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CAPITAL FACILIT IES —ACCOUNT ING
PRINCIPLES AN D METHODS
the past io years most of us, no doubt, have witnessed
D URING
the positions of prominence which certain subjects have taken
in the field of accounting. Taxes, depreciation, obsolescence, invested capital, inventory control, and —at present, budgets. During
these same io years, within which period accounting as a science
and a business has made its greatest advance, comparatively little
consideration has been given with respect to the proper accounting and record control of capital facilities, fixed capital, plant and
property, fixed assets, or by what other names you may care to
designate those assets which are acquired, not for sale in the ordinary course of business, but instead those assets necessary to the
continued operation of a concern. There are of course isolated
cases where a great deal of careful and painstaking thought has
been given to this subject and its effect upon correct accounting
and control, but in the greater number of instances it is safe to say
that property accounting is still in a crude status and as a result
a reflection on those responsible for such a condition.
Considering the amount of capital invested in plant property it
is surprising that so little attention has been given to its correct
accounting and record. One need only examine the balance sheets
of a number of representative concerns to see just how important
the item of fixed property is. With a few exceptions, notably in
the retail field, more capital is invested in fixed property than in
any other class of asset. Although at the present time accounting
for capital facilities is not idealistic by a long way, yet the situation is far from a hopeless one. Already certain movements are
on foot which are bringing to the fore an appreciation of this subject. Through the interest which these same movements will undoubtedly create, proper thought on this subject is bound to come,
and with it a desire to put the house in order. Your attention is
particularly directed to what public utilities are now doing in connection with improving fixed capital accounting methods and
records.
For example, the National Electric Light Association, composed of
representatives from prominent Electric and Gas companies, work-
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ing through its Fixed Capital Records Committee, has done much
toward arousing thought concerning the improvement of fixed
property accounting. No doubt other associations and organizations in the near future will take similar interest in this subject.
Let us sincerely hope so.
This paper which I have prepared for the occasion concerns
itself with a brief presentation of the proper accounting for capital facilities. Although of necessity there is a skimming of the
top here and there, nevertheless it is hoped that it may leave with
you a few thoughts on this important subject.
ESSENTIALS OF PROPER ACCOUNTING FOR FIXED PROPERTIES
Any comprehensive plan for the proper accounting of capital
facilities should include the following:
I. A set of standards by which it is possible to determine what
is and what is not a proper charge to capital facilities.
2. A standard procedure in connection with the acquirement,
recordation, transference, and disposal of capital facilities.
3. Detailed instructions as to what expenditures are proper cost
charges to capital facilities.
4. A standard classification of property accounts for general
ledger and property ledger purposes.
S. A comprehensive and well designed form for recording complete information with respect to each separate unit of plant
property and a well planned arrangement for filing these
records.
6. An effective accounting control between the general ledger,
property ledger, and property cards, —and a physical control of
properties through the individual property cards or records.
SELECTION STANDARDS
In most instances it is no difficult matter to determine what is
and what is not an item of fixed plant property. A building, a
lathe, a forge, a truck —these are capital facilities, and it does not
require any unusual amount of thought to classify correctly objects of this kind. However, there are a great many items which
do require careful thought before they may be correctly classified
as fixed property items, and therefore proper charges to the fixed
property accounts. In order to avoid action on the part of someone in the organization to make arbitrary determinations, a stand -
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and should be established which will govern each situation. Practically, this is accomplished by the preparation of a detailed list
of items of plant property, alphabetically arranged. With this list
available it is a simple matter when any new property is acquired
to make reference to it for the purpose of ascertaining its correct
classification —that is whether it is a proper plant item or a charge
to expense or some inventory account.
To secure such a list requires the bringing together of the names
of a large number of objects, and through proper consideration of
each, eliminating those whose lives will be so short that their cost
should be extinguished without recourse to depreciation. For
example, items such as jigs, fixtures, and similar equipment may be
so short lived that they should not be capitalized but instead
charged off directly, or possibly through a tool inventory account.
This may be the condition in one concern. In another, the same
items will last for such a period of time that correctly they should
be capitalized and eventually written off by means of depreciation.
In establishing this list of selection standards, the assistance of
employees acquainted with the various kinds of plant property
should be utilized. Going over each item with a technician
should permit the accountant to separate the capitalizable items
from the expendable items. If one doubts the necessity for such
a standard, he would do well to make a detailed analysis of a few
property accounts and expense accounts representing maintenance.
The first mentioned accounts are for the purpose of satisfying himself how many expendable items creep into the property accounts,
and second, how many property items are incorrectly charged off
to expense.
STANDARD PROCEDURE IN CONNECTION WITH ACQUIREMENT,
RECORDATION, TRANSFERENCE, AND DISPOSAL OF CAPITAL
FACILITIES
While it appears rather unnecessary to give consideration to the
matter of a standard procedure in connection with the handling
of capital facilities, from acquisition to disposition yet there are
few concerns who have a standard procedure other than that in
connection with the acquirement of a property item. I believe I
am correct in saying that most concerns have some sort of a procedure which must be closely followed before any new buildings,
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machinery or equipment, are obtainable. Most of us are acquainted
with the record for this purpose which requires from someone in
authority, information concerning a description of the article, the
necessity for its acquisition, where it is to be used, its cost or approximate cost, and other essential data which the executive may
use as a basis for his decision to obtain or not to obtain the item
in question. However, once proper approval has been given for
the purchase or manufacture of the property item it appears that
a great many concerns believe that any standard procedure in connection with further control is unnecessary. The reason for this
condition results no doubt from the nature of the property itself.
Because they are called fixed properties the name implies a certain
amount of physical and locational permanence, which in certain
cases is not actually the case.
Supplementing the standard procedure adopted in connection
with the acquirement of property, there should be a standard procedure with respect to the proper recordation both in detail and in
summary, and also procedures which will bring to a standard form
of operation any transference of property between departments,
plants, or other locations. Concerning the matter of a complete
record, certain rules should be laid down as to exactly how documents originating through the purchase or manufacture of equipment should be handled, so that detailed information concerning
each item can be established at one central point and the proper
accounting control thereof established through the proper ledger
accounts.
In connection with the disposal of capital facilities through sale
or abandonment, a procedure should also be established so that
those responsible for physical properties cannot be released of that
responsibility until certain necessary steps have been accomplished.
The same amount of care which is usually exercised in acquiring
property, should also be exercised in connection with its disposal.
If a concern is interested in requiring information from its cashier
as to the disposal of cash, it should be just as interested in the disposition of that which cash has purchased.
PROPER ITEMS OF COST
Assuming that an item of property is properly chargeable to a
fixed capital account, the next question that logically arises is that
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with respect to what should be included in its cost. For example,
should transportation charges, handling charges, foundations and
belting, be included as a part of the cost of a machine? Should
the cost of land include the cost of abstracts, appraisals, surveys,
examination of title, legal fees, etc? Should buildings be charged
with the cost of permits and licenses, cost of testing, cost of wrecking an old building, bonuses paid to secure the release of premises
by tenants, interest on borrowed money, etc.? Should overhead
on equipment manufactured in the plant be included as cost, and if
so on what basis should such overhead be distributed? Unless detailed instructions are laid down in connection with all such matters, the question as to what constitutes cost will invariably be left
to arbitrary judgment. Naturally from the accounting standpoint
the results will be unsatisfactory. Concerns who have in operation
a first class system of property accounting set forth what is to be
taken in as cost in connection with each of its various classes of
property. In this way standard practice is established and arbitrary accounting abolished. It is natural of course that from
time to time certain conditions will arise which the standard procedures do not cover. In such cases a satisfactory decision can be
arrived at and instructions arising from that decision added to the
standard practice for the future.

STANDARDCLASSIFICATIONOFPROPERTYACCOUNTS
The necessity for any standard classification of accounts is well
known and in the establishment of such, fixed assets should be
given their proper consideration. For example, the following accounts might appear in the general ledger:

I. Land and land improvements
2. Building and building equipment
3. Power, plant and equipment
4. Machinery
5. Motors
6. Factory, furniture and equipment
7. Manufacturing equipment
8. Semi - durable tools and instruments
9. Internal transportation equipment
to. Office furniture and appliances
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Transportation and delivery equipment
Sundry equipment
These accounts are naturally very broad in scope and really are
controlling accounts for the more detailed accounts in a property
ledger. Just the same as an accounts receivable controlling account in the general ledger controls many individual accounts receivable in the receivable ledger, so one of the above mentioned
property accounts should control the investment in fixed property
of the same classification as the controlling account, the supporting
details of which are to be found in the property ledger. The real
problem in connection with property accounts is their classification for property ledger purposes. How detailed should these accounts be, and should their arrangement be one by description or
function? These questions must be answered before any progress
can be made to set up accounts in the property ledgers, in a way
which will secure the maximum value. Let us take for example
the general ledger account building and building equipment. The
detail accounts in the property ledger in support of each building
would probably consist of the following:
i . Buildings
i. Buildings Proper should include excavations, foundations, sewers, walls, floors, ceilings, roof, windows, skylights, stairways and all other structural work, carpenter
work, permanently attached to the above.
3. Plumbing and Steam Heating includes piping throughout all buildings for heating, radiators, toilets, lavatories,
sinks, wash basins, drinking fountains, etc.
4. Elevators include complete apparatus with the exception
of the motor.
5. Electric Lighting and Panel Board Feeds include all
electric light wiring and fixtures and all power wiring,
with the exception of motor or machine connection and
individual lights throughout all buildings.
6. Sprinkler System includes all Sprinkler apparatus installed in Buildings.
8. Heating and Ventilating (Air)
I i.
Ia.

In a similar way machinery and equipment and the other general
ledger property accounts should be broken down into their con 1368
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stituent accounts for property ledger purposes. It is no easy task
to establish a classification of detail property accounts which will
be of the greatest value. It requires a rather long study of the
various individual units of property as evidenced by a large number of supporting individual property records. Greater success in
the establishment of a proper classification of accounts will be secured if such classification is the result of building up from it the
property records, rather than the arbitrary setting -up of a number of detail property accounts and making these accounts absorb
rather arbitrarily the detail items.

PROPERTY RECORDS
In this paper I am making a distinction between property ledger
and property records. A property ledger may be said to be a subsidiary ledger containing detail accounts, under proper classifications, and controlled by controlling accounts in the general ledger.
In other words a property ledger is what the words imply —a book
of accounts for properties. On the other hand a system of plant
property records may be briefly designed as a system whereby an
individual record is maintained for each unit of plant property,
such a record containing all pertinent facts pertaining to the assets so recorded from the time of their acquisition until their disposal. The National Electric Light Association has this to say
on the subject:
"Fixed capital is represented by the property actually in existence and it is this actually existing property which the record
should at all times show. In other words, the records should contain a continuous inventory of the property in terms of units such
as to provide complete identification and proof of the property itself. This in turn requires that the units chosen for the purposes
of inventory be completed units rather than units of raw material,
labor transportation, etc., since it is only through the medium of
completed units that it is possible to show that the property
recorded and that actually standing in the field, are one and the
same."
The following results are obtainable from an efficient and properly operated property record:
i. A complete history and full description of each important
property item is accessible at a central point.
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A detailed record is available in support of general ledger and
property ledger, property accounts.
A detailed record is available in support of the depreciation
charge thus acting to prevent over or under depreciation.
A record of property by locations for management, insurance,
taxing, and cost purposes, is available.
The accuracy of accounting is increased since all fixed capital
accounting is subject to analysis.
A record is available in the case of disaster which makes it
possible to obtain a description and cost of the property destroyed.
Dependable data is in ready form for budgeting purposes.
A record of property accountability is available at all times.
If the form is properly designed, information is available for
accounting, engineering and manufacturing departments, and
consolidates at one point various partial records of properties which are usually to be found in the above mentioned
departments.
A record of the cost of repairs to individual machines, etc.,
is also available, as a means for gauging the economy of operating certain types of machines, etc.
Figures are available for determining fixed charges by any
group desired, as the basis for the establishment of certain
functional costs.

There are many other advantages to be derived f rom an up -todate system of property records, but the above are the principal
ones.
There are many forms of property record. Most, unfortunately,
are too incomplete to be of the greatest value. Whatsoever the
design may be, that is so far as the form is concerned, it should
be planned to provide for the following information:
a. A description by which the property can be readily identified
at any time and one which furnishes the engineering and operating departments with reliable and complete technical data.
b. The original location and a history of all subsequent relocations of the unit of property.
c. A record of its cost —original and supplementary, and reference to all documents supporting such costs.
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d. A record of repairs and maintenance.
e. Data with respect to loss of value through depreciation.
f. Data with respect to disposition, through sale or abandonment.
Naturally one can make such a record too elaborate. If such is
done the whole system may destroy itself by reason of its being
top heavy. However, I am inclined to think that just the opposite
is true —that most records are far too incomplete to be of the most
value to their users. The real value of property records lies in
their ability to furnish information whether of a usual or unusual
nature, when required — readily, accurately and in detail. To operate a system giving complete information, requires little if any
additional expense over that required to operate an incomplete
system.
Quite often concerns make two records of each unit of property so that it is possible to arrange these property records in two
different ways —one by kind of property, and the second by location or function. When machinery or equipment is transferred
from one location to another, the property card for such machine
or equipment is likewise transferred in the file from one position
to another, and a record is made on the card as to date of transfer,
old location and new location, and sometimes the move order
number.
Naturally there is no inflexible rule concerning the type of property record. For certain items or units an individual card may
be employed, while quite often it is possible to control certain
classes of equipment by groups. When the latter condition prevails a form of ledger sheet may be used, and the control maintained by totals and not by individual items.
The basis for a system of property records is usually on appraisal not necessarily from the dollar standpoint, for this information is of great value for many purposes, but rather from the
physical point of view with the additional advantage of the appraiser's opinion as to condition and length of life of the property
items in question. With such an inventory available, a good foundation has been laid for the preparation of the individual property
records. Once these records are established very little effort is required to handle the work of new acquisitions, transfers, and dispositions, together with such other data as is required for ad1371
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ministrative purposes. Like any other system the hard work lies
in installing it.
EFFECTIVE ACCOUNTING CONTROL
We have referred above to the usual care exercised in acquiring
items of fixed property. Let us assume that such an item has been
received from the vendor or completed by one of the company's
own departments. The first thought which arises is in connection with the establishment of physical control. Usually the property item is given an identifying number either by a stamp or by
the attaching of a plate thereto. The latter appears to be the more
preferable procedure.
The property record which is made out upon the installation of
this particular item, contains not only a complete description but
has an additional tie -in by means of the identification number assigned. Some employee in the plant is now directly responsible for
the care, protection and use of such equipment. It may be the chief
engineer, the transportation manager, the chief chemist, the office
manager, or some other person. In any case someone in the plant
should be held accountable for the property and that accountability
maintained until release therefrom is secured through proper channels, and in accordance with a standard procedure.
Accountability for the physical property should cease upon its
disposition. Requests for the disposal either through transfer,
sale, or abandonment, should be required, reasons given for the
request, a survey of the situation made, and the request approved
or disapproved.
In connection with dollar control as distinguished from physical
control, it commences with the acquirement of items of plant property and equipment through purchase and manufacture. The
former is evidenced by the vendor's invoice, the latter by a completed shop order. Through the establishment of general ledger
controlling accounts for capital facilities, as a necessary part of
the accepted classification of accounts, the setting -up of supporting
and subsidiary accounts in the property ledger, and the record of
cost of the individual items of property, as represented on the
property card, a tie -up is afforded and a method of accounting
control available.
To quote again from the National Electric Light Association:
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"The accounting books should show the cost of fixed capital and
since the fixed capital record is to do likewise then if the record of
fixed capital expenditures in each case is to be a true and proper
one, the fixed capital record and the books of account must be in
accord with each other.
"Further, since the minimum detail of the accounting record of
costs is determined by the classification of accounts, the fixed capital record should be based upon or so arranged as to tie -in with
this same classification in order that it can always be shown that
the fixed capital record and the accounting record are in accord
not only in total, but in detail."

CONCLUSION
To sum up again the essentials of a complete system of fixed
property accounting, I wish to repeat the six principal points in
connection therewith.
i. A set of standards by which it is possible to determine what is
and what is not a proper charge to capital facilities.
2. A standard procedure in connection with the acquirement,
recordation, transference, and disposal of capital facilities.
3. Detailed instructions as to what expenditures are proper cost
charges to capital facilities.
4. A standard classification of property accounts for general
ledger and property ledger purposes.
5. A comprehensive and well designed form for recording complete information with respect to each separate unit of plant
property and a well planned arrangement for filing these
records.
6. An effective accounting control between the general ledger,
property ledger, and property cards, —and a physical control
of properties through the individual property cards or records.
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