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Pan A'ncar Cws,!•ar.!s 
lnl~matlanal Consultancy 
and Auo1t Sel'V!Ces 

Pritt Hilterhouse 

12 July 1995 

United Nations Industrial Development Organisation 
Contract Section 
PO Box300 
A-1400 
Vtenna, Au!;tria 

Attention: Mr D Gardellin 

Dear Mr Gardellin 

lap R••ltalltt Ollct 
PO Box 41500 
Nairobi Kenya 

UNIDO PROJECT: DP/ETH/89/017 CONTRACT 93/157NK 

Telephone(254-2J221244 
Fax (254-2) 335937 
Telex 22140 CHUNGA 

• 

We are pleased to present you with ten copies of our post complelion report on the 
above referenced contract. This report summarises our major findings during the 
final visit which was carried out in June 1995. During this visit we had the 
opportunity to discuss with management of Awassa TexHe Factory progress made in 
implementing the proposed cost accounting system and changes which the senior 
cost accountant plans to introduce during the next financial year. 

Since our last visit to Awassa. the senior cost accountant has completed a three 
month training programme in India which was organised by a management 
consultancy firm. During the training, the senior cost accountant had the opportunity 
to visit two textile factories, interacted with professional cost accoumants and 
familiarised himself with standard cost accounting principles used in India. 

Please find enclosed our fee note for the Post Completion Visit prepared in 
accordance with sub-paragraph 2.10 (d) of the above mentioned contraC\. 

Finally, we wish to express our appreciation to the staff of Awassa Textile Factory for 
the cooperation and assistance given to Price Waterhouse during this assignment. 
Should you have any questions or require additional information. please do not 
hesitate to contact me or Anne Normandin at the above telephone number. 

Yours sincerely 

Q-1-~ 
'"·~ 

WA Hallas 

llft40ft ~Cl (l ,, R.~, f,(' I ~,.,., N".iR .C·t: I f "·H'"" 

on.tr lileprtlfflClfrwt ()fnUI ~. 1· • .-rA 1 1A.1 ~.-. '.!1,r '· ,', fM fl~:~ ~.wt . .1n1 ~ .. ,,.'.ll'l•.l lJQ.t"lr1.t ,',f't"t'!•.I, •rTl:\.tP'hlt1 
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INTRODUCTION 

The purpose of the post completion visit was to assess progress made by Awassa 
Textile Fact::>ry in implementing the full :\bsorption cost system that was introduced at 
the beginninG of last year. In May 1994. the first set 'Jf cost figures were prepared for 
the quarter ended 31 March 1994. These figures contained a number of anomalies 
arising from the need to estimate some production figures as recording of goods 
transferred between cost centres did not commence at the start of the quarter. and in 
some cases. the information recorded on the transfer vouchers was incomplete, 
particularty in cost centres 6 and 7. Unreconciled differences between the physical 
and book inventory quantities also contributed to the distortion of cost figures 
resulting in significant unaccounted for losses and gains. As a result. cost figures for 
the quarter ended 31 March 1994 were not realistic. 

~EVIEW OF COST AGURES 

Cost Figures for the Year Ended 30 June 1994 

Cost figures for the year ended 30 June 1994 were prepared by the senior co~L 
accountant. Tnese figures are based on the entire year's production as opposed to 
the production for the quarter ended 30 June 1994. We have included the cost 
sheets for cost centres 1 to 3 as Appendix I. 

Limited reliance can be placed on the cost figures for a number of reasons. 

Since transfer vouchers were only introduced during the second half of the 
financial year. production figures for each of the cost centres had to be 
estimated. This has had a distorting effect on the year's results. The estimates 
were derived from the production records maintained by the heads of each 
department. 

2 Negative book stocks for Ne 1.20 and Ne 24 in cost centres 1 and 2 
respectively were reponed. This is clearty impossible. The cause of this is not 
clear. but it is probably the result of over recording of output. 

3 The value of work-in-process transferred from cost centre 1 to cost centre 2 
does not agree (Birr 12.157,353.11 and Birr 12.250.413.66 respectively). 

4 We suspect that recording of waste is still understated as the reported level in 
cost centre 1 is about 8.1 % of total input We were advised by the Production 
Head that the expected level should be about 11%. 

Nonetheless. a review of the transfer vouchers for the last quarter of 1994 revealed 
that some improvement has been made with respect to the information gathering 
process. In addition. year end physical stock counts are reconciled to book stock 
figures which means that the opening and clo~ung bilances (at 30 June 1993 and 
1994 respectively) used for raw materials. work-in-process and finished goods were 
more accurate. These two factors had a positive cnunter effect on the lack of 
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accuracy associated with the need to use estimaied production figures For instance. 
the overall unaccountable losses reported in cost centres 1. 2 and 4 are more in line 
with the industry standards. 

Observation 

We noted that waste identified in cost centre 7. dyeing anct printing. was only reported 
i1 the final cost centre which relates to packing. In our opinion this waSte should be 
recognised in cost centre 7 as it is identified during the in;.::pection stage, before it is 
transferred to the next cost centre for packing. Th~ point was discussed and agreed 
with the senior cost accountant. 

Cost Figures for Subsequent Quarters 

No cost figures have been prepared for three consectrtive quc;rters ended after 30 
June 1994. We were informed that the senior cost accountant did not have the time 
to prepare thP. September 1994 cost figures because hg was but:y organising his 
travel plans ror the training programme in India. l'litially he was scheduled to travel in 
Septembe;·, but for various reasons his departure was delayed until December. which 
led to the need to make additional trips back to Addis Ababa. 

While he was away in India, there was no other staff member within the division who 
could prepare the December 1994 cost figures. The timing of the s~nior cost 
accountant's absence also coinciaed with the departure of the finance manager. We 
therefore recommend that 2 second pe~on in the C~st and Budget division be 
trained in this area. The most appropriate person would be the junior cost 
accountant. 

When the senior cost accountant returned in late March. we were told that he was 
tied up dearing the backlog and writing up a report on his training programme and :is 
a result the cost figures for the quarter ended 31 March 1995 were not prepared. 

Plans for Year End 

When the financial statements for the year ended 30 June 1995 will be available in 
early August, the senior cost accountant intends to prepare cost figures for the entire 
year's production. All the necessary information 10 calculate these figures has been 
gathered. 

TRAINING PROGRAMME 

In addition to establishinlJ ~n integrated process cost accounting system for Awassa 
Textile Factory, the UNIDO Project included a training component for a staff member 
of the Cost and Budget division. The objectives of the training programme were to : 

• improve .he trainee's knowledge in the field of cost accounting 

• expose the trainee to various costi• g systems and methods followed in India 

2 
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provide the trainee with additionai experience to effectively implement the 
proposed costing system designed for Awa.c;sa Textile Factory and enable him 
upgrade the quality of the information that will be generated from the system. 

The senior cost accountant, Mr Worku. was selected for the training programme_ A 
management consultancy firm based in Bangalore. India, pre,_ ared the training 
programme_ The three month course took place between 21 December 1994 and 
24 March 1995. We understand that a copy of the report on his training programme 
was distributed to UNIDO in Ethiopia and Austria. 

Our discussions with Mr Worku revealed that the training programme has helped him 
gain a better understanding of the proposed costing system for Awassa Textile 
Factory and as a result, he has acquired sufficient experience to enable him upgrade 
the existing system. 

Curing his stay in India he also received some computer training which cov'ered 
Lotus 1-2-3. He plans to computerise the preparation of the next set of cost figures. 

PROPOSED CHANGES TO THE EXISTING SYSTEM 

As described in his report, the senior cost accountant has put forward a number of 
recommendations to improve the existing cost accounting system at Awassa Textile 
Factory. His proposed changes are summarised in the following paragraphs. 

Cost Centre #1 - Blowing/Carding/Combing/Roving 

The proposed change is to split this cost centre into three centres : 

• blowing/carding 

• combing 

• :oving. 

This change will make the distinction between the carded and combed yarn. As a 
result. the labGur and overhead costs in combing will only be charged to the cotton 
that goes through this stage. Labour and overhead costs in carding will be 
apportioiled in the ratio of the relative outputs. With respect to combing, since there 
is only one rMterial input and one output, there is obviously no need for any 
apportionment. The basis of apportionment of labour and overhead costs in roving 
will remain the same. that is based on the time spent on the roving machines. 

Cost Centre #4 - Warping and Sizing 

For simplicity purposes. the output of this cost centre will be measured in 
kilogrammes since the input material which is added to it in the following centre is 
also measured in kilogrammes (yarn) Hence the conversion of kilogrammes to linear 
metres will be done in cost centre #5. 

3 
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Cost Centre #5 - Weaving 

After the input material (yam) has been added lO the 1..1pening work-in-process. the 
output will be converted into linear metres. It is essential that the conversion be 
calculated prior to adding the cost of labour and overhead because the 
apportionment of these costs is based on the speed at which the weaving machines 
produce the grey fabrics. and these speeds are expressed in terms of minutes per 
linear metre. The new cost sheet for cost centre #5 should therefore be as follows : 

TOTAL 

Kg 

Opening W-1-P (Warp in Kg) A 

Materials from C.C. #4 B 

Materials from yarn store (net weft yam c 
consumed) 

Sub-total D A+6+C 

Less cloSing W-1-P (Warp in Kg) . E . 
Total production F 0-E 

Conversion (Kg: Lml G 

Opening W-1-P (Lm) H 

Direct and Indirect Labou• I 

Oierhead J 

Total Input K G•H+l+J 

Unit Cost 

Less: Process Transferred 

Waste (converted in metres) 

Closing W-1-P (Book) 

Unaccounted (loss)/gain 

Closing W-1-P (Physical) 

Cost Centre #6 - Fabric Preparation 

In this cost centre fabric issued from the grey fabric store. including grey fabrics 
manufactured by Awassa Textile Factory and those bought from outside. go through 
the following processes : 

• singeing and desizing 

• scouring and bleaching. 

4 
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When we studied the cost implications of this cost centre we noted that all fabrics 
which are processed in this cost centre are treated at the same speed and for this 
reason we recommended that labour and overhead costs be apportioned in the ratio 
of actual prcx:f uction of each type of fabric. However. during our post completion 
visit, we realised that the speed of the singeing and desizing machines difters 
depending on the weight of the fabrics. Thus labour and overhead costs should be 
allocated on the basis of actual time spent on the machines rather than on actual ratio 
of production. These speeds are shown below : 

Fabric Speed Equivalency 
metres/minute Ratio 

Light 120 1.0 

Heavy 80 1.5 

To improve the accuracy of the cost figures. each process will be treated as a 
separate cost centre and from a cost accounting point of view, two cost sheets will be 
used to calculate the total cost related to fabric preparation. The principle for 
allocating the cost of chemicals and the apportionment of labour and overhead costs 
tor the scouring and bleaching process will remain unchanged. 

Cost Centre #7 - Dyeing and Printing 

II"' this cost centre, several processes are combined although not all fabrics go 
through each process. For example, mercerizing only applies to dyed fabrics and as 
a result they must go through the drying process twice at this cost centre. Again the 
proposed changes will improve the accuracy of the cost figures. The new <=Ost 
centres will be as follows : 

• mercerizing 

• drying 

• dyeing/printing . 

The allocation of labour and overhead costs will be based on the standard manning 
levels of each machine and the actual machine hours respectively. 

Treatment of Waste 

Another amendment is to include the value of waste calculated in each cost centre in 
the cost of materials transferred from that particular cost centre. Although we agree 
in principle with this trP.atment. it is not appropriate in the case of cost centres 1 to 3 
because a significant amount of the waste recovered in these cost centres is returned 
to the cotton store for subsequent issue. 

5 
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Our cost s~stem recommends that waste in the spinning depart ...... .;11( be meas..:red 
and that proper transfer documentation be raised when it is returned to tt·.e store_ 
However. this procedure raises the issue of what value should be given to the Wdste 
returned to the store. It the total cost of inputs (ie cotton. labour and CJ"Jerhead) is 
used for costing purposes, this treatment will distort the cost of outputs ::>f future 
periods when the waste is reissued to the cost centre. We therefore recommend that 
the average cost of cotton purchased from outside be used to value the waste 
returning to the canon store and that the difference. which represents labour and 
overhead costs, be treated as a general overhead expense in the financial statements_ 

Conclusion 

We understand that the senior cost accountant is planning to implem90t the above 
changes beginning 1 July 1995. Prior to implementing these cl"".anges, we 
recommend that the concerned production heads be consulted to ~sure that the 
changes are manageable and that it will be possible to collect the additional 
information required without rendering the system unduly burdensome. 

OTHER MATTERS 

Since our last visit to Awassa. the factory has experonced a high turnover among its 
senior and middle management personnel. The factory has I .ad rwo different ger.eral 
managers since May 1994. There have also been changes with respect to the heads 
of quality control, marketing, payroll and finishing departments. 

However, of even more immediate concern for the successful implem<!ntation cf the 
integrated costing system is the departure oft" "l finance manager. The factory has 
been without a finance manager since December 1994 and no action has yet been 
taken to replace him. In our opinion. priority should be given at recruiting a qualified 
finance manager to ensure appropriate coordinati1.1n between the finanr.1a1 and cost 
accounting divisions because the proposed integrated cost accounting system is 
highly dependent on reliable finarcial infori..ation. 

CONCLUSION 

There is still a ~eed to improve the information gathering process. particularly with 
respect to measuring output and waste arising in each cost centre. to enhance the 
level of accuracy of the product costs and thus increase the level of confidence in the 
cost figures. 

The financial statements for the nine month period ending 31 March 1995 show a 
negative gross margin. This loss could either be due to an inadequate pricing policy 
or production costs that are not in line with those of the competitors and as a result 
the factory has to sell at a loss. The long term viability of Awassa Textile Factory is 
therefore dependent on reliable cost figures so that management can take timely 
appropriate action. 

6 
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