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PREFACE

There you have it: a quick summary within this allotted space of one individual's observa-
tions, participations and survival in the midst of dynamic undercurrents. . . {and} into the
hectic preoccupations of today, some of which have already led to decisions and pronun;
ciamentos growing out of involved concepts that will have to be retraced [and possibly re-
formed and simplified] if the output of accountants is to continue as assimilable reading
material for the laity: a iaity that may in the end include the bulk of the profession. [From
Eric Lowis Kohler: A Collection of His Writings (1919-1975), The Academy of Account-
ing Historians, 1980}

This is the first edition of Kohler's Dictionary for Accountants. 1t is also the sixth
edition of E. L. Kohler's A Dictionary for Accountants. This is more than a play on
words. The first edition of the latter work appeared in October of 1952 and went
through a series of revisions with the final, fifth edition, completed in April of 1975
with publication only shortly befcre Kohler's death on February 20, 1976.

The first edition of Kohler’s original work constituted a landmark in accounting— a
plateau, one might say—which brought together and succinctly summarized much of
what hud goue before. It was **plateaulike™ in that it also provided a very broad base
for turther development not only by its clear and cogent summaries but also by bring-
ing mto focus the developments and concepts from a great many other fields for their
possibie bearing on future developments for accounting.

Kohler’s interest in the possibility of contributing a systematized body of terminology
and definitions to the profession and practice of accounting goes back at least as far as his .
experiences when serving as Chairman of the American Institute of Accountants” Commit-
tee on Terminology (1936). He had a good deal more in mind than any possible charge to
that committee, however, when he finally began putting A Dictionary for Accountants to-
gether. For one thing he saw this work as part of a continuing effort for developing a general
set of accounting principles and for improving (in every sense of the word) accounting prac-
tice. For another thing, he saw it as an opportunity to reach beyond accounting to bring in
terms and concepts from related disciplines and to adjust or adapt them for use in account-
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ing. The result was much more than a dictionary, or at least it was much more than a diction-
ary of accounting. At numerous points—and especially with words that he regarded as basic
to accounting——%(ohler filled out the definitions with brief essays and elaborations that are
really gems of synoptic insight into accounting issues, problems, and practices at very basic
levels. This much is pure Eric Kohler. To reach beyond accounting into other disciplines,
however, he had to have help from a variety of individuals, many of whom are acknowi-
edged in the first edition. Two who continue to deserve mention for these types of contribu-
tions to the original edition are Samuel Nakasian and David Rosenblatt, the former for his
contributions from economics, especially international trade and commerical practices,
and the latter for his contributions from formal logic, statistics, mathematics, and science
generally.

One of the editors of this edition (Cooper) also assisted in a good deal of the work on
the first edition and was thus in a position to observe Kohler’s style and method of work.
In such situations, Kohler quickly threw himself into each idea and, not being easily sat-
isfied with modes of expression by others, he would re-write and rewrite each such con-
tribution until it fitted into the grander scheme of things that he was visualizing for his
dictionary. A good example is the definition (and discussion) of the term axiom, which
has been carried forward pretty much intact from the first edition into this one. A product
of collaboration between Rosenblatt and Kohler in this kind of process, it represents a
marvelously succinct discussion which, characteristically, winds up with an attempt—the
- first we know of—to axiomatize accounting at very basic levels. In addition, in the dis-
cussion accompanying this definition, Kohler also summarizes and rationalizes (again
succinctly) one whole prong of the dictionary and relates it to the rest of accounting (and
science) by observing that *‘in'#h applied field, such as accounting, the axioms are identi-
cal with propositions which belong equally to other disciplines.”’

All parts of editions one through five of A Dictionary for Accountants were either con-
tributed originally by Kohler or else filtered by him through a process such as we have just
described. This continued through the fifth (and last) edition, which he conducted on his
own even while the accelerating pace of change in accounting, in other disciplines, in
technology, in business, in law (including tax law), and in the world in general made this
increasingly difficult to do. In our case, however, and for this edition, we proceeded in a
different manner and called for help from others whose names, along with the fields in
which their help was solicited, appear in Contributors to the Sixth Edition. The additions,
deletions, alterations, and expansions that are contained in this dictionary relative to the
fifth edition of A Dictionary for Accountants could not have been accomplished—indeed,
we would not even have attempted it—without the contributions from these individuals,
and, in addition, the revisions to the infra structure undoubtedly reflect the influences of
our long-time friends and collaborators, A. Charnes and H. A. Simon, as well as R. M.
Cyert and George Kozmetsky.

Having made this acknowledgment, we also need to absolve all of the above individu-
als from blame for any shortcomings. Knowing that we would be preserving much of the
previous edition, we secured the consent of each of these persons to edit their contribu-
tions as our own judgment might dictate in order to obtain a (more or less) uniform style
and degree of coordination. Although many of the contributions from each of these indi-
viduals found their way into other parts of the dicitonary-—at least by cross reference—it
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would really be quite impossible to track and credit them individually. With their permis-
sion, we therefore stopped at identifying each of these persons with the major fields in
which their contributions were solicited. We did not check the results of our editings with
any of these individuals and so we can only express our gratitude to them and hope that
what they find in this dictionary meets with their approval.

We also wish to make the following copyright acknowledgments. Various terms and
phrases taken from the pronounceiment of the Financial Accounting Standards Board are
used throughout this dictionary. They are used with the permission of the Financial Ac-
counting Standards Board, which is hereby gratefully acknowledged. Most of the terms
contributed by Leon E. Hay in the areas of nonprofit accounting came from his book, Ac-
counting for Governmental and Nonprofit Entities, and permission by Richard D. Irwin,
Inc., the publisher of the book, is hereby gratefully acknowledged. In both cases, they
extended their kindness even further and allowed us to indulge in only blanket acknowl-
edgments in order to accommodate the needs of a dictionary in which specific acknowl-
edgments at various points would have been extremely difficulty to make.

Although we made a determined effort to preserve as much as possible from the fifth
edition, the pace of progress noted above did force extensive changes and alterations.
Soine occurred in the form of new terms and the revision or elimination of older ones to
reflect the many changes in accounting, auditing, tax law, etc., which have occurred
since the fifth edition. Similar changes also occurred in terms from related fields, where
to make room for. newer developments (e.g., in statistics and computers), we found it
necessary to delete or condense some of the other materials in rather drastic fashion.
Some of the reasons for the latter deletions may be of interest. For instance, as a case in
point, we eliminated a good deal of the material on statistical quality control that appeared

" in editions one through five because, in our judgment, the intentions of the original inclu-

sion had been accomplished—as witness the widespread use of these ideas in many parts
of contemporary practice. We did not omit the basic ideas of statistical quality control,
howewer, but only some of the copious buttressing details that appeared in earlier edi-
tions, as possible aids to applications in accounting, because we believed it more impor-
tant to draw in many other new and important ideas from statistics and related areas such
as operations research and management science.

The impact of computers and related developments on accounting practice and research
also made it imperative to find a way to bring in material pertinent to these developments
without unduly expanding the resulting book. Much of this was accomplished by omitting
tables—such as the logarithm, compound interest tables, and related nomographs—which .
appeared in previous editions. It is perhaps of some interest therefore to observe that, in
our minds, the availability of such tables in a book like this one appeared much less neces-
sary in this edition, e.g., as devices of convenience, because such information as may be
required is now easily obtained not only from computers but also from the small calcula-
tors that almost all accountants now carry in their pockets or briefcases.

The fifth edition contained slightly more than 3,000 terms. This sixth edition contains
4,538 terms. of which 2,660 were carried over from the fifth edition, many being drasti-
cally revised, and 1,878 are newly defined terms, a ratio of roughly 60% old terms versus
40% new terms. While this itself indicates the considerable degree of revision that has
been made, the real extent of revision might be such that more than half of the materials



are new, since a significant portion of the old terms have undergone extensive changes
and updating.

~'We have continued the tradition of the previous editions by alphabetizing compound
words as though they formed a single word. All numbers are spelled out and all nonalpha-
bet characters such as a hyphen or an apostrophe are omitted before forming the single
word for the purpose of alphabetizing. Thus, for example, ‘‘directors’ report”’ is alpha-
betized as if it were spelled directorsreport,’” hence it is placed between *‘direct material’’
(spelled ‘‘directmaterial’’ and ‘‘direct overhead’’ (spelled ‘‘directoverhead’’). This
method of alphabetizing, which is called the letter-by-letter principle of alphabetizing (as
against the word-by-word principle), has been widely used in dictionaries.

We have also continued the tradition of italicizing terms defined elsewhere in the dic-
tionary, or else we indicate such an appearance in other ways such as “‘See...”” or *‘q.v.,”’
for quod vide (or *‘which see’’). There may, however, be a variation in the word ending
between the italicized word and the term defined in the dictionary (e.g., adjective versus
verb, past versus present tense, singular versus plural, etc.). Also italicized are names of
journals and books, foreign words, section headings, mathematical symbols, and words
with emphasis, but these should be clear from the context.

As a new attempt to facilitate referencing terms in the dictionary, we have supplied an
index at the end. The index is an alphabetical listing of all terms defined in the dictionary
together with the page number where the term is defined and zero, one, two, or three dots
to indicate the size of the\defmition (more dots, more detailed) as described at the begin-
ning of the index. The idea is to allow a reader to scan the index in a fashion that should
often be easier and more rapid than paging through the dictionary itself in search of a term
that may perhaps appear in another form.

Finally, we would like to express our appreciation to our assistants who played an in-
dispensable role during the entire duration of the project. .

The first of our acknowledgments goes to the DEC-20 Computer System at Carnegie-
Mellon University (in the spirit of our mutual friend and colleague, Herbert A. Simon,
who believes that the computer is capable of acquiring a personal identity). The most typ-
ical characteristic of a dictionary project is the enormous frequency with which a need
arises for classifying, sorting, searching, and referencing words or sentences. Without the
aid of an efficient computer system, the amount of clerical work would have been
overwhelming. Fortunately, Prentice-Hall supplied us at the beginning of the project with
a magnetic tape of the fifth edition used in its composition. After a suitable character
conversion and an elimination of composition marks, the tape provided a basis for the
sixth edition. At the end, after entering all the changes, additions, and deletions, followed
by a conversion back to the compositor’s characters, we were able to supply to Prentice-
Hall a magnetic tape of the manuscript in a form acceptable to the compositor that can
speed up the preduction process considerably. This and other parts of the work were made
possible by help from Ron Ledwith of Prentice-Hall, supplied in a ready and easy manner
that probably belies the effort and thought he expended. To the list of such assistance
from Prentice-Hall should be added the high-quality resuits of the efforts of Barbara
Grasso and Sally Ann Clauss, who served as production and copy editors, respectively.

The excellent computer system at Camnegie (one of the best in the country) offered effi-
cient operation for editing, sorting, checking of spelling, prirting, tape processing, and
tape conversion. We wrote numerous computer programs as needs arose at various phases
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of the project, all in APL (which stands for A Programming Language). This is a high-
level general-purpose language particularly suitable for this type of work because it
processes arrays of characters all at once, thus eliminating tedious looping and indexing in
programs, while most other computer Janguages process one character at a time. Needless
to say, our acknowledgment extends to the persons at the C-MU Computation Center who
have made the system function in such an exceptionally efficient manner.

Tomo ljiri spent laborious hours at a computer terminal, typing in all of the new and re-
vised (and re-revised) materials—often helping to correct errors she detected in the proc-
ess. During the more than four years that this project lasted, she continued at this effort
even when the editors found it necessary to attend to other matters. Similarly, Ruth Coop-
er helped with much of the cross referencing, and her experience as a practicing lawyer
was drawn upon many times. This, in addition to the patience and encouragement provid-
ed by Ruth and Tomo, made the continuation of this endeavor possible and often made it
even pleasant or at least bearable during its long duration.

While intensive care has been exercised to minimize efrors of various kinds, we are
sure that some must have occurred, not only errors of a clerical variety but also more seri-
ous errors of commission and omission. However, the task goes on. This is surely not the
last edition of this dictionary. In the interest of perfecting future editions, we solicit the
help of readers in calling such matters to our attention. Comments, suggestions, and criti-

-cisms will also be appreciated and may be directed to either of the editors. In this way, we

may perhaps continue to progress on issues such as those mentioned in the headnote to
this Preface.

W. W. Cooper

Graduate School of Business
The University of Texas
Austin, Texas 78712

Yuji Ijiri
Graduate School of Industrial Administration

Carnegie-Mellon University
Pittsburgh, Pa. 15213



AAA = American Accounting Association.
Abacus See accounting journals.
abandonment The complete retirement of a

tax. Under the Internal Revenue Code, a
claim in abatement is not permitted as to in-
come, estate, and gift taxes.

fixed asset from service, following salvage or
other reclaiming of removable parts; as, the
abandonment of an exhausted coal mine or
oil well, or street-railway tracks upon the in-
stitution of bus service; see retirement.
Under the income-tax regulations, an aban-
donment loss deduction is allowed only on
property of a capital nature (generally ex-
cluding depreciable assets employed in a
business), the intention to abandon must be
evident, the usefulness of the property must
have been completely terminated, and there
must be no possibility of any future use of the
asset. Under special rules, a retirement loss
may be allowed on the abandonment of
depreciable business property.

A provision in contemplation of future
abandonment is a provision for obsolescence:
such a provision or the loss recognized when
the abandonment occurs is not a capital loss

“for income-tax purposes but may be deducted
in full. See fixed asset; depreciation.

abatement 1. The cancellation of a part or all

of a past or prospective expenditure.

2. A reduction or cancellation of an assessed

3. Any item of incidental income accounted
for as a reduction of a general cost; as, the in-
come from minor sales to outsiders of elec-
tric power produced by a generating plant
owned by a manufacturing enterprise.

ability to pay Having sufficient resources to

liquidate or otherwise discharge obligations
when due. It may be measured in terms of
“wealth™ or total assets; or it may also be
restricted to liquid assets or even cash. *‘In-
come’” is also a pertinent measure, especially
in taxation, where it often assumes the form
of “‘relative’” ability to pay—a guiding prin-
ciple, or justification, for graduated tax rates
as in the federal income tax. It is also reflect-
ed in the timing of tax collections. In some
circumstances, taxes are collected when cash
is received rather than when income or sales
are accrued. Thus, recognition of taxable in-
come is postponed on installment sales, but
rents received in advance are taxabie when
received.

abnormal costs 1. Unusual or atypical costs

which are usually irregular and unexpected in
their occurrence.



abnormal costs

2. The difference between expected costs
under normal conditions and the actu‘al costs
incurred.

3. The difference between expeucd costs and
the actual costs incurred:. -

4. Costs which should have been avmdable
under the actual conditions which prcvalled

abnormal lost units ‘1. The loss of output units

through shrinkage of spoilage which should~

not have occurred -under cost-efficient

.operating conditions. The cost of such losses

- is, therefore, not-a necessary part of the cost
aof producing units of good product.

2. The loss of output units which should have .

been avoidable given the existing specifica-
tion of raw material inputs, product outputs,

and production method. See shrinkage and

spoilage.

abnormal performance index (API) An in-
dex of nonsystematic changes in security
prices used to study the effects on security
prices of unexpected changes in accounting
earnings. The index is a cumulative average
“of the unsvstematic risk or unexplained vari-
ance of the returns on securities relative to
the return on a market portfolio. See capital
asset pricing model. 1t is usually formulated
as foliows:

NoT
:'{72 J1+M:t

where N = number of securities; 7 = number
of time periods; p;, = the part of the return
on security / in period ¢ explained by the re-
turn on a market portfolio, or the forecast er-
ror; and

T '
TL+ ) = (4 )L+ ) (4 ),
-

the 7-fold product of the (1 + ;).

abnormal shrinkage 1. Shrinkage which
should not have occurred under cost-efficient
operating conditions.

2. Shrinkage which should have been avoid-
able in the circumstances. See shrinkage.

abnormal spoilage 1. The loss of usable parts

or salable products which could have been
avoided under cost-efficient operating condi-
tions. The cost of such losses is not, there-
fore, a necessary part of the cost of producing
units of good product.

2. The loss of usable parts or salable products
which could have been avoided with existing
raw material inputs, product outputs, and
production method.

above par At a premium: applied to the market

quotation or price of a security or other item
of value, higher than.its face amount.

abscissa The horizontal or x axis in-a two-

dimensional coordinate system or chart.

absorb 1. To merge by transfer all or part of

the amounts in an account or group of ac-
counts with another account in such a manner
as to cause the identity of the first to be lost,
as by the transfer of operating expense from
basic-expenditure accounts to work in proc-
ess, or from work in process to finished
goods, or from finished goods to cost of
sales; or by the writeoff of a bad debt against
an allowance (reserve) for bad debt.

2. To "clude related actual costs in establish-
ing a price or a standard cost.

3. To spread costs through allocation or
proration (prorate). :

absorbed costs Factory overhead and other in-

direct costs which are allocated to products
or services. See overhead; cost absorption.

absorbing state A state which has a zero prob-

ability of leaving it so that, as in a Markov
process, the probability of transiting to some
other state is zero once an absorbihg state is
reached.

absorption account An account offsetting, in

whole or in part, one or more related ac-
counts, its purpose being to preserve the
identity of such accounts, as well as accumu-
late periodic transfers to other accounts; thus,
an account for accumulated depreciation; an



allowance for doubtful accounts. See splir-
account svstem; contra account; cost absorp-
tion; valuation account.

absorption costing The process of allocating
all (full absorption costing) or a portion
(direct costing and standard costing) of fixed
and variable production costs to work in
"process, cost of sales, and inventory.

abstract adj. Characterizing a property or rela-
tion considered apart from local or temporary
contexts, or a quality considered indepen-
dently of the object or event that possesses it;
pertaining to (a) that which is common to a
class; (b) a meaning that can be expressed by
a symbol that does not refer to anything
unique; (c) features not limited to a perceived
object; or (d) an expression calling attention
to such features. n. = trial balance.

Academy of Accounting Historians Founded
_in 1973, the Academy of Accounting Histori-
ans is a voluntary organization of persons in-
terested in the study of accounting history. It
publishes a newsletter, working papers,
monographs, and The Accounting Historians
Journal. A
accelerated cost recovery system (ACRS) In
order to stimulate investment, a new method
of depreciation was prescribed in the
Economic Recovery Tax Act of 1981, allow-
ing taxpayers fast cost recovery for tax pur-
poses. All tangible properties, new and used,
that are placed in service by the taxpayer
after December 31,. 1980, are eligibic with
some exceptions. (A major item in the excep-
tions is property which the taxpayer elects to
depreciate under a depreciation method not
expressed in terms of years, such as the unit-
of-production method.) Cost of eligible prop-
eny is ‘‘recovered’’ (depreciated) over a
predetermined period (one of 3, 5, 10, or 15
years based on the types of property) and at
predetermined rates. The rates generally re-
flect the results of using the double-declining

accelerated cost reom)ery system (ACRS)

balance method (1) with a switch to the sum-
of-the-years-digits method at an optimum
point, (2) with a half-year convention in the
year the property is placed in service, and (3)
with salvage value being disregarded. The
same rate schedule is applied to both new and
used property.

Thus, for 3-year property, the recovery
percentage is 33% in the first year, 45% in
the second year, and 22% in the third year.
For 5-year property, the percentages are 20,
32, 24, 16, and 8. For 10-year property, they
are 10, 18, 16, 14, 12, 10, 8, 6, 4, and 2. For
15-year public utility property, they are 7,
12,12,11.10,9,8,7,6,5,4,3,3,2,and !.
For 15-year real property, detailed percen-
tages arc specified based on the month in
which the property is placed in service since
the half-year convention is not used in this
case. These percentages are applicable to
properties placed in service after 1985 when
the law is fully phased in. For those placed in
service in 1981 through 1984, less accelerat-
ed percentages are specified.

Three-year property consists of autos,
light-duty trucks, equipment used in connec-
tion with research and experimentation
(R&D equipment), horses older than certain
ages when placed in service, and personal
property with an asset depreciation range
(ADR) midpoint life of 4 years or less. (ADR
is the depreciable life specified by the
Treasury Department for classes of assets
based on industry experience and had been in
use before this 1981 Act.) Five-year property
includes most machinery, cquipment, furni-
ture and fixtures, horses not in the 3-year
class, and some short-lived public utility and
real property. Ten-year property consists of
public utility property with an ADR midpoint
life greater than 18 but not greater than 25
years. railroad tank cars, some coal utiliza-
tion property, manufactured residential
homes and mobile homes, and real property



accelerated cost recovery system (ACRS)

with an ADR midpoint life of 12.5 years or
less. Fifteen-year property is public utility
property with an ADR midpoint life exceed-
ing 25 years and real property with an ADR
midpoint life of more than.12.5 years or with
no ADR life.-

In lieu of using the ACRS, a taxpayer may
elect to use the straight-line method over the
optional recovery periods of 3, 5, or 12 years
for 3-year property under the ACRS; over 5,
12, or 25 years for 5-year property; over 10,
25, or 35 years for 10-year property; and over
15, 35, or 45 years for 5-year property.
Such an e¢lection may help a taxpayer with
expiring net operating loss carryovers or
credit carryovers. A single recovery period
should be used for all property in the same
- class and placed in service in the same year,
except for 15-year real property, for which
the election may be made on the property-
by-property basis.
accelerated depreciation Depreciation at a
larger than usual rate because of (a) plant
operations at more than normal speed, use, or
capacity; (b) a useful or economic life ma-
terially less than physical life, as (i) mine
equipment, the physical life of which is in
excess of the estimated operating period of
the mine, its cost therefore being absorbed in
operating expenses over the shorter period,
or (ii) assets purchased for use in connection
with a contract, order, or job at the comple-
tion of which the assets will have a dimin-
ished or no foreseeable remaining utility; (c)
~ an excessive cost of construction occasioned
during a period in which materials and
skilled laber are at a premium, such exces-
sive cost being written off during what is es-
timated to be the high-price period; (d) the
decision of the Congress to stimulate invest-
ments of certain types by allowing rapid cost
recovery for tax purposes, as in accelerated
cost recovery system; (e) tax advantages aris-
ing from the use of declining-balance method

4

and sum-of-the-years-digits method (see
depreciation methods); (f) other conditions
giving rise to limited or lessened economic
use. The federal income-tax regulations give
little or no recognition to items (a) and (c),
except through optional methods of depreci-
ation. See accelerated cost recovery system;
depreciation; depreciation methods; obsoles-
cence.

acceptable quality level (statistical quahty

control) A predetermined degree of quality,
generally in terms of number or percent of
defective items in a lot or batch of goods,
which is regarded as satisfactory in the sense
that such quality will be accepted by the in-
spection procedure a high proportion (gen-
erally 95% or more) of the time; often re-
ferred to as AQL.

acceptance |. A promise to pay, by the drawee

of a bill of exchange, usually evidenced by
inscribing across the face of the bill “*accept-
ed,” followed by the date, the place payable,
and the acceptor’s signature. Any words
showing the intention of the drawee to accept
or honor the bill are sufficient, however. The
effect of the acceptance is to make the bill
equivalent to a promissory note, with the ac-
ceptor as maker and the drawer as endorser.
See bank(er’s) acceptance; promissory note.
2. A bill of exchange accepted by the drawee.
3. A trade acceptance.

4. The action of one of the parties to a con-
tract to make it valid, following the offer of
the other party. The acceptance may be made
orally or in writing, depending on the nature
of the contract.

acceptance sampling (statistical quality con-

trol) Use of samples to determine the accept-
ability of submitted lots of goods. Accept-
ance sampling by attributes is probably the
predominant practice, the inspection test in-
volving either a classification of the sample
items as good or defective or a count of the
number of defects per 100 units. Acceptance



sampling by variables is also possible; where
feasible it possesses greater efficiency per
unit inspected than does sampling by attri-
butes. However, both methods involve as-
sumptions concerning the distribution of
quality within the lot, and these assumptions
place a real restriction on the general applica-
bility of acceptance sampling by variables.
The inspection test consists of measuring
some quality characteristic of each item in
the sample. Judgment on the lot is then based
on the data resulting from this measurement.

Acceptance sampling by attributes is di-
vided into four types, according t& whether
single, double, multiple, or sequential
(item-by-item) samples are used. Under sin-
gle sampling, a sample consisting of a
predetermined number of items is taken at
random from a lot. On the basis of this sam-
ple evidence of production quality, the entire
lot is accepted or rejected. This scheme in
many cases requires a relatively large sam-
ple. Although inspection of the sample may
be curtailed in various ways, this is seldom
desirable. A better alternative is to seek other
sampling schemes that yield corresponding
(matched) protection with lower inspection
costs. ’

Double sampling may, in many cases, and
with less expense, give the same degree of
guality protection as single sampling. Dou-
ble sampling proceeds in two steps. A rela-
tively small random sample of items is taken
from the lot and inspected on the basis of
predetermined standards. From the evidence
obtained through this first sample, it may be
* decided to accept or reject the lot. Since the
sample is relatively small, the evidence
yielded by it may prove inconclusive. When
such is the case, a second sample (usually
larger than the first sample) is taken at ran-
dom from the remainder of the lot and the
results of the two samples are combined to
determine whether to accept or reject the lof.

acceptance sampling

Muitiple sampling constitutes a logical ex-
tension of double sampling, except that suc-
cessive samples, where needed, are the same
size as the first sample. For each sample,
three decisions are possible: (a) accept the
lot, (b) reject the lot, or (c) take another sam-
ple because the accumulated evidence
throngh that stage is inconclusive. In multi-
ple sampling, the ‘‘group’’ or ‘‘block’’ sam-
ples are always small relative to the single or
double plans being matched and are accom-
panied by acceptance and rejection numbers
that maintain the specified degree of quality
protection and arranged to force a decision
by at most nine (and frequently fewer)
blocks. ‘

Sequential (item-by-item) sampling re-
sembles muitiple sampling i principle, the
block size being simply one item, so that the
three possible decisions are available after in-
spection of each unit rather than at the end of
the inspection of a group of units. Also, in
sequential sampling, inspection could contin-
ue all the way through to complete 100%
sorting of the entire lot, although in practice
this is never done. decisions under this
scheme being consistently reached after the
inspection of fewer pieces on the average
than under any of the other three types. Be-
cause sequential plans are easy to design,
they are extremely flexible and can therefore
be ‘‘custom-built’’ to fit special protection
requirements with greater precision than is
possible under any of the other three types of
sampling. The major obstacles to the practi-
cability of sequential sampling are the highly
variable inspection load it imposes, with its
attendant handling costs, and the necessity
for careful training and supervision of the
inspection personnel to be entrusted with
using it.

All four types of sampling plans are based
on definite protection features in terms of
calculable risks; standard tables are available



acceptance sampling

covering a wide range of quality protection
and providing appropriate sample sizes and
acceptance and rejection criteria.

Developing experience with sampling
from successive lots of goods and the mainte-
nance of a p chart (see control chart) in con-
junction with sampling may be used as a
guide for sample redesign which will resuit in
reduced or tightened inspection.

For plans with matched protection fea-
tures, techniques are available for determin-
ing how the four types of plans compare as to
the average amount of inspection required to
reach a decision on the lot. Multiple sarmpling
plans will generally have a decided advantage
in this respect over the corresponding single
or double plans at ail levels of incoming lot
quality, and sequential plans will be even
more frugal in this respect than multiple
plans.

" accessions tax A proposed alternative to the

present taxation of gift and estate transfers,

which would levy taxes on the recipients of .

gifts and inheritances rather than on the
transferors, with progressive rates applied to
the cumulative amount of all wealth re-
ceived. See inheritance tax; death taxes; uni-
fied transfer tax. ' :

access time (computers) The time between
which data are requested and delivered from
a storage device. This includes latency time
and seek time as well as time to transfer data.

accommodation endorsement An endorse-
ment by one person, without consideration,
on a note or other credit instrument to which
another person is a party, for the purposc of
establishing or strengthening the other’s
credit; as, a corporation’s endorsement on
the bank loan of a’subsidiary. See commit-
ment; contingent liability.

accommodation note (or paper) A note
signed by one person as maker, endorser, or
* acceptor, on behalf of another whose credit
standing is weak or nonexistent. As a rule. no

6

consideration is involved. the intent of the
signer being to act-as a surety or guarantor.
The power of a corporation to act as such a

. signer is often questioped. See contingent li-

ability.

accommodation purchase A good or service

acquired by an organization for another, or
for a customer or employee, usually because
of superior purchasing facilities, larger
discounts, or other advantage.

account n. 1. A formal record of a particular

type of transaction expressed in money or
other unit of measurement and kept in a ledg-
er.

2. = account current.

3. The amount owed by one person to anoth-
er, often evidenced by a statement showing
details. Sce account stated.

4. (governmental accounting) An appropria-
tion request appearing in the annual budget
of the United States.

5. Chargeable or creditable, as in the expres-
sion, ‘*for the account of, on behalf of."”

6. pl. = financial statements; as, the annual
accounts of a business enterprise. In British
practice, both books of account and year-end
financial statements may be implied.

7. pl. The bookkeeping records (books of uc-
count) of any organization, including jour-
nals, ledgets, vouchers, and other supporting
papers. '

v., with ““for’’: (a) To place in the books of
account; (b} to furnish facts supported by ex-
planations; (c) to return (tickets, coupons) as
unsold or unclaimed; (d) (auditing) to obtain
explanations that constitute accounting evi-
dence concerning an expenditure; with “‘to’":
to render an accounting (2).

In practice, there are no mechanical stand-
ards, minimum or otherwise, for the account
form. Required only are (a) the date, to iden-
tify the day or accounting period of the trans-
action or transaction group, (b) the source of
the item, so that when an error is discovered



or an internal or external audit is being made,
original supporting data may be readily re-
ferred to, and (c¢) the money amount. Book-
keeping machines and the use of punched
cards and data-processing equipment often
make possible the replacement of formal
journials and ledgers by a file of cards or a
tape or by summaries of such original data as
sales invoices. Making only total entries for
each month in the general ledger is a frequent
practice, and occasionally it will be found
that the general ledger itself has been dis-
carded in favor of ‘‘worksheet accounts,’
the latter being totals of classified transac-
tions. In most instances a formal general
ledger, often hand-posted, must be main-
tained, if for no other purpose, as an overall
index of the transactions of a period (see
* illustration under trial balance). In all cases,
however, whether the account forms be for-
mal or of the less formal variety, a strict pro-
cedure must be followed to minimize error
and maximize referability to seurce docu-
mentation. See ledger; double-entry book-
keeping.

accountability 1. The obligation of an em-
ployee, agent, or other person to supply a sa-
tisfactory report, often periodic, of action or
of failure to act following delegated authori-
ty. See responsibility; authority; accounting
(2); feedback, property accountability.

2. Hence (governmental accounting) the
designation of the account or amount of a dis-
bursing officer’s liability.

3. The measure of responsibility or liability
to another. expressed in terms of money, un-
its of property, or other predetermined basis.

4. The obligation of evidencing good
management, control, or other performance
imposed by law, regulation, agreement, or
custom. See audit (comprehensive audit).

accountability unit The unit selected as the
basis of accountability determination. See
zero-base budgeting; property account.

Accountants for the Public Interest

accountable 1. Having responsibility or liabil-

. ity for property held in trust or under some
other relationship with another. See account-
ability. :
2. (government accounting) Personally liable
for improper payments; said of a certifying
officer or disbursing officer.
3. Requiring entry on the books of account:
said of a transaction not yet recorded, often
with reference to its timing. See incur;
recognize. '
4. = responsible. See responsibility.

accountable officer (government accounting)
An authorized officer, certifying officer, dis-
bursing officer, or collecting officer.

accountable person One charged with ac-
countability.

accountable warrant See warrant (5).

Accountancy See accounting journals.

accountancy The theory and practice of ac-
counting: its responsibilities, standards, con-
ventions, and activities.

accountant One skilled in accounting. See
public accountant; certified public accoun-
tant; private accountant.

Accountant, The Sec accounting journals.

accountant in charge An auditor who super-
vises the field work of 2n audit engagement,
allots duties to assistants. reviews their find-
ings, and drafts reports.

Accountants for the Public Interest An or-
ganization of volunteer professional accoun-
tants devoted to serving the public good by
offering to analyze, in an objective manner,
the accounting, financial, and fiscal dimen-
sions of public policy questions. It also
serves local communities by providing tech-
nical accounting assistance to small nonprofit
organizations which cannot aftord to pay pro-
fessional fees. The first local body of. Ac-
countants for the Public Interest was founded
in 1972 in San Francisco, and by 1977 a total
of 15 such organizations existed in the United



Accountants for the Public Interest

States. In 1975, a national coordinating or-
ganization was incotporated, with headquar-
ters in San Francisco. See public interest ac-
counting.

Accountants International Study Group A
group of representatives from the Institute of
Chartered Accountants in England and
‘Wales, the Canadian Institute of Chartered
Accountants, and the American Institute of
Certified Public Accountants whose purpose
is to study and report on areas of accounting
practice common to the three constituent
groups.

Accountant’s Magazine, The See accounting
Journals.

accountants’ report = auditors’ report.

accountant’s responsibility The moral obliga-
tion assumed by an accountant, as a member
of a profession, as in, for instance, the obli-
gation assumed by a public accountant in
subscribing to a financial statement from
which information and guidance may be
sought by management, creditors, and inves-
tors. It connotes a conduct conforming to
professional, community, or individual
standards of propriety as opposed to those the
nonobservance of which might Jusufy or lead
to legal action.

account current Any personal account on
which periodic settlements are made. Exam-
ple: a consignee’s periodic accounting to his
consignor for sales, less agreed costs and
commissions. See account sales.

account form The usual style followed in the
presentation of a balance sheet—assets on
the left and liabilities and capital, or equities,
on the right, with equal totals—and less often
in the case of income statements; contrasts
with report form. See balance sheet; income
Statement.

accounting 1. The recording and reporting of
transactions.

2. Hencu, by extension. the origins, recogni-
tion, and disposition of transactions: (a) their
emergence (timing. guantification, often in
physical-unit, as well as money terms, clas-
sification); (b) their processing (system
design, internal check); (c) their recording
and grouping (bookkeeping); (d) their feed-
back ( internal reporting); () the continuous
critical testing of transactions (internal audit-
ing); (f) the fitting of transaction groups into
conventional patterns  (summarization in
Sfinancial statements); (g) professional exami-
nations of financial statements (audit (4) by
public accountanisy; (h) periodic reporting to
investors; government agencies, and the pub-
lic generally; (i) transaction projection
(budgeting and other forward-accounting ac-
tivities); (j) external reviews of and recom-
mendations on organizational functioning
(management services). Of these activities,
(a), (b), (c), and (f) have always been tradi-
tional, though the scope of each has greatly
expanded; (g) and (h) gained public recogni-
tion shortly before the turn of the century: (d)
and (¢) in the mid-thirties; (i) after World
War II; (j) a present-day outgrowth of in-
creasing involvement with organizational
structure and management functioning.

3. A report of transactions by one responsible
for acquiring, safeguarding, or administering
assets or incuring expense, the disbursement
of cash advanced, or the carrying out of any
assigned task. Examples: an accounting of an
executor to a court; an accounting between
parties in the settlement of a suit; an account-
ing for the operation of a petty-cash fund; a
report by an agent to his principal, whether or
not accompanied by a cash settlement for an
-amount owing. See accountability.

4. Hence, any report embracing the transac-
tions (including budget or forecast projec-
tions) during a designated period.

Accounting and Business Research See ac-

counting journals.



