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(1) Robert N. Anthony; Showdown on Accounting Prin-
ciples, Harvard Business Review, June, 1963, p. 99.
(2) Konrad Mellerowicz; Kosten und Kostenrechnung,
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(1D MAIEE HE FHEEIREE p. 90 2.
James H. Dodd; Applied Economics, 4th ed. p. 403.
Interest is the income that belongs to the owner for the
use of his capital in production. And if one uses his
capital in his own business and receives income from
its use, that part of his_income may be considered as
imputed interest; that is, a part of his income is derived
from the use of his capital.
Albert L. Meyers; Modern Economics, p. 423.
We must therefore explain why, after all other costs
have been met, there is a surplus in the form of in-
terest that is either paid to those from whom capital
has been borrowed or pocketed by the owner if he has
invested his own capital.

(2) Carl T. Devine; Cost Accounting and Analysis, p.
727.

The case for interest inclusion to determine whether to
follow one course rather than another is airtight. No
accountant or other businessman seriously denies the
necessity of interest for decisions of this kind. But
does this admission mean that interest on proprietary
investment should be considered in the determination
of periodic profit? Most economists and many trade
associations give an affirmative answer, Many accoun-
tants render a negative verdict,
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(3) Wyman P. Fiske & John A. Beckett; Industrial Ac-

countant’s Handbook, p. 76.
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(@ Computation of the interest on each item of invest-
I(]rzlie)ntl.)etermination of the amount of the investment.

(b) Selection of the interest rate.

@ Inclusion of a provision for interest in the overhead-
rate.

® Determination of the interest portion of the undera-
bsorbed overhead.
@ Provision made for recording the interest credit.
(4% A. Schnettler; Der Betriebswirschaftliche Zins, 1931,
. 9.

(5) Wyman P. Fiske & John A. Beckett; Ibid., p. 77.
A complication in interest calculations results from the
time factor. In most cases the application of Simple-in-
terest mathematics does not yield theoretically correct
answers. Accuracy of computation calls for the use of
compound interest calculations,
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(6) E.E. Staub; Digest of the Arguments Against Inclu-
sion of Interest as a Element of Cost(NACA, 1921
Year-Book, p. 68).

(7) Schnettler; a.a.O. ss. 62 ff.

(8) C.H. Scovell; Interest as a Cost, 1925, p. 51 ZId.
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(1) Carl Devine; Cost Accounting and Analysis, p. 637.
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The Betsy Bee Stamping Co. has a large machine
which originally cost $ 100,000, had an estimated com-
merdial life of twenty years and an estimated residual
value of 1,000. After ten years have passed a more
recent and improved model is placed on the market at
the same price. At this time the accountant’s book value
is $49,500, and the machine is in excellent physical
condition. A schedule of estimated operating costs with
the assumption that operations will be continued and
that the machine will be operated at full capacity has
been made by the accountant. The capacity of each
machine is 50,000 units each year.

old prospective

asset asset
labor direct $ 20,000 $ 10,000
repairs and upkeep 1,100 2,000
power 2,700 6,000
supplies 900 1,200
taxes 1,000 2,000
depreciation 4,950 4,950
indirect labor 2,100 2,200
building expense 800 800

$33,550 $ 29,150

Further information is necessary. The trade-in value of
the old asset, if the exchange is made at present, is
$ 6,000. If it is retained for ten additional years, the
residual figure of $ 1,000 applies. Interest is taken at
the rate of 6%.

The pertinent calculations on an annual basis are shown
in the following comparative table:

old prospective
asset asset
direct labor $ 20,000 $ 10,000
repairs and upkeep 1,100 2,000
power 2,700 6,000
supplies 900 1,200
taxes 1,000 2,000
depreciation 500 4,950
indirect labor and
building expense 2,900 3,000
interest on investment 360 6, 000
*interest on outlays 1,716 1,452

$ 31,176 $ 36,602
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*All expenses except depreciation and interest on in-
vestment were considered outlays. There is a reaso-
nably strong case for treating interest on investment
as an outlay for this purpose.

(2) John J. W. Neuner; Cost Accounting, p. 302
Z0Ee) =3 Neuner o] #BFRE 3IHsd &+
If costs are treated as statistical data and are not con-
trolled by entries on the general accounting books, the
interest item is recorded on the cost sheets as part of
the manufacturing overhead; but no journal entries are
made. If, however, the costs are controlled by the
general accounting records, journal entries to record
the interest on investment are:

6D
manufacturing overhead control ............ X X X
reserve for interest on investment ......... X X X

To record the interest on investment charge as an ele-
ment of cost.
@
reserve for interest on investment ......... X X X
SUTPIUS vevvrurertiriieerarnireessissesiranesersnness X X X
To record the amount of interest applicable to the
cost of goods sold.

The effect of these two entries is to divide the usual

net profit of a business in two parts:

(D interest on investment, which through the manufac-
turing overhead account increases the cost of goods
manufactured and through the surplus account in-
creases the net profit,

® the remaining net profit arising from the difference
between the increased cost of goods manufactured
and sold (increase due to the addition of interest on
investment as an element of cost) and the selling
price. If interest on investment were not used, the
net profit would equal the sum of the two parts thus
mentioned.
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