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CONCLUSIONS

The Cost Accountancy system as applied by "SIDERPERU", complies
with the generally accepted accountancy standards in respect to
cost calculation in steel manufacturing concerns. The system
adopted is the direct cost system. The accountancy data and
information obtained enable to gather a reasonably accurate
opininn on the financial position in compliance with auditing

and control principles.

The information is supplied within a normal time delay: two wecks
after the end of the month. Statistical data are fairly abundant

but they do not result in a good information processing.

Cost control is still obtained in an incomplete and too static
form, so that a quick and conclusive appraisal of the operation
of the concern is not possible. Such as it is, it is not a "tool
of management". An analysis is required to take immediate action.
The historical analysis, which is presented, as compared with
budget data, lacks dynamic appraisal. The information reaching
the responsible parties of the production is not an incentive for

really acting with "cost consciousness".

In order to obtain a higher productivity, it is essential to

promote plain control systems but with direct impact and to stimulate
a "cost philosophy" based on promotion, while the goal always remains
the optimal utilization of the resources made available to the

Concern.

In order to achieve this goal, a narrow collaboration between the
accountancy staff of the Cost Department and the engineers of the
Production Departments is imperative. For this purpose, the exact
interpretation to be given to the information supplied to the

interested parties will be indicated.




The information and the analysis of the production results should
not be interpreted in any confused or negative way. Moreover,

useless administrative work will be avoided.

The Management will receive daily, wecekly and monthly charts,

many of which in graphic form and indicating: Production levels,
Production standards, Standard costs and their relative variations.
The cost control will essentially be performed as an exception

from standards.

It will be indispensable at short notice to give a specialized
training to the persons and technicians in charge of cost control.
Due to the fact that such persoas will have to perform most of
their work in the plant, it is imperative for them to have a

perfect knowledge of the production process.

We insist that these costs controllers will do their work in the
actual costing devision of the plant itself and not in a separate
accounting division of the production department. This means that
the costing control should be carried out at the lowest level of

operations if it is to be efficient.

During our stay in the Concern, we have had the opportunity of
giving lectures to the senior stiff and medium level staff. The
latter referred more particulaily to cost control and financial

analysis (see appendix).

No cost system, however good, will reduce costs or improve the
economical results of the Concern unless it is actually used

for measuring and controlling the efficiency.




1.2

1.3

1.4

1.5

INTRODUCT ION

The cost system now in use was introduced gradually since
1960 and is inspired for the major part by the cost system

applied in similar North-American and Chilean plants.

It consists in calculating a separate cost for every
manufacturing process, while making a clear distinction

between the cost of the raw materials used and the manufacturing
cost. Both for raw materials and manufacturing costs, a cost
per produced ton is calculated. By adding both, the total

cost per ton of the finished or half-finished product is

obtained.

Only the direct costs incurred during the process, increased by
the direct assigned services, are considered as manufacturing
cost. The total cost does not include the following items:
Depreciations, Financial Costs and General Administration Costs,

Therefore the adopted system can be termed as "direct costing'.

Finished and half-finished products are inventorized at direct
cost. Half-finished products are transferred to the following
processes on the basis of direct average cost, as shown by the
monthly valorized inventories.

For balance purposes the inventories of finished and half-
finished products are also appraised at direct average cost.
In future a clear distinction should be made between finished

and half-finished products for cost evaluation purposes.

Before tackling the accounting processes, some comments should
be made regarding the Organization Chart and the Plan of

Accounts of the Concern's Cost Accounting.




2.

2.1

2.2

2.3

ORGANIZATION CHART

We are reproducing in a summarized and partial form the
Concern's Organization Chart, as approved by the Top Management
and which is still in force. We are merely reproducing the
part referring to the operational centre of Chimbote.

The codes pertaining to the Production Accounting Plan appear

next to the Cost Centres.

There is a job description which is revised from time to time

for the purpose of establishing job appraisals,

The Organization Chart clearly shows the importance which
the Top Managers have given to the Cost and Budget Control
Department, which they consider as a staff function directly

under the General Management.
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3.

3.]

3.2

3.3

3.4

PRODUCTION ACCOUNTING PLAN

A new Accounting Plan was worked out and introduced on the
first of June 1972, The restructuration of the old plan

was justified by two inperative motives: A more adequate
adaptation for data processing by the computer and the startup

of new manufacturing processes.

The products Accounting Plan is entirely separated from the
Accounting Plan of the General Account ancy (Balance sheet

and Loss and Profit Statement).

The production Accounting Plan makes a clear distinction
between the "cost centres" or responsibility centres and the

various "cost headings" viz. expenditure by nature.

- The “cost centres" answer two crileria:

. Where did the cost occur?

+ Who accepted the responsibility?

- The "cost headings" indicate the class of the incurred

costs.

The Cost Accounts Centres have five digits. The first digit
indicates the operation centre, inthis instance the Chimbote
operation centre = 0, and the Lima office = 1. The folloving
digits indicate a production centre, a manufacturing process,
an auxiliary department of manufacturing or administrative

services. The last digits indicate the sub~division within

a main centre, whose responsibilities however can be deternined

and delimited.




3.5 In the form of a summary, we are showing below the Plan of
Accounts with its four last digits without itemizing the two

last ones.

Account  Number Responsibility Centre

Lima_Office

1100 Board of Dircctors

1200 General Manapement

1300 Ceneral Scoretariat

1400 Administration

1500 Planning and Development
1600 Materials

1700 Finance

1800 Sales

1900 General Expenses

2100 Manageuent

2200 Executive Secretariat
2400 Overhead Expenses

2500 Cost and Budget Control
2600 Lepal

2700 Quality Control

2800 Fngiucering Projects

4100 Industrial Belations




Account Tunher

4200

4300

4400

4500

4600

4700

4500

4900

5100

5200

5300

5400

5500

5600

6100

6200

6300

6400

6500

GHOD

6700

6500

Responsibility Contre

Chivbote Operstivnal Centre

Persome]

Training

Safety and Tadustrial Health
Pay-roll Administration
Comiunications

Labour Relations

Assictance and Social Welfare
Variou. Industrial Kelations
Finance

Accountncy

Treasury

Financial Analy:is

Time Control

Statistics

Materiale

Purchanes

Control of Materials
Warchouses

Finished Preducte Warchouses
Maritizo and Ca-tos
Transport of Matorials

Salvage




Responsibility Centre

Chimboto Cperational Centre

Operations

Foundry

Tron Plant

Steel Plant

Rolling of Commercial Products
Rolling of Plat Products

Hot Rolling

Cold Rotling

Calvanizod Products and sheets

Finishod Products Dopot

Technical Services Dopartment

Ceneral Workshops
Refractorios
Automot 1on and Instroment ation
5500 Transport «
9600 Auxilioary Services
Electro-"cchanical Maintoenmen

Civil Vorks Maintenance




Sub-accounts or "cost neadings' are indicated with three

digits. The first digit indicates the nature of the expenditure;
the two last digits specify the item or classification more

in detail,

The cost headings in summarized form are:

Sub=-account Numbor Cost Heading

100 Normal salaries and wages

200 Salaries and VWages - Overtime
300 Various materials

400 Various sparc parts

500 Reserves for Coating and Replacement

of Operational Lquipment
Purchiased Services
Sundry expenses
Assipned Services

Raw materials




COST ACCOUNTANCY

Accountancy Information Flow

The information flow received from the aarious plant
sections can be drawn up as follows:

[ COST CENTER

Direct Information

LABOR

Indircct Information

Reserves for Coating

and Replacement of
Equipment

Purchased Services

MATERIALS -

VARIOUS SPARE

Sundry Expenses

PARTS

OPERATIONAL COST

( RAW MATLRIALS

MANUFACTURING COSTS 1 l ASSTGNED SERV, ]

]

TOTAL PRODUCTION COST DIVIDED
BY PROLUCTION = UNIT COST




4.2 Cost Diagram

The cost diagram shows the various processing stages of the

account ing information.

4.2.1 The various components of manufacturing cost:

Labour

Spare parts and Materials
Deferred Costs

Operation Reserves
Transfer of lMaterials

Sundry expenses

go toi

Manufacturing Costs (direct cost element)

Inventories (transport and handling)

Overhead Costs (indirect costs)

Plant extension and work—orders (fixed assets)
Assigned Services (for appropriation to those mentioned

above)

Raw Materials:

Raw Materials

Half-finished products (raw materials of folloving process)
go to:

Production Costs

4.2.3 Manufacturing costs

go to:d

Production Costs




4.2.4 The Production Costs

go to:

Finished Products

Half-finished Products

. inventories
Work in progress ( )

Manufacturing scrap
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4.3 Sequence of works carried out by the Cost Department

l‘. 3.‘

The information (basic documents, production records, service

distribution, etc.) coming from the cost centre, after having

been analyzed by the responsible pecople of this centre, is
sent to the Cost Department either directly or through the inter-
mediary of other departments, as in the case of the Job Cards

(Time Office).

In the Cost Department the basic documents are classified
into cost headings and control is carried out in respect

of the exact appropriation of the cost centre.

As soon as the basic documents have been analyzed and checked,
they are passed on to the computer for processing (see data

processing).

The Cost Department checks the appropriation of the maintenance
and of the assigned services. The appropriation is calculated
on the basis of production units (hours/men, Kwh, cubic meters,
etc.) or in predetermined percentage. The computer calculates

the amount of the various appropriations of the assigned services.

The computer supplies listings classifying the costs per "cost

centre" and per 'cost heading'.

The Cost Department draws up the accounting entries which

register the transfer of the manufacturing costs and of the
raw materials to production costs, which in turn pass on to
finished products, half-finished products, work in progress

and manufacturing scrap.




inventories of raw materials, finished products, half-finished
products and manufacturing scrap are drawn up at the average

price.

Inventorics are calculated on the basis of the production

records or warehouse incoming and outgoing vouchers whenever

finished products are rcferred to.
The sales of every month are listed by the computer., The

Cost Department checks the sales with the shipping documents

and the outgoing warehouse vouchers.

4.4 Basic Documents drawn up by the Cost Department

As shown in the Cost Diagram and by the Sequence of performed
work (see 4.2 and 4.3), the Cost Department draws up the

following basic Documents:

4b.4.1 Op

are drawn up for every cost centre:

Production
Services
Maintenance

Administration

Production Cost Charts

arc drawn up for every manufacturing process and include:
raw materials, manufacturing cost and assigned services.

These charts show separatcly the costs and expenses, the

tons produced and the cost per ton,

In both charts the budget data and budget variations are

included.




The production cost charts are drawn up for the following

processes:

Iron Plant

Steel Plant

Bar Rolling

Foundry

Rolling
Flat products

Elkem Furnaces
Blast Furnace

Ingot-mould machine

Electric Furnaces
L.D. Converters
Ingot casting

Continuous Casting

Blooming Mill
Bar Rolling
Wire Rolling

Ingot mould and plates

Duo—-quarto Rolling Mill (as duo)
Duo-quarto Rolling Mill (as quarto)
Steckel Mill

Oxipropane Cutting Line

Pickling

Hot Cutting Line

Cold Reversing Quarto Rolling Mill
Tempering

Cold Cutting Line

Continuous Calvanizing lLine

We include an example of the used charts (in reduced form).
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Control Accounts for Valorized Inveutories

The functioning of t s¢ inventory accounts is desciribed

under 4.5.4,

Statistics and comparative cost information for Top Hanagencit

Managercent and Staff

These statistics essentially reflect the variations between

actual cost and budgeted cost. They were submitted to the

Top Management in July 1972 but unfortunately they mercly

covered the first four months of the year (January - April

4.4.4  Accounting Registers: In order to link up with the general

accountancy, the Cost Departiwnt draws up the accounting
registcers (called "polizas") in order to enable the gencral
accountancy to balance its inventory accounts and "costs"

(account 5900)

The registers are:

Wages and Salaries

Reserves and Social Laws

Operational Keserves = Refractories and rolls

Spare Parts and Materials = outgoings from warehouse
Defcrred expenditure

Ingot moulds and base plate wovenents

Distribution of operational costs: to products, to work in
process, to reserves, to local sales costs, to gencrul
operation costs,

Transfer of production costs




Frample

Operational Cost

Distrilbution:

OTPER CUUHIRT ACCOULS

FINISI D PRODUCTS

HALY- 1 10T SHED Provvers

B SRR

RAW MATHRIALS

REFRACTORTLS
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Investuonts ~ Fixed Aesets

Miscellacous
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Heat ing furnaces
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4.5 Special features of Cost System

4.5.1 The cost accountancy and the general accountancy are linked
up through the "Costs to be allocated" account (account
5900 in general accountancy vhich works as transfer account

for the manufacturing costs).

4.5.2 All costs pertaining to transport or handling of raw materials
or products are charged to the relevant raw materials or
product account, and intervene in the calculation of the

average price at every month's end,

4.5.3 Labour is controlled by the Tince Office. On the basis of
the clock card, the job card is drawn up; the latter indicates,
apart from the name, the worker's registration number, the
workin_ hours per day and the cost centre as per Plan of
Accounts,
The exact account allocation is checked in the Cost Department
prior to sending thewn to the data processing, but no actual

physical control by the Cost Department is effected.

4.5.4 The raw naterial and product inventories are calculated
monthly in the Cost Department and a new account is drawn
up every month, In the account repreduced in the Appendix

are mentioned separately:
The Initial Inventoryt Balance of Previous Month

Incomings, Adjustments and Production. Also the expenditure

referving to assignment of trensport and handling.

The Consumption: Outgoings of the month

The Final Inventory




4.5.5 Every month reserves for coating and repair of operation
equipments are charged to themanufacturing costs account,

viz.:

Rolls for the Blooming Mill

Rolls for the Commercial Rolling Mill
Rolls for Rolling Flat Products

Ingot Moulds and Base Plates

Copper Ingot Moulds

Guides for Steckel Furnaces

Tempering Bells

Bearing for flat rolling rolls
Bearing-supports for flat rolliug rolls
Refractories

Shears

Copper clamps for electrodes

4.5.6 We have already mentioned that the costing system is a direct
costing system. To obtain a complete integrated costing systen
we should need the depreciation figures. These figures are
not available and at this moment it is impossible to specify
the depreciation figures for fixed asscts per production
process as there exists no detailed inventory of the fixed
assets. The Accounting Departnent is working on the
esthablishment of this inventory, according to the norms

recomacnded by the consultants. This indispensable work will

take some considerable time.
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4,6 Data Processing

- 2()..

4.6.}

4.6.2

For data processing, the equipment in use is an 1BM 360-20

model 5 computer.,

The works perforned by the computer in respect of costs

arc the following:

Direct Charges

Pay roll = Cost Headings 100 and 200
"Salaries, wages, overtime, allowance,
social laws and various provisions'.
The payroll is calculated and listing
of the distribution of labour are

produced,

Cash and Banks = Cost heading 600 "Purchased Services"
and 700 "Sundry expenses" for the
purpose of allocation to the various
cost centres — the same data are used

by the General Accounting Department.

Warehouses = Cost Heading 300 "Materials" and 400
"Spare Parts". The movements of
materials and spare parts inventories
are registered and the average prices
of all warchouse ingoings arc calculated,
The allocation to the various cost
centres are also performed. A new

codification for all materials in warchouses

is being preparcd at present.




B qWL

4,6.3

4,6.4

Operation = Cost Heading 500 "Operation Reserves".
The monthly charges as well as their
allocation to the cost centres are

calculated.

Indircect Charges

Assigncd = Cost Heading 800 which includes:

Services Oxygen, Gas, Air, Steam, Water, Petrol,
Electricity, Heavy Equipment, Laboratory,
Repair Shop, Workshops, Foundry, General,
Administration Services, Vehicles,
Automation, Electric Maintenance,
Mechanical Maintenance. The amount

allocated to each centre is calculated

on the basis of the supplied units.

A statcment is drawn up, showing the original account, the
relevant account, the consecutive distribution number and

the amount.

On the basis of this information, monthly listings are drawn
up, which record all operations of the month in detail per
account and sub-account.

Statements are also drawn up which summerize for ecach account
and sub-account the direct charges or the direct and indirect
charges.

The statcments appear in the following form:

ACCOUNT SUB-ACCOUNT DESCRIPT TON AMOUNT

The various statements are used by thce Cost Departinent for

establishing the operation cost sheets.

In the following point, we are presenting the Flow Charts

and the job snecifications.
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LABOR RECORDS

PLANTS PLANTS PLANTS

TIME

JOB

PROCLSSING PAYROLL

"

PAYROLL
DISTRIBUTION

LABOR
COSTS
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CASH AND BANKS

TREASURY

CASH VOUCHERS

PROCESSING PAYROLL

CASH COSTS
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WAREHOUSES (MATERIALS AND SPARE PARTS)

SPARE PARTS
WAREHOUSES

OUTGOING
VOUCHERS

PROCESSING

DISTRIBUTION
OF
MATERTALS

WARFHOUSE
LEDGER

WAREHNOUSE
COSTS
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INVOICES UL

ACCOUNTING
DEPT.

INVOICES

e

PROCESSING

INVOICE
LEDGER

COSTS INVOICES
DUE




-

ADDTLION Y AND ASS LD COSTS

COSTS

REPORT
ADDITIONAL
CHARGES

REPORT
ASS1CHED
SERVICES 77

COSTS
OTibR CHATCES

DISTRIBUTION

/ o
/ ASSICENTS
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5.

POSSIBLE IMPROVEMENTS 10 PRESFNT SYSTEM

In spite of the fact that the system now inuse corresponds
with acceptable and exact accounting standards, Management

of the Concern wishes to have the accounting information
presented in a more dynamic form, so that at any time the
actual productivity and the efficiency of the production

can be measured.

To achieve this aim, a better collaboration between the various
departments in charge of the control and the appraisal of the
economic activities is imperative., The departments concerned
are mainly but not exclusively the Accounting Department, the
cost control department, the internal audit department, the
production programming department, the quality control and
the stores department. It would be necessary to draw up as
soon as possible a description of the activities and responsi-
bilities of said departments, to discuss the same and acquaint

the interested partics with them,

Although recently a great effort has been made in this sense
this team work does not lead to an optimal utilization of the
manpower. This can only be obtained through a training program
for the medium staff personnel. It is essential that this
program should comprise the accounting and the production
departments in the largest sense. No industrial enterprise

can expand at such a rapid pace, as is the case with SIDERPERU,
if it has not at its base a well organized administration

which is understood by all.
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It would also be very profitable to have a department of METIODS

& SYSTEMS, which should have an advisory function and be composed
of technicians, industrial engineers and accountants or economists.
The department should have no other task than to study the problems
of industrial and economic aspects in the enterprise itself,

and should not go into daily routine matters or interfere with

the executive work.

Organization Chart

The Organization Chart could be amended by integrating the
Cost Department as Management function at the executive level
and no more as staff function. The Budget Department would
work as a body independent from cost control and one of its
main tasks would be to secure the collaboration of the various
departments of the Concern for drawing up the budget and to
keep in touch with the Ministry of Industry and Commerce (OSP).
The Cost Control Department's competence would include a daily
and effectual contact with the production departments. The

organization chart would be amended as follows
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The Cost Control Department's main activities would

include the following sectors:

COST CONTROL

- Production Reports

- Cost Distribution

= Inventory Control

- Calculation and Control of Manufacturing Costs

- Calculation and Control of Services and Maintenance
- Calculation and Control of Production Costs

- Control of Accounting Procedures

- Cost Statistics

It is however indispensable that this work is for the main part

done in the production areas.
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5.2 New Plan of Accounts

5.2.1 The new plan of cost accounts, which has been introduced

on June Ist. 1972, gives a delimitation of the responsibilities

of the various activity sectors of the Concern.

It is possible that in the codification too much emphasis has been
given to departments which are not directly productive. A modi-
fication for the moment might entail difficulties in the
application, more particularly in the data processing department.
However, it should also be borne in mind that a Plan of Accounts
requires flexibility and must adapt itself at any time to

the economic requirements of the Concern.

5.2.2 The Plan of Accounts of the general accounting should be
urgently revised in order to adapt itself to the data
processing. A few months ago the Internal Audit Department
made a study in this connection and submitted a preliminary
project of the "Accounts Manual" in compliance with the
plan of accounts drawn up by CENIP (National Productivity

Centre).

In broad outlines the new plan looks as follows:

I1st. Class - Balance Sheet Accounts from 1 to 5 as follows:

Assets =
1. Current Assets

2, Inventories

3. Fixed Assets

Liabilities =
4., Current Liabilities

5. Long term debt and Capital Accounts
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2nd. Class = Income Statement Accounts
6. Receipts
7. Expenses

3rd. Class = Profits and Losses

8. Results

4th. Class = Cost accounts

9. For use by Cost Department

5th. Class =  Sundry Accounts

0. For Control purposes

Codification

The first digit indicates the group to which the account
belongs. The two following ones identify the name of the
account. The subsequent pairs of digits indicated divisions
of 1° and 2° degree of importance of the account,

It has been deemed adequate to adopt sets of two digits,
due to the fact that the account and the sub-account

divisions include more than nine items in most cases.

Example:

101 02 02

1  Current Assets

01 Accounts Receivable
02 Notes receivable
02 Foreign Clients




The new Manual gives a very complete description of how the

accounts work, and describes the accounting procedurcs.

In case it would prove necessary to simplify the codification
for processing purposes, a new account grouping might he
considered without however altering the basic classification,
In order to have a completely inteprated plan of Accounts,
all cost-accounts might have an additional digit as first
one. It would be the "nine" indicating that it concerns
cost—accounts, At any rate an urgent decision is required

in respect of the start-up of the new Accounting Plan.

Charts and Torms

The charts and forms used are often difficult to handle, due
to their larpe size. More compact charts should be devised,
in which it would perhaps serve the purpose Lo concentrate
the inforration, without going into details which in any case
are found in other docusents, more particularly the listings
issued by the data Processing Department,

Such is the case as regards the manufacturing cost records,
It is understood that in such & ca-e the records should be
submitted in a separatc sequence, however without it being
necessary to alter their appearance.  The Cost Control
Department could then limit its intervention by summing up
the information in simplified churts and use the time saved
for making a detailed analysis of the produced data. Each
issued chart should obligatorily bear the date of issuc and
the signature of the iscuer or the person rosponsible for its

content s,




5.4 Data Processing

bata processing extend to all jobs perforuced by the Cost
Department.,

This does not only refer to purely accounting jobs, such as
calculation and appraisal of iuventories, including raw
materials, finished and half-finished products, but also

to the registering, calculatton and listing of production
data and production movements in quantitics and values,

As a principle, the only calculations to be made in the Cost

Bepartment would be those pertaining to the analysis,

5.5 Internal Audit

5.5.1 The Internal Audit Depart—ent has drawn up a progran for
1972,
This program covers the following points:
1. wl}t‘{ 1on
1.1 Scquential control of administrative routine
1.2 On the basis of the cost informatton, to control the
performance of the production programs.
1.3 To cheek per plint the coentrol sheets for the peviormance

of the processes pertaining to:

= Consumptions
- Procurenment
~ Inventories

- Production scrap

1.4 Sclective scrap guality tests on site and comparison

with technical specifications upon inspection,




2.1
2.2

3.2

.
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Maintenance

Study of system for job orders
Checking of controls in respect of:
- Execution of job orders

- Pending and finished jobs

Checking of controls in respect of:
- Labour

- Inventories

=~ Custody of materials

- Processes applied for waste

Internal Control

Financing

- Analysis of financial statements
- Charts regarding changes in financial position
- Balance sheet analysis with application of ratios

- Comparison with results of previous years

Cash

- Periodical checks of cash on hand

Control on Current Assets

- Accounts receivable

Credit levels

Collection of accounts

~ Account Analysis

- Bank reconciliation

= Checking of vouchers

Reconciliation




5.5.2
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5. Plan of Accounts

Preliminary project of Account Manual, in compliance

with Plan of Accounts prepared by CENIP.

6. Account analysis

7. Contracts

Control on performance and compliance with conditions.,

In spite of the fact that this program covers the control
of a fair part of the Concern's activities, we are of the
opinion that in many cases it duplicates the activities of
other control sectors and does not sufficiently emphasis
the basic function which the Audit represents.

For next year the auditing program should be laid down in
agrecment with the General Accounting and Cost Department

and possibly with the External Auditors.

Also should be respected the "normas tecnicas de control"
as prescribed by the Contralorla Gencral de la Repdblica
Resotucidn N° 402 = 01 = 72 = CGR/DSP - ONC of 20 June 1972
whicli approves the "Reglanento de tas Normas Técenicas de
Control" consisting of thrce chapters and 31 articles and

covering Internal Control and Auditing.

The primary task of the internal audit is the certification
of the Concern's internal and exterual documents and of its
accounting books and registers. In respect of these jobs
two aspects are primary:

arithmetic accuracy and compliance with accounting and

administrative standards (for instance: authorized signaturcs,

regulations and decisions of Top Management).
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It may take the form of observation of the procedures,

examination of documents in scarch of initials, control
marks and other evidence of a previous check. Checking
of items in diaries and other original entry books with

the listings drawn up by the Data Processing Department

also belong to such jobs.

Another aspect of the Internal Audit deals with the entire
property protection procedure. In the first place the
existence of the various classes of property, as cvidenced

by the accounts and listings, will be checked periodically

by means of physical examination and calculation. The most
obvious application is the control of raw materials, materials
and sparc inventories., As regards the inventories of

finished and half-finished products, a close collaboration
with the Quality Control Department and the Cost Department

is necessary, in order to really control the basis of
appraisal in respect of such inventories.

As a general rule, the program should be drawn up while
considering the general ledger accounts instead of the
economic structure of the Concern as a whole.

A thoroughly studied coordination with the external auditors
is also essential. The internal auditing function should
complete that of the external audit so as to enable the latter
to work more rapidly and to cover a larger field of accounting

investigation,

5.6 Graphic Presentation

It is often opportune to submit the accounting information
worked out by the Cost Department in graphic form. A graphic

presentation is better understood, in particular by persons

not used to interpret accounting documents.
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However, care should be taken to select more representative
scales or presentations, so as to set off the important data
more vividly, thereby facilitating immediate reading. 1In
certain cases the use of logarithmic scales is advisable, for
instance whenever data of very divergent magnitude have to

be compared. Any graphic form in which information is submitted
shall be previously discussed with the persons for whom the
information is intended (General Management, Job Managers,
supervisors, etc.). After all, the information is used by

those who receive it and not by those who issue it.

5.7 Budget Control

5.7.1

5.7.2

At the present moment planning and budget control are the
responsibilities of the Cost and Budget Department. In
our opinion both functions should be distinct, as set forth

under S5.1.

The Ministry of Industry and Commerce has published various
documents in which the necessity of having recourse to
pre-budget control is set forth, It is not useless to insist

on the specific advantages mentioned below:

It compells to draw up the financial planning of the

Concern, which is the most important goal.

- It systematizes the activities to be performed in order

to reach this goal.

- It regularly checks the progress towards implementation

of the goals.

- It is an incentive for the staff to reach the goals which

have been set with their participation.
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5.7.3

5.7.4
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= It imposes a periodical self-analysis for checking the
efficiency or lack of efficiency on the part of those

constituting the Concern.

= It inculcates at all authority levels the habit o giving
careful consideration to all factors before making a

decision,

For correct working of the system the following require-

ments must be fulfilled:

- Definition of the Concern's organization structure, in
which the functions, authority and responsibility are

clearly defined.

- Cooperation of all interested departments and services,
not only in an advisory, but in the actual working out

of the respective budgets.

- Adaptation of the accountancy in suchmanner that comparative

data comply with the concepts.

= To keep the various Departments and Services regularly
acquainted with the results achieved, to analyze the
differences and adopt the adequate measures required,

in order to reach the goals set by the budget.

The Ministry of Industry and Commerce has described the
stages of the budget planning and control system as well
as the system structure and the various basic budgets,

including the formular to be used. These are:

- Sales Budget

- Production and Inventory Budget

- Purchase Budget
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- Staff Budget
= Production Cost Budget

- Sales Costs Budget
= Administration Cost Budget

= Profit and Loss Budget

- Capitalizable Investment Budget
- Projected Balance Sheet

= Cash Flow

It is useless to insist on the improvements which can be
achieved by correct application of budget Planning and

Control.

6. DYNAMIC COST CONTROL

6.1 Standard Costs

The budget technique allows to set general goals and to
coordinate the Concern's activities., However, in order to
succeed in controlling the various production processes in

detail, it is necessary to set production standards which

are more than overall forecasts,

Standards will be calculated for quantities, times, prices
and costs. The purpose is to dispose of a scientific basis
of comparison instead of a mere reference to the past or a
wish as to how the production should evolve. In the case of
"Siderperu", standards should be calculated while assuming
a maximum production capacity. Consequently they will not
necessarily correspond with the standards laid down in the
budgets. They will rather indicate the goals which could
be reached provided optimal working conditions are applied.
The standards expressed in quantities and times will be laid
down by the technicians responsible for the various production
processes or "Costs centre". Calculation of the price and

relative cost will be incumbent on the Cost Control Department.
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The whole practice of standard costs rests upon a philosophy

and not upon a purely accounting technique.

Furthermore it is essential that there be a close collaboration
between all interested parties. The heads of the production
divisions should be grateful of the cost control and therefore
collaborate and be willing to help to increase the efficiency

in the production process. In fact the principal aim of SIDERPERU
is to step up the production and to use to the maximum the

resources available.

In the Concern it is necessary to lay down as early as possible
an itemized pre-calculated cost, on the basis of standard
costs, failing which it is impossible to duly justify the

monthly cost variations,

Every month considerable variations occur; these are due

to:

- the produced quantities

- the produced qualities

- the returns

- the costs of raw materials

- the actual working hours

We are presenting the charts which should be established
permanently for the purpose of effectually checking the
productivity of the Concern. The charts are simple and their
interpretation 1is within the scope of all persons who have

to use them.




6.1.1

6.1.2
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The industrial Programming Department will hand over every
week to the Cost Control Department a comparative production

time-table showing:

= Raw Material used in the process
= Production

= Transfer to other processes

- Sales

- To inventories

Not only the budgeted production but also the programmed
production have been provided for in certain cases the
program established at shorter notice must diverge from
the budget, for reasons which cannot be foreseen when
drawing up the budget, such as force majeure or commercial
motives.

The form which we are producing is self-explanatory (see
form).

On the basis of this figure the Cost Control

Department will be able to establish a pre-calculated cost

by means of the standards, both for raw materials and
manufacturing costs. In this way it will be possible to

have available every week pre-calculated partial results,
which will be Qery useful for subsequent control, as soon

as the exact results are available.

Thus the analysis can be drafted almost continuously and

the results achieved will contribute immediately for improving
the efficiency.

The weekly production cost chart in standards will clearly
indicate that standard costs are concerned and will essentially
constitute a working document. The purpose is namely to be

acquainted promptly with the results, based on actual quantities

at standard costs (see form).
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6.1.3 For the control of raw material costs the present form will

be used also in the future.
For the control of manufacturing costs, we sugpest a simplified
and more condensed, but more comprehensible form for the

Production Departments,

The form shows:

l. - The total manufacturing costs per account and per

sub—account.

2. - The actual production and the cost per ton for each

sub~account.

3. - The programmed production and its relative cost per

ton for each sub-account.
4. - The standard cost per ton for each sub-account.

5. = The variation due to the production = difference between
(2) and (3).

6. - The total variation in respect of the "standard" =
difference between (2) and (4).

A monthly chart and a cumulative chart will be submitted.

For the purpose of informing the Top Management and the

General Management, the Production Budget Control chart,

vhich is a summary of the above mentioned chart, will be
presented every month.

For the first time, this chart was presented to the Top
Management in July 1972, but it only covered the months of
January to April 197Z. At present the charts are up to date.
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Henceforth the calculation of an hourly cost per production
process will also be contemplated.

By means of this procedure it will be possible to know the
negative influence which the idle time exert on the total
manufacturing cost. Moreover, it will enable to calculate
in a more rational way the allocation of the manufacturing
costs to the finished product in case specific material

is used for producing several finished products.

A typical case occurs for the flat products. At present

a distribution factor is applied which has the d{sadvantage

of being comparatively arbitrary.

As a first step, it would be possible to use a very simplified
time control chart, indicating:

1. = The relation of all production processes

2. - The total possible production hours

3. - The actual working hours

4, - The idle hours

5. = The total amount of the actual manufacturing costs as

shown in the other charts

6., - Manufacturiqg:cost

5
Possible hours (2;

7. - Manufacturing cost = 5
(3;

Actual hours

8. - Loss per hour (7) - (6)

A similar chart could be drawn up, with a calculation of the
hourly cost with standard manufacturing costs. In the column
provided for indicating the loss (8) the variations from

standard would be shown.
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In Leverber 1970 o first desiyn was rode for the establish-

ment of standard costse In the coming vear these charts
will hive to be rovised talkine into account the better
techivicues whivh will have boen obtainod by the various

production units.

We ald ao an exaple a few of these charts.,




cC O0s v™ro0o s ESTANDAR
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AL TO HO RNO
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bProduccidn bDiaria : 900 Tonr. Arrabio Liquido.

DBATERIAT 11 CARCA: KILOS/TOMN. PPECTIO COSTO/TON .
Pellets 1,500 430 645
Coke 580 1,910 1,108
Coliza Molida 200 190 38
Finerel de Manganeso 32 1,250 40
Cuarcita 18 390 7
Balarct o 5 58 3
2,335 1,841

COTIQS, o CPERACICN (ICP 177) soLks  CosTO/TON.
1o de Crra 40,500 45
Vi{tericle:s Varios 70,200 78
Pepueston 1,400 é
keserves de Operscidn 26,100 2o
fervicios Comprol'or 5,400 €
Cr’cditos por Gas (10, 200) (12)
Servicios asnignudos 97,200 108
239,000 266

"OSTO 0T AL POR TONDLADA:
COSTO_TCL AL POR_TOLILANA 2,107
A ST Py e v st ton o P /nceo.




COSTOS8S ESTANDAR
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CONVERTIDORES L=-D
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Produccién Diaria: 1200 Tons. Acero Lfquido en cuchara,

Base 1 32 coladas diarias - 20 dfas Gtiles.

MATI T TAL DI C7DRGA KIIO%/TON,  BRLCIO COST/TON.,
Arribio Liquico 8066 2,107 1,867
Chatarra 225 2,030 * 457
Cal Viva 70 1,100 77
Otros 23 100
1,204 2,501
SOSTO_DE OPNPACIDN (Pex Dfa) soLus SOSTO/TON.
Mzno de Obra 21,600 18
Materiales-Varios 13,200 11
Repueutos 2,400 2
Reservas de Opzracién 108,000 90
Servicios Comprados 3,600 3
Carqgos por Contebilidad 1,200 ) §
Servicios Asicnados 96,000 80
246,000 205
Costo Total 2,706
RERNS S Na

NOTA: La producciédn contemplada para estiblccer esta costo cstan-
dar es factible (438,000 ronsfafd) paro no se podrf alcinzar
por dos motivos:s
l,~ Falto> de Oxf¢~no
2,- Falta de arribio liguido (Produccibén del) Alto Borno es

tinado mixino de 300,000 Ton/afio,)

¢ El precio de la chaturra do ffbrica es icual al 20 % del precio
del arrabin (cegln noxrsa CEPAL L/CN 12/766 de 1967 p8g. &5)

RM/in0g.




BORNCS _ELECTRICOS

Produccié.n Diaria Alto Caxbén Bajo Carbén
450 T, 390 T. Acero l{quiao en
cuchara.
Base 1 15 coladas 13 coladas
MATERIAL DL _CARGA ALTO CARBON  KILOS/TON.,  PRECIO COST/TON.
Chatarra 780 2,030 1,583
Arrabio S6lido 200 2,260 452
Moldes y Bases 100 1,000 100
Caliza Molida 63 190 12
otros 17 82
1,160 2,229
AL D5 CA BAJ
Chatarra 914 2,030 1,855
Arrabio S6lido 166 2,260 375
Moldes y Dases - - -
Caliza Molida 60 190 12
otros 22 86
1,162 2,328
CO3TO DE OPLRACION (Por Dfa) SOLES ALTO C. KRON BAJO CARBON
QETO[ TON. OGS‘X‘O[TOH o
Mano de Chra 15,630 k1.3 40
Materiales-Varios 130,500 290 335
Repuestos 900 2 2
Reservas de Operacién 1,200 3 3
Servicion Comprados 1,600 4 4
Cargos por Contabilidad 500 1 1
Servicios Asignados 118,000 262 302
268,330 597 687
2,229 2,328
COSTO TOTAL 1 2,826 3,015
CRURARNE NN 8 ARERIE: IR BN SNSE AL

NOTA: BESte costo stundard es mayor que el histérico por haberse
conuiderado la chatarra al precio fijado scyGn norma CEPAL

B/CN 12/166 ds 1,967

pi/rcg .
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COSTOS ESTANDAR

CRARRRSER AR AN NANR G CA AU ARROD
PATIO DE CO.ADA
L X X 1 JF J Jo R IXTERNELY N ¥ J

Produccién Diaria : 1230 Ton.

Base : Produccidn Total Acerfa 1.nos Procuvccibén Coluda Continua,

SRY DE CAICA: TOT L, ¥:-r2/70N. PrLncI0 CoST/TON,
Acero L{quido ii.B 450 T, 3165 2,826* 1,031
Acero Liquido L.D €50 1, 690 2,706 1,867

1,310 7. 1,055 2,898
Crédito por Chatarra 1 55 2,030 112
2,786
AW IV IS
LOSTOS DE OPEPNCION (Pox Dfa) 0175 QOSTO/TON .
Mano de Obra 29,030 24
Materiales-Verios 103,400 84
Repuecstos 1,300 1
Resexrvas de Oporacién 135,300 110
(Lingot. y Placas de Bacc)
Sexvicios Comprados 11,0600 9
Sexrvicios Asignados 24,600 20
305,200 248
COSTO TOTAL POR TONELALN @ 3,034
ARS8 MR

¢  Alto CarlLén

Wlat*g.

ch.15.11.72
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COSTOS ESTANDAR
L T R R L I L I Y

Produccién Diaria : 340 Tons.

Basé s 12 coladas diarias de 28.5 Ton/Colada

MATERIAL DE CARGA Kg/Ton. Precio Cost/Ton.
Acero Liquido L-D 1,055 2,706 2,855
1,055 2,855
Crédito 55 2,030 110
2,745
Q0STCS DE OPERACION (Poxr Dfa) 8OLES QOST/TON.
Mano de Obra 25,800 76
Materiales-Varios 51,000 150
Repucs tos 2,400 ?
Reservas de Operacién 3,700 11
(Lingoteras dc Cobre)
Servicios Comprados 2,600 8
Servicios Asignados 29,300 86
114,800 338
memny
COSTO TOTAL POR TONELADA 3 3,083
RM/mcy .,

CH. 16. 11. 72
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6.2 Break-even point

6.2.1

6.2.2

In order to have an overall control over the operations of
the Concern, it is advisable to calculate every month, on
the basis of the Profit and Loss Statement, the break-even
point. The graph, which is easily drawn up, enables to

control the result up to date and to indicate graphically

at which production levels the Concern can make profits.

If we compare these graphs month per month, the conclusion
will rapidly be arrived at as to whether there are improve-
ments in the production efficiency and in the reduction of
costs. A graph showing the standards or the targets laid
down in the budget would even be more effective. A first
try was made in June 1972 on the basis of the results
obtained in the first three months of 1972 (January to
March). At present the graph is drawn up every month and

is discussed with the medium and senior staff.

It will be noted that both the raw materials and the
transforming costs are considered as variable costs. The
fixed costs only include overall administration costs,

depreciations and financing costs.

Henceforth it will be necessary to separate more clearly
the fixed costs from the variable costs on the basis of a
more selective analysis of the manufacturing costs. In
this respect the standard costs and manufacturing cost
charts (new form) will be very useful. In these charts

the fluctuations of unit costs are clearly shown per cost

heading at various production levels,
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If in any heading there is a strong fluctuation (more than
ten percent) the cost will be considered as fixed. If, on

the contrary, the cost per ton remains almost equal at

different production levels, it will be considered as
variable.

Raw materials are always variable costs. After a preliminary
analysis, we arrived at the conclusion that salaries and
wages are essentially a fixed cost.

At present the Cost Department is analyzing more in detail
the evolution of the overtime which also seems to be of a
fixed kind.

6.3 Graph of Fixed and Variable Costs on the basis of the unit

st andard cost

The variation between the actual unit cost and the standard
unit cost will be shown in graphic form for all production
processes. The purpose is to indicate the incidence of the
fixed costs at various production levels but at the same
time to set forth the variations between the actual and
standard variableunit costs (including the raw materials

cost).
The graph will indicate:

1. - The variable standard unit cost
2. - The total standard unit cost = for more easy reading
it will be shown by a straight line (although logicglly
it is a curved one)
3. - The standard production level

4. - The actual variable unit costs

5. = The actual total unit cost = curve
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The variation at standard production level, but also at any
other level, can readily be seen. The graph has the advantage
of comprising all actual unit cost elements at all production

levels and to compare them with the total unit standard cost

at a standard production level.
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PROPOSAL FOR IMPLEMENTATION OF RECOMMENDATIONS

Purposes of the Recommendations

On the basis of the conclusions of the study, 516/1/130, the
Consultants propose to implement a program of action aiming at the
use of administrative data for the continuous appraisal and vhere

and necessary - adaptation of the production processes.

Stimulation of efficiency-consciousness presupposes the ful-

fillment of the following conditions:

l. A cost consciousness will have to be developed throughout

the factory. |

2. Accounting data will have to be further processed and
integrated with other data (progress of production, storage
of materials, personncl, etc.), in a number of fixed
procedures so as to permit comparisons of the efficiency
of one department at fixed intervals and of various

departments at the same time.

3. Procedures will have to be elaborated so as to ensure
a) the availability of required data at the required time
on the required spot in the required form,
b) where, when and by whom action of what kind will be
taken if the efficiency of operation of a department or

of the factory as a whole so requires.

Aggroach

It is the opinion of the Consultants that it is in the best
interest of the counterpart to integrate the previously

mentioned aspects in one program of action. Although some of

these clearly exceed the field of accounting, the facts that
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a) integration of data of different kinds is essential for the
appraisal procedures, and

b) financial and economic data form the basis of the appraisal
and action procedures, call for an approach in which the
various aspects are treated from onc, preferably the financial/

economic, point of view,

The Consultants cstecm that it is possible to achieve the goals
previously mentioned by means of a training program if the

word "training" is not to be taken too literally. Such a
training program will have to consist of a number of different
degrecs of active participation on the part of the counterpart
per,onnel. It will further have to be differentiatced according

to the organizational level and the specialization of the personnel,

7.3 Diffcrentiations

The Consultants propose to differentiate the content and the
execution of the training program according to thrce major

levels in the counterpart's organization:

=~ top management, heads of large departments and central staff
personnel insofar as directly involved iu efficiency appraisal

-~ middle management

- supervisors and personncl directly in charge of labor,

The major parts of which the program would have to consist

can be summarized as follows:

- introduction to the notion of cost and influence thereof

on factory results

- technical notions concerning the translation of accounting

and other data into efficiency comparisons
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= the f:xctm‘y'?. information process: tranemittance, treatment
and storage of various kinds of data throughout the factoiv,
Elaboration of wodification in the intormation process required

by its new use.

= the factory's decision maling process: organizaticinal level,
morent, ete, of initiation of action, control procedures,

kind of feedback informatica, etc,

It is the opinion of the Consultants that the intopration of

these parts in one program ho, the folloving advantares:

Lo Whereas intepration of various kinds of informition is
once of the counterpart's rajor problei, this integpration

can be promoted by a concentration in one propran.

2. Wiereas the integration of various Vinds of inforration
should aim at an improvement of finmicial results, the

program starts and focuses upon financial aspects,

3. Whiereas it would be possible to stuldy the inforration
and decision wiling processes separatoly, an inclusion
in the training program: would, hovever, puarantec that
a) those studies will be limited to the essential for

the progran, and
b) that these studies will not be exciuted tn their own
right, but wvill, like the rest of the program, focus

upon an improvement of financial results,

7.4 Mcﬂmﬁ;

The Consultants prupose to oxccute the training proyrams

according to the following peftods:
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i. For the Top Management level:

- integration of the introduction to the notion of cost and
its importance with a general outline of the procedure
of calculation of efficiency comparisons. These to be

given in lectures with a small number of case examples.

- study of information and decision making processes by

the trainees under guidance of the consultants' training

personnel with the help of cases, business games and role
games, This calls for a "social" rather than a "technical”
approach, as the trainees own position is involved. The
concreteness of this study of what actually happens in the
factory (rather than the study of abstract principles of
organization) warrants the expectation that recommendations
for improvements will be formulated. The Consultants propose
to start this phase with a seminar of no less than three
days, to get the "social process' into motion, and then to
follow-up at regular intervals with one day sessions. The
study should begin with prepared '"standard" cases and then
proceed towards real life problems, which prepares the
counterpart personnel for a problem-solving attitude which
will probably continue to have its effects after the

departure of the consultants,

- introduction to the notion of cost and it. influence

on the factory's results (lectures).

- elaboration of procedures of calculation of efficiency

Eextensive lectures and case material).

- information process: less extensive, based on findings

of first group. Small number of cases.

- decision making process: outlines,
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3. For Middle Management: - Notion of Cost

- — - - o S o - - - - - —— - —— - - -

Extensive cases

- calculation of efficiency: principles, some cases.

- information process: rather extensively, cases. Preferably
one member of the first group should attend the meetings of
this one, if only to ensure the comptability of the

recommendations.

- decision making process: Idem.

—— - O - ot - o o, = e . o~

- all aspects treated in principle focusing on own
responsibility. 1If possible, let one menber of the

middle management group attend the meetings of this one.

The size of the group should be limited, especially in

the cases of top and middle management.

7.5 Time Schedule

The principle of the time order of the program is represented

in Diagram (1).

An outline of a Time Order for the execution of the training

program is given in Diagram (2).
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The duration of the phascs are not precisely indicated,
because the final design of the program should be elaborated
with UNIDO and the counterpart. It is estimated, however,
that the execution of the program would require 6 man months

approximately.

The Consultant's Training Personnel

The Consultants propose an execution of the program by at
least two trainers. The first of these should be an expert
in accounting procedures and economic appraisal. He should
preparc and conduct the lectures on costs and efficiency

calculations,

The second trainer should be an expert in group training, with
extensive experience of case methods, business and role games,
and should at the same time be an expert in the analysis of

information and decision making processes.

The exccution of the program would require about one man months
of counterpart personnel (prefcrably of .entral staff level)

for the preparation of case and game material.
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5.

APPENDIX

THE IMPORTANCE OF COST CONTROL

The purpose of the meeting is to explain to you the necessity
for any modern concern to know, to analyze and to discuss its

production, administration and service costs,

Cost calculation can be defined as the registration of the
change in quantities and values occuring during an economic
process, the transformation of a product or the supply of a

service.

The object of any economic process is to achieve a favourable
difference (profit) between the product or the final service
at its selling price and the elements which have at the outset

contributed to its process at their original value.

It is quite true that a budget or an estimate is an opinion,
and that the selling price is a policy, on the other hand the
cost is an actual fact. We insist on this point, for as soon
as a product has been transformed the cost incurred is an
irreversible fact, which is liable to have fatal repercussions

on the financial level.

The basic cost elements in an industrial concern are: raw
materials, auxiliary materials, labour, services, depreciations

and financial expenses.

In order to draw up the balance sheet of a concern, it would

be sufficient to totalize all the elements mentioned without

any major need to make an analysis. For checking the financial
position of a concern, the balance sheet and the Profit and

Loss Account will enable to draw up a cash flow; but for
determining the operatioral efficiency we have to make an economic

analysis of every process.
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8.

10,

Due to the fact that the Concern is divided into several
manufacturing sectors and auxiliary services, maintenance and
administration departments, it is necessary to determine the

responsibility centres (Cost Centres).

When analyzing a cost, three questions arize:
= Where has the cost occured?
- Who has taken the responsibility?

- For what purpose has the cost been made?

In accordance with these principles, the Cost Department has
prepared documents in accordance with plan of Accounts, where
the responsibility centres and the expenses made are clearly
shown., For more clearncss and considering its importance, a
separate document is used for the raw materials, in which the

general operation cost and the outputs are also shown.

In order to avoid charging the various manufacturing departments
with responsibilities which are not under their direct control,
the depreciation charge of the fixed assets and the financing
cost have not been included in the manufacturing costsj the

same applies to the administration charges, for which allowance
is made separately and which are directly allocated to the
Profit and loss Statement. Therefore the cost system applied

in the Concern is the direct cost system,
The profit and loss account looks as follows:
SALES

Less: COST OF SALES (Sold Production Cost)
= GROSS RESULT (Loss or Profit)




Less: DEPRECIATIONS
GENERAL OVERHEAD
FINANCING COSTS

= NET PROFIT OR LOSS

12. Depreciations, overhead expenses of the Concern and financing
costs are fixed costs which will be covered only by the difference
between the selling price and the direct cost of the product; to

obtain this coverage one can:

l. Increase the gross profit margin, by decreasing the production
cost or increasing the production so as to obtain the same

result in absolute figure.

2. Decrease the fixed costs,

13. We are showing under graphic form the calculation of the break-
even point in respect to the evolution of the results achieved
by the Concern during the first quarter of this year. It is
clearly shown that, in order to obtain more favourable results,
the first step is a considerable production increase since, for
the moment, the demand on the national market exceeds the
production possibilities. The graph shows that, in case all
administration costs could be eliminated, we would not succeed

in reaching the break-even point.

14. The importance of the fixed costs which the concern has to
bear is such that it is worth while mentioning them. The
depreciations are in the order of 360.000.000 soles per annum,
which represents (if we consider calendar hours) 41.400 soles
per hour.

The permanent labour charges come to 38.000 soles per hour,
On the other hand, the production (January to March) only

reaches 12.5 tons/hour,




CONTROL

15. The data obtained by the Cost and Budget Department would have

6.

17.

18.

19.

20.

no value whatever as a tool of management if they do not arrive

in due time and if they do not tally with reality.

The Cost Department is able to maintain accurate control over
the nature of the costs as a whole. However, for the time being,
it must partially rely on the good faith of the service for

determining in which responsibility centre the cost was made,

The Concern considers carrying out a more efficient control in
the cost centres themselves. To reach this objective, the
Concern has obtained through MIC the assistance of the United
Nations and has c¢nlisted professionals to periodically make

a cost analysis.

The Cost Department considers cooperating with you both for

establishing the budgets and for cost control.

The comparative budget and cost charts should not be used
exclusively for accounting and financial purposes, but rather

for increasing the technical efficiency of the plant.

Hencefort h not only the costs will be analyzed in absolute
results, but more importance will be given to the analysis

of the variationshaving occurred in product quantities and
qualities, and also in the operational costs. Emphasis will
further be laid on any savings which can be made in the course

of the manufacturing process.




21,

22,

It

1.
2,
3.
4,
5,

will be necessary to initiate a daily control system covering:

The use of raw materials

The actual production time

The maintenance costs

A correct distribution of labour

The differenciation between fixed expenditure and variable

expenditure,

Before long new charts will be submitted to you. They will

enable you to obtain a higher efficiency while reducing red tape

to a minimum,

Chimboto, June 16, 1972
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