THE INFLUENCE OF INVENTORY MANAGEMENT PRACTICES ON ORGANIZATIONAL FINANCIAL PERFORMANCE
ABSTRACT

A large majority of organizations worldwide commit large amounts of funds to inventory management which constitutes most significant part of their current assets. The organizations strive, through their departments of - purchasing, production, sales and finance, to manage inventories efficiently and effectively so as to avoid unnecessary tying of capital. The aim of inventory management is to minimize costs of ordering, carrying and not carrying sufficient inventory. Poor inventory effects include - remarkable differences between stock records and physical stock, inadequate records and recording, availability of obsolete and obsolescence stores, greater complaints from customers due to unfulfilled orders, disorganized stores, damaged stocks and loss of financial resources. This study assessed the influence of Inventory Management Practices on Organizational Financial at the National Microfinance Bank Headquarters Dar es Salaam.
The study conducted a survey of the National Microfinance Bank at the NMB Headquarters. The questionnaire targeted a selected sample of the NMB staff. Pursuant to that, the study strived to answer three questions – i) What are the factors that affect inventory management practices in organization?; ii) What is the effect of inventory management practices on return on equity?; and iii) What is the effect of inventory management practices on return on sales?
The study found out that, among crucial factors affecting inventory management practices in NMB were - skills and knowledge among staff; involvement of management in procurement planning; and existence of procurement policies which are adhered to by staff in the implementation of inventory management processes. The study also revealed corresponding growth in sales and profits in 2013 which resulted in constant growth of business with big value generated by NMB through its ROE and ROS. The results have led to shareholders earning TZS 34 billion in form of dividends while GoT received TZS 79.6 billion as   income taxes, PAYE, SDL etc; NMB paid staff salaries and emoluments at TZS 99.7 billion; and spent TZS

1.05 billion in sponsorships, Public Relations donations etc. to other stakeholders and the public.

CHAPTER ONE

OVERVIEW OF THE STUDY

Introduction

This chapter presents an introduction to the Influence of Inventory Management Practices on Organizational Financial Performance: The Case of The National Microfinance Bank Headquarters Dar es Salaam. It also casts some light on the financial performance of NMB. It provides background information to the NMB, its organization, structure and sheds light on the problem addressed by the study. The chapter goes on to present objectives of the study, the research questions that the study is answering together with its significance, scope, limitations, delimitations and it also shows how the study was organized.

Background Information on the Problem

Inventory is one of the real assets. It is the lifeblood of any business by ensuring that organizations keep customer by improving responsiveness to orders made by customers and improved in-house services to other employees. Therefore, organizations need to be keen when managing inventories to ensure that its doesn’t suffer by tying up working capital or fail to retain customers due to shortage of products or failure to provide a required service. But how many companies balance between the two objectives?

The current competition in Business World has lead to the organization to be very keen in managing their inventories and the means associated with inventory management practices. The inventories generally comprise of finished goods, semi finished goods and raw materials that together need effectiveness and efficiency in managing which later will guarantee the profitability in the organization (Jessop, 1999).

Magad and Amos (1989) assert that the primary objective of inventory management is to improve customer service. This is done through protection against stock out due to demand variability in the market place. The inventories generally are very

sensitive assets in any organization since they are required for the existence of the company. Among other aspects, the researcher is going to focus on the effectiveness of inventory management.

Inventory management requires significant inventory investment led to the question of how much to order and how often. The employees responsible for managing the inventories must have knowledge on economic order quantity (EOQ), re-order level, re-order quantity and all aspects of managing the inventories like the use of information technology (EDI and ERP).

Despite that many organizations planned to implement inventory management practices with majority identifying that cost savings as their primary goal which finally improves financial performance and business performance at large. Business firms that have adopted or applied techniques in the inventory management practices have a significant impact / influence on returns, profitability and volume of sales. Firms that efficiently apply these practices have an excellent financial performance. The government of Tanzania shares ownership of National microfinance Bank with private investors. It aims at offering the best banking services to all sorts of customers from big to micro bankers.

In doing so NMB need to have efficient inventory management practices that normally have influence on financial performance. This is not the case at the moment, there are adverse conditions that water-down the major mission of NMB much of it being an outcome of inventory management practices, Such features as loss of stock due to theft and pilferages, remarkable differences between stock records and physical stock, availability of obsolete and obsolescence stores, greater complains from customer due to unfulfilled orders, disorganized store, damaged stock, lost of financial resources, low rate of return on equity and low return on sales really attract an insight search for the reasons of having inadequate inventory management system.

The researcher intends to investigate the influence of Inventory management practices on organizational financial performance, a case of National Microfinance Bank Headquarters Dar es Salaam, by analyzing the extent to which inventory management practices, strategic supplier partnership and how technology are being applied in this organization.

Statement of the Problem

Inventories constitute the most significant part of current asset of large majority of companies. Because of that, a considerable amount of fund is committed in it by organizations. Therefore it is of great importance to manage inventories efficiently and effectively so as to avoid unnecessary tying up of capital. Inventory management practices involve the active participation of various departments such as purchasing, production, sales and finance department. Inventory level should not be left to chances, it should be carefully planned. (David Jessop and Alex Morrison, 1994).

According to Drury (2004) inventory costs include holding costs, ordering costs and shortage costs. Holding costs relate to costs of having physical items in stock. These include insurance, obsolescence and opportunity costs associated with having funds which could be elsewhere but are tied up in inventory. Selecting the right level of inventory involves balancing three groups of costs namely, ordering cost which takes into consideration the costs involved in the process of ordering materials such as - costs of placing an order and receiving inventory, determining how much is needed, preparing invoices, transport costs and the cost of inspecting goods; carrying cost which is the cost involved in the transfer of ordered materials from the supplier to the recipients warehouse; and the cost of not carrying sufficient inventory which constitutes resultant costs of not performing adequate inventory in the organization such as shortage costs which result when demand exceeds the supply of inventory on hand. The costs include opportunity costs of making a sale, loss of customer goodwill, late charges and similar costs.. Conceptually, the right level of inventory to carry is the level that will minimize these three groups of costs.

The basic managerial objectives of inventory management are twofold, first, to provide the right quantity of good standard raw material to the production department and finished product to customers at the right time when it is needed and second, to avoid over/under inventory levels. The problem arises on quantity to be ordered when and how often it should be ordered so as the organization always maintain the right level of raw material and finished product at minimum inventory total costs (Jessop, 1999).

Adverse conditions that water-down the major mission of NMB much of it being an outcome of inventory management systems. Such feature includes loss of stock due to theft and pilferages, remarkable differences between stock records and physical stock, inadequate records and, availability of obsolete and obsolescence stores, greater complains from customer due to unfulfilled orders, disorganized store, damaged stock, loss of financial resources really attract an insight search for the reasons of having inadequate inventory system.

Inventory management practices on organizational financial performance for business and service oriented firms around the global remains a major debatable problem that has not been solved for decades. Many business firms have suffered or complained of facing additional inventory management costs that resulted to the decline of return on Equity/ profit margin due to challenges associated with implementation of inventory management practices. NMB being one of the business firms is still struggling to effectively embrace the concept of inventory management practices as a strategy to reduce inventory management costs through balancing not keeping too much inventories/ too little inventories and finally realize increased profit margin.

It is evident that no known local study had been done on this phenomenon and it was against background that I, the researcher intend to investigate the influence of inventory management practices on organizational financial performance with specific reference to National Microfinance Bank headquarters Dar es Salaam.

Research Questions.

General question

The general research question that the study endeavored to answer is - What are the factors that influence inventory management practices on organization financial performance? This question was further broken down into three specific questions.

Specific questions

What are the factors that affect inventory management practices in organization?

What is the effect of inventory management practices on return on equity?

What is the effect of inventory management practices on return on sales?

Research Objectives.

General objectives

The main objective of the research was to investigate the influence of Inventory management practices on organizational financial performance.

Specific objectives

To identify factors that affect inventory management practices in organization.

To determine the effect of inventory management practices on return on equity.

To determine the effect of inventory management practices on return on sales.

Significance of the study.

The study was significant in different locations including the organization in which it will be performed. The output of this research is likely to be beneficial to the following groups:

Respondent Organizational benefits

The suggestion and recommendations may be used by the organization itself in realizing the importance of using various mentioned techniques in inventory

management practices effectively so that will enable the organization to work better and increase financial performance.

Academic Areas benefits

The study was significant to academic areas (Universities, College and academic institutions) it enabled the researcher to have practical training by integrating theoretical training obtained in classroom with real working situation. Also the result of this research will provide the reference for other researcher who aims to do the same study. So it will add up in the data bank of the academic areas.

Government/Policy Makers benefits

The study was significant to the government especially policy makers. It enables the government to construct and issue policies that will enable government institutions and private sectors to adopt inventory management practices that will increase organizational financial performance.

Scope of the Study

The scope of the study was limited to the influence of inventory management practices on organizational financial performance and will be conducted at NMB HQ Dar es salaam.

CHAPTER TWO LITERATURE REVIEW

Overview

This chapter introduces different literature and writing on inventory management

.The researcher will highlight the conceptual definitions of the key words which will be used in the research proposal, theoretical literature review, empirical studies that will highlight what other researchers observed in the relevant study and conceptual framework of the study.

Theoretical literature review

Conceptual definition Inventory Management

Inventory refers to the value or quantity of raw materials, supplies, work in progress (WIP) and finished stock that are kept or stored for use as need arises (Lyons and Gillingham, 1981). Raw materials are commodities such as steel and timber that go into the final product.

Supplies include items such as Maintenance, Repair and Operating (MRO) inventory that do not go into the final product. Work in progress is materials that have been partly fabricated but are not yet completed. Finished goods are completed items ready for shipment.

Inventory is a general term describing goods which are held by organizations. The bulk of these goods is usually intended for use in connection with production or operating activities, but also covers finished products awaiting dispatch to customers, goods awaiting point of sale display, scrap and other arising, and packages held pending return to suppliers (David Jessop and Alex Morrison, 1994).

Inventory refers the raw materials, work in progress goods and completely finished goods that are considered to be the portion of a business’s assets that are ready or will be ready for sale. Inventory represents one of the primary sources of revenue generation and subsequent earnings for the company’s shareholders / owners (Investopedia).

Inventory management is the art and science of maintaining stock levels of a given group of items incurring the least cost consistent with other relevant targets and objectives set by management (Jessop, 1999). It is important that managers organizations that deals with inventory, to have in mind, the objective of satisfying customer needs and keeping inventory costs at a minimum level.

Drury (2004) asserts that inventory costs include holding costs, ordering costs and shortage costs. Holding costs relate to costs of having physical items in stock. These include insurance, obsolescence and opportunity costs associated with having funds which could be elsewhere but are tied up in inventory. Ordering costs are costs of placing an order and receiving inventory. These include determining how much is needed, preparing invoices, transport costs and the cost of inspecting goods. Shortage costs result when demand exceeds the supply of inventory on hand. The costs include opportunity costs of making a sale, loss of customer goodwill, late charges and similar costs.

Inventory management is a process of efficiently overseeing the constant flow of units into and out of an existing inventory. This process usually involves controlling the transfer of units in order to prevent the inventory from becoming too high, or dwindling to levels that could put the operation for the company into jeopardy. Competent inventory management also seeks to control the costs associated with the inventory, both from the perspective of the total value of the goods included and the tax burden generated by the cumulative value of the inventory.( Barcodesine.com)

Inventory management is the overseeing and controlling of the ordering, storage and use of components that a company will use in the production of the items it will sell

as well as the overseeing and controlling of quantities of finished products for sale. Business’s inventory is one of its major assets and represents an investment that is tied up until the items is sold or used in the production of an item that is sold. It also costs money to store, track and insure inventory.

Inventories that are mismanaged can create a significant financial problem for a business, whether the mismanagement results in an inventory glut or an inventory shortage. Successful inventory management involves a purchasing plan that will ensure that items are available when they are needed (but that neither too much nor too little is purchased) and keeping track of the existing inventory and its use. (Investopedia)

Kothari (1992) asserts that the aim of inventory management is to increase production efficiency. Closely related to the function of production control, maintaining an inventory allows for efficient materials management.

Magad and Amos (1989) argued that the key issue to be considered in formulating inventory policy is cost minimization. Therefore the objective of inventory management is to minimize inventory investment. One benefit of good inventory control is improved managerial efficiency in all functional areas of management.

Inventory management is the art and science of maintaining stock levels of a given group of items incurring the least cost consistent with other relevant targets and objectives set by management (Jessop, 1999). It is important that managers of organizations that deals with inventory, to have in mind, the objective of satisfying customer needs and keeping inventory costs at a minimum level. Drury (2004) asserts that inventory costs include holding costs, ordering costs and shortage costs.

Holding costs relate to costs of having physical items in stock. These include storage costs, lighting, cleanliness, security, insurance, obsolescence and opportunity costs associated with having funds which could be elsewhere but are tied up in inventory.

Ordering costs are costs of placing an order and receiving inventory. These include determining how much is needed in a year (annual demand), how frequent do we expect to order (number of order), cost of ordering an order, preparing invoices transport costs and the cost of inspecting goods.

Shortage costs result when demand exceeds the supply of inventory on hand. The costs include opportunity costs of making a sale, loss of customer goodwill, late charges and similar costs.

Inventory management is sometimes taken as inventory control that refers to “the process whereby the investment in materials and parts carried in stock is regulated within predetermined limits set in accordance with inventory policy established by the management”. The activities of inventory control /Inventory management are determination of limits of inventories to be held; determination of inventory policies; setting out of investments pattern and its regulation as per individual and collective requirements; follow-up to examine the working of the inventory policy and effecting changes as and when needed. The primary objective of inventory management is to minimize idle time caused by shortage of inventory and non- availability of inventories as per requirement, and to keep down investment in inventories, inventory carrying cost and obsolescence losses. ( Saleemi,1997)

Inventory Management Practices

Inventory management practices can be defined as an activity that organizes the availability of goods to the customers from sales items to consumables and spare parts. A balancing act that enables operations to have long runs of operation for better efficiency and ensuring high inventory are ready for sale, purchasing long run orders for better efficiency and balancing act of working capital and cash flow. Inventory management practices helps businesses to optimize their stock levels, a critical aspect for any organization trying to adapt to ever-changing consumers demands. This practices enabled companies that adopted to succeed boost their operational efficiency, offering their customers exactly what they need, when they need it. (Rafael Mayol,)

Inventory management practices involves the use of many techniques of managing inventories in an organization, these techniques are EOQ method, Stock levels, ABC analysis, Strategic Supplier Partnership, EDI, JIT, EPOS, Bar coding, Lean inventory system, MRP, ERP and VMI. All these methods can be used by any organization in managing inventories they are briefly explained.

Inventory management plays a decisive role in the enhancement of efficiency and competitiveness of business enterprises.

Therefore National Microfinance Bank (NMB) as one of the business entities, there was an increased need for embracing effective inventory management entails holding an appropriate amount of inventory. Too much inventory consumes physical space, creates a financial burden and increases the possibility of damage, spoilage and loss. On the other hand, too little inventory often disrupts business operations and increases the likelihood of poor customers services (Dimitrios, 2008).

Prudent inventory management requires the analysis of the costs of maintaining certain levels of inventory as there are cost involved in holding too much stock and there are also costs involved in holding too little hence the need to put in place an effective stock management system to ensure reliable sales forecast (Atrill,2006). As Ross et al(2008) observed ,the Economic Order Quantity (EOQ) model is an approach of determining the optimal inventory level that takes into account the inventory carrying costs, stock-out costs and total costs which are helpful in the determination of the appropriate inventory levels to hold.

Grablowsky (1984) observed that large businesses rely more on quantitative techniques, such as EOQ and linear programming, to provide additional information for decision – making, while small firms make use of management judgement without quantitative back-up. Also Romano (2011) observed that some inventory management practices such as assessing inventory levels and balancing stock-out costs against expenses related to higher inventory levels are seldom used in practice.

Maintaining optimal inventory levels reduces the costs of possible interruptions or of loss of business because of scarcity of products, reduces supply costs and protect against price fluctuations. The inventory conversion period has a negative effect on a business’s performance. For instance, shortening the inventory conversion period could increase stock-out costs of inventory which results in losing sales opportunities and leads to poor performance (De Loof, 2003).

Lazaridis & Dimitrios (2005) highlighted the importance of firms keeping their inventory at an optimum level by analyzing the relationship between working capital management and Corporate profitability and stressed that its mismanagement will lead to excessive tying-up capital at the expense of profitable operation.

Carter and Price (1995) assert that information is the life blood of all organizations. Inventory manager needs information technology in order to succeed in his work. Computers can assist stock control in calculating the optimum amount of stocks to hold and dispatch in order to satisfy the users requirements. The computer can do this by comparing inventory variables (stock levels, demand and delivery dates).

The Electronic Data interchange (EDI) is a system which enables direct communication between organizations without there being any human intervention. This technology has revolutionized inventory management.

The EDI is the name given to the transmission and receipt of structured data by the computer systems of trading partners, often without human intervention. The international Data interchange association defines EDI as “the transfer of structured data, by agreed message standards from one computer system to another, by electronic means (Jessop, 1999). With the EDI system linking the buying organization with its suppliers the replenishment can be triggered at the instant the need arises and the message is transferred from the original destination without further possibility of corruption en route.

An EDI link also enables the computers of suppliers and customers to interrogate each other about stock levels, production plans and similar information so that activities are appropriately synchronized. This brings potential benefits in form of reduced paper work, greater accuracy of information, reduced staff costs and shorter lead times arising from instantaneous communication.

Electronic point of sale, EPOS is another technology used in inventory management.

The purpose of EPOS is to scan and capture information relating to goods sold. An EPOS system verifies checks and provides instant sales reports, charges transactions and sends out intra-and inter-stores messages. The EPOS technology allows substantial cost savings and gives “real time” information on sale of goods patterns of stores traffic, and popularity and profitability of every line carried. It enables stock to be limited to demand, reduces the risk of obsolescence and deterioration of stocks, reduced chances of theft and provides information to buyers. This leads to improved customer service and hence improved financial performance (Lysons, 1984).

Bar coding is a technology that is employed in counting raw materials and finished goods inventory. It gives the level of inventories, facilities faster data entry with greater accuracy. Its benefits include reduced labour costs through time saving and productivity. It also enables greater responsiveness to customers and supplies

Lean Inventory System -Lean production principle was pioneered by Womack et al (1990). This principle was linked with reduced inventories.

The argument is that as inventory is reduced there will be profit improvement due to interest savings as well as a reduction in storage fees, handling and waste. These savings have been estimated by literature to be in the range of 20 -30 percent (Brigham & Gapenski, 1993). Lean Management is getting more and more attention in today’s highly competitive environment. The proponents of Lean Inventory system argue that excess inventory will adversely affect the net cash flows of a firm.

On the cost side, most obvious are the costs of holding inventory, which include the capital costs (interest or opportunity) and the physical cost (storage, insurance and spoilage). In recent years, a number of systems have been developed in the field of operations management to deal with excess inventory problem. Management oriented systems include Just-In-Time (JIT), Materials Requirements Planning systems(MRP) and Enterprise Resource Planning(ERP).

Just-In-Time refers to a collection of practices that eliminate waste. These organization wide practices encompass the entire supply chain. The elements of JIT include shared product design with suppliers and customers, movement towards single sourcing proximate suppliers, reduced machine set-up times and total preventive maintenance. It is an inventory strategy that is implemented to improve the return on investment of a business by reducing inventory and its associated carrying costs. In order to achieve JIT, the process must have signals of what is going on everywhere within the process JIT can lead to dramatic improvements in a manufacturing organization’s return on investments, quality and efficiency. It emphasizes that production should create items that arrive when needed, neither earlier nor later.

Quick communication of the consumption of old stock, which triggers new stock to be ordered, is key to JIT and inventory reduction. This saves warehouse space and costs. The basic philosophy of JIT is that inventory is defined as waste. The technique was first used by Ford motor company.

It was subsequently adopted and publicized by Toyota Motor Corporation of Japan in the 1950s. MRP system is defined as product-oriented computerized technology aimed at minimizing inventory and maintaining delivery schedules. It relates the dependent requirements for materials and components comprising an end product to time periods over planned horizon on the basis of forecasts provided by marketing and sales and other input information (Lysons and Gillingham, 2003).

This system is based on the recognition that demands for an item may be dependent on the demand for other inventory items. The emphasis is one the end product into which related parts are incorporated. The inventory quantities required are specified on the basis of future demand. The demand for inventory items is precisely determined from the master production schedule for the end products. The operation of a lean inventory system such as JIT and MRP result in relatively low inventory levels. The warehousing costs and material handling costs are significantly reduced. This increases return on assets through decreased conversion costs.

Strategic Supplier Partnership

Lysons and Gillingham (2003) defines partnering as a commitment by both customers and suppliers, regardless of size, to a long term relationship based on clear, mutually agreed objectives to strive for world class capability.

The emphasis is on good working relations between customers and suppliers. The concept of supplier partners developed strongly in the 1980s as a result of the movement towards just-in–time (JIT) manufacturing. JIT emphasis reduction in waste, shortening of lead times, improvement and simplicity. These are also the goals of supplier partnership (Bicheno, 1996). The philosophy is that through co-operation rather than confrontation both parties benefit.

In the partnership, long terms table relationships are sought rather than short term and adversarial relations. The contracts are longer term in order to give the supplier confidence and the motivation to invest and improve. For partnership to work, proper communication is an important factor. The suppliers and customers who communicate clearly and directly are judged to be more effective. Personal connections with supplier’s representatives remain important despite the increasing use of electronic communication of all kinds. There is also need to embrace the principle of early supplier involvement in design.

This reduces the chances to defective items and the risk of obsolesce because the supplier is involved in the design process (Brownell, 2005) Vendor Managed

Inventory (VMI) is a new feature of supplier partnerships. In a VMI relationship, the supplier holds inventory on site or near the customer, allowing the customer instant access to the inventory. This immediate access allows the customer to pull inventory as needed and only pay for that which is consumed, thus reducing inventory investment and increasing inventory turns. In VMI arrangements the supplier has a responsibility for replenishing stock, which would include ordering, managing the logistics to ship the material and counting inventory.

By passing these costs normally managed by the customer on the supplier, the customer is able to reduce the overall cost of their product and increase their margins. The supplier benefits from a higher share of the purchaser’s total purchase requirements (Loughrin, 2008).

Managing assets of all kinds can be viewed as an inventory problem, for the same principles apply to cash and fixed assets (Koumanakos, 2008). The tradeoff between ordering costs and holding costs characterizes the transactions approach to inventory management represented by the EOQ models of inventory developed many decades ago (Koumanakos,2008). In the recent years, as the field of operations management has developed, many new concepts have been added to the list of relevant inventory control topics.

These more management oriented concepts include the materials requirements planning systems (MRP) Just-In-Time (JIT) and ERP methods while another emerging stream of studies postulate that the characteristics of a firm’s demand and marketing environments also play an important role. In determination of optimal corporate inventories, notwithstanding the theoretical and practical short comings inherent in these concepts and techniques, their application in real business life should have an effect on firm’s performance (Koh, Demirbag, Tatoglu and Zaim, 2007). Building on this situation, the purpose of this study is to investigate the relationship, if any, between inventory management practices and financial performance of sugar manufacturing firms in Kenya. Inventory Management is

viewed as a significant blend of the key performance determinant variables in sugar industry.

Inventory management and control are crucial to a firm because mismanagement of inventory threatens a firm’s viability (Sprague and Wacker, 1996). Too much inventory consumes physical space, creates financial burden, and increases possibility of damage, spoilage and loss. Womack et al (1990) has been linked to reduced inventories on the other hand, too little inventory often disrupts manufacturing operations and increase the likelihood of poor customer service.

Financial Performance:

According to business dictionary (2012); financial performance can be defined as measuring the results of a Firm’s policies and operations in monetary terms. These results are reflected in the firm’s return on investment, return on assets, Value added etc Financial Performance is an objective measure of how well a firm can use assets from its primary mode of business and generates revenue.

This term is also used as a general measure of a firm’s over all financial health over a given period of time, and can be used to compare industries or sectors in aggregation.

There are many different ways to measures financial performance but all measures should be taken in aggregation.

Line items such as revenue from operations, operating income or cash flow from operations can be used, as well as total unit sales. Furthermore, the analyst or investor may wish to look deeper into financial statements and seeks out margin growth. The most popular measure of financial performance (for many audiences are Return on Equity (ROE). The ROE measures accounting Earnings for a period per dollar of shareholders equity invested.

ROE is so popular because it is in a real sense a summary of information on the income statement and both sides of the balance sheet. It provides an “accounting” measure of the “returns” to shareholder’s investment.

The three determinants of ROE are:- Profit margin = Net Income / Sales Assets Turnover = Sales / Assets

Financial leverage = Assets /Shareholder’s Equity

Return on Equity

The amount of net income returned as a percentage of shareholder’s equity. Return on equity measures a corporation’s profitability by revealing how much profit a company generates with the money shareholders have invested.

ROE is expressed as a percentage and calculated as:

ROE=Net income
Shareholder’s Equity

Net income is for the full fiscal year (before dividends paid to common stock holders but after dividends to preferred stock.) Shareholder's equity does not include preferred shares.

Investopedia explains that ROE is useful for comparing the profitability of a company to that of other firms in the same industry.

There are several variations on the formula that investors may use:-

Investors wishing to see the return on common equity may modify the formula above by subtracting preferred dividends from net income and subtracting preferred equity from shareholders' equity, giving the following:

Return on Common Equity = Net Income – preferred Dividends
Common Equity

. Return on equity may also be calculated by dividing net income by average shareholders' equity. Average shareholders' equity is calculated by adding the shareholders' equity at the beginning of a period to the shareholders' equity at period's end and dividing the result by two.


Investors may also calculate the change in ROE for a period by first using the shareholders' equity figure from the beginning of a period as a denominator to determine the beginning ROE. Then, the end-of-period shareholders' equity can be used as the denominator to determine the ending ROE. Calculating both beginning and ending ROEs allows an investor to determine the change in profitability over the period.

Things to Remember

If new shares are issued then use the weighted average of the number of shares throughout the year.

For high growth companies you should expect a higher ROE.

Averaging ROE over the past 5 to 10 years can give you a better idea of the historical growth.

Return on equity (ROE) measures the rate of return on the ownership interest (Shareholders' Equity) of the common stock owners. It measures a firm's efficiency at generating profits from every unit of shareholders' equity (also known as net assets or assets minus liabilities).

ROE shows how well a company uses investment funds to generate earnings growth. ROEs between 15% and 20% are generally considered good.
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ROE is equal to a fiscal year's net income (after preferred stock dividends but before common stock dividends) divided by total equity (excluding preferred shares), expressed as a percentage. As with many financial ratios, ROE is best used to compare companies in the same industry.

High ROE yields no immediate benefit.

Since stock prices are most strongly determined by earnings per share (EPS), you will be paying twice as much (in Price/Book terms) for a 20% ROE Company as for a 10% ROE company.

The benefit comes from the earnings reinvested in the company at a high ROE rate, which in turn gives the company a high growth rate. The benefit can also come as a dividend on common shares or as a combination of dividends and reinvestment in the company. ROE is presumably irrelevant if the earnings are not reinvested.

The sustainable growth model shows us that when firms pay dividends, earnings growth lowers. If the dividend payout is 20%, the growth expected will be only 80% of the ROE rate.

The growth rate will be lower if the earnings are used to buy back shares. If the shares are bought at a multiple of book value (say 3 times book), the incremental earnings returns will be only 'that fraction' of ROE (ROE/3).

New investments may not be as profitable as the existing business. Ask "what is the company doing with its earnings?"

Remember that ROE is calculated from the company's perspective, on the company as a whole. Since much financial manipulation is accomplished with new share issues and buyback, always recalculate on a 'per share' basis, i.e., earnings per share/book value per share.

Return on Sales ( ROS)

A ratio widely used to evaluate a company's operational efficiency. ROS is also known as a firm's "operating profit margin".

Investopedia explains 'Return On Sales - This measure is helpful to management, providing insight into how much profit is being produced per dollar of sales. As with many ratios, it is best to compare a company's ROS over time to look for trends, and compare it to other companies in the industry. An increasing ROS indicates the

company is growing more efficient, while a decreasing ROS could signal looming financial troubles.

Return on sales (ROS) is a ratio widely used to evaluate an entity's operating performance. It is also known as "operating profit margin" or "operating margin". ROS indicates how much profit an entity makes after paying for variable costs of production such as wages, raw materials, etc. (but before interest and tax). It is the return achieved from standard operations and does not include unique or one off transactions.

ROS is usually expressed as a percentage of sales (revenue).

Return on sales (operating margin) can be used both as a tool to analyze a single company's performance against its past performance, and to compare similar companies' performances against one another. The ratio varies widely by industry but is useful for comparing different companies in the same business. As with many ratios, it is best to compare a company's ROS over time to look for trends, and compare it to other companies in the industry. An increasing ROS indicates the company is becoming more efficient, while a decreasing ratio could signal looming financial troubles. Though, in some instances, a low return on sales can be offset by increased sales.

Calculations of ROS commonly use operating profit before deducting interest and tax (EBIT); using income after-tax is less common.

Return on sales (operating margin) = EBIT / Revenue

Relationship between Inventory Management practices and Financial Performance

The literature on inventory management practices reviewed identifies effective inventory management practices as determinants of financial and business performance model. Business performance could therefore be improved if effectiveness levels of inventory management practices are improved.

There have been numerous attempts to explain financial performance of companies in the fields of strategic management, accounting, finance, marketing and management science. Naturally each of these areas concentrates on different explanatory variables and therefore this study limits the survey to papers that are perceived as immediately relevant. In the US, Sanghal (2005) studied the effect of excess inventory on long term stock price performance.

The study estimated the long-run price effects of excess inventory using 900 excess inventory announcements made by publicly traded firms during 1990-2002. These announcements are clear and unambiguous acknowledgement by affirm that it is suffering from excess inventory.

Examples include instances of production curtailment, temporary shutdowns, price mark downs, promotion to liquidate inventory and inventory write-offs to deal with excess inventories.

He found evidence suggesting that stock market partially anticipates excess inventory situations and those firms do not recover quickly from negative effects of excess inventory. He further noted that the negative effect of excess inventory is economically and statistically significant.

EOQ is the best-known approach for explicitly establishing an optimum inventory level. It is a mathematical approach to the ordering of inventories where in the combined cost of ordering and carrying inventory is kept at minimum. While the ordering costs are cost relating to purchases and the whole process of bringing inventory in store, the carrying costs are costs incurred from receipt of inventories in the store to the sale point. The management is tempted on one hand to order huge quantities but holding costs are also to be considered.   Either of these two courses will have an adverse effect on the profit of the firm. Hence the management tries to reconcile them and this reconciliation points is economic order quantity.

In reality, a company will wish to reorder before its inventory goes to zero for two reasons. First, by always having at least some inventory on hand, the firm minimizes the risk of stock out and resulting losses of sales and customers.   Second, when a firm does not reorder, there will be some time lag before the inventory arrives. The three extensions are maximum, minimum stock limit and reorder points.

Maximum Stock Limit.

This represents the quantity of inventory above which, should not be allowed to be kept. This quantity is fixed keeping in view the disadvantages of over stocking such as;

Capital is locked up unnecessarily in stores so there will be loss of Interest. More Godown space is needed so more rent will have to be paid

There is a danger of depreciation in market values Factors to be considered

The maximum stock limit is fixed by taking into account; Amount of capital available for maintaining stores Godown space available

Rate of consumption of material as the result of high demand of the product by customers

The time lag between indenting and receiving of the material Cost of maintaining stores

Likely fluctuation in prices and

The seasonal nature of supply of material

Minimum Stock Limit (safety Stock)

A safety stock is the minimum level of inventory that a firm keeps on hand. Inventory ordering is not done when the whole stock is finished up.

Factors to be considered:-

Lead-time: the time lag between indenting and receiving of new supply. Rate of consumption of material during the lead-time

By formula:

Minimum Stock level = Ordering level - (Normal usage x Normal delivery time) Reordering Level

This is the point at which if stock of the material in store approaches, the storekeeper should initiate the purchase requisition for Fresh Suppliers.

This level is fixed somewhere between the maximum and minimum levels in such a way that the difference of quantity of material between the reorder level and the minimum level will be sufficient to meet the requirement of production up to the time the fresh supply of material is received. The Reorder point tells the manager when to place an order and when to initiate production to replenish depleted stocks.

Constant usage during the lead time

If the rate of usage during the lead-time is known with certainly, the reorder point can be determined by the following formula;

Reorder Point = Lead time x Average daily/weekly usage    Variable usage During the Lead Time:

Some firm enjoy the Luxury of certainty; the more common situation is to find considerable variation in the rate of usage of inventory items from period to period. If usage varies from period to period, the firm that reorders in the way computed under constant usage may soon find itself out of stock. A sudden spurt in demand, a delay in delivery or a snag in processing an order may cause inventory level to be depleted before a new shipment arrives.

By formula,

The reorder point = lead time x average usage + safety sock

Morrison et al 1994 explain the following methods of managing inventory that are to the disposal of organizations if they want to prevent stock outs:-

ABC analysis

ABC analysis sounds to be a vital tool in this task. Pioneered by Vilfredo Pareto, ABC analysis/80-20 rules as it is also called facilitate identification of items in stores in relation to their usage and value. Its spot out the nature of control required for different categories of stock, the ordering systems i.e. period and perpetual, the nature of the records required under each category and frequency of doing stock taking.

Applicability of ABC analysis Degree of control

Under this system, inventory items fall into the following categories with regards to the amount of control needed.

Items requires tightest control possible including the most complete and accurate record, regularly review by top level supervision, blanket orders with frequently delivery from vendor and close follow up through the factory to reduce lead time.

Items requires normal controls, involving good records and regular attention

Items receive the simplest control such as periodic review of physical inventory with the notations than replenishment stocks have been ordered.

Large inventories and order quantities are maintained to avoid stock outs and the rescheduling in the factory receives low priority.

Ordering system Periodic ordering system

items receives a shortest review period e.g. weekly due to amount of value the constitute in relation to overall stored items

items receives medium review e.g. monthly, quarterly, semi-annually

Items receive longest review period e.g. six months or a year, they constitute low percentage of the total value and therefore less capital is tied up.

Perpetual ordering system

Items receive close control; therefore perpetual system is often used

Items are of lesser value than A therefore requires use of optimal replenishment system or min-max system

Two bin systems can be used effectively for these items since it requires very little paper work.

Type of record

Items requires most accurate and complete with frequent audit of accuracy, tight control of scraps looses and rejects

Items requires good normal control

Items require no record

Priority

Items requires high priority in all activities to reduce lead-time and inventory investment

Items requires normal processing with high priority only when critical

Items requires less priority, no need of paying attention in this products

Stocktaking

Frequently count for A items and count them by units

C Items count them once or twice a year in terms of container, boxes and crates Item B count between A and C items subject to their nature

Blanket Ordering Technique:

The Requirements may be for a certain class of item generally used such as Maintenance Repair and Operating Supplies (M R O) are bought this way of for a specific material or part.

Materials Requirement Planning

Materials requirements planning is a computerized time-phased requirement planning system which aims to hold zero stocks of an item; unless it is required for current production.

How does M R.P Work?

The information for the materials needs of the organization is taken from the master production schedule (MPS). The MPS is derived from either order books or sales forests. The MRP is derived from either order books or sales forests. The MRP details the required outputs of the production system by periods (usually weekly or

monthly). The MRP system converts the output needs into a time-phased report of materials requirements (RMR) the RMR is also called a bill of materials (BOM).

The BOM is a structured directory which lists all the materials or parts required a manufacture a finished product or sub-assembly. A BOM for a motorcar would specify one complete engine, fire wheels, one front windscreen, two wiper blades etc. Items that are available ex-stock will be allocated to the production run while the balance will be ordered.

The MRP System calculates the total quantity of each item that needs to be ordered, their lead times and issues purchasing with the information to allow them to plan:- Which materials or parts need to be ordered? ; How many to order? and When to order?.

The Stages in materials requirement planning are Sales Forecast, Master Production Schedule, Material Requirement Planning, Bill of Materials and Stock Record File.

Factors that affect Inventory Management Practices;- The inventory management practice is carried out by the inventory planners of the company, in the close co- ordination with procurement, supply chain, logistics and finance, besides marketing department. The efficiencies of Inventory management are largely dependent upon the skills and knowledge of the inventory planners, the focus and involvement of the management and the management policies coupled with the inventory management system.

However inventory operation management is not under the control of the inventory management team but rests with the third party service providers. The following are few critical areas and action points on the part of operations that can affect the inventory management of the company:-

Unskilled labor & Staff- Inventory operations management is a process- oriented operation. Every task and action required to be carried out by operatives will affect the inventory as the knowledge of what one is required to do and the effects of the action should be known to the operative who are on the shop floor.

Inadequate Standing operating procedures, training and emphasis on processes compliance- When inventory management project kicks off at a third party warehouse location, both the principle customer as well as the third party service provider work on the project and set up basic processes, document them in standard operating procedures and conduct training as a part of the project management methodology.

Product Type – The type of product greatly influence the inventory control policies assigned to manage the product. e.g. product with short shelf lives , such as perishable foods require different policy than other type, as short shelf life products must rotate based on expiration date. FIFO policy works in this case.

Product Cost – Many companies employ additional inventory control policies for high- value products. e.g. Many warehouses that inventory expensive audio – video equipments keep some of the most expensive equipment secured in cages; only a few warehouses personnel have access to this equipment and require a signature from authorized personnel before high value products move from one location to another.

Lead Times – A major factor that affects inventory control policies is product lead time; the time from receipt of an order to the time of delivery. Some industries and products have extraordinary long lead times. e.g. short lead time reduce the amount of inventory and long lead time product the retailer has to warehouse more inventory and by having the increased amount of inventory the workload associated with managing the inventory, such as cycle counting, yearly physical inventory and general warehouse maintenance.

Empirical studies

The study by Timothy Lwiki ,Patrick Boniface Ojera, Phd &Virginia Kirigo Wachira (2013) titled the Impact of Inventory Management Practices on Financial Performance of Sugar Manufacturing Firms in Kenya.The study had a general objective of determining the impact of the effective inventory management practices on financial performance of sugar manufacturing firms in Kenya and the study used

descriptive research design ( was used to test the impact of inventory management practices) and correlation analysis methodology (was used to determine the nature and magnitude of the relationship among inventory management variables and financial performance). The study found that the practice of lean inventory system with a general mean of 3.075 that the sugar manufacturing firms in Kenya have embraced Lean inventory system to some extent the major determinant was MRP System, also found that Sugar Firms employed the practices of strategic supplier partnerships, also the practice of information technology was employed by sugar manufacturing firms, all the firms have computerized their inventory management practices, Fee sugar firms used EDI & EPOS technologies. As to financial performance, two firms’ recorded negative average ROS and ROE over the six years period, the rest have recorded positive average ROE and ROS. The findings suggested that there is generally more than average positive correlation between inventory management practices and financial performance of sugar companies.

It was concluded that there are varied growth pattern for every firm, implied that whereas the sugar firms applied the same inventory management practices as determinants of their performance levels, the implementation of the practices responded too different specifically unique environment of each firm. There is generally positive correlation between each inventory management practices specific performance indicator have been proven to depend on the level of inventory management practices. ROS has strong positive correlation with strategic supplier partnership; ROE has strong correlation with lean inventory system and strategic supplier partnership which is significant. The performance of sugar firms can therefore be stated as being the function of their inventory management practices. Based to this study, the main difference between this study and my study is that I will use cross section survey only one firm will be used for study (NMB) and descriptive analysis and regression analysis will be used to analyze data collected.

The study by Agus and Noor (2006), titled assessment of the relationship between inventory management practices and financial performance in Malaysia. The study measured the manager’s perceptions of inventory and supply chain management

practices and the level of performance in the industry. The practices include lean inventory systems, Technology and strategic supplier partnerships. They employed a structured questionnaire, which was designed to assess the companies in terms of the described dimensions. The sample companies were randomly chosen from manufacturing companies (non-food based manufacturing companies with medium to high technology) in Klang valley, Malaysia. The findings suggest that inventory management practices have significant correlations with profitability and return on sales (ROS).

The study by Roumiantsev and Netessine (2005), titled the investigation of the association between inventory management policies and the financial performance of a firm. The study had a general objective to assess the impact of inventory management practices on financial performance across the period 1992-2002.They used conventional firm specific variables (inventory levels, margins, and lead times) as explanatory variables. They found no evidence that smaller relative levels are associated with financial performance as measured by return on assets.

The study by Eckert (2007) examined inventory management and role it plays in improving customer satisfaction. He found a positive relationship between customer satisfaction and supplier partnerships, education and training of employees, and technology.

The study by Koumanakos (2008),titled the effect of inventory management on firm performance 1358 manufacturing firms operating in three industrial sectors in Greece, food textiles and chemicals were used in the study covering 2000 – 2002 period.

The hypothesis that lean inventory management leads to an improvement in a firm’s financial performance was tested. The findings suggest that the higher the level of inventories preserved (departing from lean operations) by a firm, the lower the rate of return. In conclusion, most of the studies reviewed concentrated on conventional firm level variables such as inventory levels, demand and lead time.

The study by Nyabwaga et al 2013, titled the inventory management practices and Business performance for small scale Enterprises (SSEs) in Kenya revealed the following:-

In the first research objective sought to determine the inventory management practices of SSEs, respondents were owners / managers of SSEs whom were asked to indicate their frequency of inventory budgeting, review of inventory levels and review of shelf-space allocation. The results showed that SSEs often prepared inventory budgets and reviewed inventory levels as mean 3.60 and 3.89 respectively.

The SSEs however reviewed inventory levels more than they prepared inventory budget. These findings suggest that the inventory practices: inventory budgeting and review of inventory levels have been well understood by the SSEs’ owners/managers and therefore they are likely to be in a position to effectively track down item quantities and balance availability with customer demand. These findings are similar to findings by Kwame (2007) who established that a majority of the businesses surveyed always reviewed their inventory levels and

prepared inventory budgets. SSEs rarely reviewed their shelf-space allocation meaning that they might not be in a position to vary their stock quantities in line with varying customer demand.

Effectiveness in the Inventory Management Practices. Respondents were asked to rate on a five-point summated Likert scale their perceived level of effectiveness in the various inventory management practices.

Inventory Budgeting Practices. The level of effectiveness of the SSEs inventory budgeting practices. The findings show that the owners/managers of the SSEs were effective in preparation of inventory budgets with a weighted average of 3.57. They were fairly effective in updating their inventory budgets and use of the inventory budgets to track inventory with weighted averages of 3.24 and 3.30 respectively. The SSEs were however least effective in the use of computers in inventory budgeting with a weighted average of 1.74. On aggregate, the SSEs surveyed were effective in inventory budgeting practices.

Inventory Level Management

The level of effectiveness of the SSEs inventory levels management practices. The finding shows that the owners/managers of the SSEs were effective in their review of inventory levels with a weighted average of 3.63.

They were fairly effective in their determination of appropriate maximum and minimum inventory levels with weighted averages of 3.14 and in ensuring availability of adequate inventory at all times with a weighted average of 2.51. The SSEs were however least effective in the determination of appropriate reorder level of stock with a weighted average of 2.23; meaning that the SSEs were not good in determining when to place replenishment orders. This means that their order level is not dependent upon the lead time and the demand during the lead time. The results also show that the SSEs were least effective in the use of computers in monitoring inventory levels with a weighted average of 1.74, a finding that corroborates the assertion by Kwame (2007) that small businesses do not use computers in their business operations. On aggregate, the SSEs surveyed were effective in inventory level management.
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Figure 2.1 Conceptual Framework

Dependent Variables

Independent Variables

Source: Researcher, 2014

The model explains that effective inventory management practices have an influence on the growth rate of businesses’ sales and market share. They are also conceptualized to have an effect on the quality of products/services offered by the NMB and the businesses’ image as compared to the competitors.

CHAPTER THREE

RESEARCH METHODOLOGY

Overview

This chapter includes explanation concerning the area of the study, research design, types of data and information required. It also explains about sampling procedures, sample size, data collection techniques or instrument, data analysis and expected result. (Kothari, 2004) defined research methodology as a science of studying how research is done scientifically; also he defines research methods as all those methods/techniques that are used for conducting a research.

Research Design

The research design was case study because a single case (National Microfinance Bank (NMB) was extensively studied in a specific context in a specific period. The choice of this design was not incidental. The design was deliberately chosen because of its strengths compared with other designs.

The study method was very intensive in nature. It gave an opportunity to investigate thoroughly different factors that contribute to mismanagement of public resources through public assets.

The method of data collection was flexible because the researcher was completely free to approach the problem from any angle desired, It saved both time and cost.

The methodology enabled participants in the research process (eg interviewees) to give their inner insight about the issues at the same time the researcher was able to explore other issues outside the research context.

The approach is of “ideal role taking” in which participants are engaged in checking in and reciprocally revising interpretive there by enabling them to alter their own need interpretations and to discover common generalizable interests. The methodology will base on communicative action (Warren, 1995).

Area of the Study

The key institution for data collection was National Microfinance Bank (NMB)- Headquarters Dar es salaam. The following are expected draw backs that may cause poor attainment of this study. These are: problems to access the data, lack of cooperation, the time factor and financial factors, but a researcher will make sure that these factors do not affect much the attainment of the research objectives.

3.4.    Sample size and Sampling techniques

This study was taken from National Micro Finance Bank head office in Dar es Salaam. For that case the study was involved only Dar es Salaam head office where there officials who are decision and policy makers of all inventory management practice operations of the Bank. The sample of 20 employees was selected to represent the whole population of the employees. The composition of the sample is shown in the table 3.1 below;

Sampling procedures/techniques, the researcher employed purposive sampling techniques. This method is used in order to identify the right sample element based on their roles or position in organization in relation to the process of inventory management practices and financial performance.

Table 3.1 Sample size

	S/N
	Functional/Department
	No. of Targeted Respondent.

	1
	Top Management
	3

	2
	Procurement
	4

	3
	Accounts
	4

	4
	Stores
	4

	5
	Users and others
	5

	
	Total
	20


Source: Researchers Construct, 2014

3.5     Data types and collection techniques

This involved the use of primary data in the form of qualitative and quantitative nature. According to Elhouse D.N as cited in Rwegoshora (2006) argued that primary data are those which are collected directly from the field and are thus original in character. The reasons of primary data are to get original information from the field which is very useful in addressing the problem under this study. This is the best way of knowing how the situation is in the field, and unlike the published information, this source will give valid information which was specifically collected for purpose of this study.

The researcher used number of techniques for data collection for primary data. These techniques include interview and questionnaire particularly to the members of the tender board and procurement officers. So long as they are largely involve in procurement proceedings.

Interview is a method in which the subject or unit of study is interviewed. In this method probing questions were asked and conversation between the researcher and the respondents done. Therefore, this method allowed face-to face conversation and therefore it was used in order to control ambiguities between interviewer (researcher) and interviewee.

Another method is questionnaire and according to Borgardus (1988), questionnaire is defined as a list of questions to a number of persons for them to answer. According to him, a questionnaire secures standardized results that can be tabulated and treated statistically. Therefore, in this study the questionnaires were also used to collect information from user department staff. This helped to collect wider information from many respondents at a reasonably shorter period of time.

Data collection methods

Questionnaire method

The data were collected through questionnaire method. This consists of a number of questions printed or typed in definite order on a form or set of forms. They were designed to bring out silent aspects of the research. This method was used because it

is reliable, simple; need minimum cost and the required data were collected with a minimum number of errors.

The questionnaire is a special purpose document that allows the researcher to collect information and opinion from respondents. The document were produced and distributed to respondents who will complete the questionnaire on their own time. The questionnaire allows the research to collect facts from a larger number of people while maintaining uniform responses.

Documentary sources

Documentary sources contain data that were collected and compiled for other purposes. The secondary sources consist of readily available information and report whose data may be used by researchers for their studies.

This method was used to collect secondary data by studying the available documents within the organization, i.e. reviewing records for more information.

Validity and Reliability

To ensure better results, both validity and reliability of data were accessed. The study proposes testing for reliability and validity at the verge of validating the factors in the context proposed. Reliable and valid data are outcome of valid and reliable measurement. The researcher used multiple items or indicants appropriate that captured richness of meaning for most social science concepts or constructs (Ndunguru, 2006). Therefore, composite measures with several indicants for single construct enhanced quality of data, reliability and validity of the measurement.

Measurement validity refers to the extent to which, the questions set measure aspects set in the constructs. In other words it is measure of the extent to which the scales captures aspects of the constructs under consideration. Both content and construct validity have to be considered.

Construct validity measure the ability of the scale to measure variables that are theoretically related to the variables being measured by the scale (Cook and Campbell, 1979). As such the best method to ensure construct validity is through confirmatory factor analysis which shows a convergent validity (Mbamba, 2004). That is items measuring the same construct they were to converge and thus co-vary.

Content validity will cover all about whether the measures represent meanings of the concept. It will depend on the extent to which constructs items represents scale’s domain (Parasuman et al., 1988). Content or logical face is the extent to which professionals agree that the scale logically appears to measure the concepts. Consulting expertise and the use of pilot study is proposed; therefore the information gathered will be used to capture the intended information (Mbura, 2007).

Reliability will be achieved because the instrument will produce the same results. In survey, the instrument is said to be reliable if when used repeatedly results are consistent (Hair et al., 2003).

The extent to which measurement process is giving consistent and stable results when applied to similar situation confer to the internal reliability. However, extent to which measurement process is stable when replicated to other research setting is the concern of the external reliability (Ndunguru, 2007). The researcher used the Cronbanch alpha at levels between 0.7-0.8 (the rule of thumb) to measure the reliability of the instrument (Cronbanch, 1951).

Data analysis

The collected data was systematically analysed basing on the research objectives. The collected questionnaire data was analysed quantitatively by using Statistical Package for Social Sciences (SPSS) software in which case frequency analysis and statistics percentages. Quantitative analysis based on percentages and number of frequencies of respondent based on research objectives were used to show to simplifies the understanding of data. However qualitative analysis based on describing the understanding of respondent approach for explaining the details and

providing the narratives is much useful in this study. The combination of both qualitative and quantitative analysis assures the understanding and quality of this study.

Data presentation

Data collected from interview, questionnaire, and documentary sources was presented using various statistical tools such as tables, graphs and charts. The reason of using these approaches is to simplify the interpretation and understanding of the findings which is an important quality of any good research work.

CHAPTER FOUR

FINDINGS, ANALYSIS AND DISCUSSION

Introduction

This chapter presents findings, discussions and analysis of the data collected from the field to find out the strategies used by NMB HQ Dar es Salaam to promote the adoption of inventory management practices on organization financial performance. The discussions take into account the objective of the study, research problem and literature reviewed. From a broader perspective of questions that the study strives to answer, this chapter presents the findings under five (5) sections, all of which relate to the general questions posed in Chapter One.

Profile of the study respondents.

In the profile of respondents, the following variables were studied: level of education, gender, age and the positions that the respondents occupied in the organization. The level of education was deemed important in order to clear doubts about capacities of officials entrusted the responsibility to manage procurement and finance responsibilities. Gender was assessed in order to understand issues of gender equity and representation in NMB as well as in the important activity of procurement management. The position occupied by respondents was crucial in order to ensure aspects of familiarity and experience of the respondents in matters of inventory management as well as relevance of professional inclination of people interviewed. Age of respondents was also deemed important as it helps to reflect upon the career life of respondents and duration on the job which is normally closely related to experience born by the job holder.

The study captured audience of respondents with an unusually high level of education with over 90% graduates with diplomas or degrees or postgraduates. This cleared the doubts of capacities of practitioners in procurement and finance at the NMB Headquarters. Maybe, what might be argued is the relevance of the

respondents’ individual qualifications to the field of procurement management. As regards gender, the respondents were 75% male with 25% female, which is close to the gender distribution in public service. Also, majority of the respondents (87.5%) belonged to the age bracket of between 21 to 40 years which implies that they still have time to be developed and continue to serve the organization.

Factors Affecting Inventory Management Practices at NMB

The aim of inventory management is to increase production efficiency, it helps in maintaining stock levels of a given group of items incurring the least cost consistent with other relevant targets and objectives set by management. Cost minimization should be one of the important that the key issue to be considered in formulating inventory policy. Therefore the objective of inventory management is to minimize inventory investment. One benefit of good inventory control is improved managerial efficiency in all functional areas of management. Closely related to the function of production control, maintaining and inventory allows for efficient materials management.

The first specific question was what are the factors that affect inventory management practice in organization. After going through literatures and results from respondents revealed that the efficiencies of inventory management are largely dependent upon the knowledge and skills of inventory planners, the focus and the involvement of the management and the management policies coupled with the inventory management system. The respondent at NMB revealed that NMB staffs have the required knowledge and skills of inventory management. Also standard operating procedures, training and inventory control policies have the role to play in inventory management.

The study also assessed the influence of inventory management practices on organizational financial performance at the national microfinance bank headquarters in Dar es Salaam. The factors were deemed important because they play a role in determining and shaping the inventory practices of the organization. The factors do

vary from organization to another depending upon the size, business, culture and environment in which the organization is operating. To capture information on the influencing factors the questionnaire presented nine modes of practice and asked respondents to rate to a scale of 1 to 5. The modes of practice were as listed below:

Inventory planners have the required knowledge and skills;

Management is involved in inventory planning;

We do adhere to inventory policies;

There is adequate standing operating procedures on inventory issues;

NMB trains employees on inventory management issues;

We use inventory management rules (such as FIFO);

We emphasize managing inventories basing on type of product;

We manage inventories basing on product cost; and

Most of inventories needed are timely delivered.

Figure 4.1 below presents the analysis of respondent’s responses with regard to the nine modes of practice.

Figure 4.1: Factors Affecting Inventory Management Practices at NMB
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Source: Researcher, 2014

Drawing from perceptions of respondents, it was found out that the factors were ranked with the highest being that inventory planners at NMB have the required knowledge and skills (77.5%). This observation is consistent with the findings in the staff profile where all respondents (100%) were found to be holding degree qualifications or above. Also, the finding is consistent with the understanding that Inventory management is a process- oriented operation. Every task and action required to be carried out by operatives will affect the inventory as the knowledge of what one is required to do and the effects of the action should be known to the operative who are on the shop floor.

The skills factor was followed by the factor that management has been involved in inventory planning (72.5%). In an organizational setting, the inventory management practice is carried out by the inventory planners of the company, in the close co- ordination with procurement, supply chain, logistics and finance, besides marketing department. The efficiency of Inventory Management is largely dependent upon the skills and knowledge of the inventory planners, the focus and involvement of the management and the management policies coupled with the inventory management system. However inventory operation management is not under the control of the inventory management team but rests with the third party service providers. The following are few critical areas and action points on the part of operations that can affect the inventory management of the company.

Other factors rated included - staff adherence to inventory policies; and use inventory management rules (e.g. FIFO), both rated at 72.5%. The lowest ranking factor in the rating was managing inventory basing on product cost which was rated at 60%. As illustrated in Figure 4.1 above, all listed factors are important, at various levels in influencing inventory management practices.

Effects of Inventory Management Practices on NMB’s Financial

Performance

The second research question assessed the effects of inventory management practices on organizational financial performance at the national microfinance bank headquarters in Dar es Salaam. Responding to the question on the effect of inventory management practices on return on equity, the study identified a number of factors rated on the scale of 1 to 5 according to their importance. The questions are as listed below:

Use of an economic order quantity technique;

Use of stock levels technique

Use of the ABC analysis techniques;

Use of Lean inventory system (e.g. JIT & MRP);

Use of computerized system (e.g. EDI, EPOS &ERP); and

Use of strategic supplier partnership (such as VMI)

Responding to the question on effect of inventory management practices on ROS, respondents rated the use of computerized systems (e.g. EDI, EPOS & ERP) as the highest at 70% followed by the use of stock levels technique rated at 65%. The use of computerized systems might have been rated high as a result of most staff being anxious to cope with new technological inventions. However, in practical terms, the use of systems like EDI requires well developed skills which sometimes become a challenge to most organizations. However, in the case of NMB, it has an ongoing branch refurbishment programme which, among other things, is also designed to develop staff competences and upgrading working space and equipment. The responses on the question items by respondents are presented in Figure 4.2 below:

Figure 4.2: Effects of Inventory Management Practices on ROE and ROS
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Source: Researcher, 2014

The responses indicated that the use of computerized systems (e.g. EDI, EPOS &ERP) was the most depended upon with rating of 70% followed by the use of stock levels technique with 65%; and use of an economic order quantity technique rated at 62%. Other practices which were the least used were the Use of the ABC analysis techniques; Use of Lean inventory system (e.g. JIT & MRP) and use of strategic supplier partnership (such as VMI).

The Use of an economic order quantity technique; and use of the ABC analysis techniques were rated moderately at 62.5%. Use of Lean inventory system (e.g. JIT & MRP) and strategic supplier partnership (e.g. VMI) were both rated lowest at 60%. In both cases it is indicative that since the majority of respondents (over 90%) were found to be of high level of education with degrees and above, it is most likely that they take opportunity to practice their knowledge and skills in such areas.

These findings included some management inventory techniques which are used in manufacturing industry eg the JIT and others which are very demanding in terms of

data requirement and time consumption eg the EDI. In order to countercheck on whether the financial performance was actually impacted positively on NMB, the study had to review secondary data for NMB’s financial and business performance. Figure 4.3 below shows the business performance and growth of NMB business in terms of ROS and ROE.

Figure 4.3: Organizational Growth of NMB
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Source: NMB Annual Report 2013

Secondary data on NMB as reflected on Figure 4.3 above, show that NMB achieved remarkable improvement in business growth in terms of ROS and ROE. Accordingly, total revenues grew by about 18% to TZS 422.2 billion. On the expense side, total expenses growth rate at 13% remained well below the revenue growth rate of 18%, which translated in a cost to income ratio of 53%. Staff costs represented about 44% of total expenses. This rapidity in organizational growth is illustrated in Figure 4.3 above.

With regards to the risk profile of NMB’s lending activities year 2013 was another year of fairly low NPL’s at around 2.6%. This is as a consequence of NMB’s

conservative lending appetite and impairment and write-off policies. Cumulative impairments as at the end of the year amounted to TZS 38.1 billion, or 2% of the year end loan book, and write offs represented 1%.

Overall, the bank’s Profit After Tax (PAT) increased by a respectable 37% to TZS

133.9 billion. The bank’s key efficiency ratios remained stable or improved viz. the cost-to-income ratio which improved from 53% to 55%, and the loan-to-deposit ratio which improved from 59% to 63%, though remaining well below the regulatory maximum of 80%. The bank’s return on equity improved from 27% to 29% while the core capital of the bank grew to TZS 421.8 billion, resulting in a capital adequacy ratio of 22% (before appropriation of profits), also well above the increased regulatory minimum of 12%.

Figure 4.4 : Effects of Inventory Management Practices on NMB Financial Performance
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Source: Researcher, 2014

The secondary sources did not reflect any challenges of overstocking leading to surplus and possible liability of obsolescence.

The big value generated by NMB through its ROE and ROS is normally allocated between NMB’s key stakeholders. The profits generated in year 2013 were distributed to the shareholders as indicated in the four groups below:

To Government of Tanzania (GOT) (in the form of income taxes, PAYE, SDL

etc…) TZS 79.6 billion.

To shareholders (incl. GOT) and other providers of capital (in the form of dividend TZS 34 billion).

To employees (in the form of salaries and benefits) TZS 99.7 billion.

To other stakeholders (in the form of sponsorships, Public Relations donations etc) TZS 1.05 billion.

4.5     Effect of Inventory Management Practices on ROS

The return on sales is an important factor for management to measure organizational performance. It provides insight into how much profit is being produced per revenue of sales. The ROS ratio is vital to compare a company's ROS over time to look for trends, and compare it to other companies in the industry. An increasing ROS indicates the company is growing more efficient, while a decreasing ROS could signal looming financial troubles.

The second research question which focused on ROS assessed the effects of inventory management practices on increases in operating profit, sale value, EBIT. The question had four items which enquired on -

Operating profit margin increase

Sale value increase from year to year

There is increase in EBIT from year to year

Market share increases from year to year.

Figure 4.4 below presents the respondents’ responses on the above questions in

ratings on a scale of 1 to 5.

Figure 4.5: Effects of Inventory Management Practices on ROS


Source: Researcher, 2014

Responding to the question on effect of inventory management practices on ROS, respondents rated the use of computerized systems (e.g. EDI, EPOS & ERP) as the highest at 70% followed by the use of stock levels technique rated at 65%. The use of computerized systems might have been rated high as a result of most staff being anxious to cope with new technological inventions. However, in practical terms, the use of systems like EDI requires well developed skills which sometimes become a challenge to most organizations. However, in the case of NMB, it has an ongoing branch refurbishment programme which, among other things, is also designed to develop staff competences and upgrading working space and equipment.

The Use of an economic order quantity technique; and use of the ABC analysis techniques were rated moderately at 62.5%. Use of Lean inventory system (e.g. JIT

& MRP) and strategic supplier partnership (e.g. VMI) were both rated lowest at 60%. In both cases it is indicative that since the majority of respondents (over 90%) were found to be of high level of education with Degrees and above, it is most likely that they take opportunity to practice their knowledge and skills in such areas.

The findings of this study show that inventory management practices used by NMB have been having a positive effect on the financial performance of the organization, ie contributing to the growth of ROE and ROS. With a background of being established out of a break-up of another mammoth bank, one would have predicted persistent poor performance, especially with regard to the complex areas of procurement and supply chain management in a banking atmosphere. For instance, for a big bank with a network of over 153 branches spread out country wide, and with over 3,000 staff, it would be bound to face multiple inventory management challenges and other procurement related risks. However, on its part, NMB by 2013, had recorded total revenues growth by about 18% to TZS 422.2 billion. On the expense side, total expenses growth rate at 13% remained well below the revenue growth rate of 18%, which translated in a cost to income ratio of 53%. Staff costs represented about 44% of total expenses.

Figure 4.6: Effects of Inventory Management Practices on Business Growth


Source: NMB Annual Report 2013

Among crucial factors affecting inventory management practices in NMB were skills and knowledge among staff; involvement of management in procurement planning; and existence of procurement policies which are adhered to by staff in the implementation of inventory management processes. The study has found out corresponding growth in sales and profits which have resulted in constant growth of business with big value generated by NMB through its ROE and ROS. In the year 2013, shareholders have earned TZS 34 billion in form of dividends while the government received TZS 79.6 billion as income taxes, PAYE, SDL etc… Apart from organizational obligations of paying staff salaries and emoluments at TZS 99.7 billion, the NMB was able to spend TZS 1.05 billion in the form of sponsorships, Public Relations donations etc. to other stakeholders and the public.

Figure 4.7: NMB Market Share 2011 to 2013


Source: NMB Annual Report 2013

The study has found out that inventory management practices at NMB contributed positively to the financial organizational performance of NMB. The 2013 NMB Annual Report shows that NMB has had another year of record results, with Profit After Tax up 37% from TZS 97.4 billion to TZS 133.9 billion, and return on equity of 29%, with most business lines buoyed by a strong economic environment. On the other hand, if the inventory management practices were poor they could not cope with the rapid business growth that NMB has sustained in recent years.

The NMB bank customer base has continued to be representative of Tanzania as a whole and includes government, civil servants, large corporate, SME’s and MSE’s, agriculture including small scale farmers, and microfinance institutions, as well as the Tanzanian public, both in rural and urban areas. The NMB relies on its widespread distribution network to reach out to its customers and is one of the key players in improving financial inclusion in Tanzania. All this performance has been

thanks, to a certain extent, on its management practices which include inventory management practices.

In a situation where the organization has over 153 branches a weak unplanned inventory management system would lead to overstocking, over-ordering, surplus generation and creation of conditions for obsolescence. The study has revealed that NMB management is closely involved in inventory planning which provides for the inventory management process to benefit from the wealth of skills, knowledge and expertise born by the management team.

CHAPTER FIVE

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

This chapter presents a summary of the study, its conclusions and recommendations. It covers the objective of the study, how it was carried out, its conclusions and the recommendations for feeding into inventory management practice, policy review and future research on the inventory management subject in the banking sector.

Summary of Findings

This study was conducted in 2014 as part of the Master of Science degree in Procurement and Supply Chain Management (MSc-PSCM) at Mzumbe University, Dar es Salaam Campus College. The study came out to address the problem of adverse conditions that affect business organizations as a result of weak inventory management systems. The negative outcomes of such weak systems include, inter alia, - loss of stock due to theft and pilferage; remarkable differences between stock records and physical stock; inadequate records and recording; generation of obsolete and obsolescence stores; abounding complaints from customers due to unfulfilled orders; disorganized stores; damaged stock; and loss of financial resources. The study was conducted at the NMB Headquarters in Dar es Salaam.

Inventory management practices on organizational financial performance for business and service oriented firms around the globe remains a major debated problem that has not been solved for decades. Many business firms have suffered or complained of facing additional inventory management costs that resulted to the decline of ROE/ profit margin due to challenges associated with implementation of inventory management practices. The NMB was selected for the study because it is one of the rapidly growing businesses in the banking sector in Tanzania with a network of over 153 branches countrywide. Figure 5.1 below illustrates that NMB has been a growing business with success in shareholders’ ROE, return on assets, cost to income ratio, capital adequacy ratio and a high dividend per share.

The main objective of the research was to investigate the influence of Inventory management practices on organizational financial performance. Specific objectives included:- to identify factors that affect inventory management practices in organization; to determine the effect of inventory management practices on return on equity; and

to determine the effect of inventory management practices on return on sales. Pursuant to the objectives, the study came out to answer the following three research questions – i) What are the factors that affect inventory management practices in organization?; ii) What is the effect of inventory management practices on return on equity?; and iii) What is the effect of inventory management practices on return on sales?.

Conclusions

The conclusion of the study is presented based on the three objectives of the study namely; To identify factors that affect inventory management practices in organization; To determine the effect of inventory management practices on return on equity; and To determine the effect of inventory management practices on return on sales.

Factors that Affect Inventory Management Practices in Organization The study concludes that inventory planners at NMB have the required knowledge and skills (77.5%). This observation is consistent with the findings in the staff profile where all respondents (100%) were found to be holding degree qualifications or above.

Also, the finding is consistent with the understanding that Inventory operations management is a process- oriented operation. Every task and action required to be carried out by operatives will affect the inventory as the knowledge of what one is required to do and the effects of the action should be known to the operative who are on the shop floor.
Among crucial factors affecting inventory management practices in NMB were skills and knowledge among staff; involvement of management in procurement planning; and existence of procurement policies which are adhered to by staff in the implementation of inventory management

processes.

The management at NMB participates adequately in the inventory management process from inventory planning, supervision, monitoring and assessment. It was also learnt that there is close co-ordination between the finance department, procurement, supply chain, logistics and other sections of the administration. The efficiency of Inventory management are largely dependent upon the skills and knowledge of the inventory planners, the focus and involvement of the management and the management policies coupled with the inventory management system. At the NMB the inventory operation management is not under the control of the inventory management team but it is the responsibility of the entire management.

Information communication has been a crucial factor to support the effectiveness of inventory management in NMB. With over 3,000 staff at headquarter and in its 153 branches country wide, the NMB is the largest bank in Tanzania, both in terms of its customer base and branch network. Also, other factors contributing to the influence of inventory management included - staff adherence to inventory policies; and use inventory management rules, which again is a factor of managerial involvement in the inventory management process.

At NMB operational policies, rules and procedures have made significant contribution to the inventory management function. It has to be remembered that a major factor that affects inventory control policies is product lead time; the time from receipt of an order to the time of delivery. Some industries and products have extraordinary long lead times. e.g. short lead time reduce the amount of inventory and long lead time product the retailer has to warehouse more inventory and by having the increased amount of inventory the workload associated with managing the inventory, such as cycle counting, yearly physical inventory and general warehouse maintenance. Also, it is important to note that, the formulation of inventory management policies in the organization helps to guide the organization’s inventory management processes.

Effect of Inventory Management Practices on Return on Equity

On the effect of inventory management practices on ROE, respondents rated the use of computerized systems (e.g. EDI, EPOS & ERP) as the highest at 70% followed by the use of stock levels technique rated at 65%. The study concludes that use of computerized systems might have been rated high as a result of most staff being anxious to cope with new technological inventions. However, in practical terms, the use of systems like EDI requires well developed skills which sometimes become a challenge to most organizations.

Since the majority of respondents (over 90%) were found to be of high level of education with degrees and above, it is most likely that they take opportunity to practice their knowledge and skills in such areas. However, in the case of NMB, it has an ongoing branch refurbishment programme which, among other things, is also designed to develop staff competences and upgrading working space and equipment.

Although computerized systems (eg EDI) have been branded to be carriers of new technology, they have to be taken-up carefully ensuring appropriateness, resource optimization and feasibility. It has to be noted that some of these systems are time consuming and might require large amounts of data in order to operate. The various inventory management systems have their positive aspects as well as challenges. Hence, prior to choice, the practitioners have to assess the situation at hand.

The study also concludes that NMB has achieved remarkable improvement in business growth in terms of ROS and ROE. Since the ROE measures the rate of return on the ownership interest (Shareholders' Equity) of the common stock owners, it measures a firm's efficiency at generating profits from every unit of shareholders' equity. It also shows how well a company uses investment funds to generate earnings growth. The benefit comes from the earnings reinvested in the company at a high ROE rate, which in turn gives the company a high growth rate. The benefit can also come as a dividend on common shares or as a combination of dividends and

reinvestment in the company. ROE is presumably irrelevant if the earnings are not reinvested.

At NMB accordingly, total revenues grew by about 18% to TZS 422.2 billion. On the expense side, total expenses growth rate at 13% remained well below the revenue growth rate of 18%, which translated in a cost to income ratio of 53%. Staff costs represented about 44% of total expenses. Overall, the bank’s Profit After Tax (PAT) increased by a respectable 37% to TZS 133.9 billion. The bank’s key efficiency ratios remained stable or improved viz. the cost-to-income ratio which improved from 53% to 55%, and the loan-to-deposit ratio which improved from 59% to 63%, though remaining well below the regulatory maximum of 80%. The bank’s return on equity improved from 27% to 29% while the core capital of the bank grew to TZS

421.8 billion, resulting in a capital adequacy ratio of 22% (before appropriation of profits), also well above the increased regulatory minimum of 12%.

The above results could, in part, be attributed to the inventory management practices at NMB which have leveraged the financial performance to be able to generate profits and contribute to growth in advances, total income, deposits and loan deposit ratio. Generally, the bank has been rapidly growing in terms of ROE and ROS. This status is evidenced by the 2013 NMB Annual Report which testifies that, the big value generated by NMB through its ROE and ROS in year 2013 was distributed to the NMB’s shareholders and allocated between NMB’s key stakeholders.

Effect of Inventory Management Practices on Return on Sales

The study concludes that the use of computerized systems (e.g. EDI, EPOS & ERP) followed by the use of stock levels technique have been affecting inventory management practices on ROS. This rating might have been rated high as a result of most staff being anxious to cope with new technological inventions. However, in practical terms, the use of systems like EDI requires well developed skills which sometimes become a challenge to most organizations. However, in the case of NMB, it has an ongoing branch refurbishment programme which, among other things, is

also designed to develop staff competences and upgrading working space and equipment.

The Use of an economic order quantity technique; and use of the ABC analysis techniques were rated moderately at 62.5%. Use of Lean inventory system (e.g. JIT & MRP) and strategic supplier partnership (e.g. VMI) were both rated lowest at 60%. In both cases it is indicative that since the majority of respondents (over 90%) were found to be of high level of education with degrees and above, it is most likely that they take opportunity to practice their knowledge and skills in such areas.

The findings of this study show that inventory management practices used by NMB have been having a positive effect on the financial performance of the organization, ie contributing to the growth of ROE and ROS. With a background of being established out of a break-up of another mammoth bank, one would have predicted persistent poor performance, especially with regard to the complex areas of procurement and supply chain management in a banking atmosphere. For instance, for a big bank with a network of over 153 branches spread out country wide, and with over 3,000 staff, it would be bound to face multiple inventory management challenges and other procurement related risks. Inventory management systems need to be assessed for suitability to the industry for appropriateness and reliability.

However, on its part, NMB by 2013, had recorded total revenues growth by about 18% to TZS 422.2 billion. On the expense side, total expenses growth rate at 13% remained well below the revenue growth rate of 18%, which translated in a cost to income ratio of 53%. Staff costs represented about 44% of total expenses.

Recommendations:

Based on the study findings, their analysis and conclusions this report makes the following recommendations to respective institutions. The recommendations are presented based on the three objectives of the study namely, To identify factors that affect inventory management practices in organization; To determine the effect of

inventory management practices on return on equity; and To determine the effect of inventory management practices on return on sales.

On Factors Affecting Inventory Management Practices

Among crucial factors affecting inventory management practices in NMB were skills and knowledge among staff; involvement of management in procurement planning; and existence of procurement policies which are adhered to by staff in the implementation of inventory management processes. The management at NMB participates adequately in the inventory management process from inventory planning, supervision, monitoring and assessment. It was also learnt that there is close co-ordination between the finance department, procurement, supply chain, logistics and other sections of the administration.

The efficiency of Inventory management are largely dependent upon the skills and knowledge of the inventory planners, the focus and involvement of the management and the management policies coupled with the inventory management system. Therefore, management have to ensure that staff in the organization are exposed to skills and knowledge on inventory management

Furthermore, management have to ensure that they participate in inventory planning process in the organization in order to avoid the risk of the organization to face challenges of - loss of stock due to theft and pilferage; remarkable differences between stock records and physical stock; inadequate records and recording; generation of obsolete and obsolescence stores etc.

Organizations should have inventory management policies in place in the organization to guide the organization’s inventory management processes and conduct.

Effect of Inventory Management Practices on ROE

Following the conclusion that the use of computerized systems might have been rated high as a result of most staff being anxious to cope with new technological inventions, it is also true that, in practical terms, the use of systems like EDI requires

well developed skills which sometimes become a challenge to most organizations. Since the majority of respondents (over 90%) were found to be of high level of education with degrees and above, it is most likely that they take opportunity to practice their knowledge and skills in such areas. Also noted was the fact that, in the case of NMB, it has an ongoing branch refurbishment programme which, among other things, is also designed to develop staff competences and upgrading working space and equipment.

Although computerized systems (eg EDI) have been branded to be carriers of new technology, they have to be taken-up carefully ensuring appropriateness, resource optimization and feasibility. It has to be noted that some of these systems are time consuming and might require large amounts of data in order to operate. The various inventory management systems have their positive aspects as well as challenges. Hence, prior to choice, the practitioners have to assess the situation at hand.

Management should ensure that prior to adoption of any computerized inventory management systems, they are assessed for appropriateness, resource optimization and feasibility. It should be noted that some of these systems are time consuming, skill demanding and might require large amounts of data in order to operate.

Effect of Inventory Management Practices on Return on Sales

As the study found out that the use of an economic order quantity technique; and use of the ABC analysis techniques and the use of Lean inventory system (e.g. JIT & MRP) and strategic supplier partnership (e.g. VMI) were rated moderately (at 62.5%. and at 60%) it was found to also be a result of inventory practitioners trying to keep abreast with contemporary technologies in the field of inventory management not taking into account aspects of relevance and effectiveness to the tasks needs and requirements.

It is therefore recommended that management has to ensure that industry-specific requirements of some of the inventory management systems (as for the case of JIT) and the obtaining situation are considered before the adoption of the technology.

Further, organizations should ensure that the practitioners have to assess the situation at hand prior to the choice of the system or approach. Before adopting any inventory management system, practitioners should assess it for suitability to the industry, for appropriateness and reliability.

Recommendation for future studies

This study recommends that other scholars should look conduct studies to identify the various inventory management systems and their suitability to various industrial or sector demands. This implies that there are more knowledge gaps in this area.
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STUDY QUESTIONNAIRE

FOR “THE INFLUENCE OF INVENTORY MANAGEMENT PRACTICES ON ORGANIZATIONAL FINANCIAL PERFORMANCE”AT NMB HEADQUARTERS – DAR ES SALAAM

Please answer the following questions about your organization

1.
Personal information’s

A.
Age
21-40 ;
41-60 ; above 61

Sex
Male ;
Female

Level of education : below IV;
Diploma ; Degree

Department you are working

Your Title or Appointment

…………………………………………………….

Factors that affects inventory management practices in an organization 1: strongly disagree, 2: disagree, 3: Neutral, 4: agree, 5: strong agree

	s/n
	Attribute tested
	1
	2
	3
	4
	5

	1
	In our organization   inventory planners   have   the

required knowledge and skills
	
	
	
	
	

	2
	In our   organization   management   is   involved   in

inventory planning
	
	
	
	
	

	3
	In our organization we do adhere to inventory policies
	
	
	
	
	

	4
	In
our
organization
there
is
adequate
standing
	
	
	
	
	


	
	operating procedures on inventory issues
	
	
	
	
	

	5
	Our
organization
train
employees
on
inventory

management issues
	
	
	
	
	

	6
	In our organization we use inventory management

rules (such as FIFO)
	
	
	
	
	

	7
	In our organization we emphasis managing inventories

basing on type of product
	
	
	
	
	

	8
	In our organization we manage inventories basing on

product cost
	
	
	
	
	

	9
	In our organization most of  inventories needed are

timely delivered
	
	
	
	
	


Inventory management practices

1: strongly disagree, 2: disagree, 3: Neutral, 4: agree, 5: strong agree

	s/n
	Attribute tested
	1
	2
	3
	4
	5

	1
	In our organization we use an economic order quantity

technique
	
	
	
	
	

	2
	In our organization we use stock levels technique
	
	
	
	
	

	3
	In our organization we use ABC analysis techniques
	
	
	
	
	

	4
	In our organization we use Lean inventory system (such

as JIT & MRP)
	
	
	
	
	

	5
	In our organization we use computerized system in

managing inventories (such as EDI, EPOS &ERP)
	
	
	
	
	

	6
	In
our
organization
we
use
strategic
supplier

partnership in managing inventories (such as VMI)
	
	
	
	
	


Return on equity (provide a figure)……………………

Profit margin (figure)…………………………..

Asset turnover (figure)………………………….

Financial leverage (figure)……………………..

	s/n
	Attribute tested
	1
	2
	3
	4
	5

	1
	In our organization profit margin increases
	
	
	
	
	

	2
	In our organization asset turn over increases
	
	
	
	
	

	3
	In our organization financial leverage increases
	
	
	
	
	

	4
	In our organization net income increases
	
	
	
	
	

	5
	In this organization dividend decrease from year to

year as large part of profit retained in an organization
	
	
	
	
	

	6
	In our organization ROE increases from year to year.
	
	
	
	
	


Return on sales (provide figure)……… Profit margin (figure)……………….

	s/n
	Attribute tested
	1
	2
	3
	4
	5

	1
	In our organization, operating profit margin increase
	
	
	
	
	

	2
	In our organization the sale value increase from year to

year
	
	
	
	
	

	3
	In our organization there is increase in EBIT from year to

year
	
	
	
	
	

	4
	In our organization the market share increases from year

to year due to timely delivery of services.
	
	
	
	
	

	5
	
	
	
	
	
	


Inventory management Practices


Efficiency of Inventory management practices





Inventory Budgeting practices Review of Inventory Levels


Frequency of stock replenishment





Financial Performance. Growth in sales (ROS) Growth in market share


Growth in return on Equity (ROE) Product / Service Quality










