CHAPTER IV

THE ACCOUNTING SYSTEM INSTALLATION

l, Dlvigion of the Accounting Flcld

Accounting 1s a very broad subject. However,
in ita broadest sense, it may be roughly divided inteo

three main classifications, naaelys:

l., Systom Instcllation
2: Bookkeeping

3. Auditing

Exstem Installation

The installation of a systom involves an analysis
of the organization, its departnents, products and =11
other pertinent items in the business. Since zocountiag
rocorads muat yield reports of value o the management,
the ntext step 18 toc determine tho booka to ba ugped,
the forms of these books, and the necesszary doocuments
which shall be the basis of the entries in these books
of recerd, A standard procodure should be worked out
to ensure that proper entrios are made to various
accounts for each transaction, The design of the
necessary forme for various reporta and the job of

acquainiing the booklteepor with the preparation of
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recelve carcful atitention,

The syate ¥st in performing his duiies
nuat always be aware that every business is engaged
in produﬁtion and sales with a view to profit and *
thereofore would mot have an inclination of keeping
a largo namber of reports which are of real valiue

to the management.

Jt is in this kind of engagement where the
public accountant must know how to correlate
acc;unting principles with organization and nanagement
since each oﬁe is 30 inter-related thaat the defocts

of one greatly affect the other.

Bookkoeping !

Bookkeeping is concerned with the works of
claggifying and recording current business transactions
in a systematic mamner, For the most part, the book-
kee?er is engaged 1in detailed work which consista of
analyzing the usual and ordinary tranasactions that
take place in the businese into thelr component parts,
the debit and the credit e;aments, and recording then

in a system of booka.

Bockkeaping functiona may be dividod inte two

parts, namely, the recording of buglness transactions
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in the journal and the poating of business transactions

to the ledger,

The recording functions of bookkeeping may bo
divided into the recording of sales; purchased, axpenses,
cash receipts, cash disburgements, and other journal
transactions, The actual system empioyed will affect
the recording of these transactions as well as the
slze of the organization and the volume of the book-
kKeeping work, A small orgenization may have but one
journal; the larger organizations may heve nany. In
a large organigation, several individuals may boe .
involved 1n each recordling functlon assisted by aany
clerical helpers, Clerks mey be engaged in checking
and extending invoices, ete,, in order to arrive at
totals which will then form the basis of enfries in

the appropriate kooks,

The posting function of bookkeeping is likewiase
a very important function, The small eorganizaticn
may have but one ledger; the larger organization wiil
have also one general ledger but 1t may be supniemented
by many subaidiary ledgers showing the detmiled informa-
tioﬁ that supporta the controlling escccounts in the
genceral ledger, Likewlse, there may be one or oore
parscns needed Tor posting to the general ledger and
its subeldiary ledgers, depending upon existing

conditions,



Aside from these functions, the bookkeepeor
totalé the ledger accounts and strikes off a trial
balance at least once a month to check the equili-
brium of the books, Onee a year, the books are
closed and the post c¢losing trial balance is
extracted, Whenever needed, the accountant makaa
up fhe monthly, quarterly, seml-amnmual and annual
reports, as well ms any other special reports of
various kinds that may be required of him by the

nanagemant.,

ﬂuditing

Audliting i1s subje¢ting the existing records
to pritical analysia for the purpose of proving or
diaprnviné the accuraey of the accounts in their
entirety, testing the fidelity of those charged
‘Hiti‘l. the adminiztration, determining the poseibility
of preparing from the records, with such adjuatments
ag are deemed necessary under the circumstances,
statements and reports which will econvey to the
interested persons in an intelligible mammer the
infn}matian they require for their particular use,
and.an examination of the effectiveness of the

acoounting system invaoalved,

From this description of auditing we can build

up the premise that the system analyet, though noi



subordinated by the auditor in the exerciae of his
duties, must carefully analyze the angles of the
audiﬁors who may examine and review the effectivo-

ness of the accounting system once in operation,

2., Purooses of Accounting

Acnountiné is the procoess of analyzing
busaingss transactions and recording them in the
books ef accounts to show the results of business
operations, Accounting or bookkeeping records are

maintained for the purposes of;

1. Presenting the financial history of the

business,

2. Supplying current and up=-to-date informa-

tion of the business for the control of
current operations,

3., Supplying information to government
agencies, bankers, credltors, investors,
OWTET S and.other interestgd partica,

4, Supplying statiatical data for planning

future operations,

(Owners and prospective investors need to know

the finaneial conditions of the husiness as well as
its future prespects, Bankers and other lending

iﬁatitutinns appralse the finencial soundness,; and
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the paying capacity of the business beforae they extend
eredits, Government agencies, like the Depoartoont of
Internal Revenue, etc., are interested in knowing
the_financial activities of the business for prpoges

of taxation and governmental regulations, Officers
and'eﬁployﬁes of the business want to know the stability

and future prospects of their employment.

3+ The Roquirements of Good Accounting

Good accounting is the product of well-planned
systemn and a coordinated efforta of all concerned,

Good mccounting requiresa:

1, Properly organiged accounting Bystem.

2+ Suitable hookkeeping records,

3s Suitable mechanical and labor-saving &evices.

k, Complete layout of méthnds and procedures,
usually contained in acoounting manuals;
to properly implement the system of
accounting.,

e Ekperienced and trained accounting executive
to ensure the adequacy of the accgunting
system and to exercise close supoervisgion

" of men under him,

. 6. Able and capable helpers and clerks.'
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%, Functions of the Accounting System

The three major functions of an aoccounting

cyatem aerad

l, To provide a record of business transactions,
2. To safeguard the assets of the business.

3« To contrel business operations,

Recording Business Trangactions

It is not enough that all business transactions
are recorded in a set of bocks but that they must be
recorded accurately and with reassonable promptnesas,
In recording business transactions; the bookkseper
shall take in only the essential facts usoful and
necessary in relation to the requiroments of the
husineés; The system analyst must bo able to dig-
tinguish the essential from the non-essentizl data,
as well aa data which are of vital importeance and
slgnificance to the management, The outlook of the
syafem analyst will be to keep the procedure direot,

explicit, and forceful,

Safeguarding Assets of the Business

The c¢oncern of the system analyst is to provide
for some control over the assets of the businhess of

the ¢lient as well as the propriety of their use,
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Internal check should be provided and instructionsa
of the procedure to be fellowed should ho clearly
prescrihed in a manual of accounting procodurc.

The cperation of the intermal check should be un-
failing and automatic, leaving no alternative as to
what course and method 1s the proper one other then
the one prescribed, By so doing, fraud and theft
oan he detected if and when committed, and at the
same time discourage any attempt to misappropriate

and waste assets of the business of the client,

Control of Operations

The utmost significance to the busineaz is to
pontrul the operation of the buasiness in order to
Xeep it running at a profit. This can be accomplished
by means of financial statements and statistical
reports submitted to management for study, =analysis
and comment, These financial statements contain the
vital facts of the bupiness, with thorough, keen, and
careful analysia of which the g¢lisgnt can formulate
sciahtific planning and intelligent actinn; This
comprehends. the planning of merchandise raﬁuirements,
the prevention of understocking or overstocking, as
woll as the [low of cash together with the probable
trend of the flow for sometime to comg, and a host

ol others, Statcments and reports rendered by the



accountant will be compass and Pudder that will help

th# managemeént gail along the turbulent seas of keen,
cut-throat cdompetition, The management through
intelligont planning prcvidés the motiva power for

the business to forge ahead whore others failedj

Parts of .an Ac&huntiﬂg System

The Tundamental parts of an accounting system

of a buainess may be summed up, in brief, as follows:

1. Books of Records

2, Books of Accounts

3« Supporting Documents

4. Chart of Accounts

5« Pro~-forma Financial Statements
6, Pro-forma Statistical Statements

7+ Marmal of Accounting Procedures

3« Characteristics of a Good Accounting Svsten

Buasiness is waried and the pumber of good
accounting systems ara likewlse multifarious,
However, by general principles, the best accounting
system may be stated as one which should present an
orderly combination or arrangement of particulars,

facts end figures into one whole complete picture,

34
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The characteristics aof & good accounting system

should be as follows:

l. It must be one whiech will be pble to furnish
the mest accurate reosults with the least
clerical work,

2; It 1a cne which 15 saimple to operate.

e It 18 ohae which has a fair and adequate
internal check,

b, It iz one which ¢an be satisfactorily audited.

5« It must be able to supply all the reguired
data and information necessary for the
preparation of financ¢inl atatemants, as
waell as any other wvital fact that may be

reguested by the management from tlno to time.

6., Tho Accounting System must be Elagtic

The aecounting system mast he elastic aa to make
provisions for future expansion of the business.
Buéiness, like living colls and tissues, might grow
and multiply. 1t could not remain dormant and static
all the time, The accounting system, therefore, muat
be ready.to adapt itgell to changing conditions in the
business, and above all, 1t should not sarve es an
impediment to its growth and expansion, A prograsaive
buginess calls for an efficient accounting system

and an aceounting system een only be efficient if
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surroundings of the business sheil have beon

thoroughly explored,

If the desire 1a to have on efficlently
operated huﬁiness; then it shouwld have an efficient
accounting system, The accounting system is the

life hlood of any huainess,
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