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EDITORIAL DEPARTMENT NOTE
It does all of us a lot of good sometimes to contemplate the broad
applications of our field of interest, even though those applications may or
may not have any direct bearing on our own work -a -day lives. Most of us
are quite familiar with the advanced ideas of industrial accounting that are
to be found in practice in American industry, but very few of us, unless
we have had foreign experience, can fully comprehend the adaptation of
these methods in the foreign field. In some countries we find that our
methods are being adopted quite generally while other countries feel that
they have a very superior method to ours or are not sufficiently interested in
industrial accounting matters to bring their practices up to an efficient basis.
Largely because of the different political set -up that underlies its industrial life, Soviet Russia presents a peculiar field for the adaptation of business policies and practices. With control of all industry vested in the State
it is natural to find very little emphasis placed on what we know as financial
accounting. It is probably somewhat surprising to find as much emphasis
placed on standards and budgetary control matters as are disclosed in this
paper. We are presenting the paper primarily to point out the application
of the principles of our science in an industrial situation which is of sufficient
importance to give pause to the entire capitalistic world.
Mr. Joseph J. Wurman, the author of this paper, is a graduate of the
College of the City of New York. In 1928 he received the Certified Public
Accountant Certificate in New York and is a member of the New York
State Society of Certified Public Accountants. During his business experience, the years of 1929 -30 were spent with the State Institute of Scientific
Management in Moscow, Russia, and it is on the basis of his observation
and experience doing this work that he writes the materials that are contained in this paper. Mr. Wurman recently became a member of the New
York Chapter of the N. A. C. A.

COPYRIGHTED BY

NATIONAL ASSOCIATION OF COST ACCOUNTANTS
FEBRUARY 1, 1931

COST ACCOUNTING AND MANAGEMENT IN
SOVIET RUSSIA
recent developments in Soviet Russia have made that counT HE
try a subject of popular interest as well as curiosity. There
are but few among us who, at this time, do not know something
of the political aspects of the Russian Revolution. Most of us
have even developed definite likes or dislikes to the system of
political life experimented on by one of the great nations of the
world. Such phrases as Dictatorship, class struggle, collectivization, shock - brigades have become common words in our daily
vocabulary. Enough, too, has been said about some radical
changes in the very life of the people in present Russia; marriage,
children, religion, education, the theatre, all these subjects have
been widely written about and discussed.
In the writer's experience and knowledge practically nothing
has been said about any revolution in cost accounting in Soviet
Russia, nor for that matter about accounting altogether. Yet
some very striking and quite important things have been happening in that field. This subject, while not as important as some
of the political or social phases, is still a subject of interest to
members of our profession, particularly to those of us who are
really interested in the progress and possibilities of cost accounting in modern economic life. In a study or survey of modern
accounting methods, especially as regards the tendencies and possibilities of this science, one cannot afford to ignore the work that
is being done in this field in Soviet Russia.
To fully appreciate the pioneering work in cost accounting as
well as scientific management in general in Soviet Russia now one
must have at least an approximate picture of what the field of
accounting there was like prior to 1917 or the time the present
political and economic regime came into being.
Old Russia, generally referred to as Czarist Russia, was an
agricultural country. Over eighty -five per cent of the nation
was engaged in agriculture in a very primitive fashion. The bulk
of it was done by small land - holders cultivating their small parcels with the same tools their grandfathers had been using, and
living a most primitive semi - asiatic form of life. True, a sub -
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stantial portion of the land was held and operated by big landowners, operating on a very large scale and employing sometimes
as many as several hundred men in one estate. They represented,
however, a very conservative group from the point of view of
progressive methods of conducting business and couldn't possibly
see any connection between growing crops and systems of bookkeeping. It is little wonder, then, that this part of the nation,
representing fully five - sixths of it, was absolutely immune to such
things as accounting.
There had been much trading in Old Russia; indeed, in a certain sense Russia could have been taken as a trading country. It
probably was the most lively trading center in the East. But
trade here had its unique aspects, too. It retained its Oriental
character and was carried on more in the form of markets and
fairs than anything else. It was entirely devoid of the complex
modern trade mechanisms that the West has known a long time.
Under such circumstances, there could not have developed any
complicated system of trade - accounting. The modern trade acceptance, selling short and other such present day devices were
hardly necessary in that form of trading.
Next comes industry. By far the largest portion of Russian
industry in pre -war times was conducted on a craftsman basis.
Russian handicraft articles have been known all over the world.
Most of the home industry was conducted in that manner. The
small shop was the typical unit of Russian industry and was the
back -bone of old Russian industrial life up to a decade or two ago.
Of course, Russia had some key industries. There was the famous
Putilow plant, locomotive plants, well developed mines, steel mills,
and a fairly well developed textile industry. Industry, however,
played but a minor part in the life of the country as a whole.
With industry in such a state there naturally could not have been
developed any elaborate systems of cost keeping.
Such was the state of affairs in old Russia up to a decade ago.
An entirely different picture is seen in Russia of today, better
known as Soviet Russia because of its political system based on
local and central Soviets (Soviet is the Russian word for council).
The country is rapidly being made into a modern industrial country. All the efforts of the nation are devoted to the transforma-
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tion of the country from a primitive agricultural state into an industrial one with full use and application of the great mechanical
and electrical achievements of our age. Great strides are being
made to accomplish this task, generally referred to as the "Five
year plan ". A very interesting feature in this program of construction is a fact that the Russians are trying to make use of the
best there is in this line anywhere in the world. It is for this
reason that Soviet Russia is looking at the United States with
such great respect. They copy our methods of industry and
seem to regard these as the latest and consequently the most
efficient ones.
And not only from the point of view of technology is Russia
so eagerly looking up to and drawing upon America, in the technique of management and accounting they too try to apply the
latest methods and attainments. Among the American engineers
and other consultants in Soviet Russia, one may find some of the
leading names in those professions. The makers of American industry are looked upon with the highest regard. Such names as
Ford, Edison, Fredrick Taylor and others are probably no less
known to the young Russian of today than even Stalin
himself.
The chief characteristic of the present system of life from the
point of view of the management engineer or accountant is its
planning. All economic life in the country is carried on in accordance with a pre - determined plan. This is quite conceivable
and logically possible when we realize that all business is in the
hands of or under the control of the government. In a system
of economic life where all branches of activities are co- ordinated
in regard to each other and subordinated to one central body this
is quite plausible. Planning is also greatly facilitated by concentration of the various branches of industry and trade, which concentration is again perfectly possible in the absence of
competition.
It is not within the scope of this paper to describe in detail the
present economic system in the land of the Soviet or to pass judgment on its merits. It is a very broad subject and undoubtedly
deserves careful study from the point of view of waste elimination and maximum utilization of the means of production. I just
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want to bring out a few facts as regards the position and possibilities of cost accounting in this new and intricate system of economic life.
The two most prominent terms in modern cost accounting are
"standard costs" and "budgetary control in manufacturing ". Both
these ideas are very popular among cost accountants in Soviet
Russia and are looked upon as great factors in proper management. Indeed these two factors are of utmost importance to proper planning; at the same time full application and use of these
methods is made possible because of planning. Every economic
unit in the country, be it a producing or trading center, is operating along a plan. An annual plan of operations is laid down
by and for each unit, be it a steel mill employing twenty- thousand
men or a branch grocery store serving a small community. At
the beginning of each operating year this unit is given a plan
setting forth in detail what its activities are to be for the coming
year. This is not an abstract document sent in by a central office
located somewhere in the Kremlin. It is a plan prepared and
worked out by the place itself, based on past experience and a
study of the possibilities for expansion. Prepared in that manner
the plan is then forwarded to the higher instances for approval,
revision and general incorporation into the plans of the country
as a whole. There the plan is checked and made to tie up to the
several other factors affecting the respective organization as well
as with the general policy of the government for the ensuing year.
So revised and modified the plan now has a real form, it has
secured for itself the cooperation of the outside elements affecting
this operating unit, such as material supplies, wage rates, etc.
In this form the plan can be used as a safe guide in the hands of
the management.
Concretely this is how the plan works out. For the sake of
illustration we may take a good -sized shoe plant in the city of
Moscow, known as "The Paris Commune" shoe factory.
This is a large plant employing seven thousand people, manufacturing all kinds of footwear and fairly well equipped with modern
machinery and tools. Some three months before the end of the
fiscal operating year, the "Paris Commune" is making out a tentative program of its activities for the following year. This is a
900
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schedule setting forth in great detail, the production for the year
by classes, categories, styles and sizes.
It next calls for the amount of raw materials, auxiliary supplies
and sundry other incidental supplies that go into the manufacture
of footwear. These are based on definite specifications and standards. Both in the planned year's production as well as in the
materials needed the plan calls for a distribution of these throughout the year by quarters, months or even weeks. The schedule
then calls for the labor power needed to fill this plan, and the
various changes in personnel contemplated during the year to
secure the timely fulfillment of the plan. The next important
item in the schedule is the additional equipment and other items
of expansion needed to produce the estimated amount of boots
and shoes, as well as to meet the general plan of expansion of the
particular plant, which is part of the general scheme of industrialization of the country.
The higher instance, in this case, the Leather and Shoe Trust,
verifies the plan, checks it with the corresponding plans of the
units affecting this shoe plant, such as sources of raw materials,
indirect materials and supplies, general policies of the labor department as to the labor supply, and contemplated changes in rates
or working conditions as for instance, the change from the eight hour day to a seven -hour day. The Trust checks the contemplated
additions to plant and equipment with available data as to the
possible realization of these; it also coordinates these to meet
the general financial policies of the country, for which the expansion of the plant is primarily responsible.
At this point the original tentative plan submitted by the "Paris
Commune" shoe plant is revised, made more real and in conformity with the several outside factors involved and sent back
to the plant to be used as their guide for the next year. This
process of preparing, checking and revising sometimes takes a
good deal of time; however, it always comes back sufficiently in
advance of the beginning of the year to be applied in proper time.
The cost accountant plays an important role in this arrangement of affairs. In the preparation of the preliminary plan he
makes use of all available data in determining the cost of the
various elements entering into production, the amounts of ma901
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terial, labor and burden necessary to carry out the planned production. At this stage the accountant is guided by the set -up specifications of operations and elements of production as well as fixed
prices and rates. Thus far, there doesn't seem to be any striking
difference between this method of predetermining costs and the
method used in a similar well - planned establishment in a non soviet land. The outstanding feature, however, is the fact that
the data used in this plan are of a more fixed nature, —they will
definitely be the actual costs and not subject to fluctuations in
prices as would be the case in a competitive form of economic life.
Let us now examine the individual elements entering into production costs and see how they are treated and what is the basis
for determination.
For raw materials the annual production plan calls not only for
the amount of material by classes and their prices but also for the
sources of these and their distribution throughout the year. This
is quite conceivable, bearing in mind the fact that the supply of
materials to the respective manufacturing units is regulated by
the trust. The sources of materials thus being fixed and supply
regulated, this item becomes more of a fixed character. Prices,
probably the most important factor from the accountant's standpoint, are fixed by the trust and hold good for a given period,
generally the entire operating year. In but rare cases, does the
manufacturing plant do any buying aside from the general plan.
This usually applies to minor items, the need of which is rather
spontaneous. The same principle and method also applies to indirect or auxiliary supplies.
The record - keeping of inventories under this arrangement is
thereby much simplified. The very nature of this regulated supply of materials and its absorption by manufacturing makes for a
sort of perpetual inventory, which is periodically verified by actual
stocktaking.
The calculation of labor costs also is of a more fixed and stable
nature. I have already referred to the specifications used as a
basis for figuring costs. Standards of output and rates are definitely set up at the beginning of each operating period. This is
facilitated by the fact that in most cases manufacturing labor is
paid on the piece work basis. It sounds rather strange that the
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Soviet system rejecting the theory of competition and survival of
the fittest is at the same time practicing a system of wage payment that allows compensation according to results, thereby causing the wages of one workingman to be much higher than those
of his fellow worker of the same qualification but naturally slower or less handy. The Soviets consider this a temporary measure
to combat the traditional inefficiency of the Russian worker and
tolerate it as an essential cost in the process of industrializing the
country.
T h e rates of wages and standards of output are set up each
year in a collective agreement between the manufacturing establishment and the labor union of the respective industry. This
agreement regulates all employer - employee relations. Incidentally, it may be added here that labor unions in Soviet Russia are
organized by industries rather than by trades as is the case in this
country. In the above cited shoe plant, all employees, regardless
of the kind of work they perform, belong to the leather workers'
union. This union also embraces all the clerical workers of that
plant.
The wage system also includes provisions for such items as
paid vacations (every worker employed six months or more gets
an annual vacation with pay), absences on civic duties such as
jury duty, sickness funds and other such items. These items tend
to complicate the calculation of labor costs; however, they are
carefully calculated, to standards and rates set up, and a corresponding portion added to the cost of labor of the manufactured
article.
The calculation of burden is considerably simpler in a Soviet
plant than in a similar plant in a competitive country. Here the
accountant breathes more freely. Burden in a Soviet plant is
chiefly manufacturing burden —it is stripped of two such complicated items as selling overhead and general overhead.
Two such large and intricate items on the operating statement
as selling and financial expenses are reduced to but a minor portion on a Soviet statement. This hardly needs any explanation
since we realize that selling as an operation of the individual undertaking has practically disappeared. It is rather a form of
distributing the produced goods in accordance with a certain plan.
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Consequently, the accounting of selling becomes much different.
It is devoid of the various intricacies that are generally involved
in calculating and supplying the cost of selling in a statement of
a manufacturing concern in a competitive form of society.
Greatly simplified, indeed in some cases reduced to almost nothing, is the financial section of a statement in a Soviet manufacturing concern. Even if there are capital liabilities they are generally present in no more than about one or two instances.
The major part of burden however or purely manufacturing
burden still prevails and presents the same problems as in any
other country. I am referring to the distribution of burden. The
guiding principle in distribution of burden as seen by the Soviet
accountant is allocating it from the standpoint of sound economics.
On the face of it one would insist that precisely the same thing
prevails here, the same method is used by the cost accountant
here. Is It ? A close examination shows that general financial
considerations as well as the competitive market determine the
policy to be followed.
Assume an unusual expenditure in the burden class in any given
period. It may be an item that can not in any way fall in with
the usual items. The accountant is tempted to wipe it off at once
instead of carrying it as an artificial deferred charge. He is
generally prevented from doing it, for wiping off of such an item
may interfere with the normal dividends to be declared or may
result in a selling price that will really turn out to be a non -selling price. Anything like this cannot happen in a Soviet concern.
The respective manufacturing concern in Soviet Russia, while
per se not a monopoly of that product, is part of a trust that controls the several other manufacturings in that district, the trust
in turn being subordinated to an all- Russian trust of that industry.
The individual enterprise is not confined to its own resources to
solve emergencies. Emergencies are taken care of by that particular industry as a whole.
The writer has not in his experience in the Russian field come
across or upon any new methods of treating or distributing burden. Indeed, it is the American methods that are looked upon
and copied with utmost seriousness. The writer has enough
courage to state that modern American cost literature is prob904
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ably more popular in Russia than here at home. It is no secret
to us that the average accountant in this country is not very much
up to date in the modern scientific methods of cost accounting.
This rather unusual popularity in Russia of our cost literature is
mainly due to a kind of efficiency such as "a 5 -year plan in efficiency," which I shall describe more in detail.
The important feature is not the concrete method of applying
some of these new cost - keeping devices but in the conditions that
make such application fully possible.
The planned character of all economic activities in Soviet Russia because of and in connection with the full concentration and
centralization of the various branches of industry and commerce
make for an ideal field for the application of scientific management, the right arm of which is a proper cost - keeping system. So
that in spite of the fact, that from the standpoint of application,
cost- keeping in Russia is still in a stage of infancy, on the face
of it just about a generation behind times, it makes a very encouraging impression because of its popularity and potentialities.
The cost accountant in Soviet Russia has another great advantage in not having to contend with an old system. Industry
having been rather poorly developed up to recently and accountancy or cost methods still less, the accountant has a chance to work
out his problems on purely virgin ground. He has to contend
with neither a working system nor with a conservative staff,
making desperate efforts to defend the status quo conditions.
With the expansion of Russian industry and the use of new
gigantic industrial plants, the application of scientific management and cost accounting will grow much wider and more effective. This is strengthened by the fact that all modern plants are
built either by the most prominent American specialists in the
respective fields or, themselves with full use of all modern attainments. Naturally, these plants are more fit to use modern methods of management which too are taking full cognizance of the
latest improvements and achievements.
The writer is inclined to think that the next year or two will
show more tangible results in this direction. In the first place,
most of the plants in construction now will be completed and will
open a big field for the application of these new methods; sec -
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ondly, a lot of work now in the process of research and study
will by then assume the form of concretely worked out methods
and problems.
I may add a third point and, that is, a greater effort on the part
of the authorities on management, as for instance, the importation
of foreign experts in the field of management. So far the latter
was applied chiefly to technical services such as construction and
installation of industrial plants.
The present drive for scientific management and modern cost
keeping has another very interesting feature and that is theoretical
research. This work, very popular and widespread in spite of its
almost embryonic stage, is proceeding along two basic channels.
There is the national or republican research institute carrying on
study and research in a broad sense and of a more general nature.
It is generally subsidized by the state directly or through one of
its subdivisions such as the Supreme Economic Council or another. Some of these national research institutes are manned by
a staff of experienced specialists and enjoy a very good reputation.
The second form of this research work is of a more concrete
and applied nature and is done by the industries themselves. Every
trust or central administrative body of an industry or group of
plants of that industry has a research and efficiency bureau of
its own constantly engaged in the working out of the various
problems that come up. Each plant in turn has a little efficiency
bureau of its own and has for its purpose the betterment of conditions and application of new methods of work in that particular
plant.
These research bureaus generally divide their work into the
technical side of it and general phases which include management
and accounting. Of late, accounting has won for itself a very
important place, and this partly for a psychological reason. In
the way of planning and control the Russians are sometimes going
to the extreme. So sensitive are they to the progress of the plan
that no efforts are spared to watch it almost from minute to
minute. It is this factor that has caused this sudden rise of accounting to its present importance.
The national research and efficiency institutes or "rationalization" bureaus as they are called, are situated in the capital of
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Russia— Moscow, with branches or district representatives in
other parts of the country. Of the general "rationalization"
agencies, the two most popular ones are the Institute of Scientific
Management, and the Scientific Research Bureau, the latter being
attached to the Supreme Economic Council, which is really a ministry of industry.
The Institute of Scientific Management of Institute of Management Technique is a well - organized establishment in existence for
quite a few years and listing on its staff some of the best men the
country has in the field of management and accounting. The chief
work of the institute — planning and management —is divided into
several sections; government or proper handling of the office of
a government or municipal institution, industry, retail trade and
lately added a section of agriculture. The latter was added last
year in conjunction with the large scale collectivization of the
farmers and the rapid growth of state farms. Independent of all
these departments and sort of parallel to them operates the accounting department.
A group of thirty men, at least one -third of whom are experienced and highly qualified accountants, and efficiency men,
make up the staff of the accounting department, which is divided
into several smaller sub - sections studying modern problems and
tendencies in accounting. A great deal of effort in this department and by far the most consideration is given to mechanical
accounting or the mechanical devices to aid accounting.
Mechanical civilization, being the most immediate aspiration of
present Russia, has not missed the field of accounting. Great
efforts are being made to apply calculating and bookkeeping machines. A special exhibition of modern mechanical devices is
maintained as a permanent adjunct to the department of
accounting.
This department has a record of a few very fine accomplishments in the form of systems installed in individual plants,
notably a system of compiling information in the Dept. of Statistics as well as Department of Railways. In both these departments tabulating and sorting machines are operating very
efficiently.
Because of the general program of industrialization, industrial
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accounting is given much attention and study. The department
has issued a number of books and pamphlets treating on the different phases of accounting. The standard foreign literature is
also to be found on the shelves of the institute library. It may
also be of interest to note that a number of their own publications are the cooperative effort of the entire group studying a particular problem.
An interesting feature is the method of work of this accounting department, which incidentally is true of all work in Russia,
its group character. A problem worked out by an individual or
section is taken up for discussion and criticism at one of the
weekly general meetings. At such a meeting the problem under
consideration is submitted to the plenum of coworkers who express their opinions on the subject, bring out its good points and
its shortcomings. The writer has attended some such meetings
and found them to be of decided help and added inspiration to
the author. Of course, many a project or system is broken in
pieces at such a meeting because of its impracticability or because it is not in line with contemporary demands. Present Russia has not much regard right now for things of a purely academic nature in this particular field. They will not tolerate it in
accountancy, unless it is of some concrete use.
A reference library containing most of the standard books on
accountancy is maintained at the institute. American literature
is well represented here, especially books on industrial and cost
accountancy. Of all foreign technical literature America enjoys
the first and most esteemed place.
Aside from the two mentioned efficiency institutes of a national
and central character, there are other less important ones as well
as a number of such places in the various republics that make up
the Soviet Union.
The second type of research work is done by the local efficiency
units attached to the individual manufacturing plants. Every
operating unit, whether it be a large industrial plant employing
i5,000 people, a government office with a staff of 500, or a retail
store, some with a dozen clerks, has an efficiency section to improve the methods and generally raise the efficiency of the respective unit. The size of such sections naturally depends upon
908
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the size of the plant. In the above mentioned plant of i 5,000, it
will probably be a staff of ten to twenty men including some highly
qualified men. In a smaller unit, it will be less, in some places
just the part time of one of the personnel staff.
New ideas and methods generating at these local units are
generally sent around to the Central Institute for consideration
and opinion. At the same time, new methods and problems that
are worked out in the central units are sent to the various plants
that would be interested in this particular sort of problem. This
exchange is greatly facilitated by the fact that industrial life is
strictly organized and centralized.
The word efficiency or rationalization, as the Russians call it,
since there is no word in the Russian language that would be the
perfect equivalent of the word "efficiency ", is probably the most
popular word in present business Russia.
These local units do very good work and have established for
themselves a reputation as a very effective contributor to the
growth of the industry. Operating within the plant and knowing
its specific conditions, they are in a better position to apply new
methods and test their workability.
Subordinated and directly responsible to the operating unit that
of which they are a part, these local efficiency units are morally
and scientifically responsible to the central efficiency and research
institutes. It is to those that they constantly look for a sort of
spiritual guidance.
It would be unwise to conclude from all this that the system of
economic life in Soviet Russia is now maintained on such a high
plane of efficiency that all manufacturing and trading units are
already applying all the above mentioned methods and improvements in the line of scientific management or cost accounting.
The writer does not intend to convey this impression. Bearing in
mind that modern Russia is but a few years old and built on the
ruins of a country originally under - developed and primitive and
devastated by the Wor ld Wa r a nd Civil War that followed, it
would be folly to expect all of this in the short period of a few
years. However, the plan is there, the proper scientific approach
applied, the fundamentals of a planned and scientifically organized
909
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system of doing the business of the nation laid down and the results are to be most seriously watched.
The student of scientific management and modern cost accounting cannot afford to let this experiment escape unnoticed. Indeed,
the experiment deserves his most serious and careful attention for
therein, I again repeat, is proper planning and organization the
very fundamentals of a wide and effective application of scientific management.
The modern cost accountant has a great field ahead of him all
over the world and probably the best right here in the United
States. In an industrially developed and highly organized society,
he becomes the business engineer and his job is no less than that
of the mechanical engineer in the mechanization of society.
The next decade in the evolution of economic life is pointing to
an era of planning and organization. The accountant, specifically
the cost accountant, has a great chance in this coming field. However, he must widen his outlook, deviate a bit from the conservative ways the profession has been following and make up his mind
to contribute more initiative to the big job of improving the
methods of economic activities. The writer is of the opinion that
the cost accountant will not miss his opportunity in lifting his profession to a higher place and contributing to a general uplifting
of the ways and means of carrying on business.
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