
DIGITAL EQUIPMENT CORPORATION 

MANAGEMENT LETTER 

year ended June 30, 1973 

COOPERS &. L  Y BRAND 
CERTIFIED PUBLIC ACCOUNTANTS 



C O O P E R S  &  L Y  B R A N D  
C E R T I F I E D  P U B L I C  A C C O U N T A N T S  

N  P R I N C I P A L  A R E A S  _  
I O O  F E D E R A L  S T R E E T  

O F  T H E  W O R L D  
B O S T O N ,  M A S S .  0 2 1 1 0  

|6I7) A23-4200 

December 20, 1973 

Mr. Alfred M. Bertocchl, Vice President 
Digital Equipment Corporation 
146 Main Street 
Maynard, Massachusetts 01754 

Dear Mr. Bertocchl: 

As you are aware, I t  is our practice to issue a letter 
of comments in connection with our annual examination of Digital 
Equipment Corporation. The format utilized is to include in 
this letter those general comments which we feel are of direct 
concern to you as Chief Financial Officer and, in appendices 
hereto, those comments which are more detailed in nature. 

I .  Quality of Financial Reporting and Accounting 
It  is our opinion that the accounting and financial 
reporting policies of Digital Equipment Corporation 
are generally conservative. The Income recognition 
policy used to recognize the sales of large computer 
systems, the details of which we set forth in our 
1972 letter,  is an exception. We continue to believe 
the Company should undertake an in-depth study con­
cerning proper sales income recognition and conclude 
with a written policy which encompasses and addresses 
itself to all  variations of situations which can 
reasonably be anticipated. 

The Company customarily provides us with the prepublic-
ation drafts of i ts quarterly financial statements and 
t h e  a n n u a l  r e p o r t s  t o  s t o c k h o l d e r s  a n d  t h e  S . E . C .  
Also, as you know, the Company periodically seeks our 
independent advice on accounting matters which arise 
in connection with the preparation of these reports. 
Although we examine only the year end financial 
statements and do not subject interim statements to 
any verification procedures, we nevertheless read and 
review them in their entirety to determine whether the 
data which they contain, appears conceptually consis-
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tent with that previously examined by us and contains 
complete and meaningful disclosures which are not 
susceptible to misinterpretation. Based on our 
review of the Company 's  interim financial statements 
we have no reason to believe that any reports we have 
reviewed and read contained inappropriate or insufficient 
data for their intended purpose. We believe these 
reviews have provided a useful vehicle by which we 
can jointly review issues on a timely basis. In 
addition, such reviews may soon be required by the 
SEC; therefore, the formalization of this process in 
advance will eliminate the possibility of transitional 
problems. 

We also believe that the Company has made significant 
progress this year in improving i ts communications with 
stockholders and the financial community. The interim 
reports to shareholders which were instituted this year 
are an excellent communications tool.  Further, we 
believe that the Company may find i t  useful to submit 
i ts 1973 annual report to a group of professional 
financial analysts for their review and comments on 
readability, disclosure, etc.,  in order to continue 
this trend of increased communications. 

The Company conscientiously attempts to comply with 
the complicated and ever changing accounting and bbt 
rules and regulations which affect i ts financial 
reporting practices. The fact that the registration 
and sale of 750,000 common shares in September, f 3 

was consumated in such a problem-free manner is an 
indication that these efforts are Justified. Some 
of the proposed changes in SEC regulations which the 
Company should be aware of and be assessing the future 
impact of include: disclosure of compensating balance 
arrangements, additional disclosures on income taxes 
and leasing, and increased emphasis on product 
reporting. 

II.  Cost Accounting 

This is an area which has been identified by the Company 
as a priority In terms of developing a more refined 
system of standard setting and cost accumulation and 
reporting. We agree that this area is of extreme im­
portance. We also view the collective efforts,  at all  
levels of management, of both manufacturing and finance 
as critical to the success of improvements to the cost 
accounting and certain manufacturing control systems. 
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Our comments on Internal control are summarized in 
the attached appendices to this letter.  Appendix A encompasses 
comments which were noted in prior years together with the 
attendent progress made. Appendix B covers matters noted this 
year which we believe warrant management attention, and Appendix C 
includes the 1973 management comment letters prepared by other 
Coopers & Lybrand offices concerning certain foreign subsidiaries. 

We look forward to discussing the contents of this 
letter with you or any of the Company's management. 

Very truly yours, 

FMH: bev [ /  
RWU * 

Enclosures 
As ab ove 



DIGITAL EQUIPMENT CORPORATION 
Appendix A 

Our 1972 management letter noted a number of matters for 
action and also described certain control weaknesses.  The follow­
ing and Appendix B are an update on those comments which set 
forth our observed progress through the end of fiscal 1973-
Abridged 19 72 Comment* 

I .  Matters for Action 
(page 6,  item III)* 

A. Financial Organization: 
There is  a need for con­
siderably more talent in 
the financial organization, 
particularly, cost account­
ing and financial inventory 
control.  

The Company spends three 
months reconciling the 
spring physical inventory 
to the books. 

B. Internal Audit Function: 
There is  a definite need 
for a strong Internal audit 
function. 

Observed Action Taken 

C. Accounting Policies: 
It is ,  in our opinion, 
essential that a compre­
hensive written set of 
accounting policies be 
developed, written, agreed 
upon, communicated to all  
parties involved and moni­
tored for compliance. 

The Company appears to have 
strengthened their financial 
organization considerably. A 
corporate controller has been 
hired. A number of experienced 
cost and inventory personnel 
have been added. 
Some improvement in the recon­
ciliation process has been 
exhibited but many areas stil l  
take extended periods of time to 
reconcile.  Average elapsed time 
in 1973 approximated three months 

An Internal audit function was 
established in fiscal 1973, but 
l ittle progress was made as the 
manager of internal auditing was 
dismissed by the Company. A new 
manager of internal auditing has 
recently been hired who is  
currently establishing a compre­
hensive program for f iscal 197^. 

There has been only minor improve­
ment in this area in that some 
financial managers, principally 
in revenue accounting and fixed 
asset accounting, have attempted 
to document some of the accounting 
policies that are within their 
responsibility.  However, there 
has been no corporate-wide attempt 
to establish a comprehensive 
written set of accounting policies.  

* Reference should be made to our 1972 Comment Letter for the 
full  content of our comments. 
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D I G I T A L  E Q U I P M E N T  C O R P O R A T I O N  

A p p e n d i x  A ,  C o n t i n u e d  

A b r i d g e d  1 9 7 2  C o m m e n t  

D •  R o t a t i o n  E q u i p m e n t  :  

W e  r e c o m m e n d e d  t h e  C o m p a n y ,  
a f t e r  d e v e l o p i n g  t h e  s y s t e m s  
t o  a d e q u a t e l y  m e a s u r e  a n d  
c o n t r o l  r o t a t i o n  e q u i p m e n t ,  
c o m m e n c e  a  p o l i c y  t o  s y s t e m ­
a t i c a l l y  a n d  r a t i o n a l l y  
e i t h e r  a )  a m o r t i z e  s o m e  
o r  a l l  r o t a t i o n  e q u i p m e n t ,  
o r  b )  t r a n s f e r  t h e  n o n -
r o t a t i n g  p o r t i o n s  t o  p e r ­
m a n e n t  f i x e d  a s s e t  a c c o u n t s  
a n d  d e p r e c i a t e  a c c o r d i n g l y .  

I I .  W e a k n e s s e s  i n  I n t e r n a l  
C o n t r o l  ( A p p e n d i x  A  o f  
1 9 7 2  L e t t e r )  

1 •  I n v e n t o r y :  

a .  T h e  r e s u l t s  o f  t h e  C o m p a n y ' s  
c o n f i r m a t i o n  e f f o r t s  o n  i n ­
v e n t o r y  l o c a t e d  a t  c u s t o m e r  
s i t e s  a n d  r o t a t i o n  e q u i p m e n t  
n S n n  a t  n o n - m a n u f  a c t u r i n g  
D E C  l o c a t i o n s  ( i n  l i e u  o f  a n  
a n n u a l  p h y s i c a l  c o u n t  o f  
t h e s e  i n v e n t o r i e s )  i n d i c a t e d  
t h e  n e e d  f o r  a  r e v i e w  o f  t h e  
p r o c e d u r e s  u s e d  t o  c o n t r o l  
t h e s e  i n v e n t o r i e s .  

b .  A t  y e a r - e n d  t h e r e  w e r e  s i g ­
n i f i c a n t  a m o u n t s  o f  s a l e s  
w h i c h  c o u l d  n o t  b e  m a t c h e d  
a g a i n s t  t h e  a s s o c i a t e d  a c t ­
u a l  c o s t s .  T h i s  p o s e s  
s e v e r a l  p r o b l e m s .  F i r s t ,  
n o t  m a t c h i n g  s a l e s  a n d  c o s t  
o f  s a l e s  e l i m i n a t e s  t h e  
c r o s s  c h e c k  c o n t r o l  a n d  
p r o v i d e s  a n  o p p o r t u n i t y  f o r  
e r r o r s .  S e c o n d l y ,  s i n c e  
c e r t a i n  c o s t s  o f  s a l e s  
f i g u r e s  a r e  e s t i m a t e d ,  
m o n t h l y  f i n a n c i a l  s t a t e m e n t s  
a n d  c o s t  r e p o r t i n g  a r e  d o n e  
o n  t h e  b a s i s  o f  e s t i m a t e s .  

O b s e r v e d  A c t i o n  T a k e  n  

f  l l t t l e  i m P ^ o v e m e n t  i n  c o n -
e q u i o m e n t a ! J d  f n v e n t  o r > y i n g  r o t a t i o n  e q u i p m e n t  d u r i n g  f i s c a l  1 9 7 3 .  T h e  

i n v e n t o r y  i n d i c a t e d  
s u b s t a n t i a l  w r i t e - o f f  o f  r o t a t i o n  

e q u i p m e n t .  H o w e v e r ,  i n  t h e  f i r s t  
q u a r t e r  o f  1 9 7 4  w e  d l a  n o t e  ' J ™ *  

o o n f S o i  N 1 P r ° V e ! l e n t  l n  t h e  ^ s t e r n s  
.  I l n g  r o t a t i o n  e q u i p m e n t .  

I t  i s  o u r  u n d e r s t a n d i n g  t h a t  a n  
a g i n g  o f  r o t a t i o n  e q u i p m e n t  w i l l  
n o w  b e  p r e p a r e d  o n  a  m o n t h l y  b a s i s  .  

T h e  s a m e  v e r i f i c a t i o n  p r o c e d u r e s  
w e r e  a p p l i e d  t h i s  y e a r ,  a n d  r e ­
s u l t e d  i n  s i g n i f i c a n t  w r i t e - o f f s  
t o  b o t h  r o t a t i o n  e q u i p m e n t  a n d  
c u s t o m e r  c o n s i g n e d  i n v e n t o r y .  
T h e s e  w r i t e - o f f s  a p p e a r e d  t o  b e  
d u e  i n  p a r t  t o  t h e  f a c t  t h a t  a  
m o r e  c a r e f u l  j o b  w a s  d o n e  t h i s  
h ^ r + t n  r e 4 c o n c l l l n g  t h e s e  a c c o u n t s ,  
b u t  t h e  w r i t e - o f f  i s  a n  i n d i c a t i o n  
o f  t h e  i n e f f i c i e n t  c o n t r o l  o v e r  
t h e s e  i n v e n t o r i e s .  

T h i s  s i t u a t i o n  s t i l l  e x i s t s  d u r i n g  
f i s c a l  1 9 7 3 ,  h o w e v e r ,  c o r r e c t i v e  
1 9 7 ^ ° "  1 S  b e i n g  t a k e n  l n  f i s c a l  

A - 2  



DIGITAL EQUIPMENT CORPORATION 
Appendix A, Continued 

Abridged 1972 Comment 
c.  There are a number of weak­

nesses in the procedures 
for controlling intercompany 
sales and purchases, prin­
cipally between the parent 
and DEC de Puerto Rico: 
1) Intercompany invoices 
are not sufficiently docu­
mented and prepared on a 
timely basis. 
2) Cost accounting is not 
reconciling or reviewing 
the area sufficiently. 
3) Communication with re­
spect to intercompany 
billing matters between 
the parent and the sub­
sidiary is inadequate. 

2. Fixed Assets: 
a.  Fixed asset subsidiary 

ledgers do not reconcile 
to general ledger control 
accounts. As a result,  a 
$200,000 charge to income 
was made at year-end to 
bring the control accounts 
into agreement with the 
subledgers. We suggested 
these accounts be period­
ically reconciled, prefer­
ably monthly, immediately 
after closing. 

b. No fixed asset inventories 
are taken by accounting 
personnel. 

Observed Action Taken 
We noted improvement in this area. 
During the fourth quarter a recent 
hire in the cost accounting depart­
ment made a special effort to 
correct these accounts. While the 
effort was successful,  i t  is clear 
that the present manual system for 
processing intercompany billing 
should be investigated to determine 
if  i t  can handle the planned 
increases in volume. In fact,  we 
believe the systems for all  inter-
plant transfers are in need of 
review and most probably revision. 

We have noted some improvement in 
this area, but the handling of non­
standard transactions continues to 
be troublesome. We believe there 
is a need for a uniform, company-
wide set of intercompany billing 
procedures for the use by all  
manufacturing locations. 

This recommendation was fully im­
plemented and we found the Company's 
fixed asset records to be generally 
in good control.  

Little progress has been made in 
this area. Westfield plant account­
ing personnel have made some effort 
to tag their fixed assets. The 
Company does not view this comment 
as high on i ts l ist  of priorities. 

A-3 



DIGITAL EQUIPMENT CORPORATION 
Appendix A, Continued 

Abridged 1972 Comment 
c.  No periodic reviews are 

made of construction in 
Progress Accounts .  

Observed Action Taken 
General accounting now reviews 
the construction in progress 
accounts and has instituted 
procedures to follow up on 
inactive project numbers. 

III.  Cash 
The main bank account has 
not been reconciled since 
September, 1971. 

Significant progress has been made 
in this area. An individual was 
hired with the responsibility to 
reconcile the cash accounts. New 
bank accounts were established, 
new disbursement procedures have 
been instituted and current 
activity has been reconciled. 

IV. Accounts Receivable 
a. The accounts receivable 

subsidiary ledger was not 
reconciled to the general 
ledger. The year-end 
reconciliation resulted in 
a $334,000 charge to income. 

b. We noted that the largest 
single cause of accounts 
long overdue appeared to 
be paperwork related 
problems rather than 
equipment or credit related 
problems. 

This situation has been completely 
corrected. Revenue accounting now 
reconciles the detail to the gen­
eral ledger on a monthly basis. 

While some progress was exhibited 
in this area, paperwork related 
problems continue to be a major 
cause of accounts being long over­
due. The Company believes that 
the specific problems have been 
identified and corrective action 
is in progress .  

V. Accounts Payable 
Certain weaknesses in internal 
control and check were noted 
in the accounts payable area: 
1) One individual is respon- We understand that corrective 
sible for both the voucher- action has been taken in the first 
ing and the cash disburse- quarter of fiscal 1974. 
ments function. 
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Appendix A, Continued 

Abridged 1972 Comment 
2) The payables system it­
self does not generate the 
proper information for the 
reconciliation of the cash 
accounts. 
3) Receiving reports are 
not always required for 
payment of invoices, and 
there is no numerical con­
trol over receivings. 

VI. General Ledger System 
In the course of our audit, 
we noted basic operational 
and systems weaknesses 
within the general ledger 
system. 

Observed Action Taken 
The system was changed during the 
vear to facilitate the reconcilia­
tion of cash. The matter seems 
substantially resolved. 

While this situation still exists, 
the Company maintains there are 
adequate alternative controls in 
this area. 

There have been systems modifica­
tions and people seem to be working 
more effectively within the system. 

A-5 



DIGITAL EQUIPMENT CORPORATION 
Appendix B 

I .  T a x e s  

Tax Return Preparation 

During fiscal 1973, the Corporation requested that 
we review and sign i ts federal income tax return 
(fiscal 1972), 

Digital 's federal tax return Is a complex one which 
is becoming increasingly complex as the Corporation 
grows and organizationally decentralizes .  It is 
our observation that the Corporation does not have 
the "in place" systems and procedures to generate 
the data necessary for the routine preparation 
of i ts federal Income tax return. As a result,  
we estimate excessive man-hours are employed 
in preparing the return by manual retrieval and 
estimates. We recommend that the Corporation review 
the requirements for tax return preparation and 
design and implement a system, in conjunction with 
general accounting and the EDP department, to sub­
stantially lessen the effort and cost of preparation 
and at the same time increase the integrity of the 
return. Data processing, if  properly Implemented, 
can greatly reduce the compliance burden. We under­
stand that a joint program of the tax and controller 
departments will be Implemented in fiscal 197^ to 
review the tax return preparations and related docu­
mentation .  

II.  Customer Discounts 

A master l ist  of all  customers receiving discounts does not 
exist,  nor is there a l isting of discounts taken by customers 
during the year. All available information is kept manually 
on individual customer discount cards .  The year-end accrual 
of these discounts requires an annual review of these cards 
to estimate the liability for quantity discounts. At 
present, no system is available for determining the amounts 
which should be relieved from this l iability account, or 
for determining the proper liability on an ongoing basis .  
We support the internal proposal for a computer based system 
to be developed to provide management with information on 
discounts and to estimate the liability for quantity discounts 
on a periodic basis for financial statement purposes. 

B - l  



DIGITAL EQUIPMENT CORPORATION 
Appendix B, Continued 

III.  Miscellaneous Receivable Balances 

Our review of miscellaneous receivables highlighted a 
number of items aggregating $40,000 which dated back to 
1968 and 1969 .  All accounts should be reviewed periodically 
and stale uncollectable items should be written off.  To 
a lesser extent, we also noted the same phenomenon in trade 
accounts receivable. Several accounts with balances dated 
back to 1969, 1970 and 1971. These items should have been 
either collected or written off.  

IV. Standard Cost Accounting 

The 1973 standards resulted in unfavorable variances from 
actual costs which approximated $4 ,200,000 for the last 
six months of f iscal 1973. 

The reasons for these variances are varied, many have been 
identified during fiscal 1973 and some were outlined in our 
1972 management letter; however, much more remains to be 
accomplished if  standard costs are to become an effective 
tool to be used in establishing prices, measuring manu­
facturing performance and reporting financial results.  

During fiscal 19 73 the cost accounting staff has been 
supplemented with experienced new hires and specific pro­
posals for system changes have been made; this represents 
a beginning in a process of resolving many historical 
deficiencies in setting and controlling standard costs and 
analysis of the resultant variances. We believe i t  is 
essential to the success of any cost accounting changes 
that the management of both manufacturing and finance 
continue to assign the highest priority to all  proposals 
so that a system may be developed which provides both 
groups with an analytical vehicle useful in both controlling 
product cost and producing reliable product costs. 

V. Annual Physical Inventory 

The results of the April physical inventory were indicative 
of a number of control weaknesses and inadequacies in the 
inventory system. In our attempt to assess the causes of 
this problem the most frequent explanation given is poor 
paperwork processing. We have determined through our 
procedural testing that while DEC ' S  cost and inventory 
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Appendix B, Continued 

Annual Physical Inventory, continued 

system may not be ideal for the high volume operation that 
DEC has become, i t  does appear to do a reasonable job of 
processing and summarizing the information fed into i t .  
There exists a high degree of inconsistency within the 
Corporation regarding the emphasis placed on submitting 
paperwork correctly on time as well as correcting errors 
and resubmitting data. Many departments do a conscientious 
job, but many others place l i t t le emphasis on the proper 
preparation and processing of paperwork. 

This may indicate that a lack of discipline exists with 
respect to the proper submission and processing of paper­
work which represents the input to all  the accounts and 
information systems. This lack of discipline may be 
a result of a lack of t imely feedback to these departments .  
One of the results of poor procedural discipline is 
excessive adjustments upon completion of the annual 
physical inventory. We suggest a careful review of the 
results of physical inventories, including detailed 
analysis of excessive variances and related follow-up 
with responsible individuals. This should correct the 
paperwork problem. 

VI. Accounts Payable 

As of year-end the accounts payable subledger (Current 
Payment Authorization Report) exceeded the general ledger 
by an unreconciled amount of $125,000. The accounts payable 
department was unable to identify the difference. The fact 
that accounts are not reconciled on a periodic basis is 
indicative of a control weakness. 

We recommend that management initiate procedures to reconcile 
this account on a periodic basis. 

VII .  Ireland Grant 

Digital has an agreement with The Industrial Development 
Authority of the Republic of Ireland whereby the Authority 
makes certain cash grants to Digital based on a percentage 
of DEC's capital investment in Its Irish operations and 
also based on certain training expenses incurred by DEC. 
Part of the agreement requires that these expenditures be 
certified by the Company's auditors. In preparing 
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Appendix B, Continued 

VII. Ireland Grant, continued 

i-hpse certifications we have noted that during the last 
two years the responsibility for gathering t h® 

finance6function hof the^Corporation. The continual shifting 

has delayed the processing 

of grant requests. 

We recommend the Corporation review i t .^assure 

STrSSH =&MS SS.W53S 
VIII. EDP 

sjsvjsvz 
OT?̂ r;.:.r s. ra.„«»;srrs. 
be computerized. Manufacturing time makes the data EST- UISSL*XtSSS'iSSiSMachine 11« 
is often next to impossible. 

We recommend the Corporation J^ent capabilities and take 
m a c h i n e  capacity versus i  P o r  example, the volume 
t?Z£lZ records is significant enoutf.  to warrant com-
mitting computer resources to this ar .  

B-M 
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Appendix C 

INDEX 

Subsidiary management reports: 

Digital Equipment International Limited 
Digital Equipment of Canada Limited 
Digital Equipment Corporation de Puerto Rico 
Digital Equipment International Europe 
Digital Equipment GmbH 
Digital Equipment Australia Pty. Limited 
Digital Equipment Company Limited 
E q u i p m e n t  D i g i t a l ,  S . A . R . L .  
Decsys Computer Limited 
Digital Equipment Taiwan Ltd. 
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D U B L I N .  2  

Cyrus Kcrr'rick Esq., 
Digital Oquipmoni.International Limited., 
Galiviy Industrial Estate, 
Gal way. 

Lear Mr. Kendri 

I ntcrn., 1 Contr')1 

20Lh Noven:ber,}973. 

In the c< urse of our audit for the year ended June 30, 1973 
we examined the principal internal controls which your company hoc 
cstabli • h» J to enable it to ensure, as far as pos« ible, the accuracy 
and reliability of the Gal way branch's records and to safeguard its assets. 
As arranged at our interview with Mr.Bruce Ryan wo are writing to you in 
order to draw your attention to the weaknessess in control which came to 
our notice during this examination and to suggest ways in which the system 
could be improved. 

p. Ar, «w> rvf.i^ined at our interview, the examination of a system 
which we carry out for the purposes of our audit docs not n e c e s s a r i l y  dispose 
every weakness, and for this reason the matters dealt with in this letter may 
not be the only shcrtcom'ngc which exist in the systcr. 

3. Due to its rapid expansion and consequent need to enipl oy ana train 
new perrcnnol and develop new accounting procedures, the company has^found 
it difficult to achieve foolproof internal control in all areas. Alth^n 
we discovered certain weaknessess in the system, we found no evidence thau a 
material mis-statement in the accounts to June . 30, 1973 had resulted there rcn. 

4. The paragraphs that follow relate to deficiencies in important 
areas of internal control. Appendix A contains weaknesses in controls wiucr., 
though significant to management, are unlikely to give rise to material eirors 
in the accounts. 

ramm-n org/jiisatic:.' akl operation 

111': ttis and t  3 _  " i  • i r r . j - a n  a n d  ; ; - : / ' U ' i - i r - r i t  

A standard manual of instructions for investigating .documenting, 
testing and obtaining approval for new systems is not yet in usein the 

dcDarlment.  The use of such a manual would ensure uiiat cono-oJ 
over new systems and programs is  maintained at  a high standard, ^Jepen en 
of personnel employed. Wo recommend that such instructions induce t 
following: -

( a )  T h e  p r e p a r a t i o n  o f  o n  e a s i l y  u n d e r s t o o d  o u t l i n e  s y s t e m s  
description suitable for discussion and approval by management 
and user departments. 



Pago 2. 

The preparation of a detailod system specification. 

The desirable program controls applicable to the various types 
of application. 

The procedures to be followed for alterations in systems and 
programs and the documentation required. 

Requests for changes in operational systems and programs are not 
always made in a formed isod manner by the user departments.  We recommend 
thai. ,  in odd1  Lion to the final authorised amendment form at present in use, 
changes in systems and programs bo further documented with formal requests.  

7.  Computer op r• '  atbin 

A procedures manual covering the administrative arrangements and 
general operational procedures has not yet been prepared, although specific 
operating instructions aire available for each application. We suggest that 
the company's plans to produce such a manual be implemented as soon as possible.  

While 'ho console printout,  recording operation action during file 
setup and processing, .in reviewed by the operations manager,  this review is not 
evidenced. The managers initials,  at the point up to which the printout has 
been inspected, would be sui table evidence of review. 

Homoutor orearm"-,:  wr-nuPicturing system 

Our review of transections in the repair area of the subsidiary 
computer wcrk-in-procoss ledger showed that dollar amounts were not being posted 
to the relevant account,  al t '  , ugh descriptions were appearing. The postinos t  
the general ledger were correctly summarised at  the end of each validation run. 
Vic are informed that this error,  which was due to incorrect coding of the repair 
area, has now boon rectified. However,  i ts  existence highlights the importance cf 

(a) Regularly reconciling the subsidiary computer fi les with the general 
ledger and 

(b) Procedures for ensuring the completeness of testing of p>rograms. 

PURCHASES 

10. Purchase Invoices 

Internal control in the accounts payabl e area would be improved if  
the checks madu of pric.es,  calculations and extensions and the comparison with 
purchase orders,  receiving records inspection notes,  etc.  were evidenced either 
by use of an invoice stamp or by a voucher to be attached to each invoice. At 
present the only evidence of these checks having been carried out is  the 
signature of Die accounts clerk. Where a rubber stamp or voucher is  used the 
person carrying out each check would initial  in the space provided, enabling the 
official signing for final approval to see that all  tests had been completed. 
The stamp or voucher should also have a space for indicating that the invoice 
had been paid to prevent i ts  re-submission in support of further payments.  

ConblA 

(b)  

(c) 

(d) 



(•"r i l  l / .  Pane 3.  

PHYSICAL INVId.TORY 

1J .  During our  observat ion of  the  company's  annual  physical  inventory 
count ,  wo noted the fol lowing:-

(a)  Inventory was counted by persons who are  a lso responsible  fur  
i t s  custody.  

(b)  Except  on a  tes t  basis  by senior  accounts  s taff ,  thc-rc  was no count  
and separate  chock by another  individual .  

(c)  In  some cases ,  count  cards  were wri t ten up in  penci l  and unsigned.  

(d)  Occasional ly ,  inventory in  several  locat ions was covered by a  s ingle  
cord.  This  made the overal l  review of  the  completeness  of  the  count  
more d i f f icul t .  

We suggest  the fol lowing procedures:  -

(a)  Where pract icable ,  i t  i s  preferable  i f  the  count  i s  made by two people ,  
one of  whom should be famil iar  with the inventory.  The e ther  person 
should check the count  and record the resul ts ,  which con then he tost  
checked by senior  s taff  as  a t  present .  

(b)  Count  cards  should be wri t ten in  ink,  s igned,  and should cover  inventory 
in  a  s ingle  locat ion.  

12.  We shal l  bo grateful  i f  you wil l  inform us ,  in  due course,  0 1  the  
s teps  you intend taking in  re la t ion to  these mat ters .  

Yours  t ruly,  

c .c .  Mr.J .  Kroppcr  
Mr.S.Bel l  
Mr.J .Forrest  
Coopers  & Lybrand,  Boston.  
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PAYROLL 

1.  Wager ,  Payout  

Our observation of the payout of wages revealed a number of 
areas where security could bo improved:-

(a) The wages office was not locked during the makeup of the wages, 
with a consequent flow of personnel in and out of the room while 
money was lying about.  

(b) 1 here was no overall  control on the number of packets prepared. 

(c) Luges weio collected by supervisors on behalf of employees, but there 
was no l ist  of the names of employees whose wages were to be har.ded to 
each supervisor.  A book was signed by the supervisor showing the 
number of packets taken, but in many cases tnis was written lip by the 
supervisor without further check. Some supervisors handed several 
packets to someone else to distribute in another area. 

(d) J be wages for the factory in the industrial  estate were transported 
there by i ts  supervisor.  Ihc position regarding f idelity insurance 
for this cash was not clear at  the time of our tost.  

2.  Rocc ra-nciiuati  ens 

We recommend that:-

(a) The wages office be kept locked at  all  times when cash is  not in the 
safe.  

(b) Numerical control bo exercised over the persons on the payroll  with 
weekly reconciliations of starters and leavers.  

(c) A l ist  should be prepared each week showing the names of employees 
whose wages are to be collected by each supervisor,  and the supervisor 
should sign this l ist  as evidence of receipt of the wage packets.  
J 'he supervisor should be made aware that ho is  responsible for the 
packets until  handed over to the employee arid ho should obtain the 
employees signature as evidence of receipt of his wages. 

(d) The position regarding fidelity insurance should bo clarified. 

We understand that these recommendations have already been 
implemented. 



Pncio  

3. p.r.wo) 1 Preparations 

m~jst&ptaggG3S!&&&£* sgr&nasra -" 
be evidenced by signature or initials en uie 

A. Unci :i' i d Wyes 
i j 5c noL (oriiallv laid down bv the company that employees collecting 

W|,. 0„ .XSf &U sign -unci al«od wages boo* » recommend 
that such a procedure be adopted to prevent any irregularities. 

0. 
Salaries sl.ccts arc not signed by those resP«,sib»o for 

-**!? come to 1 ight during our tests. 

6 .  P a L l M i . i l  l n c - u r : ; : i ' 0  

Our checks revealed that: -

(a) Stamping of cards was four weeks in arrears. 

(b) At least thirty five employees had not submitted t 

(c) The cards and weekly reconciliations wore not periodically examined by 
a  r e s p o n s i b l e  o f f i c i a l .  

ensure 
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Distribution of afufecturlng labour 

We observed that the total hours from the veekly labour distribution 
report were not being agreed to the total hours reported for payroll 
purposes. Thus when time sheets were not given to cost accounting 
the labour cost was not distributed to work In process and the 
discrepancy not discovered until soree weeks la'sr. We recommend that 
the two totals should be reconciled each week. 

Inventory analysis 

We observed that inventory records were belna kept by product line, s 
system which has caused considerable recoucillation difficulties 
rubsnquent to the physical inventory taken at April 28, 1973. In 
view of the limited use of the information provided, ve question 
whether such analysis is Justified. 

Accounts payable 

We noted that a comparison of the company'* accounts payable records 
to tho suppliers' statements had been comecnced and was disclosing 
discrepancies, arising mainly from a failure to set up unaa' cbcd 
recalving report*. We suggest a more frequent follow up of unmatched 
receiving reports and a procedure be Implemented to review unpaid 
balances brought forward on vendor statements. 

Purrhaac requisitioning 

During our ejrenlnation of internal control over purchasing ve discovered 
that nsny purchase requisitions were not being authorised by 
department supervisors. Such omissions were particularly notlcssble 
on requisitions from ths maintenance department. 

We feel that this is a control weakness which should be rectified 
immediately. 

Receiving reports 

Mo sequential  control was being mainta ined  evar receiving 
although the form is numerically identified. Because tie po 
filed alphabetically by supplier in the receiving department It vas 
difficult to establish accurate cut-off information at physical 
inventory. Me suggest that s system should be Instituted to account 
for the numerical sequence of the reports. 

htrchnse invoices 

Our examination of purchase Invoices revealed no indication thft adds 
end extensions .re beiig checked. W. feel that i^l^ have been 

thev should oe Initialled to Indicate such checking. 
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Although bank rcconci l  t  

they have tended to  l ie 1 0 " '" 5  U r G  c u r r e n t l y up to  da te  in  h  
be  mainta ined on 8  s c > v c r a l  months .  i t  i s  * '  l n  t h e  Past  

on a  current  bas is .  impor tant  tha t  they 

soSS^JSSSSSSS&'gpf 
Yours  very  t ru ly ,  

C~Y~ ̂  
DAR/ch 

c .c .  Mr.  C.  F .  Wel ton 
Mr.  F ,  M.  Hennessey 
Mr.  A.  Ber tocchi  
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November 16, 1973 

Mr. Richard Esten, President 
Digital Equipment Corporation de 

Puerto Pico 
F. 0. Box 106 
San Germ&n, Puerto Rico 00/^3 

Dear Mr. Esten: 
We have summarized our observations which resulted from 

our review and tests of the accounting Procedure^,5fin0! !clal 

s?s«mentsno0f°S?Ina74ipmen? Corporation de Puerto Rico. 

ss.*s::r râ t ass-
together with Mr. Oslvln's comments theieor.. 

we feel n Is oPP;°^iote to Indicate tha^we^otlced 

thet^all^ou7'recommendations^ and Suggestions made last year were 
either implemented or corrected. 

the invaluablenassist8nce tthey°rendere,d tus tduring l tourUexamination. 
Very truly yours, 

TTV 
3 

^"Tnx:: s r 
GRP 
Closure 1 

\r Mr. Richard Stewart - Digital Equipment  Corporation 
Maynard, Massachusetts (Enclosures 3) 

Mr. Narrao Ortiz, C o n t r o l l e r  (Enclosures 3) 
Digital Equipment Corporation de Puerto KICO 
San German, Puerto Rico 

Ml"cooDers &*LybrandS-yBoston?SMassachusetts 
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BUYING CYCLE/CASH DISBURSEMENTS 

1 -  C u t-° f f  D at® Should Be Included In The EDP 
Report Of Cash Disbursements. 

During our review of the bank reconciliations, we found that 
? d? t G d  I?e f o r e  t h e  c u t"o f f  d a t e  *ere not included'in 

the EDP Report of cash disbursements for that month. The checks 
were recorded in the following month's transactions. 

We recommend that cut-off procedures be strictly followed to 
assure proper recording of information in the accounting records 
and to eliminate the possibility of issuing inaccurate interim 
financial statements. 

According to management this practice has been discontinued 
and the procedures for cash disbursements have been changed. 

2. Reconciling Items In The Bank Account Reconciliations Are Not 
Investigated And Cleared Currently. 

During our examination of the bank accounts, we noted some 
reconciling items which date back to July 1972. Also, there were 
checks outstanding since May, 1972. 

We recommend that these reconciling items be investigated and 
resolved on a current basis by either adjusting ent ries or by 
correspondence or documentation obtained from the banks. Old out­
standing checks should be adjusted after proper investigation. 

3. Standard Bank Reconciliation Forms Should Be Adopted And Reconcil-
iatlons Should Be Reviewed By Persons Independent Of Preparers. 

In our examination of the bank accounts, we found that no 
standard form was used for preparing the bank reconciliations. 
In addition, the person who prepares the bank reconciliation also 
r e v i e w s  i t .  

We suggest the use of a standard bank reconciliation form, 
also all  reconciliations should be reviewed by a person other than 
the preparer and both the preparer and reviewer should evidence 
their responsibility by initialing and dating the reconciliation. 

1 
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ssxsj&rssa s:,ss s-sutwsua.« 
Preparers, continued ——— 

we w-e informed by management that a standard form will be 
implemented during the current year. 

ft. Employees Expense Reports Should Be Submitted And Authorized 
On A Timely Basis. 

During our audit we "Oted that there ^/wh^rexpense 
?eoo?tn°na7t«nCpre^red 'and that in many cases there »« » s 

!^S°r^J.0f^%"^ror?^sS»c2ou^ as of February Eft, 1973 
was $18,'»56.83-

We recommend that the company ^P^fu=(S?|^xaSplefh 

We were informed that management has token step - to correct 
this situation. 

we reco-end that no petty cash " f u n d  b e  made without the 
approval of the immediate supervisor and propei 
expenses incurred. 

We were informed by menegement that our recommendation will 
be implemented. 

The Cash Disbursement Procedure Should Be Improve;! 

In our review of .the buying cycle^ ^^gJorded the day they 
issued in payment of invoices fii^d until payment is due. kt/ss™ """ 
at the end of the month. 

that ohe^Ps which are not mailed dui _ng 
We strongly recommend that ch - w monthly financial 

the month be reversed to cash not to tena 
statement misleading. 



D i g i t a l  E q u i p m e n t  C o r p o r a t i o n  d e  
j .  u e r t o  K 1 .  . . 0  - 3  R e p o r t  t o  M a n a g e m e n t  

6  '  T h e  C a s h  D i s b u r s e m e n t  P r o c e d u r e  S h o u l d  B e  I m p r o v e . ] ,  c o n t i n u e d  

/ ( , O Q  A c c o r d i n g  t o  m a n a g e m e n t  t h i s  p r o c e d u r e  h a s  b e e n  d i s c o n t i n u e d .  
( S e e  c o m m e n t  n u m b e r  1 . )  

^  *  T h e  C h e c k l n g  O f  I n v o i c e s  F o r  P a y m e n t  S h o u l d  T 3 e  S t r e n g t h e n e d .  

W e  n o t e d  d u r i n g  o u r  r e v i e w  t h a t  t h e r e  w e r e  d o u b l e  c h a r g e s  
m a d e  b y  s u p p l i e r s  a n d  a l s o  t h a t  t h e  i n v o i c e s  r e c e i v e d  i n d i c a t e d  
t h e  s u p p o r t i n g  d o c u m e n t a t i o n  o n  a  p a p e r  w h i c h  i s  a t t a c h e d  t o  
t h e  i n v o i c e .  

W e  r e c o m m e n d  t h a t  a  r u b b e r  s t a m p  b e  u s e d  t o  i n d i c a t e  o n  t h e  
i n v o i c e  t h e  d o c u m e n t a t i o n  w h i c h  s u p p o r t s  i t .  I n  t h o s e  c a s e s  
w h e r e  t h e  p a y m e n t s  a r e  m a d e  i n  a c c o r d a n c e  w i t h  c o n t r a c t s ,  t h e y  
s h o u l d  b e  n u m b e r e d  a s  p a y m e n t  1  o f  1 0 ;  2  o f  1 0 ;  e t c .  I n  t h i s  w a y .  
t h e  c o m p a n y  c o u l d  m a i n t a i n  a  m o r e  e f f e c t i v e  c o n t r o l  o v e r  p a y m e n t s  
a n d  a v o i d  d u p l i c a t i o n .  

M a n a g e m e n t  a g r e e s  w i t h  t h e  r e c o m m e n d a t i o n  a n d  t h e  u s e  o f  
a  s t a m p  w i l l  b e  i m p l e m e n t e d .  

B U Y I N G  C Y C L E / A C C O U N T S  P A Y A B L E  

0 .  N u m e r i c a l  C o n t r o l  O n  D e b i t  M e m o r a n d a  S h o u l d  B e  E s t a b l i s h e d  
T o  A s s u r e  P r o p e r  R e c o r d i n g .  

D u r i n g  o u r  r e v i e w  o f  t h e  b u y i n g  c y c l e ,  w e  n o t e d  t h a t  
a l t h o u g h  t h e  d e b i t  m e m o r a n d a  w e r e  p r e n u m b e r e d ,  t h e  a c c o u n t i n g  
d e p a r t m e n t  d i d  n o t  a c c o u n t  f o r  t h e  n u m e r i c a l  s e q u e n c e .  

W e  r e c o m m e n d  t h a t  t h e  n u m e r i c a l  c o n t r o l  s h o u l d  b e  c l o s e l y  
o b s e r v e d  b y ^  b o t h  p u r c h a s i n g  a n d  a c c o u n t i n g  d e p a r t m e n t s .  T h i s  
p r o c e d u r e  w i l l  l e s s e n  t h e  p o s s i b i l i t y  o f  t h e  c o m p a n y  p a y i n g  f o r  
g o o d s  a l r e a d y  r e t u r n e d  t o  v e n d o r s .  

W e  h a v e  b e e n  a d v i s e d  t h a t  a  n e w  p r o c e d u r e  h a s  b e e n  
e s t a b l i s h e d  w h e r e b y  t h e  a c c o u n t i n g  d e p a r t m e n t  m a i n t a i n s  a  f i l e  
o f  a l l  d e b i t  m e m o r a n d a  p r e p a r e d  b y  t h e  p u r c h a s i n g  d e p a r t m e n t .  
T h e  f i l e  i s  r e v i e w e d  e a c h  t i m e  a  p a y m e n t  i s  m a d e .  

9 .  A p p r o v a l  F o r  P a y m e n t  O f  I n v o i c e s  S h o u l d  B e  M a d e  I n  I n k .  

W e  n o t e d  d u r i n g  o u r  a u d i t  t h a t  t h e  a p p r o v a l  f o r  p a y m e n t  
o f  i n v o i c e s  i s  b e i n g  m a d e  i n  p e n c i l .  
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9. Approval For Payment Of Invoices Should 3e Made In Ink, 
continued 

We reccmend that approval for payments be made in ink to 
fix more responsibility on the approver. 

Management agrees with the recommendation and will imple­
mented it immediately. 

10. Accounts Payable Detail Has riot Been Reconciled To The General 
Ledger. — — —-

During our examination of the accounts payable, we noted 
that the balance per the general ledger exceeded the d®tail 
records by approximately $312,000. Upon further ^estigation 
we found that the two records had not been reconciled dui ing 
the year. 

We recommend that the accounts payable detail be reconciled 
to the general ledger on a periodic basis and that any difference 
be investigated and resolved on a timely basis. 

11. copy Of Purchase Order Used As Receiving Report Should Not 
Include Unite or Quantities. _ 

During our review of the Buying Cycle, we noted that one 
CODV of the purchase order is used as receiving report. This 
n%-tW is Set -infective from a control standpoint because 
the purchase orders contain units or quantities to be receiv . 

We suggest that the copy of the purchase order sent to the 
receiving department do not include quantities or un.ts to 
roceivt-d This will provide a better method for determin. g 
that the"goods were actually received, in the quantity ordered 
and in good condition. 

Management agrees with our comment and will pursue it with 
the purchasing department. 

SELLING CYCLE/CASH RECEIPTS 
p A Listing Of Cash Receipts Should Be Prepared Before Checks 

* Are Given To The Accounts Receivable Super, xoor. 

nuT-dr.fr cur review of the selling cycle, we noted that 
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SE L L ING CYCLS/CASH RECEIPTS ,  con t i nued  

I I .  A Lis t i ng  OC Cash  Rece ip t s  Shou ld  B e  P repa red  Be f o r e  Checks  Are 
Given  T o  The  Accoun t s  Rece ivab l e  S upe r v i s o r ,  con t i nued  

W e r e c om m e nd  t ha t  t he  pe r son  r e c e i v i ng  t he  ch eck s  p r epa re  a  
l i s t  j .n  o r i g ina l  an d  one  c opy ;  t h e  o r i g ina l  shou l d  be  kep t  by  t h e  
p r epa r e r  and  t h e  copy  shou ld  b e  s en t  t o  t he  Gene ra l  Ledge r  Supe r ­
v i so r ,  who  v 7 j . l l  ma t ch  t he  c he c ks  r ece ived  f rom t he  Accoun t s  
Rece ivab l e  Supe rv i so r  w i th  t he  l i s t  when  p r ep a r i n g  t he  depos i t .  
La t e r  t he  s ec r e t a ry  c ou ld  ve r i f y  t he  depos i t  by  compar ing  t he  
au the n t i c a t ed  d ep o s i t  s l i p  w i th  t he  l i s t  o f  checks  r ece i ved .  

V.'a were told that the Controller's secretary will prepare the 
l i s t  o f  c he c ks  p r i o r  t o  t he  Gene ra ]  l edge r  Supe rv i so r  r ece iv ing  
t hem.  

13. C.ash R ece i p t s  Shou ld  De  Depos i t ed  P rom pt ly .  

Our  examin a t i o n  o f  bank  r e conc i l i a t i ons  d i s c lo sed  t ha t  
d e p os i t s  i n  The  Cha se  Ma nha t t a n  Bank  and  Banco  Po p u l a r  de  Pue r to  
R i co  accoun t s  we re  be ing  m ade  one  t o  fou r  days  a f t e r  they  had  be e n  
r eco rded  on  t i c  b o o k s .  

We  r e com m end  t h a t  a  p rocedu re  b e  i mp l e me n t e d  w he r eby  a  pe r son  
i ndepen d en t  o f  o t he r  ca sh  f unc t i ons  i s  a s s igned  t he  du t i e s  o f  
p r epa r ing  bank  depos i t s  da i l y .  Th i s  p rocedu re  w i l l  f a c i l i t a t e  
t he  r eco rd ing  o f  checks  and  c a sh  on  a  t ime ly  b a s i s  and  a l so  
e l i m ina t e  t he  pos s ib i l i t y  o f  t h e  fund  be ing  m i sp l aced .  

Ma na ge me n t  ag r ee s  wi th  t he  r ecommenda t i on .  

14. The  Number  0 1 '  Cop i e s  Of  Sa l e s  I nvo i ce s  Can  Be-  Reduced .  

We  n o t ed  t h a t  t he  p r i n t ed  s a l e s  in v o i ce  f o rms  have  s i x  
cop i e s  o f  wh ich ,  tw o  a r e  s en t  t o  t he  pa ren t  company  fo r  each  
sh ipm en t ,  one  i s  s en t  t o  P roduc t i on  Con t ro l ,  two  a r e  kep t  i n  t he  
accoun t i ng  depa r tmen t  and  t he  o the r  i s  de s t royed .  

We recommend that the number of copies be reduced to four 
since two of them have no specific use. This will reduce the 
cos t  o f  t he  f o r m  and  o f  f i l i ng .  

Managemen t  ag r ee s  w i th  t he  r ecommenda t i on  and  w i l l  
i nves t i ga t e  f u r t he r .  
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PRODUCTION CYCLE 

15. General Batch Control Logs Should Be Maintained By Each Department 
Generating Documents to EDP Department. 

During our procedural review, we noted that 'he Batch Control 
Logs in Stockroom 171 have been discontinued. This practice may 
cause distortion in the processing of the information. 

We suggest that the log be put back into use immediately to 
control the documents that go in and out of EDP. This will also 
serve as a check of information processed by EDP. 

16• Differences On Stock Status Reports Should Be Recorded Monthly. 

Stock Status Reports for raw material are being reconciled 
to the General Ledger since October 1Q72. However, the differences 
as determined from the reconciliation are not recorded either on 
the EDP tab or the general ledger. At February 28, 1973 there 
were approximately $; 60,000 which have not been adjusted. 

W e  strongly recommend that these differences be investigated 
currently and adjusted on a monthly basis. 

Management indicated that differences are now being investi­
gated and adjusted on a current basis. 

17. Forms To Change Or Add Parts To The EDP Master Parts File 
Should Be Approved In Writing. 

W e  noted that the forms used to change and add parts to the 
EDP Master Parts File are not being approved. 

We suggest that these forms be approved by a responsible 
employee and that both preparer and reviewer evidence their 
responsibility by initialing and dating the forms. 

Management agrees with the recommendation and will  
implement i t .  

l8. Batch, Control Forms Should Be Verified And Approved In Writing 
Before They Are Sent To The EDP Department. 

W e  noted that the batch control forms are not being verified 
and approved before they are sent to the EDP Department. 

We recommend that this procedure be implemented to avoid the 
processing of erroneous information. 
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PAYROLL CYCLE/COST AND EX PENS ES  

19 .  Pay ro l l  Deduc t i ons  Sho u ld  Be  Based  On  Employees '  Wr i t t en  
Au tho r i za t i on .  

Dur ing ;  ou r  t e s t i ng  o f  t he  pay ro l l  cyc l e  we  no t ed  t ha t ,  i n  some  
i n s t a nc e s  income  t ax  d e duc t i ons  a r e  be ing  made  f r o m emp loy e e s '  
s a l a r i e s  ba s e d  on  v e rba l  au tho r i za t i on .  

W e  r e commend  t h a t  a l l  deduc t i ons  made  f rom emp loyees '  s a l a r i e s  
be  made  ba s e d  o n  w r i t t en  au tho r i za t i on  t o  avo id  t h e  pos s ib i l i t y  
o f  f u tu r e  c l a ims .  

70 .  No  Au tho r i za t i on  I s  Kep t  I n  The  Pay ro l l  Or  Pe r s onne l  Depa r tm en t  
Fo r  Deduc t i ons  Made  Fo r  Employee s  Coope ra t i ve  Con t r i bu t i ons .  

I n  ou r  examina t i on  o f  t he  emp loyees  d e d u c t i o n s  we  n o t ed  t ha t  
n e i t he r  t he  Pay ro l l  o r  P e r sonne l  Depa r tmen t  keep  r e co rds  o f  t he  
deduc t i ons  made  f o r  emp loyees  coope ra t i ve  con t r i bu t i ons .  

We recommend t h a t  t he  P e r sonne l  Depa r tmen t  imp lemen t  a  fo rm  
t o  be  u sed  a s  a n  au tho r i za t i on  f o r  mak ing  t he  coope ra t i ve  deduc ­
t i ons .  A  c o p y  o f  t h e  fo rm  s h o u ld  b e  kep t  i n  t he  Pe r sonne l  
Depa r tmen t  a n d  a  co py  shou ld  be  g iven  t o  the  Pay ro l l  Depa r tm en t  
f o r  mak ing  t he  deduc t i on .  

21 .  Unc l a imed  Wages S hou ld  Be  Depos i t ed  Af t e r  O ne  Week ,  

We  n o t ed  t h a t  t h e r e  were  s e ve n  pay  enve lopes  wh ich  had  no t  
been  c l a imed  by  t he  em p loyees .  Some  o f  t he  pay  enve lopes  
co r r e sp o n d ed  t o  pay  pe r i ods  a s  f a r  a s  f ou r  mon ths  b ack .  I n  
add i t i on ,  we  no t e d  t h a t  t he r e  was  f r e e  acce s s  t o  t he  f i l e  where  
t he  u n c l a im ed  wages  we re  kep t .  

Unc l a ime d  w a ge s  s ho u ld  be  depos i t ed  and  
a f t e r  t he  pay  d a t e .  w i th in  a  

s h o u ld  
r ea sonab l e  t ime -

be  l im i t ed  t o  t he  e mpl oye e  r e spons ib l e  

l i ab i l i t y  r ec o r de d  
Acces s  t o  t he  f i l e  
fo r  unc l a ime d  wages  

FIXED ASSETS 

22 .  The  Com pany ' s  Po l i c y  O f  Cap i t a l i z i ng  Asse t s  S hou l d  Be  I n  Wr i t i ng .  

Du r i ng  ou r  t e s t i ng  o f  t he  f i xed  a s s e t s  we  we re  i n f o r med  t ha t  
t he r e  i s  a  min imum amoun t  ( $ 2 5 0 )  t o  be  u sed  a s  a  b a se  f o r  
cap i t a l i z i ng  a s se t s .  We  no t ed  t ha t  i n  man y  ca se s  t h e r e  w-
i t ems  c ap i t a l i z ed  wh ich  cos t  was  l e s s  t han  $750 .  
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w  /  •  
- "r' ' iiQ-i!.;' * " "-'olioy cf Capitali zing Ar.sets Should Be In Writing, 

continued 
We recommend that this policy be put in writing for the 

guidance of interested employees.  

According to management, the parent company's >}« s  been  

adopU i, however, exceptions were made for typewrite'- anc 
calculators. 

,73. Asset: For Employees' Apartments Should He Segregated From 
Company's PI cr.t Ar.r — 

We noted during our audit that the company is recording the 
assets purchased for the employees' apartments in oi.-ce tu.nit 
and equipment.  

We recommend that a separate account and a p r o p e r t y  lodger ce 
established to record these assets. This will Improve the control 
over <he onsets being used, by company employees.  

Management agrees with our comment and will implement the 
recommend ation. 

INTERCOMPANY ACCOUNTS 
24. Reconciliation Of Intercompany Accounts (I)EC-Maynard) Should 

Be  Dene  On A Monthly  Bas i s .  
Ti e accounts receivable enl payable with DEC, Maynaro, is not 

company but nffiJifl ag?ee!^n'% c'^nSated as to 

documentation. 

We suggest that management review thi " ^nation ^  
parent company's employees responsible for 3 'Yn 
establish a better l ine of communication o a/oid ueiajo in 
closing at yesr-end and to eliminate the add! ion -1 ^ 
having an employee come from the paren. compc ty 
accounts.  

4- pani c  tHis situation is  improving as ohey Management feels that nis s . .  r  %trenethening the 
stress to the parent company the necessity 01 strengthening 
controls in this area. 
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GENERAL 

25-

We no*""® 41—•*-
mate" ent 
Ledger, p 
petty cas) 

segregated to 
company's assets. 

ional personnel have been 
reassigned. 

26. I!^_Co^m^^lj_implement 0r Revlse Its Or^nlzatlona1 ^rt 

a rorMl°J?ore-1"nnof S5!* « , r e«e n t ly 1 , 1  "»• does not provide 
i t ies or "ob des.^?D?Ln » wMd 8 h w l n? Actional responsib: 
an c-x^hPnt t .ni f e 1 1  P r oPa r e c i  organizational chart 
and in determining^work'load^distribution?^'1^ J°b  r e S p o n s i b i l i t :  

lid nag em ent agrees with the observation. 

2 7 '  T h e  Chart of Accounts Should Be Expanded. 

We noted that most of the accounts in the chart of acpnnnfc 
ffi » * 
onsio ,ency in recording and summarizing accounting transactions 

Management agrees with the observation. 

28. roanoJal. statements Should Be Revised. 

C3UC4uci Uti . 

ments presently in use provides * :  
or decreases in account balan o 
,  these fluctuations are not 
e also noted that the report 

:ormation and has a wide distribu-

in the presenta-
ribution is 
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29. All Leg a 1 Documents Should Be In The game Of The Corporation. 

During our examination of the company's lease contracts, 
we noted that a lease contract for a condominium apartment 
was signed by an employee. The contract in no instance made 
reference to Digital Equipment Corporation de Puerto Rico. 

We suggest that all legal documents signed on behalf of 
the company be signed by one of the officers in representation 
or as agent of the company. Otherwise, the company could be 
deprived of its legal rights in case of any legal action. 

Management agrees with the comment. 

30. No Written Evidence of Verification Of The information Used 
For Posting To The General Ledger. 

During our examination, we noted that there was no 
evidence of the verifications made by accounting department 
of the source documents used for posting to the general ledger. 

We recommend that the accounting department closely 
supervise the various centers generating information to be 
used by EDP to Insure that errors rejected during EDP pro­
cessing are corrected and re-entered to maintain '.he 
completeness and accuracy of EDP processing. 
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T£L£PHONE: (022) 313133/34/33 
T£L£GHAMMES COOP.V9 
T£L_EX: 2777Q 

SOCIETES DE REVISION AMIES 12, RUE BONIVAPD 

°-S TOASTS COUNTS 1211 GENFEVE 1 

(CASE POSTALE 853) 

2nd November 1973 

Mr. P-Y. Tiberghien 
Finance Manager 
Digital Equipment International Europe 
8l route de 11 Aire 
1227 Geneve 

Dear Sir, 

Digital Equipment Corporation S.A. 
Digital Equipment Corporation International, Geneva Branch 
Internal Control 

During the course of our final audit of the above companies for the 
year ending 30th June 1973 the following matters came to our notice to 
which we wish to draw your attention. 

Pension scheme 

In the account 3204 "Company Fension Plan" the following amounts have 
been accrued as at 90th June 1973 •* 

S.A. Sfrs. 181,926 
-E.H.Q. Sfrs. 356,106 

The company has deducted the employees' share of the pension scheme 
from the monthly salary payments and accrued this share with the 
employer's share. 

Although the company's employee benefit programme became effective on 
1st July 1971, neither has the planned welfare foundation been registered 
nor has the final contract with the insurance company been signed, be 
were told by the personnel department that there is a signed preliminary 
contract with the insurance company, but no such contract could be 
produced for us. Furthermore, we were unable to obtain from the company 
the individual accounts of the paid-in amounts for each employee. 



We are rather anxious about this outstanding matter, especially since 
this situation has persisted over a period of two years. In addition 
the accumulation of the paid-in money in the company instead of being 
transferred to a welfare foundation contravenes the legal requirements 
(Swiss Federal Code of Obligations, Article 333, para. 1). Furthermore, 
if no preliminary contract with the insurance company is in existance, 
the company is liable to pay compensation in the event of the death or 
disability of a staff member. 

Reconmc-ndnt j on 

Every effort should be made to register the foundation and to ensure the 
contract is signed with the insurance company. To comply with the 
requirements of the supervisory board for foundations, individual 
accounts of the paid-in amounts per employee should be set-up. 

Intercompany accounts 

At 30th June 1973 Digital Equipment Corporation S.A. had with the 
parent company a debit balance of about ; irs. 1,000,000 as all idle 
money has been transferred to Digital Haynard. Co long as digital 
Equipment Corporation S.A. makes profit and this profit is not 
reinvested otherwise, the debit balance with the parent company will 
increase. 

As the parent company pays no interest on this balance, the tax 
authorities may consider this as a hidden dividend payment to the 
shareholders. The consequence would be that the company would have 
to pay the withholding tax to Berne out of the amount of the unpaid 
interest (Federal law of withholding tax, Article 4, para. 1, point b, 
and the corresponding executing ordinance, Article 20, para. 1). 
Furthermore, the unpaid interest would be liable to be' added^ to the 
taxable income of the company (Decree of the Federal income ^ax, 
Article 49, para. 1, point b). 

Re c omrr.c n d a t i on 

Unless the debit balance with Maynard is a temporary one, an interest 
of at least 5(according to a memorandum of Federal Tax Authorities, 
dated 30th June 1971) should be computed, in order to avoid the a cove 
mentioned tax implications. 

Accounts and provisions 

Many accrual and provision accounts were not up dated. Where the profit 
was materially affected, we made the adjustments, except for the accrued 
quantity discounts (account 3M0) in Digital Equipment Corporation S.A., 



as we could obtain the details for this account only after the final 
closing of the books. The quantity discounts are over-accrued by 
about Sfrs. 80,000.<—. 

Recommendation 

The accrual and provision accounts should be up dated each period in 
order to reduce time consuming adjustments at the year end. 

We should be glad if you would inform us in due course what steps you 
decide to take in connection with the above matters. Please also 
inform us from time to time when any changes are made in the existing 
system of internal control. 

If you need any further information please do not hesitate in contacting 
us again. 

HW/mp 
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Munich, July 6, '1973 
The Kanegefcant 
Distal Equipment GmbH 
8 KUnchen 13 
Wallenstein-Platz 2 

Sear Sirs ,  

Interna 1 Control 

Following our interim audit for the year ended June 50, 1975 we should 
like to report on certain weaknesses of internal control and other prob­
lems which came to our attention. 

Inventory connx II. L "T ' 1 

It wac difficult for us to establish that the distribution and return 
of the inventory sheets vea properly controlled since scale sheets were 
not prenumberedj these sheets were numbered eftar the inventory count 
va3 completed with the result that certain numb era wore duplicated, V/e 
recommend that in future mcro care is taken to ensure- thai all sheets 
a r e  n u m b e r e d  b e f o r e  d i s t r i b u t i o n  a n d  t h a *  s u f f i c i e n t  p r e n u m b e r o c l . v e  o  3  
are available at eaoh Inventory location. 

The calculations and additionn on the inventory sheets had not ie&n < 
checked independently of the person carrying out the work. In our rests 
we found nunc roue calculation and addition errors so that the sheets were 
returned to the company for check:i.n~. We reco amend that the sheets oe 
checked independently before bei.if; passed ea co~apl£-vod« 

Due to the nature of Special Soui •• acnt Dap&rtaent'o work it is not the 
company's practice to record it^me of inventory drawn bj the depa .taeut 
until a job is finished, in the meantime asaorandua reoorda are kept of 
inventory drawn hut not yet returned or chergo'd. At the eeae of t .e 
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inventory taking at the end of March 1973 the department was over­
looked and no inventory taking took place, This resulted in a differenc 
when reconciling the physical count with the bock stocks. It was estab­
lished by checking the memorandum records cf the department at June lOt 
that the difference was approximately represented by inventory in the 
department» We recorcmf'nd that more care Is taken when organising the 
inventory taking to ensure that all departments where inventory is hold 
are covered by the count. 

At the time of our interim visit, June 12 to 15, "'973? the inventory ha 
not been valued for the following itemsi -

I) Expensed Goods Stockrooms, other than Munich 
IT.) Expeused Goods Field Service Personal! 

Ill) Demonstration Equipment 

In addition we were unable to agree in quantity the demonstration equip­
ment with the analysis of the ledger account as the count was made by-
individual items but the ledger. analysis was made in complete equipments 
We suggest these evaluations are made as so on am possible, 

At the time of our interim audit no work had been done by the firm in 
establishing amounts of obsolete stock provisions or provisions for 
cancelled projects, We suggest this is done as soon as possible„ 

Purchases and trade nayablee 

In the reconciliation of the general ledger'account ''Trade payables" 
with the outstanding invoices for the month of April 1573 there was e 
difference of DM 797."'2 which arose due to a difference between the 
total invoices credited to the account and the total of the lists of 
invoices sent to Geneva for processing. The company were unable to find 
this difference as Geneva had not sent to them the computer print out 
"Suppliers Proof" to enable it to check this agaiuet the lists sent, 
We recommend that Geneva ensures that the company receives a copy of 
e a c h  p r i n t  o u t  r e l a t i n g  t o  a t ,  
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The company maintains its trade payables on the "open file system" 
but has no method to ensure that all invoices received are booked, 
especially since invoices are sent to departments for approval before 
being booked, and no system to prevent copy invoices being booked and 
paid so veil ao the original. We reccmnsnd that tho company maintains 
an "Invoice Received Book" (Rechrutigseir.gang3b v.oh) which should be 
vritton up at the time tho invoice is received in the post and should 
record at least the following informations -

I) dote received 
I I )  invoice data 

I I I )  supplier 
rv) invoice number 
v) amount 

V I )  date sent to dspax'tnxnnt, and department 

V I I )  date returned by department 

VIII) date entered in books 

In addition wo reconmeud that all copy invoices received, axcapt those 
replacing missing invoices, should on receipt be either destroyed or 

filed eeparately. 

Trade receivable*; 

Tho general ledger balanc3 at the end cf April did net agree vi*h tho 
list of balances as the Geneva computer had looked the receipts /or 
April ia the general ledger but ths receipts for April end tho first 
vofek in Kay to tho personal accounts. Mo rccomnend that KOXI carc in 
taken in Geneva to ensure that entries are nao.e in the correct parioi. 

It is the practice for Geneva to hock all intovcoasrany aoeoun .s xz&z: 
frcu the copy invoice or credit novo sent to them rarect. In April 
'-.hey entered an amount in the "Trace Receivables" account without 
making the corresponding entry in . o personal account. :/s recommend 
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that Geneva leaves open items for which if cannot complete the entries, 
©specially in this esse where she intercompany iter, from America was & 
duplication of an item notified to America from Germany, 

As mentioned in our Tntorr.ol Control letter of July 15, 19?* reminders 
ore only sent to customers whose accounts are over 6C days old and un­
balances are over DM 10,000,—. We recommend that reminders are sent to 
all  customers whose accounts are over 60 days old as there are a large 
number of balances under DM 10,000.-- but over 60 days old. 

Shares in transit  

this account represents shares purchase under the" companyf a '"Stock 
Option Plan" however the items in transit are not being cleared prompts 
afl the company is not ensuring that the persons exercising the option 
notify it when the shares are received as set out in Item 10 of the 
Memorandum of November 10, 19?? re "Restricted Stock Purchase Plan", 
We recommend that the company suaures that it is noxiiiad whan snare* 
are received under the option and clears this account prompt j.y , 

General 

All these matters have been discussed with the company's management aw., 

accounting personnel • 

We should like to express our appreciation for the courtesy extended 
to us by the management and staff of the company during our examination 

of the accounts: 

Should you require „»y fort bar information concerning natters nM in 
this letter, please do not hesitate to contact us 

Yours truly? 
COOPERS & LYBRAND 

Wtor t s cbaftsprufungsgese 1 Uf hai c fcml A 
1 (Xa,4 a— 

)T t: 
6 
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1 5 t h  N o v e m b e r ,  1973.  

Dear Mr. Dcnnir . ton,  

In the courne of our audit for the y»r coded June 30 1573 
ee examined the 

. .a  « .  -Jg.  
A. erranged at our inter*.. .  -  '£ '£ n o t le.  d.r-
your attent ion to  realm a.  -  n  r n  , . m c I i  the  «ystern could be 
in S  this  examinat ion and to  suggest  ways  in  which cue sysc  

improved.  

Ac W a explained at  our interview,  the  err-r i  nat ion of  the  
i  t -rr .1  which we carried out  cannot  be  expecteo 

system of  internal  control  -  • reason the  natters  

which exist  in  the  system.  

Credit  notes  

Several credit notes xnmloed by «. ̂  Jj[ "tg'ed 
uonslble scalar official. W. recount that .11 «, 
a,  evidence ^  'business  nhe. l l  •  !#» cr^tte  thtt  

re lat^to^their  operat ions ,  e .g .  .1 .  .h»M .UP - i»t—« 

credits .  

Inventory  records  

4.  "  Shilet  b in cards  are  sulntelncd by the^torc^n^or encyst-

egory of  module no detai led t i i a t  considerat ion should 
volume of  inventory i s  t p / r e  .  .  '  i G t j t t e r  f 0 r  a l l  c l a s s e s  o f  i n v e n t o r y  
•oc  g iven CO octroi  account ,  in  the  general  
v ihic l i  cen be  reconci led to  -  -  p r O T tde  a  more re l iable  
ledger.  We consider  that  taose  L'"- ires  and avoid the  problems vhlch 
m-thod of  yreperloe  HnH JO'C^C 4  •  ecqclred at  
arose  this  year where modules  were 

. . . 1 2  



D. Dennlston Esq. ,  
General  Manager,  
Digital  Equipment Australia Pty.  Limited.  

different discount rates from your parent company and no records were 
available to establish the number acquired at the earlier discount rate.  
These records wil l  become more important in iuture years,  If  increased 
levels  of inventory items purchased from outside the group arc held.  

Software support  arxi  noeclal  systems 

5.  There Is  no formal system at  present to record al l  costs  
associated with jobs being carried out by the above sections of your 
cocipnny.  We rocoraaenU that consideration be riven to establishing 
detailed work in progress ledgers for there ructions in which wil l  be 
recorded al l  costs ,  i .e .  labour,  materia!  and overhead incurred by each 
Job.  Wc shall  be plea ed to assist  in any way in the sott inr up of  
these ledger*.  

"(ululr inventor 1 -  f ield r. ivlcc 

C, These nodules arc retained for long period® and are used in 
the servicing u L  cuatomers computers.  We unt rstoud that the'e modules 
are used to replace faulty modules in computers which are in turn 
repaired by your technicians and replace stock taken* 

7 ,  At prr sent provision for lor.s  in value of  these modules Is  
made on an arbitrary basis* We feel  that this  ba3ts Is  not entirely 
satisfactory and recotanund that the f ield service manager should review 
al l  stocks held and determine the estimated l i fe  of these modules.  
Provision for loos in value should bo made iu conformity with this  
estimate of  useful  l i fe .  In addition,  consideration should be given to 
tha creation o* a provision for the estimated cost  of  repairing faulty 
nodules and the amount of  this  or« vipion deducted from the book valur 
of  the modules concerned,  

l  ie  Id service reports 

g .  Wo noted thet thcr I® no written approval by a senior employee 
in the computer service dopartr on decisions not to bi l l  customers 
foe COSCf incurred in pervicing customers machines.  We recommend that 
the service manager in each State should s in field rervice reports as 
evidence that he approver,  the non-bil l ing of thes® costs .  

Se1aries 

n#  There is  no written evidence available in t l ie  personnel  records 
that salaries of  employees paid on a weekly ba^is tave been approved by 
a responsible off icer of the company. We recommend that the general  
manager or such other senior off icer as is  appointed by him should uiyn 
the history record card of  the employee to evidence the init ial  salary 

rate end any variations na>. 

10.  lo addition,  wc were unable to locate some review application 

forms or confirtnatory telexes from Mnynard in respect of  senior staff .  

. .  . / 3  



D. Denniston Esq. ,  
General  Manager,  
Digital  Equipment Austral ia  Pty.  Limited.  3 .  

We recommend that  a l l  telexes and a copy of  a l l  applicat ion forms should 
be retained in the personnel  f i les .  

Fixed assets  

11.  We understand that  an inventory was taken during the year  of  
al l  f ixed assets  but  has not  as  yet  been agreed with the f ixed asset  
register .  We consider  that  the inventory should be agreed with the 
fixed asset  register  during the current  f inancial  year .  

12.  We shal l  be glad i f  you wil l  inform us in due course what  
s tops you decide to take in connection with the above matters .  Please 
also inform us from t ime to t ime when any changes are made in the exist­
ing system of internal  control .  

Yours fai thful ly,  g.l 
C3 
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Mr*. P.Y. Titcrghlen, 
finance Manager, 
Digital Equipment Corporation 
International Europe 

8l, Route ae l'Aire, 
1227 - Carouge/Ceneva 
Suisse 

•'OC»*'CO p.sms 
4H4J O* TM« womo 

COOPERS & LYBRAND 
CHASTftSCO ACCOUNTANTS 

Dear Sir, 

equipment digital. s.a.r.l. 

Accountinr system and internal controls 

As requested by our office in Geneva, we have examined the accounting 
system arid the principal Internal controls which Equipment Digital, S.A.R.L. has 
established to <_i.-_bie it to ensure, as far as possible, thz accuracy and 
reliability of the company's records and to safeguard its assets. We appreciate 
that the size of the company makes it impracticable to install a complete system 
of internal control, which provides all the safeguards that are desirable, and 
that your own department in Geneva keep a close watch on the transactions of 
the company. For the purposes of our audit we rely on the supervision which is 
thus carried out, but we consider that certain procedures which came to our 
notice during the course of our audit could be revised on the lines suggested 
in this letter, so as to improve the system of internal control. 

2. For the sake of clarity we have divided our points into those of 
major and minor importance and the latter will be found in the Appendix to this 
letter. 

As we explained to Mr. Phocas, the examination of the system which 
we carry out for the purposes of our audit does not necessarily disclose every 
weakness, arid for this reason the matters dealt with in this letter may not be 
the only shortcomings which exist in the system. 

Rank reconciliations 

4. The first bank reconciliation prepared in fiscal year 1973 was for 
April and for that the company had the assistance of one of your central staff. 
The second, for May, contained a large number of apparently contra items v/hich 
were still in the process of being eliminated at the time of the termination 



of our audit in July. We understand that this undesirable situation arose due 
to a combination of a shortage of personnel, since alleviated in the accounts 
department, together with considerable delays in receiving bank statements in 
respect of the main accounts. 

5. We consider that regular reconciliation of bank accounts is necessary : 

(a) to confinn the company's cash assets, and 
(b) to be in a position to follow up all suspense items. 

We recommend therefore that the company make regular monthly 
reconciliation of its ban* accounts and ensure 

of the Credit Leads' accounts 

instead of the present combined statements. 

Credit control 

A During our audit we noted that the new credit controller had not been 

provided with any written instructions as to liners, 
credit control. We consider that the length of credit *»^1°ompany should 

SiSlJlundrrpnieLi? "a fonts of weehiy follow-up procedures. 

Bad debt provision 

Lger Sln^lhLTas'n" af thfycar end! some bad been 
settled, and to that extent the provision made was inaccura . 

8. In addition the bad debt provision uJgC°g®^ can be'obtained" 
including sales tax. This is unnecessary in payment of this tax, 
in respect of T.V.A.  by adjustment of the periodic pa, 
subsequent to the writing off of a bad debt. 

J +Va +• in future the bad debt provision be calculated on 
9. We recommend that in ^ tQ oompany poUcy as laid down by 
sales invoices, less T.V.A. und which states that receivables 
the European Accounting Procedures man ^ , - local accountant, 
provisions should be set up and reviewed quarterly oy 

Accruals 

For the ^any 

?:rdthrmonth. f: 
not in line with budget the the interest of speed, 
While appreciating that this aP^oa b made to reconcile all accrual 
we consider that regular accruals at the year end. We 
accounts in order to be able to s P for all such accounts monthly in 
recommend that reconciliation:s P ^ u h been received from suppliers, 
arrears, when the majority of invoices wix 



finlcs tax declaration the company takes the 
,, in preparing the all at a standard rate^o^ 
computer calculatedI W.**•»; al the ^tcabie to the 

^ «ml tidies by live uu . +he main rate c-fi f1rure computed in 
pre paration. Al*»* the turner fi*-  ̂rench 

'̂Parrmue 

Pc The total sales at eaehdltfer^ ^ Suoh an 

p-rirrip -̂̂ rr̂ p-t steps -1̂  » 

inventory iLiiiiuau. inventory are recorded ™J°°°PtCe 
12 We noted that "ce'£*tory relief, by deteand ^sufficlent for the 

« ir\ +_Vio esse of +v>4« infonTiS.^-1 on - reforoncG by date in the c^ ^ that thls^ln^^ that specific ret^ ^ 
engineer 3 -- inventory novonen - heet numbers In o already 
effective control o withdrawal retui. ained. Provision na 
he made on cards to th^ Inventory can be naln 
effective «°n^lcards for such document ref 
been made in w» 

V..eh coupons . issues of lunch ^"^"PiPthe 
The company malnWln^i^^ ,n t ^n*ra^^Ue bach 

aUcmpt is made to^us JF^ the ooupo- held -^;u ̂  o âverâ  

to'the balance at June ^ the refers. w f^ e ls a serious 

s&s-5£2rr-S.-r- —' - " 
risk of loss to , . 
negotiable. ^ luncheon coupons purchased^d ^be struck. 

Vie recommend that all s in hand at any on ter Qf issues, 

=srHr,"SJ- „_ „„ 
U l f  y o u  w o u l d  i n f o ™  u s  i n  < * »  a l s o  l n f 0 r a  

^ decide S ~ ̂  '"S ^ 
us from time to Yours truly* 
internal control. 

COO PERS 8a LYBR^ND 



BOBJjgAjgESSES OF piTKKUAr. rn,m,oT 

». ™,-5 srysr r 
such as cfflce^uppMer^rstalfbrh l3SU<! "" offlolal order for ltans 
be retained for comparison „»h S^^Z.^ST °f ^ 

notes be filed Kit^the^relevan^-al0 desbatohed no-c= and goods received 
Of reference. ^levant sales and purchase invoices, for ease 

of overtime, lie recommend that allthere WaS n° evidence of approval 
by the signature of a responsible officii! * aUthor"ed and evidenced 

were established englneerS' 



C O P Y  
KESSELMAN & KESSELMAN 

(mCMlNO IN tllAll JSCI 1«a«l 
JERUSALEM TEL - AVIV HAIFA 
r  o i .  9 i i «  r . o .  i .  4 s >  '  o . i .  o n  
CODE 11 090 CODf «1 000 COOt 11 0G0 
III. 9)9191 ML 011)94 III, S 91 9 4 9 

C*tl CI l AtOIIKOV 

Tel-Aviv, July 30, 1973 

C 

Decsys Computers Limited 
7 Hobakook Street 
Tel-Aviv 

Gentlemen, 

/ 
RECU, le  
3 - m 

MpL'.̂  
1/  

Arising out of audit of your accounts as at June 30, 1973, wo 
have the following comments i 

1. Prevision for service warranties 

Under soles contracts with customers the company hes assumed service 
warranties for a period of twelve months. No provision has been made 
in the accounts for the estimated liability that might be incurred 
under these warranties. We recommend that an estimate be made of the 
warranty liability and that adequate provision be set up therofor. 

2. Inventoriesi 

a. No physical count of inventories was taken during the entire 
pcrica since incorporation (March 8, 1972) to June 30, 1973. 

b. Inventories at June 30, 1973 are valued at IL 282,000. We do not 
find that any particular person has been assigned responsibility 
for physical quantities of inventories, nor have we found any 
regulation providing for such responsibility. 

c. We recommend that the purchase price of small computer parts taken 
into inventory be entered on the inventory cards. This will permit 
a more accurate valuation of inventory items. 

3. Accounting records: 

a. The general ledger in its present form does not meet company 
requirements and does not facilitate the audit function. Thi3 is 
due mainly to the fact that each account in the general ledger is 
divided into twelve different parts and is devoid of all detail. 
Due to the above facts it is not possible to scan the accounts 
and makes an analysis of any specific account very difficult. 

2/. .  



b.  Certain of the journal  entr ies  recorded in the ledger are prepared 
in Geneva and are not  suff iciently explanatory.  (See our telex 
dated 17.7.73).  

c .  Allocation of expenses between the different  departments i s  not  
made on a consistent  basis .  Certain al locat ion rates were changed 
a number of  t imes during the audited period.  

4.  Internal  control  

There is  an excessive concentrat ion of responsibi l i t ies  in the hands 
of one person.  This person serves as administrator ,  bookkeeper and 
cashier .  He prepares a l l  cheques for  s ignature and also mails  cheques 
to payees.  This is  contrary to internal  control  requirements.  

The branch manager has the authori ty to s ign cheques singly,  without  a 
second s ignature.  This dees not  seem to be acceptable pract ice.  

5.  General t  

a .  We recommend that  the company maintain a  f ixed asset  register ,  that  
a  count  of  assets  be taken periodical ly and that  results  of  the 
count  be reconciled with the f ixed asset  register .  

b.  The company has not  yet  complied with the requirements of  the 
Companies Ordinance as  to maintaining certain statutory book3,  such 
as minutes book,  share register ,  etc .  

Very truly yours,  

ccr 'Coopers & Lybrand S .A 
Geneva 

Mr.  P.Y. Tiberghien 
Geneva 

KESSEIMAN & KESSEIMAN 1 0 7 0 p T |  D 1  0 p 
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T. N. SOONG & CO. 
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T A I P E I  

August 21,  1973 

Digital  Equipment Taiwan Ltd.  
13-2,  Nan Usln LI 
Tachi,  Taoyuan 

Attention: Mr. Richard Yen 
General  Manager 

Gentlemen: 

We submit thin report  relative to our review of the tr ial  balance 
of Digital Equipment Taiwan Ltd. for the period ended June 30, 1973. 

EXAMINATION OT CAS1' AIM' SECURITIES 

We nade a surprise examination of the following cash funds on hand 
on July 3,  1973 nnd found these duly accounted for:  

FUND 

Cash on haul (U.S. currenci---
and t raveller 's  ch-.ckr) 

P«tty cash fund 
Genera 1 
Purchasing 

Postage fund 
Maintenance 
Personnel 
Office of the General  

Manager 
Time deposits  
Government bonds 

CUSTODIAN 

San Kao 

Anne Hslch 
P.  W. Tien 

11. C. Huang 
Frank Tang 

Linda Liang 
Sam Kao 
San Kao 

' .CGCiTNTABILITY 

525.AO US$ 

NT$ 20,000.00 
2,000.00 

250.00 
400.OC 

1,340.00 
11,000,000.00 

1,000,000.00 

Th. abevn nceounUbltULs were bared on f .eneral  ledp.er balancer and 
cash records.  

INTERNAL CONTROL AHD ACCOUNTING PROCEDURES 

Jisss syx&ssct wwa rr " 
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mondat 'Z!"  t h 0  S y S t e m  " h l C l 1  U e  U s t  b e l °"  wi th  our  tecom-mendat ions :  

A.  Bookkeeping 

1 .  Two d i f ferent  se ts  of  forms a re  used as  bases  for  the  prepara t ion 
author iza t ion,  and recording of  cash  disbursements .  '  

2.  Recording of  cash  disbursements  i s  not  cent ra l ized.  At  present  
WO sets o£ books maintained for  cash: a) Voucher . 
it" iy [",r<:has<s W Cash Disbursements 

orders e J CPcnses and other purchases not  covered by purchase 

3.  The C a s h  Disbursements  Book has  only  one column for  bank accounts ,  
hence ,  cash  t ransact ions  for  each bank i re  mainta ined in  separa te  
pages  of  the  book.  a t e  

4.  Ledger  accounts  for  each expense  i tem,  c lass i f ied  by nature  of  
d isbursement ,  a re  not  mainta ined.  

Subsidiary  rccores  for  fac tory  suppl ies  are  not  kept  up- to-date  and 
reconci led  wi th  the  genera l  ledger  and s toreroom records .  

hocommondat ions  

1  * A  P r cn"mbered Cash Disbursement  Voucher  ("CDV")  form (At tachment  A)  
choulu  be  prepared for  a l l  check payments ,  in  l ieu  of  the  Voucher  
/ ! C  C j  C h * c k  Bequest  present ly  in  use .  A CDV shal l  be  prepared 
( in  dupl ica te)  by the  account ing sec t ion to  cover  each purchase  
invoice  or  receipt  as  soon as  the  invoice  or  receipt  and i t s  sup­
por t ing documents  (e .g .  purchase  orders ,  receiving r -por t ,  e tc . )  
a ia  received.  The CDV, together  wi th  i t s  suppor ts ,  i s  forwarded 
to  the  Finance  Manager  for  approval ,  and af ter  approval  i s  then 
used as  bas is  for  prepara t ion of  check.  The check,  together  wi th  
the  corresponding CDV and suppor ts ,  h  forwarded to  the  author ized 
check s igners  for  approval  and s ignature .  After  the  check i s  s igned,  
the  Genera l  Manager  s  secre tary  s tamps "PAID" the  CDV and the  sup­
por t ing documents  and forwards  the  check and dupl ica te  copy of  CDV 
wj  the  Cashier ,  and the  or ig inal  CDV and a l l  suppor t ing documents  
to  Account ing.  Receipt  of  the  check i s  to  be  acknowledged by the  
payee  or  h is  representa t ive  by s igning or  chopping on the  cashier ' s  
copy of  the  CDV. 

The CDV and the  checks  i ssued wi l l  be  recorded in  the  Cash 
Disbursements  Book in  numerica l  sequence.  Spoi led  CDVs and checks  
should  be  preserved for  fu ture  reference  and entered in  the  Cash 
Disbursements  Book as  such.  
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2 #  The use of  the Voucher  Regis ter  should be discont inued.  Al l  CDVs 
shal l  be recorded iu the  Cash Disburse--cuts  Book. In this  connec­
t ion,  addi t ional  columns shal l  be provided in  this  book for  a l l  
bank accounts .  

3 .  Revised Overhead Expense Subsidiary Ledgers  (Attachment  B) should 
be adopted to  replace the same ledgers  present ly  in  use.  This  
revised ledger  wi l l  control  expense i t^mn by nature  of  d isburse­
ment  and detai l  the  a l locat ion of  the  expense I tems to  the cost  
centers .  The to ta l  of  the balances of  a l l  expenses  for  each cost  
center  ar  shown in  a l l  the expense ledgers  should be t ied up with 
corresponding cost  center  control  account  in  the general  ledger .  

6 .  Subsidiary records for  factory suppl ies  should always be kept  
up-to-date  and per iodical ly  reconci led with general  ledger  control  
accounts  and the records in  the s t f -Cftroom. 

3 .  Payrol l  

Our tes ts  of the  payrol l  for  the month of  M.iv, 1973 revealed the  
fol lowing:  

Ar,3craLlcr  
No.  

7.221* 

20b 96 

21102 

20527 

20605 

Wage3 
f r  May 

NT$ 316 

63a 

495 

652 

560 

Remnvkr 

The t ime card showed the assembler  worked for  
two days;  the payrol l  voucher  and individual  
payrol l  records showed s ix  days.  
The ascenbler  took a  personal  leave on May 5 ,  
1973;  t ime card showed he was present  during 
the day.  
Time card showed ful l  at tendance} personnel  
records showed a  leave of  l .o  hours  on . \ s \  1 »  

1973.  
The assembler  took a  leave of  S hours;  no 
deduct ion for  th is  leave in  the payrol l .  
Overt ime shown in  oavrol l  exceeds by three 
hours  than »r  t ' •  

We were Inform,  d  that  Account ing has  adopted the f oJ^ f* J®" c l c 8  

fcr  computing payrol l  wi th  regards to  differences that  cxi . , .  
tb~ t i~  c  cards  and personnel  records.  

(a) lor  deduct ions due to  leaves or  absc-nc s, the r .cord which 
shows the longer  number of  hours  i s  used as the  b««^-

(b)  Overt  in? payments  are  based on the records which show the 
lesser  number of  hours .  

We suggest  that  Management  adopt  control  measures  to  ensure that  
data  shown in  the personnel  records agree with those shown In  the t ine 
cards .  Payrol ls  must  be prepared based on the t ime card .- .  
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INSURANCE COVERAGE 

The Company should review periodically the adequacy of  insurance cover­
age for i ts  inventories and for inventories consigned to i t  by Digital  
Equipment Corporation.  As at  June 30,  1973,  the Company had inventories 
valued at NT$13,609,508 ( including consigned materials  of  NT$6,786,613).  
Insurance coverage on these inventories is  only NT$2,000,000.  

Ihi .  Company should also determine whether f idel ity insurance is  required 
for i ts  employees responsible for cash functions and f inancing activit ies .  

Our review of the system of internal accounting control  was made inci­
dent to our review of the Company's trial  balance for the period ended 
June 3'1 ,  1973 and not on a comprehensive study of  the Company's system. 
The foregoing recommendations,  therefore,  should not be construed as al l  
inclusive of the areas wherein improvements might be cal led for.  

We appreciate the courtesy and cooperation extended to us by Management 
and staff  in connection with this  engagement.  

Very truly yours,  

cc:  Coopers &. Lybrand 



PROPOSED CASH DISBURSEMENT VOUCHER 

JlfcvA 
PAY TO 

THE AMOUNT OP 

Mu&Ui Ui/i  < bj 

DIGITAL EQUIPMENT TAIWAN LTD. 

r»cu CASH DISBURSEMENT VOUCHER 

DATE 

AMOwrr^^ 
IAJOR MINOR 

to x u a 
| ' TO ACCOUNT 

CODE WtaKf 
ha tq- MI?;or-. 

& & 
PREPARFD BY 
fei & 
ClfECKED BY 
& m 
APPROVFD BY 
ttr ytt 
AfPKOVLD BY 
& £ ^ 
received by 
i£ ti* 
RECORDED BY 

CHECK NO. 
fcSMIiSH" 
VOUCHER NO. 




