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CHAPTER I I 

INTRODUCTION 

This thesis was undertaken in an effort to determine whether an 

accounting system utilizing cost pccountlng methods and procedures could 

be designed that wo\ild fit the needs of small manufacturing firms. There 

are at least three reasons why accurate cost information is desirable to 

the busingts man. 

\^''^-: ^First, management is enabled to exercise control over costs per 

unit, product, process, or any other basis desired. Through this con- j / 

trol an ultimate in efficiency in the usage of labor, machines, material, \ 

1 ./ 
or plant can be attained. ; 

I Further, the Informatioa current In the material and finished 

goods ledgers can be used as an inventoiy control, such as, to indicate 

the time to order certain materials, or to produce given units. It can 

be used as a check against cxurent losses or thefts. It facilitates in 

the preparation of frequent periodic financial statements since the need 

- of an expensive physical inventoiy count is eliminated. However, a 

physical count is taken at the end of the fiscal period to adjust any 

2 
discrepancies. 

Adolph Mats, Othel J. Curry, and George W. Frank, Cost 
Accounting (Clnclnnatlt South-Westem Publishing Conqpany, 1952), p. 9. 

Cecil Gilj.e5pU, Introductory Cost Accounting (Rev, ed.; New York: 
The Ronald Press Company, 1941 rlT, p. 10. 
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Second, accurate cost Information provides a basis for estimating 

costs. CoB5>etltion aids in the setting of prices, but one firm may have 

a comparative advantage over a second firm in production costs. If this 

differentiation Is marked, the first firm can produce and sell at a small 

profit i^ile the second firm may be producing and selling at a loss. 

Any film producing in a con^etitive field must have knowledge of its 

costs in order that the unprofitable lines may be discontinued as com

petition becomes severe and reduces the selling prices below an adequate 

profit margin. 

Tlaally, an accounting system utilizing acceptable cost account

ing techniques will provide adequate financial information. Conditions 

of the business cycle necessitate an adequate appreciation of cost fac

tors. During inflationary periods cost studies usually are neglected bew 

cause capital is readily available at lovr rates and consumers offer lit

tle resistance to high prices. As the inflationary trend slows down and 

the general public becomes apprehensive of an approaching recession, 

consumers resist price increases and investors demand a greater return 

on invested capital because of a larger risk element. This necessitates 

that business men, large or email, have sufficient cost data to deter

mine if they are in a position to meet the demands of consumers and in

vestors. 

Also, accurate cost data are necessary to protect the capital of 

« the business. In the case of the small business, because comparatively 

few indiridnals furnish funds, the amotoit of available capital is limited 

and may be furnished only at a premium. With Inadequate cost data, the 

firm is not In a position to assess the deiljrjiblllty of paying this 
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premium. If one uzprofltable contract is accepted, the business could 

be forced Into receivership. 

Several problems are encountered In designing a cost accotmting 

system for a small manufacturer. A lack of knowledge on the part of 

o&nagement, a resistance to change, and the specialized nature of most 

cost accounting systems are amount these problems. Some of these dif-

fioulties are common to any business undertaking while others are pecul

iar to KSOBII scale operations. This thesis was presented ae a solution 

to the peculiar problems of the small firm. 

In the industrialized areas of this country, where cost tech

niques have been generally accepted, managers were reluctant to utilize 

cost analysis to establish policies because of Inadequate appreciation 

of values of such data. The West Texas area is far removed from the 

industrialized coastal regions of Texas and other industrial centers of 

the United States. This condition has resulted in the lack of study and 

oonslderatlon of cost accounting on the part of managers in the immediate 

area. 

A second difficulty, i^ich is closely related to a lack of know

ledge, is the resistance to change. This Is the theory that if certain 

procedures and records were sufficient to solve past situations they are 

adequate for current problems. The resistance to change is especially 

noticeable during the i5)swlng of the business cycle, or the Inflationary 

period. Satisfaction with the status quo prejudices the installation of 

any new technique. In a period of recession, however, managers become 

more alert, and as they see the diminution of the firm's bank balance 

they become more Interested in iatproved methods. 



Finally, the cost accounting systems usually discussed in ac

counting manuals, handbooks, and textbooks are designed to fit the needs 

of large scale operations. To adapt these systems in a manner which will 

produce proper cost data for the small manufacturer is difficult. The 

larger business has a sufficient volume of production to enable single 

operations to be assigned to one person. The small manufacturer hae 

many of the same operations, but there is not sufficient personnel for 

individual assignments, and various tasks must be grouped in an orderly 

manner to promote efficiency. To design a cost accounting system for 

the small manufacturer requires the revision of the specialized cost 

systems, eliminating those procedures and controls not applicable to the 

reduced scale of operations. The portion retained must be further sim

plified since the small manufacturer cannot ordinarily afford to employ 

a highly trained accountant. 

In order to examine the applicability of a cost accounting sys

tem to a small manufacturer, the author has made a case study of the 

Hancock Manuf'^cturlng Company of Lubbock, Texas, which is engaged In the 

manufacture of various types of soil conservation equipment. As a result 

of this study, a proposed cost accounting system has been designed for 

this company. Chapter II describes the operation of the present account

ing system. Chapters III through VII presents in detail the proposed 

system. The conclusions reached during the study are given in Chapter 

vin. 



CHAPTER II 

THE PRESENT ACCOUNTING SYSTEM 

The Hancock Manufacturing CoxQ>any was granted a charter of incor

poration on April 1, 1960, after several years of Increasing financial 

success. The accounting system consists of a detailed accounts receiv

able ledger, an accounts payable file which Includes purchase orders 

placed and invoices received, and a check book all operating around a 

cash book and general ledger coabinatlon. The operation of the system 

and the flow of materials in production is briefly discussed in the fol

lowing paragraphs in relation to sales and purchases. 

The Hancock Manufacturing QompAvy places orders for materials on 

a letter size form which is prepared in dT5)llc'ite, the original copy be

ing sent to the creditor. The dtqplioate Is held in a suspend file until 

the order is received, at which time the order clerk checks the goods 

delivered against the packing list furnished by the creditor. Any dis

crepancies are carefully noted on the packing list and signed by the or

der clerk. The duplicate purchase order is then withdrawn from the sus

pend file, placed with the checked packing list and any invoices which 

may have been received during the interim. These documents are then 

placed in the accounts payable file. Cheeks are drawn and bills paid as 

statements are received. 

Production is usually undertaken as orders are received, with 

5 
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the greater part of the steel being purchased from local distributors. 

The steel is sheared, formed, and assembled in the company's plant. Be

cause of set up expenses, the machine shop will produce several similar 

parts before changing the machine for another operation. These extra or 

additional parts are placed in a parts inventory for future production. 

As a resTilt of inadequate Inventory control the quantity of these parts 

fluctuates so widely that it is possible that at one time there will be 

an excessive 8t5)ply while at another time the supply may be completely 

exhausted. In the event of this latter possibility, it becomes very 

difficult to continue the smooth operation of the assembling section. 

Other materials and parts are ordered from industrial centers 

throughout the country and the actual time of delivery inay vary from a 

few days to a few months. As a result of lax inventory control, a re

placement order may not bs issued until the present supply is nearly ex

hausted. If these parts are essential for present production it may be 

necessary to purchase from local distributors to meet current needs. 

Such local ptxrchases are more expensive than similar purchases from the 

regular manufacturer. 

The Hancock Manufacturing Company has a vexy small executive 

force and the president is personally acquainted with the entire group. 

This factor accounts for the laxity of control in some of the procedures 

as outlined above, such as, the placing of an order and the receipt of 

the goods by the same person. 

The principal book of record is the cash book and general ledger 

combination illustrated in figures la and lb on pages 7 and 8. This 

Journal-ledger is a multicolumnar form using both faces of the sheet. 
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The back of the form has twelve columns, a folio and date column, and an 

explanation or payee column. The back of a page will be on the reader's 

left when the ledger is opened. The front of the form has eighteen money 

columns. Entries are made only at the time of payment or receipt of 

cash, thus giving the form the appearance of a check register with added 

detail. This form is the book of originel entry and the ledger. A new 

page is opened at the beginning of each month and as often during the 

month as may be required. Some columns may have only a few entries dur

ing a year. Distribution is made cumbersome due to the effort required 

to move from the back to the front of the form. 

Purchases are recorded only as payments are made i^ich necessi

tates an adjustment at the end of an accounting period. To determine the 

correct amount of purchases for a period, the follo%^ng steps must be 

taken. First, the amount of current payables must be cooiputed. Second, 

the amount of purchases as shown In the cash book is added to the current 

payables. Finally, from the sura found in step two, the amount of out

standing payables at the beginning of the period is deducted and the re

mainder is the adjusted purchases for the period. 

The creditors issue statements on monthly intervals. Some cre

ditors offer a discount for prompt payment while others issue net state

ments. Discounts are not always taken for various reasons—the most com

mon being a lack of working capital. It would be considered economical 

to borrow a sufficient amount on short term notes in order to take advan

tage of the discounts offered. As an illustration of this economy, as

sume the company has $10,000 outstandizig payables with terms stated at 2 

per cent in ten djgrs and net in thirty days. If these accounts are paid 
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within the discount period the net saving to the company is $200. As

sume further that short term capital is available at 6 per cent per an

num and $10,000 is borrowed on a thirty-day note. The interest expense 

is $50 allowing the company to still save $150 on the discounts. 

One of the important features of any ?>ccounting system is the 

method of accounting for the control of the revenues of the business. 

When merchandise is sold by the Hancock Manufacturing Company a sales 

ticket is made out on a triplicating machine. This is a standard type 

machine vrhich uses prefolded end prenumbered forms. Title to the goods 

passes upon coapletion of this form. The original copy accompanies the 

merchandise and may be referred to as the packing list of the debtor's 

order. The first carbon copy is retained and becomes the basis for en

tries in the accounts receivable ledger. The individual sales tickets 

are entered In the ledger in detail rather than by amount and number 

only. The second carbon copy of the sales ticket is used only in rare 

instances and is not a significant element for control purposes. 

A sale is recorded in the cash book only at the time of collec

tion. Therefore, the sales account requires the same type of adjustment 

as previously outlined for the purchases account at the end of each ac

cotmting period. Thus, to the amount of sales for an accounting period 

as shown on the cash book, the amount of current receivables are added. 

From this sum the amount of recelvpbles outstanding at the beginning of 

the period is deducted, the remainder being the adjusted sales for the 

current period. 

The merchandising accounts, which have been discussed above 

constitute the records on a firm's ability to make a profit. A study 
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of these activities should precede any definite action when changes In 

the accounting system is being contemplated. 



CHAPTER III 

TEE GENERAL ASPECTS OF THE PROPOSED SYSTEM 

The form of company organiration, type of product being con

structed, and a systematic flow of production orders were considered the 

Important problems in the design of an accounting system for the Hancock 

Manufacturing Company. A correct solution of these problems v/ill per

mit a logical flow of authority and production will progress systemati

cally and orderly. 

The proposed organizational flovr chart for the Eejicock Manufac

turing Company 1^ vhovm on page 13. It will be noted that the president, 

vho 5s also the general manager, holds the pos-tion of greatest respon

sibility. Next in line is the secretrry-treasurer who is the assistant 

manager. Following the assistant manager the four principal functions 

of the business are given, which are producting, selling, purchasing, 

and office management. This places the assistant manager in a position 

to control each function directly and thus becomes the key fig\ire of 

operations. 

The production superintendent is in charge of production. The 

•ales section operates as an Independent function. The purchasing agent 

is in charge of shipping, receiving, stores, and sple of parts. Since 

this function is concerned with materials end parts it './as considered 

advantn/^eous to place it under the control of one nan who will become 

12 
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more of a ipecialist in this field. The office manager cares for the 

accounting and correspondence. 

The Hancock Manufacturing CosQ}any is concentrating yjpon the pro

duction and sale of three principal products. These pTCducts are the 

Hlgley Land Plane available in three sizes, a selfloadlng scrpper in two 

sizes, and an elevator-loader adapted to be attached to the Allls-

Chalmers Motor Grader. 

Ulth the aid of Gompajsy personnel, a catalog of parts for the 

three principal products was set yxp» A convenient division of the parts 

was made as to the source of each. These divisions arei materials pur

chased for specific job production; plrnt produced parts, either from 

the scrap of the initial purchase or direct purchases for the parts; and 

subassembly parts. The latter are those parts which are purchased as a 

finished product of another firm and stocked by the Hancock Manufacturing 

Cosipany as Inventory, such as bearings, hydraulic cylinders, sheaves, 

end pulleys. 

The first step necessaxy to start production is a work order, 

which is prepared In three copies. The original Is the i^per portion of 

the job order cost sheet and the copies are small half size forms. Upon 

receipt of his copy the shop foreman may requisition materials and organ

ize the plant employees in a manner to complete the order as specified. 

Vfhen the job Is coagplote the foreman enters these data on the work order 

form and returns it to the assistant manager. 

The accounting department retains control of the job order cost 

sheet during the production of an order. Cost data for each job order 

are summarized and accumulated on the proper cost sheet as the costs are 
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incurred and production progresses. Costs r.re chp.rged to the copt sheet 

in the following manner. The materials purchased for a specific jo'o are 

cliarged diroctly. The mp.terials drawn from the warehouse or stores room 

are charged by individual requisition. Direct labor is charged by means 

of daily time tickets. Manufacturing expense is charged "by means of a 

predetermined burden rate. 

The system is designed to use various labor saving devices to a 

maximum. This is accomplished by mpJcing carbon copies when additional 

Copies and postings are required. A manual collating device commonly 

referred to as the •'-..nrite-it-once" peg board, or speed writing board, 

has been included to facilitate the preparation of some of the carbon 

copies and to save labor while promoting efficiency. 

The general ledger accounts are of the usurl type Identified by 

a number. A block of numbers are resigned to the various brlance sheet 

and profit and loss classifications for easier Identifiaition. Control 

accounts have been provided for Accounts Receivable, Accoimts Payable, 

Manufacturing Expense, Administrative Expense, and Distribution Expense. 

Journals for accounts receivable and payable are of the type especially 

adapted to peg board applicrtion. 

It should be emphasized that the pen-and-ink method of accounting 

can be no better than the handwriting used in the system. Since the sys

tem is designed with many labor saving conveniences and carbon copies, 

it is imperative that the bookkeeper exercise care to attain legibility, 

neatness, and, above aill, accuracy. 

^Tbr a ooirplete description of the job order cott sheet refer to 
Chapter VI. 



CHAPTER 17 

CLASSIFICATION OF TEE GENERAL LEDGER ACCOUNTS 

The general ledger accounts are divided into basic groups, and 

to each group a certain series, or bloclr, of numbers is assigned for 

easy identification. Ixpejision is provided by the unused numbers in 

each block in the original list. A limited number of digits la used in 

order to prevent the system of coding from becoming cun"bersone. 

The major balance sheet and profit and loss groxiping of the ac

counts with the corresponding account number series are shown in the fol

lowing tabulation. 

100 
170 
190 
200 
250 
280 
300 
400 
500 
600 
TOO 
900 
960 

169 
189 
199 
249 
269 
299 
399 
499 
599 
699 
799 
949 
999 

Current Assets 
Fixed Assets 
Other Assets 
Current Liabilities 
Fixed Liabilities 
Equity Accounts 
Sales 
Cost of Sales 
Manufacturing Expense 
Administrative Expense 
Distribution Expense 
Other Income 
Other Expense 

The detailed chart of accounts follows. 

Oeoil Gllletpie, Accounting ftretemit Procedures sSi^ Methods 
(New Torkt Prentlee-Hallg Inc., 1951;, Sec. 61, p. 103. 

16 
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DETAILED CHART OF ACCOUNTS 

ASSETS AND VALUATION RESERVES (100 - 199) 

Current Assets (100 - 169) 
100 - Cash 

102 - Citizens National Bank 
104 - Citizens National Bank - Payroll 
106 - Petty Cash 

110 - Accounts Receivable 
111 - Allowance for Estimated Losses on Receivables 
112 - Accounts Receivable - itaployees 
114 - Notes Receivable 
116 - Accrued Interest Receivable 
118 - Advances to Salesmen 
120 - Stores 
130 - Materials in Process 
132 - Labor in Process 
134 - Manufacturing Expense in Process 
140 - Finished Goods 
146 - Factory St:Q)plles 
160 - Office S\:qpplies 
166 - Prepaid Insurance 

Fixed Assets (170 - 189) 
172 - Land 
174 - Buildings 
174R - AccuHwlated Depredation - Buildings 
176 - Office Furniture and Fixtures 
176R - Accumulated Depreciation - Office Furniture and Fixtures 
178 - Machinery 
178R - Accumulated Depreciation - Machinery 
180 - Cars and Trucks 
180R - Accumulated Depreciation - Cars and Trucks 

Other Assets (190 - 199) 
192 - Patterns, Dies, Templates 
194 - Patents 
196 - Organisation Expense 

LIABILITIES AND EQUITY (200 - 299) 

Current Liabilities (200 - 249) 
201 - Accounts Payable 
205 - Notes Payable 
211 - Accrued FOAB Tax - Buiployees' Share 
213 - Accrued FOAB Tax - Con5>any's Share 
215 - Withholding Tax Deducted 
217 - Accrued Federal Uhemployment Tax 
219 - Accrued Texas Uneniployment Tax 
226 - Accrued Payroll 
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227 - Estimate for Vacation Pay and Sick Leave 
?̂ 31 - Accrued Property Tax 
233 - Accrued Interest Expense 
239 - Allowance for Federal Income Taxes 

Fixed Liabilities (250 - 269) 
251 - Mortgage Payable 

Equity Accounts (280 - 299)^ 
281 - Capital Contributed for Shares 
285 - Capital Contributed in Excess of Par Vnlue 
287 - Accumulated Earnings 
291 - Profit and Loss 

SALES AND COST OF SALES (300 - 599) 

Sales (300 - 399) 
301 - Sales 
302 - Sales Returns and Allowances 
304 - Outgoing Transportation 
305 - Repair Service Income 

Cost of Sales (400 - 499) 
402 - Cost of Sales 
404 - Cost of Repair Service Income 

Manufacturing Expense (500 - 599) 

500 - Manufacturing Eapense Control 

ADMIiaSTRATIVE AND DISTRIBUTION EXPENSES (600 - 799) 

Administrative Expense (600 - 699) 
600 - Administrative Expense Control 

Distribution Baqpense (700 - 799) 
700 - Distribution Expense Control 

OTHER INCOME AND EXPENSE (900 - 999) 

Other Income (900 - 949) 
903 - Interest on Notes Receivable 
905 - Rentals on Nonoperating Property 
949 - Miscellaneous Income 

Other Expense (950 - 999) 
952 - Interest on Notes and Mortgages Payable 
960 - Discounts not Taken 

2 
Committee on Accounting Procedure, American Institute of 

Accountants. Accounting Reseaych Bulletin. No. 39. 



962 - Mlscellaneouf Expense 
990 - Federal Income Tax Exoense 

19 

Detail Expense Accounts 

Number Title 

00 General Ledger Control 
02 Salaries - Sv5>ervlsion 
06 Salaries - Salesmen 
08 Salaries - Office and Clerical . 
10 Commissions - Salesmen 
12 Indirect Labor 
14 Overtime Premium 
18 Employer's Payroll Taxes and 

Expenses 
22 St^plies Expense 
24 Tool Expense 
26 Patterns, Dies, Templates . . . . 
28 Royalties 
30 Depreciation - Buildings . . . . 
32 Depreciation - Off. Fum. A Flxt. 
34 Depredation - Machinery . . . . 
36 Depredation - Cars & Trucks . . 
38 Patent Amortization 
40 Repair and Kaintenance 
42 Property Taxes and Insurance . . 
44 Advertising 
46 Automobile Operating Expense . . 
50 Bad Debts 
54 Postage 
56 Heat 
58 Power and Light 
60 Professional Services 
70 Telephone and Telegraph 
72 Traveling and Entertainment . , . 

Detail Expense Accounts 
by Ma.1or Function 

Mfg. 
500 »s 

500 
502 

-

— 

— 

512 
514 

518 
522 
524 
526 
528 
530 

-

534 
- . 

538 
540 
542 

-

-

-

-

556 
558 
560 

-

— 

Adm. 
600 »s 

600 
602 

— 

608 
— 

— 

-

618 
622 

— 

• 

> 

630 
632 

— 

636 
-

640 
642 

-

646 
650 
654 
656 
658 
660 
670 
672 

Dlst . 
TOO's 

700 
702 
TO6 

• 

710 
— 

-

718 
722 

~ 

- . 

> 

730 
• 

~ 

736 
. . 

740 
742 
744 
746 

— 

754 
756 
758 

-

770 
772 

Standard Journal Entries 

The various debits and credits which enter the ledger will be 

explained by means of a series of twenty-five standard journal entries. 

These entries will serve as a link by which the entire system is bound 

together. Following each standard entry an explanation is given 

Gillespie, SSL* itii-t Sec 91, p. 150. 
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concerning the source of the d-̂ ta contained in the entry and the method 

of computation, if difficult. It is suggested that the journal entries 

pertaining to adjustments and accruals be printed in advance and the 

amoimts entered at the close of each period. These printed forms will 

make the preparation of the statements easier, and will eliminate the 

possibility of overlooking some of the necessary adjustnents or accruals. 

The regular business and day-to-day entries will be posted directly from 

the source journal. 

Journal Entry Ng.. 1: (Payroll Journal) '/eekly 

132 - Labor in Process 
500 - Manufacturing Expense Control 
602 - Salaries - Supervision 
512 - Indirect Labor 
F14 - Overtime Premium 
fl8 - Employer's Payroll Taxes and Expenses 
112 - Accounts Receivable - Employees 
211 - Accrued F0A5 Tax - Eniployees' Share 
?15 - Withholding Tax Deducted 
225 - Accrued Payroll 
?27 - Estimate for Vacation Pay and Sick Leave 

To record the weekly payroll for the factory. 

4 

The amount of Labor in Process is derived from the dally job time 

tickets. The debit to Manufacturing Expense Control is the total of the 

detail accounts: Salaries - Si5>ervislon, Indirect Labor, and Overtime 

Premium. The salaiy of the production superintendent is entered as sup

ervisory, and such part of the various department foremen's salary as 

may be considered as siqpervlsory in nature. Indirect labor would be 

Indicated on the dally job time tickets. 

The charge to Employer's Payroll Taxes and Expenses (518) is 

equal to the credit to Estimate for Vacation Pay and Sick Leave (227). 

^SR* iZii*. Accounting Research Bulletin. No. 34. 
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This account i s set \ip to pay employees on approved vacations and sick 

l eave . The charge i s made currently in order that the production per

formed by the emoloyee w i l l bear I t s prorata expense of the accruing 

vacation and sick l erve , and not charged to the production costs Incurred 

during the employee's absence. Each weekly clock card i s charged with 

th i s additional expense and i s entered on the payroll journal. The 

charge Is computed as a percentage of the regular wasje earned "hy the 

employee. Regular wage i s the wage earned not in excess of forty hours 

per vreek, or el.iiht ho\irs per day. 

As stated in the present union contract, vacation time i s allowed 

in the amount of f i v e - s i x t h s of a day per month, not to exceed two weeks 

per year. Sick leave accumulrtes at the rate of one day per month, not 

to exceed an aggregate of thirty days for any employee. Sickness among 

employees could cause the needs of th i s estimate to vary considerably. 

A predetermined percentage could not be assigned, but the estimate emd 

the current needs should be revlei</ed frequently and the charge should be 

varied to sui t the needs at that time. At the outset a rate between 6-2/3 

to 10 per cent (one- f i f teenth to one-tenth) i s considered adequate. 

Overtime Premium w i l l not be considered unless i t becomes neces

sary to work extra time in addition to the standard f ive and one-half 

days per week. The d i f f erent ia l wage for the time in excess of forty 

hours i s charged to the work being performed. However, i f the occasion 

should ar ise requiring extra time to meet a deadline th i s expense should 

be charged as Overtime Premium (514) , and should be distr ibuted to the 

John G. Blocker and W. Keith Weltmer, Cost Accounting (New 3d 
ed.t New Yorkt McGraw-Hill Book Coinpany, I n c . , 1954), p . 112. 
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unit causing the necessity for such overtime.^ 

The remaining credits—Accounts Receivable - Employees, Accrued 

FOAB Tax - EB5)loyees' Share, Withholding Tax Deducted, and Accrued Pay

rol l—wil l be entered from the payroll journal. 

Journal Entry No. g: (Payroll Journal) Weekly 

600 - Administrative Expense Control 
602 - Salaries - St5)ervlslon 
608 - Salaries - Office and Clerical 
618 - Employer's Payroll Taxes and Esqpenses 
700 - Distribution Expense Control 
702 - Salaries - Stqpervision 
706 - Salaries - Salesmen 
718 - Ea^jloyer's Payroll Taxes and Expenses 
112 - AccoTints Receivable - Employees 
211 - Accrued FOAB Tax - Eatployees' Share 
215 - Withholding Tax Deducted 
225 - Accrued Payroll 
227 - Estimate for Vacation Pay and Sick Leave 

To record the weekly payroll for administrative and 
distribution services. 

The amount in the two control accounts i s the total of the amount 

of the detail accounts limnedlately following them. The correct amount 

for Salaries - St^ervision, Salaries - Office and Clerical, and Salaries -

Salesmen wi l l appear on the respective payrolls. The amount of Employer's 

Payroll Taxes and Escpenses wil l be equal to the Estimate for Vacation Pay 

and Sick Leave, and would be conputed on a percentage basis as explained 

following Standard Journal Entry No. 1. 

The other credits in this entry—Accounts Receivable - llkployees. 

Accrued FOAB Tax - Employees' Share, Withholding Tax Deducted, and Ac

crued Payroll-will be entered from the proper payroll journal. 

This entry wi l l also be made semi-monthly since a number of the 

"George Hi l l i e Newlove and S. Paul Gamer, Elementary Cost 
Ar.ftQT̂ l|̂ fiff (Rev.; New York! D. C. Heath and Company, 1949), p. 152. 
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key personnel are paid on this Interval. 

Journal Entry ^o. £: (General Journal) Monthly 

518 - Employer's Payroll Taxes and Bacpenses 
618 - Employer's Payroll Taxes and Expenses 
718 - Baiployer's Payroll Taxes and Expenses 
213 - Accrued FOAB Tax - Coaipany's Share 
217 - Accrued Federal Iftieraployment Tax 
219 - Accrued Texas Uhen5)loyment Tax 

To record the accrual of the con5)any»s share of payroll 
tax for the month. 

This entry can be computed by referring to Standard Journal En

try Nos. 1 and 2 above. The con?)any's share of FOAB taxes i s equal to 

the employees' share, and the unemployment tax i s a percentage of the 

gross payroll. Appropriate division into the control groups may be made 

by reference to the payroll journals. 

Journal Entry No. ^J (General Journal) Monthly 

710 - Commissions - Salesmen 
118 - Advances to Salesmen 

To record the commissions earned per the bi l l ings for 
the month. 

This entry wi l l be made each month crediting each salesman for 

commissions earned as reflected by the current sales Invoices and per 

agreement. 

Journal Entry la* ̂ « (Record of Checks Drawn) Weekly 

104 - Citizens National Bank - Payroll 
102 - Citizens National Bank 

To record the transfer of cash to the payroll account 
to pay the accrued payroll. 

This entry is made in an amoimt equal to the accrued payroll as 

recorded in Standard Journal Entry Nos. 1 and 2. 

Journal Entry SS." !• (Payroll Journal) Weekly 

225 - Accrued Payroll 
104 - Citizens National Bank - Payroll 

To record the payment of the payroll. 
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This entry is me.de after the payroll checks have been written 

and the amount is the total paid as shown on the payroll journal. 

flppma], ayaz Sa* I» (invoice Register) Monthly 

118 - Advances to Salesmen 
120 - Stores 
130 - Materials in Process 
146 - Factory Supplies 
160 - Office Supplies 
166 - Prepaid Insurance 
172 - Land 
174 - Bdldlngs 
176 - Office Furniture and Fixtures 
178 - Machinery 
180 - Cars and Trucks 
304 - OutgoIng Transportation 
500 - Manufacturing Expense Control 
528 - Royalties 
534 - Repairs and Maintenance 
540 - Property Taxes and Insurance 
556 - Heat 
558 - Power and Light 
600 - Administrative Expense Control 
634 - Repair and Maintenance 
640 - Property Taxes and Insurance 
646 - Automobile Operating Expense 
654 - Postage 
656 - Heat 
658 - Power and Light 
660 - Professional Services 
670 - Telephone and Telegraph 
672 - Traveling and Entertainment 
TOO - Distribution Expense Control 
734 - Repair and Maintenance 
740 - Property Taxes and Insurance 
744 - Advertising 
746 - Automobile Operating Siqpense 
754 - Postage 
756 - Heat 
758 - Power and Light 
770 - Telephone and Telegraph 
772 - Traveling and Entertainment 
201 - Accounts Payable 

To record the accounts payable for the month. 

These charges are set up as the various Invoices and notices are 

received, and payment scheduled at that time. Some of the charges may 

http://me.de
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even be on a cash basis, but they are shown here to indicate the integra

tion of the system. On the other hand, some of the charges may result in 

a credit to a similar expense of another department to obtain the correct 

distribution. A^ain, the charge to the control accounts is the total of 

the detail accounts immediately follov'.ng it. 

jQuyqal Entry N^. £: (General Journal) Monthly 

530 - Depreciation - Bdldlngs 
574 - Depreciation - Manhinery 
630 - Depreciation - Buildings 
63^ - Depreciation - Office Furniture and Fixtures 
636 - Depreciation - Cars and Trucks 
730 - Depredation - Buildings 
736 - Depreciation - Oars and Trucks 
174R - Accumulated Depreciation - Buildings 
176R - Accumulated Depredation - Office Furniture 

and Fixtures 
178R - Accumulated Depreciation - Machlnexy 
180R - Accumulated Depreciation - Cars and Trucks 

To record the depreciation for the month. 

Depreciation is computed on the different types of assets on the 

various \forksheete and depredation schedules. These are then summarized 

for this entiy. Building depreciation is distributed on the basis of 

area used. The depredation on cars and trucks is distributed to Ac

counts 636 and 736 on the basis of use. At the present level of opera

tions the manufacturing process requires little utilization of compary 

cars and trucks, and manufacturing expense accounts for this expense have 

not been provided. If, however, fut\xre operations necessitate the use of 

cars or trucks in the manufacturing process, it is recommended that these 

additional accoimts be added to the present list, and the depreciation 

and operating •:q)ense be distributed to the feotoxy in some eqdtable 

manner. 

file:///forksheete
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^^^ma.l EntTy N^* S.* (General Journal) Monthly 

542 - Property Taxes and Insurance 
642 - Property Taxes and Insurance 
742 - Property Taxes and Insursnce 
166 - Prepaid Insurance 
231 - Accrued Property Taxes 

To record the expired Insurance for the month and to 
accrue the property tax. 

The Prepaid Insurance account is charged with the premium paid 

for all insurance policies. Except when the charge can be definitely 

charged to one of the three functions, the amount of expired insurance 

will be prorated to the different controlling accounts on the basis of 

the value of the property insured in each section. 

Property tax charges can be very closely estimated by a review 

of the past year's tax and making indicated adjustments for additional 

property or changes In the tax rate. When the tax is paid It is neces

sary to charge the accrual account and credit cash. Any variance which 

arises due to the Inaccuracy of the estimate should be closed to Profit 

and Loss (291). 

Jo\imal ISx̂ try No. 10: (General Journal) Monthly 

522 - Svq^plles Expense 
622 - Supplies Expense 
722 - ST:5)plles Expense 
146 - Factory St^yplles 
160 - Office Supplies 

To record the factory and office sxqpplies expense for 
the period. 

This entry is made as an adjustment to the Inventory accounts. 

As supplies are purchased they are charged to the asset account. At the 

end of each period a physical inventoiy of the supplies is taken and the 

supplies accounts are adjusted to the Inventory count. 

The adjustment to Factory Supplies (146) is made to SiQ)pllet 
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Expense (522). The adjustment to Office Siq>plles (160) is distributed 

between Stq^plles Expense (622 and 722). Refer also to the definitions 

of the asset accounts In the following chapter, 

^fe^y^^l MiSL la* lit (General Journal) Monthly 

526 - Patterns, Dies, Templates 
192 - Patterns, Dies, Templates 

To record the amortization and expense on patterns, 
dies, templates, and jigs. 

A portion of these assets are of such a nature that their life 

is relatively short and should be expensed when constructed or purchased. 

Others have a longer life and the value of these items should be prorated 

over their estimated useful life. 

Journal Entry No, 121 (General Journal) Monthly 

952 - Interest on Notes and Mortgages Payable 
233 - Accrued Interest Expense 

To record the accrual of Interest expense for the month. 

Accrued Interest B^qpense (233) is charged with all payments of 

interest eicpense and credited with the accrual at the end of the month. 

There is, therefore, only one debit entry per month required for Interest 

on Notes and Mortgages Payable (952), whether the Interest has been paid 

or is only accrued. 

Journal Entry £a» 12^ (General Journal) Monthly 

650 - Bad Debts 
111 - Allowance for Estimated Losses on Receivables 

To record the anotmt of estimated bad debt expense for 
the month. 

Since this is a new account for the coflQ>any it will be advisable 

to approach this problem from at least two points of view. The proper 

loss may be determined as a percentage of net credit sales for the period 

or as a percentage of accounts receivable outstanding as of the last day 
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of the period. The usual procedure is to determine the amount needed in 

the allowance account and then make the proper adjustment for this ac-

count. It is suggested that both of these methods be studied and com

pared with the historical data before eliminating one altogether. 

Journal Entry No. l^t (General Journal) Monthly 

990 - Federal Income Tax Expense 
237 - Allowance for Federal Income Taxes 

To record the estimated federal income tajc payable which 
has accrued during the current period. 

At the end of a period when financial stptements are completed 

the amount of accrued Federal Income Tax can be obtained from the State

ment of Operrtlons. 

Journal Entry No. 15; (Record of Checks Drawn) Quarterly 

211 - Accrued FOAB Tax - Employees' Share 

213 - Accrued FOAB Tax - Company's Share 
215 - Withholding Tax Deducted 
217 - Accrued "Peder-̂ l Unemployment Tax 
219 - Accrued Texas Unemployment Tax 
237 - Allowance for Federal Income Taxes 
102 - Citizens National Bank 

To record the quarterly payment of accrued various tpxes. 

As required by law various types and eizes of firms make quar

terly tax returns. This entry is in compliance with Federal Regulations. 

.foximal Entry No. 16: (General Journal) Monthly 

116 - Accrued Interest Receivable 
903 - Interest on Notes Receivable 

To record the accrued interest receivable for the month. 

'̂rtien payment of Interest is received it is necessary to credit 

Accrued Interest Receivable (116). There is, therefore, only one credit 

''̂ George Hlllls Newlove, C. Aubrey Smith, and John Arch White, 
Intermediate A9co^T^^^ng (rev. ed.; Boston: D. C. Heath and Company, 
1948), p. 193. 
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entry per month reqdred for Interest on Notes Receivable (903), whether 

the interest has b«en received or is only accrued. 

Journal Entnr ^ . ^ : (Sales Journal) Monthly 

110 - Accounts Receivable 
301 - Sales 
305 - Repair Service Income 

To record the sales for the month. 

The charge coltmm of the Sales Journal is the total Accounts 

Receivable and is the total of all Income for the period. Repair Service 

Income is distributed to a separate column in the credit distribution 

section of the Sales Journal, and is deducted from the total shown in 

the charge column to obtain the amount of Sales (301). 

Journal Entiy No. 18: (General Journal) Monthly 

402 - Cost of Sales 
140 - Finished Goods 

To record the cost of sales for the month. 

Since production is on a job order cost basis the cost of sales 

is determined by referring to the cost sheets of the units sold. Cost 

of Sales (402) Includes the cost of udts sold and entered as a sale in 

Sales (301). Cost of Repair Service Income is discussed in Standard 

Journal Entry No. 20. 

Journal Entry No. 19: (General Journal) Monthly 
130 - Materials in Process 
120 - Stores 

To charge production with the amount of materials Issued 
during the month. 

The information for this entry is obtained from the file of 

Stores Requisitions and Stores Credits. These forms are held in separate 

files for the current period when the information for this entry is ex

tracted and the forms are placed in a permanent file. Journalizing is 
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accoBiplished directly from the requisitions. A tape i s run on each cre

dit and the account number i s indicated on the t?pe to show that the 

posting has been performed. The tape i s f i led with the requisition forms. 

filP f̂fftal gntnr ^ . ^ t (Job Cost Sheets) Monthly 

140 - Finished Goods 
404 - Cost of Repair Service Income 
130 - Materials in Process 
132 - Labor in Process 
134 - Manufacturing Expense in Process 

To record the transfer of completed units to finished 
goods. 

At the end of the period the job cost sheets completed during 

the current period are summarized for the above entry. If the goods are 

delivered as produced the charge could be to Cost of Sales (402) instead 

of being recorded through the Finished Goods account. Repair service i s 

considered as complete v/hen the job cost sheet i s returned to the account

ing of f ice . 

journal Entry Na, 5],! (General Journal) Monthly 

402 - Cost of Sales 
500 - Maniifacturlng Expense Control 

To record and close the under-applied manufacturing 
expense for the month. 

This entry Is to close out the control account at the end of each 

period. In case of over-applied expense the above entry would be re

versed, 

journal Entry No. 22: (General Journal) Weekly 

134 - Manufacturing Expense in Process 
500 - Manufacturing Expense Control 

To record the weekly application of burden charges. 

The amount of burden applied i s computed by summarizing the job 

time tickets for the week. The credit to the control account i s not 
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posted to the subsidiary summaries. 

Q̂WWX l a i n M* 2SJ (General Journal) Monthly 

291 - Profit and Loss 
302 - Sales Returns and Allowances 
304 - Outgoing Transportation 
402 - Cost of Sales 
404 - Cost of Repair Service Income 
600 - Administrative Eacpense Control 
700 - Distribution Expense Control 
952 - Interest on Notes and Mortgages Payable 
960 - Discounts not Taken 
962 - Miscellaneous Sscpense 
990 - Federal Income Tax E3qp>ense 

To close the expense'accounts to Profit and Loss. 

Journal Entry Na. S±' (General Journal) Monthly 

301 - Sales 
305 - Repair Service Income 
903 - Interest on Notes Receivable 
905 - Rentals on Nonoperating Property 
949 - Miscellaneous Income 
291 - Profit and Loss 

To close the income accounts to Profit and Loss. 

Journal Entry No, 25» (General Journal) Monthly 

291 - Profit and Loss 
287 - Accumulated Earnings 

To close the profit for the per^'od to Accumulated Earnings, 

Standard Journal Entry Nos, 23, 24, and 25 are the usual closing 

entries at the close of an accoxmting period. In the event the firm suf

fered a loss the debit and credit accounts In Standard Journal Entry 

No, 25 would be reversed. 



CHAPTER V 

DEFINITIONS OF THE GENERAL LEDGER AND DETAIL ACCOUNTS 

The person responsible for the maintenance of an accounting sys

tem must know its method of operation in order to produce the statements 

and information necessary. Many varied situations will arise from time 

to time which will puzzle the bookkeeper, and he will need a ready source 

of information in order to maintain consistency in account analysis. If 

he falls in this objective the efforts to maintain accurrte and complete 

records has not been successful. 

To avoid such ml sunder strndings, and thus misuse, the following 

definitions of the accounts are given. An effort has been made to state 

exactly the content of the account and to stipulate the debits and credits 

to the account with an Indication of the frequency of the entries. The 

definitions will follow the same order and plan as was used in listing 

the accounts in Chapter IV. 

ASSETS AND VALUATION RESERVES (100 - 199) 

Current Assets (100 - 169) 
100 - Cash 

102 - Citizens National Bank 
This account Includes cash on deposit with the Citizens 
National Bank excluding advances to cashiers, agents, 
and others, and excluding deposits reserved for spec
ial purposes, such as the payroll account (Account 104) 
and the petty cash fund (Account 106), 

Debits to this acccunt originate in the Accounts Receiv
able Control and the credits from the Accounts Payable 

32 
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Control, For a complete explanation of how this is 
accomplished refer to Chapter VI which explains the 
forms for the proposed system. 

104 - Citizens National Bank - Payroll 
This account is set up for the clearing of payroll 
checks only and is the amotint of cash on deposit with 
Citizens National Bank for that specific purpose. 

Debits to this account would result in a credit to 
Account 102. When the net amoiint of the payroll is 
ascertained a check for that amoimt would be drawn 
against Account 102 payable to Account 104. A credit 
would be made to Account 104 \Aen the payroll checks 
are issued. Any balance in the account should be the 
exact sum of outstanding checks and there should never 
be any overdrafts. 

106 - Petty Cash 
This fund is set up for the convenience of the com
pany in the paying of small obligations. It is de
signed to operate on the Imprest system. The amount 
of cash plus any paid and receipted vouchers of the 
fund should always equal the exact amount of the fund 
as set up. The frmd is not to be a stamp fund nor a 
clearing account for lOUs and peyroll checks, but only 
to care for minor obl^gptions of the company. 

The fund is originated by the transfer of a given 
amount from Account 102 to Petty Cash. From time to 
time the fund will reqdre replenishment and the 
petty cashier will present a statement of payments 
together with the paid vouchers and receive payment 
which should then make a total of cash in the Petty 
Cash account equal to the original appropriation. 

110 - Accounts Receivable 
The balance of this account is the amount due the com
pany from its customers. Credit transactions'with cus
tomers in regular ooomercial channels are charged to 
the account. Outgoing transportation costs paid by 
the coinpany which is to be assumed by the customer up
on delivery are also Included in the charges. 

The account Is credited for any payment by the customer 
or for any llqddatlon from any agreed source. This 
account is a control account with each customer having 
a separate ledger sheet. The special forms are des
cribed in Chanter VI. 
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111 - Allowances for Estimated Losses on Receivables 
There is a risk element in any credit transaction. To 
charge the loss to the period responsible for the cre
ation of this risk of loss an allowance account is 
maintained. The problems of this expense were out
lined in Standard Journal Ihtry No. 13. As suggested 
in the journal entry discussion, there are two proV 
able methods available for estimating these losses. 
It is suggested that at the installation of this sys
tem that one method, for example percentage of Net 
Sales for the period, be used, but that data be com
piled as to the percentage of losses based on the 
amount of receivables outstanding at the close of 
each period. Later study should enable the setting 
of a more precise rate than vould be possible at the 
present. 

After determining the amount of probable losses the 
Bad Debts account is charged and the Allowances ac
count is credited with the amount of the adjustment 
necessary to create the proper credit balance in the 
Allowances account. Should the adjustment result in 
a debit to the Allowances account the credit should 
be taken up as Miscellaneous Income (949) and throu^ 
Profit and Loss to Accumulated Earnings. 

The Allowant^s accotuit is debited with the amount of 
an account receivable when it is definitely determined 
that the account is uncollectible. The accountant 
should never charge off any account without authority 
from some company executive. 

112 - Accounts Receivable - Employees 
Tills account indicates the amount due the company from 
its employees on payroll advances, etc. This account 
is charged at the time of the advance and credited as 
the company is reimbursed. 

114 - Notes Receivable 
This account contains the face amount of short term 
notes not discounted which has been given in consider
ation of merchandising activities. A debit to this 
account may be the result of a sale on a note or the 
closing of an open account receivable by taking a short 
term note. Credits to this account occur at the time 
of payment or dishonor. 

1 SS,. Si\., Accounting Research Bulletin. No. 32. 
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If the eospany does not carry its own paper, but rather 
discounts it at a bank or other financial institution, 
another account for the contingent liability should be 
added to this chart of accounts. This additional ac
count should follow immediately after fixed liabilities 
and it is suggested that the new account be assigned 
number 271. 

116 - Accrued Interest Receivable 
The balance of this account is the amount of Interest 
earned but not yet due or received. For convenience, 
and if the number of notes receivable become sizable, 
a note receivable register would be maintained. Tfy 
referring to this register the amount of Interest 
earned over a given period may be computed. This is 
the amount for Standard Journal Entry No. 16. Paynents 
received are credited to Accrued Interest Receivable (116). 

118 - Advances to Salesmen 
This account is charged with all prepayments to sales
men and credited for the amount of expenses Incurred 
when reported and accompanied by an acceptable receipted 
expense voucher. 

120 - Stores 
The balance in this account represents the value of 
raw material on hand which will become T)art of the 
finished product. When materials are purchased for 
use in production this account is charged with the 
offsetting credit to Accounts Payable (201) or the 
bazik account, if a cash purchase. 

130 - Materials in Process 
As materials are withdrawn from stock by stores 
requisitions the appropriate job cost sheet is charged. 
Some of the material requisitioned may be stocked in 
the storeroom while other may be by special order. Re
gardless of the source, as long as the material requisi
tioned is a raw material the charge is to Materials in 
Process and the credit to Stores (120). 

When a unit of production is completed and transferred 
to Finished Goods the amount of materials used la com
puted and Materials in Process is credited with a debit 
to Finished Goods, 

132 - Labor in Process 
Direct labor as indicated by the time tickets is charged 
to the proper job cost sheets. The Labor in Process ac
count is a controlling account for the direct labor on 
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all current job cost sheets. As a given \mlt of produc
tion is completed the Finished Goods account is (^rged 
with the -^ocumulated amount of direct labor and the 
Labor in Process account is credited. 

134 - Manufacturing Expense in Process 
The various indirect expenses of production are accumu
lated in this account. At the present level of opera
tions the larger percentage of expenses can be charged 
directly to certain units of production. However, ex
penses of the clean-i:?) man %^11 have to be considered 
PS indirect labor. Such material as bolts, rivets, 
and paint are indirect materials while welding rods and 
various welding supplies are considered as Factory Stqp-
plles. These indirect esqpenses are charged to Manufac
turing Expense in Process account on a predetermined 
burden rate. This rate will be applied to the data on 
the job cost sheet and transposed to this account. 

As the units are completed Finished Goods is charged 
with the accumulated Indirect expense and the credit 
is to this account. 

140 - Finished Goods 
The balance In this account represents the cost value 
of completed units on hand and awp.-tlng sale. The 
debits to this account have been indicated in the ex
planations of Materials in Process (130), Labor in 
Process (132), and Manufacturing Expense in Process 
(134). When a unit is sold this account is credited 
and Cost of Sales (402) is debited. 

146 - Factory Supplies 
Items that are used in the factory such as welding rods, 
carbide, oxygen, oil, grease, hydraulic fluid, and other 
manufacturing supplies are charged to this account as 
purchased. At the end of each period a physical inven
tory is taken and this account is credited with the 
adjustment and charged to Supplies Expense (5P2) as 
shown in Standard Journal Entry No. 10. 

160 - Office Si5)plies 
The purchase of stationery, office forms, and related 
items are charged to this accormt. At the end of a 
period a physical inventory is taken and the adjust
ment is credited to this account and char̂ red to Sup
plies Expense (622 and 722) as shown in Standard 
Journal Entry No. 10. The distribution of charges 
must be made on some basis of ammo\mt used per function. 
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166 - Prepaid Insurance 
All Insurance premiums pre charged to this account as 
paid. At the end of a period the amo\mt of expired 
Insurance is determined by a review of the insurance 
register and this adjustment is credited to this ac
count with a charge to Property Taxes and Insurance 
(540, 640, and 740) as outlined in Standard Journal 
Entry No. 9. The distribution of debits would be 
made on the basis of service rendered, probably on 
the value of goods insured. 

Fixed Assets (170 - 189) 
172 - Land 

This -account represents the cost price of land purchased 
for use in the business. If any portion of the land is 
sold, or disposed of in any manner, this account is cre
dited with the cost of the land. If the land sold is 
a portion of a tract purchased, the cost is prorated on 
a b?»sls of either current value or value at the time 
of purchase. 

174 - Buildings 
This account is charged with the purchase price or 
construction cost. If constructed by company labor, 
of buildings used in the business. When buildings 
are sold, or otherwise disposed of, this account is 
credited vlth the original cost of the unit sold. 

174R - Accumulated Depreciation - Buildings 
The depreciation expense on buildings is credited to 
this accoTuit. If a bdldlng is sold, or otherwise 
disposed of, this account is charged with the pmount 
of depreclatlion that has accumulated on that building 
up to the date of sale or disposal. 

176 - Office Furniture and Fixtures 
This account is charged with the purchase price or 
construction costs, if constructed ty company labor, 
of furniture or fixtures used in the company's offices. 
When the furniture or fixtures are disposed of in any 
manner this account is credited with the original cost. 

176R - Accumulated Depreciation - Office Furniture and Fixtures 
For the correct operation of this account refer to the 
explanation defining Account 174R. 

178 - Machinery 
The items in this account are charged and creditef̂  in 
the same manner as explained In Accounts 174 and 176 
above. 
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178R - Accumulated Depreciation - Machinery 
For the correct operation of this account refer to 
the explanation defining Acco\mt 174R. 

180 - Cars and Trucks 
The purchase price of cars and trucks purchased for 
use in the company's business is charged to this ac
count. When a unit is disposed of in any manner the 
original purchase price is credited to this account. 

180R - Accumulated Depreciation - Cars and Trucks 
For the correct operation of this account refer to 
the explanation defining Account 174R. 

Deferred Charges (190 - 199) 
192 - Dies, Patterns, Templates 

Dies, patterns, templates, and jigs, either purchased 
or constructed in the plant, which have a useful life 
of several periods are charged to this account. The 
cost is then charged to the periods benefitted with an 
adjustment to Account 526. Those dies, patterns, tem
plates, or jigs of a relatively short life may be 
charged directly to the expense accoxint and written 
off against current income. 

194 - Patents 
This account is charged with the cost of patents devel
oped, or purchased, by the conpany for use in production. 
Such cost is to be amortized in a prorata method over 
the years which it will benefit and in no case will the 
period of amortization exceed the legal life of the pat
ent. Amortization will be charged to Accoimt 538. 

196 - Organization Expense 
This account is charged with the cost of organising the 
corporation. This cost may be amortized over the esti
mated life of the corporation, held on the books indef
initely, or written off in any acceptable manner when 
so ordered by the board of directors. 

LIABILITIES AMD EQUITY (200 - 299) 

Current Liabilities (200 - 249) 
201 - Accounts Payable 

This account is credited with open account obligations 
for materials, supplies, and services arising out of 
the normal and regular course of business as they arise. 

Debits to this account result when such obligations 
are paid by cash or note, or the company being given 
credit or adjustments. 
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206 - Notes Payable 
This account is credited with the amount of obligations 
arising out of the normal course of business for which 
short term (usually less than one year) notes are given 
as guaranty. 

Debits are made as these obligations are liqddated. 

211 - Accrued FOAB Tax - Employees' Share 
This account is credited for the amount deducted from 
the employees' wages as reflected by the pasrrolls. As 
the tax is paid this account is debHed. 

213 - Accrued FOAB Taix - Company's Share 
This account if? credited with an amount equal to the 
FOAB ta-x deducted from the employees' wages. The 
pccrulng entry is given in Standard Journal Entry 
No. 3. As the tax is paid this account is debited. 

215 - Withholding Tax Deducted 
This account is credited with the amount of Federal 
Income Tax withheld from employees' wages as shown 
on the payrolls. As payment is made this account is 
debited. Refer also to Standard Journal r̂ ntry Nos. 1 
and 2. 

217 - Accrued Federal Unemployment Tax 
219 - Accrued Texas Unemployment Tax 

Due to the similarity of these accounts they are dis
cussed jointly. It is sugniested that these accounts 
be studied In connection with Standard Journal Entry 
No. 3. The amount of tmemployment tax Is a given per
centage of the gross payroll as set by a govemment?l 
agency. The distribution of this tax to the various 
functions is made from an analysis of the payrolls. 

This accoTint Is credited as the tax accrues and is 
debited for payments. 

225 - Accrued Payroll 
This account is credited with the net payroll after all 
deductions and is debited as the payroll checks are 
drawn. 

227 - Estimate for Vacation Pay and Sick Leave 
Standard Journal Entry No. 1 should be studied In con
nection with this account. The estimate is established 
as outlined in that entry. When an employee goes on a 
vacation, or becomes ill, this account is debited for 
all pay which the company pays the employee in fulfill
ment of its agreement. 
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231 - Accrued Property Tax 
Each month as the books are closed a charge is made for 
property tax. The credit is to the accrual account and 
as the tax becomes due and is paid this accotmt is debi
ted. Provisions must be made for any changes in valua
tion and tax rates when making tpx estimates and accru
als. This procedure is shown in St-̂ ndard Journal Entry 
No. 9. 

233 - Accrued Interest Expense 
^he interest payable on all interest bearing obligations 
is accumulated in this account. The entire amount of 
Interest accrued for the period, either paid or payable, 
is entered in this accoimt as shown in Standard Jo\ir-
nal Entry No. 12. As payments are made this accoxint 
is debited. 

239 - Allowance for Federal Income Taxes 
The estimated amount of Federal Income Tax expense is 
computed for each period and credited to this account. 
As payments are made the debit is to this account. 

Fixed Liabilities (250 - 269) 
251 - Mortgage Payable 

In the event a mortgage loan is made on company pro
perty, the liability is entered in this account. As 
the loan Is liquidated this account is debited. 

Equity Accounts (280 - 299) 
281 - Capital Contributed for Shares 

The amount of capital as set forth in the charter at 
par value and Invested in the business is credited to 
this account. The amount remains constant until al
tered by a revision of the charter or the business is 
terminated. 

285 - Capital Contributed in Excess of Par Value 
Any contributions in excess of par value on the sale 
of stock is credited to this account. Any profits 
on transactions of the corporation's own stock is 
also credited to this account.^ Any dividend paid 
to stockholders from this account should be classi
fied as a liquidating dividend. 

OX), clt.. Accounting Research Bulletin. No. 1, p. 7. 

^Newlove, Smith, and v̂ hite, ££. clt.. p. 332 and 501. 
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287 - Accumulated Earnings 
The cumulative amounts of profits and losses are sum
marized in this account. Dividends are payable from 
these accumulations. 

291 - Profit and Loss 
This is a temporary account at the close of a period 
and is used as a closing account for the merchandising 
accounts. This account is closed to AccTsnulated Earn
ings (287). The closing entries are explained In 
Standard Journal Entry Nos. 23, 24, and 25. 

SALES AND COST OF SALES (300 - 599) 

Sales (300 - 399) 
301 - Sales 

The amount of net sales is credited to this account. 
The term "net sales" as used here refers to the net 
amount of the Invoice. Sales invoices are tendered 
with the discount deducted. The failure on the part 
of the debtor to pay within the discount period will 
result in the requirement that he pay the gross amount. 
This discount is credited to Miscellaneous Income (949) 
Any corrections in prices or billings are reflected 
through this account. 

This account is closed to Profit and Loss (291) at 
the end of each period. 

302 - Sales Returns and Allowances 
Merchandise purchased from the company which may prove 
defective, or for other reasons the debtor may offer 
complaints, and the company authorizes its return is 
charged to this account. At the end of each period 
this account is closed to Profit and Loss. 

304 - Outgoing Transportation 
Transportation charges on sales which are prepaid or 
allowed are debited to this account and closed to 
Profit and Loss at the end of each period. 

305 - Repair Service Income 
The company maintains a service department to help in 
the maintenance of the various machines. In some in
stances i t i s necessary for the mechanic to take por
table eqdpment to the f ie ld to do the repair vrork, 
while other repair jobs are brought to the plant. Re
pair work which i s a charge to the customer i s cre-
diVsd to this account. 
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Repair work which i s the result of an adjustment i s 
charged rj^ainst the machine or unit being serviced. 

Cost of Sales (400 - 499) 
402 - Cost of Sales 

This account is charged vrlth the cost of all goods 
sold during each period and is closed to Profit and 
Loss. The cost of goods sold is determined from the 
job cost sheets. Refer also to the explanation of 
Finished Goods (140). 

404 - Cost of Repair Service Income 
This account is charged with the various costs of 
performing custom work. The job cost sheets on cus
tom work is summarized for this information. The 
credit entry is to the various process accounts, and 
is Illustrated In Standard Journal Entry No. 20, 

Manufacturing Expense (500 - 599) 
500 - Manufacturing Expense Control 

This control account is the aggregate of the subsi
diary accounts in the 500 series the definitions of 
which are given later in this chapter. This account 
is closed to Profit and Loss at the end of e^ch period. 

ADMINISTRATIVE AND DISTRIBUTION EXPENSES (600 - 799) 

Administrative Expense (600 - 699) 
600 - Administrative Escpense Control 

This control account is the aggregate of the subsi
diary accounts in the 600 series the definitions of 
which are given later in this chapter. This account 
is closed to Profit and Loss at the end of each period. 

Distribution Expense (700 - 799) 
700 - Distribution Expense Control 

This control account is the ag/rregate of the subsi
diary accounts in the 700 series the definitions of 
which are given later in this chapter. This account 
is closed to Profit and Loss at the end of each period. 

OTHER INCOME AND EXPENSE (900 - 999) 

Other Income (900 - 949) 
903 - Interest on Notes Receivable 

This account Is credited r-riih all interest earned for 
the current period, whether paid or accrued. This ac
count is closed to Profit and Loss at the end of each 
period. For the complete relationship refer to Standard 
Journal Entry No. 16 and the definition of Account 116, 
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905 - Rentals on Nonoperating Property 
The rent income from property ovmed by the company but 
not specifically used in the business is credited to 
this account and is closed to Profit and Loss at the 
end of each period. 

949 - Miscellaneous Income 
Income from sources not otherwise classified is cre
dited to this account and closed to Profit and Loss 
at the end of each period. 

Other Expense (950 - 999) 
952 - Interest on Notes and Mortgages Payable 

Th^s accoimt is charged with all interest expense, 
whether paid or accrued, incurred during the period 
and is closed to Profit and Loss at the end of epch 
period. For additional and illustrative information 
refer to Standard Journal Entry No. IP and the defi
nition of Account 233 above. 

960 - Discounts not Taken 
This account is debited with discounts not taken when 
paying accounts payable. The system is designed to 
have purchases entered on the books at the net price, 
and should circumstances arise necessitating the pay
ment of the gross amount, the discounts so lost will 
be reflected in this pccount for more prompt study and 
analysis. The account is closed to Profit and Loss at 
the end of each period. 

962 - Miscellaneous Expense 
Expenses from sources not otherwise classified are 
charged to th-s account and closed to Profit and Loss 
at the end of each period. 

990 - Federal Income Tax Expense 
The amount of estimated income tax for the period is 
charged to this account with the credit being to 
Allowance for Federal Income Tax (239). At the close 
of the fiscal year the income tax report is prepared 
and any discrepancies are adjusted at that time. 

The definitions of the detail accounts which comprise the con

trol accounts of Manufacturing Expense, Administrative Expense, and 

Distribution Expense follow. Only the last two digits of the account 

number are used in this explanation and reference should be made to the 
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table in the preceding chapter for the major function c l ? s s i f l c a t l o n . 

Some of the subsidiary accounts appear in a l l three major functions 

while others may be applicable to only one. The usual entries in the 

subsidiary accounts w i l l be debits only, and in a l a t e r chapter the form 

4 

for the subsidiary expense ledgers will be illustrater' an- explained. 

Credits, where needed, will be entered by the red ink method. The most 

usual credit to be entered in the subsidiary accounts would occur when 

expense was incurred in the construction of fixed assets for the company. 

These charges would initially be entered In the expense accounts in a 

routine method and later the fixed asset cost would be allocated to the 

appropriate fixed asset account and credited to the proper expense ac

counts which collected the expense during construction. 

Detail Expense Accounts (00 - 99) 
00 - General Ledger Control 

This is the control account under each of the three 
major functions to accumulate the charges and credits 
of the detail accounts. The balance of this account 
for a function is equal to the total of the detail ex
pense accoxints 01 throtigh 99 for that function. 

02 - Salaries - Supervision 

This account Includes salaries and other compensation 
of employees whose principal function is supervisory in 
nature. 

06 - Salaries - Salesmen 
This account Includes the salaries of regularly employed 

salesmen. 

08 - Salaries - Office and Clerical 
This account includes the salaries and other compensa
tion of employees whose principal function is adminis
trative in nature. 

^The accounting forms are explained in Chapter VI, 
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10 - Commissions - Salesmen 
This account Includes con Iseions paid to regularly em
ployed salesmen being in lieu of, or in addition to, 
salaries paid to these salesmen. 

12 - Indirect Labor 
This account Includes salaries and wages paid for manu
facturing work which is of a service nature to produc
tion and which cannot be directly charged to individual 
cost sheets. Sweeping, cleaning, and the handling of 
material would be exaiqples of such work, 

14 - Overtime Premium 
This account Includes the payment of overtime when such 
cost was due to the need to meet a specific deadline in 
production. Under the present agreement the Saturday 
%fOrk in excess of forty hours is routine ajid would not 
be chargeable as overtime even though the wage agree
ment specifies an overtime rate for such additional 
hours. Refer also to Standard Journal Entry No. 1. 

18 - Employer's Payroll Taxes and Eiqpenses 
The amount charged to this account will be a percentage 
of the regTilar payroll per week* The present agree
ment allows five-sixths of a day per month as accumu
lated vacation for each employee, but not to exceed two 
vreeks; and sick leave accumulates at the rate of one 
day per month, but not to exceed thirty days in the 
aggregate per employee^ 

22 - Supplies Expense 
This account is charged with the supplies expense for 
the factory or office according to function. The entry 
to these accounts is in the form of an adjustment which 
is Illustrated in Standard Journal Entry No. 10. 

24 - Tool Expense 
This account is charged with the cost of small nondur
able hand tools purchased by the company. The princi
pal charge to this account would be drills and bits used 
in the machine shop. It is the policy of the company 
to have each employee furnish his own hand tools and 
as a result only those special type tools will be charged 
to this account. Since the amount should not be material, 
and the useful life of these drills and bits are rela
tively short, it is considered sound accounting practice 
to expense these items as they are purchased. 
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26 - Patterns, Dies, Templates 
This account Includes the amortisation of patterns, dies, 
templates, and jigs for the period. Refer also to the 
definition of Account 192 and Standprd Journal Entiy 
No. 11. 

28 - Royalties 
This account is charged with the royalty expense incur
red during the period. 

30 - Depreciation - Buildings 
This account is charged vrith the depreciation expense 
on the buildings for the period. The basis for the 
entry in the ledger is Standard Journal Entry No. 8. 

32 - Depreciation - Office Furniture and Fixtures 
This account Is charged with the depreciation expense 
on the of-f̂ ice furniture and fixtures for the period. 
The periodic entry is shown in Standard Journal 3̂ ntry 
No. 8. 

34 - Depredation - Machinery 
This recount is charged with the depreciation expense 
on the factory machinery for the period. The periodic 
entry is shown in Standard Journal Entry No. 8. 

36 - Depreciation - Cars and Trucks 
This account is charged with the depreciation expense 
on coB5)any owned cars and trucks for the period. The 
periodic entn^ is shown in Standard Journal Entry Ko. 8. 

38 - Patent Amortization 
This account is charged with the amortization costs of 
patents for the period. Refer also to the definition of 
Account 194, 

40 - Repairs and Maintenance 
This account includes the various repairs for the period. 
Repairs of such an extent that the life of the asset is 
enhanced should be capitalized in the asset ?»cnount. This 
account Includes only the normal maintenance to preserve 
the equipment in a serviceable condition. 

42 - Property Taxes and Insurance 
This account is charged with the accrued tax and expired 
Insurance for the period on the basis of Standard Journal 
Entry No, 9. 

44 - Advertising 
This account is charged with advertising expense PS in
curred since it is not contemplated that advertising will 
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be of such a nature as to be capitalized. 

46 - Automobile Operating Expense 

The current cost of operating company owned vehicles 
will be charged to this account. This Includes gaso
line, oil, grease, tires, licenses, and sl-̂ ilar exoenses. 

50 - Bad Debts 
This account is charged with the anticipated bad debts 
for the period. The entry charging the expense is illus
trated in Standard Journal Entry No. 13. 

54 - Postage 

This account is charged with the cost of postage stamps 
or metered postage on outgoing mall. It does not Include 
the parcel post charges on articles shipped to customers 
which is a correct charge to Outgoing Transportation. 

56 - Heat 
This account is charged with the cost of heating the 
plant and includes the charge for fuel from any utility 
company. 

58 - Power and Light 
This accoxmt is charged with the cost of power and light 
purchased from utility companies and consumed in the 
functions of the company. 

60 - Professional Services 
This account Is charged with the fees paid for profes
sional advice and services of attorneys, tax consultants, 
auditors, management engineers, etc. 

70 - Telephone and Telegraph 
This account Includes charges for local and long dis
tance telephone and telegraph service. 

72 - Traveling and Entertainment 

This account Includes the expense of company authorized 
travel in the pursuit of company policies and the charges 
of entertaining of other than company personnel when such 
entertainment may enhance the possibilities of future 
sales. 



CHAPTER VI 

ACCOUNTING FORMS FOR THE PROPOSED SYST'̂ ?.' 

An essential part of the work of an accounting systematizer is 

to provide proper forms for the system. This chapter Illustrates and 

explains the use of the forms provided for the proposed system. A man

ual collating procedure for the payroll, receivables, and payables has 

been adopted to eliminate the rewriting required by handwritten pro

cedures and to avoid an expensive Investment by the small firm in ac

counting machines. This procedure is referred to as a peg board system. 

It consists of a writing board equipped with small pegs along one edge 

spaced in such a manner as to exactly fit forms with special marginal 

pomching. The operator can place two or more forms on the board in a 

collated position and by one writing enter data on all the forms. In

dividual steps in the use of the pBg board will be explained in connec

tion with the proper forms. 

The system is designed around fifteen principal forms. Those 

forms adapted for use with the peg board are several separate sheets 

which become a unit when in use. Each form is Illustrated and explained 

separately in the following sections. 

The job cost sheet is the principal form In the oper'^tlon of a 

job order cost system, such as has been adapted to this case study, and 

48 
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is the last form to be discussed. It is necessary to have a thorough 

knowledge of the general bookkeeping procedures before the discussion of 

the job cost sheet could be readily understood. 

Since the proposed system has been designed through the c^se 

•tudy approach, an effort has been made to have the nâ ^̂e of the firm 

studied—the Hancock Manufacturing Company—to appear where applicable, 

and if at all possible. The payroll and sales invoice forms will have 

the name of other firms, however, since the nature of the forms copied 

would make the proper alterations appear awkward. Tlse reader is asked 

to bear this fact in mind during the study of these forms, and by so 

doing the explanation should be clarified to some extent. 

1. cipck Cai& inmr^ t(g) mss. §§)i 

The clock card is designed to record the time when employees en

ter and leave the plant and to provide space to summarize the weekly 

wage. This summarization may or may not be used at the discretion of 

the administrative personnel. I t should prove advantageous, however, 

for i f the person enterlxig the payroll computes each amount as he pro

ceeds he wi l l be doing several tasks in combination, and hence will mul

t iply the posf ib i l l ty of error. 
2. PwTffll ilXSSSS, 1 . 22SSL SO)! 

The payroll group of forms consists of three separate forms— 

the payroll journal, the compensation record, and the payroll check. 

The f i r s t step in preparing the payroll checks i s to sort the clock crrds, 

n^ich have been summarized in a previous operation, in the same order as 

the coinpensatlon records are f i led in the posting tray. 

The second step i s to place the proper forms on the peg board in 

TEXAS TKCHNOLOGICAL COLLEGE UbRAKl 
T.rmUK K. TKXAS 
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order that checks, compensation records, and the payroll journal may be 

written simultaneously. The first form placed on the peg board is the 

journal. This form is covered by a sheet of specially prepared carbon. 

Next the payroll checks are placed on the peg board in such a manner that 

the spot carbon on the first, or upper, check will collate with the first 

blank line on the journal form. This prepares the board for writing the 

payroll. Since the clock cards are sorted in the sprae sequence as the 

compensation records, the first compensation reco d is withdrawn from 

the posting trey and placed under the first payroll check and directly 

on top of the specially prepared carbon sheet. The compensation record 

Is placed so that the first open line collates with the spot carbon on 

the payroll check and the column? on the record coincide i/lth the data 

on the payroll check stub. The coltsmns will be aligned when the left 

hand edge of the compensation record Is placed firmly against the pegs 

of the board. 

Next the amount due and the proper deductions for the employee 

are entered from the summarized clock card in the proper spaces on the 

payroll check stub. The check stub is completed and now contains suf

ficient data to complete the check. Three separate steps have been ac

complished during this writing—the payroll check stub was completed, 

the coinpensation record was prepared, and the payroll entry was recorded 

in the journal. 

Now the payroll clerk returns the compensation record to the file 

tray, turns over the completed clock card and payroll check, and repeats 

the above process untlll all the payroll checks have been written. 

1 I I i.w.w^^Mr-^ 
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After all the compensation records have been completed the next 

step is to prove the Journal. Each column is footed and then the totals 

are cross footed. The total earnings should equal the distribution of 

debits as shown in columns 132, 5^0, 600, 700, and Miscellaneous or Gen

eral Ledger column. The total of the 227 column is a credit and is equal 

to the amounts in detail account 18 of the 500, 600, and 700 series. 

The totals of all columns are either posted to appropriate ac

counts or checked to indicate that post in?: is not required. The amounts 

in the various earnings columns are all checked since the posting is 

from the debit distribution section of the journal. The totals of the 

deductions columns are posted to th«» proper general ledger accoimts. The 

sum of the total deductions column is checked. The sum of the net psy 

column is entered as a credit to Accrued Payroll (225). The total of 

the other columns are posted to their respective accounts except itemized 

posting is required in the miscellaneous column. The individual items 

in the expense control accounts are posted to the proper subsidiary ex

pense account. 

As one clerk writes the check stubs another can complete the 

check, either by hand or check protector, thus speeding the process 

otherwise reqdred. Also the checks are prenumbered with a unlsort area 

in the lower left hand corner i^ich is prepunched to agree vlth the num

ber. This enables quick numerical sorting of the checks for reconcili

ation. The payroll contains the information for preparing Standard 

Journal Entry Nos. 1, 2, and 6 illustrated In Chapter IV. 

3. jbil Time Cards iHg^ss. it £age, 53): 
Each employee prepares a job time card for each job performed 
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>i 

I 

Fig. 4. Computing Chart and Job Time Card 
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during the day to make proper distr ibut ion of labor and overhead to the 

various job order cost sheets . The time card adopted for the system i s 

a computing time c^rd which i s arranged with ." pchedule of clocV time 

along the two long edges of the card. One edge recor'^s time from s ix 

to twelve o'clock! the other, the time from tvelve to s ix o'clock. Each 

schedule I s divided into periods of s ix minutes, or one-tenth of an hour. 

One end of the card shows the kind of work performed. The other end 

provides spaces for the job number, employee najae or number, machine 

number, and other data. The center section of the card contains infor

mation regarding payroll rate , overhead rate , payroll cost , overhead 

cost , and elapsed time. These data are printed tv/ice in tumble form 

pos i t i on for the convenience of the cost clerk so that Information may 

be readi ly entered, regardless of v^ich side of the card has been used 

to indicate the time. 

Eadi employee w i l l have two or more cards per day since a new 

card %rould be used following lunch periods. The eatployee Indicates the 

s tart ing and stopping time by a stroke of the penci l through the clock 

time shown along the proper ed^e of the card. Cards are turned in to the 

cost clerk da l ly , or more freqxiently i f convenient, where the various 

assignments are costed and proper entr ies are made. The clerk has com

puting charts for the wage and burden rates applicable to current opera

t i o n s . When he receives a job time card he places i t on the computing 

chart as shown in Figure 4 so that the beginning time indicated on the 

Hl l l ipJx Davis, ed i tor . Corporate Treasurer's and Control ler's 
Handbook (New York: Prentice-Hal l , I n c . , 1950), p . 727-729. 
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card is at the zero position of the column computed for the desired rate. 

?y moving along the edge of the job time card to the indicated ending 

time the elapsed time 1B shown to a tenth of an hour and the wage or bur

den cost is shown in the computed column of the chart. Labor hours and 

amount are entered on the Job order cost sheet dally.^ 

4. AccoTants Payable (Figures 5a ̂ ai Bl* VB-ses 5g ajc^ 57): 

The Accounts Payable Control is a combination purchase journal, 

cash disbursements journal, and a subsidiary accounts payable ledger. 

This comprehensive arrangement is attained through the use of a peg 

board system, By completing several operations with one writing the 

clerk is enabled to complete the work ^aith. a minimum of effort, rnd can 

eliminate the possibility of errors of transposition during various 

posting procedures. 

There are four forms used in the accounts payable series—the 

record of invoices, the record of checks drawn, the individual accounts 

payable ledger card, and the accounts payable checks. It is necessary to 

use only two forms—the record of invoices and the ledger card for the 

appropriate creditor when recording a liability. In liquidating the lia

bility three forms are used—the record of checks drawn, the ledger card 

of the creditor being paid, and the account payable check form. 

When an invoice is received and is to be recorded the record of 

Invoices, a journal form, is placed on the peg board covered with a 

sheet of special carbon paper. The creditor's ledger card is placed 

over the journal form so that the next bl'̂ nk line on the two forms collate, 

^Fbrms and information in this section through the courtesy of the 
Charles R. Hadley Coinpany. 
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The Invoice is entered and the clerk proceeds through all of the invoices 

to be posted. 

At the time of payment the record of checks drawn, a joumrl 

form, is placed on the peg board covered with a sheet of special carbon 

paper. The creditor's ledger card is placed over the carbon with the 

•paces aligned as above. The checks are placed over the ledger card with 

the spot carbon area of the first check being directly over the space on 

the ledger card where the payment entry is to appear. The check stub is 

filled out, the check turned back, the ledger card is returned to the 

posting tray, and the process continues. 

The journals are footed and cross footed at the end of each per

iod of posting. The record of invoices is proved after the columns are 

totaled. The total credits to accoimts payable is added to the total of 

the old balance column. From this sum the total debits to accounts pay

able and any discounts not taken are subtracted. The remainder should 

equal the new balance. The clerk should make it a practice to take this 

proof following each series o^ postings. 

The debit and credit columns of the accounts payable column are 

footed and each total is posted to the general ledger account Accounts 

Payable (201) as a debit and credit respectively. The total of the col-

Timns provided for debit distribution are posted to their accounts in the 

general ledger. The general ledger column will reqdre item by item 

posting. Individual items in the control account columns are to be 

posted to the proper subsidiary ledger. 

When an invoice is received it is analyzed and the various items 

are aesign^d a correct account number for the debit distribution. Invoices 
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are then entered and the distribution is made according to the pre-

assigned account numbers. 

Only four postings are reqdred from the record of checks drawn 

journal. The columns are footed and cross footed as described for the 

record of Invoices journal and then proved. The debit and credit col

umns of the accounts payable coliimn are posted as debit and credit respec

tively to the general ledger account. The total of Discounts not Taken 

is posted to the proper account. The total of the net check column is 

posted as a credit to the bank account (102). This sumnrrizes the pro

cedure for posting entries covering merchandising activities in this 

journal. 

When a check is drp.wn to cover the accrued payroll for the period 

the debit is made in the general ledger column to the payroll bank ac

count (104). The credit will appear in the net check column and thus 

be posted as described above. 

Should any instance arise for a cash purchase, the above distri

bution would be made and a check drawn. In other words, an account 

would be opened and closed in one operation. To simplify the steps, and 

if such circumstances become frequent, an accounts payable ledger card 

should be headed for "Cash Purchases" and used to clear these cash in

voices. 

The accounts payable checks are prenumbered ^nd have a prepunched 

unlsort area similar to the check forms described for the payroll. Th^s 

arrangement facilitates the reconciling of the bank balance. 

5. ^?cQuntt Receivable (JIQJCSI ift M^ Sk, pages §0 £ M £l) < 
The Acco\mts Receivable Control is a combination journal consist-
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ting of a sales journal, cash receipts journal, accounts receivable led

ger cards, and cumulative monthly statements adapted to be used with the 

peg board system. 

To record a sales invoice the forms are arranged on the peg board 

in the following manner. The record of sales journal sheet is placed on 

the board first with the special carbon sheet next. The accounts receiv

able ledger card and monthly statements, which are filed In the posting 

trey as a unit, are placed on the peg board so that the first blank lines 

of all three forms are collated. The invoice is entered in the charges 

column of the statement and journal. 

At the end of the period the coltmms are footed, proved, and 

posted. To prove this journal the total of the previous balance column 

plus the total of the charges column minus the total of the credits col

umn will be eq\ial to the balance column. The total of the charges column 

is posted as a debit to Accounts Receivable (110), The total of the 

Custom Sales column is posted as a credit to Account 305. The total of 

this column is also deducted from the total of the charges column and 

the remainder is posted to Sales (301) as a credit. Any credit adjust

ments or allowances are entered in the credit colum of the statement 

and Sales Journal, and the total posted to Sales Returns and Allows 

ances (302). 

Credit distribution is made in the columns on the right hand por

tion of the journal sheet. Since there are three principal products it 

Is suggested that eight columns be used for distribution as outlined be

low. The first three columns would be the distribution of the three 

principal product linee—the self-loading scraper, the land plane, and 
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the elevator. The next three columns should be for the distribution of 

parts for these lines. The seventh column wuld be used for miscellan

eous items and the eighth column to record various custom sales. This 

sales distribution vrlll not be posted to specific ledger accounts but 

accumulated for management information Bjid. analysis. However, this dis

tribution can be a source of valuable information, and an annual report 

should be made showing the sales of the three principal products, the 

separate manufacturing costs, and the gross margin. This report will en

able management to determine if the profit on any product is inadequate. 

This type of report is Illustrated in Appendix III. 

Cash received to apply on account is recorded in the cash receipts 

journal in the credit column. The only alteration in the peg board set-

v[p for the cash receipts is to remove the sales journal and Insert the 

cash receipts journal. After the cash receipts jottmal has been footed, 

and proved the following two postings are made. The total of the credits 

oolumoi is posted as a debit to Citizens National Bank (102) and as a cre

dit to Accounts Receivable (110). 

The above steps should provide adequate information for sales 

made on open account. But all sales will not be sales on account, and 

a procedure must be outlined to handle cash sales. An accounts receiv

able ledger card, without the statement form, is headed "Cash Sales", 

The cash sale invoice is entered on this ledger card in the same manner 

as an account sale, with another entry made for the cash payment. 

Rather than enter each cash sales Invoice individually they may be sum

marized at the end of a day and entered as a total. At the end of a per

iod the cash sales ledger card will be totaled and the amount of cash 
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sales could be entered in the explanation column of the general ledger 

account as comparative or complementary data. 

6, Cash Book! 

As previously explained all cash disbtirsements appear on the 

record of checks drawn journal, and cash receipts are recorded on the 

cash receipts journal, A dally summary is maintained on the cash receipts 

journal in four columns. The column headings are receipts, payments, old 

balance, and new balance. This summarization is proved and the total re

ceipts and payments should be identical with the respective journals. By 

this means a rapid check on the cash position of the company can be made 

at any time without the additional detail of maintaining an extensive 

oash book. 

7. Sales Invoice (Figure 7, page 6§): 

The sales invoice form has been designed to permit the prepara

tion of several forms with a minimum of effort. The bill of lading (three 

copies), the sales Invoice (two copies), and the packing slip (one copy) 

have been combined into one basic form with Interleaved carbons. This is 

accomplished by placing the shipping instructions on the left side of the 

form leaving the ri^t side of the Invoice forms for itemizing and pricing 

the order and the rl^t side of the bill of lading for use by the crrrier. 

The six copies are inserted in a typewriter to complete the left side. 

Then the form is removed and the bill of lading forms and the invoice are 

completed separately. The packing slip Is the last carbon copy of the 

Invoice, end does not extend to the right to Include any of the price 

columns. 
J. Brooks Heckert and Harry D, Kerrigan, Accounting Systems. 

(2d ed,l Hew Torkt The Ronald Press Co«Q)any, 1953), p, 186-7. 
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8. liaxSA Reqî î̂ ^̂ p̂î  ^^ St^xea Cgejit {TIEMS. & (A) aM ( D . 2L£S. i^)» 

The Stores Requisition and Stores Credit forms are similar in 

sppearance. The requisition form i s white while the credit form i s of 

another color for immedlnte identlficrtion. These forms are initiated 

ty the shop ST^erlntendent in two copies. The original copy i s forwarded 

to the stores clerk who f i l l s the order pnd prepares the material to en

ter the production l ine . The Mn card i s credited with the issue .̂nd 

the requisition i s forwarded to the cost clerk to "be entered on the pro

per joh cost sheet. 

The credit form i s prepered and accompanies material returned 

from production to the stores room. Upon receipt the stores clerk places 
ft 

the material in the proper Mn and dehits the "bin card. The credit form 

i s forwarded to the cost clerk to he credited to the proper joh cost 

sheet, 
9. Purchase Ords£ (Ii£2^Cfi I t £ M i M)< 

The purchase order i s prepared in duplicate. One copy is for

warded to the st5)plier, and one copy is retained in the purchasing de

partment f i l e s . The i l lustration i s a oopy of the present order form. 

These forms could "be purchased as an order unit with interleaved carhon. 

Howerer, when making only two copies the saving could not he material. 

If fature derelopments indicate the need for three or more copies, the 

order unit set should he considered. 

10. Eiji P*r^ (rigure 10, page ££) t 

Each hin, tray, or area in which parts are stored in the stores 

room wi l l hare a card placed in a small c??rd holder. This card will 

have recorded on i t a l l act ivi ty of that bin, tray, or area. Materials 

wi l l he recorded on the cards in quantities only. Pricing wil l he made 
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PURCHASE ORDER 

HANCOCK MANUFACTURING COMPANY 
AMARILLO HIGHWAY P. O. BOX «34 P H O N B S - « a 7 

LDBBOCK. TEXAS 
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DATE-

P O NO . 

•MIPMO on-
ocntD DUCniPTION 

Actual size: 81̂  by 11 Inches 

av. 

Fig, 9. Purchase Order Term 
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from the parts catalog price list. 

The card will he divided into five columns captioned date, refer-

ence, received, issued, and halance. In the reference colnmn the stores 

requisition, stores credit, joh cost numher, or Invoice numher will be 

recorded, 

ll* £eii2 S&lk (liaiEa U , ESfia TI ) : 

The petty cash disbursements Joumrl is a multicolnmnar worksheet 

form providing space for the date, payee, a debit and credit column for 

petty cash, distribution columns for the three control expense accounts, 

and a general ledger column. The initial advance to, and subsequent re

imbursements of, the fund are made as a debit to Petty Cash and ^ credit 

In the general ledger column to C ti^ens National Bank (102), 

Payments of sundiy small accounts are made as a credit to Petty 

Cash and tho correct distribution is made in the proper expense column, 

or to a general ledger account if the payment is one other than a usual 

expense. The subsidiary expense amounts are posted individually to the 

proper subsidiary ledger and the total of the column is posted to the 

general ledger control account. The accounts In the general ledger col

umn are posted individiially. The totals of the Petty Cash debit end cre

dit columns are posted to Petty Cash (106), 

12, general Journal (JjJSiXS, IR* JiMS. 22) < 

The general Journal is a three column type. The extreme right 

hand column is the general ledger credit, and the center column is the 

general ledger debit column. The left hnnd column is a detail column and 

is used when debit entries are made to the expense control accounts to 

show the proper distribution of the control charge. The detail entries 

are posted to the proper subsidiary expense ledgers and the general 
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ledger control i s posted to the control account. 

13, Oenera^ Ledger! 

The general ledger is the standard account form. It is not con

sidered necessary to either discuss its use or to illustrate it in the 
system. 

14. S\̂ .>ŝ dianr B^ei^ye Ledger (Figures 13 and H , pages 74 and 75); 

The subsidiary expense ledgers are maintained for the 500, 600, 

and 700 series of accounts on worksheet, or analysis, forms. A sheet Is 

given the proper heading for a control account and the columns are num

bered to agree with the detail accounts. Postings are recorded in the 

properly numbered column with the identical account numbers as the orig

inal entry. 

For the Manufacturing Expense Control three summary sheets are 

maintained—one for each of the three departments of the factory. There 

are two prodnoing departments—plant and machine shop—and the stores 

department is of a service nature. The subsidiary posting is made to 

these suimary sheets according to the distribution plan discussed in the 

following chapter, Each form will have a heading indicating the major 

function and the department. Only one analysis sheet is required for 

the Administrative and Distribution Expense Control. 

15- iSLk Order Cost Sheet {HgSISl, 1^ Sfii I&t £Mi8 21^123)** 

The job order cost sheet Is a full letter else form consistinsr of 

two parts. The upper portion is designed as a work order and the lower 

portion Is divided into sections to permit easy accumulation of the costs 

of the job. 'fhen an order is received the work order portion is prepared 

in three copies and signed, preferably by the assist'̂ nt manager, who re

tains the first carbon copy—a half size form—and ''orvrards the second 
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carbon copy—a half size card form—to the plant superintendent, 'fhen 

the superintendent receives his copy it is his authority to requisition 

from the stores clerk the material sufficient to build the unit ordered. 

The job order cost sheet is forwarded to the cost clerk after 

approval who accumulates data on production costs. The costs of direct 

purchases for a job order are recorded on the Job order cost sheet after 

the invoice has been recorded in the Accounts Payable Control. Stores 

requisitions and credits are recorded on the cost sheet as the material 

is Issued or returned, and before the stores form is placed in the cur

rent file. 

The job time tickets should be summarized each day and the direct 

labor cost per job entered on the proper job order cost sheets. In the 

direct labor section the number of hours per day for the plant and ma

chine shop are recorded separately. This provides the information nec

essary to coarplete the burden applied section. The following chapter 

discusses the theory for the separation of the direct hours incurred In 

the plant and machine shop, and the steps necessary to compute the pre

determined burden rate. 

After a job is completed and all invoices, requisitions, and 

summaries have been recorded, the various sections are totaled. The 

totals of the direct hours for plant and machine shop are entered in 

their respective spaces in the burden applied section. The predetermined 

burden rate is applied, the amount extended, and totaled. 

The total of each section is transferred to the proper space in 

the summary section to ascertain the total cost of the job order. Mater

ials in the summary section includes the total of the direct purchases 
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Name or Description.^ 
JOB ORDER COST SHEET 

Date Work Started.^ 
Date Promised.^ 
Inspected by_ 

Date 
Job Number.^ 

Date 

Customer's Number. 
Date Completed 
Shop Report Approved 

To the P l a n t Super in tendent : 
^ This i s your a u t h o r i z a t i o n to commence the construct ion of the 

above order to be completed, on or before the date shown. 

Approved:, 

_ P i r e c t P u r c h a s e s : 
Date I n v . No. Amount. 

S t o r e s : 

. Date Req. No. 

burden A p p l i e d : 

Plaj i t 
Shop 

I — " ^ — " 

Tota l 
Hours 

Hate 

. Amount 

1 

.Amount 

D I R E n T 
Plani 

Date Hours 
> 

Amount 

0 

Sumniary: 

L A "R n p 
l-la.chine Shoo 

Date Hours 

' 

• 

! ' > t e r i p l s 
Lr'oor 
Burden 

Tntpl CnRt 
Sal ea 

ftp.in o r ^I^flfi^ 

Amount t 

-

Ano^jLnt 

. 

Fig. 15. Job Order Cost Sheet 
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Finished 
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Burden 

Distribution 
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Actual size 

Fig. 16, Flow of Costs 



79 

and stores. When the units produced by the job order have been sold the 

gross receipts are entered in the space provided for sales and the gain 

or loss indicated. 



CHAPTER YII 

THE BURDEN RATE 

Burden, overhead, or manufacturing expense are used as synonymous 

terms, and are the center of cost accountants' discussions. I t i s not 

within the scope of th i s project to discuss the many aspects of factory 

burden, but some of the assumptions which have been accepted by recog

nized leaders in the accounting profession wi l l be summarized. 

The usually accepted pos i t ion i s that overhead, or burden, in

cludes a l l costs which are not capable of being direct ly charged to the 

product.^ This would lead one to assume that i f i t were possible to 

make a l l charges direct charges then much of the problem would be solved 

and, as a rule , th is assumption i s correct. The cost accountant must 

continually search for ways, means, and methods of reducing the amount 

of indirect expenses. Constant study and analysis should provide the 

proper proration data but the production facts do not remain s t a t i c and 

the study continues on endless ly . 

Thus manufacturing expense may be c la s s i f i ed as indirect charges. 

But another c l r s s i f i c a t i o n of even more importance i s the fixed and var i 

able portions of these expenses. Regardless of the different c l a s s i f i 

cat ions , the esrpenses are accumulated in a general ledger control account. 

^W. A. Paton, ed i tor . Accountants* Handbook (3d ed . , New Tork: 
The Ronald Press Company, 1949), p . 215, 

80 
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Production occurs over the entire fiscal period in varying degrees of 

activity. The problem is to properly prorate the expense to the unit, 

as produced. It is understandable that management could wait until the 

end of the fiscal period and with all the expenses accumulatsd in one 

account and the quantity of production for the period could distribute 

the expenses on an equitable basis. If the allocation of manufacturing 

expenses is postponed until the end of the fiscal period management is 

robbed of its opportunity to control and ^Ide the business. 

A predetermined burden rate is computed and applied to load the 

various jobs with the expense as units are produced. Clerical work is 

reduced by applying burden as production is undertaken f^nd makes it more 

profitable; it provides a basis for inventoiy valuation for frequent 

statements; and it is with a proper analysis of these expenses that af

ford management the greatest amount of control and cost reduction. 

It is necessary to estimate, or budget, each individual expense 

item for a fiscal period to establish a predet^^rmlned burden rate. In 

estimating cognizance must be taken of the fixed and variable elements 

of the expenses. 

A fixed expense is one whose amount remains constant regardless 

of the quantity of production. A variable expense is one whose •'jnount 

varies in proportion to the ouantity produced. Thus without any produc

tion, there would be no variable expense. 

An analysis of the manufacturing expense accounts will reveal 

that some accounts will not fit the definition of either fixed or vari

able. Some accounts have an element of fixed expense with the remainder 

varying with production. These accounts should be divided into their 
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fixed and variable components in making an estimate or budget. 

After manufacturing eiqpenses have been estimated, it is necessary 

to set a base to be used in burden application. Bases may be established 

as an element of time, cost, or quantity of product. The following rep

resents the commonly recognized bases for burden distribution. 

A. Bases representing processing time: 
1. Direct labor hours 
2. Machine hours 

B. Bases representing certain cost elements: 
1. Direct labor cost 
2. Materials cost 
3. Prime cost (direct labor plus direct materials) 

C. Physical measure of the product: 
1, Number of items made (as boxes, screws, or other 

products) 
2, Number of feet, cubic feet , gallons, pounds, 

etc.^ 

It must be obvious that the burden problem will vary as to type 

of goods being produced, and also as to size of a firm within any given 

industry. In the study of the Hancock Manufacturing Company item C above 

was immediately eliminated since this base is suggestive of a continuous 

process. The other two bases, time and cost, were studied and it was 

found that the item of time would remain more stable over a period of 

operations than would costs. Labor rates vary between emoloyees even 

though performing identical tasks. Material costs vary between local 

wholesalers and the mill. If a burden distribution rate v/ere based on 

costs the burden applied could materially fluctuate depending upon the 

worker performing the task or the source of the material use'̂ . It was 

^L. L. Tance, Theory and Technique of Cost Accounting (Brooklyn: 
The Foundation Press, Inc., 1952), p. 2P5. 
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learned that the hours required to perform various tasks remained rela^ 

tively constant between different employees, pud also that the source of 

the material will not alter the processing time. This seemed to be suf

ficient information to justif>' the use of the time base for burden dis

tribution. 

The next problem was to choose between two time base alternatives— 

direct labor hours and machine hours—as a basis for burden distribution. 

In the mpchine shop the principal expense would be the n»chinery which 

would indicate the use of machine hours as a base for burden distribution. 

However, the machine hours would be, within narrow margins, Identical with 

direct labor hours since each machine requires the constant attention of 

a worker while a job is being performed. With this information it was 

decided to place the entire factory on a direct labor hour b-se with a 

rate for the plant proper and another rate for the machine shop. The 

steps necessary to arrive at these rates are given in the following par

agraphs. 

The manufactoiring eiqpense, or burden, to be distributed is the 

amount of expenses accumulated in Manufacturing Expense Control (500). 

This amount is equal to the STim of the amounts in the subsidiary ledgers 

or summary sheets of the three departments—plant, machine shop, and 

storet—as discussed in the description of these forms. 

The various overhead items are distributed as incurred to the 

appropriate summary sheet, 1^ making the distribution at this time the 

cost clerk will not be required to study the varlout accounts and amounts 

at the end of a period to obtain correct proration of costs. This on-

the-spot analysis permits all manufacturing expense items to be classi-
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fied either as direct or fixed charges and will result in a more equi

table distribution of the costs. 

The following table indicates the type of distribution for the 

costs of the various manufacturing expenses. The small "x" in the column 

under a department heading shows that this account is to be distributed 

to this department on the basis of the type shown in the type column. 

An explanation of the types of distribution is given immediately follow

ing the tabulation. 

A,QQOUfl̂  

02 . 
12 . 
14 . 
18 . 
22 . 
24 . 
26 . 
28 . 
38 . 
40 . 
60 , 
30 . 

42 . 
56 . 
58 . 

Tyve 

Classification of Burden Costs 

Type 

1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
2 
3 
3 
2 
2 

?lMtf, 

X 
X 
X 
X 
X 
X 

Machine 
s^p 

X 

X 

X 
X 

X 

9^9Tfff 

X 

X 
X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Explanation 

1 Direct 
2 Percentage of use 

3 Value of machines in each section 

The more d i f f icul t distributions are discussed individually. 

Account 02 i s stqpervisory salaries and i s distributed to the department 

receiving the supervision, l^jat portion of Foremen's salaries which i s 
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determined to be supervisory in nature is distributed directly to the 

section for which he is responsible. The production superintendent's 

salary is wholly supervisory end since his duties are over the plant his 

salary is distributed to the plant. He may consult with the machine shop 

foreman as to the better way of performing some certain task, but not in 

any manner which would make his salary a charge against the machine shop. 

The purchasing agent's salary is chargeable to the stores department. 

Account 14 is overtime premium and is charged to the department 

working overtime. Account 18 is the employer's payroll tax and expense 

and is charged to the department in which the employee works giving rise 

to this tax or expense. Accounts 22 and 24 are si:5)plies and tools and 

are charged to the department requisitioning such supplies and tools as 

shown on the reqtiisition sheets. 

Account 30 is the depreciation expense on the building and each 

department is charged with the same proportion of the tot-̂ l depreciation 

charge as the department occupies of the total available area in the 

building. Figure 17, page 86, is a floor plan of the building with the 

proper percentages computed for use in this distribution. 

Account 34 is the depreciation expense on the machinery and this 

cost is distributed to the departments on the basis of machine values in 

each department. Accoimt 40 is the repair and maintenance charges and 

are prorated to the departments on the basis of requisitions and work 

orders for the department. A possible exception would be repairs on the 

building which should be distributed as the building depreciation dis-

oxissed above. Property taxes and in8ur.r.ce costs are distributed to the 

departments on the basis of valuation in each. 
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enlarges for heat should be distributed to the departments on the 

basis of area used. (See discussion of depreciation expense in Account 

30), Power and light charges should be distributed on the basis of 

amount used. This basis is determined by a study of the light wattage, 

motor horsepower, or welding machine amper'ige used per day in each de

partment . 

The amounts in the three departments are totaled and the Stores 

department, being of a service nrture, is distributed to the two produc

ing departments on the b-sis of number of recuisitions filled per periode 

This is the final distribution and the resulting sums are the burden 

costs for each producing department. 

The nest step is to determine the number of direct labor hours 

for each producing department for the same period covered by the com

puted burden charges. The burden rate for each producing department is 

the quotient of the burden charges divided by the direct labor hours for 

that department expressed as a rate or percentage. This rate is applied 

to each job order cost sheet as the job is completed to determine the 

correct burden charge to be applied. 

As stated earlier, it is necessaiy to constantly study the bur

den items and Carry on progressive tests to be certain that the distri

bution is made on an equitable and fair basis. Changes in plant routine 

might be of a nature that would require different types of distribution. 

Changing conditions must be met squarely -̂ nd objectively to obtain the 

correct result. 



CHAPTER Till 

CONCLUSIONS 

One of the most important features afforded by a cost accounting 

system is the control of costs, which will enable management to formulate 

progressive policies.; Î anagement decisions should be based on frequent 

reports prepared from accurate data. The tpsk of preparation is greatly 

reduced by the operation of systematic control throughout the organiza

tion, A business man may not affect his selling prices to a marked de

gree since these are more directly a result of conipetition. However, by 

diligent cost analysis and management policies, a large profit margin 

may be acquired by a reduction of unit or product costs. 

The proposed system was designed to furnish management with vai^ 

ious controls in order to effect cost reductions. The problem given ini

tial consideration was inventories, which have been made subject to cost 

and volume control. The use of bin cards at each tray, area, or shelf 

enables the stores clerk to maintain inventories rt a suitable predeter

mined level. This insures the availability of the material \iheai needed 

in the productive process and maintains the inventoiy within fixed limits 

preventing the possibility of an excessive investment in idle stock. 

Inventory values may be ascertained vithout the burdensome and 

e3cpensive task of a physical count. This permits the frequent prepara

tion of financial reports which allows management to review present 
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policies and make indicated changes, since operating policies should be 

closely related to cost data to maintain a hig^ degree of efficiency in 

utilization. 

Data on eniployee attendance can be controlled by the use of clock 

cards. These cards can be checked and compared -dth the job time tickets 

to eliminate possible over charges on the latter. Piece work or incen

tive plans may be studied in connection with labor time data to promote 

efficiency and thus reduce unit cost. 

Waste of materials will be eiqphasized by the use of stores req

uisitions. Conrparative studies of job order cost sheets will indicate 

fluctuations in the dollar amount of materials. This study could be 

supplemented by a comparison of price and quantity, if the variations 

are material, and would aid management to obtain facts necessary for 

proper action. 

The factory was divided into t%ro producing departments serviced 

by the stores department. This departmentalisation permits a better con

trol of manufacturing expense since the escpenses of each department are 

placed under the responsibility of a departmental foreman. Also, jobs 

or products may bs more accurately oosted since the producing departments 

have separate burden rates. 

A more complete control of crsh was provided in the system by 

the use of a payroll and petty cash accounts in addition to the regular 

l)ank account. Receipts should be deposited daily which will permit bet

ter control and will siiplifjr audits. 

Mats, Curiy, and Frank, ££, jjH., P« 263 
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Statements are submitted to debtors at the end of each month as 

a routine process without dlsn5)ting the usual office procedures. This 

advantage i s a V-product of the system in the control of accounts re

ceivable. 

Monthly statements reoeived from creditors may be promptly veri

fied by reference to the individual creditor's ledger card. This infor

mation should be kept up to date as invoices are received. 

Another advantage of a cost accounting system i s the readinese by 

vthidh Job or process costs may be estimated. Accurate cost information 

should be readily available by which the expected gross margin may be 

computed to determine the desirability of various offers. Changes in 

product l ines or plant expansion should be considered only in conjunc

tion with cost data and estimates. 

The job order cost sheets should be analysed in the contempla

tion of new contracts or products, or the expansion of present l ines . 

This analysis wil l provide management with a more accurate basis In e s t i 

mating material, labor, and manufacturing costs. A sttidy based upon h i s 

torical data wi l l enable management to more closely estimate the amount 

a contract or job. If undertaken, will contribute to the reduction of 

fixed costs , 

Ooqparatlve studies should be made of the historical cost data 

available on the job order cost sheets. This will enable management to 

note any unfavorable trend and corrective measures may be initiated be-

foT^ the situation becomes serious. 

Moreover, more accurate financial Information and statements are 

availaUe by the addition of cost accounting techniques to an accounting 
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ese data enables business managers to more accurately weigh 

e possibilities of providing an adequate return on invested capital or 

the feasibility of anticipated expansion. Studies of this Information 

can be of great aid during unstable cyclical conditions. 

The multiple controls discussed above should, if correctly ap

plied, be instrumental in providing more accurate cost data. That por

tion of the inventory which is in process, or Is held as finished goods, 

and any stores Inventory which hp.s been subjected to plant processing 

can be more accurately valued by the use of departmental burden r^tes. 

These Inventory val\ies are required for balance sheet purposes. LiVe-

wise, the value of products sold can be more accurately determined re

sulting in a more exact gross mprgin figure. 

The proposed system was designed with various general features 

which promote the overall efficiency of accounting. The clerical labor 

necessary to operate the system will be reduced by the use of the peg 

board technique for the payroll, receivables, and payables. This sys

tem enables the bookkeeping clerk to enter an invoice or a clock card on 

a statement or check stub and coinplete the subsidlaiy ledger and journal

ize the transaction In one writing. This is made possible by collating 

the forms on the peg board and the use of suitable carbon sheets, which 

were discussed at length in Chapter VI. 

The unit form of the bill of lading and salss invoice reduces 

the number of required entries and eliminates the possibility of errors 

occasioned V rewriting. The preparation of factory work orders and the 

getting yxp of the job order cost sheet has a similar advantage of reducing 

the number of necessary writings. 
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Sfflall manufacturers are usually confronted with restricted funds 

and production volume. As a result of these conditions It Is not feasible 

to have an eiqployee for each phase of an operation. To utilise the know

ledge an ea5>loyee may gain In one phase he may perform a similar function 

In a linking phase where this knowledge would be useful. This Is a point 

of Internal control which larger firms would accomplish by employing two 

or more persons where the volume in each phase would be sufficient for 

full time eaiployment. The small firm may provide for this Internal con

trol by enploying persons of high character, or by exercising close su

pervision of these employees. 

The larger Industrial firms throughout the country have been 

using detailed and technical cost accounting systems for several years. 

These systems have proven to be a profitable investment for the large 

enterprise. However, such detail Is not required and would not be pro

fitable In a small business operated "ky a man and his wife. Between 

these two extreme examples there should be a level of operations which 

would exactly support the system. Also, with sult̂ 'ble modification of 

the original detailed system, It should bs possible to reduce the re

quired level of operations without loss of pertinent cost data. The 

actual level could be determined only by a method of trial rnd error, 

but It should be borne In mind that different firms, cyclical conditions, 

and business activity could Influence the "break-even point" a marked 

degree. 

The proposed system was designed In sections which will permit 

the Installation of one unit at a time without hampering or burdening 

current activities. Also, the system was designed as a tool for 
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management and should materially aid In this purpose by! 

/ 1, Revealing the effect of Inefficient operations on cost; 

2. Providing data on vrhich decisions for expansion nay be 
safely based; 

3 . Furnishing Information by which pol ic ies relating to coi»-
pet l t lve prices may be set; 

; ̂ 4 , Delineating between profitable and unprofitable product 
l ines; 

\j5. Furnishing data for estimating performance; 

y 6 . Providing basic data for the consideration of piece work 
and Incentive plans; 

N7. Furnishing accurate cost data for consideration In con
nection with design or engineering Innovations, 
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Aorll 30 
1953 

LIABILITIES AND Ef̂ UITY 
Current Liabilities: 

Accounts Payable 
Notes Payable ! ! ! ! 
Accrued Liabilities .'!.*!! 
Estimate for Vacation Pay and Sick Leave 
Allowance for Federal Income Taxes , . 

Total Current Liabilities . . 
Fixed Liabilities: 

Mortgage Payable 

TOTAL LIABILITIES XXX 

Equity: 
Capital Contributed for Shares . . . . xx xx 
Capital Contributed in Excess of Par 
Value . XX 

Accumulated Earnings 

1953 

XX 
XX 
XX 
XX 
XX 

XXX 

1954 

XX 
XX 
XX 
XX 
XX 

TJCK. 

Total Equity xxx 

TOTAL LIABILITIES AND SqUITT . . . . XXX XXX 
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HANCOCK MANUFACTDRINC COMPANY 
LUBBOCK, TEXAS 

STATEMENT OF INVENTORIES 
as of 

April 30, 1953 and April 30, 1954 

Stores , 
Materials In Process 
Labor In Process , 
Manufacturing Expense in Process 

Finished Goods: 
Self-loading Scrapers 
Elevator-Loaders 
Land Planes 

Total Finished Goods 

TOTAL INVENTORIES XXX XXX 

XX 
XX 

^ 

xxx 

XX 
XX 
XX 

xxx 

XX 
XX 
XX 

xxx 

XX 
XX 
XX 

xxx 

APPENDIX II 
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HANCOCK MANUFACTITJNO COTANT 
LUBBOCK, TEXAS 

STATEMENT OF OPERATIONS 
For Years Ended 

April 30, 1953 and April 39, 1954 

Year Ended April 30 
im 19H 

Net Sales xxxx lOÔ J xxxx lOOjJ 
Cost of Sales 3cxx 

xxx - xxx 
Repair Service Income xxx - xxx 
Cost of Repair Service Income . . . xx - xx 

XX - XX 
Cross Margin xxx - xxx 

Expenses3 
Administrative Expense • . xx xx 
Distribution Bjcpense . . . xx xx 

Operating Profit: xxx 

Other Income: 
Interest on Notes Receivable xx xx 
Rentals on Nonoperating 

Property xx xx 
Miscellaneous Income . . . xx xx - xx xz 

Total Income xxx 

Other Deductions: 
Interest on Notes and 

Mortgf3ges Payable • . . , xx 
Discounts not Taken • , . , xx 
Miscellaneous Expense . . . 

Income Before Federal Income Taxes 

Provision for Federal Income Taxes 

Net Profit Transferred to 
AccmBulrted Earnings 

APPENDIX III 

XX 

xxx 

XX 

XX 
' • 

-

-

-

-

XX 

XX 

-23 XTii 

XXX 

. .??. 

XX 
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HANCOCK MANUFACTURING COMPANY 
LUBBOCK, TEXAS 

STATEMENT OF ACCUMULATED EARNINGS 
For Years Ended 

April 30, 1953 and April 30, 1954 

Year Ended April 30 
1953 1954 

Accumulated Earnings, May 1 xx xx 

Add: Portion Transferred from Net Income . . . xx xx 
xxx xxx 

Deduct! Cash Dividend xx 

Accumulated Earnings, April 30 ^ rx 

APPENDIX IV 
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