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COOPERS & LYBRAND

CERTIFIED PUBLIC ACCOUNTANTS

IN PRINCIPAL AREAS 100 FEDERAL STREET

OF THE WORLD BosTon, Mass. 02110

|617) 423-4200

December 20, 1973

Mr. Alfred M. Bertocchi, Vice President
Digital Equipment Corporation

146 Main Street

Maynard, Massachusetts 01754

Dear Mr. Bertocchi:

As you are aware, it 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 Flnancial Officer and, in appendices
hereto, those comments which are more detailed in nature.

I. Quality of Financial Reporting and Accounting

It 1s 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 1its quarterly financial statements and
the annual reports to stockholders and the 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-







Mr. Alfred M, Bertocchi,
Vice President -3= December 20, 1973

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 belleve 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,

@7%"4 %M

FMH:bev
RWU

Enclosures
As above
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DIGITAL EQUIPMENT CORPORATION
Appendix A, Continued

Abridged 1972 Comment

c.

IIT.

LV,

No periodic reviews are
made of construction in
Progress Accounts.

Cash

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

Accounts Receivable

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

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

Accounts Payable

Certain weaknesses in internal

control and check were noted

in the accounts payable area:

1) One individual is respon-
sible for both the voucher-
ing and the cash disburse-
ments function.

A=Y

Observed Action Taken

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

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.

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 exhlbited
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.

We understand that corrective
action has been taken in the first
quarter of fiscal 19T74.
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DIGITAL EQUIPMENT CORPORATION
Appendix B

Taxes

Tax Return Preparation

During fiscal 1973, the Corporation requested that
we review and sign its 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 1s
our observation that the Corporation does not have
the "in place" systems and procedures to generate
the data necessary for the routine preparation

of 1ts 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 1974 to
review the tax return preparations and related docu-
mentation.

Customer Discounts

A master 1list of all customers receiving discounts does not
exist, nor is there a listing of discounts taken by customers
during the year. All available information 1is 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 avallable for determining the amounts
which should be relieved from this liability account, oOr

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.
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DIGITAL EQUIPMENT CORPORATION
Appendix B, Continued

Miscellaneous Recelivable 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.

Standard Cost Accounting

The 1973 standards resulted in unfavorable variances from
actual costs which approximated $4,200,000 for the last
six months of fiscal 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 1973 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 it 1is
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.

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

B-2




DIGITAL EQUIPMENT CORPORATION
‘ Appendix B, Continued

V. Annual Physical Inventory, continued

system may not be ideal for the high volume operation that

& DEC has become, it does appear to do a reasonable Job of
processing and summarizing the information fed into it.
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 little 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
[ 3 information systems. This lack of discipline may be
a result of a lack of timely 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 certalin cash grants to Digital based on a percentage
of DEC's capital investment in its Irish operations and
L3 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

B-3
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DIGITAL EQUIPMENT CORPORATION

Appendix C
INDEX

Subsidiary management reports:

Digital
Digital
Digital
Digital
Digital
Digital
Digital

Equipment Digital,

Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment

International Limited
of Canada Limited
Corporation de Puerto Rico
International Europe
GmbH
Australia Pty. Limited
Company Limited

S e AuRiLi

Decsys Computer Limited
Digital Equipment Taiwan Ltd.
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Mr. D, J, Coyle -2~ June 29, 1973

4, Distribution of mmmufacturing labour

We observed that the total hours from the weekly labour distribution
report vere not being sgreed to the total hours reported for payroll
purposes. Thus when time sheets were not given to cost accounting
the lsbour cost was mot distributed to work in process and the
discrepmcy not discovered until some weeks la‘er. We recommend that
the two totals should be reconciled each week,

5. lnventory snalysis

Ve observed that imventory records were being kept by product line, a
system vhich has caused considersble recouciliation difficulties
subsaquent to the physical inventory taken at April 28, 1973. 1In
viow of the limited use of the information provided, we question
whether such analysis 19 justified.

Accounts paysble

We noted that a comparison of the company's accounts payeble records
to the suppliers’ statements had been commenced and was disclosing
discrepancies, arising mainly from a fallure to ret up unma’'ched’
receiving reporte. We suggest a more frequent follow up of unmatched
receivine reports and a procedurs be implemented to review unpald
balances brought forward on vendor statements.

7. Purchase req 111 sitd loning

Puring our exemination of {nternal control over purchasing we discovered
that many purchase requisitions were not being suthorized by
department supervisors. Such omissions were particularly noticeable
on reguisitions from the maintenance department,

We feal thet this 1s a control veakness which shounld be ractified
{omediately.

B. Recelv ing reports

Mo sequential control was being naintained over roceiving reports
although the form i{s numerically {dentified, Because the reports are
fi{led alphabetically by supplier in the recelving department it was
difficult to establish sccurate cut-off information at physical
{nventory. We suggest that a system should be instituted to account
for the mmerical sequence of the reports.

9. Purchase invoices

Our exsmination of purchase invoices revealed no {ndication thaet adds
and extensions are beiag checked. We feel that invoices have been
checked, they should be {nitislled to indicate such checking.
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COOPERS &

BALE 2UTCH GENEVE LAUSANNE DERNE
MILAN ME TURIN

BARCELONE MADRID BILDAD

SOCIETES DE REVISION AMIES
DANS TOUS LES CONTINENTS

LYBRAND S.A.

TELEPHONE (022) 3191337 34735
TELEGHAMMLES COOP va
TELEX arrmre

12, RUE BONIVARD
1211 GENEVE 1

(CASE POSTALE 823)

2nd November 1973

Mr. P-Y. Tiberghien

Finance Manager

Digital Equipment International Europe
81 route de 1'Aire

1227 Genave

Dear Sir,

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

il

During the course of our final audit of the above companies for the
year ending 30th June 1973 the following matters came

+
which we wish to draw your attention.

Pension scheme

3 e 14 1", ~ » 3 n L. - e A, x e
In the acecount 3204 "Company Pension Plan" the following amountis have

been accrued as at 30th June 1973 :

Shilks Sfrs. 181,926
E.H.Q. Sfrs. 356,106

The company has deducted the employees' share of the pension scheme

cshs W

from the monthly salary payments and accrued this share with the

employer's share.

Although the company's employee benefit programme became e
1st July 1971, neither has the planned welfare foundation beecn registierec
nor has the final contract with the insurance company cteen signed. We
were told by the personnel department that there is a signed prelimina
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.

r




N

JUlr




' as we could obtain the details for this account only after the final
L 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 T
system of intermal control.
If you need any further information please do not hesitate in contacting
us again.
Yours itruly,
? 4 /
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Page 2, letter dtd, 7/6/73 - Digital Fquipment GmbH, Munich
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Page 3, lettex dtd. 7/6/7% - Digitel Equipmeni GmbH, Munich
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1 Bquipnment Gmbi. Munich
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D. Denniston Esq.,
General Manager,
Digital Equipment Australia Pty. Limited. 2

di{fferent discount rates from your perent compony and no records were
available to establish the number acquired at the earlier discount rate.
These records will become more important in future years, if increased
levels of inventory items purchased from outside the group are held,

Software_support and apecial systems

. Therc (s no formal system at prescot to record a2ll costs
associnted with jobs being carried out by the sbove sections of your
company. We rocorxaend that consideration be yiven to estsblishing
detailed work In progress ledgers [ox thece sectione in which will be
recorded all coste, i.e, labour, matecrial ond overhead incurred by each
job. We rhall be pleaced to assist fn eny way in the settine up of
these ledpers,

Modul » Juventorics - ficld service

6. These modules are retained for locg periode and arce used in
the servicing of customers computers. We understand that these modules
are uaed to replace faulty medules &n computers which are in turn
repaired by your technlcians and replace stock taken,

7. At present provision for loss in value of these modules is

made op an arbitrary basls., We feel that this basls is not « itirely
satisfactory and recommend that the field service mansper should review

L Ve

all stocks held and determine the estimated life of these modulesn,

Provision for loss io value should be made {un conformity with this
cetipate of useful life. 1n addition, consideration should be given to
the creation of a provision for the cstimated cost of repairing faulty
modules and the amount of this proviesion deducted from the book value

of the modules concerned,

Field service reports

&. e noted thet ther 1= no written spproval by a seniorx enployee

fn the computer scrvice repart t on decfsions not to bill customers

orvicing customers machines, We vrecommend that
cach State should sipgn field gervice reports sa

for costs fncurred in
the gservice manager in
evidence that he approves the non-0illing of these costs,

Selaries

—————

e no written evidetice avallable in the percsounel records
Lasis have heen approved by

y There
that salaries of employecs pai 4 {1
a vesponsible officer of the company. We recommend that the general

manager or such other senior officer as is appointed by him should sign
the initial salary

the history record card of the employce to evidence t

» '

‘
ON A wWwC¢t AN

rate ond any variations made.

r
=

o ’ w n 1 -
10. In addition, we were unable to locate some review application

forms or confirmatory telexes from Maynard in respect of senior staff.

0001’3




i .

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

We recommend that all telexes and a copy of all application forms should
be retained in the personnel files,

Fixed assets

115 We understand that an {inventory was taken during the year of
all fixed assets but has not as yet been agreced with the fixed asset
register. We consider that the inventory should be agreed with the
fixed asset register during the current financial year.

12, We shall be glad 1f you will inform vs in due course what
gteps 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 exist-~

ing system nf internal control.

Yours faithfully,

Er .

Ccs
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of our audit in We understand that thils undes le situation arose due
to a combination of a shortage of personnel, since alleviated, in the accounts

lays in receiving

of bank accounts 1is necessary
S

£

follow up all st
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that all suspense 1
e rec nd that a
PPN T 4 T ar/ ade
the Cri Lyonnails accounts

monthly m
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ccurate accrual
? 4 7R 8 ~ anared ~11 euch acco nts mor } ’
recommend that reconciliations be prepared all such accounts mo 1thly in

for 1
3 ' 1 2 ~ 2 g e wi heope wornpived from SUppb i rS.
arrears, when the majority of invoices will have been recelived from suppliers
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CABILES ; ARDREIRAY

Tel-Aviv, July 30, 1973 /’
RECU le
Decsys Computers Limited :
7 Hebakook Street 3 )y NI 1Q7'{
Tel-Aviv R{:D &
Gentlemen,

Arising out of audit of your accounts as at June 30, 1973, we

have the following comments:

l.

Provision for service warranties

Under sales contracts with customers the company his 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. Ve recommend that an estimate be made of the
warranty liability and that adequate provision be set up therefor.

Inventories:

a. No physical count of inventories was tzken cduring the entire
pericd 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
fcr 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,

Accounting records:

a. The general ledger in its present form does not meet company
requirements and does not facilitate the audit function. This 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 entries recorded in the ledger are prepared
in Geneva and are not sufficiently explanatory. (See our telex
dated 17.7.73),

¢, Allocation of expenses between the differont departments is not
€ made on a consistent basis. Certain allocation rates were changed
@ number of times during the audited period.

« Internal control

There is an excessive concentration of responsibilities in the hands
] of cne person. This person serves as administrator, bookkeeper and
cashier. He prepares all cheques for signature and also mails cheques
to payees. This is contrary to internal control requirements,

2"\

The brench manager has the authority to sign cheques singly, without a
second signature. This dces not seem to be acceptable practice.

5. General:

a. Ve recommend that the company maintain a fixed asset register, that
@ count of assets be taken periodically and that results of the
.. count be reconciled with the fixed asset register.
b. The company has not yet complied with the requirements of the
Companies Ordinance as to maintaining certain statutory boocks, such
as minutes book, share register, etc.

b Very truly yours,
( forelinan - Uirmelinon
€ ' i
/i
ccr/Coopers & Lybrand S.A.
Geneva

Mr. P.Y. Tiberghien
Genava

KESSELMAN & KESSELMAN ID%20p1 1DY0p
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T. N. SOONG & CO, —

N
1

deficiencies in the System which we list below together with our recom-
mendations:

A. Bookkeeping

€ l. Two different sets of forms are used as bases for the preparation,
authorization, and recording of cash disbursements.

2. Recording of cash disbursements is not centralized, At present,
two sets of books are maintained for cash: a) Voucher Register =
for purchases covered by purchase orders, and b) Cash Disbursements
® Book ~ for expenses and other purchases not covered by purchase

1 oo
orders,

3. The Cash Disbursements Book has only one column for bank accounts,
naintained in separate

hence, cash transactions for e ich bank ir

i
ages of the book,

4. Ledger accounts for each expense item, classified by nature «
disbursement, are not maintained.

Je Subsidiary records for factory supplies are not kept up~to~date and
reconciled with the genera ledger and storeroom records,

l. A prenumbered Cash Disbursoment Voucher ("COV'") form (Attachment A)

chould be prepared for all check payments, in lieu of the Voucher
Ticket and Check Request presently in use, A CDV shall be prepared

® (in duplicate) by the accounting section to cover each purchase
invoice or receipt as soon as the invoice or receipt and its sup-
porting documents (e,.g. purchase orders, receiving r port, etc,)
are received, The CDV, together with {ts supports, is forwarded
to the Finance Manager for approval, and after approval is then
used as basis for preparation of check. The check, together with

’

'y the corresponding CDV and supports, ‘s forwarded to the authorized
check signers for approval and signature, After the check 1is signed,
the Ceneral Manacer's secretary stamps "PAID" the CDV and the 3up-
porting documents and forwards the check sand luplicate copy of CDV

cknowledpged by

to the Cashier, and the original CDV and all supporting documents
Lo Accoonting, Receipt of the check iz to
i payee or his representative by signing or chopping on the cash

copy of the CDV.

The CDV and the checks issued will be recorded in the Cash
Disbursements Book in numerical sequence. Spoiled CDVs and checks
should be preserved for futurs reference and entar >d in the Cash

® Disbursements Book as such.
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PROPOSED CASH DISBURSEMENT VOUCHER ATTACHMENT A

ﬂl 1 27 WA AN DT R W)
DIGITAL EQUIPMENT TAIVAN LTD.

‘\” 3
» S L Wi

CASH DISBURSEMENT VOUCHER

(SPHY
DATE , 19

® (NT$ )

® ‘ PARTICULARS - ¢4 3

> - _
N 58 B | B B

PREPARED BY

| ) TO ACCOUNT
{ _ = i
CODE Y2 %% AMOYIN TS CHECKED BY
MAJOR _MINON | MAJOR | MINOR %
. ‘ | APPROVED BY
| i y A Y TL.
| : APPROVED BY

RECORDED BY

x - .l\ ?;'IJ ;,.‘3
] CHECK NO.
[ERP I %1

|
|
’ ll RECFIVED BY
|
|
]

VOUCHER NO.
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