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OF

TH E CO ST O F CO ST ACCOUNTING
OR the past fifteen or twenty years there has been an increasingly insistent demand on the part of general managers, financial officers, and industrial engineers for more accurate and up -tothe- minute cost statistics. The fact that we are discussing the cost
of cost accounting here this morning, I think you will agree, is an
indication that there is a slight reaction setting in after all of this
somewhat feverish quest for the truth about our businesses. We
still want to know enough of fundamental truths to enable us to
conduct our businesses successfully, but we are gradually getting
beyond the position where we are willing to pay for the accumulation of filing case after filing case of data, in neat and orderly form,
which is seldom, if ever, used. In other words, we are beginning
to scrutinize the costs of compiling our records and to weigh carefully their value. Like anything else, to be in a healthy stable
position, our cost departments must be worth a little more than
they cost to stay in business.
My thought along this line was given considerable stimulus about
a year ago by the receipt of a letter from the newly appointed
works manager of a successful western automobile company. This
man is an engineer and, prior to this position, I believe had been
engaged in construction work on factory buildings, etc., for a well
known firm of construction engineers. As he is naturally a fast
and energetic worker and was very desirous of improving the
profit showing of his company, he no sooner got his feet on the
ground than he began operating on their overhead.
So far as factory indirect labor, expense material, spoilage, etc.,
were concerned, I gathered from the tone of his communication
that he had been quite successful, but in spite of his best efforts
he was surprised at the very large number of purely clerical workers who seemed to be necessary from some angle or other, to the
conduct of the business. He could not bring himself to the point
of seeing how a bunch of people sitting around at desks and making marks on expensive printed and ruled forms and dashing hither
and yon with a business -like air, with a sheaf of papers in either
hand, could possibly be of any material assistance to him in building a better car for less money. Maybe he has altered his viewpoint by now, I do not know, but his original attitude was cer419
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tainly interesting and stimulating to me. To see how his overhead
in this respect compared with others, he gave me some figures
which appear in column "A" of the following table. Columns "B"
and "C" are figures on as nearly a comparable basis as possible
from an eastern automotive parts factory and a household necessity manufacturer, respectively.
Cost of Payroll and Cost Accounting for One Month
A
Shop Clerks . . . . . . . . . . . . . . . $1,125.00
Payroll Department . . . . . . . .
660.00
Costs . . . . . . . . . . . . . . . . . . . . . 2.790.00
Tabulator . . . . . . . . . . . . . . . . . . . . . . . . .

B
$2,640.00
918.00
1,414.00
........

C
$2,610.00
1,700.00
457.00
528.00

$4,575.00

$4,972.00

$5,295.00

Direct Labor same period.... 80,500.00

92,400.00

95,500.00

°7o Payroll & Cost Accounting
Expense to Direct Labor...

5.7°70

5.417,

1
5.57,

You will notice that, so far as productive labor dollars measure
size, the three plants are about of a size. The job confronting the
payroll and cost departments of the three organizations must be
very different, however. Take the matter of wage payment plans
alone, "A" was largely group bonus, "B" was 90 171 individual
piece work, and "C" had several different plans, including a rather
complicated profit - sharing plan based on length of service, etc. The
astonishing thing is that with all of these many variables the ratio
of payroll and cost accounting expense to productive labor is so
nearly alike in the three cases. Mind you, I am not saying that this
coincidence justifies the expenditure of something over a nickel per
productive labor dollar in any one of these cases, but I do say that
it is 5.5 170 overhead in which it behooves this group of men and
women to be vitally interested.
If we do not concern ourselves with these things, some new general manager, works manager, comptroller, efficiency expert or
what not, with prying eye and judicial mind may come along and
420
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make a fine showing for himself by swinging a mean axe in our
departments. I am here today to suggest that we beat him to it,
make our own analysis of our own situations, and get such changes
made as our analysis proves to be desirable so that when any of the
here -in- before mentioned gentlemen shows up he will have nothing
but commendation for our performance. Probably many of us are
not heads of departments of any kind but merely hold down an accounting desk of some sort. At least you can analyze your own
jobs with a cold judicial eye and attempt to arrive at a better appreciation of the relation of your particular function to the business
as a whole. If, after thorough and painstaking consideration, you
decide that certain portions of your work are not worth while or
that they could be simplified and improved, talk it over with your
boss at the proper time. At least, this will show that you are thinking about your work, as well as the baseball score, tonight's date,
etc. Of course, if you approach him in th e wrong way at the
wrong time, he may fire you on the spot; but, who can tell, maybe
that would be the best thing that could happen to you if you are not
engaged in useful and interesting work which taxes your present
capacity to somewhere near the limit.
What can be done to reduce the cost of cost accounting? For
convenience, let us subdivide our analysis under these main classifications :
1. The Job
2. The Equipment
3. The Personnel
These items will be considered in turn.
THE Jos
Knowing well that I am treading on dangerous ground even to
mention this phase, may I venture to suggest that some of our cost
systems are top heavy with too much detailed information. Thousands of direct labor tickets per week and thousands of indirect
labor tickets ! You know what I mean, the quantity of pieces of
paper to be priced, extended and tabulated is enormous. Some
times in your experience, as well as my own, a single operator may
change his card from 12 to 20 times a day. This means work for
factory clerks, for the payroll department, and for the cost department. It is dangerous to generalize on these things but it cer421
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tainly seems to me that when it becomes necessary under a certain
system for a man to wal k t o a clock and change his card any
oftener than once per hour, something is wrong with the system.
If any of you have tried to operate a blue print and operation cost
scheme in a plating or japanning department, where perhaps three
or four people handle a hundred or more different parts per day
through five or six operations, you know what I am talking about.
Perhaps the blue print and operation cost scheme is ideal for these
same parts through the foundry, punch press or other machining
operations, but when we come to such operations as dipping, spraying, plating, tumbling, wiring up and unwiring, something else
should be done. The obvious solution is to use the blue print and
operation or special order system on the operations where they fit,
and to have general operation, or standing operation numbers for
those operations which are common and practically identical for
a large number of blue print or order numbers, perhaps sub- dividing your product into three or four classes on each operation.
This will materially cut down the number of time cards and will
generally produce more satisfactory costs both from the standpoint of computation and application to cost of sales.
Perhaps some one here who is better versed than I am on standard costs will tell us the effect of such a system on clerical costs.
I should certainly think that it would be much more economical
than some of the other systems. As I understand it, a standard
cost system works on the "exception" principle. That is, the 90%
of your detailed data representing material at standard cost, is
shoved aside at one fell swoop and labeled "standard," while the
remaining 107o, or the "non- standard" portion, is gone over with
a fine tooth comb, analyzed by causes and referred to some executive in condensed and intelligent form for his information and action. If I am wrong in this brief description, I trust that some of
our standard cost friends will publicly set me right before the close
of this meeting. At any rate, the thought of handing cost information to operating executives in simple and condensed form so it
will be understood and used, I think we all agree, is a good one.
There is no joy to the average general manager, works manager,
superintendent or foreman, in voluminous reports containing page
after page of neatly tabulated figures. They may say out of sheer
awe, "This is a fine piece of work" but ten chances to one they
422
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will throw it down unread and even if read, not understood. What
these men want are a few ratios and figures which will express to
them in simple terms the efficiency of the various departments of
their business.
I came across a shining example of this sort of thing in the way
of a spoilage report to superintendent and foremen. The cost department consolidated and listed all of a department's spoilage by
part number and operation number, showing total cost, including
material, labor and overhead for each item. In some departments
the result was a sheaf of single- spaced typewritten sheets about
the thickness of the American Magazine. Everyone was "flabbergasted" at the enormity of their sins but no' improvement resulted.
These same data condensed to a single table which would conveniently fit on one -half of a letter size sheet, showing quantity of
pieces spoiled in each of six or seven major classes of parts, average cost each, total cost, % spoiled of O.K. produced, against an
objective % spoiled (representing very good practice) and given
the right kind of publicity throughout the organization, has resulted
in various steps being taken to reduce the spoilage loss nearly 509ol .
Let us not try to impress our colleagues and superiors with the
profundity and complexity of our knowledge and jobs, but rather
let us reduce our reports to lowest terms so that they will be read,
understood and acted upon.
Speaking of vast volume of time cards, there is one type of wage
payment plan which, while providing ample incentive for individual
productive effort, keeps the volume of clerical and accounting work
down to a minimum. This is group bonus.
Originally, having received my early training under Gantt, Emerson, and Knoeppel, I was a "dyed in the wool" individual incentive exponent and it was my firm conviction that each man's product should be counted separately and that his pay should be based
on this count. In processing departments like plating rooms and
heat - treating departments, however, I was forced to admit that individual piece work, or other individual incentives fell down,
through sheer difficulty of application.
To make a long story short, we tried the standard form of General Motors group bonus in our heat - treating and shipping departments, because it was the only thing we knew of which could be
worked under the conditions existing in these departments. It
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worked so well in these places that we are gradually substituting
the group plan for individual piece work throughout the shop, even
on operations where individual counts can easily be obtained.
As some of you may not be familiar with this plan of payment,
I will briefly outline its operation.
1. A department or shop is divided into natural groups from
6 to 40 men or operations. A group should consist of operations
which are more or less alike or inter - dependent for production
showing.
2. A careful time study is made for each operation to be performed within the group and an accurate standard set.
3. The group is charged with the number of man hours actually put in during a payroll period.
4. The group is credited with the standard hours of work finished during the period.
5. Group efficiency equals credits divided by debits or output
divided by input and is expressed as a percentage.
6. Percent bonus is based on % efficiency using a bonus curve
of the Emerson or Knoeppel type.
7. Each man in the group receives the same % bonus for the
time put in but base rates are varied on account of length of service,
skill, behavior, etc., the same as any other day rate scheme resulting in varying bonus and total earnings.
For each group then, there is a daily debit or time sheet and a
credit slip for each class of product produced. A man goes from
one operation to another within the group without changing cards
and it is unnecessary to count the product until it leaves the group.
There are several advantages to this plan of wage payment, which
we have not time to discuss here, but there is one which concerns
its vitally and that is the elimination of a considerable amount of
clerical work in the factory, payroll department and cost department, through the elimination of individual counts of production
and individual time cards. If there are any questions in this connection. I shall be glad to answer them when we come to the discussion.
Sometimes general managers or company officers make unusual
demands upon accounting and cost departments for data not readily
available, which requires some digging to get out. The tendency
usually is for the accounting department to prepare working
424
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papers, sometimes at the expense of considerable effort and time,
to enable them to give these data up -to- the - minute in good
"snappy" fashion the next time it is asked for, or perhaps it will
be automatically prepared and submitted to the "big boss" regularly after the first inquiry, whereas he only needed or wanted it
under one particular set of circumstances. The chances are that
he will never think of the cost of compiling the report and will not
ask for its discontinuance unless the matter is brought to his attention.
It pays periodically to inventory the reports emanating from our
departments and check them against their actual usefulness to the
people to whom we are furnishing them. If they are not much
used, ask for permission to cut them out, or cut them out without
saying anything and watch what happens.
Along this same line too many reports are being typed or copied
long -hand where the original working papers in pencil, if neatly
done, would serve just as well. I have seen several nice little
stenographic copying jobs discontinued after a careful study of the
real utility of their product. Another advantage of using the original papers is that the time of copying is saved and the data reach
the place where they can do some good just so much quicker.
If we are to be held responsible by management for the cost of
operating our departments —and we shall be sooner or later —let us
show management what some of the practically useless things we
are expected to do actually cost. I have seen managers ask for
cost on a complicated assembled product "right off the griddle,"
reflecting last week's labor figures and today's material costs. The
cost department would work feverishly, burning "mid -night oil"
in some cases and the result would be a plus or a minus of two or
three cents on a product costing around $20.00 as compared with
the cost used in last month's cost of sales.
In passing, I cannot refrain from mentioning what mathematicians call "order of accuracy." Before we carry all of our average unit costs of labor, material, etc., out four or five places to the
right of the decimal point, let us make a few tests to determine
what the effect would be if we should drop off the last digit or two,
rounding the number up or down as the case may be. You will
be surprised to observe how impotent those digits to the extreme
right are in their effect on the final result, and if you use calcu425
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lating machines of the comptometer type, by dropping a few unimportant digits here and there your number of calculations per operator per day will be increased and the cost reduced.
Of course, it is trite to say that good management and planning
are as essential to successful cost work as to any other branch of
business. Let us watch out for peaks and do everything possible
to avoid them, for when we have radical peaks and valleys of effort,
there is a decided tendency to be over - manned part of the time at
least. It costs extra to rush work through and does not help its accuracy, so let us avoid rush jobs, wherever possible. We must give
prompt and efficient service if our reports are to be of utmost
value, but let this promptness and efficiency be a matter of routine
rather than emergency.
Do not be afraid to talk your internal problems over with other
department heads and your superiors. In many instances, frank
discussion of these things will result in a readjustment of the things
they require of you and your department which will lead to more
being accomplished by your department and at a lower cost.
EQUIPMENT

So far as concerns the equipment we already have in our offices,
I think all of our mistakes may be summed up for practical purposes by the statement that "too much office equipment is `sold'
and not enough `bought.' " Next to the insurance salesman, I
think there is none of the high pressure type more than the office
equipment salesman.
Is there any reason why the same brand of scientific analysis
and thought should not be used in the selection of office machines
as we find commonly in use in the selection of machine tools for
the average factory? The various cost factors as depreciation, upkeep, and labor cost of one method should be balanced against
those incidental to the present method, or other proposed methods,
and no new investment, outside of replacements or expansions,
should be made which will not pay for itself within two or three
years in actual savings.
Ordinarily, machine posted records are nice things to have from
the standpoint of appearance, but I dare say there are places where
hand posting is more economical and just as good from a practical
viewpoint.
426
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Visible Index, Vertical Cards, and Loose Leaf Ledgers, all have
certain points of advantage for certain installations and yet the
salesman of any one of these types of equipment will glibly tell
you, in many cases, that his particular style of record is the best,
without any far reaching investigation. Do not depend too much
on what somebody else says. Make your own investigation and
analysis and arrive at your own conclusions. What fits in some
other payroll or cost department may not fit your case at all. In
the choice of equipment, do not let anyone hurry you. You are
probably "getting by" all right now, and as your new equipment
will have a useful life of at least five years, you can afford to be
somewhat careful in its selection.
In connection with the purchase of equipment, have you ever
noticed that it is easier to secure permission from some managements to put another name on the payroll at $1,000 a year than it
is to secure consent to avoid the addition to the payroll through
the purchase of a $500 machine? Sometimes it seems as if we use
a different pair of glasses for "Payroll dollars" than we do for
"Invoice dollars." We seem to regard the former as unavoidable
and the latter as something to be avoided even in the face of our
better judgment. Where this condition exists, let us try to encourage a more rational point of view by sound arguments of all kinds.
Before leaving this material side of our job, we should at least
mention printed forms. Many of us have too many forms and
these of non - standard sizes and extravagantly designed and printed.
There is no better way to familiarize yourself with the clerical and
paper work of the concern than to study its printed forms and the
uses to which they are put. I have personally O.K'd. every purchase requisition for printed forms originated by my firm for the
past four years. During this time a saving of at least 50% has
been made in the printing bill or an amount equal to the salary of
the purchasing agent. These matters are too often delegated to the
office boy to handle. This saving was made in the following different ways:
1. Standardizing sizes to cut economically.
2. Increasing quantities to economical quantities to order
thereby reducing composition and press work cost per 1,000.
3. Substitution of cheaper stock which serves just as well.
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Reduction of size of forms through more efficient use of

space.
5. Buying from the source which is equipped to produce at
minimum cost —i.e., buying tags from the tag companies; correspondence pads from sales book companies; time cards from
time card companies; etc. In short, we employ specialists when
there is any economy in so doing.
6. Eliminating forms which investigation shows to be of little
or no real value to the business as a whole. In this connection we
should remember that when we cut out a form which is used only
indifferently, we not only save the cost of printing the form, but
we also save the time of the person who has to write upon it. In
many cases the latter saving far out - weighs the former.
Of course, to do these things, one must know something about
print shops costs, how they are affected by quantities; pen rule
versus print rule, sulphite bond versus rag ledger stock, manilla
versus high -grade index Bristol, etc., but these are things which
can readily be picked up from your job printer if you go to him
with your jobs and ask him how they can be done more economically.
In a city like Rochester or Buffalo there is little or no economy
in operating one's own print shop for factory forms. It used to be
almost an axiom that if enough quotations were secured on a certain printing job, some one or more of them would be at or below
cost. This situation has improved of late years, however, and the
job printer knows something about cost accounting, thanks to his
trade associations.
If you have not already done so, look into your total printing bill
not only for accounting forms but all sorts of forms; its size will
surprise you.
PERSONNEL
This is a delicate subject to discuss as we have quite a few of
the personnel right here and they are better equipped for self defense than printed forms and the other things so far discussed. I
do not know what your experience has been, but I am astonished
at the number of men who are around applying for office positions
and, furthermore, many of them appear to be quite competent. The
indications are that quite a proportion of these men will have to
428
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seek jobs in some other lines such as production or sales, if they
are to keep profitably employed. In our territory (Central New
York) I account for this situation in the following three ways:
1. The increasing use of women in clerical and accounting
work.
2. The simplification and standardization of accounting procedure and the increasing use of machines.
3. Consolidations of business into larger units, with the result,
in some cases, that one office does the work formerly done by two
or more. You will agree, I think, that all of these factors are at
work, whether we like it or not, and we might as well face facts.
Of course, there is the old argument that you no sooner get a
girl broken in on a job than she gets married and you have to start
all over again. This is still true to some extent, but with us there is
quite a tendency for women to stay in our employ after marriage.
Our ratio of women to men in payroll and cost departments is approximately 5 to 1, which is higher than ever before but may go
still higher in the future. Our heads of departments and possibly
their first assistants are men but women do the bulk of the work,
and why not? Certainly I know of no work which is better suited
to women than routine clerical work. For the most part they are
more alive mentally, quicker, more accurate and better contented
with the wages they receive than men working at similar jobs.
Mind you, I said routine work. When it comes to contact with
shop people, the public and officers of the company, I do not know
of many women who would qualify. There is no doubt, however,
that there will be an increasing number of women in these positions in the next fifty years. They have the brains, and some of
them have a great willingness to learn and apply themselves to
their jobs. Under proper supervision and instruction it is wonderful what quantity and quality of work they will turn out.
A moment ago I mentioned that our ratio of women to men has
lately increased considerably. This was not done by laying off
perfectly good men and replacing them with women. In fact , I
think it is safe to say that our men remaining are hardly aware
that any change has taken place. As men have quit or were transferred to other work, we have selected a bright girl clerk, stenographer, or calculating machine operator who looked like a fit candidate for the job and put her on it. To our surprise, in several
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instances she has walked away with the load in better shape than
the man who preceded her.
If you have men posting, calculating, typing, distributing labor
or material, or any of these routine jobs, for which standard practice instructions may be developed, you have an opportunity to
make a saving through gradual substitution of women.
Morale in an office, as in any group of people, is an important
factor in performance. There is nothing more destructive to
morale and loyalty than treating clerical workers as if they were a
commodity. They are individuals and deserve treatment as such.
Of course, one must have certain hiring rates and certain maximum
rates beyond which it is not customary to go. However, when an
outstanding worker comes along, one for example who is about
twice as good as the average we are willing to tolerate, let us recognize this extra ability or capacity by a wage somewhat beyond the
maximum ordinarily paid for the class of work involved. Where
they are really deserved, one or two rates of this sort in a department will have a very stimulating effect on the whole personnel.
There will be a tendency for them all to strive for this same recognition, whereas, if an understanding gets abroad that $25 per week
is top money for a certain job, there is a decided tendency for the
$25 people to lose heart and to deliver just about $25 worth of
work.
I do not believe this applies to every one in this group but once
in a while we used to run across an office executive who judged his
own importance and value and felt that others were doing likewise,
by the number of people working under his jurisdiction or in his
department. This is the same fellow who has a lot of push buttons where he can reach them at convenient intervals, particularly
when there are callers present. He is also likely to be addicted
to the "in conference" habit. Let us "be ourselves" and not try
to "kid" any one as to our real importance in this world. When
we die, things will go along just as well, or perhaps better.
We only need enough people in a department to handle the work
after it has been simmered down to lowest terms. By not having
any unused capacity, we keep everybody busy and out of mischief
and more contented than when they have to bluff at being busy.
Let us make a few informal time studies of our various operations
and make out work schedules for our people based on liberal time
430
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standards for the actual amount of work on hand to be done. If
you have not done this you will be surprised at the results. The
efficiency of use of time in our offices is far below that in the
average well conducted factory. This need not be true and you
are the fellows who can best remedy this condition so far as your
own offices are concerned. The atmosphere in our offices should
be one of industry and not that of an afternoon tea. If you have
difficulty in maintaining discipline, you will probably find one or
two disturbers at the bottom of your difficulty. If they will not
line up with your policy after a sufficient opportunity, there is but
one course open to you and that is to dismiss them.
You may well ask what all this has to do with the cost of cost
accounting. I think it has a lot to do with it, for after the task
has been set, either by us or for us, it is our job to see that it is
sufficiently and economically accomplished.
After about a year of application of the policies and ideas outlined here this morning, under the headings of The Job, The
Equipment, and The Personnel, I was interested to see some new
figures for Company B, which you will remember is an Eastern
automotive parts plant. These are given below:
Cost of Cost Accounting —Plant B

One Year Ago

Now

Shop Clerks . . . . . . . . . . . . . . . . . . . . . .
Payroll Department . . . . . . . . . . . . . . . .
Cost Dep a r t m en t . . . . .. . . . . . .. . . . . .

$2,640.00
918.00
1,414.00

$2,340.00
800.00
1,279.00

Total . . . . . . . . . . . . . . . . . . . .

$4,972.00

$4,419.00

Di r ect La bor sa m e per i od. . . . . . . . . . . $92,400.00

$102,285.00

Payroll & Cost Accounting Expense
t o D i r e c t L a bo r . . . . . . . . . . . . . . .

5.4%

4.3°fo

You will observe that in spite of an increase in volume of approximately 10ojo, the dollar labor cost of operating these departments has decreased over $500 and the percentage of cost accounting expense to Productive labor has decreased 207o'. This is
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progress in the right direction, but the man in charge of the work
in this institution tells me there is still room for improvement.
This whole matter is not so much one of what our present costs
of cost accounting are, but rather what is their tendency— upward
or downward? What we need all the time is more effective results
for less money and I know you people can do the job smoothly and
efficiently if you will go about it in the right way.
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