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Accounting for Fixed Capital
Expenditures

By
MELVIN F. WAGNER,
Auditor, The Vollrath Co.,
Sheboygan, Wisconsin.

The National Association of Cost Accountants does not stand sponsor for views expressed
by the writers of articles issued as Publications.
The object of the Official Publications of the
Association is to place before the members
ideas which it is hoped may prove interesting
and suggestive. The articles will cover a wide
range of subjects and present many different
viewpoints. It is not intended that they shall
reflect the particular ideas of any individual
or group. Constructive comments on any of
the Publications will be welcome.
Additional copies of this Publication may be
obtained from the office of the secretary. The
price to members is twenty-five cents per copy
and to non - members seventy-five cents per copy.

ED ITO RIAL D E PA R T M EN T N O T E
A very considerable interest in recent yea rs has been
evinced in the development of fixed property accounting. In many, if not most of our large industrial concerns, the capital investment in fixed assets fa r exceeded that in cu rrent work ing assets. Yet there has
never been anything like as full an appreciation of the
need of controlling this fixed type of asset as there has
of the cu rrent assets. Due partly to the labor- saving
methods of mechanical bookkeeping and to a growing
recognition of the need 'for detailed fixed property
accounting, the problem has been attacked in many
organiza tions and a method and technique have been developed for its solution. T he present paper, by Melvin
F . Wa gner, auditor of the Vollrath Company, Sheboyga n, Wisconsin, presents this su bject in a sa ne a nd practical ma nner.
Mr. Wa g ner wa s gra du ated from the University of
Wisconsin in 1917 in the Cou rse in Commerce. For
six months he served as accou ntant in the municipal
auditing division of the Wisconsin Sta te T a x Commission, auditing records of towns, villages, cities and
counties. Aft e r service in the Great Wa r , he retu rned
to the University for a term of six months gra dua te
work. Immediately therea fter, in 1919, he accepted a
position in his home town as accountant with the Vollra th Company, Sheboyga n, Wisconsin, ma nufa ctu rers
of Vollrath enameled household wares. At the present
time he is office manager and auditor of the company.
H e is a member of the Milwaukee Chapter of the Na tional Association of Cost Accou ntants and is also
serving on th e Executive Cost Committee of the Metalwa re Institu te, Inc., a tra de organization of enameled
wa re and sheet metal wa re manufacturers. For this
orga niza tion he has also developed a property accounting section for their cost manual. H e is a member of
the Sheboygan Association of Commerce.
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ACCOUNTING FOR FIXED CAPITAL
EXPENDITURES
Control. The policy governing fixed property expenditures
should rank in importance with other fundamental policies for the
conduct of the company's business, such as quality of product,
merchandising methods, employees' relations, etc.
Fixed assets in the broad sense comprise all assets which represent an investment of the concern's funds not being offered for
sale in the regular course of business, the ownership of which is
requisite to the continued operation of the business. They may be
broadly divided between tangible assets and intangible assets.
Tangible fixed assets are referred to as fixed property, permanent assets or capital assets. The following types of assets are
included in this classification:
Land and land improvements
Buildings
Leaseholds
Machinery and equipment
Tools and dies
Delivery equipment
Furniture and fixtures
Patterns and flasks
Capital vs. Revenue Charges. All good accounting requires distinguishing between charges to capital and charges against revenue.
This distinction determines largely what profits have actually been
made by an undertaking during any given period.
No absolute rule can be laid down for determining whether an
item is a capital or a revenue charge, and oftentimes the greatest
judgment and discretion must be used in making the decision. The
general rule in the case of an industrial concern, perhaps, is that if
the expenditure incurred in the particular case increases the property or the efficiency and earning capacity of an asset it is a capital
expenditure, whereas if the expenditure merely maintains an asset
at its old efficiency or earning power it is a charge against revenue.
Additions and Betterments. Additions are structures, facilities,
and other properties added to those in service at the time of addition, and not taking the place of any of like purpose previously
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held by the company. The cost of such additions should be charged
to the proper plant and equipment accounts.
Betterments are physical changes in structures, facilities, or
equipment which have as their primary end or result the malting
of the properties affected more useful or of greater capacity than
they were at the time of their installation or acquisition. Of the
changes incident to betterments, the cost of such portion only as
will, when added to the original cost of the property bettered, give
the cost of reconstruction in present condition of property as bettered, should be charged as plant and equipment investment. The
remainder of the cost of the changes should be classed as a repair
and be charged to the appropriate expense accounts.
Replacements. Replacements are those installations of plant
and equipment which have for their purpose the substitution of
one building, structure, piece of equipment, or machine for another which it has become necessary to retire, the substitute having substantially no greater capacity than the plant and equipment
replaced. The cost of the plant and equipment retired should be
removed from the accounts in which it is carried, and the cost of
the plant and equipment installed in place of that so retired should
be charged to the appropriate fixed investment accounts.
Repairs. Depreciation and repairs should be treated as separate problems. If the depreciation reserve is credited with an
amount sufficient only to provide for the original cost of the asset
in question, then all costs other than the original cost — (repairs,
renewals of parts, etc.) — should be charged to income and not to
the depreciation reserve. The proper function of the depreciation
reserve is to provide for replacement of original cost. Consequently,
repairs and replacements of minor parts should be charged to income.
When through wear and tear or through casualty it becomes
necessary to replace some part of any structure, facility, or equipment, and the extent of such replacement does not amount to a
substantial change of identity in such structure, facility, or equipment, the replacement of such part is to be considered a repair,
and the cost of such repair is to be treated as an operating expense, and must not be charged as a replacement in any capital
account.
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Illustrations of A dd i t io n s , Replacements, and Repairs. The re
are given bel ow some illus trations and exampl es that shoul d help
to cla rify whe the r a n exp end it ure is an a ddi tion, replacement, or
repair :
t. The b uil di ng of a n e w a d d i t i on t o t h e Stamping Shop —an
addition.
2. T h e substitution of a larger blower in the Fou n d r y for a
smaller blower —a replacement.
3. Th e s u bs t it u t ion of a ne w ri n g on a di e for a wor n out ri n g
— a rep ai r.

4. The substitution of a new die for a worn out die —a replacement.
5. T h e addition of fire ladders on the Warehouse Building —
an addition.
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6. The making of new crates to take the place of worn out
storage crates —a replacement (charge to expense).
7. The making of additional crates to take care of increased
production —an addition.
8. Changing a draw die to a cut and draw die —an addition.
Job orders should be issued by the Plant Service Department
for the internal shop work on all property that comes under the
classification of addition, betterment, or replacement where constructed by the factory organization.
Repair Orders will be issued by the Plant Service Department
for all internal shop work on repairs.
The accounting on replacements will vary according to the
record that is had in the plant ledger of the various properties. In
the case where a record is kept of each individual item such as
tools, patterns, machines, major equipment, etc., the old item will
be taken out of the property account, and the replacement will be
added. In the case where no individual record is kept of each
item such as crates, trucks, carrying racks, minor equipment, etc.,
the replacement will have to be considered as an expense item.
A "Salvage List" will have to be made out in connection with
each Replacement Order showing the disposition of the asset being
replaced.

Self- Handled Construction Work. Where a company handles
its own construction work, care should be exercised that such construction work is entered into capital accounts at its cost. If this
cost is less than would have been paid a contractor for the work,
a saving has been accomplished, but it cannot be said that a profit
has been made. The cost of such construction work should include all of the direct costs, together with a normal proportion of
overhead.
In the case of home -made machinery and equipment the same
principles should generally govern.
The Plant Ledger. The setting up of a plant ledger should be
preceded by an analysis of the plant into significant units. A unit
may be a building, ten patterns of the same type, or a group of
electric motors, bearing in mind the following considerations:
z. Like things or things having same function to be grouped
together.
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As many items as possible to be grouped together to save
calculations.
A complete record and history of depreciation as well as of
plant and equipment can be secured through the property ledger
which aims to do for plant and equipment what the perpetual inventory record does for stock on hand.
Such a property ledger will tie up with the general books of
account or general ledger and will supply the detail for the total
cost of property, the depreciation written off in any one year, the
additions, renewals and disposition of property, the amount in the
depreciation reserves, the estimated scrap value, and the net remaining sound value of the property.
Since all depreciation which is incurred directly or indirectly in
the furtherance of manufacturing processes is a manufacturing
cost it is necessary to contrive means of allocating it to jobs. The
plant ledger which is a complete record of plant should be so arranged that its various subdivisions will correspond with departments in so far as each unit of the plant can be definitely considered as being useful only in a given department. One or more divisions of the plant ledger should be used to record those items of
plant the depreciation cost of which cannot be considered as departmental in character and which must, therefore, be allocated to
departments on some fairly accurate though arbitrary basis.
When the plant ledger is thus organized on the basis of departments it is a relatively easy matter to determine the total amount
of depreciation cost directly allocable to departments as well as
that which is general in character and to be allocated arbitrarily to
departments. By adding the annual direct depreciation cost for a
given department to its proportion of general depreciation cost and
dividing by twelve we obtain the monthly depreciation cost. This
amount is distributed over the factory orders or production worked
upon during the period, depending upon the method of burden distribution used.
2.

Property Ledger Advocated by U. S. Chamber of Commerce.
A proper record of depreciation requires that specific items and
units of property be enumerated and classified by kind, group or
department, and that their original cost be ascertained, as well as
accumulated depreciation and remaining useful life.
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To do this is not easy for an established concern accustomed to
taking depreciation on a general grouping of property, such as
Buildings or Machinery. For such a concern "the splitting up and
allocation of the old capital outlay must be approximate." Such
allocation will be greatly assisted by a competently made appraisal.
In addition, the property ledger will contain a brief description
of all property; where located, plant identification; name of manufacturer and manufacturer's number; from whom and when purchased; total cost, including freight and installation charges; estimated useful life of equipment and rate of depreciation; and it
may likewise have a record of repairs, replacement values, and a
tabulation of monthly depreciation.
The property ledger can be compiled in CARD or LOOSE LE AF FO RM. Each card or sheet ought to last from 2 0 to 30
years. Practically the same form can be used for departmental
and final summaries of plant and depreciation. The complete
financial, plant, and performance history of each item of property
secured in this way guides future outlays upon plant, helps the accurate determination of loss or gain on specific assets, is of some
importance in credit applications, simplifies compiling and checking
of tax and annual statements, and is invaluable in event of fire loss.
The surprising thing is that there is still a comparatively larger
number of concerns operating without such a property ledger.
Arrangement of the form of property ledger as well as its size,
etc., depends on ingenuity of the executive or cost accountant designing it, as well as on his sense of what is important information
for his particular requirements, industry or plant. It may be desired to compress all the information on a small card, using both
sides, or it may be considered wise to keep track of monthly depreciation, the cost of repairs or replacement values. These are
details to be adjusted to and by individual needs.
Another illustration of a Plant Property Ledger card designed
for a Tabulating System is given on page 758. These punched
cards can be sorted and totaled for values for the following
factors:
Departments —total value of assets in each department.
—total value of assets by account number for each
department.
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Account No. —total value of assets for each property account.
Date to expire —total value of assets that will expire their theoret ica l d epr eci at ion li fe in an y one yea r a ccordin g to d epreci ation rates used.
Date acquired —value of a ssets acquire d in any one year by accou nt nu mb er or by d epa rt men t.
Car ds are fi le d i n cabi ne t card dr awer by fol lowin g i nde x:
Primary —Asset account number.
Secondary— Department located.
As se ts t ha t h ave ex pi re d their theoretical
cord ing to de pre cia tion r ate us ed a re refile d
further depreciation for following years. For
ing depreciated i o J o will only be depreciated

depreciation life aca nd eli min ate d from
example an asset befor io years and then

eliminated as an expired asset, even though still being in operation.
Salvage Material Receiving Report. No property should be
dismantled, salvaged, scrapped, or destroyed without record
through the use of a "Dismantling or Scrap Order." All requests
for such orders should be made of the Plant Service Department
or the Engineering Department.
Such departments will obtain a clear description of the property
to be scrapped and issue an order to be approved by the Factory
Manager. If there is any work to be done on the order it will
follow the same routine as the Job Orders. Whether there is any
work to be done on the order or not, it is very important that an
order be written for any property that is to be dismantled, salvaged, scrapped, or destroyed. All the dismantling should be done
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u n d e r t h e su p e r v i si o n of t h e P l a n t M e c h a n i c a l D e p a r t m e n t wh i c h

will make out a "Salvage Material Receiving Report" when the
property is dismantled or scrapped. A complete description of the
property must be given with such additional information as asset
number, manufacturer's number, type of asset, and other specifications that will help to identify and describe the property.
The "Salvage Material Receiving Report" (original and duplicate copy) is sent to the Plant Material Storekeeper for checking
in the material salvaged into his stock and then sent to the Purchasing Department or other suitable department for pricing of
the scrap material as scrap. The duplicate is then sent to the Stock
Records Department for debiting the salvage material accounts
and filed. The original is sent to the Property Accountant to adjust the property ledger cards in the Plant Ledger and to make
the journal entry taking the item out of Property Account as
illustrated herewith:
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Dr. Depreciation Reserve Account
Dr. Scrap Inventory
Cr. Property Asset Account
Cr. (or Dr.) Property Disposition gain or loss account.
Where an item being salvaged or scrapped is to be replaced by
another item a Replacement Job Order may be used to authorize
the salvaging or scrapping.
Handling Returnable Tools. In the operation of the tool room
some method has to be used to record the location and return of
returnable tools. This is usually done by a check system or a
requisition system. In the check system checks made of metal or
other durable material are used. Under the single check system
each workman is furnished with a number of checks upon which
his number is stamped. When he receives a tool he surrenders a
check which is hung on a hook near the stowage place of the tool.
In this way the tool - keeper can determine at any time where returnable tools are located. Where the double check system is used,
a second series of checks are provided, one for each tool, upon
which the number or symbol of the tool is stamped. When the
tool is issued its check is hung on a tool control board which has
hooks for each workman in the factory. By hanging the tool check
on the proper hook, the tool- keeper can tell at all times the tools
in the possession of each workman in the factory.
When the tool is returned the worker's check is returned to him
and the tool check is removed from the control board. In some
cases the tools may be issued on the basis of a tool list prepared
by the production department when the shop order is being prepared for production.
Another system uses a written slip made out in triplicate by the
workman at a single writing. The original slip (white) is filed in
a cabinet in the toolroom under the workman's number and name.
The triplicate slip (pink) is filed in another cabinet under the tool
symbol. The duplicate slip (yellow) is handed to the workman
with the tool. When the tool is returned, the workman returns
the yellow slip with the tool and receives the white original, which
he destroys. The toolroom man, at his leisure, removes the pink
triplicate slip from the tool file, puts the tool in its compartment,
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and destroys this slip. The slips are filed in holders, each holder
being carried on a rack in a cabinet.
The initial cost of the tools may be disposed of in the following
ways:
i . Small tools, subject to loss and theft, which are charged directly to departmental operating expenses when acquired.
Such expense is included in the burden of the cost period for
the department concerned.
2. Tools placed in the toolroom to be issued when required.
These should be charged to the various Tools and Dies Accounts which show the cost thereof. When issued from the
toolroom they are charged as follows:
a. To a specific job when the tool is consumed on such job
and not returned to the toolroom.
b. To departmental expense account when they are consumed
for the benefit of a certain department, such as departmental repair work, and are not returned to the toolroom.
c. No charge other than memorandum for t ools to be returned to the toolroom.
The tools and dies in the toolroom should be inventoried periodically in order that the Tool Accounts may be kept in agreement
with the tools actually on hand.
All tools returned to the toolroom after use in the shop should
be inspected before being returned to tool racks. If defective in
any manner, repairs should be made before they are again reissued
to the shop.
Tools should be classified in the same manner as other items of
fixed assets, and the number, symbol, or name of items for which
used should be stamped or engraved upon the tool.
Description of Property Accounts. A brief description of the
content of a suggested classification of a few property accounts is
given below:
PERMANENT TOOLS— Includes all tools and fixtures having an
approximate life of five years or over and which may be considered as permanent assets. Will include such items as portable
electric and air tools, anvils, bench plates, chain blocks, standard
gauges, lathe and drill checks, tool holders or inserted blade reamers, cutters, vises, tapping attachments, lathe dogs, ratchet drills,
breast drills, drill posts, safety forks, chucks, etc.
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P E R I S H A B L E TooLs— Includes all tools having an approximate
life of less than five years, which are constantly being renewed.
Includes such items as augers, chisels, button dies, drills, taps, files,
reamers, milling cutters, chasers, drill sockets, soft mandrels, circular and band saws, small arbors, enamel springs, grates, dipping
hooks, burning hooks, hammers, etc.
A C T I V E DIES— Includes all dies, punches, blank - holders, push
out plates, spinning rollers, spinning chucks, etc., which may be
used at any time in the production of current items.
PART I ALLY ACT I V E D I E s — S u c h d i e s t h a t a r e c o n s i d e r e d u s e f u l

to the plant and which are not in active use but which may be used
or worked in the future.
ACT I V E JI G S AN D FI X T U R E S — J i gs a n d f i x t u r e s a r e d e v i c e s t h a t

hold the pieces of work such as drilling jigs, milling jigs, and welding fixtures. Active jigs and fixtures are those which may be used
at any time in the production of current items.
P A R T I A L L Y A C T I V E J I G S AN D F I X T U R E S — S u c h j i g s a n d f i x t u r e s

that are considered useful to the plant and which are not in active
use but which may be used in the future.

TOOL REQUISITION
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,JOB ORDER F O R M FOR N E W

CONSTRumoN

WORK

The original copy of this form is sent to Plant Mechanical Department, for working copy and reporting of time and material.
It is sent to Plant Accountant when Job is completed, and then
filed numerically.
The duplicate is retained by Plant Accountant as tickler until
job is complete. It is then sent to Cost Department for closing of
costs (Labor, material and burden) on job and report of costs to
Factory Manager.
The triplicate copy is used by Cost Department as cost card
copy for entry of labor, material, and burden. It is filed numerically. This copy is a stiff card form and the cost card data are
on rear (not shown above.) Front side as above.
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BETTERMENT & ADDITIONJOBORDERCOSTSUMMARY

1D6

NO 02353

REAR SIDE OF THIRD COPY OF BETTERMENT AND ADDITION
SHOWN ON PRECEDING PAGE

JOB

ORDER

This form is used to accumulate the costs from material requisitions and daily time cards for labor. Time cards are summarized
for labor and burden costs on a tabulating machine.
The cost on each closed job order is then entered in journal
recap for debit to Plant Property Account and credit to Betterment and Repair Work in Progress Account.
For each betterment job order a new asset card is opened in
Plant Ledger or in addition is entered to some card already in the
file when job is closed and entered in journal.
Total of betterment additions is posted to Property Control Account in General Ledger. Group sub - totals are posted to individual property accounts in Operating Subsidiary Ledger. Each
such account controls in turn its group of plan property asset
cards in the Plant Ledger.
Depreciation Schedule. A short schedule of depreciation rates
for tools is suggested below:
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PermanentTools . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Perishable Tools . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Active Dies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Partially Active Dies . . . . . . . . . . . . . . . . . . . . . . . . . .
Acti ve Ji g s an d Fix t ur es .. .. . .. .. . .. .. . .. .. . .. .
Pa r t i a l l y Act i ve Ji g s a n d Fi xt ur es . . . . . . . . . . . . . . .

5
2*

6/
4
6/
4

All rates with the asterisk, as above, are to be considered nominal
rates only. These items, not carried as individual units on the
Plant Ledger, are of a highly perishable nature, and replacements
are constantly being made.
Such replacements will be charged to expense and only permanent extensions to the group will be capitalized. Repairs and
maintenance are to be charged to expense.
For the other rates it is assumed that when an item of property
is discarded or replaced it will be withdrawn from the Property
Account by the-proper write -off entry in the Journal and the new
asset to replace it will be capitalized at its current cost of acquisition. The Plant Ledger account cards are to be used in all journal entries to record the proper amount of depreciation to be taken
out of the reserves.
In determining these rates, it has been considered that repairs
and replacements required to maintain the useful life of the property, and which would ordinarily be charged to expense, were made
as they became necessary, and such minor renewals have not been
considered in computing the percentages. Adjustments to the
estimated expectancy of life as shown by these rates should be
made for replacements which materially prolong the life of the
property.
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VOL VII
No. 9—The Preparation and Administration of Budgets, Chester E. Wg g e r
No. 10—Brush Manufacturing Costs, No rm a n H . Broadhead
No. 11— Inventory Accounts and the General Accountant, Arp ha x ad Fe y
No. 13— Forecast for 1926, Ca rle to n B. Hutchings
No. 17 —Cost and Depreciation, Carl G. Jensen
No. 20— Distributing Administration Costs, Leon E. Vannois
No. 21 —Use of Standard Labor Costs in the Manufacture of Men's Clothing,
E. C. Ro bertson

No. 22— Budgets and Pre - Determination of Costs, Wil li a m S . Ke mp
No. 23— Distribution of Burden, Grant L. Bell
No. 24 —Coat Accounting Reports for Executives, Edg ar Stv ick
VOL VIII
No. 1— Accounting for Material, Ge orge H. Frie se l
No. 2 —Coat Accounting For Paper Mills, Charles W . Gould
No. 3— Preparation and Administration of the Budget, H . S . O we s
No. 4 —Cost Accounting and Budgetary Practice, F. Clair Bennett
No. 5 —The Clay Products Industry, Richard C. Tu rn er
No. 6— Accounting Control of Materials Purchased, Pa u l M. At k i n s
No. 7— Analysis of Selling Costs and Proper Basis of Salesmen's Compensation,
Horace G. Crock ett

No. &—Crop and Field Cost Accounting on Hawaii's Sugar Plantations, Rudolph
Muller

No. 9— Financial Control Policies of General Motors Corporation and Their
Relationship to Cost Accounting, Albert Bradley
No. 10— Planning for the Physical Inventory, Stanley G. H . Fitch
No. 13 —Cost Accounting as a Basis for Shaping Operating Policy, A. W . Bass
No. 17—Labor Classification and Payroll Analysis, Ca rle to n F. Bro wn
No. 20— Accounting Information for the Executive, Ernest F. Du Brul
No. 21— Materials in Standard Costs, Wil li a m L . Churchill
No. 22— Accounting for Capital Assets, K. C. Richmond
No. 24— "Do We Need Calendar Reform ?" By George Eastman
Vol. IX
No. 1— Measures of Business Efficiency, Clyde Morgan
No. 2 —The Profit Element, James H. R a n d , J r.
No. 4— Budget of Financial Operations, F. H . Corregan
No. 5—An Adaptation of Mechanical Accounting Control, R . G. Regner
No. 6— Budgeting Control and Standard Costs in the Newsprint Paper Industry,
G. An d r e w Wa r e

No. 10 —Forge Shop Production —Cost Accounting. Frank S . Hatch
No. 11.—Co- ordinating the Factory and General Accounting to Insure Prompt
Monthly Closing. Jo h n E. Ho rn
No. 12—The Analysis and Distribution of Sales Distributional Costs, James H.
Barrett

No. 14. —Waste and Its Elimination, Pa u l E. Ho ld e n and Wi l l i a m S . Ford
No. 15.—Depreciation As Applied to Public Utilities, W . B . S . Win a n s
No. 17.— Public Utility Economics, Th eo d ore J . Grayson
No. 18.— Unintentional Falsification of Accounts, Ernest F. DuBru l.
No. 19.— European Manufacturing Methods and Costs, Chas. E. Bedaux.
No. 20.— Tanning and Leather Products Costs, F. E. Barth
No. 21.— Experiences with Budgets to Aid Management, Lester F. Blake
No. 23.— Foundry Costs, Alb e r t E. Grover
No. 24.— Depreciation Accounting in the Machine Tool Industry, Th o ma s B.
Frank

Vol. X
No. 1 —The Railways and Cost Accounting, Clinton F. Balch
No. 3 — "New Technique in Selling and Administrative Cost Accounting,"
Albert A. Rose

No. 4 —Keys to Internal Control of Costs, E. S . La Ro se
No. 8 —Bank Credit and Budgetary Control, Michael H . Cahill and John P.
Pu tna m

No. 9 —A Cost System for Shop and Foundry, W . G . Robinson
No. 10— Allocation of Selling and Administrative Expenses to Units Sold, C. A.
Renard

No. 11— Material Control and Stores Accounting, L. A. Ba ro n an d Fre d Da v is
No. 12— Accounting for Fixed Capital Expenditures, Hc h h n F. Wa g n e r
Copie s of the above publications which are not out of print may be obtained from the office
of the secretary of the Associ ation, 26 West 44th Street, New York Cit y, at the price of 75 cents
per copy.

