesfor Respondent
capital budgeting | Frequencies | Percentage
Payback period 40 80
ARR 7 14
Other ratio 6
TOTAL 50 100

Sour ce: own survey
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From the above table, the company used Payback period for techniques of capital
budgeting. It consists of 40(80%) of the respondents. While only 7(14%) said the
company used ARR. The remaining 3(6%) said there are other techniques used.

The analysis indicated the owners ranked and selected based on the criteria. From the
analysis, Payback period is the main criteria. The main reason is they eager to know the

amounts of timethat it takes for a capital budgeting project to recover itsinitial cost.
Table 12

To what extent fixed assets are secured

Isthereany Respondent

physical security

Frequencies Per centage

Yes 43 86
No 7 14
TOTAL 50 100

Source: own survey

As showed on the above table, the capital items are well secured in the company. From
the total respondents 43(86%) said the company capital items are well secured, while
7(14%) said the company has poor physical security.

It shows that fixed assets are fully secured, which is good. Moreover, the company needs

to give similar attention if the number of capital itemsincreased by expansion.
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Table 13

| nsurance cover age
Isthereany Respondent
I nsurance cover age Freguencies | Percentage
Yes 43 96
No 2 4
TOTAL 50 100

Sour ce: own survey
Table 13 shows that whether there is adequate insurance coverage for the fixed assets or
not,48(96%) said “Yes’ and 2(4%) said “No’ to the question.

This shows that fixed asset of the company have insurance coverage which is

encouraging.

Table 14

Rules and regulations of fixed asset

Isthereany Respondent
formal rules :

and Frequencies | Percentage
regulations

Yes 38 76

No 12 24

TOTAL 50 100

Source: own survey

Table 14 indicated that,38(76%) of the respondents responded there is formal

organizational rules & structure defining the responsibility of purchasing, receiving,
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approving and performing physical inventory and only 12(24%) responds there are no
formal rules and regulations. This shows that there are formal rules and regulations to

handle the process.
Table 15

How often maintenance occurred?

Isthere any Respondent
frequent _
maintenance? | Frequencies | Percentage
Yes 8 16
No 42 84
TOTAL 50 100

Source: own survey
As depicted on table 15, 8(16%) of the respondents responded that there is frequent

maintenance and checkup while 42(84%) responds that there is no frequent maintenance.

Frequent checkup enhances the machinery life and efficiency. But from the analysis there

is no frequent maintenance due to lack of time. But machine breakdown hinder customer

order.

Table 16

Maintenance stages?

Do they fallow the Respondent
stages of maintenance? | Frequencies | Percentage
Yes 0 0
No 20 100
TOTAL 20 100

Sour ce: own survey
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Since the question is more of technical, the researcher limited the question to only the
technique department. From the table it indicated that 20(100%) of the respondents
responded that there is no way to follow stages of maintenance while 0(0%) of the

respondents said the company follows maintenance stage.

The companies didn’t know past best strategies, history and resources needed to
maintain. Because they didn’t capture historical costs and ignore to follow maintenance

stages.
Table17

Follow up and controlling

Isthereany adequate Respondent
fallow up of Fixed ;
Asset Frequencies | Percentage
TOTAL 50 100

Sour ce: own survey

Table 17 showed,31(62%) of the respondents responded that there is adequate fallow up
of fixed asset while 19(38%) of the respondents said there is no clear fallow up to control
fixed asset.

The company informally follows up the capital item. But they didn’t have formal
schedule to check up the item with the record. Moreover, missed items are not

investigated on time.



Table 18
Disposal approval?

Isdisposal approved by Respondent
proper person? Freguencies | Percentage
Yes 40 80
No 10 20
TOTAL 50 100

Sour ce: own survey

Table 18 shows, 40(80%) of the respondents responded that all disposal of property
approved by designated person with proper authorization. The remaining 10(20%) said

“No” to the question.

From the finding we can observed that there is clear procedure on who will approve the

disposal. But the problem is they didn’t dispose on time.

Table 19

How Disposal practiced?

How is Disposal Respondent
practiced? Frequencies | Percentage
By committee 9 18
By assigned persong/staffs 41 82
TOTAL 50 100

Source: own survey
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Table 19 showed that 41(82%) of the respondents responded that fixed asset is disposed
by assigned person, while only 9(18%) responded it is disposed by assigned committee.

This showed that the company is not giving much emphasis on disposal which is very
important procedure of handling fixed assets. Instead it’s better to dispose by formal

committee to minimize miss use and fraud.
Table20

How often inventory ismade?

How often assessment Respondent
(inventory) ismade? | Frequencies | Percentage
Yearly 9 18
When required 41 82
TOTAL 50 100

Source: own survey

Table 20 showed that 41(82%) of the respondents responded that fixed asset is assessed
(counted) when needed by the management, while only 9(18%) responded it is assessed
oncein ayear.

Taking physical inventory at |east once a year is amust. It can be possible to say that the
internal control system for safeguarding of fixed asset seems not good and there are

things to be change to make it more effective.

Physical inventory of the fixed assets should be taken at least annually and reconcile the
actual count with the ledger records. If not, it is difficult to manage and has its own

effects on financia position of the company.

46



Table21

Isthereany training on fixed asset?

Isthereany training Respondent
provided on Fixed asset? | Fyequencies | Percentage
Yes 2 4
No 48 96
TOTAL 50 100

Source: own survey

As it is analyzed on table 21 the mgjority of respondents responded that there is no
training provided to employees to implement new system and make more effective, it

accounts 48(96%) while 2(4%) of the respondents said that thereis atraining facility.

Employees’ of the companies cannot update themselves to implement new system and

make more effective management of fixed asset.
Table22

Does M anagement review FA process?

Does Mgt. Review FA Respondent
pprocess? Frequencies | Percentage
Yes 11 22
No 39 78
TOTAL 50 100

Sour ce: own survey
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Asitisanayzed on table 22, 11(22%) of the respondents responded that managements of
the company review the process of the fixed assets, while the other 39(78%) responded
“No’ to the question.

This shows that management is not following up and review the control mechanize of the
fixed asset which is very important for effective growth of the company.

Table23

|dea—T 0 analyze if the company uses Accounting software

Isthereany Respondent
Accounting Software
used to handleFixed Frequencies | Percentage
asset?
Yes 4 8
No 46 92
TOTAL 50 100

Source: own survey
Table 23 indicated that 4(8%) of the respondents responded that there is accounting
software designed or well management of fixed asset while the remaining 46(92%)

responded “No’ to the question.

This showed that there is no software designed for effective management and control of

fixed asset of the company.

In general from the overall findings, the company fixed asset process needs to be
improving. The process starts from planning and ends to disposal.Planning is the first
steps of the cycle before any purchase. 1t needs proper planning. Because, planning is the
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overal frame work of decision making within the organization.(DrLepani, 2008) But

from the beginning the companies didn’t apply good planning experience.
4.4. Secondary Data Analysis

Ratio is a powerful technique to analyze financial data’s. And it defines as the
relationship between two or more variables. Via the analysis large data’s will be
simplified and put in to easy form. Fixed asset efficiency measured by different ratios. By
comparison of the ratio from year to year, or with other company’s ratio, the analyst can
get an idea of how well the fixed investment is being used. The researcher analyzed by
taking three years data for two company’s i.e. Dh Geda Blanket and Dyeing.

4.4.1. Fixed Asset turnover Ratio

The efficiency with which a firm is utilizing its fixed assets is generally measured by
fixed assets turnover ratio. Dividing the amount of sales by the amount of fixed assets

gives aratio of fixed assets turnover.

The ratio also indicates the adequacy of salesin relation to the investment in fixed assets.
Generdly, a high fixed assets turnover ratio indicates efficient utilization of fixed assets
in generating sales, while a low ratio indicates inefficient management and utilization of
fixed assets

It formulated as;

Fixed Assets Turnover = Sales/ Fixed Assets (Net)
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Table24

(Ratio in times)

Companies 2003 2004 2005 Average
Blanket 6.83 7.11 4.88 6.27
Dyeing 7.99 14.43 18.80 13.74

Sour ce annual report from 2003-2005
Analysisand Inter pretation

The above table 24 shows fixed asset turnover of the companies under study. For the first
company the ratios fluctuate from year to year which is an average 6.27.Where as for the
second company it is an increasing tread of fixed asset turn over which is an average
13.74. The lower fixed assets turnover fixed for Dh Geda Blanket shows that the fixed
assets were not being utilized efficiently in comparison to the second companies. While
the higher fixed asset turnover for the second companies is due to increase in the sales
which implies fixed asset were utilized efficiently.

4.4.2. Ratio of Fixed Assetsto Funded Debt

The ratio of fixed assets to funded debts measures the security of fixed obligation when
the long term debts such as mortgage loan, secured loans, mortgaged notes, bonds

payable, are received by fixed assets.

This ratio should not be more than 1 time or 100 percent, in fact it should be substantially
less than 100 percent. If the ratio is less than 100 percent it will mean that the long term
debts are more than the fixed assets and that the long term debts are also meant for use as
working capital requirement

Theratio formulated as
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Ratio of Fixed Assets to Funded Debt = Fixed Assets (Net) /Funded Debts or Long Term

Debts x 100

Table 25

(In Percentage)

Companies 2003 2004 2005 Average
Blanket 81.95 131.32 105 106.09
Dyeing 78.71 35.1 45.29 53.03

Sour ce: annual report from 2003-2006
Analysisand Interpretation

It can easily identify from the above table 25, the ratio of fixed assets to funded debts for
Blanket is fluctuating trend. The ratio increased to 131.32 percent during 2004 and again
decreased to 105 percent during 2005.But it exceeds 100 percent. A ratio above 100
percent shows that the long term creditors had sufficient security of fixed assets for their
claim but it also denotes a great amount of dependence on borrowed funds.

But for dyeing it decrease to 35.1 percent during 2004 and increased to 45.29 during
2005 but it remained 53.03 percent on average which is less than 100 percent. It shows
that the remaining long term funds were utilized by the company for working capital and

the long term creditors of this company were secured only to the extent of fixed assets.

4.4.3. Ratio of Net Profit to Fixed Assets

The ratio of net profit after tax to fixed assets is used as a measure of profitability, which
judges the returns on fixed assets. The main interest of the owners is to earn a good
amount of profit i.e. to receive a satisfactory return on their investment. The investments
have been taken as the amount invested in fixed assets. The return on fixed assets can be
used to show the efficiency of fixed assets as awhole.

Ratio of Net Profit to Fixed Assets = Net Profit (Loss after tax)/ Fixed Assets (Net) x 100
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Table 26

(In Percentage)

Companies 2003 2004 2005 Average
Blanket 80 38 42 53.33
Dyeing 104.92 171.71 194 156.81

Source: annual report from 2003-2005
Analysisand Inter pretation

From the above table the ratio of net profit to fixed asset for the under studied companies
are different. For blanket the ratio shows a decreasing trend which varies from 80 percent
to 38 percent but the average is 53.33 percent. While for dyeing it is an increasing trend
ranges from 104.92 percent to 194 percent. The declining ratio for blanket is due to

decrease profit for the period.

For dyeing the ratio is above 100 percent for al year. The average is 156.81 percent
which is satisfactory position.

4.4.4. Ratio of Fixed Assetsto Capital Employed

The fixed assets to capital employed ratio shows the proportion of fixed assets in the
capital employed. The capital employed of enterprisesis divided into two partsviz. in the
fixed assets and in the working capital. A high ratio denotes the heavy investment in
fixed assets and insufficient working capital. The ratio should be 67 percent so that an
adequate amount is left for working capital. Theratio is calculated as follows

Ratio of Fixed Assetsto Capital Employed = Fixed Assets /Capital Employed x 100
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Net Capital Employed = Net worth + Long term borrowings
Net worth = Total Asset-Total Liability

Table 27
(In Percentage)

Companies 2003 2004 2005 Average
Blanket 28.07 35.82 43.21 35.7
Dyeing 19.54 11.24 13.39 14.72

Source: annual report from 2003-2005
Analysisand Inter pretation

During the study, for Dh Geda Blanket, the ratio of fixed asset to capital employed is
increasing trend it ranges from 35 to 43.21 and the average ratio is 35.7. So the working
capital of Blanket during the years has been less than the fixed assets which shows that
liquid funds are less with the company. More over in the case of Dyeing the average ratio
isvery low which is 14.72,this indicates the fixed asset capital employed is very low than
the working capital.

4.45. Ratio of Fixed Assetsto Total Assets

The ratio of fixed assets to total assets reflects the proportion of long term resources
possessed by the concern. A reasonable relationship between total assets and fixed assets
is necessary to be maintained to avoid miss-management of assets. Thus, the ratio of
fixed assets to total assets has been calculated to find the proportion of total assets
invested in fixed assets (Kulshreshtha, 1990)

Ratio of Fixed Assetsto Total Assets = Fixed Assets (Net) /Total Assetsx 100
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Table 28

(In Percentage)

Companies 2003 2004 2005 Average
Blanket 18 24 25.75 22.58
Dyeing 10.23 7.29 5.59 7.70

Sour ce: annual report from 2003-2005

Analysisand I nterpretation

From the above table, it is clearly observed that the ratios of fixed asset to total asset for
DhGeda blanket seems increasing and for the last two years are amost similar. The
averages of ratios are 22.58 percent which is better than the second company. This shows

that the company has been increasing the investment in the fixed assets.

For Dyeing the ratio of fixed asset to total asset showed a decreasing trend. The ratio is
varied from 10.23 to 5.59 percent. And the average is 7.70 which are very low. This
indicates that a major part of the total assets was in the form of liquid assets not in the
form of fixed asset.




CHAPTER FIVE

CONCLUSIONSAND RECOMMENDATIONS

5.1. Introduction

This chapter focused on conclusion and recommendations that the company to conceder

ongoing change programs.

The study aimed at assessing the problem relating to fixed asset management and to
analyze fixed asset efficiency. Moreover to suggest ways of improving its performance
So that fixed asset management of the companies will be improved in the future. So to
meet the objective of the study and comeback with the research question descriptive type

of survey was used.
5.2. Summery and Conclusion

The company uses a variety of fixed assets to run its day to day business operations but,
the process and follow up of fixed asset arenot designed even if they have good rules,
regulations and full security of items. A well designed fixed asset accounting and
management system enables to facilitate financial statement information, insurable
values, control and accountability, maintenance scheduling and cost analysis, accounting
for depreciation, and preparation of capital and operating budget. Failing to do so will

lead to wrong decision.

Utilization is controlled through different techniques. Ratio analysis is the major
techniques they used. Due to high market demands and market shares they optimally
utilized the capacity but frequent maintenance was not made to increase the life of the
asset. SO sometimes machines were break down and order would be delayed. Even at

time of maintenance they ignore maintenance stages and had no recorded information
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about the capital items. Moreover, employees feel pressure and tired when unexpected

extraorder came from the customer.

From the finding the company’s planning exercise on fixed asset management is not good
and no linkage to the strategic goals. So that the manager fails to identify the resource
needed to satisfy the organization program requirements based on the program goals and
objectives. More over there is no planning set for acquisition, maintenance and disposal.
But they made market analysis and need assessment to have enough information about

the acquired item and optimal investment.

In every organization investment decision making is an important part of decision
making. Successfulness of new project contributes to the growth of firms efficiently. On
the contrary, unsuccessfulness leads to decline in efficiency and put in danger in the
future. Since the company eager to know the amount of time it takes to pay back the

investment they used payback period than the other as investment decision criteria.

Internal control over fixed asset is very important for safeguarding of assets prevention
and detection of frauds and errors, to have correct and complete records of all transaction
on each balancing of the books of accounts. This may enable to prepare reliable balance
sheet and income statements on timely bases. The company secured fully the capital
items and has insurance coverage’s forall. But they didn’t formal schedule to follow up,
review and count the item. Beside this there was no forma committee established to
dispose the items and disposal is not made on time.

It is true that inventorying is necessary for accountability and control through the
establishment of a direct relationship between actual and recorded fixed assets. For such
purpose taking physical count once a year is not enough to make effective internal control

especially for such very big company.

56



There was no training provided to employees to update regarding on fixed asset
management and process. The emphasis of staff training is to proceed with the current
system and new techniques. Moreover there is no software designed for effective control
of fixed asset of the company. It is obvious that a well-designed fixed asset accounting

and management system enables to facilitate financia information well.
After analyzing efficiency of fixed asset, the following conclusions are drawn.

Regarding to fixed asset turnover ratio, it is a fluctuating trend from year to year
for Dh Geda Blanket which is an average of 6.27 where as it is increasing for Dh
Geda dyeing which is an average of 13.74.This shows satisfactory position for the
second company.

Regarding fixed asset to funded debt,for Blanket is fluctuating trend.But it
exceeds 100 percent.Which has its implication of long term creditors had
sufficient security of fixed assets for their claim but it also denotes a great amount
of dependence on borrowed funds. On the contrary for DhGeda dyeing it is under
100 percent.

Regarding ratio of net profit to fixed asset it is observed that the trend is
decreasing for Dh Geda Blanket which is an average of 53.33 whereas increasing
for Dh GedaDyeing an average of 156.81 which is satisfactory.

Theratio of fixed asset to capital employed for Dh Geda Blanket is 35.7. Indicates
the fixed asset capita employed is very high than the working capital. On the
other hand for dyeing it is low which an average of 14.72, means fixed asset
capital employed isvery low.

The ratio of fixed asset to total asset for Dh Geda Blanket is more than of Dh
GedaDyeing. Which is an average of 22.58 & 7.7
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5.3 Recommendations

As a concluding remark, the researcher would like to forward some recommendations on
the management of fixed asset of Dh Geda Blanket and Dyeing.

An efficient and proper fixed asset management is required by setting clear,
transparent rules, regulations and company’s goal. It should be shared to all to
understand who will do, when, and how will do.

It is good if al the companies plan their fixed asset requirements i.e. acquisition,
maintenance and disposal a head of time and acquire what they need through the
normal budget purchase so that idle and obsol ete assets can be discarded. Besides,
their normal purchasing request may be entertained by means of special approval
as and when the need arise. Planning is needed for every process to control
resources and costs. It should align with strategic goals of the companies. This
helps the manager to identify the resource needed to satisfy the organization
program requirements based on the program goals and objectives. And also helps
the manager by giving clear frame works for decision making.

It’s advisable to have 80-90 percent capacity utilization because there must be
some time left for unexpected customer order and machine maintenance. More
over employees should have some time to rest. This could minimize employee’s
pressure, absenteeism and turnover.

The company should have maintenance and disposal program. Without clear
definition of requirements, achievements and feedback, measurement is not
possible. Measurement of effectiveness through monitoring key performance
indicators is only possible if each stage has been completed. Without
measurement, management and optimization is not possible. So they should
follow maintenance stages. (Simon Mills, 2007). And they have to record every

historical information when they maintain because the information is very needed
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for the future life of asset. Moreover old and obsolete fixed items should be

avoided on time.

The companies should frequently follow up and review the items to ensure
adherence to fixed asset process,interna policies, to Prevent and detect fraud and
errors, to Safeguards of asset, to Secure, as far as possible, the completeness and
accuracy of the records, to Secure the timely preparation reliable financial
information, generally it assures validity, authorization, completeness valuation,
classification, timing and separation of custody and recording

It is good to know that a well-designed fixed asset accounting and management
system enables to facilitate financial statement information insurable values,
control and accountability, maintenance scheduling and cost analysis, accounting
for depreciation and preparation of capital and operating budgets. So it is
recommended that software should be implemented to make more effective the
controlling of the fixed assets.

Due to thisfact, developing a standardized procedure is of paramount importance
for the appropriate handling of fixed assets that can support the company’s
mission, goals and objectives
It is recommended it all companies units should take physica inventory of their
fixed assets at leastsemiannually and reconcile the actual count with the ledger
records.

Training and development is crucial for every employee to aware them with
current situation. If not employees’ of the companies cannot update themselves to
implement new system and make more effective management of fixed asset.

Fixed asset turn over can be increased by improving sales volume.

Ratio of fixed asset to funded debt, ratio of fixed asset to capital employed and
ratio of fixed asset to total asset can be increased by heavy investment of fixed
asset.
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Ratio of net profit to fixed asset should be improved by increasing profit of the
year or reducing costs. So the management needs to reduce the cost of sales in

order to arrive reasonable figure of profit.
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QUESTIONAIRE
ST. MERRY UNIVERSITY

SCHOOL OF GRADUATE STUDIES

This questionnaire is filled by finance department, purchasing and technigque department.
The purpose of this questionnaire is to seek answers for questions related to fixed assets
management in a case of Dh Geda Blanket and Dh Geda Dyeing to arrive at best

solutions.

In order to achieve the planned goal, your genuine cooperation to answer the following

guestionsis substantial. Please attempt all questions with great attention.
Objective of the Study

The overall objectives of the study are

Assess the problems relating to fixed asset management of the company
and to analyze the efficient asset utilization of the company.

The questionnaire is prepared to answer the first objective that is to assess the problems
relating to fixed asset management of the company. And the second objective analyzed
by taking secondary data.

Guideline: please put a tick mark in the box of your choice and not down your

supplementary response on the space provided.

Thank you in advance for your genuine response.
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Part | General information

1. Age 20-25 | 1 26-35

2. Sex M 1 F

3. Education background

Diploma 1 | First Degree

35-40

3 above 40 | 4

4. How many years have you been working in this company?

Lessthan ayear 1

From one to three years
From three to five years
More than five years

Part 1. Issues Related to thetopic

Second Degree

5. Isthere any adequate market assessment before fixed asset is acquired?

Yes No

6. If 2ischosenin question (5) why?

| don't know

7. Doesthe company plan for acquit ion, maintenance and disposal of fixed asset?

Yes

1

8. If 1ischosen in question (7), how does plan fixed asset requirement?

No

| don't know
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9. Does the planning coincide with strategic goals of the company?

Y& No [

| don't know | 5

10. What are the techniques that the companies used to reach efficient utilization?

Rating system score card Ratio analysis others IZI

11. To what extent fixed asset are utilized? If underutilized why?

Optimal utilized adequately utilized
Not utilized

il

2

derutilized 3

12. What is the main reason for capital investment of the company?

Replacement expansion devel opment others

13.1f 1, 2, 3, or 4 is chosen in question 12, which tegniques of capital budgeting were

employed?

Payback period ARR N NPV IRRE Profitability Index

14. Why they preferred?

15. Isthere adequate physical security for fixed asset items?

Y& No 5

| don't know

16. If 1 ischosen in question (15), what kind of security?

17. Isthere adequate insurance converge for the capital assets?

| don't know

Yes [ 1] No |2
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18. Is there a formal organizational rules and regulations defining the responsibility of

purchasing, Receiving, approving, and performing the invert.

Yes No 5 | don't know 3

19. Isthere any frequent maintenance service to enhance productivity?

Yes 1 No ) | don't know 3

20. Does the company follow maintenance stages?

Yes No 5 | don't know 3

21. Is there any adequate follow up or action taken by management in respect to
damaged, obsolete and missed fixed asset?

Yes No | 2 | don't know | 3

22. Are all disposal of property approved by designated person with proper

authorization?

Yes No | don't know ;

23. How is disposal of fixed asset a practiced?

- By committee 1
- By assigned personnel or staff )
- Any other 3

25. How often inventory is made?
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Part- |11 other questions

24. Are there any training provided to related employees to improve their knowledge
for well management of fixed asset?

Yes | 4 No| ,

25. Does the management periodically review fixed asset management process to

recommended charges needed for improvement?

Y&l No 2

26. Is there accounting software designed for well management of fixed asset.

Yes [ ; NOE|

27. If 1ischosen in question (26), what type of accounting software the company used?

Thanksfor your cooperation

Eyob Dadi
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Secondary Data’s(,000)

Blanket 2003 2004 2005

Sales 58,433 83,415 87,226
Fixed Asset 8,556 11,739 17,886
Long tem debt 10,441 8,939 16,999
Net Profit 6,834 4,428 7,570

Capita employed 30,484 30,484 32,773 32,773 41,386
Total Asset 48,052 ABEIUD 69,469
Dyeing 2003 2004 2005

Sales 75,546 121,131 143,998
Fixed Asset 9,455 8,392 7,659

Long term debt 12,011 23,905 16,909
Net Profit 9,920 14,401 14,863
Capital employed 48,369 74,665 57,213
Total Asset 92,371 115,086 137,033
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