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Internal Control is a planned systenatic method
of ecoordinating the measures and policies of o company so
as to protect 1ts assets, measure the accuracy of internal
reports and provide a seale against which can be seen any
deviation from authorized company practice and praea&ura.
The duty of seeing to the instituting and asdherence to s
system of internal control is one of the officers and
managenent of the company.

Wilthin the secope of a properly conducted aundit,
an independent certified publiec sccountant must aatarmine
the effectiveness of the internal controls and point out
any breasking down of the accounting systen. Vhen haﬁic
faults have been diseovered, and are not corrected
breakdown spreads into the antire plan of ergan&xaii
vith the results being disinterested, disjointed and 1nw
efficient operation of the office &mﬁ the hagardous growth
of individual departmental enpires.

elininary survey of the system in affect at
Jo ¥iss ana ons Co. indicates s definite need for improves-
ment and modernization. The following 1s a report of only
a preliminsrey survey and is not interded to show gll the
problems which exist. From the problems, as set forth in
this rerort, the thought is to bring furfher to the sttention
of the mansgement the faet that these basic questions do exist,
end the need for proper supervised corrective aatian.
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YHY DID ¥E MAEKE A PHELIMINARY SURVEY? FURTHER, WIY HEVISE
THE SYSTEM?

The angvers to these two questions 1lie in the adverse
answers necessarily given to the following elght basic guestions
of systen review within the scope of an audit,

1« liow good 1s the internsl eontrol, and are

all procedures actually in operation?

2. Are there personnel problems, setiing up
cbstacles in the accounting aystem and
its operetion?

3. Are there nev nechanical devices on the
merket, whieh would be useful to the
company and of whieh they have not
availed thenmselves?

%« Do the exaeuzivésfégﬁiravmﬁxa, better and
nore timely infermstion and reports?

5, Are the executives overlosded with detail
vork?

6+ Does a quick review of the syste& suggest
ideas for inmprovement?

7« Doos the office give an impression of
efficieney?

8. 1Is a great deal of moving about in the
office by office persomnel neecessary
in order to do their work?

The eight questions above are from a published 1ist
used nationally by Certified Publie Accountants in helping them
determine the status of a c¢lient's present system., It is obvious
that truthful reglistic answvors to these questions point up the
need for s change in J. ¥Wies and Sona Co,

It was dwring our examination of the books and rocords
of J, Wiss and Sons Co., that ve have noted not only the existance
of basie problems - but their multipiication and the failure of
the company to teke g positive stand in facing problematie issues,
These particulaer problems have bheen pointed out individually in
the past as we dlscovered them, How they are becoming sc numerous
and cooplex that a thorough skilled roview and overhauling appesrs
NOCOBSATY o .
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Immediate Questions come to mind regarding & system revision.
Two of the basiec questions are:

The officers and emplagg&s of the company
heve their everyday jobs to do, and in all
but the largest organizations, these pﬁ@gﬁg
are not treined in this type of work, Th
work cannot be performed on & part-time
basis, It must be dene by trained people,
who knov your business and its problems,
and who by their independence from various
departments can aprralise the departments
and needed information in its proper
perapective,

I% i3 not possible to quote a fixed fee 4in
advanee of thiz type of engagement., The
time required is dependent on the coopera~
tion of the company and its eaployees, but
on the basis of ocur psst performance and
the amount of work Iinvolved, it is possible
to estimate the total cost without specify~

, ing an exact amcunt. Peor diem charges are
the most satisfaetory method of billing for
this work frowm both the standpoint of the
¢llent and the accountant, Due to the nature
of the work and the experience reguired,
charges are substantially higher than the
regular per diem euditing fees, It 1g custo-
nery %o ggt in wpiting the extent of autherity
granted to the reviewing C.P.A.'s in order to
provide the necessary freedom of action for
the proper performance of thelr servieces,
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Jds Wisg and Sons Co., is & lew Jersey corpora-
tion, engeged in the menufacture ané sale of Shears, Selssors
and Snips. The business hag been in existence for over 100
years and has the nost reSpected nane in its fleld. Its
products are considered to be the best on the market and have
commanded prices commensurate vwith this position.

Based on the princgiples of self financing,
ultra conservative expansion, and opersting as a closed
corporation with the tightest family eontrol, the company has
eatablished itself with a very sound finanelal positiony but
its general policlies and lebor relations beceuse of this same
ultre conservetism and tight controel have been the result of
evolution rather than planned development.
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The maln plant ls 1aaatad at 33 Liktlatan,ﬁvenaa
?evamk New Jersey. Untll 1957, tihls was the only plant operate
%ha company. Additlonal facllities in Maplewood, lew
Jersey have been secured on & long term lesse in order to separate
and nore efficlently menufacture certaln products.

The main plant is an cld briek building almost
Pully depreciateds It bas been kept in good repsir but cammot
be described as a well lgid out plant in terms of modern produce
tion teehniques or administration. The processes and production
cyelo necessarily suffer because of the plant arrangement and
cannot be altered to any greant extent because of vhysieal limita-
tions, These same limitations make the taking of physical inventory
a very difficult job and slso cantribute to bogging down the
adninistration of the offlice,

It must be pointed cut that effort has been made
in this direction through the use of the firm of Alexander Froudfoot
wiieh way hired tc assist in plart and production system realipgnment.
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The plan of organization in J. Wiss and S5ons Coe
is at present non-existent tc the outside ohserver, except -
through the authority of verbal command by virtue of seniority
or executive position.

¥ithout any definite plan of crganrce¥in- there
iz a constant sense of'veto power by any executive' present in
the employees and an unneceassry waste through overlarpling of
departnants, Projeet commitises are non-existent, leclisions
are nade on even the most mirmte detalls by executive personnel,
end then, conly when the nsriticular question arises. Once again
we have the ovil shadow of overlarping responsibility and a
regultant waste of executive abllity and finme,

in summary of the plan i organigation it can be
explalned aiumply a3 unnecessary overlapping at sll levsls of
administration.

A simple plan of organizetion 1s outlined on the
following page as an example. It 1s with this type of plan,
the delegation of authority and responsibility, the creation of
a set of general rules snd yraeaﬁmwa4 that a smooth functioning
organization can bo knit togethers It 1s a fglse excuse to say
that eny firm is toc large, tco small, or too different to
operate proverly within 2 ;:aeanﬂeivaé but flexible system of
organization and budget. This includes Job evaluaticn end salsry
rating to eliminate rivalry and competition, Each pesition should
be considered inderendantly of whalt someone else's job entails or
is wvalued at in teras of compensation.
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The degree of efflecleney with which reople perform
their appointed tasks hinges not only on their
perscnal sbility, or the effectiveness of the system
in use, but on conditions such as the following:

1) Horale
2) Space for Workl
3) Lighting-facilitlies, etc,
These are only three of the nore basic considerations,

1)

- Is their work appreclated? ;
Are they cormended on @ job well done?
Is there a feeling of harmony prevalent
in the office?
Are they inelined to put forth & little
extra effort on a Job because they enjoy
vorking for the company and feel like
a part of it?

2}

Is there adequate room for the porformance
of duties? : ‘
Is there an appearance of & neat well
organized office?

Is the office well Integrated and lald out?

Are the office faellitles lald out for the
benefit of the employees to obtain meximum
efficlency?

Are there adequate rest fecilities?

Are the lighting and decor the most conducive
to good work? ,

Is there an obvious effort on the part of the
conpany to provide the best facllities it can
within reasonable economic limitations?

Do the executive and key perscnnel have a
thorough wnderstanding of thelr positions

and dutles? ,

Are they vell tralned for thelr jJobs?

What specifie controls are presencly in foree?
How are these controls exercised?

Who exercises these controls?

Do the Key Personnel subject themselves to
eriticlsm by interfering in clerieal detalls?
Have the Key Personnel ome 8o engulfed by
thelr Jjobs thet they are losing sight of the
end result? .

Do the Key Perscnnel set & good example for
the remainder of the office force?

Y¥hat standards are in effect to mensure efficiency?
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Hag the company availed 1tself of the best posazible
protection 1t ean have for its business and its assets?

Is the dats available readily for verifying your
position and protection as to

1) Legal Involvements
2) Finances

3) Insursnce on the assets, profits
and fidelity bonds

4) Customer Relations
5) Competition
6) Production
Are the officers of the company all acquainted with

the overall pleture, or are they bogged dovn in a
nire of detail?
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ire the most modern methods used in keeping your
records ~ all records - filing - insurance -
history and financisl?

Are the records svallable st all times when needed?

Eave you stumhled into the caverns of what you
believe tu be necessary secrecy?

Are your records correct?

Why 13 your Payroll Department so much more complex
than even larger businesses find nccessapry?

Why haven't you taken advantage of nmechanizing your
Payroll Department to provide more accurate inf@r&a~
tion, quieker and more economiaally?

The basic accounting system down to the detalls is
beginning to show signs of wear. This has been
pointed out and should be corrected = as 1t would
be in & systen revision.

are the executive officers being supplied with and
talking advantage of all the information they need
and could have concerning the apparent inventory

stockpiling?

Do you have individual cost figures for each type
of produet?

Do you know how you made a profit last yesr? On
what product? iow mach on each product? Which
produect is your mpofit leader?

Your records are not supplying this information -
but they could,
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Ye have set forth, sirletly in question form,
aame of the baaie systen problens at J. ¥iss and Sons Co.
e have found the systen, presantly in use, to be woefully
aadequate and ocutdated. Some of the most apparant faults
encountered are listed below:

1) Poor Internal Control
2) Lack of Proper Controls on Inventory
and Production
3} Lo Plan of Organization
) F@rsonnﬁl dorale Problems
5) Inadequate Spece
6) Improper Faellities
)}  Owaremphasis of Secrecy
) Unavailability of Records
S5y Insuffieient Ixceutive Date
10) Overall 0ffice Inefficlency

The solutions to these problems can be attained,
but not by vishing., 48 mentioned on Page 2, with proper frea&am
we can convert these ills,

Owr plans for eomplete system revision inelude
the followings

1) FRevise the office and accounting systems
23 &ugyly nanagement with better information
through integrated data
3} Prepare & plan of organization
7 Lay out methods and plans for improving
sSpace, Tseilitles and norale.
5) Improve th@ overall efficlency of the office

maend that the officers of J, Wiss and Sons
Co.y rend this report again, discuss its implieatlons eansider
its questions, and finally, delay no longer in auzharising
vrovision of tﬁe aystem,




