PN ABZ 52

4T

TOOLKIT

Management Reporting
Systems

Seminar for Management
Final Version
September 30, 1996

A propect
funded by Contract #CCN-0005-C-00-3123-00
GE Mﬁ Task Order #19-0132-DTT

LSAID wd inpiemented by ry




Seminar Agenda

I_Agenda and Seminar Objectives J
Session t: Introduction to Management Reporting Systems

Session 2: What is the system and how do you use it?

= Defining lists and reports, saies, accounts receivable, imshed products inventory
reports

Session 3: What is the system and how do you use it?

+ Raw materials inventory, purchasing reports
Session 4: Making the system a reality- Customizing the system
Session 5: What is the system and how do you use it?

+ Summary report, Cash Flow, barter report
Session 6. Using the Management Reporting System
Session 7: Making the system a reality- Implementing the system
Session 8: Summary and review of assignment
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INSTRUCTOR'S NOTES

This presentation and discussion is divided into 8 sessions over 2
days, each providing theoretical input and then using exercises or
examples to demonstrate the applicability of the theoretical input.

We will go through sessions 1 to 6 on day 1. At the end of the
day all participants will be given an assignment to be completed
at their organizations. Participants will also be given a handout
describing the basic elements of the reporting system.

We will return after about a week for day 2 of the seminar
(sessions 7&8), where we will talk about implementation and then
summarize the 2 days and review the assignment.

Page 1



Seminar Overview
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INSTRUCTOR'S NOTES

The seminar will be structured into 8 main sessions.

We start with an introduction to Management Reporting (what is
management reporting, why it is important for every company to

have a good management reporting system). We'll discuss these
issues using real life examples.

Page 2



Seminar Overview (continued)
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INSTRUCTOR'S NOTES
We go on to describe some of the components of a basic
Management Reporting System:

» Lists (also called books, journals, etc.) where ail the
transactions in this area of company activity are registered
» Reports - summary of activities on the specified dates or
for the specified periods

* Summary reports - reports which summarize activity in
several areas of company operations

The seminar will provide formats and tempiates, as well as
discuss issues refated to customizing and impiementing a basic
management reporting system.

Page 3



Seminar Format

The seminar wilfl encourage your full participation in discussion sessions ...

.. and will include class exercises and homework
assignments to help you understand the matenial
presented. practice using it and discuss the results with
the presenter

mtePapa

INSTRUCTOR'S NOTES

Extensive use of exercises, exampies and cases through the
course of the seminar, will demonstrate how management reports
are used and what kind of decisions management can make
based on information provided by a Management Reporting
System.
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Motivation for the Seminar

Our experience in this field revealed the following
» Information for management decision making is not always available
* The information that is available is tog volumingus

« There may be a management information system already installed, but it is
too complicated and not used effectivety

« The time required to get the information is too long to use it effectivety for
every day operations or for making projections and forecasting

. 4

Managers in Russia are constrained by information problems and forced to
make sub-optimal decisions, i.e.

* Uninformed decisions: decisions based on iittle or no concrete information

» Incorrect decisions: decisions based on unreliable information

INSTRUCTOR'S NOTES

Management reporting has been an issue at all the Russian
organizations that we have worked with -- mainly because
appropriate reporting is not done and information with which to
make gecisions is not readily available.

In most cases, information for management control and decision
making originates from the tax reporting system, which is a legal
requirement for all companies. The main probiem with such
information is that it is for a very specific purpose and does not
address the needs of management.

Most senior executives do receive reports about the operations of
their department, but this information is usually voluminous e.g. a
stack of sales contracts rather than a summarized report giving
the total sales of each product during a period.

... and the information is not received in time e.g. is received 20
days after the end of the month, by which time the sales
department has already shipped goods to one of the customers
whose last payment is overdue.

All these factors combined, give today's manager in Russia very
little concrete basis for operationai and tactical decision making.
In the course of this seminar, we will illustrate how a management
reporting system will contribute to the decision making process.
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Objectives of the Seminar

To Explain what a Management Reporting System is

+«  What is management reporting and why is it useful
« Defining a basic Management Reporting Systern

To Discuss how to use Managemaent Reporting Systems
+ Using the lists and reports together for decision making and controf

* Using the reports over time 10 predict trends

To Provide guidelines for installation

+ Customizing the system to meet individual requirements
* Implementing the Management Reporting System

mrylaPages

INSTRUCTOR'S NOTES

By the end of this seminar, we hope that ail participants will have
gained an understanding of management reporting systems and
the vaiue a well executed MRS can add to the management
decision making process.

Participants will be introduced to a standard reporting system and
through examples and case studies we will demonstrate how the
MRS can be used t0 manage more effectively.

After the presentation on customizing and implementation and the
assignment to be completed at the participant's organization, we
believe each participant will have taken the first few steps towards
setting up a MRS for their organization.
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Seminar Agenda

Agenda and Seminar Objectives

|_Session 1:_Introduction to Management Reporting Systems

Session 2: What is the system and how do you use it?

+ Defining lists and reports, sales, accounts recewvable, inished products inventory
reports

Session 3: What is the system and how do you use it?

« Raw materals inventory, purchasing reports
Session 4: Making the system a reality- Customizing the syslem
Session $: What is the system and how do you use it?

«  Summary report, Cash Flow, Barter report
Session 6: Using the Management Reporting System
Session 7: Making the system a reality- Implementing the system
Session 8: Summary and review of assignment

1P ?

INSTRUCTOR'S NOTES
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Session 1! Introduction to Management Reporting Systems

*  Why is management reporting important?: Plastic Manufacturing

« Defining management reporting
— Data and information
- Management information
~ Management reports convert data into information
— Benefits of a management reporting system

mrstaPuged

INSTRUCTOR'S NOTES
In this session we would fike to introduce management reporting.
We started with why we thought it was useful to have a seminar
on management reporting, and what we hope to achieve during
this seminar.

We wiil go on to demonstrate, with the help of a case, how
management reporting can benefit the participants and their
organizations.

We will then define some basic concepts related to management
reporting and MRS.
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Structure of the Management Reporting Process

We introduce the basics of management reporting by showing how data
about the basic activities of @ company is transformed into meaningful
management information:

* A company conducts its activities and records ail the transactions in hists
{journals) of activities

» At reguiar intervals {daily, weekly, monthly) activity reports showing
specific information related to the activity are produced from the lists

» At regular intervals (daily, weekly, monthty) summary reports including
specific information from activity reports are produced for top
management

mr3tePage $

INSTRUCTOR'S NOTES
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Let Us Begin With a Look at a Common Situation: Plastic
Manufacturing is in Serious Trouble

Problem
*  Unable to pay employees for the second successive month
+ Empiloyees paid with plastic buckets in previous month
* Bank account frozen
Problem exists despite:
» Increasing production levels over the previous 6 months
= Taking a loan 3 months ago
* Using barter for purchases of raw materials
Proposals
+ Delay purchase of raw materials
* Take additional bank credit
* Three-party barter deal to pay employees
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INSTRUCTOR'S NOTES

We start by looking at a common situation:

{The presenter should narrate the following case and
summarize the narration using the main points highlighted on
the slides)

The Chief Economist Kislovsky has requested a meeting with the Commercial
Director Brodsky, Chief Accountant Petrov, Head of Production vanov and
General Director Sidorov.

Kislovsky: We can't pay cur employees this month. This is the sacond month in
a row. Why isn't there money available? We're producing at a higher level than
6 months ago when we had no probiems with cash. My suggestion is that we
postpone purchasing raw materials until we have enough cash to pay our
employees. A group of employees fitled up the lobby of my office with plastic
buckets which we paid them with last month to protest because they can't find
anyone to buy them. We have to find some cash to pay them.

lvanov: We have to buy the raw materials t0 make the order of door panels or
else ZAZ Automobile Factory will stop ordering from us, they are our biggest
customer you know. Besides, Brodsky's been bartering for the raw matenals,
not spending money, so not purchasing the raw materials won't help us find
money to pay the warkers. We'll just have to get some more credit like we did
three maonths ago.

Brodsky: Over the last year |'ve been able to reduce the cost of raw materials
with some good barter deals, mostly | did that because of the cost reduction in
price | got by giving ready-to-sell products that didn’t go through the supplier's
bank account. But how | have to barter because our own bank account is
frozen - because we haven't paid taxes for two months. Even if some money
comes in most of it will be taken by the bank to pay the state budget. We
need o set up a three way barter deal to have another company pay our
employees, or else we'll have to take on more credit to pay our employees.
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What is Even Worse Than the Cash Problem?

it comes as a surprise to management !
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INSTRUCTOR'S NOTES

Petrov: We can't take on any more credit, we barely have enough
cash this month to make the interest payments on the credit we
took three months ago - if we don’'t make the interest payments
the bank will seize our factory and we'll all be looking for pay . |
think we need to find another company to pay our empioyees
through a barter deal. (Here Petrov pulls out a listing of all
companies owing them money, 80 sheets or so and begins to
offer various company names ...)

Sidorov: Stop! I've been in this company for 45 years, | built this
company with my hands, and now | run it with my head. My head
is saying something is wrong. We've got a high quality product
that is in demand, and our customers can pay cash - why are we
in such a predicament?
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The Director Needs Information to Help Resolve the Problem

What issues lie behind the problem?
What specific information would be halpful in resolving the crisis?
* How much is required to pay salaries?
*  How much is owed for taxes?
*  Which customers owe the most money?
*  What payments can be delayed?
s What specific itemns are available in finished goods inventory ta sell?
Is this information available?
How could this information be used to help make a decision? Discuss.
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INSTRUCTOR'S NOTES
DISCUSS:
What should the director do?
What are the ways to solve the probiem?

What information might be helpful to the General Director or the
other directors to help them solve the problem?

DISCUSS:

If we do know how much money we need to pay the employees,
and how much we need to pay state taxes and how much we
need to unfreeze the bank account. We also have the listing of
customers which owe us money, and the listing of creditors.

What now? Do we need more information?
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The Director Makes a Decision

Decision
Ask largest customer, ZAZ, for
additional prepayment or faster
payment for their current order and
outstanding accounts receivabile.

Resuit
« ZAZ agrees to prepay in order to receive current order

« The ZAZ purchasing manager resoives 16 use another supplier next time,
one that doesn’t bother ZAZ with its own problems and delivers the parts
in time. Plastic will discover this only one month later.

mesleAage 13

INSTRUCTOR'S NOTES

One possible decision:

The directors decide to call up their biggest customer, ZAZ, and
request some additional down payment or faster payment in order
to pay the employees. Because ZAZ is so big, this company really
doesn't care too much about Plastic's problems, but wants the
present order to be filled, so offers to send enough cash to get
out of the current problem.

However, unknown to Plastic, the purchasing manager at ZAZ has
been getting a lot of offers to make door paneis from several
other plastic manufacturers and decides to try a different
manufacturer for the next order, a manufacturer that doesn't
bother him with their problems and just delivers the parts on time.
Plastic will find out in a month or so when they lose a big order
from their largest customer.

Page 13



But What Decision Did the Director Really Make ?

Plastic resolves the immediate problem, but harms its relationship with a
major customer

= This could harm the company in the iong run

By soiving the problem externally, there is no guarantee that the problem
will not recur

< The director's decision is & short term one - he has no means of
measuring the long term implications, nor has he been abie to think of
a real solution to the problem

Plastic has stifl not identified the real cause of the problem

-» The real problem is poor control and planning of cash fiow, production
and sales - not no money for salaries. The real problem is likely to
recur
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INSTRUCTOR'S NOTES

DISCUSS:
What specific information would be helpful that probably isn't
availabie?

A cash flow forecast?

A summary aging of your customer accounts? (Explain: aging)

A sales report showing which items are selling the best?
DISCUSS:

How do you think the information should be organized to be used
effectively?

e.g. - Aging by product, by customer?

e.g. - Sales broken down by cash and barter, by product into
cash and barter
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Additional Information Would have been Helpfui

The Director could have made a better decision if ha had more complete
information:

« Cash flow statement

* Inventory report for raw materials and finished goods
» Accounts receivable report

+ Accounts payable report

= Sales report

« Production report

* Purchasing report

How might these reports have helped the Director make a more informed
decision? Discuss.
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INSTRUCTOR'S NOTES
DISCUSS:
What will each of the above reports tell the director and his team

about the business, and how can each of them contribute to
resolving the situation.

Use the following slides to summarize the discussion
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The Director Could Have Made a Better Decision f He Had More
Complete Information

Cash flow statemem
= Shows the sources and uses of cash within the company's operations, It
indicates whether the business is using more cash than it is bnnging in
Sales report
+ Indicates how each produci has been selling. it can also indicate the relatve
importance of each customer
Production report
+ Analyses production of each product and compares it {o planned production

Purchasing report
«  Summarizes the current status of purchases and indicates cash or barter
requirements for purchases
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INSTRUCTOR'S NOTES

Introduce the idea that the reports work together to give a more
compiete picture of the situation. Using the same report over time

also helps in analyzing trends.
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The Following Reports Would Have Also Assisted the Director to Make a
More Informed Decision

inventory report for raw materials and finished products
« Shaws the level of stocks of raw materials and finished goods, the usability of
the these items, and pre-determined safety levels based on sales and
production requirements

Accounts receivable report

*= Shows the details of what is owed to the company by its customers. The
report can indicate when payment is expected, and if payment is overdue,
how long it has been outstanding

Accounts payable report
» Shows the details of what the company owes 10 its suppliers and when
payments are to be made

All these reports can work together to provide a more compilete picture of the

actual sitvation !
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INSTRUCTOR'S NOTES
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Consider a Second Scenario

The probiem is the same, but the company has recently instalied a management
reporting system which will help to highlight the source of the problem and
avenues for resolution

How might the Director use the new information available to him to resoive the
situation?

mr3iePage 18

INSTRUCTOR'S NOTES
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The Cash Flow Statement Indicates a Negative Cash Flow

Summary of Cash Fiow and Barter Transachons

i
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INSTRUCTOR'S NOTES

Looking at the new cash flow statement on his desk, the Director
can clearly see that there has been a net outflow of cash during
the past month.

There has been some relief from barter transactions (which, in
general, are detrimentat to cash flow in a longer term), but the
true benefit of the barter income is not clear from this report. if
the barter income had been in cash, the enterprise would be able
to pay its employees this month.

Sidorov: How long has this been going on? We've got t0 tum
this around. We've got to get our customers to pay cash. We
may not be able to do it with ZAZ, but we've got to put pressure
on some of cur smaller customers.
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Inventory Report Shows High Finished Goods Inventory, Primarily

in Buckets
Finished Products Inventory
Ouanty 1
Quantrty on| OQuantity Of- Froduciroa 1 Productioa
Mo Product Nama Location Unit Hang Spectication .lvm;:n tor Date i c
i
4
1 |Dotbulor capa 'Warehouse | 100 units 530 530| 2D 02 96 S8 3 ¥
2]|Doorpand] hands W arancuse | 100G ynim 1o 100 21,02 96 TED 28
3|Gea shifl hanches [Warehouss 1 100 unim 21 21 22,04 06 "43 53
4|Polysthymne lubing (bus (Warshouse | m 310 Jio 2201 96 T0 36
5/Polethylene hibing |rad) [Warenouse 1 m a5 as 31,0296 75333
i__sg__tmmmnm; Wirshouss 2 25 unity 4 4 30,0196 245 396/
g 7'5-liter buckets [Warshousa 2 !, 10 umts 1000 1000 1 50496 1.175.1863
8:Flechical outiets Warehouse 2 100 unrs 2 2 1502 96 V70 26
H 9:Picture frames [Warehouse 2 20 unm 5% -] 47 250296 140 115
i _10;Polyethywene fim Waehouse 3 wym 15 15 300396 T80 984
__11{Shopping bags Warehouss 3 1000 unrs LI ) 18 28/02,96 175634
s taPage X0

INSTRUCTOR'S NOTES

The Finished Goods inventory report clearly shows an excess in
5-liter plastic buckets. The Director is immediately curious why

there are so many buckets.

Sidorov: Part of the cash problem appears to be a build-up in

finished goods inventory. The inventory report shows the build up
is in buckets. Why are we still making buckets?

lvanov: 've had enough production capacity to make buckets and
door panels, and Brodsky kept bartering for the raw materials for
buckets, so I've kept making them.

Sidorov: That's no answer. We should be producing to meet our
customers needs, not to use up materials. if the bucket materiais
can't be used for something we can sell, then let's sell the
materials. It's no wonder we had to try to pay our employees with
buckets -- that's where all our MONEY is.
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Planned Sales for Buckets Is “0” As There Are No Orders for Buckets
Sales Report {(units)
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INSTRUCTOR'S NOTES

Sidorov: The sales report shows we've not got any orders for
buckets, and we're three times over our safety stock level. if
we're not selling any buckets, we'd better stop making them. The
sales report says we've had a lot of requests for bowis with
covers, how come we haven't been making these?

Ivanov: I've wanted to, but we don't have enough cash to buy the
new pressform and we're aiready set-up for buckets.

Sidorov: Brodsky, do you think the bowl demand will continue?
Brodsky: Yes

Sidorov: Enough to merit buying a new pressform?

Brodsky: The indications are there

Sidorov: Let's find a way to get it then.
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Director Immediately Alters the Production Plan to Reflect Sales
Information

Production Report
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INSTRUCTOR'S NOTES

Sidorov: Let's plan on making 50,000 bowits in May. That will
agree with our sales report. We can't afford to lose those sales.
We must stop bucket production IMMEDIATELY. Those things are
just going into the warehouse. We'll need to find some way to get
rid of our excess stock.

Maybe we can use it to barter for materials we really need.

There are a few other items here that look strange. Ivanov, | want
you to review this production report, compare it with the sales
and inventory reports and bring your production figures into line.
Get back to me this afternoon. Also, get a copy of the latest raw
materials report, adjust it to meet your new production plans, and
come back to me with an estimate on how much money we need
to get the materiais we really need.
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Having Identified the Cause, the Director Seeks to Resocive the Crisis

+  Amend production report
— stop bucket production
— increase bowl production to 50,000 units

+ Decide to purchase new pressform for bowis

* Liquidate excess bucket stock
— sell at discount to liquidate quickly
- accept tax penalties if necessary

* Review accounts receivable older than 60 days
- increase efforts to collect

v Review accounts receivable less than 60 days
- offer discount for payment eartier than planned

+ Decide to meet in 2 days to discuss results

A management reporting system does not retieve managers of decision
making respansibility, but helps them make timely and sound decisions

mrsteFage 23

INSTRUCTOR'S NOTES

Sidorov: Now let’s figure out how to get some cash to pay for the pressform
and pay our employees. Brodsky, those buckets aren't helping me by piling up
in inventory - find a way to sell them. | think we can accept up to a 50% loss on
production cost to move them down to the safety stock level, we'll take the tax
hit on this and won’'t make the mistake again. Petrov, look at all of our
customer accounts which are older than 6¢ days (Plastic’s normal time to offer
customers to pay} and find a way to collect, for those accounts less than 60
days offer a 2% discount for each week they pay sooner than planned. (Point
out that ZAZ's order is less than 30 days old, so ZAZ isn't even called.) Get
enough cash to unfreeze cur bank account t00. Let's meet back here in 2

days.
Director’s meeting two days later:

Sidorov: Petrov, did you find the money we need to pay the employees and get
those pressforms?

Petrov: Yes, we just got enough to unfreeze our bank account and pay the
employees, Brodsky bartered some buckets at 20% discount to the pressform
supplier to get the pressforms. Then we got three of our customers, whose
payments were over 60 days old to pay us the penalties, but not yet the
principal payments, but we'll get the principal in a month or so. Four
customers, whose accounts were between 30 and 60 days, decided to take
the discounts and pay sooner.

Sidorov: Kislovsky, take these reports and make sure we don’t get in this
situation again. From now on { only want to see the summary and cash flow
reports. I've got to take more time to plan how to get financing to update our
production line and bring in that big German customer and don't want to be
bothered with the details
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Before We Define Management Reporting, We Would Like to
Distinguish Between Data and Information.

Information -

» Data transformed into a
meaningful and relevant
form
e.g. Sales report
summarized by product

» Details of individual
transactions
e.g. List of all sales
transactions

Data analysis
and processing

+ Concise - it is the overall
implications that ara
important

= Yoluminous - as the
detail is important

+ Used for planning and
control of activities and
processes

« Used for control of
| basic, day to day
transactions

mrsieFage 4

INSTRUCTOR'S NOTES

What is information? Data that has been analyzed and
processed to serve a specific purpose

The distinction between data and information is very important -
and we will be returning to this concept later when we talk of
reports and associated lists that provide the source data for
reports.

The following example can be used to further illustrate this
distinction:

The purchasing department produces a list of orders that it has
outstanding. This data is useful on its own - but what if we want to
know how much in orders we have outstanding from supplier "A".
We know that supplier A has shut down production and our
supplies may not get to us.

it would be useful to have a report that summarizes purchases by
supplier - if we could tell at a glance that we have ordered 400
min Rubles worth of materials from A - that would be useful
information.
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Objective of Management Reporting: To Help Management Manage

Help management

Management Reporting

Help management

with planning with control of Heip ma':a msg! 'ns“"
decisions business u v

*Production parning ~Keeping The right levers

* Analyzung costs of a
department

» Measuring the efficiency
of production workers

» Measunng performance
of department managers

of inventory
* Avoiding waste ot

* How to best use
availlable materials
matenals or labor

« Keeping costs within the

components for a budget and ensuring

product plans are camed out

* Planning whether to
make or buy
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INSTRUCTOR'S NOTES

Plan, Control & Measure performance

All the responsibilities of any manager can be classified under
one of these three heads. Management reporting addresses
each of these issues and therefore effectively helps managers
manage better.

Going back to our case for a moment - what did the general
director have to do?

Plan ;. What are we going to produce next month

Control: the level of inventory, the cash inflows and outflows
Measure performance: have we solved the problem of paying the
employees?

We saw how management reports addressed each of these tasks.
EXERCISE

The instructor may want to conduct an exercise where one of the
participants is called up and asked to list his main job
responsibilities - the audience should then be asked to classify

each activity as either - planning, control or measuring
performance. This is an effective way of driving the point home !

Follow up by asking - which of the reports we came across in the
case would assist the manager in his work.
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Management Reports Are Summaries of Operations and Cover All Basic
Activities

Simplified flow of a company's activities:

Company

Suppliers and Produchon Sales Customers

Purchasing

mry1a/a0e 20

INSTRUCTOR'S NOTES

What are the main activities of any manufacturing company?*
* Buying feed materials from suppliers

* Processing those materials and supplies into finished
goods

* Selling finished goods to the customers with profit

This classification of activities can be extended to service
companies as well

Management reporting covers all these operations - and we will
see how management reports summarize and report these basic
activities.

* Underlying structural activities (like finance, accounting, human
resources, administration) could be mentioned by the presenter.
We have not listed them, because discussion of management
information for other activities are beyond the scope of this
presentation.

Page 26



Business Operations Require and Produce a Lot of DATA

Feed Sourcng and
Purchasing Proguchion Sales
Basic Data Supphiers llAvarmmanﬁm ’ Product Markat I
Required 10 [ POl
Support the
Business Materiat Requirements Matena! Raquirements J I Buyers |
Functions

! Matenal Inventory Level ,[Laborneqmrements ‘llﬁmshodcmdskwenml

[Outstanding Material OrdersJ Work-w -process inventory }

AocomtsPayableJ i Accounts Recerabile ]

s 1a/Puge 27

INSTRUCTOR'S NOTES

What does a company need to know to conduct these three basic activities?
Purchasing:

— what materials (and in what quantities) do we need to produce our
producis?

- do we already have those materials? (Material inventory)
~ if not - who can supply materials required?(suppliers)

- have we aiready ordered the materials required?

— how much do we owe our suppliers, and when is it due?

Production:

Sales:

— what are we producing and what facilities do we have to support
production?

— what human and matenal resources do we need to produce the
guantity (and quality) required?

- does a market exist for our products? {(what is required in terms of
quality, quantity, technicail or other reguirements)

- do we have goods available for sale right now?

- do we have unfinished (semi-finished) goods that will shortly be
available for sale?

- who are our buyers?
— how much do our buyers aiready owe us?

The basic transactions are recorded in 'journals’ or "lists™. The concept of
LISTS is important and forms the basis for the management reporting system.
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Management Reports Cover All Levels of the Organization

Strategic Level Planning Actites
Summary
Report
Cash Fiow
Tactical Level int
nformation p—
Report
Data Lists
Operations Control Activities
Level Data
Business i
Operatons/
Transachons
mrsteFage 20

INSTRUCTOR'S NOTES

Management reports cover and are used across all levels of the
organization:

 Starting from operational (day to day activity)

* To tactical (medium-term decisions)

» And up to strategic levels {long-term decisions)
Management concentrates its attention differently at each level of
organization activity:

* At the operational level more attention is given to control

and less to planning

* At the strategic level- vice versa

* With tactical level in between

Lists and reports are also used differently at different levels (and
their content changes from daily transaction data to strategic

information):
» Data lists are used mainly at the operational level to
record and control daily transactions
* Basic activity reports are compiled from lists and are used
by middle managers to make daily operational and tactical
decisions - involving control and measurement of
performance

« Summary reports can be used by top management for
decision making and for more broad (strategic) planning

Page 28



Some Characteristics of Useful Management information

» Concise + Appropriate
- Set out ciearly, without ~ Must be sutable for the
unnecessary ilems purpose for which it s
roduced
* Accurate P
- The user should have + Cost effective
confidence that the information - Information shoukd cost no
wilt nat contain errors or more to produce than the
GMissions benefits which resuit from it.
- Information should be lree .
from any manipulation ¢ Unbiased
~ There should not be any tias in
+ Timely the information due to the way
- Must be produced in tme for it has Deen presented or
some action to be taken on it, produced.
+ Consistent * Appropriately directed
- Should be comparable across -  Communicated to the person
time and over depariments/ responsible for the achon 1o be
business units laken; confidentiality
considerations must be taken
into account.
sl wPapge 28
INSTRUCTOR'S NOTES

We have seen briefly what management information can do - can
any type of management information do this?

Data that is not accurate can lead to poor decisions being made.
Accurate data also, if received 100 late looses its vaiue - the
management of would not have found themselves in such a
situation if they had timely reporting in place to warn them of the
problem in advance !

An important consideration while establishing a management
reporting system is that it be cost effective - i.e. the benefits of
having the system in terms of improved decision making ability
should far outweigh the costs of setting up and running the
reporting system.

Cost effectiveness will dictate to a large extent the scope of the
system and the degree of computerization vs manual preparation.

We will discuss all these considerations again when we come 1o
customizing and implementing the MRS.
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Benefits of Introducing 2 Management Reporting System

» Enhanced efficiency
- efficiencies of time, resources and costs can be realized

+  Quality of information
— better information in a timely manner

* Increased fiexibility and responsiveness
- specific information requirements can be provided

* Increased access for users
- managers at a tactical level can make better decisions by intormation
shaning

* Sharing common lists
- two departments using the same list will increase effectiveness and
reduce chances of error

* Improved user interaction
- may improve the system by identifying new uses or new information
requirements

* Improved effectiveness of communications

mrstePage

INSTRUCTOR'S NOTES

We saw in the opening example how having a management
reporting system helped address the issues the company was
facing.

Enhanced efficiency, increased flexibility and responsiveness :
management was able to take the decision quickly and
effectively, without having to go though the process of - what
information is needed, how do we get it etc.

Increased access for users, sharing common lists, improved
interaction, improved effectiveness of communications :

€.g. The production manager needs to know what the sales
department is doing. As we saw at Plastic manufacturing, a lack
of proper communication resulted in the production, sales and
purchasing departments having their own agenda for operating!
A well designed and implemented MRS would help avoid such
situations
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Important Considerations to Keep in Mind About the System

+ Does not change your current tax reporting system

Able to produce the most important data accuratety and on time
*  Summary reports are no more than one or two pages each

Not too complex, yet able to capture the majority of transactions
+ Cost effective
+ Usable by all levels ot management
« Owverlaid an existing tax or financial reporting systems

mrsiaPuge 31

INSTRUCTOR'S NOTES

Having talked about what led us to create this seminar, what we
hope to achieve through it, and how MRS would help
management do a better job; we would iike 10 point out some of
the key considerations that influenced the design of this
management reporting system.

In order that the MRS can become an integrated organization
support function, we believe it is important that the MRS not
change the existing systems, but add on to them. The existing tax
reporting system is a legal requirement, and therefore cannot be
modified

All the above considerations, we believe, will add up to greater
acceptability of the system within the organization, which in tumn
implies a more effective system

EMPHASIZE:

The system presented here is essentially a manual system - the
first step.

It is essential to first get the manual paper flows right and them
move on to automation.

Over time organizations should look at computerizing and
automating the reporting system - but this process needs to be in
line with the computerization of other areas.
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A Management Reporting System is Needed Because Tax Reporting

30?(5 Not Provide the Information Required for Managerial Decision-
aking

“The Statement of Financial Results™: Does This Report Really Tell You What You
Want to Know About Ypur Business ?

L 1

Gross receipts {Gross revenue) from saies
Value added tax

Excise duties

Export duty

3

|~}

1Cost of goods and services sold

Operating profit {loss)

Profits (losses) from other sales

Other non-operating income and expenses - total

including those eamed from securities
and participation in joint ventures

exchange gains/losses

Total profit or loss

Balance profit (loss)

ONLY FOR REFERENCE

Amount of increase {decrease) of

INSTRUCTOR'S NOTES

The report shown here is one that ail organizations produce, each

quarter, to report their tax liabilities. All participants should be
very familiar with this report.

EXERCISE
Give each participant 10 minutes to list:

*What are the limitation of this report in terms of quality of data,
timing, and consistency with other reports

*What this report doesn’t tell them about their operations

Before turning to the next slide discuss what the participants
came up with during the exercise.
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Current Reporting Systems Are Meant to Satisfy Tax Reporting
Requirements

Existing “Statement of Financial Resuits” « Sales are recorded on a cash basis
- s s rather than accrual - not inchcatve
55 receipts |Gross revenua) from sales of actual performance
alue ackied tax +  Does not truly indicate ‘cost of
crse duties product:on’; as costs may be based
Export duty on norms and many elements of

"""""""""""""""""""""""" - cost are not included - this can lead
Operating profit (loss) t0 poor product and prncng

Prafits (losses) from other sales decisions
mc,:::‘n: o en he and eomes tota! +  Does not show detadis of cost of
and paricipation i ot ventures production i.e. malenals, energy.
exchange gans/Msses payrol, taxes - not useful for
Total profit or 0SS control purposes
|Balance proft {loss) . ] .
JONLY FOR REFERENCE « ‘Operating profit' does not give a
Amount ol increase (decrease) of true indication of actual
[wages & salary expenses performance as a number of costs
are not taken into account
+  Produced quarterly, not frequently
enough to ad control and decision
making
mriaPage X3

INSTRUCTOR'S NOTES

Use this slide to summarize the main points that the participant’s
came up with during the exercise.

EMPHASIZE:

Recent Russian legislation specifies standards for financial
reporting (as different from tax reporting) Although these
standards are a step forward, - in that they mandate a separate
(or semi-separate set of financial reports); we believe that they
are a long way away from addressing the requirements that the
MRS we are presenting here does.

Rather than a fixed format across all - what we emphasize here is
customizing to meet business requirements. Timeliness,
consistency, accuracy and regular reporting are important
management reporting requirements that the new legisiation does
not directly address
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Management Reports Provide Help to All Vital Processes of the
Company, Beyond Tax Reporting...

* Provide a snapshot of operations
~ information on actual perforrnance as opposed to norms
~ e.g. improvement in gverall performance

* |dentification of existing problems and inefficiencies
- e.g. high inventory holding costs due to poor production planning

« Identification of potentiat problems in advance
- e.g. upcoming shortfall in cash

* Day-to day operational decision making and problem solving
- e.g. how much metal do we need to buy to progduce 4000 trucks

+ Strategic and long term decision making
- e.g. determining the capital structure of the company

+ Direction for planning and budgeting
- e.g. which departments drive the production plan and how

et age

INSTRUCTOR'S NOTES
DISCUSS

Ask the participants for other examples of the ways in which
management reports assist the management process .

EXERCISE

Based on the previous exercise - ask the participants to list out
the differences between management reporting and financial
reporting - discuss.
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Management Reporting Is Based Only on Management Requirements
and Is Done in Real Time

Management Reporting:

is for internal management decision
making

Deals with the past, present. and
future

Anaiyses data in a relevant and
meaningful manner

Is contidential
Is not subject to legal requirements

Is designed for the needs of the
business, by the organization

An organization may choose to have
a formal management reporting
system, an informal system usually
exists in all organizations in different
forms

Is often real-time or short term
elaboration

rsiePage 35

Financial Reporting

Is for reporting to external users
e.g. tax authorities, shareholders
and creditors

Deals with historical data only
summarizes totals

Is published {or subm:tted to tax
authorities)

Is subject to local laws and
standards

Has set formats - defined
extermnally

Is a legal requirement

INSTRUCTOR'S NOTES

Use this slide to summarize the differences between management
reporting and financial reporting - follow up from the discussion
on the last exercise.

The previous exercise should be used to check the participants
understanding of the difference - have they really understood why

they need management reporting.

If the instructor feels that they are not thoroughly convinced of
the need for management reporting - time should be spent
explaining each point on this slide further.
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Seminar Agenda

Agenda and Seminar Objectives
Session 1: Introduction to Management Reporting Systems
Session 2: What is tha system and how do you use it?

+ Defining lists and reports, sales, accounts receivable, finished products

inventory reports

Session 3: What is the system and how do you use it?

« Raw materiais inventory, purchasing reporns
Session 4: Making the system a reality- Customizing the system
Session 5: What is the system and how do you use it?

+  Summary report, Cash Flow, barter report
Session 6: Using the Management Reporting System
Session 7: Making the system a reality- Implementing the system
Session 8: Summary and review of assignment

mry2ePuge 1

INSTRUCTOR'S NOTES

We now get specific about management reporting systems.
What are the basic components of the system?
How do they relate to each other to make up the whole system?




Session 2: What Is the System and How Do You Use it?

[Deﬁning lists and reports ]
»  What is a list? what is a report? How do they work together?

Sales are the most important activity of a company: sales determine how much
income the company receives

v The sales report enables management to track performance of each product

« It is a usetul tool to evaluate customers

Accounts receivable: Most companies in Russia today face problems with
colfection

+ The accounts receivable report is used to track how much is due from
customers, and when it is due

+ The report can also track customer accounts that are overdue - so that
management can take prompt action

Inventory of finished products: Mow much do we have available for sale J
+ The finished products inventory report helps the sales department plan sales
i’ and the production department plan production

INSTRUCTOR'S NOTES
In this section we introduce some of the basic lists and reports -
sales, accounts receivable and inventory of finished products.

We end the session in a simple exercise which demonstrates how
the reports can indicate an irregularity in operations.

EMPHASIZE:

Although we are discussing each report individually, they are all
related and form part of a system.

The receivables report relates essentially to the same
transactions that are analyzed in the sales report - the receivables
report analyses them to serve a different purpose.

The finished products inventory report provides an important
indicator to the sales repoirt- what is available to be sold.

DISCUSS

Why is the sales report important?

Why is the accounts receivable report important?

Why is the finished products inventory report important?
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The Management Reporting System That We Present Here

+ Has been developed keeping in mind the reguirements of a medium sized

Russian enterprise
- can be applied to a large enterprise, but should be computerized

» Tries to incorporate all the basic activities, keeping in mind general
applicabitity
— some companies have very specific activities that can't be included
without making the system unappreciable for the rest of the potenbai
users

« Tries to add on additional data requirements to your company's current lists.
without changing the existing system’s need for tax reporting
~ we don't want to change your system for tax reporting, but instead
would like to use it more effectively to allow some management
reporting also

* Should to be tailored 1o individual corporate requirements to be more
effective
- customizing : we’ll discuss how to do this

mrdnage 3

INSTRUCTOR'S NOTES

We have based the development of this generic management
reporting system on the following assumptions:
* The system is to be used by smail to medium sized
manufacturing companies
e The company shouid conduct normal operations
e Company may already have a reporting system in place
and may use the presented materials to add to and
enhance the existing reporting system
e Companies may continue to develop the system using the

presented materials as a basis, modifying and enhancing it
to satisfy specific company requirements
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Structure of the Management Reporting Process

A company congducts its activities and records the
transactions in lists (journais)

= Users - empioyees conducting activity Users paiie] LSS |[ag—{ AcCimnty

+ Example - sales activity and the list of the sate
IMTVOICES

At reguiar intervais (daily, weekly, monthly) activity
reports are produced from the list by

summarizing, filtering or analyzing the data

«  Users - middle managers for daily decision 4 Operahng
making, top management, as supporting

information for summary reports

+ Example - sales reports by periods, regions,
customers
At regular intervals (daily, weekly, monthly)
summary reports are produced for top
management which include critical information Summary Tacbcat
from activity reports Users u reports. | ™| gecrssons

= Users - top management for decision making

*« Exampie - total sales for the previous penod
s 2e/Page 4

INSTRUCTOR'S NOTES

The description of the components of the management reporting
system is structured as follows (for every list and report relating
to basic company activities):

elists
— description of the list (for which activity this list is used)
— list format
— who may be interested in maintaining and using the list
*Reports

— description of the report
- report format
— who may prepare and use the report

Summary Reports (introduce the concept of Critical Decision
Information, which usually results from processing several lists or
reports)

— description of the report
— report structure
— who may prepare and use the report

Remind the participants: Lists list out Data, while
Reports report Information

Page 4 N
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We Start With the Lists of Basic Transactions - That Your Company

May Already Maintain

% Purchasing and p Fwsned Goods Sakes
=0 Department Components wWarehouse Deparynent
S W,
Lists that
should be . Matenals snd Fineshed Product
maintained Pu g kst Components kst WP st -t Sades kst
Producton kgt
Accounts Actourts
Pryable fist Recesvetio kst
Barter st
mradePage 5

INSTRUCTOR’S NOTES

By maintenance of lists we mean recording every transaction (in
the relevant activity) in the list (journal, book) by the person
conducting this activity.
Most companies record the basic transactions listed above in
journals or lists of some sort, although they may not be exactly in
the formats described in this presentation. if these lists are not
currently maintained at your organization, they can be organized

with little effort.
Again Lists = Data
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And Summarize, Analyze or Filter the Data So That Useful Reports Can
Be Generated
hc:w":ﬁw Produtnon Frmstwd Goods Sames Oupartment
Warshouss
Wateruds ) Firesheo Product
Reports that Components W repon Sabm raport
can be Freprtory repor! oy rewont
generated
Matoruis
Purchasing Hgon LT report
report

Aocourts

Accounts Pavable Peiinsinel

le Iw

AcCouns

ACCOwE Payatie RSCahabae Oulither

Crwmrtiy report L
[ Sarsw report I
I Saramary rpost and cash Sow ]
mazePages

INSTRUCTOR'S NOTES

From the lists already maintained reports can be produced.
Report - summary or analysis of the data contained in the list
* This can be summation of the data in the list for specified
period
 Or selection of specific data from the list

Why should reports be produced, if your company already
maintains detailed lists?

* Reports are intended for management’s (who lack time to
go through and understand ail the details in the extensive
lists) use and should be:

— more concise

— contain only information required for the intended

manager

— be easily understandabie

EMPHA
REPORTS CONTAIN INFORMATION
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Once the Reports Are Ready, They May Be Distributed to Many Managers
to Help Them Manage Their P f the Busin More Effectivel
~——mr
oy
- X
- X
X
- x
X
L X
1
L1
- L]
- L
T
X
X
X
: Y
ik o
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INSTRUCTOR'S NOTES

Each manager should analyze what information he needs to
effectively run his area of responsibility.

The results of this analysis should be summarized (may be with
previous discussion on the management meeting) and checked
against the availability of information and resources needed to
produce the reports.

Based on this analysis a reporting schedule (what reports, when
and by whom produced) and distribution iist (who and when
receives what report) is created and made official by
management order.

We will return to this process when we taik about customizing the
reporting system to meet the requirements of the organization.
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Lists and Reports in a Basic Management Reporting System

Lists and reports defined
Sales lists and reports
Purchasing lists and reports
Accounts receivable lisis and reports; Overdue receivables report

Accounts payable lists and reports
= Finished product inventary lists and reports

Work in process inventory lists and reports
Raw materials and components inventory lists and reports
Production lists and repaorts
Barter transactions lists and reports
Summary report
Cash flow report

Creating and using lists and reports

Suggested formats

| medePues

INSTRUCTOR'S NOTES

Through the course of the day we will be discussing most of the
reports that we believe form an essential part of the system. (the
highlighted reports- and not necessarily in the same order).

Each participant will be provided with a handout that outlines the
entire system and how it can be used, including blank templates.
All lists and reports that we wiil not cover during the day i.e. the
production lists and reports, work in process lists and reports,
accounts payable lists and reports, will be descnbed in detail in
the handout.
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Sales: Let's Start With a List That Shows How Much Income Your
Company Should Receive
e T
==V el B | I | IS | Rvoetoval | I
SN _Warhovse
Lists that
hould be i Mai and Frushed Product
mantaned wenasmg it | | s wst WIF kst et Sales bt
Production kst
Barwyr st
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INSTRUCTOR'S NOTES

SALES is the indicator of how much revenue the company is

earning, or will expect to earn. It is therefore probably the most
important activity to report.

Page 9
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The Sales List Captures Data Generated Before the Actual Sale

List of sales transactions: \%

» Prepared by sales staff on the basis of invoices issued to the buyers, "\ J\
and information from other departments

This list should include the following basic information {any additional details
may be included, if required):

* Product identification number, Product name

*  Unit of measurement
« Sales plan for the period
* Planned sales price

* Product available for sale (units), which can be caicuiated and further
separated into:
— finished product inventory that was available for sale at the begnning of the
period
~ finished product received from production
Estimated {planned) finished product inventory safety ievel for the end of the
period (your sales department should be involved in establishing this levet}

mrZePage 13

INSTRUCTOR'S NOTES

The sales department of the company should maintain the sales
list - a record of all sales transactions.

Basic data that the sales staff needs to control and manage sales
activity includes:
* I[nformation about the product they are selling, including:
— product name and specifications

- how much the company plans to sell and at what
prices (this is decided by management and included
in sales list for reference and variance analysis and
control)
— quantity available for sale during the penod (which
can be calculated as follows: beginning finished
products inventory + received from production during
the period - already sold)
Data for the sales list is obtained from the sales department and
the warehouse, as well as the planning department (for the
planned sales price and the sales plan). It is important that when
identifying a product all departments of the company use the
same system of codes. The documents that relate to transactions
of the same type should be kept in a single location.
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Sales List: Also Contains the Basic Sales Information

This is the information that your company almost certainly maintains %
Sales (units) RN
Buyer

Contract number
Sales price
» Sales {amount)
Delivery terms
It the sale is a barter transaction - this fact needs to be recorded

mexePage 11

INSTRUCTOR’S NOTES

The sales list should also contain information on all the products
(or product groups) soid:

* How many units have been sold

* Who was the buyer (reference to buyers database, if
buyer database is maintained by the company, if not -
maintenance of such a database should be encouraged)

» Contract number for reference (we assume that sales
department keeps copies of all contracts, if not - it should
be encouraged)
* And some useful information from the contract:

— actual sales price (total sales amount)

— delivery terms

» |f the sale is a barter transaction, this fact and the details
of the transaction need to be recorded

Page 11
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Sales List: Tips oan Maintaining and Using

\‘i

The lists can be prepared for every product in the company’s product range. "j\
The iist maintaining process can be manual or computerized.

The list is prepared by every sales person issuing an invoice to customer, or
receiving information that new iterms have been produced and become available
for sale by inputting required information and adjusting ail columns affected:

* Example, subtracting number of units sald from availabie for sale amount
* Adding number of units that became available for sale
This list is used by sales staff to:
« Monitor sales activity and market trends (volume of sales, varniation of sales
price}
» Kpow at any point in time the amount of product available for sale

s Plan safety level of inventory (to sustain long-term contracts, to meet
preferred customer requirements, etc.)

* Prepare sales reports for managers

mr2efage 12

INSTRUCTOR'S NOTES

It is up to every sales manager to decide who and in what form
maintains the sales list:
» {t can be a single list, where each sales person makes a
record (this is more appropriate if company has centralized
Sales Department)
* Or each sales person may maintain separate sales lists,
which are consolidated in the reports (this is more
appropriate if company has decentralized Sales
Department
Simple electronic spreadsheets (in Excel, Lotus 1-2-3, SuperCalc,
etc.) can be used to facilitate maintenance of the lists.

We have listed several possibile uses of the sales lists, we are
sure that when the saies staff starts to use them several new
applications can be found. Some companies may already be
using the sales list for additional purposes.

EXERCISE
Ask participants if they know or can find some additional uses for
sales lists

Page 12
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A Useful Sales Report Can Be Generated From the Sales List

) _1 sty nnc:uwﬁm Procucton P Gooas Satws Denarvest
Repots tat “c:"w::g-':‘ we rapn sty S et i
13] emo
generaled
Watenats
Purchasmg report Racqurerments. Prochec ton reget
repaort
ACCDumS
N Caarsaten Powerndt
oot
Overdue report repon
l Bares report l
aradePage 14
INSTRUCTOR'S NOTES

As we mentioned before:
Report - summary or analysis of the data contained in the source

list.

= This can be a summary of the data in the list for a

specified period

«»0r a selection of specific data from the list

Page 13
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Sales Report {Units)
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INSTRUCTOR'S NOTES

DISCUSS

This is a sales report summarized by product.

What does this report tell you about sales?
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Sales Report (Amount)

mrs2aPage 13

Unit of Salrs Pan Marned Sales Parmed Saien T Acviad Sales § Actaw Sebes Acheal Satbs
| Sheasurerment Cunita] Price {amount) turwts) Prue | oowemand )
u 120 41 S 4 i
H 137 441 1 1
] T 35 +
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SR P 22l
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-
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L - 11 311 13 1
L 213 497

INSTRUCTOR’'S NOTES

This sales report gives total value of sales during a period -

analyzed by product.
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Another Sales Report May Summarize Sales by Customer

This is a sample report showing period sales summarized by customer:

Client {buyer)

= Product identification number
Product name

» Unit of measurement

« Planned sales price
Sales {units)

* Average sales price

* Sales (amount)

mrs2ePage 18

INSTRUCTOR'’S NOTES

This is an example of one of the sales reports that can be
required by company management:

¢ Sales by customer report (which includes specific
customer information and can be grouped by customer)

Some other reports, such as:

¢ Sales by product (with product specific information and
grouped by product)

* Sales by region
e By salesperson

¢ By type of customer e.g. end user, own dealer network,
other retailers

¢ By type of outlet e.g. kiosk, shop, supermarket

» By type of product packaging e.g. bottles Vs cans

e Barter sales reports
Can also be produced from the data in Sales iists.
DISCUSS:
What other ways can we meaningfully analyze the data in the
sales list?

Every company manager shouid have a better understanding of
what specifically he needs to know about sales, and should ask
for this information to be included in the reports.

Page 16
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The Sales Report Summarizes Data As Required for the Business
Situation

Can be produced easily by sales staff or senior sales staff
at required intervals (daily, weekly or monthly} from the sales lists

Sales reports can be a summary of sales activity for the reporting period
grouped by sales region, product, sales person, customer, etc. (based on
management requirements)

They can be prepared by sales staff at the end of the pericd

Depending on management requirements and potential uses, the sales report
may include all information from the list {or & selection) summed up and
grouped. The report should be designed to assist in control and evaluation of
the effectiveness of the sales function.

el agy 1T

INSTRUCTOR’S NOTES

Management should decide what sales information they need to
evaluate sales function (and company as a whole) performance.

We will later talk about customizing the system - which should
provide the participants a guideline for determining the most
appropriate format for their organization.

After this decision is made and if Sales list is maintained
consistently - it will not require a ot of effort (or employees time)
to produce useful sales reports.

The reports may be used not only for such simple tasks as
identifying better selling products and finding out which sales
person is more successful. At a manufacturing enterprise in the
Ural Region the sales report were used to distinguish between the
sales that should be made directly and those that should go
through the dealers.

The dealers were unhappy about a too aggressive direct sales
approach empioyed by the company. That represented a threat
that the dealers could switch to other suppliers {and some of
them did so). The decision was made not to sell directly to a
customer if the size of the contract was less than a certain
amount. Sales reports, grouped by customer, are instrumental in
implementing this decision.
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How to Use the Sales Report - It Is Flexible and Informative

Sales reports can be used by sales department managers... o l

+ To analyze the sales activity of the company and monitor product market
trends {amend sales policy if required by the market)

* To pian sales activity {(Change the sales pfans), monitor finished product
inventory avaitable for sales, and issue production requests

= To compare finished product inventory reported by accounting and
warehouses to products availabie for sale reported by sales staff

« To monitor sales staff performance
«  To report sales resuits to top management

mn2efage 15

INSTRUCTOR'S NOTES

We have listed several possible uses of the sales reports, we are
sure that when the sales department and company management
starts to use them several new uses can be found.

DISCUSS
Ask participants if they know of or can find some additional
applications for sales reports.
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Sales Reports Are Used by Top Management

To know how much cash company sales has generated {or can
generate in near future); so that management can plan
operations in the following periods

mralefage t9

INSTRUCTOR'S NOTES

The sales report is can provide useful input in determining the
cash inflows from sales in future periods. The barter sales report
can help determine the inflows of raw materials and other
products for sale.

We will continue to list possible uses of the lists and the reports
throughout this presentation. Some of the uses will be quite
obvious, others will involve actions like planning, control and
analysis.

This presentation only refers to such activities, but is not going
into detailed expianations on what those activities are, as it is
beyond the scope of the presentation (some of them may be
covered in other modules).

Each presenter must be ready to spend some time o explain
what those activities are using their general consulting skills.

Page 19
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Accounts Receivable: Now Consider a List to Look at Accounting and
Credit Functions
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INSTRUCTOR'S NOTES

The importance of maintaining a list of accounts receivable
transactions cannot be undermined. Every manager in the
audience has probably faced a situation where they don’t know
how much is owed to them, or how much cash they expect to
collect in the following month.
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Accounts Receivable List (Cash - RUR '000)
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INSTRUCTOR'S NOTES

This is an example of an accounts receivable list - that lists each
transaction, and the amount due on it.

This list should include the following basic information (any
additional details may be included, if required):

Customer information
-Name
-Address

«Contract information
—Number
—Amount
-Payment terms

*Product information

*Payment due date

If any of the receivables are barter transactions {either in whole or
in part), this fact should be noted separately.

EMPHASIZE:

While recording information on lists - to ensure consistency
across the organization - the same product codes and customer
codes {and material codes for inventory and purchasing reports)
should be used.
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Accounts Receivable List {Cash - RUR '000)
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INSTRUCTOR'S NOTES

We have developed the list further - we can now see when we
expect to receive our money - The list is on its way to becoming a
report, i.e. the data has been analyzed to provide more useful
information.
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Accounts Receivable List: Preparation and Maintenance

Accounts receivable list:

+ Is prepared by sales staff on the basis of deferred payment contract and sales %
invoices issued to the buyers

The list is prepared for all accounts receivable {including barter accounts
receivable)
The list is prepared (updated) by sales staff based on:
+ Sales contracts with deferred payment clause
« invoices contirming that sale was actuzally made

+ Payment confirmatons received from customers (before being sent to accounting) and
confirmed by bank statement (or in barter case - barter product receipts confirmed by
warehouses)

This list is used by sales staff:

« To maintain company-client relationships and company credit and sales policy
- deferred sales limits to one client may be set by the company 10 minimize
customer default risk
- chHent ranking can be maintained by the company for the same purposes

» To monitor sales contracts and promptly react to contingencies
rwslePage 273

INSTRUCTOR’S NOTES

The sales department of the company should maintain the accounts receivable list - a
record of all credit sales transactions plus basic information about debtors.

EXPLAIN the terms:;
» Sales policy - company wide decision (usually made by top
management based on previous sales experience) what, to whom and
on which terms to sell. This concept is closely related to the next one.
* Credit policy - company wide decision (usuaily made by top
management based on previous sales experience} what, to whom and
on which terms to sell in credit. This concept is closely related to the
next one.
» Credit rating - rating assigned to the customer based on his
fulfiiment of credit agreements
Basic information that sales staff needs to conduct credit sales activity is:
* Information about the product they are selling, i.e, product name and
specifications
=Information about the customers (credit rating is not usually available, but
company can define one, if they are often selling on credit terms to the same
customers)
=»Contract information (we already encouraged the company to keep a contract
database and copies of all contracts)
= Payment due date (or several payment dates,, if complex credit terms are
invoived)
«if company ofien trades on barter credit terms - this also should be recorded
It is up to every Sales manager to decide who and in what form maintains the list:
=[t can be 2 single list, where each sales person makes a record (this is more
appropriate if company has centralized Sales Department)

«»r each sales person may maintain separate sales lists, which are
consolidated in the reports (if sales function is decentralized)
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Valuable A/R Reports Can Be Generated From the Accounts
Receivable List
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INSTRUCTOR’S NOTES
EXERCISE :

Ask the participants to draw out on a piece of paper, the most
appropriate form for the accounts receivables report for their
organization.

They should also be able to tell you how that particular format
would help them address their most important issues with A/R.
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Accounts Receivable Report - Summary by Client and Scheduled

Payment Due Date {(Cash - RUR '000)
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INSTRUCTOR’S NOTES

This report analyses receivables by customer. The information is
more usefui than that provided in the previous analysis.

The information can be collected and presented in a useful way
only if the document flow is organized properly. Documents
(contracts, invoices) that contain information on accounts
receivable should be kept in one place accessible by the person
who maintains the accounts receivable list for a given subdivision
of the company. Different departments should not perform the
same functions {such as invoicing).
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Accounts Receivable Aging Report by Scheduled Due Date
(Cash - RUR '000)
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INSTRUCTOR'S NOTES

The general director may not be interested in how much each
customer owes; the sales and finance departments can handie
that between them. He wants to know how much can he expect to
receive in cash in the next month.

Knowing that only 550,000 is due to come in during the next
month tells us more than just the knowiedge that the company
has 5,800,000 in total receivables.
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Accounts Receivable Reports: Can Be Summarized to Show How Much
Credit Yqur Company Has Extended and for How Long tt Has Been

Accounts receivable reports can be produced by sales staff or managers .
at required intervails (daily, weekly or monthly) from accounts receivable lists

* Accounts receivable reports can be a summary of deferred payment sales
transactions with outstanding payments at a point in time grouped by
customer, finished product, etc.

= Accounts receivable reports can take several forms depending on
requirements:
- Cash accounts receivable (grouped by due date)
— Barter accounts receivable (grouped by due date)
— Cash (barter} accounts receivable overdue {grouped by due date}

s The sales department is the best place to maintain accounts receivable
reports because it
— keeps records of all shipments: those that have been made and the
ones due to be made
- is typically responsible for collection of payments
- has enough information to propose a change in the credit policy of the
company.

mrdePage 17

INSTRUCTOR'S NOTES

Management should decide what credit sales information they
need to evaluate sales and especially credit sales performance.

After this decision is made and if the sales and accounts
receivable list is maintained consistently - it will not require a lot
of effort or time to produce effective accounts receivable reports.

Accounts receivabie reports can take several forms, such as
e Cash receivables
* Barter receivables
* Overdue receivables
e Receivables by product or product group
e Receivables by customer or customer group

» Receivables from related parties e.g. subsidiaries or
group companies

* Receivables report for key accounts only (e.g. for top
level reporting)

Page 27
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Accounts Receivable Reports: Cash Transactions

A standard accounts receivable summary report should include the S I
following information :
« Product information, or
= Customer information
v Accounts receivable settiement date, categorized in the following manner
- 0-30days
- 31 -860days
- 61 - 90 days
- 91 - 180 days
- 180 days - 1 year
— over 1 year

* Percentage of each of the above categories to tolal accounts receivabie

* Problems with collection {if any)

2w age Th

INSTRUCTOR'S NOTES

EXPLAIN

The concept of Aging : i.e. organizing the receivables according
to their 'age’, or due date. Aging tells us the period for which we
have extended credit

This information can be used to estimate when the company can
expect to receive cash from accounts receivables.

And estimate an allowance for bad debts.

The next few slides give examples of severai types of accounts
receivable reports.
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Accounts Receivable Reports: Barter Transactions

Barter accounts receivable may also have some information related
specifically to this type of transactions:

* Product information, or
= Customer information

= Accounts receivable settlement date categorized in the following manner
- 0-30days
- 31 -60 days
- 61-90days
— 91 - 180 days
— 180 days - 1 year
- over 1 year

+ Percentage of each of the above categories to total accounts receivable
* Material or components to be received information

* Problems with collection (if any)

rsiniPige 29

INSTRUCTOR'S NOTES

Barter receivables report can also show what material, suppiy or
component is expected to be received. This can help plan its
effective use and to conserve scarce cash on purchases of the
same material.

A common problem we have come across is maintaining a record
of receivables on barter transactions. Very often a barter
transaction gives rise to a receivable in the sales department and
a payabile in the purchasing department; and the two transactions
may not be offset. This is specially true in the case of
complicated multi-party barter arrangements.

Aging is reievant to barter transactions as well : it assists in more
accurate planning for the future.
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Accounts Receivable Overdue Reports

Overdue accounts receivable should also be reported separately - l
{to draw management attention to them) and should include the .
following information:

*  Product information, or

» Customer information

* Overdue accounts receivable (from settliement date):
- 0 - 30 days overdue
— 31t - 60 days overdue
- 61 - 90 days averdue
- 91 - 180 days overdue
— 180 days - 1 year overdue
-~ over 1 year overdue

» Percentage of each of the above categories to total accounts receivable

* Actions taken (if any)

meLlwPage 30

INSTRUCTOR'S NOTES

Overdue receivables report should show information on accounts
receivables that were not paid in time.

e Can be grouped by number of days overdue (starting from
the missed payment date)

» Should definitely show what actions have been taken to
collect the overdue receivable

* Should serve as a warning to consider stopping credit
sales to non-paying customers (their credit rating can be
decreased)

The overdue receivables report is specially important as a large
number of companies do have significant overdue receivables.
Analyzing these receivables by age and by customer account can
help management prioritize collection efforts.
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The Accounts Receivable Reports Have a Number of important Uses

mrlePage 3t

Accounts receivable reports can be used by:

+ Sales managers:

To facilitate the decision to sell products to a customer

To monitor the deferred income process and promptly react to
problems

To monitor compliance with company credit policy

To determine the aging of the receivables and plan collechion efforts

+ legal department

To act to collect tate payments
To write off bad debts, if required

* Accounting or finance departments:
- To monitor and plan incoming cash and materials on barter

]

INSTRUCTOR'S NOTES

We have listed several possible uses of the accounts receivable
reports, we are sure that when the company starts to use them,
they may find several new applications for the accounts
receivable reports.
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Top Management Can Use Information on Receivables

» To analyze and control the company's deferred sales policy

« To analyze the production, sales and purchasing activities of the company
and amend them, if necessary

* To facilitate control and comparison with company accounting information
« To facilitate working capital management
*  To facilitate the planning process

matwFege 32

INSTRUCTOR'S NOTES
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The Finished Products Repaort Is Generated From the Finished Products
Inventory List - and |s a Key Driver for Other Lists and Reports
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INSTRUCTOR'S NOTES

The warehousing department of the company should maintain the
finished products list - a list of all finished products produced by
the company.

Basic data that warehousing staff needs:

* Information about the product they have, including:
- Product name and specifications
~ Where the product is stored
- What quantity the company has in store

— Less quantity obsolete and off-specification, that
actually can not be sold

- The age of finished products inventory - {(production date)

— Production cost (which multiplied by quantity of finished
products inventory will show how much money is tied up in
finished products inventory)

Often finished products inventory may be located in different
places - there may be inventory that is still in the production
department, there may be inventory at different warehouses and
there may be inventory at the dispatch center that is waiting to be
shipped. The staff recording inventory should track it at all these
locations.

The finished products inventory report can take many forms -
depending upon the specific use of the report.
Page 33
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Finished Product inventory Reports: Preparation and Content

Finished product inventory reports can be easily produced by
warehouse staff, managers or specially appointed people at required
intervals (daily, weekly or monthly) from finished product inventory lists

« Finished product reports can be a summary of finished product holdings at
some point of time (or finished product inventory movements for the
reporting period, if required) grouped by warehouse, product, etc.

Here we present two most common formats for the finished products inventory
reports:

+ Inventory holding report at some point in time
* Inventory movement during a period
Why do we need reports in different formats?

+ The inventary holding report can be used to understand how much is
available for sale

* The inventory movement report can be used to analyze sales performance
(comparing the results with sales reports) and production performance.

mrle/Page 34

INSTRUCTOR’S NOTES

Management should decide what finished products inventory
information they need to control, plan and measure performance
of the sales and production functions (and the company as a
whole).

After this decision is made and if finished products list is
maintained consistently - it will not require a lot of effort or time
to produce useful finished products reports.
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INSTRUCTOR'S NOTES

This finished products inventory Holding report tell us how much
of a given product we have available for saie at a particular point
in time.

One use of this report is to keep track of quantity availabie for
sale to prevent piling up of some product which doesn’t get sold,
as we saw in the Plastic Manufacturing example.

Management reports work together to provide more meaningful
information:

Consider, for instance, the situation with a manufacturing
enterprise which sells a significant portion of its output through
dealers. The dealers complain that deliveries from the enterprise
are not certain and, consequently, the dealers frequently run out
of the product. The finished product inventory report and the
sales report are used simultaneously to keep the quantity

available for sale (sales report) always above the finished product

inventory safety level (finished product inventory report).
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Finished Product [nventory Reports: Inventory Movement Report

A finished product movement report should aiso include the following -
information: :

*  Production data
- production date
- production cost

* Product igentification number

+ Product name

= Unit of measurement

* Location

*  Product received from production during the period

* Product available {units), which can be calculated and further separated into:
— total quantity on hands
— less quantity off-specification
~ less quantity obsolete

* Product shipped to customers during the period

mrdwfge 36

INSTRUCTOR'S NOTES

Finished products inventory movement report may contain the
following information:

* Product information
* Where the products are located

e Quantity on hand, calculated as sum of inventory at the
beginning of the period plus all finished products from
production less sold finished products
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Finished Product Inventory Reports Can Be Uised by Warehouse
Managers
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To know the availability, location and movement of finished product inventory
To facilitate reconciliation with accounting, production and sales departments

mes2e/age 37

INSTRUCTOR’S NOTES
The warehouse manager is the most important user of the
finished product inventory report...

...but this report has a number of other important uses.

Page 37 - / (



Finishted Product Inventory Reports Form an Important Element of the
Sales and Production Planning Process

The report can be used by : ’
Sales department managers: :
« To know availability of product for sale to plan sales activities and issue
production requests

Top management:

» To analyze production and sales activities of the company and amend them,
if necessary

« To facilitate the planning process

mdePup M

INSTRUCTOR'S NOTES

At Plastic Manufacturing we saw how the finished product
inventory report triggered some important questions, resulting in
changed production plans.

DISCUSS

Ask participants if they know of or can find some new applications
for finished products inventory reports.
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Example: What Do the Sales and Inventory Reports Reveal ?

Sales Report
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demand for the new alloy and stable decline in demand lor the oid product
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INSTRUCTOR'S NOTES

This example demonstrates how looking at two reports together
can give a more compiete picture than looking at each one
separately.

Analyzing the sales and inventory reports, the sales department
concluded that they need to study the market and determine what
the demand for the two products iooks like. This study led to the
conclusion that there was a decline in the demand for AC3, in fact
there were few buyers only for limited quantities. The demand for
ACZ% however was growing quickly - the new products also more
profitable than the old.

The change in demand situation necessitates some actions on
the part of the company.

EXERCISE:
Ask the participants to list out:

1. What actions must the company take to prepare itself for the
change in market situation - in the short term and the long term?

2. What information in the form of reports will assist the company
in taking these actions

Use the following slide to summarize what actions need to be
taken and how management reports would assist.
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Here Are Some Steps the Company Might Take to Respond to the
Situation, and Additional Reports Would Help Confirm They Are the Right
Actions

* Reduce inventory of AC3
- Promote product aggressively using discounts etc
-~ Plan to seil of the inventory over the long term and bear helding costs
- Use inventory to pay suppliers through barter
- Accounts payabile list and report
- Barter transactions list and report

» Shift production from AC3 to ACZ5
- Analyze and change production plans if required
— Production reports
- Work in process lists and reports
— Analyze availability of raw materials for both products
- Raw materials inventory lists and reports

« Plan purchases
— Purchasing reports
— Cash fiow report

We will analyze some of the above lists and reports and their role in decision
making later in this seminar

maZePage 4

INSTRUCTOR'S NOTES

Use this slide to summarize the exercise.

EMPHASIZE .

Usually two reports are not enough, we need to have a more
compiete picture that can only be provided by the system as a
whole !! We will be looking at more lists and reports and seeing
how they all work together.,
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Seminar Agenda

Agenda and Seminar Objectives
Session 1: Introduction to Management Reporting Systems

Session 2: What is the system and how do you use it?

+ Defining lists and reports, sales, accounts receivable, finished products
inventory reports

Session 3: What is the system and how do you use it?
» Raw materials inventory, purchasing reports

Session 4. Making the system a reality- Customizing the system
Session 5: What is the system and how do you use it?
»  Summary report, Cash Flow, barter report
Session 6: Using the Management Reporting System
Session 7: Making the system a reality - Implementing the system

Session 8: Summary and review of assignment

s SePage 1

INSTRUCTOR'S NOTES

Page 1



Session 3: What Is the System and How Do You Use It?

1. How much
materiat do we
have ?

The production decision raises two important questions:

The matenals and
components
invertory report

2. How much
more do we need
to purchase ?

mndePage

We have looked at sales and our finished products inventory, we can determine
therefore how rmuch we need to produce. (details on the production list and
report are presented in the handouts}

The purchasing
report

Using the MAS: Example - How much should we purchase and what will it cost?

INSTRUCTOR'S NOTES

In this session we will look at some more lists and reports and
see how they work together to aid decision making.

The production report is an integral part of the MRS. Although

we have not described it in detail in the presentation, the handout

to be given to participants at the end of the day contains a
detailed description of the production list and report.

Page 2
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The Raw Materiais and Components Inventory Report is Based on
a List of Raw Materials and Components inventory
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INSTRUCTOR'S NOTES

The materials and components inventory list can be used to
produce some important reports that serve a variety of functions

The warehousing department of the company should maintain the
raw materials and components inventory lists - a list of ali raw
materials, components and supplies in store

Basic data that warehousing staff needs to maintain in lists:
= Information about the product they have, including:

— material name and specifications
— where exactly this materials is stored
- what quantity company has in store

— less quantity obsolete and off-specification,
that actually could not be used in production

Explain : Safety Stock level

*The level of stock that management considers to be safe,
i.e. the level that will ensure continuing production (or sales
in the case of safety stock level for finished products). Any

drop of inventory below this level should trigger a purchase
order.

— safety stock level for every material, component or
supply used by the company

— what is the requirement to replenish stock when it
is below safety level

Page 3
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Raw Materials and Components Inventory Reports: Creating the
Reports

Raw materials and components inventory reports can be easily produced by
warehouse staff, managers or specially appointed people at required intervals
{daily, weekly or monthly) from raw materials and components inventory lists
maintained by the warehouse staff:

= Raw materials and components inventory reports can be a summary of raw
matenals and companents inventory holdings at some point of time (or raw
materiais and components inventory movements for the reporting period, if
required) grouped by
- warehouse
— product

3 ePege 4

INSTRUCTOR'S NOTES

Management should decide what raw materials inventory
information they need to evaluate the performance of the
purchasing and production functions (and the company as a
whole).

After this decision is made and if raw materials inventory list is
maintained consistentiy - it will not require a lot of efforts (or
employees time) to produce effective finished goods reports for
every warehouse, or for every material (logical group of several
materials).
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The Raw Materials and Components inventory Holdings Report Shows
the Inventory Position at a Point in Time

A standard raw materials and components inventory holdings .
report should include the following information: .

* Raw materiais and components inventory number
* Raw materials and components name

+ binit of measurement

* Location

s  Raw materials and components available {units), which can be calculated and
further separated into:
- total quantity on hands
- less quantity off-specification
-~ less quantity obsolete

« Safety stock level
* Requirements to purchase raw materials and components

mrdeSage 3

INSTRUCTOR'S NOTES

Here we present two most common contents of the finished
goods inventory reports:

¢ inventory holding report at some point in time
* Inventory movement during a period

Raw materials inventory holding report may contain the following
information:

* Material information
e Where these products are located
» Quantity on hand (less all obsolete and off-specification
items)
e Safety stock information
- level
— requirements to purchase raw materials and
components.
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Raw Materials and Components Holding Report

INSTRUCTOR'S NOTES

This report tells us how much of each material we have on hand
at a point in time. The “Required to purchase” column provides
an estimate of how much should be purchased in order to keep
the inventory at an optimal level (which is usually substantially
higher than the safety stock level).

This information becomes especially useful if we compare reports
generated at different moments in time. For exampie, the raw
materials and components inventory report together with the
sales report can be used to evaluate the inventory management
system. In one case, managers of an electric equipment
manufacturing enterprise found that inventories may be cut in haif
if the level of inventories is strictly dependent on the number of
orders for the finished product.

it was important to use two reports together since the sales
report contains the "Sales plan for the month” . Information on
the number of orders was necessary to determine the safety
stock level. The Management Reporting System is designed in
such a way that many reports can and should be used
simuitaneously.
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The Raw Materials and Components Inventory Movement Report Shows
the Movement of tnventory During a Particutar Period

A standard raw materials and components inventory movemaent :
report should include the following inforrmation: :

Raw materials and components inventory identification number
Raw matenals and components name

Unit of measurement

Product received from suppliers during the period

Raw materials and components receipt data
- date
— inventory cost

Raw materials and components shipped to production during the period

Raw materials and components available {units), which can be calcutated and
further separated into:

— total quantity on hands

— less quantity off-specification

— less quantity obsolete

mrsMaPage T

INSTRUCTOR'S NOTES

Raw materials inventory movement report may contain the
following information:

* Product information

* Where these products are located

» When it was received (at what price, what quality and
quantity)

* When it was shipped to production (quantity, quality)

* Quantity on hand, calculated as sum of inventory at the

beginning of the period plus all purchases less sent to
production

Why do we need reports in different formats?

= Inventory position report can be used to understand how
much raw material is available for production

= Inventory movement report can be used to analyze
purchasing performance (comparing the results with
purchasing reports) and production performance
(comparing with production reports).
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The Raw Materials Inventory Movement Report Assists Managers in
Analyzing the Purchasing Function

Inforrmation on when raw materiais are delivered (at what price, quality, and
quantity} and when they are shipped to production prowvides benchmarks for
evaluating performance.
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INSTRUCTOR’S NOTES

Comparing information on the delivery of raw materials and
components with data on their shipment to production provides a
useful tool for measuring the performance of:

*Suppliers

*The inventory department
*The purchasing function
sThe production process
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Raw Materials and Components inventory Reqguisition Report Indicates
Future Requirements

Inventory requisition report can also be compiled using inventory lists.

A standard inventory requisition report should inciude the following
information:

* Raw materials and components inventory number

»+  Raw materials ang components name

e Unit of measurement

* Requirements to purchase raw materials and components

»  Previous raw maierials and components acquisition data
— supplier
— inventory acquisition cost

mrsdePage 9

INSTRUCTOR'S NOTES

Explain again the concept of safety stock level.
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Raw Materials and Inventory Requisition Report Maintains Stock Levels

As soon as the warehouse list shows that raw materials inventory is below
the safety stock level, warehouse staff will fill in the material requisition

report.
[Raw Materials and Components Inventory Requisition Report
Prewnous Acquessbon Dets
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Safety Stock Level: the level that will ensure continuing production (for
material/supply inventary) or sales (for finished goods inventory).

Satety Stock is discussed n greater detad w the worlong Captl and cash Mmansgemen! module
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INSTRUCTOR'S NOTES

Explain : Safety Stock level

*The level of stock that management considers to be safe,
i.e. the level that will ensure continuing production (or sales
in the case of safety stock level for finished products}. Any
drop of inventory below this ievel should trigger a purchase
order.

— safety stock level for every material, component or
supply used by the company

— what is the requirement to replenish stock when it
is below safety level

As soon as the warehouse list shows that inventory of any raw
material is below safety level - warehouse staff fills in material
requisition report, which indicates:

* Material name and specifications
e Requirements to replenish safety stock
« Some historic data on inventory on hand
— who supplied
— when
— at what cost

Page 10
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Raw Materials and Components Inventory Reports: Uses
Raw materials and components inventory can be used by . I

warghouse managers:
« To monitor material and components inventory

« To know at any moment in time the amount of materials and components
available for production (quality of the matenals and components), their
location and movement

+ To facilitate periodical physical check of materials and components inventory
at warehouses against accounting records, and reconciliation of the
differences

By purchasing department managers:

s  Ta know current requirements to replenish raw materials and components to
the required level

By top management:

+« To analyze production and purchasing activities of the company and amend
them, if necessary

+ To facilitate planning process
mrseFage 11

INSTRUCTOR'S NOTES

DISCUSS

Ask participants if they know of, or can find some additional
applications for raw materials inventory reports.
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A Meaningful Purchasing Report Can Facilitate Purchase Planning
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INSTRUCTOR'S NOTES
The purchasing department of the company should maintain the purchasing list
-- a record of all purchasing transactions plus basic information about the
market for specific raw materials, supplies and components that the company
uses and major suppliers of these items.
Basic data that purchasing staff needs to conduct effective purchasing activity
is:
* Information about the product they are buying, including:

— material, component or supply name and specifications

- requirements to replenish safety stock (we are trying to introduce this
concept at companies with stable production):

— company specifies safety stock level for every matenal,
component and supply based on company experience

— in addition reguirements to repienish safety stock are
specified (based on availability of stable suppliers and optimal
order quantities)

— as soon as inventory in specific material, component or
supply is below safety level, an order is issued 10 purchase
{according 1o replenishment requirements}

¢ Information on cutstanding orders (to avoid duplicating the orders - may be
the order has already been placed)

* And information on new orders piaced, including:

— supplier reference (1o supplier gatabase, if maintained by the
company, if not it should be created)

- price requested

— delivery time (to know when material, component or supply can be
available

— cash requirements for the purchase - this is useful for planning cash
requirements for the future periods
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Purchasing Report {Summary and Cash Requirements)

Pacaared E
. O ang Lt Prcs
wrertory | Matecial Nawe  [urit [Reptonsang ] g | ang 1o Oroers D;-'v %
Fade ’M"" Wumber | Ordera| Ovder | ony | Otrrone [ ) Prce
Oty Prea | Recg | Mecareso
] 00 A e L
A AMAN 3 75 Ip. 1996001 75 |50 000 15 AZOT 33 500
7 Cherrec s ww ]
1 kg 100 Crernetl c lﬁ &
-8 74! “ 25 25 {vigtm Co ]&
-1 10 19 JCwth Co 17 J0C ~
Konakay
7156 DOrsh m?ﬁ 5 |owa Co 3001 13
Totas
mrslePage 13

INSTRUCTOR'S NOTES

The purchasing summary report transforms the raw materials and
components requirements into orders and cash requirements.
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The Purchasing Report Summarizes Purchasing Data Into Meaningful
Information for Purchase Planning

Purchasing reports can be produced by purchasing staff or managers
at required intervals {daily, weekly or monthly) from purchasing lists
maintained by the purchasing staff:

» Purchasing reports can be a summary of purchasing information at some
point of time grouped by
— matenal or compoenent,
— supplier, etc.

* Reports can take several forms depending on requirements
— current purchasing requirements
-~ orders gutstanding
- orders by supplier

mr P 14

INSTRUCTOR’S NOTES

As already was said before:

Report -- summary of the data contained in the list
* This can be summation of the data in the list for a
specified period
¢ Or selection of specific data from the list

Management should decide what purchasing information they
need to evaiuate the performance of the purchasing function (and
the company as a whole).

After this decision is made and if the purchasing list is maintained
consistently - it will not require a fot of effort or time to produce
regular and effective purchasing reports.

We believe that managers will definitely be interested in the
following information (and purchasing reports):

» Current purchasing requirements (and cash requirement
to make all the purchases)

* What orders are outstanding (what we expecting to arrive,
is there any problems with orders outstanding, etc.)

* Who are our important suppliers, what relationships we
have with them, are we a good buyer for them, etlc.
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Purchasing Report: Content

Most common purchasing report should include the following
information:

* Material and component inventory identification number

* Material and component name
« Unit of measurement
Requirements to replenish the stock
« Qutstanding order quantity
» Date materials and supplies will be received
+ Cash requirements to pay for new purchases

modaPage 15

INSTRUCTOR'S NOTES

This is an example of one of the purchasing reports formats.
Some other reports can be produced:

e Purchasing by material, component or supply (with
product specific information and grouped by material)

¢ Purchasing from supplier report {(which includes specific
supplier information and can be grouped by supplier)

We have suggested a format for purchasing reports. They contain
basic information required to run and evaluate company
purchases, and can be used as a good starting point for ail
companies.

But we do not believe that our suggestions are exhaustive - every
company manager should have better understanding of what he
needs to know about his company purchases, and should ask for
inclusion of this information in the reports.
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The Purchasing Report 15 a Key Tool for Production Planning

Purchasing reports can be used by purchasing managers: s I
+« To monitor purchasing process and promptly react on contingencies ':
» To know the quantity of materials and components to purchase

- To know at any moment in time the quantity of materials and components
ordered and time they will be delivered

»  To know cash requirements for purchases
By top management:

« To analyze production and purchasing activities of the company and amend
them, it necessary

* To priontize purchases
= To facilitate planning process
» To facilitate cash planning

midaPage 16
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Example 2 - How Much Should We Purchase and What Will it Cost

This decision requires asking the Example ;
following questions : K&K limited produces sutomobiles and
needs to determine their purchasing
2?
* How much do | have 7 . requiramants for whaels in May. As wheels
- In\fer‘ltory report : Indicates are needed in the final stages of the
existing level of stock production process, the company tries fo
«  How much do | need ? order them as required
- Material reguirements The reports for April are ready and extracts
report: Indicates from them are provided.
requiremerts to replenish In addition the purchase manager has the
safety stock level foliowing (one time) information available
= How much has already been to him from producton:
orderegd ? No of wheals required per sutomobile : 4
units

- Purchase order report
Indicates orders outstanding  Wastage/ Reject Rate - 2%

and due dates Requirement to replenish safety
stock: 4,500 units

mradePage 17

INSTRUCTOR’'S NOTES

This example illustrates the use of the inventory and purchase
reports together in an 'everyday’ business situation.
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The Inventory Report Indicates That Inventory Is Currently Below the
Safety Stock Level

inventory Report
Quantity
PR Total Toai Safety
Invantory Code Name Unit Quantity Usabie |location| stock
Q0 Hang ! Quantity
7 7 3 ] 3 5 7

A - 00XA3 Wheets __Unis 7056 2000 [WH_4 460
B - 00YY 67 Asies (A1} Unds 200 200 'WH 1 300
Iﬁ-oow (7] Axtes (AZ) Unts 300 284 WH_ 2 200

As soon as the warehouse manager noted that inventory level for wheels is less
than safety stock level {4,600 units) he issued inventory requisition report for the
nurnber of units required to replenish safely stock and cover forecasted producton

needs for the upcoming period (4,500 units ordered).

mrsIePage 14

INSTRUCTOR'S NOTES

The safety stock level is a ‘trigger’ for the purchase department to
place another order for the material. The amount of the order will

depend on a number of factors such as
*The purchase cycie
*The production requirement
e Economic order quantity
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The Purchase Order Report Helps Determine the New Order and the

Cash Requirement

Purchasing department produced the purchase order report, which shows:
* Requirement to purchase raw matenials and components {4,500 units)

+ Qutstanding order tor wheels (800 units)

* Need for new order (3,700 units)

* Possible price per unit (RUR 375,000)

« Cash requirement for this order (RUR 1,387 ,500.000b)
Purchase Order Report

Weentory §  Miterial { U Lm-:cu-m ol gl il ey B i fnyegi Pebed Comn
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Seminar Agenda

Agenda and Seminar Objectives
Session 1: introduction to Management Reporting Systems

Session 2: What is the system and how do you use it?

= Defining lists and reports, sales, accounts receivable, finished products nventory
reports

Session 3: What is the system and how do you use it?
+ Raw matenals inventory, purchasing reports
[ Session 4: Making the system a reality- Customizing the system
Session 5: What is the system and how do you use it?
= Summary report, Cash Flow, barter report
Session 6: Using the Management Reporting System
Session 7: Making the system a reality - Impiementing the system
Session 8: Summary and review of assignment

INSTRUCTOR'’S NOTES

We have discussed a number of lists and reports and how they
can be used in different situations. Now lets turn to something
equally important: how do we turn these lists and reports into an
effective management reporting system for our organization?
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Session 4: Making the System a Reality

What you're probably wondering by now is .....

Ve
-~

How can these reports
best serve you and
your organization ?

Making the system
a reality:
Customizing the
MRS

AwydaPage J

INSTRUCTOR'’S NOTES

Customizing: redefining the system to meet your specific
requirements.

This is the first step in making the MRS a reality for your
organization.

In this section we will go through the steps in customizing the
reporting system and discuss some important customization
issues.
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Why Do | Need to Customize?

Different types of business and different business objectives have differing
information requirements.

Some Examples:

+ A construction company that develops residenbtal buildings and sells
them once completed, may require the sales, work in process and
inventory reports for each property separately

* If you need 10 decide whether to keep or dispose of a production
line, you may want to keep track of praduction - by production line,
as well as by type of product

e P age 3

INSTRUCTOR’S NOTES
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Management Reporting: Making the System a Reality

First customize the system o meet your specific requirements

* Discuss your specific needs and business objectives to determine if your
managers or senior managers need additional information not suggested in
the reports discussed in this module.

— The lists and reports we discuss today can form the basis for a
management reporting system in almost any situation but may not be
thorough enough for ail companies.

« Add on additional columns to the lists and additional summary items to
reports in order to meet your company's additional need.
- By adding several minor modifications, the lists and reports should
biend easily into existing operations.

Then implernent and enhance the system in your businass
« Plan the implementation

+  Manage the implementation process through effective monitoring and
controlling

f Where do | start? ]

mrsiaPuge 4
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Management Reporting: A Typical Plan for Establishing a Reporting
System

Stages in tha Develop t of a Reporting Systam

@mw.u, ntormation. snd heports are alfesdy swialsbia
@mm\mmum
Mooy Lists and
Reports !
1 1 Establish timing and ;
groundworl deta sources :
Pian and Hmolement J i
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Customizing the Reporting System: The Main Steps

Before you can start customizing management reporting system, you should
define what is required and find out what the company aiready has. This is the
groundwork phase of the customization process.

Based on the groundwork you will start building the system up:
= Modity lists, columns and add additional summaries to reports
» Establish sources of data
. Depide timing of information to be received by careful comparison with
objectives
* Assign responsibility to maintain each list

The time required to customize the system will depend upon the size and nature
of the business and the scope of your reporting system.

mrsdePage 8

INSTRUCTOR'’S NOTES

Customizing the reporis to meet your specific business
requirements ensures that the MRS will address all issues

pertinent to your business.
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Customizing the Reporting System: The Groundwork (1)

Define business functions and objectives

* Defining business functions is necessarily the first step.
- The example in the introduction section ot the presentation defined a
company with three typical business functions, but your company will
definitely has more complex structure

= Defining business objectives is the second
— What every business function wants to achieve
— It is important for all top management to be involved in this process

mrsdaPage 7
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Exercise

What key business function do you think is specific to your organization?

What information do you believe is required on a regular basis to control, plan
and measure parformance on this function?

Is this information available in a regular, accurate and timely manner?

What changes in reporting do you think can help management control, plan and
measure performance on this function?

musiaPaged

INSTRUCTOR’S NOTES
EXERCISE :

Ask each participant to write down one key business function
specific for his company and determine the information that
would be required on a regular basis to control, plan and
measure performance on this function.

Conduct a discussion by asking 2 or 3 of the participants to
present their case and the other to respond with their thoughts on
the appropriate business requirements.
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Customizing the Reporting System: The Groundwork (2)

Examine what data and information is available

* For every business function check what lists and reports are already
mairtained by the company.

« Do they cover all the business functions?
+ Do they provide timely and useful information?

mrstafage &

INSTRUCTOR’S NOTES
EXERCISE :

Ask the participant to write down any additional information that
they think is required for the specific reports covered in the
previous exercise.

Conduct a discussion by asking 2 or 3 of the participants
(different from those 2 or 3, who presented new business
functions) to present their thoughts on additional information

required.

Page 9
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Check What Data Business Functions Produce

oS o - -
g::itfir[:.!l?o [ Suppliers l r Production Facibes /] { Procuct Market
Support
g’::em [ Material Raquirements \’] LMalariai Requwements V' | [ Buyers ]
Functions
I Material Inventory LMJ l Labor Requirements ] I Finshed Goods Fventoryy/
Outstanding Matenal Drth!sl [wm-m-prm Inventory
[ Accounts Payable q I Accomrsnecamuefl |
v - These are the data lists that we have
mdePuge 10
INSTRUCTOR’S NOTES

We have already discussed what a company needs to know to
conduct the three basic activities that we outlined above.

*In purchasing area
*In production area
*in sales area

Managers have already specified some areas specific to their
company.
Now they should check the availability of data.
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And What Management Reports You Usually Receive

Feed Sourcng and
Purchasing Proguchon Sales
Basic Fiaw Matorel Inventory Report | | Production Faciites Repon V|  [Firshed Goods ivvenkory Report
Management | uatenal Requirements Rapon Safety Stock Lavel Repon Accounts Recewsbie Report
ﬁf“ s that Accounts Payable Report Production Report Saes Report v
Informatson WIP iwwertory Report
Cash Pow Repon
Barter Transachon Report
v" -1 usually receive only these reports
mrsdaPuge 11

INSTRUCTOR'S NOTES

After outlining data needed to support basic activities we have
named the reports that can provide us with the required
information in each area.

Managers have already identified some specific reports for their
company.

Now they should check the availabiiity of reports.
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Customizing the Reporting System: The Groundwork {3)

Examine who needs information
«  Once business functions have been defined, determine who may influence
the process
= What information do they need and how frequently do they need it to work
eHectively?
« Determine the distribution of reports appropriately.
- Top management should get all reports, especially when determining

strategy
-  Middie managers should be assigned specific reports but have access
to all of them for measuring and meeting objectives assigned by top

management

mrydePage 11

INSTRUCTOR'S NOTES
EXERCISE ;

Ask each participant to write down who may need the information
from previous two exercises.

Then ask several of them to explain why managers need this
information.
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What Do You Need to Run Your Business?

mradgfage 13

INSTRUCTOR'S NOTES

Each manager should analyze what information he needs to
effectively run his area of the company.

The results of this analysis should be summarized (may be with
previous discussion on the management meeting) and checked
against the availability of informmation and resources needed to
produce the reports.

Based on this analysis a reporting schedule (what reports, when
and by whom produced) and distribution list {(who and when
receives what report) is created and made official by
management order.

Page 13 /:)Jo



Now You Are Ready To Customize the System By Maodifying Lists,
Columns, and Add Additionai Summaries to Reports

» Determine the applicability of the suggested lists and reports
« Find what information is missing

* Is this information available?
- try not to remove any items, only add to them

mes4ePage 14
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Establish Sources of Data

A most critical step as the data source usually defines the relevance and
accuracy of the data

* First map out the flow of data for each column on the lists
— where does the data originate, who sees it, who stores it?

Choose a point at which to “pick off” or receive the data for storage on the

lists
- define closing days (dates) for weekly and monthly information

It data for a list or report comes from more than one source, ensure that the

different sources are consistent
a commeon problem is that different departments use different codes

to identify products, customers, materiails etc.

mrAaage 15

INSTRUCTOR'’S NOTES
DISCUSS

Based on the previous exercise, ask the participants how they
would define the sources for the information requirement that

they picked out.

Page 15
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Decide Timing of Information to Be Received

Decide timing of information to be received by careful comparison with
objectives
* Decide the frequency of reports required to meet your business

objectives:
— reports should be regular, i.e. daily, weekly, monthly (never less

than monthly)
maore severe company problems call for weekly or daily

monitoring
information should reach the user in time to take concrete achon,

for example:
- receivables information in time to analyze customer status

before turther deliveries
-~ information on inventory, order position and cash fiow in

time to avoid stock-out

Rermember, if information comes too late to take action,
it is worthless!

mrsdaPege 18

INSTRUCTOR'S NOTES
DISCUSS

Ask participants also to consider how often would you need to
report this information so that it is useful for decision making.
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Customizing the Reporting System: Establishing Proper Data Sources
and Responsibility Is Critical to Success

Assign responsibility to maintain each list

+  Consider the function of the business, the information flow through the
business and the process of collecting and storing data

+ Consider quality and extent of existing data
+ Use available resources and skills to the best extent

Remember, the data source and person responsible will
determine the quality of the data and information!

mrs4a/Page 17
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Readjust the Selected Source and Person Responsible

» Consider if the person assigned is motivated to manipulate the data for any
reason
— it 50, reassign

+ Is the person capable and responsible
- if not, train the person or reassign

* Wil the new list have data more accurate than what is available now
- if not, then reestablish source

= Is all responsibility for maintaining the lists assigned to accounting
department personnei
— if s0, you have not got a geod grasp of the point of instailing a
management reporting system {additional controls, additional data,

timely and accurate reports to management - not to the tax authonty,

information with which to make decisions)

rrsdaPage 13
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Customizing: How Long Will It Take?

Establishing a reporting system for your organization can take anywhere from 6
weeks to 6 months - depending upon factors such as

+ The size of the business
— Alarger business will necessarily require more time
- At the same time, Customizing the MRS for a large business that has a
high degree of computerization, will require less time

+ The nature of business and to what extent customization 15 required
- A complicated production process, a large number of products, a
complex sales structure, etc. will all increase the time required for
customizing

« The state of the existing reporting system - for financial or tax purposes
— A well running financial or tax reporting system will greatly facilitate the
setting up of a management reporting system

+ The level of motivation of staff involved
- Eager and motivated personneil can always do the job quicker and
more effectively

mesiePagy 19
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Customizing: How Much Will It Cost?

The cost of establishing a reporting system for your organization will depend on
factors such as:

* The time required 1o customize
- The longer it takes, the greater the cost in monetary terms as well as
in terms of person-days.

+ The size of the business
- Customizing for a larger business will necessarily require more time
- Allarger business may also require a computerized system to produce
the reports on time.

« The nature of business and to what extent customiization is required
- A complicated production process, a large number of products, a
complex sales structure, etc. will alf increase the cost of customizing.

» The state of the existing reporting system - for financial or tax purposes
- A well running financial or tax reporting system will greatly reduce the
cost of customizing

» The level of motivation of staff involved

mrdePae 20
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Customizing the Reporting System: The Team

The customizing procass should be driven by top management.

« Start with a decree issued by the General Director
A tearn leader shouid be chosen who has a good understanding of the
information requirements of the organization

Management reporting deals with the organization as a whole, not with
isolated functions

The team should be cross-functional

Include people from different departments

Peaple wha will eventually be invotved wath creating and using the reports
should help define the system

»
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Seminar Agenda

Agenda and Seminar Objectives
Session 1: Introduction to Management Reporting Systemns

Session 2;: What is the system and how do you use it?

« Defining lists and reports, sales, accounts receivable, finished progducts inventory
reports

Session 3: What is the system and how do you use it?
» Raw malenals invenlory, purchasing repors
Session 4: Making the system a reality- Customizing the system

Session 5: What is the system and how do you use it?
»  Summary report, Cash Flow, barter report

Session 6: Using the Management Reporting System
Session 7. Making the system a reality - Implementing the system
Session 8: Summary and review of assignment

INSTRUCTOR'S NOTES
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Session 5: What Is the System and How Do You Use It?

The barter transactions report is an important business control and planning
tool - especially in the current economic environment

The summary report and the cash flow report give you a snapshot of overall

operations

The entire reporting systern can work together to assist the top management
team of a company with Control, Planning and Measuring Performance

mrsSaaiFage I

INSTRUCTOR'S NOTES

Remind participants that in the introductory section we talked
about strategic information, which usually results from processing
several lists and reports and involves several different
departments of the company.

All the reports introduced in this section are more complicated
and wiil require more management attention than those discussed
earlier:

*The barter transactions lists and reports
*The summary report
*The cash flow report.

There are some reports that will not be covered during the course
of the day: production, work in process inventory and accounts
payable. The handouts that will be provided to the participants at
the end of the day contain detailed instructions on the
preparation and use of these reports as well as blank templates.

Page 2

=



Tracking Barter Transactions Is Essential in the Current Environment:
The Barter Transactions List Is a Useful Tool
N el [ p—
Purchasng and Fimshed Goods Sales
.‘_=_E\ Department Compoaents Warehouse Depariment
e _Warehousg ]
Lists that
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Payatle st Rocamatis st
Barer hat l} :
mesSaaPags 3
INSTRUCTOR'S NOTES

Our experience with Russian companies indicates that more than
half of company trade is done in barter.

We have analyzed several separate barter transactions, which
confirmed that most companies are losing money in the barter
process.

it is not within the scope of this presentation to go into details on
barter deais - but still we think it is necessary to stress that it is
better for the business and management to trade in cash (or
other cash equivalents) and try to reduce the number of barter
deals.

Meanwhile, strict control should be pilaced on all the barter
transactions by the company management.

This section of the presentation on barter transactions
demonstrates how this control can be organized.
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Barter Transactions
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Barter Transaction List: Maintenance

Due to the complexity of barter transactions {involvement of
several different departments, lack of reliable market information as e

to the value of goods exchanged, efc.) special attention and control N
should be established by top management over these transactions.

Barter transaction list:

» Is jointly prepared by purchasing and sales staff on the basis of raw matenals
and components requisition requirements {triggered by safety stock
indicators), and availability of finished products that can not be sold at

market prices

mrsSanPage §

INSTRUCTOR'S NOTES
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Barter Transaction List: Content

This list should include the following basic data (any additional
details may be included, if required):

« Product offered by company for barter
- product identification number
= product name
- unit of measurement
- quantity available for sale
— transaction quantity of the company product
- production cost
- market price, it availabie
— delivery terms and cost {if paid by the company)

+ Materiat and component offered in exchange
- material and component inventory identification number
- material and component name
— unit of measurement
- requirements to replenish the stock
— transaction quantity of material or component
- delivery terms and cost (if paid by the company)

MraSeaPage
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Barter Transactions List: Tips on Completion and Use

The lists can be prepared for every product or every material \a_*g
and component (depending on current company practice}. =
List maintaining process can be manual or compiuterized. NN
The list is prepared (updated) jointly by sales and purchasing staff based on:
* Raw materials and components requirements (triggered by safety stock
indicators)
* Availability of finished products that can not be sold at the relatively attractive
cash prices

The list is reviewed by sales and purchasing department managers and
transaction should be conducted only after authorization by top management.

This list is used by sales and purchasing staff to:
« Approve barter transactions
* Monitor barter transactions

mrsSeaFage

INSTRUCTOR’S NOTES
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A Useful Report Can Be Generated From the List of Barter Transactions
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Barter Reports: Maintenance

Barter reports can be produced by purchasing or sales staff or
managers (depending on prevailing company practice} at required
intervals {daily, weekly or monthly) from barter iists:

« Barter reports can be a summary of authorized barter transactions at some
point of time grouped by material or component, finished product, etc.

« Barter reports can take several forms depending on requirements
- barter sale
— barter purchases

Barter reports can supplement Sales and Purchasing reports {additional
information that the transaction is barler transaction can be included in both
the sales and purchasing reports by adding a field)

mraSeuPage ¢

INSTRUCTOR’S NOTES

The barter report is an effective tool to control barter
transactions. It is probably the only document where both sides
of all transactions are recorded together, therefore, it may be the
only means of reconciling barter transactions.

Page 9 A
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Barter Reports: Use

Barter reports can be used by purchasing and sales managers:

= To monitor sales and purchasing process and promptly react to
contingencies

» To know the quantity of goods shipped, materials and components to be
received in exchange

s To plan purchases and conserve cash

« To reconcile receivables and payables on barter transactions
By top management:

» To analyze and control barter transactions

+ To analyze and control barter pricing

* To analyze production, sales and purchasing activities ot the company and
amend them, if necessary

* To facilitate ptanning process
= To conduct cash planning

mwsSeaPags 10

INSTRUCTOR'S NOTES
The barter report can be an extremely effective management tool.

By recording both sides of the barter transactions in one place,
the company can better track sales and purchases on barter.
Purchases can be planned more effectively and cash can be
conserved by relying on materials and components received
through barter.

The barter report will also assist in accurate and timely
reconciliation of receivables and payables (as discussed earlier,
a major implementation problem}

The barter report will provide important input for the cash flow
report (the barter part of cash flow) which we will discuss later in
this session. This facilitates better planning and control of
operations

EXERCISE

Ask the participants to describe how a barter transactions report
would help them control and plan operations

What format would such a report take ?

Keeping in mind the discussion on customizing and
implementation!

Page 10
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Seminar Agenda

Agenda and Seminar Objectives
Session 1: Introduction to Management Reporting Systems

Session 2: What is the system and how do you use it?

« Defining lists and reports, sales, accounts receivabie, finished products imventory
reports

Session 3: What is the system and how do you use it?

+ Raw matenals inventory, purchasing reports
Session 4; Making the system a reality- Customizing the system
Session 5: What is the system and how do you use it?

* Summary report, Cash Flow, barter report

FSession 6: Using the Management Reporting System 1

Session 7: Making the system a reality - implementing the system
Session 8: Summary and review of assignment

INSTRUCTOR'S NOTES
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Session 6: Using the Reporting System

+ Using the reporting system as a whole

Example: How can we meet our working capital requirements?

Case: ElectroPowerToy

nmrstiePage 2

INSTRUCTOR'S NOTES

Now that we've been through lists and reports, tatked about how
to put them into practice and run the MRS? WHAT DO WE DO
WITH THE REPORTS?

Page 2
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Management Reports Can Be Used to Make the Following Decisions
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INSTRUCTOR'S NOTES

We have already looked at some situations where reports work
together to support decision-making.

Page 3
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Management Reports Are Closely Related and Work Together

A number of tha management reports are cioseiy reiated and work together o ]
tc create a complete picture of the organization

* e.9. The production, sales and finished goods inventory are bound by the followang
relationship (in terms of units, or using a consistent valuation methodology)

Finished goods _

inventory at the _ Finished goods

beginning of the +  Production - Shipments = Wnventoryat the end
penod of the period

Most management decision making and control invoives the use of more than just one
report

- E.g. using the production, raw materials inventory, finished goods inventory and
purchase order report together to determine future purchases

rsbeage 4 J

INSTRUCTOR’'S NOTES

We saw with Plastic manufacturing and aiso in the previous
examples, how for management to get a complete picture of the
organization’s activities, they need to look at two or more reports
together.

Page 4



Reports Analyzed Over Time Can Help ldentify Past Trends and
Estimate Future Trends

€.g. The net cash flow has been declining for the past 6 months,
even though it is still positive, the organization is losing cash each
month

rrsSe/Page %

INSTRUCTOR'S NOTES

Analyzing reports over time can provide very useful indications of
what is likely to happen in the future. For example:

*Sales trends

*Production trends

sTrends in the sales to a particular customer

*The behavior of aging of accounts receivable

*Trends in payables i.e. are we continuing cash positive
operations only by building up payables for energy and taxes

*The movement of cash over time. Where have the funds been
coming from and where are they going?

DISCUSS

Ask the participants how they believe trend analysis can help
them understand more about their business and what to except in
the future.

Page 5



Some of the Decisions Reguire the Use of Several Reports

Raport 1o be used
-.>
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Qn whatlterms should we sell : X X X X X X

rmrybaPage 8

INSTRUCTOR'S NOTES

This slide shows an example of what management decisions can

be made using the reports described in this presentation.
This is not an exhaustive list of management decisions.

DISCUSS:

What other decisions can be made (or are already being made at

your organization) using management reports?

Page 6



Example: How Can We Meet Our Working Capital Requirements?

This decision requires asking the foilowing questions :

+ What are our sales resuits and estimate?
- Sales reports are helpful in determining sales trends

* How much do we need to purchase to produce required
products?
— Raw matenials inventory report
— Purchasing requirements report

* How much cash do we have to purchase materials required?
— Cash flow repont
- A/P and A/R reports

mryberPage 7

INSTRUCTOR'S NOTES

Managing working capital is an issue for all companies in ail
countries, but this problem is probably more important in Russia
today.

This example demonstrates the use of management reports in
decision-making.
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Example: How Can We Meet Our Working Capital Requirements?

Exampie :

UralMet is a small company that produces smail quantities of differant exparimental
metal alloys. lts customers are steel companies that produce special types of steel.
Being & small company, UralMet has a limited amount of working capital and depends
heavily on quick product turnover.

Recantly a major customer started production of a new type of steel and requested @
new alloy.

Orders for the oid product have dropped significantly.

The company can not sell the oid alloy, but desperately needs money to purchase
materials for new alloy production.

What shouid management do to get the cash needed.

Some of the current month reports are ready and extracts from them are provided in
the following slides.

mraSe¥age &

INSTRUCTOR'S NOTES
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What Do We Need: The Raw Materiais Inventory Report

Raw Materials Inventory Report

Production has assured you that they can produce any alloy in
required quantities, subject to availability of raw materials.

Matarial or Unit of [Total Quantity on] Safety Stock Required 10
rventory Cade Supply Name Measurement Hand Level purchase
1 2 3 4 5 ]
Zn Znc kg 50 100 3004
Cu Copper kg 40 BO 180§

mrsSa/Fage ¥

The company urgently needs to purchase raw materials to continue
production of new alloy.

INSTRUCTOR'S NOTES
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How Much Will it Cost?: The Purchasing Report

Purchasing Report
New Otder
Matarial Unit of Required Required Price
or Supply|Measuramen to Required Cash
NMame t Puichase to Qrder Gftersd
2 3 4 11 15 16
Zin ¢ kg 300 100 375.000 112.500 640
Capper kg 180 180 500000 90.000.000

To purchase the required materials the company needs RUR 202.5 million
in cash.

mrabaPege 10

INSTRUCTOR'S NOTES

Columns “Required to purchase” and “Required to order® may not
be the same if orders are placed with different suppliers. For
example, if zinc was to be purchased from different sellers, it
would be necessary to include suppliers’ codes and names, as
well as how much cash is required to fulfill each order. The table
called “Purchasing (Summary and Cash Requirements)” in the
handout contains a detailed description of the fields that can be
included in this report.

Page 10 } 4)1‘(



Do We Have Enough Money to Purchase Required Materials?

Having determined the quantity to be
purchased and the amount of cash
required , the next step is to

'syments 1o employees and

determine the availability of finances [nierest and Tax
cash

* Do we have the cash available to
purchase what we need?

138/

i . —

— Cash flow report : Indicates
extent of availability of cash

for purchases

— UralMet will run its cash
reserves down {o zero,
jeopardizing purchasing in

May

— The management reports
provide an early waming
signal for an upcoming cash
chnsis

mriaPage 11

This report indicates that
currently company will not
have enough cash.

-

INSTRUCTOR'S NOTES
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Where Else Can We Get Additional Funds From?

Do we expect cash from A/R
or need to make some
urgent payments?
—-A/R and A/P reports:
indicates amount of
receivables and payables

Accounia o310 31-80 180 1IN
Payable Telal Dun Cova Cays oars Dave
Toter 148 56 ] 53

due

The company expects to receive 48
billion in receivables and pay 50

Acooums oze | 3140 | s140 | srre0 billion in payables during the next

Recervssin | 2% | oon | Cams | Dam | oam month.

Total. % Ty 3 [ Net cash (2) billion.

No cash available for purchuﬂ

myatePage 12
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What Should We Do to Improve the Current Situation?

Accurate and timely management reports can help managers evaluate their
situation in different areas of corporate activity and make a decision that will
lead to improvement in the situation.

Management reports do not always give direct answers, but thay de¢ provide
indications. Management needs to rely on experience, available market
options, knowledge and experience of their personnel.

* in the situation that we presented for your analysis management asked the sales and
purchasing department managers o work out severai options:
— ask buyers to speed up credit payments
- defer for 30 days payment of accounts payable
- purchase raw materiais for over 30 days credit
— selt oid alloys with significant discount (at a loss for the company). but with

prompt payment .
Result:

+ The sales department found a buyer for the whole lot of oid alloy (500 kg.) at the
price equal production cost and management made a decision to sell without profit 1o
get working capital for new alloy production

L B

INSTRUCTOR'S NOTES
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Case: ElectroPowerToy

This case demonstrates how management can use the reports provided by
different departments to correct emergency situation at one of the product
lines.

Background:

ElectroPowerToy is a small company producing electric 10ys (one of the product
lines produces two models of electric trucks)} and selling them at the toy stores
around the region.

Before the weekly Monday moming management meeting General Director
received a set of weekly reports prepared by the company departments.

At first glance everything looked almost normal one week before the month-end,
but there were some troubling points,

Can you identify them?

ArabePage 14

INSTRUCTOR'S NOTES

Each participant should receive a copy of the handout on the
case EilectroPowerToy.
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ElectroPowerToy: identitying the Issues

Approach:
+  Study each repor or extract presented in the handouts

= Make a note of the important issues that you feel could indicate an existing or
potential problem

» Identity any additional facts brought out by the reports that couid contribute to
decision making or problem solving
+  Identify additiona! informaticn that you may need 1o make an informed judgment;

e.g.
-  Who would you Question at the management meeting and what questions
would you ask

HINT

YOU DO NOT HAVE TO PERFORM ANY COMPLICATED ANALYSES ON THE REPORTS

s |

INSTRUCTOR'S NOTES

Allow the participants about 20 minutes to analyze the set of
reports, using the approach outlined above.

If there are a large number of participants, you may want to
organize them into groups of 4 to 6 people each for the purpose
of this exercise.

Ask the participants to put their analyses down in writing so that
they can compare their analyses with the discussion later.

Go through the next slide conducting a discussion around each
point. Did the participants come to the same conclusion? What
problems or issues did they have analyzing the reports?

3
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ElectroPowerToy: Preliminary Analysis

General Director looked through the reports and made some notes:

*  One week before month-end company had a net positive cash from
operations

¢ Accounts receivable are still high, but new credit policy slowty taking effect

» There were no new purchasing requests
- the last approved one was a purchasing request for electric motors

(transaction was done as a barter deal)

s Production plan was almost completed
— incomplete units lack electnc motors (we already ordered them)

= Sales were a little behind the schedule {ask Sales Manager what's going on)

* Considerable off-specification finished goods imfrentory {ask Warehouse
Manager why}

wyyleFage 18
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ElectroPowerToy: Management Meeting

Management meeting:
Sales Manager

» My department can easily meet the pian targets, we have several small
one-time sales contracts {especially for dump toy trucks), but we can not
fulfill them because finished product inventory is at the safety level and |
do not want to sell safety inventory, which is reserved for a preferential
customer ( a large contract with monthly shipments)

General Director
* Production claims that they are on target. What is going on?
Warehouse Manager

+  We have excess of off-specification finished goods. Ali of them are
missing one part - an electric motor
Production Manager

*  We do not want to stop the production line because of one missing part,
so we continue assembiing and shipping trucks without the motor to the
finished good warehouse

mybelPage 17
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ElectroPowerToy: Management Meeting {Continued)

General Director
+  Why do we not have motors?

Purchasing Manager

We ordered them two weeks ago in exchange for our toy trucks (barter
transaction). They are ready to ship as soon as we complete our part of

the deal -- to ship them dump trucks

General Director

+ Now everything is clear to me:
— we have aimost finished products, but we can not finish them

because we do not have motors
— we can not get motors unless we ship ready trucks

What are the General Director’'s action options?

mrsieage 18

INSTRUCTOR'S NOTES
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ElectroPowerToy: Available Options

The follewing options were investigated and decisions made:

Options Probability | Time required | Consequences | Decision
Re-negotiate |unlikely to |2 days to 9 days withaut At least
the barter agree negotiate, at motors start
deal least 7 to negotia-

complete tions
barter deal
Ship from possible |7 days to 7 days without |No
safety stock complete the |motors,
barter deal preferential
contract at
risk
Buy with possible |1 day to order, |4 days without [Order
cash 3 to receive motors motors,
motors pay with
cash
mSePuge 19
INSTRUCTOR'S NOTES
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Assignment for Review

1. Complete a set of management raeports {as described in the tools and
handouts) for your organization

2. Dbserve how these reports compare 1o any existing financial or
management reports that exist in the organization

3. Observe the issues and problems faced in creating these reports

4. ldentify how these reports need to be modified or developed further to
meet the specific needs of the business

5. Create an oulline 1or customizing a reporting system Ihat will meel your

organization’'s requirements, based on the above 4 steps

5. Discuss the compleled set of reporls wilh the fop management leam, and |
identify what the reports tell you about the organization and its operations !

mrs0etage 20

INSTRUCTOR'S NOTES
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Wrap-up Session

There will be a wrap-up session to review the assignments and summarize the
key elements from the seminar.

The main objectives of this session will be

« Check the participants’ understanding of the concepts, processes and
tooils presented in the first part of the seminar

+  Use the expeniences of the participants to bring out the real problems and
issues in customizing and implementing and using the MRS for :
management decision making

mrybeage 21
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Seminar Agenda

Agenda and Seminar Objectives
Session 1: Introduction to Management Reporting Systems

Session 2: What is the system and how do you use it?

+ Defining lists and reports, sales, accounts receivable, finished products inventory
reports

Session 3: What is the system and how do you use it?
+« Raw matenals inventory, purchasing reports
Session 4: Making the system a reality- Customizing the system
Session 5: What is the system and how do you use it?
+  Summary report, Cash Flow, barter report
Session 6: Using the Management Reporting System

Iiession 7: Making the system a reality - Implementing the system

Session 8: Summary and review of assignment

esTaPage |
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Session 7: Making the System a Reality

You have a set of lists and reporis
You know how to customize them to meet your needs
You now need to put the system into action: IMPLEMENTATION

Impiementing the MRS properly ensures
+ The system will do what YOU want it to do
*  You know what you're getting: Accurate
« You get the information when you need it: Timely
*  You get what you need to: Concise

* You get it as a routine: Regular
*  You add value: Cost effective

mrsTaPage 7

INSTRUCTOR’S NOTES

Imptementing: putting the system into action.

In this section we talk about planning the implementation process
and the various issues that participants are likely to face while
implementing the system.
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Implementing the System: Planning Implementation

i lePuge 3

A detailed plan will lead you through the impiementation successfully.
« Establish objectives and targets for the system
* |dentify and assign project manager - choose the best
= Divide the implementation into identifiable tasks

establish data source and responsibility

identify how lists will be maintained

set timescale targets for list implementation

assign report preparation responsibilities

assign system administration responsibility (senior manager of all
areas plus overail}

« Assess resources available

personnel required, their ievel of skill, dependability

resources such as office space, communications equipment, report
production and distribution facilities

computer equipment (if computerizing the system)

INSTRUCTOR'S NOTES
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Implementing the System: Planning implementation {2)

~ Prepare a schedule detailing any purchases or services required and
corresponding expense

= Prepare detailed budgets for both internal and external expenditure

s Carry out the pian - begin with an executive order and a pep talk from senior
managers

+ Monitor and control the progress of activities, make adjustments/comrections
as necessary

mestePaged
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Managing Implementation: The Planning and Control Cycle

Pawmerg £ Conrolling the rmplemencatvan: of WES

— e
. “Cananrvong
"8 /‘i
Coordination” ‘Carrection
Corarol T T
Complaion” !
mrslefmns }
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Responsibility {Example)

Implementing the System: Identitying Individuals Tasks and Assigning

Phase Task Responsibility Time Required
Phase | : Planning Establish objectives Popov/Belova 20 days
and Staffing
Assign Project Manager Nowvitkov 60 days total
Customize the system and NOwvikov, 5 days each
break into manageable parts Fyodorov,
Beiova
Phase Il - Assess Assess resources available Barsukov 5 days
Avaitable Resources
Plan for training Boiko S days
Phase ill : Budgeting Plan for budgeting and Fyodorov S days
and Planning finance
Phase IV : Installalion impiement and test the Implementabon 50 days 1otal
system team
Phase V : Monitonng  Monitoring & refining the implementation 40 days total
& Control Implementation process Team
mrsTePage
INSTRUCTOR’S NOTES
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Implementing the System: Sample Schedule - For a Smaller Company
Time Can Be Reduced

JAN FEB MAR
118 [15(22129| 5 {12{19{26| 5 [12|19{26
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me'nq, Staffing, Training.
I instdl:ﬁ 5 ﬁm ﬁ iapor!s “

A

'\ WMonitoring and Controt 7\

r 3+ 1 4 v 1 § § [ F [ |

ey lePupe 7
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Implementing the System: Typical Problems Encountered During
System Implementation {1)

Unrealistic goals or deadlines for implementation
« Scheduled over 100 tong of a time to help solve problems
*  Scheduled to be to0 quickly implemented to be installed correctly

Planning problems
+ Poor planning creates poor results
Inadequate controls have been designed into the system and inaccurate data is
produced
» Those preparing the reports or lists are motivated or abie to change data
inappropriately
» The wrong data is supplied to the list maintainers

» The directions for creating the reports from the data do not include all
possible situations

mrylePiuge §
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implementing the System: Typical Probiems Encountered During
System Implementation (2)

mrsTeffuge 9

The wrong project manager was selected

Must have management ability and overall business understanding
Should be well-respected in the firm
Must have the authority to effectively install the system

Must have canfidence to make changes allowing proper installation
— he will encounter different pressures

— from users at lower levels who have to change their work
habits and maybe have to do something new

— from the general director who expects results, and quickly

— from department directors who are unsure about allowing
release of data from their areas that may reflect operabons
in that particutar area differently {or more accurately) than
they desire

INSTRUCTOR’'S NOTES
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implementing the System: Controf Issues to Cover During the
Installation (1}

Make continual checks for completeness

¢ All of the data which should be processed is processed
~ pre-numbered documents with sequence checks
- checking each processed document against the input forms

Ensure accuracy

+ All the data is processed accurately
- ngorous data validation and verification routines through
— format and range validation checks, reguiar
reconciliation with related reports

,,.' ”33 — checking and ensuring a consistent coding system
/ ~ — wvanance analysis to meaningfully explain
~ / deviations
mesTePage 10
INSTRUCTOR’S NOTES
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Exam

ple: Both the Sales and Accounting Departments Currently

Maintain Receivables Lists...

The s

data

Y

mrsiePage 11

ales department is the primary source for data on shipments whereas

the accounting department is the primary source of data for receipts - The

on the two lists never seem to maitch /!

It has been our experience that the reasons for this do not invoive
manipulation of data. They can be as simple as:

The two departments close their books on different days

The data on receipts from barter transactions if not offset -i_e. there s
both a receivable and a payable outstanding - which are actually 2 sides
of the same transaction that has been completed

The sales department may record receivables at selling price, but the
accounting department records it at cost for tax purposes

The wrong cash receipt has been offset against the wrong customer
account by one or both departments

The departments have different customer codes - and are getting
incorrect information from each other

INSTRUCTOR’S NOTES

Page 11



Impiementing the System: Control Issues to Cover During the
Instatlation (2}

Check for consistency

+ Information is comparable to previous reports and other reports within the
system
— ‘sanity checks’ - i.e. is such a situation possible
— check that basic relationships between information hold
- e.g. opening finished goods inventory + production -
shipments = closing finished goods inventory
- variance analysis to meaningfully explain deviations

Continually strive to improve timeliness

« All data made available and processed as scheduled
— monthly, weekly or daily

Ensura authorizations are followed
= Approval for data processing has been enforced

araTePage 12

INSTRUCTOR’S NOTES
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Implementing the System: If the Installation Is Not Going Well or Data
Is Inaccurate Look for the Underlying Causes of Problems

Human error
+ Committed unwillingly due to poor training or lack of awareness
Technical error

+ System infrastructure allows inaccurate data to be supplied without human
error

Poor management/personnel relations
+  Unmotivated personnel
Poor security planning - this is a dangerous area {more later on this}

« Personnel are involved in frauduient activities
- ensure careful recruitment - internal and extemal
— try job rotation (disadvantage : staff may require additional training)

I_ mrsTePage 13

INSTRUCTOR’S NOTES
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Implementing the System: Fine-Tune the Installed System to Fit Your
Business Operations and User's Needs

This is an ongoing process which should provide input for ongoing
maintenance and improvement of the system.

Incorporate a system of reqular feedback from users, using questions such
as:

* What additional information is crucial to effective decision making at your
level?

* s the information available in time for eftective decision making?
« Does the system help identify important problems and inefficiencies?
«  Does the system help identify problems in advance?

¢ s the information comparable over time?

nesTePage 14

INSTRUCTOR’S NOTES

Page 14
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Implementing the System: Fine-Tune the Instailed System to Fit Your
Business Operations and User's Needs (2}

Incorporate a system of reqgular feedback from individuals involved in all
stages of producing the lists and reports

*  What are the problems in producing and receiving data lists?
»  What are the problems in creating reports?

*  What are the bottlenecks causing delays? For example:
- staffing shortages

untrained staff

communication problems

technical and infrastructure related probiems

» Are there situations encountered where no defined procedure for
processing exists?

rwsTaPage 15

INSTRUCTOR’S NOTES
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Implementing the System: Here Are Some Final Steps for Monitoring
and Controlling the Installed System.

Test for coverage/accuracy/operability

s Are the reports consistent with each cther? e.g. are sales, receivables
and cash receipts from sales recorded on the same basis

* |5 the information meaningful and relevant and is all information needed
for meaningful decision making covered by the reports?

= Are there major obstacles in the production and delivery of the reports?

Test for user acceptance
* |Is the report more meaningful to the user than existing reports?

» Do users need more training to analyze the reported informabon?
Test for business improvement
* Are business objectives being met?

Test for security
« Is data or information being made available to unwanted sources?

mrsTeFage 18

INSTRUCTOR'’S NOTES
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implementing the System: The Reports Don't Produce information That
Is Right- Could It Be Fraud?

mrslePuge 17

Fraud or manipuliation of data
» Deliberate action of individuals

creation of fictitious supplier accounts and submission of lalse iMvorces
corruption ang bribery, particularly where individuals are in a position of
authority as regards making decisions on suppliers or selecting between
tenders

misappropnation of incaming checks from bona hide customers

giving unauthorized discounts to customers

inventory losses, including short delivenes by drivers

fichitious statf on the payroll

To check for fraud or manipulation consider
+«  Personnel have atihty 10 commit fraud

degree of access to cnitical information
available time to conduct frauduient activity
ability and motivation of the individual

* indications

apparent wealth out of proportion to salary/grade

increased spending incongruent with typical patterns
associating with employees from diflerent organizations

signs of disaffection towards the organization

warking after hours on a regular basis, without apparent reason

INSTRUCTOR’S NOTES

Page 17




implementing the System: Long Term System Maintenance Is
Necessary

Corrective Maintenance

« Eliminate problems
- time delays
- inaccuracies
- lack of coverage

Perfective Maintenance

* Improve efficiency or etfectiveness
- computerize
- npew list/repart
- new controls

Adaptive Maintenance

*  Adjust system to changes in the operating environment
- shut down operations
- starting new production
= restructuring enterprise

mrslePage 18

INSTRUCTOR'S NOTES
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Seminar Agenda

Agenda and Seminar Objectives
Session 1: Introduction to Management Reporting Systems

Session 2: What is the system and how do you use it?

+ Dehning lists and reports, sales, accounts receivabie, finished products inventory
reports

Session 3: What is the system and how do you use it?
*+ Raw materials inventary, purchasing reports
Session 4: Making the system a reality - Customizing the system
Session 5: What is the system and how do you use it?
+« Summary report, Cash Flow, barter report
Session 6: Using the Management Reporting System
Session 7: Making the system a reality - Implementing the system

[ Session 8: Summary and review of assignment

B

INSTRUCTOR'S NOTES
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Objectives of the Review Session

Check the participant's understanding of the concepts, processes and
tools presented in the first part of the seminar

Use the experiences of the participants to bring out the real problems
and issues in customizing and implementing and using the MRS for
management decision making

mrsdePage2

INSTRUCTOR'S NOTES

GENERAL INSTRUCTIONS

The session should be conducted for the most part as a
discussicn, with the instructor acting more as a facilitator than as

an instructor.

The facilitator needs to identify and emphasize important issues
brought out by the discussion, summarizing the discussion at
various points and highlighting them by putting them on slides/
flip charts where possible.

Page 2



Session 8: Summary and Review of Assignment

LSummary of the first day ]

rsbePage)

Case:

Review of the assignment

Management reports vs existing financial and tax reports

How can these reports be modified or developed further to meet your
specific business objectives and requirements

What issues and problems were encountered during the preparation of
these reports? and how can we resohe these issues and problems?

Your outline for customizing the reports

Using the reporting system
~ Your experiences - selected case analysis

Rossobuv

INSTRUCTOR'S NOTES

Page 3
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We Started by Distinguishing Between Data and Information

+ Details of individual
transactions
e.g. List of all sales
transactions

« Voluminous - as the
detail is important

* Used for control of
basic, day to day
transactions

meslaiPage 4

fand processing

Data analysis

Information :

« Data transformed int0 a
meaningful and relevant
form
e.g. Sales report
summarized by product

* Concise - it is the overall
implications that are
important

¢ Usad for planning and
control of activities and
processes

INSTRUCTOR'S NOTES

What is information? it is data that has been analyzed and
processed to serve a specific purpose.

The distinction between data and information is very important;
and we will be returning to this concept when we talk of reports

and associated lists that provide the source data for reports.

Page 4



We Defined Management Information

* Concise
— Set out clearty, without
unnecassary items

» Accurate
- The user should have
confidence that the information
will not contain errors or
OMISSIoNs
- information should be free
from any manipulation

» Timely
- Must be produced in time for
some action 1o be taken on it

+ Consistent
— Should be comparable across
time and over departments/
business umts

mrsBePuge 5

Appropriate
- Must be sutable for the
purpose for which it 1s
produced

Cost effective
- Information should cost no
more to produce than the
benefits which result from it

Unbiased
— There shoukd not be any bias in
the information due to the way
it has been presented or
produced.

Appropriately directed
- Commumcated to the person
responsible for the action to be
taken; confidentality
consideratons must be taken
into account.

INSTRUCTOR'S NOTES

We have seen what management information can do. Can any
type of management information do this?

Page 5
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Management Reports Are Summaries of Operations and Cover All Basic
Activities
Simple flow of company activities is as follows:
Company
Feed Sourcing
Supphers and Producton Saies Customers
Purchasing
mrshePage
INSTRUCTOR'S NOTES

What are the main activities of any manufacturing company?
e Buying feed materials from suppliers

* Processing those materials and supplies into finished
goods

» Selling finished goods to the customers with profit

This classification of activities can be extended to service
companies as well.

Management reporting covers all these operations.

N
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Business Operations Require and Produce a Lot of DATA

Feed Sourcing and
Purchasing Proguchon Sakes
Basic Data | Supphers “Amﬁmmnhmmill Product Market ]
Required to
Support the
Business | Materisl Requirements —l Material Requsrements ’ Buyers
Functions
l Matarnal inventary Lavel ]L Labor Requirements ”Fimshedﬁomslmmml
Putsmndng Matenal Orders WOrk-in-process imveniory
Accounts Payable I I Accounts Recewsabie |
mritePage !

INSTRUCTOR'S NOTES

The basic transactions are recorded in ‘journals’ or ‘lists’. The
concept of LISTS is important and forms the basis for the
management reporting system that we have presented.

Page 7
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Management Reports Turn DATA Into INFORMATION

e | - o
gaeqsa:l:"g:l?o L Supphiers J l Available Producton Facities I l Product Market I
gzm the [ Material FlequiramenlsJ | Material Requirements I [ Buyers ]
Functions

[MaleriallmemoryLavai ” tabor Requiremants J IFmﬂmGoousrwmm’

Estanding Matenal omars] IWork-m-orm inventory l

| Accounts Payabie | [ Accounts Recenaie |

[ e Materws wantory Report | [ Producton Faclies Raport | [Feahed Goods imventory Recon ]

Basic
Management | Matenal Requraments Report | [ Safety Sioch Level Report | [ WP Wwentory Repon ]
Reports that —y
Pr [T Accounts Paystie Repont | | Production Report ][ Sales Report |
lnfa—n-}augnA { Accourts Recesebis Regort |
p— Cash Fiow Regort ]
| Barwer Transscnon Report }

INSTRUCTOR'S NOTES

Going back to our point about data and information --
management reports, by meaningfully summarizing and analyzing
data, are an effective tool for managers

After outlining data needed to support basic activities we can
identify the reports that can provide us with the necessary
information in each area.

Some of the reports are specific to the area where they are
produced, but some are produced and used across several
functions -- cross-functional or summary reports.

Page 8 }7'



Management Reports Cover All Levels of the Organization

Strategd Level Planmng Actabes Strategy
Sufrenary
Report
Cash Flow
Fgunt
Tactical Level I nformabon
Raport
Ontin vt
Operations Controt Actmties Data
Levei
Bt
Dhpupaand,
Trangarnoms
mrsdePage §

INSTRUCTOR 'S NOTES
Management reports cover and are used across all levels of the
organization:
» Starting from operational (day to day activity)
* To tactical {(medium-term decisions)
e And up to strategic activities (long-term decisions)

Management concentrates its attention differently at each level of
organizational activity:
» At the operational level more attention is given to control
and less to planning
» At the strategic - vice versa
» With tactical level in between
Lists and reports are also used differently at different levels (and
their content changes from daily transaction data to strategic
information):
» Data lists are used mainly at the operational level to
record and control daily transactions

» Basic activity reports are compiled from lists and are used
by middle managers to make daily operational and tactical
decisions involving control and measurement of
performance

e Summary reports can be used by top management for
decision making and for strategic planning

Page 9 ’/}'/



We Discussed Lists and Reports in a Basic Management Reporting
System

Lists and reports defined
« Sales lists and reports
+ Purchasing lists and reponts
- Accounts receivable lists and reports; Overdue receivables report

+ Accounts payable lists and reports
+ Finished product inventory lists and reports
= Work in process inventory hsts and reponts
- Raw matenals and components inventory lists and reports
«  Production lists and reports
» Barter transactions lists and reports
+  Summary report
« Cash flow report
Creating and using lists and reports
Suggested formats

mrsbePage 10

INSTRUCTOR'S NOTES

Each participant was provided with a handout that outlines the
entire system and how it can be used, including blank templates.

Page 10



Making the System a Reality: Customizing and Implementing the MRS

First customize the system to meet your specific requirements

« Discuss your specific needs and business objectives to determine if your
managers or senior managers need additional information not suggested
on the reports.

— The lists and reports previously discussed above can form the basis
for a management reporting system in almost any situation but may
not be thorough encugh for all companies.

+ Add on additional columns to the lists and additional summary items to
reports in order 1o meet your company's additional needs.
- By adding several minor modifications, the lists and reports should
blend easily into existing operations.

Then implement and enhance the system in your business

+  Plan the implementation

+ Manage the implementation process through etfective monitoring and
controlling

mrsiePugs 11 '

INSTRUCTOR'S NOTES

Management reporting by definition should serve management,
therefore the need to customize the system and ensure that it is
implemented carefully and properly.

Page 11 )H



All Participants Then Had an Opportunity to Get Back to Their
Organization and Put Into Practice What They Had Learned

1. Complete a set of management reports (as described in tha tools and
handouts) for your organization

2. Observe how these reports compare to any existing financial or
management reports that exist in the organization

3. Observe the issues and problems faced in creating these reports

4. Identity how these reports need to be modified or developed further to
meet the specific needs of the business

5. Create an outline for customizing a reporting system that will meet your
organization's requirements, based on the above 4 steps

6. Discuss the completed set of reports with the top management team, and
identify what the reports tell you about the organization and its operations

wrsbePage 12

INSTRUCTOR'S NOTES

All participants have had an opportunity to go through the above
exercises and hopefully have done so !!

Page 12



Agenda of the Seminar

Summary of the first day
Review of the assignment
« Managemaent reports vs. existing financial and tax reports ]

+ How can these reports be modified or developed further to meet your
specific business objectives and requirements

* What issues and problems were encountered during the preparation of
these reports? and how can we resoive these issues and problems?

= Your outline for customizing the reports

* Using the reporting system
— Your experiences - selected case analysis

Case: Rossobuv

mrsBaPage 13

INSTRUCTOR'S NOTES

Page 13
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Management Reports vs Existing Financial and Tax Reports: The Sales
List

*  What data that is recommended is not present in the existing lists?
— How will adding this data item increase the utility of the existing lists?

= What additional data is provided in the existing lists?
- How does this data add to the utility of the existing lists?

*  Who (which department) currently maintains and updates these lists?
— Are there other sources for the same data, how do the sources
compare in terms of accuracy and timing?

mraba/Page 14

INSTRUCTOR'S NOTES

Ask the participants to answer the following questions based on
the assignment they have completed using Questionnaire 1.

Conduct a discussion. Your job is to act as a facilitator -- not to
provide the right answers

Make sure to periodically summarize the discussion and
emphasize the important points. You may want to write them on
to the siide itself!

Page 14 } _7.7



Management Reports vs Existing Financial and Tax Reports: The Sales
Report

¢« What information that is recommended is not present in the existing report?
— How will adding this information increase the utility of the existing
report?

*  What additional information is provided in the existing report?
— How does this information add to the utility of the existing report?

mrshaPup 15

INSTRUCTOR'S NOTES
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Management Reports vs Existing Financial and Tax Reports: The
Purchasing List

+  What data that is recommended is not present in the existing lists?
- How will adding this data item increase the utility of the existing lists?

¢ What additional data is provided in the existing lists?
-~ How does this data add to the utility of the existing lists?

« Wha (which department) currently maintains and updates these lists?

- Are there other sources for the same data, how do the sources
compare in terms of accuracy and timing?

mriiePupe 18

INSTRUCTOR'S NOTES

Ask the participants to answer the following questions based on
the assignment they have completed using Questionnaire 1.

Conduct a discussion. Your job is to act as a facilitator -- not to
provide the right answers

Make sure to periodically summarize the discussion and
emphasize the important points. You may want to write them on
to the slide itself!

Page 16



Management Reports vs Existing Financial and Tax Reports: The
Purchasing Report

+ What information that is recommended is not present in the existing report?
— How will adding this information increase the utility of the existing
report?

*  What additional information is provided in the existing report?
- How does this information add to the utility of the existing report?

rrsbaPage t7

INSTRUCTOR'S NOTES

Page 17



Management Reports vs Existing Financial and Tax Reports: The
Accounts Receivable List

+ What data that is recommended is not present in the existing lists?
- How will adding this data item increase the utility of the existing lists?

*  What additional data is provided in the existing lists?
~ How does this data add to the utility of the existing lists?

*  Who (which department) currentty maintains and updates these lists?
— Are there other sources for the same data, how do the sources
compare in terms of accuracy and liming?

Mrsbatuge (4

INSTRUCTOR'S NOTES

Ask the participants to answer the following questions based on
the assignment they have completed using Questionnaire 1.

Conduct a discussion. Your job is to act as a facilitator -- not to
provide the right answers.

Make sure to periodically summarize the discussion and
emphasize the important points. You may want to write them on
to the slide itself!
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Management Reports vs Existing Financial and Tax Reports: The
Accounts Receivable Report

+ What information that is recommended is not present in the existing report?
- How will adding this information increase the utility of the existing
report?

* What additional information is provided in the existing report?
— How does this information add to the utility of the existing report?

mesh/Pag 1

INSTRUCTOR'S NOTES
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Management Reports vs Existing Financial and Tax Reports: The
Overdue Receivables Report

* What information that is recommended is not present in the existing report?
- How will adding this information increase the utility of the existing
report?

= What additional information is provided in the existing report?
- How does this information add to the utility of the existing report?

mrsbeFape 20

INSTRUCTOR'S NOTES

Page 20



Management Reports vs Existing Financial and Tax Reports: The
Accounts Payabie List

* What data that is recommended is not present in the existing hists?
= How will adding this data item increase the utility of the existing lists?

«  What additional data is provided in the existing lists?
— How does this data add to the utility of the existing lists?

*  Who {which department) currently maintains and updates these lists?
— Are there other sources for the same data, how do the sources
compare in terms of accuracy and timing?

mryla/Page 1

INSTRUCTOR'S NOTES

Ask the participants to answer the following questions based on
the assignment they have completed using Questionnaire 1.

Conduct a discussion. Your job is to act as a facilitator -- not to
provide the right answers

Make sure to periodically summarize the discussion and
emphasize the important points. You may want to write them on
to the slide itself!
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Management Reports vs Existing Financial and Tax Reports: The
Accounts Payable Report

*  What information that is recommended is not present in the existing report?
= How will adding this information increase the utility of the existing
report?

~ What additional information is provided in the existing report?
- How does this information add to the utility of the existing report?

mrswPage 2

INSTRUCTOR'S NOTES

Page 22
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Management Reports vs Existing Financial and Tax Reports: The
Finished Products Inventory List

= What data that is recommended is not present in the existing lists?
- How will adding this data item increase the utility of the existing lists?

»  What additional data is provided in the existing lists?
— How does this data add to the utility of the existing lists?

*  Who {which department) currently maintains and updates these lists?
— Are there other sources for the same data, how do the sources
compare in terms of accuracy and timing?

rwsbaPuge 23

INSTRUCTOR'S NOTES

Ask the participants to answer the foliowing questions based on
the assignment they have completed using Questionnaire 1.

Conduct a discussion. Your job is to act as a facilitator -- not to
provide the right answers

Make sure to periodically summarize the discussion and
emphasize the important points. You may want to write them on
to the slide itself!

Page 23



Management Reports vs Existing Financial and Tax Reports: The
Finished Products Inventory Report

+  What information that is recommended is not present in the existing report?
— How will adding this information increase the utility of the existing
report?

* What additional information is provided in the existing report?
— How does this information add to the utility of the existing report?

nrsbaiuge 74

INSTRUCTOR'S NOTES
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Management Reports vs Existing Financial and Tax Reports: The Work
in Process Inventory List

+ What data that is recommended is not present in the existing lists?
— How will adding this data item increase the utility of the existing lists?

+  What additional data is provided in the existing lists?
— How does this data add to the utility of the existing lists?

s  Who (which department) currently maintains and updates these lists?

— Are there other sources for the same data, how do the sources
compare in terms of accuracy and timing?

rrsieiFage 15

INSTRUCTOR'S NOTES

Ask the participants to answer the following questions based on
the assignment they have completed using Questionnaire 1.

Conduct a discussion. Your job is to act as a facilitator -- not to
provide the right answers

Make sure to periodically summarize the discussion and
emphasize the important points. You may want to write them on
to the slide itself!
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Management Reports vs Existing Financial and Tax Reports: The Work
in Pracess Inventory Report

*  What information that is recommended is not present in the existing report?
— How will adding this information increase the utility of the existing
report?

=  What additional information is provided in the existing report?
- How does this information add to the utility of the existing report?

mrsie¥ e N

INSTRUCTOR'S NOTES
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Management Reports vs Existing Financial and Tax Reports: The Raw
Materials and Components Inventory List

* What data that is recommended is not present in the existing lists?
- How will adding this data item increase the utility of the existing lists?

* What additional data is provided in the existing lists?
- How does this data add to the utility of the existing lists?

*  Who {which department) currently maintains and updates these lists?
— Are there other sources for the same data, how do the sources
compare in terms of accuracy and timing?

mrsiwPage Z7

INSTRUCTOR’S NOTES

Ask the participants to answer the following questions based on
the assignment they have completed using Questionnaire 1.

Conduct a discussion. Your job is to act as a facilitator -- not to
provide the right answers

Make sure to periodically summarize the discussion and
emphasize the important points. You may want to write them on
to the slide itself!
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Management Reports vs Existing Financial and Tax Reports: The Raw
Materials and Components Inventory Report

»  What information that is recommended is not present in the existing report?
— How will adding this information increase the utility of the existing

report?

« What additional information is provided in the existing report?
— How does this information add to the utility of the existing report?

Lo F

INSTRUCTOR'S NOTES
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Management Reports vs Existing Financial and Tax Reports: The
Preduction List

+ What data that is recommended is not present in the existing lists?
- How will adding this data item increase the utility of the existing lists?

+ What additional data is provided in the existing hists?
— How does this data add to the utility of the existing lists?

*  Who (which department) currently maintains and updates these lists?

— Are there other sources for the same data, how do the sources
compare in terms of accuracy and timing?

rsbefage 79

INSTRUCTOR'S NOTES

Ask the participants to answer the following questions based on
the assignment they have completed using Questionnaire 1.

Conduct a discussion. Your job is to act as a facilitator -- not to
provide the right answers

Make sure to periodically summarize the discussion and
emphasize the impaortant points. You may want to write them on
to the slide itself!

Page 29
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Management Reports vs Existing Financial and Tax Reports: The
Production Report

*  What information that is recommended is not present in the existing report?
— How will adding this information increase the utility of the existing
report?

*  What additional information is provided in the existing report?

— How does this information add to the utility of the existing report?

mrsdePuye 3

INSTRUCTOR'S NOTES
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Management Reports vs Existing Financial and Tax Reports: The Barter
Transactions List

+  What data that is recommended is not present in the existing lists?
— How will adding this data itemn increase the utility of the existing lists?

« What additional data is provided in the existing lists?
— How does this data add to the utility of the existing lists?

*  Who (which department) currently maintains and upgates these lists?

— Are there other sources for the same data, how do the sources
compare in terms of accuracy and timing?

msBaPage 31

INSTRUCTOR'S NOTES

Ask the participants to answer the following questions based on
the assignment they have completed using Questionnaire 1.

Conduct a discussion. Your job is to act as a facilitator -- not to
provide the right answers

Make sure to periodically summarize the discussion and
emphasize the important points. You may want to write them on
to the slide itself!

Page 31
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Management Reports vs Existing Financial and Tax Reports: The Barter
Transactions Report

= What information that is recommended is not present in the existing report?
— How will adding this information increase the utility of the existing
report?

+  What additional information is provided in the existing report?
- How does this information add to the utility of the existing report?

mnePuge 33

INSTRUCTOR'S NOTES
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Management Reports vs Existing Financial and Tax Reports: The
Summary Report

+  What information that is recommended is not present in the existing report?
- How will adding this information increase the utility of the existing
report?

+  What additional information is provided in the existng report?
— How does this information add to the utility of the existing report?

mrslePage

INSTRUCTOR'S NOTES
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Management Reports vs Existing Financial and Tax Reports: The Cash
Flow Report

= What information that is recommended is not present in the existing report?
— How will adding this information increase the utility of the existing
report?

« What additional information is provided in the existing report?
— How does this information add to the utility of the existing report?

mriaPage M

INSTRUCTOR'S NOTES
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Agenda of the Seminar

Summary of the first day
Review of the assignment

Management reports vs. existing financial and tax reports

How can these reports be modified or deveioped further to meet your
specific business objectives and requirements

What issues and problems were encountered dunng the preparation of
these reports? and how can we resolve these issues and problems?

Your gutline for customizing and impiementing the reports

Using the reporting system
- Your experiences - selected case analysis

Case: Rossobuv

vstePage 15

INSTRUCTOR'S NOTES

Page 35



What Are Your Key Business Objectives ?

How can these reports be modified or
developed further to meet your specific

business objectives and requirements?

nribePage 3

INSTRUCTOR'S NOTES

Conduct a discussion by asking some of the participants what
they defined as their business objectives and how the reports
could be modified to serve these objectives - let the other
participants respond

Checklist:

* Sales reports
* Purchasing reports
« Accounts receivable reports; Overdue receivables report
« Accounts payable reports
= Finished product inventory reports
+ Work in process inventory reports
« Raw materials and components inventory reports
* Production reports
« Barter transactions reports
» Summary report
« Cash fiow report
Your job is to act as a facilitator -- not to provide the right

answers (uniess of course you believe that there is something
seriously out of line!).

Use the following slides as aids for discussing specific reports.

You do not have to use all the slides, nor do you need to go
through them in the same order.

Make sure to periodically summarize the discussion and

emphasize the important points.
Page 36
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How Can These Reports Be Modified or Developed Further to Meet Your
Specific Business Objectives and Requirements?

l The sales report I

wsdaPage 3 _ﬂ

INSTRUCTOR’S NOTES

Use this slide to summarize the participanis comments. Use the
report templates on the following slides, if necessary, to illustrate
the effect of suggested changes.

You can get the participants to present their own suggestions and
modify the report templates.
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Sales Report (Units) - Summarized by Product
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Sales Report (Amount)
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Sales Report {(Summarized by Customer)

Curmmer Customer
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Sales Price
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How Can These Reports Be Modified or Developed Further to Meet Your
Specific Business Objectives and Requirements?

I The purchasing report I

e age 41

INSTRUCTOR'S NOTES
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Purchasing (Summary and Cash Requirements)
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How Can These Reports Be Modified or Developed Further to Meet Your
Specific Business Objectives and Requirements?

| The accounts receivable report I

mrsSePage 43

INSTRUCTOR'S NOTES
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Accounts Receivable (Cash)
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Accounts Receivable (Barter)
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How Can These Reports Be Modified or Developed Further to Meet Your
Specific Business Objectives and Requirements?

' The overdue receivables report I

rsientage 4

INSTRUCTOR'S NOTES
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Accounts Receivable
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How Can These Reports Be Modified or Developed Further to Meet Your
Specific Business Objectives and Requirements?

| The accounts payabie report I

mwibaPage 43

INSTRUCTOR'S NOTES
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Accounts Payable (Cash)
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Accounts Payable (Barter)
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How Can These Reports Be Modified or Developed Further to Meet Your
Specific Business Objectives and Requirements?

[The finished products inventory report I

mnsaPage §1

INSTRUCTOR'S NOTES
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Finished Products Inventory
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How Can These Reports Be Modified or Developed Further to Meet Your
Specific Business Objectives and Requirements?

I The work in process inventory report I

mrsSefage 53

INSTRUCTOR'S NOTES
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Work in Process Inventory
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How Can These Reports Be Modified or Developed Further to Meet Your
Specific Business Objectives and Requirements?

I The materials and components inventory report I

mesbeFage 55

INSTRUCTOR'S NOTES
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Materials and Components Inventory
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How Can These Reports Be Modified or Developed Further to Meet Your
Specific Business Objectives and Requirements?

I The production report I

rsiePage 57

INSTRUCTOR'S NOTES
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Production Report
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How Can These Reports Be Modified or Developed Further to Meet Your
Specific Business Objectives and Requirements?

I The barter transactions report I

e age W

INSTRUCTOR’S NOTES
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Barter Transactions
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How Can These Reports Be Modified or Developed Further to Meet Your
Specific Business Objectives and Requirements?

| The summary report I

mrsdasPage 51

INSTRUCTOR'S NOTES
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Summary Report

Kex Parformance indicators Jan Feb !g Ysar to date
Production
Sales (shipments)
Purchases

Key Working Capital Balancas 3i-Jan  28-Feb 31-Mar
ACCOUNts ﬁec&%ﬂe

Accounts Payable
Finished Goods lnventory
Raw Material Inventory
WIP inventory

mrySaPage 82
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How Can These Reports Be Modified or Developed Further to Meet Your
Specific Business Objectives and Requirements?

| The cash flow report I

mesSePage 53

INSTRUCTOR 'S NOTES
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Summary of Cash Flow and Barter Transactions (Operating Activities)
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Summary of Cash Fiow and Barter Transactions
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Agenda of the Seminar

Summary of the first day
Review of the assignment
* Management reports vs. existing financial and tax reports

« How can these reports be modified or developed further to meet your
specific business objectives and requirements

+  What issues and problems were encountered during the preparation of
these reports? and how can we resotve these issuas and problems?

s Your outline for customizing the reports

* Using the reporting system
— Your experiences - selected case analysis

Case: Rossobuv

mrada/Pus 08

INSTRUCTOR'S NOTES
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What Issues and Problems Were Encountered During the Preparation of
These Reports? And How Can We Resolve These Issues and Problems?

I + Problems with identification of data sources I

B 87 i

INSTRUCTOR'S NOTES

Ask the participants to answer the following questions based on
the assignment they have completed using Questionnaire 3.

Discuss possible solutions to these probilems.

Conduct a discussion. Your job is to act as a facilitator -- not to
provide the right answers

Make sure to pericdically summarize the discussion and
emphasize the important points. You may want to write them on
to the slide itself!

Page 67
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What Issues and Problems Were Encountered During the Preparation of
These Reports? And How Can We Resolve These Issues and Problems?

I = Problems with accuracy of data I

e agn 6§

INSTRUCTOR'S NOTES
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What Issues and Problems Were Encountered During the Preparation of
These Reports? And How Can We Resolve These Issues and Problems?

I + Problems with getting the data on time I

mrshauge B

INSTRUCTOR'S NOTES
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What Issues and Problems Were Encountered During the Preparation of
These Reports? And How Can We Resolve These Issues and Problems?

‘ * Problems due to unskilled or unmotivated staff I

L )

INSTRUCTOR'S NOTES
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What Issues and Problems Were Encountered During the Preparation of
These Reports? And How Can We Resolve These Issues and Problems?

l « Problems with acceptance of the lists & reports I

mvsbeage 71

INSTRUCTOR'S NOTES
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Agenda of the Seminar

Summary of the first day
Review of the assignment

Management reports vs. existing financial and tax reports

How can these reports be modified or developed further to meet your
specific business objectives and requirements

What issues and problems were encountered during the preparation of
these reports? and how can we resolve these issues and problems?

Your outline for customizing the reports

Using the reporting system
— Your experences - selected case analysis

Case: Rossobuv

mrslePage 72

INSTRUCTOR'S NOTES
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Your Qutline for Customizing and Implementing the Reports

* What are the business objectives that the reporting system should serve?

*  Who needs information, what specific information should be available to each
person?

+« What changes are required to the reports and what additional reports are
required

+  What should be the source for each report? Who should be responsible?

=  What should be the frequency of each report? What changes in current
operations may be required to achieve this?

mesdaPage T3

INSTRUCTOR'S NOTES

Ask one of the participants who has compileted Questionnaire 4 to
make a presentation on their customization plan.

Ask the audience to question him on it as well as provide their
input to the presentation.

Your job once again is to act as facilitator, rather than an
instructor. You should, however, ask reievant questions to bring
out important aspects of the presentation,

You may repeat this exercise with other participants.

Page 73



Agenda of the Seminar

Summary of the first day
Review of the assignment

Implementing the systern
Management reports vs. existing financial and tax reports

How can these reports be modified or developed further t0 meet your
specific business objectives and requirements

What issues and problems were encountered during the preparation of
these reports? and how can we resolve these issues and problems?

Your outline for customizing the reports

Using the reporting system
— Your experiences - selected case analysis

Case: Rossobuv

meSePage T4

INSTRUCTOR'S NOTES

Page 74

157



Using the Reporting System: Your Experiences

What does this set of reports tell you about :
Overail performance of the company
* Existing problems and inefficiencies
Potential problems that may occur
« Day-to day operational decision making and problem solving
Strategic and long term decision making
= Direction for planning and budgeting

mrsdePage T8

INSTRUCTOR'S NOTES

If you have already received a set of reports from the participants
and have had the time to analyze them and put them on slides,
select one and ask the participant to give a presentation on what
the management team could teil from the reports

Ask the presenter to keep in mind the above points. Get the
audience to contribute to the analysis

If you have had a look at the slides before, you could close by
summarizing and pointing out any of your own observations that
the presenter may have missed.

If you do have not received the reports in advance, ask for a
volunteer to present anyway, but you may have to give him some
time to go through each report with the audience.

if no one has any reports, skip this slide and go on to the case!

Page 75
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Agenda of the Seminar

Summary of the first day
Review of the assignment
* Implementing the system
+ Management reports vs. existing financial and tax reports

= How can these reports be modified or developed further to meet your
specific business objectives and requirements

¢ What issues and problems were encountered during the preparation of
these reports? and how can we resolve these issues and probiems?

= Your outline for customizing and implementing the reports

* Using the reporting system
— Your experiances - selected case analysis

Case: Rossobuv

mrsbePage 70
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Case: Rossobuv

e Shoe manufacturing company

+ New order from good customer

+ Need to purchase raw materials worth RUR 600 m to fulfill order
+ Supplier facing cash flow problems

+ Supplier has recently changed terms of supply from barter to
- 100% cash prepayment for orders up to RUR 500 m
— 30 day credit for larger orders, to the extent of 50% of order value
{minimum prepayment of RUR 500 m)

= Production cycle time for new order : 35 days
+ Shipping time: 10 days
« Buyer expects to receive order in : 90 days

+ Buyers terms: 10% prepayment - RUR 130 m
- 40% on receipt
- Balance within 30 days of receipt

mrsdePage 7T

INSTRUCTOR'S NOTES
Distribute the handout on the case to all participants!
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What Should Rossobuv Do ?

The questions facing management are..
* Is there a problem? If 50 what

* What steps have to be taken to fulfill this order
— what are the options available to the company
— how does the company select the best option

*  What are the future implications of this decision - will further problems
arise

The reporting system has produced a set of reports for the previous month
* How can these reports assist management decision making

+  What additional information is required by management to make an
informed decision

mrsbePage T2

INSTRUCTOR’S NOTES

The two issues that the panticipants should focus on are:

e Haw can the set of reports provided assist in management
decision making ?

e What additional information is required to make an informed
decision?
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Where Do | Start ?

Approach:
+ Study each report or extract in the handouts

= Make a note of the important issues that you feel could indicate an existing
or potential problem

« identify any additional facts brought out by the reports that could contribute
to decision making or problem solving

* Identify additional information that you may need to make an informed
judgment; e.g.
— Who would you question at the management meeting and what
questions would you ask

HINT : START WITH THE CASH FLOW REPORT

mndefwe I

INSTRUCTOR'S NOTES

Organize the participants into groups of 4 to 6 peopie. Ask the
participants to go analyze the reports based on the above
approach.

Give them about 30 minutes to analyze the reporis and prepare a
presentation on their analysis.

You may want to provide biank slides and markers for their use.
This will make their presentation more effective and keep them
interested in the exercise!

Also have copies of the reports (handouts) on slide ready for their
use, if required.

Ask a group (or more than one if time aflows or the first group is
weak) to present their analysis. Ensure that the remaining
audience responds to the presentation with questions and
comments.
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The Cash Flow Report Indicates

= Cash for purchasing raw materials to fulfill the new order is not available
immediately

Using the cash flow report along with the other reports we can project the cash
fiow for the current month

+ Cash inflows : sales, collection of receivables, etc.

= Cash outflows : wages, payments for materials, taxes, energy etc
— Projected uses of cash are likely to be 10% more than projected
sources
- We expect to receive less from collection of A/R
- Payments for energy are expected to be higher

Estimated cash availability in the next month: Will not meet purchasing
requirements for the new order

mniaPugs 8

INSTRUCTOR'S NOTES

After the groups have had a chance to present and defend their
presentation, use this and the following slides to complete the
analysis!
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Sales Report, Inventory Reports

Sales repont
» Sales for ‘A’ less than previous month
« Sales for ‘B’ greater then expected
» Sales for 'C' equal 10 previous month

Finished goods inventory
* inventory of ‘A’ is 20% higher than required
« Inventories of ‘B" and 'C' are sufficient to cover orders and safety stock

» Inventories of ‘D’ and ‘E’ are significantly higher than the estmated finished
product inventory safety level.

mestefuage 11

INSTRUCTOR'S NOTES
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inventory and Purchase Reports

Raw materials inventory
+ Matenais for ‘A’ , ‘'C’, 'E' - greater than needed
*  Materials for ‘B’ - below the safety stock level
» Auxiliary materials - high inventory levels (except for Glue #0015)

Purchasing
« Purchasing for auxiliary materials is greater than required
* Purchasing of raw materials for ‘A", 'C’, 'E’ - in excess of requirement
« There is a shortfall of materials required to fulfill the current order

mrssePage 62

INSTRUCTOR'S NOTES
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Additional Information Required

What resources are required to fulfill production and what is their availability
» Capacity
* Labor
* Raw materials
¢ Financing for raw materials and work in progress

What are the sources of finance available to the company and their relevant
costs

= Bank Finance
- the finance director informed management that 30 cays credit is
available at 18%; transaction cost of 2%, loan can be extended for a
2% monthly penalty

= Accelerated collection of receivables
— the sales department informs management that they can collect an
additional RUR 150 m at a 5% discount

mrsbePape 00

INSTRUCTOR'S NOTES

Page 83



What Are the Sources of Finance Available to the Company?

* Delay payables
- RUR 120 m of payables on raw materials can be delayed but the

company will incur a penalty of 10%

« Rationatize purchase orders
— the order for auxiliary materials can be canceled, but the order for

raw materials for ‘A’ cannot be canceled as by the time the
materials will be received, they will be needed for next months
production

* Sales of excess inventory
-~ the inventory, purchasing and sales department are called together
to discuss the reduction of inventory for ‘D' and ‘E'.
- the purchasing manager finds a buyer for the matenals at 60% of
book value (RUR 420 m} - RUR 300 m on receipt and the balance in
materiais for ‘A’.

mrteFuge 84
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Sources of Finance and Their Relevant Cost:

Summary

Source of funds Amount Cost | mmount Cost 1 %)
avmlable (RUR)
Bank credht 00 m 120 m 0%
Accelersted cotlecnon of 150 m Tim b
recen ables
delaying payment of AP iX0m 2m 10%
Sale of cxeess imvemony X0 m 80m
{300 m cash) (Book Cost)
cancel onder for sualisny Om
matenals
Cancel order for Mm  -only an option f we sell imemones &
matenals for "o recenne matenals a3 banter The cost of

canceling would other wise be 100 bugh m
terms of nabuliny to fulfill funare orders.

Prepayment fix accepting 1H¥m
new order
mrsleFage 85
INSTRUCTOR'S NOTES
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ARernatives and Their Implications

+« RUR 450 m is available immediately and at a lower cost than bank
finance

* M the excess inventories are soid, then a further RUR 370 m (300 cash +
70 from canceling the order for raw materials)

» If the company waits to sell inventories {in case they get a higher price),
the deficit can be covered through bank finance

The company should also attempt to asses future demand for and potential
profitability of the new product : It may be advantageous t0 make a greater
investment in the praoduct

mrsbePage 9
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Homework

mesbaPuge 47

Management Reporting System

INSTRUCTOR'S NOTES
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Case 1 : ElectroPowerToy

Extracts from Management Reports

Page 2
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Summary of Cash Flow and Barter Transactions

Carrent Month ]
Cash in Cash Out
CASH FLOW FROM OPERAYIONS:
Procesds from Sales
Dump Truck, intl.
current month sale 9,265,000
collection of receivables 9,216,000
Tanker Truck, incl.
current month sale 141,312,000
collection of receivables 80,000,000
VAT from Sales - 52,456,530
Total Protsads 302,249,530
Payments to Employses and Suppliers
Materials and Components {89,800,000)
Direct Payroll {45,000,000)
Social Insurance {13,050,000)
Energy {56,340,000)
Production Overhead {12,298,000)
Operations Taxes and Dues = (18,735,000)
Total Payments to Employees and Suppliers (235,023,000)
General and Administrative {32,840,000)
Sales and Other Commercial {1,970,400)
Cash Flows Befare interest and Taxes 32,416,130
Interest on Dabt
VAT Pald to Governmaent {10,316,000)
Taxes on Income {9,724, 839)
Net Cash Provided By/(Used n) Operations 3,875,201
CASH AT BEGINNING OF PERIOD 19,160,000
CASH AT END OF PERIOD 23,035,291

PIES/Toolkils/Case1 xI3/8 96/FPage 1

Deloitte Touche Tohmaltsu Intemational, RPC. USAID




Accounts Receivable (Cash)

:L‘:"::: Product Name Total 0-30 Days 3160 Days | 61-90Days | 91-180 Days | 180 Daysto1Yvr Over 1 Yr
D-001 Dump Truck 505,400,000  181,200,000]  80,800,000] 80,600,000 58,100,000 53,500,000] 51,400,000
T-002 Tanker Truck 183,051,000] 76,526,000 2,060,000]  18.443,000] 23,917,000 12,831,000] 18,374,000

Total: 858,451,000 257,726,000 83560000 99.043.000] 82,017,000 66,331,000] 69,774,000

Deloitte Touche Tohmatsu international, RPC, USAID
PIESTooikile/Casal xis/B-298/Page 1



Purchasing {Summary and Cast Requirements)

o Outstanding Orders New Order
Inventory Maisrial or Required lo | Contract Ouder Ordar Qu(:;::; to| Delivery | Raquirad | Suppliies | Supplier Last Price | Required
T
Code Supply Name Uait purchase Number Bupplier Name Quantity Order Price Quantity be Date to Order Code Name Acquisition Ottereg Canh
Racalved Price
Racalved
PU-1500 | eieciric motore | units 450{C-1096-4-0fUrEiociric Co. | 450(8,604 (barter) | 0 _ 450} 25704766 O NiA N/A NZR N/A N7A

-
>

Y

PIE S8/Tookds/Cose) 218 WE/FPege |

Deloitte Touche Tohmatsu Intermationel. RPC. LUSAID




Barter Transactions

e e .
RAscalved Transaction Dabivery
Transaciion ™ | o, Unit ot Required to
Product Production | Market Delivary | Tr t o or Quantity of | Markei Cast [1f
Numbar Product Name| Unit | Quantity ef Cost Price Delivary Tarms Cost Amoumt Supply Code | Supply Neme Massuraman Material or Frice Delivery Torms paid by Pur:lhna
the Product t "y
Numbar Supply us}
D001 |DompTruck  Jums]  s0 T 5,600 . of = aap1 74alPy- 1500 slecing molors_|urits 450] 5604 [FOT Moscow on 25,0475 0 450

{") - "Reguired 12 Purchase” column Uily the same numbar ae in the purchaning teport H I8 the mumber ol & Inaturiel {Component) Wuis thal O] D8 obLuned I Grder 10 kesp the INvanioas ¥ the oplicnal Ievel

Deioite Tauche Tohmalsu intermananal, RPC. USAID
PIE BT o Cuns ) ais/h MePape |



Work in Process Inventory

B Number of Units In Complation Stage®
Product Product Unit of Location 5% complets 25% 50% T5% 5% Ecq::;:'l; ':::f Material Requirements to Complete
Number Name Measuramant complate complete | complete | complete Units Items in 95% Category
2 3 5 " 3 7 [ ) 9 11
[D-00Y Dump Truck units main assemnbly line 4 9 5 4 . 29 36 no siectric motors
T-002 Tanker Truck units _ |main assembly line o\ 10 12 19 39 60 no eleciric motors

N
0

Eyutvattent ol Completad Umits (10) = 5 ° 89% + 6 * 25% + 7 * 50% + 9 * 78% + 0 * 0%

Delontte Touche Tohmalsu international, RPC, USAID
PIES/Tooluia/Casel xin/8-08/Page |
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Finished Goods inventory

Cuantity
Product Quantity on | Quantity Off- Production
Number Product Name Unit of Measurement Location Hand Specification Comments Avallsaal:::ae for Cost
D-001 Dump Truck units Shipping Center 210 1504 no electric motors 60 75,000
T-002 Tanker Truck units Shipping Center 487 300| no electric motors 187 95,000

Deloitte Touche Tohmatsu International, RPC, USAID
PIES/Toolkits/Case1 xIs/8-9B8/Page 1



Current Month Production Report

Product Unit of Production Plan for Mont!ﬂy Variance .
Product Name Production to| (plan vs. |Reasons for Variance
Number Measurement the Month
Date tact)
D-001 Dump Truck units 476 439 {37}] no electric motors
T-002 Tanker Truck units 2200 2121 ____{79)] no electric motors
Total: 2676 2560 (116)

PIES/Tooikits/Case1.x1s/8-96/Page 1

Deloitte Touche Tohmatsu International, RPC, USAID
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Current Month Sales Report (Units)

Variance Current ﬁ':si:::::’d
Product Unit of Sales Plan for the Finished
Number Product Name Measurement Month Monthly Sales| (plan vs. Product Product
fact) Inventor Inventory
4 Safety Level
D-001 Dump Truck units 476 229 {247) 60 60
T-002 Tanker Truck units 2,200 1,634 (566) 187 120
Total: 2,676 1,863 (813)

PIES/Toolkits/Case1.xIs/8-96/Page 1

Deloitte Touche Tohmalsu International, RPC, USAID




Case 2 : Rossobuv

Extracts from Management Reports
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Summary of Cash Flow for the Current Month

urrent Mon
Cash In Cash Out
CASH FLOW FROM OPERATIONS:
Proceeds from Ssles
A Woman's shoes, Incl,
currant month sale 197,934,000
collection of receivables 48,134,000
B. Bpecial work shoas, incl.
currsnt month sele 187,654,000
lection of el 56,760,000
C. Man’s boots, Incl.
currant monih sate 93,765,000
lection of recaivabl 23,987,000
D. Man's shoas, incl.
currert month sale 124,987,000
collection of receivabies 23,876,000
€. Defense contract, inci,
currant month sale 45,570,000
collaction of raceivabl 39D, 785,400
VAT trom Sales o 252,411,264
Total Proceeds 1,454,360.684
Paymaenta to Employees and Suppliers
Materiais and Components (499,800,000}
Direct Payroil {185,000,000)
Socisl insursnce {47,850,000)
Enargy (2%90.340,000)
Production Overhead 192,208 ,000)
Operations Taxay andDues | | 48,738,000
Total Paymants 1o Employess and Suppliets i 11,103,823,000)
Ganersl and Administrstive (132.840.000)
|Saies and Other Commeecial N {7.970 400)
Cash Flows Bafore interes! and Tazes 209.736.264
interast on Debt
VAT Paid 1o Government | 147,405,284}
Tanes on Incoma {82.920879)
Net Cash Provided By/[Used in) Operations (070.879)
CASH AT BEGINNING OF PERIOD 19,180,000
CASH AT ENO QF PERIOD 15,480,121

Dwioitte Touche Tohmatsu internationsal RPC. USAID




PIES/Toolula/Casel nla/B-90/Page 1

Cash Flow Projections for the next Month

Currerd Month ]

Cash In

Cash Dut

CASH FLOW FROM OPERATIONS:

Procesds from Sales
A. Womaen's shoas, inc),
current month sale
collection of recsivables
B. Special work shoas, incl,
current month sals
collection of raceivables
€. Man's boots, incl.
current month sals
colisction of receivables
D. Man's shoss, inch.
cuifent month sale
collection of racsivables
E. Defensa contract, incl.
cutfent month saia
collaction of raceivablas
VAT trom Sales
Totat Procesds

Paymants 10 Employ and Supplisrs
Materisis and Componems

Direct Payroll

Social Insurance

Energy

Production Overhead

Operations Taxes and Duss

Ganeral and Administrative
Sales and Cther Commercial

Total Payments 1o Employidl and Suppliers

178,140,800
55,828,120

225,184,800
90,036,960

93,765.000
38,753,000

149,984,400
39,996,880

80,283,000
120,070,750
225,087,137

1.290,930.647

(1,012,500,000)
{78,000,000)
121,750,000}
(312,025,000
(62.208,000)

(17,735,000
11.502,208,000)

(32,840,000)

Cash Flows Before inlsrest snd Taxes

Interes! on Dabt
VAT Paid to Government
Taxes on income

{1,970.400
{240,087.753)

{12.462,137)

[Net Cash Provided By/(Used In) Operations

1292,549.800

CASH AT BEGINNING OF FERIOD

18,480,12

CASH AT END OF PERIOD

1734.089.709]
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Accounts Receivable (Cash)

:Lor:::: Product Name Total 0-30 Days 31-60 Days 61-90 Days 91-180 Days
A-001 Women's shoes 104,215,120 55,628,120 35,600,000 12,987,000
B-002 Special work shoes 186,887,060 80,038,960 32,987,000 35,876,400 27,986,700
C-003 Man's boots 51,629,000 38,753,000 12,876,000
D-004 Man’s shoes 39,996,880 39,896,880
E-005 Defense contract 440,070,750 120,070,750 10,000,000 10,000,000 300,000,000
Total: 822,798,810 344,485,710 91,463,000 58,863,400 327,986,700
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Raw Materials and Supplies

Total Total Safety .
'"‘&";:w Material or Supply Name Ma:':::et::nent Quantity g::;::?ag:“ Usable Location Stock R;‘::’;::’::;"
on Hand Quantity Levsl
1 2 3 4 5 ] 0 K] 2
Main Materials
LW-001 Pre-cut tanned leather for women's units 4,600 4,600|Raw materiais WH 3,600 7,200
AL-0015 Pra-cut artificial leather for working units 1,000 50 950{Raw materials WH 3,000 6,000
LMB-67 Pre-cut tanned leather for man's boots units 3,000 100 2,900|Raw materials WH 2,000
LMS-7634 |Pre-cut tanned leather for men's shoes units 2,200 103 2,097 |Raw materials WH 1,560
RL-78 Pre-cut raw leather for defense's units 6,000 800 5,200]|Raw materials WH 4,000
Support Materials
GL-001  |Glua 2 001 barrel 25 25| Auxiliary WH 20 204
GL-0015 Glue # 0015 barrel 18 18] Auxiliary WH 30 30
GL-67 _ ]Glue % 67 barrel 26 26]Auxitiary WH 25
GL-7634 Glue # 7634 barrel S0 5Q]Auxiliary WH 40
WT-001  [White threads units 700 700|Auxiliary WH 500
BT-001 Black threads units 450 450|Auxiliary WH 400
[CT-001 Colored threads (assortment) units 1,230 1,230]Auxiliary WH 1,000

JFTT
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Purchasing (Summary and Cash Requirements)

New Orders
Last
Inventory Unit of Required 19| Supplier Supplier . Price

Cade Material or Supply Name Measurement Purchase Code Name Acquiisitlon Offered Required Cash
Main Materials
LW-001 Pra-cut tanned leather for women's units 7,200 TN Tannery barter 50,000 360,000,000
AL-0015  [Pre-cut artificial leather for working units 6,000 TN Tannery barter 100,000 600,000,000
Support Materials I
GL-001 _ [Glue # D01V _ barret
GL-0015  |Glue # 0015 ] barrel 30{GL Glue Factory barter 1,000,000 30,000,000
GL-67 Glue # 67 barrel 25|GL Glue Factory barter 900,000 22 500,000

Total: 1,012,500,000

Deloitte Touche Tohmatsu intemational, RPC, USAID
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Finished Goods Inventory

:'l::::: Product Name Unit of Measurement Location Ou:n:::; on SQ::;:‘II:;::!\ Comments Avoall:s:a:lile" ,iror Prog:::lon
A-001 women's 3hoes pairs Finished Goods WH 510 150 360 110,000
B-002 special work shoas pairs Finished Goods WH 541 91 450 90,000
C-003 Man's boots pakrs Finished Goods WH 218 58 160 100,000
D-004 Man’'s shoes pairs Finished Goods WH 1,345 45 __ 1,300 100,000
E-005 Defense coniract pairs Finished Goods WH 5,000 500 4,500 50,000

PIES/Toolkits/Case2 xia/8-96/Page 1
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Current Month Sales Report and Next Month Projections (Units)

Current Es-tifnated
Product Product Name Unit of Sales Plan for the Monthly Sales \(,::;:n:: Finished l::\;:l:;c: :asit:::t::t
Number Measurement Month ) Product
fact) Inventory Inventory Month
Safety Level
A-001 Women's shoes pairs 1,800 1,649 {151) 360 300 1,485
B-002 Special work shoes pairs 1,500 1,877 377 450 450 2,250
C-003 Man's boots pairs 780 781 1 160 156 7580
D-004 Man's shoes pairs 1,000 1,042 42 1,300 350 1,250
E-005 Defense contract pairs 400 382 (18) 4,500 2,000 700
“Yotal- 5,480 5731 251 3,056 6,465
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