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WEAKNESSES IN ST ANDARD COSTS
subject selected for discussion, "Weaknesses in Standard
T HE
Costs," has been chosen, not because of any opposition to the
theory of standard costs that is gaining widespread adoption, but
because it is felt that something may be gained by looking into
the opposite side of the question. When a subject is discussed
solely from a favorable standpoint we are apt to overlook some of
its unfavorable aspects. On the contrary, a discussion of unfavorable aspects may bring to light something that will serve to
strengthen the topic under discussion by the elimination of weak
points. I should like to make clear at the outset that I have no
opposition to the theory of standard costs, but on the contrary, am
a firm believer in that theory under the conditions to which it
can be successfully applied. In the main, what I have to say deals
with the human weaknesses that are to be found in connection with
the application of the standard cost theory to practical cases. Human weaknesses as well as human virtues we always have with us.
It is our task to attempt to overcome those weaknesses and to
attempt to build up all avenues of human strength that will help
our cause.
In one respect I think that much of the discussion we have of
standard costs tends to weaken that subject because it deals with
the "how" instead of the "why" of doing things. There are essentially two types of people, one concerned with doing things, and
the other concerned with knowing why those things are done. The
doer is interested in the "how" of a thing, while the thinker is
interested in the "why" of that thing. If we are to develop standard cost accounting to the best extent it is necessary for us to
have thinking, analytical type of managers and accountants in control of our work. For that reason it is necessary for us to place
more emphasis upon the "why" of a subject and to be sure that our
reasoning is correct, with the knowledge that if it is correct, the
"how" will follow of its own accord.
It seems to me that there are some five weaknesses in our method
of thinking about standard costs that should be corrected if this
subject is to be developed to the fullest extent. One of these is a
failure to understand that standard costs and budgetary accounting
are in reality one and the same thing. Another is too great reliance
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upon an untrained and uncomprehending human element that is not
mentally equipped to carry out the work required in a proper
handling of a standard cost system. A third weakness is expecting
too much of and attributing too much to standard costs. Undoubtedly the present wave of enthusiasm for standard costs has
led many managers to expect more from standard costs than can
reasonably be secured, while on the other hand, enthusiasm for
standard costs has led to attributing to them many results that in
reality required only the use of common horse sense. Let us not
be too enthusiastic. Let us take standard costs at what they are
and not what imagination considers them to be.
Another weakness, and I believe this is one of the great weaknesses, is looking upon standard costs as an easy and cheap way out
of accounting difficulties. Men are being misled into expecting too
much from standard costs and into believing that the standard cost
system offers a means of reducing expenditures for accounting purposes, without sacrificing results. If standard costs are properly
used, the cost of operating the accounting department will be increased, instead of there being a saving. The cost will be multiplied
manifold but there will be secured from it correspondingly great
benefits that will more than compensate for the increased cost of
the accounting work.
All that ties up, as I said at the beginning, with the human
element. In connection with management, we should focus our
thoughts on the human side. A standard cost system must be
worked with under ordinary human conditions and the human
element must receive a great deal of consideration at our hands.
Certain laws govern physical acts in this world, and to a great
extent, similar laws govern human acts as well. If we pour two
chemicals in a test tube, maybe we won't have any test tube left.
To get certain results, we have to be able to combine the right kind
of chemicals. Similarly, in the use of standard costs, we must
have the right understanding of human action in order to make the
most of our standard cost system.
In Kenneth M. Goode's book, "How to Turn People into Gold,"
there is given a very keen analysis of human motives and action,
which I believe applies to a certain extent to the development and
use of standard costs. He observes that man in the mass:
i. Yields to suggestions when properly flattered.
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z. Follows his leaders eyes shut, mouth open, and stands by his
friends even when he knows them.
3. Forgets the past and remembers inaccurately.
4. Accepts his beliefs ready -made and sticks to them till the
cows come home.
5. Dares not differ from the crowd unless certain his differences
will be recognized as superiority.
6. Follows a habit until it hurts.
7- Confuses what is done with what should be done.
These rules of human conduct seem to be sufficiently established
to be acceptable to us as guides. It is interesting to theorize as to
the way these human traits have operated in connection with the
development and use of standard costs.
As far as I know the first mention of standard costs that we can
find in print was made by Harrington Emerson about i9o8. It
has been within the last ten years that the movement for standard
costs has reached its height. If we will go back over these years
and mentally trace the development of standard cost accounting I
think we will find that the rules of human conduct which we have
just stated have operated in connection with the development of
standard costs. For example, there began an agitation for standard costs, in which cost accountants yielded to suggestion when
properly flattered and followed their leaders without greatly inquiring into the merits of the arguments that were proposed. Considering their past cost methods, they forgot the past and remembered inaccurately, thereby overlooking many of the merits of past
methods and failing to see some of t he demerits of suggested
methods. Having adopted standard costs, many accountants have
continued on with them regardless of their adaptability to the particular problems that the accountant was facing. In this way
standard costs became a habit which has been followed in many
instances until it hurt. Finally, in considering what is done with
standard costs and confusing that with what should be done with
them, we have an application of the rule that man in the mass
confuses what is done with what should be done. As a result,
standard costs are used indiscriminately and often ill- advisedly,
without securing proper and correct information for management,
with an incorrect understanding of the meaning of the cost and
with bad errors and weaknesses in the operation of the so- called
standard cost system. As a result, misapplication of the theory of

1495

N. A. C. A. Bulletin

July 15, 1930

standard costs has done an immense amount of harm to the work
of cost accountants which, to a considerable extent, offsets the
good that has been secured from the use of standard costs in other
lines.
Before we undertake the use of standard costs it is necessary
for us to stop and think a little about our business. Is it suited to
standard costs? Are we capable of thinking in terms of proper
standards, and of making the necessary analyses and examinations
that should accompany the use of standards? In other words, are
we able to secure standards, use them, and avoid the mistakes that
come from lack of thought or from inaccurate thinking? Above
all, is our business one which is adapted to the use of standard
costs? Unless we can answer these questions in the affirmative it
would be a good idea, perhaps, for us to steer away from standard
costs for awhile. As a result of the indiscriminating use of standard
costs, I think you will find many misuses of cost figures, many
misconceptions of the meanings of cost figures, and much incorrect
guidance in managerial affairs. All these things are weaknesses in
the operation of accounting departments which should be avoided
and in no way cast a reflection upon the theory of standard costs
when properly applied.
When we are talking about standard costs, of course we must
have some idea of what a standard cost system is. Unless we all
proceed from the same definition, we are likely to be led astray in
our final conclusions. Let us then start with a definition of standard costs. For such a definition we may say that a standard cost
system is a system of accounting in which figures as secured from
the books are compared with a previously fixed standard, in order
to find to what extent there has been a variation from the standard,
and to secure the reason for the variation, in order to interpret and
manage our business properly.
Then comes the question of what should the standard be? Should
it be a very correct figure, or should it represent a compromise between the best and what is used today? For my own part, I believe
the ideal correct cost under the best operating conditions is the
true standard. At the same time, I don't believe it is always possible to set up a standard like that, without pretty thoroughly discouraging the men in the production department. There may be
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times when a standard should not be set up ahead of what it is
possible to attain.
A good many years ago, before cost accounting had been developed into as fine a tool of management as it is, management was
using, in many lines of business, a system of estimating costs.
They would build up an estimate of what they thought goods
should cost in order to determine a proper price for the goods.
What would be more natural than to adopt the estimates as a
standard of comparison, and to find what the total number of
pieces made, multiplied by this standard rate, amounted to and how
the total compared with the total operating expense on the books.
Under such an estimating cost system the point was, if there was
any difference or variation, it was taken as proof that the estimate
was wrong and that the book figures were right.
If you play tennis and in serving the ball, put a reverse twist
on it, you will secure a bounce that is the opposite of what your
opponent would ordinarily expect. To some extent today, our
theory of standard costs is based on a reverse twist from the old
estimating cost system theory. Today, if there is a difference
between book figures and the standard figures, we assume that the
book figures are wrong and that the standard is right. Isn't it
at this point that we should begin to examine both the book figures
and the standard to find which is correct? If our standard cost
theory assumes that the reverse twist is correct and that the standards are right, consequently the book figures must be wrong. When
there is a variation from standards, it would seem to me that
here is a weakness which should be examined into, in order that we
may know for certain where lies the right of the matter.
To prove that a standard cost system is correct, and, in fact
to operate a standard cost system at all, requires a complete flexible
budget covering all activities and all varying phases of the business.
This was well stated by H. G. Crockett, at the International Congress on Accounting in the following words, "In the last analysis,
the ideal presentation of standard costs is in the form of a complete, flexible budget. Not just a budget of expense, and not a
budget that is fixed at the beginning of the year and allowed to
stand regardless of the volume of production. It should be a
budget that considers every item of income and expenditure, with
standards for any volume of sales or rate of production ".
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Given standard costs and a flexible budget of the kind described,
it is necessary that any comparisons of the standard costs and the
budget figures with the book figures should be made with an actual
cost system tied in with a complete accounting system. Here is one
of the great weaknesses of standard costs as commonly used:
the desire to use standard costs without actual costs as a check
upon them. Too many people look on a standard cost as a magic
thing that you can pick out of the air, by means of which you can
get rid of all your troubles. Now if standard cost is to be useful
and correct, it must be operated in addition to your regular accounting and cost system. When this is done, we are able to make use
of standards to an extent that is thoroughly and really worth
while. When it is not done, only confusion and wrong thinking
can result.
Two very common weaknesses in connection with standard costs
are ( i ) desire for speedy reports, and ( 2 ) the wish for low operating expenses in connection with the accounting and cost department. These two ends are exactly opposite to each other in their
final result. If you want speedy reports, you must expect to pay a
price for them; if you want to cut down accounting expense, you
cannot expect speedy reports. On the subject of speed versus
expense, the management must make its choice, and having made
the choice, should not hope also to receive the other condition.
This condition with regard to speedy reports is well discussed by
H. W . Maynard, of the Gillette Safety Razor Company at the
West Baden convention, when he said, "Criticism has been levied
against cost accountants because reports have not been issued
until, say, the twentieth of the month, on the ground that by that
time they are worthless. Yet any important leakage or waste in a
factory has rarely come into being in one month or two months
but is almost invariably a gradual development over a considerable
time. Likewise, the elimination of any important waste also takes
time. The fundamental requirement of any report is that it be
accurate and dependable. Promptness is secondary ".
Are speedy reports practicable? Yes, if you are willing to pay
the price. Some years ago I had the pleasure of making an examination of the accounting methods of a large steel foundry company, which was doing a business that ran into millions of dollars
and operating on a nation -wide scope. There was one thing that
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stood out about the accounting of that business. On the fifth of
each month the management secured a complete detailed analytical
report of the business in everything that concerned managerial
affairs. Everything in that accounting organization was brought to
bear to secure the kind of information that was wanted at the
earliest possible moment. As a result, reports were on time, issued
early, and gave complete comprehensive information. But it all
cost money. The whole question to be decided by the management
of any business is, does it want speedy reports badly enough to
be willing to pay the price to get them? If so, such reports can
be secured. But above all things we should bear in mind that
accurate and dependable reports are more important than fast
reports and as between accuracy and promptness, promptness is
secondary. As I look at it, there is no reason why any properly
organized business should not have complete financial and cost
reports by the fifth of the month. But the wish for low expense
in connection with the accounting and cost department is another
thing.
We hear continually that accounting expense should be kept
down to the lowest point. Yet in all our studies of management,
in all our study of factory operations, we have seen innumerable
instances where the cost per unit of output was reduced through
an increase of overhead expenses. If the accounting department
can produce information useful to the management, even though
it is necessary to increase overhead to get it, that information should
be worth what it costs. The point I wish to emphasize is that it
is not the amount of expense that counts but the results we get
from what is spent, if our accounting work is to be of the most
value. This thought was well expressed by H. W. Maynard at the
Atlantic City Convention when he said, "In our thinking about
the `cost of cost accounting' we need to separate the factor of
simplificationof accounting records from that of simplification of
expense. As industry grows more complex daily, its problems
become increasingly urgent. Simplicity in expense is nearly always followed by inadequacy. Adequate control costs money.
It is our job as cost accountants to have any proposed plan for
improved methods so definitely developed and convincing that the
management is bound to approve the expenditure of sufficient
money for us to do a man -size job ".
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Then there is another weakness in connection with the discussion of standard costs, which always "gives me a pain in the neck ",
and which I think could well be done away with when standard
costs are being discussed. It is the "historical record - ancient
history" bug. It seems that whenever a meeting is held in regard
to standard costs, there is a continual repetition that job order
costs are ancient history, historical records, and all such clap trap,
with the apparent motive of discrediting job costs and process
costs because time is required for their preparation. If standard
costs are good, it is not necessary to decry job costs and process
costs. Standard costs, by the very force of circumstances, must
displace other cost methods where standard costs are the better.
On the other hand, nothing is gained by hearing slighting remarks
about other methods of cost finding. Elbert Hubbard was credited
with the definition that "an executive is a person who decides a
thing quickly and is sometimes right ". If we could put the brakes
upon some of these executive decisions we might avoid many
mistakes. A lot of us would be better off if we looked back and
drew a few conclusions from history, instead of turning our faces
upon the past and refusing to be guided by it in dealing with the
future. It takes time to get information. It also takes time to
digest information before it can be used properly. Any sacrifice
of that necessary time may result in conclusions that are disastrous.
In speaking of historical records, E. W. Wesp, of The Crosby
Company, said at the West Baden Convention, "A detailed cost
system covers a record which is very useful at all times. Some of
us may consider detailed records ancient history. I consider
standards, immediately after they are made, ancient history. A
standard today is what tomorrow? We know not. A new discovery brings changes ". Another interesting comment on the
"ancient history" bug was made by L. D. Crusoe, of the Fisher
Body Corporation, at West Baden, who said, "In listening to the
discussions in this convention, the average person is liable to get
the idea that unless a record is published the minute the expenditure is made it is not useful. I contend that these so- called historical records are valuable, and that in the main all our decisive
steps are based on historical records and nothing else. It is patent
that you can judge the future only by the past'.
A fifth weakness in the discussion of standard costs is in the
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matter of reports to the management. We read a great deal about
the preparation of reports for managers, which leads us to believe
that the men at the head of affairs either have no brains, or have
forgotten how to use what brains they have. Is it reasonable to
expect that the men who have built up great businesses, have so
little mental power that they are unable to understand correctly
prepared reports? I think we have a right to assume that the
men who are in charge of the management of industry have sufficient ability to understand the English language when it is properly
used and to see the points that are involved in a proper presentation
of costs. It is true that they may prefer to play golf instead of
looking over reports, but if so, there is no use in preparing reports
for them under any circumstances. If we prepare a report we have
a right to expect that golf will be laid aside for the more important
subject. It is of course necessary for us to develop a "selling"
attitude towards the reports that we prepare. If an accountant has
something useful for the business, he should be able to present it in
such away that it will be convincing. If what we have is worth
while we must study to make the management anxious for our
reports and to put gray matter into his studies of them. L. D.
Crusoe covered this subject very nicely at the West Baden Convention when he said, "I think that the time has arrived for cost
accountants to stop `wolfing' if you please, and pin a rightful portion of the blame for non -use of cost records on our production
management. Cost accounting has made such rapid strides in the
last few years that the need now is not for additional cost systems
but for more careful consideration of the capabilities of the shop
men to use cost figures and remedial education to the end of getting
more results from the cost reducing machinery we now have ".
H. W. Maynard also commented on the same subject at the 1928
convention in these words, "Cost accounting speakers have said
that cost accounting reports must be stated in terms which the
management can understand. But it is equally important that after
the reports have been issued, the management must use them ".
Consideration of this subject of the preparation of reports in
words of one syllable as an excuse for the non -use of those reports
by managerial executives leads to another thought. With our
American fondness for slogans we have pretty generally adopted
the idea that this is the "machine age ". As a matter of fact, is
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this a "machine age" or an "age of get -by "? When one notices
the operation of industry in general, one is impressed by the fact
that an immense multitude of people are merely trying to "get by"
with things instead of putting their best into what they are doing.
An immense number of people seem to be trying to do just enough
work to hold their jobs, to produce something that is just good
enough to get the customer's money, and no more. To what
extent are standard costs contributing to that attitude?
Some time ago I had the pleasure of seeing some work in connection with the installation of a high- voltage instead of a low voltage system in a manufacturing establishment. Work had been
under way for over a year on the plan. When they were ready
to change over to the new system, it was necessary to close down
one department for about eight hours on a Sunday, which meant
that several thousand men would be out of work for several hours.
About Thursday the final test of machinery and equipment began.
From then until the time that the installation was put in operation,
there was a continual disclosure of defect in the manufacture of
the equipment. As a result the change -over was delayed, many
men lost their wages for a considerable number of hours, the
factory's production was seriously disturbed, and the manufacturer
of the equipment was faced with quite a back charge. It would
seem that all of this could have been avoided had there been
proper care on the part of workmen and inspectors. To what extent
did standard labor rates, and bonuses for fast production, tend to
cause both workers and inspectors to pass work that was not fully
up to specifications?
In another instance I have known of an engineer, in charge of a
two - million dollar project, to be denied a detailed cost report of
the work being done. He was told that the estimates served as a
standard, and that any variation from it as shown by the total cost
of the project, would be sufficient knowledge of the variation in
cost. Assuming a net profit of five per cent on the output of the
plant, this project represented a profit on forty million dollars of
sales. The price of a detailed cost record, even if it ran to several
thousand dollars, would have been only a trifle of the total sum
involved. With other projects in view, detailed cost records undoubtedly would have paid for themselves many times over. This
seems to be a case of standard costs running riot.
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In another instance I have seen a bonus system of wage payment
in use in a large manufacturing establishment, receiving the utmost praise from the executives, and not in the least understood by
the workers who were receiving the bonus. All that these men
knew was that they received so much a week, and under some conditions they received more. What those conditions were they did
not know, and they took whatever extra earnings they got with
gratitude that they were lucky enough to get them. How does
anything like this contribute to the cause of standard costs? No,
if we are to make use of standard costs in the best way, they must
not be considered as a substitute for anything else but only used
where they are the best means procurable for securing accurate and
intelligent information that can be used in the most effective manner. Conditions like those I have enumerated can be found in
every -day practice. Where we accountants contribute to them
through loose thinking and through failure to grasp the proper
accounting applications, we lay ourselves open to blame for the
results that may come. The great question before us in connection
with standard costs, in fact in connection with all cost accounting,
is to lift up the quality of our cost accounting so that it will be upon
the highest standard. There is a responsibility upon us to develop
cost accountants who will not be mechanical minded but who
will be thinking of the "why" more than the "how ". In order that
we may hold to such high standards we must have a thorough
understanding of accountancy principles, an understanding of the
fundamental laws upon which accounting is based. Too often we
have peddled to us sad and loosely thought out ideas that are contrary to the accepted principles of accounting. When such is the
case we must have the courage to withstand them and to uphold
those things which are right. If we wander after false gods, cost
accounting as a whole, and we as cost accountants, must suffer. If
we stand fast by our principles, which have been proved out time
after time, we advance ourselves and our profession. A knowledge
of fundamental accounting principles is absolutely necessary to
correct cost accounting, whether it be in the field of standard costs,
job costs, or process costs, and that knowledge should be mastery
and not merely familiarity with the subject.
An understanding of the manufacturing proposition with which
we are connected is equally necessary with an understanding of
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accountancy. We must know all the details in connection with
the manufacture of our products. By "know" I mean to really
know the subject, not to have merely a conversational half -way
understanding of it. It is therefore necessary for the cost accountant to study the business with which he is connected and to have as
thorough a knowledge of all steps required in connection with the
manufacture of its products as does any man in the production
department.
We further need a comprehension of economic requirements.
Back of all human activities are economic laws which operate
inexorably and infallibly. The cost accountant who ignores these
laws invites disaster whereas he who follows them is assured of
success.
We also need an understanding of the humanity involved in
industry. We are constantly dealing with human equations. We
cannot solve these human questions with engineering or chemical
formulas. We must study men, know men and understand the
motives that actuate them if we are to be successful in our undertaking as cost men. Thus we see that it is by study, diligence,
and application that the cost accountants of the country must fit
themselves to carry the use of standard costs to proper and successful conclusions.
We also must not lose sight of the fact that an unfitted standard
cost system is a catastrophe. There are many types of businesses,
just as there are several types of cost systems. Each kind of cost
system has its place and there are places where each kind does not
belong. Before we decide blindly upon the use of standard costs,
it is necessary to consider the kinds of standards that can be used,
the way in which those standards can be applied and the results that
can be secured from the use of those standards. When a standard
cost system meets all these requirements it can be used to advantage; when it does not, it should not be attempted.
And finally, going on the theory that the great need of standard
costs is the development of the human side, it is necessary for us
as cost accountants to secure master ability in analytical thinking
and sound reasoning. The entire theory of standard costs is based
on three steps, analysis, comparison and conclusion. If we are
faulty in our analysis, if we do not understand how to make comparisons, if our conclusions are unsound, the whole work attempted
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with standard costs is undone. The development of analytical
thinking and sound reasoning takes time, requires study and costs
money, but it is worth it and is the thing that is necessary to make
a success of standard costs.
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