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In this day and age, an effective internal
control system is a very critical key to survival of any company.
Companies must ensure that their success is safeguarded by the
establishment of reliable control systems to be followed by all
employees. The management may define success using different
achievement indicators – profitability, market share, cost
position, return on investment, etc. But any of these success
measurements can be vulnerable to risk. The success of a company
depends on hiring capable people who efficiently fulfill different
job functions such as production, sales and marketing, purchasing,
accounting and so on. Thus, it is important to take great care in
selecting the best people for the company—people who will work
closely together in exerting effort and dedication to achieve the
desired results.

The Asian financial crisis in 1997, which
started first in Thailand, raised a question about the transparency
of information to businesspeople and stakeholders. Accounting roles
have been widely discussed and many have called for changes. As a
result, the accounting standards were reviewed, improved, and
officially announced. Now reliable and accurate accounting
information is expected by a variety of parties such as bank
creditors, private companies and government agencies. Consequently,
accountants in many organizations have had to adapt to better meet
the requirements from all stakeholders.

At the turn of the 21st century,
we have seen the shocking collapse of several global companies. The
causes are mainly related to accounting fraud resulting from
intentionally manipulative acts such as wrong bookings,
misstatements or misleading disclosures. Such cases seem to
indicate an inevitable need for radical change in the roles of
accountants, especially in safeguarding the company’s future
through corporate governance endeavors. Accountants are being
challenged to regain the trust of the public and the business
community. It’s time for accountants to walk out of the back
offices and proactively work with their colleagues on the front
line.

Today, all business transactions –
purchasing, selling, collection, payment, and so on – are required
by law to be recorded in a company’s accounting books. So,
responsible accountants need to verify, review and process these
transactions by applying their knowledge. They must decide on the
right accounting entries to be used in order to reflect the
company’s true financial picture. In order to cope with the current
dynamic levels of competition, the scope of work of the accounting
department needs to be extended. Accountants must play an
additional role in driving the business toward success. Month-end
account closings, balance sheets and profit and loss statements
will become merely basic requirements for the accounting
department.

In general, the organizational structure of
a company shows the relationships of several functions and their
reporting lines. Each unit in the organization may be called a
section, department or division. Whatever it’s called, it surely
consists of responsible people comprising the supervisors and
subordinates under each function. An accounting department also
consists of accountants who are responsible for specific duties
under the supervision of the functional head. That leader may have
any of the various titles listed below:




	
Chief Accountant



	
Accounting Supervisor



	
Accounting Manager



	
Chief Accounting Officer



	
Financial Controller



	
Controller







Which title is selected depends on factors
such as the size of the organization, the scope of work and
responsibilities, or the nature of the business. For efficiency
purposes, the accounting unit’s headcount should be kept to a
minimum. Notwithstanding this, the design of an accounting
organization must be based on appropriately balanced workloads and
effective internal controls designed with proper checks and
balances. If a single person is handling all critical business
transactions without proper cross-checks by someone else, this can
pose very serious control risks.

The head of an accounting organization –
hereafter referred to as the “Controller” throughout this book –
has to take on the roles of both a financial leader and a business
driver of the organization. As one of the key management team
members, it is crucial that the controller be able to effectively
play these roles. Some questions that could be raised among
business leaders and accounting professionals about a controller’s
functions include:



	
What is the scope of work of a
controller?



	
How can a controller help the company be
successful?



	
How can a controller’s performance be
improved?



	
How does one become a successful
controller?







Answers to the above questions can be found
in this book. This book was written in order to provide readers
with a better understanding about various accounting matters under
the scope and responsibilities of a controller, offer ideas
regarding total accounting department performance improvement
through the direction of the controller, and introduce new concepts
to help a controller be successful in his/her career.

The content in this book is primarily based
on my accounting experiences gained from over 20 years of
professional services to a number of business entities, including
manufacturing, trading and service companies. I have been in a
variety of accounting roles and positions, such as an auditor, a
consultant, an accountant, an accounting manager, general manager
of finance and a plant controller. If you would like to know what
an effective controller can really do — and should do — to serve
business in the 21st century, read this book.

I also offer in this book an accounting
concept under the ControllerFOCUSTM acronym. It has been
developed as a guideline for controllers’ accounting strategy
formulations. I hope it will offer you a new way of performing
accounting-for-business work in the most effective manner.






Yanyong Thammatucharee

www.controllerfocus.com

Email: yanyong.thammatucharee@gmail.com
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It is no longer enough for controllers to
merely concentrate on recording business transactions and produce
financial reports correctly and in a timely fashion. The
controller’s interest should shift from the historical data focus
to increased business performance enhancement. Even though ensuring
the accuracy and completeness of accounting transactions is
essential for management decision- making, the controller has to
gain a better understanding about the reasons behind the success or
failure of the company’s overall results. The controller needs to
be the driver of the company’s business by ensuring the utmost
efficiency of its operations.

To maximize the benefits from information
flowing within the accounting department, controllers are in a key
position to identify existing problems and opportunities impacting
the company’s performance by bringing them to the attention of
management. Most activities performed by employees are ultimately
translated into the financial results through accounting policy and
procedure. If controllers can utilize this strength to understand
the business situation and analyze it correctly, they can give
valuable comments and suggestions to the management team.

In order to perform controllership
activities successfully, controllers also need cooperation and
support from other employees who are responsible for various
functional responsibilities. The requests made by a controller can
be fulfilled to mutual benefit and through discipline exercised by
all parties concerned. Such a working environment is crucial in
order for the company to execute its activity plans effectively and
efficiently. On the other hand, a lack of working discipline can
cause huge damage to the company. At very least, controllers have
to ascertain that the company has maintained its financial
discipline through activities performed by the accounting staff —
such as checking and verification of documents, policy and
procedure enforcement, internal control system assessment, and so
on.

Typically, all accounting and financial
transactions are under the oversight of controllers. In an
atmosphere of tough competition and a fast-moving business world,
controllers have to react and respond to the changing environment
effectively so that the company’s limited resources can be utilized
efficiently to ensure that the goals will be achieved.

In order to perform their duties
effectively, controllers have to optimize the power of available
strategies to ensure the highest level of performance achievement.
There are 5 key strategies for controllers in this new era that
should be considered. They are described below. These strategies
are integrated into the key word of ControllerFOCUS, to be
discussed in detail in Chapter 7.




Looking Forward to Future Prospects




Basically, financial statements produced by
an accounting department can tell only the historical status and
performance of a company. By the very nature of accounting,
accountants have spent most of their time processing past business
transactions and closing the accounts at month’s end. But today’s
business world moves very fast and new business models are being
created all the time. Thus controllers need to allocate more time
and resources on discovering future prospects and risks associated
with their businesses.

The business planning process has been
performed by most companies on an annual basis. This activity
allows managers to think about the future of their operations and
businesses. In addition, it involves making plans on how to improve
performance and achieve targets. Data supplied by each business
unit or cost center have to be consolidated to form a comprehensive
business plan. Once employees can see the future of the company,
they can react correctly to ensure goal attainment.

The company’s assets have to be properly
safeguarded, and controllers are responsible for protecting these
valuable assets. They must take necessary actions to reduce
potential loss in response to the levels of risk exposure
assessment.

The actions taken today can impact the
future success or failure of a company. Controllers have to review
the current business situation, and try to improve the company’s
competitiveness through improved awareness of future risks and
opportunities. As a result, future-oriented actions have to be
taken before any other competitors take them. More discussion can
be found in Chapter 2.




Understanding the Business Operation




The core of accounting work is dealing with
financial numbers. Business transactions are to be converted into
monetary terms under the main account groups consisting of asset,
liability, equity, revenue and expense. Accountants have put a lot
of effort into making sure the financial information is presented
correctly and in adherence to accounting principles. As a result,
financial rules and regulations are issued by the company to set
standard practices for all employees. However, out-of-date
accounting procedures can pose obstacles to doing business
competitively because it can create non-value-added work for the
business operations.

Controllers need to understand the
operational processes so that proper data analyses and improvements
can be made for operational efficiency. The company’s transactions
such as sales, purchasing, production, payroll, collection,
payments, etc., have to be accurately reflected in the accounting
books in a timely manner. Some of the roles an accountant may play
in these business transactions may include the following:




	
Issuing sales invoices to the sales and
marketing department for finished product delivery.



	
Setting up a new product’s competitive price
based on the correct cost information.



	
Checking invoices from suppliers for payment
preparation.



	
Approving purchase requisition forms for
supplies and service required by each department.



	
Explaining related tax issues to concerned
employees for better understanding and decision making when dealing
with suppliers or customers.



	
Counting the physical inventory to ensure
correct inventory records.



	
Tracking significant cost and variances for
explanation and follow-up on the action plans.



	
Reporting the company’s financial results,
which include profit and loss, scrap, damage, etc.







Communication is one of the most important
elements in business management. Controllers have to be able to
explain the accounting information in a way that non-accountants
can understand. Management reports generated by the accounting
department must be meaningful to the operation people, and
should help them identify what needs to be done.

The controller’s scope of work must be in
harmony with expectations from colleagues in other functional
units. This must be based on a mutual understanding regarding the
problems encountered and job functions of representatives from each
business unit. Detailed discussion is included in Chapter 3.




Ensuring the Control Effectiveness




At any time, the stakeholders of a company
want to know that the company is being managed under good corporate
governance. Effective controls are needed to help ensure that the
company’s assets are properly protected, and to give confidence
that frauds and wrong practices are prevented or eliminated.

Companies must establish clearly written
rules and regulations for governing employees. Everyone should
understand the company’s norms and acceptable practices. However,
from time to time many companies have struggled with weak internal
control systems that caused damages due to intentional or
non-intentional behaviors of employees. For example, an engineering
vice president visited Thailand plant for business review. During
his stay in Thailand, he had incurred unusually high entertainment
expenses, and asked the plant manager, his direct report, to sign
for approval on the expense report for reimbursement. Or a managing
director decided to replace his unexpired leased car provided by
the company to a more expensive van citing that it could be used by
other local managers. It is another important duty of controllers
to make sure that proper controls have been set up and are being
enforced effectively.

To achieve confidence in the company’s
internal control system, auditing processes are necessary to
confirm that all key control points are in place. The business
cycles can be categorized so that appropriate testing methods can
be designed for the auditors. Internal control questionnaires (ICQ)
can be used to serve this purpose. The questions are used as
guidelines to help internal auditors. Any discrepancy found should
be assessed for severity level before corrective actions and
reports are made accordingly.

Controllers need to monitor the overall
system and react quickly to any weakness found. They should take
proper actions to fix problems and install better controls. In
certain cases, controllers may find it difficult to take necessary
actions. For example, a controller might need to deal with
sensitive issues related to his/her direct boss – for example,
reimbursement of personal expenses included in the supermarket
bills, and taking the longer overseas trip to get more mileage
bonus. The company, with support from the top management, should
set up a system that allows the right things to be done without any
interference or undue influence from persons with higher
authority.

Internal controls can have a negative impact
on the company’s existence if not established and implemented
successfully. The proper checks and balances between employees in
different job functions are crucial to the company’s future. All
employees have to understand the importance of internal controls
and diligently follow established good practices that are part of
the company’s culture. This issue is discussed in more detail in
Chapter 4.




Utilizing Corporate Resources




Successful companies are efficient and
productive in running their businesses. They utilize scarce
resources wisely and know where to focus their energy. Corporate
resources are allocated based on approved plans and proper
justification by the management. Given an officially approved
budget for their departments, responsible managers make only
necessary requests for resources in order to execute their plans
successfully.

Controllers have the responsibility to make
sure that the company’s time, people and assets have been utilized
for maximum benefits. They have to review the justification for any
spending request before approving it. Relevant management reports
are prepared to reflect the efficiency levels of resource
utilization. This is shown in the following report examples and key
performance indicators:




	
Headcount Status by Category and by Month



	
Return on Assets



	
Inventory Turnover



	
Production Cost per Unit of Production



	
Product Cycle Time



	
Scrap and Loss Cost Percentage to Sales
Amount







Companies need to establish a strong culture
that emphasizes utilizing resources for maximum total operational
efficiency. Employees must figure out how to share the limited
resources and reduce costs. The management must support activities
that promote this culture. More details are discussed in Chapter
5.




System Continuous Improvement




The competitiveness of a company depends on
the efficiency level of its internal systems, which include
operations and management. There are several elements in a business
management system. An accounting department needs a good system for
data processing and reporting, document and work flow, organization
structure and job description, etc. A newly established company
needs a reliable system from the very beginning. Smart managers
understand the necessity and importance of a robust system that
enhances the efficiency of operation. In most cases, this requires
significant investment in terms of money and people. Sufficient
training should be provided to employees to ensure that they
operate within the system correctly.

Most companies use computer software
programs to help with accounting work. This software can facilitate
enterprise resource planning that integrates almost all functions
such as purchasing, ordering, inventory control, material
requirement planning, production reports, sales, treasury, fixed
assets, payroll, and general ledger. Automated systems can improve
efficiency and reduce costs by shortening operating time, reducing
headcount numbers, and preventing errors. However, some accounting
systems may be difficult to maintain. The features and functions
may not be user-friendly enough, causing time-consuming confusion,
especially at the implementation phase.

For accounting records and closing purposes,
accounting entries consist of account code, cost center code,
accounts payable code, accounts receivable code and amount. These
are inputted into the accounting system. Accountants prefer simple
systems that can be operated easily. So the design of the menu and
access to the system should take into account these specific
requirements and the nature of the accounting operation.

In respect to system improvement, a
controller’s role is not limited to accounting information. It
needs to include the entire company’s information system, which
integrates relevant sub-systems used to link data to the accounting
database. The system interface between the main system and
sub-systems has to be reliable. This is discussed in more detail in
Chapter 6.

The 5 strategies listed above are all aimed
at upgrading the controller’s performance by better coping with the
challenges of today’s business environment. The ultimate goal is
not only the accounting department’s success but that of the whole
company. By adopting the ControllerFOCUS concept discussed in
Chapter 7, controllers can optimize performance in key areas.
Before an accountant can take on the highest position of his or her
career, he or she may have to go through several positions and
different roles. They are described in Chapter 1.

Chapter 8 describes the typical work done by
a controller during a 7-month period. The insights, comments, and
notes in the form of “a controller’s business diary” are meant to
reflect a real-life situation. The content is based on a
controller’s actual experience at a manufacturing company with a
very unusual situation: all the accountants had left the company
after the merger of two subsidiary companies. The controller took
the job because of its challenge and the full support from top
management.

Today, accountants face new challenges
regarding how to effectively perform for companies doing business
in a highly competitive environment. It calls for swift actions and
adaptation to survive. It’s time to come up with a new working
approach that will allow accountants to respond to business
environment changes swiftly. As the head of the accounting team,
the controller has to be equipped with management tools to upgrade
performances. This book will explain some of those tools.


[bookmark: 5.Chapter 1 – The Accounting Career Path |outline] Chapter 1
– The Accounting Career Path




I still remember the day I graduated from
Thammasat University in 1985 with a bachelor’s degree in
Accountancy. At that time I needed to make a decision to either
join a commercial bank as an officer in the foreign trade
department, or join an audit firm as a junior auditor. The decision
made that day led to an accounting career of over 23 years. I have
gained valuable experiences with highs and lows along the way.

Accounting work is not, as commonly assumed,
merely about number crunching. It deals with explaining the
activities. Accountants have to study many subjects, including
auditing, taxation, costing, management accounting, etc. But how
can we use all this accounting knowledge to contribute to a
business success?

First, it’s essential for accountants to
fully understand the basic accounting principles and assumptions.
The following are some of the basic accounting principles commonly
referred to:




	
Historical Cost Concept – Accounting
transactions are to be recorded using the cost incurred or the
actual amount paid by cash. This concept causes the accounting
information to be stated at original prices accounting to the
financial amount at the time the transaction occurs. As a result,
the cost of a machine purchased 5 years ago will be shown in the
balance sheet at the same cost even after deducting by the
accumulated depreciation. However, this concept is being challenged
by the replacement value concept. In the case of land purchased,
the company may appraise its cost against the current market price
and make necessary adjustments to reflect this according to
accepted accounting practice.



	
Matching Concept – Expenses incurred in
relation to income generation have to be recorded in the same
accounting period in order to be offset in arriving at the profit
or loss calculation. This concept is applied to avoid high
fluctuation of the operating results, which may cause the
accounting record to show extremely high profit in one month, and
high loss in the following month. According to this concept, the
accountant has to make sure that all expenses are properly and
completely recorded in the correct period so that the operating
results of the company will not be misleading.



	
Accrual Basis – Expenses incurred are to be
recorded in the correct accounting period even though the cash is
not paid out to the suppliers. Unlike the cash basis, accrual basis
recognizes all expenses based on the transfer of ownership or the
services rendered. In certain situations, a reasonable estimate of
expense has to be made — such as the reserve for market claim
expense, inventory shrinkage, doubtful account receivable, etc. On
the other hand, once the sales are made via goods delivery or
service providing, the company has to record the income within the
same period. If the cash was not received due to the credit term
given to customers, the amount has to be recorded in the accounts
receivable account accordingly.



	
Conservatism Principle – Under the
conservatism principle, accountants tend to realize and account for
negative effects on the company’s operating results rather than
record the income with uncertainty. To be conservative, expenses
have to be recorded fully; in some cases, reasonable estimates of
expense amounts are needed to provide for possible loss or damages
such as returned goods, obsolete inventory reserve, etc. Periodic
expenses that occur have to be recorded even if the invoice or
billing has not been made to the company. Expenses incurred on a
monthly basis should be recorded every month, such as electricity,
office rental, interest expense, etc.



	
Consistency Principle – Financial statements
must be prepared according to the generally accepted accounting
principles (GAAP), so the operating results can be compared between
different periods or different companies. However, companies can
choose an accounting principle from the available methods such as
the depreciation calculation, straight-line method or unit of
production. So it is necessary for users of the financial
information to be aware of this. They should also understand the
impact of each type of accounting principle when applied to the
financial statements. In order to avoid distortion of the financial
statements being compared, companies need to consider consistency
in using appropriate accounting principles.






Generally, most accounting graduates believe
that they could gain more experience in a short time if they start
working as external auditors. Due to the nature of the work, they
get a chance to see and understand accounting processes for a
variety of businesses. I chose the auditing job as the first step
of my career.

A business entity can be established in the
form of a private company, a partnership, a public company, a joint
venture, and so on. Normally each entity has the same basic
objective of making profit from the expected return on investment.
In order to achieve these targets, the management has to depend on
information produced by accountants. Business transactions
generated by each unit within an organization have to be compiled
and presented in an understandable format that reflects the levels
of efficiency and effectiveness of the operations. In the normal
course of business, accountants have to deal with business
transactions that can be categorized into the following main
activities:




	
Purchasing – To fulfill the requirements of
employees in utilizing the company’s financial resources to do
their jobs. Based on the approved business plan and budget,
functional managers incur expenses and invest in capital item
acquisitions to execute their tasks through the purchasing process.
For example:








	
Raw materials are ordered and received for
use in manufacturing processes.



	
Outside contractors may be hired to handle
particular tasks such as machine repair and maintenance.



	
Office equipment is purchased based on
approved plans and requests from employees.









	
Selling – A company generates income by
selling products or services. The income level must be sufficient
to achieve net profit and positive cash flow. The company
definitely needs cash obtained from sales to run the operation
continuously. Therefore, it is necessary for the business to be
managed for profit. In the economic growth period, sales are
expanded in response to the market demand. But during an economic
downturn, sales forecasts may be reduced. Then the management has
to adapt to the business environment change to survive. Regarding
sales transactions, there are several activities that need
cooperation between accounting and other departments:








	
Credit Control



	
Invoice Issuance



	
Collection



	
Debit or Credit Note Issuance



	
Delivery Confirmation



	
Inventory Physical Count









	
Payment – Obligations incurred in business
processes have to be settled correctly according to the agreed
credit terms with the third parties. For liabilities from
purchasing on credit terms, and loans secured from financial
institutions, settlements are to be made through the selected
payment processes to ensure efficiency of the operation – such as
money transfer through electronic banking system, checks, or
deduction from receivable amount. The payment transactions
also cover internal operational transactions such as monthly
payroll, petty cash reimbursement, cash advances to employees,
travel expense report settlements and so on.



	
Collection – One important source of cash-in
flow is from collection of the company’s debts. Generally, major
cash collections are made from outstanding accounts receivables.
Other types of cash collection include:

	
Loans drawn from the bank creditor.



	
Cash return from employees for the settlement
of outstanding accounts.



	
Cash sales collections.










The above 4 types of transactions constitute
the majority of the financial picture of a company as shown in the
balance sheet and the profit and loss statement. Thus it is
important for an accountant to start understanding the business
through these transactions. During their accounting careers,
accountants will constantly have to apply their knowledge to
enhance the success of their employing companies by performing
roles that cover several business aspects: business planning,
internal control enforcement, risk management, business process
improvement, and so on.

An accountant may perform a number of job
functions in the accounting and finance department. The nature of
the work may vary from processing invoices and payments to the
analysis of cost information and account closings. One might
progress from a junior accountant to the highest position in that
same organization, whereas others may change jobs before becoming a
controller.

My first controller position came after 10
years of working in the accounting and finance field. Since then,
I’ve seen the roles of a controller evolve according to the
changing business environment. Before we explore the controller’s
changing roles, let’s review some of the different types of
accounting work that comes first.




[bookmark: 5.1.Junior Auditors|outline]Junior Auditors




As you start off on your career path, you
need to build up some necessary skills. Auditing work can be a good
start. Many companies looking for a controller want candidates with
experience in this field as well as senior-level experience for at
least 7 to 10 years.

Becoming a junior auditor can open the doors
to the accounting world quickly. It may serve as a shortcut towards
the ultimate goal of being a controller. Auditing work can be
challenging, and is suitable for those who can work under pressure
and can learn new things quickly. But remember these key
factors:




	
Auditing is not a guarantee of success. The
nature of the work often does not allow one sufficient time to
understand the business processes in detail. An audit assignment
may only allow about 1 – 2 weeks finishing the field work — or
even less than that depending on the company’s size and the number
of audit team members. Tight schedules are inevitable during the
peak period – 5 months after the annual accounting close. A junior
auditor may be assigned to perform audits for only a few sections
for each client. Thus it is not unusual for junior and senior
auditors to change their jobs within the first 5 years.



	
Sometimes what you learn from auditing the
clients’ financial statements, accounting records, and internal
control system regarding a year’s business transactions can be
rough and broad. Remember that the audit will be done on a test
basis. So you have to allocate appropriate time to each part of the
audit assignment such as cash balance, accounts receivable, fixed
assets and so on. The way you do the audit must be based on the
scope of work determined from the internal control system
evaluation results. In theory, the higher the level of reliability,
the less scope of the audit to be performed. So even after 3 to 5
years of auditing, you may not know much about the company’s
business and management.



	
During the first few years, technical
training is necessary for the entire auditing process, including
planning, fieldwork, and review. However, many audit firms choose
an on-the-job training approach rather than formal training. For a
small or medium-sized company, an audit team usually consists of 3
to 5 people: one in-charge auditor, a senior auditor, and one or
more junior auditors. The training is done through close
supervision and mentoring.







Auditing work is a seasonal business where
the peak period will be during the 5 months after the year-end
close. Many companies use the fiscal year ending on the
31st of December, so the peak period will be from
January to May. Why the first 5 months of the year? This is because
each company is required to submit the annual income tax returns
within 150 days after the fiscal year end, including audited
financial statements as supporting information. However, some
auditing firms handle audit work throughout the year because their
clients are listed companies. These companies are required to get
interim reviews on a quarterly basis. The scope of work is limited,
but the auditor may arrange for other kinds of audits such as
internal control system reviews. The year-end audit volume of work
can be reduced accordingly.

Regarding human resource utilization and
control, each audit staffer has to fill out a time sheet
identifying the time spent on each client, with a brief
description. The information contained in this time sheet can be
used for performance evaluation purposes. Some audit firms will
take advantage of this low season period to conduct internal
training.




[bookmark: 5.2.Accounting System Consultants|outline] Accounting System
Consultants



The nature of management consulting services
in accounting can vary according to the particular problems that
each company is facing. Such services may include setting up the
accounting system, improving the internal control system, serving
as the cash custodian, performing special verification of assets or
inventory existence, etc. But in general, an accounting consultant
is expected to provide effective solutions for the clients. Unlike
audit work, the duration of an accounting consultant’s service
period for each job can be difficult to anticipate. Some
assignments can drag out a lot longer than the original plan.

One day while sitting in an audit client’s
office in Bangkok, I received a call from my boss asking me whether
I was willing to take a management consulting assignment upcountry.
My first question was how long it would take. He could not tell me.
But I thought this would give me a good opportunity to learn some
new things, and I could get away from the traffic jams in Bangkok
for a while. I was sent to Chiengmai province in the north of
Thailand. I am not sure I would have accepted this job if I had
known that it would take 20 months to finish it.

In some cases, a management consulting
assignment requires personnel with different kinds of expertise to
form a good mix. It’s like a team of specialized doctors that form
to treat a serious illness. In this case my team consisted of a
senior partner, an IT consultant, and myself for the basic
accounting and internal control system. We were asked by a group of
bank creditors to control the movement of cash from accounts
receivable and make a transfer back to the lenders. This sounded
quite simple but it really needed effective controls and close
monitoring to ensure that the company’s assets were protected.

As a consultant you also need to get along
with people well. Bad relationships can lead to failure in handling
the assignment. This skill is even more crucial when you work in a
government agency, where the style and culture of work is quite
different from private companies. Working and acting in a
professional manner are crucial factors in consulting work. The
image you project and first impressions can help build up a good
relationship with the client.

One day, my consulting team was sent out to
meet with a client, a group of petrochemical companies specializing
in plastic and tape products. Our IT expert had a doctorate degree.
He was 28 years old. Another team member was a very sharp manager
with a lot of consulting experiences in both private and government
sectors. He was 26 years old. I was the junior of the team in terms
of consulting experience.

During lunch with the Japanese factory
general manager, we discussed his company’s business. Everything
seemed to go well, but then he commented: “You all look too young
for such a big assignment like this.” Your appearance and image are
so important that your clients can perceive you in a positive or
negative way based on that alone.

Most accounting consulting services involve
a process of work that may start with the following steps:




	
Understanding the nature of the client’s
business. This can be done by interviewing the company’s employees
and managers, reading company documents such as meeting minutes,
accounting books, invoices and payment vouchers, and by reviewing
the document flowcharts of each operation.



	
Designing and recommending new systems that
will meet the requirements of the client. This requires you to
figure out what your client’s problems are. I strongly object to
the unprofessional practice of taking the design and solutions from
a previous assignment and duplicating them for a new client without
bothering to make customized modification.



	
Training the client’s staff about the new
system to be installed. You need to prepare a well-documented
handbook with clear descriptions, explanations and examples of each
step. You need to act like an instructor and be open to questions
and answers at the end of the session. Sometimes after the
implementation phase, your proposed solutions may need some
adjustments to better fit into your client’s environment and
culture.



	
Implementing the new system and making sure
that your clients are satisfied with it. A potentially painstaking
approach is when you overlap the old and new systems. Some people
will have to do double the work during that period. So it is
important to design your work from the practical point of view.
This will allow you to keep changes at a minimum before submitting
the final version of the work manual or instructions.




*

In coming up with a new system change (i.e.,
a new purchasing work flow), you can start by challenging the
existing flow. Find out, by asking relevant people or investigating
the documents used, the reasons for performing each step. I once
worked with a company that required 6 copies of a purchase order
(P.O.) form. The need for 4 of them was cut after the new designing
process had been finalized.

The design of the document format is also
important. It should be reviewed before any conclusion can be drawn
as to how to improve it. Can several data fields be cancelled,
combined or retrieved from the database? These kinds of questions
can trigger new ideas to streamline the process and trim the huge
and complicated system.

The Management Information System (MIS)
consultant’s role for a client can be considered as that of a
trainer. You need to provide education, guidance, and assistance
for the client’s staff during the implementation process. So it is
necessary that you possess skills in interpretation and
communicating what you think is best for your client. You should
figure out what will be most practical and suitable for the
client’s company. It has to add value to the services you provided.
So it is crucial that your client’s staff have confidence in your
professionalism and ability in the specialized field.

Your appearance is important. It does not
mean that you need to dress in really expensive clothes — but you
need to act, speak, and present yourself in a professional way. You
may need to be careful with your explanations and comments. How
your client perceives is an important factor in your success.
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An accountant’s roles are the direct opposite
of the consultant’s roles. In other words, the role is changed from
being the coacher to the practitioner. You need to work together
with colleagues from other departments such as purchasing, sales
and marketing, warehouse, production, and so on to achieve the
company’s goals. As a core team member, basically you have to
gather all business information from all functions and summarize it
into the form of accounting documents, such as financial statements
(balance sheet, income statement, cash flow statement, and other
analysis reports).

The first day on board as a new accountant,
you cannot expect to be able to do your job fully right away. Well-
managed companies will likely welcome new employees with an
organized orientation that may take at least one full day. The
primary purpose is to explain the company’s rules and regulations,
introduce the organization and senior management team, and so on.
The orientation can also serve as a bridge for the newcomers and
the existing staff to get to know each other and shorten the
transition into smoothly working together.

A typical accounting department can be
structured into several sections, for example:




	
General ledger section



	
Account payable section



	
Account receivable section



	
Fixed assets section



	
Costing section



	
Taxation section







The workload under each section may vary. In
order to achieve the most efficient human resource utilization with
a minimum headcount, some functions may be applied to optimize the
accounting processes so that one accountant can handle more tasks
from different job functions. By doing so, the accountant can learn
a variety of accounting duties. During someone’s absence they can
perform that work to maintain the continuity of flow. This can
enhance the accounting department’s performance as a whole.




Account Close




It has been a professional goal for many
accountants handling various accounting functions to one day do the
month’s end account close alone, and ultimately produce the
company’s financial statements. Some of the reasons may be:




	
It is a challenge. Some accountants,
especially those in a large organization, have to stay in the same
position for a long time – a few years or more - without any job
rotation. This can make them feel frustrated that they know only
part of the whole accounting process. To have a chance to close the
account successfully would be a big opportunity and challenge.



	
It is a very important task. To run the
monthly account close process until you can issue the final
financial statements requires a lot of effort from all concerned,
from both within and outside the accounting department. The end
result of the accounting process is information that is reliable
and useful for all vested users who may want to use it for analysis
or decision making purposes.



	
It is an achievement. During study in college
or university, the accounting faculty students have to take
number-crunching tests many times. You are thoroughly trained to
make sure that the trial balance compiled shows both total debit
and credit of all general ledger accounts correctly. If it is not
balanced, you need to trace all transactions back to the original
sources to check out where the errors were made. Accounting people
understand very well the hardship in arriving at the correct
financial statements. However, once you graduated, you may have
never done a closing again. So if one day you can have a chance to
do it in the real world, it can affirm your accounting
knowledge.







Accounting by Function




Within an accounting department, each
accountant is assigned core responsibilities. A junior accountant
may start by handling a small part of the work, such as
verification of transactional documents, preparing payment
vouchers, and maintaining up-to-date general ledgers through daily
data input.

Most accounting work covers the input,
processing and output of data. This also includes collecting data,
checking its correctness, and recording transactions into the
general ledger system before the financial and management reports
can be generated from the accounting system. For example:




	
The raw material purchasing transactions have
to be verified and recorded after the materials have been received
in the warehouse.



	
The sales invoices are generated to
facilitate the sales transactions, and for supporting the finished
goods delivery to customers.



	
The fixed asset register is updated when
fixed asset items have been acquired or usage has begun. Then the
monthly depreciation can be calculated correctly.



	
The production cost calculation gets done for
finished products produced according to the actual production
quantity reported from the production line.



	
Monthly payroll is processed for all
employees according to attendance and employment contract
conditions. Overtime and certain benefits have to be accounted for
correctly.



	
Factory overhead and administrative expenses
are recorded in the correct accounting period. Adjustments may have
to be made to ensure the correct accounting treatment according to
the company’s accounting policies, such as the recording of accrued
expenses, writing off prepaid expenses and so on.



	
Financial reports have to be produced in the
standard format and within the target deadline. Normally companies
should close their monthly accounts within 5 working days.







It is not surprising to see that accountants
often spend considerable time retracing transactions under an
accounting process or investigation. In order to avoid a lot of
accounting adjustments at the monthly closing of the book, it is
essential to ensure that the occurring transactions are free from
errors. Several types of accounting errors can be often found,
especially those that can be considered avoidable adjustments, such
as:




	
Wrong account codes applied to the
transactions.



	
Wrong cutoff of documents such as sales and
purchasing during other periods that were recorded in the current
period; or non-recording of the current period transactions.



	
Incomplete accounting entries such as
non-recording of the depreciation expense or missing sales
invoices.



	
Wrong accounting adjustment made in prior
period.







Accounting adjustments are made to correct
the accounting record because there are limitations in going back
to change the original transaction for an accounting period that
has been closed. However, for current period transactions,
corrections can be made directly to the original accounting
transactions.

In an accounting team, each person must make
sure that proper accounting processes have been made on a daily,
weekly and monthly basis. Some of the key accounting positions
include:




Cost Accountant




The product cost is crucial information. The
management would like to understand the cost of the products
manufactured so that it can assess the efficiency of the
production. In addition, the product cost is used by sales and
marketing people for product price set-up. If you are a cost
accountant, your main duties include making sure the product cost
has been properly calculated, analyzing and explaining variances
from standard cost, and making sure that the cost information has
been prepared and distributed to users on a timely basis. The cost
accountant has to communicate closely with the production
department team to exchange information and ensure data accuracy.
This includes bill of material (BOM) verification, physical
inventory counting, and production scrap reports.




Accounts Payable Accountant




On the balance sheet, the accounts payable
item is usually one of the high-value items in the current
liability category. As this represents the amount to be paid to
suppliers, it can impact the company’s working capital directly. It
is necessary for the accounts payable accountant to ascertain that
outstanding claim items are recorded completely. Under-recording
creditors’ claims may result in a negative cash flow forecast that
could ultimately affect the company’s operation. So this position
should be supervised and managed efficiently. Ways to verify the
accuracy of the accounts payable records include reconciling the
accounts payable control account and individual account payable
ledgers or using the account payable aging report.




Payment Accountant




One accountant is assigned to initiate
company payments through payment voucher preparation. This payment
can be made either directly to the payee or to the creditors when
liability becomes due. The responsible person has to make sure that
payments have been made to the right person, at the agreed-upon
payment terms, for the correct amount and with proper approval
according to the company’s procedure. Furthermore, the payment
accountant should have a strong understanding of basic tax
regulations concerning requirements when the payment is made
— such as withholding tax for different types of business
transactions or value-added tax (VAT) invoices.




Fixed Assets Accountant




Most of the company’s investment is typically
put under the account group of fixed assets. The fixed assets
accountant has to keep track of the movement of the company’s fixed
assets from the start of the purchasing, receiving, depreciating
and retiring. The fixed asset items can be classified into the
following categories:




	
Land



	
Building



	
Machinery and Equipment



	
Office equipment







The accountant is responsible for periodical
depreciation records. The up-to-date fixed asset register must be
maintained and referred to in order to serve this purpose.
Otherwise, the company’s depreciation expenses can be under- or
over- recorded, causing the distortion of financial statements.




Tax Accountant




The company can avoid the potentially huge
financial loss caused by tax problems if there is a good tax
planning and compliance system. The penalties and surcharges
charged to a company may be due to unintentional practices or lack
of taxation knowledge. Thus it is necessary for a company to have
one person take care of its tax and duty issues. This person may
take responsibility for the regular tax return form filing and
overall tax planning.




Accounts Receivable Accountant




The credit sales made to customers result in
an accounts receivable balance at the end of the period. Accounts
receivable represents the amount to be collected from customers
when the payment term becomes due. Failure to collect the debt on
time can cause cash flow problems. So it is necessary for accounts
receivable accountants to monitor any overdue items so that any
non-collectable amounts can be avoided or kept at a minimum. The
aging report should be used as a tool to assess the status of the
receivable in a timely manner. Appropriate reserve for doubtful
accounts may have to be made to reflect the net amount that the
company can collect from all outstanding debts.




General Ledger Accountant




The general ledger accountant is responsible
for the month-end account closing process. This includes the
preparation of the financial statements, including balance sheet,
profit and loss statement, and statement of cash flow. The
operating result must be reported in a timely manner. The general
ledger accountant should understand the reporting requirements of
the company or of its head office if the company is an overseas
subsidiary.

In addition, as part of the monthly close
process, the balance sheet account reconciliation and breakdown
analysis should be done properly. This activity can uncover any
errors made by relevant people in the accounting process. This
accountant sometimes functions as the checks and balances to help
strengthen the company’s internal control system.
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In order to account for the entire realm of
business transactions and processes, accountants need to get the
work done as efficiently as possible. With the volume of
transactions and complexity, mistakes can be made. The cause of the
problem in certain cases may not be easy to identify, resulting in
incorrect presentation of the accounting numbers. Accountants who
find mistakes should take immediate action to resolve the problem.
However, the solution may require help and cooperation from several
parties.

Information generated through the accounting
process should be used to help the company run its business better.
This can be achieved by effective communication and coordination
with other department personnel. Accounting information should be
interpreted with understandable language. Presentations should be
clear to those without a lot of accounting knowledge.

The following are 3 important actions to be
considered.
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In many cases, the problem is not informing
management quickly. This can cause a big surprise and much damage.
Accountants need to evaluate the impact of the problem and bring it
immediately to the attention of the management.

The problem may involve other functional
staff. Accountants are aware of most issues because at the end of
the day, they have to review all incoming documents and reports
that may reveal negative financial impacts to the company.

Some problems can even cause operating loss
and cash flow problems unless people work together to fix them in a
timely manner. For example:




Unapproved Capital Expenditure




Capital expenditure is a type of spending
that has to be booked as an asset item rather than as an expense.
To determine which expenses should be capitalized, an accountant
has to consider whether it meets the criteria under the accounting
policy. In general, the following are guidelines for capital item
decisions:




	
The amount is larger than the minimum as set
by the company’s accounting policy.



	
Its useful life is longer than one year.







In most cases, acquiring a fixed asset
involves a lot of money, so the company usually sets a procedure to
make sure that the investment is worthwhile. Therefore, a
systematic analysis and proper justification is required to
understand the return on investment and whether to proceed. Proper
approval by authorized managers is part of good corporate
governance. Here are examples of capital expenditure items:




	
In order to extend its production capacity, a
company has to invest in expanding the production facilities and
additional machines.



	
For security purposes, a company needs to
build a separate climate-controlled warehouse to store hazardous
chemicals.



	
Incoming parts from suppliers need to be
inspected for quality standards. With increasing demand from
customers, the company needs to add more inspection equipment to
speed up the material receiving process.







The need to get a capital item can be
initiated by any person who has to get the job done, fix the
existing problem or improve the process. To achieve this, that
person should understand the company’s rules and regulations. The
company may set the standard procedures to be followed, as shown in
the example sequence below:




	
The production engineer, as a requestor,
decides that a new machine should be purchased to replace the old
one that broke down during the production run the other day.



	
Detailed study and analysis supports the
decision to buy a new one.



	
A purchase requisition form is prepared and
filled out with information such as requestor name, description of
the asset with details, supporting backup documentation and study,
estimated amount, and date required.



	
This purchasing request form is forwarded to
the requestor’s supervisor for review and first-level approval.



	
The controller reviews to make sure that the
request for the investment is justifiable with sufficient backup
before signing the document as approval evidence. The controller
also checks the capital budget plan to see whether this item is
included. Otherwise, additional explanation and approval might be
needed.



	
The managing director or higher-level
approval is consulted before the P.O. can be issued to vendors.







It is possible that sometimes the flow of
documents and approval process consumes too much time. That may
cause concern for those who want to see the purchase done as fast
as possible, and they may want to skip important steps
intentionally. Hence, the purchase is done without proper approval.
That means a breakdown of the internal control system.

The fixed assets accountant is the one who
finds out this mistake. He or she needs to bring the issue to the
concerned parties for corrective action. If that doesn’t happen,
this problem can persist and becomes a practice that gets difficult
to change.

In some cases, the problem was concealed
through purposefully wrong accounting records. Perhaps instead of
recording the expenditure as a fixed asset, it was booked as an
expense. As a result, the company’s assets are now under-recorded,
whereas the expense is over-recorded, causing lower profit or
higher loss. However, this kind of deliberate accounting error can
be identified by an internal audit or by the annual audit performed
by the external auditor.
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When there is a low-performance accounting
unit, you might see follow-up emails sent to the accounting
department both from internal employees and outsiders. You may be
surprised at the number of activities within the company that
involve accountants. Some of them could be:




	
Asking for approval on long-outstanding
documents with questionable issues such as purchase requisition
forms, invoices, and credit notes.



	
Asking for the status of outstanding payments
to suppliers regarding questionable shipments.



	
Follow-up on requested new product costs.



	
Request for an update on the import duty
issue under investigation of Customs.



	
Request for an update on the capital
expenditure approval so that purchasing can be done.



	
Asking for an update on outside contract
reviews on financial aspects.



	
Follow-up on a project feasibility study.



	
Asking for the financial forecast of next
month.







In an attempt to improve the accounting
performance, accountants should know when and how to give an update
on outstanding work to the appropriate people so that concerned
people can provide relevant information and effort to help get
things done. Or if there is possibility of non-achievement, this
could help everyone on the team figure out alternative backup
plans.

Accountants can give updates through a few
channels such as:




	
Verbal update



	
Emails



	
Presentations at regular meetings



	
At a special meeting







There are several situations that will
require accountants to provide appropriate updates:




	
If the company is under the VAT system,
change of the VAT rate is inevitable. When the government announces
a VAT rate change, the accounting department may take
responsibility for ensuring that the sales invoices under the new
rate will be issued correctly to the customers. The invoice (or tax
invoice) format has to be complete and correct under tax laws.
Progress reports on such change are needed by salespeople and
managers so that they can inform customers.



	
Sometimes a vendor’s account settlement can
be an issue. The company may have a good procedure within the
receiving section ensuring that the quantity and the quality of the
goods received are correct. However, in the case of the test basis
applied, the person performing the receiving function may not
detect the defective materials until they are issued and found at
the production lines. In this case, a claim from the vendor has to
be made. The accounts payable accountant is involved in this
transaction. The management will want to know the progress of this
situation, and consider necessary actions to prevent future
problems.
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Businesses have to move very fast to respond
to the unexpected rapid changes of today. Every department has to
constantly think about how to increase its efficiency to meet
challenging targets. That includes the accounting department. All
functions must work as one. It is wasteful to the company when we
cannot progress in the same direction. Most business transactions
from other departments relate to accounting work. For example:




	
Production – The production output is used
for cost transfer to finished goods, and for ending inventory
balance confirmation.



	
Purchasing – The purchase order form is
matched with the invoice from the supplier to ensure the accuracy
of the purchasing transaction.



	
Sales and Marketing – The sales margin is
measured and checked for any mistake in price set-up or standard
cost entry.



	
Engineering – An engineer who needs
additional budget items would like advice from the accounting
department on getting approval.



	
Quality – The result of bad quality raw
material means higher production costs from scrap expenses. The
rejected incoming materials may lead to credit note preparations by
the accountant.



	
Human resources – Payments for training
courses are processed by the accounts payable accountant.







Operational improvement initiatives can
benefit from financial experts on the accounting team. If you are
going to propose an improvement project, you may need to
demonstrate its financial impact in terms of investment, savings to
be obtained and return rate. The cost currently incurred by the
current practice, such as scrap cost per unit, labor cost per unit,
utility cost per unit, etc. can be obtained from the cost
accountant. So it would be more efficient to have a representative
from the accounting department as part of the project team.

The accountant not only provides historical
financial information but can also provide opinions regarding the
control point as a preventive measure. It is then necessary that
the accountant speak up clearly about the financial viewpoint
relevant to the project and cost-effective implications. The
following are examples:




Improvement Project Replacement




In an improvement project, an engineer came
up with a proposal to rearrange the production line. It required an
additional machine to increase the line flexibility. By doing so,
the company can reduce set-up time from the change-over activities.
The estimated savings and return after five years was sufficient to
gain approval.

One year later, the same engineer had a new
idea. After cost and benefit calculations for this new project, it
appeared that the return again should be acceptable.

However, thorough review by the responsible
accountant, found that one cost was missing in the calculation
— the old machine replacement cost (the one that was added a
year earlier in the last approved project). If this project took
the cost of the old machine’s book value into consideration, the
project would not give the expected return on investment. Thus, the
new project was not viable and should be rejected. Explanation and
discussion with the engineer and concerned parties should be done
so that everyone can understand the overall project
feasibility.




Savings from Productivity Improvement
Project




It is a good sign when a production facility
can improve its productivity rate because it means that the cost of
production per finished product will be lower. The increased
productivity will result in real savings — provided that the
products produced can be sold. The engineering team working on
productivity improvements may wonder how to account for the savings
from such improvements.

The cost accountant can help explain the
impact to the bottom line. An improvement cannot always be realized
in terms of financial impact. The increased quantity of products
built means higher absorption costs of a factory according to the
standard cost system. Therefore unless the productivity rate is
higher than the standard level, it is likely that the factory’s
overhead cost will impact the profit and loss statement of the
company.

It is the accounting department’s
responsibility to provide basic knowledge about the company’s
costing system to non-financial people so that they can understand
the relationship between the operational activities and the costing
effect. It would be helpful if the accounting department can
organize in-house training from time to time for people in other
departments.




Use of the Internal Document Forms




There are many forms of documents used within
a company. These forms can be considered as tools for tracking the
relevant business transactions and for carrying information from
one point to another. Accountants use these forms to check the
validity and accuracy of transactions. The following are some basic
internal document forms being used by many companies.




	
Payment Voucher – This form is used to
initiate a payment transaction such as in creditor’s settlement,
payroll payment or advances to employees. In general, the payment
voucher has to be filled by the requestor or accountant before it
is checked and approved by authorized managers. The check will be
prepared and signed according to the financial authority policy,
and then it is ready for pick-up or sending to the payee. Even
though the bank money transfer (and internet banking system) is an
alternative to the manual payment method, proper approval for
payment still needs to be maintained.



	
Petty Cash Form – In a day-to-day operation,
some small expenses can be incurred. It is not practical for the
company to issue checks for these kinds of payment requests. The
petty cash fund is used as a way to alleviate the work load of a
cashier by allocating a fixed amount of money so that small expense
items can be paid in cash. An employee who may need cash has to
present the prior-approved petty cash form to the cashier.



	
Journal Voucher – In order to book the
accounting entries into general ledger accounts, accountants may
use a journal voucher (J.V.) as a media to record and update the
general ledger account balances. This may be done by entering the
entries as shown in the journal vouchers into the computerized
accounting system. Moreover, journal vouchers can be generated
automatically by retrieving the information from other sub-systems
such as sales, purchasing, and fixed assets. By doing so, the
accountant can avoid high volume of manual journal vouchers because
the summary of the transactions can combine the whole month
transactions into just one accounting entry. Furthermore, at the
month-end accounting close, adjustments may be made to correct
accounting errors or to book additional accounting entries where
the existing system cannot satisfy the accounting requirement. This
can be done through the journal voucher issuance with sufficient
back-up documents or working papers.



	
Purchase Requisition – The purchase
requisition form, or P.R. form, is used when an employee wants to
buy something or engage in an outside service contract for his or
her operation. The objective of using this form is to make sure
that before any spending happens, there is appropriate review and
approval by responsible people to make sure it is valid and
justifiable, within budget or according to the business plan.







It is essential for employees to understand
how to use each form regarding information to be filled out, each
processing step to be taken, and how to follow up. Since we cannot
avoid document-related operations, any improvement to reduce the
paperwork and speed up the process is beneficial to overall company
performance. Some of the above documents can be computerized and
the checking and authorization can be done electronically. This may
be another improvement suggestion that comes from the accounting
department.
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The financial transactions are classified,
tracked and analyzed from all account codes in use. These account
codes represent the 5 categories of basic account types – asset,
liability, equity, revenue and expense. If you are working in a
company, there are many reasons why you should understand how to
use the account codes:




	
You may be required to put the right account
code in the purchase requisition form.



	
You have to plan your annual budget and
forecast (income and expense) by account code.



	
You need to understand the departmental
financial report that compares the actual number and budget number
by account code.



	
Any new account codes to be added may affect
several report structures.



	
The account codes can lead to detailed
discussion on the departmental performance.



	
The account codes are grouped into and form
line items in the financial statements.







You do not need to remember all account code
numbers and their names — but you should have an account chart on
hand for your reference. In the account chart, you should see a
list of the company’s active account codes and account names. The
structure of an account code can be different for each company.
Basically an account code should consist of 3 parts:





	
Account number – The account number is
normally designed to consist of 4 to 6 digits. It may be extended
to cover sub-account codes and form a total account code structure
of more than 6 to 10 digits.



	
Account name – The brief description of the
account name will be put together with an account number. It should
be simple and short but give an idea of what type of transaction
should be included. It is not practical to split the account names
into too many detailed account codes.



	
Cost center code – A cost center code is
normally tied to relevant account numbers. For those companies
using budgeting systems for the business planning and control, cost
center codes also represent the operation unit in an organization
structure.









From the accounting point of view, an account
code represents a general ledger account that stores the amount of
a business transaction on either the debit or credit side of an
account. The general ledger accounts represent 5 main categories of
account type:




	
Asset Account Type



	
Liability Account Type



	
Equity Account Type



	
Revenue Account Type



	
Expense Account Type







The primary relationships of these 5
accounts can be shown in the form of two important financial
reports: balance sheet and income statement.

The balance sheet consists of 3 account
types: asset, liability and equity.




Asset = Liability + Equity




The income statement, sometimes known as
profit and loss statement, represents the difference between
revenue and expense account types. This difference is to be
transferred and added into the equity at the closing of an account.
Thus the above formula can be extended into the following:




Asset = Liability + Equity + Revenue –
Expense




As most companies use a budgeting system for
managing purposes, each department will get an approved budget for
expenses incurred under responsibility. Periodically, the expense
budget will be compared to actual spending; a revised forecast
number may need to be made to reflect the current business
conditions and circumstances. So even for non-accounting people,
the knowledge of each expense account will be useful in selecting
the right account for purposes of the business process and the
budget control system.



[bookmark: 5.6.Chart of Account |outline]Chart of Account




The first thing you need to know before using
accounting information to understand the company’s business is the
chart of account. It is a good source of reference for users who
need to convert their activities into company accounts that cover
overall operations. The following is an example of an account chart
with the format of account code, account name and brief
description. The account description covers all aspects of business
operations.




	
Account No.


	
Account Name


	
Description



	




	




	
Asset Account Type

Cash on Hand and at Bank



	
101000


	
Petty Cash


	
Small funds under control of a cashier and
can be replenished with actual expenses.



	
101200


	
Bank Account


	
Amount of cash balance in the bank
account.



	




	




	
Trade Accounts Receivable



	
110100


	
Accounts Receivable - Trade


	
This account is used to record credit sales
accounts receivable and will be reduced with the collection
amount.



	
110101


	
Allowance for Doubtful Accounts


	
This account is the deduction to accounts
receivable. The amount shown in this account is normally shown on
the credit side which represents the estimated delinquent debt as
calculated based on the company’s policy. If the bad debt accounts
became evident, the write-off would be made by an offset between
this account and the account receivable.



	




	




	
Other Accounts Receivable



	
120100


	
Advance To Employee


	
This account is used to record the amounts
paid to an employee, as an advance for business reasons such as
overseas travel. It should be cleared as soon as the assignment is
finished.



	
120200


	
Value Added Tax (VAT)


	
The amount of input VAT and output VAT will
be recorded under this account based on the monthly VAT filing
performed. The outstanding balance shows the receivable or payable
amount to the Revenue department.



	




	




	
Other Current Assets



	
120300


	
Deposit


	
The deposit amount is normally made
according to a business agreement or as guarantee and should be
returned to the company after the ending of the contract. Examples
of deposits made are rental deposit, electricity cost deposit,
etc.



	
120400


	
Prepaid Expense


	
The amount of money paid for expenses that
cover a future period will be recorded under this account, and it
will be amortized over the future period on a monthly basis.
Prepaid expenses include:

	
Prepaid insurance premium



	
Prepaid rental expense, etc.






	




	




	
Inventory



	
130100


	
Raw Material


	
This account shows the value of material
balance at the end of the accounting period. Under the perpetual
inventory concept, the movement is made according to sales to
reflect the cost of goods sold.



	
130200


	
Work-In-Process


	
This account shows the value of work in
process in the production line according to the stage of
completion. It includes 3 major cost components: raw material,
labor and overhead.



	
130300


	
Finished Goods


	
This account shows the value of finished
goods available at the closing date. It will be increased with the
cost of products produced and will be transferred out according to
the sales quantity.



	
130401


	
Obsolete Inventory Reserve


	
The estimate amount for the reduction of the
inventory value is shown under this account. The write-offs with
the inventory accounts will be made by an approved accounting
adjustment.



	




	




	
Property, Plant and Equipment



	
150100


	
Land


	
The cost of land acquisition, including any
expenses paid to make the land ready for use is to be recorded
under this account.



	
150200


	
Building


	
The building costs incurred from buying or
construction has to be recorded under this account. The building
account may also include commercial buildings, plants, and
warehouses.



	
150300


	
Machinery and Equipment


	
Machine costs and installation expenses. The
associated cost of machines may include import duty, clearing
expense, test-run material and overhead.



	
160100


	
Accumulated Depreciation


	
This is an adjustment account to the cost of
fixed assets to get the net book value. Depreciation that is
amortized into expenses periodically will be accumulated according
to the useful life of each asset. It will be written off when the
asset is sold out or scrapped.



	




	




	
Liabilities Type

Accounts Payable



	
210100


	
Bank Overdraft


	
The company may use a bank overdraft
facility. The amount drawn against this account will be shown as
liability and it is subject to interest charges by the bank.



	
210200


	
Accounts Payable-Trade


	
This account balance shows outstanding
obligation that the company has and need to settle when the debt
becomes due. The balance will be reduced by the settlement
amount.



	




	




	
Accrued Expenses



	
220100


	
Accrued Payroll


	
At the closing date, the amount of payroll
payable to employees has to be estimated and recorded to
approximate the monthly payroll expense.



	
220200


	
Accrued Social Security Fund


	
The amount to be paid for social security
funds at the end of the month should be recorded under accrued
expense items. This should include both employees’ deduction amount
and the company’s contribution portion.



	
220300


	
Accrued Worker Compensation Fund


	
The worker compensation fund helps alleviate
medical costs for accidents and sickness caused during working
hours.



	
220400


	
Accrued Provident Fund


	
The amount of provident funds to be paid to
employees should be recorded under this account as a company’s
liability. The fund would include the amount deducted from
employees’ payroll plus the amount contributed by the company
according to the set policy and procedure.



	
220500


	
Accrued Utilities


	
The amount of utility costs to be paid
should be recorded under this account. Reasonable estimates of this
cost may need to be made although the actual invoices may not be
received yet.



	




	




	
Long-term Liability



	
230100


	
Long-Term Loan


	
The balance shown in this account represents
the outstanding loans to be settled in the period of one year from
the account closing date. The portion of loans to become due within
one year will be reclassified to another account under current
liability category.



	




	




	
Shareholders’ Equity



	
310100


	
Share Capital


	
The amount of capital injection from the
company’s shareholders is to be recorded under this account
at the par value of shares issued.



	
310200


	
Additional Paid-in Capital


	
The surplus amount of share price over par
value will be recorded under this account.



	
310300


	
Retained Earnings (Deficit)


	
The accumulated profit or loss obtained from
the company’s operations will be recorded under this account by
transferring from net profit or loss. This account will be reduced
by the dividend announcement.



	




	




	
Revenue Type

Sales Income



	
410100


	
Sales Income


	
The company’s main revenue is to be recorded
under this account, which may include both product and service
sales transactions.



	
410200


	
Other Income


	
This account shows the amount of income from
other transactions such as scrap sales, gain from sales of fixed
assets, or interest income.



	
410300


	
Discount


	
Discount expenses for the period should be
estimated and recorded based on the calculation basis set by the
policy and shown as deduction from sales amount.



	




	




	
Expense Type

Cost of Goods Sold



	
500100


	
Cost Of Goods Sold


	
The cost of goods sold is recorded as a
deduction from sales. The amount to be recorded is based on the
calculation of costs for goods shipped to customers, which reflects
the actual cost of goods sold.



	




	




	
Salary and Wages



	
610100


	
Salary & Wage


	
The salary expense is the amount paid for
the payroll and other wages paid to hourly employees.



	
610200


	
Overtime Premium


	
The overtime premium is an expense item
related to wages paid for employees working after normal working
hours. The overtime rate per hour is to be calculated according to
the company’s policy and procedure.



	




	




	
Factory Supply



	
620300


	
Factory Supply


	
The factory supply account is used to record
supply cost for all items incurred in the normal operation, for
example:

	
Tools & Jigs



	
Clothes & Gloves



	
Chemicals



	
Other supplies






	




	




	
Utility Expense



	
630100


	
Utilities


	
The utility expenses may include major items
such as electricity, water, and other power supply.



	




	




	
Selling and Administrative
Expenses



	
710200


	
Telephone Expense


	
Telephone expenses includes amount paid for
both domestic and overseas calls. It also covers related
communication expenses such as the lease line connecting the
companies and other locations.



	
710300


	
Training & Seminar Expense


	
The training expenses to be recorded under
this account may include the course fees or amount paid to
speakers, and associated expenses such as travel and accommodation
to obtain training. The training can be for both employees and
management.



	
710400


	
Advertising and Promotion Expense


	
Expenses to be included in this account may
involve advertising for the following purposes:

	
Personnel recruitment



	
Change of company’s address



	
Business advertisement for product or service
promotion.




This may be done using medias such as
newspaper, radio, television, and exhibition.



	
710500


	
Professional Fee


	
The fees paid to outside professionals should
be charged to this account. The type of professional services may
include:

	
Legal fees



	
Audit fees



	
Taxation consulting fees













Account codes are used to track business
transaction amounts so that they can be compiled into meaningful
reports. Accountants have to input business transactions based on
relevant account codes assigned under the double-entry accounting
concept. Income and expense accounts are normally used by tying to
cost centers or profit centers so that an individual business
unit’s performance can be measured and reported.

Without account codes, accounting work would
become very difficult and time consuming. However, it is not
efficient to incorporate several fields of different information
into an account code that requires unnecessary data input by
accountants. Thus information system design should take into
account the efficient operation from the accounting point of
view.
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As part of the management team, a controller
not only participates in setting up the company goals, but also
helps develop business plans to achieve these goals. In today’s
climate of rapid business change, the successful future of the
company lies in the hands of everyone within the organization. It
is not only the Chief Executive Officer (CEO) who must think about
the company’s vision — everyone must do so. The company needs to
have effective plans for both the short term and long term, to be
developed with input from all departments. The plans must be
responsive to any unexpected situation. As we get together to talk
about these plans, we are looking into the future of the company —
which also affects our own futures.

The controller, who has seen the results of
the company’s operation month after month, should be able to
analyze the performance and competitiveness of the company from
many aspects such as sales, marketing, production, procurement,
etc. He or she can help facilitate the management team’s planning
with financial information and comment on what is doing well and
what still needs improvement. Then the team members can use that
information in their planning. Future opportunities can then be
discerned from the brainstorming session, as well as associated
risks. It is important for controllers to allocate a high
proportion of their time — at least 50% — to considering future
occurrences. I would say that about currently, controllers spend
70% of their time considering what has already happened. A good
controller tries to think ahead to the next 5-year period. This
capability depends largely on knowledge and experiences gained
within the company. With it, the development picture of the company
starts to form, and will be ultimately reflected in several forms
of financial information: profit and loss, sales growth, material
cost trends, inventory level etc. Without such vital preparation,
the company risks being weak and being unable to keep pace with
competitors.
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If you were internally promoted to the
position of a new controller, you probably understand the company’s
business and expectations of you. But if you were recruited to join
a new company as a controller, you may need extra preparation to
make sure you start the first day on the right foot. There are some
important things you should know as soon as possible:




	
Knowing People



	
Knowing the Business



	
Knowing the Rules







[bookmark: 7.1.1.Knowing the People|outline]Knowing the People




At most companies, the human resource
department will give you a first-day orientation by providing
important basic information about the company, organization
structure, and business. This may be followed by brief
introductions to the company’s management team including all
department managers and your subordinates.

Get to know the people you are going to work
with as soon as possible. Seize the chance to show everyone that
you will be a part of the successful team with mutual benefits -
they can be part of your success, and you can be part of theirs.
Communicate constantly with internal and external people
effectively through the company’s network system. This means you
should make sure that you are set up for system access as soon as
possible.

When I worked for a U.S. company with 12
hours of time difference from my location, I used e-mail to
introduce myself and stay in the loop. I contacted controllers of
other facilities that I might need to deal with, functional heads,
and all my dotted line supervisors. After just a few days, I got a
lot of emails and the flow of communication had begun.

Get involved in other networking activities —
such as employee welfare committees or organizing social events.
After-work gatherings are another way of getting to know others
better.
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It is very important that a new controller
gets to know the company’s business intimately. He or she will be
the one who has to make appropriate and crucial reviews and
approvals on business transactions. He or she will need to clearly
explain the financial results, forecast and budget to stakeholders.
So the learning curve is short.

Apart from formal training, a quick review of
accounting records can give a broad picture of the company’s
operation. You can spend some time going through the following
information available in the accounting department:




	
Payment Voucher Review



	
Trial Balance Review



	
Annual Report Review



	
Document Flow Review



	
Accounting Manual Review







Payment Voucher Review




Going through payment voucher files for one
month of transactions can give you a good idea regarding the nature
of the company’s expenses. The monthly payments should cover most
major transactions such as major accounts payable and expense
items.

You may check whether there is any internal
control weakness in respect to payments. For example:




	
Evidence of goods receipts.



	
Check and authorization signatures.



	
Supporting documents for each payment
transaction.



	
Account codes applied.



	
Any control in place to avoid double
payment.







The amounts of each payment can also give
you a sense of the magnitude of transactions. You should also pay
attention to high-risk spending items, person who is in charge of
large amounts of investment, and major suppliers of the
company.




Trial Balance Review




The trial balance is a report that lists all
general account balances at the end of a period. By looking at
major account balance movement (from the previous month), you can
identify the large amount accounts that will need your attention
later. By reviewing them one by one, you can take notes on some
issues that need additional explanation. For example:




	
High inventory balance – you may want to note
the number of days of the inventory outstanding.



	
High accounts receivable – you may
investigate further how much the portion of the overdue accounts
would be.



	
Several inter-company accounts – this gives
you the idea that a good reconciliation needs to be maintained, and
the transfer pricing should be established properly.



	
Unusually high balance of certain accounts,
such as loans from directors, advances to employees, travel and
entertainment, donations, etc., will need further
investigation.







It might be a good start to examine the
trial balance of the latest month. Then you can prioritize which
accounts you should look into for better understanding of the
company’s business.




Annual Report Review




Many companies, especially public and listed
companies, will prepare an annual report at the end of the fiscal
year that provides information about the operation results, future
plans, and successes and challenges. This is a good source.

Information in an annual report may
include:




	
Message from the Chairman – In general, it
will mention significant successes and difficult situations the
company has encountered in the reporting year. This may include
mergers and acquisitions and the selling of business units.



	
Audit Committee’s Report – The report will
list what activities have been performed by the committee during
the last year, and any improvements planned for next year.



	
Board of Directors – This section normally
lists each director’s biographical information with
photographs.



	
Organization Chart – The organization chart
of the company shows the hierarchy of functions and reporting
lines. This will help you understand how the company is structured,
and it also gives you an idea of whom you should contact regarding
particular matters.



	
Strategy and Plan – The company vision,
mission, strategy and expansion plan may be disclosed in this
report.



	
Auditor’s Report – The report from the
auditor will be useful in understanding and assessing the financial
status and the information reliability. Pay attention to the
additional disclosures made in the report and evaluate the impact
on the financial statement presentation. More details can be found
in the notes to financial statements.



	
Financial Statements – Generally, there are 3
important financial statements put in the annual report, balance
sheet, profit and loss statement, and cash flow statement. Each one
can give you better insights into the company’s financial position
and its profitability.







By looking at a few years of operational
history, background and milestones, you can better understand the
development of the company.



Document Flow Review




Another way to get a good grasp of the
business and operation is to review the company’s documentation
system. It may even be part of your job description; the accounting
department may prepare the document flow.

The document flow is explained by using
several flow chart signs to represent certain document types or
operations. The line linking two different documents shows how it
flows from one operation point to another. Some brief descriptions
may accompany the flow.

Two kinds of document flow may be found:

	
Overview Flowchart



	
Detail Flowchart







Overview Flowchart




An overview flowchart can be used to
demonstrate how a particular operation, such as goods shipment,
scrap procedure, etc., is performed to meet the intended
result.

It is also useful in giving presentations to
employees who would like to understand the steps within one page
instead of spending a lot of time tracing from one document to
another. The overview flowchart may help them gain a basic
understanding of topics before further detailed discussion is
pursued.




Detailed Flowchart




The detailed flowchart helps one understand
each process flow in detail. It may be accompanied by sample forms
of documents referred to in the flowchart. The format of the
detailed flowchart may cover the following items:




	
Department Name – This information explains
when the document is under the operation of a particular
department, either as a receiver or the sender.



	
Flowchart Signs – Different signs designate
different kinds of documents such as invoice, report, slip or
voucher.



	
Line Arrow – This sign shows the direction of
the document from one point of operation to another. Sometimes it
leads to the control operation, manual operation or computerized
process.



	
Filing Sign – A good flowchart should present
a clear trail of the document. So through it we can see where a
document with 3 copies, including the original, is forwarded to or
being processed until its final destination.



	
Description – For better understanding of the
document flow, it would be useful to have some description attached
with each flow so that users can understand how the document is
initiated, how it is being processed, and how to make sure it is
finished.







A detailed flowchart is a good source of
information for self-learning. It is very useful for reviewing the
internal control point that should exist so that we can test its
effectiveness. It is necessary to review the flow and check whether
actual practice is in accordance with that stated in the flowchart.
If not, changes should be made.




Accounting Manual Review




If your employer has an accounting manual,
you can find in it good information about accounting practices and
procedures. Make sure that it is the most up-to-date version before
you use it for reference. In general the manual would include the
following information:




	
The Chart of Account – The list of the
company’s general ledger accounts should be put together in the
chart of account. This may include related attributes that have
meanings related to other existing reports. It is useful as a
reference in the future, especially when we need to add, change or
delete an account (actually it is usually done by putting it into
inactive status).



	
Important Policies and Procedure –You may
have to deal with cases that need clear explanation, and the best
way is by referring to the approved written policy and procedure.
The following are some of the subjects that need policy and
procedure:








	
Financial Authority



	
Internal Control System



	
Petty Cash Handling



	
Cash and Check Handling



	
Cash Flow Forecast



	
Allowance for Doubtful Debt



	
Advance to Employees



	
Inventory Valuation



	
Inventory Shrink Reserve



	
Capital Expenditure



	
Depreciation Method



	
Costing Method



	
Credit Approval



	
Travel and Entertainment



	
Donation



	
Deferred Tax



	
Foreign Currency Exposure



	
Management Report









Make sure you have reviewed the policies and
procedures from time to time for necessary updates. You should
incorporate the new business practice changes into the existing
accounting procedure. This can help clarify questions regarding
what needs to be done. Sometimes you may need to issue a procedure
for reference to help prevent misunderstandings.




	
Important Report Format – The accounting
manual may include formatting of certain reports, especially those
necessary for accounting close operations. If the report is a
computerized format, understand its linkage to the accounting
entries. From the standard reports, you may trace them back to the
standard journal vouchers necessary for the month-end close.







Your first monthly accounting close is a
valuable exercise for you. You will be introduced to the operation
that you have to live with from now on. So pay as much attention as
possible, and take notes.

Get personally involved in the details as
much as you can. Just relying on your subordinates can be a big
mistake. Make sure you can show and demonstrate to everyone that
you understand all major accounting entries for business
transactions. After all, you will be the one who has to explain to
others how the numbers were generated.







[bookmark: 7.2.Explore opportunities |outline]Explore opportunities




Obviously the business planning process is an
essential ingredient for the success of any organization. By taking
into account past experiences and current performance, the
management sets new challenging targets for the team, with a
detailed action plan to ensure that corporate resources will be
utilized for maximum benefits.

Successful entrepreneurs must have a passion
for success. They will do anything possible to make it happen. This
characteristic needs to be embedded in the employees of an
organization. We as employees should think like the owner of the
company. Our company may face a situation where sales are stagnant
and result in operating loss. So it is our responsibility to do
what we can do to save it. We must open our eyes and find new
opportunities.

Controllers can foresee how the profit and
loss statement will look through the interaction of all parties
from within and outside the company. During economic downturns,
many companies choose to reduce costs by downsizing, closing some
production facilities, or transferring production bases to
lower-cost countries. But the company must be aware of associated
risks and introduce measures in response to any given situation.
This may require new planning tools.




[bookmark: 7.3.Dynamic Interaction Planning (DIP)|outline] Dynamic
Interaction Planning (DIP)




In general, business managers know very well
how to create a plan with the proper course of actions to be taken
in order to achieve goals. However, the implementation of those
plans and the actual results often turn out to be disappointing. In
today’s world, change and uncertainty are constant — especially
from the technological industry’s point of view. Every company has
to adapt its working style to respond to these new challenges. What
we used to do in the past may not be effective now. Employees have
to consider changes as inevitable. Job rotations can be frequent,
either within the same department or between different departments.
You will need to be able to handle more than one function at the
same time. Under the global business environment, the management
may be expected to oversee business units and locations in other
countries.

The dynamic interaction planning model (See
Figure 2.1 – DIP Model) demonstrates the relationship between the
planning process and the factors involved both internally and
externally. It aims at optimizing the speed and response to
changing factors.

Under this concept, the company needs to have
an effective information system that can link several sources of
information before distributing them. Employees have to take action
faster, based on the best information at hand. Concerned business
functions have to jointly review emergency situations before
proposing appropriate strategies.

[bookmark: 7.3.1.The Decision Making Factors|outline] The Decision
Making Factors
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In order to make the right decisions, the
management needs to understand the factors affecting the business
operations. They can be divided into 2 major categories – internal
factors and external factors.




Internal Factors




According to this model, the internal
factors include corporate resources and corporate thought systems.
These 2 factors are maximized to achieve the company’s targets.
Without sufficient resources, the company may find it hard to
operate the business efficiently. The corporate resources consist
of people, time, and assets.




	
People – As talented people are the most
valuable assets of a company, it is crucial to retain them as long
as possible. Even though the head count needs to be controlled, it
does not mean that the company has to keep it at the minimum level.
The head count should be enough to carry out tasks in relation to
decreased and increased activities.



	
Time – Businesses have to improve their speed
in getting things done. The management cannot wait to fix problems
or delay taking necessary actions to seize a business opportunity.
Slow business planning not only fails to drive the business but can
also result in wasting time.



	
Assets – Cash is the most liquid asset of a
company. By using computer technology and networks, companies can
improve the efficiency of cash management. Positive cash flow also
facilitates the operation’s continuity and the execution of the
business plan. Once the company achieves profit, it can use the
money generated to acquire necessary capital assets or
inventory.







The quality of the resource utilization of a
company can determine its ability to compete. It is important that
employees realize the value of the company’s assets and consider
how to manage them in carrying out tasks successfully.







The corporate thought system is like the
brain of a business; it acts and decides on critical matters. It
consists of 3 elements – operation system, controls and ethics, and
corporate culture. In order to execute operational plans, companies
have to perform “thought” activities. This consists of the
following 3 elements:



	
Operational System – Many functions exist in
an organization, requiring an effective operational system. The
system affects how each department’s employees do their jobs and
how improvements are made. The management team and responsible
staffers can improve operational systems through streamlining,
automating or outsourcing the existing procedures.



	
Controls and Ethics – Companies need an
effective control system to prevent errors. The internal control is
like a safety tool that can help avoid serious damage once it is
detected. Good corporate governance becomes an indicator of a
successful company and evokes trust from stakeholders and business
partners. Moreover, business ethics are essential in the long-term.
The business has to be friendly to the environment and also share
appropriate social responsibilities.



	
Corporate Culture – In creating good
corporate culture, the top management and leaders of a company play
important roles. The ways the senior managers think and act can be
perceived as accepted practices by employees.










External Factors




The understanding of external factors is
essential for both short-term and long-term consideration. Relevant
information related to these factors has to be organized and
integrated into the company’s information system in a way that is
robust and can support prudent decision-making. According to this
model, the external factors are divided into 2 groups:




	
Wealth Creation Partners



	
Unanticipated Changes







Wealth Creation Partners




A company’s success can be measured from
several performance indicators, such as profitability, return on
equity, revenue growth, and so on. The company must strive for
target achievements that will result in a strong financial
position. It has to deal with key business partners to make sure
that the mission is carried out successfully. The following are 3
major business partners:




	
Shareholders – At the start-up of a company,
the initial funds normally come from the capital injections by
shareholders. So it is the company’s responsibility to operate
profitably so that it can provide reasonable return to the
shareholders. After running the business for some time, the company
may need to increase its capital for such purposes as refinancing
long-term debt, expansion, and so on. These require the
shareholders’ ongoing support.



	
Suppliers – In trading and manufacturing
companies, suppliers are very critical partners. Good relationships
between the company and its suppliers should be maintained to
ascertain the continuity and reliability of the products and
materials supply.



	
Customers – All companies know that customers
are the reason for their existence. But not all of them respond
well to the customers’ calls and complaints. When customers cannot
reach the right people in the organization, it is difficult to
maintain their trust. Employees need to listen to customers’
feedback and take action fast to clear any outstanding issues.







Relationships between the company and its
wealth creation partners have to be improved continuously through
communication channels such as meetings, conversations, and the
Internet and e-mails.




Uncontrollable Changes




Today’s competition is very fierce and fast,
and there are many factors that are difficult to control. As a
result, companies need to prepare for unanticipated situations: oil
price crisis, exchange rate volatility, wars, climate change, and
so on. They must adjust with new strategies in response to
potential negative signs. The following are important changes that
should be considered in the formulation of strategic plans.




	
Global Economy – It is important that
employees stay updated on the global economic trends, and
understand the impact to their company. For example, when there is
an economic downturn in a country where major customers exist, it
may affect the company’s export target. A stronger local currency
can caused lower income from export sales — unless the company has
done a currency hedge. The understanding of global economic impact
can help the company take the right action before the situation
becomes worse.



	
Business Competition – New competitors
appear, existing competitors become stronger. This pressures your
company to keep improving its performance. The management and
employees have to embrace best practices for internal development.
When the existing management tools cannot deliver the expected
results, a new way should be introduced.



	
Laws and Regulations – Many countries have
formed alliances around the world. Laws and regulations have to be
eased to facilitate investment from overseas. Some countries may
use the laws and regulations as a tool to protect themselves. Once
these laws are lifted, business people will face global
competitors. It is essential for companies to benchmark themselves
with global competitors so that they can compete at any place and
any time.







[bookmark: 7.3.3.Dynamic Information System|outline] Dynamic Information
System




To survive in a fast-moving business world
where the Internet and networks are linked, it is necessary to gain
as much of a competitive advantage from information technology as
possible. An effective information system facilitates the following
elements:




	
Dynamic Measurement and Analysis – Many
companies are familiar with the monthly report on operating
results. But by using better information systems, weekly expense
reports and daily sales progress information can be issued to
department managers for analysis and understanding. The need for
real-time information is increasing. The management needs to know
significant variances to the standard, forecast or budget target in
real time so that it can move faster.







	
Dynamic Strategies –The conventional annual
strategies set forth from the approved business plan needs to be
changed as needed. This process needs cooperation from concerned
parties and high flexibility from the leadership perspective.
Depending on the business, strategic management can vary in terms
of speed and implementation. For example, the pricing strategy of a
hotel during the low season and high season can change within days.
The time spent on the new product design has to be shortened for
the sake of marketing activities and improving the competitive
edge.







	
Dynamic Operations – Once new strategies have
been created, employees must quickly learn how to execute their new
action plans. All department officers must be ready to change the
way they work and embrace the new ideas. For example, a factory may
decide to rearrange the line to facilitate a new model launch. The
purchasing officers are willing to try an e-procurement method to
improve speed. The accounting department is willing to reduce
unnecessary copies of documents or implement an e-paper document
flow process.







	
Dynamic Communication – Full understanding of
the business situation by all employees is crucial. Once the
information about failure or success of operations has been shared,
employees can take appropriate actions. The actionable information
is disseminated through an effective communication system. It is
likely that business communication, including email, through mobile
phones will become the norm. More capabilities are being added to
the mobile phone even now.







A dynamic information system has to enhance
business planning through reliable and accurate information. A
well-designed network should serve the purpose of effective
interaction among employees. The aim is to maximize information to
achieve the business objectives. The key approaches to this concept
are as follows:-




	
Sharing – Information should be shared
throughout the company so that everyone has equal knowledge about
issues to be discussed.



	
Participation –Concerned people should be
invited to planning sessions on any important issues affecting the
company’s operation.



	
Decisions –It is a waste of time when the
meeting does not result in any conclusions.



	
Action – The necessary actions have to be
taken with the results reported to concerned parties. Any delay has
to be avoided.







In today’s dynamic business competition, the
accountants play more dynamic roles. They have to adapt faster to
cope with global change. For example, the accounting standards that
differ from one country to another should be reviewed to avoid
significant differences in practice and reporting. We should
advocate the establishment of the Globally Accepted Accounting
Practices (GLAAP). This can be another step towards standardized
documentation worldwide so that we can see a truly paperless
system. With an e-accounting system, the dynamic interaction
planning of your company can be dramatically improved by
integrating business transactions from internal and external
sources.
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Currently, at least once a year companies
have to prepare business plans involving many strategic thoughts
and actions to be taken. Before setting up new targets for the
coming fiscal year, managers of each functional unit should work
together to understand the past performances. The management
ponders how to improve the operating results and meet the approved
targets. There will be review and discussion for using the proposed
numbers to create a concrete plan to be executed as effectively as
possible. The following are steps to be followed when a new
business plan is developed.
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Most successful companies use the budgeting
process as a simple, powerful tool to manage and measure
performance and targets. This process allows employees to figure
out what kind of actions should be taken and what are the end
results to be expected. The process of budget preparation
includes:




	
Scheduling



	
Assumption Setting



	
Forecasting



	
Review



	
Approval







Success in using the budgeting system
depends on the active participation of concerned people from all
functions and at every level within the organization. At many
companies, the final approved budget numbers may have been changed
by the top management without checking and agreement from the
preparers. Such forced targets from the top-down approach will not
obtain real support from the department managers. Based on the
length of time in the budget plan, it can be divided into a
short-term (one-year) plan, and a long-term (5-10 years) plan. The
annual budget is normally prepared within the current fiscal year,
and it will take about 4 to 6 months to finish. For the long-term
planning, the level of detail may not be as much as the short-term
one. This long-term plan can be broader and rougher than the annual
budget, but will emphasize the vision of the management. The
first-year plan in the long-term budget period will normally form
the next year’s budget base.
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One morning in March, the controller of a
manufacturing company opened up an email sent from corporate
headquarters. It informed him about the next year’s budget schedule
with the following information:




	
The calendar showing the target date and the
type of budget information needed to be sent to headquarters.



	
The contact person responsible for preparing
or consolidating each type of information.



	
Important activities such as data entry and
consolidation, budget review, and budget approval.



	
An attachment demonstrating a budget working
template.







This schedule had to be sent to all parties
concerned including the plant manager, production manager, human
resource manager, purchasing manager, sales and marketing manager,
quality control manager, engineering manager, facility manager, and
warehouse manager. The budget season had started and a kick-off
meeting needed to be organized very soon. The budget process looked
the same, but the content inside was likely to change every year.
These are some strategic changes that need to be addressed:




	
New products or new models being
launched.



	
New department added to facilitate the
reorganization plan.



	
The change of common expense allocation
matrix for costing purposes.



	
New capital investment plan to serve the
increased demand in the next few years.



	
New challenges for next year such as
productivity improvement, higher machine maintenance costs, high
scrap and supply cost, headcount control failure, high
administrative costs, high utility and power costs, continued cost
reduction programs, and union threat.







The budgeting activities can be put together
in the financial report format and be developed into relevant key
performance indicators. This process is usually assigned to the
accounting department, which acts as the center of the budget
information compilation. The budget must be finished within 4
months. (See figure 2.2 – Budget Schedule).
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The company’s budgeting process is a very
important task that a controller needs to take care of once a year.
The quality of the budgeting output depends on the proper review.
It is necessary for you to make sure that everyone takes it
seriously and understands that the work is not finished once the
budget numbers have been approved. The final approved budget plan
represents the start of the work for the whole year. Until all key
performance indicators are met, the management and employees cannot
claim success.

As a controller, you need to help your team,
consisting of all department managers, understand the business
targets and clarify any questions raised during the budget review
process. Total company targets will be divided into departmental
and section targets. Every party in the company must have the same
goals and move in the same direction. It is important to understand
that no individual department can be successful independent of the
whole company’s success. No one can achieve its own target if
others fail. When the company’s performance is good, all employees
should share the success together.

A good budget number must not be hidden with
too much fat (over-expense reserve) because it means that you are
going to run the company inefficiently. However, under-budgeted
numbers could undermine its competitive advantages. The objective
of the budget review is to create a plan that will help the company
maintain its competitiveness and improve operational
efficiency.



How to Review the Budget Plan




The budget review process is usually run more
than once. It may start from within a specific department, where
the department manager and subordinates sit down and go through the
details and make some adjustments. The preparation may start from
historical information comparing numbers from a few perspectives
and by account code:




	
Last year actual amount incurred.



	
Last year budget numbers.



	
This year to date actual plus forecast
numbers.



	
This year budget numbers.



	
Next year budget numbers.







The comparison of these numbers can be shown
by amount of discrepancy, as a percentage to budget, or as amount
per unit. Each account needs some kind of proof and justification
supporting the budget numbers proposed. The objective of discussion
between reviewer and budget owner is to find out why the particular
budget number is proposed. Through the course of questions and
answers, both parties can understand the logic behind the agreed
budget numbers. Sometimes, this may result in adjustment to the
budget number in either direction.

The budget review session is a very
important activity that can turn the budget into a powerful
management tool — or just a good looking set of numbers that can
never become real. Therefore concerned people should take this
seriously by spending time participating in this review session.
This can be time-consuming for managers who have to prepare their
budgets and the reviewer who has to finalize them. But this is a
quality assurance for the company’s planning process that should
not be ignored.

In order to make the budget review
effective, you may try the following methods:




	
Organize a one-on-one meeting with the
department head to discuss in detail the justification of each
budget account item. By employing this approach, anyone who may
have operational concerns can express those to you. You can advise
them on how to set the budget numbers and share opinions until you
can come to mutual agreement.



	
Hold a management meeting to review each
department’s budget. This may be more time- consuming but
beneficial to everyone in the sense that they can see other
departmental budgets that may relate to them.







In my opinion, the budget review is a
process that needs special skills. As a reviewer you may need a
give and take approach. You should not expect only to cut the
proposed budget down. It is also necessary that you try to
understand how the proposed budget was developed, and assess it
thoroughly before making a constructive suggestion. If the budget
numbers look too high, you need to convince the department why they
should be cut. This may take a few times.




The Goal of Budget Reviews




As the controller, you are a key person in
the budget preparation process. You need to make sure that every
department head has developed a budget plan that responds to the
current market situation, and reflects the future business
environment.

The budget numbers that you will propose to
your boss for approval should be the one that is most beneficial to
the company. You do not need a budget that is impossible to
achieve, or the one that does not promote better performance of the
company.

If we divided the future business outlook
into 3 types — better, constant, worse — as compared to
the current situation, the final budget numbers may have the
following trend.




	
Better Than Current Business Outlook – When
the new fiscal year budget starts, you probably can assess the
business outlook for the next year from looking at the actual
operating results to date. Opinions from the marketing people
should be obtained. If the market is growing and there is no major
contingent liability or big issues to be resolved, it is likely
that the budget numbers will look better in the next year. The
question will be how much better the target should be.



	
Constant Business Outlook – Considering both
inside and outside factors, you may not be able to say that next
year’s business situation will be better than today’s. In this
case, you may expect constant operating results. To maintain a
target similar to that of the current year you also have to reflect
the situation of a potential downturn in business.



	
Worse Than Current Business Outlook – Here
the worsening business trend must be obvious in order for you to
adjust the target downward for the next fiscal year. This should be
regarded as an unusual situation. A really bad economic situation
is hard to predict. Everybody may still remember the Tomyumkung
(Financial Crisis in Thailand) effect in Asia in 1997. That year,
many companies had to close, and lay-offs happened in both private
and government sectors. A lot of workforce migrated back home. Debt
cuts and refinancing were arranged for many corporate entities.
This is where your budget target will be lowered with the goal of
survival.






Budget Debate by Account




Each part of the budget obtained from each
department has to be consolidated into the total company’s budget.
The leader of each department has to defend its budget plan and
amount in order to obtain necessary resources to execute the action
plans. There must be a session for each department to explain the
reasons for the company to approve the budget. This is a quality
assurance aspect of the budget planning process to match proposed
budgets with the allocated resources.

The budget review process will not run
smoothly in most cases because it impacts others’ operations and
performance. Without enough budget allocation, it can be difficult
for department employees to maintain an acceptable performance
level throughout the next fiscal year. On the other hand, too much
fat in the budget would be dangerous to the company’s health. The
controller has to take the lead in the debate and trim the budget
to an optimum level. The following are examples of discussion and
debate between the controller and several department managers.




Sales Budget




Sales budget numbers are very critical to the
start of the whole budget preparation process because it is the
source of income that can drive other activities. A higher sales
budget is likely to bring attention of the management to business
expansion. Additional new hires may be planned. Higher production
output will follow, which means more operators may have to be
added. On the other hand, if the sales amount is expected to be
lower than in the current year, the management team must take a
cautious approach. Belt-tightening measures are introduced. This is
due to the inflation rate assumption. Salaries can be increased
every year as long as the company is still making profit. The
capital assets age every year, leading to higher repair and
maintenance costs. Under this situation, creative ideas must be
generated regarding how to improve overall efficiency and lower
total costs.

During the budget preparing period, the sales
budget numbers can be volatile and difficult to settle. Unless the
sales budget can be finalized, other budget plans cannot progress
as well. A situation where the sales number keeps changing every
week must be avoided; otherwise the company cannot keep the budget
schedule. It is also a waste of time when every department has
already used the original number for planning and then gets
constantly revised numbers.

The sales budget information may include the
following items:




	
Quantity by product code and name.



	
Selling price assumption for both export and
domestic sales.



	
Seasonal impact on the quantity distribution
during the budget year.







The challenging part of the sales budget
set-up regards new products to be added in the first year. There is
no past experience, and there are uncertainties that may impact the
overall operation. One concern other than the selling price set-up
would be the product cost — especially for materials. Once the new
product is launched, the system set-up to include it in the master
file needs to be assured.

No excuse can be accepted for delay in
submitting the sales budget according to the schedule. The sales
backlog is one source for forecasting. You should take into account
the existing customers, new competitors, and new market expansion
and apply these factors to estimate the sales budget numbers.

The new fiscal year sales budget can be used
to calculate the new target and performance indicators, such as the
market share increase rate, number of new products to be launched,
new market penetration, and credit and rebate consideration.
Appropriate allowance needs to be estimated for the commission and
rebate cost in proportion to the monthly sales.




Production number




The production plan for the next year’s
budget should be based on the sales budget numbers (both sales
quantity and amount). The development of production quantity needs
consideration of several factors:




	
Number of working days (after deducting the
holidays)



	
The production capacity



	
Seasonal effect



	
Inventory target level at the end of each
month



	
The ramp-up time for the new product
launch







The production team may include personnel
such as:

	
Operator



	
Technician



	
Supervisor



	
Foreman



	
Production Manager



	
Night Shift Manager







For a company with seasonal products, the
planning is more complicated. The production management has to
consider how to cope with the peak period and the low season
period. During the peak period, temporary headcounts may need to be
added for additional shifts or overtime, whereas during the low
season, the company has to deal with excessive overhead costs
incurred with low production volume. The temporary headcounts may
need to be reduced. Plant seasonal maintenance activities may be
done during the low season. All these should be discussed during
the budget review between the plant controller and the production
department manager.

The production budget worksheet may show the
following items:




	
Product code



	
Quantity by month



	
Unit of measure



	
Number of Shift



	
Number of Working Days



	
Number of Holiday Days



	
Number of Overtime Days







In running the plant, the continuity of the
production is an important factor affecting productivity and cost.
Practically speaking, plant shut downs for holidays must be avoided
as much as possible. The company tries to adjust the holidays and
combined them with weekend days when possible.




Expense by item




Expenses are deduction from sales revenue in
calculation of the profit or loss. Expense items can be divided
into cost of goods sold, and selling and administrative expenses.
However, in a manufacturing company or a plant facility, the cost
of production is a major cost that is supposed to be transferred to
the finished products completely. One finished product requires 2
major expenses (direct labor and overhead) and one raw material
cost transfer. So if the plant is run according to plan, all the
costs incurred are absorbed into the products produced each month.
No cost is left in the profit and loss statement. This would
stabilize the production cost per unit throughout the whole
year.




Standard Cost




One important benefit from the budgeting
process is for standard cost set-up. The new fiscal year budget
plan allows the management to think about future performance
expectations. During the period of one year, any improvement
attempt must be incorporated and reflected in the standard cost per
unit, offset with the cost increases. This standard cost includes 3
major cost elements: raw materials, labor and overhead.

The production quantity each month would
absorb the cost at the standard rate by showing it as a deduction
to the actual production cost. By doing so, the difference between
a plant’s actual cost and the standard cost absorption equals the
plant’s performance. It would be favorable to the operating result
if the absorbed cost was higher than the actual cost incurred. This
may be due to the following reasons:




	
The productivity was higher than plan



	
The cost control was better than expected







However, the plant’s performance would be
unfavorable if the actual cost incurred was higher than the
absorbed cost. This is a simple way to check the plant’s monthly
performance for those companies applying the standard cost
concept.




Salary and Wage




When planning for the salary and wage budget,
it is important to set up the headcount plan based on next year’s
business plan. Each department has to submit its own headcount plan
and overtime plan per month for the whole budget year. At this
stage, some basic assumptions may need to be set so that the
criteria used in the calculation formula will be the same:




	
Salary increase rate



	
Amount of annual bonuses



	
Number of temporary employees







One sensitive factor typically discussed is
whether the budget should include a promotion plan or not. Some
companies choose not to include this, and let the budget reflect
the standard cost for basic salary and wage rates.




Utilities




For most companies, the basic utility cost
consists of electricity and water. In planning for the next year’s
budget, certain economic factors affecting the cost change should
be considered. These include oil price trends, inflation rates, and
exchange rates. The company needs to come up with an increase or
decrease rate assumption for budget preparation purposes. The
movement of the actual utility rate in the past few years is useful
information for the next year’s estimate.

The electricity rate for some countries can
be higher during the peak hours (7:00 pm – 10:00 pm) which normally
cover the second shift of manufacturing companies — and it
would certainly impact the production cost during this period. Some
companies avoid this by starting the second shift production after
10:00 pm.

Water can be another important utility cost
for certain industries such as petrochemicals manufacturing. The
continuity of water supply must be assured to prevent any
disruption to the production process. During the dry season, water
shortage problems can be so critical that the plant may have to
shut down its operation.




Supply




Factory supply is a significant cost for many
plants where proper control has to be ascertained. With the nature
of this cost, usually the variety of supply items is high and the
unit cost may range from very low to high. To manage this cost
efficiently, we need to consider the following factors:




	
The issuance process of the parts must be
controlled regarding the quantity requested and the authorized
persons.



	
The frequency of ordering can cause the
supply inventory value to be high unless proper usage control is in
place.



	
The accuracy of the information is also
important to ensure that the inventory value and the cost charged
to the overhead are correct. Physical counts to verify the record
may need to be done frequently.







It is not surprising to find a situation
where the supply items were drawn from the store too far in
advance, leaving a significant amount of unused parts at the end of
the month. This causes the supply cost to be over-charged in that
month.

Without an up-to-date inventory record, on
the other hand, the plant may encounter a shortage of some parts. A
reliable and thorough system to account for this supply movement
should be maintained.




Scrap




The scrap cost is another important cost item
for every manufacturing facility. It refers to the ability of the
management to ensure the quality level and its stability. Scrap can
be considered as a sign of existing problems in production,
material quality or operator skill. We cannot avoid having scrap
costs at all, but it must be kept to a minimum. Some type of scrap
is inevitable, such as the scrap from a quality sample test.



How much scrap cost should be estimated?




The causes of scrap due to bad quality must
be fixed as quickly as possible. They might include the bad quality
of raw material being used, mistakes from the machine set-up every
time a change-over takes place, or lack of skills of the operators.
Corrective and preventive actions should be implemented
accordingly. Current year scrap cost per unit can be used as a
basis to establish next year’s estimate. Any increase of the rate
must be justified by the operation people. The reviewer needs to
ask why the scrap rate is going to increase.




Travel and Entertainment




Can travel trips be planned in advance? Yes
and No. The types of travel that can be planned ahead may
include:




	
Meetings and regular management visits



	
Overseas training



	
Regular visits to customers and suppliers



	
Expatriates’ allowance







For budget purposes, it is necessary to
consider the timing, number of visits, and associated costs
including:




	
Ticket fares (business or economy rates?)



	
Per Diem (fixed rate or actual
reimbursement?)



	
Hotel rates



	
Other expenses (reimbursable and
non-reimbursable)







Travel cost can be a significant item for
many companies. So when the company faces a slowdown, this is one
type of expense that will be cut first.

It is essential for every company to have a
good policy regarding travel and entertainment. There are practices
that can be easily exploited for personal benefits. A variety of
arrangement and issues can be found. For example:




	
To collect mileage for personal use, someone
plans a trip using the longer route.



	
To bring along a spouse, some managers use
the business class budget to buy two economy class tickets.







To prevent improper use, a proper review and
authorization must be done before the ticket booking. Some
employees might want to arrange the business trip so as to end at
the end of the week, and then spend that weekend at the location.
This should not be a problem as long as the weekend expenses are
personal and do not use the company’s car, driver, or local staff
as tour guides. .

Entertainment expenses are related to the
question of how and why. How does the employee incur it and with
what reason? The budget is normally set by referring to the
previous year’s number, but certain companies may face different
situations. Let’s see some interesting cases below.




	
Can we use the left-over budget for
entertainment?



	
Can I entertain my staff after fixing the big
problem?



	
Can I call it outside training?



	
Can I organize a free lunch when we achieve
the productivity target?



	
Can we organize a golf tournament for the
management?



	
How about organizing a boat trip for the
management team so that we can get together and chat?



	
Can we get reimbursement for karaoke?







These are some challenging questions that
controllers are expected to answer. The controller controls the
company’s money and the money does not belong to him/her. However,
sometimes people think that as long as the controller agrees, some
funds can be allocated for specific purpose.

For example, let’s say the company assigned
a controller to be the chairperson of the welfare committee, which
is responsible for listening to employees’ proposals on fringe
benefits. In a meeting to discuss a New Year’s party, some members
of the committee believe that this year’s budget might allocate
more for it with the support from the controller. But after the
controller goes through the expense items one by one, he sees that
the original budget is more than enough. To set up the
entertainment budget, the management needs to exercise its own
judgment. Sometimes the entertainment is related to ethical
issues.




Outside Services



As the company may not be able to do
everything by itself, seeking outside may be a better way to get
things done. Some outside services that the company may need to
hire can be anticipated and scheduled in advance. For example:




	
The facility department has planned annual
maintenance of the building, cooling systems, and air ducts.



	
The engineering department checks for the
replacement of some major machine parts and maintenance.



	
The factory floor may need to be repaired
during the long holiday period.



	
The office building needs to be
repainted.



	
The production line rearrangement is in next
year’s plan.
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The original approved budget should be used
as the ultimate annual target to be achieved. It also forms
standard numbers for several items. However, with the constraints
of time and uncertainty during budget preparation, some of the
budget numbers derived may not be up-to-date. It is then better for
the company to revise the monthly budget with a new forecast based
on key drivers such as sales numbers, production numbers, and new
incidents or problems faced.




Cost Drivers




The approved budget is based on certain
assumptions, including cost drivers such as the production numbers.
Let’s say the company’s production number for budgeting purposes is
300,000 units for the next fiscal year. This cost driver would be
used as a basis for other operational activities and all costs
would be linked to this number. The 300,000 units might be obtained
by taking into consideration several factors, such as the
historical sales performance, the market competition forecast, and
the available capacity. This number would drive all cost-related
activities.

If the current machine capacity is only
200,000 units, the management needs to plan for the demand increase
so that the target production numbers can be met. Overtime work may
be one choice. Improving the machine capacity may be considered as
a trade-off to the time and cost reduction. Outsourcing some of the
production volume can become an alternative.

On the other hand, if the company has a
machine capacity of 500,000 units, this 300,000 production target
will get a lot lower. It may be a signal for slowdown of the
business or a slump in sales volume. Cost reduction would be a
responsive action to be considered. Or the management may need to
discuss what can be done to better manage the available resources.
Does the operator headcount need to be cut? Can we keep some
capable operators but let them take leave without pay for a few
months? All these questions need to be discussed amongst the
management team.




Forecast Review




The budget forecast is an important process
that allows management to review the impact of uncertainties and
factors as soon as possible. The management review may happen
weekly, monthly or both. The month-end close allows management to
understand the performance to date. When the actual operational
results are compared to the original budget, it shows how well the
company has done so far. However, some assumptions made during the
budget preparation period may not be realistic after more than 6
months. This is why monthly operational and financial forecasts are
essential.



What are steps to be taken in the monthly
forecast review?




The company should set up the procedure and
get everyone concerned to participate in the forecasting process as
a standard practice. The following are examples of steps to be
taken in the monthly forecast.




	
Reporting Monthly Operation Results – The
monthly account close can give the management actual results and
important information, such as the variances from original budget
and last month’s forecast. Significant variances need to be
explained. The monthly management information may include profit
and loss statement, actual sales and production numbers, production
cost, inventory level, head count status, quality issues,
engineering improvement projects, customer relations reviews,
etc.



	
Monthly Sales Forecast – A new sales forecast
needs to be provided by the sales and marketing department so that
other functional departments can use it as a basis for the new
forecast. The new sales forecast must be revised for the rest of
the year on a monthly basis. That means the new monthly sales
number can be different from the original budget numbers.



	
Production Number Forecast – The production
number forecast can then be prepared in response to the new sales
volume. The new production number will be used in the calculation
of the standard production cost per unit. This can be shown via
expense account items giving the amount of budget earned based on
the new production number. So if the new forecast number was higher
than the original budget number, the budget earned amount would be
higher. On the other hand, if the new forecast number was lower
than the original budget number, the budget earned amount would be
lower than the original budget number. This movement of the budget
amount, as triggered by the production volume change, reflects the
nature of the variable cost.



	
Headcount Forecast – The number of employees
must be strictly controlled and monitored by the controller and the
top management. Any increase in the head count must be approved
first, especially for salaried employees. In respect to hourly
employees, the new hires can only be added when there is
significant growth in sales that results in insufficient manpower
to run additional shifts. The additional employees will add labor
costs to the unit cost of production. So the management needs to
consider the cost impact before adding a new employee, even if
temporary.



	
Expense by Cost Center Forecast – Each cost
center can incur many different expense items. Some cost centers
may have a variable nature of expense, whereas other cost centers
may have fixed expenses that don’t vary directly according to
volume change. However, a number of cost centers may have either
semi-variable or semi-fixed types.



	
Profit and Loss Forecast – After the revenue
and expense forecast has been revised, the operating result
forecast can be calculated accordingly. Additional revisions may
need to be made if it appears that the bottom line may not reflect
the real operating efficiency that the company can achieve.






[bookmark: 7.4.5.Measuring|outline]Measuring




At the end of each month, the accounting
department has to compile actual data from all departments and
compare it with the forecast and original budget numbers. As a
result, the variances are analyzed and explanations obtained from
the appropriate budget managers. This can provide feedback to the
management regarding the company’s performance. It must be done on
a timely and regular basis. Otherwise the budget and forecast
attempt is useless.




[bookmark: 7.5.Identify and manage risk |outline] Identify and manage
risk



In order to stay alive, animals use their
instincts to react to surrounding changes. They learn how to find
food on a day-to-day basis. When there is danger, animals use
instinct to avoid or prevent it. We as human being also learn how
to develop instincts to identify and manage risks.

In dealing with risk, speed is a must. Delay
in issuing measures and taking preventive and corrective actions
can cause a big loss. The operational damages can be measurable
financially or may be immeasurable — such as loss of health or
life.
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The company’s assets are exposed to risk
without proper insurance coverage. There are several types of
insurance policies that the company can consider. These insurance
policies include:




	
Marine Insurance



	
Third Party Insurance



	
All Risk Liability Insurance



	
Business Interruption Insurance



	
Director Insurance







The assets to be insured can include cash,
inventory, buildings, and machines. For companies concerned about
the quality of its products, any shipments to customers will be
covered with insurance. The value of assets to be covered under the
insurance policy should be reviewed and updated at least once a
year. However, in cases of high amount of assets addition during
the fiscal year, an adjustment to the policy may be needed before
the end of the annual cycle.

One of the biggest concerns for companies is
the damage caused by fire. The causes of fire may be due to humans
or equipment. So it is very important for companies to set up
preventative measures. Once a fire happens in a working area,
employees need to know how to tackle it. These employees should be
trained on how to inform others and how to use distinguishers.
Regular fire fighting training should be organized so that
companies can avoid huge losses of assets and lives.
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One important indicator concerning safety is
the target number of man-hours worked without lost-time accidents.
The higher the number of accident-free man-hours worked, the better
it is for the employees. It implies that the company cares about
their welfare and tries to make the workplace as safe as possible.
When reaching a target such as 1 million man-hours worked without
accidents, the company may celebrate the success.

In order to maintain this kind of safety
status, a reasonable budget has to be allocated. Annual maintenance
of the machines and electrical systems is an example of a necessary
budget item that should not be excluded even when the overall
budget needs to be trimmed.

[bookmark: 7.6.Tax Planning|outline]Tax
Planning




International tax barriers are in the process
of being lifted through the endeavors of trade organizations such
as the Asian Free Trade Area (AFTA), World Trade Organization
(WTO), and the Foreign Trade Agreement (FTA). It is hoped that
eventually the import duties amongst countries signing the
agreement will become zero. However, until that happens, tax
planning is still a concern for most companies with operations in
other countries. With language barriers and complexity of different
laws, it is likely that local tax compliance can be a problem
unless the management gets involved. This is a high-risk issue. The
person in charge of taxation issues should plan for unanticipated
requirements associated with business done in each country. For
example, the types of tax used in Thailand include:




	
Income Tax –both personal and corporate



	
VAT (Value Added Tax)



	
Withholding Tax



	
Excise Tax and Stamp



	
Import Duty







Using an outside tax consultant may be an
alternative. It should be noted that misunderstanding the tax
practices and failing to comply with them can become a very
expensive lesson.

For example, a Japanese company on the
Eastern seaboard had imported raw materials for use in products
that would be sold domestically. The company had claimed a zero
rate duty tax, according to the privilege granted by the board of
investment. But the privilege was meant for materials used for
exports, not domestic use. One day the Customs officer visited the
company and found out this matter. The company was penalized for
the unpaid duties at quadruple the amount. The transactions covered
the period of 4 years. The company had to close down due to
bankruptcy.
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In a high-technology production facility, we
may see some automated machines operated by software applications
with little involvement of manual work. There is an increasing
trend toward robotic assembly machines, especially where the
operation involves security risks or harsh environments. However,
there are still many factories where human labor is a major
resource to produce finished products. The conflicting situations
pose a critical challenge for the management. For example, the
threat of automation in a textile company has caused conflicts
between employees and employers that resulted in a work stoppage.
It is important to understand both perspectives of the operation so
that lasting efficiency and success can be maintained in the long
term.

No matter what type of business a company is
in, it is crucial for every member of the team to understand that
success is collaborative. Employees should understand related
functions that can impact their own work, and sometimes they may
need to even perform work on behalf of others. Once employees
understand the mission of the company, the team can create a
powerful force to achieve ultimate goals.

The future of productivity improvement will
be focused on enhancement of individual capability. A highly
productive employee will be able to take on more assignments,
including cross-functional duties. By exploiting advanced
technology, there will be no limitation to cross-functional
knowledge development. As long as proper controls are in place,
people can do more than ever. For example, an accountant can do
sales and promotion activities, an operator in the production line
can perform basic machine set-up for model change, a salesperson do
both material receiving and quality assurance, and so on.



[bookmark: 8.1.Good Relationships Create Synergy|outline] Good
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The company can be structured based on
different functions such as sales, purchasing, production,
accounting, finance, and human resources. Problems may arise from
the conflict amongst departmental personnel due to many reasons
such as misunderstanding, lack of information, and unclear
instructions. They lower productivity because concerned people have
to allocate additional resources in resolving the issues. An
effective tool in getting rid of such conflicts is effective
communication.

To create a good relationship amongst
employees, the company should consider installing a workable system
that helps promote a cooperative culture within the organization.
The following are examples of issues several companies have been
struggling with in order to create effective tools for the
management.




Clear and Up-to-date Procedure




If you are going to operate a machine for the
first time, you need to be trained first. However, if you come
across a new issue, you may need to refer to the instruction or
work manual. This also applies to other kinds of operations. It is
necessary for employees to have a source of reference to finish the
task they are working on.

For example, in one case, an employee was
sent to visit an overseas customer to solve product quality issues.
The company had to provide guidelines for that employee regarding
cash advances, expenses reimbursement, air ticket clearance,
entertainment, etc. A good source is the company’s policy and
procedure manual. It helped the employee follow approved company
practices. This can help avoid unnecessary controversial issues
between the accounting department and the employee once the expense
report is submitted.

However, things can always change. It may be
necessary to have someone responsible for issuing the new
procedures and keeping everyone updated so that all are on the same
page, no matter what kind of operation they are involved in. Some
procedures can be considered for cancellation, such as the one
below.




Bill Placement Cancellation




In the past, one of the necessary processes
in the business operation was bill placement. The sellers had to do
bill placement in order to confirm the amount and time of the
collection. For example, if you sell a product to a customer with a
credit term of 30 days after shipment, you need to know from the
customer when you will get the money, and the amount to be
collected. This process has become outdated in today's dynamic
business environment.

Today, many companies fix the payment date
once a month, say on every 15th or 20th of the month. If that day
is a holiday, it will be postponed to the next working day. That
means all suppliers can know in advance the payment dates of each
company according to the payment policy. Moreover, with the
advanced information system many companies are using, the purchased
amount can be sorted by supplier name and according to the agreed
terms of payment. This removes any uncertainty about how much money
has to be paid to individual creditors. That means the bill
placement process is almost totally useless in today's
business.

In Thailand, however, many companies still
use this process even though it involves a lot of paperwork and
non-value-added operations. It's time to review the whole process
of doing business and streamline it so that a company's resources
can be better utilized. It's necessary for responsible persons,
especially accounting and financial officers, to start asking
questions regarding the current practices: why do we have to do
this or that? And what kind of changes can we make to improve the
performance of our function and the total corporate
performance?

First of all, let's discontinue the bill
placement process in this new century. Just cancel it and let's
observe the results. At the beginning there might be some
interruptions for some suppliers, but it will smooth out after a
while.




Meetings




An ineffective meeting can be very costly. If
we look at the daily management meeting that takes 3-4 hours of all
managers’ time, we can roughly calculate the cost associated based
on the time cost of each person. Moreover if the meeting was called
during working hours, the attendees need to sacrifice their own
work that may include important decisions waiting to be made. So
running an efficient meeting is crucial for today’s business
management where advanced technology can be exploited.

In order to manage business in an efficient
manner, at minimum a weekly meeting for management has to be
organized to consider new important issues and follow up on
outstanding ones. Surprisingly, many companies do not have this
regular meeting. Each department has to work alone or let
individuals contact each other. Even though this gives the benefit
of flexibility, some policy matters or events need to be addressed
with the decision makers so that concerned people are on the same
page. From the accounting point of view, a weekly meeting to review
expenses and forecasts can help keep the company in good shape
throughout the month.

For some manufacturing companies, a
plant-wide meeting is another way of communication that can convey
messages between management and employees. The topics to be
discussed may include:




	
Financial update



	
Sales and marketing update



	
Production update



	
Employee attendance



	
Safety issues



	
Quality issues



	
Questions and answers







A meeting may be the morning start to the
workday, as done in Japanese companies. It may be called a stand-up
meeting, morning meeting, etc. The main objectives are to give a
brief update of yesterday’s important incidents and the action plan
of today. Emergency meetings can be called when there is a critical
situation that needs opinion, comment and suggestions from
concerned parties so that corrective actions can be made
quickly.

Informal gatherings amongst employees should
be organized from time to time by the top management or by human
resource personnel. This kind of meeting is a good way of getting
employees to understand and know each other under a more relaxed
atmosphere. When people have a chance to chat and discuss
non-business issues, they may create new kinds of constructive
relationships beyond those found during working hours. The
following are some examples:




	
Dinner and karaoke – This is very popular in
Thailand, especially when there is a good reason for celebration
such as after the year-end account close.



	
Playing golf – Some people are crazy about
golf; it is possible to arrange gatherings during holidays for
management teams.



	
Boat trips – In Pattaya, a famous tourist
area of Thailand, a boat trip can be arranged for 2 – 3 hours with
a small group of employees.







There are other alternatives for such
informal meetings. They can certainly help foster positive
relationships and promote team spirit.




Cross-Cultural Environment




In companies where coworkers come from
different cultures, the challenge is how to find synergy within the
team. Fortunately, most of them understand the expectations to be
met. The difference lies in the approaches, which may not be the
same. Different languages can also be considered a barrier.
However, this problem can be alleviated by learning and training.
To understand the way people of different cultures think and act,
we need to study the traditional beliefs they hold so that we can
convey the right feedback.

If you are a Westerner who works with Thai
people, you need to understand some of their reactions so that you
will not jump to the wrong conclusion. One incident I still
remembered was during a meeting called after the long Songkran
(water-throwing) festival in Thailand. A U.S. director called all
managers and supervisors to a special morning meeting without
providing a specific agenda. He just gave the topic, which was “The
New Light at the Company.”

He started the meeting with 5S, or the
housekeeping of the factory. He complained about disorder or
dirtiness in the back yard, on the production shop, in floor line
painting, and so on. All the Thais were confused and didn’t
understand what this expatriate was trying to get out of this
meeting. This was because the topic of the meeting and the content
were totally unmatched. Finally a Thai guy shouted: “If anything is
wrong in this company, it is not just because of us here alone. You
as a supervisor need to take responsibility as well.” That meeting
failed and the topic was changed to “The Dark Night at the
Company.”

Cross-cultural problems don’t only happen
between the Westerner and the Easterner. It can happen between
different Asian cultures as well. Another interesting example
happened at a Japanese company. A new managing director was sent by
the head office to rescue the failing company. He had a shady
character, but the problem had more to do with his insulting
behavior. In Thailand insults are considered an extremely sensitive
issue. It is not wise to insult someone in front of other people.
During a meeting, the MD started complaining and finally uttered a
Japanese word: “Aho!” Japanese executives kept silent but the Thai
did not understand its meaning.

After the meeting, the Thai employees
discovered the meaning of the word, which meant “being mad.” The
climate of the business administration and relationship soured
between senior Thai staff and the MD. The company could not recover
after one year due to the lack of full support. So it is necessary
for the corporate head office to be cautious about sending people
who are not culturally sensitive.

Thai employees do not like to express their
opinion directly in front of others, especially when in meetings.
They do not like to lose face. So they think that by keeping quiet,
no one will get hurt. Sometimes, it is also difficult to say: “I
don’t know” if one is asked something they really don’t know. This
can really cause difficulty for the foreigners when communicating
in meetings.
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Organizations that cannot move forward
usually struggle with a lack of team spirit. As the company
attempts to meet the target numbers such as sales growth,
profitability, and production productivity, the head of each
department often tend to focus too much on that department’s goals
and forget the overall company goals. In a situation where
conflicts are high, a change has to be made as soon as possible;
otherwise the company can become weaker and weaker. Re-organization
is often been done to solve the problem.

Some companies have to go through several
organization changes within a one-year period. Moreover, if the
change is made with a top manager of the organization, one
typically sees changes of personnel below that manager. This may
impact the morale of the existing staff, and needs proper
handling.

One day an urgent meeting was called at a
manufacturing plant. A new Singaporean managing director (MD)
replacing the politically promoted American MD was introduced to
the local management team. Within one month, he started
reorganization by setting up an improvement project team consisting
of engineers from a few departments. This group directly report to
him.

This change included accounting department
by assigning the assistant controller to directly report to MD with
the reason of flexibility in cost analysis assistance. After that
organizational change, the assistant controller never worked
closely with the controller. There would be two sets of numbers in
the management meeting causing confusion to the whole team. This
odd reorganization lasted for a few months. Then this MD was
promoted to become a quality director in Hong Kong regional
office.

To build up a culture where every department
can give full support to the company, the management must be
sincere and display a strong desire to promote its beliefs. It will
be useless if we just talk without real action. This kind of
problem will not allow concerned parties to wait for too long.




Start from Understanding the Problems




An employee cannot figure out how to support
his or her colleagues unless he or she understands their problems
and expectations of resolution. Without mutual support among your
team members, anyone’s problems can ultimately become part of all
our future problems.




The objectives of actions by the operations
staffers are to be explained to the finance people to promote
collaboration among different department personnel. Suggested
improvement activity:




	
Hold a meeting with representatives from all
departments.



	
Arrange a discussion with a pair of
representatives from different functions.



	
Each one has to ask the counterpart questions
about his or her job, problems and challenges.



	
Each one is given 10 minutes to describe the
counterpart’s existing problems.



	
The team has to brainstorm and come up with
key words that can lead to the problem solving such as
communication, skill, knowledge, and so on.



	
Finalize action plan that needs to be taken
together with follow-up process.







Accounting as a Business Language




One important problem found in communication
between accounting people and employees from other departments is
the use of accounting terminology to explain general business
transactions. Due to the mix of business transactions and
accounting entries, this not only can cause difficulty in
understanding the real issue but also create the wrong perception.
We should explain clearly our accounting terms and make sure that
the listeners understand. By using correct accounting terms, our
colleagues can better understand how their efforts can contribute
to the company’s performance.

Basic accounting training may need to be
organized for non-accounting members of the organization. This may
include important financial procedures that require compliance and
understanding. For example, using the right documentation forms and
forwarding to the appropriate people for check and approval results
in an efficient internal control system.

At very least, members of an organization
should have knowledge about how to apply the right account code and
cost center code when they fill out purchase requisition forms. We
may not be able to expect non-accountants to fully understand the
debit and credit entries. But the accounting results should be easy
for everyone to understand.

Conversely, the controller needs to
understand the operations better so that he or she can explain the
financial numbers better. Any incidents happening on the shop floor
can result in financial gain or loss. Overhead expenses could be
higher or lower when compared to the forecast numbers. Such
variances require explanations. It will be easier for everyone to
understand the business if it can be explained in simple language.
Accounting terms should be avoided when this is communicated to the
non-accounting employees to avoid any misunderstanding.
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Many companies are looking for a capable
controller who can help the management team not only with the
accounting and finance aspects but also with running the business.
If we look at today’s typical advertisement for a controller
position, these are minimum expectations:




[bookmark: 8.3.1.Job Description|outline]Job
Description




	
Monthly account close on a timely basis



	
Tax planning and compliance



	
Budgeting preparation and control



	
Internal control system improvement



	
Management report preparation



	
Liaison with outsiders







The expectations of a controller can be
expanded to cover other related tasks, such as information
technology and other financial issues.




Monthly Account Close




By the end of the month, the company has to
summarize its operational result in order to evaluate performance.
To achieve this, the accounting department makes sure that the
accounting records have been properly done, and that the
information is accurate and complete before it can be distributed
to users both inside and outside the company.

The fiscal month-end close may be based on
the calendar month or on a weekly basis. The deadline for
submission of the financial reports is the main target for the
accounting team. The controller is fully responsible for making
sure that the closing has been done correctly and in accordance
with the established procedures.

The monthly account close is not complete
unless review and analysis have been done in order to make sure
that the information produced is reliable and can be used for
decision-making. Expenses under each cost center must be compared
to the original budget and the latest forecast number with proper
explanation of significant variances. Furthermore, balance sheet
items such as accounts receivable, accounts payable, inventory,
fixed assets, and accrued expenses must be analyzed and necessary
adjustments made to clean up all outstanding items as much as
possible. The month-end adjustment to correct errors in the
accounting process, put in journal vouchers, is an indication of
the accounting operation’s efficiency.

Normally there is a set of journal entries
that need to be done at the end of every month. Known as standard
journal vouchers, they include depreciation record, prepaid expense
amortization, and accrued expenses. However, journal vouchers can
also be used to correct accounting entry errors or errors from
input data. These error-correcting JVs should be kept at a
minimum.

In some companies, the system may allow some
users to apply account codes when requesting the purchasing
department to allow them to buy expense items. In this situation,
account training should be held for non-accountants to understand
how to use the right account codes. This will help avoid errors on
accounting entries.



Tax Planning and Compliance




The controller needs to understand the
difference between financial accounting and tax accounting so that
the preparation of the tax returns can be done correctly. For a
foreign company operating in Thailand, it is necessary to
understand the local tax requirements and avoid mistakes that may
be caused from misunderstanding of the tax regulations.

On a monthly basis, certain types of tax
filing need to be followed up; otherwise the company may be charged
and surcharged for late filing. A tax calendar may be prepared for
the tax accountant and be used as a reminder for tax compliance. A
tax filing schedule may be as follows:




	
Withholding tax filing – on 7th of
the following month.



	
Value added tax filing – on 15th
of the following month.



	
Mid-year income tax filing – within 60 days
after half fiscal year.



	
Annual tax income filing – within 150 days
after fiscal year-end.







Tax planning is an essential activity for
companies to keep tax expenses at a minimum. Thus, the controller
needs to be prepared to make sure that business transactions with
tax-related issues have been verified for correctness and
completeness.




Budgeting Preparation and Control




The controller takes responsibility for the
budget preparation and the explanation for variances after the
budget has been implemented. The total company budget cannot be
finished without cooperation and support at every level. So it is
necessary for the controller to take a no-nonsense approach while
maintaining good relationships with subordinates, colleagues and
bosses.

As the budget plan has to cover all aspects
of the operation, it represents the whole picture of the business
for the next fiscal year. Several revisions of the budget before
getting approval are not unusual. The details supporting each item
should be documented in a systematic way so that whenever questions
arise, the answers can be found easily. In loading the budget
numbers into the information system for compilation, their accuracy
and completeness are extremely important. So, thorough checking and
verification have to be performed whenever there is any change to
the budget numbers.

The budget system is an efficient tool for
control purposes; the management team needs to understand and
appreciate this benefit.




Internal Control System Improvement




Concerns regarding weak internal controls
have increased after several well-known companies underwent
scandals and had to go bankrupt. The controller has been assigned
the responsibility of making sure that his or her company has
maintained good corporate governance.

It is one of the controller’s most important
tasks to ensure that the company’s internal control of all areas of
operations exists and is followed strictly. The internal control
covers business activities including cash and non-cash
transactions. For example:




	
Purchasing and goods receiving



	
Selling and shipping



	
Cash collection and payment



	
Accounting record and management
reporting



	
Human resource management







The issues related to internal control
weakness may be detected during the accounting processes or as a
result of audits either by internal or external auditors. Any
internal control problems found should be brought to the attention
of the management; appropriate decisions should be made as soon as
possible to fix the problems. A revised or new procedure may need
to be issued and explained. For some complicated issues, a meeting
may be called to explain how to follow the procedure correctly. The
following example shows an internal control issue that involved
several functions.




Customer Reject




A manufacturing company producing meters for
auto assembly companies in the Eastern seaboard received returned
goods from customers due to bad quality of products. The procedure
was rewritten to make sure the transactions would be properly
accounted for. The key steps for controlling purposes are as
follow:




	
Customers contact the sales staff to inform
them of the defects found.



	
The sales staffer informs the quality
engineer, who provides the first assessment. If it appears to be a
serious quality issue, the product will be returned back to the
company for detailed investigation.



	
The quality engineer reports the results for
further handling.



	
The managing director reviews and approves
the action to be taken.



	
A new product may have to be sent to the
customer as replacement.



	
Alternatively, the accounting department may
prepare a credit note or transfer the money back to the customer
for the claimed product.



	
The defective product needs to be sent out
for scrap after the analysis is finished and with approval by the
controller.







The above example shows that before a
conclusion can be reached, there must be reviews and a
decision-making process until final approval by the authorized
person is made.




Management Report Preparation




Management reports can be divided into 2
types.




	
The standard package



	
The ad-hoc requested report







The Standard Package




The company may have developed certain
reports to be produced on a regular basis for operational support
and management decision-making purposes. These reports will be used
for evaluation of the company’s performance, and in monitoring the
progress of important issues. The format of these reports should be
standardized so that everyone can get used to it and can compare
the reports with the historical figures. Some of these reports are
as follows:




	
The daily cash status report



	
The daily sales report




	
The weekly expense by cost center



	
The monthly unit cost breakdown



	
The monthly sales margin



	
The monthly profit and loss statement



	
The general ledger listing by month



	
The monthly inventory status report







The period for the report generation can be
on a daily, weekly or monthly basis. Even though these reports are
in standard format, some adjustments may be made as necessary to
incorporate new business activities and expansion. Several reports
can be linked in some way. So before making any modification to an
existing report, it is recommended that there be a thorough
examination for the relationship with other reports to ensure the
continuing accuracy of all reports in the system.

The controller needs to have a control list
of these standard reports, and must make sure the information shown
in the reports are correct and complete before they are distributed
to users within the organization.

Some of the month-end reports and discussion
are shown in Tables 3.1 – 3.7







The Ad-hoc Requested Reports




It is possible that the top management may
ask you for special reports to serve the need for analysis and
decision-making. Sometimes the accountants need to access the
database where needed information exists. However, any large
information system with good security control will allow only
authorized person access. So some staffers may not be permitted to
get the required information. Confidentiality control becomes a key
issue.

The top managers attending important meetings
must make sure that they have obtained the information needed for
the meeting. So it is possible that the supporting team not
attending the meeting must be ready to help answer questions that
arise in the meeting discussion.

Often, the management will want to trace back
why some expenses were incurred. These may include major expense
items such as electricity cost per unit, outside services,
professional fees, etc.

The top management may need to figure out
alternatives to be chosen. Calculation of cost and benefits for
each alternative may be requested. Examples are:




	
To run a few night shifts versus to run
holiday shifts



	
To outsource some operations or not



	
To set up a new company or else to maintain
the existing legal entity







In preparing the analyses and opinions, the
controller may need to exercise several types of knowledge in
accounting, finance, taxation, business, and human resources.

In some cases, information accuracy and
completeness need to balance with time constraint. Correct and
complete information is meaningless if it is not finished in a
timely manner. So the controller needs to make sure that he/she
knows the deadline or the urgency of the request. It would be very
helpful if the requestor can help indicate the target time.
Guessing and or taking it for granted have caused misunderstanding
in many cases. It’s also necessary for the controller to be
computer literate in order to operate the system and do some
research. It would not be efficient and in fact very risky if the
controller needs to rely on subordinates without checking and
review to prepare the information for requestors.




Liaison with Outsiders




The controller may need to take the role of a
company representative to outsiders on certain issues
including:




	
External Auditor



	
Tax and Customs Officer



	
Other Government Officers







As the controller is in control of a lot of
information of the company, it is likely that the top management
would send him/her as a representative in meetings or in handling
related issues. The controller’s knowledge and understanding about
the business, customers, suppliers, cash status, revenue, expense
and budget is critical in dealing with outsiders.




External Auditor




According to commercial laws, the company, as
a legal entity, is required to have its financial statements
audited by an independent auditor. The controller needs to make
sure that the accounting records have been prepared correctly and
give the correct financial information. The external auditor will
come to the company’s location with the objective of giving an
opinion on the reliability and the fair presentation of the
financial statements.

Typically the audit of the company’s
financial statements is performed after the year-end account close
has been finished. The auditing firm will send a team of 3 to 5
people to perform the audit work, which can take about 2 to 3 weeks
depending on factors such as the size of the company and the
internal control system efficiency. The level of internal control
system reliability will certainly impact the scope of the audit
work. The auditor’s volume of work can be reduced if the internal
control system is efficient. Conversely, if the internal control
system is weak, a larger scope of audit work may need to be applied
with the technique of substantiation of the account balances.

During the year, the auditor may organize an
interim audit to check and update the company’s business and
internal control system. The observation of the annual physical
inventory is another important aspect of the audit plan.



Tax and Customs Officer




In the normal course of business, it is not
likely that the company will often be investigated by the tax
authorities. However, it is possible that some tax authorities may
review for unusual filing amounts, such as high input VAT
submission for several consecutive months. In this case, a company
in a construction period does not have any revenue with output VAT
to be paid. Therefore the input VAT incurred from expenses related
to construction and machines purchased is supposed to be submitted
for reimbursement from the revenue department. The revenue officer
may ask the company to provide VAT reports and explain the reasons
for high input VAT for their audit. The accounting department has
to represent the company for this tax issue.

The company may have both import and export
transactions that may concern another tax authority, the Customs
department. Import duty is imposed on import goods such as raw
materials, machinery, and spare parts. The import duty cost is to
be calculated at a percentage of import cost. The cost to be used
as a basis for duty calculation is CIF (calculated from cost,
insurance premium and freight). The duty rate can range from zero
to 60% depending on the types of imported items. Basically the
import duty rate is high for products that can be found
domestically or for luxurious items. On the other hand, the import
duty rate will be low for import materials that are not found
easily in the country. This is related to the government policy to
stabilize the economy and control the country’s balance of
payment.

Import duties can be a big problem unless the
company has established good controls and practices. It is
recommended that the company hire a tax accountant in order to
reduce tax exposure and risk. The import duty issue can be quite
complicated considering the promotion privileges given for duty
exemption or special discounted rates.

It is the Controller’s responsibility to be
the contact person when tax issues arise. This is due to the
knowledge that the Controller possesses regarding the transactions
that may involve tax matters. The Controller should be able to
coordinate with the government tax officers on resolving any tax
problems.
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The company’s operations encompass all types
of business-related activities, including those performed by people
within the organization and interactions with outsiders in order to
achieve specific objectives. It is very important that employees,
including accountants, understand how the company’s business is
operated. They should not pay attention only to their own
department functions, but also to those of other departments.

The controller has to understand the
relationship between the operations and the bottom line. It is then
the necessity for the controller to see the impact of each
department’s actions and support those that help fulfill the
company’s goals. Once the controller can understand the essence of
the business operations, he or she can evaluate the impact of any
situation causing favorable and unfavorable variances in the
financial reports.

At the month-end close, it is the
controller’s duty to uncover the results of each department’s
performance. The department managers should understand their
department’s monthly performance well. Thus they should be able to
explain the variances from their work’s point of view. For
example:




	
The production manager should explain why
scrap and supply cost for the month was a lot higher than the
forecast.



	
The purchasing manager should explain why the
inventory level for major parts was higher than the target.



	
The human resource manager should explain the
reason for incurring consulting fees for an employees’ survey.



	
The engineering department should clarify the
excessive project expenses as compared to the forecast.



	
The plant manager should give the reason for
painting the factory building without planning beforehand.







All the above explanations may be obtained
through regular management meetings or one-by-one reviews with the
controller. These explanations must be combined and submitted as
part of the monthly report package for the top management’
update.




Plant Tour




It is common to see most accountants spend
most of their time on paperwork and number crunching. It would be
most beneficial for them to gain practical experiences from
observing the actual operations of each department. In a
manufacturing facility, a plant tour can be organized for managers
from all departments to promote the understanding of what is going
on at the shop floor. The controller, as part of the management
team, should allocate time to join in so that he or she can see the
real job movements at the production area –machine operations,
movement of the assembly parts, the scrap bin control system,
warehouse receiving and shipping, etc.

Even if the company has not organized a
formal plant tour, the controller still should perform this
activity from time to time in order to have a better understanding
of actual practices and to maintain good relationships with
employees from other departments.

Understanding the processes on the shop floor
is essential for the controller because he or she may encounter
situations where he/she has to take charge in fixing problems. Or
the controller may need to lead a group of visitors who would like
to understand the plant manufacturing processes. These visitors may
be bankers, government officers, external auditors, and other key
figures. At very least the controller should be able to give a
brief explanation of how the production works. Sometimes questions
may be asked during the plant tour such as:




	
The number of employees



	
The turnover rate



	
The production capacity



	
The actual productivity



	
Sales volume



	
Major suppliers and customers, etc.







You, the controller, should walk out of the
office occasionally and spend some time observing real operations
for the sake of the company and yourself.
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The overall accounting department performance
depends on the performances of individuals within it. It is crucial
for the controller to make sure that accounting personnel are
performing their jobs as efficiently as possible. Working hard by
staying late in the office does not necessarily mean that the
departmental performance is good or bad. In fact, it should be an
objective for the department to avoid overtime work. With a
reliable and capable system, tasks should be finished within normal
working hours. If the information has been generated accurately and
on a timely basis, the accounting team has achieved its primary
goals already.




In managing the accounting department, a few
aspects should be taken into account:




	
Individual capability



	
Work load



	
Training and job rotation



	
Morale and team spirit







Individual Capability




The company should be eager to attract the
best people by working through several channels, such as
advertising in newspapers, on company website, and using
recruitment consulting firms. The human resources department is
responsible for recruiting new accountants. However, a common
problem today is the difficulty in finding qualified talent.
Existing accounting staff can be assigned to specific jobs as
follows:




	
General ledger accountant



	
Fixed asset accountant



	
Tax accountant



	
Accounts payable accountant



	
Account receivable accountant



	
Payment accountant



	
Cost accountant



	
Management report accountant







In general, it is important to recruit
someone with a strong accounting background. It is argued that some
tasks in the accounting department can be done by people without
accounting backgrounds. However, when the work involves accounting
concepts, such background is vital.




Work Load




The accounting work may sometimes increase
for a few reasons:




	
Upswing of business



	
New business expansion



	
Special project support



	
Unusual problem-solving







The accounting work may be divided up into
transaction types, but this can cause unbalanced workloads for some
functions. In this case, the accountant with too much workload may
need to transfer some of it to a colleague who can handle it — as
long as the internal control efficiency is still maintained.

For example, an accountant who handles
payment transactions may have too much work during the days before
the scheduled payment date. The controller may need to consider
assigning a fixed asset accountant to help process the payment
documentation for a few days. This has the advantage of allowing
the fixed asset accountant to understand how to do this job during
times when the payment accountant is absent.

To resolve the workload problem for some
functions, the controller should assess the problem — whether its
nature is temporary or permanent. If it is a short-term problem,
you may sort this out simply with overtime or hiring a temporary
employee for a few months. However, if the problem has permanent
potential, it may be necessary to increase the headcount as soon as
possible. If accounting department reorganization can be made to
help balance the workload, hiring new employees may not be
needed.



Training and Job Rotation




To ensure the continuity of work in the long
run, the controller needs to develop a team with a suitable mix of
staff levels. These may include:




	
Senior Level – The positions at this level
may include assistant controller, accounting manager, assistant
manager.



	
Supervisory Level – The positions at this
level may include section supervisor, senior section
accountant.



	
Junior Level – The positions at this level
may include clerk, junior accountant.







The company may classify the total
organization into 5 to 7 different levels. The qualification
criteria for each level include educational background, years of
experience, etc.

The most effective training method generally
used for a new accountant is on-the-job training. An accountant who
knows the work is assigned to spend time with a new accountant,
demonstrating the work to be done before letting the new hire work
on his or her own. This method has proven to be practical and
efficient in building a good accounting team. As the capabilities
of each individual may vary, periodic review and evaluation should
be considered as a channel for discussion between the supervisors
and the subordinates. This can be done on a quarterly or monthly
basis, especially during the probation period for a new
staffer.

The work rotation can be considered another
way to improve the staff experience and allow accountants the
chance to learn new things or handle new challenges. Do not let an
accountant work on the same job for too long — say more than 3-5
years — without any change. It is possible that some prefer to stay
at the same job for a long time. But the risk is that the knowledge
of the work under that position will belong to only one person, who
may think it is job security. In the accounting field, costing is a
particular area that certain accountants will prefer. This may be
due to the complexity of the work, which requires good
understanding of the costing concept and concerns considerable
calculations and formulas. So the person who can take on this job
will earn some distinct qualifications as compared to other
accounting work. In general, cost accountant job candidates are
harder to find.

The normal accounting training subjects for
general accountants include the following items:




	
Internal control concepts



	
Computer software practical knowledge



	
New tax and regulation updates



	
Presentation skill improvement



	
Cash flow planning







General training classes for career
development may also be required for accounting employees. The
classes may include communication skills, supervisory skill
improvements, and improvement concepts.




Morale and Team Spirit




As with any department personnel, accounting
staffers need a good team spirit and morale. At the end of the
month end close, the whole team needs to support the operation. The
month-end accounting should not be put on the shoulders of the
general ledger accountants alone. It would not be successful
without the complete verification and data processing for various
transactions such as sales, purchasing, payment, collection, and
costing.

Some accountants are eager to learn more
about the accounting operation from all areas to the point where
they can handle the account close by themselves. In order to
progress up the accounting career ladder to the top of the
department, accountants should gain practical knowledge of the key
accounting areas:

	
Costing



	
General ledger



	
Taxation







Good communication skills in both speaking
and writing are also critical to the success of an accountant.
Particularly for Thai, it is important for accountants to be able
to speak English properly today; Chinese may be another language to
learn in the future.
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An organization cannot achieve any targets
unless everyone works as a team. The controller has to maintain
good relationships with other department leaders even as he or she
performs the controller role. In order to understand the
interdependence between accounting and other departments, the
following are examples of individual department’s responsibility,
problems or challenges, and accounting involvement and
expectations.



Sales and Marketing Department




The company’s sales revenue is the
responsibility of the sales and marketing people. Sales will
finally become the source of company’s cash flow. To help them
achieve high sales performance means the growth of the company.




Problems or Challenges




Sales and marketing staffers need to provide
accurate sales forecasts on a monthly basis. This must be done
routinely so that other department managers can use the information
for developing their own forecasts. Accuracy is critical. They need
to keep good customers with the company and also find good new
ones.




Accounting Involvement and Expectations




The accounting department needs to coordinate
with sales and marketing personnel regarding the accurate
processing of the sales invoices. The key information includes:




	
Product code and name



	
Sales quantity



	
Selling price



	
VAT calculation



	
Credit terms







The information shown in the sales invoices
may link to the customer database; it becomes part of the
accounting entry record at month-end close.

Some companies may have an accountant
responsible for credit check and approval processes. It is then
necessary that the speed and accuracy of the credit review be
expedited to meet the goods delivery target.




Purchasing Department




The purchasing department is mainly
responsible for getting the goods needed at the expected quality,
competitive price, and the committed delivery date and time. In
addition, the purchasing people need to negotiate with suppliers
with regard to conditions that would benefits the company most.
This may include the terms of payment, the guarantee period, the
after-sales services, and spare parts support.




Problems or Challenges




The pressure on purchasing lies not only with
the sourcing of materials and services requested, but also on
meeting other targets such as the cost reduction plan, the
procurement of parts, and the inventory control efficiency.



Accounting Involvement and Expectations




Generally, the expenses incurred are mostly
processed by the purchasing department. The purchasing transactions
have to be processed with proper approval by authorized persons.
The purchase order forms as issued by the purchasing personnel are
used in the receiving process and for matching with the invoices
received from suppliers. In cases where the company uses the
purchase requisition forms for obtaining approval before any
purchase orders can be made, the two document forms need to be
checked by an accountant to ensure the validity and limit of the
budget amount allocated. Finally, payment to suppliers must be done
correctly and timely.




Production Department




The production department is responsible for
producing good quality products that meet the productivity and
efficiency targets. The shop floor operation includes the
management of production staffers, materials movement and machine
set-up. The flexibility and readiness of all functions are crucial
to the success of the production department.




Problems or Challenges




It is challenging for the production team to
produce the goods on a tight schedule, while keeping the cost of
production within target. The productivity, safety and quality must
be maintained at the best performance level. Production operators’
skills have to be developed and assured.




Accounting Involvement and Expectations




The production number is an input for the
accounting department in calculating the cost of production and
analysis of the actual cost versus budget. Costing information
should be shared with the production team including the production
manager, supervisor and foreman. Any unusually high-expense items
need to be investigated and explained in context of the problems
and the success of the shop floor.




Quality Control Department




The quality control department ensures the
company has maintained a high quality standard so that the
customers are satisfied with the products bought from the company.
The stability of the product quality is essential for the company’s
long-term success. It is difficult to assess the damages caused
from just one bad-quality unit. It not only concerns financial
cost, but also causes damage to the company’s image.




Problems and Challenges




For a product that consists of a variety of
models and requires complexity of manufacturing, quality issues
that occur may require time and effort to find the root cause and
proposing preventative measures. Investments may be required to add
or replace the equipment used for testing and measuring the
incoming raw materials and the outgoing finished products.




Accounting Involvement and Expectations




The reason for a scrap cost increase needs to
be investigated and explained because this could have a major
impact on the company’s profit. The accounting department needs to
work closely with the quality team to analyze and track of the
quality cost relating to quality issues. To minimize the quality
cost, the accounting department needs to coordinate with purchasing
officers to find good quality materials, with facility officers to
make sure machines are set up correctly, and with operators to
ensure that they create good quality products.




Human Resources Department




Apart from handling the monthly payroll, the
human resources department has to handle employees’ career path
development to keep the company secured with competent staff. This
department needs to keep the employee relationships at satisfactory
levels and address employees’ complaints.




Problems or Challenges




The human resources (HR) department has to
deal with personnel development and nurture the corporate
environment through effective communication. In the tough economic
situation, HR officers may have to deal with increasing conflicts
or requests from both employees and the management. This may
include the following issues:




	
Labor union request for wage and salary
increase



	
Hiring and firing employees because of
lay-off program



	
Cost reduction activities in response to the
company’s direction







Accounting Involvement and Expectations




The accounting department can provide support
on activities organized by the human resources department including
training programs, educational support, annual gatherings and
special events. Sometimes accountants can provide advice regarding
agreement preparations and taxation. On a monthly basis, payment
officer has to work with payroll officer to ensure the salary
payment will be processed correctly and timely.
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The controller will have to handle many
requests from employees to spend the company’s budget on purchasing
materials, supplies, or assets. You, the controller, will need to
review and approve these requests. You will have to handle any
conflict or disagreement that occurs and provide good explanations
and clarification. If you don’t, your colleagues may have a
negative perception of you.

You are required to take the role of the
company’s interest-keeper and sometimes will face challenges from
other people. Being a successful controller depends on your talent
and ability in handling inevitable conflicts and resistance from
concerned parties. This is certainly not an easy task but you can
execute it successfully with the support from key colleagues who
understand your roles and duties.

The controller may be viewed as a good or bad
guy in the organization. You can choose to create an impression of
yourself that can lead to a win-win situation for the whole team.
The following are some of the impressions you can create.
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There are times you need to resolve an issue
concerning non-compliance with the company’s rules. It is important
that you take the appropriate actions to correct the problem and at
the same time make sure that it will not happen again. For
example:

• An engineer needs to buy spare parts to fix
broken-down machines. He contacts a vendor by himself and orders
the parts on behalf of the purchasing people. Even though it is an
urgent case, he should have acquired at least verbal approval that
started from the purchasing department rather than the requesting
department.

• A manager may submit an expense report that
include non-reimbursable items such as personal expenses or
supporting documents without evidence of approval from higher
supervisor.

• A director who appreciated the very good
service from the company’s driver during weekend travel would like
to propose a special bonus for the driver by creating fake
documentation.

The above cases need proper handling by the
controller. It may be necessary to start by reminding the employees
of the company’s policy and procedures. If the case has happened
for the first time, establishing a new procedure should be
considered.

How can a controller fix the problems caused
by a superior? As a controller, you need to retain your
independence so that the company’s rules and regulations can be
enforced successfully. Many companies try to relieve the conflict
of interest of the controller by changing the line of command so
that the controller, rather than reporting directly to the local
boss, reports to the regional headquarters — with a dotted line to
the top management.
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The controller is responsible for budget
control by reviewing appropriateness of the requested spending,
advising on budget limits, and approving transactions. Sometimes,
it is inevitable that expenses have to be postponed or prevented.
This certainly causes dissatisfaction to the requestor unless he
understands the reason for the controller’s decision.

Some people may perceive the controller as
the obstacle in carrying out their work; the controller is
perceived as one who will block any projects that need lots of
money to fulfill.

Therefore, the roles and duty of the
controller must be clearly portrayed to the team members. Education
and training on some basic financial principles, such as the return
on investment and the importance of internal control, should be
considered and organized before misunderstandings spread through
the whole organization.

In the annual budget process, the controller
should get the department heads involved in the process as much as
possible so that everyone understands the limitation and
relationship to the company’s operating results.
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The controller must be able to give advice
to management based on the financial knowledge and skill. The
company would get benefits from the advices to stop loss and
increase the team’s ability to perform better. For example:




	
The controller should advise purchasing
people how to negotiate the import purchased price by taking into
account the foreign exchange impact.



	
The controller should advise an engineer in
the feasibility study for investment on the new machine as compared
to outsourcing alternative.



	
The controller should advise sales people on
the price trend and how to set the best price in the discount
promotion campaign.



	
The controller should give the top management
regarding the future prospect of the company’s business by taking
into account the economic factors and warning of potential
risks.







There is still considerable room for a
controller to take the advisor role if he or she is open to the
information that flows within the company. The controller has to
develop skill of identifying improvement opportunity from the
business and operational sense.
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As a company expands its business, the
organization can become so complex that it causes communication
problems and slows down the operations. Traditionally, an
individual functional unit can clearly define its own scope of
work. But employees of that unit – section, department or division
– may not know much about other functional units’ objectives. For
example, an employee working in the personnel department may not
understand the objectives of an employee working in the quality
assurance department. Such lack of understanding may lead to wasted
time and efficiency.

Why? In many cases, one person cannot carry
out a project successfully alone. Employees from several
departments may have to collaborate to get things done. For
example, if a production engineer would like to order a spare part
to repair an out-of-order machine, he or she has to contact several
people within and outside the company before that spare part can be
delivered. The process may start from checking with the purchasing
officer for the recommended suppliers, talking to a financial
officer to understand the payment schedule, confirming with the
import department officer to make sure the clearing process will be
done properly, and finally obtaining approval from authorized
persons according to the company’s procedure. In order to get
things done in the most efficient manner, employees should undergo
training and job rotation to better understand the relationships
among each functional unit. See Figure 3.1 – Functional Interaction
Change




The above figure shows on the traditional
way of working that clearly define the roles and job descriptions
under each functional area:




	
Purchasing Function



	
Sales Function



	
Production Function



	
Quality Assurance Function



	
Finance Function



	
Engineering Function







All these functions have to carry out
specific activities to achieve their own targets. Along the
process, those employees doing each function may not care much
about other functions’ targets. They may try to get their work done
successfully even though it may cause troubles for others. This
kind of non-cooperative mind-set can be found in many
organizations. It has a negative impact where no one can really be
successful.

Thus companies should try to eliminate this.
The walls between sections should be broken down so that everyone
can work under the same overarching function — of creating success
for the company. Having clear-cut job functions can eliminate
uncertainty for each employee. However if the job description
becomes the cause of operational inefficiency, it needs to be
reconsidered and changed.

As an example, let’s say the production
people would like to see their products produced and delivered to
customers in order to fulfill the sales order completely. According
to the company’s procedure, the quality assurance staffers have to
perform quality checks and approve the finished products for
shipment. If the quality assurance team works too zealously to find
all kinds of defective points, it is possible that a large number
of products will now be pending for further justification and
decision making. The end result is that customers will not get the
products in time, and the company misses the sales target. There
should be a certain agreed-upon level that the quality assurance
and the production team can work together with to accept a
practical level of quality checking and production improvement.

Each function’s job scope shares some
intersected area where they have achievement-related issues on
common, such as sales growth, cost control, corporate governance,
human resource and skill development, and so on. Once the company
has created a culture of positive interaction, the performance
appraisal of all employees can be integrated and total efficiency
can be recognized.
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To enhance the power of functional
interaction, individuals from all departments should work and act
as if one entity. The ability to think like a CEO of the company
should be cultivated throughout the whole organization.




	
Understand the Same Goals – Companies’ goals
have to be shared among employees through effective communication
channels, which may include annual business plan announcements,
intranet, sign boards, morning gatherings, etc. Each functional
unit has to come up with its own strategies that will help
contribute to the team’s efforts.



	
Learn Other Job Functions – As a member of
the company, an employee should understand not only his or her own
work flow but also other work functions, and how they are
integrated to form a total company. It is important for employees
to see the impact of their work on others and visa versa.



	
Get the Whole Team Involved in Important
Activities – It is essential for employees to generate new ideas
for performance improvement. They need to be proactive. In doing
do, they will consider activities that may need involvement from
others.



	
Create a Culture of Unified Success – Once
employees work together closely for the same goals, the company can
benefit from dynamic efforts.




The controller can help nurture this culture
by fulfilling the role of a liaison for the company. You will
supply actionable information, call meetings to consider important
issues, and promote a collaborative environment throughout the
organization.
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Why is an internal control system so
important? While there is no system in the world that can guarantee
employee discipline, the internal control system is nevertheless a
crucial management tool that needs to be installed in order to
protect the company from abrupt damages. Just like the quality
control process within a manufacturing company, the internal
control will allow the company to detect potential risks through
audit testing, and then come up with corrective and preventive
measures. An effective internal control system involves the
continuous process of self-checking of business processes.

As has recently been quite evident, many
companies have faced serious impacts resulting from weak controls
that eventually resulted in their collapse. Thus the lack of good
corporate governance in a company is a warning sign of potential
disaster.

There are several measures that can be used
as control points to verify the existence of assets, verification
of business transactions, and so on. The following are some key
activities that a company should consider and implement for
internal control improvement:




	
Physical count of inventory and fixed
assets



	
Approval on purchase requisitions, purchase
orders and payments



	
Confirmation of accounts receivable and
payable balances



	
Level of authority set-up for check
signing



	
Accounting and budgeting controls







The control audit can be performed both
internally and externally. It is necessary for companies to have
independent auditors perform the audit so that bias or prejudice
can be avoided because after all, internal audits could be
considered similar to “the inmates are in charge of the asylum” So
this is considered a check for the company’s stakeholders.
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In order to ensure long-term prosperity,
successful companies have to constantly emphasize maintaining
continued operations under proper controls. Although empowerment of
employees is important for productivity and morale, undetected
frauds may happen because of loose controls and weak risk
management.

The company’s control system covers all
aspects of business operations, both front-line and back office.
Identification of possible control weaknesses is crucial to the
company’s future. Business transactions must be processed
accurately and completely, resulting in reliable information for
both internal and external uses. Normally internal control points
can be identified through the study of the flows of business
transactions – such as sales, purchase, payment, collection, fixed
assets, and so on.

The methodology used as part of the internal
control system may include the following practices applied to
relevant cases under different audit aspects:




	
Recalculation – Recheck the correctness of
calculated amounts such as sales amount, cost of sales, and profit
and loss.



	
Counting – Confirm the quantity of controlled
items such as cash, inventory, fixed asset, and so on.



	
Reconciliation – Understand the link between
two sources of information and uncover discrepancies such as the
inventory record and the counted result, the account receivable
ledger and individual record, and so on.



	
Confirmation – Verify the accuracy of the
internal records with evidence obtained from outside sources such
as confirmation of debt and liability.



	
Reviewing – Identify any unusual items or
fluctuation in the business transactions, information reporting or
potential mistakes.



	
Approval – Maintain the integrity of the
transaction and maintain checks and balances such as the approval
of purchase requisition for raw material purchases, investments or
incurring expenses.



	
Matching – Ascertain that the designed
control process has been properly followed by responsible
departmental personnel in cases such as the invoices issued by
suppliers to the warehouse and accounting officers.







As the business grows, the company’s
employees tend to get very busy with relevant activities, and
consequently may begin to lag in compliance with control
procedures. For example, selling and administrative expenses must
be incurred with proper justification to support the business
targets. It is possible that the controller will find that some
expense category is significantly higher than the forecast or
budget numbers. The management may not be aware of this problem and
may let it accumulate. However, in a business downturn, internal
control weaknesses may become obvious only when it’s too late to be
fixed. This can ultimately cause serious problems.

Controllers should establish a checking
procedure to make sure that the company’s control system is
functioning properly all the time. One of the effective tools is
the self-check process as will be discussed in the next topic.
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In order to ensure that corporate discipline
is effective, the controller needs to perform a regular control
system check to ensure the enforcement of rules and regulations.
The internal control questionnaire is a tool useful in helping
auditors check for internal control compliance. It typically
consists of a set of questions regarding the existence and
effectiveness of internal control practices under each business
cycle such as purchasing, payments, collections, sales, inventory,
fixed assets and general ledger.

Each question will ask whether there is an
internal control designed for each particular step of work, and
whether it is followed up on by a responsible person or not. If the
answer is NO, it means there may be weaknesses in the internal
control system. In that case, the company should come up with
corrective actions and a time line to implement them.

However, it is possible that certain
questions may not be applicable to certain working procedures under
examination. In that case a note should be clearly recorded for
future reference. Basically, the objectives of the audit may
include the following:




	
Accuracy – this objective refers to the
correctness of numbers and calculations of input and output data on
particular transactions.



	
Completeness – this objective refers to the
accounting of all transactions in consideration, such as sales or
cash collections, for a period of time.



	
Validity – this objective means that real
transactions have to be processed in accordance with the company’s
policy and the law.



	
Security – this objective refers to the
existence of effective measures to protect assets of a company. It
also includes security of confidential information and level of
authorized access to information systems.







This checklist is merely one way to review a
total company’s control systems and can be done as a self-check
performed by the responsible head of each function. However, it is
possible that some problematic transactions can be overlooked. Thus
it is up to the controller to ensure that the relevant processes
have been followed with good discipline by the responsible people
of each unit.

The ICQ can be classified into relevant
control practices according to the major business transaction types
for ease of checking and audit as follows:




	
Purchasing Control Practice



	
Sales Control Practice



	
Cash Management Control Practice



	
Accounts Payable Control Practice



	
Accounts Receivable Control Practice



	
Inventory Control Practice



	
Fixed Assets Control Practice



	
General Ledger Control Practice



	
Information Technology Control Practice



	
Payroll Control Practice







The standard control practices applied by
most companies under the above topics are explained below. Although
some practices may not be relevant to certain businesses, the
concepts can be referred to for future improvement as
appropriate.




Purchasing Control Practice




Certain expenses are incurred or assets
acquired based on the business plan’s direction and the approved
budget. A request made by a company employee will require the
allocation of money to fulfill the particular purpose indicated in
the request form. In the purchasing process, it is important to
make sure that all transactions are valid and have been properly
reviewed and approved. The internal control practice under the
purchasing system may cover the following situations:




	
The purchasing requisition form is approved
before the purchase order is sent to suppliers. The approval has
been made according to the company’s policy with regard to the
level of authority.



	
Before a purchase is finally made or an
agreement signed with a selected vendor, the purchasing officer has
checked the buying conditions and compared prices with other
vendors to ensure the best choice was made.



	
The agreement to be signed between a vendor
and the company has been reviewed by the legal department or
outside consultant to ensure that the company has been properly
protected.



	
Each purchase order is approved by authorized
personnel before it is sent out to the supplier, to confirm the
legal obligation of the two parties.



	
In order to avoid subsequent controversy, a
basic understanding has been forged with selected suppliers on
issues such as the VAT, withholding tax, and exchange rate to be
used or adjusted.







The requesting employee should also refer to
the budget limit before any purchase is made. In a case where going
over the budget spending will occur, proper explanation and
justification should be provided by the requestor. It would be
ideal if the purchasing transactions are done by purchasing
officers rather than other department personnel. This will avoid
any conflict of interest or potential fraud. However, the
recommendation of a vendor can be made for purchasing officers’
information. Other recommendations can include brands, models, and
other specifications.

There are many kinds of potential problems
caused by any purchasing control weakness:

	
Kick-backs paid to the purchasing officer by
some vendors who sell products at higher prices.



	
Over purchase of materials that results in
high inventory and cash flow problems.



	
Over-budget expenses made by several
departments, causing operating loss.







Sales Control Practice




Sales revenue is the major source of income
for most companies. Some companies generate income from sales of
products whereas others generate it from services provided.

Either way, the company must make sure that
income is completely accounted for based on the correct quantity
and prices. The products sold shall be supported by sales invoices
for deliveries made. The sales revenue should be reconciled between
relevant documents and the amount correctly recorded in the general
ledger. Some of the internal control practices to be considered
include:



	
The customer’s credit should be set up based
on the financial information and historical collection results from
the customer. Sales transactions should not be made without
approval from the credit manager in order to avoid potential bad
debt.



	
The sales invoices should be issued according
to the customers’ order based on the correct quantity and approved
prices.



	
The sales invoices should be checked and
approved properly regarding the content and details such as terms
of payment, the VAT calculation, the shipping location, etc.



	
Sales returns from a customer will be handled
according to procedure with an investigation and report by the
quality control officer. Proper approval must be made before
issuing a replacement for the returned product or settlement by
credit note issuance.



	
Sales discounts made to customers are subject
to proper approval, which may depend on the volume achievement or
agreed payment term.







Credit sales customers should be monitored
regarding collection status to avoid any potential bad debt. Export
sales may need to go through a formal process with the Customs
department. So it is necessary to understand and confirm the
requirements on the customer’s side regarding the supporting
documentation and certifications, which could vary by country. As
customers’ delayed payments can impact the company’s cash flow, it
is necessary to keep monitoring the overdue balances and take
appropriate action before it becomes too late. Examples of sales
control weakness include:


	
Under-recording of sales, causing
misstatements in income and accounts receivable.



	
Over-statement of revenue, causing wrong
decisions by the management and investors (in cases of listed
companies).



	
Uncollectible debt due to weak credit
control, causing huge bad debt write-offs and cash flow
problems.









Cash Management Control Practice




Cash movements are supervised by the
authorized managers with proper segregation of duty to avoid any
fraud, embezzlement or unintentional mistakes. Proper controls
should be set up for both cash receipts and payment transactions
that are made through the company’s bank accounts. Some desirable
internal control situations include:




	
The petty cash fund is handled by the
cashier, who understands the disbursement and replenishment
processes, and cash balance on hand has been kept in a safe place.
There should be an uninformed audit from time to time to ensure
internal control effectiveness.



	
Company checks are not be issued under an
employee’s name for the payment of goods or services. They should
be paid to the vendor company directly.



	
Voided checks are controlled and destroyed
properly.



	
The payment voucher and supporting documents
are stamped “Paid” after the transaction is completed to avoid
representation and double payment.



	
Bank reconciliation reports are performed by
a person not involved in the cash handling. The report is made on a
regular and timely basis.



	
Cash collected is paid to the company’s bank
as soon as possible, normally within the next working day.



	
The financial authority level of each person
should be clearly established as a guideline for payment checks and
approvals.



	
The check should at least include two
signatures to validate the payment.







Efficient cash management is crucial to a
company’s continued operations. It is important for the company to
maintain an accurate cash flow forecast as part of good business
management practice. As cash is the most liquid asset of a company,
control over cash management should be strengthened, and
ascertained to prevent any problems. The following are examples of
problems caused by cash control weaknesses:


	
Double payment to suppliers due to failure to
prove the status of the settlement.



	
Cash flow shortage resulting from ineffective
cash management such as non-updated bank reconciliation, long
overdue accounts receivable, and so on.



	
Payment for personal expenses due to lack of
checks and balances, such as unreasonable entertainment expense
reimbursement, medical expenses claimed over budget, and so on.









Accounts Payable Control Practice




One of the major balance sheet items under
current liabilities is accounts payable. An accounts payable
happens when the company makes a credit purchase. The supplier may
provide a credit term of 30 days, 60 days and so on, depending on
the negotiation and agreement. Accounts payable transactions have
to be recorded correctly and completely so that the management can
see the total sum of liabilities and burdens that may require
additional cash flow management to ensure the company’s ability to
pay on the due dates. From the accounting point of view, the impact
of accounts payable entry recordings can be on both expense and
asset accounts. So any errors regarding accounts payable may cause
errors in the profit and loss statement. Some internal control
considerations include:




	
Trade accounts payable is to be recorded when
the purchased materials or assets are received correctly by the
warehouse officers or requestors.



	
Supplier invoices and supporting documents
for use in transaction recordings have to be verified and matched
with receiving evidence to ensure the validity and accuracy.



	
Any new accounts payable set up in the system
must be controlled and updated by authorized persons who do not get
involved in the purchasing operations.



	
There should be a regular review for any
outstanding accounts payable. It should trace back to the source
documents to understand the reason for any errors.







The company has an obligation to settle
debts accurately and on time. Thus the controller must make sure
that any liability has been properly recorded, and sufficient cash
can be secured to pay suppliers on the due date. Accrued expenses
also reflect company liability, and they have to be cleared as
well. Any missing of payment can cause the company additional cost
from interest charges and penalties, and lessened credibility.
Examples of control weakness include:


	
Delayed payment to suppliers negatively
impacts the business relationship.



	
Mishandling of invoices from a supplier,
causing mistake on VAT filing.



	
Incomplete invoice cut-offs recorded by the
accounting department, causing understated inventory or
under-recording of expenses.









Accounts Receivable Control Practice




The accounts receivable should represent the
amount to be collected from customers. They have to be monitored to
ensure that they will not turn into bad debt. Terms of payment are
used in calculating the due date of each sale. Some of the internal
control considerations include:




	
The accounts receivable are to be recorded
when the sale is completed by exchange of goods or completion of
services rendered.



	
The collection of accounts receivable is
handled by responsible persons who monitor the aging of the debts
to avoid long overdue situations.



	
The appropriate allowance for doubtful
accounts is reasonably estimated to reflect the collectable
amount.



	
In case of returns from customers, the credit
note is checked and approved before it can be issued.







The amount shown in the balance sheet for
account receivable must represent the real collectible amount that
can return into cash within the current period, which may range
from 30 to 60 days. Weak control over accounts receivable may cause
the following problems:


	
Errors on cash flow forecast due to incorrect
information of accounts receivable, leading to inaccurate cash flow
projection.



	
Unexpected bad debt due to lack of aging
review, account receivable confirmation, and follow-up.



	
Unreliable financial statements due to
incomplete record of accounts receivable and revenue.












Fixed Assets Control Practice




The fixed assets include items such as land,
building, machines, vehicles and equipment. Once acquired, fixed
assets are normally not moved often, except within the company. The
cost of fixed assets except for land will be amortized over the
useful life period by being recorded as depreciation expense. Some
internal control considerations include:




	
Purchasing request for a fixed asset are
reviewed and authorized by taking into account the budget,
justification, and return on investment.



	
The cost related to the asset acquisition has
to be accumulated and recorded as the total asset cost before the
start of depreciation charges over the useful life.



	
The depreciation expense has to be calculated
and recorded on a regular basis according to company policy.



	
The register of fixed assets is maintained
and updated in a timely manner.



	
Fixed asset physical control is performed
through the asset physical count procedure.



	
The asset disposal has to be approved and
recorded properly before the removal from the register.







The fixed asset control emphasis should be
put on the pre-acquisition stage, which involves significant
investment. Detailed justification and analysis have to be done
with the proposed decision-making to the authorized persons.
Examples of problems caused by lack of effective controls are:


	
Loss of assets due to weak control over
physical existence — especially in the case of machine movements
and production line re-layout.



	
Wrong financial statements due to errors made
on fixed asset and depreciation records.



	
Damages due to production line shut-down
because of machine breakdown and lack of effective maintenance
system.









General Ledger Control Practice




The accounting data input has to be processed
through the general ledger accounts before being summarized into
useful information such as financial statements and management
reports. The maintenance of the active accounts and correct linkage
to several reports is vital to the completeness and reliability of
the management information system. Some of the control
considerations include:




	
Purchase and sales cut-off are checked before
the monthly account close has been finalized.



	
Monthly account close should be performed in
a timely manner with concentration on the accuracy and completeness
of the business transaction records.



	
General ledger accounts should be analyzed
and reviewed to ensure that they are up-to-date and clean.
Necessary adjustments have to be made in order to ensure the
correct information.



	
Change to the general ledger accounts such as
adding a new account, deletion of the unused accounts or
modification of the name and report link should be controlled.
Approval should be made before any changes can be made.



	
Suspense and reserve accounts have to be
analyzed and checked regularly.



	
Prior year or audit adjustments should be
checked and reviewed to ensure the financial statement
accuracy.







It is important to make sure that the
general ledger system has integrated all sub systems affecting the
financial transactions of the company so that the account close
process can be performed efficiently. Unclear items in the balance
sheets should be adjusted as necessary to reflect the true
financial status. Examples of problems caused by the general ledger
control weaknesses are:


	
Delayed or incorrect financial statement
reports due to errors in the closing processes.



	
Inability to take appropriate actions based
on the management reports linked to the general ledger system.



	
Mismanagement due to non-updated and wrong
reporting of operating results.









Payroll Control Practice




Salaries, wages and fringe benefits are
important expense items that vary according to the change in
employee numbers. The control of personnel cost should cover the
movement of the head count including employee recruitment,
promotions, rotations, and resignations. Some of the control
considerations include:




	
A new head count addition should be reviewed
and approved before the start of the recruitment process.



	
The verification of the payroll list must be
done to ensure that there is no phantom account included.



	
Any salary adjustment has to be reviewed and
approved with reference to the approved budget number.



	
Request for overtime has to be approved and
controlled properly. The efficiency and necessity of overtime
should be considered and measured.



	
Payroll information must be kept under strict
confidentiality. Access to the payroll information must be limited
only to the authorized persons.



	
The process of the monthly payroll must be
prepared by the human resource department and counter-checked by
the accounting department.






The payroll process also relates to other
associated expenses such as withholding tax deductions and fringe
benefits. Verification and payment approvals must be made based on
the correct calculation and relevant regulations involved. Examples
of problems due to control weaknesses include:


	
Overpayment on salary because of fake
employee accounts included in the payroll list.



	
High production cost due to uncontrolled
overtime payment.



	
Inefficient management because of bad
headcount control.



	
Morale problems due to the failure of payroll
information security control.









Inventory Control Practice




Inventory is another asset that needs proper
control, both physically and in the accounting record. It must be
safeguarded from loss and damages. Some companies may need to spend
a lot of money to invest in warehouses for keeping the inventory in
good and secure condition.

Physical inventory count results have become
major issues for many companies. It involves several parties within
the organization such as the warehouse section, production
department, material planning section, purchasing department,
quality control department, sales and marketing, and accounting
department. In particular, the accounting department plays an
important role in the inventory control assurance.

In general, inventory from the accounting
viewpoint consists of 3 major components: raw materials, work in
process, and finished goods. The company has to ensure that the
operations affecting the inventory movement are under effective
control.

Physical inventory has to be organized in
order to verify the physical quantity and the recorded quantity
number under the control of warehouse officers versus the amount
shown in the accounting records. Quantity and amount discrepancies
will need analysis and corrective actions.

Some internal control considerations
include:




	
Slow movement and obsolete inventory items.
These have to be analyzed for proper action. Adequate reserve and
appropriate accounting adjustments have to be made to reflect the
true inventory value.



	
Physical inventory has to be performed on a
regular basis, i.e., at least once a year, to ensure matching up
between the physical balance and the book balance.



	
Inventory receiving should be performed by
designated persons according to company procedure with regard to
the quantity and quality verification.



	
Inventory should be kept in a secured place
while taking into account the requirements for specific inventory
items such as temperature control and cleanliness.



	
Proper insurance coverage must be made and
reviewed from time to time.



	
A finished goods shipment has to be
controlled, and authorization is to be made before the goods can be
moved out of the warehouse.



	
Movement of materials from the warehouse to
the production lines has to be done properly with complete
documentation.







The inventory control implies emphasis on
both the amount per accounting balance, and the quantity according
to the physical existence. So the reconciliation between the two
sources of information is critical. Some companies may apply a
cycle count of inventory. Examples of damages caused by weak
control include:


	
Loss of physical inventory due to bad
safeguarding measures.



	
Wrong operating results reporting due to
inaccurate inventory record, causing poor decision making.



	
Uncovered hidden loss due to slow-moving and
obsolete inventory, and ineffective management and follow-up.









[bookmark: 9.2.1.Inventory Movement|outline]Inventory Movement




The accuracy of inventory has to start with
the first step of ordering. Then inventory management activities
such as receiving, transferring, and issuing of materials or
finished products within the company and to outsiders should be
controlled to ensure the correct ending balance. We may look at the
movement for each type of inventory item as follows:




Raw Materials




Raw materials consist of parts used in the
manufacturing process. One finished product may consist of a few
material items or up to hundreds of items, depending on its design
and complexity. The production engineer needs to prepare a list of
materials to be used in the assembly of each model of the finished
goods. This list is called bill of materials (BOM).

As a normal business practice, raw materials
can be purchased locally or imported from overseas, depending on
criteria such as sourcing difficulty, quality and price. The
company has to ensure that the material quantity ordered and
delivered will be sufficient to facilitate the daily production
plan agreed upon with suppliers in advance. The main objective of
material ordering is to receive the right materials in the required
quantity at the right time so that the production line can be run
continuously. Any delay or error in material purchasing can result
in huge losses — from production shut-down and missing the
customers’ delivery commitment.

In addition, incoming materials have to be
checked by the warehouse and quality assurance officers in order to
ensure that the accurate quantity is delivered as stated in the
invoice from suppliers, and that the standard quality of the
materials is met. After the receiving process, the materials will
be moved to storing locations on the production floor or racks in
the warehouse. The available materials will be issued to the shop
floor as per requests made by the production operators.




Work-in-Process (WIP)




The work-in-process represents the unused
materials left in the production area and the semi-finished
products on the production line. Unfinished products that have gone
through the production processes up to certain level but still
await the final process are included in the work-in-process
category. At each stage of the production, the product has absorbed
costs such as materials, labor and overhead. So the value of WIP
depends proportionally on the completion level of the products
being produced. In most cases, the value of WIP needs an estimate
based on the standard cost and verification of the quantity at each
stage.

In practice, during the annual physical
inventory, the WIP needs to be cleared out from the production
lines with as little quantity left as possible so that the
difficulties in physical counting and the WIP cost estimate can be
minimized.

During production, WIP may include some
questionable items under investigation – such as defects and rework
assembled parts - or scrap from the production line waiting for
removal to the scrap yard. The production and accounting staffers
have to clear these outstanding items so that the month-end close
can be done correctly. For production cost calculation purposes,
some companies choose to report scrap cost of WIP as the standard
material cost only, not including any overhead cost due to its
immaterial amount. The WIP value is normally kept at the lowest
level when compared to the raw materials and finished goods. During
the month, material costs are transferred from the material account
balance to the WIP account based on the actual usage of materials.
At the end of the production process, the cost of materials plus
systematically allocated conversion costs will be assigned to the
finished products.



Finished Goods




At the end of the production process, the
complete products are reported as finished goods. If the company
used a standard cost system, each unit of the finished goods will
carry the cost of the standard rate by transferring the production
cost from the WIP account to the finished goods account. For
month-end finished goods valuation purposes, the production
variances need to be adjusted back to the finished goods cost
before they can be compared with the net realizable value (NRV) to
determine the cost to be stated in the balance sheet.

The physical products are normally moved from
the production lines to the warehouse, waiting for delivery to
customers according to sales orders received. The inventory system
should keep track of the location where the finished goods are kept
so that they can be picked up for delivery on the first-in
first-out (FIFO) basis. The advantage of doing this is to let the
finished goods flow in order, which helps prevent obsolescence of
products.

The cost of finished goods sold has to be
recorded in the profit and loss statement through the cost transfer
from the finished goods account to cost of goods sold account,
which will be shown as deduction from sales revenue.

The inventory movement reflects how efficient
the inventory management is. One of the targets for inventory
management is a high level of inventory turns, as calculated by
dividing the annual cost of goods sold by the inventory value at
the end of the period. Higher turns indicate better inventory
management because it means more sales. Controllers need to
consider this indicator as a measurement against the company’s
inventory target.

In addition, the aging of inventory reports
can be used to understand the slow-moving items that pose risk of
obsolescence. By reviewing these reports, responsible managers can
take action to reduce the number of holding days. Effective
inventory management can reduce damage from deteriorated inventory
value.

[bookmark: 9.2.2.Inventory Cycle Count|outline] Inventory Cycle
Count




The company may choose to organize a cycle
count during the month. The cycle count is to be done on a
systematic manner on random material items based on value or
location. Priority is put on high-value items or active inventory
items. The result of the physical inventory count reflects how
effectively the inventory system has been managed. Too many
discrepancies found may indicate serious problems.

The frequency of the cycle count may be on a
weekly or monthly basis. The participants in this assignment may
include representatives from several departments involved in
inventory control such as warehouse, costing, production, planning,
quality control, and purchasing.

A company with excellent control of
inventory may have an accuracy rate close to 100%. In this
situation, the management may decide that an annual physical count
is not necessary. The cycle count activity must cover the entire
inventory as much as possible so that it can be deemed to represent
the total inventory balance.

[bookmark: 9.2.3.Annual Physical Inventory|outline] Annual Physical
Inventory




The annual physical inventory is usually done
for the purpose of year-end inventory balance determination. It may
uncover problems hidden in the inventory balance. So the management
should fully encourage and support all concerned to handle the
annual physical count in a correct and efficient way. Generally
most companies will organize the annual physical count near or at
the end of the fiscal year. The inventory balance shown in the
accounting records must be based on the actual count results. The
controller is responsible for this activity together with the
purchasing manager or material manager. The controller looks after
the inventory balance and movement in the accounting records,
whereas the material manager has control over the physical movement
of inventory. Whatever the discrepancy results may be, it is a
chance for all concerned to analyze the root causes and come up
with corrective measures. So this should be considered a good
opportunity to improve the internal control system of the
company.

Additionally, the external auditor may be
invited to observe in the annual physical inventory of the company.
The results of the external observation will become part of the
annual audit. Remember that the auditors will not count all
inventory items — this task is done by the company’s staff. The
observation by the auditors may include understanding the process
according to the inventory instruction prepared by the company.
They may do some sample tests if considered necessary.

[bookmark: 9.2.4.Inventory Instruction|outline] Inventory
Instruction




It is essential to prepare inventory
instructions for the annual physical inventory as a guideline to
perform the count. It should be noted that some companies may
organize the inventory count with participants from several
departments because of manpower limitation and time constraints.
The controller should take responsibility in preparing the
instructions, which should be reviewed and modified on a yearly
basis to reflect changes and developments made over the year. The
content of the instruction may include:




	
Date and Time



	
Place



	
Inventory Items



	
Location Map



	
Cut-off of Document



	
Housekeeping



	
Counting Team



	
Counting Procedures



	
Counting Sheet Fill-out



	
Document Control



	
Auditor



	
Date Entry



	
Meetings







The instructions should be distributed to
all relevant persons in advance. Meetings before the counting date
can be held as necessary for training and for conveying any changes
from the previous year.

It is essential to make sure that there is
no movement on the production line. Outstanding work should be
cleared on the shop floor. It is quite risky to perform the
inventory physical count when movement of inventory is still
ongoing. If some movement cannot be avoided, strict controls and
tracking should be exercised with collaboration between the
controller and the material manager.

At very least a final visual check should be
done by the controller on the day before the physical count to make
sure that the housekeeping activities have been done properly and
everything is in good shape. Good communication is the key for
implementing this exercise.




[bookmark: 9.2.5.Inventory Reconciliation Process|outline] Inventory
Reconciliation Process




A very important process after the physical
inventory count is the reconciliation between the actual number of
inventory units and that recorded in the stock card or in the
inventory data base. It is possible for the company to perceive
discrepancy results from these two sources of data. There are a
number of reasons why a difference occurs, for example:

	
Counting error



	
Data input error



	
Bill of material error



	
Document cut-off error



	
Receiving process flaw



	
Erroneous report of scrap parts



	
Weak control over production report and
finished goods delivery




In order to minimize discrepancies, the
accounting department has to process the data matching as soon as
possible. Thus any significant differences can be rechecked
quickly. This process can take some time and involves many
concerned people – from purchasing, receiving, warehouse and
production functions — before a final conclusion can be drawn.

A discrepancy may make a big impact on the
inventory balance depending on the unit cost of the disputed items.
It is possible to find either positive or negative discrepancy. The
accounting department will have to make necessary adjustments to
the accounting record based on the actual inventory number. The net
adjustment amount has to be recorded to reflect the gain or loss
realized in the profit and loss statement.

In the reconciliation process, it is possible
that you, the accountant, will need to look back at last year’s
reconciling items to ensure that necessary adjustments had been
made to correct the inventory account. If they weren’t, that could
be a cause of the current year’s differences.

After the reconciliation process, the
management should come up with countermeasures to correct problems
found from the physical inventory activity. This should be taken
seriously; otherwise the internal control problems will persist and
pose high risk to the company’s financial information reliability.
Moreover, high and persistent discrepancy can be a warning sign of
possible fraud.




[bookmark: 9.2.6.Inventory Reserve for Shrinkage and Obsolescence|outline]
Inventory Reserve for Shrinkage and Obsolescence




It is a key accounting task to estimate the
shrink variance of inventory and reflect this in the inventory
account so that it can approximate the actual inventory amount. For
certain kinds of raw materials, the shrinkage may occur from
physical loss during the production process or from the way
inventory is being handled. So a reasonable estimate for the shrink
rate should be established and charged to the profit and loss
statement on a monthly basis. The cost accountant may obtain the
shrink rate by consulting the engineer who knows about the material
loss.



Inventory can become obsolete due to a few
reasons:




	
The product design has been changed,
resulting in leftover materials.



	
New materials have replaced the existing
ones, due to lower cost or improved performance.



	
Non-active materials due to discontinued
products are being kept at the warehouse.



	
Sales drops are causing slow-moving on
finished products.







An inventory aging report should be
generated on a regular basis for management review and
decision-making. The longer inventory is kept, the lower the value
of the inventory. As part of good inventory management, it is
essential for the company to hold regular inventory meetings to
discuss measures for reducing long holding days.

In respect to materials, the planning
process should be handled by taking into account the new design
change schedule. The old materials should be managed and used up;
new orders of old materials should be controlled and perhaps
lowered. For finished products, the models that will phase out soon
should be managed to reduce the inventory level. This may include
new sales promotion activity and discount offers before the new
model is launched. These kinds of activity will help use up unused
inventory and reduce the risk of obsolete material damage and
loss.

Any adjustments to reduce the levels of
shrink, or obsolete inventory, has to be reviewed and approved by
authorized persons before the transaction can be entered into the
accounting system. Finally, obsolete inventory items should be
segregated in a designated location and then scrapped according to
the company’s procedure in due course.




[bookmark: 9.2.7.BOM audit|outline]BOM
audit




As a result of the physical inventory
reconciliation, questions may arise regarding the accuracy of the
bill of materials (BOM) that triggered the standard costing system.
If the usage rate indicated in the BOM was not correct, the
inventory balance may also be incorrect. Thus a BOM audit may be
needed to check whether the actual production of the new finished
products is correct regarding consumption of the material type and
quantity as stated in the product formula.

A team of cost accountants should be
assigned to perform the audit on the shop floor, in the presence of
a production staffer who understands the production processes and
the raw material requirement. If errors are found as a result of
the audit, necessary correction should be made as soon as possible.
Perhaps the material part numbers stated in the BOM is not correct,
or the unit of measure may be wrong. This kind of mistake can
result in high standard material cost variances. So the controller
should allocate appropriate time in checking the existing BOM and
that of any new products to be introduced.




[bookmark: 9.3.Management letter|outline]Management letter




A management letter may be issued by the
auditor after the annual audit, describing any internal control
weaknesses and suggesting corrective actions. The internal audit
committee will use this report as a guideline. The same kind of
internal control problem should not recur in the following year. It
is the company’s management team’s responsibility to make sure that
it has been prevented or eliminated completely.

However, if the company does not receive such
a management letter from the auditor, it does not mean that the
company is safe from internal control problems. Errors still can
happen; perhaps they eluded the external auditor.




Monthly Review and Presentation




Employees have a right to know the financial
status of the company they are working for. The accounting process
is designed to provide that information. In order to better
contribute to the company, employees should understand the existing
problems and try to work together to resolve them in the most
efficient manner. If the company management knows it is going to
encounter difficulties, there should be an effective way to convey
the message to all employees so that they can anticipate the
situation. To achieve this, the company should consider setting up
a monthly review with key staff or even organize an entire company
meeting. Everyone should have a chance to ask questions of the top
officials of the company.

After the monthly accounting close, it is the
accounting department’s duty to provide the management team with
correct and complete information, good and bad result. This can be
done through regular monthly review meetings.

In turn, each department head should review
his or her department’s performance and come up with a presentation
detailing the successes and problems as an update to the entire
team. This is a channel for the manager to tell the facts and avoid
any negative surprises. The earlier the facts have been laid out on
the table, the more quickly the problems can be resolved. It is
also a way to ask for help and coordination. We can see who is
working or not working from these reviews and presentations.



[bookmark: 9.4.Damage and Loss Prevention|outline] Damage and Loss
Prevention




Looking at the balance sheet of a company, we
can see that the net worth is calculated by balancing the total
assets amount with total liabilities, and shows the company’s
financial strength. Retained earnings are a part of the total net
worth that demonstrates the accumulated success achieved so far.
Strong protection of the assets is a measure to avoid an abrupt
collapse in case of unexpected bad events — such as accident cases,
quality claims made by customers, business interruption due to
legal or political uncertainties, etc. Damages from any of these
situations may be alleviated with appropriate preventive
actions.

To safeguard the company’s assets
effectively, employees need to understand that they all play a role
in the company’s future. That means any use of the company’s assets
must be done efficiently with proper justification and approval. If
need be, a third party such as an insurance company may be called
upon to provide coverage.




[bookmark: 9.4.1.Insurance coverage|outline]Insurance coverage




By acquiring insurance policies, the company
gets protection of its assets. An insurance policy is often the
last resort to lessen financial losses, and it has also become more
critical these days, considering the increased terrorist threats
around the world.

In engaging an insurance policy, the company
needs to consider the following factors:




	
Type of assets insured



	
Amount insured



	
Insurance period



	
Insurance premium



	
Claim processes







In arranging an insurance policy, an annual
review should be made so that the appropriate insured amount can be
determined. It should take into account the replacement value of
the assets and the new assets items added prior to the beginning of
the new period. Some of the assets that can be considered for
insurance coverage include cash on hand, inventory, building,
machinery, and equipment.

Some companies use an insurance company to
pay for losses or damages caused by contractual employees. For
example, in the retailing business, product consultants or beauty
advisors often have high turn-over rates. So the company may need
to hire contract employees to fill vacant positions. Normally some
guarantee needs to be provided by employees. For those candidates
who are unable to provide a guarantee, the insurance company can do
it instead.

[bookmark: 9.4.2.Sufficient Reserve and Provisions|outline] Sufficient
Reserve and Provisions




Before the year-end close, and especially
during periods when the company can generate good profit and meet
expected financial targets, it is crucial to make sure that
appropriate amounts of reserve for contingent liabilities and other
seasonal expenses are made. This is an assurance that the company
will have enough money for major investments such as seasonal
machines and equipment maintenance. Even though this sounds
logical, the controller still needs to make sure that this has been
done in accordance with the generally accepted accounting
principles, not by over-accrual of expenses.




[bookmark: 9.5.Company Policy and Procedure|outline] Company Policy and
Procedure




Employees need to understand the company’s
general policies regarding several areas including sales and
marketing, accounting and finance, human resources, long-term
investment, etc. The policies may be laid out broadly at the board
of director’s level before they are conveyed to the executives.
They in turn have to consider whether more detailed policies and
procedures are to be issued accordingly. Examples are:




	
The board of directors may set an investment
policy requiring that any capital investment needs to be studied
and analyzed for the satisfactory financial return before any
approval can be made. The responsible executive has to work out a
guideline that allows employees to clearly understand what is
expected from the policy and how they can follow it in
practice.



	
The company may have a policy to promote
employees from within the organization before considering
recruiting someone from outside. In order to achieve this, a
procedure may be set up; showing the actions to be taken once a
vacant position exists.




A company with good corporate governance must
prohibit employees from getting involved in unwanted practices such
as paying under-the-table to someone to lessen the financial
impacts of any tax issue.

[bookmark: 9.5.1.The Accounting Role in Policy and Procedure|outline]
The Accounting Role in Policy and Procedure




The efficiency of the company’s internal
control system also depends on how effectively the policy and
procedure is reinforced. Having a complete financial procedure
helps set forth the correct practices for employees. Some of the
procedures that need the involvement of accountants may include the
following:




	
Financial Authority and Approval
Procedure



	
Petty Cash Procedure



	
Employee Advance Procedure



	
Travel and Entertainment Reimbursement
Procedure



	
Customer Credit Approval Procedure



	
Capital Investment Request Procedure







Financial Authority Level




Without proper control over financial
discipline, the company may be at risk from improper practices.

Unfortunately, some companies encounter
financial scandal due to lack of financial discipline committed by
their senior executives. For example, in order to reduce personal
income tax withholding from expatriate employees, a company
executive had set up a paper company in a tax haven country to
charge fake consulting fee from the company. Then he used that
money to pay the employees directly to their foreign bank accounts.
This can even lead to embezzlement or fraud. But at very least,
installation of checks and balances may be a helpful measure.

One way is to state the maximum amount of
money that needs to be approved by each management level. It can
also set specific conditions for approval, such as the requirement
of 2 authorized persons for a certain amount of spending. Moreover,
some foreign companies may divide check signing into different
categories that require at least one local staffer to jointly sign
with expatriate managers.

In practice, several forms and documents may
have to be signed by authorized persons or electronically approved
through the computer network. Accountants should check for proper
authorization. Copies of authorized persons’ signatures may need to
be maintained for reference.




Petty Cash Procedure




In general, any payment to suppliers or
creditors is supposed to be either by check or money transfer.
However, it is certainly not practical for a company to go through
the check payment process to settle a trivial amount of money such
as payment for gasoline or office item. This is why a petty cash
application is used.

However, we should not assume that small
transactions have less risk than large ones. There are several
cases where fraud or error has occurred through the petty cash
system. So a clear procedure should be set up to ensure that
disbursement of petty cash money, expense reimbursement, and
surprise check issuance has been properly performed.




Employee Advance Procedure




In carrying out certain tasks, such as
organizing a special event, the person in charge may need to pay
for certain expenses in cash. For example, the company may join an
exhibition to promote its products. Cash expense items might
include:




	
Stationery and pens



	
Outside services



	
Transportation



	
Decorating materials







As organization of an event may require some
flexibility, a cash advance may be made to that organizer. The
company should set up a procedure to explain how to get an advance,
and designate those who are eligible for receiving it. The
procedure should cover the process of settling the advance after
the finish of the work.




Travel and Entertainment Reimbursement
Procedure




Travel and entertainment expenses can easily
cause controversy and conflict between the employee incurring the
expense and the accountant who checks the accuracy of the expense
report submitted for reimbursement.

The problems may occur because of a lack of
understanding of the reimbursement process and the type of expenses
that are allowed to be reimbursed. So it is necessary that the
company maintains a clear and up-to-date policy and procedure in
place for reference. Basically, these expenses should be incurred
only for business purposes that are meant to benefit the
company.

It is not unusual for an accountant to ask
the person who incurs an expense item for supporting documents such
as receipts, invoices or clarification. During the verification of
the expense reports, issues may arise, such as:




	
Requesting reimbursement for unallowable
expenses.



	
Applying the exchange rate conversion
wrongly.



	
Submitting the expense report without proper
approval.



	
No document support or evidence to verify the
expenses.







It is recommended that an internal training
session should be organized from time to time for those who have to
travel so that they can understand the correct practices. At very
least a manual should be made available for new employees.




Customer Credit Approval Procedure




It seems to be a success when sales increase
and the profit target are achieved. But what if the company could
not collect the money from customers? It is important for the
company to set up a good credit control system so that bad debt
situations can be avoided.

Before credit sales transactions can be made,
credit line approval should be sought by the sales personnel to
ensure that the sales transaction being made is within the limit.
Only with appropriate control in place can the company discern the
bad customers from the good ones.

The credit control section is responsible for
verifying a new customer’s financial health and set up an
appropriate credit line. Key information should be collected for
evaluation. This may include a site visit to the customer’s
premises. In practice, before a credit line can be provided to any
new customers, the company should initially conduct transactions
requiring cash payments or letters of credit issued by a private
bank.

Sales and accounting personnel should gain
comprehension of this control procedure so that the company can
ensure that the customer debt will be collected in full according
to the agreed terms of payment.




Capital Investment Request Procedure




Each project or capital expenditure should be
reviewed and analyzed systematically to evaluate the feasibility in
terms of return on investment and justification.

A capital item may involve a large amount of
money. It is thus necessary for the proposal to be convincing and
provide sufficient supporting details to the relevant
approvers.

The controller plays an important role in
reviewing and challenging the viability of a project. Many
investments have been approved because an overly optimistic revenue
forecast was made. This is dangerous to the company’s future cash
flow. So in making a huge investment, relevant staffers from
different functions should participate in the review process and
provide different views to ensure a prudent decision will be
made.

The accountant who keeps track of the capital
item status has to fully understand the procedure so that he or she
can expedite the process.




[bookmark: 9.5.2.Temporary Change Policy|outline] Temporary Change
Policy




Since the business environment moves very
fast, temporary policy changes are always possible. This can be due
to a good or bad situation. In a tough situation, the company may
need to adapt drastic action. Let’s say a company sees its sales
and cash flow levels drop drastically due to fierce competition or
unexpected price reduction caused by the too much supply in the
market. Unless some remedial measures were introduced and executed
in time, the situation could become worse. The responsible manager
may come up with an emergency guideline to take effect immediately.
This may include:




	
Headcount reduction



	
Cost reduction programs



	
Travel and entertainment expense
decreases



	
Training expense postponement



	
Capital spending moratoriums







Over time, many revised procedures may have
been made. Users may ask: “Which one is the most updated
procedure?” This kind of problem can happen often. Well-organized
documentation is crucial. It would be helpful to provide a tool or
a channel to provide ready access to the policies or procedures.
This might be an electronic document system.



[bookmark: 9.6.Reporting and Presentation for Control Purposes|outline]
Reporting and Presentation for Control Purposes




When a business is small and growing, the
owner or top executive can easily control the operations and
information flow. Sales volume, net profit and cash status can be
ascertained by spending just a few minutes. The business leader can
monitor the progress, set the next target and drive the performance
of the company without much help. But this will not be possible
when the company has expanded and has more complex operations.

In Thailand several family businesses have
grown up rapidly until one day the owner realizes that it becomes
more difficult to manage the business efficiently due to the lack
of well organized management system such as unclear organization
and job description, unclear flows of documents and approval
procedure, and so on. A CEO needs good management information that
perceives the success, failure, risk and opportunity from different
aspects. Of course, the accounting department will be one of the
key players in supporting and facilitating this need.

A regular meeting with the management team
should be arranged so that each department manager can give updates
on progress or problems. This meeting should be held on a monthly
basis – maybe 7 days after the monthly account close. In the
meeting the management team can review the performance of the
previous month and look into next month’s performance expectation.
In a manufacturing company, the agenda for the meeting might
be:




	
Sales Report



	
Production Report



	
Logistics Report



	
Quality Control Report



	
Financial Report



	
Human Resources Report



	
Summary







The session may include discussion and
follow-up on outstanding items. Important decisions can be made
after such a meeting. It is very important to keep the meeting
efficient in terms of time spent and results delivered.

During a crisis such as unusually low
productivity, large number of returned goods and so on, the company
may call for a daily meeting to closely monitor the progress of the
corrective actions taken to solve the problems.

The accounting team can be good sources of
information that can help the management make the right
decisions.




[bookmark: 9.7.Enforcement of the Internal Control Procedure|outline]
Enforcement of the Internal Control Procedure




Many companies have set up internal control
systems but cannot get employees to follow the rules and
regulations. . There are many reasons why some companies have to
struggle to put internal controls in place.




[bookmark: 9.7.1.Lack of Understanding about Internal Control System |outline]
 Lack of Understanding about Internal Control System




When the measures for internal control
improvement have been introduced, concerned employees may not
clearly understand the reason. In order to achieve the control
objectives, adequate training and explanation should be provided to
employees.

For example, let’s say a company’s procedure
requires that the petty cash on hand has to be counted by the
cashier and checked by the supervisor on the day that the petty
cash is used. This process is considered a control point to make
sure that the internal control over the petty cash is effective.
Without it, mistakes may be accumulated until it becomes difficult
to clean up.

Once those responsible for the petty cash
handling understand the objective of the audit through the daily
cash count and reconciliation, they can cooperate properly with the
auditors




[bookmark: 9.7.2.Lack of Discipline in Operations and Practices|outline]
Lack of Discipline in Operations and Practices




In manufacturing processes, operators have
to be trained properly before they can start their work. The
training period must be sufficient to make sure that the
responsible operator clearly understands how to perform his or her
job. Operators even have to pass certain tests after training to
make sure that they are ready. Some companies may prepare work
manuals or production instructions for reference. This should only
be needed when there is a temporary replacement of an operator
under unusual situation. Once the operators are sent to the
production lines, they should fully understand what needs to be
done without referring back to the instructions any more.

In many cases, the root cause of low
production efficiency or high loss can be traced back to a lack of
work discipline. This applies not only to the production process
but also to the administrative functions such as purchasing, sales,
collection, payment, and accounting. It is very important for the
company to cultivate a sense of discipline.

When discrepancies are found, the management
should demonstrate that it will take them seriously. Those who
flout company policy repeatedly deserve appropriate disciplinary
actions according to the company’s policies. Employees lacking
discipline at work might be retrained or given a warning. Those who
cannot improve should be fired. It is not possible for companies
with low discipline to be successful.




[bookmark: 9.7.3.Delay in Taking Corrective Actions|outline] Delay in
Taking Corrective Actions




Poorly managed companies cannot compete in
the marketplace. Once internal control problems have been
uncovered, corrective actions have to be proposed and implemented
accordingly. In fact, many problems relating to internal control
weakness are repetitive. For example, let’s say the purchase
requisition does not get approval prior to purchase order issuance
to the supplier. Anyone in the organization can place orders
directly with preferred suppliers. Sooner or later, some expenses
will exceed the budget or supplies will not come from qualified
suppliers.

The management must stop practices that are
against established controls. Sometimes, this may involve strong
disciplinary actions such as employee job rotation or termination.
For example, once an employee sold office supplies to the company
under his own set-up company. A factory manager made an unusually
huge order from this company belonging to his friend. Such a
situation requires immediate attention and corrective actions.
Otherwise, it may send the wrong message to employees that the
company allows and accepts this conflict of interest.

The delay in taking appropriate actions may
be due to the indecisiveness of an involved manager. He or she may
be too concerned about unanticipated negative impact. The prolonged
decision can eventually cause even more damages. In a difficult
situation, decision-makers should emphasize the company’s
well-being as a basis for taking action.




[bookmark: 9.7.4.Underestimate of the Risk Exposure|outline]
Underestimate of the Risk Exposure




The controller should perform continuous
risk assessment based on business environment changes. The impact
of any potential risk should be limited or lessened by responsive
measures introduced without delay. If the management let an
incorrect practice occur, it could spread out like a disease that
can be harmful to the company’s health in the long run. On-line
operations are the way of the future. Computerized systems should
be properly reviewed for any risks regarding improper access to the
information stored. Users should understand the risks and
preventative measures associated with the system they are using.
For example, a company that ignores proper data back-up may face
problems due to data loss caused by system failure, fire or
malicious tampering.

Foreign exchange loss is another kind of
risk. The risk can be prevented by undertaking forward-looking
exchange rate contracts as appropriate. It is important for the
controller to keep an eye on the world foreign exchange trends that
can affect the company’s business. Stronger or weaker currency
rates can result in exchange rate loss unless the company prepares
itself in advance. If the company is an exporter, stronger local
currency will result in exchange loss. On the other hand, if the
company has high import transactions, weaker local currency will
result in exchange loss.


[bookmark: 10.Chapter 5 – Utilizing the Corporate Resources |outline]
Chapter 5 – Utilizing the Corporate Resources






In this chapter we will discuss corporate
resource utilization from accounting and financial perspectives.
Keep in mind that the future of management will be affected more
and more by trends such as the energy crisis, climate change,
natural catastrophes, and so on. Thus it is appropriate to consider
natural resource management as part of the company’s
responsibilities.




[bookmark: 10.1.Asset Utilization|outline]Asset Utilization




The company may have a variety of assets as
shown in the balance sheet format i.e. cash, accounts receivable,
inventory, and fixed assets. It is the management’s responsibility
to manage and utilize these assets efficiently:




	
Cash – It is important to make sure that
company’s cash has been paid for necessary expenses, and is put
into investment that will give good returns to the company. Cash
may be put in a bank saving account with high interest rates.
Excess cash may be used to invest in a profitable investment
project.



	
Accounts receivable – The responsible account
receivable accountant has to make sure that collections are made on
a timely basis. In any case of doubtful account considerations, the
accountant needs to coordinate with the sales staff to understand
the collection possibilities. The company may have to seek
additional guarantees from the debtors.



	
Inventory – As we have seen, it is
challenging for the company to manage inventory effectively.
Inventory has to be constantly available with sufficient quantity
to serve the production requirements and sales demand. The movement
of inventory must be controlled and audited to make sure that the
relevant transactions are checked and recorded properly.



	
Fixed assets – In acquiring an asset item, it
is essential for the responsible accountant to think about the cost
versus benefits of the investment and consider the return that the
asset can give. Important indicators used in project evaluation
include ROI (Return on Investment), IRR (Internal Rate of Return),
and Payback Period. This can also be applied in decision- making to
buy a fixed asset.







[bookmark: 10.1.1.ROI (Return on Investment)|outline] ROI (Return on
Investment)




In the process of investment decision-making,
ROI is an indicator that tells us how much return can be obtained
from the investment in terms of percentage to total investment. The
calculation can be made by the following formula:




ROI = Profit / Investment




The profit is the return made from the
operation of one year. When we divide this amount with the total
investment, we get a percentage number telling us how much we can
get from the project investment. In comparing several projects for
selection, the project that gives the highest ROI is likely to be
considered most favorable.

[bookmark: 10.1.2.IRR (Internal Rate of Return)|outline] IRR (Internal
Rate of Return)




If we put money in the bank, we certainly get
some return in the form of interest income. We can calculate the
return rate where the future amount discounted will be equal to the
investment amount, which is called IRR.

The calculation of the IRR can easily be done
using the Excel spreadsheet function. So if we want to find out the
IRR for each project studied, we only need to know the stream of
cash return in flow, and the investment amount at present. Then
with the application of the function, the IRR will be generated
automatically.
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The number of year in which a project will
return the initial investment amount is called the payback period.
For example, let’s say an investment project used 1,000,000 USD,
and can provide net profits equal to the investment amount within 3
years. This project has a 3-year payback period. The shorter the
period of payback is, the better the project should be.

The formula used in the calculation can be
demonstrated as follows:




Payback Period = Number of years that the
accumulated return amount equals to the investment amount
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In order to expand business and fulfill
increased global demand, many large manufacturing companies have
considered moving their facilities to countries where the
operational cost is relatively low. This may include countries in
Asia, such as China, Vietnam and Thailand. The market in Asia has
been growing significantly and its trend is still on the upswing.
The production facilities built in these countries are aimed at
serving the demand in Asia itself — with some leftover
capacity used for exports back to the home country.

Financial analysis ideally leads to the best
choice by the management, but other important factors should also
be included in the decision-making processes. What is the amount of
investment to be made? What are the constraints of regulations?
What is the intelligence protection reliability? What about the
internal control systems?

It is not wise to make investment decisions
in Asia solely from the financial viewpoint. Other factors like
political stability, labor supply, and infrastructure should be
considered as well. Several companies have faced unanticipated
problems due to misunderstanding of the local regulations and laws,
and have thus failed to comply with the law in time.

In the manufacturing environment, investment
in machines and equipment should be made according to the plan,
with emphasis on the replacement of old machines or spare parts
preparation. The management should not consider long-term
investment projects for short-term target achievements. Delay in
investment can result in problems such as failing to satisfy
customers’ orders, lack of spare parts that need to be imported
from overseas, and so on.




[bookmark: 10.1.5.Integrated Cash Flow Management |outline] Integrated
Cash Flow Management




Cash availability is crucial to running the
business without interruption and ascertaining that the investment
plan can be implemented properly. Enough cash has to be prepared
for payment of fixed expenses such as employees’ salaries, energy
costs, material purchased, and taxation. Accountants need to
monitor the current and future cash flow so that negative net cash
flow can be avoided.

It is important for the management,
especially the controller, to understand the impact of cash flow
management on operational success. Without proper cash management,
it is difficult for the departmental personnel to achieve the
targets. Most people know that cash is an asset. However, in order
to manage the cash effectively, a good understanding of the
integrated cash flow management (ICM) is needed. See figure 5.1 –
ICM Chart.




Cash Flow Budget




Annual cash flow budget can be obtained from
the fiscal year budget preparation. This is an important planning
process to look into the future of the company’s cash position and
plan for the next year.

Cash-in flow can be estimated from the income
generated during the budget year by taking into account the average
credit terms given to customers and estimated sales. The time span
is normally 12 months. But some companies prefer to monitor cash
flow on a weekly basis.

Cash-out flow can be estimated from the cost
of goods sold and the administrative expense budget, which excludes
non-cash items such as the depreciation amortization. It includes
cash to be used for investments such as fixed asset addition,
expansion project investments, etc.

The net cash flow at the end of each month is
calculated from the difference between cash-in flow and cash-out
flow. This will provide the ending cash balance after taking into
account the beginning cash balance. A negative cash balance that
appears in any month signals the risk of a cash shortage problem.
As a result, backup plans need to be made before the start of the
new fiscal budget. This may include measures such as:




	
Talking to the bank for credit facility
increase.



	
Issuing company shares for capital
increase.



	
Borrowing from financial institutions or from
related companies.



	
Issuing bonds.







Cash Flow Forecast




After the company’s budget has been approved,
the budget plan will provide targets for all departments. However,
due to several uncertain factors and changes in the assumptions
made earlier, it is likely that the monthly budget plan will need
to be revised to reflect the real situation for the rest of the
year.

The monthly forecast should be done after the
month-end close based on new information at that time and should be
finished no later than the 15th of the month. The
forecast covers the company’s income, expense, investment, and cash
flow. As a result, necessary adjustments for the next month’s cash
requirement need to be made to response to the change in revenue
forecast. Unless the cash-in flow and cash-out flows are properly
matched, the company could encounter a cash shortage.

The accuracy of the cash flow forecast will
depend on the latest forecast of revenue and expense, while taking
into account the actual figures in the past. In addition, bank
reconciliations can uncover outstanding items that should be
reflected in the new cash flow. The company should implement daily
bank reconciliation to understand the cash position.




Cash Flow Projection




Cash flow projection is important information
to be used to calculate return on investment before decision
regarding a proposed project can be made. The project under study
should get a cash flow sufficient to make it financially viable.
The revenue and expense from the project will be run under several
scenarios according to the projection period, which is determined
by its economic life span or special conditions such as the
concession period. The amount shown in the financial model should
represent cash flow operating results or be in the profit and loss
statement format.

Important information should be collected
from various sources. For example, a project to install a new
production line may need the following key information:




	
Sales generation in terms of quantity



	
Average selling price assumption



	
Standard production cost per unit



	
Administrative expenses adjusted with
inflation rate



	
Machinery’s useful life







Then necessary information is inputted into
the model for return on investment calculation. The result
generated from the calculation model under each alternative is
compared to the expected numbers such as the internal rate of
return, profitability, payback period, net present value, and so
on. The assumption applied in the project study has to be realistic
and reasonable.




Cash Flow Management Approach




In order to make sure that cash will be
available and sufficient for future operation, has accountants have
to deal with preventive and corrective measures on a timely manner.
This will enhance the cash flow forecast accuracy and help the
company effectively react to unexpected financial situations.




Credit Facility




Once economic changes occur, it is possible
that the company may need to adjust its cash flow planning. Factors
that impact the cash flow include sales drop, volatile foreign
exchange rates, and market uncertainty.

If the business has grown rapidly, additional
cash may be needed to support increased operating expenses,
increased inventory or additional investment. The faster the
company foresees this trend, the better it will cope with the cash
shortage. The management may consider acquiring additional funds
from banks, financial institutions or from the shareholders.

A good relationship between the company and
the banks should be established on a long-term basis. That way the
company can arrange for available bank facilities in advance with
collateral or guarantee.




Cash Crunch Situation




When there is a down trend, appropriate
measures have to be introduced. In general, expenses have to be
tightened as soon as possible. Different measures have to be
cautiously selected and applied in response to the seriousness of
the situation. The following are some measures:




	
No new head count addition until further
notice.



	
No more overtime.



	
No more travel and entertainment
expenses.



	
Postpone some training programs.



	
Reduce second shift production.



	
Reconsider the investment plan.



	
Consider employee early retirement program or
lay-offs.







Companies have to be prepared for unexpected
bad situations such as the loss of big customers to competition.
Once this happens, it could be too late for those companies without
backup plans or appropriate risk management. It is challenging for
a company to stay efficient so that the risks can be identified in
time. But if the business is run in the most efficient manner, the
impact from bad economic times may be limited.




[bookmark: 10.1.6.Account Receivable|outline]Account Receivable




The long-term relationships between a company
and its customers are absolutely vital to the survival of the
company. A top goal is to ensure that the company keeps providing
quality products, delivery and service that meet their customers’
expectations. Each customer should be viewed as a future income
generator of the company. To lose one good customer can mean a big
loss. So every process within the company should be viewed from the
customer’s standpoint.

The controller can do a review of the balance
sheet at the end of each month and analyze the aging report to see
if there are any unusually outstanding receivable imbalances that
need. Long overdue amounts may indicate underlying problems. These
may include unfulfilled agreements made between the company’s sales
staff and the customers, such as a promise to share promotion
expenses or to issue credit notes for special price reduction.

[bookmark: 10.1.7.Inventory|outline]Inventory




Companies don’t want to keep slow-moving
stock, dead stock or obsolete parts in the warehouse. Excessive
inventory is bad for the cash flow. It is necessary to keep the
stock at a suitable level that can meet the sales demand and keep
the production running smoothly. High inventory can have important
implications:




	
There may be too much slow and non-moving
inventory due to the lack of effective management.



	
The products are not what the customers
want.



	
The company achieves the production quantity
target but misses the sales target.



	
The purchasing department officers may order
too much of the wrong order size, and do not adjust the material
requirements with the latest production plan.



	
The production staff may worry about the
productivity target achievement and thus try to keep more material
inventory than needed to ensure the continuity of production.







One of the inventory evaluation methods of
accounting is the comparison of cost and market. If the market
price of the inventory becomes lower than the purchasing cost, the
company will realize a loss from adjusting the inventory value down
in order to reflect the lower market prices.

The controller can help the management team
by providing information about the inventory status and value
change. With proper highlighting, identification and discussion of
the potential problems, the management team can define the action
plan to correct the situation.
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