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A 

-    FOREWORD    - 

This report summarises the approach, findings and recommendations 

resulting fro» a three month study to define and plan for implementations 

of a management aooounting and budget control system (M.A.B.C.) including 

three sub-systems 

- budgeting 

- management reporting and 

•    accounting 

in the Engineering   Industries Development Agency,   a Division of the 

Economic Development Board, Singapore. 

The objectives,  scope and the master schedule of this M.A.B.C. - 

System was approved  by Mr.   I.p.  Tang,   Chairman of  the Economic Development 

Board.     In general,  all material« have been previously submitted to 

Dr. Feng Hook Sun,   Director of the E.I.D.A.. and to Centre Directors 

both In written for» and In oral presentation.    The system has been 

accepted by then as  the basis for carrying wit Phase II,  involving 

detailed system design and implementation. 

The Intention of this report Is to give Information of the 

system as a basis for the final approval of the Board's Chairman, 

Mr.  I.p. Tang and serves to document the systems concept and related 

implementation plana developed during Phase I, for use as a frame 

of reference throughout Phase II, If the system la finally approved. 

Through Phase I the participation of Dr.  Pong and Centre 

Directors of the E.I.D.A. have been most significant in establishing 

direction, «id thla Is appreciated by the project  t< 

(11) 
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A 

I. INTRODUCTION AND SUMMARY 

During the period  from December,   1969 through February 1970, 
UNIDO has participated in a joint study with the staff of 
Engineering Industries Development Agency,  as an objective 
to define and recommend management accounting and budget 
control system (M.A.B.C, - system) together with an appro- 
priate prograawe for their implementation and together with 
•aster schedule of planning other sub-syst« 

the The study vas nade by the H.A.B.C. - project t 
ira of which were as follows: 

Mr. Chua Soo Tlan 
Mr. Chi a Chee Mon 
Mr. Seet Poh Kwee 
Mr. Ahti p. Harju 

Project leader 
Team member 
Team Member 
UNIDO-lMpert 

M.A.B.C. System has b#en defined in this report as three 
sub-systems. They have been described as follows: 

- budgeting sub-system in Section IV 
- management reporting sub-system In 

lection VI 
- accounting sub-system in Section VII 

In addition to these main definitions of .sub-systems, this 
report Includes the implement»tion plan of M.A.B.C. - Syste« 
In Section II, the description of basic philosophy behind 
M.A.B.C. - System in Section III and the basic philosophy 
behind pricing in Section VI. 

In this section the sub-systems will be summarised for the 
reader who Is interested only in the main lines. 

The main criteria of M.A.B.C. - System 

The main criteria of the M.A.B.C. - System has been defined 
as follows: 

The system must be a practical management tool in integrating, 
planning and control of the operations in Engineering Indus- 
tries Development Agency, towards efficient use of resources 
invested and towards profitable sales of products, which means 
maximisation (or to find the aspiration level) of return on 
assets invested, in a scope of the purpose of E.I.D.A. and in 
accordance with lone run operational objectives including 
governmental cash flow plans. 
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The  possibility,   that E.I.D.A.  should be an indépendant unit 
in the futur®,  must be  taken into consideration when planning 
the  system. 

Budgeting 

The out in purpose  and criteria of budgeting, is   to co-ordinate; 

(i)    long range planning and annual  planning 
(li)    different functional planning like »ales/ 

production,   production purchasing etc. 
(iii)    operational planning and cash flow planning 

The main tools of  co-ordination are budget instructions given 
by thm Agency director and  th« iterative planning circles 
during budgeting  process.    The siain modules of  the system are: 

- output  planning 
- manpower planning 
- cost planning 
- planning of Bastei-  budget of operations and 
- planning balance sheet and caah flow 

Feedback is possible in ©ach step. 

Co-ordination is also one of  the criteria of budgeting sub- 
system.    Three other main criteria» are: 

- the responsibility of profit,  costs and assets 
musv  be defined and  the responsibility of pro»- 
auction costs arid  that of  training costs must 
be clearly separated 

- the planning system must  be based on  the 
principle of participation and 

- outputs  of the system,  the  targets,  must be 
formulised so that  they give a good basis of 
management by exceptions. 

»nt reporting 

Management  reports are the link in the sys tenia t i mû managing 
process where planning,  co-ordination,  organisation,   imple- 
mentation of plans and control follow each other in different 
levels of the organisation. 



*\ 

Management   reports are   trx.-   tools  of management   as  signals 
for  corrective  actions  ami  as  basic  information  for  better 
planning   in the   future,      rhey  are  part  of  management   by 
exceptions,     The  basic  criteria of   the effective  reports 
are: 

(1)     reports should   folio*  organisational   structure 
where responsibility has been clearly defined 

(ii)     actual results  should  be compared with performance 
measurements 

(ili)     the   significance   should   be emphasised  in a way, 
that   is clear and understandable and 

(iv)     reports must  adequately   disclose cost/volume/ 
profit relationships. 

Based on  the above mentioned criteria the management 
reports  in E.I.D.A.  are as   follows: 

A.       For  Director of  E.I.D.A. 

1» Graphic  chart  of operations 
2. Agency's Report  of  operations 
3. Balance  sheet,  by  profit,  centres 
4. Cash  flow forecast 
5. Inventory .report  by   profit  centres 
6. Governmental   budget   report 
7. Training programme report 

B. for  Di red oí-s  ot   Centres 

1. Graphic  chart  of operations 
2. Profit   Centre's  report  of  operations 
3. Variance analysis  by cost  centres 
4. Report   of  direct   labour   (B) 
5. Material   in  process 
6. Inventory   repo rt 

C,       For Chiefs  of cost centres and departments 

1. Cost  centre's  report of  operations 
2, Report   of direct   labour   (A-B) 

For  Cost  Estimator 

1.      Report   of   completed  jobs 
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The variances analysed   by  cost   eentres-'prof it centres are 
as follows; 

sales  volume,''pi ice variance 
materia]   usage  variance 

- purchasing  price   variance 
variance  from estimate 
rate  variance 

- variance of   fixed  operational   budgets and 
training cost  variance 

accounting 

The primary   purpose of accounting is   to 

accumulate  and 
- communicate 

informations.    The way of accumulating and  communicating 
informations  in E.I.D.A.   is that of  standard direct costing. 
Qno of   the main users of accounting data is  internal manage- 
ment but the external need of  information must not  b© forgotten 
either.     The main criteria of   the established system have been: 

(i)     it   must   be  flexible  in  that   it can  provide 
information to both  internal and  external 
interests,  and  should  bear  in mind   that 
E.I.D.A.   may be  run as an independent unit 
and 

(li)    the use of modern accounting techniques  must 
be  carefully  considered,   but   the  decisions 
concerning accounting process is  to be based 
on  sound   cost/benefit   analysis.     However   the 
OhAap» from current   hand-writirm  system 
must be made  step by   step, 

Bas#d on the above-mentioned criteria   the following syst« 
modules  have  been established: 

module 1 
module 2 
module 3 

module 4 

- data collection and grouping I 
- data collection and grouping II 
- output/cost reporting by jobs and 

by ccst centres 
- top management reporting 



\ 

These »«Iules includo accounting machine and other «anual 
ami computer operations.     It   is intended   that   computer 
operations will   be done  by  an outside computer  centre 
which will   take  care  of  «11   necessary  programming work. 
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II IMPLEMENTATION  PLANS  AND THE   Sl'HRlXJLE 

21        M.A.R.C.   SYSTEM-      PHASE   II   -   SCHTJHJLF   \Nli  TASKS 

Phase   I   oí   M.A  B,C,   -   System  has  been completed   by 
writing   this  lepori   by   the end  of   February   1970. 
After  that   Phase   II  will   bo   started. 

The  basic  idea  behind   Phase   II  is   that   the  following 
nain  tasks must   be done  before the  syst©« can be 
officially   (Phase   III)   started      The   tasks are: 

i) detailed  planning  and  programming 
ii) writing  budgeting and accounting manuals 

lii) training  the   people   involved 
iv) testing  the   sub-systems 

When considering  the implementation,   the  human 
factor must   b© carefully   taken into  consideration- 
The change  is drastic and  success must be  secured 
by 

i) keeping key people continuously informed 
ii) start training early but not too early 

iii) performing all preparatory work such as 
account coding, accounting and budgeting 
manual preparation well in advance so that 
the impact of system testing and t'inai 
implementation would be reduced to a 
Minimum. 

The main target dates are as follows: 

- select the accounting machine  Feb. 28 107O 
- start gathering information    April 1  1§70 
- start programming and writing 

of manuals 
- start budgeting (for testing 

purposes) 
- start reporting (for testing 

purposes) 
- start Phase III 

May I 1970 

Sept, 1 1970 

Oct. 1 1970 

April 1 1971 

The detailed schedule of M.A.B.C. - Phase II is on 
the following page. 
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III. BASIC   PHILOSOPHY  BEH I.V) '   M. A. B.C.    SYSTKM 

31       WHAT   IS   C(»lPRKilh.\^ÎVK   PLANNING ANI) CONTROL? 

The  purpo.--.-  of   the  Management   Account i ng   and   Uudget 
Control   System   CM.A,B.C.)   is   to be  tin;   efficient  tool 
of Management  both  in  planning and control;   but what 
is   planning?    To uwiers ».and   the basic   idea   ut   com- 
prehensive  planning   (including control)   in   the 
independent operational  unit,  we will  study   it  fro» 
four points of  view: 

(i)    Generic  Natur* 

All   planning is  concerned »ith  tue   future. 
Planning either examines  future alternative 
courses of action which are opon  tei m 
company  or  studies   the   evolving chains  of 
cause and  e fior: t   likely   to result   fro« current 
decisions. 

The  basic   task of   comprehensive planning is to 
visualise  the operations as the manager wishes 
it   to be  in the  futuro.     The generic  nature of 
planning is also  to  see  opportunities  and  threats 
in  the  future and   respectively exploit   or  combat 
them as  Uw case  »ay   bo. 

(li)     Process 

Planning is a continuous process,   which  has the 
following main  steps: 

guiding  objective/criteria 
-     Idea 

alternatives 
decision against   criteria 
sub-objectives   like   plan,  budget   or  standard 
and 
control   as a  basis   of feedback  Information 

(ill)     Philosophy 

Planning is a philosophy,  not so much  in the 
literal  sense of   the word but an attitude,  a 
•ay  of life.     Planning  necessitates a  dedication 
to acting on the basis   of contemplation of th© 
future, a determination to plan constantly and 
systematically as  an  integral  part   of management. 
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(iv) Structure 

Comprehensiva planning is reflected in the structure 
of planning systems and in the .structure of plans* 
Comprehensive planning as a syst« in is «n integrated 
framework within which each «if the sub-ays tea« and 
sub-subsystems are interlinked and co-ordinated. 

The chart oi the integrated framework oí comprehensive 
planning and control is shown on the folloving paga* 

The number of sub-systeus operating in the integrated 
fraaework depends on the size of the fira and on the 
interest of the management, to mention sua© of the 
factors. 

32  PURPOSE, OBJECTIVES AND MANAGEMENT BY OBJECTIVES 

The purpose of the fir« is the output of a long rang© 
planning syst©».  The ter« can be defined as follows: 

The purposes are the enduring motives that lapel or 
attract a fir« to make the best use of its powers and 
opportunities. Formulation of purpose is the deter- 
mination of the firms needs, governed by outside 
Influences and internal capabilities ami limitations. 
It Involves learning th© way in which the fir» Is 
being motivated by the hopes of all those directly 
affected by its progress and assessing the impact of 
environment on this progress. 

The objective, in accordance with our definition, la 
a desired future state of operations, in a framework 
of responsibility areas. The time dimension is flexi- 
ble. The term can be used both for short and long 
range purposes. Objectives are the outputs of différant 
planning processes as shown in Chart 1. 

Th© existence of the purpose and the objectives and the 
participation of people in establishing them by their 
own achievement, has great Motivational power.  Behavioral 
scientists have studied carefully this subject, and they 
have coae to the conclusion that objectives are good both 
for managers and the workers. 

Th® ter« "Management by Objectives' 
by Peter Drucker as follows: 

has been described 
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"Any independent  operations must  build a tru«-  team 
and weld  individual  efforts  into a common of fort. 
lach «©»bor of the enterprise contribute-,  something 
different,   but  they  must  all  contribute  toward a 
common objective.     Their efforts must   ali   pull  in 
the  •*«© direction and   their  contributions  must  fit 
together  to produce a  »hole -  without   gaps»   without 
frietion,   without  unnecessary  duplication of  effort, 
performance therefore  requires   that  each job be 
directed  toward  the objectives  of   the  whole  business. 
And in particular each manager's job  must bo  focused 
on  the success of  the whole.     The performance  that 
la  expected of  the manager must   be derived   from  the 
performance objective  of   the  business,   his   results 
must be measured by  the contribution  they make to  the 
iuecess of  the enterprise.    The manager must   know 
and understand what  the  business objective demands 
of him in terms of  performance,   and his  superior must 
know what contribution  to demand ami expect  of him - 
and wist judge hi» accordingly.     If  these   require- 
sent a are not met,  managers «re misdirected.     Their 
efforts are wanted.     Instead  of   teamwork,   there is 
frietion,  frustration and conflict," 

We can •««•arise  the basic philosophy   by   Kipling's 
«orda as follow»: 

"When a crew and captain understand each other  to 
the core,   it takes a gale,  and more  than gale  to 
put their ship »shore," 

\ 

11 
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IV. BUDGETING SUB-SYSTKM 

41        PURPOSE  AND  CRITERIA   OF IHK  SYSTiM 

The budgeting   system   is an  import a i;f   part   of  the  compre- 
hensive  planning  and  control   system,     it   is an annual 
planning  system,   which co-ordina t». s. 

i)     loqp- rango   planning and  annual   planning 
ii)    different    functional  planning   tasks  and 

ill)     operational   planning ami  cash   flow  planning 

The people who  are   responsible  for   the  separate  operations, 
will   participate?   in   the  budgeting   process.      They   plan   their 
own budgets  and   ir»   guided  by   budget   instructions  made   by 
the Director   of   F.I.D.A.     A  budgeting   system  is   not   only 
a  technical   tool.      It   i.-, a means   to  get   the  people  to  think 
as a co-ordinated  effort   in accordance with  the  objectives 
of  E.I.D.A. 

The outputs  of   the   budgeting  process,   the   budgets,   stir 
people  to action and   provide  a  basis   for  measuring  performance. 
Griterías  oí   Budgeting  Sub-system  are as   follows; 

i)     the  system   must   be   the   tool   ol   management 
- in  integrating  and co-ordinating   functional   planning 

towards   common   long  range  objectives 
- in establishing a level  of   efficient   use  of  resources 

used   in   different   responsi hi ì j tv   areas 
- in establishing  a   level   of   profitability   based   on 

the  abovemontloned   h ve'   of   ¡ • 1 fi i,i ont   use   of 
resources   and   long  range   profit   objectives 
in establishing  targets  of   ca-d)   flow and   balance 
sheet 

ii)     the  system  must   be  based  on  the  principle of  co-operation 
including  guiding  aims and   the   possibility   of   feedbacks. 

lit)     the  responsibility  of  profits,   costs  and assets must  be 
defined  and   the   responsibility   of  production  cost*  and 
that  of   training  cost must   be  clearly   separated. 

42       ÜSPONSIBILITY  AREAS 

Management  decisions   find  their   reflection in  the  money   that 
is either  spent   or  earned as  a result  of  a decision.     The 
decision maker  must   also carry   the  responsibility  of   the 
economic  coass%uences.     In accordance with  the  criteria  of 
the  budgeting  system»   this  responsibility  must   be  shown 
also in budgets,      That   is why   the  responsibility  areas 
ha«  been established   for budgeting  the  system and  for  the 
reporting/accounting  purpose, 
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There are  two types of  responsibility areas.     They  are 
- profit  centres and 
- cost  centres 

A  profit  centre is an operational  unit   for planning and 
control   of both the efficient  use of  resources and  profit- 
able  sales  of  products. 

Main criteria of a profit  centre are 

i)     one nan must be responsible of both the profitability 
and  efficiency of  the operations 

ii)     the  profit centre sells  its  products mainly  outside 
and 

iii)     the  profit centre has  the  profit objective usually 
tsured as R.O,A.% 

The  profit  centres of  Engineering  Industries  Development 
Agency  are as follows: 

1. Metal   Industries  Development  Centre  (M.I.D C) 
2. Prototype Production & Training Centre  (P.P.T.C.) 
3. Electro-Chemical  Engineering Centre  (E, C.E.C.) 
4. Woodworking Industries  Development Centre   (W.I.D.C.) 
5. Electro-Mechanical  k Electronic» Training Centre   (E.M.T.C) 
6. Precision Engineering Development Centre   (P,E.D.C.) 

A cost   centre is an operational  unit  for planning and  control 
of  the efficient use of resources.     A cost centre  is  the res- 
ponsibility of the area where  the efficient  ratio between costs 
and output  can be planned and  controlled, 

Main criteria of cost  centre  are; 

a) cost  centres cannot  cover each other 
b) responsibility must  b®  that of one man 
c) a  cost centre »ay  include  several  operations 

There are  two main types of cost centres ; 

a) productive cost centre»,   which are  the route  point« 
in the flow of product» 

b) non-productive cost  centres,  which are selling - 
administrative and service cost» centres 

The cost  centres of E.I.D.A.   are 

Management Accounting 
In Plant Training 
General Administration 
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M.I.D.C, 

Common Coat of M.I.DC. 
In-Plant Training 
Sale» Department 
Foundry Department 
Di© Casting Prossure 
Die Casting Gravity 
Ferrous Section 
Pattern Making Section 
Metallurgy Department 
Heat Treatment Section 
Industrial k  Production Engineering Dopt. 
Maintenance Service« Section 
Metrology Department 
Tool and Di« Department 
Production Unit A 
Production Unit B 
Production Unit C 
Production Unit D 
Production Unit E 
Production Unit F 

P.P.T.C. 

Common Cost  of  P.P.T.C. 
In-Plant Training 
Forging Section 
Welding/Heat treatment/Di© Casting Section 
Inspection and Maintenance Section 
Machine Shop Section 
Machinery and Metal Product Design Section 
Tool and Die Design Section 
Tool and Die Workshop 
Production Planning and Control  Section 

E.C'.C 

Common coat of E.C.l.C. 
In-Plant Training 
Plastic Section 
Decorative Electroplating and  Polishing Section 
Mard-Chroni« Deposition Section 
Electro-Chemical  Development  Laboratory 
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M »D.C,, 

Common Cost   of W.I.D.C. 
In-Plant  Training 
Production Control  Section 
Deuil« and Drawing Office 
Workshop 

E-MfT.C,. 

Common Cost  of E.M.T.C. 
In-Piant Training 
Electro-Mechanical fc Distribution Section 
Electronics Section 

P.E.P.C. 

Common Cost of P.E.D.C. 
In-PIant Training 
Cutting Tools Section 
Measuring Equipment Section 
Drawing Instrument Section 
Jobbing Section 

43 THE DEFINITI ON OP COST AND OUTPUT TERMS 

Under budgetary control  W|MMM are controlled by  procedure, 

tí!      "! !        t0 pmá*t@rmin^ ««ounts.    The IUM, i„ which 

upon whether the expen*© is fixed or variable. If th© 
t»p©na# is fixed, the amount will be set in the budget 
period irre.pectlv© of any fluctuation which «ay occur 

ÎL ÍU0ÍU"Vf production-     " th. «pense i. variable, 
the predetermined amount will  be a standard rat« per output 

^itiirj00!8"186* alS° tW° cateI°»*A«« «f ««pan.« when 
relationship to volume of production is considered.     Th©.© 

i)     flmd coita -  tho.© which  tend  to be uneffected by 
variation» in th© volume of output and 

ii)    variable coat» -  tho«© which tena to vary with 
variation» in th© valum© of output. 

L'wtiíf HtyP#K!* fÍT C08ta in I-I-D-A- are »raining costs, in which have been defined as follow«: 

Training cost» are those tracabl© or estimated eosta,  which 
would not exist  if E.I.D.A. did not have any  training  t„k 
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Finding a good denominator of output is not always easy. 
The denominator of the output should 

1) represent production 
ii) be uni for» and 

ill) vary with costs 

Some of the main alternatives used as a denominator of 
the output are: 

- weight units 
- sales $ 
- working hours 
- standard earned hours 
- value added and 
- different index figures 

The ter» output can be divided in two sub-term«: 

final output and 
sub-output 

Final output normally has something to do with outside 
markets. 

The denominator of final output of E.I.D.A. and Its profit 
centres will be value added and the denominator of sub-output 
of productive cost centres will be estimated »an/machine 
hours. 

44  Œ¥ 1LSŒNTS AMD SYST» MODULES 

Budgeting Is the tool of management by which they can plan 
and co-ordinate functional planning against objectives. 
The following will be defined in budgeting process: 

1) the level of efficiency in using resources 
ii) the level of profitability and 

ill) cash flow 

The main objective is a return on assets percentage which 
is the output of Long Range Planning process.  It can be 
used as a unifying factor between long rang© and annual 
budgeting. 

leturn on assets % can be defined very roughly as follows: 



!( 
'"\ 

(i)     ROA% « 
Sales  -   (fixed fe variable ta) 

total assets 
X     100 

11 

More detailed definition of R.O.A.% is as follows 

Sale« #*,%  .^.«    Sales - (fined & variable costs)100 
(ii>     R0A% »       •—• "• ' " • • ' '  • •..... —      x 

Sales Total  assets 

which moans  that: 

R0A% =  Return on Salws% (R0S%) X  turnover of assets  (TA) 

(iii)    A »or® sophisticated definition of R.O.A.% is shown in 
Chart No. 2. 

The key variable« in planning profitability,  measured 
by Return on Assets  ratio,  and  the efficiency of the 
operations are aa follows: 

1. 
2. 
3. 

31. 

sales volume 
»ales price 
level of variable unit costs: 

number of outputs: 
311.  labour efficiency (unit» per earned hour) 
312« number of hours (no. of shift», no. of 

workers/shift) 

32. 

4. 

S. 

41. 
42. 
43. 

51. 

level of cost«: 
321. efficiency in maturisi usage 
322. price level of labour and «aterlal 

level of fijced coat«: 
tine 
price level of labour and material 
efficiency of labour and efficiency in 
•aterial usage 

level of asset» invested: 
level of current asset« invested 
511. cash 
512. accounts 
513. Inventories 
514. others 

52.  level of fixed assets: 
521. buildings 
522. equipment 
523. others 
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For the planning process the budgeting system 
has stir nodules. 

They are: 

4) writing budget  instructions 
ii) output  planning 

iii) Mnpower planning 
4v) planning fixed and variable costs 
v) planning Master budget of operations 

vi) planning balance sheet and cash  flow 

There is a possibility of feedbacks at every step of 
budgeting process as shown in Chart  3. 

45      TASK DEFINITIONS 

(The mmtmrs used here refer to the  task numbers in 
flow chart No.   3) 

451    Writing budget  instruction» 

Th» budgeting process will be  started by the budgeting 
•eeting where all chiefs of profit centres,  departments 
and cost centre» will b© present. 

Budget instructions written by  the Director of I,I.D.A. 
will be presented during this meeting. 

Budget instructions give "the environment analyst»" and 
the guiding objectives for the budgeting procès» and 
they say include the purpose and key  strategies  too. 

Budget instructions are uaeful  tool of the Director of 
E.I.O.A. when guiding the planning against  long run 
objective«.    Many feedback» will be saved by these 
instructions. 

451    Output  Planning 

Purpose: Output planning i» defined to be the co- 
ordinated sales, production and training 
planning in order  to achieve the  long rang» 
objectives  (efficiency,  growth,   training 
objectives,  etc.) 

Input: Budget instructions 

Output:       (i)    decision of capacity  level in the for« 
of »ales/production plan in terns of 
earned man/machine hours by cost centres 
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(ii)     raw Material   plan 
(iii)     inventory plan and 
(tv)     training programme 

The output  planning  is  illusi t sited   iti  the  flow 
Chart No.   4. 

433 Manpower Planning 

Purpose: 

434 

The purpose of Manpower  planning is  to 
utilise the human resources efficiently 
in accordance with  the  long run objectives 

Input: (i)    Production plan by  cost  centres 
(11)    Budget   instructions 

Output:       Standard tunning   for each cost  centre and 
budgeted number  of effective hours. 

Planning of  fixed and variable costs 

Purpose:     The purpose of cost  budgeting is  to define: 
(i)    the level  of e©s4  by which  the planned 

production should  be produced and said 
(ii)    the level   of  cost»  by which the defined 

training programme should  be worked to. 

This level  must   be according  to  the   long run 
objectives and  it  must  be approved by   those 
who are responsible  for  them. 

Cost  budgeting  can  be  separated  into   two 
parts. 

(i)     budgeting  the  variable unit  costs  of 
productive cost  centres by  natural 
accounts and  calculating budgeted 
$ rate/output unit  in each productive 
cost  centre 

(ii)    budgeting  fixed costs of  non-productive 
cost  centres  including training costs 

Ti«© period for cost budgeting is on» year, 
which for control purpose» has been divided 
in »onthly  periods» 
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input;  > i J  production oudget 
( i)  standard manning sheets 

(i. i)  budget instructions 

¿3 

Output: it) 

(ii) 

(1Ü) 

cost centre budgets of 
productive cost centres 
including 
cost budgets by natural 
accounts 
calculation of budgeted 
$ rate/output unit 
cost centre budgets of 
non-productive cost 
centres including monthly 
cost budgets by natural 
accounts 
budgeted training costs 

455 Planning the Master Budget of Operations 

Purpose:  The purpose of this important budgeting sub- 
process Is to make a co-ordinated total plan 
called the Master Budget of Operations for 
©aeh profit centre and for E I.D.A.  The 
operating rules for pricing will also be 
established by this process for each cost 
centre. 

Input;   Budget instructions 
Sales/production plan 
Cost budgets 

Output:  Master Budget of Operations 
- for each profit centre« 
- for E I.D.A, 
Guiding rules for pricing 
Sales budget ($) 

Process:  The process will be shown by the following 
flow Chart No. 5 
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456 Budgeting balance sheet and cash flow 

Purpose:  Th# purpose of this sub-process is 

(i) to plan current and fixed assets 
needed for the operations of the 
Master Budget and 

(ii) to plan the cash flow in such a 
way that cash is always available 
and always efficiently utilised. 
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X 

Process: 
Input k 
Output 

Th® proc««« and its input» and output« 
will be shown by Chart No. 6, 
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following budgets and plans will be  the output of 
budgeting process 

'•!>  Director of E.I.U.A. 

Mattar emtfttt   (1,1.) of oparationa for S.I.O.A. 
Uwciuding HB« of profit  centre*) 

I« of Profit Centre» 
Mi Budget» of Profit Centres 
it 

flow 

or Ag    Directora of Profit Contres 

it«r Budget of operation» 
Salea Budget 
Training prtfffMM Mi budget 

rule» for pricing 

a»tarlai 

»tre 

/purchaae plan 

Directora 

tf 
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PRICING 

SI       THE ECONOMIC  DECISI« MÄH« THEORY   UNDERLYING  PRICING 

Tli® information which will be  presented   for management's 
use in decision-making  like pricing will   have as  its 
framework a  body of fundamental economic   theory.     The 
baste objective is profit maximisation at   least  to the 
level which i« satisfactory  to RQA% objectives.     The 
basic  tool  used  for assuring profit  maxiattsation is 
marginal analyst«;   that  is,  an intensive examination 
of the effects upon revenu©»,  costs  and  income of 
the incremental «nit of sales or production. 

The »arginai  analysis is possible because  the accounting 
in 1.1.O.A.   will use direct  costing methods which apply 
price theory  principle«  to the cost   behaviour of  the 
fir«.     In direct  costing,  variable and  period coats 
are separated.     Therefore,  it  is possible  to assure 
maximisation of  profit« by  following  the  basic  tenet 
of price theory,  namely,  profit 1» maximised if con- 
tribution to period costi .'.a maximised,     Moreover, 
because period and variable costs aro separated it is 
possible to isolate the marginal revenue and marginal 
costs resulting from a business decision.     Thus,  a 
further application of price theory  is  feasible,   to 
maximise contributions  to period costs,   accept  «11 
sales up to  the point at which marginal   revenue equals 
•arginai costs. 

As a pricing  rule this  theory  is dangerous,   because 
it can be very easily misunderstood,   but   it  is • very 
wise way of thinking. 

(i)     If the pricing policy  ha» been decided 
(il)     If the contribution margin has  been budgeted baaed 

on 10A% 
(111)     If the guiding rule« of  pricing has  been given 

52 PRICING POLICY 

As a result of strategic planning a statement of pricing 
policy must  be written to reflect  all  the facets of 
internal operations and problems,  each of the« being 
assessed against the external market factors which 
influence the total situation.    It  should present the 
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Based  or. all   ibov« mer;tionod,   tir» pricing  syste»  is 

as  follows i 

2i 

Budg* • t i rig   pro(- •.s : 

a) decision of  contribution margin objective l*»ed 

on  R(A% objective 
b) decision of output  objective»  by  cost  centres 
c) calculating and writing the guiding ml«» for 

pricing  above estimated direct  product  costs 
d) planning  standard $ rate per ©arn«d hour in 

each product route-point  (cost centre) 

B Precalculation oí   product; 

a) gathering data oí defined standard»,   of  pre- 
vious  similar work»,   ate. 

b) estimating hour«  needed in different  product 

route  points 
c) calculation of direct material 
d) preliminary calculation based on Ac,   Kd,  lib 

and Be 
e) comparison with the price of competitor 

f) checking  Bb 
g) price decisions 
h)    approval  if needed 

54       SUMMARY 

It  «lit be   reww»mb*.red  that   in any  pricing   situation,   the 
interaction of  cost and de«and «ust   be considered.     Cost 
is only or«*  factor in price Making and a  company  which 
ignores the  factors influencing demand  is   likely   to price 

itself out   of  business. 

When competitive condition»  sharply   liait   the selling 
price, sua« netns «ist be  formed by   the ManageMent to 
change the   situations. 

Main alternatives are: 

- reduce   the costs of rationalisation 
- find better  ideas of  products 
- find better Markets or 
- coMbination of  those above Mentioned 

The  decision in  this  situation is difficult  but   so is 

»nt. 
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VI MANAGEMENT  REPORTING 

SI PURPOSE  AND   NATURE   OF  MANAGEMENT   KEPORTING 

The «airi purpose  in management   reporting  is   to  provide 
relevant  information  to management   for  the?  discharge of 
its  functions.     To  manage  an operational   unit   -   to 
discharge  its  functions  and attain  its  objectives  - 
management  needs   systematic and   comparative  records 
and analytical  and   penetrating  reports on cost  and 
profit  data   to make  correctivo  actions  concerning 
current  operations  and   to make   better   decisions   in 
the following planning circle 

LoMúi   *AMú«, 

hMNM6 
t a>o»«MT<**6 

rat  reporting as  a  part 
of eooiprehenaive planning and 

control  system 

MfOATwMl AM» 

AM »it« I« 

J——» 
0AT*   «@i.i»CTt®«< 
AH9  ¿.«Cùf».l*U 

Management   reports  arc»   the  link   in  the  systematized 
managing process,   where  planning,   co-ordination, 
organisation and  control   follow  each  other   in different 
level«  of  the  organisation.     Management  reports  are the 
tools  of management  as  signals   for  corrective actions 
and as   the  basic   information for  planning  in  the   future. 

il TRI  CRITERIA  OF THE  REPORTS 

The  basic  criteria  of   the» effective  management  reports 
are: 

Reports  should  follow  the organisational   structure, 
which means   that   reports  should  be  »ade  by  cost 
centre»,  departments and  by  profit   centres. 
Responsibility  for each of  these unit» must  be 
clearly defined and only   those costa   (income, 
for which  the manager is  responsible must   be 
reported   (and budgeted)  under  his  responsibility. 
This   type  of  reporting  is generally   called  "respon- 
sibility  reporting". 
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2,     Ac t'Jíil   .-••,1111.s   should   bi- coapared  with   performance 
«t-€*î>at   monts.     This   type of   reporting  is  called 
"vai i .au •->  r ,-p<.i t ing".     Th>   performance  Meaaureaents 
that   -art-  appi i • %bl^,   differ  by  the category  of  the 
«•p^.',4ting  resulti,  for which  control   is   being  atteaptad. 
The-   tabi*«  t>»"l.jw   illustrates   the  perforaance •©•»ure- 
m*-nts  usfd   in  E.I.U.A.   •• 

Cat^gor y Ine 1udei Perforaance 
i»« su renient 

Vä ri ab Ir.» 4 semi 
variablf» costs, 
which vary with 
production aea- 
sured by job 
hours 

1)  direct   labour 
and variable 
overhead 

2)  direct  mate- 
rial 

Output uniti of pro- 
ductive  cost  centres 
multiplied by   budgeted 
f  rate/output  unit» 
of   the  coat  centr«* 

Estimated aaterial 
costs 

fixed costs of 
operations,   that 
are  not  affected 
by production 
within noraal 
range of   vo1uae 

i)  »daini«trat i ve 
»alarles, 
«xpenses 

2)   fixed  factory 
overhead 

Fixed  cost cantre 
budgets 

3)  sale« costs 

Cost of Training Traceable cost* 
of traini r»f 

Training budget 

Income and 
assets 

1) contribution 
aargin at 
target costs 

Master budget of 
operation« and 
Aid get ed Baiane«? 
sheet 

2) roturo 

3} net result 

4) return on 
«••et« 

CMsh flow Source of cash 
and us© of cash 

Cash flow budget 
and forecast 
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3. The significance  -JìuiiJd  be emphasised  in a way 
that   is  <.R-ar   arid  understandable.    Which awans 
that   reporting Must   te concent i a ted  on  figure« 
that   are significant   to  the manager  in steering 
hi«,  unit   towards   the objectives.     The   figures 
n»--ed  not  a) »ay*  be   in doUurs,     Graphic Charts 
•ust   not   be   forgotten.     We could   »urnarise   this 
criteria  m   thro*«  words;   few but  effective. 

4. Last   but  not   least:   the  reports must   adequately 
clíselos«- cost/volwse/profit  relationship*. 

THE ACCOUNTING SYSTEM  BEHIND THE REPORTS 

Although  the accounting  syste« »ill   be defined  as a 
next   sub-syst i«,    the decisions concerning   the  type 
of  the  syste« are  needed at   this  stag© because  the for* 
and  the efficiency  of   the Master Import of operations 
depend« on  the  type of   the accounting syste« uaed. 

The  reporting syste« proposed  requires all  accounting 
syste« designed   to tie consistent with «anageaent   infor- 
mation requirements.     Direct   (standard)  coating  is the 
accounting system underlying  this  proposal.    This 
accounting method  provides the «ear«  to deaign a  reporting 
syste«,  which is   consistent  with  the  criteria defined 
in previous  chapter. 

Direct  costing »oans  that we  »eparate  the  costs  into  t 
groups : 

wo 

- variable and 
fixed costs 

Variable coat »«aria  tho«e noets which vary  with  vol use   in 
a substantially  direct   and proportionate manner  and which 
will   be  identified  by  jobs as  defined earlier in  this 
report.     Other ruuaes u»»d are direct  cost«  or incremental 
product costs.     Variable coat«  in E.I.D.A.   are: 

- direct   labour 
- direct «a ter i ai   and 
- variable  overhead 

The di f ferino-  between  the sales  $ and  the   variable costs 
of »ales,   is  called contribution margin,  which  «hould  cover 
the fixed costs and give  the planned net profit  called 
"return"  in  thin  definition. 
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FiXOll    ««SU    di':    i   ••  •  i  so.ii  y     I    .    I   ., ; ¡              t,<.M.,  i ¡t >     t<> 

produce,      rhev   • \rir..  %ni,   th.     • -^     --J    ( ,«,,.  and 
not   with  the   .»* i      ,,f a   unit   <•»,    (- .i,   i    ,,,-j   t h- v   heat 

no direct   and   , a -,:. : \   eh ot « í   al.;. :-, t   on,hip « . t h 
the   volume   «.t   ¡o   . i ,. t;.,r,   .;,. t ,, \. ,n 1o h- »    com,.,   of 

fixed   Casti    aio   (iuii-1-ii Mhl       i-   10,1    .    .-, r   -       -»„r, il,v 
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The «ain aiivantaK''^  -'f   •<» »•< •t • .-K    '< 

1) direi.t   costing   piv»< «it»   t h»    «• la. i- re-i,,;»-,   .»t 
cost,   volume-   and  profit   in   4  mann, i   ••«!-, il\ 
under s t andan 1 o   by   a 1 1   manag, -m. n t 

2) the impact of fixe.J .-<.,{>, «.., („ t(» . » . i. a « | >• 

demonstrated . n th.- in. uni. »t,< m, = .; Míí,,| f.n 
E.I   DA,    a^   M-» , l. »    K   .. .t t    • ,i   o,,, o •« t o o,s 

3) marginai    i tc . -m- •   ini.tnuii-.n  M it.I-  ,   ¡n-.n..^ -m.-nt 
to   appraise   t h».  , ont. r i b«, f ¡., n,    .f    (|,,|ji   entres, 

jobs,   class.  -,   of   . ;i.»toim f -,   or   . t h» r    -, .jin.-nts   ,,f 

the updations   fo   the   proí i ta'.t i ¡ » ,   .,f    |-    ; . n  A, 

• s  a whole  without   arbitrar*»   ,J I I (..- ,» t t un ,  ,..»f   f^xei 
costs obscuring  th»    n.-->ult •>, 

Above we  have   di fined   the   tin..   •  d.t, not d^o,  of 

using direct   costui«.      Ili     x,^-    ,\   «,,t . in;-»tos  ,jnd 
price standards  gio-s   an  .ni.litioiuil   ad\anfano- 

4) thf rosponsibt 1 . t v  of   the   tot., ¡       .fite---   t...twc.cn 
budgeted   an«!   actual   return   • :o  ..o   ,,..»,,,, VH, »..,• 

between  dil'tcrmt   lune t s. .n»   tls   »-.¡¡(v»- 

i )   sales   l by   pit ota !    ; ••ut t, .» ) l '   ->}M.,e- i o i j j t \    o i 

• •od*,  i  -ú   , oiifio - 

hu i • . ..o   ncii gin  and 

t -. - - | «o n- i o i i • f \    ,. f 

Ul.l.lgOto.(l      He]   [j „g 

ii)  aunufantur i ng   (by   prof, i 
cent res/cos *   c en tri's); 

I '     -- fO.ti •   1. Ci  j   1 t )      of 

h nig« f • d   $   «ate   of 

< •u i. pu »   inn t.   ami 

t    .»pen» i bi i i. ty   of 

btjdKoted    f j. xcd 

i a    h.rv   overhead 
, ( . , t s 

li i)   pure has, in«   it, i   D.A. ) 

I v )   »da i ni s t r a 11. on  ( by 

prof 11   r t;nt res/c o.s t 
centres ) 

i   sp-;M» 'bili ty   of 
Ht if       pl'i ,- es   of 

•ii i et. t   material 

i '.espunsi to I ity   of 
twidgototi   admin. 
;..its 
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Standard  direct  costing gives  m excellent  basis for 
r»apon«ibility  reporting and variance   reporting. 

MANAGEMENT REPORTS 

841 ry  of   the   Reports 

Baaad on  the »bove mentioned  criteria the management 
reports  in E.I.D.A.   are as  follows; 

A.     For Director  of  E.I.D.A. 
1. Graphic  chart   of operations 
2. Agency's  Report  of  operations 
3. Balance  sheet  by  profit  c€?ntres 
4. Cash flow  forecast 
5. Inventory  report  by   profit   centres 
6. Governmental   budget   report 
?. Training  programme  report 

I.     For Directors  of   Centres 
i. Graphic   chart   of  operations 
2. Profit ccntr.s'   report  of   operations 
3. Variance  ^ri^ 1 v -, • s by  cost   centres 
4. Report  of  direct   labour  (B) 
5. Material   in process 
6. Inventory  report 

C. For  Chiefs  of  cost   centres  and   departments 
1. Cost centre's   report   of operations 
2. Report  of  direct   labour   (A-B) 

D, Fnr  tha Cost   Estimator 
1.     Report   of   completed   .jobs 

•42    Graphic Chart of   Operations 

Tha  purpose of  this graphic  chart   is  to give  to  the 
manaf-ar  the  first   overall  view of   the iiituatlon  and 
of  tha main reasons which have  caused  the  situation. 

The chart  will  »how; 

(i)     contribution margin at  standard costa 
- cumulative  variance from budget 
- monthly budget/actual   figure» 

(ii) return 
~  as  above 

(Hi)     net results 
- a«  above 
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(iv)     sales   f budgot/actual  as   cunulative 

(v)     variane» percentage of operative cost» 
mm cumulative and 

(vi)     variance percentage of  training costa 
at cumulative» 

143     Profit  Centre's  report   of  op-rations 

Profit centre's  report  of operations  is,   the 
basic report  of  the series.     The sain idea 
of the infornation in this report  is as  follow«: 

Profit  centr»"s report 
of  Operations 

Actual Budget  k 
Estimate 

Variance 

Sales 
Target  direct   cost   of 
•ales 

Contribution Margin at 
target costs 
(•) saie« volume/prie.« 

variance 
(•) aanufaeturing 

variance 
(•_) material  price 

variance 

Contribution Margin 
at  actual costs 
(-)  fined costs of 

admin, mft.lt sales 
(-) depreciation« 

Return 
(-)  training costi 

Net  Result 

X 

X 

I 

1 

X 

I 

X 

1 

X 

I 

1 

X 

1 

I 
I 

I 

X 
1 

X 

X 

X 
X 

I 
I 

X 
X 

X I X 

••turn on assists 
Contribution» Margin 
per job hour 
Value added per total 
hours used 
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Definitions, 

SalSS neaas  net   salos   billed   at   the  end  of   tin-  period 
+   internal   salii s 

mimi-tiimíl-UtíUt-<Jl-i¡téLi¡S        Target   direct   costs   will 
be  calculated   based   on   the  en«ineering   estimates   of   the 
required   direct   mau.Ti.il   rests   «ml   the   labour >rs   ot 
different   jobs   ami   based   on   budg.-t-ni   $   t atos-out put 
units  of   different   productive   eo>t.   centres, 

C2Dt£ibUiiaD-B»MlD-ai.i»Wfii-ßUSlä*  means   the  difference 
between  actual   sales   $ and   target   direct   cost   of   sales, 

Sales  volume/price  variance   (caused  by^sales_(JfPl   >   means 
tfië"dïîfërëncë~bëtwê?n"bûdiêtêa"ïnd" ion 
margin at   target   costs. 

iiOyiiCtUriDg_ïlClifiiifi-ls   the   difference  between  target 
and actual   direct   costs  of   different   productive  cost 
centres.      This   variance will   be  an,.'      -d   in more detail 
in  the   following   report   called  Variance An¡T-«is.     Com- 
ponents   of   this   variance  are;- 

material,   usage  variance 
variance   from  estimate 
rate  variance  which will   be defined   in 
more  detail   later 

iílSClil-B£ÍCe-¥iIÍlBSE_ÍSiMlSd-M-RlC£tliSÍOI.Dtil « > 
means   the  variane*»»   between   the   purchases  of  direct 
material   at   std-,   and   actual,   prices 

CODisit»uiioa-»argio_4C».'MJ-at-actuiil-CG*4ii is C-'M ¿ 
target costs e manufacturing and purchasing price 
variances. 

Fixed  costs  defined  earlier 

Depreciations   defined   in  budgeting  process 

ieturn  is  the  net  profit er  fixed costs 

Icaiaiag-eost»   are   traceable;  or  estimated  costs  of 
training which  would  not   exist,   if   E   I.D.A.   did  not 
have any   training  task. 

Net  Result   return minus   training   costs, 
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latum on assets  is th« ««in denominator of  the profitability 
of  the operations and  is calculated as; 

Return 
—       I     loo Total    Asaet 

Iil»f.ÌrtÌ»g.Mt-lSÌil_tiaMfl  it   is  the   rough denominator 
of  tlM productivity and is calculated as  follows: 

Salea «irais direct Material 
total hours used 

fh© for» of profit centre's report  of  operations is on 
mm  <3§).     (to th« following page is   the Agency's report 
of operation«,  which is  the SUMMI? of  profit centra's 
reports add«d by  th« E.I.D.A.  cost  infonaation. 
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, ,                 M. f .I)Tf!T P.E.D.C. 
lotit h        Ymmr 

P.P.T.C. K.C.I.C. 

E.M.T.C. W.I.D.C. 

»WIT CENTRE'S REPORT OF OPERATI UNS 

Current Month 

Description 

Year to Date 

Budget Actual (under) 
or over 

Budget Actual (under) 
or over 

SALES 
- external 
(-) intornai 

Total Sales 
(-) target direct 

cost of sales 

CONTRIBUTION MARGIN 
AT TARGET COSTS 
Variances: 
(i) sales volili»©/ 

price variance 
(ii) manufacturing 

variance 
Uii) Material price 

variance 

CONTRIBUTION MARGIN 
(C/JH) at actual coat» 
ÍC/M % of sales) 
(-) fixed coats in 

profit centres 
(-) depreciations 

RETURN 
(return on sales %) 
(-) training costs 

NIT RESULT 

i 

1 1 

lignificai figure«                   Budget Aotua 
••«•urn on assets 
Vaina» added per total hour» 
Training emtm  per training month 

1 New Forecast 

1 
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644     Varían. »   An* i y »i s. 

following   VH t i tn« es  will   he  analysed   by   profit 
cent res/cost   «'-etit res 

sales  v« •)•«»•'pr ici-  uifidiiM 
Material   usago   vaiian*.e 
variancf!   from »»st1mat"s 
rato   vài-i ante 
variances  of   fixed  op.   budgets» 
training   ~o  ,.   variances 

Définit ions - 

Sales   volume»-'price  variance  defined  earlier 

Material_usa|j»'  variance.      i hi s   variance   is   the 
difference   between  pro-calculated   (based  on 
engineering  estimates)  and  actual   direct  mate- 
rial   costs  at   standard   prr.os 

Variance   from Estimate;      this   variance   is  the 
3ïII5rinci~hêîîëëB~ëngifleering  estimate and 
actual   output  units multiplied   by   budgeted 
$ rate  per  output  unit 

5SÍS_XKiSS£i?       this  variance  is   the  différence 
between  budgeted  and  actual   rate   per  output 
unit   multiplied  by   actual   output   units» 

Variances  of   fixed  operational   budgets.     this 
vârïïlcê"îs~îfiê*f1ïffêrêîi"ë-riêîl'?pfi"î?ftial   and 
budge t ed   fixed   (o per a t i o n a I )  cos t s   i ne luding 
fixed   factory   overhead,   administrativo  costs 
and  sales  costs. 

Training cost variance. it is the difference 
between actual "iñcí* budgeted training costs of 
profit  centres» 

Variance analysis will   be  made   for  current 
month  and year  to date.     An analysis  of  direct 
labour efficiency  will  also  be made  m  this 
report.     The*  following data  will   be given 

«to 

(1) capac11 y  hou r s 
(2) manned hours 
(3) earned estimated job hours 
(4) actual job hours 
(5) estimated/actual ratio (j) and 
(6) utilisation ratio (4) 

2 
The   form of  variance analysis  report  is  on the 
following  page. 
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Maxtn Of i »AT t«M At      «•*«*! 

¥ARtA*4Cfc    AMAOf*i* 

b    >EAR   TO   DATTI 

».   SALI.*  VOL»»«*^   FfctCt 
VAUIAMCt 

2.   MATIKJA.!. y«Aôfc ¥AKlAMCf, 

»   VAfcAMt*  rOOM   l»TlMATt. 

4   RATI   VA*» AMC* 

S. ^ARIAMtt* Of   FlAlD 
«s»p. »UP*tra 

4. VI AT t «.i AL   PfctCf 
VAM.iA.MC« 

VA«. I AMC**   T©TA4, 
«-  lHI04tTTtO   »iTU»#ê 

• AGI UAL   MTU«,*» 

7.   TRAtN.MG CÖ»T VAÄlAMCt 

• fcaOÄiTTf©  -TKAIMitlG 

•   ACTUAL   Mr?   fctftOWT 
YtA* To oATk 

Â,   AM  AM Alt« l«  <?F TW1 VAaiAWCfc* »tlWftM   ACfw At  AMO  |»OO61TT{0   MiT   R.llUt.7« 

a   Ca*»tNT   W#WT* "TO"**», 
• 

».   %AtlS VObUHt /**»€& 
VABlArtCi. 

1 

*• HATIftlAL ü*A6f VAOlAMCt 

i. VAftlAMCl F*©*4  t»T»**A"Tt i 
4.   «ATI,   VA*iAMC€ ¡ 
». V Atti AMC** Of  ftmgO 

dp.   »ap&IT* 
6. WATiÄIAL   m.tCf 

VAM AMC* 
i 

•                VAR»AMC&%   lOTAk,        ! 
• Hwja#iTTtO   1ATUIHJ      1 

|         »   ACTUAL   »I.7URM 

;   7.  T «AI M INO  OAT VA*» AMC* 

* •»aOàtTTlD   TftAlMtMfc 
j             C©%T*                                         J 

1 

»    ACTUAL  MfcT   <**»0L*              ,                           , 
CÜ«.*.l>»T   *0*TM                        '                           i 

1                                    '-dt*—- 1 1 I„U'.',   "'   *-|  
i 

ft. AN   ANALISI*   OF   DlftiCT   UAfcOUft  USAÖE 

1   C^AfACITY   HOU»» 

2. PAMMiO HOUft«   OF 
D.fttCT   LAfcOUH. 

1. %TD    Ja» HOUR1 

4. ACTUAL.  JöA «©Lift* 

* MflWIATto/ACT^M. tATtO (%) 

6aTlL»*ATiaa   *AT»0 (<•/*) 
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645 Cost centra's Report of Opciations 

The- aain report concerni tig cluect labour and 
variable overhead on cost centre and department 
levels is called the cost centra's Report of 
Operations.  The for« of the report is on the 
following pag©.  This report shows variances 
between target and actual costs by natural 
account» both for the current month and the 
year to date,  ili© total variance between tar- 
get and actual costs has been analysed as two 
component s : 

- rat© and 
variance fro« estimate 



*5•al •^ 

\ 

43 

Month ¥©ar 

Cost  Oantr«/Ds>p«rtaa>nt/Profit Centre 

Responaibility of 

mwrnt « omATicNf 

current month 

mniRAi ACCOUNT 
year to date 

Budget 

Target 

Actual 
testa 

(under) 
or over 

Budget 
or 

Target 

Actual 
Costs 

(under) 
or over 

lag»« direct allow- 
ance to trainees, 
owrtimm  allarmilo« 
•te, by natural 
accounts 

TOTAL; 

ANALYSIS { 
IATI VARIANCE: 
VARIANCE FH(JM; 
ESTIMATES: 
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646    Other leports 

In this  Bias«   I  definition,  an atteapt  has b*en 
••de to define  in »or« datali«  the  four   tain 
reports: 

- graphic chart  of operations 
- Agency's report  of operation» 

Profit centre's  report of operation» 
- cost centre's  report of operation» 
- variane« anal y si« 

Th« name» of other reports tell  their purpoa«, 
They will  be defined in »ore detail  in the 
accounting «anual  to be written durimi imple- 
mentation phase. 
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VII ACCOUNT I NT. 

71        THE   PTRPOSK  AND   THh   CRI lïftïA 

In previous  SHct'íins   th«>   procedures arol   foras   for 
••king   budgets   and   for   reporting  variances   to   the 
•anageaent  have   been  described.      The   gap  between 
budgets/standard*  and  variances   reports   is art 
accounting   function»   which will   be defined   in 
this   section. 

The  prillar y  purpose   of  accounting   is   to 
accumulato and 
comunicate 

infornar ion "»sent i al   to   the understanding  of 
specifiable units.      These  units  »ay   take  any   for« 
fro«  integrated  corporate    structures   to   single 
products,   depending  on  particular  coherence 
requirement. 

One  of   th*» major  uses  of  accounting data   m   internal 
business management,   as  wo  have   found   Ln  the  previou» 
chapter.     However,   other  uses  of  accounting data must 
not  be  forgotten.      The  Minister  ol   Finance  is   interested 
in  information which  is  on a cash  flow   basis  and credi- 
tors  and  debtors  must   get   the data   they   need. 

The tin criteria  of   the   E.I.D.A,   accounting   system  are; 

(Í)     it  must   be   flexible   so   that   it   un   provide 
information  to   both   internal   and  external 
i nteresi s. 

(ií)     the  system muüt   fill   the  requirement!,  also, 
if   fc.l.D.A.   should   he   an independent   unit. 

(ili)     the use  of   modern  accounting   techniques  Must 
be carefully  considered,   but   the decision con- 
cerning accounting  process  is  to  be  based  on 
sound cost  benefit   analysis.     However,   th© 
change fro«  the  current  hand-written system 
must  be mad©  step  by  step» 

73       TME  TASKS 

Accounting is  concerned with classifications,   accumu- 
lations,   control  and  assignaient  of  costs  and  other 
financial  information»     This  information  is  classified 
according  to patterns»  of   behaviour activities,   processes 
to whfch  they  relate,   jobs   to which attach  and  other 
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categories,  depending  or.  ».be   typ*-  of  measurement  desired. 
Fro«  this  da M   •In- accountant   calculates,   reports   and 
a«aiy»«s   tne  perfoiman; e  <»f   operating  functions.     He also 
prepares  data whit h  will   assist  management   to establish 
plana  and   to  select   l>ot<*->en   alternative  courses  of  action. 

In general,   the   Us.c   tasks  can be  established as 

provide  informât ion   lor management   control  of  operation» 
and activities 
provide infornati on   for  external   use 
provide cost   data   for  income measurement  and  valuation 
of  assets 
provide  information   for management  planning anil  decision 
•aking 

The  fulfilling  of  these  basic   tasks   takes   place  through 
using special   record s,   Methods  and   procedures.     These  consist 
of; 

chart  of accounts 
budgets and  estimates 
financial   records  established according   to 
information  requirement 
operating methods  and  rules  for  gathering, 
•««•arising  assigning and   reporting of   this» 
Information 

By  employing  these media  the   task  of   the accounting function 
can be classified   .nto   individual   activities,  as   follows: 

distribution   and   su nun* >'i >*a t I on   •>!'   . est-»,   revenue  ami 
other   financial   transactions 
out put  accounti ng 
determination  of   target   cost1»  oí   productive cost 
centres  based  on estimated  job hours and  budgeted 
$ rat©/job hour 
comparison of  actual   costs,   income  and   level  of  assets 
with measurements   like estimates  and budgets,   that  »re 
to produce  the variance  report»  defined  earlier 
preparation and «ainfenan.ee of  E.I.D.A.   books  and 
financial  statements  for  internal   and external   purposes 
assisting in and compilation of  operational  budgets 
preparation  of  special  cost  studies  for  decision« 
making and control   purposes 
property accounting 
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13       CURRENT ACCOUNTING AMD REPORTING SYSTEM 

Tti«  following «re  the  accounting records  kept  by   the 
account«  section of E.I.D.A.;- 

1. Cash receipt   book 
2. Cash payment   record 
3. Sales journal 
4. Debtor« Ledger 
§. Inventory  book 
6. Store Ledger cards 
7. Como itment   book 
i. Expenditure control  sheets 

Matching 

The account« section will receive a copy of the supplier 
delivery order fro« central «tore or the appropriate work- 
shops that food« received are in order.  Meant ISM», the 
supplier invoice« will be channelled to the account* sec- 
tion for payment».  The delivery order» will then be «atened 
against the purchase orders and the supplier invoice».  The 
price, quantity and the expenditure will be checked. After 
being satisfied that the invoice« are in order, they will be 
sorted according to the name of the suppliers. 

Payment and Receipt 

After sorting the invoice«, a cheque voucher will b© pre- 
pared for each supplier. The Financial Assistant will check 
through the cheque voucher» and initial each cheque voucher 
after being satisfied that the payments are in order.  A 
clerk will register the expenditure on each vote head before 
he will forward it to the Head Office finance division for 
payment.  A copy of the invoice» will be extracted and filed 
according to the date of payment.  At the end of each month, 
the Finance Division will forward a statement of expenditure 
to the account» section E.I.D.A., for reconciliation with the 
expenditure record». 

Ail cash la received in the account« section. A cash receipt 
book is used to record all cash collected.  The cash together 
with the receipt book will b© forwarded to Finance Division 
once a day for banking. 
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Invoicing  «imi   Debtors   ledgers 

When •   .Job  in  compi.--t ed and  (telìw-rwl   to   the rust outer, 
th© production  contro!   section oí   the centre will   for- 
ward to  the accounts   section a  copy   nf  the delivery 
order  together  with   the job esti«ates/actual  cost 
sheet.      Baaed   on  the  delivery   order   the  invoice   is 
prepared   in  five  copies.     Two  copias   for   th"  rustoaor, 
one copy   for   th«?  centre,   one   copy   for Head  Office 
Finance  Division and   the  last   copy   for  the  accounts 
Section.     A clerk will   book  the  invoices   in  the  sales 
journal.     At   the end  of   the month,   a  sumar y of   the 
•onthly  »ales  position will   be  given   to  the centres. 

Fro« the  »ale»  journal   and  the  cash   receipt  book   the 
appropriate entries  arti «ado   in  the  debtors   ledgers. 
Other  adjusting  entries  frota Head   Office  arni credit 
note»  are  also  posted   in  the  debtors   ledgers,     At   the 
end  of   th© month  a   list   of  debtors   balances  »re 
extracted and  reported   to  the  respective centres. 

Payroll 

At present w© have 3 categories of staff, hourly rated, 
daily rated and «onthly rated.  The time-keeper' is 
responsible for all the attendance of the 3 categorie» 
of staff.  At the beginning of each month he will issu« 
a tint© card to each of the daily and hourly rated staff 
who will have to clock their daily attendance on the 
time card. 

At the end of the month, the time-keeper will collect 
all th© time cards and compute the time or number of 
days worked.  The overti«e taken is also computed in 
the same time card.  The accounts section will work 
out th© following.« on each of the finte cards;- 

a) th© total gross salary 
b) th© CPF Contribution by employee or 
c) other salary deduction if any 
d) th© net salary 

»ployer 

Th© ti«© cards will then be forwarded to th© H.O. Finance 
Division for payment. 

For «onthly rated staff, no computation of salaries is 
required.  The H.O. Finance Division will prepare the 
paysheets. 
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However, the E. I.D.A. accounts section will be responsible 
for disbursing »11 the wages snd salaries to the E.I,O.A. 
staff. 

Other« 

To ensure that the purchase of goods do not exceed the 
budgetted expenditure a commitment book is used to register 
every ite» of expendi turo. 

Goods «re ordered and received in Central Store.  Th© Material 
ledger card» are used in this cuse to record all aoveawnt of 
goods in quantity and in value. 

iry of Reports 

1. Monthly cosasi tuent report 
2. Summary of suit erial issued by Central Store 
3. Monthly Sales report 
4. Debtor« balance report 
5. Cash collection report 

74  Tul CONCEPT OF TOE HEW ACCOUNTING SYSTEM 

?41 SYSTEM MODULES 

MABC-systea, which will be part of the comprehensive* 
planning and control system of E.I.D.A., ha» been 
defined in three sub-systeas: 

- budgeting 
- management   reporting awl 
- accounting 

Management reporting ha» been defined separately 
because of its importance to the aain user of infor- 
mation - the management.  Th© point of view in this 
definition is that of the management. 

Now we will define how to produce these reports and 
how to fulfill the other task» required. The point 
of view is now that of an accountant. 

Th« E.I.D.A. accounting syst©» corniti of four aain 
syst©« modules; 
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Module 1  - data collection and grouping  I 
Modul® 2 - data collection and grouping  II 
Module 3 - output/cost reporting by jobs and 

cost  centres and 
Module 4 -  top nanagfment   reporting 

The general  system flow has  been described on the 
following page. 

741    Input Data 

Input data of   the accounting sub-systen is either  the 
output of othor sub-syst ens or external/Internal 
preliminary data.     The sub-system» which will give 
information are 

- budget ins 
- payroll 
- purchasing and inventory  control and 

production planning and control 

The budgeting aub-syaten has been defined earlier as 
a part of MAIC-System.     Th© other sub-systems will   be 
defined during Miase  II. 

The budgeting  sub-systen will give an input  data  to 
Module  II Monthly cost centre budgets of non-productive 
cost centres and standard   $ rates p«r  standard job hour 
ill productive cost  centres.     Both of  the« are th© output 
of th® budgeting process»     Th© budgeting sub-ayste« 
«ill give an input  data   to  the module   III »aster budgets 
of operations  both of l.I.D.A.  and Its  centres. 

Payroll  and purchasing and  Inventory control   sub-system« 
»ill give detailed data by  jobs and by  cost  centre«  to 
the nodule II  and data by   profit centres to  th« module   I. 

Production planning and control  syst©« will  prepare the 
••tinated job hours by jobs/cost centre« and estimated 
••ferial  cost« as an input  data to the module II. 

Module I give«  the dotailod expanse data (except  payroll 
and naterial  data)  by jobs/cost  centres/natural  account» 
to the nodule  II and keep«  itself on general   ledger cards 
expense accounts on profit  centre/natural accounts  level. 

743    The Process and th©  file» 

The accounting as a  process Is a combination of: 
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- accounting ««chine 
- computer and 
- «anual 

operation«. 

An accounting «achin« with paper   tape recorder will  be 
uaed  in aodule  I   to «alntain gfrwral   ledger  card«,   debtor' 
creditor cards and card«   for governmental  accounting 
purposes if needed.    Th©  ©upen»© accounts of  the generai 
ledger are on profit centre/natural   expenses account 
level.     Detailed expense  information by cost  centres 
and Job« will  be  punched on the  paper tape as a by- 
product of accounting »achine operations.     Th© 
accounting «achine «ay be used by other systems  too. 
Module  II and  III  are computerised opérations.     The 
input   ia the paper  tape produced by aodule  I,   payroll 
•ub-ayatea and purchasing and  inventory control  sub- 
system.    The output  la variance/responsibility reporting 
on job and cost oeatr© level. 

As described earlier th« number of jobs will  be appro- 
ximately lO,O0ü/y#ar and   the nuaber of coat  centres 86. 

The computer operation» will  b© done by th© outside 
computer centre,  who will maintain job and cost centre 
data in the coaputer file.     The coaputer centre will 
also take oare of  the responsibility of prograaaing. 

Top management reporting on profit centre and agency 
level Is by »anual operation. As defined earlier, s 
of the top management reports  are graph!,   „hart*. 

?i       CHAJtT Or ACCOUNTS 

The »art of accounts 1*   the method   through which it 
should be possible  to identify  and summarise  financial 
data of I,I.D.A.   so that   financial  report» can be 
prepared accurately and on time.    The chart of accounts 
consists of a coding syataa and  posting instruction». 
The aaln principles of th© coding systea will  be defined 
in this chapter.     The posting instructions and the 
detailed coding syste» will be defined in accounting 

tl  prepared during Phase n. 

TS1    Criteria of  th© coding syste« 

Following requirements aust   be set for  the account 
coding 

(i)    it aust  provide  possibility  for classification 
by various characteristics 
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(ii)     It   must   be   flexible   to   ailow  modifications 
to   the «atería I   to  be  coded 

(ili)     it  must  provide   the  possibility  of   sorting 
into  a wanted  sequence   tot   the  computer 

(iv)     it  Must   be   logical   to  pnude   possibility 
for  «»arching in   the  files 

(v)     it «ust   be   simple   to  facilitato clerical 
operations 

(vi)     it «ust  be  acceptable   to E.iJ.B.  and  E.I.D.A. 
personnel. 

751    Contents of the  code 

Bas«d on above mentioned criteria   the account code 
«»ber of  E.I.D.A.  will   consist  of   four   basic codes 
and   th© code of   sub-account   if needed.     Basic codes 
are 

- account   class   (1  position) 
- profit  centre  code   (I  position) 
- department/cost  centre code  (2  positions) 
- natural  code   (2 positions) 

Account classes arc• 

0 = assets 
1 « liabilities 
2 » income 
3 » expenses 

Aw«t, liability and income accounts will be defined 
for each profit centre and expense accounts for ©ach 
cost centre. 

Profit centre codes are as foilc*s- 

1 EIDA ««in office 
2 M.I.D.C. 
3 P.P.T.C. 
4 I.C.I.C. 
5 W.I.O.C. 
i l.M.T.C. 
7 P.E.D.C. 

Department/cost  centre  has  two positions.     First 
on«  ia department  cod©  and  the  second one  is coat 
centre code. 
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lach account class is divided  into natural  accounts 
a» follows:- 

Assets; 
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01-09 
IÛ-1S 

ao-2§ 

30-3S 
40-4Ì 
50-SS 
iO-iS 

T0-T9 
•0-8» 
90-9» 

Cash and  bank accounts 
Account«  receivable   <• customer »umber 
in »anual  register) 
Inventories   (+ unit  nuaber in inventory 
control  ay stesi) 
Prepaid «upen««« 
Non current asseti 
Intangible assets 
Land (* object nuaber  in «anual property 
register) 
Buildings   (• object  nuaber) 
Machinery and équipent   (* object  nuaber) 
Open 

Liabilities 

01-OS 

10-9» 

Account» payable  (• vendor number  in «anual 
vendor register) 
Open 

Ine 

01-OS 
10-lt 
30-29 
30-3Ì 

01-4S 
so-as 
«-it 
TO-99 

Sal«» of product« 
Sal«* of by product« 
Sales of property  (+ object) 
Open 

Expenses 
Intar-departaantal transfer« 
Variances 
Opun 

Äib-account» 

Work order account«  (3 position«) «r© used for 
controlling: 

- Job eosta 
- inveataent expenaes 
- east of larg» reparation» 

Am aeiitioned aar llar detallad coding ays tea and postín* 
^trwotion. win b. defied in accounting aanuaid«^ 
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