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FOREVWGRD

The Industrial Develomment Centr» in Zaria has been established
by the joint effort of the former Govermment of Northern Nigeria and
the United States Agency for International Development (USAID) for
the developrent and pramotion of indigencus small manufacturing
industries, This is in recognition that small industries can contri=
bute substantially to the economic growth of Nigeria,

In my view, the needs for accelerating the development and pro=
motion of indigenous smsll industries in Nigeria have become mare
urgent than ever before, In order to effect modern amd efficlent
operations of the industiies, the managerial and technical skills of
the indigenous managers and supervisors must be up-graded, an effect=
ive financial cantrol will need to be adopted, and adequate and informe
ative marketing and sales adviscry services provided, Por some time
now, this Centre has embarked on a series of programmes designed to
render such assistance to the indigenous cmall manufacturing entere
prises, l!lir. R, P, Bruckart, an Indusirial Develomment Advisor of
the United States Agency for Internzticnal Development, has made a
contribution to this programme with this book describing modem
record-iceping systems applicable to small manufactufacturing enterprises
in Nigeria, The guidance the systems provide are pertinent and
needed, They are easy to understand and administer, Paper work has
been reduced to the minimum, Profit realized is easily ascertained
and figures for production cost analysis are readi’y obtainable,

This book wil)l serve as a useful companion to Mr, Bruckart's
earlier "Handbook of Management Principles for the smll shop” which
we have used extensively and successfully in management training
courses for the indigenous managers and supervisors of small industries
throughout the industrial areas of the six States of Northern Nigeria.

I belleve this publication will meet the record-keeping require-
ments of Nigerian entrepreneurs of small industries and therefore
I do not hesitate to commend it to them,

M, O. OYELOHUNNU

DIRECT(R,

INDUSTRIAL DEVELOFPMENT CENTRE,
ZARIA ,

19p
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PREFACE

Mare than a year s passed since management development
programs for small-scale imdustry in Northern Nigeria were begun
by the Industrial Development Centre in Zaria and the United
States Agency for International Development, The numerous manage=
ment trajining programs tlet have been presented by the Centre in
that time have provided an opportunity for extensive study of the
needs of indigenaus small industry.

First-ham observation has shown that striking opportunities
are available to lccal mrnagers of small industries for improving
thelr mamgenent through the wse of simple but effective records
of their enterprise affairs,

It is understandable why this should be so, for small imdustry
in Nigeria is typical of small enterprises in the earlier stages
of develomment in any industrially developing courtry, lMuch
experience is now aveilable on the fundamental methods those mamgers
have successfully employed to assure profitable operation of their
businesses, Effective record=keeping, we find, is one of these
fundanentais,

The basic record~keeping methods introduced in this book are,
therefore, similar to thoese that managers of small industries
thraughout the world have found useful, Local managers who adopt
such procedures can follow in the footsteps of their counterparts
in other developing cauntries, who have experienced and hive over=-
cane the same types of problems that local managers now face,

A successful achievement of better management in the small
industries of Nigeria should behefit not only the managers
of those industries but also their communities, which depend on
them for their sarvices and employment.

It is hoped that this book will make a small contribution to
that, effort,

Re Fo Bruckart
Zaria
May, 1968
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An Introduotion to Record Keeping in the
Small Interprise

‘THE UNIVERSAL NATURE OF THZ SMALL EMTIRPRISHE

Small enterorises in developing countrics are all very much alike,
They have characteristics that are highly similar, despite any signi-
ficant cultural or ethnic differences that may othervwise exist among
the countries in vhich they are found.

The operator of a small manufacturing business is a free-enter=
priser. He enjoys the éoncept of haﬁng the frecdom to opexcte his
own business and to enjoy tho profits therefrom=- and he is willing
to feoce the difficulties of trying to supnort himself on the return
from his efforts and initiatives In endeavoring to muke his business
e viable undertaking, tho manazer cneriences problems that will be
recognized by his counterpart in any other developing country. And
these problems are many,

For example, such a small-enterpriser has problens of capital--
vhich is inevitably in short supnly. He may have problems in
securing raw materials of the qurlity or quantity that he requires,
or can afford to buy. He experiences difficulties in selling his
products or servic:s. He has production problems, Ho has super-
visory probloms, He has problems of quality contrvl, Furthcrmore
his prices are frequently too high for economically-minded customers,
and he sometimes finds himself in the uncomfortabdle position of

having to bargain about the sales prices of his products.
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The need to negotiate prices in order to maintain a satisfaclory
oustomer reletionship is a potentially risky procedure for the small-
enterpriser, for frequently he keeps four if any records and megy have
only a sketohy idea of how well he is doing in his menagement. Is he
making a profit* Sometimes he is not sure, If he is meking & profit,
how gggg'is he waldng? This he frequently does not lmow, Could he do
better? And if 80, how? For the manager of the small enterprise these
quostions have a universal occurrence, no matter vhat the nature of the -
industry or what types of sorvices are beihg rendered,

The keeping of rocords in a systematic manner apwears off-hamd to
be a logical ansiier to many of these qu:stions, and is frequently
Proposed as a first step to solving othor reluted problems of small
business, Yet record-keeping does not inveriebly have as nuch anveal
to the small-business manazer as might bo imagined, and frequently he
does not keep records,

“HY RECORDS ARR MOT K.PT

Tho interested analyst finds various rensons vhy records are not
kept in small entarprise. Some of these are rather obvious: the
menager may have started his operation in such a small wvay that few
if any records then avpeared necessary, He mey think that they are
still unnecessary, even thouzh his operations have expanded mridely.
In other cases the Banager simply does not lmow how to set up
records or how to keep them when they erc esteblished, Furthermore,

in developing countries the small-entorpriser may have a limited
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literacy and must depend on others to perform this service, Somotimes
his son or some reliable assooiate will keep the accounts for him,

Aside from these easy-to-detact reasons for not keeping records,
one reason is occasionally obasrved that is more subtle, What it
amounts to is simply that the manager does not Want to have the facts
of his operation in a written form, The roﬁson for this feeling is
very real in his mind, but it constitutes a barrier to the adoption
of modern methods of managing his enterprise., The reason he does not
want to see his activitios rccorded is that he is unczrtein about who
might secure some information from these reco#ds that could be used
against his best interests,

No easy or immediate solution to this obstcole to better manage-
ment is in sight. But whatever his rcasons for not having records
may be, the monager must be convinced that benefits he realizses by
having thenm surpass the potential dangers orested when his "secrets"
are revealed to public off46izls or othor legitimately interested
ﬁersons. Somehow he hust be assured that the dangers of onen
operation are not so serious as he might imagine., Considoration of
the nature of a good record-keeping procedure end vhat must be done
to maintain it may assist in convincing him,

THE CHARACTFRISTICS OF A GOOD RECORD-KI2 PING PROCEDURE

Ono of tho difficulties experienced in assuring the small-enter

priser of the vnlue of good record-kooping is that he is unlikely to

understand the procedure used. Will it require muoh paper work?
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Will it be expensive to maintain? Does it roally have any uscfulness
to him? Unless he is assured of its value, he is inclined to be
skeptical. So an explanation of the nature of suitable records for
his use is in order.

A few of the important characteristics of a good record-keeping
procsdure are:

1. The rocords are as simple in design and operntion as the
nature of the processes the& are reporting will pormit, Rocords in'
the small enterprisc need not be complex, and in meny cases must not
be, if there i3 to be any hope that they will be meintained.

2. The records arc inexpensive to set up and meintain, To
establish any but an inexpensive rccord-ke:cping procedure in a small
business would be highly unrealistic. The smzll-enterpriser ccnnot
and will not support financially any complicated, oxponsive system,
Nor should he be asked to.

3+ Tho records provide pertinent infomation in a manner that is
readily understandable, Clarity is a basio requirement. The nced
to avoid'unncocssany detail, to oonc ntrate on useful information,
is another fundamcntal of a practical sct of records.

WHAT KUST BLE DO TO SET 1P SUCH RECORDS?
Now the manager may ask: How czn I set up a useful record-keeping

procedure? i/hat is required?
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A feow of the most besic requirements are noted below: These arc:

1. Rocords must be kept up-to-date daily and entries must be
acourate and complote. Incomplete or inaccurate records are a roal
dangor to tho manager, as he may bo misled into making decisions that
are as wrong as the figures on which they are based. This could be
& serious matter,

2. The manager must be interested in having all the critical
information about his operation. He should not fear that others will
learn his shop "secrets", TFew shops really have szcrots. Also, he
must have the cour#ge to face up to the facts that his records bring
to light, no matter what their nature,

3« The manager must provide a olerk or assistant who is able and
regularly aveilable to record all shop transaction, in cese he does
not do it himself. This job camot be done haphazardly.

L. Tho mancger must be willing and able to act on any information
a record-keening system wiil roveal. Records ocan voint the way towards
1mprovéd productivity and efficiency, but only if tho manager is in o
position to do what the rccords show he shold do will they be of
much use to him.

5o The informotion summaries provided by the rccords must be
compiled promptly, when they are still useful. The mansger benofits
little if vital informstion drawm from his records is several months
out-of-date, It should be aveilable soon enough so that he can act

promptly on eny unfavorable conditions the rccords reveal.
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The manager who is prepared to introduce a set of records ful-
filling these requirements will have taken an important step in up-
grading the operating efficiency of his business. The importance of
doing this should be, but is not always, understood.

WHY RECORDS ARE IMPORTANT

Although the small-enterprise manager will never experience the
highly complex and numerous record-keeping requirements of the large com-
pany, his operations are sometimes more complicated than is commonly real—.
ized. His small enterprise may frequently employ 10 to 15 workers
engaged in doing work on an average of eight to ten orders of varying
kinds. The scheduling of his work and the maintenance of a harmenious,
organized operation then becomes a more challenging task than is always
apparent, So the records are a necessity if the manager is to have
an organized approach to the handling of his affairs.

Sales, purchases, and all types of financial transactions are also
more numerous than can conveniently be handled without some semblence of
written records. In fact, details of the many things that happen
daily in a small shop are commonly too numerous for the small enterprise
manager to remember completely. He finds that facts too often tend to
8lip out of his mind, even under the best of conditions. The records
the shop keeps, therefore, aid the memory of the manager. They are his
tools of menagement, and are as important to his shop as the tools he

uses to process materials or to render services to his customers.
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In some casos, in foct, his records of shop operation may bo more
important to him then the hand tools his workers use, for if ho lccks
the menagement tools he nceds to kecp his busincss advencing properly,
he may have 1little use for the other toolas On thc other hand, if he
monages well by using his records for plaming ond guiding his opera-
tions, his enterorise should be capable of growth and he should enjoy
a prosperous ousiness,

THE XIMDS OF R7CORD3 THE MANAGFR SHOULD KI°P

The menager of the smell enterprise will need to consider vhet
kinds of records are most appropriato for his nceds, !Thet records
should be kopt? The nature of these, of course, veries with the work
dono, elthough certain basic records are comionly required by all
manufacturing or service onterprisos that opornts with effiociency and
do their businoss in an organized momer.

The first of those is a record of the da2ily finanoial trensactions
that occur. No mancger can afford to risk the loss of nongy through
unrecorded financic) zctivitics. So a careful record of his ssles,
purchuscs, rcccipts, oxpenditures, poyments of ront, taxes ond
utilitics, payrent of vwizges, ond 211 similer trenszetions is required
for good dpcration.

Monthly and annual summarics thon mey be prepared, to which the
monagor ney refer in meking vplens for future operaticnse

Thq second recquircd type of rccord is a production schedule that
can be uscd to systematize the memufneturing onerations of the entor-

prise. The manezer uscs this record to plan the work to be dono by
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his employees, thereby avolding wmnecessary deley, confusion and
misscd delivery datcse |

A £hirﬂ.fcnm of rccord provides information.on the quantity of
matericls and supolics the manager kecps on hend, In smell shops in:
developing countrics, matericls ere a major portion of the totel cost
of most febricated products, and morcover,‘imported high-quality
rov-materiels aro invariably very exponsive.

If such itcus are lost through carcloss hendiing, pilferago, poor
storage or through other mesns,~~ and there are no records of the
quantiti:s on hand-~ further waste end unnecéssa:y expenso arc ocrtain,
Planning for future operations is oasier vhon the quentities of
matorial and supnlics on hend arc known, end shorta:cs will occur less
frequently, Therofore such records also ere vital to the small enter-
priser,

A fourth type of roccord is one that analyzes the quality of the
product produced by the small enterprise. A consistent quality can
be maintained most readily when rocords of quality performanco are
on hand, Tho nzneger should not ovorlook the need for kocping such
records,

A rifth and final typo of rcoord is one relatud to the workers
and their job performence., How productive arb the workors? How do
thoy usc thoir time? Time is cno of tho besic resources of the small
shop, and it must be put to usc just as effoctively o5 other waluable
resources are, as a loss of time -is an undesirsblec oxpense for tho

small eniorprise.
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Thoso five types of records should exist in some respect in nearly
| every busincss. Sometimes thoy are neede& only in the most elementary
form, and normally they should not be extended beyond the immediate
needs of tae establishment. iBut, howéver they are set up, they must
be useful records, Proposed designs of such records are explained,
and typical applications Tound in small enterprisc¢s are 1llustratea
in the following sections of this hook,

The first of these records, discussed in Section II, concerns

daily financiel transaoctions,
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Recording Daily Transactions
THE IMPORTANCE OF FIN:NCIAL RECQRDS

Every small enterprise necds an orderly means of accounting for its
finmancial trensactions. Even the smallest business should have an account=
ing system of some kind that wvill reflect the results of operations and
provide some measure of the financlal pcnit:l‘on of the enterprise,

If a suitable accounting of incane amd experses is provided, the manager
of the small business will know the financial status of his company, as well
as the degree of balance or unbalance existing among his wages, prices and
profits,

A surprisingly large number of financial transactions occwr in a small
enterprise, Goods are purchased, products are sold; raw materials are
purchased and received; credit is asl.ced for or extended; bWills are paid;
invoices are sent and payment is received; and many other activities
occur regularly,

Thus it would appear obvious that ke¢ ping recards of such daily trans-
actions 1s one of the mst basic requiremmts of a smll enterprise if it
is to be operated efficiertly. Yet it is one that is comonly regarded
as unimportant or treated with little consideration in developing
countries, Many conditions lead to this attitude towards the recording
of financial transactions,

In some instances the fimncial sums involved are small, and the
manager regards them as too unimportant to bcther with, In other cases,

a fixed routine las not been estaﬁlished for recording the transactions,
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and they are overlooked or forgotten, Sometimes the manager merely writes
on & scrap of paper how much money changed hands in the transaction amd
consolidates this with other notes of the same kind when the occasion arises
amd time is avallable, Unfortunately, tco of ten these notes are incomplete
and sometimes are lost before they have been recorded, thus defeating the
manager's eflorts to keep up with his operations, Of course, many small
enterprises do keep records, but too frequently they keep them in a way
that does not permit important aspects « business activity to be summarized,
So the question arises: how may useful records be kept of daily activities?
ind vhat are the requirements of such a record-keeping system? These
questions are very pertinent, because many smell enterprises arc critically
in need of such information,
THL REJUIREMENTS OF DALILY TRANSACTION RECORDS

A few fundamental record-keeping requirements have been noted in thc pre-
vious section of this book, in which simgl:lz.citx of the system was cited as
& basic neede The necessity for keeping camplete records was also stressed,
as was the limitation of a modest financial investnent to set up and min-
tain the records, In addition to these, other requirements also arise in
respect to recard-kecping of daily fimancial transactions, Several of these
requirement s ares

1, The record keeping system used far recording daily finmancial transe
actions should provide three kinds of infomation: a) daily records of
all transactions of a financial nature; b) monthly surmaries of all active

ities occurring during the month; ami c¢) annwal reports of the same data,
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2, The record keeping system used should be fitted to the kind of
financial transactiors that occur in the particular emterprise. The most
critical aspect of this requirement is the question of whether lgusiness
is done entirely through cash transactions, or whether some form of gredit
is involved, In small businesses in developing countries, purely cash
transactions are very comon, In some instances, unfortunately, the
manager finds himself in a position in which he is required to pay cash
for all his purchases but is at the same time expected to offer credit
terms to his customers. This undesirable condition tends to strain his
finonedal resowrces, and is one of the many diff‘iculties of doing busi-
ness in a developihg country, where fully established credit negotiations
are uncommon, lhetever the circumstances, however, the records must be
designed for prevailing conditions,

3. The records should consolidate all items of information and pre-
vent their being lost or misplaceds Small enterpriscs generally camot
be expected to have filing cabinets or other formally established means
by which notes on scraps of paper or business forms may be protectede
Conpanies in industrially adwenced countries have generally moved away
from the practice of recording financial activities in large ledgers
or other books designed for permanent starage, Yet the small enterprise
in the developing country comonly fimds it desireble to keep his records
in such account books or ledgers, because doing so consolidates all items
ina 'single book, and there is less likelihood that such a book will be

lost or misplaced than that loose forms or nctes will be, For the sake of
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simplicity and safety, therefore, the use of ledgers or account books is
recormended,

0f course, there are other requirements in record keeping, such as the
nhecessity of having @ reliable clerk for making the notations, amd the n.eed
for devotedly accounting for all financial activitics that occur.

The smali enterprise that meets these requirements in setting up its
accounting procedurcs should be able to enjoy many benefits that will come
- from such good managenent . |

What are suiltable ways in which such records may be kept?
RECORD KELFING SYSTLiSS FOR THL. SMALL ENTLRPRISL

In an earlier, related publicaticnl explanation was provided of the
¥Minimun Record System", which is a simple but effective mexns of recorde
ing financial transactions in & emnll enterprise,

This record-keepirg proeedure may be applied in two different farmss
a) as a method of recordirg transactions vhere only cash activities occur,
and b) for those enterprises that do business on credit, as well as for
cash, For purposcs of identification, these are referred to here as:
a) the Hinimum Record System (Cash); and b) the Hinimum Record System
{Credit and Cash),

The first of these, the Minimum Record System (Cash) has been cpplied
widely in Northern Nigeria to the food-milling industry, including rice

mills, cassava mills, corn mills, ard in similar food processing estcblish-

1+ wHandbook of Mana;gement Frinciples for the small shop", Ii. F. Bruckart,
Industrial Developuernt Centre, 1967, pe 51ff.
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ments,

hdoption of these prcoedures has becn stimulated by a training program
for entrepreneurs entering the field of food processing, who received
technical and managerial training at the Industrial Devel opment Centre in
Zaria in the operation of their newly purclased milling equipment. The
following example illustrates an application of the Minimum Recard System
(Cash) to a Grain Mill, for which only the simplest type of accounting is
required,

AN EXAMPIE OF THE MINIMUM RECORD SYSTEM {CASH)

The manner in which business is done in such a }Mill establishes the wa&
the records are kept. Every day dozens of village wamen came to the Hill
with small quantities of grain to be ground (generally several pounds),

The Mill operator grimds each lot of grain separately, and rcturns it to
the customer in the same container in which it was brought to him. Comione
lly a wooden or metal box is kept in the shop, and the mill operator gathers
the cqins egrngd duing the day in th;s :box‘. At the end of the day, the‘
operator of the Mi]l‘.wi]l have accgmu.‘lated goins from several dozen custo-
mera,_aJl' of whose payments are individually very small,

: '.:Obvi.ously, it wou]d be impractical to recard each and every trans-
action that occurs, Imstead, a single nctation at the end of the day
indiggtes' t_.he.total. money received for all m;L]J.ing operations of that day.
Recoxﬂ-keeping is simplified in this way, so that unnecessarily detailed

accounts are avoided,
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The Minimum Record System (Cash) is most appropriate for such Mills,
as i1t permits all entries to be made on a single page of a record book,
and the design of the form minimizes the probability of incorrect
classification. An example of notations made during a one-month operation
of a typical Mill doing business for cash only is shown in Figure 2-1
(Page 1¢),

The form used is largely self-explanatory. Columns 1, 2 and 3
provide space for recording the date, mature of the item involved in the
transaction, and name of the person or company with whom business is
done. Columns 4, 5 and 6 provide spaces for noting the amount of
money received or spent in the transaction.

In the column headed MATERIAL OR SUPPLIES is listed all expenditures
other than wages. In operating a Mill, these mey include such things
as purchases of lubricating oils or grease; the cost of grinding or
boring mill-plates; the cost of spare parts of any kind; and materials
used for repair of the building. WAGES include all paynment for»work
done by regular or part-time employees. SALES include all income
received from milling services.

The notations made in the DAILY RECORD FORM illustrated in Figure
2-1 are readily understood. For example, on February 1, the total of
all coins collected during the day for grinding grain was £ 1.10.4.

This amount is entered for the date of February 1 under the SALES
column. Every working day of the month has a similar entry of income
from that day's activities.

Throughout the month various other financial transactions ogcur

in this mill, On the Third of February and on the Tenth, diesel oil was
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DAILY RECORD FORM
Al J1 Saadu Chibado Mill

e e
,;m — e
M\ TERIAL '
DATE ITEM PERSON or SUFFLIES | WAGES SALES
or COMI'ANY Esd Esd E£sd
2z 3 R i::jj 6
Pebruary 1 |Daily Grinding 1.10.4
" 2 " n 2, 1.0
n 3 " " 1154
m 3 {Bought Diesel Oil |Malam A, 0. 8.0, d
" 4 Daily Grinding 2. 1.0
n h Repairs to B‘Jildiﬂ? Malam B, 0.10.0 1. 0.00
n 5 Daily Grinding 2,10,1
" 5 Wages Operator 0.18.0
" 5 {liages Small Boy 0.10,0
" 5 }Chop Money Small Boy 0. 3.0
n 5 | Chop Money Operator 0. 3.0
" 6 Daily Grirﬂirg 24 L6
" 7 Daily Grinding 1.15.9
n 8 |Daily Grinding 2, 3.8
" 8 Bored Plates Malan C, 0,10,0
" 9 Daily Grimling 2,105
" 10 |Daily Grinding 1.15.9
" 10 Bought Diesel 0il {Malam A, 0, 8.0
v 10 Bought Paddy Malam D, Le 0,0 .
LI & Daily Grinding 2. 0.0
LI P Sold Hulled Rice |Malam E, S o 0.0
(g . e e S
" 20 Daily Grinding 2, 6.‘&
20 Mechanic Checked
Machine Malam F. 1. 0,0
" 21 Daily Gr:inding 2,134
21 'Spare parts for
mill Local Store 0.15.0
" 23 Daily Grinding 2¢ 3k
m 2, §Daily Grinding 1, 1.4
w25 Daily Grinding 1e 5.2
» 26 [Daily Grinding 1. 9.3
" 26 |Vages Operator 0,18.0
n 26 |Vages Small Boy 0.40,0
" 26 Chop Money Small Boy 0. 3.0
v 26 Chop lloney Operator 0. 2.0
" 27 Daily Grirﬂing 1, 2.5
" 28 |Daily Grinding 2. 43
TOTALS # 10.4.0 K6,16.0 & 62.4.3
Figure 2=f

Il ustration of the Daily Rezord Form used far
Corn Mill Transactions
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bought, for !0.8.0 from Malam A, and this item was antered under the column
headed MATFRIAL OR SUFILILS, Entries also were made in this column on the
8th of February, when the manager paid Malam C. ¥0,10,0 for boring his
mill-plates; on the 10th when he baght some paddy for #,.0.0; and on the
21st for thc purchase of spare parts,

On the Fifth of the month, and weekly thereafter, the payment of wages
is recorded, These include wages paid to the Operator amd "Small Boy", as
well as a three-Shilling allowance to each of them for "Chop Honey", ALL
entries of labor payment appear under the ct.:»lumn headed VAGES,

Totals made of each of ~t'.hese three columns at the end of the month
provide a camplete record of the financial transactions for the periad,

Daily t".ransa.ct.ions, therefore, when recarded on a simple form oi‘ this
kind, provide the basis for deriving monthly and annual sumaries of the
profitability of the mill,

MONTHLY AND ANNUAL SUMMARILS

The mi.]_ll ovner is encouraged to make monthly sumarie_s of his finane
cial condition, in order that a continuing record of how well he is doing
is readily available. The practicél measure of how well he is doing'is
the level of profits he has earned during the manth, In the t;.raining pro=
gram at the Indistrial Development Centre, the mill ovmer receives the

following instructions for calculating his monthly profits:
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S S~ e o
At the erd of the month: (Reference 8% ﬁ.gure 2a1)

1. Total all items in Column 4 headed MATERIAL OR SUPILIES

2, Total all items in Column 5 headed VAGES

3. Total all item;e, in Colunn 6 headed SALES

Lo Add the totals of Columns 4 amd 5, The sum of MATERIAL OR
SUPPLIES and VAGES is the total cost of running the mill for

i the month,

{ 5. Subtract the total in Item 4 (which is the tctal cost of rumning

the nill for the month) from the total of Item 3 (which is the
total income for the month.)

6. The diffearence between these two items is the prafs.t for the
month,

Caicu]ations far the Mill operation shavn in Figure 2-1 are as followss:
1, The sum of the items in Column 4 MATERIAL OF SUPFLILES is: ¥10,4.0
2, The sun of the items in Colunn 5 WAGES is: $6.16.0
3, The sum of the items in Column 6 SALES is $62.4.3
4, The sum of Columns 4 and 5 is: %17,0,0
5. The differcnce between the total of Column 6ISALES and the total of
Item 4 TOTiL EXFENSLS is: B45.443, This is thé operating profit for
the month,

An Annal Sumary is reudily established by keeping systematic
accounts of monthly totals, as well as a cunulative total of the profit
earned to date for the year, Figure 2-2 (Page 19 )} illustmtes the

met hod,
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Alhaji Saadu Chibado Mill

HONTHLY AND AMNUAL SURIARY

MONTH MATERILL VAGES | TOTAL TOTAL ! HONTHIY |ANNWAL
OR COST SALLS MOFITS | PROFITS

SUFFLILS (Col 2 + (Col 5 = ]| (Total of
Col 3) Col L) Col 6)

1 2 3 4 5 6 7
 JANUARY % 8,0,0 56.16,0 [H14,16.0 [E52.5.9 (¥37.9.9 |%37.9.9
FEBRUALY 10.4.0 6.16.0 | 17.0.0 62,43 | L5443 82,140

—"\\m\‘,»———\_,\.\_\_‘/\/\)L—\%&_\
Figure 2-2

Monthly and Arnual Summary for a Food~Processing Mill

The items entered in Column 2 through Column 6 in Figure 2-2 are the

sums

caleuiated in the manner Just described, The Febrwary totals on the form are

those just determined, and Column 7 is a cumulative total of 211 profits earned

to date during the year., Thus, through the month of February, a total of

8R.14.0 has been earned by this Mill,
A FURTHER SDMPLIFICATION

The question is sometimes raised as to why it is necessary to separate

total cost of wages from the total cost of material or supplies, as combining

these would still permit the profit to be calculated very readily, To do this,

it is suggested, would further eimplify the procedures just described,

This is quite true, and a modification of the system already explained has

becn adopiied by thz Small Industry Credit Scheme, This enploys a form designed
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as shown belc:w.2 Here financizl transactions are reported merely as "Money

Paid Out" and "Money Paid In",

DAILY RECO'D FQRH
DATE | ITEM | PERSOL LOMEY PAID | LOMY RID
; OR _our N
1 COHPA Y
Jan, |
1 100 pounds Mallam M, 5
fibre
“2_,___\‘6 mats Mallom S, ' E9
"\ labor MallamT. | &2 o
. S . -—/._..‘,“\Q-‘”-J.“ — PRt to- .._.'~\——. ) -./::?’.41

Utter simplicity of this sort can be very useful, especially for those
operators vhose primary interest is a set of records that reveals the extent
of the nonthly profit, ard for whom further cost analyses are of little
interest, in example of such enterprises would be a corn mill or a rice
mill, of a very small size, For those enterprises where more complete
studies of the distribution of the costs of operation are important, how-
ever, the usefulness of separating the two items of expense (material or
supplies, and labor) should not be overlooked, far the following reasonss

a) A tendency for one or the cther of thecse two costs to get out of
line can be more readily detected if they are reported sepamtely;

b) It is good fundamental bookkeeping practice to sepurate the costs
of vages from the costs of material or supplies, becnuse if eventually the

enterprise should grow amd require more precise record-keeping procedures,

2 "Small Industries Credit Scheme Fund", Brochure, limeographed, undatcd,
Ministry of Trade and Industry, Kaduna
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the transition will be simpler; ami

¢) the manager will be morc aware of the importance of his labor costs
if they are reported separately,

Those are benefits that can bé enjoyed for little additional investment
in time and no important increase in the complexity of keeping the records,

For these feasons, it is recomended that except for the very simplest
industrial operations, the procedure descrited carlier be emploged,

This completes the descripfion of the Minimum Record (Cash) procedure,

The recommendation for small enterprises that do business for credit
as well as for cash is the Minimua Record System (Credit and Cash) which
is similar in prineiple to the accounting method already described,

THE MINIMUM RECORD SYSTEM (CRLDIT ilD CiSH)

The lininun Record System (Credit amd Cash) is slightly more detailed
than the procedure just explained but is by no means camplex to install or
to use,

In this accainting method, two separate records are kest of financial
transactions, These records are:

1. INCQME AND ACCOUNTS RECLIVABLE

2, COSTS, EXPENSLS AND ACCOUNTS FAYA BLk

In the first of these records is recorded all receipts for cash sales,
and all amounts of money owing to the enterprise for goods sold on credit,

The second form provides a record of all ®sh paynments for goods or
materials purchased, as well as a record of all sums still owing to suppliers
for goods and materials purchased, In Nigeria, these two mccounts are comnor-

ly referred to as the "Debtor's Acgount" and the "Creditor's Account" res-

pectively.
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Figure 2-3 (below) illustrates the design of these two forms,

and identifies the notations required by these two sets of records.

INCOME AND ACCOUNTS RECEIVABLE  y . ip

Sales Other Invoice
Cash Recelved from whom
Date | (Gash | Receivable Received for what Datz g:;;
goScd épS-d g.s.d Sen
1 2 3 4 5 6 7

" Te— T ————-‘”f"'"\““*<;\

COSTS, EXPENSES AND ACCOUNTS PAYABLE

Month
Materdal or Invoice
Wages Supplies Qther
Date Cash Paid to whom for what Datel . Date
Cash | Payablel Paid Date| .
E.s5.d £.s.d} &E.s.d E.s8.4 Rectd:] Paid

\\ T ______//’—\
Figure 2-3
Design of two forms wsed for recording daily financial

transactions in the Minimum Record System (Credit and Casj) P

| e

The two forms are alike in design. The INCOME AND ACCOUNTS RECEIVAB'E
form notes the date of the transaction, in Column 1; and the amount of
money 1nvolved, to be recorded in Column 2 if for cash, and in Column 3
if for credit. In Column 4 is recorded the amount of cash received in
payment for credit sales of previous months; in Column 5 is the name of

the company or person concerned and what the transaction was for. The
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date the invoice was sent, and the date payment was received, are re-
corded in Columns 6 and 7.

In the COSTS, EXPENSES AND ACCOUNTS PAYABLE form, the date of the
transaction is noted in Column 1; wages are recorded in Column 2; and
expemdltures for purchases of material or supplies are recorded in
Column 3 if for cash, and in Column 4 if bought for credit. In Column
5 1s recorded the amount of cash pald for bills incurred in previous
months on a credit basis. In'Column 6 i1s the information as to which
person or company was involved in the transaction. The date the invoice
vas received is noted in Column 7 and the date it was paid is written in
Column 8,

An example of how these two forms are used ié provided below,

AN EXAMPLE OF THE MINIMUM RECORD SYSTEM (Credit and Cash)

An example of the Minimum Record System (Credit and Cash) applied to
a leather-products enterprise is illustrated in Figures 2+4, 2-5, and
2-6 (Pages 25, 28 and 30).

1. Income and Accounts Heceivable

In Figure 2-4, items of cash income and receivable items have been
entered for activities of the month of December. The transactions are
relatively simple. For exsmple, on December 2, Maism Abdu paid@ % 10
cash foraldether jacket that had been tailored for him, and an entry of
5 10 is seen in Column 2, the "Cash" column.

On December 4, Mr. Brown ordered a pair of shoes, and gave an ad-
vance of % 2. He promised to pay £ 2 more on delivery of the shoes. The

entry then made in the record appeared as shown on the following pare.
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INCOME AND ACCOUNTS RECEIVABLE

Sales Other Invoice
Cash - Received from whom
Date Cash [Receivablq Received for what Date Date
Es.d £s.4d E.8.d Sent Paid
1 2 3 4 5 6 7

———

Dec. 4] %2 £2 Mr. Brown 1 pair of shoes

That is, £ 2 Cash ﬁas received, as noted in Column 2, and £ 2 1is
owing as recorded in the Receivables Column, Column 3,

A similar transaction occurred on December 6, whén M. Ahmadu ordered
two pairs of shoes, for which he peid £ 2 in advance, and owned % 3
more,

On December 11, Mr. Brown's shoes were finished, and he came into the
shop to pay the remaining % 2 owing to the enterprise. The % 2 entered
earlier in Column > as Receivable was crossed out, and an entry was made on
December 11 for & 2 Cash, thus showing that the'transaction was complete,
The date "December 11" was written in Column 7 (Date Paid Column) on
the December 4 entry line to designate the date payment was made.

On Décember 12, £ 3.10.~ was received from Mr. Smith in final payment
for a purchase he had made in November, and which had not been paid. This
entry is placed in Column 4, "Other Cash Received".

On the 13th of the month, Trader Sani ordered 20 pairs of sandals, ad-

vancing 5 20, and promising to pay the remaining £ 10 on delivery.,
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Malam Palkd)L.EATHER PRODUCTS

INCOME AND ACCOUNTS RECEIVABIE

Month: December

e Other ived f hom f hat el
Date I he§§§¥£1 gggzived Received from whom for wha Date Date
£.5.4 | fo5.d | %.s.d Sent | Paid
1 2 3 4 5 6 7
Dec 2 5 10 M. Abdu- Leather Jacket .
Dec 4 2 ::;><ff;r Mr. Brown- One pair of shoes Dec Ti
Dec 6 2 M. Ahmadu- Two pair of shoes Dec 2(
Dec 11 2 Mr. Brown- Final Payment
Dec 12 3.10.4 Mr, Smith- Final payment for
B November purchase
Dec 13 20 10 Trader Sani- 20 Pairs of sandalf
Dec 14 5 10 Art Shop- 12 poufs | -
Dec 20 3 N. Ahmadu- Final payment
Dec 21 28 Craft Sales- 25 pairs sandals Dec 21
Bec 2/ 4 Mfs. Jones-~ One hand bag
Dec 26 24 M. Bala- Final payment for
November purchase
Dec 27 5 Mr., Thompson- Suit Case Dec 27} Dec :
Dec 31 10 Mr. Thompson- Full payment
Dec 31 10 20 fraft Centre- Variety products
Total £ 73 E 68 £ 20.,10.- Total Sales income for the month: 3 141.-.-

Figure 2-4

The Income and Accounts Receivable form used in a leather-products

enterprise
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The same kind of transaction is noted on the 14th of the month; a
small cash sale was mede on the 20th; and on the 21st, Craft Sales
Company ordered 25 pairs of sandals to be delivered from stock imm-
ediately. An invoice was sent on the same day (noted in Column 6) and
+ the £ 28 owing is recorded in the Receivable Column. The remaining
transactions of the month are similar to those already described.

2. Costs, Expenses and Accounts Payable

Financiael activities involving expenditures and accounts payable‘are
equally as simple to record as those just descfibed. Tranzactions
arising in the same leather products enterprise during the month of Decem-
ber are noted in Figure 2-5 (Page 28).

In this example, the first transaction oczurred ¢n December 1, when
M, Paiko bought camel-hide lenther for & 5 cash from the leather-supply
compeny. The entry is shown on the first line under the "Cash, Material
or Supplies" column, Coluhn 3 of Figure 2-5,

The second entry of December 3 is also a cash payment and is recorded
in the same way. The entry of December 8 involves both cash and credit.
M, Paiko contracted with M. Musa to paint the inside of the shop for a
total of & 6, of which & 2 was paid in advance, the remaining L 4 to be
paid when the job was finished. The entry for this transaction then

appeared as shown on the following page.



(27).

COSTS, EXPENSES AND ACCOUNTS PAYABLE

we Lty 4w dud

Material or
‘ Sunplies Other Involce
Date Wages Cash Payable Cash Paid to whom for what | Date DaFe
Paig Rec'd. Paid
E.s.d] E.5.d E,s.d g, -.d
1 2 3 A 5 6 7 8
"——‘\_V——
1Dec 8 £.2 E 4 M. Musa- To paint shop
e e R e et ,’——-"\'
,’/,

On December 10, payment was made of the wages due the workers in the
enterprise, The Manager paid himself £ 15, and two journeymen, an app-
rentice and a watchnight were pald varying sums for their work during
the month. These items of expense were entered under Column 2, as they
were payments for wages.,

On the:13th of December a bill for £ 17 for leather bought in Novem-
ber from the Leather Supply Company was paid.

A tax bill for %12 was received from the Internal Revenue Department
on the 17th.

On the 22nd day of December a quantity of sole leather was ordered by
mail from the Leather Supply Company for % 20, and an invoice for this
amount was received from the Company on the 29th. These last two items
have not yet been paid, and bcsh are considered "Material or Supplies".

On the 28th, M. Musa was paid ihe remaining % 4 for painting the shop,
a job which he had just completed. The £ 4 payable entry was then X'ed
out and the date December 28 was written in Column 7, on the line of the
December 8 entry., On the 29th of Recember a bill of £ &.10.6 for October

purchases was paid.
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MALAM PAIYO LEATHER PRODUCTS

COSTS, EXPENSES AND ACCOUNTS PAYABLE

Month: December

Material or ,
Supplies Other Involce
C
Date Wages | . b Payabld P:ig Puid to whom for what Dat? Date
5.9.d | 5.9.d | &.5.d | £.5.d Rec'd.| Paid
— 2 3 4 5 6 7 8
Dec 1 5 = Leather 8upply Co.-
Camel-hide leather i
Dec 3 3 Sales Commission-
Trader Ahli
o,
Dec 8 2 p ) M. Musa to paint shop Dec 22
Dec 10 15 Salary of Manager
Dec 10 16 Salary of two
journeymen
Dec 10 4 Salary of apprentice
Dec 10 6 Salery of watchnipht
Dec 13 17 Leather Supply Co. for
leather bought in Nov,
Dec 17 12 Internal Revenue for
Tax Dec 17
Dec 22 20 Leather Supply Co. for
» sole leather Dec 29
Dec 28 4 M. Musa, paintery full
B L payment, .
Dec 29 8.10.6 Leather Supply Co. for
various supplies- Oct,
Dec 30 3 5 Leather Supply Co. for
reptile sking |
Total 54 % 17 5 37 E 25.10.6 Total Cost: % 95
Figure 2-5

The Costs, Exoenses and Accounts Payhble form used in a leather-products
" - enterprise
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On the 30th, the manager ordered some reptile *skina, for vwhich £3 was
mid in advance amd E5 was owing, These entries were also "Materials or
| Supplies",

Liith these transactions the month ended,

The totals of all the trensactions were written at the foot of thé farm,
These are: Total Costs: £95, of vhich %37 vas still owing; expenses clasgi-
fied a's Material or Supplies: 55,3 amd Vagest H41, Other Cash: L 25.10.6

3¢« The Monthly and Apnual Sumary

The figures recarded on the Monthly amd .Annual Sumary are identical
in nat.ufe to thmse recorded in the system previcusly described for cash
transactions, Determining the figures to be entered on this form to cal-
culate the profits requires more computations tlan before, however, The
needed calculations are noted below, and the figures derived for this
leath& products enterprise are also listed, thereby demonstrating how
theADecember figures on the HMONTHLY AMND ANNUAL SUHMARY were determined,
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CALCULATION OF DATA FOR MONTHLY AND ANNWAL SUIMARY

To determines

1. Total expenditures for Material
or Supplies

2, Total expenditures for
Wages

3, Tctal of all expenses

Leather Products example

3

1. COSTS, EXPENSES AND ACCOUNT'S PAYA BLE (Figuxe 2=5)
a) Tctal all items in Col, 2 (Vages) B 4
b) Total all items in Col. 3 (Cash, Material or
Supplies) 17 .

¢) Total all open (nct X'ed out) ftems in Col.. 4

(Payable, Material or Supplies) 37
d) Fird the sum of Col. 3 and Col. 4 totals, This

is the total cost of Material or Supplies, 5
€) Find the total of Wages (Item a) amd Material

cr Supplies (Item d). This is the total of

Expenses, 95

-

To determines
1. Total Sales

2, Mort hly Profit

2, INCOME AND ACCOUNTS RECEIVABLL

Leather Froducts example

Figure 2=/,

a) Total all items in Col, 2, This is the total

of cash sales, 73
b) Total all items in Col, 3. This is the total

of all receivable items still due at the

end of the month,. 68
¢) Find the sum of these two totals (2a + 2b),

This is the total of all sales for the

nonth, s
MN

T
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("’\J’\/-v’\w\..a&-.w"am

d) Subtract the total expenses for

the

month (Item 1e) from the total sales

for the month {Item 2¢).

This is the

profit for the month, & L6
To find the Amual Profit to date:
3. MONTHLY AND AENUAL SUMMARY (Reference Fig. 2-6)
a) Enter the total from Item 1d in
Column 2 1
b) Enter the total from Item 1a in
Column 3 41
c) Enter the total from Item fe in
, Colum 4 ' %
C) Enter the total from Item 2¢ in
Column 5 141
e) Enter the total from Item 2d in
Column 6 46
f) Tatal Column 6, Record this
figure in Colunn 7. This
] is the Annual Profit to
i date. 5‘5.1003
MAIAM R IKO LIATHER PRODWCTS
MONTHLY AND ANNUAL SUMMARY
TOTAL |MOUTHIY | AINWAL
MONTH MATERIAL (R WAGES EXPENSE SALES ROFIT | ROFIT
SUPPLILS (Col, 2 + (Col, 5 i (Tctal
Col, 3) - Col,4) | Col, 6)
1 2 3 L 6 7
—— -;-.........,‘ -,_,,.....,-u---'w».::;.,..x' ---1-:::""_“\ - .;/
\.—-—-——\w.‘ ] \,A
OCTOBER 46,5.5 IR 81.5.5 118.5.5] 36 221,043
NOVEMBER 32,10,= IR | 73.10,~ 122 48,10 269410,3
DEC¥MBER 8l 41 95 141 46 385103
Figure 2«6

Monthly ard Annwl Sumary

as Applied to a Leather Products Enterprise
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Other Cash Received and OQther Cash Paid

Items of "Other Cash Received" or "Other Cash Paid"
refer to payments for credit transactions of previous months, and
therefore are not included in the totals of the current month.
Credit sales or purchases are considered income or expenses of the
month in which they were incurred, and therefore cannot be included a
second time if they are carried forward to, and paid in a following
month. They will be reflected, of course, in the amount of cash the
manager has received or has paid during the month, aside from his
current-month transactions.

A Study of Accounts Receivable and Accounts Payable

The manager may wish to study closely the trends in his Accounts
Receivable and Accounts Payable activities. So that he may know the
current status of each customer's account, periodiec summaries of the
sums owing to him from impertant or especially active customers may be
compiled from his records, In all cases, the manager will be well ad-
vised to review frequently and follow-up actively all unpaid bills.

It is also well for the manager to preserve the credit status
of his enterprise by an occasional review of his outstanding debts,
and to make a continuing effort to keep such obligations to a minimum,

Periodic summaries or analyses may be readily prepared from his
records of unpaid debts, and will usually suffice to inform him

of his current financisl condition.,
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'AUOPTION OF A RECORD-KEEPING SYSTEM

Cne of the two types of accounting practice described shauld generally be
applicable Lo every small emterprise, whatever its products or services may
ba,

The manager will fimd it much easier to do his tusiness with reascmble
efficliency when he uses a system of accounting for his financial transactions,
exd the two prrocedures presented represent a minimum requirement that will
fulfill the needs of even the amallest shop, The simplicity of these two
systems recommends them for practical application and use,

However, it will be observed that the very elementary design of recorde-
keeping dezcribed here may be modified to provide more detailed information
it desircd‘. For example, instead of a general listing of "Sales", one
might list saler umdier several hédings according to types of products sold,
esles areas, or other variations; Similarly, expenses may be broken down
into a variety of headings, accarding to the wishes of the mamager, The
procedures outlined here, however, have stated in the simplest basic terms
how 2 ninimum record-kecping system may be established, Further detail
and more precisiocn can be secured readily, of course, One way to acquire
more precise figures is by the adoption of a more elaborate bookkeeping
system. The "Double Intry Bockkeeping System" is typical of the pro-
cedures available to the business manager,

THE DOUBLE ENTRY BOOKKIELFIIG SYSTEM
The level of opcration pursued by the enterprise for vhich this book

was written rarely should require a set of records more forml or precise
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than thase described here,

The Small Industry Credit Scheme, however, has presented a double=-
entry bookkeeping procedure for those whose operations are or might be-
came sophisticated enough to require the type of béokkeepixg typiamal of
more developed industry , and of larger manufacturing organizations,

For purposes of record, a description of the double-ertry bookkeep=-
ing system suggested by S.I.C. is mrovided in Appendix C of this bqok
and my be referred to for study or application if desired,

SWMMATY OF RECORD KEEPING AND FINiNCIiL TW.NSACTIOHS

Keepi;ng records of financial trensactions is onc of the fundamental
heods of every manuficturing or service establis hment » no matter what its
size, The need for simplicity in the accduting system of a smll busi-
bess is apparent, however, The two simple systems of record-keeping that
have been present ed sixould £i1) the needs of the small enterprise whether
it isl cngaged in manufacturing or in same service activity. Progress in
development ard expansion of the enterprise will require such records,
on which a study of the efficiency of operations may be based, The
adoption of such procedures is, therefore, most important .,

# 3 %

In the following section of this book is presented another fom of
record, which is used for recording and controlling the production process

This, it will be found, is also a muwh needed adition to the rnanage=

ment operations of many small enterprises,
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(111)

Planning and Controlling Production

HECORDS FOR PLANNING AND CONTROLLING PRODUCTION

Records of business affairs supply information needed by all persons
who participate in directing the production process, The usefulness of
such records is very apparent to those who are familiar with modern
Industrial mamgement,

Yet very commonly the small manufacturing enterprise in the develop~
ing country keeps few records useful for plaming and controlling product-
ion. The manager of such an enterprise usually gives orderu to his workmen
on the basis of job operations as he finds them at the moment., This quick
assessment of operating conditions is generally made without the assist-
ance of records of past performance or of the current status. We have
learned from experience, hawever > that management decisions made without
the guidance of such recorded data are not necessarily the best, Usually
more effective programs can be adopted when reliable performance figures
are available for reference,

So the manager wishing to manage well, usually finds it advantageous
to establish records appropriate for his short-tl,erm planning of pfoduct-
ion, and for assuring that such plans are carriéd out , The efficiency
of his operations may be greatly improved if he uses his records proper-
ly. Of course, often the manager does not readily recognize how such
records can help him, and he may not initially be very enthusiastic
about the thought of keeping more records than the few he already has,

And it is very correct that the manager should not be overloaded with
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record-keeping responsibilities, Understandably, any records of production
planning and control he adopts must be useful to him and practical for his
particular circumstances,

HOW CAN PRODUCTION RECORDS BE USEFUL?

Many a small-enterprise manager may be found who will confidently '
assure one that production records are unnecessary in his business, Yet
only a few questions put to him on the operation of his affairs will
usually be sufficlent to reveal how urgently he is in need of such assist-
ance, We may ask him the simplest of questions: What orders do you have
on hand;? Vhat is the condition of these orders—are they on time, ahead
of schédule, or are they behind schedule? Will the orders being worked
on t oday by your woarkers be campleted by their scheduled delivery dates?
How much work has been done on each order? And when is the order expect-
ed to be canpleted? The mu.ager may regret his inability to provide
ready ansvers to t hese questions., Or answers, if given, will be fragment:
of memory, and not infrequently most inaccurate,

Records used in the small enterprise should primarily answer the most
obvious questions, First, what orders are on hand? The manager should
have readily available same simple record of the orders he has ahead of
him, What are the orders that are being worked on, and whet orders are
available for future processing? Secondly, he will want to know: how
well am I doing? That is, what is the progress on the orders being
worked on at this #time? He will wish to determine which orders, if any,

need to be expedited and which can conveniently be postponed for some
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time. Thirdly, he will want to know on the basis of the first two
&nswers: how should I schedule my workers? He will wish to assign

. his workers to Jobs in a way that will permit him to meet his comit-
ments most effectively, Uhich workers, he will wart to ask himself,
should be doing which jcbs?

"Then the operatcr of the small ent erprise asks such questions of
himself, he embraces fully the important responsibilities of a pro-
fessional mnager, Such a manager makes nanagement decisions based
on facts, rather than on opinion or guesswo}k. So he is a rmamager who
has some assurance of being successful in the operation of his enter=
prise,

Three basic records are recomended here for we in the small

business, whereby reliable answers to the manager's scheduling mroblems

may be provided.,
‘These records are:
1+ The Order List
2, The Production Record
3« The Vorkers Schedule
Descriptions of these forms and explanations of their use in the
sm21l business are provided in the following pages,
1, THE ORDED LIST
One of the most important sets of facts the menager needs for his
plaming is a systematic record of the orders he has on hand, The

record the manager uses to accomplish this is the Order lList, The
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Order List provides writt en information on each order as to what must be
produced; by what date it is required; and the quantities in which it
must be made, It 1s possible to use quite an uncomplicated design of
Order List and still acquire highly useful guidance, For example, the
simple Order List shown in Figure 3-1 (Page 39 ) illustrates a typical
application for an artisan making leather products,

In this example, the entries needed to complete the form are: The
Order Number; the customer's Purchase Order Number, if any, amd customer!s
name; the item ordered; the promised date of fimnal delivery; the promised
date of partial delivery, if any, and the delivery date of the balance;
also the date the order was invoiced after completion,

Thus, in Figure 3-1, Mrs, Brown ordereci a leather bag (Order
Number 65) for delivery on October 15, The bag was completed and a bill
submitted on October 17,

On Order Number 66 , Kano Craft Shop placed its Purchase Order
Number 264 for 24 pairs of sandals, Partial delivery of me dozen of
these sandals was promised by October 20, and the balance by November 1,
The arder was campleted on time and an invoice 1|vas submitted on November 3.

The remaining entries on the Order list are similar in nature to
those described, and are the open orders on which the enterprise is
working or will soon be working,

Having a list of promised delivery dates before him is a great
asslst.ange to the manager in scheduling his workers to meet his product-

ion camitments,



ORDER LIST
Alhaji Scadu Lecther Shop
CUSTOIER! S IR O:ISED DATE OF: Datoe of
ORDER - T Invoicec
NUIRE <
HOMBER o, Neme Tton Ordercd  [Dolivery Di‘;ﬁi;; Bolance
65 Mrs, Brown Leathor Bug Oct. 15 Oct. 17
66 264 | Kedunz Creft Shop 24 pairs scndals Oct, 20 Nov, 1 Rov. 3
4 dozcn
67 Alh, luhooaacd-Troder |12 brief coscs Hov. 8
68 92 University Shop 10 bricf cascs Nove 15
69 Malan Audu Treder 12 ledics handbags Nov. 15 Nov, 25
_ 6 bags
70 Mr, Snith 2 pairs shocs Nove 12
n | 2rs. Jones=ixport 8 suit cascs Nov. 10
1 i !
.12 i _}’I'rz_).df:—' Ahli o B/JM\"“’)‘-‘—“‘

1C noufs

Figure 3-1

Order List cs applicd to a small loather-nroducts cstcblishoent
(As it appccrs on November 4)

(6€)
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Furthermore, the Order List not only provides a running record of all
orders on hand but also is a recard of orders already completed, which
makes it even a more useful document, In fact, only short experience in
using an Order List is generally enough to convince the mmager that this
wor7 of doing things is preferable to manipulating mentally the many items
of order information relating to his enterprise,

Adoption of the Order List in a stnll emterprise is, therefore, a
practical first-step tovards more systemtic management of production
operations, |
2, THE PRODUCTION RECORD

But it is no more than a first step, Having established what orders
are on hand, the manager will also wish to havec a record of how well
orders currently being worked on e.hre progressing, Are delivery dates
likely to be met with production }i‘oceeding at the present rate? Are
any orders falling behind?. It si;,‘ can other orders be delayed while
extra efforts are m;de t.o' bring the late orders. up to date? These
questions are more readily answered when the manager has at hand a
regqrd ot‘ where his productiop" efforts stand on any given daye. The form
usgd f.o ;r_ovi;ie him with these answers ig the Production Record. The
impo_rtance of establishing the. Production Record may be readily exnlaine
ed,

Praqt.ica; experience of those who have dbserved the operation of .
many small enterprises reveals that unless he has a record of his current

producticn gtatus, the manager is aluogst certain to have some orders on
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mand thit will not be completed by their scheduled dates, (as well as same
others that may be finished earlier than necessary,) The whole production
situation is often quite confused when the manager relies entirely on his
memory to establish where his operations stond at the moment, And this can
be a serious matt ei', for many managers lose orders because thely delivery
comitmesits are not kept, Customers will simply not buy fram an enter<=
prise whose deliverles are consistently late, In fact, unreliability
is one of the most harrassing deterrents to small enterprise profitability,
EXAMPIL OF FODUCTION PECORD

An example of a Production Record applied to the operation of & craft
shop mking leather products is shown in Figure 3-2 (Page 42 )e (The Order
List for this same enterprise was illustrated in Figure 3-1, (Page 39).

Provision is made on the Production Record for ncting!

the Order Number; the item Lo hich it refers; the daily and total
production to date for each day of the month; and the day each order is to
be campleted, By dally comparison of the quantity produced to date and
the total required as of a specified date, the mnager can readily recognise
which orders need to be given special attertion in order to meet his delivery
obligations,

In Figure 3-2, fa example, Order Number 67 calls for 12 brief cases
to be made by November 9, This is desigmated by the number "12% written
in the "Total" line on the 8th day of November, Starting on November
Second, two brief cases were made on each day for six days, and the order

was completed on time on the Eighth of November, These entries are noted



PR

ODUCTION RBECORD
Anw.giSaaduLcathorShm

| Norcober 3966
ORDER ITRM PRODUCTION — ! — .
NULBER 1 2 {3 %1516 71819 10 .1 {12 [{13]n 15 16
12 Brief | pATLY 0j2 |2 2 2|2 |
67 Ccsces ' ) )
TOTAL 02 | 8 10 |42
._ | ]
10 Brief Dfln‘Y E 1 1 1 1 1 2
68 Cascs i AT i
TOTAL ,- 1 2 4 sl 7 el
DATLY 2o ool o
. 69 12 Handbags * i 5e ~
' TOTAL ; 2 | 2 2 |2 2| 3 g
) S . 7]
DAILY 311 x| %
70 2 Pcir Shoesi
TOTAL 31 13| 2 7]
- t
DATLY i 2 |4 1 111
71 8 Suit Ceses |
TOTAL 2 |31 4] 5 6f§
Yo DAILY 2 1
72 10 Foufs S 1 24 119
$ ]
L | TorAL i P 1 3 14 7 a\iE 9 .
| v i-—}-\ l____
Figure 3«2

Preduction Record apnlied to ¢ loather=products ostoblishmont

(As it upnocred on Hovomber 11)
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in the "Daily" production and "Total" production lines,

Order Number 68 for 10 brief cases is progressing, and seven have
been made by the 1ith, thus sugzesting that the delivery date of the
15th can be met without difficulty,

Order Number 69 for 12 handbags is on schedule, or a bit ahead of -
schedule,

Order Number 70 for two pairs of shoes was completed several days
earlier than was necessary to meet the requiréd delivery date,

Order Mumber 71, however, has fallen behind, Only five of the
eight suit cases on order were completed by the. 10th of Novenber; and
orne more was done on the 11th, Special attention to completing this
‘Job 18 now required,

Similarly, Order Number 72 is late, Only eight poufs have been
campleted on an order for 10, due on the 10th, At least two days will
be Jost on this order.

The manager who has before him a record of ﬁd.a kind can more
readily determine jt.he most appropriate actions required of him to keep
his production in balance with his delivery dates., In some instances
he may hold up the starting dates of new orders if other orders are
falling behind, and concentrete his efforts on completing the late
orders,

In other cases he may delay continuing production of items already
on schedule or ahead of schedule, so that orders behind schedule may
be brought up to date,
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In instances where his capacity is already fully utilized, and he is
still not able to keep up with his orders » the manager my wish to employ
temporary labor in order that the scheduled deiivery dates may be kept,
Under such circumstances, new orders nay be given delivery dates extended
further into the future than is usual, in order tc avoid continued delays
in canpleting existing orders.

Yhatever types of action are implied by the conditions existing in
his enterprise, the manager will be guided by the systemtic provision
of reliable records. 1In fact, he is \;nlikely tb wish to operate his
business without this kind of record, after he !ﬁs 1éamed to use it
effectively,

Furthermore, the amlicaiailiﬁy of this kind of planning reccrd 'is
very wide, It can be adopted usefully by many kinds of smail enter
prises, including: carpenters; tailors, metal~workers, craftsrien of many
kinds; shoemakers; and bakei's. Thé list of manufacturers who can use
this type of record with benefit is » actually, almest endless, Also it
will be especially useful to those menagers who are endeavoring to
expand their establishments, or to widen the scoptla of their operatims.
THE PRODUCTION RECORD FOR EXPANDING ENTERPRISES

Small enterprises that have made efforts to expand thelr sales and
enlarge their scope of activity will usually acquire modern machines
capable of faster and more accurate operations than the hand-methods
previously used., Vhen this happens, the manager finds that his pro-
duction capﬁ.bility will be greatly increased, He may, in the same
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anount of time, be able to do several times the quantity of work done
before, or, conversely, my be able to do the same amount of work as
done before, in a fraction of the time originally required,

Inasmuch as the procurement of machinery generally implies that a
loan has been negotiated, there is usually a need for the fullest utili-
zation of the machines throughout the day, so as to secure the greatest
possible return from them, and thereby facilitate re-payment of the loan
as well as to increase the level of profitability of the enterprise.

The practical meaning of f.his requirement is that the manager must
samehow increase the number of orders i'm' his products, or, preferably,
secure orders for larger quantities of production or lorger runs of the
tyre of products he is accustomned to mking,

The manager finds, however, that when he undertakes to produce large
quantities of products, rather than the one-at-a-time, small-yolume
production he has been accustomed to, he must also change his production
methods to fit the new conditions caused by thz use of faster, more
accurate machines and by the larger orders he is handling,

The usual effect in manufacturing large qmn'tities of products is
that a "Component Production" method is required, rather than the "Unit
Production" method used before,

COMPONLNT PRODUCTION ws, UNIT PRODUCTION

That is, in the Unit Production method, a worker will undertake to
fabricate or progess a product completely from the first operation to
the last, He will do all operations required, and other workers also
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mking similar production items will also do all required operations,

For small-volume production, this is an adequate amd satisfactary method
production. For larger volume output, however, the manager finds it

advisable to adopt the Component F;odmt&n method , ‘whereby different

workers perform different operations on the compenent parts of the product.

That s, the product is analysed in terms of the unit operations
required to fabricate or process 1{:,, aml these operations are divided into
balanced units of work among several warkers who continue to produce unit |
parts of the product until all components required by the order are
completed, Then additional workers concentrate on the final assembly or
finishing fabrication of the completed components, and bring it into its
final form,

When the production method changes, so, 4lso, mist the method of
keeping the Production Recard of that performance,

For example, when an order is received for a product tc be mnufacte
ured in relatively large quantities, the managzer must plan his producte
ion procedures in somewhat greater detail tlen is normal when complete
products are made one at a time,

The first step the manager undertakes in these conditions is to
list all required operations in the production of the item., These
operations are then broken down into groupings depending on the number
of workmen to be employed on fillirg this order, and on the urgency of
completing the order. That is, genemlly the more workers put on the
Job, the quicker it will be finished,
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An explanation of how these plaming steps are performed is provided
by an example taken from a wood-working shop.
EXANPLE OF PLAINNING FOR COMFONENT PRODUCTION

An example aof Conponent Production is illustrated by the manufacture -
of a wooden stool, produced in rmather large quantities by a small company,
The appearance of this stool is suggested by Figure 3-3, (Page 48 ).

It is assumed here that this small woodworking company has received
"Order Number 126" for 200 "Easy-Rest wooden stools", an item typical of
the standard line of wuoden products produced by this small enterprise,
The purclnéer asks sar delivery no later than three weeks from the accepte -
ance of the order.

The manager cf the small business, therefore, undertakes to establish
how his product will be produced and what the requirements will be to
meet the requested delivery date,

First, using a simple form identified here as a "Production Estimate",
the manager lists all operations required to fabricate this product, using
modern wood-working machinery capable of high-speed and accurate operation,
His workers are well~-trained in the use of this equiment,

In Figure 3-4 (Page 49 ), the Production Istimate is illustrated, with
the eleven distinct operations the manager has listed. These are the
required steps in making this stool,

The 11 operations have been divided into four groups., Three workers
will work simultanecusly on the first nine operations, making the compo~

neats of the stools, 'The manager estimates 20 completed sets of components
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per day per man as a reascnable expectation,

A1l components must be completed by the same day, so that the fimal
assembly and finishing operations may begin without unexpected delays.,

Having establisheZ the expected production capac'ity for the componenf;s
of the product, the manager may estimate the completion date and determine
for cost purposes the anticipated man-hours required for each stool manu~
factured,

In the Production Estimate illustrated, the units of wark to be done
are identified by the letter symbols A, B, C, and D, and individual

workers perform each of these groupings of operaﬁom.

/ .

12"

\
Figure 3-3
2 Sketch of Easy-~Rest wooden
'\ / stool made in a woodworking

shop




FRODUCITON ESTINATE

Product__Easy Rest :'ooden Stool

uentity of Order 200

Order Numbep 126

. i et mn Required
UFERATICNS Wmbol | 5 B5iieetedn ee lrn Deys Notes
ad - 2

1« Dress Lunmbcr—- Plune to Blacl: Ofcre lumber in

3/4" thiclmess Planks 1" x 12¢, Tro

stools arc nede per

2, Saw to spproxincte length A 20/dcy/oan 10 plank,
3. Joint Edges
4, Rip to width
5« Joint Rippcd edge
6. Mark net sizc and cut to

finishcd length by bend sow B 20/dcy/oen 10
7« Rout ed:cs
8e Sand surfzces v
9. Mork and drill pilot and C 20/dcy/oon 10

asscmbly holes

40¢ Asscnble i th sercus
D 40/day/non 5
11, Pinish surfeco commletc
Production Btincte nade on
- Firure 3=y conponc®d production of = woodon

stoel in o woodworking shop

o1
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THE PRODUCTION RECORD IN COMPONENT -PﬁODlCTION

Day-to=day reports of component ;rbduction a atered on a Producte
ion Record in a manncr similar to tfat described earlier for Unit Prodicte
ion methods,

Notations on tfxe. Report must, however, be made by component groupings
of operations, in the a.éme manner as the work was done by the several -
workers,

For the wooden=6tool example described, the appearance of these
notations on the Production Rec;ard is illustrated in Pigure 3-5,

(Page 51 ). It is observed that a standard production of 20 items per
day mer man has been majintaired for each of the.th@ early camponent
operations, permitting this production to be ended by June 9, The
assembly and finishing operations have begun severgl days i:erore . the
component s were all. campleted, thus sa_.\(_itg some time and providing the
possibility of finishing the job by the 11th of June,

When Component Production methods are used as described here, it is
preferable to have production continue without interruption from other
Jobs of shorter duration, The skills the worker develops in usirg
modern machines are most effective when parts are produced in an un-
broken sequence without unnecessary delays or change-overs, The
continuous scheduling for production of the wooden stool in this mamer
is reflccted in the Production Record shown in Figure 3-5,



' PRODUCTIOR RECORD Month _ June \/

ORDER V12134 |56 78|09 |10 |1 |12 ]33
NUMBER ART R
Di20o | 20| 20 | 20 20 | 20| 20| 20

428 A i 200
i *{60 | 80 |100 120 14,0 [460 |80 |50
iD|20 | 20| 20 | 20 20 | 20 | 20 | 20
126 B
|60 | 80 [100 [120 %0 |160 |180 |00 |
'Dj20 [ 20 | 20 | 20 20 | 20 | 20 | 20 N
126 e 200 .
2 160 |1 |
21' 60 | 80 [100 [120 14,0 {460 180 G
| D 4O | 40 | 40 | 4O | 2O
| 126 ' B 200
i P 40 | 80 {120 [160 1250] \
: ’ ‘D !
\\ ' h-—-.“—.—_"‘___,,..--—'"".-‘6 i \\.»_\
\‘\\\'
Fisure 3-5 T

Excnple of o Production Record aonlied to the
rcoorting of component production of & woodon
stool ir a wondeworlting onterprise

(19)
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THE SERVICE ENTERFRISE APPLICATION

The small enterprise that provides services, as well as the one that
manufactures products, is also in need of such planning records, Examples
of typical enterprises include services such as radio-repair, automotive -

" repair, cycle repair, painting, and tamming. The Order List already des=
cribed can readily be modified to fit the needs of such service enterprises,
An example of an adaptation of the Order List to a radio-repair shop is
illustrated in Figure 3-6 (Page 53 ). Similar information is provided on
this form as on the Order List already described, (Figure 3-1), and no
further explanation is required here of this adaptation.

In addition to the Oi‘der List, however, the servicesshop manager will
also require a means of noting the progress of the wark on his orders,
just as is true of the manufacturing enterprise, In his case, however,

a weekly record of progress, rathet than a daily report; is uswally suffi-
cient, An example of such a Weekly Service Record for radio repair is
{1lustrated in Figure 3-7 (Page 54 ). Here the number of each order being
worked on at the end of the week is listed axd a graphic means is provided
for noting the extent to which each job» has been completed, In this example
a small "X® is placed oprosite the Order Number indicating the manager's
best estimate of how nearly complete the job is, The starting date and the
planned completion dates are listed also, as well as notes commenting on
the status of each order,

For example, the eekly Service Tiecord for Order Number 122 shows that

this order, as of the week-ending July 18, is approximately 3/4 complete
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ORDER LIST

Malam Sani Radio Repair Shop

B(29)

ORDER . PROMISED DATE DATE OF

NUMEER CUSTOMLRS NAME SERVICE OF DELIVERY INVOICE
122 Malam Adaning
123 Malam Tukur Replace Speaker July 28
24 Malam Musa Check Volume Control July 18
125 Malam Usman Replace Transformer July 19
126 Malam Umaru Check Circuit July 23
127 Malan Mohamm edu Check Circuit July 20

1 e .
— T “-‘\"-‘- - i —-4-9""".—\\ e ~



WEEKLY SERVICE REBRD Week Ending _July 18

Malam Sani Radio Repir’

(75)

(RDER | HOW MUCH OF THE JOB IS STARTING PIAINED DATE
NUMBER COMFPLETED? DATE G COMFLETION NOTES
0 3 2 3/
122 | xi July 12 July 20 On time
i23 X ? July 28 Waiting for sparc parts
124 X July 4 July ¢8 Delayed=worker absent
125 X July 15 July 19 Campleted 2 days late
126 X July 17 July 23 Ahead of schedule 2 days
127 X July 6 July 20 Need to expedite
Pcﬂﬂ““?ﬁh.l—-—’l“m """"" DAL ald “""~~-“_b'~ - L - 4 o ~—— JE .
Figure 3-7

A Vieckly Service Record as applied in a yedio service enterprise
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(as shown by the X placed at the 3/4 mark,) The order was begun on the
12th and is expected to be completed by the 20th,

Work on Order 123 has no. yet begun because of a delay in securing
apare parts, An X is placed at the "O¥ mark indicatineg that nothing has
yet been done on the order, Other orders are canpleted in varying degrees
. @s shown by the notations,

A study of Figures 3-6 and 3=7 shows that the two sets of informatior
on these foms are closely related; and by using these two documents tle
manager makes it easier to have his orders completed with the least delay
and in a proper sequence for delivery to his customers,

3, 7THE VORKIRS SCHEDULL

Even in the sm1l enterprise, however, whether it is a manufacturing
establishment or a service organization, the manager needs to make plans °
for his workers and decide whicﬁ workers are to wark on which jobs on
each day, Under unorganized conditions, this "work plan® is commonly a
spur-af -the-m ment decision made at the instant a worker needs to be
placed on 3 Job, The need for good management, however, sugiests that it
should be a .considered decision if the most logical arrangement of workers
and jobs is to be secured, Even if the manager tries mentally to visualize
what his schedule should be for the next few days, he will find it a complex
and annoying task, which can be performed much more readily if a detailed
reference record is available far his guidance, idoption of the two
records already discussed for production plaming leads lqgically to the
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development And use of a third form by which a work plan may readily be
devised, This is the "Workers Schedule",

The Vorkers Schedule is prepared by the manager at the end of each
week to plan the work to be done in the week ahead. Figure 3-8 (Page 57),
i1ustrates the use o such a form,

The workera! names are listed on the schedule as well as the dates of
the working days of the forthconﬂng week, After reference to the Order
Iist and Production Record (or Service Record) the number of the order to
be worked on is written opposite the name of each worker for each day of
the week, In this way the manager allocates jobs to the workers in a
sequence permitting him to finish the job on time,

For example, in Figure 3-8 we ncte that the manager scheduled Order
Number 122 to be completed on the 20th day of July, after which the
worker (Malam A) is scheduled to work on Order Number 124 for the rest
of the week. Halam B is scheduled to work on Order Nuzber 128 all week.,
Malam C ﬂll work on Order Number 127 on the 20th and 21st, then change
to Order Number 126 on the 22nd amd 23rd, then to Order Number 130 for
the rest cf the week,

As the week proceeds, occasiomal revision of the work plan may be
required, These changes cun be rade readily, however, by crgssing
out the plamed Order Numbers and writing into the spces the substituted
Order Numbers, To make changes in an existing plan, of course, is far
superior to not having a systematic plan of work in the first place,



VORKER: JBXKLY SCHEDULB

Malen Sni Redio Rovodr vook Dnding ___July 25
torkers Name/Dete ngoy 24 . 22 23 o, 25
hlen A $22/42}, 124, 124 12 121, 124
lalon B 428 128 128 128 128 128
Molen € 12y 127 126 426/430 130 130
Molon D 125 325/43 131/132 132 132 132/133
Figure 3-8

The Vorkors Teekly Schodulo as asppliod to redio
(m mnbors 122’ 12&-’ 18. m. l'efel'
to Order Nunbcrs of opon orders)

ropoir,

(L9)
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The Vorkers Schedule, therefore, presents the manager with a means of
recording important plaming information, If the liarkers Schedule is to
be valuable, however, the manager must keep the Order List and the Product-
ion Recard up~to-date and complete, The Workers Schedule is dependent on
the accuracy of these two other documents for its usefulness, The manager
may wish to post the Viorkers Schedule in the shop for ready reference by
the workers, and thereby simplify his supervision.

SUMMARY OF FRODUCTION CONTROL RECORD KEEPING

The manager of the small enterprise, whether engaged in production
operations or service activities, requires certain basic plaming ﬁform—
ation,

He needs particularly tbo have three types of records:

a) he needs to knov vhat open arders he has on hand;

b) he needs to know how well he is doing with the orders

eurrently being worked on; and

c) he needs to plan his workers! time so as to meet his

camitments and get his orders campleted on time,

Three forms have been suggested to provide ready answers to the questions
that arise when the manager urd ertakes to plan amd control the operations
of his enterprise, If he uses these recards, the manager stands a better
chance of operating efficlently and profitably, than if he relies on his
memory in making the necessary mnagement decisions,

The manager can almost be guaranteed to step up his operating perform=-

ance by using these planning tools if he has never kept such records before,
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Additioral records equally useful to the manager are described in
Section 1V, the following section of this book. These concern materials

control,
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(v

Records of Material or Supplies

THE NEED FOR RECORDS OF MATERIAL OR SUPPLIES

In small manufacturing enterprises in developing countries, the
‘raw materials from which products are manufactured ‘are likely to be
a major expense item, They frequently constitute a greater partion
of the cost of making the product than the labor amd overhead invest-
ment combined, Yet commonly few if any records of material or
supplies are kept by suwch enterprises, and repords that are kept are
often inadequate for the degree of control that the value of the
material justifies,

Large manufacturing companies in industrially developed countries
have faund it desirable to set up precise records for controlling their
materials, to insure that econamic quantities are kept on hand-~ not
too much, yet not too little. In contrast to that condition, the
record-keeping procedures needed in a small enterprise in developing
countries are very elementary. Nevertheless the requirement cannot
be overlooked completely, The importance of keeping correct records
of critical raw materials on hand i3, in fact, =asily recognized,

If too little material is avallable, the manager of che enter—
prise sometimes unexpectedly runs out of stock and finds himself un-
able to continue his production operations, Then a production shut-
down occurs for the period needed to procure a new supply of the
material, If the procurement timc is short, little time will be
lost; but if a long time is required, serious interruption to the
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production plans of the enterprise oceur.

On the other hand, having too mueh raw material on hand also 3s
a problem, Then the manager finds hinself with his working capital
tied up in supplies that are not immediately useful t o him, and
which may lose their value over a period of time through deterjoration
or obsolescence, or from other causes, This is a form of unnecessary
waste that he wishes to avoid,
DETERMINING THE CRITICAL MATERIALS

In order to avoid this less, the eanager must first determine
which of his raw materials are critical to his continued operation,
These "eritical" materials are those that are furdamental and withe
out which he would be unable to continue his production, In a small
wibertrlen, these critical materials are likely to be relatively few,
thus easing the requiremert of maintaining the records needed to
control such items, In a bakery, for example, critical materials
include such items as flour, yesst and sugar, In a shoe-nanufacturing
shop, critical materials include the several kinds of leather needed
to make shoes, In a radio-repair shop, (a service organization),
eritical materials include certain electronic c;mponents used fre~
quently in making repairs 3 wire; solder; amd like items necessary
for continued operation of the enterprise,

The nature of these eritical materials varies, of course, wlth the
type of business » and is different even among businesses of a given
type. Each hanager, therefore, must make his own list of critical

materials as a first step in establishing a cantrol over their avail~
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ebllity, With this step, the manager decides which ard how many of
his materiais he should control thraagh his records, As a second
step, he should study his production recards and determine how much
of each of these materials he uses amnue y, as a guide to the
purchasing and record-keeping procedures he will set up,

Having determined the kinds and quantities of critical materials
he uses, the manager next must consider whether his present storage
facilities far these materials are adgquate.

KEEPING CRITICAL MATERIAIS

One of the frequently found characteristics of the small enter-
prise is that little attemtion is given to the careful storage of its
raw materials, Expensive materials too often are left scattered on
the grourd or are jumbled together with other supplies or scrap

'parts. This condition makes it quite difficult to know what material |
is available or how much there is of it, Cons equently having made
a st of the ltems of m.terlal that are critical to his operatiqn,
the manager should now undertake to provide suitable storage facil-
itles for such items, For example, if he uses sheet steel, the
sheets should be stored on shelves or on racks in a sheltered area
that is protected from the darngers of pilferage and weather. If
the raw material is in bags, these should be stored on a wooden
platform on the floor to avoid deterioration from dirt or water,

If the raw materials are parts of a small size, they should be kept

in a series of wooden bins or boxes and arranged on racks or shelves,
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wlth appropriate labels ldentifylng the items, There are many other
examples, and it is an easy caclusion to reach that material records
will have their greatest usefulness to the manager who uses a systeme
atic means of storing his eritical materlals, Moreover, recognizing
that his list of critical materials is likely to be fairly short, the
manager will need to make only a small investment to acc anplish this,
and in many cases the savings that result will nore than compensate
him for any expenditure needed to set up adequate storege facilities,
THE PRINCIPLES OF MATERIALS CONTROL '

The effect of using supplies of available materials is like
spending personal money: the more we use, the less we have, And if
we continue using aur resources without replacing them, we will
eventually be withoat resonxces, whether money or materdals, The
mall enterprise that has no systematic means of knowing how much
of any critical material should be kept on hard, or when new supplies
should be procured, faces a danger of running out of such materials

and temporarily going out of business until additional supplies are

available, |

The natural question that arises fram a study of this effect is:
how will the manager know when to order a new supply so as to minimige
the possibility of running out of materlal, yet avoid overloading him-
self with unnecessary supplies?

Two factors that affect this decision are: a) How much time is
required to purchase a new supply of the material? (This time is

referred to as the "lead time") and b) how much of the material is
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used durlng the lead time?

The effect these two factors have on the point at which a new order
should be placed may be expressed as two simple principles:

a) the longer the time required to purchase quantitites of a glven
material, the more must be kept on hand to avoid running out of stock;

b) The more material that is used during the lead time, the more
must be kept on hand to avoid running out of stock.

This means that each critical mterial will have a different
orderirg point from any other material. That is, it is unlikely that
any two materials will have the sams lead time as well as the same
usage during tkat time, Each eritical materlal, therefore, must be
individwally considered,

Of course, the manager can use simple arithmetic to calculate an
approximation of his stock needs, Far exanple, if he knows that
eritical item "A" is used in quantities of approximately 10 per week,
and the time to secure new supplics of this raw material is 1 month
(4 1/3 weeks) then he knows he will use 43 items during the period
needed to get a new supply, That is the "usage during the lead time",
But if there i1s a delay in procurement, or cther purchasing difficulte-
les arise, an additional "safety stock" will be needed,

Having no means of determining what this level of safety stock
should be, he would have to do same guesswork, and still would not be
sure that he was guessing correctly,

This problem has been equally troublesame throughout the years

for large manufacturing caapanies, as well as the small ones s as their
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quantltlies of stock on hand ard usage are great, and the losses result-
ing from being out of stock could be very high. Fortunately for the
small-enterprise manager, he can benefit from the work that has been
done to solve this problem for the large companies, and ready answers
are now available to this question,

The procedures used by progressive canpanies have employed statisti-
cal calculations to establish the appropriate re-order points wder
varying conditions, The re-order points have been calculated with a
mathematically determined probability tiat stock will be on hand at
all times based on an established level of usage and a known lead
time,

The small-ent erprise manager will have no particular interest in
the derivation of these figuresjbut can adopt them freely., If he
uses them, he will enjoy a good certainty of raving an adequate but
econamic supply of his critical materials on hand, The list of re-
order point: referred to appears in Table /4 - 1, (page 62).

Use of the Table i1s simple, Assume, for example, that a manager
of a small bakery uses an average of 3 bags of flour a day and that

[
3 days are required for procurement of the flour, The "Lead time"

3. For explanation of the procedures referred to here, see: "Production
Control", N.V. Reinfeld, Prentice Hall, p. 266; "Scientific Programming
in Business and Industry", A, Vazsonyl, John Wiley & Sons, p. 296;
"Management for the Smaller Company", Ed, Elizabeth Marting, American
Management Association, p, 2035 and “Basic Course in Production Planning
and Control", Department of State, A,I.D. Cormunication Resources
Division, p, 51ff., A probability of stockout of 1% has been enployed
in the caleulations for the Table.

The last two references cited above are available in the Library of
the Industrial Development Centre, Zaria,
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therefore, is 3 days, and the "usage during the lead time" is 9 bags of
flour, Referring to the Table, the manager will see that he should
re-order his flour when his supply on hand drops to 16 bags,

In referente to the problem railsed ear]ier of the shop having a
usage durlng lead time of 43 pleces of critical material, the solwion
to this question can also be determined ‘by use of the Table, A re~
ordering point for a usage of 40 pleces during lead time is read to
be 55 pleces, A4nd a usage of 50 pleces durling lead time requilres
a re-order point of &6 pieces., For a usage of 43 pleces during lead
time, therefore, a proportiomal figure between 55 and 66 cen be calculs
ated, This is 58 pleces, (That is, 0,3 x (6~55) = 3.3, and 3.3 + 55 =
58 approximately.) This figure should provide the manager with adequate
assmiauce tlat hie stock needs will be maintained at an economic level.
THE ORDERING QUANTITY

Now the manager will wish to know what is the mest econamic quantity
to purchase of the critical material when he orders a new supply., He
has already established the minimum quantity he should have on hand of
each matgrial, but will still have to decide whether to buy in quanti-
ties that ralse his supply on hand well above the minimum level, or
make small purchases so as to keep quantities |on haml as close to the
minimum-level as possible,

Three factours affect the decision that the manager will make in

this respect, These are:

1. The cost of the material, If the cost of the material is high,
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R

TABIE (F RECRDER POINTS FOR MATLRIAL CONTROL

USAGE DURING REORDER USAGE DURING REORDER
LEAD TIME POINT LFAD TIME POINT

(1) (2) (1) (2

0.5 2 70 90

1,0 K1 80 101

145 4 % 112
: 2,0 5 100 1232

2.5 b 150° 179

; 4.0 9 250 287

; 5 10 300 340

] 6 12 400 L7

l 7 13 500" 551,

8 15 600 657

9 16 700 762

10 17 800 866

15 2/, 900 970

20 30 1000 1074

25 37 1500 1590

30 43 2000 2104

40 55 2500 2617

50 66 3000 3128

60 78 4000 L7

5000 5165

Examples

A small-enterprise manager uses 50 pleces of a certain
critical material each month,
At what level of stock should he reorder?

Answer:

The "1ead time" is 2 months,

With & usage of 50 pieces per nonth, and a lead time of
2 months, he will use 100 pieces during the lead time,

Reading opposite the number 100 (Column
the reorder point of 123 is noted (Col
therefore, reorder when his stock level falls to 123

pieces,

umn 2),

1) on the Chart,
He should

Table 4-1
Chart of reorder points for material control
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the marager will raturelly wish to minimize his investmert and will
purchase a small quantity, Cheap materials can be baught in larger
quantities, of course,

2, The storage space available, If he has adequate storage space,

larger quantities can be procured without difficulty, but if his
storage srace is very limited, the quantity purchased will again be
reduced to a figure close to the practical minimum, Usually, however, |
the amount of storage space needed by a unit of the mterial is aA
consideration also, That 1is, a bag of floui', for example, requires
more stbrage space than a small bax of 100 3" bolts, Frequently the
small enterprise has little storage space and a decision to minimize
purchase quantities is most practical,

3. The cost of ordering the materials. Often the cost of placing

an order in a smll enterprise is very low, so this also encourages
the manager to order frequently for the minimum quantity consistent
with his needs,

Of course, the quantities in which a material is in the market
place also affects the size of the purchase, For example, flour for
bakeries is sold in units of 100 pounds, while other parts and
materials are sold in boxes of 1000, in units of 100 square feet, or
in similar standard quantities, The ranager must then purchase in
these quantities, In nmost cases, however, he can adjust his purchases

to fit his needs without much interference from this requiremant.
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The manager, therefore, may generally be advised to purchase in

quantities that keep his stock on hand just above the reorder point, and

place orders frequently. The safety stock included in his reorder point

will usually be sufficiermt to £fi11l his needs and still give him the
necessary protection fron ruming out of critical materials, In cases
where the conditions of the market suggest that material of any kind
is likely to become more difficult to procure, the lead time will be
extended &nd a new higher level of reorder will have to be established,
This means that the manager will have to store more of the material,
ad will consider purchasing larger quantities when orders are placed,
The necessity for the manager to pay close attention to his available
stock of such items becames obvious, therefore, His close study of
the market condition in respect to these materials also 1s imperative,
if he is to avoid being canglt with shortages in the supplies necessary
for his coutinued operation.
AN EXAMPIE OF MATERIAL CONTROL
An 11lustration is shown in Figure 4~1, (Page %¥4), of the variation
of a critlcal mterial in a small leather-working shop, The manager
notes that he requires appraximately 3C) square feet of chamois leather
& year, and that an average of t wo months lead time is needed to secure
new supplies, From these facts, he determines that a level of 66 square
feet is the minimum he should have, He decides on a standard purchase
quantity of 75 square feet, As the materials are used, the quantities

on hard fall, then rise again as new supplies arrive, and the process
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1s repeated again and agein, A detailed explanation of the events shown'
in Figure 4-1 follows,
DETAILED EXPLANATION F THE EVENTS

The events that occurred in this entgrprise are readily understood,
As of Janwmry 1, 90 square feet of chamols leather were ;on hand, During
the month 18 squire feet were uged.

On February 1, therefore, 72 square feet were still available, but by
February 2, only 66 square feet remained. so Order #27 was placed te
purchase 75 square feet more. Beforé the end of t.he'linonth, a.ribt_her' 17
square feet were used,

On March 1, 49 square feet were available, and 20 were used during
the month,

As of April 1, 29 square feet were in the stares and 10 square feet
more were used by April 8, when the 75 square feet ordered on Order #27
arrived and were placed in stock., Seven sqﬁare feet more were used
during the remainder of the month,

May starts with 87 square feet on hand, of which only 10 square
feet were used befare June 1,

June started with 77 square feet available, and by the 16th of the
month a level of 66 square feet was reached, when Order #30 was placed
- forthe standard quantity of 75 square feet, Six square feet more were
uged before July 1,

Following months continue in a similar manner.

This illustration shows how the marager may minimize his quantities
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of materlals on hand, and still operate with a reasonable certainty that
he will have suffieient supplies far his needs,

The question must now be cansidered, however, as to what records the
manager will need to accomplish such a cantrol over his eritical materials,
A RECORD FOR MATERIAL CONTROL

The record used to maintain an adequate material cantrol in a small
enterprise need not be complex, but can be very simple and easy to keep
np~to-date,

In most cases in small businesses, the easiest way of controlling
receipt and usage of materials is through a "Bin Card", which is a record
placed with the material at the storage point, When the manager removes
& quantity of the material, he records it on the card; and when he adds
material to the supply from incoming purchases, this also is noted,

A typical Bin Card is illustrated in Figure 4~2, (page73 ), as applied
to the leather-working shop referred to in Figure 4~1 for the months
of January through April, |

Notations made at the top of the Card identify the material it refers
to; the bin in which it is to be placed; the re-order level; and the
purchase quantity, Dated notations are ent ered periodically for quanti-
ties taken out of the bin (OUT); for quantities added fram incoming
orders (IN), for which the Purchase Order Number is also noted; and for
the quantity in the bin at the moment (BALANCE), The additions ami

subtractions are so simple they need no detailed explanation,
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\"\'\\ ///’—"
\\. 4'/
%‘\\'\\\\ / //
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)
DESCRIPTION  (“HAMO (S LearsER
| REORDER  , 4 PURCHASE 75
BINNO: /2 IEVEL: gg ppQUANTITY: co fp
PURCHASE ' .

DATE | ot IN ouT BALANCE
Jean./ 90
JANS /0 Lo
Janz2 g 72

FEB 2 6 | 66
FEB 12 /7 49
MAR. 2. /0 =Y
MARIS /O 29
PPR ¢ /O /9
APR G [F27 58 75 94
\APR 20 7 1 €7

Filgure 4-2

Typical design of a Bin Card used for the leather-working
shop referred to in Figure 4-1 for the months Decanber

to April,
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In most small enterprises the Bin Card can be kept with the material,
and recordings on it made by the manager himself., He will thereby Be
exposed repeatedly to a record of the availlable supply of this particular
material and can assure himself that the quantity on hand matches the
recorded quantity,

Despite the avellability of records, erroré occur and materials are
sometimes used and notations forgotten, so deviations fram the recorded
flgures may easily arise., A check at least once a week to assure that
this simple materials control recdrd is maintained will usually prove
a good investmen. of the manager's time, recognizing that his number
of critical materials is small and the quantity kept on hand has
already been minimized, |

In some enterprises, of course, it may not be practical to keep the
Bin Card with the material, as for example in a concrete-block manu-
facturing company, where materials are locse and may not be kept in a
"bin" in the usual sense, and may even be exposed to the weather,
Keeping a similar record in a book in the manager's office may then
serve the required purpose., The design of the Card, howevér, will be
similar to the design already illustrated,

In other instances, where raw materials are used in small quanti-
ties regularly throughout the day, and may not be taken fram a bin
in specific unit quantities, the task of recording OUT figures is
different from that of other cases, For example, in manufacturing

enterprises where ordinary samd is uéed, quantities used throughout
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*h= day may not be in measured standard units, In this case, the manager
may measure or caleulate the total usage at the end of each day and make
a single notation,

In other instances variat;ions in the design of the form or in the
recording procedures may have to be adopted; but in principle, the
procedures recommended here will be very adaptable to most small-enter-
prise needs. Such records have a high utility, and the manager will
be wise to pay c¢lose attention to his material cotrol records,

SWMMARY OF MATERIAL CONTROL RECORDS

Before the managér can set up proper material control records, he
must know certain things: which are his critical materials; how long
it takes to purchase them; and how much is used, with this knowledge
in hand, he must decide what quantities he will purchase amd how they
wlll be stored physically so as to minimize deterioration,

A procedure employed by large campanies for establishing minimum
quantities to be maintained has proven applicable to small enterprises
also, and this procedure has been explained here,

With this information established, a simplé Bin Card or equivalent
form may be; created to record daily usage or replenishment, and a
rumning record of available supplies can readily be maintained, The

need for periodic personal attention to the condition of the supplies

camot be overlooked, however,
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A further recurd-keeping requirement explained in the next section

of this book refers to the maintenance of a good product quality,
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)
Quality Control Records

THE IMPORTANCE (F QUALITY CONTROL RECORDS

It has been observed that "The manager of the small shop is not so '
conscious of his need for quality control as he is for certain other
requirements of his business....“a Because this is true, he is unlikely
to keep very effective records of the quality; of the products he produces
and therefore will be without adequate means of determining whether
unnecessary waste is occurring in his manufacturing nrocess,

Often custamers are not critical of the qua_lity of the products
they purchase fram such small enterprises, and in n;any instances are
more concerned about the price of the producjc. than about its quality.
So cheap products are made ard cheap products are sold, ard bath
manufacturer amd purchaser are satisfied,

We should not assume, however, that because the items manufactur-
ed by the small enterprise are inexpensive, no records of quality
control are necessary, The need for such records is determined by
the necessity for minimizing waste and maximizing the usefulness of
the material and labor resources applied in producing the product,
whether it is an expensive or inexpensive item., In the expression
"quality control", the word "quality" does not refer merely to

. high-value, expensive products, but also to inexpensive items with

a low sales price,

%+ "Handbook of Management Principles," R, F, Bruckart, Industrial
Development Centre, Zaria, p, 35
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In fact, many shops, large and small, have a policy of producing
low-priced, low-quality products to supply the needs of a particular
market . In'other enterprises and for cther products, the quality
level is set high, and only products attaining that level of excell-
ence are acceptable, The important thing is, whatever the value of

the product, a standard of the desired quality should be established,

whereby the quality attained my be measured, and the degree of
effectiveness in using available resources of labor and material may
be closely controlled,

To "gontrol" quality means to assure that a product is produced
that is neither significantly better a worse than the established
standard for that product, Thus the first requirement for quality
control is that the manager have a clearly established corc ept of how
good a product he is trying to make, Havirg this understanding, and
producing the product according to this standard, he will wish to
receive periodic information on any items that are produced that do
not meet the established standard, Then reasons for such a short-
fall in quality may be determined and action taken to correct it
end to avoid the repetition of similar waste in future operations,

-The process of doing this is the process of quality control.

As was demonstrated earlier about daily transactions, and about
production control and materials control, even simple records aid
the memory of the manager in remembering the facts of his operation.

Quality control is no different, It also is easiest to do throaugh



(79)

the usz of records,
QUALITY RECORDS AND THE QUALITY CONTROL PROCESS

The need for such records arises at two points in the quality
control process, namely at the point where standards are established
for the products to be made, ani at the point where the manufactured
product quality is compared to the standard for that product,

The flve steps in the Quality Conmtrol Process in any kind of small
bussness establishment are:

1. Establishing the quality standard

2. Producing the product according to the standard

3. Comparing actual results with the establislied standard

4, Taldng corrective action when necessary

5. Revising the standard if necessary

Ihese five steps and the two points of record control are illus-
trated graphically in Figure 5-1, on page 80. . In nomal practice,
Steps 2, 5 and 4 of this process will be repeated regularly as product-
ior continues,

Step 1, in which the quality standard is established, is the first
point at which quality records are required., Here are listed specifi-
cations and dimensions that constitute the standard far the product.
An alternative for such records is to prepare a sample of the stand-
ard product to which routine produc tion may be compared,

Step 3 is the second point in the process of quality control where

records are needed., Here records are kept of any defective parts
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produced, and of the extent of the less incurred through such below-
standard manufacture,

Step 5 in the process of quality control suggests the necessity
of revising the standard, This is a remedy that shéuld be employed
infrequently, as such changes are properly made only when the stand-
ard 1s set too low or too high, ar if some aspect of its manufacture
is too challenging or expensive for processing in the manner or at ,
the cost anticipated, It should never be used merely to permit
defective products to pass inspection in order to avoid fimancial
losses, Passing on to the customer products that; are known to be
defective is not only en act of questionable ethics » but is also bad
business, as it has an undesirable effect onthe reputation of the
establishment . ’

The infomation tle manager needs to maintain his product quality
depends, of course, on the kind of business activity he is conducting,
and on the types of products he is manufacturing, It is desirable
now to consider further the nature of this required information,
WHAT THE MANAGER SHOULD KNOW ABOUT HIS PRODUCT QUALITY

Any manager wishing to adopt a record~keeping procedure for his
product quality needs first to establish what characteristics of his
products determine their "quality", Many things affect quality,
Among these are: surface finish, as in leather products, fabricated
sheet-steel products, gnd furniture, In some cases, the color or

color consistency of the product is important, as in clothing, in
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certain food products, or in the manufacture of paints. In octher
instances, mechanical movements or fits establish the quality of a

product, For example, a palr of hand-shears designed to cut paper
should operate so that the two blades move freely and aut smoothly
along the edgess Frequently the dimensions of mroducts are important,
as in the size of a pair of shoes, or of a garment, or the dimensions

of spare parts for automobiles or any mechanical device,

In the case of food products, taste, color, hygienic preparation,
.g;éanliness and careful handling influence the customer's decision on

quality, In many cases the expected life of a product determines its

quality, For example, a knife that loses its edge in a very short
time will not be regarded as a quality product, nor will a garment that
wears poorly, And shoes that wear out long before they should are
considered inferior products,

In many cases, quality of a product is also a function of the
consistency of its critical characteristics over an extended period
of manufacture, For instahce, if the taste or texture of a given
type of bread varies from day to day, and the custamer is never sure
whether he will get a good loaf or not when he buys one, he will
conclude that the quality of the bread is poor., Consistency in the
dimensions of spare parts for motorcycles or other vehicles is
another example of the need for this type of quality,

Finally it should be noted that the relative value of the raw

materials in a product also influences its quality, A ball~point
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pen, for example, may be made in inexpensive models of cheap materials
such as plastic, or may be fabricated with great refinement in gold or
silver or other valuable materials, The latter model is regarded as
belng of "higher quality" than the cheap model, although the operatlon
of the device may be identical in both cases, It is clear, of course,
that no matter what the value is of the raw materials of which a
product is made, if it does not function properly, it will still be
regarded as having low quality, That is, if an expensive ball-point
pen does not write propez"ly, the fact that it mey be made of gold does
not give it more quality. Performance in mechanical devices is the
most important feature of their quality,

So whatever the nature of the products made by the small enter-
priser, he must have a clear concept of what constitutes a standard
product and what the characteristics are that identify that quality.
With this information at hamd, he is in a position to establish the
records of the first stage in his quality control.

THE FIRST STAGE OF RECORD KEEPING IN QUALITY CONTROL

The first stage of record keeping in Quality Comtrol is to
establish which characteristics of the pmduct'are important to its
quality. A simple listirng of these characteristics, along with other
dimensional information is usually sufficient for the small establish-
ment, If these characteristics can be made sufficiently clear by
written description, this should serve as a reliable reference for

quality checks of newly made products, If the written word is
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Insufficlently descriptive or clear, a sample product made according

to the standards required for that product my serve to clarify the
specifications,

An example 1s provided here of how such a product quality may be
established in a small busiress, The example is taken from an enter=-
prise making a small, leather traveling bag, This 51119.11 bag has high
utility for travelers amd is a popular product of this leather-working
artisan, The bag is made of camelt!s-hide leather, 1s lined with an
attractive durable cloth, has a side pocket with a zipper closure,
and a large zipper opens on the top, The two léather—covered handles
of the bag are designed for coaafortable carrying, A sketch of the
bag is shown in Figure 5-2, page 85. .

In order to maintain the established quality of this product, the
manager had to declde what the characteristics were that were critical
to its quality. Six things were listed (shown also on Figure 5-2)
which he regarded as important, These, as will be noted, concerned
the actlon of the zippers, the quality of the stitching, the color
characteristics, and neatness in affixing the lining,

Vith a sample of a properly-made bag available, and a list of the
critical characteristics affecting its quality, the workers can be
guided in fabricating this product, Such standards minimize any
tendency to deviate from the established quality level,

The time and effort to create such quality stendards and monitor

them closely are best justified for those products for which a



THE READY-TRAVELER

1.

QUALITY CHARACTERISTICS OF THE READY-TRAVELER BAG

Both zippers must slide smoothly and close tightly

2, Stitching n edges of bag must be even and without loose ends

3.
ke

Se

6.

Color of leather must be consistemt and surface must be clean
Handles must be stitched carefully and equal in size
Lining of bag must be sewed carefully arcund edges and fitt ed
neatly. No rough edges of the lining must be seen.
Rings supporting hundles must be triple-sewed firmly to the bag
DIMENSIONS OF THE BAG '
Lengths 20
Widths 1=2n

Height: un

Quality characteristics of the Ready-Traveler Bag

Figue 5-2
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regular production is mainteined, and which have a good sales level,
Such standards may not be necessary for the occasional product that
will not be made a second time, or for products having little demand,
The maintenance of quality becomes a vital matter, howéver, in the
manufacture of items for which there are repeat orders and of which
there is a relatively regular and continuous production, This

requirement is related to a simple principle of small enterprise

operation, which states that: every small-imdustry manager should
establish a standard line of products for his business.
ESTABLISHING A STANDARD LINE OF PRODUCTS

One of the basic principles of small-manufacturing operation is
that every enterprise should concentrate its efforts on a line of
products that can be sold in fairly large quantities, so that pro-
ductivity in fabricating these products will improve amd worker skdlls
will be developed. A consistency in quality, too, will be secured
and production time will be reduced when products are made in larger
quantities, Waste will also be gradually reduced as skill in making
the product increases,

In large companies, precise product standards are established on
qua.ntitativé terms, Dimensional tolerances s degrees of finish,
amoothness of surface,=— many of these characteristics of a product
are standardized within narrow ranges to assure its consistency and
excellénqe. The small enterprise usually camot employ such exact-

ing standards, but the manager still needs to have a tangible measure
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on which his quality is to be based, The provision of product svecifi-
cations and a sample of a standard product for the items in his stand-
ard line of manufacture is a requirement he cannot afford to ignore,
however, if his product quality is to be maintained, The provision

of the product standard, therefore, constitutes the first stage of

quality control, The second stage of quality control records is the
gamparison of the quality of the faboicated product with the establish-
ed standard, |
THE SECOND STAGE OF RECORD KEEPING IN QUALITY CONTROL

Of equal importance to the creation of a product standard is the
control of product quality in routine production.

In a small enterprise, quality control must be simple to carry
out but yet must be equally as effective as the same process in a
large shop. Control of quality is based on a compardison of the excell-
ence of the fabricated product with a standard product of the same kind,
In the small enterprise the manager visually checks the critical points
in the manufactured product, and on the basis of what he finds deter-
mines whether it is sufficiently similar to the sample to be accepted,

In cases where the standard is not completegly achieved, a decision
must be made about what i1s to be done with the product., If it can be
galvaged and repaired, this may be done, As, far example, if the
stitching in a leather bag is not neat encugh, it may be possible to
rip out the stitches and do it again, If no repair is possible,

however, the manager may have to scrap the product or re-usec the
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mterial it was made of, For evample, in a bakery, if bread was burnt

by having been in the oven too long, it must be discarded, In a carpen-
try shop, wood, in wooden products that do not meet the standard, may
frequent ly be re-used for other products,

No matter what action is taken on below-standard items, however,
waste and unnecessary expense will occur as a result of having made an
inferior product. Even if the product can be re~worked, there will
still have been a loss of labdr, time and materials that should not
have been experienced, and if it is used as raw material for other items,
or if 1t is scrapped, the waste in materials and labor is quite apparent,
The records of the manufactured quality level, therefore, should also
include notations of how defective products have been disposed of, in
order that a sumary of the trends in quality control may be prepared,
These and other characteristics of such records are described below,
QUALITY CONTROL RE.CONDS

Quality control records must be useful to the manager as a tool of
management, Obviously they must do more than merely tell him how much
gerap occurred or how many items that he manufactured did not meet the
established standard, They mst also provide the opportunity of
determining what or who caused the waste, In small shops more than in
large ones, much of the work 1s done mnuadlyy and quality, good or bad,
is more the effect of the degree of care taken by the worker doing the
task than anything else,

Thus the quality records of the small enterprise not only must
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help the ma.naéer determine what happened, but must also enable him to
assoclate the work done with the worker who did it, If a given worker
caused one or more scrap items, was it because he lacked skill? was
careless? didn't understard the standard requirement? didn't have
proper tools? or for sane other reason?

The usefullness ef quality cantrol records, therefore, arises from
the process that is necessary to create them, That is, first, all items
manufactured are inspected visually or with measuring tools, to deter-
mine whether they match the working standard, In the small enterprise,
generally 100% of the items made must be checked, and all critical
characteristics of each item are inspected on the basis of the known
standard, Quantities are wsually small enough that a 100% inspection

can be made without excessive time requiremcnts.5
Second, the manager making the inspection notes on his quality

report his comments about any faulty items and the reasons foar their
deficiencies. He will then discuss withthe worker who did the Job the
cause of this faulty work and advise him what the appropriate action
is to avoid it in the future, It is a principle of quality control

in the small establishment that there is no substitute for close

3. This recomendation, of course, assumes that the inspection can be
made without destruction of the product, In the case of food products,
for example, where tasting or drinking the product is the only means of
inspecting it, obviously sampling inspection will be necessary, otherwise
no salable product would remain, Infrequently the production of the
small enterprise is in such large quantities that 100% inspection is
impractical, as for example in a concrete-block manufacturing business,
in which hundreds of blocks may be made daily. Sampling inspectim is
also called for in these cases, Such enterprises are relatively few,
however,
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personal attemtion by the manager tot he quality of the products produced

by his workers, No matter how detailed are the records that are set up,
they can never substitute for the interest the manager takes in seeing
that his workers are producing according to his standard.

His close observation, suported by an appropriate quality cantrol
record, will go far in making consistently good quality a real possibil-
ity.

Let us now consider the form a Quality Control record may take in
the small establishment,

THE QUALITY CONTROL RECORD

The design of the quality control record for the small ent erprise
may vary depending on the circumstances under which it is used, but it
usually will approximate the form shown in Figure 5-3, page 91, .
Every Record is likely to note the job number, the item worked on, the
cause of the rejection, the name of the worker responsible and a nota-
tion of how the article is to be disposed of, whether scrapped, re-
worked, the material to be salvaged, or whatever may be done with it,

The example shown in Figure 5-3 1llustrates a typical report fér
a day's activities in the enterprise of a leather-artisan,

Throughout the day, the manager periodically checks the work of
his employees and notes any items that are below standard, For example,
a zipper sewed incorrectly in a leather Jacket was called to the
attention of the worker responsible, and he was asked to re-work that

part of the Job., In this instance only the time of the worker was lost,



QUALITY CONTROL RECORD
Alha ji Musa Manaja - Leather Artisan

Date _July 23

JOB : WORKER HOW
NUMBER ITEM | CAUSE QF REJECTION RESPONSIBLE |DISPOSED
§ or
120 Leather Jacket Zipper sewed wrong Abdu Re-work
118 Sandals = 4 pair ’ Sole mounted loosely Musa Scrap
E Salvege
122 Ready-Traveler Bag ! Cut in leather on side Dauda Material
119 Brie#® Case (2) i Inner pockets cut at wrong angle Seidu Re-work
NOTES: rstimBie #8610~ loss in materiels and %0.10.0 in lsbor

Figure 5~3
THustration of a Quality Control Report
in a small enterprise

(16)
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In the second example noted, four pairs of sardals were made incorrectly,
with the solss mounted loosely. These sandals had to be scrapped, there-
by causing not only a labor loss but a material loss as well, The third
example, the Ready-Traveler bag was cut by careléss work ofthe employée,
and the bag had %o be salvaged as raw material, thereby causing both
labor and material waste, A fourth example also resulted from poor
worker skill, and the product had to be re-worked, The manager ha.s
estimated his day's loss through waste in material as #3,10,- and a
Jabor loss of an additional #0.10,-. This reminder of what below-
standard work costs him is a stimulant to cleser attention and better
supervision of his workers. It may also show the absence of needed
8kills in certain workers if repetition occurs frequently among eone or
more of them. These documents accumulated from day to day are a
revealing and infomatory recard of haw well or how poorly work is dme.
Alsé, how much waste 1s costing him is equally apparent to the mamager
1f he studles his records. |

From the use of such simple devices should came a much better
mamagenent, It should stimulate a drive to attain maximum production
with minimum waste,
QUALITY CONTROL IN THE SERVICE ORGANIZATION

Small enterprises that render services, rather than manufacture
products from raw materials, also require quality controls, The pro-
cedures already described for maintaining quality, however, are not

fully applicable to service activities such as occur in radio-repair,
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aut anotive-rapair or cycle-repair enterprises, for example.

In the case of the service organization, the performance of the
product after it has been serviced is the most significant determinant
of the quality of the job done, For example, after a rmadio has been
repaired, it should function well and continue to do so without the
need for a prompt return to the workshop for further repairs, Service
managers sometimes operate'a repaired radio for a few hours as a test,
before it is returned to the customer, to assure that there will be no
recurrence of the repaired fault., Similarly, when automobile engines
are repaired in an automobile repair shop, the engine should underge
a test run after repair to assure that the operating problem is
corrected, and furthermore to determine whether any additional faults
have been created incidentally during the repair process,

In maintaining quality in service activities, close attention to
the proper use of tools and servicing equipment is one of the import-
ant requirements,

Manufacture of products with unsophisticated equipment and simple
tools is possible and acceptable products may be created by this process,
But the repair and maintenance of complicated modern machinery or
electrical devices requires a higher level of skills and more special-
ized tools ard equipment, The provision of adequate employee training
is one of the most important factors in assuring the quality of a
servicing Jjob,
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Also the small establishment fabricating manufactured products may
find that occasional items not completely meeting the required standard
may inadvertently pass through to the customer, This is understandable
if large quantities of a gi%ren product are manufactured. A service
activity, however, deals with individual jobs, no two of which are
13kely to be identical in their requirements, Personal attention to
each Job, therefore, 1s of great importance in the service establish-
ment, and with good management few if any jobs done should need to be
returned to the work shop because of faulty work.

The needs for attaining good quality in a service industry are,
therefore:

1. Having workers with adequate training amd éppropr:i.ate skills;

2, Use of modern servicing equipment ard tnols;

3« Use of good-quality spare parts or raw materials designed
for the purpose that they are to serve, (Substitution of spare
parts cheaper but supposedly "just as good™ for the correct replace-
ment part or parts is rarely Justified);

L. Close personal attention to the performance of the service
tnsk by the manager,

The form of the Quality Control Record used in service organizatims
may bé similar to that already described, with modificatims to suit the
particular kind of establishment. The sanme principles of control and
| accountability apply in a service-reporting activity as apply in a

manufacturirg establishment. The same basic questions arise: Vhat
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happened? Why did it happen? Who was responsible? Wmt is to be done
about 1t? All of these questions must be answered by the information
provided on the Quality Control Record. Even with close attention to
the work done, the quality control procedures assuring quality in a
service organization should mot exceed in complexity or difficulty
those introduced in a manufacturing organization. 1In elther case
it will be fourd that the control of quality is a highly desirable
feature of the management of the enterprise amd cne fully Justifying
the simple records needed to attain it,
THE RETATIONSHIP OF QUALITY CONTROL RECORDS AND PRODUCTION RECORDS
Quality comtrol records are most useful when other records already
recamended have been installed and are operational, Quality control
is aided by the availability of reliable information on production, on
sales, on material control, and on other aspects of good management,
The Installation of a quality control reporting procedure should
follow in sequence the adoption of other types of production report-
ing. Otherwise the types of losses and wastage ncted by the Quality
Control Record will be largely beyond the polssibility of correction
8t this level of operation., For example, if no scheduling or planning
of production is introduced before quality controls are applied, pro-
duction may be rushed in some cases, and quality may be sacrificed
in order to get the job finished on time. A Production Planning

system in operation should avroid this difficulty.
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Ancther example: without a material-control system in operation,
eritical parts may sometimes be in short supply, thus forcing a substi-
tution of second-best raw materials instead. Then quality will probably
be sacrificed again in order to complet e the arder. Prior adoption of
a good materials-control procedwre should avoid this cendition,

Other reporting methods have a similar effect, Thus it is recommend-
ed that a quality-control record be adopted only after previously
described production-reporting systems have been installed and are in
regular use, With their operational assistance as a background, the
use of a quality control reporting system may proceed with good
assurance of success,

SUMMARY OF QUALITY CONTROL RECORDS

After the manager of the small enterprise has set up good working
records of daily transactions and production ard materials control,
he w1l wish to create a continuing record of his product quality as
well, The requirements of keeping such records are nct demanding,

In most small enterprises the easiest way of establishing a
tangible product standard is to have a well-mmde sample to which
reference is made for comparison to newly fabricated items,

Having established the characteristics that influence quality of
such products, the manager nay adopt a simple Quality Control Record,
He will then take appropriate action to avoid repetition of the fault
in the future, This should help him to manage bett er, for several

reasons:
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1, The quality stardard on which all products are based is
unvarying,

2, The characteristics affecting quality of a given product are
established,

3+ The daily listing of below-standard performance identifies the
type of product, the worker responsible and the nature of t he fault,
Better supervision is possible with such quentative date at hard,

L, The costs of waste resulting from inferior work are brought
to the attention of the manager repeatedly and action is more likely
when a continuing record of the degree of loss is available,

The total effect, therefore, of keeping this simple record my well
be beyond what might have been imagined before such controls were under-
taken,

Purther records are also useful in the small enterprise, if waste
is to be avolded. One of thesc i1s a record of how the workers use
their time while in the emterprise, This subject is covered in detail
in Section VI of this book, which follows.,
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(Vi)
Bmployee Records

THE IMPORTANCE OF FMPLOYEE PRODUCTIVITY

Each morning when the worker in the small enterprise steps up to
his work place he has at his disposal eight hours of time that can be
spent in productive effort for his employer. How does he use this
time? How muoh of it will be spent usefully and how much of it will
be devoted to aotivities that do not advance the work of the enterprise?

One guiding principle that provides an answer to these important
questions is: the worker oan'be'productive only to the extent that
his manager makes plans for him to be productive,

In industrially developed ceuntries, management subscribes to the
oonoept that » productive worker is one of the most important assets
of the ocompany: Small enterprises in developing countries, however,
give less attention to this aspect of managementi The owner or
manager of the small manufaoturing shop oommonly takes the point of
view that "labor is cheap and readily aveilable", and therefore he
is not very much concerned about how his employses use their time.

It is true, of course, that labor in deYeloping countries is
paid relatively low wages, compared to that of industrially developed
countries. One important reason for such low wages is that labor in
small enterprises is generally much less productive than labor under
more developed eonditions, However, vhether in a developed country
cr a developing one, the manager of the small enterprise is no

different from the manager of the large company, in that he can



(99)

affurd to pay wages ta his employees only in proportion to their mro-
ductivity. Wages must be paild out of the income from the sale of what
is produced. There is no other source., So low production means low
moductivity, which in turn means low wages.,
LO4 WAGES DO NOT MEAN LOW CGBTS

Low wages, however, do not mean low costs, "Cheap" labar may be
very expensive, indeed, when little productive work has been done for
the wages pald, In fact, it is not infrequent to fird that products
produced by the enterprise employing low-paid labor are much higher
in cost and sales-price than the same type of product produced by a
more productive enterprise, which is also able to pay higher wages
to its workers,
THE MANAGER DEPENDS ON HIS WORKERS

In large companies, workers spend much of theilr time in the use
of production machines, many of which establish the work pace, In the
small enterprise, however, where more of the work is done manually, the
manager needs to depend on the initiative of his workers and on their
full utilization of avallable time to secure a reasomable output, Too
often in small enterprises the manager makes i!.nadequate arrargements
to insure continued production, and workers are left to their own
inclinationc as to how much they will produce ard how they will do it.
The unfortunate result of this lack of adequate plamning is that
unless the manager is immediately present, the workers tend to main-
tain a .low productivity, through ineffective or inadequate utiliza-

tion of their time, Then the manager's close personal attention
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becames the only really effective means he has of assuring continued
production, This need for unending vigilance over the production
process may readily leave the manager with less pime to perform his
management tasks than is required and productivity is almost certain .
to be low under these circumstances,

Well-managed companies in industrially developed cauntries usually
provide their workers with allowances of up to 25% of their available
working time for persomal needs and relaxation, The result is that
for approximately 75% of the time, the warker can be cted to be
doing productive work, In small enterprises in developing countries,
however, studies have shavn that ds much as 50% to 75% of the working
time available to the employees may be spent on other than productive
actlvities of the enterprise, In some cases, unfortunately, the
figures have been found to be even higher,

Ineffective use of time may result from many causes, Usually
closer management attention to what is happening in the enterprise
would serve to reduce the amount of time that is lost through
ineffective activities, Whatever the cause of the lost time, however,
the lew productivity the condition produces amd the high costs that
accompany it mean not only that workers cannot be paid high wages,
but also that the manager of the enterpr se is severely limited in
his effort to meet his production schedules, Certainly any desire
to expand his operations will be seriously hampered by such waste-

ful conditions, So everyone loses when these things happen,
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THE MAMGER WORKS WITH PEOPLE

The job of the manager of the small enterprise, as well as of the
large company, is to get things done with people, through people, and
by people, these people being his employees. Consequerntly his need
for high productivity becomes apparent., Any desire that he may have
that his employees will achieve it is not fulfilled, however, merely
by providing the worker with a job and hoping for the best. Experi-
ence shows that the best isn'!'t secured in this way,

So it becames easy to conclude that whether or not the producti-
vity of his operation is to be high is a decision to be made by the
manager himself, To the extent that he displays an interest in
a productive enterprise, to that degree the workers may also be
expected to do so. Usually a formalized system is needed to accam-
plish this, however, That is, it generally calls far a set of
records of what is expected to be done by the workers, what actwml-
1y waé done, and if necessary a report on what was done that was
not in agreement with what was anticipated.

This means that records of employee performance are needed,
Plaming for producti ve employee effarts is an important managerial
responsibility, but one that is not always well urderstood by the
manager of the small enterprise, to his disadvantage, Adoption of
what !s termed the "Principle of Accountability" is the first step

towards an achievement of productive employee performance,
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THE FRINCIPLE OF ACCOUNTABILITY

Anmong well~-organized and efficiently managed industrial enter-
prises, both large and small, the Principle of Accountability is the
basis on which effective direction of business activities is achieved.
This principle states that the mare ger bears ultimate responsibility
for everything that happens in the company, He is the one who is credited
with the successes, and he bears the burden of dealing with any fail-
ures or losses incurred,

THE JOB OF THE MANAGER

Thus it becomes clear why the manager must have a strong grasp
of his shop operations, especially in such things as cost control, work
simplification, waste control, quality control, and production control,
If the manager faces the necessity of accountirng for the overall
performance of his business, then the workers in his establishment also
must be made responsible for their performance as well,

The responsibilities of the manager are well known, He organizes
the work of his employees, He provides the tools, equipment and
materials they need to do the required Jobs, He finances the enter-
prise. He provides the facilities and proper ;nvironment in which
workers may undertake their assigned tasks, So, in the face of these
requirements, logically he also is in a position to expect his workers
to meet their responsibilities, '

The responsibilities of the workers are: to give their employer

a falr day's work for the wages they are paid; to produce products
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of an adequate quality; and to maintain a level of productivity
mutually acceptable to their employer and to themselves,

If a manager experlences lowgses from unsatisfactory administra-
tion of his enterprise affairs, his paftners or financial backers
will and have a right to ask "Why?" And an explanation must be
forthcoming, It is his responsiudlity to manage affairs well,
Similarly, if a worker has an assigned task in the small enterprise,
he also is expected to meet a reasomable standard of quantity and
quality, That is his responsibility,

The manager can'secure this accounting from his employees with-
out the unpleasant necessity of never-ending scrutiny and exacting
supervision, Managers of modern entetprises superQise through a
simple system of: a) assigning specific tasks to workers; b) estab-
lishing reasonable standards of performance for those tasksj amd
¢) determining, after the task has been camnpleted, whether the
expected standards of performance have been achieved, Such a pro-
cedure ﬁakes possible an effective control without exerting severe
aunthority to accomplish it,

Small-enterprise records of performance can be very simple,
yet h{Lghly revealing, The control procedure mentioned above will
be provided by records that supply answers to these questionss
a) what work was done? b) what are the quality and quantity stand-
ards? c¢) who did the work? and d) how well has the worker met the

standards? If the standards are met as anticipated, little
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attention ‘is required, while i1f there is a short-fall the inevitable
question WHY? can be raised with those responsible,

The "teamwork" between workers and the manager, which is so
important in the small enterprise is more likely to be realized under
these planned conditions than it is in an environment of inflexible
supervision,

THE MEASUREMENT OF WORK AND OTHER TECHNIQUES

In the large, well-organized company, the expected standards of
quantity and quality are prescribed in detail, "Work Measurement"
is employed to determine with close accuracy the levels of production
on any job that may reasonably be expected of an employee, "Time
Study" 1is the stop-watch technique used in most cases to measure the
time that is needed by a worker to perform a given task, "Method
Study" or "Work Simplification" is a study of how the performance of
a job can be simplified and how higher productivity can be achieved |
without unreasonable physical demands on the worker. "Quality
Comt rol" includes the techniques used to determine the degree of
product excellence to be maintained, Any deviation fram the quality
limits prescribed may mean that the product becomes unacceptable and
an unnecessary degree of waste will result,

These techniques are excellent management tools s but in the very
small enterprise, the manager may not yet have reached a stage of
development in which precise work measurement or exacting quality

control are appropriate, Work Simplification may always be used with
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benefit, however, and the manager should spend part of every day
studying how his jobs are done ana in seeking better and easier ways
of doing them, If he does this successfully, he may eventually be
able to establish a higher level of productivity in his enterprise.
However, the small-enterprise manager must also give some attention
to determining his production expectations, even though he may not
formally use a work measurement procedure,

He will, through experience, learn to estimate the time needéd
to produce a given type of product or perfofm a given service, He
uses this Meducated guess"™ to quote a price to a customer before
the job is undertaken, Thus, for example, the manager of a carpen-
try shop may estimate that a new table on which he 1s quoting a
price may be produced in his shop at a rate of three a day for
each man employed on the job, He may also estimate the times for
performing compcnent assemblies of the whole table, and on the
basis of these estimates he plans his production and prcmises a
delivery on a certain day,

Thus having comitted himself to his customer, t he manager
obviously cannot let to chance the achlievement of his promised
day of delivery., It becomes imperative for him to stress on his
workers their share of the responsibility in meeting his commit-
ments, He does this most effectively by establishing production
standards and quality standards that are reasonable tc the workers

and fair to himself, and which will lead to completion of the work
on time,
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Thus, for example, if the worker in a carpentry shop 1is given a new
Job to do, say the cor .ruction of a number of small wooden tabizs, and
is told that the production expectation is 5 tables per day, he is more
likely to maintain a production standard approaching that level than
if merely given the Job to do without any advice on what is expected
of him, This plamning is a fundamental part of the job of every manager,
His success in achieving a high productivity among his employees will
be determined largely by his skill in keeping a good control of the
activities of his business,

KEEPING RECORDS

Even simple records of employee performance then become & highly
useful means of determining how well the expected level of production
and quality are being achleved.

To maintain an effective control, however, requires a coordinated '
system of records. In previous section of this book, four basic
records have already been described, These have been: the Workers
Schedule, listing jobs to be worked on by the workers on given days;
the Production Record, showing total production for each day; the

Quality Control Record, listing any defective production items; and

the Order Iist, which lists all orders on hand, To thkis list, however,
we must add one final record designed to report on the actual perform-

ance of the workers, This is the "Workers Pcrformance Record",
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THE WORKERS PERFORMANCE RECORD

The Workers Performance Record is a simple listing of the names of
the production employees, and notes on how much production was expect-
ed of them and how much work they actually did produce »n any given
day.

In the illustrated sample in Figure 6-1 (Page 108 ), it is
cbserved that M. Abdu was scheduled to work or. Order Numter 20,
calling for the production cf a lot of c¢hairs, and he is expected to
produce two of these complete per day, The reccrd shows that on this
day he completed his two chairs and his performance is regarded as
satisfactory, M. Fund, however, whe is scheduled to wo.k on order
Number 18, made only three benches, rather than the five that were
expected, This is explained by the incorrect working of the electric
saw he used, M. Tela and M, Ahmadu also are reported having produced
numbers of produwcts varying from what was expected. An explanation
is provided in each case,

Such a record provides daily accounting for the efforts of each
production worker, A new sense of responsibility is imparied to all
persons concerned in the production process when such recards are
established and used, The casual attitude towards production that
frequently exists in small enterprises where little if any plaoning
is carried out disappears rather quickly with the introduziion of
such daily accounting records, Furthermore, the supervisory capabili-

ties of the manager are greatly improved by this device, He finds



WORKERS

PERFORMANCE

RECORD

Figure _ 6-1

Employee Performence Record
Used in Carventtyy Shop

Date__ 4/ 6{67
Name of Job Actual Hours | Expeoted
Emmloyes No. ITEM Product- [Worked | Production Notes on Performance
jon
M. Abdu 20 Chair 2 8 2 OK
M., Musa 19 Table L 8 L 0K
M, Fuad 18 Bench 3 8 5 Low production~ saw not working well
M. Mansaja 22 Desk 1 8 1 OK
’ Too much iost time-~ should
¥, Tela 23 | Small Teble 6 8 8 produce 8 per day
M, Ahmadu 22 Desk 2 8 1 Very good output
M. Abdullehi 18 | Bench 2 6 b " Left early to go home
. ‘/\—‘"\ T —
— - ~ ——
\~. _ B Ry 3 ///

(801)
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that his time originally spent in close supervision of his workers,
frequently ending with poor results, is now spent in carrying out
his managerial responsihilities, |

With the introduction of this tifth basic record, the manager
also is provided with an opportunity of establishing a coordinated
system of record-control over all aspects of his production process,
The manager must learn to use these basic records in a systematic
manner 1f he is to secure fullest utilization of the possibilities
of good managerial control that they present.

He must see these five basic records as a coordinated system,
A COORDINATED SYSTEM OF BASIC RECORDS

Figure __6_-22_ » (Page_110 }, illustrates the inter-relationship
of the five basic records that are urder the constant scrutiny
of the manager. The first of these five records, the Workers
Schedule, provides a starting point in the process of management.
The manager develops his work schedule on the basis of existing
conditions at the time, and workers are assigned specific jobs for
each working day of the week. This 1s Step 1 in the process,

Step 2 of the process is an accounting to determine whether
the quality and quantity of work done was consistent with what was
expected. The Workers Performance Record reports on the quantity
produced, The Quality Control Record provides information on any

loss through inadequate product quality. Both records identify

the workers resnonsible for anv short-falls. When workera hecame
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WQRKERS
WR KERS »
PERF RMANCE
SCHEDULE RECORD
—1 J
< 'E
_| QUALITY cavTROL
% RECR D
MANAGER l
(RDER R ODUCTION
LIST — RECORD
STEP () STEP @
Pigure 6-2

The five basic records that comes under the’

constant sorutiny of the manager of the
suall estzblishment

(otL)
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aware of the closer scrutiny that is being mede of their work, they
are likely to become mor¢ productive and to try harder to maintéin
an acceptable quality level, _

If the Workers Performmance Recard and the Quality Control Record
show that quality and quantity expectations have been met, the manager
may lmmediately proceed to Step 3, and recard the results in the
Production Record.

Before the manager proceeds to the next step, however, he may have
to take elther or both of two additional actions:

l. If there has been a substantial deficic;.ncy in the guality of the
items produced, the manager may wish to return his attention to the
Workers Schedule to re-study his plans, and possibly to re-schedule scme
of the work to be done,

2. Similarly, if production expectations have not been met, the
maiager may also re-consider and revise his schedule, in order to
agsure himself that his production requirements will be fulfillcd.

Having made any necessary revisions in his production plans, the
manager may then pass on to Step 3, in which the Production Record
is completed, This record shows daily and total production to date
for each of the Orders being worked on. Total production for the
day of each type of product may be compiled from the Workers Perforre
ance Record, and entered on the Production Record., Then production
to date for ench order can be found relatively simply by a few

arithmetical calcuwlations,
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Step 4 refers to the Order List s which may be brought up to date
with the addition of new orders received during the day, or revised
to refleot the completion of current orders.

The final step, Step 5, is the re~consideration of the Workers
Schedule at the end of the day. Any changes required for the next
day on the basis of completed activity of the day just finished, are
made as noted in Step 2, The process described is then continued,
that 1s: plans are drawn up; schedules of production are prepared;
and production is followed-up and reported, Managing production
becomes far simpler using these procedures than it was befare such
management records were employed,

Such improvements in managerial methods, however, also bring
with them certain additional responsibilities for the manager himself,
RESPONSIBILITIES CF THE MANAGER |

With the Imtroduction of a systematic means of management through
control records, the manager begins to approach the methods of
operation typical of the large, developed company. The experience of
such large companies has demonstrated that certain additional respon-
sibilities fall on the manager when he undertakes to administer such
a program, In a word, he must be a bett er manager than he ever was
before, if he expects to make his system work well,

One of the Important considerations is his human relations with
his workers, He is expected to treat his workers with the same

degree of consideration that he wants others to display towards hinm,
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The “driver" manager is a thing of the past, among progressive companies,
The manager 1s a leader, not a dictatar, If workers do not learn how
to do their jobs well, the good manager recognizes that they probably
have not been taught how to do them properly. If the quality produced
is below standard, the good manager asks himself whether the workers
have been impressed sufficiently with the need for quality, or
whether additional training is necessary to achieve the desired
quality.

The good manager, in other words, works with his workers as a
leader and makes their efforts most fruitful by anticipating their
needs and eliminating production obstacles that they experience.
Courtesy towards subordinates is a natuml instinct with a good
manager, He is complimentary to those who do their work well, and
exercises fair discipline over those whose efforts are below the
expected standard,

The sense of direction the good manager provides his workers
fosters an attitude of cooperation and unity among all persans in
the enterprise, The goals of high productiviﬁy are most likely to
be reached when such attitudes prevail, |

3¢

The final section of this book expresses in more detail the means
the good manager uses to apply his records in the broad exercise of
his exeputive responsibilities, The reader will see that the value

of the records already described may extend far beyond what might be
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anticipated when simple, day-to~day figures are recorded. With a clear
understanding of the potential uses of such.operating data, the manager
of the small enterprise learns to adopt modern managerial attitudes.
These will tend to place him withoat diéadvantage at a level comparable
to the executive of the larger manufacturing company.

SWMARY COF EMPLOYEE RECCRDS

The Employee Record is the fifth basic record that the small-enter-
prise manager uses to maintain effective control over production
affairs, Employee Records are notations of what was done by each worker,
which may be compared with what was expected of him In terms of both
quantity amd quality. The record provides an opportunity of following
closely the activities of individual workers. It tends to eliminate
the need for close and continued personal supervision over each and
every worker in order to assure sustained effort,

The Employee Record makes possible a systematic routine of record
keeping, in which a whole operating system becomes available to the
manager for his day-to-day direction of affairs, Plans are drawn up,
production proceeds, comparison of what was plgnned to what was
accamplished is undertaken, ani revisions and new plans again are
created. This repeating process illustrates the coordinated use of

the five basic records,
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(V1I)
How the Manager Uses Recards

RECORDS ARE ESSENTIAL

Records are essential to the proper operation of an enterprise,

The sourdness of the manager'!s decisions and his ability to lnow what
the status of his business is at any morient depend on the completeness
and accuracy of his records, Althaugh small business operations are
conducted in a much more informel mamer than in a large company, this
does not lessen the need for reliable operating records,

Furthermore, not only must the manager have good records at his
disposal, but he must.be fully aware of how the maximum benefit may be
secured from them, Obviously all records are established with a specific
purpose in mimd. They accomplish same important functim of providing
Information that assists the manager in operating his business more
effectively or more profitably than he could ctherwise, Thus most
managers of even the smallest establishments find that the time and
effort needed to set up recards that make available such critical
facts and figures is invariably a good investment.

Records of five kinds that mamagers find us.eful in thelr businesses
have been described in the earlier sections of this book, To review
briefly, these have been: a) fimancial records; b) production
control ‘records; c¢) material supply records; d) quality control
records; and e) employee records, Although each of these is establish-
ed to provide one particular kind of information, it would be incorrect

to assume that they are independent of each other, Indeed, their full
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utility would not be secured if they were regarded as mutually indepcn-
dent, |
RECORDS ARL INTER-RELATED

On the contrary, they are inter-related, and while each set of
records provides information on one facet of the operation of the
business, the whole picture of the enterprisé operation can be seen
only throygh a study of all the records,

Let us take an example to illustrate t.'his procedure, Suppose that
the financial records of a certain small enterprise reveal that over
several months time, business has fallen off 1r an important line of
products, and the mamager is anxdous to learn why this has happemed,
He consults the records, A search through the Production Control
records shows missed delivery dateé of these products, Can that be
the sole cause of falling sales? A search through the Material
Records may show that the missed delivery dates were the result of
urexpected material shortages, Will these recur, or were they due to
an unusual circumstance? A study of the Quality Control records may
also give a clue: was the quality of the line of products being studied
properly maintained? Or could the decrease in sales be due to deterior-
ating quality? Fimally, a study may be made of the Employee Records,
Is therec something critically wrong with the workers! performance
that can explain why sales should be going down? Is there difficulty
in getting the required quality? Can this be why production deliveries

are not made on time? Do workers need additional training?
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Fuller énalysis of the Financial Records also caild be useful, A
study of the sales in terms of quantity, place, time retail area, and
dealer will also provide information on the possibilities of a changing
market,, Thus, as shown by this example, when adequate records are
available, the manager finds himself with a wide variety of seurces
of infomation from which answers can be provided to his searching
questions, And from one or more of these primry recards he will
usuvally be able to determine what to do about the operational problems
he 1s facing. Then the decisions he will make will be based on facts
and trustworthy evidence, rather than on guesswork or on unreliable
information,

When the manager begins to use his records in this mamer to
provide answers to his operating problems, the inter-relationship of
these records is mide apparent, and their value is demonstrated to
extend far beyond the limits to which each record irdependently is a
valuable resource to the manager,

There are, in fact, numerous ways in which such records will aid
the small enterpriser,

THE WAYS RECORDS AID THE SMAIL ENTERPRISER

Several of these ways are:

1+ Good records provide a systematic picture of overall enterprise
activities. | |

2, They make it easy to locate needed facts about operating perform-

ance and procedures, and about the general status of the business,
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3. They help to measure the progress the enterprise is making
towards its obJectives,

Le They record trends in the development of the business by showing
performance over successive periods,

5« They add some certainty to any forecasts about future eperations,

6. They provide a background for plaming, as realistic estimstes
of future activities depend on records that shaw past and present
strengths and weaknesses in management.,

The manager who has learned to use his records effectively will
find that he no longer needs to spend so much time supervising his
workers or checking the quality or quantity of the products they
produee, nor will he need to use 8o iwuch time trying to determine the
financial condition of his business. He will have more time to do
the job that only thc manager can do: planmning amd directing enter-
prise activities throwgh the efforts of others who work for him, To
direct enterprise affairs effectively, however, the manager needs to
have information of a more analytical nature than that provided by
his several basic records, When these "collateral" or secondary
figures that he needs are developed in Reports for his use, his
direction of the enterprise is made easier,

Examples of some of the types of secondary reports and studies
that can be created from the recommended primary records are suggest-

ed in Figure 7-1. (Page 119 ).
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COLLATERAL INFORMATION DERIVED FROM BASIC RECCRDS

— —

PRIMARY RECORD

- —— sy e —

SECONDARY REPCRTS AND STUDIES

Financial activitieS.eecoes

Production Controleceecceoceo

Materials Control..........

QuaJ.it}' CO!ItI‘Ol..--........

Worker Parfomncec.-oocnoo

Sales records by product, sales territory,
and retailer or trader. Trends in seles.
Slow-moving items; profitebility of indi-
vidual items or of lines of products; types
of customers; order size; opportunities for
standardizetion; sales emphasis, Financial
matters such as collection of accounts; and
degree of extension of credit

Study of performance in meseting order
commitments, Study of need for new or
reviscd tools or ma:chinery

Study of stock-out frequency and losses
experienced therefrom

Study of quality trends. Study of returns
and losses from inadequate quality

Productivity Index celculation; study
of individual performance; determimation
of training needsfor individual workers

Semi-annually or annually

Seni-annuslly

Quarterly or semi-annually

Semi-annually

Monthly and quarterly

Figure 7_-1_'

T1lustration of types of collateral data evailable
from a study of the primary information in basic recornds

FREQUENCY OF REPORT (R STUDY

=

(6L1)
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DEVELOPING COILATERAL INFORMATION

The manager should learn to utilize all his basic records, because
from these figures reliable reports on the operating condition of his
enterprise can be developed,

An example of such a collateral report amd how it may be used for
providing operating records can be found in the preparation of periodic
sales reports,

Although a Sales Record has not been suggested here as a primary
document for the smll enterpriser, the nnne;ger will »e interested in
making semi-annual or amusl studies of his records to deteraine sales
trends. The finmancial records he has kept on a day-to~day basis will
provide a source of such data, Merely by sumardzing tod analyzing
these recorded figures, valuable sales information is secured. These
figures can be made to answer such questims as: Vhat is selling
besf? Who buys it? What retail sales outlets are most profitable and
active? VWhat products are weak in sales? Which products show the
greatest, potentisl for the future? And many other similar questions.
These 11lustrate only a few of the sales and marketing areas that can
be investigated using secondary dgta from primary records,

Consider another example: /Assume that plans are to be drawn up
by the manager of a small business for entering a new field of
manufacture., Decisions to take on such matters are greatly facili-
tated by having readily available information on production and

quality, on worker capability, on the financilal strengths or weak-
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nesses of the enterprise, as well as on other questions relating to
development decisions, such as: What new machines will be necded?
¥hat production can be expected from them? What capability of the
workers is available? What skills are needed?

Finding the answers to these important questions also can be aided
by reference to the primary records recormended for the small enter-
prise,

Through the develorment of such collateral data the manager finds
that he is able to employ a ﬁethod of management that is widely used
in industry, both large and smll, namely operation by Reports and
Orders,

REPORTS AND CRDERS

Mamagement of a small enterprise by Reports and Orders is a pro-
cedure by which critical operating infomation is routinely develloped
from operating records, and responsive supcrvision and direction of
the shop is provided through statements of policy and orders.

In simple terms, of course, a Report is a statement of canditions
existing in the enterprise, derived from available records, An Order
is a statement of direction made by the manager to revise or deal
with the condition revealed by the Report,

For example, a routine report rrovides Information on the expenses
incurred fram producing and selling products durin,g‘a given month,
Another reports on the quantity of various styles or types of products

produced during the same time,



(122)

One of the ltems of information that is useful in an operating report
is: the quantity of production far the month for each % of expense
incurred in its fabrication, Such a figure is a measure of the product -
ivity of the enterprise, and is a weful guide to the manager in his
direction of shop affairs, Other analyses that may be made from ﬁguzfes
appearing in the basic records are, for example: average sales cost per
item sold; man-hours per item produced, for all major items; profit per
E of total sales for rajer items; and distribution of labar, material
and overhead costs among major items produced.

The manager must decide for himself, of course, which kinds of
Juformation are of most value to him, and then incorporate them in his
report. procedures, Tlms he will develop control figures over the
aspects of his operation that are most criti cal,

The design of a report typical of those used by small enterprise
managers .is illustrated by Figure 7-2, (Page123 ), Here we see that
the manmager makes monthly surveys of the trendls in sales (Item A) and
the unit-sale costs, expressed as value of sales per & of total
expenses (Items C and D). He also studies the profits in a similar
way and determines the profit secured monthly per sales %, (Items F
and G).

A third aspect is a study of the man-haurs worked during the month
(Item I), for each of several critical items produced by the establish~

ment, (Item J),
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MONTHLY OPERATING IEPORT
Malam Ammani Carpentcr

Month Septerber, 1963

Morthly Activity Total for Month Derived Data

Sales Bsd__E122,10,~

E 70, 5,=

B Expenses

c Sales per § of Expense  (C=h/B) &d_ 51, 2.7,
D Same last month 130",.2.

E Profit (E=A = B) Bsd, 2¢ 5o
F Profit per & Sales (F = E/A) 5. 8.7,
Same last month | 0. 7.1.

Man-llours Worked

Product A 120

Product B 60

Product C L5

Product D 38

Production

Product A 230

Product B 80

Product C___ 105

Product D 91

Man-Hours per product  (J = H/I) Same last nonth
Product A___C.52 60
Product B___0.75 11
Product C 0.44 53
Product D 0.42 b1

Figure 7-2

Example of a Monthly Operating Report
used by the mamger &f a small establishment
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The Lyurth aspect studied constitutes a measure of the productivity
of the establishment, expressed as the man~hours spent in production of
several standard production items,

A study of the figures developed by the manager through such an
analysis may lead him to make even a closer study of his primary records,
Questiors will arise from trends revealed in this report, which he will
wlah te check, and far which he must find explanations,

Naturally, every small-enterprise manager will wish to adopt a form
that best fits his particuler needs if he und ertakes such an analysis,
The form i1llustrated here is merely typical of a design cormonly used.
Every manager will know what information is critical to his particular
needs, and can design a report that permits a prompt snalysis of
critical figures, so that appropriate action can be taken without
delay if wnfavorable couditions are revealed,

A study of these Records and Reports created by his every~day oper-
ation aids the manager in making critical decisions on vital matters.
He converts these decisions into orders on hor enterprisec affairs are
to be conducted, New or revised procedures nay then be undertaken, and
the cycle is repeated as before,

This never-ending routine of reporting and ordering constitutes
the basic "management process" in the small enterprise, as it also
does in the large crmpany,

THE MANAGEMENT PROCESS
The process of management is the same in principle for any progressive

company, whether i; is large or small, Management is a circular process,
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in which the mamager has the most important role, and in which all
persons resporsible for the performancc of shop activitics take a
part.

The well-mamged shop is a result of constant vigilance over the
critical aspects of its undertakings. 'Among the most important of
these arer a) the financial transactions that occur; b) the effici-
ency of its production; c) the precision of its material controls;
d) the quality of its produwts; and e) the performance of its
workers, These records are basic to the proper functioning of the
management, process,

A graphic analysﬁs of the minagement process in its simplified
form in a small industry is illustrated in Figure 7-3, (Page 126 ),
The figure iilustrates clearly how records aml repérts come to, or
are developed by,the manager, who, after analyzing and considering
them, issues orders an the matters they report on. The manufactur~
ing or service activities of the enterprise then are undertaken
along the lines of the manager's cormand, ard the process is
repeated; thus providing continuing controls over all important .
operating matters,

Whatevgr my be the difference In detail among small industries
as to their operational ncthods, the procedure of reports and arders
is funaamental. It is unlikely hat any well-managed entcrprise can
develop or maintain a good level of productivity and profitability

without careful attention to this basic principle,
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An example of a variation in keeping records is provided below con-
cerning the use of printed forms. Although they are highly useful,
adopting printed forms changes nothing in the fundamental method by
vhich records are used by the manager, although his convenience may be
enhanced when they are employed.

The closer the small-industry manager‘can bring his enterprise oper-
ations to the methods used by larger, more highly organized companies,
however, the more effective will be his management, Therefore, such
dovlces as printed forms for record keeping acquire an added importance.
THE USE OF PRINTED FORMS

Although a suggestion was made earlier in this book that small-
enterprise data may Le most couveniently kept in permanently bound
record books; there will be some cases where the manager will wish to
adopt printed forms. This is a progressive step for the small enter-
prise. Forus of this kind have been said to be the "silent partmers"
of a business, because they are used so frequently in so much of the
manager's work,

Among the printed forms that are commonly used by efficient managers
are: purchase requisitions, purchase orders, sales orders, invoices,
and time cards. Although many small enterprises in Nigeria have not
yet arrived at the stage of development where the adoption of such forms
would be a pructical step, the advantages that result from their use
recommend them wherever the volume of activity ﬁndertaken by the enter-

prise can possibly justify it.
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Same of the advanteges that result from using printed forms are:

1. Information that must be recorded repeatedly may be printed. This
saves time, An example is the numbering of forms,

2, All infomation that must be recorded will be properly indicated,
This eliminates the possibility of omitting items such as dates, signa-
tures, and a listing of items,

3. The placing of infomation is standardized. Numbers, dates and
slguatures, for example, will always appear at the same position on the
form,

4e The use of printed forms is in agreement with a management princi-
ple of “putting it in writing", This fixes responsibility for the action
and reduces the possibility of error,

In most of the small companies for which this book has been prepared,
the level of operation does not Justlfy a full system of printed forms.

In some instances, a partial use of printed forms is in order, how-
ever, For example, in a bakery, where indi vidual buyers by the dozen
come into the bakery every day to purchase small quantities of bread
or other haked products, a small, printed invo‘ice is useful, The quan-
tity and the type of product sold and the salés price may be recorded
with little delay, Then the slips are put on a spindle, from which they
are taken at the end of the day to be totaled, This procedure is
superior to a record-book entry system, and may readily be justified by
the large volume of transactions and the need for a permanent record

only of the total of the day!s sales,
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In service organizations, as for example radio-repair shops or print-
ing shops, a "work order" is sometimes put into a printed form for conven-
jence. This form designates the work to be.done on each order, the materials
used, the time taken and other infomation relating to the particular job,.
Using this printed form improves the maﬁager's convenience in directing
such enterprises,

Several typical printed foms useful for small enterprises are illus-
trated in Appendix B of this book,

EXTENSION OF THE CONTROL PROCEDIRE

To the small-enterprise mnager who is unfamiliar with the procedures
of record-keeping described in these pages, the recommendations cited
here may seem formidable and challenging., The outlined procedures, how-
ever, are only a relatively simple illustration of the application of
controls typical of imduwstry, or, for that matter, of any institutional
operatim,

Every institution, including manufacturing industry, is controlled

most effectively through certain elements of operation. The most importamt

of these are

1. Definite goals and objectives, For thé small-industry manager,

these may include such things as: over-all goals of profitability;

improvement of the company position with regard to sales; improvement
or realignment of production processes in the enterprise; elimination
of specific wastes in material, or in operating efficiency; strength-

ening of persomel; improvement of workers skills amd abilities; or
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re—-orgenization of the fimncial structure of the entermise,
Whatever my be its nature, the manager will find it well to direct
his managenent towards a carefully specified ultimte goal or objective,

2, A plan for achieving each goal or objective, This requires

effective use of available personnel, and a coordinating of activities
of these persons; a timing of overall initiative; effective production
control processes; the begimmings at least of a budget system; and

attention to effective advertising of cnterprise services or products,

3. A recard of actwal perfomance or accomplishment. The record-

keeping systems described in earlier pages of this book, and the reports
and ordering system that may be derived from them, will provide the
required records to accanplish this,

L. Standards of performance. These may be expressed in the state~

ment of objectives or goals of the enterprise, and attaimment of the

goals may be stated in terms of the degree of canpletion, as an index
of acccmplishment, or as an expression of actual costs as related to

standard costs, Quantity, quality or other operational matters also

may be compared to stated standards or goals, as an expression of the
degree of attaimment of those goals,

5. Comparison of actual accomplishment with the £goals or objectives.,

The causes of any short-falls ray be analyzed and expressed, and progress

towards the stated goals may be reported regularly.

6. Methods of correcting delays or short-falls, deficiencies and

dnefficiencies, These methods are related to the expected questions:
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“Wpat shonld be dne? How should it be dme? What should it cost? What
did it cost? What are the differences between what was expected and what

dctually happened? These questions involve the most important elements
of controi, However, with answers to these questions in hand, responsi-
bility may be fixed for achieving further progress towards the goal,
e

For the small-enterprise manager in Nigerla, this scphisticated type
of control is atill an objective to contemplate for the future,

Meanwhile, however, a reasonable initiative towards considered
record-keeping along lines suggested in this bock will be certain to lay
the groundwork for nore effective management, which eventually can lead
to the same degree of control and profitability that is found in the

Industry of wore highly developed countries,

*o# 4 %
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A

MANUFACTURING ORDER
DATE . POER
ISSUED /18 %0- 108
‘7 C'Ulﬁ.
anuitw 5/20 Ow ORpER 1000
DESCRIPTION
PRODUCTION RECORD
0£pT. |_SCHEDULE | parte DATE QUANTITY
START | FINISHISTARTED | F INISHED FINISHED
2 47221 4/2%
§ 47261 4/30
_5 5/2 5/3 / @
SCHEDULE TICKET SYMBOL SFPBSF ' x1v
PNAME Bolts, F.F. Hd
DEPYT. 2 Steel U.S. Stad.;
ORDER % ‘l'/'!
NO. 108 s(tmum x
QUAN. WOCATION___ AB 2G4
ON ORDER 1000 M STOCK__ 12,500
SCHEDULE T T—d mamo | msuro | aswece
START FINISH [1o]s [provent|forward| 3,968
4/22 8/25% 10| 7 |3.0.9074 415 3,583
10]14]3.0 9940 700 2,683
DATEL 10118 Count (Weigiit) lons 33 2,820
STARTED 10]21 s.o.n:l 1000 | 1.620
DATE . 10{28pp 0113 10,000 11,6
CINISHED ”-L.-g ._._L/m
CUAN.
FINISHED

Manufacturing Order, Sahedule Ticket and

Bin Tag used in a

small enterprise

B-&



RECEIVING REPORT

Date:
Rec. Via:
From
Address
ACCEPTANCE
Quan. Sisze COMMGDITY
Qvy. Des. Insp.
R
BLOSSOM BREAD BAKERY i
( REGISTERED IN NIGERIA ) : :
P. O, Box 15 Tudun Wada 724
. GUSAU N& commmmme - REMARKS:
Dat
: Rec’'d. By:
1 A/C with
Quantity Description Rate l:Am;umD i
Receiving Report and Invoice
used in small enterpriges
&OE

Grard Tnl::l 2@ :

B3



APPENDIX C
Notes on the Double-Entry Bookkeeping System



NOTES ON THL DOUBLEw-ENTRY BOOKK:EFING SYSTIM

(Adopted from the procedures described in the Small Industries
Credit Scheme brochure "SH:II, INDUSTRILS CRLDIT SCHLME FUND",
Section II, published by the linistry of Trade and Industry,
Kaduna, mimeographed, umiated)

Important ccncepts to remember in double entry bookkee:ping are listed
below, Mthout knowledge of the follaving, it is impossible to utilize
this systerm,

Debits: All items awmed or »id far by the business which have
been consured or are to be consumed ,

Creditss A1l interests of people in the assets of the business
because of debts owed to them or investment amd revenue
which represent the increase in owner!'s interest,

In journalizing wes

debit in order tog 1. Lncrease an asset
2, Increase an expense
3« Decrease a 1liability
Lo Decrease ownership

credit in order to: 1. Detrease an asset
2. Decrease an expense
3. Increase a liability
4o Increase ovmership

In double entry bookkeeping, the total dekits IIBT equal the total credits,
A fundamental equation for accounting and bookkeeping is as follows:

TOTAL ViLUE OF 4SSETS = TOTAL VALUE OF LIABILITIES & CAPITAL
A1l Debits = A1l Credits
Left = Right
(+) = (<)
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Tho forn illustratecd above is = szmple of the journcl used in the more sophisticated booklecping systcns,
It is based on the principles of the double entry systen, For every debit (Dr.) therec must be a corres~
pending Credit (Cr.) for the szme crount. Therc nay be two debits for one credit or two credits for one
dcbit but in the fine) an~lysis, cvery ontry must have totel dcbit equalling total oredits.

Tho first colunn is for the dote. Every day the business is operating, {transactions will occur. It is
not, however, nccessary thot every sale be rocorded individually. The total sales for the day can be
entered at onc tinme in one entry, It is necessary that goch expenditure of moncy be recorded individually
so that in the "Items"” colunn will be shown to whom and for whet the neney wes spent as well as the teras
of the tronsaction,

CASH

You will note that therc aro two noncy colunns for cushe Uo.assume that the majority of the transactions
of busincsscs using this systen will involve either the payment or rcceipt of ceshs Every tine a cash ox-
penditurc is mede the cmount is recorded in che Cesh (Cr.) colum becausc it is & decrcase in the asset Cosh
vith o corresponding dcbit to cither Purchases, Exa:nscs, or Miscellaneous Itcns, dencnding on which wes
being naid,

In overy tronscction where cash is received the zmount is recorded in the Cesh Dr, column becouse it is
an incresase in the csset Cash,e There nust clso be a corresponding eredit to cither Sales or Miscellonecous
Items, Cre agnin deserding upon the tronsaction,

Simply stoted, tho immortent thins to remomber is that to record zn increesc in oash, it nust be debited;
to rccord a decreasc, it must be credited,

C-3



PURCHASES

PURCH/SIS is the term used to deécribe all materials that are bought
and which will becane a part of the finished product, or as in the case
of a trading enterprise, 21) goods bought for resale,

Only one column on the sheet has been assigned to Purchzses and this
is for debiting the account, e do nat expect that there will ever be
cawse to decrease Purchases, but if the need were to arise, it c:n be
accomplished by use of the Miscellaneous Items Cr, column.

When a purchase is made, the cash paid cut is the amourt reccrded in
the Purchases colwmn, If a purchase is made on credit, the amount is
recorded in the Miscellaneous Items (Cr.) column instead of the Cash {(Cr.)

colunn, to show the increase in the liability, Accounts Payable, If mrtial

payment is made, Cash is credited for the amount given amd the balance is
credited to iccounts Payable in the Miscellaneous Items (Cr.) column, You
Will find exanples of the above in the Illustrative Problem at the end of
this section,

SALES

Any item sold by the business, as part of its normal operations and
either a product or service is considered to be sales, The sales price,
the price at which the sale is recorded, consists of the cost of making
the product or purchasing it, expenses incurred in sclling, expenses of
ruming the business amd profit. ill the afore mentioned making up the
sales price have been recorded when mid for but they remain as part of
the cost of cach item which rust be recovered, The profit, vhich will
eventually go to the ovnership interests, has not been recorded as the
capital that it will be, Therefore, every time thot a sale is made, a
credit is made to the Sales iiccount to record the "increcase in capital”,
At the end of the business period, the caleulation of profit will be
accomplished by deducting the cost of the products and other expenses
from the Sales Amount,

If the sale is for cash, Cash is debited to record the increase of
the asset; if tle sale is on credit, Miscellancous Items is debit ed to
disclose the increasc in the asset Accounts Receivable ard in both cases
is credited for the equal amaunt ,

In the event that damaged or defective goods are sold and the custo=
mer returns them for a refund, the transaction can be re corded by debit -
ing Miscellancous Items to record the Sales Return. (Sce Illustrative
Problem for examples of recording transactions dealing vith salcs,)
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Costs incurred by an enterprisc as part of its operations of producing
and selling a product, or continuing operations, arc cxpenses, FExpenses, in
canputing profit, arc deducted from Sales and are therefare shown as having
debit balances (as opposed to the positive credit balance of Sales). -

The procedurc for recording expenses is the same as that for recording
purchase trensactions, If, however, an expensc is paid for, either partially
or fully, and part of the amount is applicable to the mresent business pericd
ard the remainder is for subsequent periods, that remainier must be recorded
as a prepaid expense ar asset, It is considcred a temporary asset since it
is not to be consumed immediately (but will be within the subsequent accownt =

ing period).

In recording this type of trensaction, Cash (or Accounts Payable if a
credit transaction) is credited for the full amount » Lxpenses are debited
for an amount applicable to the current period and Miscellaneous Itemns is
debited to record tlnt portion which is a prepaid item, (Note with special
attention the transactions involving the abowe in the Illustrative Problers)

MISCELIANLOUS ITLMS

In constructing the sheets for recording the transactions of the busi-
ness, we have provided columns for the most recurring items in the usual
course of a business, Cash (Dr.) and Cash (Cr.), (or Paid In and Paid Out),
Purchases, Sales and Lxpenses, There will be, however, transactions which
Involve items that will not fall under any of the above categories, Because
of this, two columns have been added, Miscellaneous Items, (Dr.) and (Cr.),
into vhich these transactions can be recorded as has becn done in previous
descriptions of recording,

ILLUSTRATIVE PROBLEM

Below are the details of the trensactions in which the baking firm of
Merrill Lynch, Plerce, Fenner and Audu were involved during the week of
3rd April, 1967,

April
3 Purchased for cash from M, Liman:
20 bags of flour @ & 1,10,~ per bag
3 tins of yeast € «,15.,~ per bag
5 bags of sugar @ 1,10,= per bag
3 Paid electricity for the month of March % 23.~,10

3 Sales fa day: £24.3.6

0,5



hprid A
4  Parchased from 0. L. Payne new baking tins as follows:
&= 30 bread mns w & =,9.6 each
b= 15 cupcake pans U & =,11,6 each
c= 20 cake pans W § =,10.3 each
4 Paid & 10,~,=~ cash, balance due in 20 days

4 Purchased 24 dozen eges G B =-,3,9 per dozen from Baptist Mission
Society

4 Purchased 10 tins of powdcred milk from M, Limn; price £=s16.3 per tin

4 Sales for day: Cash & 24,71
Credit & 6,10, to Kingsway

5 Paid iinistry of vorks and l'atep Resources for water rates of
I{arCh: % 203010

5  Purchased lord from H, Jibrin, 4 gallons O & 1,15.« per gallon

5 Sales for day: Cash & 22.1,9
Credit & 4.12.0 Leventis

6 Returned to M, Jibrin 1 gallon of lzrd, which was spoiled, foir cash
refund

6 Received payment fram Kingsway for baked goods sold on 4th April
less & 1,5.~ for bread and othcr items not sold

6 Sales for day: Cash & 23.1.7
Credit & 5.10,~ Kingsway

7 Paid employces for weck: % 1M:15.=

7 Each of the 4 partners drew their veckly salary of & 6,=e=
7 Received payment from Leventis ; all items sold
. .

Sales for day: % 27.11.18
Credit: & 4,12,~ to Leventis

8 Purchased new dough-divider fram D, L, Payne
Terms: % 50,-,- down, balance of E3.10,~
to be pid in three equal monthly of
% 24,10.~ starting 1st May, 1967

€6


http:27.11.18

Agedl

Parchased 24 dozen egss from Daptist Mission Soclety ¥ & =43.9
per dozen

Paid rent of % 75.-.— for months of April, May ahd June
Salcs for day: & 28,7.2 |

C-17
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APRTL, 1967

CASH { PURCHAS=S| SALLS EXPENSTS | LISCETLANELUS
|
Esd Esad Es d Esad Esad 5sad Esad
2 2pril |, Limon- flour, Yeost, Super ioi5o= | lhyo15,=
3 Lpri)  |Morxeh Electric-zCi7 23.=,40 234=.10
3 &pril 240 306 2’4—0 306
4 fpril 10, =y 330 2.6 23, 2,6
4 April {Baptist Mission Socicty; 2 Doz
erss Le10c 4o40,~
4 April M. Linon: Powdered Lilk 8e 2.6| 8 2,8
“h April  [Sales Qosh 2. 7.4 250 7ot
Credit Kingsuay 6e10,= 6¢10.~
5 April |lerch imter Botes NCY & wR 2.30,10 20 5410
5 2pril [M. Jibrin - Iepa Teme= | Tomem
5 April [Seles; C=sh 22, 1.9 224 1,9
Credit; ILcoventis Lol2e 4et2,~
6 April |Purchasc return; i, Jibpin Te15.= 1150~
6 Aoril Kingsiay-8sle of ith Amril
& Return 5¢ 5o 10 5e= 5.10-"l
6 April |Salcs-Cash 23,1.7 23, 1.7 i
Credit-Kingswoy 5e10,= 5,10~ |
|
SJB TOTAL 100.13:11 99,12.2] G4, 7.6 110s 5.11] 25, 1,..8 50.19.6] 3%,7.6 ,

.



APRIL 1967 (Continued)

CASH PURCHASES SALES EXPENSES HISCELLANEOUS
SUB TOT~LS FR :ARD 100013011 | 9901242 Blie 746 [110,5.11 | 25, 4.8 | 50419.6 | 33. 7.6
7 April Paid Imployces for ook 11e15e~= 11e95.=
7 April . Ouncrs 3zlcopics 2eme= pgmo=
7 fpril I, Linon- Flour, Ycast & Sugar bho15e=| Llo15,=
7 April Loventis=3zle of 5th Anril se12, = ke12,-
7 Zpril Sales-Cosh 27.11.18 27.11.8
. - Crecdit-ILcventis 4el2e= Le12e=
8 Zoril D. L. Poyne-Douzh Divider & 50
dom; 3 montbly instciloents
of 224‘10|- 50.-.- 123.10.- 75.100-
8 April 3aptist Mission Socicty - 2, L .
dozen eoggs L4e10e=| L4.30.~ _
8 Lpril Rent-April, Moy & Junc 75e=e= 250=e= 50e=e=
8 A3ril Sales-Cosh 28, 7.2 28, 7.2
TOTEL 1612 4.9 |309,42.2 | 113,12.6 | 470.16.9 8561968 | 229, 1.6{109. 9.6
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In order to be sure that all fi

either (Dr))or (Cr.) columns,
of the columns:

gures have been entered properly in
we sumarize as follows fran the totals

Cash (Dr,) £ 161, 4,9  Cash {Cr.) 5 309.,12,2
Purchases 113,12.6 Sales 170.16.9
Expenses 85.19,8 Miscellanecus Items (Cr,) 109. 9.6
Miscellanecaus Items (Dr.) _ 229, 1.6

§ 569.18,5 & 589,18,5

A brief deseription of the Miscellaneous Items Dr.

as follows:

3 April 533, 2.6 (Dr.)
3 April 230 2.6 (Cro)
lb April 60100- (Dro)
5 April L4o12,« (Dr.)
6 April 1c15.-  (Cr.)
6 April 1s 5=  (Dr,)
6 April 6.10,- (Cr.)
6 Apl'il 50100- (Dr.)
7 Ap!‘il 100720" (CI‘.)
7 April Le12,~ (Dr.)
8 April  123,10.- (Dr.)
8 April 73.10e~  (Cr.)
8 April 50s=c=  (Dr.)

On April 1st the condition
following statement:

Increase in
Increase in
Increase in
Increase in
Increase in
Increase in
Decrease in
Increase in
Decrease in
Increase in
Increase in
Increase in
Inerease in

amd Cr. columns is

the
the
the
the
the
the
the
the
the
the
the
the
the

asset Baking Equipment
liability Accounts Payable
asset Accounts Receivable
asset Accounts Receivable
account Purcinse Eeturns
accourt Sales Returns
asset Accounts Receivable
asset Accounts Receivable
assct Accounts Receivable
assct Accounts Receivable
asset DBaking Equipaent
liability iccounts Payable
asset Prepaid Rent

of the tusiness was as is disclosed cn the

MERRIL LYNCH, PIERCE, FLINIR & AlDU

LIABILITIES & O:TERSHIP

BAIANCE SHIET
1st April, 1947
ASSETS
Cash E 195, 1,10
Accounts Receivable
Inventory of Raw liaterials N7, 6, 6
Prepaid Insurance 14, 8, =
Prepaid Rent
Bread \Vlrapping Paper 76,10, -
Bread Daking Machinery &
Equipment 750, =~y =
5 1353, 7¢ &

¢-r0

Accounts Payable E 60p=y ~
Merril Lynch Capital 323,6,10
Pierce Capital 33,6,10
Femer Capital 323,6.,10
Audu Capital 323.6,10

£1353.7. 4

4
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After the week's tramsactions, the business accounts have ¢ 4 as is
disclosed by the statemamt uvelows

MERREL IYNCH PTERCE FENMIR & AUDU

TRIAL BAIANCE
8th April, 1967
DEBITS CREDITS

Cash 5 L6.15.5
Accounts Receivable 10, 2,~
Invertory of Raw Materials 317. 6.6
Prepaid Insurance 14e 84~
Prepaid Rent 50, <o~
Bread Virapping Paper 76,10,
Bread Baking Machinery & Equipment 906,.12,6
Accounts Payable & 156.12, 6
Merril Lynch Capital 323, 6,10
Pierce Capital 323, 6,10
Fenner Capital 323, 6,10
Audu Capital 323, 6.10
Sales 170.16. 9
Purchases 113,12,6
Sales Returns Te 5o
Purchase Returns 1e15¢ =
Expenses 85.19.8

5 1622,11,7 5162,11. 7

THE MEANING OF BOOKKEEPING -ORDS ~ND TERMS

Accounts Payables Moncy an enterprise cwes

Accounts Receivable: Money that is owed to an enterprise

Bookkeeping Systems A record of money coming into an enterprise and of

money going ocut

Capital Expenses: Money spent to purchase capital equipment

Capital Items: Buildings, rachinery, equipment, tools, and other things
which an enterprise must acquire, meintain ard use to
produce and sell products or services amd to earn a profit

Costs: Money spent to produce vhat an ent erprise sells

Debt: Ioney owed to scmecne

Depreciation: Loss of value of equipmant » building or machines beccause of
age ard use

Due: Requiring payment

To Enter:s To write down in a book

Expenses: Money spent to mnage an entcrprise and to sell what it produces

Invoice: A bill; a request for payment

Mortgage: A pledge of property to secure loans

Operating Statement: A sumary of all income, costs and expenses

Profit: Income that is left after all costs and expenses have been mid for

and provided for
Valuet The amount of money for which scmething can be sold,

e-1If ) &%
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