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The National Association of Cost Accountants
does not stand sponsor for views expressed by
the writers of articles issued as Publications.
The object of the Official Publications of the
Association is to place before the members
ideas which it is hoped may prove interesting
and suggestive. The articles 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 the secretary. The
price to members is twenty -five cents per copy
and to non - members seventy-five cents per copy.

EDITORIAL DEPART MENT NOT E
In these times when management is bending a somewhat more sympathetic ear to the word of the Accou nta nt,
based on the findings of the Accou nting Department,
we believe it is timely to bring before our members
again a paper showing how one chief execu tive of a
large business values the work of his Accounting Department and how seriously he considers the opinion of
his accounting officers. W e a re having ample evidence
to prove that many organizations have been run, du ring the past fifteen or twenty years, by fair - weather
pilots a nd it is not a t a ll u nu su al to suppose tha t the next
five or ten years will see many more ma na gers talking
the la ngu a ge of the au thor of this pa per. Even thou gh he
is the chief execu tive of his orga niza tion, he ha s felt it
incumbent upon himself to find out the principles of
a cco u nt ing a nd to see to it tha t h is Acco u nt a nt is on his
toes in submitting sound accounting informa tion for the
guidance of his organization.
Mr. J. C. Belden, the au thor of this paper, is a
gradu ate of Sheffield Scientific School of Yale University. H e sta rted his business career with the Kellogg
Switchboard and Supply Company at its organization,
and filled the position of Pu rcha sing Agent, and later
Sales Ma na ger. In 1 9 1 2 he orga nized the Belden Ma nu fa ctu ring Company of Chica go, mak ers of insulated wire
produ cts. Mr. Belden is President of his company and
also President of the Electrical Ma nu fa ctu rers' Club.
Mr . Belden's paper was delivered before the Chicago
Chapter of the N.A.C.A. at its April meeting, 1931.
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WHAT

EX EC U TI VE S N E E D
ACCOUNTANTS

FROM

GOOD deal of presumption is required for me to address a
A chapter
of the National Association of Cost Accountants. Mr.
Cooke, your Program Director, invited me way back last August
to speak at your March dinner meeting. Anything looks easy
eight months away. I thought it would be good for me —not
necessarily for you —to have to prepare and speak on such a subject and I readily consented. If I have any qualifications to talk
to a meeting like this it is because of the vicissitudes and difficult
situations we have had to meet since the war, after fifteen years
of peaceful existence before that time. We have had to learn
something about manufacturing and something about cost accounting if we wished to remain in business. I warn you that I am not
an experienced speaker nor an expert accountant. However, I
get on well with men in your profession. They have told me
unpleasant and chilling truths, thrown cold water on some of
my best ideas and made me like it.
I was describing to my boy shortly after he was graduated
from college some of the difficulties we went through in the
period of deflation following 1920. I told him how our Comptroller would come to me each month and say blandly, "Our
statement shows a loss of so many thousand for last month and
here is an item of $9,000 of cable on our inventory, made for
the Navy, of which not a foot has moved since the war, and we
shall have to charge it off. He did not have the slightest hesitation in plunging me into this kind of ice water. My boy said,
"Did you make him that way"? and I replied, "No, the Lord
did ", illustrating my belief that the true accounting temperament
is a gift from Heaven.
When Mr. Cooke first asked me to talk he suggested the
subject — "What Executives Want from Accountants." I notice
on the program that the title is changed but I will tell you anyway
what executives want and need from accountants. They want
a liberal education in the fundamental principles of accounting.
Most executives don't know they need it but are sure their competitors do.
Business has given most of us such a headache recently that
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we feel like Bill Nye, who said that at one time in his life he was
so discouraged he tossed a penny to see whether he would go
into the retail clothing business or commit suicide; it came down
for suicide. He bought a pistol but his head ached so he could
not bear to shoot into it.
New and complex tendencies in modern business have brought
difficult problems to the accountant. In diversifying a business —
how is cost on the new lines to be figured at the outset? How
are overheads to be allocated? The executive usually believes
the new line can be manufactured without any overhead —the
old lines can carry it all. Everything on the new line above labor
and material will be clear profit. My company has been through
these experiences. We started making a single kind of wire.
Finding ourselves too dependent and in a really vulnerable position we discovered diversification. We carried this so far that
in 1920 -21 we found ourselves with a number of departments
too small to make efficient competitive units. Generally speaking,
we have been back - tracking ever since. With each step backward
from diversification we have improved our specialization and correspondingly strengthened our position. We still believe in a
certain amount of diversification, but it must be in proportion to
the capital of the company and the capacity of the management;
and for small companies diversification should dovetail with
existing manufacturing facilities, and be able to utilize the same
selling channels. Business can no longer succeed on a basis of
mediocrity as many businesses have succeeded in the past. Specialization is absolutely essential and we have found that we cannot
mix much diversification with it.
An executive with "delusions of grandeur" needs a hardheaded
and cold - blooded accountant to bring him back to earth. You
may guess I am thinking of experiences and arguments we have
had with our Comptroller. The accountant can figure on paper
whither plans are leading. No executive should ever undertake
an expansion program without giving the Accounting Department
a crack at it. The accountant should budget the operations of a
new department, project it into the future for two or three years,
and make a complete financial picture for the management. The
accountant can perform no more useful service than by prevent -
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ing his company from engaging in ill- advised ventures. He should
insist that every operation performed carries with it overhead
cost, and it is equally true that every operation discontinued reduces overhead cost. Companies having unprofitable departments
often hesitate to discontinue these departments because they don't
know what to do with the overhead previously allocated to these
departments. Here lies many fine opportunities for the Cost Accountant to convince the executive that the slack can be taken up
and to show how it can be done. The Chief Accountant of a manufacturing company on this basis may be regarded as one of the
principal executives of the company, regardless of his exact title,
and so we regard ours. There is no time to go into the technique
of distribution of accounts and of no use, as you men know more
about it than I do.
Present day conditions are much more exacting now than before the great war. In meeting these new conditions of fluctuating demand, fluctuating prices and intense competition, we have
leaned heavily on our Accounting Department. Special attention
paid to the following phases of accounting have been very helpful:
i. Adjustable Budgets.
2. Normal Overheads.
3. Depreciation.
4. Separation of market from operating gains and losses.
I claim nothing original to put before the Chicago Chapter of
the N. A. C. A. but give my views based on our experiences for
what they are worth.

Adjustable Budgets:
When the business of my company was first placed on a budget
basis we continually found that our rate of production was either
far above or below normal operations on which the budgets were
set. In discussing expenses with a foreman he would always
point out that his operations were higher or lower than normal as
the reason that his budget was out of line. I understand that
many companies have prepared budgets for different rates of
operation so that they have expense budgets suitable to compare
with any rate of operation. Our controller devised quite a satisfactory method of meeting this situation, which has the advantage
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of simplicity. Our expenses are divided into three classes, as
follows:
Fixed Expense
Semi - variable Expense
Variable Expense
Fixed expense includes such items as rent, insurance, depreciation, factory superintendent, watchmen, etc., not subject to
variation.
Semi - variable expense includes such items as foremen and assistants, inspectors, clerical, etc.
The pure variable expense, which should and must vary directly
in proportion to the volume of production, includes such items
as power, repairs, stores expense, shipping expense, etc.
The semi - variable expense is split item by item, part being
transferred to fixed expense and the balance to variable expense.
For example; under semi - variable expense consider the class of
foremen and assistants — certain foremen would be kept in an
organization regardless of the rate of business. Other foremen
and assistants might be dropped from the payroll in proportion
to the needs of the business. That difference would be the basis
of splitting the amount of that account between fixed expense and
variable expense. After this has been done, you have your factory
expense budget divided into two items, fixed and variable. The
variable expense should vary exactly in proportion to production,
and fixed expense not at all. Quite a bit of work must be done at
the beginning of the year to divide the semi - variable expense up
in this manner, but after that it is an easy matter to determine a
budget based on the volume of production in the department.
We do introduce some additional refinement by taking into consideration the increased efficiency of our working force on a low
rate of production, when only the best of our people have been retained, and vice versa, the decreased efficiency under conditions of
abnormal production when new people have been hired into our
organization. The benefits of operating on a budget basis are so
well known that it seems a waste of time to discuss them, although
a great many large companies today are operating without a budget.
Not the least of these benefits is the comprehensive grasp of the
set -up of your business machine obtained after you have gone
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through the hard detailed work of preparing an operating budget.
And under the widely fluctuating conditions of recent years budgets
are almost worthless unless they can be adjusted quickly to correspond to an actual basis of operations.
From an executive point of view, tune is the essence of usefulness in reports on factory operations. It is not difficult to lose
sight of the purpose of accounting. We forget we are compiling
information as a weekly guide for the conduct of business, and
think that we are compiling history as if the record were the
thing instead of the purpose for which it is used. I believe Henry
Ford is credited —by one of his interviewers —with making the
statement "That too many business men are content with finding
out what has happened, and that real management consists of
making certain things happen according to a plan." It is not
enough to tell the factory manager on the aoth of April that his
March expenses were way out of line with the rate of production,
for by that time another month is gone and the damage is repeated.
Factory expense figures should be accumulated weekly so that they
can be placed in the hands of the Factory Superintendent and
foreman. I know of no other way that expenses can be kept within budget limits.
Too many executives call for certain reports covering some
temporary situation, and are careless enough to continue to receive
these reports for months and years after their usefulness has
ceased. This is one place where the Cost Accountant should check
up his boss and not be imposed upon.
Normal Overhead
I prefer to use this heading rather than talk about over absorption or under absorption of overhead. What business needs today
is a true and stable cost on which to base a business policy. To
obtain that involves a determination of what is normal production
and what is normal expense for that particular amount of production.
On account of the great fluctuations in demand in recent years,
we find that we must base our normal production on the experience of a period of years — preferably five to seven years. Of
course, in a rapidly changing industry any extended period might
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be useless as a criterion. But in the old highly competitive lines
there is no satisfactory substitute for the term of years. In one
of our staple departments 8o7o of capacity is the normal, and
1
in another 857o.
When the normal production has been determined, it is relatively easy to determine normal expense for that
rate of operation, which is, of course, the base figure of the budget.
You now have a single cost basis, which, over a period of years,
will be correct. I am aware that the market price may sometimes
be above this cost, and sometimes below it. In fixing selling price,
the market price is often a more important factor to take into consideration than your cost. If your competitors follow a wrong
policy, you will have to meet their competition, but you do not
have to figure your costs incorrectly. The more companies in an
industry which figure their costs on a sound basis, the less demoralizing competition there will be in that industry. I am trying to make a point against the policy of using a different cost
basis to meet each new competitive condition that arises in trade.
One of our good friends in business told us recently that their
overhead rates were changed every three months, and that if in
the first quarter they failed to absorb their overhead, the overhead rates were increased so they would be absorbed in the second
quarter. The trouble with this policy is that in a depression it is
necessary to raise overhead rates on account of low production,
and you arrive at high costs at a time when low costs are absolutely
necessary to meet the market. Conversely, during good times
when good prices are obtainable, large production brings you out
with very low costs. The question may arise as to what you are
going to do when the market price rules below a standard cost
based on normal production and normal overhead. The only thing
I know is that the executive who has this decision must weigh the
loss on sales by selling below cost, against the loss on unabsorbed
overhead by selling at a profit. He must weigh the competitive
advantages of maintaining his proportion of sales in an industry,
and lie is only in a good position to do this when the Cost Accounting Department can furnish him with a true cost based on normal
production and expense.
Under such a system and under almost any system there will at
times be the problem of unabsorbed and over absorbed overhead
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to be disposed of. What shall be done with it? The government
requires that it be closed out into profit and loss for tax purposes at
the end of each year. This question was discussed at length at
the Cost Accounting Committee of the National Electrical Manufacturers' Association, referred to later. The consensus of opinion was that over absorbed overhead should be carried in a reserve account over a period of years. Representatives from some
of the larger companies were particularly strong on this idea. In
these discussions it was made plain that the factor of variation in
business today was so great that it really would not give a true
picture of conditions and results to close out these unabsorbed
and over absorbed overheads to profit and loss each year.
At the end of 1 9 2 9 the Belden Company had a large amount of
over absorbed overhead in reserve. I expressed the desire to the
public accountants who made a very thorough audit of our books,
that $50, 000 of this amount be left in reserve. Our accountants
strongly objected to this policy, saying that our set -up was such
that under normal conditions we should absorb all our overhead,
and to leave this amount in reserve would not give a true picture
of profit for 1929. In 1 9 3 0 we failed to absorb our overhead by
$10 0,0 00 on account of low production.
In the first six
over
months of 1 9 3 0 we were undoubtedly impelled to maintain a higher
rate of production than should have been maintained, to avoid loss
on unabsorbed overhead. Had we left a substantial amount in
reserve for unabsorbed overhead, we should undoubtedly have cut
our production considerably in the first six months, which would
have left us with a lower inventory at mid -year. This would have
reduced our inventory loss from the heavy.declines in commodity
prices occurring in the last half of the year.
I had a chart made up of total manufacturing expense and absorbed expense for the five years ending and including 1930.
During this period there were thirteen changes from under absorption to over absorption and back again. In the whole period with
total manufacturing expense amounting to several millions of dollars, net unabsorbed expense was 2 1 / 1 0 0 of one percent for this
five -year period. Better management of expenses would, undoubtedly, have saved much more than this, but we were surprised, ourselves, at the closeness of these two figures.
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Possibly an industry like the automobile industry have set up
their normal costs on a basis of flush production extending over a
number of years and which cannot be expected to duplicate itself
in the future. Some one has said that the only sure thing in business is change and I agree that business is too changeable to make
any infallible rules for guides. Undoubtedly the automobile industry would be compelled under these circumstances to set up
their costs and selling prices based on their best estimate of what
the market will take, rather than on a period of years which cannot be duplicated. I would very much like to hear the experience
of others on this matter.
There is a great demand today that production be stabilized so
that employment may be stabilized. I believe that expansion programs should be planned for a five -year period, rather than carried out from year to year according to the exigencies of the
market. Similiarly I believe that business policies that are built
around a stable cost will tend to stabilize production, prices and
profits, as well as employment. Just at this time we can see no
over absorption of overhead in sight, but it is our firm intention
to start a permanent reserve account for overhead and to accumulate a reserve as soon as conditions permit. I believe that companies with progressive Accounting Departments will soon be handling overhead through a reserve account and I see no reason why
the Treasury Department should not recognize this practice in
making tax returns. The advantages in stabilization of taxes are
very apparent.

Depreciation
Much has been written about this subject and it has been much
discussed, and still I think that the importance of taking adequate
charges to depreciation into cost is not properly appreciated. In
1917 a committee was appointed to prepare a uniform cost system
for the electrical manufacturing industry. This committee was
headed by Mr. C. E. Patterson, then Comptroller of the General
Electric Company. It numbered about fifteen members appointed
from the large and small companies, including Westinghouse,
Western Electric, Allis- Chalmers, etc. Most of the members were
in the accounting end of the business, but some executive officers
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were appointed so that their viewpoint would not be overlooked.
I have had the privilege of serving on this committee since its inception.
This committee has brought out five editions of its manual,
the last numbering about one hundred pages, and is working perhaps more actively this year than for some time. It is now engaged
in revising and bringing up to date the section on depreciation.
Our company has used standard rates as printed in the manual since
first adopted, and these rates are used by most of the large electrical
companies, including the ones named.
Our charges to depreciation have averaged about $9 per share
of our capital stock in recent years, and were $io per share in
1930. Depreciation is by far the largest single item of our manufacturing cost. In 1 9 2 9 depreciation charge was 14.576 of our
total manufacturing expense and in 1 9 3 0 it was 1 8 . 2 % . These
figures seem large. Stockholders and directors have suggested
that we were charging too much into depreciation. I am satisfied
that had we cut these rates 2 0 % to 309o' that neither the public accountants who audited our books, nor our banks would have
criticised our rates as being too small.
Between 1921 and 1 9 3 1 there were a number of years in which
earnings were so small that dividends could not be paid. A moderate change in our depreciation rates would have left $ 3 per share
additional as earnings on the stock. I am confident that under
these circumstances $300 ,000 would have been paid out in dividends that were urgently needed to keep our plant equipment
up to date and in shape to meet the competitive conditions that
prevailed. Competition has greatly stimulated invention and development of improved machinery by outside makers and within
our own plant. We have continually felt the need of replacing
obsolete equipment, and in most cases have found that it was
written down to such low figures on our books that we felt we
could afford to scrap the machinery and write off the balance.
Had we used lower rates of depreciation large amounts would have
to be written off our books and the money to purchase the new
equipment would have been paid out in dividends.
The argument is often made that it is proper to reduce depreciation charges in a bad year because the machinery has not been run
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and worn out. It is our experience that it is the bad years that
stimulate research and invention, and the obsolescence that takes
place in these years far exceeds the rate at which machinery is
worn out in good years. When depreciation is slighted the largest
factor of cost is often slighted with it, and the tendency is to produce demoralized price levels. In my opinion a Cost Accountant
can do no greater service to his executive officers than to learn the
facts about depreciation charges and show them the folly of slighting adequate depreciation rates in any year, good or bad.
Separation of Operating from Market Gains or Losses
Here is a field f or the accountant which is as yet largely unexplored. In many recent years the gains and losses arising from
fluctuation in our raw materials have completely overshadowed
any operating profit we might obtain. During the War we evolved
a scheme, rather crude from the accountant's point of view, which
resulted in a considerable reserve against decline in inventory. In
the deflation of 1921 this reserve was wiped out and for ten years
we did not attempt the establishment of any permanent reserve for
this purpose. I may say we had a feeling that the possession of
a large reserve tended to make us perhaps a little careless in our
buying and selling. Since then we have accumulated a monthly
reserve which was closed out at the end of the year. We are
again attempting to set up a permanent reserve on our books
against inventory losses on copper. Copper is 50°16 in value of
the total material we use.
In our present scheme we carry material purchased into stores
at actual cost. From stores it is carried into duplicate process
material accounts —one in which material, labor and overhead are
priced at standard costs —the other at actual costs. As the copper
in process material at standard costs is always priced at 1 2 cents
per pound, dividing by 1 2 will always give the total number of
pounds.
As the duplicate accounts are identical in quantity and only
differ in price, the average price of copper in "Process Material
at Cost" can always be found by dividing the total value of copper
by the total number of pounds.
A percentage is figured of the average cost price to the stand -
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and price of copper. Similarly, a percentage is figured of other
material, labor and overhead in process at actual cost to these same
items at standard cost.
Goods are transferred from process to finished stock at standard costs and by applying the above percentages, the value of these
same goods at actual costs is ascertained.
Each invoice covering shipments billed shows the value of
copper only and the total cost, both at standard cost figures. Each
invoice also contains a memorandum of the price of copper at
which the sale was made. We now have, besides the sale price of
each invoice —
i. The standard cost.
z. The actual cost.
3. The actual cost modified by changing the price of copper to
that prevailing at date of sale.
With this information we arrive at the actual gross profit on
each transaction, and similarly the profit on each transaction over
the price of copper at which the sale was made. The difference
between the two will be profit or loss due to market fluctuations in
copper.
We believe the possession of this information will be a very
considerable guide to our policies, and will help us to avoid losses
which in the past have been quite serious. We should like to be
able to find out the market gains and losses on our other raw materials silk, cotton, rubber and rayon, but as yet we have no accounting scheme to give us this information at a reasonable cost.
During the War and until the deflation of 192I the meat packing companies were the target of bitter criticism and adverse legislation for their huge profits, which were largely due to market
appreciation. Presuming that the packers did not have any segregation of their market from operating profits at that time —is it
not reasonable to believe that if they had such information, that
their financial affairs would have been handled differently with
benefit to their stockholders' interest and their employees' interest
by added stability of employment, which is of course in the public
interest?
If commodity prices are going to fluctuate for the next ten
years as they have in the last ten years, I feel sure that manage 1833
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ment will require that market gains and losses be segregated f rom
operating gains and losses. In a year of rising commodity prices
like 1929 it is difficult to realize the very considerable proportion
of profits that were solely due to a rising market. To have accurate information would prevent money being paid out in dividends
which should be conserved for the falling markets of depression
years.
Importance of Cost Accounting
In closing I want to emphasize the growing importance of
the Cost Accountant to business today. The fierce competition of
today makes it absolutely requisite to start with a correct cost. No
longer can the management afford to guess what they can do or to
let their competitor figure the cost and underbid whatever price
he makes, on the theory that "our overhead or some other item
of cost must be lower than the other fellow's." In our business
the small conferences that precede every important decision
always include our Comptroller. If a conference starts without
him we always find that he must be called before we can finish.
Our junior executives all have to learn the principles of accounting.
Mr. Baker, who owns the leading newspaper in Cleveland and
other newspapers, told one of our directors —that he never appointed a manager for one of his newspaper properties who did
not have a knowledge and understanding of the fundamental principles of accounting. The executive today must have accountants
who at all times keep in mind the proper relationship of the cost
of accounting to the value of the work in hand. It is of no use
to figure the cost of a small special order down to a gnat's eyebrow, when it is the intention to add a large profit on account of
the very small quantity. To the best of my knowledge the science
of accounting has fully kept pace with the growing needs of industry. It is no small feat to handle a factory inventory of all
kinds of material, translate units of all denominations into dollars,
and have the balance in cash every night just as money in the
cash drawer is counted, and with almost the same accuracy. Yet,
it is done in many concerns today. I have found the problems in
accounting as interesting and important as any in our business.
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