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Laws relating to copyright, libel, slander and communications
. require that the dissemination of part of this text be limited
to "Official Use Only." Exception can be granted only by the
issuing agency. Users are warned -that non-compliance may sub-
Jeet violators to bersonal liability.

LINDUSTRIAL COST ACCOUNTING PRACTICES IN CHINL i
Chi-hua Ch'eng-pen Hui-chi Chiao-ch'eng
iTextbook on Planned Cost Accounting)
Shanghai, Jul 1952

[Summary: This report contains information on industrial cost
accounting practices in Chipa up to August 1951, Among the subjects
discussed are the following: cost ang price components; definition
of cost items; itemization of accounts; cost and financial plans;
fixed and vworking capital; construction and major repair expenditures;
and depreciation ang amortization., A sample profit and loss statement,
balance sheet, and working papers are appended. ]

Ch'en Ch'i-hsiang

I. INTRODUCTION

A. Meaning of Economic Accounting System

The economic accounting system is a unified system of calculation, combining
the calculation of production costs, of comnodity sales, of Tactory financial
managenment, and of accumulations for expanded production. The system enables
one to determine not only whether a produet shows a profit or loss but also the
reasons for its profit or loss. Thus the economic accounting system is an ime
portant tool for ascertaining working efficiency. Its principal cbjective is
to expand production and increagse social wealth by economizing on raw materials,
reducing veste, lowering costs, raising product quality and production efficiency,
speeding up the process of commodity sales, and increasing enterprise profits.

i

B. The Role of Cost Accounting

Cost accounting is the sclentific and systematic calculation of costs and
the recording of finaneial operations. It provides an accurate check on the
implementation of cost and financial plans and facilitates increased production,
lowered costs and the accumulation of capital.

Cost accounting differs from general accounting in five respects.

1. Cost accounting employs the rerpetual inventory system; that is, when
showing such asset accounts as materials, goods in process, and finished goods,
calculations are made on the basis of book inventory., In general accounting it
1s necessary to take physieal inventories at the time the books are clogsed.
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2. Detailed recording of costs Tacilitates the discovery of couses of ‘ ';-l
waste, ] . -
. e
! 3. From cost records, it is possible to ascertain better production meth- ﬁ%
: 0ds, and thereby lower cost standards, ‘i . }
b, cost accounting reveals the required amounts of materials and other b 3L
cost items, which are then incorporated in the national economic plan, Ph o
5. On the basis of cost calculations, wholesale Prices can be determineq 8

50 a8 to insure the fulfillment of accumulation (profit) quotas.

C. Plan Cost

For cost accounting to be effective, it must make clear the achievements
and deficiencies of the various shops and departments in an enterprise. There-
fore, the enterprise must lay down production goals for itg shops and depart-
ments, calculate expenditures on a monthly tasis, ang compare these expenditures
with the results of production. Determining production goals in this way pro-
duces the cost Plan, vhich is thep compured with the actual cost. The cost
Plan becomes ap index for production.

In a New Denmocratic society, adninistrative and sales costs, as well ag f
enterprise production costs, are planned and included in the cost of products.
This then becomes an important souree of information for the state in deter-

II. COST AND PRICE COMPONENTS

One of the main objectives of the economic accounting system ig to en-
courgage enterprises to increase their profits. These Profits represent the
Surplus product created by the workers in enterprises ang consist of the

diffeventinl between the Planned selling price of the broduct and the cost of
the product,

A, Cost-Finding Formulas

The formula for caleulating the cost components of price are a5 follows:
1. Shops costs plus factory manzzenent expenses equals factory cost ! *

2. Factory cost plus allotted eXpenses of administrative organs above . 5
the enterprise level equals industry cost

3. Industry cost plus sales expenses equuls commercial cost

4. Commercial cost plus profitg equals wholesale price

— : B. Breakdown of Price Cost Components

e ot s o .
The above f3rould-shows how ;?iaféur.pyice cost components are calculated.

A further breakdown of thesé ¢ heéﬁﬁbis;given in t&  chart which follows,
PRy v P, p o .

. ’ 9A000700200087-2 RN
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IIX. FACTORY AND ADMINISTRATIVE ORGANIZATION

A. Types of Qrganization

Organizational units which figure in the production process may be classi-
fied as follows:

1.
in the ma
ete.

Production shops -- shops that engage directly in production. Examples
chine industry would be casting shops, metalworking shops, machine shops,

2. Supplementary shops and depar%ments == unlts that team up with produc-
tion shops in the production process. Generally, they are electric power shops,
repair shops, supply departments, finished product departments, finaneial de-

Partments, accounting departments, planning departments, and factory management
departments, :

3. Administrative departments -- administrative organs above the enter-
prise level, such as bureaus, companies, ete.

. L. Sales departments -- departments that undertake the selling of the
finished product.

In addition, basic comstruction departments may be established, with the
exclusive responsibility of carrying on basic construction work,

B. Typical Factory Organization

Although a more advanced‘organizational structure was introduced in the
Northeast Administrative Area in 1951, the most common type of factory organi-
zation is shown on the following chart:

Factory Manager
Deputy Fac?ory Manager

Chief $ngineer

T | 1 T 11 § | 1 ‘
Bagic Supply .- ' Finisheg« Power iRgpq;rw~Achunf~ws Finence Plan  Factory : |
Construc~- Depart- .-Goods «Plany, r-Bhop ing De- ., Depart- -De- . Manuge- :
tion De-.  ment - | partment .ment part- ment De- i
partment " i - ment  partment
} 1
- B [

Production Production Production
Shop Shop Shop

A
i
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Shops anq departments 1isted above -that do not directly engage in produc~ !
tion have the following functions: - :

L. Power plant -- responsible for supplying and regulating flow of elec-
tric power

2, Repair -shop -- responsible for normal factory repair work

3. Supply department -- responsible for procurement, purchasing, transpor-
tation, custody, and storage of materials

4. Planning department -- Tesponsible for technical and research plans, I
estimates, ang inspection Lok

5. Finance department -. responsible for keeping capital transfer, receipts,
and disbursements aceounts

6. Accounting department -- responsible for cost estimates, accounting
records and reports, and statistieal work

T. Finished goods department -- responsible for the storage and shipment
of finished goods :

8. Factory management department -- respousible for draving up and adminis-
tering plang Pertaining to labver management and labor welfare.

Iv. cosT ITEMs

A. official Ligt of Cost Items

The 13 cost items listed below have been selected from the unified account-
log systems of the Ministry of Heavy Industry, Central People's Goverument, and
the Department of Industry, Northeast People's Government.

1. Baesic materislg

2. Indirect materials

3. Fuel
L. Basic wages
5. Electric power -
" 6. Steam
T. ‘Water i
8. Forced air
9. ‘Contract work

10. Shop expenditures
1l1. Factory management’ expense -
12. Administrative expense of orgdns wbove the enterprise level

13. Sales expeunse

200087-2
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B. Cost Item Definitions et
. : H.._n-
1. Basic materials -- materials used ‘directly in the production process =
and’ going to make up the main body of the product. They include raw materials, %¥
proceahed-materials, and semifinished goods (either purchased or manufactured 'é
on the premises). o
hl
2. Indirect mnteriais -- materials used directly in the production pro- -
cess, but not in the main body of the product.. f: B
3. Puel -- fuel useq directly in the production process, .including voth
835 and liquid fuei.
k. Basic wageé =~ wages pald for labor directly engaged in the production r 4l

Process, including bonuses, wages for extra shifts, and subsistance payments.

5. Electric power -- power used directly iq the production process.,
6. Steanm ~- steam uged directly in the production process.
T. Water -- water used directly in the production process.
8. Forced air -- forced air used directly in the proéuétlon'prdééuh.

9.  Contract work.-- occurs when equipment needed to manufacture a given
item is lackiog and another factory is commissioned to do the work.

10. Shop expenditures -- in‘addition to the nine cost items listed above,
shop costs include shop. expenditures which can be broken down as follows:

“2. Indirect wages -- wages paid to workers not directly engaged in
production work, such as technical personnel, record keepers, etc. Ineludes
regular wages, bonuses, and subsistance payments.

b. Nonproductive wages -- regular wages paid to workers absent from
production work for officially approved reasons. Examples ure workers Injured
on the job, attending conferences, on sick leave, receiving pay when production
closes down for 5 days or less, attending marriages or funerals, etc,

v €. Consumables -- includes materials and fuel consumed, but not used
directly in the production process. 4Also includes sums set aside on o monthly

basis for wear and tear and deferred expenditures on tools and instruments not
classified us fixed assets.

d. Repairs -- includes_expense fof.miscellaueous repairs necessary
to maintatn production

e¢. Inspection -- all expenses incurred in shop inspection work

f. Lubor safety

g. Water and electricity -- cost of

water and ;lectricity not directly
used in the production process

h. Transportation -- all transportation €xpeuse within the factory in-
curred during the production process

i. Office €xXpense -~ includes expense for paper, ink, notebooks, etc.

J. Heat -~ ghop heating expense

-6 -
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k. Insurance -- includes éxpense for short-term insurance of fixed

|
agsets against flood, fire, and other disasters and periedie puyments into
the insurance fund for future insurance expense,

1. Ren

t -- expense for lease of property by the shop.

) m. Taxes =- includes taxes levied accordin
and various taxes to be borue by the shop.

8 to quantity of production

- D. Depreciation and amortization -- includes d
tion of fixed assets, major repairs,
ferred expenses. : .

eductions for deprecia-
expense of initiating production, and de-

0. Other expenses

11, Factor& mana,

gement expenses -- expenses which may be listed under two
uain headings.

a. Administrative expeunses

(1) Indirect wages -- includes all types of wages paid to person-
nel engaged in the management of production

(2) Repairs -- expenses for miscellaneous repairs carried out in
the management department

(3) Wear and tear -- monthly expeuditures for wear and tear on

tools and instrumeats of the management department which are not classified as

fixed assets

(%) Post and telegraph -- e

Xpeuse for such items ag telegrams, f
telephone calls, postage, etc. -

(5) communications

(6) Travel expenses

(7) vater ana electricity -- expense for electricity and water E
used by the management department i

(8) Transportation -- includes churges on articles shipped by
management department
: \
(9) Office expenses ~- cost of paper, notebooks, ete. used by ; ‘
management :
(10) Heat ;

(11} Iuosurance
(12) Rent

(13) Taxes - includes taveg paid b

Y managemenl, such as building
tax, public welfare contributions, etec. :

(14) Depreciation and smortization —- includes deductions for de-
preciation of fixed assets, major repairs, and expense of initiating proﬁuction

(15) Other expenses

Sanitized Copy Approved for Release 2011/08/31 : GIA-RDP80-00809A000700200087-2 NI
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b. General management expenses !i ‘:' -
(1) Iﬁspection -- expense incurred in iaspection of products : ?&
(2) custody of materias & i)

(3) Plans ang blueprints
Y

(4) Research ang experimentation

(5) Security

(6) Accidents --
in each cost calculating periog

(7)

Bducation -~ éxpenses of schoolg and training courses estabe
lisheq by the factory .

funds for losses due to accidents must be Provided o

(8) welfare == a1y €Xpenses incurred in provigin
T WL

g for employee
welfare

(9) Other expenses
12, Administrative expenses of or
woXpenses of guch Superior administrative organs as bureaus, companies, etc. are
;brorated among their subordinate enterpri.

5€s. They are kept separate from the
éxpenses of - the management of individu;l enterprises,

3. Sales expenses.

These also may be listed under two main headings. : ‘
R,

2. Internal factory expense

' . [
-~ in each cost calculation reriod, 'these
are entered into goods in process or f

inished goodg

(1) Selling expense -- a1 normal expenses incurred by the sales
department

(2) Packing expenses

(3) Taxes -- includes taxes levied during the sales Process

b. External expenses -- expenseg

which are entereg into inventory
stored outside the factory in each cost cal

culation periogd.

(1) Sselling éxpenses -- includes expenses of sales departments
located outside the factory

(2)  Packing expenses
(3) Toxes

(%) o

ansportation -- expenses of shipping goods from point of
origin to destination

V. GENERAL LEDGER ACCOUNTS

A. TItemization of Accounts

. For example,
¥ ial, cost items
are merely a part of the accounting procesg,

-8 -
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The position of cost items in the accountin
following list of accounting items used in the
the Ministry of Heavy Industry of the Central

|
i
£ process may be seen in the f
"Unified Accounting System of

People's Government."

" Genmeral Ledger Accounts

1. Assets

11. Fixed assets

1101 Land

1102 Buildings and installations

1102.1 Depreciation reserve -- buildings and installations

1103 Machinery and equipment

1103.1 Depreciation reserve -- machinery

and equipment

1104 Power equipment

110k.1 Depreciation reserve - power e

quipnent

r}los Transportation equipment

i105.l Depreciation reserve -- transportation equipnent

1106 . . ’lﬁem;; ".'éq&ipx;xénﬁ_ . ;
1106.1 Dépreciation reserve -- miscellaneous equipment

1107 Basic construction awaiting settlement
1108 Unfinished basic construction

1109 Miscellaneous capital expenditures awaiting settlement
1110 Mujor repair expenditures awaiting settlement

1111 Mujor repair expenditures

1112 Expensge of initiating production

12. Current assets

- Sfash in-tréagury = ; {
202 ngnlz déimsitp

1203 }mprest fund

1204 Notes receivable

1205 ,;:m-‘zta regivable

laoé%gcéfncome receivable

1207 Current account with basic construction fund




!
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1208 Materials
1209 Materials in transit
1210 Unnppl;ed transportation expenses
1211 Goods in process
1212 Semifinished goods
1213 Fipished goods
1214 Reprocessed goods
1215 Secondary products
1216 Floished goods cost adjustment
1217 Other current assets
Other assets
1301 Deferred expenses
1302 Prepaid expenses
1303 Inventory of ;upplies
1304 Temporary payments
1305 ‘ Payments out of guaranty fund
2. Lisbilities
2l. Net worth
2101 Fixed capital
2L0L.1 Allowance for fixed capital
2102 Working capital
2103 Production profit and loss

2104 Operating profit and loss

2105 Other-profit and loss

2106 ..Gurrent surpiws and deficit
.2107.‘ Acéumalated §urplus_and‘ggficit.
2108 ' Abnormal losses, R
2109  Plan fulfillment

)

Fixed liabilities

220L. Payments into basic construction fund
2202 Payments into miscellaneous capital expense fund
2203 Payments into major repair fund

220h Long~-term loans

K : .
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23. Current liabilities

2301 Bank overdrart

2302 Notes payable

2303 Accounts payable

2304 ‘ Expenses payable

2305 Funds payable to government

2306 Funds received as ap aéent for othersg

2307 Estimated cost of materials payable
Other liabilities

2kol - Advance income

2102 | Temporary receipts

2403 Payments into guaranty fund

3. Loségs
31. Operating expenses '

3101 Cost of goods soid -- finished goods

3102 Cost of goods s0ld -- semifinished goods

3103 Cost of goods sold -- secondary products

3104 Repair cost

3105 Adjusted cost of goods sold

3106 Production expenses

3106.1 Basle materials

3106.2 Secondary materials

3106.3 Fuel

3106.4 Basic wages

3106.5. Electric power

3106.6 Steam

3106.7 Water

3106.8 Foreced air

3106.9 Contrac@ work

3106.10 Shop expénditures

3106.11 Factory mnnagemeng eipensé“\

- 11 -
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3196.12 Administrative expenses of organs above the enterprise level . "
. 3106.13 Sales expemses ‘. ——
3107 Production shop costs {by production shop units) : }i: , !
3108 Supplementary shop and department costs (by production and f {f N i.
department units) z [ !
3109 Administrative department costs ; o 3
3110 Sales department costs E j"“
32. Nonoperating expenses I 2
3201 Financial expenses !
3202 Errofs in price estimates f 3
3203 Price differential ‘
3204 Inventory loss
3205 Asset sales loss
: 3206 Allocations shortage
3207 Cther nonoperat ing expenses
L, Income
41. operating income ‘
k1ol S;?ZE}EEZBme - finisheq1563ds 5
4102 sales income -- semifinished goods
4103 Sales income -- secondary products ‘
hioh Income for repairs '
ki1os Other operating income _ .
b2. Nonoperating income : 1
Loy Financial income :
koo Errors in price estimates : 4
4203 Inventory gain %
Lzoh Asset sales prorit ;
4205 Allocations overage ;
k206 Cther nonoperating income - é
B. Classificalion of Accounts
The accounting items listed above nay be classified accorting to their {

economic content. This may be presented in chart form as follows.

Sanitized Copy Approved for Release 2011/08/31 - CIA-RDP80-00809A000700200087-2
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3106.12 Administrative expeunses of organs above the enterprise level

3106.13 Sales expenses

3107
3108

3109
3110
32.
3201
3202
3203
3204
3205
3206
3207
L. Income

41,

4102
b103
k1ok
k105
42,
k201
h2o2
k203
kool
k205
haos

k1ol

Production shop costs (by production shop units)

Supplementary shop

and department costs (by production and
department units)

Administretive department costs

Sales department costs

Nonoperating expenses

Financial expeuses

Erro%s in price estimates
Price differential
Inventory loss

Asset sales loss
Allocations shortage

Other nonoperating expenses

Operating income

R VN

SE?ZS income -- finishgqlgﬁﬁds
Sales inecome -- semifinished goods
Sales jacome -- secondary ﬁroducts
Income for repairs

Other operating income

Nonoperating income

Financial income

Errors in price estimates
Inventory gain

Asset sales profit
Allocations overage

Other nonoperating income

B. Classification of Accounts

economic content.

The accounting items listed above

may be classified accorcing to their
This may be presented in chert form as follows.

- 12 -
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Account Classification by Economic Content o

) Flxed asset account '12;
Means of labor-{Depreciation reserve account . "Q
) accounts Others S
Production ' |
[capital . r
accounts _{Mnterials account f* ’
Objects of Others $
labor accounts ]

Finished goods N T
Fperuting Semifinished goods ! i
capital 4 Secondary products ;

accounts Labor product - Reprocessed goods

accounts Others

HCurrency capi-
tal accounts

Bank deposits

{Cush in treasury
Imprest fund

‘Distribu. 4 Accounts recelivable
tion capi- Notes receivable i
tal ac- Income receivable !
- counts Prepaid expenses
' ‘Liquidating Temporary payments i
agcounts JUnapplied transportation expenses
Deferred expenses i
Inventory of supplies
Product cost odjustment
Shop and department costs {
“Plan fulfillment :

General
ledger|
ac-
counts

Fixed capital |
-[Uorking capital
Accumulated capital

Enterprise-provided
Sources of capital accounts
operating

capitat

accounts A\bsorbed capitel

-[Bank overdrafts
accounts

Accounts payable
Others

. Basic materials )
Shop expenditures :
Production Factory management expenses
process accounts Basic wages

Indirect wages

Others

"Operating
process Supply {Materials in transit : ‘
accounts ) accounts Others ;
Distribu- .
tion proe- Sales income '
ess ac- Repair income
counts Szles Financial income
accounts Sales cost
Financial expenditures
\, Others

-13 -
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N VI. COST AND FINANCI@L PLANS ' - , -?4‘.-lllll
N :
A.  Product Cost Plan Aﬁ .
_— . . e & . Fan
To meet the réquirements of the national economic Plan, cost prlan norms ' A& N
fall into two major categories: quantity and valye. In setting the norm for '
~ Quantity of Production, the eriterion is what the labor force, with normal : g
exertion, can be expected to attain.. The norm for value or ¢ost usually fallg ¢ -
between the brevious plan Period's average cogt and minimum cogt, :

B.

mparing thig period's costs . R !

ding period for a 1951 cost plan -
However, to achieve g valid

base yesr must be "ad justed 50 as to conforp

te the blan prices of the plan year. For €xample, base year ¥ages must be ag-

Justeg 1n terms of the value of the wage ualt at the time the plan is being
dravn up. )

An 1llustration of cost reduction in a factory cost Plan follows. .

Quantity Unit Cost Totnl Cost ;

{Items) {Yuan) (Yuan) :
Average unit cost of ‘

basic materials in 1g50 19 10 190 j

Average unit cost of )

busiq materials in 1951 16 10 160 !
Difference [cost reduction] 30

The plan price of cost items in the cost Plan is alse called the fixeq or
constant price. Before' an enterprise draws up & product cost Plan, the plan prted
1s determineg on a higher level and is forvarded to the enterprise. fThe cost
reduction quota 1is algo determined on 2 higher level. -Assuming thig quota to
be 10 Pbercent, comparing plan year costs with bage year cost, then ihe enter-

prise must draw up a cost reduction plan showing in detall how the reductions
Will be made.

C. Plan Price Cost and Actual Price Cost

The procedures for calculating plan price costs and fctual price costg are
as follows, :

1. Plan price eosts are caleulateq on the basis of basge Year [often usually
the preceding year) Plan prices, and become the constant or fixed cogt for this
year. In this way, progress in fulfillﬂng the plan can be measureg with no neeg
to allow for changes in the prices of naterials,

&. Prices of basic materials, indireot materials, Tuel, electric pover,
steam, and forced air are all caleulated on the basis of plan prices.

7 - A000700200087-2
Sanitized Cokpy Apbroved for Release 2011/08/31 : CIA-RDP80-00809A0(
g Sanitiz rov




ae 2011/08/31 IA-RDP80-00809A0007_§)0200087-2

h

r STAT

C. Depreciation and dmort
figure, Deferre

the moath in whi

ization are caleculateq according to the plan

d expenses are caleulated on the tasis of the plan price cost of
ch they are incurred. ¢

Wages and other ekﬁenses that cannot be treated as price items are
. to be calculated on the basis

of the value of ‘wage units in the area in question.
. 2. Actual price costs are calculated on th

Once the actual costs of a factory are known,
commodityts selling price.

e basis of actual disbursements.
it is possidle to determined the

a. Expemses for basic materials, indirect materials, fuel, vages, elec-
tric powver, steam, water, forced air,

and other items are all caleculated on the
basis of actual disbursements.

b. Prices of finigheq and semifin
tory and used in production are, upon
the basis of the alloeation price, If
calculated on the basis of actual cost.

ished goods manufactured by the fac-
approval of higher organs, calculated on
approval is not forthcoming, they are

D. TIncome and Expenditure Plan

For the purpose or effecting control of currenc
enterprise units mugt prepare receipts and disbursem
basis. After approval by superior administrative or
sent to the People's Buank to serve 'as a basis for re

Y income and expenditure,
ents plans on a quarterly
gans, the plans will be

celpts and disbursements.

Items used in income ang expenditure plans have been standardized by the
People's Bank as follows, '

1. Income items

~

2. Previous peri%ds's‘ﬁieasury cash -- any cash in treasury left over
from previous perlod; enter as cash

b. Previous period's bank balance - enter as trangfer

i

c. Appropriations from superior organs -- enter as transfer '
d. Inerease in capital -- any increage in capital allocated: by the

government or superior organs

e. Business income .- any inccme from sule of goods, ete.

f. Other income -- mizcellaneous, such as interest

2. Expenditure items

a. Wage payments .
Expenditure fcr.purchase of agriecultural products

Expenditure for purchase of nonagricultural products

d. Busic coustruction expenditures
+ Expenditure for repairs -- any expense for major repairs

Administrative exXpense -- all administrative expenses except those
for wages

- 15 -
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8. Business expenses ‘ - . -_
h. Funds paid in -- any profits, depreciation, ete., paid in; enter ag 3%‘
transfer 'Y q
‘% :
i. Pensions, welfare expenditure -~ all employee pension, welfare, in- . - i
Surance, etc., payments 4 j
3 0z
J- Repayment of bank loans -- enptey as transfer ] >

k. Other expenses -- miscellanegus expenses
l. This period's treasury cash -- enter as cash L -

m. This period's bank balance -~ enter as transfer

VII. FIXED AND WORKING CAPITAL

A. Separation of Fixed Capital From Working Capital

Just as bagie construction capital must be kept distinct from operating

capital, so, in the operating capital sector, fixed capital must be kept sepa- ;
rate from working capital.

Fixed capitel appears ss means of labor production, and also as fixed assets. !
Working capltal appears in three forms: in the form of raw materials, fuel, and i
other materials Purchased and stored in the production preparation stage; in the ;
form of unfinished goods {goods in brocess and semifinisheq goods) in the produc- !
tion stage; and in the form of finished &oods, commercial products, cash, trang.
fers, and bank drafts in the clreulation stage, .

Ir working capital ang fixed capltal are mixed, there is no way to determine .
whether the amount of working capltal conforms to production recuirements. Natu- .
rally, working capital ig supplied not only by the enterprise itself, but alse
comes from external sources. Buat first of all, that rortion to be supplied by
the enterprise nust be accurately determined. And if the sources of capital ac-
counts of a state-operated enterprise are mixed, it is necessary, as a cost ac-
counting rreliminary, to make o division between fixed and working capital.

B. Revised Balance Sheet Used in New Accounting System

The first of the two balance sheets which follow was drawn up by the Hung-
hsing Factory, 31 December 1950, using the old accounting system. The second is

is a balance sheet of the new type, drawn up so as to indicate the division be-
tween fixed ond working eapital,

-~ 16 -
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The item "government capital” in the first sheet combines both fixed ang
vorking capital. The first step in separating the two is to revalue the fixed
assets, and enter the resulting Tigure in the pew account "fixed capiiul." All

remaining capital comprises working cupitul. The Journal entry is made as fol-
lows.

Debit: Government capital

Credit: Fixed capital
Working capitul

When the government newly transfers

an existing factor
an enterprise, the entries

are mude as follows.

Y to the management of

.
Debit: Fixed ugsets '

Credit: Fixed capital

Debit: Current assets .

Credit: Working cupital

After the work of separating fixed :.nd vorking
the asset apg 112bility accounts are entered us
sheet. :

capital has been completed,
skown on the revised balance

VIIT. CONSTRUCTION AND VAJOR REPAIR EXPENDITURES

A,

Comstruction Expenditures

An enterprise must distinguish between its expenditures for construction
and expenditures for preduction. Only then cap costs be correctly calculated.

In general, construction expenditures

fall into the following categories:

1. Production preparatory expen

8€8 -- this includes expenses for initiating
production, major repairs, and others. .

2. Expenses for construction and inst:ll:tion of fixed

ussets.

3. Expenses for appreciation of fixed assets. This includes all expenses ) i
Tor the expznsion, improvement, or repliicement of fixed ussets.

Other expenditure, if reluteg
regarded as production expenditures
with production in sub,
they are regarded

to production durip
- If ecxpenses
sequent periods or
25 deferred expenses,

& the period at hand, are
are incurred which are connected
ure to be borne in subsequent periods,

B. Major Repuir Expenditures

When fixed assets ur
original productivity,
and not out of the construction funds.

After an eoterprise has drawn up & mejor repzir plan and itg request for
funds has been honored by a superior organ, the accounting procedure is ag
follows.

3 200087-2
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At time ma jor repueir fund is recejived:

Debit: Bank deposit

Credit: Payment into major repair fung

At time major repairs are in progress:

Debit: Major repaiy

expenditures awaiting settlement

Credit: Bapk deposit

3. At time repairs ay

e completed:

t
Debit: Major repair expense

Credit: Major repa

ir expenditures avaiting settlement .

Debit:

Payment into major repzir fund

Chedit: Fixeq capital

IX. DEPRECIATION AND AMORTIZATION

i Depreciation
—=io=rration

Depreciation ig figured on fixed assets, such ag buildings and installutions, ;
machinery ang equipment, power equipment ang transportation equipment. The "straight i
line average method" is used o calculate deprecintion

on 2 monthly basis, as shom
in the folloving formulas.

1. imount of depreciation equa ixed assets at the be-~ !
glaning of the month plus the tot on and replacements
minus the total value of 2ssets ‘destroyed or surrendered) multiplied by the monthly
depreciation rate.

1s {he total value of P
al value of nev constructi

2, Monthly depreciation rate equal

/ s the plan yeor depreci
rlied vy 1/12.

ation rate multi- b
Employing this methed,

a factory
in the following mnnner:

nizht eccleulate its monthly depreciation

1. Total value of Tixed assets at the beginuing of month = 20,000, 000 Yyuan.
Total value of new construction this month = 5,000,000 yuan,

Total value of assets surrendered = 1,000, 000 yuan, i

Monthly depreciation rate = 1 Tercent (plan year rate as 12 percent ).

5+ Amount of deprecintion = (eo,ooo,ooo+ 5,000,000 — 1,000,000) x 1/100 = f
240,000 yuan,

B. Amortization
> von

Major repair expenses and expenses to initinte production are listed under
fixed assets, but they differ from such

assets as buildings ang equipment in ' 4
that they must ve amortized within a relatively short period. In caleulating

amortization, a limit or Years igs ﬂetermined, generally three or at most five,
and periodical deductions are made aceordingly.

21 -
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C. The Paylng in of Depreciation and Amortization Funds

State-operated enterprises carrying out the economie accounting system re-
ceive basie construction capital needed for new construction, for expanded con-
struction, and for reconstruction in the form of allocations from the state
treasury. With regard to thut part of depreciation which enters into the cost
of a product, the enterprise pays an equivalent amount periodically into the
state treasury. Thig gerves not only to incresse the ordinary income of the
state treasury, but also forms a reserve for capital needed to replace fixed
assets when they come obsolete. Actually, the raying in of depreclation ig
equivalent to the repayment by installments of fixed capital invested in the
enterprise by the gtate treasury.

If depreciation ig paid into the state treasury at the end of each month
according to plan, the entry is made as follows:

Debit: Payment into state treasury basic construction depreciation
fund.

Credit: Bank deposit

The amount of depreciation paid in results in a corresponding reduction in
fixed capital. Therefore, it is necessary to transfer and enter this amount
into the "allowance for fixed capital account" ag Tollows:

Debit: Allowance for fiked capital

Credit: Payment into state treasury basic construction depre-
ciation fund

I the depreciation fund system is not emnloyed and payments are made not
ot the end of each month but after elosing the books, then the following entries
are made:

Debit: Allowance for Tixed capital
Credit: Funds bayable to the government
At the time of paying in, the entry changes as follows:
Debit: Funds payeble to the government
Credit: Bank deposit

On the other hand, payments into the major repair fund do not affect the
amount of fixed capital, and deductions for m2jor repair expenses are entered
as follows:

Debit: Production expenditures ;
Credit: Major repair expenses

At the time of forwvarding the deduections for major repair expenses, the entry
is made as follows:

Debit: Payment into major repair fund

Credit: Bank deposit

- 22 .
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When major repair funds are allocated from above,
established., W

r repair work hag been compl
ferred to fixeq capital. Then deductions for major rep
must be listed on the credit side of the account for ma
amounts for amortization are combined with the amounts for fixeq asset deprecia-
tion and are raid in Periodically to the state treasury. At this time, the entry
is made on the debit side of the account for allewance for fixed capital, with
a4 corresponding reduction in the fixed asset account.

a temporary account ig

eted, it is then trans-
airs in Succeeding years
Jor repair €xXpenses. The

The amountg
sheet as follows:

for depreciation and amortization ape shown on the balance

Fixed capital
Minus:

XXX

Allowance for fixed capital XXX xxx
The total allowance for Tixed capital must equal the total depreciation ang
amortization peyments.
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