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'Puspe’ means flower in Inglish, and 'Puspemeara’
commotes a project under the umbrella of Mara; so it wes
initially end to & certain extent still is. Prior to the
establishment of Puspemars the innumerable mumber of indi-
genous crafismen marketed their own products. However,
their conditions were in s sed state - the cottage industries
were decadent and relatively unknown.

The only orgenised centre for the distribuiion
of their products wes the ‘lMalgy Handieraft Centre' at
Eunala Inmpur under the sponsorship of the Seleangor State
Government, It wes mensged volunterily by volunteer
workers., It wees not surprising that business organised
on such mltruistic besis suffered losses, The trend altered
with the advent of RIDA (Rurel end Industriel Development
Authority). The Authorities realised (s) the importemece
of smpll industries to the progress of the nation as &
whole as they are an integral element in the socio-economie
strueture of the country.” The project under RIDA was
known as the 'Small Industries Institute'. Under this
project, tecimicel as well as financisl aids were the
main concerns, In 1964 events tock & new turn when the
Authority bought over the "Malay Handieraft Centre' eand
established & new ssles centre in Petaling Jaya. This
merked the begimning of a new policy - the provision of
seles ccntres for the display end sale of the products of
the cottage end smell industries, When RIDA was converted
to MARA in 1965° the *Smell Industries Institute’ was

lsection 6(1) of the MARA ACT: It is the
duty of the Majlis to promote, stimulate, facilitate, and
wnderteke economic end sociel development in Melsysie end
more particularly in the rural aress.

2 onsequence of the recommendations of the
‘Leonomic Congress of the Indigencus People' held in June 1965,
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rensmed 'Puspsmere®. In 1966, the sales centre in Petaling
Jays was shifted to the new MARA building at Jalan Tuenku
Abdul Rehman, Prom then onwards ‘Puspemara' beceue a
business venture denling in goods of the rural craftsmen
while aid to the latter ceme under the responsibility of
another division in the MARA orgenisetion. In furtherance
of mt'; more specielised responsibility, new seles centres
were established in Penang, Knela Trenggenu end Kota
Kinsbelu in Last Meleysie. In eddition %o these, agents
were appointed in major towns through out Melayeie,

This gives us the present extent of the mctivities
of Puspemara but the immediste future may see the expansion
of activities into places like Johore Behru, Malaccn, and
Seremben., Such embitions ere well substemtisted for
Puspamers hes in 2 matter of & few years become finaneielly
indcpendent from Mevre, In brief, it mey be sedd thet
Puspemers is now one of the few profi temaking projects of
MARA. TI% ie 2 cese in point where the protected infant



INTRODUCT ION

D _3COPE OF THE 3
Retailing is the deceptively simple process of

buying and selling goods for the motive of pecuniary gain,
Many factors are important considerations for any
successful venture, and one of these is the effectiveness
of the accounting and internal eontrol systems of the
organisation,

Moore and Stettler define 'Accounting System'
as the means by which the management of an entity
accomplishes the collecting, processing, and reporting of
the essential data that reflect the results of the
Operations carried out under its direction and supervision,
The accounting system includes the forms, records,
procedures, and devices utilised in recording, summarising,
and reporting the operating and financial date required
by management for its own use in controlling the activities
for which it is responsible and for presentation to
interested parties outside the business entity.l These are
the areas which will be appraised in the light of efficiency
and suitability for managerial dependence for decision-

making.

Permeating any accounting system, actually
constituting part of it,will be checks and control
procedures that are designed to compel compliance with
established routines. These profedures are generally
termed as 'Internal Control'!. This concept has undergone
considerable changes through time but the pre-war definitions
mainly concentrate on the accuracy of accounting data and
safeguard of cash. By the poste-war period 'Internal
Cohtrol' was extended to embrace aspects beyond the
accounting and financiel functiohs, In 1949 the Committee
on Auditing Procedure of the AICPA issued a bulletin and

1Aunnnnm_e_tn.gm_m_mumgm;
Irwin Incorporation:Illinois 1963 page 4.
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defined 'Internal Control' as comprising the plan of
organisation and all of the coordinate methods and measures
adopted within a business to safeguard its assets, check
the accuracy and reliability of its accounting data, promote
operational efficiency and encourage adherence to prescribed
managerial policiea.2 Internal Control thus embraces the
whole system of controls and internal checka,3-financialbor
otherwise, established by management in the conduct of a
business, This wide definition will be the working frame-
work for the examination of the internal control system of
Puspamara stores.

Mara is a quasi-governmental institution and
though Puspamara is avowed to be a commercial venture, a
blend of the two characteristies is quite inevitable. For
example, in its profit pursuit, the menagement must also be
conscious of the over-all policy of MARA. The social and
economic responsibilities of MARA to the rural population
inevitably filter through Puspamara, A conflict between
profit-making and altruism is to be expected. It will be
acknowledged that differences in practice will oceur in
several areas of management with other retail organisations.
Conversely, on account of Puspamara being a project of a
sophisticated parent organisation its operations will be
facilitated by the many profession al expertise available,
Such features will be highlighted in the course of the. atudy.

In summarising, the objectives of this study are:
(1) To appraise the accounting and internal
control systems of Puspamara store

2pmerican Institute of Certified Publie
Accountants, 'Internal Control' page 6.

| 3internal check is not synonymous with but
forms part of internal control. Internal check is best
regarded as the checks on the daily transactions which
operate continuously as part of the routine system., It
ineludes such matters as the allocation of responsibilities

and division of work,




(2) To appraise management's use of account-
ing reports for executive action.

(3) To compare the activities of Puspamara
with standard retail practices,’

RESEARCH METHODOLOGY

The writer was attached to the Malay Handieraft
Centre for practical training for about two months and he
also spent a few days in the Internal Audit Department of
MARA, He was thus in the fortunate position of observing,
first hand, the actual practises., Within that span of
time the writer also studied the operations of the
Puspamara sales centre and had consultations with the
General manager, Accountant, Chief auditor, the Supervilora
of the stores and the sales staff.

All data used in the study are from two sources:

(1) Financial statements and internal reports,

(2) Source documents,
A simple survey was undertaken in the Malay Handicraft
Centre to discover the composition of the customers by
nétionality; the classification was Whites: Chinese:
Malays: Indians: others. The '"Others' category include
only non-Malaysians, like Japanese, Filipinos, Thais and
Ta;waneae. The sales girls were instructed to mark in a
prepared form all such customers who enter the store
regardless of wheth:r they purchase anything or not. The
results of the survey are used in Chapter One.

LIMITATIONS OF THE STUDY

st Any case study runs the risk of either being too
lengthy and descriptive or too brief. This is the dilemma
that confronts the writer and which he tries to avert. But
it is feared that tinges of both may surface in certain
parts of the study. Most obviously the accounting system

is incompletely analysed as the payroll and recruitment
procedures apart from others have been deliberately omitted
because of its insignificance in this particular case studye



It is therefore not claimed that the study is a comprehensive
examination of the accounting systems of Puspamara,

. The lack of comparative data between Puspamara
and other retailing institutions handling the same product
lines is another setback. There are few established
channels for the distribution of the produce of the cottage
industries and the Malay Handieraft Centre and the Puspamara
Jales Centres seem to be the main ones., The relatively few
smaller stores handling such goods are reluctant to be made
subjects of a study., The writer therefore resorts to the
comparison of the performances of the stores within the
Puspamara group and this has obvious limitations.

There are altogether five stores under Puspamara
and each of these has its own accounting system, Consequently,
each store deserves considerable time for evidalation and.
this the writer was unable to undertake. It is thus a
limitation that a proper on-the-spot study of the accounting
systems of the Penang, Kuala Trengganu, and Kota Kinabalu
stores was not made., All information relating to the above
stores were obtained from or gleaned from the consultations
the writer had with the Chief Book~keeper, Accountant and
General Manager,

Last but not least, the writer assumes full
responsibility for any errors or shortcomings appearing in

this study.

This study consists of nine chapters. Chapter
One portrays an over-all picture of Puspamara - the location
of the stores, types of goods carried and types of customers.
Chapter Two outlines the organisational structure of
Puspamara, both at management and at store levels. The
remaining chapters are concerned with some of the more
important elements in the accounting system, and the approach
is both deseriptive, analytical and prescriptive. Chapter
Three deals with cash control, the analysis being divided
into receipts, from cash sales, debtors and credit sales,

-‘-



while Chapter Three B doa&ﬁwgith cash disbursements and
control of cash balances. Lonsists of an examination of the
eredit estension policy of Puspamara and how it controls
its debtors. Chapter Five is wholly devoted to Purchasing
where the questions of How Much, When and from Whom to buy
are examined; this chapter also includes a discussion on
forms, 1In Chapter Six the problems of Merchandise comtrol
and how these are resolved in Puspamara form the core of

the chapter, Chapter Seven and Eight are quite distinct

from former chapters is that chapter Seven examines the
internal auditing function whole Chapter Light exposes the
degree to which the management makes use of accounting
reports for making decisions, The final chapter Nine,
summarises the major aspects of the accounting systems, the
conclusions drawn from such an eéminationmand the related

prescriptions.

KNG Bk |
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CHAPTER I
PUSPAMARA

MARA is funetionally divided into seven Divisions-
Finance and Accounts; Training and Scholarships; Industry
and Commerce; Research; Transport; Advisory and Internal
Auvditing.! Within each major Division there is further sube
division and the Puspamara project is the responsibility
of the sub-divisional head of the Division of Industry and
Commerce, Many of the projects undertaken by MARA are
normally heavily subsidised and the financial independence
of Puspamara from '/dministrative Funds' distinguishes it
from the ordinary. This arises chiefly from the fact that
Puspamara is essentially organised to operate on a com-
petitive and profit seeking basis.

There are altogether five stores whiech are
formally recognised as Puspamara Stores., The store located
in the MARA building is designated as Puspamara sales centre,
while the other stores are the Malay Handicraft Centre in
Jalan Mountbatten, one in Penang Port Commission Building,
one in Dutamara building in Kuala Trengganu and one in Kota
Kinabalu, 3abah, Contrary to expectations the Puspamara
Jales Centre is not the 'Home' office or h ’dqugnpgrs of
operations, The Malay Handicraft Centre is recognised as
an independent unit and hasits own set of financial state-
ments, EZach of the remaining stores is similarly
individualistic though their financial accounts are
consolidated with those of the Puspamara Sales Centre for
presentation purposes. If consolidation of accounts can be
accepted as indicative of dependence, then in this sense the
stores outside Kuala Lumpur are Branches. '
= : " In all other areas the operations are directed and
managed by the General Manager, stationed in the Division of
Industry and Commerce, In the coordination and determination
of operating polieies he is assisted by a Committee comprise
ing the Director of the Division, a marketing spicidliat.and

/ . | MARG  GREAN BATON  (iaRT v Pefe 13
See )W -
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an Accountant., The execution of these policies and the
necessary supervision of the correctness of the application
are left to the individual store supervisors., The link
between the efforts of thé supervisors and the management

is the accounting system which provides regular reports to
management, In short, one recognises a two tier level of
operations. The first tier is the managerial one which
plans, coordinates, and directs the operations of the stores.
The second tier comprise the Supervisors who are responsible
for the proper execution of the policies established by tier
one,

All items of revenue are assigned to the individual
store which makes them and similarly all items of expenses,
whether direcetly traceable to the operations or indirect
are to be recovered from that revenue, We have therefore
the application of » profit-centre approach. For this
determination each store maintains its own accounts, the
sophistication of the system depending on the size of the
store. The degree of independence from managerial direction
~is also a funetion of size and experience. The Malay
- Handieraft Centre is completely independent as far as wages,
purchasing, rent payments, and other areas, On the other
hand; there are the stores, like those located outside
Kuala Lumpur, whose powers are limited to selling only. In
other words, each store in the group varies in powers,
independence and degree of control from Headquarters,

E HAND T CENTR ‘ .
In terms of time, this is one of the oldest centres
dealing in handicrafts., It was in existence as far back as
1952, But from the time of its inception to the time when

it was transferred to Mara control, it was run on an

altruistic basis by volunteers. It was not surprising then
to learn that the accounting system was rudimentary and pace
of operations unaggressive. At the time of the transfer in
June 1964, the net loss for the semi-annual period amounted



to dollars three thousand and forty five. Since then
‘permanent staff had been recruited and so has the
philogphy~from one of mere service to service with the
profit motive, Concurrent with these changes wa» the
institution of a proper ucé@nting system.

A What these changes had done to the storeis best
evidenced by the profit figures for 1965 and 1966, which are
$14,866 and $17,699 respectively. The annual net turnover
at present hovers around $150,000/-. The store is opened
from 9 a,m. to 5 p.m, six days a week, Altogether eight .
females run the store - a supervisor, cashier, accounts

elerk and five salesgirls.,

PUSPAMARA SALES CENTRE

This sales centre was formerly in Petaling Jaya
but that location was off the usual shopping traffic and
the wise decision to shift it to the MARA building was made
in 1965. Oince then the store has been extremely success-
ful, the net profit for the six wonths ended June 1967
amounted to $10,057. The average annual sales turnover is
over $200,000/=.

The store is the most spacious and impressive of
all Puspauara stores. The air-condition enhances the shopp=
ing experience and this accounts for the great preportien
of European sheppers calling at this stores

C ANGAN PUSP ~PENAN

This store is relatively new and is only on a very
modest scale, Annual sales turnover for 1966, its first year
of operations, was about $10,000/- and a deficit of about
$4,475/= was sustained, This loss was caused mainly by two
factors-the high percentage of cost of goods sold to revenue

and the comparatively high operational expenses,

The percentage of 'cost of goods sold' to sales
revenue was as high as 90%, indicating an average mark-up of

-8 .



about ten per cent which is very low when compared to the
average mark-up of the Kuala Lumpur atoracoz This explains
the low gross profit of about $1,000/+. Expenses for the
same period was about $5,000/-. In other words, the sales
 efforts were yielding disproportionate sales returns,

N PUSP ~KOTA KINABALU

Thiz store was formally established in November,
1966, In the first two months of operations thé total sales
was $2,923/- an average of about $1,000/~ a month. This
heralds a good start. However, similar to the Penang store,
the cost of goods sold accounted for a large proportion of
sales revenue (about 92%) and the low mark-up was
insufficiently off-set by the increased sales turnover to
yield a higher profit figure which in the two months of 1966
amounted to only $67/-. The 1967 accounts are not ready yet

80 we have no basis to compare,

QHAWAHQAN PUSPAMARA ~ KUALA TRENGGANU

This branch is located in the lair of the batik
and silverware industries and is thus in the unenviable
situation of very string price competition, This venture
was ihitiated in early 1968 and how it will fare remains to
be seen. |

A reflection on the location of the stores reveals
that they are in areas of tourist attraction. Kuala Lumpur,
Penang, Kota Kinabalu, and Kuala Trengganu are some of the
major attwactions in Malaysia. This choice of sites gives
an insight into the nature of the goods handled by Puspamara.
Retail units way be classified according to ownership -
into individually owns stores, partnerships and companies,
On the basis of services performed we may have mail order
houses, self service stores; and taking location as the "
basis, we have neighbourhood storca,ahopping centres and :

zMalay Handiecraft Centre: average mark-up-Joi.
Puspamara 3ales Centre: average mark-up 25%.,

- 9 -



roadside stand. and stores on wheels, However, the best
way to classify Puspamara is via the nature of merchandise
carried. ' On this basis we have general classes of
Convenience, Speciality and Shopping stores.

Convenience goods are those goods which are
purchased guickly, and with the minimum of effort. They are
generally goods of low monetary value and customers are not
too particular as from where thev buy the goods. In shert,
convenience goods are goods in which the probability of
gain from making price and quality comparisons among sellers
is small relative to the searching time involved, Conversely,
shopping goods are those in which the gain made from price
and quality comparisons is ggreat compared to the time and
effort involved., Generally these goods are of higher
monetary value and customers tend to deliberate in purchas-
ing rather than on impulse, Speciality gooeds are products
in which customcrs are not only willing but arose out of
necessity to single out the product, The special efforts
needed to buy the product stems from the limited availability

of the products, o

Puspamara stores deal in items ranging from
Silverwares to batek and mats., There is considerable
product differentiation within each major line, The items
vary greatly in price and substance but they maintain
oneness in the design aspect. All items carried are
identifiable with Malaysian culture especially those of the
Malays, The differences in skill and labour required for
the finish of the products account for the wide price
differentials - from $350/- a piece to 65¢ a piece,

" Evidently Puspamara does not belong to the
Convenience class for it has closer resemblance to the
shopping and speciality classes, For example, while Arrow
shirts are available in many of the stores in Kuala Lumpur
batek shirts are relatively scarcer, Only a handful of
shops carry an appreciable guantity and variety of batek

-
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shirts, It is the same for Silverware products,  People
who want batek or silverware have to search out the
particular outlet whiech carries the product in sufficient
quantity and variety to suit their tastes, And they will
spend considerable time in shopping around for the colour
or design which best conforms to their tastes. . Ly

The multifarious variety of goods carried ean be
conveniently classified by the major lines of batek, silvere
ware, and maratex. The latter needs explanation. Maratex
is the group name embracing items like songket, purses, =
handbags, straw fans and mats., Batek and silverware are the
most luerative of all the product lines. In the Malay
Handicraft Centre batek accounted for about 18.25% of total
sales in 1967 while silverware aceounted for about 60%.
These two categories are responsible for about three- —
quarters of the sales revenue of the store. 1In the '
Puspamara sales centre the trend repeats itself, In 1966,
both these two categories accounted for about 80% of total
sales, In Kota Kinabalu, batek alone accounted for about =
68% of total sales for 1966, The coubined sales turnover
of the group ranges from $350,000 to $400,000 a year,

From an analysis of the stores wepe now examine
the most important aspect ef from the revenue viewpoint «
the customers, A very simple and rudimentary survey was =
undertaken in the 'Malay Handicraft Centre' for a period of
one month (15/2/68 - 15/3/68). The salesgirls were
instrueted to mark on a prepared form of the number and
nationalities of those who entered the stores and inquired
regardless of whether they buy anything or not. The
nationality classification was "Whites™; "Chinese"; "Malays";
"Indians" and "Othera". The "Others"™ group apply to those
who do not fit into any of the groups and these ineclude
Japanese, Thais, Filipinos and Taiwanese.

A total of 1723 customers were recorded for the
mentioned period.s Of these 826 were Whites, 313 were lMalays;



two hundred and eighty seven Chinese; 144 were Indiansj

aad 152 others. This means that about 48/ of the patrons

of the Malay Handicraft Centre were of nun-Malaysian origin
and if we take the assumption that these were either tourists
or transitional residents and combine them with the Others
about 58% of the customers are those who cannot be totally
relied upon for repeat sales for long, The remaining 43%
are Locals whose potential for future sales are worth
considering, From this simple analysis it is concluded that
tourists or non-citizens are an important source of sales
revenue and this should open the eyes of management to the
essentiality of maintaining close contacts with Tourists
Agencies., On the other hand, more attention is also necessary
to beost sales among locals, At present most of the local
purchases are made not so much for personal use but more as
gifts and presents for friends going Overseas or returning
home, At a time when government bodies like the Ministry of
Information and Broadcasting, and commere¢ial concerns like
Guiness Stout Company Ltd, are encouraging their staffs to
'go" batek it would be fruitful for Puspamara to publicise

its name, ) : sy
The present trend and circumstances augur v011 for

Pusparama, and this realisation is expressed by the lhns to
establish similar ul.u centres in Johore Bahru, &hcu. and

Ipoh,

S8l
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There are significent points of diffcrences in
orgenisational structure of lerge snd medium siged retailing
units, The tesk in this chepter is the evelustion of the
orgenisationel structurc of Puspsmers sad the highlighting of
differences between its pattern of orgenisation vith that of
lerger retedling units,

Dorwin Certwright defines an orgenissation ss an
arrengement of inter-dependent perts, eech having & special
functdon with respeet to the whole. The members sssemble on
schedule, each person engeges in & limited number of activities
essthe potivities of different individuels tend to combine iu
such & way as to result in orgeniseational eccomplishmentss..
finelly, & control mechanism ie esteblished whereby the verious
positions ere linked together by & chain of commend so that
the suthority end responsibility is unembigous,

; On enelysing this definition we recognise the follow-
ing clements of en Orgenisetion:

(1) Objectives end mctivities determination.

(2) Arrengement of sotivities for essigmment .
specifie individuels,

(3) Sclection of persomnel thet will be
responsible for the execution of these
activitiesn,

(4) Assigmment of responsibility to the
respective persons, aceompanicd by the
delegation of suthority.

1 , C t: Influence shd
Gontrol in 'M’ & Compeny,
M b



(%) Provision of control mechenism so that
these persons discherge their respective
responsibility for the accomplishment of
the predetermined objectives,

The inter-relationship smong these elements is normally

portrayed Ly orgerisationel charts., It must be noted that
these charts do not depict the flow of work but rather the
downwerd flow of suthority and the upward flow of responsi-

bilty. The denger of identifying the chart es the organ-
isation {tself should be avoided, A busi ness organisation

mey have & fine orgenisetion chert end yet function in-
effectively, A business firm must be thought of in terms of
humen beings of which it consists, Therefore, though
congidersble time will be spend in analysing the organisation
chert equal emphesis will be devoted to the examination of
the personalities involved, :

Mare's setivities are prineipelly confined to the
promotion of & greater participation of the bumiputras in
the commercisl end industrial sectors of the economy, and
thie 1s the specifie responsibility of the Division of
Industry snd Commerce., Puspauere is the concern of one of
the sub-divisional heads of the Division, At the apex of
the hierarchy stends a General Manager who assumes direct
responsibility for the proper funciioning of Puspemera.,
The aress in which he is accountable are laid down by the
Director as:

(1) The Puspemare Scheme,
(2) Non-Visble indigenous art,

(3) Adoption Schemes.
In the execution of the duties he is assisted by
e Committee comprising the Divisionel Director, & marketing

pted from Delbert J, Duncan and Cherles F
£ g, Frinciplet .;-! 4 Method W




Specialist, and the Accountent in cherge, This Committee
meets in conference at least once every four months where
problems ere discussed and remedisl sctions teken, In
these discussions, sccounting reports ere extensively mede
use of, both by the General Menesger snd the Accountent,
“The marketing specielist is primerily in en sdvisory
capacity while the Director senctions or vetoes decisions.
The Accountent and the Manager are generelly the more
active participants in such discussions; these two being
actively involved in the operations of Puspemers, The
former essumes complete authority over managerisl aspects
of the business while the finencial and sccounting aress
ere the concerns of the Accountant.

O AT STORE LEVE

The store orgenisation primarily deals with the
division of duties snd the relationship emong these duties

in such a way as to get the store operated mmoothly and
efficiently,

in each of the stores, irrespective of its size;

& supervisor assumes full responsibility for its haymonious
functioning, The exsct duties of the Supervisor varies from
store to store. For exemple, the Supervisor of the Malay
Hendieraft Centre undertakes the purchasing end disbursing
activities quite autonomously whilst the Supervisors of the
branchee nced have prior approvel from the menagement for all
matters except selling. In a2ll stores, however, the Super-
Visors give the final word for all matters they are euthorised
%0 perform and are accountable to mensgement for the revenues
and expenses of the stores concerned.

The recording of the flow of trensactions in the
stores is the responsibility of the Accounts Clerk in the
Melay Hendicraft Centre, snd the Chief Book-keeper in the
Puspemera Seles Centre, Both are subject to the instructions
of the Accountent, Because of the newness snd smellness of
the seles turnover of the stores outside Kuala Immpur the



Supervisors themselves heve to keep records of their tran-
sactions,

The selesgirls in the stores are supervised by the
Supervisor. In the Maley Hendicraft Centre one of them is
designated as Cashier and the rest are delegated only
selling responsibilities. In the branches the lack of
salo staff enforces the situation whoreby the salesgirl or
the supervisor herself has o become ceshier as well. This,
in brief, is the nature of the orgenisational structure of
Puspamara, and the relstionship smong the verious elements
ie summerised in the organisetion chart presented on the
Tollowing pages (8 ai (@ , Any evelustion requires &
Procedure smd in this cese the wveluetion will follow the
components of orgenisation as outlined earlier,

In the course of the discussions the writer hed
with the mensger it is gethered that there is & healthy
conseciousness of the aims and objectives of Puspemars,
Frofitability seems to be the major objective. The menager
shows keen awereness of his task to guide the stores in
Peneng; Xumle Trenggenu, end Kota Kinabalu to finencial
independence while keeping continual surveillance of the
progress of the more successful ventures. Similerly, the
. Mlore personel are slso alive to this objective, This is

y w«u only by the will to do well. The ﬂ\tplﬂilﬂ' of
the Nalay Handicref$ Centre once exclaimed °We must show
them (the menagement) that we (females) are as capable as
any %o operats a business successfully.' Disregarding the

¢ el

reference to sex, it is obvious that the mein objectives of . .

the organisation heve been adequately instilled in ite
personnel,
Humen beings decide the course the orgenisetion

takes. Once this is accepted the importence of putting the
right men in the right job is undebateble, Unfortunately,

in practice this ideal is seldom realised, The neccessity
to conform to the political requisite of promoting malay

- 17 -
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pariicipation in business limits the staffing possibilities,
Coupled with the sad fect thet Malays are genmerslly a late
entrent into the business world perforces the Authorities to
meke the best of the situation., How succesafal the linitat-
ion has been offset ie reflected by the present profitability
of the stores. However, there exists in the orgasisation en
unheel thy atuosphere of envy and discontentment, undoubtedly
caused by the arbitrary appointment of persomnel, |

Thies situation is not alleviated to any extend as
ﬁcn is & lack of & categorisl statement specifying the
exact superior-subordinate reletionship., This deserves
Consideration because it is ludicrous to cell a store as
under s menagement when 1ts operstions are underteken in
defisnce of meanegement directives, (For example, the
Supervisor of @ perticular store ignored with impumity the
Manager's direcetive of using stendard brend neme on ell
apparels sold.) This illustretes another more fundemental
problem,the non-definition of the relationship between the
Accoumtent smd the Meneger, There is & general wnderstand ng
thet the former is accountable for all accounting matters
end the latter for memsgerisl matters but these two espects
are 80 inter-related that the line of demsrcation is vague,
It 418 not surprising thet misunderstendings should arise
between them for even the other staff members sre at a loss
a8 to whim to grant priority in moments of altexmative choice,
(For exemple, both the Accountemt snd the Mansger mey demend
certain reports simultencously smnd put the Book-keeper in @
dilemma), There is & bremch in the principle of wmity of
commend in organisstionel structure,

An essy solution is obteinable when we axnin the
purpese or role of the accountemt in business, His major
regponsibility is to serve menagement and once this is
realised there should be no doubt a8 to the remking he
meritss The Accountent, in other words, should be in an
adyisory cepacity with expertise in the fields of finance

- 20 -



and gecounting but subordinate to the General Msnager in all
other respects, This is expedient since the accountant has
other responsibilities in othcr areas of the Accounts

Division in Mara.
Co-ordination is mede imperstive by the fumetionals
isation of the organisation. A prerequisite of co-ordination
is commmication. The communication process in Puspemars
follows the pattern of downward flow of suthority and the
upwerd flow of sccountability. In the former process the
supervisors exert their wills upon the selestaffs in the
stores while they themselves execute the dirsstives of the

Menagement, In the sccounting areas, the Aecounts Clerk'
and the supervisors of the branches submit Iaternsl reports

%o the chief book-kceper who im turn suimite them to the
Menager. However, the sccounts clerk often by-pass the
book-keep r, These processes ar¢illustrated below:
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Underlying this pattern is the assumption that
orgenisational gosls cen best be mccomplished by asymetrie
one way control from a single source at the top of the
orgenisation, This is exemplified by the fact that although
the menagement committee mecets once every four months the
Supervisors are not consulted or represented at all, This
procedure is quite unlike the practice the Malay Hendicraft
Centre adopted when it was under the State government, Then,
the Menteri Besar, a Federsl merketing specialist, the State
Ireasurer, and other Committee members, inclusive of the
Supervisor met every month, The retail trade is such &
dynenic one thet only those in personal and intimate contact
¢an keep up with the ceaseless forces of change,...in demand,
testes, and competitive conditions, It is unfortunate thet

tho nfcm:or- are complet i’d“?r%«“&}?‘ml accounting roporfs

FLS AL

cannot’ record meny quelitetive factors, This 48 not to be
interpreted as an advocation of the elimination of influeno:
by the menagement over its members, The main thrust of the
eriticism 1s to advoocate am organisation whose parts are
ectively inter-dependent es opposed to one whose parts are

- dependent upon & centralised source of control exerted
without proper econsultation with the grass-roots. lNo one
Imows & job better them the women who works at i1t eight
hours a day, No one is more likely to see ways of meking
improvements in that job.

The fourth aspect of the evaluation centres around
the control mechenism of orgenisational structure, Organise-
tionel control mecheism is defined ss the distribution of
means used by an orgenisation to elieit the performemces it
needs and to check whether the quentities snd qualities of
such performences are in eccord with organisationsl specifi-

cations, 3

Srnited “tzioni: Orgenisation control structure
in W"‘W Rendlicnelly & Compeny, 1965,
page
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The salestaffs need to be supervised and the supervisors
themselves need supervision. In this senscy the organisationsal
gtructure is one of control - eand the organisational chart
depicts the hierarchy of control.

Three sources of control ean be identified-
coercive power, utilitarian power, and identitive power,
Coercive power is seid to be used when physical means are
used, for exsmple, the threat of dismissal. Utilitarian
power is usually menipulated to motivate the stafis to
better performances with the promises of meterial rewards
(bonuses)., Symbols which give prestige end esteem are
sources of identitive power. These are srrsnged in & mix
which best suite he organisationsl needs snd the objective

is well summarised thus: Symbolic means of control tends
%0 convince people, that of materiel tends to build wp

their self-oriented interests in conforming end the use
of physicel mesms forces them to oonply."'

In Puspamers both the menager snd the supervisors
are vested with identitive power on account of their rank
in the organisation. The menager is further endowed with
ecocreive power., The supervisors and the selestaffs have
personsl interests in doing well, They ere allowed & bonus
renging from 10 - 20% on net sales depending on seniority of
employment, Utiliterien power thus permests every store
Personnel ,

On the whole,, the control mechenism of the
organisation is suffieient for its purposes, One example
will meke this clear., The personnel of the Maley Handicrsft
Centre are so motiveted thet they regard the Puspamara Sales
Centre more a8 & rivel then as an associate, The aspects
that are designed to impel compliance with plans will be
. discussed in a later chapter. .

swm in Hs
Chicego, 1965, T




A further noteworthy comment is on the lack of job
descriptions accompanying the orgenisation charts, Conse-
gquently, there is no current formal division of dities and
asgignment of such duties among the store personnel, The
importance and utility of having such elements is beyond
dispute, and will become evident as the discussion progresses
end below is & model for the Malay Handicraft Centres
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The model meintaing the line of authorative
control in addition to the separation of duties and
ssaignment of these duties. Furthermore, it meeie the
ériterion of orgenisational independence between the
operating, custodien end sccounting duties, The basis of
the separation rests on the premise that the players
should not be allowed %0 keep thelr own scores., This is
met in the Maley Handicraft Centre end the Puspemera Sales
Centre but not in the stores outside EKuala Immpur, In
thege stores the supervisors ere simultaneccusly the
operator, the custodien end the book-keeper, This is &
serious trangression of the primciple of organisation,
aggravated by their distemce from mensgement, So far the
situstion has been condoned because of their smell turn-
overs in seles but the volume of operations should not be
gllowed to supersede sense requivements, The fact that
these stores are not very prof itable and the frequemey of
stock shortages lend weight o the argument that there
should be instituted a proper functionelisetion fp duties.

Before conecluding this chapter there are two
pertinent points to be made about the differences betwsen
snall end large stores. A comperisen of the Orgenisational
chart of Selengor hmporium with thet of Puspamara reveals
the difrerence in specialisation, While the supervisors
of each store of Puspemera has to perform her general duties
she must elso perform a variety of buying, credit grenting
end gllied mctivities, which in the Selangor Fmporium ere
hendled by specielised individuals, The second significent
difference is thet the ssles staff of the emeller store has

to underteke a greater number of duties

| ¥nile a soundly conceived orgenisational struecture
does not ensure successful business operations, it does
‘provide en atmosphere in which the institutionsl objectives
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are most likely to be reqliud.5 This should be the working
philosphical approach and somc of the sress in whiech
Puspanare menagement cen pay attention to aves

1) The design end distribution of meore
detailed organisationel chertes with
appropriate job descriptions.

2) The need for cleoser co-ordination uq
the functions of the orgenisation especially
between the manager end the stores and the
inclusion of the supervisors in the committee
meetings. )

3) The proper scgregetion of functional
responsibilities in the Penang, Kuala
Trengganu, and Kote Kinabelu stores.

4) The clear definition of the relationship

between the menager and the Accountent,

S—————..

- -

| $ Retail P
Mensgomcnt hcnm. 8. T
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C A S

CONTROL, OF CASH RECSIPTS

Collogually, cash is often referred to as 'cold’
and *hard' but should really be regarded as ‘warm' and liquid’
for it is the vital lifeblood whose circulation enlivens the
buginess, There heve been innumerable cases whese this
lifeblood has been tapped awey by unscrupulous employces
and more often then not such dishonesty is fecilitated by
the non-adoption of adequate procedures relating to cash
trensactions, It is well to keep in mind the remexks of
King John in Shakespeares® pley of that theme "How oft the
right of means to do ill deeds mekes ill deeds done,"
The lack of owmer identification and trensferabllity of
cash meke it imperative the adoption of sdegquate control
neasures,

Cash control can be divided into three aspects:
Cash receipts, both from cash sales smd collections from
debtors; cash disbursements end cash balances, Cash
receipts will be the concern in this chapter while the
following chppter deals with the other aspects mentioned,
The major sources of eash receipts in Puspamere are those
eriging diveetly from seles, collection from debtors, snd
miscellaneous scurces like customer payments for use of
telephone, Cash from sales forms the larger source of
cash receipts and this is the area thet requires the
strictest adherence of procedures. The underlying prineiple
is the seperation of the receiving and recording fumctions.
The general purpose is to ensure that a cycle of & job is
completed by several employees so that esch function is
vital to the whole, This inter-dependence of functions
therefore tends to revesl and pin-point any *juggling' along
the chain, We ghell see to what extend this is observed in

the Meley Hendieraft ccntre.
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To each item of merchandise on sele is attached

& price tag, Additional informetion on the price teg include
¢ode number of the article end & deseription of the erticle,’
This price tag is to play & mejor role in the cash control
systen,

; When & customer indicates his purchases the price
tags are removed and hended over to the cashier, the
salesgirl simultaneously showing the articles concerned.
The cashier mekes use of the price tags to record the sales
in the Sales Docket in triple copies, (A eopy is illus-
trated below)
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The originel copy is given to the customer and the cash so
collected is placed in a drawer specifically reserved for
her upe,. All arithmetic is donc on an Adding Meschine.

The same price tags are then attached to new
displays, During rush periods the tags ere heaped on the
cashier's desk and used only when the rush peters out.

The rule of one-ceshier only is observed even during such
rush hours., All the remeining selesgirls are not permitted
%0 relieve the sole cashier by setting up another receipts
centre, This means that only the c¢ashicr handles cash,
Hear to closing time, the cashier checks the smount of
cash ghe hes on hend pnd compares this with the total thet
the pales docket indicates. This initisl tallying serves
only as a temporery measure for in the period between the
belancing end setusl closing time there mey be further
sales, The cesh on hand at the end of the day are never-
theless stacked end kept in a safe in the store premises.

On the next day, the cashier checks through the
sales docket end records esch sale on the machine tape.
The sum of all these should tally with the cash on hend,
Woe betides the cashier when it is short for she hes to
make good the differences The cashier next anelyses the
individual sales into the following categories: Batek:
Silverware: Meratex: Handicerafts: Miscellaneous, This
Anelysed Sales Tepe® is then handed over to the Accounts
elerk who uses it to record the Daily Sales Book and the
Uash Debit Books The cashier records the same information

in her Cagh Reccipts Books (illustrated over-leaf),

2850 Illustration 3.
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The ecash is then deposited in the Overseas
Chinese Benking Corporation by two sal uwlu.’

An epproasch to the exsmination of the adequacy
of the cash receipts syetem is %o inguire into the freaud
possibilities, The most obvious wey of cesh nisspproprias
tlen s afforded by the deley in the depositing of the
cash in the bank. Internsl control principles dictate
that sll cash coliected in & day should be as far a8 -
possible deposited in the seme day. The intention is to
keep the bank deposit emtries current, The delay of one
day means that the cash is disposable for as long as the
cash is not deposited, This may encourage temporary
borrowing especiaslly by the ceshier., For example, if she
should need some ready money for after office howr shopping
the cash is in hor custody. So long as she is able to refund
the 'loan' the next day there will be no cause for suspicion,

’Bee Di "
agram f! Cesh Receipts System of
Maley H andicraft Centre, ¥ |
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In the event that she camnot refund the smount teken, then
other courses open to her include the deliverate omission
of the recording of seles in the Sales Analysis Shoet to
the velue of the "loan', However, this attempt will not
escape detection for long as & simple check of the Seles
Docket will reveal the discrepancy. The prenumbering of
the Sales Docket slso prevente eny menipulation here,

Furthernar ¢, the one dey lapse in the depositing
of the celh is & necessity rather then a choice as bamk
transactions cease at 5.30 pims each dey end the store
closes ot 5 p.. Bearing this in mind, the system provides
for the appropriste segregation of the custodim and
recording functions s well as the proper delcgation of
authority end responsibility: The salesgirls bave no access
to celh other then outright theft. y

| Reinforeing the system ave the atriet Wm
regerding acceptence of payments by cheques. To evoid the
acceptance of cheques insuffieciently becked by funds, the
cashier is under strict orders not to mecepd Mal other
then those from:
(1) all government departments.
(11) Ministries.
(441) All semi-government bodies.
(iv) Firms end persons known personellys
The penalty for deviation from these regulations is the
cashier's assumption of 1iability for their velidity.
= It 48 not possible for the ceshier to be &% her
desk gll the time., An sssistent ceshicr relieves her when
the gecasion ardses, Another drawer is designated for the
‘assistent caghier's use, end she hes her own chemge fund of
$20/=, To avoid confusion end to ploce accountebility should
‘there be sny complicetions, fhis sssistent cashier initisls
all seles receipts she issues, This procedure sllows any
nisdemeanour to be traded.
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On the whole, the cash receipts system of the
Centre is satiafactory emd its simplicity is commensurate
with its scale of operations, The question is whether or
not the system cen be improved upon, Firstly, the carrent
procedure of showing the articles and the price tegs to
the ceshier for recording in the sales docket may prove
adequate in normal ecircumstences. The work-load of the
cashier, however, may be lop-sided dwring rush sales hours
(when a bus load of tourists call, for instence), The
observance of a one eashier rule who not only collects the
cash but also preperes menually written receipts may actually
bog down service, It i$ therefore proposed that during such
periods the assistant ueashier be suthorised to alleviate
the situation,

Secondly, the cashier leaves the office without
the proper balancing of the sales with the cash receipts,
It would be better if the cashier belances them and the
supcrvisor initials the balencing sheet before leaving the
office, The initialling by the supervisor serves two
Purposes: as & check on any tendeney to defaleate cash and
to prevent any subsequent manipuletion of the record,

Thirdly, the use of the price tags eould be
exploited further, Instead of returning the price tage
to the selesgirls for re-stocking the goods sold, new price
tags should be aveilable for that purpose. At the end of
the day, the total of the amounts indicated by the price
tegs represents the deily sales end this could be used by
the Aecounts Clerk to check with the Analysed Salecs Tape
supplied by the eceshicr, In this way the Accounts Clerk
would have & more definite evidence to Journalise and post
her books, If diserepencies are revealed during the recording
(when the price tags snd the Analysed Seles Tape disegree)
only then the sales docket need be consulted, In this way
there need not be interruption to the cashier's use of the
docket every timec the Accounts clerk wishes to amry
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anything. . The institution of whet cen be termed 'Revolving

Price teg System' will result in e chenge of procedures
and these are illustrated in Flow-chart 6,

Finelly, the present duplication of work between
the cashier and the Accounts clerk could be avoided, The
cashier's 'Cesh Receipts Book' is similer in design and
clesaification to the Accounts Clerk's Seles Books In
place of the duplicstion, the cashier's efforts should be
channelled to some sspects more useful to menegementy,
Por exsmple, the emsh Receipt's Book ecould be redesigned

%0 allow the anelysis of daily cash receipts,

/-LL,MRM‘/OMi

PRoposed MUt RECEPTS 3ol DefiGiv

PATE i CHERUE DERTIRS | puscecimvims| 70741

This source of cesh receipts is relatively infrequent
on sccount of the restriction of credit facilities,” Credit
18 specificelly ellowed only to the staffs of the stares and
Mare, employees of government and semi-government bodies and
respectable persons end stores. DBed debts is not & pignificant

s s o

‘!h!.u is eleboreted upon in Chapter 4.
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problem imt belated payments is. These problens will be
examined further in the Chapter on Credit Sales and Accownts

Receivables,

Peymenta are made in two weys: +the debbor
setiling the debt via the post and peyment in person, The
Supervisor hendles the collection from the mail while the
Adecounts clerk handles the pgyment in person., All letters
eddressed to the Centre are immediately directed to the
Supervisor's desk, The very fact that the Supervisor hendles
the meil is control. She hés no access to the sccounting
records, The probability of the employees freaudulently
converting the cheque is minimised by the limitation imposed
that none of them ie authorised to open eny letter. The
cheques are hended over to the cashi'r and the memos
sccompenying them ore hended over to the Accounts Clerk,

Th ¢ latter uses the memos to post to Accounts Receivable

and the Cash debit book. (See Diagrem 7).

Peyments in person are made to the Accounts clerk
whe records in triple copies such collections in & separate
receipte book. Fhe original goes to the debtor the second
copy is retained by her while the third copy end the cesh
ere handed over to the Ceshier, The Cashier end the Accownts
Clerk set ms counter-controlling elements, The Cashicr is
relieved of =1l respomsibilities from this source of collec-
tions as long ee she e¢an prove the belance of collectiona
of cesh from debtors end the aggregate as shown in the
receipts given by the Accounts clerk, The onus is therefore
on the Accounts clerk to prove otherwise, In this instence,
the Accounts clerk acts es the recording and receiving agent
but this is cffset to & great extent by the requirement of
acknowledging cesh receipts by three copies, BShe cannot
alter her retained copy for then it will be different from
that of the Cashier's copy, while sy temptation to under-
state the amount would be tempered by the Debtor's wvigilance
over the amount he actuslly paid end the amount stated in his
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copy of the receipt.
S _SYSTM OF *PUSPARAMA SALES CE
The element that differentintes the system of this
store from the others in the group is the Cash Register,
The procedures sdopted in the seles centwe M“

- follows:

&) Lach salesgirl hes a personsl sslcs
docket, ‘1

b) Eeeh sele is recorded in her own sales
‘dockets |

e) All erithmetie is done on the '.umg
Machine',

d) Two copies of the sales are available,
Both of them are ulmlly left intect tl
whe docket.

e) On receiving payment from the customer, .
the salesgirl punches the releveut keys
in the Cash Register and puts in the
cash,

'f) The peper receipt tepe is given to the
customer, An exsmination of the receipt
tape reveels that an amly-h of the sale
is made liuult'ammly

g) The individuel seles ere reg;utard on an
Judit sheet, This record is locked in the
machine end the key is held by the
Supervisor,

h) The Supervisor uses the Audit sheet to
check the cash receipts,

1) The sales dockets exre used o up~date the
stock cards, o

. 99
| 5 There 1, the noed to slter the 'Iciizr-nesd! of
the receipt tepe into ales Centre' - Kusla Iumpur
end the ¢ e of the phone mm. The present 'hesd' is &
relle of the Petaling Jaya past. See semple attached,

- 37 -



J) The cash is then deposited in the
*Union Overseas Bank Ltd.'

h) The Analysed snles tape is then puul
%o the Book-keeper,

The wuse of the Cesh Register has to & great extent
minimised the provevilities of cesh misepproprietion because
of the buil$-in characteristics of the Mechine, All
Yentries' eve prevecorded, For exsmple, when selesgirl A
gells & Batek Shirt for $10.50; she rings up that smount
($10.50 BT%) and the cash box yelcases iteelf, The inform-
ation punched is simultenecously recorded in e consecutively
numbered peper receipt tepe ms well as the Audit sheet,
Assuming the customer pays $11/- and the selesgirl A takes
more then $10.50 in change the cash at the end of the day
will not balence with the Audit Sheet total. The system ;
therefore is effective in detecting exrors, |

However, from the contrel viewpoint deterrence

" i elso importent, There are altogether four selesgirls
in the Centre snd each of them has suthorised access to

the use of the Register. In other words, the comuon usage
- 0f the Omsb Register mesns thet eny shortage of cash mh!
" ettributed to eny of the four, The specific pevson

. remponsible, however, is difficult %0 pin-point,

" peveals that the use of fthe Cash Register does not m-umu
mean thet all cesh tremssction will be sutomatically
accounted for -as—the machine ¢an be gircunvented un:Lm
proper procedures are established. The libersl usage of
the Cash Register is dn conflict with the metplq that
there mﬂd be speeific sssignment of !upouiuu“v and
hleuﬁon of suthoritys One of the salesgirls should be .
mede accountable for the Cash Reglster and be desigrated
as Cashier. Purthermore, & get of rules should be drawn
up and hrmht to the careful attention of all enployees.
For umph, the employees should be motified thats
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a) No one other than the cashier mey enter
or interfere with Cash Register.

b) No money mey be borrowed even temporarily
from the Cash Register nor are cheques to
be cashed from it.

¢) The Register may be unlocked and read
only by the Supervisor.

d) Any deviation from the foregoing regulations
shall be grounds for dismissal,

The application of the foregoing will in effect
alter the system.of cesh handling considerably., The sales-
girls need not maintain their individuel dockets. Each of
them now deteches the price tags and passes them to the
Cashier who then rings wp the selcs. The resulting receipt
i8 then hended over to the customer, By then the article
should have been wrapped and hended over to the customer.
The price tags ere kept by the Cashier and at the end of
the day hended over to the Supervisor who uses it to up-date
the stock-cerds.

To ensure that the Cashier be cautious snd careful
in her work the rule can be invoked that she be personally

liable for shortages while overages become the property of
the store., This mey aeppear unfeir but if averages become

the property of the Cashier then she may be encouraged %o
ereate overages improperly.

A point deserving mention is the updeting of the
stock-cards by the Supervisor. While the procedure does
not prevent the supervisor from teking home some articles
and meking the required adjustments to the stock-cards, the

adventages gained from the procedure over-ride this risk.
The personsl updeting of the cards allows the Supervisor

to be intimetely connected with the sctivities of the store,

She learns through the daily updeting vhich are the fast
moving dtems and which are the 'sick' items, She knows
when end how much to order and these informetion is in-

veluable to & store whose revenue depends primerily on
- 40 =



keeping in stock salcable itm.‘

The proximity of the seles centre to the stefs
of Mara end its repute as the lemding store of 'Puspemars'
have made 1t the choice of those who buy on credit. And
this is testified to by figures, Credit scles as % of
total seles in the 'Malay Hendicraft Centre' smounted ,
%o only 1,87 4n 1966 and 5.1% in 1967. Conversely, the
Percentage for Puspemare Sales Centre in 1967 was as high
a8 20,1%. Credit Ialel in Puspemara in 1967 was, in other
words, four times more iapormt than in the "Malay Henddi-
ereft Centre’. In doller value, the total emmuel ore&it

seles was $53,555.

The procedures adopted here are along the seme
line as the 'Maley Hendieraft Centre', The only difference
is that the Supervisor personally hendles all the amoeum
and these rocc:lpto are kcpt in tho Cash Rogiator.

é!hu will be further treated in
'Iaventory Control!,
« 4) -



The depositing of the cash receipts in the bank
does not imply in any wey that the problem of safeguarding
cash has besn solved. The independent nature of the various
stores entzils that all disbursements are to be met from
the store's own funds, The problem of contrel is therefore
extended to cover the legitimate application of the funds,
This i5 directly related to purchasing for this activity
represents the commonest area where liabilities are incurred
and funds used, Tha policy and procedure for purchasing
varies among the stores and cnthis distinetion, they can be
separated into two groups,

Group I  Puspamara Gales Centrc and the Malay
Handicraft Centre = where purchases
and disbursements are initiated by
Superiisors.

Group II The Penang, Kuala Trengganu and Kota
Kinabalu stores - whera purchases
and disbursements are finalised by

management

The Supervisors of the stores are authorised to
make purchases independently. They need not obtain prior
approval from management to incur liabilities, the latter
being informed after the fact, The Supervisors prepare
Purchase Orders' in triple copies - the original is given
to the supplier, one copy to the General Manager and the
third 1s retained in the '"Purchase Order' book,

The invoices accompanying the goods received are
filed by the Accounts Clerk/Book-keeper in an 'Accounts
Payable' file by due date. On the date due for payment,
usually four days before that, the Accounts Clerk/Book-
keeper notifies the Supervisor who then prepares the cheque

A »



"and signs it. che then proceeds to Headquarters with the
supporting invoices, The Accountant counter-signsg the'
~¢heque whiech is then sent to the V'endor.l

The invoices are then stamped 'paid' (with cheque
number and date of nayment entered) and kept in a 'paid file',
After the issue of each check the Accounts clerk who has
custody of the cheque book, fills in the stub of the cheque
book the 'funda' in the Bank before and after payment., |

Jome of the recommendations that Habert and Simon
advocate for internal ¢ontrol over cash disbursements are:

(a) -That all disbursements should be made
by cheque

{p) That all cheques should be pre-
numbered and all numbers are
accounted foras either used or voided.

!

(e) All gereral disbursements cheques ... |
should reguire two signaturoa.2~ ’

These are satisfactorily observed in the procedure
. just described. There is, however, the potential dangvr that
.the counter-signing of the cheques presented by the Supervisor
be regarded as perfunctory by the Accountant. . The latter

. has many other responsibilities unrelated to the affairs of

'Puspamara® and his work-load may nake him unconscious of the
importance of the counter-signing, The signature of the

. iAecountant presents the final step in the chain of control,
"Should there be any attempt at fraud his scrutiny will
either expose it or by-pass it. His acgutinr should cover

the following fraud possibilities:-

_I;oe Diagram g Purchaaing nnd cash dise
bursing procedural Flow Chart for group I

Z"Qgg&ﬂlsmm' Ronald ,Pr_-u Company, |
New York 1952 page . > | ; » o
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(a)

(b)

(e)

The presentation of invoices already
paid - However, the stamping 'Paid'

on the 'invoices' by the Accounts
Ulerk and their placing in her

custody would make this difficult to
perpctuate. Nevertheless, the
Aeccountant should check the date of
order and the serial number of the
order and the invoice to determine the

'freshness’'

The reasonableness of the prices quoted -
thpugh the Accountant's past association
with the purchasing and disbursing
activities of the stores, he should
experience no difficulty in immediately
spotting unusually high prices, Further-
more, he has the '"stock sheets' with

him and he can check on past 'cost prices'
if necessary. Should further check be
necessary he can consult the General
Manager since the latter has a copy of

the order,

The existence of the supplier - as is
just possible that a dishonest person
may create a purchase order and make
everything legitimate except the
supplier., The resulting cheque may then
be cashed in a 'bogus' account established
for that purpose, The General Mgnager has
a list of suppliers but from observations
it is gathered that this list is not
comprehensive. There are some suppliers
of whom the General Manager is in the
dark. The General Manager should request
firmly for all suppliers information and
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these should be filed in a catalogue,
The catalogue should then be distributed
to the supervisors and the Accountant,
This will not only centralise and
standardise the purchasing system but
also enable the Acw untant to sign
disbursement cheque without fearing :
that it will end up in an unintended
pocket, :

To facilitate the Accountant's vigilance in such
matters it is proper for the General Mamager to pass his
approved copy of the purchase order to the Acwuntant,
Then the latter will have both the supplier's invoice and the
purchase order to substgntiate the purchase and recoipt of

the merchandise.

- Other aspects of the procedure are satisfactory.
The supervisors are divorced from the responsibility of
handling any cash receipts and all payments are made by
cheques, There is thus appropriate segregation of the cash
receiving and disbursing functions. Additional internal
check is provided by the Accounts clerk keeping the cheque
book-,'the disbursement records and the filling of the
chcqub stubs., Any extraordinery or fraudulant disbursements
will have to clear the Accounts clerk's serutiny first. No
fisk ig invelved in allowing the Accounts clerk to be the
custodian of the cheque book nor the keeper of the records
affecting disbursements for she has no authority to disburse
at all,. The stamping of 'Paid' on the settled bills and
the additional recording of payment dates and cheque
numbers serve two purposes. Not only will this procedure
prevent duplicate payments, it will serve as a reference
should verdors subsequently complain of non-payment,

There are inconveniénces, on the part of the
supervisors, in travelling some distance to see the

’Aé-

f

P (»



Accountant and the latter may not always be avuilablc.3
In spite of the inconveniences the same procedure is
ndcessary and should not be dispensed with,

CASH DISBURSEMENT IN GROUP_II

: : All purchasing in this group except Duta Mara
must first be authorised by the General Manager. The
gupervisors send to Headquarters a list of desirable items
to be purqpased- The General Manager surveills the purchase
requisition and approves it if found desirable. . The
approved requisition is then sent to the store-keeper who
then sends the requested items to the respective stores., (The
Home - office and branch accounting 1s practised., The goods
being charged at cost + 5%). Should these items be out of
stock, the store-keeper with the authorisation of the
General Manager then directs suppliers nearest the stores Tr
£111 the order. The bills are then sent to the Book-keeper
of Puspamara Sales Centre' and pald from the 'funds' of the

said Centre. The costs of these goods are then assigned to

tha respoctive stores concerned,

The limitation of the authority of the supervisors
in Penang and Kota Kinabalu to contract debts and subsequent
settlement entails a lot of correspondence between them and
Headquarters. But the mamagement feels that the costs of the
paper-work so incurred are insignificant when compared with
the risks of mismanagement should they be so authorised.
Probably this fear is sustained by the poor performances of
the stores in the past and management's belief that they
need a further period of trial before more responsibilities

are allowed to be exercised by them.

——

i 3The 'Mnlay Handicratt Centre' is about 1
mile aw y from MARA Roaaquartors.

biee Dia;ruu 12 Purchasing and diabnrsing
pruoodural flow chart for group II.
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The Duta Mara store in Kuala Trengganu enjoys the
ilege of being authorised to make purchases. (However,

/ments are still done by the '"Puspamara Sales Contre')
nis is expedient because the store is located in the 1ho&sa'
of handierafts. And it would be irrational to observe
similar procedure to the other stores in the group. The
risks of misappropriation are, however as great. These are
supposed to be minimised by the imposition of an upper limit
of inventory = at $15,000/~, At any level of inventory value
below $15,000/~ the store supervisor purchases directly,

From the practical viewpoint the procedure is
satisfactory but one must not lose sight of the risks of
collision between the store supervisor and the suppliers,
There is considerable likelihood that in the event of
colldsion, it will find expression in the supplier over-
charging and splitting thé excess receipts with the store
supervisor, Management must therefore continually keep track

of the price quotations and the previously proposed
catalogue of suppliers could resolve this problem to a gro.t

degree.
P EXPENDITURES _

To meet daily needs on minor expenses a petty cashk
fund is maintained on an imprest system in each of the stores.
The stores in group I are allowed a petty fund of $200/- per
month. These are kept by the supervisors and all disburse-
ments from the fund require the verbal approval from them and
dater substantiated by receipt documents,

The monthly reimbursements of these funds by the
Accountant provides the control measure. At such times, the
Aecountant checks through the invoices and receipts which’the
supervisor has brought as evidence of expenses, This menthly
check during reimbursements may not prevent the unauthorised
usage of the fund for the period before reimbursement. This
is offset to a great extent by the irregular and unannounced

cheeks of the Auditors,
- L8 -



During such checks the money in the fund and the
receipts thete are added and at any one time should total
two hundred dollars. Any ¢ifferences will mean the
 unauthorised usage of the money‘in the fund. Furthermore,
the receipts are checked and compared with the Petty Cash
book kept by the Accounts clerk. The classifications of

the book are as follows.
(LLVSTRATION G

PETTY CAsH Book DESGN

w;J lu'_‘cw‘m Voo HER | GENERAL] PRtN}“m&’ PR ING | SILVER
DATE  [casuRECE PRI no. | ExPERSEYcTRTIoNA] MATER\GS Porei | (OSTACE(Auagon

At any instance the total should always be $200/=.

For ninor payments in the steres in group 1I, each
store is allowed a fund of $50/~ per month, Expenses are
again supported by documents and at the end of each month
e submitted to headquarters as evidonce and request
for reimbursements, Any individual bill exceeding $25/+ is
immediately investigated. The daily supervision of petty
fund is the responsibility of the state MARA officer.

The amount available for fraud may be small but
this 1s no excuse for it to be neglected. One American
d "It is the breaking away of small stomes that
The Management therefbrgfﬁz% neglect

théese ar

ssnator sail
starts big Avalanches."”

vigilance over petty cash usage.
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CONTROL OF CACUH BALANGES

In addition to concern over the cash disbursement

and receipts procedures,close control should also be
maintained over the resulting cash balances, This problem

is resolved to a greater degree by the practice of depositing
all cash daily in the bank. These procedures have already
been reviewed and in this section we shall be more interested
with Bank Reconciliation and the planning to assure that

the balances will neither be excessive nor inadequate,

The primary purpose of the bank reconciliation is
to determine that agreement exists between the bank records
of the store's cash transactions as evidenced by the bank
statements, and the gtore's records of these transactions,

If properly done,the task is much more than a listing of
outstanding cheques, deposit in bank, and unrecorded bank
charges. It can be used to become an important phase of

internal control.
The bank statement shows the date and amount of

deposits as well as the date, amount and number of cheques
issued, These information could be utilised to maintain a

check over the disbursing officer and the salegirls who
deposit the cash. Assuming that the Supervisor dodges the
control elements then these transactions will be unrecorded

by the Accounts Clerk, This will become evident when the
Accounts Clerk compares the records with the statemonté._
The cash of the stores is deposited on the day
following the collection and consequently there should 4&4-
only a day's lapse when the date of deposit and the date
of sales are compared. Any longer lapse can only elicit the
fact that the salesgirls who deposit the cash have bridgéd
procedures. -
S0 much for thg usefulness of the reconciliation,
There is no standard way in the treatment of cash balances

between the'Malay Handicraft Centre' and the 'Puspamara
sales Centre'. In the former, all deposits and withdrawals
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are handled by the 'Overseas~Chinese Banking Corporation’.
In Puspamara Jales Centre, the'Overseas Union Bank ltd' is
used for deposits only and at the end of each month all the
deposits are transferred to 'Bank Negara' from which all
 withdrawals are made. The use of two banks for two purposes

" result from two considerations - the convenience and the
security provided by it. For example, the 'Overseas Union
Bank Ltd! is only about 50 yards away and is the only

bank within reasonable distance. To carryh thousand over
dollars each day over a considarakle distance is to invite
trouble. Sacondly, the use of two banks for two purposes
aids in the task of reconciling the Bank statements since
the items will be distinctly separated - one only withdrawals

and the other deposits.
Who should perform the Bank reconciliation is

i . The requisite is that the person who does the
completely independent of any

reconciliation should be
other responsibility related to cash, The Accounts elerk and
the Book-keeper in the tMalay Handicraft Centre' and .
'Puspamara Sales Centre’ respectively are the obvious
candidates and their assignments to this task is in conformance

with the control requisite. : . :
control of cash balances is not only limited to
the reconciliation of bank statements; the need to use
cally should not be overlooked,

the cash bahncu‘ccono-l
of maintaining idle funds is the loss

The opportunity cost
of the revenue that could have been earned had it been loaned

The 'Puspamara ‘ales Centre' has excess cash
balances of about $40,000 and prior to June 1967 this sum
was deposited at 'Malayan Finance Company Ltd' and earned .
interest at 6F. After that date the sum wae transferred to
a 'cales Centre Revolving Fund' {(interest also at 67)
managed by MARL, Had this amount of idle money not been
usefully applied the loss would have amounted to about



two thousand four hundred dollars per annum.
| The "Malay Handieraft Centre', on the other hand,
d0es not use its funds fully. In 1965 and 1966, the cash
balances were $60,000 and $40,000 respectively. In 1966,
about half of the funds was kept in a 'fixed deposit' basis
since the 1966 'Profit and Loss Statement' showed interest
on fixed deposits as $1,131.25. But in 1967 the procedure
Was reversed, A considerable sum of money was transferred
%0 MARA resulting in a cash balance of about $20,000 and
this whole sum was kept in a 'Current Acecount' thus yielding
B0 interest revenue. Realising the desirability of making
fuly utilisation of the cash balances there should be some
Selentific procedure whereby decisions as to the time and
&mount of noney available for such usage can be based, h Fhe
Present method, management, through feel and rule of thumb
“‘Gomcato make the decisions, and usually only at the end
of the year, But during the time that the excess fund is
“°‘Imlatin¢. interest revenue is lost Ly maintaining it
R 'eurrent account's A cash budget is the proper substitute
for the trial and error procedure,

A cash budget 1s a projection or forecast of the
‘hticipated cash receipts and disbursements and the resulting
®ash balances within a specified period., The operation of
&1y business must be planned within the limits of available
fundsg and the cash budget is a necessary function in cash
!‘ninistration. The basie purpose is to plan =o that the

i5iness will have necessary cash and when cash is available,
® effective utilisation of such cash,

Most people achieve better results when aiming at
. target pather than taking things as they come. The Cash

et could be used to stimulate sales efforts. The General
"‘nlter is in a qualified position to prepare the budget

Since he has with him monthly records of sales and
Sbursements, He is therefore in a position to set a target

for the next period. In setting this target he must be
®Onseious of the dangers of being too optimistic or
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Pessimistic, There is little thrill in having accomplished
& target set too low nor much encouragement if one
consistently falls short of a target deliberately set too
high,
pre Earning income is the most important objective
of business but cash is the lifeblood of business.’ Cash

18 also the most active element in a store and during the

turnover processes adequate procedures must be carefully
eéstablished and observed. The mere showing of a net income
on paper unsubstantiated by money in the bank is of no
avail, Therefore it is important to keep control over cash
receipts, disbursements and balances. All hard earned
revenue should be received in full, only legitimate
liabilities should be settled and the best possible returns
be found for the excess cash available. Internal control
Procedures are basically designed for deterring fraud and
errors and detecting them promptly when they occur. Many
of the procedures of 'Puspamara’ stores are based upon a
division of duties and this provides mutual check and
Verification of each other's work. Sufficient measure:
have been taken to establish accountability for cash receipts,
The present controls to ensure disbursements only for the
legitimate liabilities of the store are adequate for the
8ige of the stores but there are possible improvements in
the present procedure to await possible future expansion,
This however, cannot be said of the cash planning, A cash
forecast is needed to plan properly the future sources and
Payments of money, and the full utilisation of the store's
MI.

5Thero,noed be no correlation with the
amount of income earned and the amount of cash realised
because Accounting is on an acerual basis,



'Credit' so pervades the daily business
transactions of modern society that its meaning is
generally assumed to be known., Many people understand and
use the term in different ways and in this chapter the
working definition takes credit to be the measure of the
ability of an individual or business enterprise or government
authority to obtain present merchandise deferring the payments
in money to a definite future times,

Credit performs an essential service. It is a
temporary substitute for money for the business may be
transacted without the use of money, Thus credit acts as
& medium of exchange for the period until the debt is settled
by money and in this way allows the acceleration of exchange
and consumption.

Except for the 'Puspamara sales Centre' credit
sales forms an insignificant part of the total sales of all
the stores under 'Puspamara'. In 1966, total credit sales
of the 'Malay Handicraft Centre' for example, amounts only
to a sum of about $16,000, This insignificance is even
more glaring when expressed as a percentage of total sales -
about 9.8%, The picture is no different in 1967; annual
credit sales totalled only $7,695/- and is only about 5.1%
of total sales for the same period. The actual credit sales
of the remaining stores in Penang, Kuala Trengganu and Kota
Kinabalu are se¢ equally if not more meagre. (onversely
credit sales i1s comparatively an important aspect in the
"Puspamara Sales Centre'. In 1967 it accounted for about
20,4% of the total sales revenue : in dollar value $53,555/-.
Why there should be such a great difference in the proportion
of credit sales in relation to total sales between
'Puspamara Sales Centre' and the other stores on the one hand
and the general unimportance of credit sales to 'Puspamara'
on the other can be attributed to a number of factors.
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One of the factors lies in the policy of credit

. extension of 'Puspamara'. Requests for sales on credit are

generally unwelcomed by the store supervisors and they
seldom hesitate to assert that cash sales are preferred to
all who inquire about credit facilities., 'Utrietly cash
basis' is the motto that is adhered te faithfully by the
supervisors, There are exceptions to every rule and in
Puspamara the following categories of bodies find exception
to the general rule:

(a) staff of the stores

(b) staff of Mara

(e) staffs of all government and statutory
bodies on presentation of 'Local
government orders' issued by the
respective authorities,

(d) Authorised requests by reputable firms

(e) All persons personally authorised by
the alpervisor,

The desirability of conforming to this policy will
be examined now. The extension of credit facilities to the
staffs of the stores and Mara is made in consideration of
the security and certainty of the repayment. Faith or
confidence is the foundation of credit., Credit actually is
derived from the Latin 'credo' which means 'I believe' and
'eredo' itself is a combination of two older words -
sanskrit 'crad' meaning trust and the latin 'do' meaning 'to
place', Trust of future payment is the criterion applied in
allowing the staffs of Puspannra ‘and Mara to take present
values in exchange for a promise of future payments, Their
enployment in MARA means that their salaries or wages are
collateral and available as settlement of debts should their
accounts threaten to become delinquent., This explains the
absence of delinquency of accounts among the staffs of MARA,

One direct consequence of the liberality of credit
extension to them 4s its abuse, This gives credibility to



the maxim that too much of a certain thing makes one
oblivious of its value, Credit is used for credit's sake
by the majority of the staff of MARA. Under normal
circumstances, credit is used as a medium of exchange only
when conditions perforce its use for example, when large
purchases are made, The frequency of nominal purchases on
' eredit points to the need for an appraisal of the present
eredit policy. In 1966, for example, purchases of $5/-,
$9.50; $9.80; $13/- and in 1967, $2.85; $4.70; $8.10 and
$8/« were on crodit.l These figures only represent purchases
y of not very popular items like 'Mengkuang' and 'Tembaga',
It is unfortunate that no further breakdown of the 'Batek'
figures are available. The total credit sales may appear
significant but I believe this seemingly importance will be
shattered on a further analysis of the individual credit
sales,

The semi-governmental status of MARA obligates
Puspamara to grant credit to all employees of all government
and statutory bodies who prpduce 'Local order vouchers'. And
by no means are these purchases infrequent, The following
table represents some of the purchases by government
departments in 1966 in the 'Malay Handicraft Centre!

TABLE 1
"MALAY HANDICRAFT CLNIRE' - CREDIT JALES TO

Ministry of Defence $ 514.75
Prime Minister's Department 2,697.85
National Electricity Board 781.00
Ministry of Foreign Affairs 3,809.60
Ministry of Information &

Broadcasting 854.00
Bank Negara, Malaysia 1,980,60
Ministry of Transport 248,35

1.‘Sourco: Puspama

ra Sales Centre, 'Credit Sales
Analysis, report 1966 and 1367. '
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The formality of the process of obtaining approved
'Local order vouchers' discourages the purchases of small
The majority of the purchase made
by the government departments or their staffs usually end as

amounts on eredit basis.

gifts to visiting dignitaries or parting friends.
gifts can by no means be nominal in value.

These
The problem

here, however, is the recurrent lateness in the actual

payment.,

An analysis of the Collection period of 'Accounts

Receivable' in the 'Malay Handicraft Centre' will support

this B
and payment date.

TABLE 2

The following table shows the dates of debt incurred

COLLECTION PZRIOD ANALYSIS OF CREDIT

SALES MALAY HANDICRAFT CENTRE 1967,

Date sales | Date paid ,Period ; Debtor
—Jiade — AV -\
9.1.67 2.2.67 24 private individual
1441.67 23,1.67 9 L .
‘02.67 220‘0‘7 7‘ l(iniatry of
' Information
10.3.67 L.5.67 55 Private
11,3.67 3.10.67 | 242 Ministry of
Information staff
16.3.67 14.6.67 88 Selangor Club
17.3.67 28.4.67 41 Private
27.3.67 31.5.67 63 Private
28.3.67 4.4L.67 6 Private
70‘.67 2007-67 103 Private
21.4.67 5.6,67 56 Prime Minister's
‘ ' ‘ ‘ Office
274,67 3010.67 | 183 Prime Minister's
| Office
2.5.67 5.6.,67 63 Prime Minister's
Office
6.5.67 22.8.,67 166 Cathay Advertising

i

Corp.,

e



Date sales Date paid Period Debtor
~Jsade . o : |
17. 5.67 26, 7.67 69 Housing Board
18. 5.67 29.12,67 222 Housing Board
19. 5.67 26, 7.67 67 Selangor Golf
Club
' 6. 6,67 2hs 7.67 78 Ministry of
1 , Internal Effairs
{ 23, 6,67 8,67 | 51 | Ministry of
4 Transport
31, 7.67 16, 9.67 46 Private
24, 8.67 3.10,67 39 Private
1. 9.67 7:12.67 98 Ministry of
Information &
Broadcasting
2,10,67 28,10,67 26 Private
28,10.67 8.12,67 22 Private
13.,11,67 13,12,67 30 Private
6411.67 5¢12,67 29 Private
19.12,67 27.12.67 8 Private

On an average the lapae perdod is about 60 days
(2 months)? 'rho private individuals and commercial concerns
whe enjoy gredit facilities are usually prompt in their
payments (the initial short-listing being responsible). Their
problem is of a ditteron& nature and will be treated
accordingly lator. The proh1¢l>p0304 by the two months
lapse before the Trollury finalises the payments needs
further analys;a, Th.nchnavnrnl elements of costs involved

in granting credit. These costs can be classified into:=

®Average Accounte Receivable = Average age of
Average daily credit sales receivables

2414 + 3000 -3Z§1f 52 days
1568%

oy



(a) Direct expenses of granting credit -
the cost of keeping the records and
the cost of notifying debtors.

(b) Finaneing costs.

Sales on account necessitates the accurate
keeping of records of the debtors - the maintenance of
separate Accounts Receivable, Control and Subsidiary
Accounts, This requires a propertion of the efforts of
the Accounts clerk, Part of the salary that she gets
should therefore be assigned to this work, How much to
assign is difficult but let us assume a sum of $5 per
month, This is fair as it represents less than 3% of the
gross salary of the Accounts clerk, Furthermore, we must
consider the expenses involved in the preparation of
monthly reminding statements - the stamps and writing
supplies involved, Let us give it a nominal value of $1
per month, Therefore about $6/- per month are incurred
Just to keep the credit accounts current.

The second major category of cost is the
Opportunity cost. By this is meant the cost of a lost
opportunity rather than the actual cost incurred. Sales
on credit actually amounts to the financing of the debtor
for the period the debt is outstanding, The opportunity
cost here is the interest revenue foregone had the cash
been loaned out. The outstanding 'Accounts Receivable'
for 1966 in the 'Malay Handicraft Centre' was about
$3000/- and using 6% as the current interest rate the
amount of interest revenue foregone for finaneing the
debtors for two months is about ‘30.3

’&x&_x3m-”oltwmmha
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All in all about twenty one dollars per month
is ineurred to finance the debtors. This is applicable
only to the 'Malay Handieraft Centre' where credit sales
1s relatively insignificant, If we use the same procedure
for 'Puspamara S5ales Centre' the amount come to about
$155 per nonth.‘ Perhdps the general lateness in settlement
of debts by the CGovormment Treasury is understandable and
"is a burden which must be bormne by all alike who deals
with the Government. Understandably therefore, management
cannot de much in this area except to follow up the debts
as soon as possible.

The situation is reversed when it comes to
handling credit sales of individuals or firms in the
private sector, The Management and the Supervisors are
in the position to reject or approve them. However, that
decision is not as easy as it sounds, Two contradictory
forces are involved and they need be balanced before the
final judgment., On the one hand, there are advantages in
allowing credit facilities to customers who are not known
personally at first glance. This is not far from saying
that the present policy of extending credit facilities to
known persons(in other words, personal friends) is not
wholly satisfactory. On the other hand, there are the
costs and risks to be borne when credit is given.

Credit is generally recognised by retailers as
an effective producer of sales, Some customers expect
credit service and unless such service is available sales
to these customers will be limited., This customer demand
for credit arises from the fact that it makes their buying
more pleasant., Credit makes it unnecessary for them to
carry appreciable sums of money while on shopping trips

b1966:Dsbtors Outstanding $30,000 588 Bldi9%g
Financing Cost: $30,000 :hS'&ISP- 150

kxpenses related to control
of debtors
$I3§
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The availability of credit also enables many
people with "monthly take~home pay'! to buy on credit
during a part of the period between the dates on which
their incomes are received. Such customers are likely
to be more steady customers and hence to buy a greater
proportion of their goods from the store than any other.

These are some of the advantages of granting
ceredit facilities. The rejection of credit service to
any particular customer withcut prior investigation means
the sacrifice of the revenue which may have been earned
both at present and in the future.

However, the result of a more liberal granting
of credit will be the assumption of certain expenses and
risks which have already been examined, In short,these
include the costs of maintaining the records, the
finaneing cost during the debt period; the follow-up
procedures to secure payments and the risks of non-payment

at lho

Should credit be given? The answer is yes = and
not duly to the friends of the Supervisor or Manager but
also to potential good customers. The criterion should be -
will the profit on the extra trade created be greater than
the cost of financing the credit, bearing loss of any non-
payments and recompensing the extra work involved?

The liberalisation of the credit poliecy should
be exercised with care and ratiomality. To avoid attracting
the wrong type of customer it is best not to advertise that
credit facilities are available. They should be offered only
if requested. The Supervisers should be diseciplined along
the lines of never deal with a rascal under the impression
you can prevent him from choattnz*ynugs The supervisors
_ i Sond .

Chapin & Hassett "Credit and collection:
w Hi oy

e ek,
pal2691



should be adequately disciplined to evaluate the four c's
of credit before coming to a dochion.6

0 far we have examined the reasons for the paucity
of ecredit sales in 'Puspamara' stores. Why 'Puspamara Sales
Centre' has more credit sales than all the stores combined
remains to be seen. Location seems to be the major factor.
The 'Puspamara Sales Centre' is located in the MARA building
itself. The staffs of MARA therefore do most of their
shopping there. The comparatively more impressive
atmosphere and air-conditioning of the store may also be
the attractive features.

This discussion of the credit sales policy of
'"Puspamara' stores has elicited a number of deficiencies in
the credit sales procedure. The most serious is the striet
policy of 'cash transaction' dnly rule. There should be a
more liberal credit policy and this should also be extended
to more firms and individuals after proper investigation.
The liberalisation of credit to the mentioned favoured groups
should be reviewed. The high frequency of small purchases
on credit terms should be discouraged. One way is to let
a minimum limit above which ecredit will be allowed. A $50/-
limit seems appropriate.

The sphere in the which the accountant can be of
greatest assistance to the Manager and the supervisors in
the mredit area lies in the record keeping files, It is
desirable that management and the supervisors be supplied
with detailed and summarised reports of the credit situation.
This is so because 'Accounts Receivable' remaining as such
are only assets or claims against others, Net income and
cash are realised only when the debtors settle their debts,
Therefore there should be means whereby they can ensure that
the business collects amounts owed by its customers promptly
and fully and that the collections are properly paid into the

6 e four ¢'s are "Character" "Capacity"
"Capital™ and’ Eoonuic condit 1om'
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stores account.7

Two sets of books are kept. One is the general

- ledger where the total of the debts outstanding are debited
and this control account is detailed in the subsidiary
ledger. The latter is categorised alphabetically and this
facilitates checking the individual debtors' status at any
one time,

Monthly statements are sent to the debtors
requesting payment as soon as possible but these statements
are not essential really becCause most of the credit
customerswill eventually pay through the govgrnment Treasury,
The statements to the few private individuals who enjoy
eredit facilities are generally a formality as they usually
pay up in the specified period. 350 far no legal action has
been necessary to force recalcitrant debtors to pay up.

There are a great variety of measures for
controlling eredit and collections, but only a few of these
are generally important. Some of these are:

(a) Change in credit sales volume:
obtained by dividing the difference
between the figures for two periods
by the amount of eredit sales for the
less recent period.

(b) Aging of the Receivables where the
outstanding accounts of customers
owe aged according to payment date.

(e¢) Ratio of credit sales to total sales.
8 (a) Average collection period obtainedby (k

e Average ,gity eroiit sigoa

-
7Thia has been treated in 'Collection from

®Black H.A, & John ©.Champion "Accourt ing in
cisions : Theory m d a se" Prentice )

debtors,'




Some of these should become regular internal
reports to the supervisor amd Manager to K¥ep them in
making decisions 48:%0.Whsh, 49 40, about fhe pregent debtows,
304 pedify Sheir ‘ﬂi".ln"t\lmm‘mﬁuan

| of customer demand the mors readily will the  goods e scld.
‘This has much validity snd the retsilar who kx-qprtm this

! pperation under a severe handigap, It aust b resenbered
“,’:‘- goods are bought for regsale and that they cannot be
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ard are sade available to them 2t prices they are ables and
,‘lulin; to pay.

1 ¥hat to buy is therafore an important guesticn
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"Bnd expect to find in the store. She may use such mevhods
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. books' in aryiving at purehssing plans,

3 It has beoi sald that sin lies not in saking &
| mistake but in making the same mistake Swice. To lesesn
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CHAPTUR ¥
PURCHASING

"Goods well-boughtare half-sold" is an axiom which
is often stated, This means that the better the anticipation
of customer demand the more readily will the goods be sold.
This bas much validity and the retailer whoregards this
operat2ep under a severe handicap., It must be remembered
that goods are bought for rcfsale and that they cannot be
sold unless they meet the needs and desires of customers
and are made available to them at prices they are able and
~ willing to pay.

What teo buy is therefore an important question
as the supervisor-cung purchaser must make sure that she
has in stock, merchandise that prospective customers want
and expect to find in the store. JShe may use such methods
as talking to the salegirls, visiting other stores or even
courting customers views but more attention will be given
to her use of the 'stock-cards' and tie 'sales Analysis
books' in arriving at purchasing plans.

It has been said that sin lies not in making a
mistake but in making the same mistake twice. To lessen
the pumber of repetitive mistakes in purchasing the 'Malay
Handicraft Centre' maintains two sets of books™ ~ The
'sales Analysis' book and the 'out-of-stock' book. The
'Sales Analysis' book tells the supervisor how much of each
of the major categories of goods are scld per day as well
as per month, The following is an illustration of the
design of the book!

156 do all the remaining stores of
'Puspamara’.
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All in all there will be twelve such books for
a year and for each month a sales report is prepared. At
the end of the year, an annual sales Analysis is also
prepared. Therefore the Supervisor has at her disposal the
past sales history of the different categories of the articles.
The reports will tell her how much she sold of each size,
style and price line of the different articles. These
information will thus aid her in frauming her purchasing
policies.

The 'out-of-stock' book brings to the attentien of
the supervisor the items that require urgent raestocking.
Normally, the salesgirls are instructed to enter in the 'out
of stock' book any item of merchandise which teo their
knowledge has been out of stock. However, during the period
when the stock cards are not up to date the out of stock
situation is brought to light when customers request for
the items, This procedure is unsatisfactory as the potential
sales would have been lost,

The unit qtcck‘cutd system, however is the most
important element in aiding the Supervisor's purchasing
plans,  The design of the stockecard is illustrated below:
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When the ordered goods are received, the Accounts
clerk rises the invoice supplied by the vendor to record the
date, invoice number and number of articles received and the
resulting balance in the relevant stock-card, For example,
on 10.3.67 seven 'Bracelet chichalk' were received , bringing
the resulting balance to ten articles. When one bracelet
was sold on 1l.4.67 the balance was reduced to nine, There-
fore, the stock-cards record the inflow and outflow of

‘merchandise and the dates of sale and receipt indicate the
saleability and the time period required for the fulfillment
of an order respectivoly.z The supervisor therefore need
only consult the stock-cards to determine how many articles
she has in stock for a particular item and confirm her
interpretation of the monthly sales Analysis report,

How much to buy at a particular order is a
different problem altogether and adeptness at this requires
experience. The supervisor's problem is to order that

2ror other uses of the stock-card system -
see Inventory Control. -
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amount which is sufficient to meet demand for a period of
time and not to add further to the costs of carrying the
nerchnndiso.3 Unlike mamifacturing concerns where the

usage of materials is more consistent and determinable the
retailing unit cannot make good. use of the 'Economic order
Quantity' procedure. Gsales depends primarily on the
customers and demand is unpredictable on a consistent basis,
The supervisor therefore uses her experience, the stock-
cards and the sales report to formulate how many articles to
buy at each order. Generally, she favours conservaticm and
buys on a 'Hand-to-momth' basis. By this is meant that

the supervisor orders when circumstances warrant it, for
example when stocks are low, ard not too much at a
particular time, for example, enough to bring the balance to
the previous figure in the stock-card.

A major portion of the purchasing procedure of
"Puspauara' stores has already been discussed in the chapter
on 'Cash Control'.* The discussion will therefore be centred
on the areas untouched before.

The 'purchase order' is the catalyst that sets in
wotion a series of evenfs which culminaves in a liability.
The 'purchase order' accordingly should be well diggned both
to ensure that the specified goods are received and to
prevent the incurrment of extra expenses resulting from
clarifying correspondence between purchaser and seller,

The 'purchase order' serves a variety of purposes, both
internal and external, Through the use of multiple copies,
the order form serves

(a) an acknowledgement form to be
executed and returned by the supplier.

Jsee 'Inventory Control,'
bcash Disbursements Flow diagram 5.
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(b) as a source of information for the
Accounts Clerk

(¢) as a receiving report

(d) as a source of information for
inspection

Tn addition to the internal functions of the
‘purchase order' it should always be kept in mind that the
order form is a contractual instrument. The terms and
conditions contained in the form should therefore include
those which are essential to protect the buyers interests
as well as to inform the supplier tha the buyer desires
to purchese the items specified,

A 'duplicate book! forms the 'Purchase order
Book! of the 'Malay Hsndicraft Cenmtre', This book is
serially numbered but there are no prepinted heads on the
form, FEach sheet is a blank one, It is dmilar to a letter
paid with which the supervisor corresponds with the supplier.
Usually, after the preliminaries, the supervisor writes
WPlease supply the following seees and this is followed by
a specification of the code numbers and the quantity of the
items ordered. Prices are not quoted but this is not
surprising as the Supervisor depends only on & few major
suppliers which have establised standard prices through
past dealingse

When the merchandise ordered arrives it is accom-
panied by a bill or inveice. (An invoice is an itemised
statemernt of merchandise shipped to the purchaser with the
quantity, value or prices and c¢harges shown). This
invoice is used to check the merchandise received as to
description and quantity, The prices are checked
simultaneously as the stock cards are entered. This is the
procedure with regards to established vendors for
atandardised items, Frequently, customers way desire slight
variations, In such cases, the supervisor still uses the



o

code number of the article but in addition she skotches the
article with the vnriatiens and a brief description «f the

Illterationa.

For relstively new and untried suppliers, the

.superviaor n-gotiatoo the prices through correspondence and

should the quoted prices be higher than former ones, she
attesmpts to bring them, at least, to par with previous
bargains. However, such suppliers form only a reserve list
used when the estalbished suppliers are unable to cater to
orders on the requested date,

The procurement procedure of the 'Puspamara Sales
Centre' is along similar lines with onemajor difference.
‘The 'purchase order' forms are preprinted as illustrated
on the following page.

It is unfortunate that the 'purchase orders' are
not used to check with the invoices, the goods received.
The reason given by the sup:rviaor of the 'Malay Handicraft
Certre' why this was not done was that it was too burdene
some. But it must be remembered that the invoice is prepared
and sent by the supplier and it is quite unlikely that
intentional fraud will be practised here., OShould there be
any deviations between the invoice itews and the actual goods
received they are most likely due to carelessness. What the
supervisor should be wary of in the case of receipt of goods
is not so much whether the arithmetic is correct (this is
not an advocation that it should be neglected aitogether)
but more with whether the charges are fair and in accordance
with predetermined rates, and whether the goods received are
actually ordered, It may be revealed that goods not ordered
are sent or that the quantities received are contrary to
what were ordered. And these cannot be deduced from the
invoices. In short, the supervisor should use the purchase
order to check with the invoices and then either may be used
to check the goods.

-7 -
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e g To the extent that purchase orders are to be used

R in checking the goods received and for a variety of other

~ burposes, the form must be complete as to the quantity

. ordered goods description and prices. This will save a great
deal of burdensome clerical work later., The purchas: orders
should preferably Le standardised as to the address-heads
and other common informstion. At present the supervisor of
the 'Malay Handicraft Centre' has to write her address for

~ every order placed. This duplication of effort will be

~ avoided with the pre-printing of the information.

In the design of an order form for the stores it
must be kept in mind that the stores handle standardised
items as well as cater to individual tastes, OShould the
latter be necessary then there must be adequate grace for
‘the illustpation, One would have thought that the
illustrated form used by the 'Puspamara Sales Centre' would
suffice. But it suffers from the following deficiencles:-

(a) The bach of a preprinted order number,
These forms should be serially numoered
80 that eontrol over its usage can be
effected easily.

(b) The order forms are not bound. The
loose sheets enables practically
anyone to have aceess to them and
missing form are not traceable as they
are not pre-numbered. E

These two defects encourage an unserapulous person
to use the forms to place orders and retain the goods
without authorisation. Such a situation would come to
light onlydﬁhonvthc creditor takes measures to enforce
payment but then it wil;'59't&OElttg‘far’Puoptn:ra authorities

to act, e

It is believed thgtvshh following form design is
suitable for the purposes of all 'Puspamara Stores' but here

-2 -



it will be specific for the *'Malay Randicraft Centre'.

- Number:04518
MALAY HANDICRAFT CENTRE
9 JALAN MOUNTBATTEN
KUALA LUMPUR,
TOlOPhODO NOot sovesne
Date! sessccssossecs
Sheosesesnsesssassesrnee
Sesevsssncscsssscsnsoeonse
locooo&oo.oooooooooooooo
Sir/Madam,

Please supply us with the following items not
later than sevssssssssannenssesy transportation charges being
borne by buyer/seller,

Code No. Description Quantity Price/Unit Total

- For supplior's use?

Dear Madam,

We acknowledge receipt of offer No,04518 and we
are ablc/unablo to fulfil the order by the requested date.

- - e e

S0 far we have been disensaimzthe act of buying by
the individual store supervisors. Tho‘éiacnaoion is under
the assumption that this dcc.atrlliaod plrchaling system is
preferable to a more centralised system, for example,
purchasing by Management., The problem boils down as to which
system best satisfies the following purchasing objectives:

5The suppliers elatively unsophisticated
in maragement and lack proper systems thus necessitating
this section for the convenience of Puspamara iteelf.

- " .




(a) To maintain continuity of supply to
support selling.

B {b) To do so with the minimum investment in
' goods consistent with safety and
e economic advantage.

(¢) To avoid waste and obsolescence

(d) To proecure goods at the lowest cost

consistent with the quality and service.’

If management were t6 undertake the purchasing
function on behalf of the stores it will mean a possible
reduction in product costs through the combination of
individual store requirements inte large orders to obtain
discounts, Further savings could be effeeted in procurement
costs, particularly in such areas as travelling expenses and
other administrative expenses like stamps, and correspondence
supplies, However, the decentralised purchasing procedure
8till suits the stores best, The stores are situated in

different arcas and this makes it difficult for management
to eanriiqsto the requirements of the various stores, It
is difficult for management to adjust the central buying
to the needs of the stores, Buying and selling are so
tlosely related to the individual store that it is a
responsibility best suited to the individual store supervieors.
- Furthermore, it is doubtful whether the resulting economics
in Central purchasing are enough to compensate for the
expenses arising from the ensuing correspondence or
communications between Management and the stores. The
decentralised purchasing system should be maintained,

7aq§tod from Stuart F. Heinrita:
Prip - ~ ons" Prentice Hall New

‘7!;.-



To have too much in stock of merchandise is to
have capital tied up unnecessarily and to be making bad use
of it, to be out of stock is to lose opportunities to make
profitable sales and build goodwill while actually driving
potential customers into the arms of competitors, Purchasing
is therefore a vital area. Good buying consists of stocking
what customers want. In 'Puspamara' stores, the unit stoek
card system and the monthly sales report and the 'out~-of-
stock' books aid in the purchasing program, It may be
risky to obtain all supplies from a few sources as the stores
may thQ? become too dependent on the suppliers, But it pays
to be a good customer of the suppliers because through
frequent dealings both suppliers and buyers have agreed to
many important things. that ease purchasing, The use of
similar code numbers and agreed prices are some examples.
The purchasing procedure would be much simplified with the
adoption of preprintec forms that contain all the ne cessary
details, Through the use of multiple purchase orders much
¢lerieal work is avoided with regards to the ordering,
receiving, recording and paying for the goods. The goods
should still be purchased by the respective store supervisors
as this decentralised system hest suits the needs of the stpres.



CHAPTSR VI
HERCHANDISE CONTROL

The necessity of carrying Merchandise inventory
is reparded by all retailers as an e¢vil necessity. The
uncertainty of the promptness of delivery by supplier and
the uncertainty of customer demand makes it imperative for
retailers to hold merchandise inventory as a buffer between
receipt of merchandise and the sale of such items. The
storage of inventories represents the choice of two
‘alternatives - the forfeiture of potential sales revenue or
the incurrment of costs arising from keepingthe goods in
stock with the hope that the resulting profit would more than
compensate the costs of carrying. By inventory, the writer
means the multifarious types of finished goods handled by
'"Puspamara' stores,

It would be helpful to examine the more significant
costs involved in inventory decisions as these will be
referred to continually later. There are two distinct types
of costs - one set which calls for larger orders and thus
increase holding of stock and the other set which discourages
such stock accumulation, The former costs are:

(a) stock-out costs: A stock-out occurs
when goods requested by customers are
not available, The term signifies the
condition of being out-of-stock, and
there are two variants of this cost,
The most immediate effect will, of course,
be the loss of profit on sales if as a
result of the stock-out, the customer
buys elsewhere, The customer who has
found are or more out-of-stock situations
in a store will become less likely to
return for other purkhases, There is
thus also a loss of é&urc sales which

6. -



might have been made. Furthermore,
there may result a turnishing of the
'pood=will' of the store and this may
have adverse repercussions on other
potential customers. The other
variant of this cost arises when an
emergency order is placed. In this
case the sales will not be lost.
However, as a result of the 'rushed-
order' there will be additional costs
of handling and transport.

(b) The purchasing process, from the
initiation of a request to the payment
of the invoice, involves clerical and
administrative cost. The cost of placing
an order for a small quantity tends to
be very similar as for a large order.
The pér-unit order costs tend to decline
as order size increases,

(e) Delivered cost per unit: In the same
manner, the handling cost per unit of
inventory purchased tends to decrease
with larger orders. For example, there
may be economies in freight and quantity
discounts.

Against such considerations are the opposing factors

which discourage larger orders and consequent accumulation

of stock., The possession of inventory ties up working
capital, A business prospers or not in terms of the return
that can be earned on capital invested in the business. Thus
if the retailer's capital is invested in inventory it expects
the latter to earn a certain return. The opportunity cost
of carrying the unsold merchandise is the interest revenue
foregone, were the capital tied up invested elsewhere. The
larger the inventory in stoek, the greater will be this



financing costs., For example, the oppertunity cost of
garrying an average inventory of ninety two thousand one

hundred and seventy five dollars for 1967 by the 'Malay

Handieraft Centre' was about $5,3 32/}

Then there are the Carrying cost - costs of
insuring the merchandise against pilferage and fire;
deterioration and obsolescence., All these tend to increase
as average inventory levels rise. For example, the carrying
cost of the 'Malay Handieraft Centre' for 1967 is as follows:

Insurance apgainst Fire and Bulgary § 734.50
Allowance for obsolescence and
deterioration 1% of average
inventory 921,75
$1656,25 per
e 9 INIUM

A third category of costs are those involved in
providing the storage, the supervision and the protection
necessary. The nature of the merchandise dealt in entails
that they be protected from rain and sum and other elements
of the weather and unauthorised withdrawals. Special
compartments, cabinets and shelves are necessary to store the
silverware, Batek end Handicrafts, The wmost evident cost,

apart from the fixing of the fixtures is the rental cost.

For example, the monthly rent of 'Malay Handicraft Centre'
is $500/= and it is estimated that the storage area occupies
1/5 of the building and this means about $100/= per month
is allotable to storage cost.

Inventory control or more accurately in this case,
merchandise control refers to the ‘procedure of properly
b:hncing these two sets of factors i.e. to select the
inventory level that minimises total long-sum costs,

Lﬂainz 6% per annum as the working interest
rate. , . o

- 78 %



This dilemma is 41llustrated graphically below.
DIACRAM 13

CRAPHICAL PRESENTATION OF IRVANTORY
MANAGIMENT COAL

C°ST
300
200

|06

—_— QUANT\T 7

OP represents that guantity of a particular line of
merchandise whiéh minimises total annual expense and it is
the task of management to achieve this optimism level by
proper inventory control. In other words the problem of
management and the supervisors is how to stock that amount
of goods adequate to meet sales demand at the least possible
expenses of carrying, (which is about $682,00 per wonth for
the 'Malay Handicraft Centre')? This is the first phase of

2btorngo $ 100
Insurance 61,20
Deterioration and

obsolescence 7700

Financing _ s gg!:&g



. merchandise control - the concern with the physical movement

of goods and the maintenance of the stock at the desired

level, The objective is balanced stock, not merely small
‘stock-consistent with sales demand, The first phase of

- merchandise control is therefore to maintain the right

stocks in the right quantities and at the right time and price.

The second phase of merchandise control is the
proper recording and reporting of merchandise from receipt
until sold to customers - accounting comntrol. Proper -
operating management of merchandise is futile unless proper
and accurate accounts of the movements of the goods are kept
and internal control meansures undertaken to deter or detect
unauthorised movements., The management of merchandise
presupposes a knowledge of the facts,and availability of
the facts requires adequate inventory records and reports.
It can be seen therefore that operating and accounting control
of merchandise are inter-related and complementary.

' Before examining the tools of accounting control
we will first examine the inventory situation of the
'Puspamara’ stores., At present, there is no predeternined
merchandise policies, There is thus no standard for the
stores supervisors-cum-purchaser to work against., While the
activities of buying and selling are best done by the same
person it is contrary to customary practice of allowing
these activities to be executed without limitations. This
definiency is most blatant in the 'Malay Handicraft Centre'

'i and the Kuala Lumpur '"Puspamara Sales Centre'. The problem

is not so severe in thé other stores for the General Manager
actually regulates their stock levels. ;
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The imnt.or; situation of the two stores are
portrayed by the tables above. The "inventory Turnover ratio'

W; is an indicatory of the speed in which

the merchandise moves from seller to customer or the number
of times the average stock is sold during a period of time.
The greater the rate of turnover the smaller is the amount of
investuent necessary for a given volume of business and

- 8l -



consequently the higher is the rate of return on invested

~ capital. In@;ectly, a low turnover ratio also points to an
unsatisfactory inventory situation or general over-investment.
The inventory turnover ratios 3£fthe 'Malay Handicraft Centre'
for one—theusand nine hundred and sixty five years, 1966 and
1967 are 1.12, 1.4 and 1.2 respectively. Unfortunately,

 similar turnover ratios of similar stores are not available,
therefore a decision as to the adequacy of these ratios must
be made by comparing them with those of the 'Puspamara Sales
Centre'., The inventory turnover ratios of the latter centre
are 1.4 and 2,0 for 1966 and 1967 respectively.3

This comparison shows that the "Puspamara Sales
Centre' has a comparitively higher turnover ratio. It is
beneficial to have a higher turnover ratio for this means
that the sales centre is utilising more efficiently its
capital investment. The average inventory value for three
years of 'Malay Handicraft Centre' was $95,020/« and for the
'"Puspamara Sales Centre' was about $97,960/-. The average
investment in merchandise is thus about the same but the
latter store has been able to secure a higher sales volume,
This is an 'eye-opener' to the possibility of improving the
stock control position of the 'Malay Handicraft Centre'. We
shall see whether this conclusion is justified, and if so,
what are the specific items that need such attention.

L

Unfortunately, cost of sales for the major categories
of merchandise are not available, so we will have to evaluate
the turnover ratios of the major categpries by using retail

ey (iVerage Invcn%ory at retail)

3rhe Ending Inventory value of 1965 is

$98, 526,50

J"196"/ 'Puspamara Sales Centre' $262,759.91
Malay Handicraft Centre 151,981.20



TABLE 5

' ANDI ENTRE'
4 id\l@n’uﬂn TRNWER  pATLO mm.: Sts
e S o AV "RAGE TURNOVER
ITEM SALES INVENTORY AT RETAIL RATIO
_ Silverware $39 ,068 .68 ‘ 59’ 360 1.5
" Batek 27,760.40 17,680 1.6
Handierafts | 24,711.47 17,130 1.4
Maratex 10,461.00 25,670 : Ok
TABLE 6
PUSPAMARA SALES CENTRE
NVEM o T RNOIER T  AVALYSLS
1TEM SALES, AVL'RAQE TURNOVER
INVENTORY AT RETAIL RATIO
Silverware | $88,265,88 $ 62,079 1.4
Batek 104,785 28,440 3.7
Handicrafts 26.529.6‘ ‘ 17|51° 1.5
Maratex 39,690 19,640 2

A comparison of the turnover ratios of the two
stores by categories pinpoints the over-stocking of 'Maratex'
and 'Batek' in the 'Malay Handicraft Cetfire' as the main
cause of the lower turnover ratio of the Centre., The
'Maratex' ending inventory value of the 'Puspamara Sales
Centre' in 1967 was about $19,640/« at retail and the sales
for the sameperiod was about $39,690, compared with the
"Malay Handicraft Centrés' figures of about $25,670 and
$10,461 respeetively., There is no plausible reason why the
'Puspamara Sales Centre' should have a 'Maratex' Turnover
ratio of about 2 compared to O.4 of the "Malay Handicraft
Centre' except that there is a considerable overinvestment
in this line of pgoods in the latter store. Similarly, the
comparative 'Batek' turnover ratios show that the 'Puspamara
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Jales Centre' has more satisfactory control. This confirms
the earlier conclusion that the '"Malay Handicraft Centre' cién
Profit greatly by paying more attention to inventory control
especially the 'Maratex' and 'Batek' items.

The number of days sales in average inventory is
also an indicator of the inventory situatioh.5 The number
of days sale in inventory for thg Malay Handicraft centre for
the years onn—themmnaﬂ—n&aQ—haaircd—aad—siaty—tixa-;oars.
1966 and 1967 are 253, 222 and 257 days respectively. On
an average basis it requires about 4/5 of the number of days
operations before an item of each category of merchandise
is sold, Similar figure for the 'Puspamara Sales Centre' is
about 150 days. This throws light on the comparatively
higher annual sales turnover and not profitability of the
'"Puspamara Sales Centre.' This is the situation with respect
to the comparison between the two stores but on a general
basis there is room for improvement in the inventory
management., For an item to remain in stock for even 150 days
before it is sold is a long time and in which much of the
carrying costs mentioned earlier would have been incurred.
Comparatively lower turnover ratios for silverware, Maratex
and handicraft items can be accepted without much risks
because 'fashion' is not the order of the day. The same
cannot be said of 'Batek'. Here colour and design are the
main considerations and customer tastes change with time.
It is this item which requires promotional attention combined
with purchasing and stocking control so that the turnover
ratio can be raised and the average time the item remains in
stock reduced. The consequence of negleet will be over-ctcck
costs.

Proper inventory management must be plarmed and
directed, And some of the prerequisites for successful
accounting control are proper classification and identification
of inventories and adequate rocords.

!nvontory turnover InVentory Turnover




The major categories of merchandise handled by
'Puspamara' as mentioned before, are 'silverware', 'Batek',

1 "Rludicntts' and "Maratex' (Thai silk and songket). Within

each major classification there is further differentiation.
The individual stores has its own system of identifying the

| ‘itcaa and the classification system of the 'Malay Handicraft

Centre’ will only be examined,

The prineiple applied in the classification appears
to be a combination of the alpha-numerical group classification
system., To each of the major categories of merchandise
is assigned an alphabet - R for Batek and lharatex; A for
Handicrafts; K for silverware. Numbers are assigned to the
different items in the major.line, For Batek and Maratex
the range is from Rl to R198, Theoretically, therefore, the
classification should be welledefined in group, say Rl - R100
for Batek and R101l to R198 for Maratex; K1 to K20 for broches
and K21 to K50 for earrings and so on, Such a systew of
classification minimises the likelihood of duplication and
difficulty of identification, It 45 also unambiguous and
sasy to learn and handle, However, there are breaches of
this orderliness in practice here. In the silverware
classification, for example, K3 590 is the code number for
cigarette cases and one would assume that cigarette tins
would be K8 ,,,...s. Dut it is coded as Ms 433. In the
Handicraft lire handbags are classified under AC..ceese
but paintings are identified by different alphabets - YA,
and calendars are under MC....ss+ Even within the Batek and
Maratex lines there is no definite division, The nuubers
from 1 to 198 can either be Batek or Maratex items - one new
to the job will thus find considerable difficulty in learning
the system., Such disorderliness tends to induce the
occurrence of mistakes in recording the stock eards.6

6Tho frequent deviations of Book and physical
values (see stock as at 31,12,67) revealed by inventory taking
are caused principally by the incorrect record of the code
numbers ¢f the daily sales or the inaccurate up-dating of the
stock-cards, Sales of one item are recorded as another,

- 85 .



Incorrect and out-of-date stock cards are worse than useless.
They are dangerous because these cards may be used by the
supervisors for selling and purchasing decision-making,

The design of the stock-cards has already been
ulunrated earlier and there is only one further peint which
neads mentioning about the design. The indivédual stock cards
are not serially numbered. Each card should have a serial
humber of its own apart from the stock code number. This is
to insure that every card is accounted for and that none is
missing. The accounting process involving the recording of
the stocks is illustrated below.
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There are two typés of stock control systems, the
unit and dollar systems. _The unit system gives specific
information relative to physical characteristics of
merchandise i.e, the number of units on hand and the other
information. This system reveals what merchandise are
'runners' and 'slcepers' and thus aids in the reduction of
the unprofitable items, It also shows the proper level to
buy merchandise and the quantity of stock on hand without
taking a physical inventory. Apart from the advantages
provided by the unit system of stoek control for, purchasing,
the system is also useful in aiding selling,

In this field, it shows the age condition of the
stock, thereby drawing attention to the items which need
special pushing. It also minimises the number of 'out-of=-
stock! situations as this danger point is revealed by the
daily up-dating of the cards., Furthermore, the unit stock
cards saves time for the customer by ;iving'preeiso
information on particular items in stock without the necessity
of locaung these hmu in the st.ock itself,

The perpetual unit stnqk-gnrd system of the
'"Puspamara'’ stores is thus the key and heart of inventory
céntrol., It is this record that established accountability,
provides cost data, $sgnals the need to reforder and provides
the information to aid in instituting selling policies,

The other stock card system, the dollar system
involves the maintenance of records in dollar value. It is
to the credit of the designer of the 'Puspamara' stock card
system that by the simple addition of the cost and selling
prices of the item on each stock card (each in different
colowme) the information mentioned above are also available
in dollar vglues if and when required. The information
provided by the stock cards of the 'Puspamara' stores are
summarised below. gl

(a) The Quantity on hand; the dollar value.

o3



(b) The unit cost

(¢) The selling price

(d) The saleability of the item (This
¢an be estimated by checking the
dates between sales).

(e) The purchase order quantity.

~ (Similarly by checking the quantity
received columns, the usual order
quantity can be estimated).

(f) The age of the stocks (By comparing the
dates of acquisition and review).

(g) The dollar value of the inventory at
any particular time,

We see therefore that the supervisor-cun-purchaser
has access to all the relevant information related to
operating merchandise control, It is, however, the proper
use of these information that constitutes control. The
supervisors of the stores do make use of the stock cards in
planning their merchandise strategy but they do not have
standard bases on which to frame their decisions, For time
and quantity of order they depend more on their experience
than anything else, This is not satisfactory as control
implies working within a predetermined standard, It is in
the establishuent of standards that management can play a
more effective role than at present.

A small measure in this direction has already
been taken with the requirement of the supervisors to give
cbpies of every purchases made., But this is control after
the fact, The rneed for merchandise control arises before
the merchandise comes into the store. There are a number
of tools of preventive control and these include the
maximum and minimum system and inventory wodels for major
items,



The maximum level 4f inventory represents the
upper limit beyond which the inventory value of the store

should not exceed.

which the inventory value should not go.
represent the compromise attempt at storing too much and

too little.

The lower limit is the level below
These two levels

Which category of the inventory should management
and the supervisors pay more attention to is therefore
It is recognised that not all of the items

important.

require equal attention,

importance of the inventory is the ABC approach,

One way of making the relative

Generally

it is found that a major category of inventory accounts for
a relatively large proportion of the sales volume and on
this basis, the inventory of the two stores are analysed

below.
JABLE 7
Y HA CE
1967 : 3
ABEC cLasstited TN oF NIEN TRy
ITEM INVENTORY % of Inv.| % of |Cumulative| Rank-

1967 , value sales ; ing
Silverware | $ 49,352.60 { 46,32 59 59 A
Batek - 19,206.10 ' 18,03 | 18.3 77.3 B
Handicrafts 19.6“5.22 ! 1‘.5 1603 9306 C
Maratex 18,291.85 [ 17.2 L 7 100.6 A

$106,496 i

SemewensuTIEn
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Be (LBSIFATon oF (NVENTORY

ITEM INVENTORY Cu-u;ativo Rank
sales
Bat ek $ 18,435.65| 18.7 39.86 39.9 A
3ilverware L1,652.84| 42,2 33.5 734 B
Handicrafts 120770 . 50 12,9 10.1 98 o 6 C
$88,041.52
l IR AR ESET R IR

From the two tables we gather that 'silverware'
accounts for more than half of the sales of the 'Malay
Handicraft Centre' and about one third of the sales of the
'Puspamara Jales Centre'. It is justified in classifying
this category as the 'A' Category in the 'Malay Handicraft
Centre' as it accounts for about 59# of the total sales,
t3ilverware' is ranked as 'B' in the 'Puspamara Sales Centre'
for on a comparative basis 'Batek' is more important as
the latter is responsible for about 40% of the sales, On
the same basis 'Batek' is the 'B' category in the 'Malay
Handicrafts Centre', Handicraft is marked as the 'C' group
as it accounts for only a small propertion of the sales of
the two stores,

However, at times it may not be workable to
classify inventories on the basis of sales contribution alone,
and this is evidenced by the 'Maratex' group. On a sales
contribution basis 'Maratex' belongs to the 'C' category as
it acecounts for about 15,1% and 7% of the sales of the
'Puspamara Jales Centre' and the 'Malay Handicraft Centre'
respectively. It needs reclassification because &f its
high per unit value, For example, in the 'Puspamara Sales
Centre' 364 items of 'Maratex' are valued at $6,802/- while
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thirty one thousand five hundred and sixty eight items of
'Hondicrafts' are only worth $2,876/-. On a percentage
basis the comparative figures are 3,7% and 31.5%. Therefore
'"Maratex'! reed more attention than Handicrafts do. The

same picture applies to the 'Malay Handicraft Centre'. This
is why 'Maratex' is reclassified as an 'A' category,

After pranking the importance of the different
categories of thé inventory. The next area is to develop
an inventory model for the store, A 'replenishment system'
is appropriate for the 'Puspamara' stores. The 'replenishment
system' differs from the 'regorder point system' in that
inventory costs are not considered explicity and there is no
fixed regorder quantity, All that the supervisor needs to
do is to review the stock-levels at fixed periodic intervals.
If there has been any sales since the last review an order
is placed. The amount to be ordered is equal to the amount
the 'replenishment level' exceeds the actual inventory level
at the time of the review,

The replenishment level 1s'd§torminod by the formula

M = B +%% (L +R)

where M <« replenishment level L « lead time
B < Buffer ®d - average daily sales
R « time between reviews

‘The reforder quantity is determined by the formula
R = M1
where I <« 4inventory on hard at times of review
® - quantity to order,!
" Let us take 'Basket Nest' as an example to
illustrate the procedure of this éyatcu.

B =_ 10 unts \ . R = 10 days
Sd = .1 unit per day L = 2 weeks

7Joat hflnch;; and 7 est Koenigsberg '
Py* Prentice RE:? Ine. lcu’dorazy i&é’

page 25.
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The replenishment level for 'Basket Nest' is
therefore
M = 10+ 1 (14 + 10)
= 34 units. '

Every ten days the supervisor checks this stock
card and if the units on hand are 20 then she will reorder
g = 34 -20
= 14 units

She need not pay the same intention to all the items;
emphasis should be on those items with greater sales
potontiafgand profit contribution potential and those that
require strict inventory control i.e. Maratex, Silverware
and Batek items. The replenishment level is thus directed
at keeping inventory at the minimum level consistent with
maintaining protection against stock-outs and excess
inventory.

The proper management of inventory as to level
and composition is an important retailing task. There
are possibilities of significant cost reductions in
maintaining a balanced inventory. Too much inventory is
relation to sales potential ties up the capital of the store
whilst too little inventory sacrifices sales and net profit
potential., There are various tools of operating and
accounting control. Management should play a more positive
and effective mofe than at present and this it can do by
setting standards for the supervisors to shoot at. A more
scientific method is preferable to the 'rule of the thumb'
practice of the supervisors with regards to order quantity
and times to order. DMNore analysis should be made to
determine the applicability of the 'replenishment level
system' for the stores. The supervisors should divide her
attention according to the importance of the items of
inventory in generating sales potential and those that are
slow moving. From the elementary analysis it has been found
that there is considerable over-stocking of 'Maratex' and
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'Batek' in the 'Malay Handicraft Centre' and this situation
deserves present and future attention. As to accounting

eontrol, measures t be instit ‘to reclassify and

~ identify the items. e systematic coding system

~ 1is necessary, This will result in more accurate stock-cards

~and thus more dependable bases upon which the supervisors
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SHAPZR VLI
ATDITIE

One charscteristic that distinguishes 'Puspanara’
from stores of similar scale of operations is its retention
of internal emditing services on & continuous basis and
external euditing on a periodic basis. All stores would
covert such professionsl services had the costs involved
been within their means. Puspamers would have belonged to
this underprivileged group but for its association with MARA,
The Internal audit Department provides the contimuous sppraisal
of the store's accounting systems while judgement on the
fairness of the finencial statements is the responsibility
of VHAROM'Y In this chepter more interest will be devoted
to the internal smditing services,

An andit might briefly be said to consist of en

- exsmination of the books, documents and other recoxds of an
organisation in order to satisfy their sccuracy and that of
the accounts prepared from them, In the course of this
examination due regerd is also given %o the prevention and

if necessary degcciion of errors snd freud. Internal auditing,
& branch of suditing is the continuous sudit underteken by

the Audit Division end serves both memegerisl end accounting
natiers. On accommting matters, the main objective is to
assure menagementy that the internal checks smd the accounting
system sre effective in design snd operetions end yhother they
are economicel. It is the appraisal activity that reviews

the financiel accounting and other operations as a basis for

~ preventive and constructive service to m-eat.' It is a
type of control which funotions by reeasuring end evaluating
the effectiveness of other types of contrel,

tands for Hanafi Rasl end
Mohannmed. . The c:tun: euditors. ™ ca ¥

2)s defined by the *Institute of Internal
Auditor' from J, Brooks Hecbert, and Jemes D. Wilsen "Controller-

ship" Roneld Press Compamy, New York 1952. page 517.
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Independence _1. basie to the effectiveness of the
internsl euditing function. This independence has two major
aspectes-

1. The head of the internal suditing function
must be mede responsible to an officer of
sufficient rank so that its recommendations
vill find adequate consideration =nd action.

2. The internal auditors should not have any line
respbnsibilities related to the operations of
any it to be sudited.

This prerequisite of independence satisfactorily
Sxistes with regards to the Auditing function in MARA, The
fact that the Auditing function is e depertment’ by itself
Bnouncesits importance and divorces it from the other
Operating Divisions of NARA, The Head of the Internal Audit
department is responsible to the chairmen end Directors of
MARA a8 all internal sudit reports ere submitted to them.

The procedure of reporting has two consequences~
ne favourable and the other unfavourable, The distribution
of internal reports to the Directors of the Divisions of MARA
tnsures suthoritative attention. Furthermore, this keeps all
the Directors of MARA well informed of the functioning of MARA's
8ctivities. Internal audit reports recommending chenges in
begic policy are discussed in this top-level meeting while
those recommending procedural changes ere secondary matters in
the Agenda, All resolutions are then conveyed by the Directors
Conceyrned to the sub-divisional heads in the Divisional meetings.
The adverse consequence of this is that persons most directly
involved with the changes in procedures are neglected and only
informed after the resolubations. ¥¢F other words, the resulte
&nd recommendations of the internsl auditors are not released
to the menagement of Puspemere., They ere initielly reported
to the Directors of MARA and the Director of the Division of

S ——-

*Refor to MARA Organdsationsl ehert. .. .
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Industry end commerce then expedite such recommendations
affer consulting them with the memagement at Divieionel
Heatings, The menagement receive no internsl suditing

- veporis .t all,

- Poliey changes deserve comsideration by the highest
euthorities, but it must be remembered that internal auddit
reports deal mostly with procedural changes and e&re services
Yo operating menagement, All the Directors deserve %o be
informed of poliecy changes but certainly not with changes
in operating procedures in the Accommting system of a sub-
diviedons The services of internal suditing will thus be
axploited best by allying 4t with the menagenent of the
ptoresy as they are empowered to institute chemnges in the
Accounting system. ‘

The internal suditors make irregular end wmennounced
visits to the stores, the frequency of which depends on the
suditing programs The progrem schedules the areas of the
- mecounting system to be sudited at ench case end on an
~ average basis the period betwecn each call is about three
months, For example, during the short time in which the
writer was atitached to the Audit Division, he had the fortune
of assinting the internal auditor to audit the following
areas in'Puspemera Sales Centre’i~

- 1. Stock-checking of the items displayed.
2+ Cash count of day's collections.
5+ Vouching of payments end purchsses.
- 4« Checking of ssles Analyeis book with
Seles Dockets,

, In the next auditing call other mress like Accowmts
Receivable and credit menagement oreditows and other -spects

of the Accounting system may be subject to review, The findings
ere then summarised in interior reports.
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The internal suditor, as mentioned earlier, is a
representative of top menagement. He evalustes the
efficiency of all operations and mekes suitable suggestions
for remedying eny weakmesses his enquiries may have revealed.
He is interested in seeing that a proper system of internal
check hes been instituted end followed, and that it keeps
abreast with the expamnsion of other chenges in the stores.
The internal auditor does not operate as an umpire who
decides what is right or wrong. His criticisms are always
constructive, This is the atitude that all persommel
concerned fail to understend. The store persommnel tends
to regard the activities of the auditor as a sort of a
police or detective searching to find faults with them.

Another misconception that needs dispelling is
that the internal suditor contradicts himself when he
eriticises the system that he had earlier suggested. It
must be remembered that once his suggestions have been
put into effect the resulting system is not his sany longer,
and he has free rein to criticise the instituted system in
the bight of mew circumsteances. At present the store
personnel are bewildered as to why the same person should
criticise his own recommendations. :

Perhaps there is a need for a formael course of
instruction smong the verious levels of personnel on
management and the services of the intermal auditor. Such
a naha.gelent education course should stress the functions
of the internal amditor and how he can serve menagement
better if he also act as a co-ordinator for management and
the various levels of personnel and operations. Such a
course may contribute much to enable proper appreciation
of the activities of the internal auditor.

(s
Internal control is ﬂl'rt one of the productive
tools of business, and the operations of this contrel should
&%%aq‘tc evaluetion and appraisal, The internal auditing s -
Adn arithmetie and accunting entry and efficiency in
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procedures ofThis is an important role for otherwise the
judgements based on these will be valueless or overly
expensive to management, A proper system of intermel
control should reduce the likelihood of fraud by meking
collusion between two or more persons necessary though
it does not entirely remove the possibility. The
internal auditing function is to deter or detect such
collusion, For the services of the internel aunditing

to be fully used the resultingmporis must be revepled
to management so that precticel recommendations can be
instituted without unneccessary delsy, When the operating
personnel of the stores treat the internal suditors as
focilitating tools rether then feult finding *policemen’
then the utility of the internal awuditing function would

have been fully spprecisted,
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The lopmﬁon of the decision-meking end operating
functions is offset to & great degree ly the accowmting system
which integrates management with the actusl operations by
¢he feed backing of historieal data, Conventional accounting
eoncentrates on the recording, processing snd reporting of
historiecel date for the emnuel finenciel statements. These
static descriptive models are not entirely adeguate for
decision meking purposes. A mensgement orientated account~
ing eystem must elso provide reguler internsl reports on
verious easpects of the business to menagement both on &
voutine besis end whenever eircumetences warrsnt such
informetion, The nature and content of such reporis mnd
how they enter the decision-meking process will be the main
concerns in this chapter,

: A veriety of regular reports ere prepered by the
asccounting staffs These includes

a) Credit sales report - by Month end year,

b) Cash sales report - by month and yeaxr

e) m«uam « by month and year

d) Miseellaneous reports - as the occesion arises,

“ach of the accountings systens of the 'Puspensra’
stores is designed such thet information or date for these
reports ere cesily obtainables The mechanics of how this
ig schieved will not be enguired into. The superviscrs of
the respective stores reccive copies of all reporis concern-
ing their stores while all originals ere sent o the
nanagement, . .

mw«tnnout-ng'
m::-mudbdm
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information to the users:

1 Comparative popularity of the differen

product lines by ereditors.

2, The periods in which eredit ssles sre more
frequent or the trend of eredit sales.

3. The totel of the monfhly or yearly eredit
' seles respectively inddcete the rigldity or
lexity of the credit extension poliay.
This report therefore answers meny questions
thet are of interest to minagement and the swpervisors.

Question: as 10 the adequacy snd desirebility of the evedit
policy, the periods in which to promote evailability of
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of eredit as aselling tool and the perticular category of
product in which to pay more or less attention to,as the
case may be with regards to seles on credit.

One chorscteristic of this report is ite genereli ty,
1% portreys the whole credit sales situnation at a cursory
exemination., And this is in accordamce with the requirements
of menagement by exceptior, Decision-mekers heve 1ittle
time %o spare for the insignificemt, Mensgement by exeeption,
however, necessitates @ more thorough report on the exceptional.
It is the tesk of decision-mekers to pin-point the problem
arees and the sccounting system to satisfy this need. How-
ever, such suxilliary end more importent reports from the
View-point of decision freging are available only upen
requests snd after some efforts., The decision-makers should
not conaider the *Credit Sales Report' complete by itself,
Decision should be made after requesting snd enslysing
more complete reports on specific probvlem areas. JFor
‘exsmple, further breskdown of the total *Batek' credit sales
into individual purcheses mey reveal the overwhelning
Occurences of small accounts snd the ageing of the debtors
. @ccounts may reveoal umsatisfactory eredit collections,

The *Cash B’lu' Angliysis reports, illustrated below
is similar to the 'Credit seles'report, smd the prineipal uses
are as 1) a basis for periodic comparison

~2) & basis for comperison with eredit scles ™

3) a basis for the estinated monthly cesh availsbity.
These information are also aveilable from the 'Sales Anslywis®.
report (illustrated below), snd this dupiicetion of efforts
should be avoideds Just becsuse the date is eesily sveileble
and such a report has dways been supplied routinely does not
Justify its continuence. Priority of need, cost snd velue
MboWMMthhtmo
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The monthly ‘Seles Analysis' report is the most
significent report as it is a general summery of the reports

nentioned earlier,

Illustration 13

MATAY HANDICRAFE ColTRS
- SALLS ANATYSIS
DLCMBR, 1967
ru‘m ﬂongkot Perak  Pertukangan LainZ |Juslah
Tangan
Cash Sales |$ 4126445/ 1001,75 |$10200.55|$1777.35 847,55 |$17153.85
Credit Sales - ;;8.?? %i.gg é,%? Z%%,%g
‘ I‘m o M ° . .
ErEzweeEITIER mEgEIesmroEIET ETEYXTER ESEIE ToEDEmEDES MRTIT SR XTSI

Total Cost of sales Gross

profit

Caah Sales
Credit Saleg

$17153 .85
741400

11945,86

5207.99
207,00

32933 1%




Information aveilable from the report includes

1. The comparative monthly sales by
produet lines.

2, The total cash and credit sales for
the month,

3+ The cost of sales.

4. The monthly gross profit.

5« The monthly expenses,

6+ The monthly net profit or loss.

This report is therefore very comprechensive and
~should be exiremely useful as & guide to problem areas.that

require further attention. Apart from these regular reports,
there are also reports available on & demend basis, These
~include reports on the inventory situstion, the smount of
debts outstending et eny period of time and the breskdown

of expenses into fixed and verieble elements for any tive
period,

| Prior to the exsmination of how these reports
ehter the decision-meking process it is necessary to define

whet decision-meking involves, The decision-malking process

is 2 complex one snd & sinplified breakdown of it recognises
the following elements:

Recognition of the needdr a deeision.
The determination of alternative courses
of metion,

Assenbly of relevant informetion,
Choice of an alternative,

Follow-up of the decision,

A decision involves & change from a less desirable
position to one which is more desirable, T his presupposes
that the menagement has & preconceived unotmth
desirable, The absence of any fomm of budgeting considerably
limite the exactness of this presumption end it relies, therefore
on the pest finaneisl statements and internmal reports as guides
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or stendards. The neced for a decision is recognised by
nenagement when there is an wnfavourable deviation from
the past situation, The ides of homeostasis helps 4o
deseribe the consequent resction. Blologically homeostasis
ummmy.auwnamunmuam
structure in the face of changing conditions, This idea
when incorporated into the decision-making process then
conmotes seme desired stendard of all the elements in a
business snd eny disturbvence of this structure immediately
points %o the nced for decisions wich will restore the
status quo. Accounting reports act as the stirulent in
the decision-making process by reporting the metusl events
vhieh ensble mamagement to Compare with preconceived fdees
of acceptability, |

Relevent information to Tacilitate menagerial
evelnation of sltexrnative courses of action is provided
by the progremmed and especdally non-programmed reports.
The routine monthly reports enablen menegement to alngle
out the exceptionsl while the non-programmed Report protide
depth of malysis., The accounting fwnction hes elso a role
w;wmmebinofmuMGmuuﬁnnt
these will involve the provimen of deta for inerementsl cost
anelysis end bresk-even point snalysis. At the present
time, the management of *Puspemera® 1s not sophisticated
Wuwnm-mm-m»mmwm
sccounting system is not orientated to fulfil this, The
effectiveness of the decisions $0 be made is reflected by

subsequent reports,

Puspamers mensgement shows & keen W to
the essentiality of programmed snd aon-programmed reports as
elds %o decisl on-making, Such reportd refleot the past and
present conditions and thus servep as basis for manegement
to chart a more desirable future course, The success or

e 10, -



inadeguscy of such efforts will 8gein be reflected by
accounting reports in time, A corellery of menagement's
concern with accounting reports as tools of menagenent

is that the accounting system of ‘Puspcmera’ stores is
adequately management-orientated in relation to its sige
of operationz, There 33”’-. however, awe short-comings which
frastraten any clain of perfection of the orientation of
the accounting system. This is the ¥ ok of seientific
analysis into the immediste future or budgeting,

It-honu'borom-dhymthatupﬂnm
very 1ittle or nothing 8t all hes been said of operating
plans. The obvious reason is that there 1s no formal
budgetting, Whatever plans mentioned earlier are goals
informally and erbltrarily conceived, The emphasis of
mangagement 1s on improvement - higher seles and sound
oporating costs. But the level or limit of attainable
Wtuuanummm
mopun-umsomnnme
mnmmmmmm.
mmtm,thutoptm
m»numumum:«um.
bﬂ:hmﬂamﬁnﬂuﬁﬁ:ummmum
analysis of past, present and future conditions as bases
muum-un.m”u«mm.mu
prefersble #o blind, forward shooting,
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CHAPTIR IX
LONCLUSION

The central issues throughout this study have been
the adequacy or otherwise of the internel control system
end the degree of the orientation of the Accounting Systems
of Puspemeras, The telk now is to give en opinion as to the
funetionality of th. mejor myess of the Accounting system
(which heve been examined separstely) as an integrated unit.
Throughout the discussion emd study it must be borme in mind
that the actual procedure must be related to the secale of
operations - that is one set of procedures may eppear simple
tut such simplicity will be totelly consistent with the
scele of operations involved.

The cost of maintaining records is innense snd
one of the ways of cutting down cost is the institution of
economical and efficient procedures thet sllow the sccurate
recording of transections, Menagementd's efforts would be
Tutile and remediel sctions misleading should they be besed
upon in-sccurete date, How far the internel control procedures
in Puspemera meet this standerd is in question.

As mentioned earlier, the pillars of reteiling ere
buying and selling at a profit. These two pillars form the
framework within which all elements in the accounting system
must fecilitate, Purchasing is sn important sctivity for
it is the stimulant for e chein of other ectivities, In the
first place, purchasing ianvolves the use of funds and internal
control end checke must ensure thet such incwrments of
liabilities eare loglitimate and t0 the best interests of the
stores, vhile it is the task of the Accounting elements to
record such tramsactions. By placing the responsibility for
bwinguqurdyhﬁonmummcnumetﬁo
stores in Group I, menagement has delegated sm importent
power, A more stringent form of control than the present
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submission of purchase orders is required, Allowing the
supervisors to incur and then ligquidate lisbilities is not

in eccordence with the principle of seperation of responsivilites.
Although this is offset to & certain degree by the Accounts
elerk/Book-keeper mainteining custody of the cheque-books,
invoices end related records it would be better if there
should be a central disbursing system whereby all debts

oF the seles centres sre settled by mensgement., This will
have two effects - 1t will bring to the immediste attention
ell purchasing sctivities to menagement; and muuu the
risks of freudulent practices.

Purchasing is a strategy for it invelves
contemplation of customer demand and scheduling to meel
customer tastes, A% present mansgement is far removed from
this sctivity, it being done solely by the supervisors.

Fortunately, the accounting system considersbly eids the

supervisors, The Perpetusl Inventory stock cerd system
is the most significents, The stock cards meinteined on unit

‘and dollaer basis provide the supervisors with informatiom

such as quentity on hand, frequency of sales end purchases

‘and age of the stock, Since the stock-cards plays such a
central role they deserve considerable attentiony, the most

pressing et present being 1) The seriesl numbering of the

Btock-cards and 2) to keep up-to-date the casting of the
cexds,

The out~of-stock book is of pamduv importenece
as tt 8cts only es & revelation that certein goods have not

‘been mvaileble, Nevertheless it serves the purpose of

bringing the attention of the supervisor to the needfor
immediate purchasing. |

| Inventory Control is slsoe directly related %o
Purchasing for control is required before the goods are
actually ordered, The stock-cards agein facilitate such
measures. But the present over-stocking of "MARATLX' gnd
'BATEK' in the 'Malay Handiereft Centre' does not give any
indication that the stock-cards have been utilised fully,
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Overstocking hes adverse effects thet culminate in higher
overheed costs. Finencing, storage and carrying costs are
direetly related to size of merchandise inventory. Therefore
it will be to ﬁaMtMﬁndﬁo-Mhhﬂwmb
balanced stocks,

The othsr pillar of reteiling is selling, Selling
is the motive for only through sales is profit acorued,
cm«pmmmmtummmmww
ceipts are fully accounted forxs The procedures for ecash
receipts in the 'Malay Handieraft Centre® is satisfectory
mmmemmumuﬂu'mpmmcmm'
if one of the salesgiris is designated as cashior with sole
euthority to use the Cash Register, The cash receipts
system of the "out-station' stares is far from satisfactory,
Because of the shortage of staff, the supervisors #here are
simulteneously the custodian of the cash and the keeper of
the records affecting the cash., Such a combination of
responsibilities makes no collusion necessary to perpetuate
fraud, ‘

The cash balauce of the 'Malay Handicrafis Centre?
is naintained on a 'Currvent Account! with & bank while the
cash balances of the other stores are pooled md effectively
utilised in the 'Maras Seles Centre Revolving FMund', Such a
distinetion 1is best explained by the fact that the 'lalay
Handicraft Centre' is treated as m independont uni$ having
its own set of Pinencing statements, But the mofit centre
approach is deemed only %o allow the proper determination of
profits end 1% need not be extended %o fhe usege of cash
balances. All stores are under one manegement and MARA;

. consequently all cesh belances should be considered @s under
Puspamare and not under eny individusl store,

cnat.unmmmmxu
its exploitetion requires skilful mensgement, e problem is
to balance the profit resulting from such seles with the
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prosperfof losses on deliquent accounts. To allow credit
only to officials and certain approved persons is side-
stepping the problem. A revision of the present credit
extension policy seems desirable - arrived at both liberating
it far privete individuels as well as Iightening cmixrol over
present privileged groups.

Accounts Receivable remaining as such are only elaims
against others., Collections bring in cash, All records rela-
ting to the status of debtors are well kept but the collection
rate is not so impressive. Part of the reason for this poor
Monhﬁcmtmhummv!lm«lm:m
and top-govermment officiels as debtors. The problem is not
therefore fear of delinguent accounts but late collections.

In short the internel control systems of 'Puspemera’
stores veries from one store to another but generelly those
of the stores in group I are more satisfactory than those in
group 1i%. There are rooms for the institution of more
efficient procedures but these should not worry management
unduly as these will be revealed by the internal auditing
geyvice when circumstanccs recommend it. The accounting
gystem is mansgementi orientated in as tarf”tt supplies internal
reports useful to management,

There can be no doubt of the velue of the internal
reports in calling attention to deficiences in the present
state of effedirs, and in motivating mansgement to devote
attention to the major issues, Management quite understendably
often devote entire attention 1o past data as they are most
readily accessible. This tendency to concentrate on the
lnowa rather than the unknown is not in itself bad. But
planning for the future deserves similar attention. This
lack of formal budgeting is e reXlection on the sophistication
of the management., The decision making process of memagement
swporés this contention, In Puspemers, the previous finencing

lsee Chapter 4 - Credit Sales end Contrel of
Debtors. Teble 2,
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statements represent the normel end sny deviations from them
etimilate decisions to rectify tho situation, Management
should free itself of this B‘uuﬁe tendency and advence
to tackle the immediate future so that all sctions snd
decisions can be concerted to hit st this established target,

Throughout the study, we have mentioned several
areas which distinguish Puspemara from its contemporaries.
In this finel chapter, only the major ones will be arrenged.
The most merked distinetion is the continous internal
euditing services enjoyed by Puspemeare stores. The costs
involved in maintaining & separate department of internel

suditors wuld be beyond the means of most stores operating
on the seme scale. @ such stores, some members of its staff
are usually designated as internal auditors for a period,

The erganisational structure of Puspamara slso
differs from other retailing units. Being & project of
aquasi-government organisation, the ultinate in control
end responsibility rests upon the Ministry of rural Develop-
mm'mmmuwmnwmpmmum
end the government end is thus open to the pressures similer
to those confronting MARA which are best summarised below.

Gnmt
Leonomy — n‘i‘ —  Soeeial
Bumiputra
Other Retailing units are, on the other hand,
more ebosrbed with profit-meking on & service basis %o

society and they are equally unperturbed ms to which section
of the society they serve,

In this study we have appraised the accowmting
systems of Puspamera stores, as well as exsmined in some
deteil the internel control procedures. Furthermore, major

'su MARA Orgemisation chart on page
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difforences between the operations emd policies of
Puspemers and other retailing unite heve also been high-
lighted. To & gremt extend therefore we have setisfied
the objectives of

1) Appraising the umﬁn‘ systems of
Puspenmera,

2) Appraising the m control system
of Puspemars,

3) Appreising mensgements use of accounting
reports

4) Comparing the activities of 'Puspemars’
vith stendard reteil practices.
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1,

3.

L

6.

Te

BREPSRENGES
Alen Piber The Independent Reteiler

Heinemann Iondon 1964.
Americen Institute of Certified Public Accountents

'Internal Control' 1949,

Chepin & Hessett "Credit end Collections 1
Erinciples end practice”

MeCrew Hill C
Incorporation 1960,

Delbert J, Duncan and Cherles F, Phillips
Retedling : Principles end Methods
Homewood, Illinois 1.D.
Irwin 1960,

Clare Wright Barker; Irs Dermis Anderson; J. Donald
Butterworth

Exineiples of Retedling

MeCraw Hill Book Company
Incorporation 1956,

Prancis Moore end Howerd Stettler

McCraw Hill Book Compeny
Incorporation 1956,

Homer A. Black snd John L, Chempion

Aecounting in Business Decisions: ZTheory,
licthod snd Uge.

Frentice Hall Incorporetion
1961,
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8.

9

10,

1l.

12,

13.

James Irooks Heckert snd Jeames D, Wilson
Comtrollership |
The Roneld Press Compeny,
New York 1952,
d.J.W, Neuner
Accounting Systems
Homewood R.D. Irwin
Incorporetion 1959.

J. Russell Dussmen

Retail Merchendising: Principles snd
Practice

Iittlefield, Adems end Company
Incorporation 1956.

Joseph Buchen and Frnest Koenigsberg

Sedentific Inventory Mevegemeny
Prentice Hall Incorporation 1963

Gibson end Hayres
Accounting in Smell Pusi ness Decisions
m"’""ﬁﬁ,’f‘““" Press
Articles &) Dorwin Certwright s Influence, Lesdership
2nd Control
b) Amited Etzioni s Organisstion control
structure

¢) Joseph L, Massie : Menagement Theoxy

in Handbook of Orgenisetions edited Ly Jemes A.
Merch,

Rend end Compeny
Chicago 1965, !
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14, MARA in brief Publications depertment MARA.

15, Stuert F, Heinritz Purchasing i W

Prentice Hall Inglewood Cliffs
New Jersey 1961,

16, Williem Springel “Reteil P-rsonnel Menagement
MeCraw Hi11 1951,
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1. Hajjah Che Minah binte Omer Kempong Penambang, Kote Bahru

2, Hajjeh Che Bidsh bt. Yem Kempong Pensmbeng, Kota Behru

9. Haji Idris bin Omer Kempong Pensmbeng, Kote Bahru

4. Haji Mohsmmed Shariff bin Omer Kempong Pemambeng, Kote Behru
BARANG2 TANDOKX

1. Mansur Long Batu 1 Jalen Pengkslan Chepe

2, Sha'ari Iong Jalen Pasir Puteh
HAIDICIAPTS ,\

1. Ghani Aweng Chabeng Tge, Melawi, Bachok
SILV RWARE

1. Mohd, Selleh & Sons Jalan Sultensh Zaina b.::::n

2+ Kelantan Malay Aris &
Crafts ' Jalen Sultan Ibrahim

S« Mahy Brothers Jalan Sultanah Zainab

4. Bumiputre Handicrafts Jalan Sultenah Zainab

5« Mohd, Abdullah Jalen Gajeh Mati

6+ Abdul Rahmen Chik Jelan lenggar

7« Wen Yunos Wan Ismail Kempong lsndong, Pasir Mas
IRENGGANU (SONGKET)

1, Yusoff Teibd Ksmpong Paloh Kote Bahru

2+ Hjs Mohd., Abdul Rehmen 254, Jelen losong

5+ Hjs Ngah bt. Taid Lorong Megat Husin

4+ Pusat Duta Mere Jalan Mepa Aher
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Malecca Cene t Hj, Adsm Yusoff,
9, Malay Street, Malacca,

Panden/lengkuang i Mohd., Hassen,
Betu 63 Lereh Tenjong Kling.

Eeng

Hepdicrgfts ¢ Perusahsan Kebengssen : 3,4 Jelen Goh

" 681 | Hoek Huat.

Singepure

Beptile Skin: 1) Ismeil Mehedi, 268, Besch Roed,
Singepore 7,

2) Perusehasn Gember Beteng Padi,
Abdul Agiz Ghani, 80, Java Roed,
Singepore 7.
3) Pepupeh'ean Anek Patong, Mels ysie
Amnie Chong, 40, John Idittle Building
- Singapore.

In sddition %0 these, there are about 84
suppliers of Batek bLoth in Trenggenmu and Kelantan,
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1965
$207,351

$‘|
$ 52,171

279,026

Capital Administration Fund $207,350.8,
Unappropriated profits 8

C t

Sundry creditors

1,704,.23
RIDA Administration Fund

ohets

Fixed Assets Accumulated
Land 96,700 - 6,700.00
Building 20,000 1,000 19,000.00
Furniture
gf;ixturol 691.71 82,71 609.00
ce

Equipment - :

TR TR eme S
lurrent Assets

Steck in trade (ni cost )

77,882.C1
(schedule A)
Provision for
obsolencence
Sundry debtors
& Prepayments

——l2be 52 775130449

2,414 (schedule B) 2,955.90
S deposits
schedule C) 122,50

Cash at hand and in bank

m— o
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Stock in trade (at cost)
3ilverware $ 41,971.92
Hmdicr&ft 8 6 P 710 o“
g::‘ltc.x 21,205,70
E)
s TR
ACHEgkg B
Date  Bill No. Name
8.11.65 = 1666 Deputy P.M. Dept., $ 1,185.90
28, 3.66 0035 Ministry of Ia;omtion .355.00
| $ 2,955.90
SCHEDULE C
Sundry deposits
Telephone ' ~ $ 17.50
Llectricity 80,00
Water '
$122,5
ZCHEDULE D
Acerued charges
General Expenses 71,00
Transport & Travelling 2h 14
Electricity & Water 38,80
Packinf.la erials 11,00
Engraving 5464
Postage & stamps 27.75
L

Telephone 594,90

Assessment %
$1,70L,
TITTITT ST my

-u‘u



MABAY HANDICRAFT CENTRE

PROFIT AND LOSS ACCOUNT

FOR PURIOD ENDING 315T DECEMBER 1966

- 1965
$141,870  Sales $ 163,519.20
Less cost of goods sold

72,862  Stock 1.1.66 $100,690.58

130,810  Purchases 98,048,772

203,672 $198,739.35
100,682  Stoeck 31.1.66 72,882,01 120,857.34
38,888 Gross profit § 42,661.86

tribut

15,579  Staff Salaries 17,491.42

2,676  Staff Bonuses 2,199.00

- Silver Polish 36.10

370 Packing Materials 340.30

1,382  Packing Boxes La231.45

§ 20,007 $21,298.27
Administration

305  Telephone 465,20

639  Postage & stamps 716.20

130  Fostages 196495

676 Transport & Travelling 777.55

38  Medical Expenses 304.85

332  Insurance 341.68

332 Blectricity & Water 431.25
1,020 Building Maintenance -

360  General 671.87
455  Depreciation 486,50
Financial -xpense

35  Bank 41,65

- . - - - - L



Brooch Kukri

Brooch Knin Flein large
Brooch Tiny

Brooch Suasa

Brooch Ivory Suasa
Brooch Filligree
Bzooch Plein Det
Brooch Kukri blade
Brooch Keleware
Brooch Keleware suasae
Brooch Chalong
Brooch Kris square
Brooch Chichak

Brooch Leyeng

Trooch Swallow
Brooch Bulan

Brooch Raya small
Brooch Horn Centre
Brooch Ladu

Brooch Five leaf
Brooch Delves

Brooch Bunges Raye
Brooch Horn medium
Brooch Fern leaf
Brooch Feather small
Brooch Orchid large
Brooch Kempong
Brooch Ivory fish small
Brooch Mermeid

Brooch Mgmen horn, small

Brooch Tiger
Brooch Blowpipe

- 120 -

Byrooch Star
Brooch Crocodile

Brooch Pishing boat
Brooech Fish, Ivery
Brooch Wayeng Dunlde
Brooch Siti Dewi
Brooch Stone

Brooch Kijang star
Brooch Filigree tree
Brooch Daisy, flat
Brooch Grape leaf
Brooch Fringe
Brooch Hexagon
Brooeh Ovel leaf
Brooch Leaf, round
Brooch Dahlia
Brooch Pepsye leaf
Brooch Fern leaf
Brooch Lotus

Brooeh Bachik
Brooch Tomato leaf
Brooch Cooketro, smell
Brooch Sireh

Brooch Whispering leaf
Brooch Lentern leaf
Brooch Peacock
Brooch Pelendok
Brooch Elephant
Brooch Rose

Brooch Butterfly
Brooch Anemone

Brooch Sayang Sundang



Erooch Mousedeer
Brooch Herring bone
Brooch Kelembe Rimeu
Brooeh Butir Keteret
Brooeh Kerambang
Brooch Ieresh Tempeng
Brooch Telipot
Brooch Bunge Manggis
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APPENDIX IV
PU3 3
BALANCE SHEET AS AT 315T DEGEMBER 1966
Fixed Assets

Furniture, Fittings and Equipment $ 18,280,42
at cost (Note 1)

Less provision for depreciation 1,417.53 ¢ 16,862,89
Gurrent Assets
Stock at cost (Note 2) $107,876.58

Debtors & Advances

(Note 3) 290959’#
Deposits & Repayments 78.
Cash at bank, in hand

in transit and in

short deposit 60,804 .95
Current Investments
' 3_!5,.1;5.31
Current Liabilities
Sundry creditors & Accrued
Expenses (Note 6) 4,338.37
Deposits Received 920,00
MARA rural % Industrial
Development Fund, current
accoun 23.795.02  79,053.39
- Mara Rural & Industrial «
Development Fund $160,000.00
Profit and Loss Appropriation
account 178,097,542



(NOTE 1) FIXED ASSETS AS AT 31ST DECEMBER 1066
Furniture & Fixtures At Cost ' Book Value

Depreciation
Kuala Lumpur $ 3,590.00 $ 179.50 $ 3,410.50
2,177.75 108,38 2,068.87
Jesselton 940.00 &7.00 893.00

% m 8.0%05’ ‘!02.53 7.6“8.&
E Im 3'27‘.012 6”.82 2.619.”

248,00 24,80 223420
$18,280.42 $ 1,417.53 $16,862.89

(NOTE 2) STOCK AS AT 31ST DECEMBER 1966

- Kuala Lumpur Penang Jesselton
“Storeroom  Showroom  Total 1108 110%

HM H 1.566.30 § 1,714,80 § 3,281,10 ‘8 666425 -

i & 96.05 %005 16208 s

Parang 2,489450 2,675.05 5,164.55 1,447.50 -
Egg Baskets  3,354.95 - 34354495 - ~

$ 7,410.75 § 4,485.90 $11,896.65 § 2,276.00

randan/
Hengkuang - 123.35 123.35 1,634.,55 -
Batek 12,052,.50 3,475.23 15,527.73 3,817.45 5,974.50

Songket 9,404,08  3,783.67 13,187.75 1,789.10 55410
Silverware 24,686.45 19,420.22 44,106.67  6,967.45 2,823.70

‘53.553.” '31.288.” m.m.n ‘15.”'0.” '8'“30”

?:og;’t 534553478  31,288.37 84,842.15 14,985.95 8,084.45
Grand total 10?.876.55

(NOTE 3) Debtors &
Advances

Showroom
debtors ) 7'7“.68

Sundry
debtors 21'518091

Iravelling
salesman 412,34  29,639.93
“Iaterest

5 iia‘ao*" . P R




(NOTE &) CasH
At Banle:
Bank Negara $22,245.98
mw m Lﬁ., PuJe m.&
In Hand: : '
Kuala Lumpur 3,623.45
In Transit:
' ~ Penang C1,242.70
Jesselton - 2,923.20
Short Deposits:
(wors 5) CURRENY TNVESTRNES
Fixed Deposits:

The Malayan Finance Corporation

maturing on 24th March 1967

$23,045.68

3,673.45

163,20
$30,884.95

42000,00
$60,884.95

$41,488.12



PUSPAMARA SALES CENTRE

PROFIT & LOSS STATEMENT 12,31,66

e R e e e e e e e e

Kuala Lumpur Penang Jesselton Total
mﬂ » . . . ] s ¢
Stock as 1.1.66  99,994.36 - 99,994,
Carriage Inwards 102,70 87.75 237.80 528.25
Tailoring Charges 2,232.,41 - - 2,2352.41
ingraving Rxpenses__1,630. - - 1,69,

$ 217,872,00 § 24,123,98 $10,857.62 $252.853.60

Less stock as

31,12.66 —0g842,05  14,085.95 8,048,435 107,876,050
Cost of goods
sold § 133,029.85 § 9,138.03 § 2,809,17 $144,977.05
Grose Profit 38,087.53 1,052,22 114,03 394253478
Less Selling &
Distribution ixpenses ;
Staff Salaries 2,304,86 3,055.64 - 54.360.50
Staff bonus 1.5%003 el - l'm.o’
Showroom kxpenses  1,233,00 75425 - 1.308.?.5
htu’hln "26.“ 23.60 - 90“
Rteonditimtnc 981.60 21.9 - 1.m3.55
Carriage outwards ___ 225,00 - - 225,09
$ 6,762.62 § 3,176.44 - 9,959.06
A
1,500,00 1,950,000 - 3,450,00
t.“ “&.28 2.73 - “7.01
Printing & 3““«!‘?,2.695.“0 58.20 - 2075’0&
Medieal 97.00 3305 - 130,05
353400 - - 33300
mom - - 5&010
- 110,00 - 110,00
- 630” - 630”
~1a236,85 133,68 42,00 1,117,353
6,804.,63 § 2,351.56 § 647,00 § 8,813.19
b2,64 - - b2.6h
Discounts sllowed __6,718,68 - - 6,718,68
e ﬁﬁ/‘ 19,938.57 § 5,528,000 § 647,00 § 25,513.37
Operat pro
losa 18,148,966 § (4,475.98) § 67.03 § 13,780,201
Add Interest on
Fixed on Fixed
Mto 2.3770& - - 2.’”.&
Miscellaneous
revenue e 2a979.50 197950
$  h,357.2 4,357.21
Net potMm $ 22.5“017 $ (“o“?’.”) 4 67.0’ 18.092.52




