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Preface

This volume presents the fundamentals of the design and installa-
tion of accounting systems, procedures, and methods. It does this
through a logical discussion of the necessary steps in system building,
arranged in their proper chronological sequence. The organization
of the book reflects the authors” belief that a knowledge of the pro-
cedures and methods applicable to the various business functions is
far more valuable to the student and the accountant than brief de-
scriptive data relative to the accounting system used in different lines
of business. These functional problems are illustrated by cases,
forms, diagrams, flow charts, and photographs selected from many
types of business concerns.

Much progress has been made in the field of accounting systems
since the publication of the first edition of this book. During
this period the subject has received serious attention from many
sources. The demands of business for greater efficiency in office
operations have sharpened in the face of higher costs of clerical work.
Manufacturers of accounting and office equipment have made signif-
icant advances in machine methods. The subject has also been in-
tensively studied by teachers, writers, and practitioners and by that
growing body of systems and procedures men who occupy staff posi-
tions in companies, institutions, associations, and government agen-
cies. In the colleges and universities increasing emphasis is being
placed on system problems, and each year numerous schools add
systems courses to their curricula. Finally the rapid developments in
such closely related fields as internal auditing, standard costs, and
production” control have contributed substantially to the improve-
ments being made in accounting systems, methods, and procedures.

To reflect all these developments, it has seemed desirable in revis-
ing the first edition, to rewrite almost the entire book, drawing upon
the wealth of material that the intervening years have brought forth.
It is hoped, however, that the present volume has retained and im-
proved the basic features that won for the earlier work such wide
acceptance.
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Successful systems design rests squarely upon a correct analysis
of managerial problems and an understanding of the data needed for
their solution. Considerable emphasis is therefore placed on pro-
cedures and methods as an administrative technique (a) through
which management asserts itself and (b) by which it receives the
accounting and statistical data needed to plan, control, and coordinate
operations. As soon as an organization adopts this approach, then
systems design is not a mere matter of paper-work mechanics but a
basic and indispensable tool which makes it possible for manage-
ment to manage. '

While the growth of the field of procedures and methods has been
impressive indeed in the past, there is an even brighter future. No
business can continue operations without internal procedures and
methods. However, these can reflect improvisation and expediency
—with attendant high costs, inconsistency, and confusion; or they
can be carefully developed, representing the latest thinking and
equipment. Despite the progress already attained, there are in
existence today more situations of the former category—in varying
degrees, to be sure—than of the latter. Here lie both a challenge and
an opportunity.

J. Brooks HECKERT
Harry D. KERRIGAN




|

Acknowledgments

The authors are pleased to acknowledge their debt to friends and
business and professional acquaintances for assistance and sugges-
tions. Grateful acknowledgment is made, also, to the many com-
panies, associations, and publications that so generously cooperated
in supplying materials for illustrations. In order to conserve space
and not to distract attention from the illustrations themselves, the
credits appearing in the figure legends have been shortened. In a
number of instances, company officials have contributed materials,
stipulating that the company name be withheld, and we have re-
spected their wishes. The others, listed here with the abbreviated
source names, include:

Accountancy—Journal of Accountancy, November, 1949, page 403.

A.LA.—Copyright, American Institute of Accountants, reprinted with per-
mission from pamphlet, “Internal Control.”

Arthur Andersen & Co.—Arthur Andersen and Company.

E. ]. Benge—Eugene ]. Benge, “Office Economies.” Systems for Modern
Management, June, 1950, page 13.

Bailey—The Bailey Company, Inc.

Baker—Baker Corporation.

Baltimore Salesbook—The Baltimore Salesbook Company.

Burroughs—Burroughs Adding Machine Company.

Burroughs-Textiles—Textiles Accounting, a Study of Machine Methods.
Detroit: Burroughs Adding Machine Company, 1952, page 22.

Case, Lockwood & Brainard—Case, Lockwood & Brainard, a division of
Connecticut Printers, Inc.

Checker Cab—Checker Cab Manufacturing Company.

Credit Bureau, N. Y.—Credit Bureau of Greater New York.

Diebold—Diebold, Inc.

E. A. Evans—E. A. Evans, “Facts Are a Must in Our Business.” The Con-
troller, August, 1946, page 450.

General Motors—New Departure Division, General Motors Corporation.

Godchaux’s—Godchaux’s Department Store.

Hadley—Charles R. Hadley Company.

Hariford Gas—The Hartford Gas Company.

I.B.M.—International Business Machines Corporation.

v



vi ACKNOWLEDGMENTS

F. M. Knox—Frank M. Knox, Design and Control of Business Forms.
New York: McGraw-Hill Book Company, Inc., 1952. Pages 77, 80, 110,
140, 142.

Lovemans—Lovemans, Inc.

McBee—The McBee Company.

McCaskey—The McCaskey Register Company.

Markwell-Markwell Manufacturing Company.

Metropolitan Life—Policyholders Service Bureau, Group Division, Metro-
politan Life Insurance Company.

Monroe—Monroe Calculating Machine Company, Inc.

Moore—Moore Business Forms, Inc.

N.A.C.A.—National Association of Cost Accountants, N.A.C.A. Bulletin.

Alden, H. H., “A Procedure Manual for a Small Business.” March 15,
1949, page 852.

Bullat, L. P., “Simplified Accounts Payable Procedure.” February,
1947, page 673.

Burk, F. D., “A Manual Payroll System for Present Day Needs.”
January 15, 1943, pages 594-95.

Kelley, E. W., “Distribution Cost Control and Beyond.” " April, 1951,
page 912.

Kramer, L. L., “Construction Accounting in a Decentralized Com-
pany.” March, 1952, pages 820, 822, 824, 826, 827, 828.

Lindquist, C. E., “Improving the Office Product and Operations.”
May, 1951, page 1101.

McBride, J. A,, Jr., “Programming and Recording Insurance.” March,
1952, pages 808, 810, 811.

North, A. F., “A System of Labor Cost and Payroll Accounting.” Janu-
ary 1, 1937, page 529.

Research Series No. 19, “Assignment of Nonmanufacturing Costs for
Managerial Decisions.” May, 1951, page 1169.

Research Series No. 21, “Assignment of Nonmanufacturing Costs to
Territories and Other Segments.” December, 1951, pages 536, 538.

Zavodney, J. J. N., “Case Study of Payroll Practices and Procedures.”
February 15, 1946, pages 558, 595.

National Cash—National Cash Register Company.

C. W. Phelps—C. W. Phelps, Age Analysis of Charge Accounts. Chicago:
Household Finance Corporation, 1940.

Philadelphia Electric—Philadelphia Electric Company.

Pine State—Pine State Tobacco and Candy Company.

Remington Rand—Remington Rand, Inc.

Rubber Manufacturers Assn.—Uniform Accounting Manual for the Rubber
Manufacturing Industry. New York: The Rubber Manufacturers Asso-
ciation, Inc.

W. H. Schutt—W. H. Schutt, Time Study Engineering, Chart 9-1. New
York: McGraw-Hill Book Company, Inc., 1943.

Scout-Tex—Scout-Tex, Inc.

Shelby Sales Book—The Shelby Sales Book Company.




—

ACKNOWLEDGMENTS vii

Shell Oil—-Shell Oil Company.
Todd—The Todd Company.
Traweek—Stella Traweek, The Use of Punched Card Methods by a Cloth-
ing Manufacturer. Austin: Bureau of Business Research, The Univer-
| sity of Texas, 1951.
[ UARCO-UARCO, Inc.
i Ulrich—Ulrich Manufacturing Company.
» Underwood Corporation.
United Cigar—United Cigar-Whelan Corporation.
U. S. Steel—Industrial Accounting Careers in United States Steel. Pitts-
burgh: United States Steel Corporation, 1950, pages 8, 10, 19.
D. H. Voorhies—D. H. Voorhies, The Functions of Corporate Secretaries,
Treasurers, and Comptrollers, pages 27-28. Stanford, California: The
Stanford University Press, 1944.
Wilson Jones—Wilson Jones Company.
Willette Corp.—The Willette Corporation.
Wise Smith—Wise Smith & Company.

b
g®
P T



Contents

PART I. THE METHOD OF SYSTEMS DESIGN

CHAPTER

1

U = WO DD

10
11
12
13
14
15
16

17
18
19

ROLE OF ACCOUNTING IN MODERN MANAGEMENT
SyYSTEM PROCEDURES AND METHODS

ORGANIZING FOR SYSTEMS WORK .

StEPS IN SYSTEM BUILDING .

ELEMENTS OF THE ACCOUNTING SYSTEM

PART II. THE GENERAL FRAMEWORK

CHART OF ACCOUNTS .
ELEMENTS OF LEDGER DESIGN
DESIGN OF SUBSIDIARY LEDGERS .

PART III. ACCOUNTING PROCEDURES

DEsicN OF ACCOUNTING PROCEDURES .

A. Selling, Shipping, Billing, and Collecting
SALES PROCEDURE
SALES ANALYSIS .
SHIPPING AND DELIVERY PROCEDURES .
BrLLING PROCEDURE
AccounTs RECEIVABLE PROCEDURE
CrepiT AND COLLECTION PROCEDURES .
Casu RECEIPTS PROCEDURE .

B. Purchasing, Receiving, and Paying

PuRrcHASING AND RECEIVING PROCEDURES

AccounTs PavaBLE AND CasH DISBURSEMENT PROCEDURES .

DEeBrr DisTRIBUTION PROCEDURE

ix

PAGE

13
20
31
47

61
71
82

113

133
154
179
196
215
234
252

275
299
324



X CONTENTS

C. Costing and Cost Reporting

CHAPTER PAGE
90 PERSONNEL AND TIMEKEEPING PROCEDURES . . . . . 343
21 PAyRoLL PROCEDURE . ; ; " 3 ; y . . 368
29 INVENTORY AND MATERIALS PROCEDURES . : . . . 392
23 OveErHEAD CoST PROCEDURE : . . . : . . 426
94 REPORTING PROCEDURE FOR ManuracturiNG Cost ConNTROL . 440
25 REPORTING PROCEDURE roRrR DistriBuTiON Cost CONTROL . . 453

- D. Summarizing and Closing

26 END-PERIOD SUMMARIZING AND CLOSING PROCEDURES . ; . 467

E. Other Subsidiary and Auxiliary Records and Procedures

27 Prant AND EQUIPMENT RECORDS : 7 , : ‘ . 479
28 PropuctioNn CoNTROL RECORDS . . . . . . . 502
29 INSURANCE AND Tax REcOrps . ; ; . ; y o BLT

PART 1V. SPECIAL PROBLEMS OF SYSTEMS WORK

30 AccounNTING DEPARTMENT ORGANIZATION . . " . .« b33
31 DESIGN OF ACCOUNTING Forms . - . ) : . . 542
32 MANUALS OF PROCEDURE . 5 . . § . . . 553

PART V. PUNCHED CARD ACCOUNTING

33 PrincrpLES oF PuNncHED CARD ACCOUNTING . . : . . 9713
34 AppLICATIONS OF PuNcHED CARD ACCOUNTING . : : . 994
APPENDIX
A CHART OF ACCOUNTS FOR A MANUFACTURING COMPANY . . 623
B CuHART OF ACCOUNTS FOR A WHOLESALING COMPANY . . . 635
C CHART OF AccOUNTS FOR A RETAILING COMPANY . . . 637
D Proor or MACHINE POSTING . . : . A . . 640
E MICROFILMING . : ; ; . . - . . . 645
F Unir Sers anp ContiNnuous Forms . ; . . ; . 647
G PuBLISHED SOURCES OF SYSTEMS INFORMATION . . . . 649

INDEX . . . : v v . . . . . : . 653




PART I

THE METHOD OF SYSTEMS DESIGN






1

Role of Accounting in Modern Management

Task of Management

Managing an enterprise successfully requires men with stout
hearts and strong minds. Externally, an enterprise must learn to live
in an intricate social, political, and economic environment. Inter-
nally, it must be operated efficiently. And this is possible only by
painstaking study, careful planning, dependable performance, and
effective organization.

ExterNAL Forcrs. It is an exceptional business that does not
have to keep a weather eye and constant ear to the demands of ex-
ternal forces that surround it. Only by maintaining a perpetual state
of “alert” may an enterprise hope to stay in satisfactory adjustment
with these forces.

There are the demands and requirements of creditors, investors,
and government agencies. There is the ever-present danger of what
competitors will do or threaten to do with established markets. And
there is the allied problem of preserving good relations with custom-
ers. In the community sphere, the principles of being a “good neigh-
bor” apply to concerns as much as to individuals. A business, like any
local resident, must understand and cooperate with all constructive
community-wide programs. Labor-management relations that are
carried on in a spirit of fairness and mutual respect are bound to en-
hance the economic health of both labor and management.

INTERNAL ForcEs. In meeting and maintaining working relations
with external forces, management may be said to fulfill but half of
its responsibility. The other half, more directly within the scope of
this book, deals with internal operations. Management must first cre-
ate an effective organization and staff it with able and loyal adminis-
trators. It must then meet and solve the many specific and technical
problems that arise internally. These problems are made up of a

3



4 ACCOUNTING SYSTEMS [Ch.1

mass of detailed events, sequences, and transactions. Here, the way
things are done is as important as what things are done. Getting
things done on time, and with efficiency and consistency, represents
the internal half of management’s total responsibility. The price of
this comes high. It is continuous vigil over the network of clerical
processes and machine methods, systems of communication and trans-
portation, and the problem of human relations.

Divisions of Organization

In governing the external and internal forces affecting its affairs,
the management of a concern beckons to its aid any and all tools that
are available. It first divides and defines the activities or functions
that make up the organization. It then assigns them to key personnel
to whom is delegated authority commensurate with their responsi-
bility for results. At the top stand the four major divisions: sales,
production, finance, and accounting. The same divisions exist at in-
termediate and lower levels, except that each division progressively
embraces a larger list of administrators—with less authority and less
responsibility for each administrator, as the descent is made down the
management ladder. The first point of interest here is that account-
ing is a major division of organization. The second point is that ac-
counting is found and felt at all levels of management. This author-
ity, influence, and capacity of the accounting division to serve man-
agement from top to bottom is graphically presented in F igure 1.

Accounting as a Tool of Management

The value of accounting as a tool of management rises in direct
ratio with the size and complexity of an enterprise. The need for sys-
tematizing activities or functions, devising procedures and methods,
and supplying the manpower to carry them out is the more compel-
ling as a business grows and becomes increasingly complex.

AccouNTING NEEDS OF A SMALL Business. Even a small business
that is owner-operated needs and discharges accounting functions.
However, these functions are usually not expressed in writing, are
carried out informally (when not overlooked ), and are often merged
with, or submerged in, other functions because of the lack of divi-
sion of labor. All three characteristics are quite evident in the fol-
lowing sketch of the way a small business is conducted.

Management and ownership are in the hands of either one person
or a few persons. There is direct personal control and supervision.
Policies are directly determined and directly expressed as the occa-
sion demands. Managerial problems do not require much prelimi-
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6 ACCOUNTING SYSTEMS [Ch.1

nary digging up of facts, and the consequences of any decision pend-
ing are usually quickly and directly appraised. Elements of organi-
zation are under personal direction and can be arranged and rear-
ranged at will. Responsibilities (if they are assigned at all) are
made by personal command. Performance is measured and merit
awarded by personal observation. And various outside interests,
such as creditors, must look after their rights by trusting the personal
character and caliber of the owner-manager of the business that owes
the money.

Under these conditions, the owner-manager resolves his financial
policies by his own complete knowledge of what funds are available
to him, where they may be secured, and how they may be most prof-
itably utilized. He directs his credit policies by his own knowledge
of customers’ requirements, and his sales policies by an intimate con-
tact with his market and customers. He observes the individual
workers closely, and judges performance and distributes rewards ac-
cordingly. If production is involved, his technology is built up from
personal experience. His operating methods are his own handiwork,
which is quickly adapted to new situations. If material is wasted, it
is done under his personal scrutiny. If time is lost, he promptly com-
prehends the extent and cause. He personally selects the equipment
and judges its suitability. He hires and trains, disciplines, and pays
the members of his organization. In sum, all elements of manage-
ment—determination of policies, planning, direction of work, and
coordination and control—are under the personal supervision and
judgment of one person or, at best, a few persons.

In such circumstances, formal accounting services are as simple in
nature as they are limited in scope. The situation is all the more
interesting for the light it throws on an important fact: there is very
little to account for where authority, responsibility, and accounta-
bility are successfully vested in the same person, or a few persons.

VALUE 0¥ ACCOUNTING IN RELATION TO S1zE AND COMPLEXITY OF
Srruation. By slightly changing the wording of the observation just
made, it is possible to state another equally striking truth: the degree
to which authority, responsibility, and accountability are dispersed
among different people is the key to the value of accounting.

A business passes the point of being small when total activities are
no longer within the circle of personal direction and supervision of
the owner-operator and a few immediate associates. The character-
istics of large organizations are well known. Policies must be deter-
mined that look far into the future. Foundations must be laid, the
ultimate structures of which may not be completed during the life-
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time of any living official. Hundreds or thousands of workers must
be kept busy at their assigned duties. Operations may take place at
different locations. The buildings, machinery, and other equipment
may be devoted to highly technical and complex manufacturing proc-
esses, requiring technically trained personnel to operate them. And
not too far into the background, watching central management, may
well be an army of the concern’s investors—the shareholders who
have entrusted active management of their business to others.

With size and complexity of operations come new problems of
communication, coordination, planning, control, and protection of
enterprise property. Top management gives up managing by per-
sonal contact and substitutes for it management by “instruments,”
both human and mechanical. Top management works through suc-
cessive levels of administrators, and there is wide and extensive dele-
gation of authority to make decisions, to match equally wide and
extensive dispersion of duties and responsibilities. A great stream of
reports, memoranda, and written advices flows to those who must
make decisions. A reverse flow of orders, instructions, and sugges-
tions goes to those who execute them. It could not be otherwise.
Where circumstances are complex and operations are intricate and
widely distributed, top management needs and uses any and all human
and mechanical instruments that perform indirectly and by artificial
devices what it wishes it could do directly and personally.

Nature of Accounting Services

There is little uniformity and no unanimity in practice as to the
precise functions that should be assigned to the accounting division
of a business. In a recent study of 25 large corporations, it was found
that the duties and responsibilities of three top management officials
—secretaries, treasurers, and controllers—were reasonably uniform as
to the hard core of basic functions. Beyond that, however, the re-
spective functions varied so markedly among the companies that it
was impossible to point to any one company as possessing a repre-
sentative total organization of any of the three top offices mentioned.
The reason for this is clear enough. Circumstances of operation vary
from company to company. In the usual case, the functions put
under a top executive, such as a controller, directly reflect his degree
of initiative, originality, personal drive, and the channel through
which he arrived at his present position.

Considerable value exists, however, in assembling the functions
that may logically be assigned to the accounting organization within
a concern. This was the approach used in the construction of the
charts in Figures 2 and 3. Although both charts purport to present



