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PREFACE 

T h e reasons for t h e issue of this "Supp lemen ta ry m a n u a l " a re given in Section 2, sheet 2 of t he 
Commit tee ' s report . A t t he urgent request of some of t h e smaller electrical manufactur ing 
companies, t h e Commit tee submits , in t h e following pages, a suggested me thod for applying the 
S tandard Accounting and Cost System. 
As s ta ted in t h e Commit tee ' s report , i t is i ts feeling t h a t no m a t t e r how limited t he volume of 
a n y manufac turer ' s business m a y be, a competent accountan t and cost supervisor is essential if 
t h e manufac turer would know definitely t h e results of his operations, t h u s enabling h im to 
determine selling prices t o t h e m a x i m u m advan tage to himself and t h e indus t ry generally. 
Nevertheless i t is hoped t h a t t h e brief outl ine contained in th is pamphle t will prove a valuable 
guide to some of t he smaller electrical manufac tur ing companies. 

C. E . P A T T E R S O N , 
Chai rman of t he Standing Commit tee . 

120 Broadway, 
New York Ci ty . 
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SUGGESTED METHOD FOR APPLYING 

STANDARD ACCOUNTING AND COST SYSTEM 

T h e outlines of t h e suggested system are presented in t h e following order : 

1. T h e elements of costs. 

2. T h e shop order system. 

3. Fea tures of bookkeeping plan which most directly affect accurate costs. 

4. Me thod of designating accounts . 

5. Me thod of recording details in sub-ledgers and upon individual " j o b cost s h e e t s " . 

1. THE ELEMENTS OF COST 

Definitions of t h e elements of cost will be found on sheets 3 and 4 of Section 2. 

2. THE S H O P ORDER SYSTEM 

A. PRODUCTION ORDERS 

Product ion orders are those issued to t h e factory authorizing t h e manufac ture of mater ia l or 
appa ra tu s t o be shipped t o customers. 
T h e following is quoted from t h e bulletin issued b y t h e Federal T r a d e Commission under da te of 
Ju ly 1st, 1916: 

" T h e r e are, generally speaking, b u t two distinct methods of manufacture . Each requires 
a cost system a l i t t le different in detail b u t identical in fundamenta l principles. T h e 
first of these is used in a business where every order is a separate article of manufacture , 
very often m a d e to order, and t h e selling price fixed before work is s ta r ted ; and t h e 
second is used in a business where t he ou tpu t consists of one or more articles which are 
being continually produced. For convenience we will designate t he cost systems applic
able to each as t h e ' Job cost system' and the 'Cont inuous product ion system. ' " 

1. The job cost system 

" T h e first s tep is to provide for giving t h e factory instruct ions as to wha t work is t o be 
done, and a form should be provided which mus t give t he following information; job 
number , date , n a m e and address of customer for whom work is t o be done, a description 
of t he work to be done, giving sufficient details, specifications as to wha t mater ia l will be 
needed, and shipping instruct ions. This form should also have space for t h e en t ry of 
shipments , so t h a t when t h e work is done, t h e order form will be a complete record. A 
duplicate of this factory order should be kep t in t he office and when t h e original is sent 
t o t he factory t he cost clerk opens a job cost sheet under t h a t n u m b e r . " 
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2. The continuous production system 

" A system for recording t h e costs of a continuous product is a much simpler one t h a n a 
system for recording t h e cost of job work, because in t h e former costs are figured depar t -
menta l ly or b y processes instead of by jobs. The accounts a re practically t h e same, 
except t h a t the re is no t t h e necessity for t h e same detailed analysis as in t h e job cost 
system. 

T h e business m u s t be depar tmental ized as t h e first step, and t h e depar tmenta l divisions 
carefully observed, as otherwise t rue costs will no t be obtained. Depar tmenta l divisions 
are different from t h e job cost divisions, as these should be b y processes, regardless 
as to whether t h e work is of similar character or n o t . " 

B. MANUFACTURING PLANT ACCOUNT ORDERS 

Ins t ruct ions or orders to t h e factory to do work or produce equipment chargeable to " M a n u 
facturing p l a n t " accounts, will be t rea ted exactly t he same as production orders, b u t will be 
issued in a separate series of numbers . 

C. EXPENSE ACCOUNT ORDERS 

Work to be performed in t he shops, which is chargeable to indirect expense, can best be recorded 
by t h e issue of so-called s tanding expense orders, bearing numbers t o correspond wi th those 
assigned to t he accounts to which they are chargeable, prefixed or suffixed b y t h e depar tmenta l 
designation. 

D . DEVELOPMENT ORDERS 

T h e work of engineering, drafting and shop depar tments , which is chargeable to " D e v e l o p m e n t " , 
should be controlled b y special orders in a separate series of numbers . 

E. UNIT COST DEPARTMENTS 

T h e manufactur ing functions for the following mater ials are suggested for segregation in to " u n i t 
c o s t " depa r tmen t s : 

Grey iron, malleable iron, steel and brass castings, wire and cable, porcelain, insulation, 
screw machine output , sheet steel punchings, varnishes and compounds, etc. 

The cost of t he ou tpu t of such " u n i t c o s t " depar tments should be carried to t he cost sum
m a r y sheet as mater ia l . 

Cont r ibu ta ry work by one assembly depar tmen t for another should be segregated on the 
cost summary sheet in to mater ia l , labor and indirect manufactur ing expense. 
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3. FEATURES OF THE BOOKKEEPING PLAN WHICH M O S T 

DIRECTLY AFFECT ACCURATE COSTS 

(A) THE GENERAL LEDGER 

(B) THE SUB-LEDGERS 

When the volume of business is small, a concern m a y find i t practicable to confine its records to 
t he general ledger only. I n most instances, however, t h e business is of sufficient magni tude t o 
war ran t the main tenance of " sub- ledgers" containing accounts subsidiary t o those carried in t he 
"genera l l edger" ; accounts in the sub-ledger a re t e rmed " s u b - a c c o u n t s " , while those in t h e 
general ledger are te rmed "control l ing accoun t s " . T h e sub-accounts mus t always be in balance 
with t h e corresponding controlling accounts. 

I n connection with these sub-accounts further records are necessary t o aid in t h e determinat ion 
of accurate costs and some of these records are suggested below under t h e t i t les of t h e several 
sub-accounts : 

1 . Stores account 

This account will be supplemented by a record either in t he form of cards or loose leaf, 
of all mater ia ls purchased and charged t o "S to re s a ccoun t " . T h e record should, for 
each class of r aw mater ial , provide, in convenient form, for quot ing the number of t h e 
purchase order, t he quan t i t y ordered and received; also t h e quant i t ies as wi thdrawn. 
Whether or no t this record should give t h e purchase cost, in addi t ion to t he other 
information, is a m a t t e r of organization, b u t when this record is to serve t he purpose of 
determining t h e cost of raw mater ials entering into t h e finished product , t hen t h e infor
mat ion is essential and the form of record should be so arranged as to permit of t h e 
en t ry of t h e purchase cost, including t ranspor ta t ion , for each lot purchased and for 
averaging these costs over given periods, unless t h e pract ice is adopted of using the cost 
of each quan t i ty received unt i l issued. 

2. Payroll record 

T h e purpose of this record is two-fold: 1, t o determine t h e a m o u n t of wages payab le 
t o individual employes; 2, t o determine t he aggregate charge for labor agains t individual 
depar tments , the specific classes of appa ra tus or individual product ion orders. 

Manufacturers employing a large number of operators will find i t necessary to main
ta in two separate records for these purposes. As an aid to t he determinat ion of costs, 
i t is primari ly essential t h a t there be a very careful distr ibution of t he aggregate payroll 
for each period against individual product ion orders, s tanding expense orders, p lant 
account orders, etc. 
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3 . Indirect manufacturing expense 

I t is mos t impor tan t , no t only for t h e determinat ion of proper overhead percentages in 
application t o costs, b u t also for proper control of t h e manufactur ing expenses, t o main
ta in comprehensive sub-records of all those expenditures which are defined under t he 
above t i t le in Section 3 . 

T h e record should be one which will, in convenient form, produce t h e segregation of t h e 
aggregate a m o u n t of indirect manufac tur ing expense under two principal divisions: 

T h e designation of accounts and depar tments by numbers and symbols respectively, as 
suggested in sub-division 4, sheet 7 of this manual , will mater ial ly simplify t he ar range
men t of such a record. T h e listing of account numbers vertically, wi th columns hori
zontally across t h e record, each column representing a depar tment , will give a very 
satisfactory summary in detail of t h e expense incurred for t he depar tmen t whose number 
or symbol is shown a t t he head of t h e column, simultaneously giving this to ta l expense 
by account numbers . I t will also give t h e aggregate expense incurred for each expense 
account number for t he entire establishment, as shown in t h e last column, a t t he same 
t ime making available for review the amoun t expended for each depar tment . A suitable 
grouping of depa r tmen t headings upon this record i n to : 

will be helpful in arriving a t bases for prorat ion of indirect manufactur ing expense, as 
explained in sub-division 5-B, sheet 9. 

4. Work in progress 

This is a record kep t entirely by product ion order numbers and i t is i ts purpose t o collect 
for each product ion order all t he elements of cost chargeable against i t in accordance 
with t he procedure outl ined in sub-division 5, sheet 8. 

5. Engineering, or development records 

T h e purpose of this record is t o collect all expenditures, for development , as outl ined 
in Section 2, sub-division A, and allocate t h e m t o : 

Individual development orders ( through job numbers ) . 

Classes of articles, or appa ra tus . 

1. According t o t he account numbers as given in Section 3 . 

2. B y depar tments . 

(a) 

(b) 

(c) 

Product ion depar tments or product ion centers, 

Non-product ive depar tments (mechanical), 

Non-product ive depar tmen t s (administrat ive) , 
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T h e cost of each development order is assembled on a development " cos t s h e e t " o r 
job record. 

A summary is suggested t h a t will collect unde r classes of articles, or appara tus , t he 
aggregate charges t o individual development orders. Liquidat ions, as explained in 
sub-division D , sheet 11, should be entered on the summary . This record will t h e n show 
the unl iquidated balance for each class of article, or appa ra tus . 

6. Manufacturing plant and depreciation record 

T h e purpose of t h e manufac tur ing p lan t sub-ledger is to collect t h e aggregate charges 
from t h e individual manufac tur ing p lan t shop orders. Charges to each manufactur ing 
p lan t account a re shown separately. 

If t h e manufactur ing p lan t orders a re preceded b y formal appropriat ions, i t m a y be 
desirable to collect b y p lan t accounts t h e expenditures against each appropriat ion. T h e 
essential feature of t he appropr ia t ion record is to show when the appropria t ion has been 
exhausted. 

As a basis for t h e intelligent application of depreciation in costs, a record should be 
established which will show t h e first cost, yearly addit ions a n d life of each building and 
of each large machine tool or other equipment , separately or by accounts . Charges t o 
each manufactur ing p lan t account should be ar ranged by depar tments . 

This record should also show the normal depreciation deducted from the cost of build
ings and catalogued equipment , separately or b y accounts . 

7. General expense record 

T h e purpose of th is record is t o summarize t he expenditures of t he sales and general 
adminis t ra t ive depar tments , as outlined in Section 2, sub-divisions D and E, and allocate 
such expenditures, first, t o accounts, as defined in Section 3, sheet 21 under t he capt ion 
"Genera l expense sub-accounts" and, second, t o individual sales and adminis t ra t ive 
depar tments . (Forms of t he same general description as described under " Ind i r ec t 
manufactur ing expense r eco rds" m a y be used) . 

C. INTERMEDIATE FORMS 

E a c h manufacturer can best decide for himself wha t forms he m a y require for ini t iat ing work, 
receiving incoming mater ial , wi thdrawing mater ia l and supplies from t h e point of storage t o t h e 
point of consumption, recording labor activities, accompanying transfers from one product ion 
center to another , authorizing changes, report ing defects and losses, announcing completions 
and shipments , and crediting re turns . 
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4. M E T H O D OF DESIGNATING ACCOUNTS 

For convenience in recording operat ions a n d collecting results, i t is desirable t o establish a system 
of numbers , one series for designation of accounts ; and, for those concerns which, b y reason of t h e 
var ie ty of thei r product , have a depar tmenta l organization, another series for designation of 
depar tments . Depa r tmen t s m a y be designated ins tead by symbols. 

However, assuming t h a t preference is given t o number ing and t h a t a manufacturer , hav ing four 
depar tments , designates t h e m as Nos . 1, 2, 3 and 4, also t h a t he assigns a block of numbers , 
beginning wi th 500, for "Manufac tu r ing p l a n t " accounts (see Section 3, sheet 2 on which these 
accounts are designated b y letters) and a block, beginning wi th 600, for development orders ; 
further t h a t for " Ind i r ec t expense" accounts, t h e numbers as given in th is pamphle t (Section 3 , 
sheets 28 t o 51) will be used; t h e following examples will serve t o i l lustrate t h e procedure for 
identifying operat ing charges for individual orders and depa r tmen t s : 

a. A la the is purchased a t a cost of $1000 for Depa r tmen t No . 2, and, t h e account in t h e " M a n u 
facturing p l a n t " sub-ledger for " M a c h i n e r y and t o o l s " having been assigned No . 503, 
t h e distr ibution of this charge will be to account No . 2-503. 

b . Depa r tmen t No . 4 under takes development of a certain new device involving t ime of engineers 
and work in t h e shops. I t has obtained development order No . 634, therefore, all t ime, 
mater ia l and expense in connection wi th th is work, will be charged t o account or order 
No . 4-634 in t he "Engineer ing or deve lopmen t" sub-ledger. 

c. Wages of inspectors engaged in D e p a r t m e n t No . 1 will be charged account No . 1-203 in t he 
" Ind i r ec t expense" sub-ledger. 

Manufacturers , having a great m a n y depar tments , will find i t convenient t o have a key t o t h e 
designations assigned t o depar tments . This m a y be combined wi th a key t o t he account numbers , 
b y prepar ing blue pr in ts showing t h e depa r tmen t numbers vertically and the account numbers 
horizontally, or vice versa. Copies of these blue pr in ts should be in t h e hands of every employee 
who is in any w a y interested in t h e distr ibution of disbursements . 
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5. METHOD OF RECORDING DETAILS IN SUB-LEDGERS 

AND U P O N INDIVIDUAL "JOB COST SHEETS" 

A. SOURCES OF ENTRY 

Charges against t h e several classes or orders, described in connection with t he shop order sys tem 
including charges account of "p roduc t ion o r d e r s " which will be recorded upon the individual 
" J o b cost s h e e t s " support ing t h e " W o r k in p rogress" sub-ledger, will originate, as follows: 

1. Material 

W h e n a general stores system is mainta ined, as mater ials and supplies a re received in to 
t h e storeroom, t h e cost of them, including t ranspor ta t ion , will be charged in t h e sub-
ledger to " F a c t o r y raw mater ia ls and suppl ies" account and, as t h e y are required b y 
shop depar tments , t hey will be wi thdrawn from t h e storeroom b y means of " m a t e r i a l 
requis i t ions" . These requisit ions mus t show the quant i ty , description and value of t he 
mater ia l wi thdrawn and the number of t h e order for which i t is t o be used. Charges 
to t he orders will be entered direct from " m a t e r i a l requis i t ions" . 

W h e n i t is t he practice t o order mater ia ls for t he exclusive use of a specific depa r tmen t 
or upon a specific order, it is no t necessary t o pass t h e t ransact ion th rough the s tore
room records therefore a "ma te r i a l requis i t ion" is no t necessary. T h e source of en t ry 
for such mater ia l will be t h e vendor ' s invoice, which should indicate t he order number 
for which t h e mater ia l was purchased. 

2. Labor 

All charges against orders for labor performed in t h e shops will originate wi th t h e t ime 
t icket (or labor t icket) , which m u s t show the number of t he order chargeable; also check 
number of operator, description of operation, number of hours and r a t e of wages and 
the to ta l amoun t of t h e charge. 

3. Other sources of entry 

Although charges against "p roduc t ion o rde r s" , "manufac tu r ing p lan t o r d e r s " and 
"expense o r d e r s " will originate exclusively from "ma te r i a l requis i t ions" , vendors ' 
invoices and " l abo r t i cke t s " , charges t o "deve lopment o rde rs" , in addi t ion t o those 
originating from these sources, will originate from t h e following: 

(a) T ime cards of engineers and draftsmen for t ime traceable t o individual develop

men t orders. 

(b) Journa l entries for pro-ra ta l iquidation of purchase price of pa ten t s . 

(c) Invoices covering royalt ies under license agreements . 
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B . INDIRECT EXPENSE 

Having recorded all details in t he sub-ledgers, there should be entered upon t h e " j o b cost s h e e t s " 
t h e assessments against t h e corresponding "p roduc t ion o r d e r s " for " indi rec t expense" including 
"deprec ia t ion" , t h u s obtaining t h e " s h o p c o s t " of these orders. 

"DEPARTMENTALIZATION NECESSARY F O R P R O P E R 
DISTRIBUTION O P FACTORY O V E R H E A D " 

" T h e first s tep in a fair and equable distr ibution of factory overhead is a depar tmenta l 
ization of t h e business. Eve ry business c a n be depar tmenta l ized t o some extent , some 
m o r e t h a n others, b u t t h e sub-division in to depa r tmen t s varies so m u c h in t h e different 
lines t h a t i t is almost impossible t o give a n y definite idea as t o w h a t divisions should be 
made . Generally speaking, i t is best t o subdivide in to depa r tmen t s according t o opera
t ions of manufac ture , a l though a t t imes, for simplicity, a subdivision which places 
similar work in t h e same depa r tmen t regardless of operat ion is used a n d has proven 
satisfactory in a number of cases. B y similar work is m e a n t h a n d workers who use 
practically t h e same a m o u n t of supplies, machines of similar type , e tc . Depar tmen ta l 
izing b y operat ions is a l i t t le more complicated, as i t results in a greater number of 
depar tments , because t h e same or a similar k ind of h a n d work m a y be done in several 
depar tments , and t h e same holds t rue of t h e machine d e p a r t m e n t s . " * 

Near ly every manufac tur ing establishment can be divided in to two general classes of depar tments . 

(a) " P r o d u c t i o n d e p a r t m e n t s " or "p roduc t ion cen te r s" , i.e., those which m a k e goods 
for sale, such as contr ibut ing or process depa r tmen t s and assembling or 
completing depar tments . 

(b) "Non-p roduc t ive d e p a r t m e n t s " , i.e., mechanical and adminis t ra t ive depar tments , 
which d o no t m a k e goods for sale. 

Fur thermore , t h e overhead expenses of mos t manufactur ing concerns can be divided in to two 
classes: 

(a) Expense which is incurred exclusively for account of one depar tmen t a n d is, 
therefore, chargeable directly t o t h a t depar tment . 

(b) Expense incurred joint ly account of several depar tments , which mus t be assessed 
against those depa r tmen t s upon a pro-ra ta basis. 

After ascertaining t he a m o u n t of expense chargeable t o each non-product ive depar tment , direct 
a n d upon pro- ra ta bases, th is a m o u n t should be apport ioned, upon predetermined bases, t o t h e 
product ive depa r tmen t s interested. 

I n arr iving a t bases for pro-rat ing expenses incurred joint ly for account of several depar tments , 
a n d for apport ioning expenses of non-product ive depar tments , t h e character of t h e service ren
dered a n d i t s relat ion t o t h e depar tmen t s served m u s t be considered; " n o t all overhead expense 
bears down with equal pressure on all product ive cen te r s" . 

*Quoted from bulletin issued by the Federal Trade Commission. 
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T h e following examples, extracted from t h e Federal T r a d e Commission's bulletin, will serve to 
i l lustrate t h e points t o be considered in arr iving a t proper bases for apport ioning expenses. 

1. Building expense 

" T h e first requisite of a business is a place in which t o work; consequently, t he first i t em 
of overhead is building expense or ren t . If t h e building is owned b y t h e manufacturer , 
t h e building expenses consist of insurance, taxes, depreciation, and repairs, together 
wi th such other expenses which are general in their na tu re b u t ye t a re necessary t o 
render t h e building useful, such as heat , l ight, elevator, jani tor , and water . If t h e build
ing is rented, t h e i tems of insurance, taxes, depreciation, and repairs are paid b y the 
owner and in lieu of these is ren t . R e n t includes a r e tu rn on t h e inves tment in addi t ion 
t o t he i tems named, so when i t is desired t o m a k e comparisons between p lants where t h e 
building is owned a n d where it is ren ted t he r e tu rn on the inves tment mus t be t a k e n 
in to consideration. 
" T h e basis of distr ibution for all ren t charges is t h e product ive or used square feet. T h e 
to ta l used square feet divided in to t h e to ta l ren t charges gives t he charge per used 
square foot. This result mult iplied b y t h e used area of t h e depar tmen t s gives t h a t 
depar tment ' s proport ion of t he to t a l ren t expenses. B y used floor space is m e a n t t h a t 
which is actually in use, exclusive of stairways, passages, elevator space, and idle or 
unused space . " 

2. Power 
" T h e second requisi te is power, and this mus t be obtained ei ther from outside sources 
or generated in one's own p lan t . T h e distr ibution of power is a l i t t le more difficult t h a n 
t h a t of building expense and sometimes an a rb i t ra ry division based on t h e opinion of 
t he engineer and super in tendent is used, b u t th is me thod is no t recommended. One 
difficulty in dis t r ibut ing power charges is t h a t very often t he same boiler supplies s t eam 
for hea t ing and s team for power generat ing and i t is difficult t o say how much for e a c h . " 

" F o r dis tr ibut ing power charges t h e factor generally used is found b y mul t ip lying t h e 
horse power required b y each machine or depar tmen t b y t he average hours r u n b y each 
and dividing t h e sum in to t h e to ta l power charge. Power distr ibution is a problem in 
itself, a n d i t varies so m u c h in different p lan ts t h a t i t is impossible t o lay down any rules 
for i ts solution. E a c h p lan t mus t be t rea ted in an individual manne r according t o t h e 
existing condi t ions ." 

3 . Insurance and taxes 

" I n s u r a n c e and taxes should be dis t r ibuted on t h e basis of t h e actual ne t value of t h e 
equipment in each depar tmen t . Th is refers t o fire insurance and taxes on t h e p lan t only, 
as boiler insurance is a charge to power, accident insurance is a charge t o general factory 
expense, and the charge for other forms of insurance is determined b y t h e n a t u r e of 
t h e insurance. Taxes on real es ta te and plant* only are chargeable against manufactur ing 
operations, as taxes on finished goods in stock and franchise taxes are chargeable t o 
general expense, while income t ax is a direct charge t o su rp lus . " 

*This is intended to embrace all personal property at manufacturing plants. 
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C. DEPRECIATION 

1. Methods of determining depreciation 

" O n e me thod of handl ing depreciation, which is unqualifiedly condemned a l though 
extensively used, is t o wai t unt i l t h e end of t h e year and t h e n if t h e profit a n d loss 
s ta tement shows t h a t a good profit has been earned t o charge a p a r t of th is profit t o 
depreciat ion. If, on t he other hand , t he profit and loss shows l i t t le or n o profit, no th ing 
is charged t o depreciation. I t is difficult t o unders tand how a n y practical m a n can t a k e 
t h e view t h a t his p lant and equipment have no t worn out because he has not m a d e a 
profit, a n d a t t he same t ime have worn ou t when he has m a d e a profit ." 

" T h e first s tep necessary t o provide for proper depreciation is t o depar tmental ize t h e 
p lan t values. T h e next s tep is t o t a k e each kind of equipment or machine and figure 
i ts proper deprecia t ion." 

T h e Commit tee recommends t he adopt ion of t h e ra tes as shown in Appendix A, Section 2, sheet 9 : 

2. Method of including depreciation in costs 

T h e to ta l a m o u n t of normal depreciation t o be absorbed in shop cost dur ing t h e year is deter
mined a t t h e beginning of t he year. E a c h m o n t h an en t ry should be m a d e for t h e month ly 
proport ion, credi t ing account No . 22 and charging accounts Nos. 324 a n d 384. 

There m u s t now be added t o the " s h o p c o s t " of t h e product ion orders, "deve lopment c o s t " a n d 
" ins ta l la t ion and cons t ruc t ion" costs, thereby obtaining t h e "manufac tu r ing c o s t " of these 
orders. 

D . LIQUIDATION OF DEVELOPMENT 

T h e l iquidation of cost of development in to manufactur ing cost should b e as follows: 

1. Expendi tures incurred in t h e development of special p roduc t designed for specific customers ' 
orders, should b e included, as a separate i tem, in t h e manufac tur ing cost of such product . 

2. Expendi tures incurred in t h e development of s t anda rd types of product , should be included 
in t h e manufac tur ing cost of all mater ia l of such types produced, special as well as s tandard , 
on pro- ra ta bases t o be determined according t o t h e es t imated value or volume of o u t p u t 
dur ing a reasonable period of t ime. 

3 . Expendi tures incurred in t h e development of ent irely new classes, lines or types of product , 
t h e manufac ture of which has been abandoned, should no t enter in to manufac tur ing costs, 
b u t should be charged t o account No . 24-c, Reserve for failure t o l iquidate development , 
if such produc t is no t special as defined in paragraph (1). 
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E. INSTALLATION AND CONSTRUCTION 

Those concerns which m a k e it a pract ice t o enter in to contracts for t he sale of appara tus , which 
include i ts installat ion upon t h e customer 's premises, should so ar range their " j o b cost shee t s " , 
t h a t the cost of t he installat ion work m a y be recorded thereon, as expenditures are incurred. 

F. SALES OFFICE AND GENERAL ADMINISTRATION EXPENSES 

If t he cost sheets are t o show t h e full " c o s t " of t h e products , the re m u s t be added t o " m a n u 
facturing cos t" , upon a predetermined basis or bases, "sa les office expenses" and "genera l 
adminis t ra t ion expenses" . 

I n accordance with subdivision B-7 (sheet 6) t h e sales and adminis t ra t ion expense will be recorded 
b y individual sales a n d adminis t ra t ive depar tments . T h e aggregate of these expenses m a y be 
pro-rated over "manufac tu r ing cos t s " upon a "percen tage on shop c o s t " basis, or special 
consideration m a y be given t o t he relation which certain classes of expenses bear t o t he various 
classes of product , for example: 

1. Taxes on income m a y be pro-ra ted with regard t o t h e profits accruing from each class of 

2. P a t e n t l i t igation expense, t o the costs of the products t o which i t relates. 

3 . Pension and re t i rement payments , t o t h e products in connection wi th which the individuals 
had been employed, or, more properly, pro-ra ta against all p roducts upon basis of to ta l 

4. Losses on customers ' accounts m a y be pro-rated b y adding a percentage to "manufac tu r ing 
cos t " , represent ing t he average relat ion of t h e aggregate losses for a period of several 
years t o t h e aggregate manufac tur ing costs for corresponding period. 

5. Losses on warehouse stocks m a y be pro-rated in a similar manner , or a separate percentage 
m a y be determined for each class of product . 

PROPER ACCOUNTING FOR DISPOSITION OF PLANT SCRAPPED OR SOLD 

As all r a tes of depreciation are average ra tes , and apply t o t h e classes of p lan t i tems as a whole, 
i t is probable t h a t they do no t exactly apply t o a n y par t icular i tem in t h a t class. Therefore, i t 
follows t h a t in case a n i t em is sold a t a higher or lower value t h a n t h e difference between t h e 
initial cost value, and t h e depreciation reserve obtained b y applying a n average r a t e for t h e 
class, t h e profit or loss should be credited or charged t o t h e depreciation reserve and no t t o surplus. 

T h e accounting would be as follows: 

Fo r example: T a k e the case of a machine costing $5000 replaced b y a machine costing $6000. 

product . 

labor. 

Depreciat ion reserve of 7 ½ % per year for six years 
Mak ing t h e net value 
T h e old machine after six years ' use is sold f o r . . . . 
And t h e loss 

$2250 
$2750 
$2000 

$750 
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Entries 

1. Dr. Machinery $6000 
Cr. Accounts payable $6000 

Cost of replacing machinery 

2. Dr. Accounts receivable $2000 
Cr. Machinery $2000 

Sales value of the old machine 

3. Dr. Depreciation reserve $750 

Cr. Machinery $750 
Loss on sale of machine 

4. Dr. Depreciat ion reserve $2250 
Cr. Machinery $2250 

Cancelling the depreciation reserve applying against machine sold. 

EXAMPLE FOR SETTING UP DEPRECIATION ON SEMI-DURABLE TOOLS 

1908 Expendi tures (25%) $10,000 
1909 " (50%) 16,000 
1910 " (75%) 15,000 
1911 " (100%) 30,000 
Book value J anua r y 1, 1912 $71,000 
1912 Expendi tures (100%) 25,000 1912 Depreciat ion $30,500 
1913 40,000 1913 26,750 
1914 28,000 1914 28,750 
1915 60,000 1915 30,750 
1916 72,000 1916 38,250 
1917 80,000 1917 50,000 

$376,000 $205,000 

NOTE.-—Firs t four years ' expenditures represent t h a t port ion of years ' expenditures to be depreci-
ated, assuming balance to have been wr i t ten off. 

Amount for depreciation made up as follows: 

1912 1913 1914 1915 1916 1917 
(25%) 1908 Expendi tures $10,000 

1909 " 8,000 $8,000 
1910 " 5,000 5,000 15,000 
1911 " 7,500 7,500 7,500 $7,500 
1912 " 6,250 6,250 6,250 $6,250 
1913 " 10,000 10,000 10,000 $10,000 
1914 " 7,000 7,000 7,000 
1915 " 15,000 15,000 
1916 " 18,000 

$30,500 $26,750 $28,750 $30,750 $38,250 $50,000 
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