1, Accounts Defined

By the term, account is meant the entires or
grouap of entries expressed in terms of debits cor
credit#, or a combination of both,; under a specilic
heading, reflecting the histery and result of trans-
-actions pertaining thereto., A saparate ledger loaf

should be waed for sach account,

2,  Chart of Accounts Defined

By the term chart of aceounts 1s meant the
1list of account titles to be maintainod in tho ladzer
which titles are desgcriptive of the nature and
funﬁtions of the accounts concerned, The chart of
accounts would be of valuable assistance in the
praparation of the.halance shoet and incoma stataement.
The accounts cof the genoeral ledger are normally
arrangoed in ﬁhc order in vwhich hey will aoppear in
the finaﬁcial statemsnts, usually with the boiance
sheet items first, The Chart of accounts ig an ald
in the arrangenment of a ledger, snd the chart itself
may be used as the guide and index., Provisions must

be made for additional account titlés, It fraguently



happens that such allowance is inadequate reaulting in

the displacement ol certain account titlos,

" 3, Chart of Acgounts must be Elastic

In the construction of chart of accounts for a
concern, provisions should be made for future ma well
as present needs, More comprehensive clesgification

must be mede then is presently regunired,

4, Naoing of Accounts

ﬂccnun¥ing terminclogy ise not standardized as
in legal terminology, Differences of terminology aven
axlst aﬁung leading practitioners, There are varied
definitiuns-and interpretations for the same aocount,
It is, therofore, necessary thet caution bs token in
naming acecounts, The best account title is one which
is ;imple and descriptive of its true nature and
function, It should be suggestive of 1ts purpoee and
contents in order to avoid confusion and nlsinter-
pretation, In cmaes where ppeclel accounts aro
employed, care should be taken to explain 1ite

purnoac and operation.

5. Numbering of Acccunta

The number opposite the account titlos in

eertain charts of accounts are uged in the racords
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wheénever it is necessary to indicate ledger accounts,
This practice saaves time which would be required in
writing the full account title, The treatment of
these ledger accounts is of ganeral application in

any cormeircial accounting system,

6, Chart of Accounts, the Framework of Accounting Systems

The basis of the construction of an accounting
aygtem is the chart of accounts, It furnishea a plan
Tor the accounting records, particularly aa to arrange-
ment and design, The chart of accounts is the basisa
for designing the booka of original entry such as the
cash raceipts book, cash digbursements book, sales
book, and a host of other book%s of record. Jdegpending
upon the nature of the business, the peculiar trans-
actions fto be recorded, and the requirements of the
accounting, the hooks of receord may be tabulated or
columnar, Special columns aay be provided in the
books of original entry for accounts often tiues
invalved, The use of speclal columng facilitates
clagsification of date and permits poating of
column totals to the accounts affected in the

General Ledger, honce a labor-saving device,

7« The Principal Functipns af’ a Chart of Accourt

The major funetions of a chart of account

Aay he stated as follows:
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l. To provide the basis in designing the books
of original entry to be used in the buainess,

2, To aid in determining tho neccessary accounts
in the Geneoral Ledger for the purpose of
gsummarizing accounts for comparison,

3+ To guide in the preparation of financiel
gtatements, such as the Balance Sheet,
Statement of Income, and other financial
reports that may be required by tﬁe

management,

8, Methods of Classifying Accounts

Accounts may be clasaifisd in the following waya:

l, Functional basis
2, Departmental basils

3. Objective basis

functlonal brmsls of claszificetion ig ome in
.which the names of the principal accounta are based

on funotion. Examples of functional accounts ares

1. S5elling
2. Purchaaing

3. Administrative

Bopartmental basis of classgification ia one

" 1n which the names of the principal aocounts are
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based on-departﬁents in operation, Examples of

accounts classified under this basia, we have:

1, Merchandisga "a"
2., Merchandises "BY

3+ Merchandige HC"

Objoctive basls of classification is onoc in
wnich the classification of the accounts 1s basac on
purpose, This objective basis of clagsification of
acoounts are often toermed as the natural classifica-
tjon as the primary accouﬁts in the Generel Ledge:

while others uso them as sccondary accounts.

Examples of accounts under thia clessification araet

l. Salaries and Wages
2. Advertising
3. Insurance

4, Depraeciation

There is no doubt that a combinetion of the
élassification of accounts may vproduce better results
in thaea analysia of certain data as well 23 in formmula=
ting sound business policies, but it must also take
into consideration the number of people to work on
the system, thelr capabilities and efficienocy in
funning the system and the attoendant expense attached

to 1t.
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