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Accounting Systems

Since the shipping business of non-subsidized companies is
relatively simple, their accounting problems and techniques are
automatically covered by those of the subsidized liner companies. The
uniform system of accounts prescribed by the Maritime Administration
is the basic accounting system for all subsidized steamship companies,
The chart of accounts is divided into three categories: (1) balance
sheet accounts, (2) income statement accounts, and (3) clearance
accounts, Each of the first two categories is subdivided into groups
and each group is again subdivided into a number of accounts to
accumulate the information concerning the financial position and operat-
ing results of the steamship company. Detailed instructions describe
the various specific items that are to be chérged or credited to each
account,

Industrial carriers are mainly specialized vessels operated by
industrial firms for carrying products which they are engaged in manu-
facturing or processing. A chart of accounts of Standard Fruit and
Steamship Company is presented for the illustrative purpose. The
industrial carrier, not like a common carrier, has few accounts
concerning shipping operations.

As subsidiary ledgers become numerous and large numbers of
accounts are kept in them, identification and location of accounts
by descriptive title can be cumbersome and time consuming. Therefore,
some system of coding is used that will enable quick and easy reference
to accounts, Coding is also essential in punched card or electronic
data processiné systems, The case study of Delta Steamship Lines, Inc.

is an example of the coding system as applied to the shipping industry.
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Accounting for Assets

In general, transportation does not provide credit sales. The
accounts receivable of a steamship company are considerably less than
those of an ordinary commercial firm.

Steamship companies usually keep a relatively small amount of
inventories on shore, and their vessels are furnished stores along the
voyage route where the prices are lowest, The first-in~-first-out and
last-in-first-out methods of inventory valuation are widely used in
the shipping industry. Shipping regulations specify procedures in
handling inventories for subsidized companies,

Capital and special reserve funds are mandatory for subsidized
steamship companies. A construction reserve fund may be maintained
by subsidized or non-subsidized companies, The maintenance of such
statutory funds enables the steamship company to obtain the postpone-
ment of federal income taxes.

The capital assets of steamship companies can be grouped into
vessels, other floating equipment, terminal property and equipment, non-
shipping property and equipment, and construction work in progress.

One of the largest items in the capital assets is investment in vessels,

The cost of a vessel includes payments to the shipyard, naval
architect's fees, inspection fees, trial runs, and interest expenses
incurred during the construction period, Depreciation of vessels is
computed on the basis of historical costs rather than replacement costs.
The useful life of a vessel is usually estimated to be 20 or 25 years
from the date of delivery of the vessel by the shipyard to the first
shipowner. Straight line and accelerated depreciation methods are

widely used in the shipping industry. Shipping industry taxes differ
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greatly from those of any other industry., Vessels are usually not
subject to any property tax. Tax benefits of voluntary conversion or
involuntary conversion on a vessel have been considered,

Accounting for Revenues and Expenses

Sources of revenue of a steamship company can be classified
as (1) freight revenue, (2) passenger revenue, {(3) mail revenue, and
(4) other revenue. Each classification requires somewhat different
treatment as far as accounting is concermed. The place of freight
payment determines whether the accountability is in the office of
originating or the office of destination, Passenger tickets are
usually sold before the passenger embarks. The conveyance of mail
is performed over routes arranged under contract between the government
and steamship companies.

Expenses of a steamship company may be divided into four general
classifications: (1) vessel operating expense, (2) inactive vessels
expense, (3) other shipping operations expense, (4) and administrative
and general expense. They are treated, based on their nature, in
various ways.

In voyage accounting, all revenues and operating expenses are
sorted by vessels and by voyages, and each voyage of the individual
vessel is considered as a separate venture. This basis of accounting
facilitates proper matching of operating expenses against revenues of
a vessel for a particular voyage. The following three methods may be
used in handling the revenues and.expenses of an incompleted voyage:
(1) ignore any adjustments for the incompleted voyage, (2) estimate the
percentage of the voyage completed, and (3) defer the amount of

revenues and expenses.
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Agency Accounting

The nature of steamship agencies differs somewhat from that of
many other industries. The relationship of the shipowner and the
agent is that of principal and representative, A working fund is
provided to an agency by the steamship company for payments of vessel
expenses, The steamship company should maintain records for the follow-
ing transactions: (1) the cash sent to an agency, (2) the freight
and passenger revenues collected by the agency, (3) the remittance
made by the agency to the steamship company, and (4) the balance of
the agency account.

Branch Accounting

A steamship company's branch performs most of the functions of
an independent business, subject to the supervision and control of the
home coffice. The system of centralized accounting is used by steam-
ship companies. The branch keeps a fairly complete set of books in
which to record all transactions occurred in the branch's operating
area. Since the home office calculates voyage results, the branch
does not need to keep detailed records for vessel revenues and operat-
ing expenses,

Ship Accounting

The purser aboard the vessel serves as the ship's accountant,
A working fund of cash is used by the vessel to meet small expenditures
during the course of voyage. The accounting problems of using the
working fund are relatively simple, and the purser prepares only the
basic recofd of transactions, such as cash advanced from the home office
or its branch, revenues received from concessions, and various payments

made during the voyage. Separate cash books are maintained for different

currencies.
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Cost Accounting

- Ocean shipping costs may be classified under three major groups:
(1) direct voyage costs, (2) indirect voyage costs, and (3) administrative
costs, A direct voyage cost is any cost that can be gpegifically trace-
able to a partiéular voyage, such as wages, fuel, stevedorage, and so
forth., An indirect voyage cost is any cost that cannot be identified
with a particular voyage, such as vessel depreciation and insurance.
Administrative costs are typically represented by office salaries,
rent, and communication expenses,

The full cost of operating a vessel should include not only
direct voyage costs, but also indirect voyage costs, Indirect voyage
costs may be allocated to a voyage by the voyage-day basis or the gross
revenue basis,

The apportionment of administ;ative overhead may be wmade by
gross tonnage for passenger vessels, and by deadweight tonnage for
freight vessels. When a steamship company owns both types of vessels,
gross tonnage may be used as the allocating basis.

A standard costs system can be employed in controlling voyage
costs. The analysis of variances must be made with sound common sense
and shipping knowledge., The criterion of investigating the variance may
be made on the basis of an arbitrary percentage. An investigation
should be made if a variance exceeds the percentage set as a standard,

Budgeting is another tool for management control of vessel
operations. Freight revenue is estimated by cargo tonnage multiply-
ing rates, The estimate of passenger revenue is based on passenger

bookings, Expenses are estimated separately for deck, engine, and
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steward departments. Actual results can be compared with the estimated
figures in the voyage performance summary.

Several available methods may be used in the allocation of
joint passenger and freight services. The simplest method 1is the
by-product approach. A second method is to allocate joint costs accord-
ing to the space used for passenger cabins and that used for cargo
holds. A third method of allocating joint costs is in proportion to
the sales value of the passenger and freight services. The last
method used in the allocation of joint costs is based on the construc~

tion costs of the vessel.
COMMENTARY

This document has described the concepts, techniques,bpractices,

and problems of steamship accounting as they exist at present-day.

The subject matter differs somewhat from accounting likely to be found

in any.other industry. However, it should be noted that the basic
principles and functions of accounting remain unchanged in all businesses,
regardless what peculiar accounting problems and practices are to be
discovered,

Although ocean shipping is an important industry in a nation's
commercial policy as well as in the inventory of the nation's military
strength, it is not a most attractive business enterprise. Hence, there
are few people interested in the field of accounting for maritime
carriers.

Millions of dollars are spent annually to increase vessel
tonnage. Not many industries require as large an investment to provide

the capital assets, in proportion to total investment, as does the
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shipping industry. Governmental assistance programs are needed for

the promotion and prosperity of the industry. It is, therefore, a
common practice for marine countries to subsidize their shipping
industry for the essential foreign trade routes and for national
defense. The limitations and restrictions that accompany the financial
aids are designed mainly for the objective of protecting or securing
the government's interest and not for regulatory purposes. The govern-
mental regulations, however, have considerably influenced steamship
accounting. Subsidized steamship companies are largely consistent with
each other in the accounting terminology, reporting forms, classifica-
tion of accounts, statutory reserve funds, and valuation of vessels.’
Non~subsidized steamship companies are much less consistent with each
other in these accounting practices. The shipping industry taxes
differ substantially from those of any other industry, especially

the federal taxation of subsidized steamship companies,

Cost accounting in the shipping industry is relatively new, and
it has yet to Ee fully developed in the industry. Many difficulties
are to be overcome and various pfoblems are to be solved., The control
of voyage costs is important and essential in steamship companies,
Therefore, the material herein is at best a starting point. The purpose
of this study is to give some indication of the types of changes that may

be expected so as to provide a guide for future investigation and

exploration.
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APPENDIX 1

CHART OF ACCOUNTS: STANDARD FRUIT AND STEAMSHIP COMPANY

Current Assets:

0100 Regular bank accounts

0200 Imprest bank accounts - Payroll
0300 o Imprest bank accounts =~ General
0400 Restricted bank accounts

0500 Cash on hand - Imprest funds
0600 Cash on hand - Nonimprest funds
0700 Cash in transit

0800 Marketable securities

1000 Notes receivable ~ Trade

1100 Notes receivable - Employees
1200 Notes vreceivable - Other

1300 Accounts receivable - Trade
1400 Accounts receivable - Traffic
1500 Accounts receivable -~ Employees
1600 Claims receivable

1900 Accounts receivable - Other
2000 to 2200 Not used at the home office
2400 Frult in transit

2600 Stamps and documents

2900 Materials and supplies

Investments and Deposits:

3000 Advances to planters and contractors
3100 Guaranty deposits

3300 Miscellaneous securities and investments
3500 Miscellaneous deposits

3700 Intercompany accounts

Property and Equipment:

4000 to 4500 Not used at the home office

4600 Other equipment

4700 Steamships

4800 Leasehold improvements

4900 Capital expenditures in progress

5000 to 5500 Not used at the home office

5600 Reserve for depreciation - Other equipment
5700 Reserve for depreciation - Steamships
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5800
5900
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Reserve for depreciation - Leasehold improvements
Reserve for depreciation - Capital expenditures
in progress

Deferred Charges and Prepaid Expenses

6000
6100
6200
6300
6400
6500
6600
6700
6800

Clearance Accounts:

6900

Current Liabilities:

7000
7100
7200
7300
7400
7500

Long-Term Liabilities:

7600

Deferred Credits:

7700
7800

Other ILiabilities:

7900

Reserves:

8000
8200

Minority Interest:

8300

Net Worth:

8400

Unterminated voyage expense
Deferred cost of fruit

Prepaid insurance

Prepaid interest

Prepaid rent

Prepaid advertising, promotion, etec.
Organization expense

Suspense accounts

Other deferred charges

Clearance accounts

Notes payable

Accounts payable - Trade
Accounts payable - Other
Accrued liabilities
Diwvidends payable
Estimated taxes on income

Long-term liabilities

Unterminated voyage revenue
Other deferred credits

Other liabilities

Estimated vessel survey costs
Qther reserves

Equity of minority stockholders

Preferred stock
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8500 Common stock

3600 Paid=in surplus

8700 Statutory appropriation of foreign earnings
8800 Earned surplus

8900 Treasury stock

Revenues and Expenses:

9000 Banana sales

9100 Cost of fruits

9200 Other cost of bananas

9300 virect steamship expenses

9400 Domestic stevedore expenses

9500 Selling expenses

9600 General and administrative expenses
9700 General cargo and passenger operations
9800 Miscellaneous operations

9900 Other income and expense



APPENDIX 2
CHART OF ACCOUNTS: SUBSIDIZED OPERATORSL

Balance Sheet Accounts

Assets:

100 Cash

101 Cash on deposit; domestic

106 Cash on deposit; foreign

111 Imprest and petty cash funds

114 Cash on hand and in transit

115 Special cash deposits

120 Marketable securities

130 Notes receivable

140 Notes and accounts receivable; related companies
150 Accounts receivable

151 Traffic accounts receivable

155 Claims receivable

160 Maritime Administration; accounts receivable
165 Accounts receivable; miscellaneous

169 Accrued accounts receivable

170 Inventories

171 Vessels stores, supplies, and equipment ashore
175 Other shipping inventories

180 Non-shipping inventories for sale

185 Non-shipping inventories for consumption

189 Miscellaneous inventories

190 Other current assets

191 Prepaid current insurance

192 Other prepaid current expenses

199 All other current assets

200 Unterninated voyage expense

210 Subsistence - Purchased domestic

225 Stores, supplies, and equipment =- purchased domestic
300 Special funds and deposits

301 Capital reserve fund

302 Special reserve fund

303 Construction reserve fund

lU. S. Maritime Administration, General Qrder Number 22
(Washington, D.C.: U.S. Government Printing Office).
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304 Insurance funds

306 Debt retirement funds

307 Escrow funds

308 Construction funds

309 Other special funds

310 Restricted funds

312 Special and guaranty deposits

315 Investments

316 Securities of related companies

320 Non-current receivables; related companies

325 Cash value of life insurance

328 Other investments

329 Reserve for revaluation of investments

330 Property and equipment

331 Floating equipment; vessels

332 Reserve for amortization and depreciation; vessels

337 Other floating equipment

338 Reserve for amortization and depreciation; other floating
equipment

343 Terminal property and equipment

344 Reserve for amortization and depreciation; terminal property
and equipment

349 Other shipping property and equipment

350 Reserve for amortization and depreciation; other shipping
property and equipment

353 Non=-shipping property and equipment

354 Reserve for amortization and depreciation; non-shipping
property and equipment

359 Construction work in progress

360 Other assets

361 . Claims pending

362 Spare parts

364 Notes and accounts receivable from officers and employees

365 Interest accruals for deposit in capital reserve fund

367 Deferred operating-differential subsidy receivable

368 Other non-current notes and accounts receivable

369 Reserve for doubtful notes and accounts receivable

370 Maritime Administration allowance for obsolete vessels

374 Miscellaneous other assets

375 Deferred charges and prepaid expenses

376 Unexpired long-term insurance

380 Advances to employees for expenses

384 Debt discount and expense

385 Leaseholds _

386 Organization and pre-operating expenses

389 Deferred prepayments and other deferred charges

390 Goodwill and other intangible assets

391 Goodwill

399 Other intangible assets
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Liabilities:

400 Notes payable

401 Bank loans

410 Insurance notes

414 Other short-term notes

415 Notes and accounts payable; related companies

420 Accounts payable

421 Trade accounts payable

422 Traffic accounts payable

428 Officers and employees accounts payable

430 Maritime Administration; accounts payable

438 Dividends payable

439 Miscellaneous accounts payable

440 Accrued taxes payable

459 Other accrued accounts payable

479 Other current liabilities

489 Miscellaneous reserve for unrecorded liabilities

495 Advance ticket sales and deposits

500 Unterminated voyage revenue

525 Long~term debt

526 Mortgage notes; Maritime Administration

527 U.S. Government insured merchant marine mortgage bonds and
mortgage notes

534 Other long-term debt

540 Other liabilities

541 Non-current payables; related companies

549 Non-current notes and accounts payable; officers and employees

550 Recapturable profits; Maritime Administration

554 Miscellaneous liabilities

555 Deferred credits

556 Premium on funded debt

564 Miscellaneous deferred credits

565 Operating reserves

566 Reserve for repairs

570 Reserve for insurance

571 Reserve for pensions and welfare

579 Miscellaneous operating reserves

Net Worth:

581 Capital stock

585 Capital stock subscribed

587 Discount on capital stock

590 Capital surplus

595 Appreciation surplus

598 Earned surplus; appropriated

599 Earned surplus; unappropriated



Incoms Statement Accounts

Water Line Operating Revenue:

600 Operating revenue; terminated voyage
001 Freight; foreign

605 Freight; coastwise and intercoastal
£08 Passenger; foreign

612 Passenger; coastwise and intercoastal
615 U. S. mail; foreign

616 U. S. mail; coastwise and intercoastal
617 Foreign mail

619 Ad valorem

620 Charter revenue

624 Other voyage revenue

Subsidies:

625 Operating-differential subsidy

Other Shipping Revenues;:

640 Collections from pools

645 Revenue from terminal operations

650 Revenue from cargo handling operations

655 Revenue from tug and lighter operations

660 Revenue from other shipping operations

670 Agency fees, commissions, and brokerage earned

Other Credit Accounts:

675 Interest income

6385 Dividend income

690 Miscellaneous other income

691 Release of premium on long-term debt
695 Income from non~-shipping operations

Water Line Operating Expenses:

700 Cperating expense; terminated voyages

701 Wages

708 Payroll taxes

709 Contributions; welfare plans

710 Subsistence; purchased domestic

714 Subsistence; purchased foreign

715 Stores, supplies, and equipment; purchased domestic
7 24 Stores, supplies, and equipment; purchased foreign
725 Other maintenance expense

735 Fuel

740 Repairs performed; domestic

749 Repairs performed; foreign

755 Insurance; hull and machinery

757 Insurance; protection and indemnity
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759 Insurance; other

760 Charter hire

764 Other vessel expense

765 Agency fee and commissions

770 Wharfage and dockage

779 Other port expenses

780 Stevedoring

789 Other cargo expenses

790 Freight brokerage

793 Passenger brokerage

795 Canal tolls

799 Other voyage expense

800 Inactive vessels expense

850 Contributions to pools

855 Expense of terminal operations

865 Expense of cargo handling operations

875 Expense of tug and lighter operations

885 Expense of other shipping operations

890 Interdepartmental credits for services and facilities
900 Administrative and general expense

901 Salaries of officers

902 Wages of employees

905 Legal and accounting fees and expenses

910 Rent, light, heat, and power

915 Communication expenses

920 Office supplies, stationery, and printing

925 Membership dues and subscriptions

929 Entertaining and solicitation

930 Travelling expenses

931 Insurance and bond premium

932 Pensions and relief

933 Postage

934 Maintenance of office buildings and equipment
944 Miscellaneous

945 Management and operating commissions

950 Advertising

955 Taxes, miscellaneous

972 Amortization; leaseholds

980 Depreciation; shipping property and equipment
981 Depreciation; floating equipment; vessels

984 Depreciation; other floating equipment

087 Depreciation; terminal property and equipment
988 Depreciation; other shipping property and equipment

Other Debit Accounts:

960 Interest expense

970 Amortization of deferred charges

971 Amortization; debt discount and expense

973 Amortization; organization and preoperating expense
974 Miscellaneous amortization expense

975 Doubtful notes and accounts receivable

979 Miscellaneous deductions from income

995 Expense of non-shipping operations
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996 Depreciation; non-shipping property and equipment
999 Provision for federal income taxes

Clearance Accounts

001 Masters and pursers

005 Allotments on wages of crews

010 Agents and branch houses

012 Sub-agency operations

015 Related companies; accounts current

025 Collections and deposits for passenger transportation

030 Collections on unrecorded freight manifests

035 Advance and prepaid beyond charges, and miscellaneous manifested
items

040 Bar account

045 Slop chest account

050 Foreign exchange account

055 Pool participation

060 Stores, supplies, and equipment aboard vessels

090 Adjustments applicable to prior periods

095 Profit and loss account
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