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T he National Association of Cost Accou nta nts
does not sta nd sponsor for vi ews expressed by
the writers of articles issued as Publica tions.
T he object of the Official Publications of the
Association is to place before the members
ideas which it is hoped may prove interesting
and suggestive. T he a rticles will cover a wide
range of subjects and present many different
viewpoints. It is not intended that they shall
reflect the particular ideas of any individual
or group. Constructive comments on any of
the Publications will be welcome.
Additional copies of this Publication may be
obtained from the office of t he secretary. T he
price to members is twenty -five cents per copy
and to non - members seventy -five cents per copy.

EDIT ORIAL DE P AR T ME N T NOT E
W e are presenting this Bulletin at this time with the
deliberate intent of bringing home its subject ma tter to
our members while the technical sessions of our Convention are still fresh in their minds. Those of our
members who do not a ttend the Convention ca n well rea d
this Bulletin as an appendix to the 1931 Year Book.
T he title of this Bulletin might well be changed to
"Pu tting Your Stuff Across." Althou gh most cost accountants don't realize it, the proper personnel relationships necessa ry for the successful use of cost ideas present the ha r de st jo b th a t the cost accountant has to fill.
T oo ma ny of u s have ou r think ing gummed up with unabsorbed overhead, debits and credits, pin point accuracy
and unintelligible reports. We need a consta nt cha llenge
to p rese nt t he r esu l ts o f ou r wo rk m ore simp ly a nd m ore
effectively. This Bulletin not only gives some advice
along these lines but illustrates, by example, how one
industrial accou ntant has utilized this advice in a practica l way.
Mr. Robert N. Wallis, the au thor of this paper, is
the Vice - President of our Boston Cha pter. He h a s b ee n
connected with the Dennison Manufa cturing Company
since 1925 and up to Februa ry of this year had cha rge
of a ll factory accounting for that organization. On that
date he was tra nsferred to a new Ma rk eting Research
Division which opens up an entirely new field for his
talents. H e gra du ated from Da rtmou th College in 1919
a nd took his ma sters deg ree a t t he Amos T u ck School a t
Da rtmou th in 1920. From 1921 to 1925 he was connected with the E. Stebbins Ma nu fa cturing Company of
Springfield, Mass., and at the time of his transfer to
the Dennison Ma nu fa ctu ring Compa ny wa s the T rea su rer
of that organiza tion. H e has lectured on cost control
subjects at the Amos Tu ck School for severa l yea rs a nd
has served both the Springfield and Boston Cha pters
as a member of the Boa rd and Vice - President. His
paper was delivered before the Worcester Cha pter at
their November, 1930 , meeting.
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OVERCOMING MANAGEMENT INERTIA
HE subject on which I was asked to speak quite obviously preT supposes
that there are managements suffering from inertia.
I would have supposed that any management which had become
inert would long since have reached the hands of a receiver, if it
were not entirely eliminated. I wondered at first if I had not
been asked to speak about something which doesn't exist.
It seemed desirable, therefore, for me to brush up a bit on the
definition of inertia. Mr. Webster says inertia is "indisposition
to move or act." In the realm of physics it was formerly used to
refer to "that property of matter by virtue of which it persists in
its state of rest or of uniform motion in a straight line until some
force changes that state." I can hardly conceive of a management
existing for five minutes that "is indisposed to move or act," or
"which persists in a state of rest." I can readily conceive of a
management "which persists in its state of motion in a straight
line." Thus reassured that our subject covers something that
really does exist, let us see what we can do about it.
First of all, we must know something about the kind of inertia
from which our management seems to suffer. As Cost Accountants, we are concerned with those phases which prevent adequate
understanding of costs, which interfere with the use of cost data
and other statistics, and which resist pressure from the cost
department. As a matter of fact, if we think the subject through
to its logical conclusion we discover that the Cost Accountant is,
or should be, interested in every type of managerial. decision,
because every one of them has an effect on net profits. And,
therefore, we are concerned with every phase of management
inertia. For our present purpose, however, we had better concentrate on those phases which are primarily concerned with the
cost department.
Think of business as a ship. Where would a ship be without
a navigator? And where would the navigator be without at
least a compass and a sextant, as well as a good knowledge of
mathematics?
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The Working Tools.
The twin financial reports, the balance sheet and the profit and
loss statement may well represent the industrial sextant. They
assist in determining where we are, in relation to where we were
at the last reading. It is reasonable to assume that every establishment has something of this sort. And we must admit that while
such readings might be used for steering purposes, they would
have to be taken pretty frequently, or we would run grave danger
of getting blown off our course. And yet this was about all most
captains of industry had to steer by, up to the last decade or two.
Standard costs, budgets, and business statistics were developed,
giving us, let us say, a compass to steer by, a chart by which to set
our course and a barometer to warn us of stormy weather. With
these useful, almost indispensable instruments to safe navigation
is it not amazing how many industrial enterprises still ignore their
possibilities, despite their exploitation by many accountants ?
Whether their adoption has been prevented because of the weakness
of the management in many concerns, or whether the fault lies
with the accountant will be discussed in a few minutes.
The Job of Education.

will

Before doing so, we must emphasize that the first job of the
Cost Accountant is to furnish those instruments and to keep them
in good order. If he does so, a good navigator
manage to
keep the ship sailing in the proper direction and with the necessary
speed to get him to port on schedule, with due allowance for
storms. The head of every industrial enterprise isn't necessarily
a good navigator. He may be able to keep the machinery running
smoothly and the old boat forging ahead, but he may not be able
to use the new instruments which science has created for him.
Here is where the Cost Accountant who is worthy of the name
can be of real service. It is his second job to educate the heads
of the company how to use the budgets, standard costs, reports
of efficiency, etc., which he has made available. An d it is just
about here that the managerial inertia of our title bursts into the
picture. Cost Accountants ask more frequently the one question,
"how do you get this stuff across to the management?" than any
other that I know of.
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There are certain fundamentals of education. In the first place
there must be the will to teach; the determination to make a major
job of instructing. The next fundamental is best expressed by
the story of the darky dog trainer who, when asked how one
should go about training a dog, replied "Wall, in de fust place,
you gotta know more'n de dawg." Then the lessons must be explained in clear, understandable language. And finally, the instructor must have the enthusiasm and patience to carry his pupil along
until the final points have been absorbed.
Who Causes Management Inertia?
In other words the cost man must be a pretty skilled navigator
himself. He must know not only all there is to know about his
instruments but also where the industrial ship should be heading
and what steps must be taken to get it there. To make it more
definite, he must know his industrial establishment so well that
he will visualize the cost reports which he is furnishing as but
one part of the whole. If he is to do a good job as a Cost Accountant he should understand as thoroughly as possible all management decisions and their effect on net profits. In other words,
if he has not yet become a skilled navigator himself he can have
no cause for complaint if he is unable to overcome the inertia
of his management.
After all, inertia is largely a lack of understanding. This may
be due to willful failure to understand or it may be entirely unintentional. If the heads of your business do not want to be sold
on what you have to offer, your task merely is more difficult; it is
not, however, impossible. In such a situation a greater amount of
enthusiasm and a super - selling ability is needed. If your management doesn't understand the value of your records, although
they are perfectly willing to try, your course is easier.
Most Cost Accountants who complain that they are unable to
make any headway with their management are in that situation
because they haven't schooled themselves sufficiently to be able
to talk with authority on their subject. I sometimes think these
accountants take a morbid enjoyment in their inability to make
progress with their chiefs, just as some folks spend their lives
enjoying poor health. Many times the Cost Accountant who finds
himself in this position is merely rationalizing; he is just taking
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the easiest way out. It is easier for him to sit back and complain
that those in authority are too stupid to take advantage of what
he has to offer than to go to the effort, first, of obtaining a clear
understanding himself and then of selling his ideas to the management.
Every Cost Accountant that I know of thinks of himself as able
to install a good cost system and to present reports which mean
something. Too many of them, unfortunately, are perfectly willing
to rest on their oars when they have gone this far. Some of them,
however, are able to interpret their reports and explain the meaning of the different charges, variations, etc. But there are apparently only a few who are able and willing to take the responsibility of pointing out the future action which is indicated by their
figures. If this is a true statement then it is obvious that the
difficulty lies not with management but with the Cost Accountant.
We must be willing to educate ourselves first before we can hope
to accomplish anything with the management.
Admittedly, most cost men would like to develop themselves
to the point of assuming the greatest responsibilities which an
industrial enterprise offers them; in other words, they probably
all have the ambition to succeed. Furthermore, the great majority
of them, without doubt, think that they have the necessary equipment, the necessary education. Yet they grumble about the inertia
of their management. I wan t to go on record as saying that I
don't believe there is a single case where the management is at
fault. I feel positive that any failures in this regard can be traced
directly to the door of the Cost Accountant. I don't think that
there is a single management which cannot be sold on cost accounting, good cost records and their value in the conduct of a business.
If any cost man is unable to sell his management, let him look to
himself first.
What Hinders Progress

of the Cost Accountant?

What are some of the things which prevent the cost man from
making the progress which should ultimately carry him to the top
of his profession? Over and above his unwillingness to educate
himself, there are several causes for this failure. In the first
place, 75 70 of the Cost Accountants and accountants of my acquaintance are altogether too technical; they like to talk in terms
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of unabsorbed overhead, prepaid expense, debits and credits —a
jargon which is apt to be highly unintelligible to the average man.
They are apt to be too much concerned with their accounting
theory; too much wrapped up in their little systems. As a result,
they lose sight of the practical side.
Cost accounting always has, and always will be a compromise
between simplicity and complete control. Probably simplicity will
never give complete control and conversely, complete control will
never make for simplicity. How many times we find cost men
who feel it necessary to carry their figures out to the third or
fourth place; who insist on balancing every account to the dollar;
and who are shocked at the idea of having a dumping account into
which can be placed the small variances which cannot easily be
located ?
A few years ago, I spoke for a few minutes before the Boston
Chapter on the subject of what I would demand from my Cost
Accountant if I were the Manager of Works. I made the statement that I would want the earliest figures I could get, without
waiting for a trial balance, so long as the figures were reasonably
accurate. I can remember the storm of disapproval which met
this statement. It is conventional for us to say that our figures
must be accurate; that their accuracy must be proved before any
figures are released. Yet, for three years now, we have been
highly successful in getting our preliminary figures on the fifth
and sixth of the month without waiting for the books to be closed.
Although we frequently find errors in these preliminary figures,
it is surprising how small the percentage of error is. These figures
are never presented in formal shape; we use many estimates and
they are presented only to the particular production people involved. When the books are closed and the final figures are available they are issued to the higher management. At the same time
discrepancies between them and the preliminary figures are explained to the management down the line.
Another point at which Cost Accountants have failed is in
visualizing the management problems involved. So long as the
cost man has no clear idea of the things which are bothering the
production executive, be he Foreman or Works Manager, just
so long will he be able to do only a half -baked job. I have heard
men say that their management would not let them concern them -
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selves with management problems— another case of rationalizing.
If they were the right men for the jobs, that situttion would not
exist. So, I say again, let us look to ourselves before we criticize
our managements.
Another point of failure lies in the fact that so many cost men
fall short in enthusiasm. Cost Accountants seem to be proverbially cold and aloof. Dealing with figures rather than with personalities, they are apt to shrivel up, lacking that understanding of
human nature so necessary in a good salesman. It astonishes me
to see intelligent men stand on their dignity to such as extent that
they are defeating their very purpose. If the cost man is to fulfill
his destiny he must be a leader; he cannot be a leader in any walk
of life so long as he restrains his enthusiasm.
And finally, the Cost Accountant is apt to lack patience. He
seems unable to plan his course far ahead and patiently move
toward his goal, yielding a step or two now if he can see that it
will gain him several more later.
I think one cause of management inertia, so far as the Cost
Accountant is concerned, lies in the fact that the cost man becomes
discouraged far too easily. It is fortunate for us that not all men
are figure experts. If they were, our field would be far more
crowded than it is. As a result of this, however, we find a great
many men who just can't understand figures. This sort require
far greater patience than the kind who readily grasp figures and
their meanings. If we find ourselves surrounded by people of this
nature, it is up to us to plan our work so that as little as possible
is presented in figure form and as much as possible by means of
charts and written explanations.
What the Cost Accountant Can Do to Overcome Inertia.
My first plea, therefore, is for a new style Cost Accountant;
one who is big enough to see the possibilities in the job; one who
thinks invariably in terms of net profit. Every management is
interested in net profits; every management wants to know what
the effect on net profits will be of every decision they make. To
be sure, they may not always make the decision which will show
the best effect on net profits but invariably they want to know
what the effect will be. That is the Cost Accountant's big oppor1688
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tunity. If he is unable to capitalize on this one point, he had better
find out what is wrong with himself.
As a practical matter, if the Cost Accountant wants to be able
to sell his ideas he must first simplify his thinking. For a long
time we have thought that what any given plant needed was one
good cost system, tied in with the books and giving management
all the information which it needs. I say to you now that what
any given plant needs is not one cost system but several to suit
the different purposes for which management needs information.
On first thought, this may seem to complicate matters rather
than to simplify them. This is not so. A complete tied -in cost
system is one of the most complicated things I know and the cost
man, as well as his management, is apt to get all snarled up with
his thinking, when individual problems are referred to him, if he
has to fit each one into the entire cost scheme.

Why Operate a Cost System?
Let me be a little more definite. At the present time we, at
our company, have decided that we want costs for four different
purposes, which may be summarized as follows:
t. Bookkeeping
2. Pricing
3. Operating Control
q. Special Problems
This is not necessarily the entire list but it is all that we can
think of now. It is quite conceivable that we may later find additional purposes of sufficient importance to add them to our classification. This list is, however, the irreducible minimum. Let us
consider these various purposes and see just why it is that one
cost accounting system will not give us just what we want.
Under the heading of bookkeeping, we have book inventories,
physical inventories, charges to cost of sales, gross p: fit by lines
or commodities, etc. It is a comparatively recent concept that the
figures used for bookkeeping do not necessarily have to be worked
out precisely. Two large companies near Boston have done their
costing on the basis of averages for some time. Our company
always costed individual orders at standard costs. We ar e experimenting with a system which we expect to put in effect the
first of the year, by which all our costing will be done on broad.
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averages. Our inventory will be carried by the major groups of
commodities. The production of each of these groups and the
cost of the production of each will be computed month by month
and the average cost per M, per carton, or per whatever the unit
may be, will be figured on a 1 2 months' moving average basis.
Every unit of the commodity which is produced will be credited
to the Work -In- Process account and charged to Cost of Sales at
this average cost.
In other words, we may have a small tag of cheap stock costed
out at the same cost as a very large tag of expensive stock. The
whole theory is based on the law of averages. We have made the
classifications broad enough so that these averages cannot vary too
radically. Each month we expect to correct the average, using the
corrected figure for the succeeding month's work.
One large company, making a variety of products, even goes
so far as to price their inventory at a predetermined fraction of
the average cost. They feel that they get just as good an inventory
figure as is possible in any case. We are not sure that we can go
to this extreme. We will, however, do considerable experimenting
with the idea. This change in our costing set -up will save us
$30,000 a year.
Such savings, incidentally, are of considerable
help in overcoming the form of management inertia that we are
discussing. Please note that this new costing method will give
us satisfactory bookkeeping information but would be utterly
unsatisfactory for pricing purposes, or for operating control.
Therefore, we need something else again for pricing.
This brings us to our second purpose. In discussing pricing
we must start off with the statement that, almost invariably, pricing
is improperly handled today. This could be made the subject
of a separate paper, so many comments might be made. For
pricing, however, as it is constituted today, we must have accurate
cost information. In other words we must consider the operations
through which a given product must go and we must estimate or
predetermine the cost of those various operations and assemble
them to obtain the cost of the whole. If merchandise is carried
in stock, such a built -up cost is probably necessary for each item;
if merchandise has been manufactured to customer's order, each
estimate must be made up in the same way. These predetermined
costs or estimates must be figured on a normal standard operation
1690
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basis, using regular overhead rates which, after all, are bound to
be averaged. This pricing information, however, does not necessarily have to be furnished each time an order is received. On
stock items they can be figured once and left alone until radical
changes in costs occur.
When we come to operating control, which is our third purpose,
we require something else again. We are not particularly concerned with the built -up cost of the entire item because the operations which go to make up that item may be carried on in many
different departments. What we are interested in is the cost of
each operation as compared with the standard for it. Furthermore, we are interested in the productivity of each operator. In
the last analysis the cost of production varies about in proportion
with the efficiency of our operators. The amount of waste depends
largely on them. We must know definitely what the operators are
doing and what operations are causing us the greatest difficulty.
We must have standards, budgets, efficiency reports; in most cases
we do not need a cost per order.
And finally, we have our special problems. Shall we operate
night and day, or shall we purchase new equipment
Shall we
drop this line, the sales of which are obviously slumping? Shall
we purchase a new facility to replace an old one? Can we reduce
our selling price on special lots of goods in order to increase
volume?
In each of these cases were we to use the cost information prepared for the other three purposes, we would arrive at an entirely
erroneous conclusion. For example, we will assume that we have
our overhead distributed on an entirely logical basis; certain of the
expenses being distributed on the basis of floor space, number of
people, machine investment, etc. If we decide to drop a line of
merchandise we cannot say that we will lose only the standard gross
profit on that line; there will be unabsorbed overhead because of
idle capacity which we did not have before. We must, therefore,
consider the unabsorbed overhead as well as the loss on gross profit.
If we are considering using one machine with one operator to take
the place of four older machines with four operators, we would
get a false picture, if we figured the overhead on the basis of our
standard procedure. For example, the new machine would take
only one employee's share of those overhead items distributed on
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that basis, whereas the old group took four times as much. And
yet, by the installation of the one machine, probably none of the
expenses distributed on the basis of employees has been reduced.
We cannot glibly assume that this expense has been cut 75 %, when
in all probability it remains the same. Decisions based on such
false reasoning are bound to lead to serious mistakes.
In considering these four purposes, it must be conceded that the
fundamental data on which all the figures are based are the same.
It is amazing, however, how much simpler the various problems
can be if we first determine the purpose which is involved. Sometimes two or three purposes need be considered, in which case we
are apt to have two or three solutions. If this idea is a new one to
you, I don't expect to be able to explain it now so that you will
get a thorough grasp of it. It took me two years to see how it
could be possible to have different cost systems for different purposes and then it took me at least six months to sell the idea to
the people working with me. My suggestion is that you keep the
idea in the back of your head and that you try to make use of it
each time you have a cost problem to solve. You will find that it
will so simplify your thinking that it will be of material help to you
in discussing cost problems with your management. Since simplification of thinking is one of the essentials, if you are to overcome
management inertia, it follows that recognizing the principle of a
cost accounting system for every purpose will be of material help
in this direction.
Make Accounts Reflect Responsibilities.
Another way that the confidence of management can be gained
is by lining up accounts by responsibilities. As Mr. Jordan pointed
out at the convention in West Baden, we must set up our accounts
in accordance with our organization. Each executive should be
held accountable for the expenses which he can control. On the
other hand, every dollar of expense should be traceable to some
individual. In following out this principle we must be equally
careful that we do not charge any man with any expense for which
he is not responsible. We must be sure to maintain the purity of
our accounts. We should avoid charging a Foreman with a proportion of the general overhead, rather giving him a fixed predetermined service charge. This he can indicate on his budget as
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a supplementary expense in which he shares, although over which
he has no control. We should see to it that every operating head
budgets his expense and that our accounting classifications of expense coincide with the accounts he budgets.
Inspirational Leadership Needed.
We should remember that nine - tenths of the Cost Accountant's
value lies in his inspirational effectiveness; his ability to inspire the
production executives to be constantly on the lookout for ways to
reduce costs. After all, as Cost Accountants, we are the burr under
the horse's saddle. If we do a good job we will keep management
on its toes all the time, endeavoring to keep one step ahead of us in
a program of cost reduction. Let us also remember that we are
the scorekeepers, too. If we want to gain the whole- hearted approval of the management, we must tell the world when a good job
has been done and tell the individual concerned when a poor job
has been done.
The Cost Accountant has the greatest opportunity of any individual in any branch of business. He has available all the facts. He
is missing a big bet if he doesn't collect them in such a manner
that he can use them. He doesn't necessarily have to be able to
solve all the problems his figures raise. He should, however, be
able to solve some and, furthermore, he should be able to point the
direction in which all can be solved.
Conclusion.
In recapitulation, let me again emphasize that I believe the sort
of management inertia which we have been discussing is entirely
the fault of the Cost Accountant. Its elimination rests squarely
on his shoulders. Where such a situation exists, we must undertake the job of education, of making the management cost conscious. To accomplish this we must have:
i. The will to teach.
z. Knowledge.
3. The ability to think straight.
4. The willingness to break away from tradition.
5. The ability to express ourselves simply and clearly.
6. Breadth of vision.
7. Enthusiasm.
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8. Patience.
9. Un de rs ta nd in g of th e ot he r fellow's problems.
io. The ability to inspire.
If we ar e t o accomp l is h more t h a n r ou t i n e r e s u lt s we mu s t d o
more t h an a rout in e j ob . Mere ly to devise syste ms and ma ke report s is n ot e nough, i mp or ta nt t hough th at maybe . Unti l we can
visualize the multitudinous problems with which management is
confronted, and have schooled ourselves to think out the solutions to those problems for ourselves, we must be content with
being second -rate Cost Accountants.
The me re wi sh to s ucceed i s n ot en ou gh. Th er e a re ma ny of us
who have a lot of har d work and st udyi ng to do b efore we will be
capable of taking the rightful place of the Cost Accountant in
management. Let us accept the ch allenge that manage ment i nertia
hu rl s at u s. Le t u s ea ch resolve he r e a n d n ow t o ove r come ou r
own inertia, to work intelligently toward our goal. Let us prepar e ou rs elves t o ass ume an ever i ncrea si ng s har e in t he real responsibilities of management.
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