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T he National Association of Cost Accountants does not sta nd sponsor for views expressed
by the writers of a rticles issu ed a s Pu blica tions.
T he object of the Official Publications of the
Association is to place before the members
ideas which it is hoped may prove interesting
and su ggestive. The a rticles will cover a wide
range of subjects and present many different
viewpoints. It is not intended that they shall
reflect the particular ideas of any individual
or grou p. Constructive comments on any of
the Pu blica tions will be welcome.
Additional copies of this Publication may be
obtained from the office of the secretary. T he
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EDITORIAL DEPARTMENT NOTE
The paper for this issue encompasses the accounting
activities of one of our major industries. A great deal
has appeared in the public press concerning various
activities in this industry, including the movement for
conservation of its resources, its attempts at stabilization,
and other matters. Not the least important of its public
acivities has been the movement for more uniform and
better accounting in the industry as a whole. There has
also been a decided trend toward further integration and
greater control of the various aspects of the business from
production to delivery to the ultimate consumer. It is
probable that the methods of accounting employed by the
organization of which the author is the Controller can
be applied effectively to other businesses which necessitate
a farflung interest in several different lines of activity.
Mr. H. A. Gidney is a native of Boston, Mass. After
the usual high - school education, he became connected
with the public utility field. He served in various capacities with Charles H. Tenney & Co. of Boston from 1900
to 1919, excluding the War years, and, at the time of
the severing of his relations with them, he was the General
Auditor and Assistant Treasurer. His War service included a post as Major of Infantry and as Lieutenant Colonel in the Ordnance Department at Washington,
where he served as Chief of the Finance Section, having
charge of the organization and administration of financial
operations. Since 1920, he has been connected with the
Gulf Oil Corporation in the capacity of Controller. He
is a member of the National Committee on Uniform
Methods of Accounting of the American Petroleum Institute, and, therefore, brings to the subject discussed in
his paper combined the point of view of the private and
trade association accountant.
This paper was delivered before the Pittsburgh Chapter,
N.A.CA.
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METH O DS O F O IL ACCO UNTING
you to look upon my remarks as merely an informal
IWANT
discussion of some of the more important phases of oil accounting, and of the conditions and transactions with which the major
oil companies are now daily confronted. I have in mind a company which engages in all branches of the business from well to
consumer. The oil industry has grown rapidly in the past ten
years until now it is one of the most important industries in the
business world. By necessity, those companies which control their
own source of supply have found it necessary to seek oil in all
parts of the world where it is thought that oil is present in paying
quantities and can be brought to the refineries at a price that will
permit of its being refined and marketed on a profitable basis.
Consequently, the more important companies' activities are extended over great areas, thousands of miles apart. I speak of
this as it has some bearing upon the importance of accounting,
since it is only through the medium of reports that the responsible
officials are able to know what takes place and what results are
being obtained.
Although oil companies are in active competition, they have
united, for their mutual benefit, in forming the American Petroleum Institute, which acts as a clearing house for the exchanging
of ideas, the solving of general problems and the disseminating
of useful information to member companies and the public. Each
branch of the business is organized into groups; the accounting
branch has a national Committee on Uniform Methods of Oil
Accounting, which has made considerable progress in developing
a Uniform Balance Sheet, Income Statement, and Analysis of
Surplus. This was brought about by the appointment of a special
committee consisting of the chief accounting officers of the more
important oil companies in the United States who meet in regional
groups in various sections of the country and at least annually as
a national group.
After two years of effort, there has been adopted by the American Petroleum Institute a satisfactory form of report to be used
in presenting the oil companies' affairs to the stockholders, directors, officers and the public in general. This work was undertaken
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in order that correct principles of accounting would be recognized
and followed in these statements, uniformity of reports would be
posible to allow comparison and a correct understanding of the
showing portrayed in the figures presented could be had. The
work of this committee has been endorsed by the board of directors
of the Institute which is made up of the chief executives of the
more important oil companies in the United States. With this
endorsement, it is reasonable to expect that the form of report
and the principles of accounting adopted will go a long way
towards raising the standard of accounting in the oil industry.
The committee is now actively engaged in developing uniform
accounting schedules and text with respect to each branch of the
business.
Before going into the departmental phases of accounting, I
would like to touch upon the general policy and plan which seems
to me desirable in order to produce reliable, useful results. Accounting may be said to cover the intelligent recording of business
transacted and the rendering of accurate, useful statements, properly designed, analyzed and interpreted according to the needs of
business. The oil business may be described briefly as the searching for, procuring, moving, storing, refining, marketing and disposing of petroleum and refined products, including, of course, the
procurement and employment of personnel, property and funds
incident and necessary to the conduct of the business. The accounting records may be classified broadly as original source
records, books of record, financial, operating and statistical reports.
In order to make available useful information, it is essential that
the management of a company follow the policy of recognizing
that the chief accountant is a responsible officer of the company
who can and will be entrusted with knowledge of its plans and
policies, and will be charged with the financial responsibility for
accurate accounting and auditing, beginning with the original
source records and ending with the final, official reports of the
company. Subordinate accounting representatives who are charged
with the responsibility for various phases of this work should
report to the chief accounting officer and receive instructions from
him concerning the principles and form of accounting developed
and agreed upon in cooperation with the executive and operating
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officials. District auditors should have charge of the preparation
of complete financial statements covering the business of the district. It is only through this decentralization that the best results
are obtained and the rapid expansion of the business is properly
handled.
Unless the accounting officer has control over the form and
make -up of records at the source in cooperation with the operating
officials who have direct charge of the work, it will be impossible
to produce accurate results. To a large degree, the works and
operating departments constitute the source of all information from
which the company's records are made, and it is essential that
there be the closest cooperation between the accounting and the
operating forces to the end that the records will be started correctly
and founded on facts. It is for this reason that most companies
find it essential to organize a works or field auditing service, so
that well informed representatives of the accounting department,
generally known as auditors, can bring to the foremen, superintendents, managers and others, knowledge of the district or home
office requirements and render aid in properly recording the business of the department, conduct audits and gather information
as to actual conditions. It is only through such a close and cordial
contact that the necessary information concerning the business can
be gathered, classified, recorded and reported. It goes without
saying that the accounting department should prepare and prescribe, with official executive approval, a uniform system of
accounts containing schedules of accounts to be used and definitions of the meaning, scope and purpose of such accounts. I have
already explained the organizations within the oil industry which
are now working to affect a uniform standardization and simplification of accounting so that it will be possible to pool the experiences
of all and develop a uniform handling of accounting work. This
pooling of ideas raises the standard of accounting and facilitates
the maintenance of an efficient and well- informed accounting personnel. With this uniformity of acounts developed along satisfactory lines, it is not extremely difficult, with competent personnel
and the cooperation of the operating representatives, to record in
the books an accurate history of all business transactions, and to
transcribe the more important phases of these transactions into
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acceptable financial, operating and statistical reports. The difficulty
lies in developing reports so stated and analyzed as to appeal to
the managing officials and their assistants.
The most important function that the accountant has is to not
only gather and record the accounting information in his books
and reports, but so inform himself of the requirements of the
business and of the mental make -up of those who have it in charge
by close contact with the men and the work that he will be able
to digest that information and submit it in acceptable, useful form
to those who are to be guided by the story which it tells. It
the established practice in modern business organizations conducted
on a large scale to weave the accounting service into the daily
transactions so that the affairs of the company are made known by
a well- informed accounting force recognized as an important
adjunct of the organization. Unless it is recognized that the
accountants have definite duties and responsibilities, and unless
the executive, administrative and operating officials take some
initiative in working out a cordial and proper relationship which
will coordinate the efforts of the accounting and the operating
forces (assuming, of course, that the accounting representatives
have the make -up to merit it), the company's interests and the
interests of the officials cannot best be served.
In connection with the accounting records, reference has been
made to the original source records. These include contracts,
authorities for expenditures, purchase and sales orders, division
orders, time sheets, oil run tickets, material orders, warehouse,
shop and field transfers, invoices, and all other original records
in which the initial transactions of the various phases of the business are recorded. These are really the most important records
kept as the vouchers, checks and books are merely a transcript
of data contained in these original source records. It is important,
therefore, that the services of the accountants be utilized in the
selection and training of the clerical force which is to make these
original source records so that employees fitted for the work will
be engaged and instruction given them in a uniform manner by
men having particular knowledge in certain lines of accounting.
I have gone into these more general phases, since the policy and
plan of accounting is of prime importance and no methods will

1328

June 15, 1929

N. A. C. A. Bulletin

succeed in accomplishing the purposes intended without proper
organization and a satisfactory plan for putting the methods into
effect.
You will appreciate that it is impracticable to cover, in one talk,
much of the details involved in departmental accounting for a
representative oil company, but I will endeavor to take up some
of the more important phases of departmental oil accounting in
the hope that it will prove interesting and informative.
I classify the major operations of a large oil company into the
following groups:
Leasing, drilling, producing, gathering, storing, transporting,
refining, distributing, marketing and administration.
Leasing
The lease operations represent one of the most involved and
intangible problems with which the management of a large producing company is confronted. It is of vital importance, as the
success of a producing company is dependent upon the ingenuity
and judgment of the men engaged in carrying on the leasing operations. In addition to a large staff of geologists, scouts and engineers employed in this work, the more important companies are
now using various types of geophysical instruments as an aid in
detecting petroleum located several thousand feet below the surface of the earth. I shall not attempt to describe these operations
in detail as that is a subject in itself. You will get some idea of
the accounting necessary when I tell you that a single company
owns nearly 20,000 individual leases covering many millions of
acres and that each lease has its own particular conditions and
obligations which must be followed. It is the general practice
to classify leases into zones or districts to fix the responsibility
and summarize the results of operation. These leases run for
a definite period of time and provide for a rental and, when oil is
produced, for a royalty based on a 1/8, 1/6, or some agreed -upon
fraction of the oil produced. Generally, this royalty oil is purchased by the producing company or the pipe line company affiliated with it but the lessor has the right to run his oil to others
if he so elects. Prior to production, the more conservative companies establish amortization charges monthly in order to provide
for writing off the lease cost in case the lease does not prove
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productive and to pro -rate the charge against income over the
period that the lease is held. The companies which have adopted
this policy for many years are now enjoying the benefits of the
plan, as it has lessened the amount which has to be provided for
depletion, only the unamortized balance of cost having to be taken
care of by the depletion accruals.
Drilling
The accounting necessary to keep track of drilling expenses is
comparatively simple. Only a record of the cost of drilling each
well, classified according to the important elements of cost, needs
to be kept. Our company has a standard form of authorization
for drilling and equipping wells, so that we are able to build up
the costs uniformly and thus facilitate the preparation of authorizations, keeping the cost records, and the final comparison of
costs. An accurate log is kept of each well drilled, showing the
formations at the various depths in order that those who are
supervising the drillers may know how far to go in order to reach
the particular pay- sands. The most conservative companies treat
drilling costs, also known as intangible development costs, as an
element of expense at the time the expenditure is made. This
may not be considered good accounting from a theoretical point
of view, as one would naturally say that the cost of drilling a
well should be spread over the period when the oil is produced
from that well unless it proves to be a dry-hole, in which case it
would be written off at once. However, it has become the practice
to look upon this expenditure as an expense and to charge it
against income as the expenditures are made. Where this is not
done, the companies carry the drilling costs to fixed assets and
build up a reserve for depletion of these intangible development
costs, along with the depletion of lease costs.
Producing
There are three important phases of accounting for an oil
producing company. First, the direct production costs; second,
the royalty account, and third, the auxiliary service accounting.
The production accounting does not involve many complicated
questions of principles, but is more a matter of detail. Some
companies keep track of the cost of producing oil from each
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individual well, but due to the thousands of wells and to the
joint use of facilities, it has become the practice of the larger
companies to keep track of the costs by leases. They also record
the number of wells and reduce the cost to the basis of barrels
produced and wells. The elements of cost are uniform and may
be summarized briefly as labor, hauling, fuel, water, miscellaneous
supplies, power, auxiliary service, such as air, vacuum, treating,
shooting and cleaning out wells, and other expenses of operation
and of maintenance. These are known as the direct or controllable
expenses for which the foreman or superintendent is held responsible. In addition, there are the fixed and allocated expenses such
as depreciation, depletion, insurance, taxes and administrative expenses, which are classified as to leases, according to the direct
relationship or, in the case of general overhead, according to the
plan worked out by the individual companies. These costs are
classified by fields and producing zones and are summarized as to
major districts. This entails a tremendous amount of clerical
work, as these leases are scattered in remote regions, and it is not
an easy m atter to distribute the charges correctly according to
the particular leases responsible for such charges. However, with
competent field clerks and responsible field auditing service, it is
remarkable how accurate the accounting is and how promptly the
information is secured, recorded and made known to the responsible officials.
The quantity of oil produced is gauged each morning at 7 A. M.
and is checked by representatives of the lessor and the pipe line
company to which the oil is run. A joint run ticket is issued
which constitutes the official record of the oil produced, and from
this the company makes its own records and prepares the state -.
ments to the lessors. The methods of accounting employed by
the companies in connection with its royalties have become pretty
well standardized, as the producing companies have interrelationships which bring them in close contact with each other, and they
are dealing with about the same royalty owners. Naturally, they
have worked out a similarity of methods. It is now proposed to
standardize the procedure so that it will be uniform in every
important particular. Settlements are made with royalty owners
every fifteen days, but through the use of office equipment we
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have been able to reduce the major part of the work to a mechanical
process. Each fifteen days it is necessary to furnish the royalty,
owner with a statement of the quantity and value of the oil produced from the leases in which he is interested and to send him
a check for the amount due him, the value depending upon the
posted price prevailing on the date the oil is run and the gravity
of the oil. As the price sometimes changes during the month,
it is not a simple matter to determine accurately and satisfactorily
the true gravity and consequent value of the oil produced. Many
of the lessors sell a fractional interest in their royalties so that
we often have a hundred or more royalty owners for a single lease
which means that we have to split up the royalty and send separate
checks to each party interested, unless we can affect an arrangement
whereby a trustee is appointed who makes the accounting to the
divided interests. This royalty oil is treated as purchased oil and
is generally classified separately from the free purchases made
by the purchasing companies.
In order to allow for shrinkage and evaporation, the tanks are
generally strapped i % short, and the tank tables are made up on
this basis. Sometimes this percentage varies. Careful records
are kept of the amount of oil over and short and of the water
and B. S. contained in the oil, as no oil containing more than 2 996
of water and B. S. will be accepted by the pipe line companies. A
committee of the American Petroleum Institute is working on
a standard procedure for measuring, sampling, and testing crude
oil, including the gauging of tanks and the preparation of tables.
When this work has been completed, it will be of great value to
all concerned and greatly facilitate the tremendous problem of
uniformly determining the quantity of oil produced, run, stored
and sold.
In connection with the producing of oil, there are many auxiliary
services such as the furnishing of air, vacuum, mud, treating
system service, shooting and cleaning out of wells, camp and
commissary operations, salt and fresh water operations, hospital
and electric power service and many other like services which are
performed either on the lease or through a central plant arrangement. Where the service relates strictly to one lease, there is no
particular problem of accounting. Where there is a central plant
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furnishing air or vacuum, electric power, or the like, to many
leases, it becomes necessary to keep careful record of the amount
of service rendered and charge the various leases accordingly.
The method of providing for depletion and depreciation of
lease costs, drilling, and producing equipment, is fairly uniform.
The method with which I am familiar is to take the total cost
involved, estimate the quantity of oil to be produced from the
lease and thus arrive at the unit per barrel, a separate unit being
used for lease cost, for producing equipment and for drilling costs
(when such are capitalized). This unit is then multiplied by the
number of net barrels produced each month which gives the
amount of the reserve accruals. To provide for depreciation of
general plant facilities used in the auxiliary services mentioned,
it is customary to use annual rates of depreciation, varying according to the class of property employed and their estimated
useful life. These rates are applied on a straight line basis and
the reserves are classified according to each main class of property
for which the reserves are established, so that each company can
show the original cost and net book value of each primary account
for each district.
Most companies provide facilities for extracting natural gasoline
from the wet gas. This involves the building of gasoline plants
and necessary lines in the various fields producing such gas. The
residue gas is returned to the fields and utilized as fuel. The
accounting for this operation is simple and calls for no special
comment.
Pipe Lines
I will pass on from the producing department and take up the
question of gathering, storing and transporting, as this is generally
handled by a pipe line company. The oil is gathered from lease
tanks and run directly into storage tanks and thence into the
trunk line system. Those companies which do an interstate business are classified as common carriers and are obliged to keep
their accounts according to the system prescribed by the Interstate
Commerce Commission. Careful distinction is made between the
gathering systems and the trunk line systems. One can look upon
the gathering system as branch lines or sidings of a railroad and
upon the trunk line system as the main line of a railroad. Expenses
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are classified in a uniform manner according to the important
elements of cost, careful distinction being made between maintenance and transportation. Under maintenance, the principal elements of cost are superintendence, repairs of lines, changing line
construction, repairs of building, pumping stations, oil tanks,
delivery facilities, telegraph and telephone lines, depreciation and
retirements.
Under transportation are kept the same sub - divisions, the only
difference being that we deal with operation costs rather than
maintenance costs. There are also the general expenses of administration, insurance, losses and taxes, which are classified as in
any business. The pipe line companies have grown so that it is
not unusual for a single company to have over 2,000 miles of
these gathering lines and anywhere from 6,00o to io,000 miles of
trunk lines, of varying sizes, generally 6 ", 8" and to ". The gathering lines run from 2" to 8 ", although there are in a few cases
short gathering lines as large as Io ", I2", and even 14" in diameter.
The trunk line systems are divided as to divisions and the costs
of each pumping station are also kept separate; also individual
accounting is made of the telegraph and telephone line systems.
This, in itself, is a rather large undertaking, as a good -sized pipe
line company has a io,000 wire line mileage, necessitating 3,000
or more poles, all entailing hundreds of thousands of messages
which have to be made, handled and filed.
Storing
The storing of crude oil is a very large undertaking, as it is
necessary for the company to provide a large storage as a reserve.
Only a part of the current production flows through the trunk
line system to the refineries or to outside customers and the balance
has to be taken up in steel tanks or reservoirs now generally made
of concrete. It is not uncommon for a single corporate interest
to have i,000 or more of these tanks with a storage capacity of
more than 40,000,0oo barrels. These tanks must be gauged monthly in order to determine the quantity of oil contained therein and,
from time to time, tests must be made of the oil in the laboratory
and through what is known as thiefing the tanks (that is, taking
a sample of the oil) to determine the quality and gravity as the
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oil is valued according to the gravity. In addition to transporting
oil through pipe lines, a considerable quantity of oil is moved in
tank cars and vessels, particularly the foreign production.
Refining
The problem of refinery accounting is no doubt the most difficult
one we have because of the nature of the processes used and the
impracticability of attempting to determine what part of the crude
oil cost properly belongs to the many grades of refined products
which come from crude petroleum. While there are only a few
comparative major grades such as gasoline, kerosene, lubricating
oil, fuel oil, gas oil, asphalt, wax, coke, and the like, there are
hundreds of particular trade brands which have to be accounted
for separately. The determination of the cost of a particular
brand is a good deal like determining the cost of a sirloin steak.
It depends a good deal on how much of the main cost you want
to apply to the elements which come from the petroleum. Our
company has used for many years a plan that has worked out
reasonably satisfactorily and I will cover it in some detail as it is
one of the most important cost accounting problems which anyone
can undertake. The problem of refining oil may be classified
broadly as to distilling, treating, filtering, compounding, refining,
filling and shipping, including storing.
Under distilling, we have the distilling of crude, asphalt, lubricating, and the reducing and re- running operations. Under treating and refining, there is the separation for each grade. In connection with the wax operations, we have the refrigeration and
refining of wax. The work of a large refinery involves hundreds
of separate operations, all numbered and arranged in the order
of the process so that the operation costs follow the same sequence
in which the oil is handled, as far as practicable. All elements
of expense, excluding cost of crude run direct and indirect, pertaining to each operation, is separately accounted for, so that we
know the actual cost of labor, fuel, oil, steam, electric light and
power, chemicals, compounding materials, repairs, and the like,
constituting the direct manufacturing expense of each and every
operation carried on at the refinery. In addition to these direct
costs there are the indirect or overhead costs such as laboratory,

1335

June 15, 1929

N. A. C. A. Bulletin

shops, works operations, general repairs and administrative expenses including insurance, losses, taxes and depreciation.
The methods of allocating the indirect cost vary according to
each class of overhead costs. The services which can be measured
are charged into the operations according to the amount of steam,
electrical energy, etc., used. When it comes to works and administrative expenses we rely upon working out the proper percentage
of the cost according to the direct costs or particular conditions
involved. Instead of attempting to work in against each operation
the'cost of the crude oil charged and the cost of the various byproducts which are utilized in the different operations, we have
adopted the plan of valuing the refined oils manufactured both for
inventory and inter - departmental billing purposes to arrive at the
wholesale market value of each brand manufactured by taking
the prices posted in the open market for the nearest equivalent
brands and thus determining the wholesale market value of the
company's products. These prices are then scaled down to the
cost value according to the ratio which the total cost of the crude
oil run, plus the manufacturing expenses, bears to the total wholesale value of such products. This results in our having the cost
value of the products obtained from crude petroleum, which in
no case exceeds the market value, and which, in the aggregate,
equals the total cost incurred. While this may seem like a
"rule -of- thumb" method, it has been found to work out very
satisfactorily and to keep all of our inventory and internal billing
prices in line with what the oil is worth and to give us a very
satisfactory method of interdepartmental billing on a cost basis.
You must bear in mind that the price for oil is based on the
supply and demand and not upon the actual cost of production
and manufacturing. Quite often the oil companies are not able
to sell the oil for what it has cost them and then the supply is
brought more in line until a happy medium is reached. It is not
like companies that are manufacturing products whose prices are
fixed upon actual cost plus a percentage for profit. The oil industry
is highly competitive and the law of supply and demand is a
controlling factor in fixing the market prices. Needless to say,
however, the oil companies endeavor to sell their products for
reasonably low prices which will insure a profit in order to build
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up a large number of satisfied customers who can be depended
upon to consume the products as they flow from the wells, through
the refineries, to the market.
In addition to the strictly refinery accounting, we have the
accounting for barreling, canning and casing of oil, greases,
asphalts, including the caking and packing of wax. Incidentally,
most of the refineries make their own barrels, drums, cans and
cases, and their own chemicals as well as most of the electricity,
steam and other similar products used. In connection with these
auxiliary manufacturing operations, it is our practice to keep
accurate costs except that we have not used standard costs. We
do use, to some extent, standard performance costs as a measure
of efficiency comparison. We calculate what a certain product
should cost based upon the time and rate of labor and the supplies
and services used, and work out a standard performance cost
which should be obtained according to past experience and present
conditions. This becomes a measure against which the current
costs are compared. However, I know of no oil company which
has used so- called standard costs to any great extent. It is the
general practice to charge to operations the actual cost of labor,
materials, supplies and services employed in the operations. One
practice which we have in order to determine the relative merits
of different processes and of different grades of crude is to charge
into a certain operation the cost of the particular crude oil run
and all manufacturing expenses incurred and credit against such
costs the wholesale market value of the yields which are obtained
from such crude. This shows the responsible superintendent and
manager the oils that produce the best value and furnish the
largest margin of gross profit. By careful analysis, the responsible
officials are able to judge the profit and loss result of their various
processes of manufacturing, and inform the management concerning the grades of crude oil which are the most valuable to the
business. This, too, has a somewhat controlling effect in fixing
the posted prices for crude oil, since the quality as well as the quantity of crude available governs the fixing of the posted prices.
From the refineries, the manuafctured oil is taken by tank cars
and ships to terminals or bulk stations and re- distributed in drums,
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tank cars and tank trucks, to service stations, agents and consumers.
Ocean Shipping
The accounting for the marine department vessel operations is
rather interesting. Each vessel is a unit for which separate
accounting must be made. Some companies keep a running cost
record of each voyage for each vessel. We have found from
experience, however, that for all practical purposes, it is only
necessary to keep the yearly operating costs of each vessel divided
by the total voyages to arrive at the average cost per barrel per
voyage. The result shows a variation of only /¢ to r ¢ per barrel,
which is close enough for internal operations, and by this simplification we avoid unnecessary clerical labor. The major oil companies now have a large fleet of motorships and steamships moving
crude from California to the Atlantic coast line and from foreign
countries to the United States carrying the refined products from
refineries to ocean terminals and to European and other ports of
the world. It is a practice to keep direct operating costs of each
vessel classified as to vessel operations, maintenance of equipment,
incidental transportation expenses, charter expenses and the usual
overhead. In addition to the auxiliary fleet expense register
recording the costs pertaining to each vessel, a record is kept showing cargoes carried, the time consumed per round trip and the
ports visited. The yearly costs of moving products from port
to port serves as a basis for fixing the rates for internal charges
for the ensuing year. Charges to outsiders are fixed according
to the customary tariffs, based largely on practices of trade, varied
according to the law of supply and demand. For internal purposes,
most companies avoid interdepartmental profits by charging this
service on the basis of cost plus a percentage for variation. Some
of the modern tankers have a bulk cargo - carrying capacity of
more than 6,300,000 gallons or i5r,000 barrels, not to mention
miscellaneous f reight and the vessels bunkers, so that each vessel
is like a large plant so far as accounting is concerned.
Marketing
In the marketing department, we have to deal with the expenses
of bulk and service stations, outlying filling outfits, tank cars and
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trucks, entering into the distributing of the products sold. We
have the usual selling expenses which are very heavy, as every oil
company has to scramble for business in order to keep the oil flowing through the system from well to consumer, there being only
a reasonable amount of storage to take up the surplus due to
change of seasons and other causes which bring about the variation
in demand.
The accounting for station costs is rather a large order as those
companies which do a national business have found it necessary
to reach the consumer directly. Each station is, therefore, a unit
of accounting, not only for expenses incurred, but for cost of the
oil furnished to the station and for all sales, transfers and company use. It is customary to classify the cost of oil shipped to
each station by grades and to classify the freight costs to determine
the financial results from each grade of oil sold and through each
class of station through which the oil is handled. In recording
and reporting marketing costs, it is important to segregate carefully the controllable or variable expenses from those which are
fixed and allocated as the manager of a station is held responsible
only for gallonage sold and for the controllable expenses, such
as labor, commissions, travelling and automobile expenses, fuel,
water, light, power, office expenses and other supplies, and expenses
including current repairs. These expenses per gallon sold are
watched carefully.
In our company it is the practice to bill the marketing department on a cost value basis and not establish any profit to the
refinery, since the refining and marketing are handled by the same
company. Careful record is kept of the quantity of oil received
at each station, and any loss in excess of / of i% is carefully
investigated. In most of our operations, other than at service
stations, from the pipe lines to the refineries and to the bulk
stations, we correct the temperature of the oil to 6o° Fahrenheit
in order to account more accurately for the oil as the temperature
of the oil has quite an effect upon the volume. There is nothing
particularly unusual about the accounting of the marketing department, it being largely a matter of great detail of distribution and
summarization.
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Uniform System
The accounting for a major oil company is so well balanced that
all of the operations from the well to the consumer fit in together
and present a consolidated picture. We have standardized uniform
elements of cost (so far as practicable) for all departments. By
using uniform classifications of accounts, it is possible to consolidate these operations and present, from the izth to the aoth of
each month, a picture so boiled down and classified that the
executives can tell, at a glance, just what the business has done
during that month and for the current fiscal period as compared
with the previous month and period, and with forecasts which
have been prepared.
Reports
It is our practice to make financial forecasts which show what
the officials hope to do and these are matched very carefully with
the actual performance. These forecasts are made up quarterly
by months and are corrected whenever anything unusual occurs
to change the opinion of the responsible official. In a way, these
might be looked upon as budgets, but the nature of the oil business
is such that the officials have to act on their judgment and justify
their action later. Aside from the customary balance sheet and
income statement which is prepared for each important department of the company and for the consolidated business as a whole,
we have found it desirable to prepare a few special statements
which I will mention as they may be of some interest to you.
First, we have what is known as the Statement of Funds and
Dispositions. This is the statement in which we present all of
the receipts and disbursements classified concisely in order to show
readily the change in cash position. Naturally, an improvement
in the cash position is one of the best indications that the business
is being managed successfully. Ordinarily, a company should be
conducted on the basis that it will finance its own requirements
through earnings except where it is found desirable and necessary
to carry a large stock of oil for future periods or for better market
or when the company is going through a period of unusual developments of its properties or facilities. Under such conditions, it is
natural for the company to seek capital from outside sources until
such time as the added properties and facilities earn a sufficient
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amount to take care of the obligations incurred for the money
employed in providing such properties and facilities. We also
have a so- called Acid -Test Statement in which the total expenditures, properly classified, are matched against the market value of
the products produced and utilized as the result of these expenditures. In a large operation such as our company is conducting,
reviewed over a long period of time, there can be no better gauge
of whether operations are profitable, than this Acid -Test. It is
true, of course, that some of the expenditures constitute a reserve
for the future and have provided enlarged facilities which will
benefit operations of the future. Taken as a whole, over a long
period, however, the aggregate expenditures made after deducting
the value of by- products sold, divided by the quantity of main
products produced and utilized, will give a fair average cost per
barrel to be matched against the average market value of products
obtained. In the producing end of the business, we have a
Pay -Out Statement which shows the cumulative status of each
property acquired for its oil, gas, sulphur, and other mineral rights.
In this statement, the full direct cost of acquiring, developing,
equipping and operating each property is stated, and full credit
is given for the market value of all products produced from the
properties. The element of overhead is stated by districts so that
the result of the districts and for the company as a whole are
known.
We utilize statistical books in which all important figures are
stated chronologically in vertical form and many of the more
important figures are transcribed to graphic charts. These statistics and graphs show at a glance the trend which the operations
are taking and tell quickly what the busy executive needs to know.
It is the business of the accounting department to gather, record
and make available all desired information at the earliest practicable date after the close of the accounting period for which the
reports are stated and to support these reports with accounting
memoranda which tell the story of unusual conditions reflected
by the reports, and of the interesting accomplishments. In a well
regulated business, it is the practice of the managing officials to
call their accountants into conference for the purpose of going
over the various reports, statistics and charts, to be sure that every 1341
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thing is known and thoroughly understood, and that full use is
made of the information thus gained.
In these somewhat lengthy and rambling remarks, I have endeavored to discuss in a general way the policy or plan which
seems to me desirable to make it possible for accountants to discharge their duties and responsibilities in the manner expected
of them and to describe the general character of the accounting
records and reports necessary in a major oil business, and the
use that may be made of them in executive, administrative and
operating work.
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