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National Association of Cost Accountants
WHAT IS WRONG WITH COST
ACCOUNTING?*
Attention has often been dr awn by accountants and others
to the failure of a large percentage of manufacturers to adopt the
methods of cost accounting approved by the majority of professional accountants, but a s far as the writer knows these criticisms invariably have been directed at the manufacturer and not
at cost methods themselves. It does not seem to ha ve occurred
to these critics that if a large body of intelligent and practical men
consistently refuse to introduce the recognized methods of cost
accounting, this refusal may be due not to a lack of progressiveness
but to a deliberate judgment that the advantages to be gained from
these methods are not of sufficient value to offset the expense of
their acquirement.
That the failure of many manufacturers to introduce complete
systems of cost accounting along the lines approved by the accounting profession is due to design rather than negligence would
seem to be a reasonable supposition, for in gener a l the avera ge
manufacturer is willing enough to spend money for innovations if
he is fa irly well satisfied that he will obtain an a dequate return
from his investment. In many cases he has cautiously waited to
see the r esult of cost exper iments in a neighbor ing factor y and
often after noting the considerable number of cler ks required to
maintain the new cost system has concluded that it would have to
be a very remarkable system indeed to produce savings sufficient
to offset the resultant increase in the pay -roll. He usually decides,
therefore, to spend his money on something from which he is more
certain of receiving a substantial return.
THE PURPOSE OF BUSINESS

Accountants are liable to overlook the fact that a manufacturer
is in business for the primary purpose of making money, a nd as
* During the past winter Mr. Harrison delivered papers before the New York
and Philadelphia Chapters of the National Association of Cost Accountants. There
have been numerous requests for copies of these papers. Unfortunately Mr. Harrison was unable to give us permission to publish the papers because they were based
upon material which was included in a special article which he had prepared for the
first number of MANAGEMENT ENGINEERING —the new Journal of Production.
Through the courtesy of Mr. Alford, editor of MANAGEMENT ENGINEERING, we are
permitted to reprint this article from advanced proofs of the first number_ of the
magazine which will appear in July.
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a matter of fact the advocate of the usual systems of cost accounting
would have difficulty in proving to a manufacturer that expenditure
in a cost system would, without question, turn out to be a profitable
investment. He may urge, for instance, that by obtaining information as to which lines are profitable and which unprofitable
the manufactur er will be able to keep the crea m of the business
for himself and leave the skimmed milk to his competitors, forgetting tha t it may be necessary for the ma nufacturer to ca rry a
complete line in order to satisfy the requirements of his customers.
The a ccountant may enla rge on the va lue of cost information as
a basis for setting prices, but may be met with the statement that
competition requires the manufactur er to meet pr ices r ega rdless
of what the records show his costs to be.
THE DEFECTS OF PRESENT METHODS OF ACCOUNTING
Perhaps the best indication tha t ther e is something wr ong
with the usual methods of cost a ccounting is the fact that many
large concerns whose cost methods are strictly in accordance with
those advocated in standard works on the subject ar e beginning
seriously to question whether these methods meet the requirements which should be demanded of a cost system. Recently the
writer was present at a discussion between the general works
manager and the chief cost accountant of a machine manufacturing
concern whose name is a household word and whose cost methods
would be regarded by many a professional accountant as the acme
of perfection. The cost system maintained by the concern in question provides accurate monthly information as to the cost of
every part, assembly, a nd ma chine manufactured, and as to the
profit and loss made on each kind of machine sold during the month ;
and yet the genera l works ma na ger was so dissatisfied with the
results obta ined that he wa s considering the a doption of a subsidiary cost system entirely independent of the official cost system
maintained by the accounting division.
In a discussion with his chief cost accountant he expressed himself very strongly as to the lack of practical value in detailed cost
da ta presented fifteen da ys after the end of the month; he drew
attention to the absurdity of calling foremen to account for events
which happened four or five weeks previously; he mentioned the
fa c t t ha t t he operating division had set a cost standard for a
certain new and impor ta nt item of pr oduct a nd wished to know
whether the cost department could advise him each day as to the
variances from the standar d cost of this article dur ing the da y
previous. In view of the fact that the article in question involved
the performance of several thousand operations and the cost system
in force was designed with the sole purpose of showing the actual
costs of finished machines monthly without reference to standards,
the chief cost a ccounta nt ver y pr operly sta ted that to give this
4
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information daily would be a practical impossibility under the
existing plan.
Theodore Roosevelt once stated that nine - tenths of wisdom
consists of being wise in time, and it can hardly be contended that
the dema nd of the gener al works ma na ger for infor ma tion as to
where the costs in the day previous had exceeded the standards was
an unreasonable one; yet there is probably not one cost system in
a thousand under which this r equir ement could be met. In the
cost system which was being discussed, actual cost data were
shown without relation to standards, and, therefore, even the
monthly costs of the assemblies and machines had little significance
considered as a gage of efficiency. Nevertheless, this cost system
is typical of the cost methods advocated in standard works on
cost accounting, recommended and designed by professional cost
accountants and practiced by large manufacturing concerns.
Obviously, when cost methods do not meet the requirements
of progressive works managers something is radically wrong, for
in the final analysis the operating man is the one whom the cost
accountant will have to satisfy and at the present time there is no
question but that the accountant has failed hopelessly to meet
the demands made upon him.
In another case with which the writer was familiar very large
contracts were taken, the bids submitted being based upon careful
cost estimates made by the superintendent. Although the cost
system in for ce was most elabor ate and expensive, the superintendent was not able to obtain information as to whether his
costs conformed to his estimates until after the completion of the
contract when, obviously, the information would be received too
late to be of much use. Accordingly, in desperation, he devised and
installed a system of his own from which he wa s a ble to obta in
each day information as to where his costs had exceeded standard
and was thus able to control the cost of the work from the start to
the finish of the contract. When the writer drew the attention of
the chief cost accountant to the valuable results obtained from the
superintendent's subsidiary cost plan, the only comment made was
to the effect that the superintendent should be disciplined for
encroaching on the cost department's territory.
CHANGING VIEWS OF COST ACCOUNTANTS
All accountants, however, are not so nar row as the one just
referred to, and the writer remembers a short time ago the comptr oller of a ver y lar ge concern expressing himself somewhat as
follows:
"We have been operating a cost system which we have been
told repeatedly was unusually efficient. We receive hundreds of
orders in a month and yet our system will enable us at reasonable
5

expen se t o det er m i n e t h e pr ofi t or l oss wh i ch we m a ke on ever y
order. Aft er oper a t i n g t h i s syst e m for ma n y years, however, I
ha ve com e to t h e con cl usi on t h at i t m ust be r ega r ded a s a fa il ur e,
for i t does n ot gi ve our oper a t i n g m en wh a t t h ey r ea l l y n eed a n d
th a t is informat ion as to inefficiencies. We tell them wh a t it
cost s t o m a n ufa c t u r e ou r pr od uc t bu t we d o n ot t el l t h em wh er e
their cost s a r e excessi ve a n d wh y t h e y a r e excessive and I consi der t h a t un t i l we do gi ve t h em t h i s i n for m a t i on our cost syst em
cannot be considered as m eeting t he obliga tions of my depa rtment."
Fr om a l l t h i s i t i s e vi de n t t h a t t h e c ost a ccoun t a n t i s on t h e
ver ge of m aki n g a n un pl ea sa n t di scover y. Hi s posit i on i s sim i la r
t o t h a t of t h e t r a vel e r i n wh os e m i n d t h e su spi ci on t h a t h e i s on
the wr on g road has been gr owin g st ron ger with each mile, in
fa ct h a s a l m ost devel oped i n t o a cer t a i n t y, a n d wh o i s fa ced wi t h
th e bi t ter fa ct n ot on l y t h at h e h as m ade no h ea dway but a lso th a t
he will have to ret race much of the di stance already traversed.
This is a realization, however, which has to come, and the
lon ger i t i s post pon ed th e m ore t r a gi c t h e a wa ken i n g. Hen ce t h e
most h opeful feature of the cost - accoun ting situSt ion today li es in
th e com pl et en ess of t h e fa i l ur e of t h e cost accoun t a n t to m eet t h e
needs of th e in dustr ia l worl d. Con ser va t i sm is t he dom in a n t t ra i t
of th e a ccoun ta n t, a nd not hi n g sh or t of tot al fa i l ur e woul d be sufficient t o dr ive him t o th e wh ol esale scr appi ng of tra di ti on al i deas
an d m et hods whi ch is th e n ecessar y fir st step t owa rds get t in g cost
account i ng on a fun da m en ta l ly cor rect ba sis.

ACCOUNTANT'S FAILURE TO SUPPLY INFORMATION
Engaged as he has been in the congenial ta sk of disclosing
t h e m ot e i n t h e eye of t h e oper a t i n g m a n t h e cost a ccoun t a n t h a s
failed to perceive the beam in his own, though th e engineering
profession for the past ten year s or so has r a t h er consistently
expressed it self i n no uncertain term s on t h e failure of cost a ccoun t in g t o keep pa ce wit h i n dustr y i n gener al . Th e m a in resul t s
of t h ese cr i t i ci sm s h a ve been a gr owi n g sen se of i r r i t a t i on on t h e
par t of the a ccoun tan t as to wh at he rega rds a s a n unwar ran ted encr oa ch ment on hi s terr it or y, a nd a widen in g of t he breach between
the accoun tan t a nd t he engineer.
There are, of course, cost accoun tants who will affirm th a t
n ot h i n g i s t h e m a t t er wi t h cost a cc oun t i n g a n d t h a t t h e m et h ods
of cost a ccoun t in g a dopt ed by t he a ver a ge ma n ufact ur in g con cer n
under which detailed cost a n d profit and loss da ta a r e compiled
mont h ly ar e capa bl e of m eeti n g a ll r easona bl e r equir emen ts. The
best pr oof, h owever , t h a t t h ese met h ods do n ot m eet t h e n eeds of
t h e op er a t i n g m a n i s t h e fa ct t h a t in large plants i t i s the rule
ra t h er than the exception to find th a t a subsidia ry cost system
i s oper a t ed for t h e sol e pur pose of fur n i sh i n g t h e wor ks m a n a ger
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with cost information which he cannot obtain from the official
cost system.
The lot of the cost accountant of today is by no means a happy
one, for in a plant where progressive manufacturing methods are
employed he is engaged in one long, hopeless struggle to meet
demands for information through the medium of a cost plan which
is no more adapted to modern conditions than a system of horse cars would be to meet the transportation needs of New York City.
He endeavors to meet the demands made upon him by introducing
little subsidiary plans and contrivances with the indifferent results which usually follow such makeshift methods.
Something is radically wrong with cost accounting and it
should be kept in mind that basic defects cannot be corrected by
tinkering with surface details. It therefore behooves the accounting profession to relinquish endless theoretical discussions concerning such matters as whether interest should be included in
costs or not, and getting down to fundamentals determine what is
the underlying reason why the cost methods of today do not meet
the requirement' of the operating man. He is the one whose requirements must be met by cost accounting.
PRESENT COST ACCOUNTING UNSCIENTIFIC
Many years ago the writer entered into one of those peculiar
English agreements under which, in return for the payment of a
substantial premium, he was given the privilege of serving an
apprenticeship of five years dur ing which period he r eceived as
salary an amount equal to one -half of the premium paid. During the
term of his five year s' appr enticeship the wr iter's ser vices were
charged to unfortunate clients at rates varying from seven- and -aha lf to ten dollar s a da y and a ltogether the ar r angement was a
distinctly a dvanta geous one to the other party to the agreement.
In one of the clauses of that agreement it was stated that in return
for the investment ma de a nd the services given the writer was
to be fully instr ucted in what was grandiloquently termed "the
science of accounting." In this phrase lies the whole cost accounting problem, for the basic tr ouble with cost accounting is that
it is masquerading as a science whereas in fact it has no claim to
be considered scientific in the slightest degree.
The logical method to determine the correctness or incorrectness of the writer's assertion that the commonly accepted methods
of cost accounting are not based on a scientific foundation would
seem to be: (1) to establish what the essentials of science are, and
(2) to consider whether cost accounting methods generally conform to these requirements.
7

WHAT IS SCIENTIFIC KNOWLEDGE?
The word "scientific" is derived from the Latin verb scire,
"to know," and in the sense in which it is generally used embraces the conception of all co- ordinated, arranged, and systematized knowledge. The term as employed by scientists, however, is given a more restricted significance, as for instance, in the
definition given by John Stuart Mill, as follows:
Since all phenomena which have been sufficiently examined are found to take
place with regularity, each having certain fixed conditions, positive and negative, on
the occurrence of which it invariably happens, mankind has been enabled to ascertain the conditions of the occurrence of many phenomena; and the process of science
mainly consists in ascertaining these conditions.

The universe is subject to the operation of immutable physical
laws, so that if a certain combina tion of conditions a t one time
produces a certain result a recurrence of these conditions at a
later time will inevitably duplicate the phenomena previously obtained. It is on this fa ct tha t science is based a nd its pra ctical
value founded.
If the wide field of present -day scientific knowledge is surveyed, it will be found that in all its branches the laborious experiments and observations made by scientific investigators have been
concentrated in laws and formulas. Formulas represent the fabric
of the scientific edifice. The results of a lifetime or many lifetimes
are expressed in a single, brief generalization, and each investigator who establishes such a generalization or formula adds a
stone for his successors to build upon and carr y along the work
from the place at which he left off.
As a matter of fact little progress is made in any science until
definite principles are laid down and generalizations established.
For instance, no definite progress w a s ma de in the study of etymology until Jacob Grimm formulated the well -known Grimm's
law. Progress was likewise slow in electrical science until Ohm
propounded his important law giving an expression for the strength
of an electrical current, or the quantity of electricity passing in a
given time under certain conditions; nor was much progress made
in astronomy until Sir Isaac Newton formulated the law of gravitation. In political economy we find basic generalizations expressed in Gersham's law, as "bad money drives out good"; and
even in so subtle a science as that of psycho - physics we have such
definite formulas as Fechner's mathematical la w tha t the force
of stimulus or excitation increases geometrically while the intensity of sensation increases arithmetically, thus bearing out the
philosopher Kant's dictum that any branch of knowledge contains just as much science as mathematics.
The tremendous value of scientific methods is well illustrated
in the extraordinary advance which has been made in the field of
8
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radio engineering. In 1893, Sir William Crookes suggested that
electric waves could be utilized for the transmission of messages
through the ether, and between 1894 and 1896 Marconi proved the
correctness of the theories to such a point that by 1898 it was possible to send messages between stations 14 / miles a p a r t. Nowadays we have trans - oceanic receiving stations equipped with dictaphone receivers which are so arranged that, immediately one wax
record is indented with signals, a second dictaphone record is automatically connected in the circuit, and so on. The use of these
records permits traffic to be dispatched across the ocean at the rate
of 75 wor ds a minute, the records being then tra nscr ibed on a
typewriter at speed varying from 30 to 40 words a minute. Surely
this is a wonderful advance in less than 22 years.
THE SLOW PROGRESS OF COST ACCOUNTING
Can it be claimed that cost accounting has made an advance
in the last twenty -five yea rs in any way comparable to that accomplished in the field of radio engineering or of other branches
of scientific work? In any really important respect are the commonly accepted methods of cost accounting different from those
which were laid down by Garcke a nd Fells in the early eighties?
It is true, of cour se, tha t impr ovements have been made in the
methods of burden distribution, and particularly in the application
of accounting machinery in the routine work of cost compilation;
but, considered broadly, these are matters of minor significance.
Assuming that cost accounting is to be considered as coming
within the field of science, that costs and cost variations are
subject to definite laws which can be investigated and formulated,
does it not seem remarkable that in a branch of science so obviously
akin to mathematics as cost accounting, its literature has little
if anything in the nature of definite laws or formulas?
THE NEED OF THE PRESENT
The troubles of the cost accountant today, therefore, are due
to the fact that he has no scientific foundation on which to build;
he is an historia n, not a scientist. The pr esent tr end of manufa ctur ing is towa rds the future a s opposed to the retrospective
methods of the past. The complexity of modern manufacturing,
the multitude of its parts and operations, make it absolutely necessary that every step in the long chain of manufacturing processes
should be predetermined and planned -for in advance. The old time manufacturer supported by a few capable foremen was able
to get along somehow or other, relying upon his experience, the
shortcomings of his competitors and a large margin of profit. The
modern manufacturer in a highly competitive line, turning out
a product involving ten thousa nd pa rts a nd a hundred thousa nd
9

operations, who attempts to handle such production in the old way
is living in a fool's paradise and headed for bankruptcy.
Tha t form of cost accounting which views costs in the retrospective sense solely, which does not consider costs in relation
to standar ds and is not concerned with deter mining the causes
underlying cost variation, is hopelessly at variance with the prospective trend of modern industrial thought. No real progress
will be made till the accounting profession awakens to the fact that,
like Rip Van Winkle, it has been asleep for twenty years.
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