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Author's Prefsace

Because of the extremely keen competition existing
in modern business, only those who practice scientifiec methods
can "ove to survive in the conflict. Tvery boom ond depression
period leaves in its wske the wreckage of large numbers of bus-
iness v:ntures whick were unpreprred to compete in the strug-
gle. Trese failures are of t+o kinds. FEither there has been
= lack of the instruments necessary to the conduct of a suc-
cessful business or the knowledce h:s been lacking of how to
coordinate proper’y the instruments in h-nd. Whatever the sit-
uation hepvens to be, fuil-re follows sooner or later.

Department stores in genercl have come to appreciste
+the import-nce of a thorough understanding of business prin-
ciples znd shrcve their polices so 2s not to t-ke undue risks.

As 2 basis for the writing of this Thesis, the autkor
made 2 svrvey of the ac~ounting systems of the A.N.Arbough
Department Store, the Lansing Dry Goods Company -nd the Peoples
Store, all of Lonsing Michigon. Also the Milier Brothers De-
p-rtment store -nd the B.D. Loveman Company of Chattanooga
Tennessee. The mansgement in these stores showed every cour-
tesy ~nd cooper~ted in every wev by civing information which
made the "ork a delisht.

The =uthor =21so has clearly in mind the contributions

made directly and indirectly, bv instructors of both the m-jor

<
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end minor departrents. However, special mention is due Pro-
fessor E.A., Gee wro rersonally supervised this writing, =and
Dr. H.8.Patton ~ho hes ﬁado.many veluable suggestions and
corrections. And to close this section I pay tribute to my
Wife who has valued that for which this thesis stands more
than the finer comforts ond versonal ends so much desired

by everyone
H.M.Vixie
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CH-PTER 1

Accounting, A Means of Messuring and Controlling

the NMerchandising Enterprise

It is not at =211 uncommon to rensd reports in the
public press concerning the failure of this or that bus-
iness venture, in which the point stsnds ouf that only
tﬁe close work of o treined accountsnt revesled the act-
ual standing of the business financisally. The frequency
of such statements natur=ally suggests .s causal connect-
ion between sound accounting practice and business solvency.

The head of the manufacturing department of a large
consolidation once remasrked that prior to the consolidation
he used to marvel that his competitors could quote prices
so much lower than he could. But after the consolidation
he discovered that many of the contrrcts had been tsken at
actual losses. The only redeeming feature was to be found
in the fact that other contracts carried unusually wide
margins which saved the firms from inevitable bankruptecye.
The keen competition, found in every industry, which tends
to bring selling prices down to approximate the cost of
production unquestionably indicates the need of a system
of accounting which will insure = narrow, but sure mar-

gin of profit from every line undertsken.



The tuying putrlic will settle uron such an institution
as a source for sunrlying tneir needs, and the fact that
an irnstituticn reagures its rrofits by the utilities adi-
el, will waxe for ccrnfijerce ari statility on the rart of
its custozers, and ulti:cate success tO tne instituticn.

All sccial orgurizations are dynamic, not static.
Our eccnouic order has seen decided derartur=s from the old
accerted standards, Nct rany years agd cur governrent, as
well as tne preorle at large, frowned uron larege irdustrial
combinations as being anti-gsoclial and contrary to the best
interests and welfare of the peonle. They did not distin-
guish between monopoliss and tig business., Tune Suerman
Anti-Trust Act of 1880 was designed esvecially to treak up
and rrevent such coxtrinations. But we have had a change of
heart., Wnile we are not inclined toward monopolies, we in-
vite the tenefits which uay and should couxe from errnloying
the econcuies nade vcsesitle in big bugsiness, We desire
comvetiticn witrin a given irdustry, tut nct to the ex-
tent of lowering efficlency. FEecause cof the evolution of
these ecorncuzic fcrces the sole rrorrietcr is coninz to te
more anil :ore an excegticn, while the ccrrcraticn is steali-
ily takinz its ;lace.é

Witn the advent of the corrorate form of btusiness
enterrrise, carital is tecowming increasingly centralized,

Large »ergers hLave taxen vlace which have Yrocught millions,
and in case of the A:erican Telerhore and Telegrarh Comrany

& capitalization of atrout four billion dollars, under one
nanacezent.



In such instituti.ns it is teyond the power of the
wost intellizent tusiness .anazer to surervise and direct ver-
sonally the :.any and varied rrocesses teing carried on under
his control., His task is rather.to co-ordinate the work of
the body of pricked rmen, all srecialists in their respective
lines, who are responsible for the varied activities.3
With this relation existing between the manager of the
enterprise and the men of respronsibility working under him,
and the mranager and the stock holders, sowne umeans of control
must be found. Ultodern accountancy is the answer to this need.

Accounting has two umajor and general aims, These
aims are to ueasure accomplishmwents or results, andi to furnish
the Yasis for executive c>ntrol.4 In the vast the sclence
of accountinz has seexringly been contented to rest with the
acconnlisnnent of this first aim. Eut as sclentific
wanazeszent firds 1ts arvwlication in tusiness the second aim
anl rnase of accounting nust te realized in order to
gsecure uaxiwuw: results., It is not tne irntention of the
author to corvey the thougnt that the sclence of ranag-uent
has undergone a revolution., It ig ratner the trend of
current works on accounting to stress accournting as a neans
of control, This act of drawing into action a uost powerful
instruczent for the systematic analysis of the protrleums ¢cf
management is.seen to hold in store great promises. It is the
reans of conveying to the chief executive the infornation

which he needs in order to guide intelligently the affairs

of the business.,



Accounting in terms of resvlts is necess-ry in order
to know whether of not thet ~hich has been done 1s in keep-
ing with expectations. This phase ends with the measurement
of the accomplished fact. It is 2 record of the hits and
misses rhicech have taken place during a given reriod of time.

The information obteined from financisl feports in-
dicates, first’additions of new capital which is one of the
fundemental conditions of economic progress. Capitsl is
drawn in the direction of greatest remunerstion, and such
reports then become the guides to the flow of capital and
serve as the bases for investments. Likewise those whro
hae already invested in a given business look to the per-
iodic reports for information. Such information might lead
an investor.to buy additional shares, or it might le=d him
to sell the amount already held. Closely related to the
investment phase is the elemént of securing credit. “"hile
the credit benker should do a certain amount of forecasting,
his createst uecurify seemingly rests upon investing in bus-
inesses having a safe and sound ratio between assets and
equities other than cepital. It is this principle which
le=ds banks "nd other institutions to publish their state-
ments so that they may be available to the public at large.
Such credit reting is built uplover a period of yea-s, and
i1 an important element in the progress of any business.

The sovernment <1so kas become incre~singly inter-

ested in the opera‘ions of business.
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The income tax i:w of 1913 with its subsequent mod-
ifications requires the filinc of returns by all business
organizations which are not specificelly exempt. In a ma-
jority of cases the government t-:kes the liberty of vpres-
cribing the forms to be used, snd such reports are purely
accounting reports. 4&n importent element in connec*ion
with these forms is the uniformity vhich it injects into
the keeping of accounts. It permits of no personal lean-
ings of this or that accountent -nd should serve as 2 val-
uable unifying fa~tor. Another vsluable feature of this
law is the compulsory filing of the return, which mekes the
keeping of records imperative. The lack of progress in ac-
counting, especislly in the small business enterprises, has
been due not so much to the lack of available scientific in-
form=tion concerning accounting methods a£s it has been due
to indifference on the p=rt of the proorietor. This req:ire-
ment then should prove 2 blessing in disguise, and should do
much torard the promotion of sound business 1.:act1¢m.:5

In a large dep~rtment store esch devartmert head is
an executive. He is clothed with certein authority and is
charged with certsin responsibilities. Such men are select-
ed because of special qualities or accomplisbments and are
given gre-~t liberties in directing the affairs in their in-
dividual department. But in connection with such freedom
rests a double responsibility of meking good. An execut-
ive in connection with a great corroration in a recent ad-

dress said th-t he did not expect his men to hit things



right every time, but stated thet he expected their right
decisions to be 1n the majority. This statement emphasizes
the importsnce of a system of azcounts so thst responsibility
may be vrlaced at the proper door. In the presence of certain
standsrds then the verson would st nd or fall according to
his own merit.

The system of measurement which accounting brings
about is further veoluasble because it reduces waste. Even
the most careful spender =mong us would be astonished at
his spendings ~ould he but keep strict count. A farmer
when selling his grain does not step into the bin with a
scoop and proceed to tr-nsfer say fifty bushels into some-
one's wagon, just by guess. There must be careful measure-
ment or one or the other is very likely to lose in the de-l.
The Cities Service Compsny reclizes the wastefulness of
guessing and is ur-ing the necessity of budgeting upon the
Americen fmily. The budget is merely distributing our ex-
penditures by measure rather thon by guess.

.. A report published ir 1921 by the Federated imer-
icen Engineering Societies brouzht to the =2ttention of both
the industrial 2nd social world the extent to which waste
e#isted. These reports specificellv pointed out the extent
to which industry and society as 2 whole were responsible
for such waste. The survey made public reported the waste
to be approximately 427 and chsrgeable to poor management.
The proper direction, control, <nd coordination of the var-
ious activities of 2 business are the only me-ns of elimin-
ating and reducing its mastes. This 1s accomplished by pro-

verly org~onizing the activities of th~ business 2lone fund-
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amentally sound lines which include functionalization, de-
partment~1lization, centreliz~tion of exe~cutive control,
proper balsnce of factors, provision for adequate records
and statistic=. The socizl »nd economic developm~nt of

the nation 1s h-mpered bv the —aste o“ human energy ~nd
material resources. In vier of the fact that most of this
waste can be eliminated, it i1s the duty of industrial lead-
ers and executives to organize =2nd operate business to bring
atout the utmost utilization of the avesileble productive
facilities and thereby incre:se human welfare.

Ip 1s therefore hishly important that there should
be constructed in every business institution a system of
stendards =2nd measurements in accordance with the aims and
ehds sought. As every irportont operation in a fully or-
genized business normally hes s responsible functionsl of-
ficer in charge, the reports covering dev-rtments should
be built around such an officer ~nd made to reflect the
complete stonding of the particular department.

Because of the grecst number of variables, the con-
trolling/g?aggcovnting zould seem to offer the greatest
challenge. Along this 1line scientific monagement must
wrestle in asn attempt to reduce the number of varisbles
and bring the predictive element upon a sound bsasis.

This prognostic feature is at once recognized as the pre-
rogotive of management, and ~ith the two factors above
brought together, tre result would be scientific menage-
ment. If accounting is ever to serve its highest p:rpose
it should be of definite assist-nce to the executive body

in the control of the business enterprise. But in order



for the accounting system to render service commensurate

with 1ts potenti:1lity the systen must be mroverly deczined.

The c-count nat £s ~e€ll as the execcuatir: rust bo o tosm wi-
w1ly3s L tro armtomo of iy 2coverte gorastaic, v oast
Ae~toe, 1315, v s LY cosdg A Lol 2 way s

to be useful to the greatest degree to the captain of the
business ship.

The control phase of accountins can no loncer be lim-
ited to financial reports. It must exhibit ph-—-sical =3 well
as value facts, both of which are needed b the man=ger.

The accountant's responsibility then is that of delivering
his service in such form as to be useful as statistics to
the business executive. In this resnect the service of the
accountant 1s sirilar to goods sold by a given orgenization,
the quality of which may be the best, but unless the service
of handling orders snd delivering such orders is well tsken
care of business contacts caennot be scstisfactory.

The viewpoint of the accountant should always be
that of the proprietor or executive, and the v~lue of the
service he hay render en organization is largely dependent
upon the breadth of his viewpoint. 1In this'respect a close
co-operation between the msnaegement and the accounting force
is essenticsl to the de%elopment of =2n efficient accounting
service. They must see in terms of ea'h other. The under-
toking must be s joint effort, because the responsibility

rests jointly upon these two forces.%

In the control and coordination of the sctivities
of a btusiness, records and stetistics pley a vital part.

But it i1s not enough that we stress the importance of sup-



plying complete end vsable inform=2tion on the part of the
accounting force. Such information would be of 1ittle im-
portance unless the business managers =ppreciste its poten-
tial value. And, unless fhe aécounting information which
is supplied 1s used, the very fact of 1ts completeness
wouvld add to its wastefulness. Every department store is
bidding for business, and it would seem that this compet-
itive urge would lead the re-lly progressive executive to
develop his knowled~e to the extent that he would be a2 mas-
ter of such importent instruments.

In a business enterprise of considerable size the
chief exccutive does not find time to attend to particulsr
details. With the growth of the trusiness he was obliged to
delegate certsin functions to men who were especi=lly qual-
ified to discharge such functions. Control is the attribute
of the chief, and he delegates sueh powers to other men whom
he appoints to fill his place when the occasion d-msnds 1it.
Such men serve as his secnnd self, and act for him. 5o lon~
as the business is small, he may direct the v-orious lines
personally, and it 1s to be expected thst he would direct
them uniformly and ~ithout favoritism. With this function
distributed among a number of men, who have diverging inter-
ests, harmony is not alweys =-<sured, and such interests murst
converge in the menager-in.chief. It now becomes his wark to
harmonize and unify the interests of therce men under his sup-

ervision, so that the greatest results may be reaslized. The
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information hich en-tles him to give wise direction is sup-
vlied by the controller fro~ the accounting depesrtment, which
is equally interested in a'l depsrtments and is therefore a
fair source of information. One department store of which
the author mace a =urvey, c=rried forty departments, and the
work of co-ordinating such an extencive enterprise vresents
no small tssk. |

It is the external side of any bus‘ness which presents
the rerplexing problems. It is on the outside that a business
encounters many independent and antagonistic influences. Such
problems may be in the form of competing enternrises airing at
their destruction in order to clear the field of competition,
or it may be the conditions of business in general which are
antegonistic to the future welfare of the business. Regardless
of its nature these are exterior forces over which en evecutive
has no control. The solution lies in understanding these forc-
es so thorou~hly that he cen menipulate the controllable in-
terior factors so as to reslize a desired result. It then be-
comes largely a matter of mstching the skill of one executive
ageinst th~t of smother 2nd the executive should have scient-
ific knowledge both of his own buriness and of the economic
situation in genersl.

We shall next consider the instruments or tools by

mecns of vhich he seeks to bring sbovt satisfactory business
relstions. These instruments are the 1ntellec£ua1 proéesses
oY asnalvsis and synthesis-5 Duringthe developing years of our
industrisl soclety, the point of competition was between the
factory svstem ond the home hand worker. This was no com-

petition at all to the f-ct-ry mrna-er and he practicelly
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11
ignored it amidst.his earerness of forging shead. His mar-
gin of profit was wide and he had no cause for concern. But
as the point of competition changed to those of his own stand-
ing it became necessary to employ the instrument of analysis.
If profits were not esrned, why were they not earned? This
last element has not superseded or removed the former. Com-
petitive tusiness must emvloy both trese in their proper re-
lations or ratios.

The keen business executive will analyse the business
trends in order ;o discover the elements that act upon such
d2ta and will seek to find the cause for such action. The
extent to which he is s*le to point out these causes will
measure the effectiveness of the solution proposed. A pro-
per understanding of the term synthesis will make it clesr
that 41t cannot be #pplied in the past tense. Its meaning
lies only in the present tense. It is the act of combining
and this act assumes 2 plan in the present perfect tense.

The instrument of -nelysis on the other hand 1s a tool oper-
ating in all ten-es. The executive analyses the past and ob-
serves certsin causes. Ag=in he anslyses the present =2nd ob-
serves certain trends. He then predicts what the outcome of
these trends will be, =nd sets about.by means of synthesis

to build his business to take advantage of the observations
made.

To sum the arguments of this ch-pter then we restate
thot the tendency towsrd mergers ond big business makes an

effective accounting system a necessity. The accounting



service is divided into two major functions. The first

is the measurement of the quantitative elements 2znd 1ndicat§s
progress or retardation during a given period. The second
function: 1is thehinterpretation which the trsined accountanf
gives to tre physicel and velue facts which mskes them immed-

iately useful to the manager.
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CHAPTEF II

Devartient Store Accounting

Forus = = Records

The deprartuwent store usually finds its origin in the
general store., It is & coitination of a rnunter of departuents
or stores located under one roof ani under one ranagement, To
the various departurent heads are deleruted duties in conrection
#ith the Tuyinz and selling of nerchandise and to a limited ex-
tent its disrlays wri advertigsirg schexules, Pcssitly cone fac-
tor which ras aided in the develoruent of the derartiuent store
is the trend of accounting to tue end of keevirz accurate re-
cords witn acecific classes of gods., A uerchant orerating a
zeneral store would naturwlly desire to know whetner his stcves
had tesn rrofitubtle durirz a given rericd and this would tend
toward sezreration,

T:.ere are .any prorlemws that arise with the buying of
werchandise for the rurpose of selling, The first guestion to
ask is: %nat does the purlic want? It is evident that there
are many com:odities which never reach the »arket. Tnaey do
not prass tae 1n;t1al test. ELEut this is rnot 80 e=rious as it
would be to have themr find toeir way to the wzarket arnd later
e rejected vty the public.

Tne incident is related of a well krncwn chalr store

prouoter who while visitirs cne of his stores, learned

that a certuir line of recikties wasg
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not moviag, He tlereunon ste ned suv ia frout of Lis store
observiny the nesserscy. 1o a acll Lour ue returuaed to the
store and eszed t.ot the ties e ~ut fside tecruse taey vere

not wunt thie neonle uszed. ttyles cre coastantly cLon ing and

Jito the reductlon of iaventories tie ourcaasing

a

prozlei uLas cdiminisned conziderably. Seasonal buying is
larzely a2 thali.; of tie »nast. Xuca is @moatialy buyinz and
many items are nurcansed on a bi-weekly vesis. Tae actove
items :ertain to chan-ine con.odities. Again certeain lines
such 2s linens, underwear, nandzerchiefs and the like are
ordered six .ontuas atead.

walile tze style ci-n-es are subtle ancd uncertain,
tzere ars other risis wihiclh c€o..¢c 2901t becmuse of seasonsl

veriatioas. A s

ct

ore w2y tuy & noraal sunnly of footwear, but
because of unusuazl cliwstic co.uditions tue line .ay not move
at all or t:@ su-»ly way fall far siort. Tne buyer oy secure
a noradl suoply of r=ia co=2ts and u.vrelles. Tiue s=-s0il aigat
chance to be uausu-zlly Jdry and the stock would be left oa
tieir nands. Serious a&s tuesc nroolems may be, tae risk is
creatly xziti-cted oy frecuent puyiaz and in much sualler
cucatities. Anotaer »uzce of ovuyiur is one tiazt is always
nresent. Euyinz must ve cone =t a »Hrice wuica will enable

tae store to sell at a »rofit. In a aigaly counetitive field
great stress is »laced u»non buying vecause the sales »Hrice
must be as 1low £s nossitle. It is Zere tan2t sxill in business
nanagewent 1s rewarded., 1In order to .eet tails coi etvitioa,

a det~iled stock record should te xent.
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we s.211 coasiler nurchesiar as our first =ten and
siall cdescribe the systea ia cdetaill., Tae nurcasse recuest
snould orivinate vwita tue stock :2n, W .org @ STOCK TOOw is
kent, or vith the denartucatse Tue rdcuest suould rmss over
the nmernetual i.vintory desk for a cleck aad f..ca nass 0. t0
the nurciase de-nrt:ient. 7Tae Hurcua .e order is rAd> out in
trinlicate., Tue first cony -nes to tl..e vendor, the second
goes to tue receiving denartaent, and ta:z taird form is
retainsd in the orfer file, In a large business it is well to
nave tae nurchase oriers :wsle out in ciifereant colors and
mer<ed to indie~te derrees of urrency. In tils way a rusia
orcer wbuld a~ve enccial attention% A1l »nurcusse orders suanuld
be by denart:ents end zny osne ord-r s.dild never renresent wore
tinan one den=rt.ent. Tils is very ia-~orteant os it mexes
possible a co:nlete sen=zration of frei it and exsriss c..2Tyes
by cde artieats anc =zis~lifies the Liendlins of such itveus
on tie _00KSs. - Tae nurcuaase orcer suould be .nde out carefully
SO as to ¢ive counlete iaior.~tion. T:rne den~rtuent for waich
the =00ds =are ordered sinculd ve iacdic~ted =nd xu~ny stores refu§e

1

to acinowledre tie iavoice unless tie denartuent is indicated:

As tre -00ds =rrive 2t tae receiving room tucy ore
cineck=d oa ta2 forum ~rer-red vaica we sonll term Tae i.avoice
anron., T.uls asron is attocaied 1o tlhe iuveoice aad zives all tae
inforsation in co.nection wita receiving and villin of goods,
Such infor..2tion covers tue work of fiur stens or cdivisio.is--

the order dedartuent, tie receiving roow, the .rrgin. roo. and

[}

Iinally »asses 0a to> tic accountiay dessrtueat. Ia tae account-
ing dennrtient the 1.voice is entered in the »urc.ase rc ister,

an o~ [ N . b~
- O I VI o o=
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¢ 1711 12 13 14
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Moo
Date
Please Ship to
wuantity Description Niscount Net |Ship Mate
Route Via_ merms
2iller Mercantile Co.
Pur. Agent
Porm 9

®rom Benne+tt
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Deceubsr 15, 125¢
.ATX'S NOVELTY SHOE CO,
Sold to Terns
[
; (Form 10) ﬁ H
L F
[ |
¥ X
APEOY PARTID 10 ISVOICE i {;
Evy Courtesy of A.N. Arbouzh Co.
INVOICE APRON
ORDER CLERK FEFCEIVING ROOHM ' MARKING ROOU é OFFICE
Invoice No. Cute Received Date Peceived Ccst Invoice
Creck=4 €ost
Cen't., No. Carrying Charges Puurtity Checked | Fetaill Fip- Vige,
Fy vred Ey ret's,
; .
Qrier lo. Cate Cr.ecked Ticziet Attached | Fetail Invoice
C..ecxzeld Ly ty Cz'i.Ey Cost
Cate Due Over-short Fechecked ty Cate to LCe- Reviewved | Dis-
rartrent By caunt
Late Checked ! Antici-
Fr.m Orier raticn
No. ShLeets E Euver's 0, K, Date Net
Pogted Fetail

(Forw 11)
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It now has the tuyers 0.K, for cuality and other rarticulars,
In a large stor- where wnany invoices are received, svste.atic
handling of such invoices nust te :ade possitle. Vhen involces
are received in advance of the goods tney are rlaced in a file
until the gocds arrive, when the routine descritel atove is carried
out. As the involces arrive from tne rarsing rocm they are enter-
ed in tne rurcn;se resister as indicated anl filed arcnz the
unvaid irvoices, which shculd te ty firws, always rlacinz the
new irvcices to the track.

Niite often it is recessary to return soue of the iteums
on a glven invioice. In sucn events vrorer detit Leucvranda
wust te rrerared. In this Cua3e one should nake sure that all
terns and dating are adjusted to the invecice so that n: discount
lcss will occur when the Till is raid., Care nust te exercised
&lso that the Yusiness dces nct starnd the carriage charges. Ey
referring to the invcice arron it will be sesrn that the retail
extersions and footings are narxed as well as the cozt extensions
and footings. It is also well to have such retzil extersions
mar<ed in red ink. Tris is & safeguard a::iinst raying the retsil
price instead of the invoice rrice. After the iuvcice ras Teen
entered on the Purchase Feccrd the nage and line thereof shculd te
warked on the invoice in order to facllitate auick turring in case
it is desired.

In returning ~0ods as irdicated a>ove the dehit
merorariun is »rerared in trirlicate. Toe crigiral is sert to
the verndor, Tre second carrying only detit rewcraniumw nuzter
ig retained in the rad. The third is attacrned tc the i nvoice

and 1s racaied a3 a credit .eucrandun when entry is nade in
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RECEIVING REPORT
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Rec'd. From

No

Nate

Via

Checked 3y mime Reocl'd
Car No. Charges
Placed Released
Our Order llo. Requisition No.
u?ngity NDescription Wt .| Remarks
Checked to Inw
clerk
Rorm 13

Prom Bennett




DE3IT MEMORAMDIML

No Nate
Your A/c Detited % —. as shown telow
Date Am't

Form 14
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tr.e Purcrnase Feccrd.,

Ve srall next descrite tne Purcrase Feccrd illustrszted
axcve, In discussing the invcice atron we noted that this
arron furnishes detailed infcrraticn which enarles the ledger
clerk to nage the rrover entry. As the i1llustrztive form
suows, grovigion is cade for consideratle data. The first
thing to te noted is trhat the Purcnase Register 1s divided into
sections, and gives one to each derartrent. In thisregister
toth entry date and invoice date are given. Tne tine allowarce
or discount veriod is readily ascertzired and as the entries
are rrozressive this register nay te used as a4 tasis for naking
out checks., As the dute rald is stawred a courlete recerd is
ortained, Tue tctal of inveices woulid give trhe figures for
rurchases znd the sane arnount would show the credit to
Accounts Pua ra¥le Corntrol., A =zin as the invoilces zre raid
the creiit is to Casu ani the detit is to the Contrclling
Acccunt Payalle. Sore enterrrises do rot trnink it worthn
whilie carrying ledpger acccunts with tie creditors tut it
woulad seew tnat no rule czn te laild down in this resrect,

Ti.e Purchase Fecister illustrated dces not rrovide for a
corrarison aucng vari.us derartrents., Tnis corrarison would
geew to offer nany advantages and is rrcvided in the form
of a daily sumuary of all the departuents in the stcre. The
rercentages wculd te worked out on the basis of carital
erx-loyed, sales and net gain. A coumrarative statesent would

stimulate rivalry and should rake for efficiency. It not

only gives total sales by derartuents, but by sales reorle



»

DAILY SUMMARY SHEET OF RETAIL GSALES 18

| cierk : | clerk | | I |
i_) wo. |Dept. Cash Charge Total vo. Dept. Cash Charge | Total 1c/l§g( Dept || ' Cast Charge Total |Cler K Dept  Cash Charge |Total. ”
| : - it H
| ,
| ?
Il
|
| |
: !
aﬂ
%
1
!
| —
+ 1 2
| \
| i
| 1
[
|
| |
| |
|
|
| l
i
L | |
| ; ! ‘
1 t i { ‘ 4
| | | ! 3 ; ‘ |l :
| i — ] ] | ) s
| bR b ol At el
| | f | R N | 1l | | Y |
| | ‘a TGl | 1
} t 44— { | i l t 1
| ,( | Il | | { ‘ | | ﬁ ; I ! [ !
[l B B WL EN BEET N
T 4 i | | = ’ [ }‘ | ( |
L] BB o s 1 TR D
| 1l { | | | Il | ’ ‘ | ‘ }
‘ b | . ‘ | L g | ‘ i J v ‘ |
| ] i = it - = e —— 12l o — . | | | | B
= — e — T S STl —_— = = = ":—'L—iw : |
WINERRIREE | -t | 1 o
h il I ‘ § | I l l | ‘ ]
1







"orm 1f

- (.l_ 1.

re.

ad

ar

a1ld



for the day and month. This summary may 21so serve as s basis
for determining incresses in wages. On the other hand it will
show whether or not a clerk is profitetle.

Thus fgr we h=ve not studied the operations of tre mark-
ing room ond it would be well to observe whet takes place there.
After the merchandise hasg been inspected by the department head
and has been eccevted, provision should be made for marking
every item which passes trkrough the room. As many losses occur
from not knowing the cost of merchandise, the plan is to have
both cost and retail pri-~ marked on each item. The cost should
be marked in code. Tor this vurpose two five letter words may
be used. Fach letter would correspond to a given digit from
one to ten. A historical record should be kept of code =nd
shouwlid be changed -t least once 2 year. The prer cent of mark-
up should be based on the rate of turnover. If the manascement
has decided upon, s2y thirty-six per cent, as the necessary
m~rk-up, thirty-six per cent would have to be added where only
one turnover is made in a yesr. "“here the turnover is r~pid
the vercentace is a¥rived at by dividing ‘the planned percent-
age mark-up by the ~umber of turnovers. For example, assume
thaf in a given depertment four turnoyers are mesde in a ye=r.
The plenned mark-up of thirtv-six per cent would be divided
by four and woul® zive the necessary mark-up of nine per cent.
The import-nt thing is th-t the ~r~orecate of all mark-uvps cor-
resvonds to the thirty-six per cent planned. "

Sales are of t+o kinds--the cash sale and the credit
sale. With the many features included on our modern cash
registers it is not necessary for the sslesperson to mcke
out the c2sh sales ticket. 4in uv<to-date cesh register is so

" ~ o

. Vlﬁw; - - “- : Da{'_re 30
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necess~ry inforuntion by -~ireesin, certain ieys ou the .wi=chiiine.

The iafor. tioa desired is tae »rrticulsr denertaent, to
clerk nusber, transzction nuwter, the cnte, zuc a.ount of the
sazle, Tais izfor.ction is retained oa tue .ec.iue in ¢

cwaul-tive for. ~nl Loy ve totalled a2t will,

» Yhe credit smles involve .oTe detail?' After tae
srle h~s been .ade it is necessary for the clerk to iuterview
the crecdit rannier. The szles ticket 13 an32 dut oy aand
and -ives toe nnaue 2.0 2l ress, tae a.ouant of tue s=le. Tae
ausdunt of the vayueat is tTuen credited to offset (e s=le.
Ctuer iaforw-tion coatrnined on tus c-lesticket is tue
denart.ent nuwiter, clerk nu:icer, and aate. ZTaclh clerxk is
provided with a nad of s=les tickets and sadould nev.r be
peraitted to use tae ~=2d of znotier =nd siaould =1lsc Ee

recuired to account for ev:ry ticket. Sales ticxets are

ct

sales. In case

[ON

used for no other »Hurnose ti&n 10 recor

of returned snleg a ercarndise keturned :lipn should be
precnred in dunliczate to renlace such 2oods 1: stock. On
the back inside covir is a tally card whaica the clerk is
recuired to 711l out. Tue extries oxn t.is card :ust ~1ree

with the totel z2.0unt on tac =lins nasgsed in. Anotaer fora

v

is necess~ry to rec.rd nay.ents u»Cs Ly custosers. This

record snould be s0 Lade tant 1t 1s imoossibkle to oaverlooXk

posting thie amocunt to tae credit of tae custo.er. A4 controll-

ins account sud>uld te .2aiatsiacd ia the General Led er so as
nave a menns of caeckiny avrninst the nersonsl leczer. In ord

1o assure a2 rercy 2udlit, 1t i3 nccesswry at ti.es to i

n

ue 0o

)

to
ex

de T
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a cierue ticzet ~ud A casa ticzet. Juen .ercacniise is sold
2T & discount tae ouanunt of the disco:mnt suould be written in
tiue lower left azad corner ond ciccled. Tulis 1s necessary
in order to =vyid diccrensncies in inventories. OIften iteus
are c¢nlled for by custouers wilca =re not carried ia stock.
If they are the line uandled, every effort sluould ve nade to
obtain tuem. Tue advieability of stocking t.e item saould be
coazidered. Care :.ust bevexercised nowever 2s it wny be faolse
derand cCr:

cnmda O

(U

2ted nrior to the c=21l of a snlesuan carryins sucha

The xodern c2sa resister is of imoroved decsizn and
is a decided coavenience ~nd safety ueasure, Tuae register
is euntied ot toz closz of cnch Z=y =od tae uoney on ==snl is
nleced in toe safe. At tue beinniagz of t.¢ ¢=7 an z.iount
sufficieat for tie murnose of zexzin. c.urn. e 1s transferred
from tae safe to tue rciuister., A :emorandua is left in
its nlac: so'=s 12 le=ve tae cnsa uncdisturced. Tae amo.nt
trken t9 besin tue &=y is sudtracted froa tue =.aount received
in order (o ascertain tiec tot=21 casi receints for a2 g¢iven dayﬁ
The Gnily snles ticzets are civiced into two classes——
cash soles and acmlez oa ~ccouat. Taese tickets ~re taea sorted
accordiuayg to clerxs uadcer 2a2 or otuer of taie ~dove uzodin s.
Yhe inforn~tion ovt=ined i3 eatcred ¢a a ¢=2ily Su..~Ty Sae.t.
uls stieet 18 sreonnred SO =3 tO “rovide for Lot cosia ~ad credit
by totzls for every s=lz3 =wer:on ia tue store. It i.dicates
tae deornrtasats onl shovs tar suount sold vty clerks far 2 iven
cay. Taese drily suu.erics ~ocin are = led to a2 un =

montaly su.:nry.
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CASE STUDIES

Case St-dy A

The stock requirements originate with the heads of
the various departments. This 1is especislly true in regard to
quality of goods, styles,et cetera. The department he-d must stav
within the capit=l allowsnce for his dep-rtment.

As the department head is the functional officer for
his department all the buying is done by him or by his direct-
ion. The Lovemen Compary as wel! es the Miller Brothers Store
of Chattanooga snd A.N. Arbough's of Lansing, being privately
owned stores, reported that their buyers visited the New York
markets Qs often as twice a month. This is particularily true
of the buying of goods having frequent style changes. Again,
small orders may be mailed or telegranrted as often as twice
a week. On the other hand there is what is known as seasonsal
buying. Such buying covers about six months. The privately
ovned stores listed above reported such buying in connection
with underwear, some types of hosiery, linens, handkerchiefs,
blankets, et cetera. The trend however as stated hereafter is
toward short-veriod purchases, and the stock room is ste=dily

losing in importance.



Case Study B.

There are two zener2l methods in handling credit.

The first i1s the regular credit sele vhere no down payment is
required, and the sale %s made on an open book account. The
second plan usually requires & down payment of 107 and is
variously known as 2 contract egBecount, chattel mortgage

ssle or club plan. Under this last plan, the merchandise
may he renoscessed by the store in cese of 2 lasvse in pay-
ments.

As 2 rule a person who wishes to obt~-in ceredit makes
his desire kno'n before makinz the purchase. After the cus-
tomer has requested c"edit’the sclesperson ~ccompanies him
or her to the office of the credit manrger where a number
of questions are asked. All stores mey not use the same
degree of precaution but in *he case of Loveman's depart-
ment store no account is opened without bank reference snd
a favorable report from the local credit association.

The credit mannrar with the Miller Brothers Cor-
pany reported @ remarkably sm=211l number of lapses in pay-
ment due to cereful investigation of the customer's stand-

ing before credit is given.

Case Study C

Because of the keen competition existing every-here,
stores must carry thelr leaders - goods on which the~ have
secured an exceptionally low vrice. Prom time to time man-

ufacturers wish to close out snéd discontinue certain lines



and will quote such goods at very low prices so as to furnish
svecial inducements to buyers. While the merchant in turn
plans to featire trese go~ds as leaders, he may reslize a
feir profit duve to tke low ~ost to him. On the other hand
store manazers and department hezds are keenly alert to
what is going on in competing stores e&nd are forced to tseke
a mark-down on}certein gnods in order to meet the prices of
other stores. In so doing the planned percentase of mark-up
is mainteined with difficulty. In fact only an average can
be oimed at except where the Retail Method of Inventory is
maintd ned “here both cost and retail is indicated. It was
especially interesting to note the confidence which the men
of the Chattanooga stores manifested in connection with the

varying mark-ups and rark-downs.

2l
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CHAPTIER I72

Nepartment Store Accounting

The Statements

We next come to the step of preparing the acrounting
information in a form that may te presented to the managerial
force. As stated previously the yuality of the work of ¢hne
acocountant is determined ty the extent to which his renorts
are useful to those who guide the a“fairs of %4he tusiness.
Reports may te very simple, coverineg only sinele asnects of
a2 husiress operation, or they mav he very complex, Aealin~ with
the enterprise as a whole or with several enterprises. Regard-
lesa of its simplieitv or complexity, it must te desizned to
convey to the manacerial force all the information needed
for the purpose of control. In the matter of reporting it is
readily understcod that the system must te desiened for the
tusiness in which it 1g to te used.

If the balance sheet of a particvlar btusirees is
to set forth a full and correct picture, the indiviiual
investments and 1liatilities must appear and be correctly
deserived. HXEvery acconnt which reoresernts a material element
0? investment or liability shnould te set out in the talance
shect. 3Rut 1% ig not only impnortant that items appear on the
talance sheet; MThare mnust te some meins of evaluating such items.
"0 illustrate: John Smith % Company owes our tusinecs two
thousand dollars in the form of aczcounts receivatble., ™e

have learned that their plant has teen shnt down tecauce of
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Time—-inzing lqans and ranlizing »roiits tiercfron,
Sut woen tae crisis cmue, tacy were awakened 1o tne fzoet tant
they n~d m-<e lom=ns on a iven »roner.y walch wos u2ay tiacs
tae v=lue ol suca ~rdnerty ico normal ti.cs. Tae frecuent
occurencses 01 suc: ecituatiors eunnasize the iunortance on
the nart of tl.e accountant to2 r~renare couv=zrative statezents
and granhs, not only for the siven year cut over a neriod

Fod

of yem~rs. In talis resmect tie accounting infor.otion serves
28 a :usiness taer.oueter, and we =1 ut s2y oaroameter, =s well,
As o Loy tie vriter used to celirut ia the pastimé of watching
tze fire-en curian  taresiaiag ti:ze., Thaeré seered to be no
liznit to tie 2uwdu. .t of straw or cozl those en-ines coculd burn,
cut tae Tire.en usually xe»nt o21e eye on t..€ steail gauze. He
eined to zeen the needle os close to oze nuacred twenty Hounds
as »oselple, out did a»t vant it 3 0 beyoand tha~t »oint
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MILLER UERCANTILE SOUPANY

Comparative Balance Sheet Jan. 1, 1¢29.

36

Pixed Assets 1928 g 1929 A
Land ..I..‘C.......O.ll....0."000'@‘25'000 2"'3 "25'f)00 21.4
Buildings..'.....'...'l.0.‘.l.ll.. 25,5’)’.‘) 21‘7 24'900 2305
Office Equipment.....cc0eceeveeeee 1,900 N.8 ¢00 0.8
Nelivery Rcuipment....covivveeeees 3,000 3.0 2,821 2.7

Total Fixed Assets ........... “55,07) 46.9 *52,727 51.6

Current Assets

Inventories: .
Dry GOOdS © 0 060 00000000000 000000 &1(),500 809 # 9,:)30 8.8
F‘urniture ® © 0 0 & 0 0 & © 0 0 06 0 0 0 0 00 0 0o 12”)00 1‘)02 12’500 12.2
Groceries ® 0 0 & ¢ 0 006 0 0 % 00 0 0 0 0 0 0 1.’\,,.”):\ 8.5 g,f)oo 808
Total Inventories e 060600 0008 000 0 BL.BDO z/: .: 6-50,556 49.
Notes Receivable coceeceecccsvcsese 525 2.4 520 2.4
Acconnts Receivable.ceeceseseeccas 27,000 23.0 15,987 15.6
CaSh e O 0 0060 00 0 000 0 060600 0 0 0 00 0 00 o s Ml’zs') 1.] 1,5’)0 102
Total Current AssetS...eeeeees 61,375 52.4 48,280 47.3
Neferred Asaets - -
Prepaid InSuranCe....cceeeeeeeee 200 D.1 2300 0.3
Prepaid Advertising.....ceeceees 500 .4 800 0.8
Total ACSEtSeceeeecsoeansoess 117,976 129,27 ©102,1290 120.0

Fixed Liabilitie= .

Mortgage Payable....cceeeec.ees & 20,200 17.0 & 20,000 19.5

Jurrent LiabilitieS.ecececececcsscs

Notes I-)ayable ® @ « & 0 0 06 ¢ 0 0 0 00 0 o 6'075 5.2 1'000 0.9
Accounts Payable....‘......... 50’000 25.6 14,980 14.6
Total Current Listilities... * 26,0756 30.8 & 15,980 15.6

Proprietorship

Miller Brothers eeeeecececesss - 61,000 52.7 * 66,120 6€4.6
Total Liabilities and Prop. ¢117,075 120.7 *102,100 199.D



100
1C1
102
103
104

200
=01

-~
0]

503
505
2086

207

300

002

400
4201
52
404
405
4006
£07
408
409

taasoeorin:

Coeha

B-nXx

Wotes Reczivable
Accoun<ts Recelivzole
Iavecatory

-

wotrss Poy-ule
Creditors! Led:
Tr=2de Cnecxks

Taxes Accrued
ACCrueda .o .€s
Allovicnce for

er Coatrol

Ead Debts

Allowonce for Desrecinrcio.
02 cuilcdin-s

Iacoaes
321zs
Discount on Purci.aces
Interest Zarned

Txnenses
S=1les S-l~ries
=95n1us
Buyiage vacnse
“Advertising

Delivery E} ense

Frei at arnd Txnress
Denart:ental IZIxnense
Denartzentnl 3Sunnlies
Rent
Li:at, H.

izt and Power

Accoun
125
103
107
176

Lok M)

213
z14

N3
04

210
411
£18
413
414
<15
4106
<17

37

R
Builcia.
Fornicure ~.ad Fixtures
Dellvcry Zruinaent
< L’ rr \.,\.l u‘u?r:..: S

Reserve for Desreci=tion
on Furniture -..d Fixtuzres
Reserve for Depreci-otion on
Delivery Ecuinaent °
Conit=l
Fronrietors' Drawvings
Accounts
Sur-lus
Profit end
Dividends

Loss

Rznt Z=rned
Yiscelloneous

T-xes

Goner-1 Zxoense
Insurance
Ad.inistr-tion S~laries
Cffice Zx-cnze
Telenadone and
Iaterest
Denreciztion

T<lesr=nna



38
Iora of = .ovi.r siciure. The :=lnice sasezt 1s ~anloous to

a saansiot.e It ricturcs the cusinegs of o 1ven aosent. Tuae

1)

(o]
2
48]
+

b}
ct
-
I
[
w
ct
ct
m

.ext, os thix téera surzests, ivis = Luvlon nict o
of ti2 tueiness—-0of taic events witzin thae cus_i2gss Dzsiween the
veriods of t::z b-les.ce steet:. Tne nicture st indicrte voluae,

consent =28 exsont.e  3Such 2 stroitaiTit Sa1oWSs O CLuAniEs cole

“LOT Rrvorts
Tinloyaent Renorts
Treinin: Renorts
TlanncoocLint Reoorts
1) Ix»nense Qssorts of Vorious Xinds

2u0ut, ond noyt LoTeld v.nt ool e 0l ClliBe
Z. Cner~iin~ Resios

(2) =rketin . EBenorts
1) S-les Renorts
2) Publicity Redorts

(v) rrocurexcnt Rcoorts
1) Purcheces
3) ‘mreavuase Renorts
L
)
)

(Froz T-yes)
In thae »nren=ration of such & reoortin ¢
accountant snould s=.x To 2nzver euca cuesitions as the
followinzy Want are tuae i:noritant rel-tionshins petween

srouns of Iata in an rccouatiny re-ortt Wast tyne of facts

or estiwertes souid th:2 executives attennt to deduce from

R

rcoort? It =y fccordintly be strted 17t the executive finds

;‘h

consideravle cesistonce in considerin cusiaeéss ~~cts 1a ter.us
of r~tios. Quenvitative r-tios ~v: izoortant ia = reat ony
inst~nczs. Tacre is tre rotio of toe -~ver-re st2cx to totnl

. N o) - S om s - S h ~e PRRENN oy
sales; tae r-tio of s21lia exnzose o total old Ol iy

(@)
w
-

€

such co2.nrisons rica un, be .=de with penefit and ~rofit to

ct
1]
[0
ny
i
[
(¢}
(@]
M
ct
(@]
Hh
t
(o]
O
[
T
F 1
]
[©]
[}
(O]
L]
ab)

e 3
O
ct
:J
W
H
',_J
o
O
=
ct
~

5
ct
’»J

rel~vidisiiin is found in consid-

erinz evsra.s. FOTr e€Xawole, avirzie gr.les wouls ive ore



CILLER MERCAIOTILE  COMPATTY
Profit and Toss Atatement
Janunary 1, 1¢2¢9,
39188 ceessssssscccecosssssssscccsscnsssssess 167,070
Cost of Goods Sold

Inventory, MNec. 31, 1928........732,500
PurChases.ll......otol00..0...00118")00

¥150,570
Neduet Inventory Nec. 31,1929 32,620 129,070

Gross Tradine 19arfinNeecceccscccsccscecsssane 40,000

Selling ¥xpenses -
Salaries of Sales Force.”17,7)9
Advertisirg..ceeescecesss 5,970
Nelivery Expense....cee.. 4,799
Nep. on Nelivery Equip... 790
Sundry Selling Expenses.. 1,310 21,000

:et mering Profit.l..........OIO.....I..'. 19'000

Administration Zxpenses
Manazement and 0ffice Sal.6,79"
Jeat, Water, and Lights 81N
Building Repairs......... 270
Buildine MNepreciation.... 1,590
Stationery & Printing.... 279
Nep'n. on Jffice Equip... 170
InsuranCe..ceeeecececnsces 1,730
MAXE T eeessscsessccssnssss £,00N)
Tel. and Telecraph.ceeeses € 13,290
et Operating Profit..ciceeeeccecsccansecess H,71M

FPFinansial Fxpences
Tnterest “xpense....ece.ee.1,75)
Sales Niscount ceeeeceene 845 2,595

?inancial Income
Interest InCOMB.cesoccceses 535
Nigeount Received..eeeee. 1,470 2,705
IIet ananc.ial COets.....0........0...‘.... 590

Iret Profitl‘..l..................o'I.. #5'120



MILLER MERCANTILE COMPANY
Percentage ’rofit and loss Statement

Year rndinc Dec., 31, 1029.
sales’........0'.."0.0....'.....l‘...0..0.0.

Cost of Goods Sold..l...'....'........0......

Gross "rading Mlarzin..siceccicecicccscccocennn

3e1llin= Expenses &
Salaries and Sales ..ccceeeeee 6.25
Advertisingb.0.0.000..0.0600.0 3013
Nelivery EXpeNnsSe...ceesececesee 2450
NDep'n. on MNel. Equip.eeeeeeese D.44
Sundry Selling ExpenseS.ceeese 0D.81

et Trading Profit..cicececececcccncencsnns

Administration Expenses
Magnt. and 0ffice Salaries..... &
Heat, "ater and LirhtSieeeseese D
Building Repaira...ieeececseses N
Allowance fOor DeP'Nuiceccceccces Do
Stationery and ’rinting.ciecece. .13
Neo'r. on 0ffice FguipiceeeesessDN.NO
INSUranNGe..eeeeecsseccscesosnse 1leNb
Taxesool.C..OOQOOOCCOO'.Q.....Q 1025

mel. and Tele raph..eccececccces J.0D

e e o
o 3

-~

D n
H~ OO M

et Operatine Profit...ccceecicecnccccacns

Pinancial “xpenses
Interest ExXpense..cccececococess 1,0 ‘
Sgleq Niccount..ceeeececcscssee DD 1.62

Financial Income
Interest TNCOMB.esecscccscasceans JedB
Niscounts Received..eeeveveones DN.C1 l1.24

IIet }“inan(!ial COBtS.......-......;..-....-

IIet Profivt..OQQ........l....".‘..'...'..

O'N

3
<N

N
M

8.30
3.57

f).38

3.19
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STHEDULE A

Percentasme Income and Zosts

qalas..l.......l.'.'.......Oiljoﬁ'f
Cnogt of GoodS S0lA.eeceossseses 7D

nross Mradine Marein.. o000 25
581lling “xpensesS.ceesescscss 13.13

et Trading Marein...eceeee. 11.87
Administration Fxperses..... 8.39

et Overatine Profit........ 3.57
et Finandial “oots.ceeeeees__ 0.38

:!et PrOfit..o...o-oooooo 3.19

STHEOULE 3
Distritution of 257 llarein

Selling ZXpensesS...........13.137 0? Sales
Adminis‘ration "Xp..ceiceeese BR.3ID
Net Tinancial Zostg........ D.38
et Profit...ieee.ieeneeces 3.10

~ross Mrading l'argin...... 25,70
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inferwation than would the figures of any one particular day.
There are‘u&ny circurstances which nave a bearinz uron activities
of a comuinity, such as the weather, the soclal activities,
health cornditions and so on. The averace sale for a reviod,
however, would serve to.iron out the variations arnd would te

far ncre satisfactory,

A zin the nanacezent is interested in krowinz the
trerd of tue tire. Turis nay have reference to ewrloyuent, the
readiness of uoney, which irvolves credit. Tuis last elerent
may irclude the two rrevicusly enticned. There are any nuxter
of sinzle itens wrich cortrirne to rake ur these irm-ortant indicatcrs.
Ir the derartnent store a conrlete stock record shculd te kent.
This récord should be divided into departwents and should show
such information as: amount bought year by year, amount sold
at regular price. It should give inforuation concerning styles.
" Tne purchase as well as selling price sh:uld always be given,
where bought, and when bought. Surrlezentary infcrration is
of great value, A graph showing the tewrerature day by day
also rainfall wculd be valuatle. It would te well to show the
conditions of exrloy.ent, as well as the agric ltural situaticn,
If access could *e had to index nunters zrd alsc the relative
money values all thes= factcrs would aii consideratrly in
gshowirg 1 m-ortant traneds which could te nade useful in shaping
future rolicies,

In order to dis:tlay alli tnese luvcrtart elerents,
fuctors and relati nshirs, the accountart ard controller will
resort 1o uany devices., ™e have discusacd the converntional

8tat nents, which xay te surrcrted b surplerentary inforration,

all of which should have for their air to explain and rake cleur
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the nain suhject. Often such statewents rake a cowrrarison with
previous years, showin: vuriations in rercentages or ty grarhs,
Often the standard or the exrected, is shown, and any deviation
from this goal 1s indicated. We therefore, have rresernted a few
of the weans which the accountant may resocrt tc in order that Lis
gservices uay extend to the point where it will link up with the
direct controlling force and be ussd in the guidance of the busin?ss
entervrise, .

In order to facilitate the distributi:n cf the various
exrenses & columnar record 1s used in which the departuents are
all listed., Asiie from the charge which 1s uude to each derart-
vent, rrovision rust tre rade to clas-ify trhe exrerses according to
function rerfcrued., Advertising, as arn examrle, is a function and
rust te listed as such tut aside frow the total figure teing oiven,
eacn derartuent is cnarged witn its suare of tnis turden., So far
a8 tLe direct exrenses are corncerned no srecial rroklex is invelved
as such exrernses are crarged arairst the varticular derartrent in
wrich they take prlace, Exrenses cf this tvre are clerk salaries,
freight and exrress, advertising, traveling, etc. One of the
above items wnich in the rast used to te a tone cf contention was
the freight and express. It is difficult to place it upon a tasis
that will be acceptatle unless each derartment has its own shic-
wents come separate fron all other shipients consiimed to the saxe
store. T.ls vlan leaves no question as to the amount to te chargsd
to any given departuent., One stcre in Lansirz, wichigan gave this
question of exrense distribution as one of i1ts usjor accounting
problems.

Fert is distritruted orn the Yasis of locaticn with

reference t» traffic, Thne first floor is alwavs churseil tne
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hishest rent, while the second floor ranc:es sorevrere arcund half
that of the first, All floors atove the second are crarged
the sure rernt, A uin, rents vary accoriirz tc the rarticular
location on a given floor. |

Tr.e irdirect exrerses are distrituted cn a pro-rata
Yagis, Fach derartuent rwust carry its tortion ¢f tne gereral
turden, ana 1t i1s aized to distritute tnis tirden accoraing

to the inccre of each detarirent Yrou-ht atout ty its advantace,
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Chapter ~ ¢

Nepartment Store Accounting

™he Inventory

In any merchandising enterorise tne inventory,
consisting of stock in trade, compriscs one of the most
important forms of asssts. ™ith the enactment of Tncome
Tax lesislation this importance has seeminely increased.
In any mercantile htnuginess an aécnrate determination o*
the profit earned dAuring a given oneriod is dependent
upon a proper evaluation of the inventory of the mer-
chandise on hand at the close of the period. With this
inventory Fnown 1t tecomes a simple matter to ascertain
the cost of sales figure, which subtracted from ret
sales cives the gross orofit. The sovernment is endeav-
oring to standardize the methods employed in the takine
of inventories, so as tn make the tnrden of tawxation as
equitatle as possible.

Tn addition to the ne-~essity of havine acecurate
inventory “ieures on hand at the end o a pericd, a know-
ledge of the goods on hand durine the period is important
because it enatbles tne merchant to know when to huy and
also how much to tuy. The writer waa foreibly impresced
with the trerd toward inventory rednction. The stock
room is larpely a thine of the past, and the quantity
of the various units carr~ied. is left pretty muech to the.
derartment heads.

™he prizirne of inventories Aurince periods of stress



49

or changins prices oresent5real problems t> the merchant.
™he same pgrotlem i=s encountered in the case cf physical
deterioration of goods. 7Tt may te aslked why these con-
siderations should affect inventory valuation. "he real
loss does not appear to te sustainc? nntil the &oods are
20ld. Mhe effect of recomnmizing deterisration or depre-
ciation at inventory time is to decrease the amount of
profit for the period. This decrease in profit is Adue
to a corresponding increase in the cost of ecoods s0lAd,
which decreases the groes margin. Tnis important principle
emphagizes the importance of exercisine foresisht, even to
the point of anticipatirg losses when they are bhut dimly
vis&ible. Tt is importart to note in connection with the
point cited that the loss was not chargeatle to sales
tut rather to purcha—es. ™his teing true, it is proper
to charge it acainst the profit of the current period. It
is a safe rule to follow to value merchan?lise at the
actual cost of replloementf;)

?rom the standpoint of control, the amount of
stock shortage should be known, otherwise this element
may run into immense oroportions. There is no possibility
of such a check unless there exists entirely independent
of the physical inventory some other meams of determinine
the amount of merchandise in stock and the cost of the
ocoods cold. If merchandise rescrds are operated in such
a way as to provide took figures of the stoz2} that should
te on hand , these "isures may te compared and any discrepancy

(2)
noted.



In order to control the tusiress efficiently the
business exeszntive mnuet have some means of knowing at
frequent intervals whether or not the planned rate of
orofit is te‘ne maintained. As previously pointed out
the profit of a given period cannot te determined in a
mercantile tusiness without a consideration of the value
0of the merchandise left on hand at the e¢lose of the season.
It is therefore seen that there must te 3ome means of ottain-
ing frequent checks on tusiness operations without going
throuch the latorious and costly method of physical inventory
taking. Such a check-up may te had if book figures are
maintained which show at 2ll times the value of goods on
hand and the cost of goods sold. This last feature requires
that btook fipures te kept on a monetary tasis, which is
somplicated ty the fazt that goods are tought at one price
and sold at another., "his i1s made poesible bty employing
what is known as the Retail !"ethod of Tnventory, which we
shall dis~unes in detail very shortlyfﬁ)

"here are three systems of inventories employed
in department stores. These are the perpetual inventory,
the nnysical inventory and the retail method of inventory.
We shall now dAisnmuss these systems in the order named
atove.

The perpetual inventory finds its most ready
avplication to stores which carry a numter of units of
standard articles c¢n hand at all timss, and where those
sold are replaced by identical articles. The perpetual

inventory may te }teot in terms of guantities of units,



in valuvee only or it may be kept in terms of quantities and
values, This point must bte determined with the nature of
the produst in mind. '"inimum stoc¥% in any department may te
Aisclosed first by the perpetual inventory clerk, and it

is therefore customary to pass the purchase order over the

desk of this clerk to serve a= a1 check against unnecessary

orderine.
L TAVENTORY RECORD
Date |Rec'd.| So14 | Balancd Date |Rec'd]| Sold |Balance
1929
12731 19,000
1930 ¢
1/15 |1570 2,000 | 9,500
1/20 500 | 9,070
1
Article_".i‘_nmi_tm_ (=0 e e . e

By referring to the atov9 chart it is sesn that
recoris are kept of iniividnal lines of commodities which
are cnarced to stores. rredits 9are made for coods drawn,
and the balance at unit price= constitutes the current
inventory which 1is sutject to periviie count for verification.
Because of tie steady trend toward stock rcduection, the
perpetual inventory is ~radually loging - its3 accnetomed
rlace among accounting records, or is teing adapted to
zive more effective cervice. M™his moiified forwm will te

treated fully in the latter portion of this chapter.



The second system to claim our attention i=s the
paysical inventory whioh every merchant must take at
greater or lesser intervals. ™he takines of the physical
inventory is an important piece of work. "While methods
are in use which engble. manacers to arrive at *he armount
of merchandise in stock with a fair degree of accuracy,
such methods do not reveal shortaces which may exist.
"Mile the exvense and inconvenience of inventory taking
is great, it is never-the;less necessary to =o through this
routine in order to check any shorta-e which may exist.

The inventory should be taken on loose 8aeets.
These sheets should te prepared for each department in
advance, ty having the heading written in and the sheets
numbered consécutively for each department. It 1is always
well to have a clerk do all the recording, while another
person devoten his entire time to actunal stock taking.

As the physical inventory is commonly taken while. the
tusiness is in operation, the inventory sheets should

be pinned to the counter or shelf, and sales should be
noted as they are made until such time as the count is
completed; The sales indicated are then deducted and the
net figure tecomes the inventory of stock oh hand. ™hile
errors in count and trarslatinn of code occur, it is
commonly agreeAd tﬁat the ohysical inventory is the most
accurate system in present nse. Because of this fast it
is used as a check on other methods which are less reliatle
tut more economically employedf4)

Nepartment store merchandise may te roughly



53

classified under three heads. (1) Goods which must be
weighed or measured. '2) Piece eoods, and (3) c00ds wnhich
come in boxes, After the numter of units have teen recorded
and the price per unit or eroup of units‘has heern-listed

the actual inventory firure is arrived at as a part of

the recular office routine.

The method of inventory taking waich we shall
devote most of our attention to is known as the Retail
'lethod., It is of comparatively recent origin although
traces of it may te fourd in some stores dating tack as
far as twenty years. With the kean comnetition entering
into business, it is very essential to have the means of
frequent checking up so that the manarement may know that
the tusiness 1is progreséing properly.

Fiven a young person c¢an remember the dAay when
the customer wonld hagele over the price of a given article
and would often tuy the article at a price which was con-
sideratly below the figure gquoted., Such price reduetion
on some of the =00ds carried ty the merchant would throw
2 disproportionate exoense bnurden uoon the profit margin
of the eroods s0ld at regulsr prices. The outcome naturally
was that the profits were telow the expected ficure and
413 not reprement a fair return on the capital invested.
It seems that the merchant would entrench himself atout
the cost price of a given commodity and if nececesary

would sell the article uncomfortatly close to that ficurse.
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With the shiftine of the emphasis from the
purchase to the selling price, the retail method of
inventory is but the natural outcome. In the opinion of
the writer the system has sufficient merit to btring it
into considerable prominence, and we shall therefore
desaribte the workine principle in consideratle detail.

mo 1llustrate let us assume that in the furniture
department of a store, the stock on hand at thne teginning
of a period is *1,879 at cost and *2,700 retail. Subseguent
purahases total *4,200 cost and ®6,200 at retail. The sales
Auring the period amounted to 5,870 which left an inventory
valued at “2,900 retail. (2799 plus 6770= *8,770. *8,770-
5,870 = ®2,999) In order to determine the cost value of the
inventory the percentases of cost and mark-up must te known.
In our example the total cost 1s ©6,790. (1829 plus 4299)
"he total retail ficure as noted was *8,799. (2700 plus 6700)
The total mark-up is therefore *2,777. Ry diwiding this last
figure bty the retail price (#8,77)) taken as 1207, we are
given 31 as the per cent of mark-un. The complenert of tnis
ig 69 which corresponds to the cost of goods on hand and
gold. By applyine this cost percentacel 6¢) to the inventory
sales price, we obtain “2791 whizh is the cost of our
inventory. Similarly we can apply the same percentage to
the sales and obtain the cost of sales. Mhis fiesure in our
example iz found to be *4,732. (69% of *5,870) The gross
margin i3 then obtained bv merely subtracting #4,772 from

Iu)
25,800 whieh is *1,798.

(Z) Retail Methnd of Inventory - “Iolecomc e lair



As previously stated tnere is a growing tendency
to place emphasis on sales rather than purchases or the
cost price. In some respects it seems losical that the
zain is a2 certain per cent of the cost price, or as it
18 some times stated a per cent of the investment. Mo
particular fault ccrld te found with this method ~*® com-
puting eross and net nrofit. However as one attenpts to apply
this same rule to expenses it does not wnrk so well. In the
routine of selling, the wiges :f the selling “>rce, rent,
advertising and other expenses are paid out of receipts from
sales, and it seems eqguially looical that in view of this fact
sales should te taken as the btase, and have the various
expense items conform to percentages of the sales figure.

It 1is yuite common to hear the expre=gsion that an
up-to-date merchandise mana~er in a department store sellr
the zoods tefore they are toursht. M™his simply means that he
plans the sales in advance. He decides what commodities are
wanted as well as the prize at which they must te solad.
Having determined theee points he endeavorg to have his
buyine - conform %o his plans. ™"nen the purchases, stock,
and sales are 21l planned in terms of the éellﬂnq price
it ¥s very natural that the inventory should be maintained
in similar terms. Fven the turn-over is overstated whén
the net sales - - divided bty the inventory at cost. These
two figures do not rest on the sapge denominator, and therefore
canrot give an accurate statement of facts. ™hen the inventory

is maintained in termes »f thé selling price it 1s seen that



Complete computation accoriinz to Retail Method
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1 2 3 4
Merchandise Jost |[Retail [Mlark-up [> Mrk-up
1. Operning Inventorv (Lines @ and 190
0? preceding period) ieeeees eescos|ococace coccacs ceee
2; Purchaﬁes ® 0 0 0 ¢ 06000 000 0 00 0 00 000 0000 qo o000 g - o0 e 0 0le 0o o0 0 e 0lee 00 o
3. Freight, Express, =ni Cartare In ..|......| 200 n00 0200
4, AAdditional !lark-un, J.ees Additionsal
M&rk-up CanoellatiOnS o0 0 00 ’)DO e e 00 00 e o0 090 0 o OOO
5. Motal Inventory Plus AdAItions .e.e|leeeece|eccoces| evocece| eone
6. }Iet gales ® 0 0 0 0 0 0 0 8 6 O 0 O P O S 20 090 00 0 ’)OO o 0 0 0 0 o 000 ’)OO
7. Mark-downs, Less lMark-down ceancell-,
ations.....{ 000 cecrcoe 7920 000
8. Total Retail MNeductions (Sum of
11n086&7) e 00 0 0 0 0 0 o0 r)f)o e & 6 ¢ 0o 0 9 ,)00 OOO
9. Resultant Ret-11 Inventory ( Line
5 folumn 2, minva Line B8)eeeee..| 020 cesesssl DOD 020
10. Calculation of Cost Percentace:
(a) Total Percentaze......170 %
(b) Percentace of (‘ark-up
(line 5, column 4),, %
(o) Percentase of Cost
(a‘b )oooon OZ)
11. Cost Inventory (item 197 ¢ Applied
to item 9)00.00000.0.00.000. EEEEX -’V\O ')')O 033
12, Resultant lMark-up and Percentage
‘item 9, minlle 1tem 11 e e ,)f)o ‘)')0 ® 00 0 000 ® 0 0 0 0 o
13. Gross Cost of !Merchandice Sold
(difference tetween cost
~inventories on 1lines 5&11)|ceecee 770 n00 0ono
e e or
[ R 2 \
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it 1is btnt a short step to reduce it to cost by applying the.
percentage representine cost. The atove diazram is gi?en
80 as to enatle anyone to compute the figures necessary in
the conduct o? the modern department store.

With the many pos~itilities of price changes
it i8s readily seen that prices may vary consideratly during
any given period, and one would encounter difficulty in hitting
uoon 2 figure which wounl? represent the average mark-up or
mark-down as the case may te. F™or each department or for each
class of merchandise, inventory is entered at the beginning
of a period at both cost and retail figures. Likewise all
purchases during the period are enterei 45 203t and renail.
To %13 to5:1 retail "irure is added the sum of additional
mark-ups less mark-up canzellations. 3y observing these
rules consistently comvlete cost and retajl figures are
available at all times for all merzhaniise handled during
any given period. The differenae tetween the total cost
and the total retail figures is the margin of ~ross profit
or mark-up. This margin is nromputed as a percentase of the
total retail fisure and the comnlement of this percenta-e
represents the cost of merchandiise. With such costs at hand
the mﬁnaqers may have check-nos as frequently as desired
and it readily seen that such available data world oive the
user a decided advantace over competitors who do not have
acce~s to similar 1nformation.(3)

*rom the total retsil figures are subtracted net
‘sales fcr the pericd plus mark-downs less mark-iown can-

cellations. ™he resulting fizure is the took retail value
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of the merchandise which should te on hand. In order to saccount

for any losses the physical inventory would have to te taken

and serve a= a check, btut this eclearly is not necessary more

than once or twice a year. At such times discrepancies may bte

adjusted and listed as a shortage or overage as the case may be.

To the actual retail inventory figure is applied the complement

of the percentage of mark-up in order to ascertain the cost or

market valunation of the closing inventory. The two diagrams

which fnllow will illustrate the method of haniling such

mark-ups or mark-downs.

Correct llethod of Handling Additional llark-ups

Merchandise _Cost Retail | Mark-up | % Mapk- (% Cost
Opening Inventory...... | 22,000 [%3,000 [%1,000 | 33.33 |[66.67
Purchases ,........c000 3,000 4,000 1,000 25.00 756.09
Additional :Iark*up‘l!et) e 00000 h 500 500 EEEEEEREI R
Total Inventory........ 5,000 7,300 2,300 31.51 68.49
Net salee * 0 0 0 00 060 00 00 % 0|0 s 00 00 0o 5'215 ® 0 000 0 0 O ....0‘.... e o 0
Retail BOOk Inventory‘. ® 0 0 0 000 0 0 2’085 e 0 s 0 00 0 O ® ® &6 0 0 0 0 0 o o 0 0 o0 o
Cost of Inventory = 68.49% of Rethil

Correot lethod of Handling lMark-downs

Merchandise Cost Retail | Mrk-up |% Urk-up | % Cost
Opening Inventory.....|%2,000 3,000 | 81,000 33.33 66.67
Purchases.............| 3,000 4,000 1,000 25.00 76.00
Total Inventory ......| 5,000 7,000 2,000 28,57 71.43
met sales e 0 @00 06000 0 0 .......0. 4’715 ® 5 0 00 00 00 ® e 00 0 0 00 ® © ¢ 0 @
Add I\'Iark-downso‘ooooco ® 6 © 0 0 0 o 0 400 ¢ 0 0 0 0 00 00 ¢ s 000 0 00 ® & @ o O

50115

Retail BOOk Invontory @ o o o ¢ 0 0 O 1.885 s 0 000 00 00 e 0 0 ¢ 0 0 0 o0 ¢ 0o 0 0 0
Coat Value of Inventory = 71.43# of 1885[= *1,346.46
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i{th the government enteringe npon its Tncome Tax
prceram, the question of inventories immediately ceame into
the lime light. ™he reculation nubtlished bty %he Treasury
Nepartment says, " In order to reflect the net ircome
correctly, invertories at the tecinnins and eni of each
year are necessary in every case in which produetion,
purchase, or sale of merchandise is an income-producine
factor.” (Article 1581 page 316° Regulation €2, Mreasury
Nepartment, United States Tnterral Revenue, 1022 edition.)

The interest of the Treasury Nepartment in methods
of inventory calculation 1= easy to understand, since in
undervaluning ar. inventory of merchandise correspondingly
understates the inccme of the business. It ie not strange
therefore that the federal tax authorities refused to accevt
the returns of Aepartment stores tased on the retail method.
In the mcantimc. department stores interested in retaining
the system for internsal control purposes, were pnressing their
caées upon the attention of the Mreasury Department. "réde
Assoéiations also made special efforts to secure nermission
for retaill merchants to vse the retail method in making out
their tax returns. Tn reanonse to these avpeals a numter of
rulin~s have followed which have had consideratle tearing
upon the qguestion of adonting the retail méthoﬂ.

On August 16, 1229, Mreasury decision 3758 amended
the exigtine income tax resulation tyv irnsertinc an article
permitting rztail Ary goocds merchantas to make their tax
returns on the basis of the retgail method. Later the same

privilege was extended to othner than dry goods merchants



and the final atand of the federal department is summarized
in their statement of !March 22, 1023, which added to previous
rulings the provision that wnere a fictitious book profit
was shown by a retail store at the time when it changed from
the cost to the retail system of computine inventories, such
took profit need not be included in the taxatle incorme. Tnis
last rulinc femoved from many stores the final otjection to
the method or to its adoption. It is seen then that the
Treasury Nepartment does not orly sanction the use of the
retail method but has made every rroviesion so as to make it
possitle for 1t to be adopted.

NDepartment stores using the retail method have
found that the advanta~-es which the system holdis over
other methcds are of two classes: (1) advantages connected
with the actual takire of*he inventory, ani (2) advartaces
in facilitating stock control,

"hen an inventor— is taker to determine tne cost
of goods on hand, it tecomes necessary to translate the
code back to cost figures. This step is usuvally attended
with many errors. 3y usine the retail method this process
of decoding is unnsecessary. In addition to this protection
arainst errore, a distinet saving of time is made possitle.
In some instances department stores have reported a saving
in time amounting to one half has bteen accomplished becaurce
the retail fipures are written clearly and may te recorded

without any difficulty.
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As the physical inventory tecomes merely a means
of checking against the book inventory, it may te taken at
a convenient time as well as at a time when the stocks are
low in various departments. Every one ie familiar with the
usual custom of up-turning the entire s%ore at the close of
the holiday season. llew stock has to te 1aid out and inven-
tories taken,a jot wvhich compresses into a day or two - *ne
work of as many weeks,

iven more important than the advantaces enumerated
atove is the possitility of determining the proper valuation
of merchaniise on hand during 2 declinine market. Federal
income tax regulations do not permit of arbiérary percentage
reductions to allow ®ocr price declines. In the use of the
retail method either cost or market may te used depending
unoon which is lower. Under the 0ld system therefore it is
necessary to o throush the entire stock and re-value every
article in order to meet the requirement of treésury officials.
In order to indicate the importance of this last point the
experience of a large eastern dorartment store will bte cited.
™he sales of this firm were in excess of *25,770.7970. annually,
and prior to the adoption of the retail method in 1923, the
expense and difficulty of makine an accurate appraisal at
inventory time was so ecreat that for several years the firm
had preferred to take the inventory at cost and run the risk
of paying taxes on nnrealized profits. T™his point is enhsnced
when one tears in mind that the years prior to 1723 were
years of read justment followins the war. Prices were on a
continual decline.

Another advantase of far-reaching importance is



found in the fact that it shows at any time the effect on
the gross margin of the mark-downs of the merchandise in
stock., ™his feature makes it unnecessary for an enterprise
to g0 throush the season entertainine the telief that =
satisfactory eross margin is bteins maintained only to find
2t the end that it was inadeynate.

T™he point has previously been made that there
has teen a decided trend toward inventory reduction. This
is true even to the extent of making the stock-room a thing
of a past age. T™he retail method claims particular merit
in this connestion tecause the stock fipure which has teen
set un is more effectively Leld to. ™he experience and
testimony of a department store located in Atlanta, Georgia
will be interesting to say the least. T™he manacer of this
store stated that they were atle to reduce their inventory
#1397,770. dnring the first two years which they used the
gsystem referred to, and felt that nothing more could te

done along this line only to be surprised bty making another

reduction of 223,090 the following year. As one reflects the

meaning of sueh reduction upon the returns on capital
invested, as well as reducing the hazards connected with
style changes, shelf-wear, insurance costs and many other
elementa which miesht te named, the system is gseen to have
congideratle merit.

The merchant often suffers great losses in case
of fire. "he best he can do is to guess at the amount of

stock lost, and often he is not atle to meet the convincing
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arguments of the trained insurance experts. On the other
hand if he has cold took figures to present his risk is
reduced ard the time of makine adjustment stands to be
rediuced as well.

One noint acainst the method is that it i¢ an
averaging method. This objectior shows uv when there is
a disproportionate amount of hieh or low cost goods. Thus
the valuation is too high when more low cost =goods are
included than hieh cost, and similarly too low when more
high cost goods are carried. It would seem that this
handicap eould te overcome if the inventory were divided
into sections conforming to certain price levels and then
make the mark-up or mark-down applicatle to each price
level as a unit. ™hese units could later be combtired into
a whole for recording vourposes. For all practical purposes
rowever *lc danger of errot is tut very slight. A second
otjection is the fact that accuracy is depcondent upon the
proper mark-downs, 3But this point does nct apply to the
retail method as teing peculiar to this method. The solution
of course liee in makine the oroper mark-iowns as soon a3 they
are evident. ™he thiri ohjeation 13 also open to question.
It 18 charged that more clerical aid is reguired, which may
be true in very small storea. In stores whose averaze salesg
amount to *500,799. arnually there should'be a savineg of no
mean amount. At any rate such costs should be compared with
the costs of physical inv:ntory taking, or with the advantares

offered.along other lines.
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“orm rumkter 1°¢ vhich 1e precented nerewith,becanss
of it=s complexity, > nould hive ~orc~ideratle explanation.
"ne precenf tendenny is +*o have the various fs~tors per-
tainin~> to the tuciness nrder conestant control, 7Tr order
to ma¥e this possitle, *hne fact=s noncernin~ tnhne=c elenersts
muet likewise te Vbnown, and be =0 c2oordinated that this

v

relationcship v*.1 «*+: % o4 with the minimum amount of

etudy on the part of manacers., Tne atove ~hart has teen
dAesisned to place the maximum amourt of information sat
the finger-tios 0®f those in charre.

A eclance at the chnart will show that the merchandise
inventory a= vell as purcnasee durine a peris® are carried
coth a% rco9t and retail prices. 7“olumn 2 therefore represents
the per cert of mark-un of the inverntory additions., "hie is
obtained ~y firat enbtractine the cost from the retail, and
tnen divide the result tyv the retail orice. Ax indicated tais
*ives the per cent of mark-uo aa 29,37. anid represents the
mar¥in of eross orof4t. Tn nearly all tusinecses it tecomes
nezessary to sell various items at a reducel price. “ucn a
reduetion is termed a rarv-dovn., "™e have assumed that in tne
example <iven,a mark-down 5° #2970 hase heen madas ani we wich %o
know what per cent thie ie of our =ales orice, 3y Aividing
290 br *497,270 we find that it 150397, Acain it 18 almoet
nntrirkatle that a department store would zo throush any
accountin~ oeriod without realizin~ a shrinkace in soods.
Maie, ac alrealy stated 19 accecrtained bty comnaring the btook

invertory with the actual amount of the phy:ical inventory



Jueh comparisor is mate in morey valve, or ry ~omparin~ the
retnil orices o t ¢ two inverntorice. Axain w3 wisn to krow
a4t cer cent this *25. i3 of the retail value of the <tock

n

gold. . Accordinely we livide *L5.7) ©ty "49,290 «nd zet as
our result .72 7. “olumn © i3 obtaineA bty ecomtining conmns
4 and ¢ a9 is recadily =seen. éy havine available the sellire
price of the mercnandise whi~sn wae ovrenase? and on hand, a9
well as the net sales for the period, ve can egeily arrive
at the closin> inventorr b7 merely rutftractine sales fromnm
the reteil value of the ~>01s neld Anrir> the period, As the
mark-np was 29,37 oer cent, we take tha conpleent of this
which 12 77.63" 0° ti1e retatl irventory, anrd therety arrive
at the coct 0f csuch inventory.

It 1s fairly =2afe to assume thrhat the closine
invertory of ore period will te anoroximately the same
18 th= inventory 0" arother veriod, we are led %o roneclnude
that thece i~ventorie: repracert the averare investrment.
of a given tusinean. As 218 bteen onreviously nointed out
these elemente are hasel on the same denominator, tein=
exoressed ir terms of sellins price, and hry dividine tae
net ¢alec bty the closin- inventory we arrive at the rate
of turn-over Anrirne any siven ouriod of 4ime., Colurmn 13
ig ottajined hy applyine the pnernertace of column 14 to
¢column 8 whizh bty means 0f the ¥Fnovn cost of #0048 3014
enaktles tne accountant to mare ovt statements and eqticfy
the manarement tha% the tusiness is proeressine in the

risht Airection. ™he ~ross oprofit ia found bty snbtractines



numter thirte;n from numter eicht. . uite often the srocse
profit of a store is very satisfastory, but when the variouc
operating expenses have been deductel the net profit is
entirely inadequate. Tt 18 therefore illuminatine to

think 0 the groee profit in terme of per cert of cales,

mhe assumed operating experses amourtine to *6,57) are

of course artitrary, tut kr csubttractine this amonnt from the
~rosg profit of *11. R17 we have left “5,317 ae net oprofit.
Tt js'always intereetine to krnow what oer cent of sales tne
net profit is, and as tefore we Aivide the net profit ty

the net sales ficure and eennre as our result 13.22 pe".Ccnt.
Item 21 which is”discount ~iven” .mounts to *25. and must also .
te Aedneted from net operatinz profit. "his leaves us the
amount of *5,2¢2.79 as net sain, or total profit. Again

the manacer would ask, " That is the per cent of gain on our
investment?" M™nig last information ies desired ty everyone
havine the lcast interest in tne bueirness. The chart whicn
we have just discussed is ¢nite naturally termed a lferchandise
Synopsis, becaﬁse it trin~s tocether into one picture a larwe
amoun* of interesting data, whish makes valuable comoarisons

oossitble and finally more efficient and orofitahle r~on“rol.
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