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T he National Association of Cost Accountants does not sta nd sponsor for views expressed
by the writers of articles issued a s Publica tions.
The object of the Official Publications of the
Association is to place before the members
ideas which it is hoped may prove interesting
and suggestive. The a rticles will cover a wide
ra nge 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 Publications will be welcome.
Additional copies of this Publication may be
obtained from the office of the secretary. T he
price to members is twenty -five cents per copy
and to non - members seventy -five cents per copy.

EDI T O RI AL DE PART MEN T NO T E
Before the results achieved in any undertaking can
be k n own a nd ev a lu a t ed, a ya rd stic k or other u nit mu st
be fou nd in t erms of whic h to mea su re the achievement.
In the management and proper control of any business
concern, the record of achievement in terms of the unit
of measure adopted, of necessity pla ys a most important
role. While the a doption of a u nit of mea su re is a necessa ry prerequ isite to su ch control, a n even more importa nt
element is the setting of a sta nda rd by mea ns of which
to rate or evaluate the results actually attained. In the
setting of a standard, the results attained in previous
years will be an importa nt consideration. Hence, the
method of compa rison is brought into u se. The necessity,
therefor, of adopting units of measurement which will
from year to year and under varying conditions make a
true record of results achieved and which will thus be
compa ra ble mu st be apparent.
T ha t execu tives are striving more and more to secure
a tru e re cord of results whi ch ca n b e u sed a s a me a su re
of a chievement, is a n indica tion of the consta ntly increa sing desire and effort to pu t the mana gement of business
on a scientific basis. T he interest of our Cha pters in
this ma tter is a fu rther indica tion of this fa ct. T he p resent publication deals with this broad subject of "mea sures" and comprises a paper delivered before a recent
meeting of the Boston Cha pter.
Mr . Clyde Morga n, the author, was gra dua ted from
the College of Libera l Arts of Boston University in 1 9 1 2 .
His early experience was with the New England Telephone and Telegraph Company, in the Statistical Department. H e then became Assista nt Trea su rer of the
Gamewell Fire Al a rm Co mpa ny, a fter which he wa s for
eighteen months in public accounting practice. At the
present tim e, h e i s T r ea su rer a nd a Dire cto r of th e S. D.
Wa rren Compa ny, pa per manu facturers a nd also president
and director of Chandler & Fa rqu ha r Company, ha rdwa re dealers.
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MEASURES OF BUSINESS EFFICIENCY
SIDE NT Lowell, of Harvard, in a recent report to the
P RE
Overseers of the University said, "Much of the evil in the
world comes from errors in ideas, from a simple failure to think
clearly and to grasp the essential, as distinguished from the superficial, elements in a situation. We are apt to form a habit without
considering whither it leads; or, to have a dim idea of an object,
adopt a means of reaching it, forget the object, and develop the
means until they are quite inconsistent with the object to be attained."
The fact that President Lowell was speaking of athletics, and
more particularly of football, does not make the statement less
striking or less to the point. The statement applies as forcefully
to business and business men in general, so I like to get back to
the fundamentals of existence now and then, and thus, in some
measure, counteract this tendency "to develop the means until they
are quite inconsistent with the objects to be attained." Now and
then I like to read over the Declaration of Independence, and
again try to realize that in the final analysis our personal lives are
builded on the principles set forth in this document.
Getting down to a consideration of business, I look for some
document embodying the fundamental laws and principles upon
which business life is built. Unfortunately, the search is more
difficult. Why this should be true, concerning such an important
feature of human existence, I do not know.
Why are we in business? What are the principles upon which
industry should be built? The late Judge Parker, once Democratic candidate for the Presidency of the United States, and always one of the eminent jurists of the age, has given us the most
comprehensive and satisfactory statement of the fundamental
"Principles of Business Conduct." Space here will not permit me
to give in full his remarkable document, written for, and published
by, the Chamber of Commerce of the United States. I recommend
that everyone secure a copy of this little booklet and read it, for it
is well worth while. I can give now merely the fifteen "Principles
of Business Conduct," set forth in a resolution passed by that body
at the Twelfth. Annual Meeting at Cleveland, Ohio, on May 8, 1924.
1
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PRINCIPLES OF BUSINESS CONDUCT
Preamble. "The function of business is to provide for the material needs of mankind and to increase the wealth of the world and
the value and happiness of life. In order to perform its function
it must offer a sufficient opportunity for gain to compensate individuals who assume its risks, but the motives which lead individuals
to engage in business are not to be confused with the function of
business itself. When business enterprise is successfully carried
on, with constant and efficient endeavor to reduce the cost of production and distribution, to improve the quality of its products, and
to give fair treatment to customers, capital, management, and labor,
it renders public service of the highest value.
"We believe the expression of principles drawn from these
fundamental truths will furnish practical guides for the conduct
of business as a whole and for each individual enterprise."
Principle I. THE FOUNDATION of business is confidence,
which springs from integrity, fair dealing, efficient service, and
mutual benefit.
Principle II. T HE RE W A RD of business for service rendered is a fair profit plus a safe reserve, commensurate with risks
involved and foresight exercised.
Prin ciple III. EQUIT ABLE CONSIDERAT ION i s due in
business, alike to capital, management, employees, and the public.
Principle IV. KNOWLEDGE— thorough and specific —and
unceasing study of the facts and forces affecting a business enterprise, are essential to a lasting individual success and to efficient
service to the public.
Principle V. PERMANENCY and continuity of service are
basic aims of business, that knowledge gained may be fully utilized,
confidence established and efficiency increased.
Principle VI. OBLIGATIONS to itself and society prompt
business unceasingly to strive toward continuity of operation —
bettering conditions of employment and increasing the efficiency
and opportunities of individual employees.
Pri nciple VII. CONTRACTS and undertakings, written or
oral, are to be performed in letter and in spirit. Changed conditions do not justify their cancellation without mutual consent.
Pr in ci pl e VIII. RE PRE SE NT A T ION of goods and services should be truthfully made and scrupulously fulfilled.
Principle IX. WAST E in any form —of capital, labor, ser2
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vices, materials, or natural resources —is intolerable, and constant
effort will be made toward its elimination.
Principle X. EXCESSES of every nature— inflation of credit,
over - expansion, over - buying, over - stimulation of sales —which
create artificial conditions and produce crises and depressions are
condemned.
Principle X.I. UNFAIR COMPETITION, embracing all acts
characterized by bad faith, deception, fraud, or oppression —including commercial bribery —is wasteful and a public wrong. Busirely for its success on the excellence of its own service.
ness
Pri nci ple XII. CONTROVERSIES will, where possible, be
adjusted by voluntary agreement or impartial arbitration.
Principle XIII. CORPORAT E FORMS do not absolve
from, or alter, the moral obligations of individuals. Responsibilities
will be as courageously and conscientiously discharged by those
acting in representative capacities, as when acting for themselves.
Principle XIV. LA W F UL COOPE RAT ION among business men, and in useful business organizations in support of these
principles of business conduct, is commended.
Principle XV. BUSINESS should render restrictive legislation unnecessary, through so conducting itself, as to deserve and
inspire public confidence.
These, I believe, embody the fundamentals upon which business
is built. It is safe to say that the acceptance and practical application of these principles in every business will lead to success; or,
conversely, the violation of these principles will lead to failure.
That this is true is easily demonstrated. How many businesses
in the United States are successful? The latest available figures
(from the December 11th issue of Sales Management) show some
rather astonishing facts. An analysis of 414,421 firms brings out
the fact that but 236,389, or 56.670, made any profit at all in
1924; and 178,032, or 43.470, showed a deficit.
Merely incidentally, in certain industries the percentages are
appalling. Only 3570 of the Cotton Manufacturers made a profit,
6570 showing a deficit. But 35.870 of Auto Tire and Inner Tube
Manufacturers showed a profit, 64.27o showing a deficit.
From another angle: The Bureau of Business Standards of the
Shaw Publications recently published a report which indicates an
astonishing condition of affairs. The general average of life for
manufacturing concerns in the United States is but seven years.
It is pointed out that the average Wholesale Grocery House, the
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average Iron Works, and the average Jewelry Store have but five
chances out of ten to live fifteen years. The average Wholesale
Meat Business and the average Book and Stationery Store have
less than two chances out of ten to live fifteen years. The average
Furniture Factory, the average Clothing Store, and the average
Wholesale Lumber Business have only about one even chance out
of ten to live ten years. Several thousand concerns are represented
by these figures. They all died before they were thirty years of
age. What fundamental laws were violated to bring these businesses prematurely to their graves?
An analysis of several thousand of these business failures, made
by the same organization and taken from their report is as f ollows :
The Causes of Business Deaths
From a Study of 2,550 Reta il St ores:
Failure to take a legitimate profit
Increasing cost of doing business
Ignorance of overhead expense
Bad accounting and poor collections
Overbuying
Cut -rate competition
Lack of capital
Poor location
Undue eagerness to make a big splurge
Failure to take a "census" of the local market
Poor stocks
Failure to create a store personality
Poor equipment and fixtures
Unsupported advertising
An Analysis of Deaths Among 492 Wholesale Concerns:
Handling inadequately advertised lines
Failure to advertise
Overbuying
Lack of supply for private brands
Indiscriminate extension of credit
Failure to foresee changes in style
Poor collection methods
Unwillingness to help the retailer
The Result of a Study of 1,327 Manufacturing Concerns
Neglect of established line
Unwise experimentation
4
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Exorbitant overhead expense
Diffused attention
Overproduction
Poor design
Lack of capital
Antiquated equipment
Overlooking new demands
Bad buying
Too much waste and spoilage
Trying to change market to fit product, rather than product
to fit market
Inadequate selling methods
Bearing :in mind the before-mentioned "diseases," examine
Bradstreet's analysis along similar lines:
Analysis of Business Deaths:

L a c k of C a p i t a l . . . . . . . . . . . . . .
Incompetence . . . . . . . . . . . . . . .
Inexper ien ce .... ... ... ... ...
Un wi s e c r e d i t s . . . . . . . . . . . . . . .
F a i l u r e s of o t h e r s . . . . . . . . . . . .
Extravagance ...............
Neglect . . . . . . . . . . . . . . . . . . . .
Competition . . . . . . . . . . . . . . . .
Specific conditions . . . . . . . . . .
Speculation . . . . . . . . . . . . . . . . .
Fraud ......................

Number
1923
1924
6,573
6,563
6,778
6,448
927
902
211
223
305
297
307
259
254
231
381
262
3,116
3,130
96
63
750
796

Totals . . . . . . . . . . . . . . . 19,712
19,159
Having in mind the Principles of Business Conduct which I
read you, what does the autopsy show? Check these four sets of
Business Diseases, and you will note that by far the greater percentage died of a malady which you gentlemen alone —you accountants --can cure.
From a study of 2,550 Retail Stores, with a total of fourteen
causes of Business Deaths, eight can be attributed to "Lack of
Knowledge."
From a study of 492 Wholesale Concerns, with a total of eight
causes of :Business Deaths, three can be attributed to "Lack of
Knowledge."
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From a study of 1,327 Manufacturing Concerns, with a total of
thirteen causes of Business Deaths, nine can be attributed to "Lack
of Knowledge."
From a study of 19,712 Business Deaths, by Bradstreet's with a
total of eleven causes of Business Deaths, six can be attributed to
"Lack of Knowledge."
Knowledge
"Knowledge, thorough and specific " —an unceasing study of the
facts and forces affecting a business enterprise —are essential to a
lasting individual success and to efficient service to the public.
After some seventeen years in various capacities, with varying
sorts of businesses, I have come to the conclusion that violation of
this Principle —that lack of knowledge, thorough and specific —is
the greatest cause of business mortality. The violation of this
Principle has caused more business deaths than any other single
factor, so I would like to discuss briefly this Principle and its practical application to our businesses. I will not touch upon knowledge
in the direction of merchandising or the technical branches of
business. These are subjects to be discussed only by specialists in
those particular branches, and I will give my attention to the
accounting and financial aspects.
This Principle is well recognized and while everyone,— particularly in a gathering of this sort—will accept it as fundamental,
it is difficult to interpret it in terms of everyday business. What
is knowledge, thorough and specific? Does it mean the determination of Costs, Operating Expenses, Financial Standing, Net
Worth, etc.? Does it mean the determination of the facts and
figures having to do with a business or does it go farther than that?
It is the function of you gentlemen, in your respective organizations, to produce and present the vital statistics of your business.
Statements for use in determining costs and operations are not
difficult to produce. I will not try to enter into a technical discussion of cost accounting. I am not so vitally interested in the
question of whether or not interest is properly included in manufacturing costs or in the various principles of expense distribution.
The question of standard costs versus actual costs is of little moment. Accounting and statistical methods are becoming well recognized. Your Association, for instance, has done wonderfully
fine work in developing satisfactory accounting procedure for the
use of industry. Sometimes I fear that we, as accountants, are
"adopting a means, forgetting the object, and developing the means
until they are quite inconsistent with the object to be attained."
6
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The statistics —the facts you produce —of themselves mean very
little. The abstract facts stated in a Balance Sheet and Income
Statement, a Cost Analysis, or a Sales Analysis, may be interesting
of themselves, but they really mean nothing. The amount of Plant
Investment, of Current Liabilities, of Gross Sales, of the Cost of
Doing Business, Total Interest and Capital Charges, may be interesting of themselves, but unless we have some yardstick by which
to measure them, unless we can find some measures of business
efficiency with which to compare them, they are valueless.
As an illustration: A fruit man has twenty -five dollars of
capital. He invests fifteen dollars in Plant, that is, a push cart.
He invests ten dollars in Inventory, that is, he goes down to the
fruit piers and buys bananas. He goes out through the city and
sells his fruit in one day, for twenty -five dollars. There we have
the facts of a business. There is nothing remarkable in that. If
he so wished, he might make nicely typewriten reports, showing
his Sales that day as compared with the same day last week, last
month, and last year. He might chart his Sales by days, separately
and cumulatively. He might analyze his Sales by streets; he
might make comparative Balance Sheets and Profit and Loss Statements; he might even work out very complete Cost Analyses, showing how much it would cost to sell one banana, one dozen, a whole
bunch, case lots, broker lots, etc. All these would be nothing but
facts, however. Some day the fruit man's son may come home
from college and show dad that there are certain relationships
in his business which should not be overlooked. And he might
point out that the Turnover of Capital Invested in Inventory was
one Turnover a day —or, allowing for Sundays and holidays, 300
tim es per yea r; th at hi s profi ts were 607o of gross sa les; or
his profits per year, 180 times his total investment. Of themselves these are interesting facts, but of themselves they mean
nothing. As abstract figures they are ridiculously small. His
gross sales of $7,500 per year, and his gross profits of $4,500
per year, were ample for his needs. T o t h e company with
which I am connected such figures would mean ruin. On
the other hand, if in our business we could attain a Turnover
of Inventory of 300 times per year, or even approach a Profit
of 60 % of Gross Sales —or, if we could come anywhere near
making Profits 180 times our Total Capital Invested —we certainly
would attract considerable attention in the paper industry, and in
industry in general. Your figures may be reasonable and satisfactory to you, but they might spell ruin to the United States Steel
7
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Corporation or the Ford Motor Company. The figures of themselves mean nothing, unless considered in their relation to the
other financial and operating statistics of the particular unit of
business and —what is of vitally more importance —in relation to
the measures of efficiency as established in the rest of the industry,
and in relation to the measures of efficiency established in other
industries, as well.
So it is with business in general. Sometimes I feel that we
accountants are very much like the little boy who went to kindergarten for the first time. When he got home, his mother asked
him what he had learned. "Gee, Ma, we marched; and all the
time we were marching I watched just myself; and, Ma, I'm the
best marcher in the world!"
It is obvious that competition is the essence of all commercial
organization. Competition is the force promoting efficiency, development, and industrial growth. This competitive condition in
industry extends to every phase of its affairs. There is competition in merchandising, in factory operation, in distribution, and,
though it is not as generally recognized, in financial management.
Competitive conditions in industry have established standards in
every detail of operation, which must be met if success is to be
attained.
Standards and Measures
Everyone appreciates the existence of competitive standards in
merchandising. Business men, as a general rule, must buy and sell
at competitive prices. Exceptionally good merchandising may
afford a somewhat better gross margin than the average. Efficient
plant operation, quality product, good service, may yield some competitive advantages, but there are well -known and accepted standards to be met in every line. It is not as well recognized, but just
as true, that in financial affairs there are definite standards set by
competitive conditions. There is economy and efficiency in the use
of capital, fully as important as economy and efficiency in operation. There is a normal or average turnover of inventories. There
are recognized terms of sale which should be reflected in turnover
of accounts receivable. There is an average, or normal, investment
in fixed properties necessary for any given volume of business.
As the cost of borrowed capital must come out of gross margin,
the competitive standards for economy and efficiency in the use of
borrowed capital must be observed, and met, if best returns upon
net worth are to be realized. A slower- than - average turnover of
8
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any kind, or unnecessary investments of any type, put competitive
handicaps on the business, which affect return on capital just as
failure to meet competitive conditions in merchandising or
operation.
And there is nothing of greater importance in the management
of any business than determination of the standards to be striven
for, if the most advantageous showing is to be made. Ratios of
Expenses, Earnings to Sales, and Ratios of Earnings on Capital
Employed, are well -known and commonly used measures for judging business affairs; but these are only three of the relationships
which should be considered. In the same class should be considered all of the other ratios, relationships, and turnovers, for they
are all indicators of the conditions existing in a business. They
are all expressions of relationships for which there are, or should
be, recognized standards. They may be classified as follows:*
Measures of Earnings:
1. Relation of surplus net profits to net worth:
Balance of Net Profits after Dividends, taxes, and other
surplus charges - Total Net Worth or Total Capital
Invested.
2. Relation of surplus net profits to volume of business:
Balance of Net Profits after Dividends, taxes, and other
surplus charges _ Gross Sales.
3. Relation of earnings to Common Stockholders' Investment:
Balance of Net Profits after Dividends on Preferred
Stock, Taxes and other surplus charges - Book
Value of Common Stock.
4. Relation of operating profits to total capital used:
Net Profit s before Dividends a nd Ta xes - Tota l Net
Worth.
5. Relation of operating profits to volume of business.
Net Profits before Dividends and Taxes - Gross Sales.
6. Relation of gross earnings to volume of business.
Gross Profits = Gross Sales.
Measures of cost s an d expenses:
Relation of costs and expenses to volume of business:
a. Total Cost of Goods Sold -= Gross Sales.
b. Total Expense of Doing Business -- Gross Sales.
• See Bliss: Financial and Operating Ratios in Management.

9
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2. Relation of property expenses to investments and sales:
a. Total Fixed Capital Expense _ Total Net Worth.
b. Total Fixed Capital Expense - Gross Sales.
3. Cost of borrowed capital.
4. Cost of total capital employed.
Turn overs:
1. Turnover of total capital employed:
Gross Sales = Total Net Worth.
2. Turnover of Inventory:
Cost of Goods Sold _ Total Inventory.
3. Turnover of accounts receivable:
Net Sales = Accounts Receivable.
4. Turnover on fixed property investment:
Gross Sales - Total Fixed Assets.
Financial Relationships:
1. Working capital ratio:
Current Assets = Current Liabilities.
2. Manner in which capital is employed.
7o of total Net Worth in Working Capital, Fixed
Assets, etc.
3. Sources from which capital is secured.
70 of total Net Worth in Preferred Stock, Common
Stock, Surplus, etc.
4. Proportion of earnings left in the business.
Net Profits after Taxes, Dividends, and other surplus
charges - Total Net Profits.
These relationships, or "Measures of Business Efficiency," are
self - explanatory, so I will not weary you with discussion or definition. Such information may be secured from authoritative
sources.
There is, however, one further step which we must consider
before we can arrive at "knowledge, thorough and specific." We
must ascertain the facts and relationships not only in our own
businesses, and the facts and relationships in our specific industries,
but we must ascertain besides, the facts and relationships in other
industries.
Of what interest can the facts and relationships of other industries be to us in our respective industries? Of what importance
can the facts and relationships of the Leather Industry be to those
engaged in Cotton Cloth Manufacture? What possible connection
10
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can the facts and relationships of the Paper Industry bear to the
Meat Packing Industry?
I can assure you that study of the facts and relationships of any
industry can make standards of performance apparent that may
revolutionize any and all businesses and industries. I have time
for but a few illustrations. A certain unit in the paper industry
found itself beset by the ills which seemed to be always with that
industry. It was making its product on order, to customers' specifications and samples submitted, with all the chance of dissatisfaction and error which these methods entail. The product was being
sold on a price basis, which is never sound. The result was
dwindling profits, which spells business death. The dominant
factor in that business, with vision and foresight, began to look
for the answer to the other large industries. He found it in the
automobile industry, for one. He found that standardized product,
mass production, service, standard prices, etc., made for manufacturing efficiency, economy of costs, volume of sales and profit;
and, with vision and foresight, he set about applying these principles to his own business. The results were astonishing and were
instrumental, more than any other factor, in stabilizing this great
industry. Today this company's product is manufactured in a
limited number of standard grades and sizes, packed in standard
units, stocked by the mill, nationally advertised, distributed through
recognized jobbers at standardized resale prices, with all the resulting savings to the consumer and with gratifying profit to the manufacturer and distributor.
Another illustration. Two manufacturers of the same specialty
sold through hardware jobbers, together dominating their industry,
in 1923 found themselves in a serious condition. In their particular
industry Inventory Turnover of about four times a year was the
standard. Connected with one of the concerns was a young man
of vision. Strangely enough, he too, turned to the automobile
industry for guidance. Two years later, by the application of the
Principles of Management he was able to discover from an intimate study of the automotive industry, his company turned its Inventory twelve times. Its Inventory was approximately $700,000;
its Gross Sales, $12,000,000; its Net Profits, $2,000,000. Its
larger competitor, with Sales of $16,000,000, had an Inventory
of $3,000,000 and Profits of $1,000,000.
As a third illustration, it is almost needless to mention Henry
Ford's revolution of the Plate Glass Industry by the application of
modern automotive practices.
11
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I have a statement of ratios in 29 different Industries for the
year 1926, compiled by the National Credit Office of New York
City. These figures are tabulated from the records of more than
1,500 separate units in the various industries. Unfortunately,
these ratios are not standards; they are merely averages, based
upon the statements of these concerns which represnt the better
risks of banking circles. Time does not permit us to discuss in
detail any of these figures, interesting as they may be. Let me
mention, however, one or two salient facts, to illustrate a point I
wish to make.
I note that figures for the Return on Net Sales run from a loss
of 3.8270 to a profit of 9.0470 for th e Return on Ca pi ta l In vested from a loss of 5.7570 to a Profit of 17.6770.
I note that by some peculiar coincidence the Hosiery Manufacturing figures immediately follow the Cotton Cloth Manufacturing
figures, and that while the Hosiery Manufacturers made a Return
on Net Sales of 8.9370, and on Net Worth 17.6770, the Cotton
Cloth Manufacturers show a loss on Net Sales of .73% and on
Net Worth a loss of 1.5570.
I suppose the average man would say that the rising skirt dispersed the Profits of the Cotton Cloth Manufacturers and raised
the Profits of the Hosiery Manufacturers. I wonder if the fact
that the Hosiery Manufacturers' better ratio of Quick Assets to
Quick Liabilities, or better Turnover of Net Assets, or better Turnover of Inventory, or less proportion of Net Wor th tied up in
Fixed Assets, or better ratio of Net Worth to Current Liabilities,
or l e ss pe r ce n ta ge of Wor ki n g Cap i ta l t i ed u p i n In ve n tor y, ma y

not all have been contributing factors.
I am certain that the Retail Furniture Dealer, with a collection
period of 231 days, might draw some profitable lessons from the
Meat Packers, with a collection period of 17 days. I am equally
certain that the Automobile Finance Industry, with 31170 of Net
Worth represented by Total Debt, would be in a sounder position
if it studied the situation from the point of view of the Flour
Miller, with 15.3% of Net Worth represented by Total Debt, or
of the Manufacturers of Light and Heavy Machines with 16.170 of
Net Worth represented by Total Debt. Stated another way: when
Turnover of Net Worth can run from .88 of one turn per year
to 7.93 tarns per year, there is an opportunity for some constructive analysis and thought. When Turnover of Working Capital
can run from 1.76 times to 13.66 times, there is opportunity for
constructive analysis and thought. When collection periods can

12
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run from 17 days to 231 days, there is opportunity for constructive analysis and thought. When Inventory Turnover can run
from three times to twelve times, when Net Worth represented by
Fixed Assets can run from 76% to 1.8%, when Working Capital
tied up in Inventory can run from 39.5% to 1945ro, there must be
an opportunity for constructive thought and analysis.
The practical application of the theory I have outlined has been
surrrounded with such difficulties in the past as to make it almost
impossible. There are no standards generally available. Business
men have been very reluctant in the past to make the statistics
available. There has been no uniformity in the methods of reporting, or in the establishing of the standards. Heretofore, there has
been a very general feeling that the vital statistics of a business
should be kept secret. Bruce Barton, in a talk before the Boston
Chamber of Commerce on March 17th, said, "If I may venture to
rush in where angels fear to tread, I might remark that the motor
car industry which has the fewest secrets, which opens its doors to
the whole world and tells its business to everybody, is today's most
successful industry. And the textile industry, which has most
carefully guarded its inner workings from any unsanctified eyes,
is almost at the other end of the list." Recently the tendency has
been toward cooperation. With a growing realization of the importance of standards, or measures of business efficiency, and
with no such statistics to which to turn, business men have been
cooperating more generally in producing the necessary figures.
Our banking institutions have been particularly alive to the
problem. They have been exerting a very powerful influence
toward the establishing of proper standards. Such agencies as the
Robert Morris Associates and the National Credit Office, have
been pioneers in this work. Such an organization as the Cost Association of the Paper Industry, I am glad to say is now engaged
in a study of the Paper Industry, which will be of the greatest
value to that industry.
You, in your national organization, have it in your power to
perform a most important work, a work that would be a monument
to your foresight and vision. I can conce ±ve of no greater contribution to industry than a thorough and complete study of standards in industry. I am told that your local chapter represents approximately sixty -five businesses, your National Organization represents many thousands of businesses. If I were a member of
your organization, I would suggest that the forthcoming year or
two be devoted to the analysis, preparation, and reporting of stand 13
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ards for the guidance of your constituent membership. Measures
of business efficiency, far more complete, far more correct than
now available, could be procured, and the benefits to industry as
a whole would be incalculable.
In closing, I will merely summarize briefly the thoughts I wish
to leave with you:
First. We, as accountants, are prone to "develop the means
until they are quite inconsistent with the object to be attained."
Second. There are certain fundamentals — "Principles of Business Conduct" they have been called —which must be observed if
the greatest measure of business success is to be attained.
Third. The most important of these Principles is "Knowledge,
thorough and specific " —in production, in finance, in merchandising —and we, as accountants, are functionally responsible for its
development and practical application in industry.
Fourth. The facts of a Balance Sheet, Profit and Loss Statement, Operating Statement, or Cost Statement, may be interesting
of themselves, but they do not constitute "knowledge, thorough and
specific."
Fifth. The relationships and ratios of a Balance Sheet, Profit
and Loss Statement, Operating Statement, or Cost Statement, may
be of more interest, but they do not constitute "knowledge,
thorough and specific."
Sixth. There are certain Measures of Business Efficiency,
established by competition in industry, which are essential to
"knowledge, thorough and specific."
Seventh. Only when such Measures of Business Efficiency are
available from all branches of industry, and only as the principles
disclosed by them are applied to the specific industry, and the individual in that industry, can we say that we have "knowledge,
thorough and specific."
Eighth. I can think of no agency better qualified than the
National Association of Cost Accountants, and I would like to see
it undertake the great task of standardizing, codifying, and establishing for Industry in America the Measures of Business
Efficiency which would be instrumental in keeping American Industries in the first rank.
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