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T he value of cost accounting a s a necessary tool for
the efficient management of business is generally conceded withou t qu estion today. Howeve r, whe n n ot pro perly u se d it ma y no t be wor th the cost nec ssa ry t o ma intain it ; and even when it is utilized to the fullest, its
cost may be so grea t as to be almost prohibitive u nder
certain circumstances. T here are a few very important
things which the cost accountant must consider. Some
of them a r e : How much cost information can be used
profitably in any particular case? Is it being used?
Wh a t does it cost to get such informa tion? If the
amount of cost information secured is sufficient, could
it be sec u red a t a l ower cost? If mor e c ost informa tion
is necessary, could it be secured at no increase in cost?
In wha t wa ys can the cost of cost a ccou nting be redu ced?
W e are presenting to our readers in this issue of
our Bulletin possible answers to some of the above
questions. Mr. Clinton W . Bennett, the author of the
paper on
C UT T I N G T H E C O S T O F C O S T ACC O U N T I N G , is well known to many of our members.
H e entered professional work in 1916, and his activities
from that time until 1925 covered many phases of industry, commerce and finance. T hen for several yea rs
he wa s General Ma n a ge r o f t he Rob ert Mason Company
of Pa wtucket, R. I. H e was for several years supervising cost engineer with Cooley & Ma rvin of Boston,
a nd he is now Ma na ger of t he C ost Accou nting Division
of that firm. Mr. Bennett is a member of N.A.C.A.,
Associate Member of the America n Society of Mechanical Engineers, Associate of the America n Institute
of .Accountants, Fellow of the Massachusetts Society of
C.P.A.'s, and a Certified Public Accou ntant of Ma ssachusetts and New Ha mpshire. H e has spoken at our
interna tional conferences and before severa l of ou r cha pters on numerous occasions. H e has also contributed
technical articles to several of our Bulletins as well as
magazines such as "Industria l Ma na gement," "Ma na gement Engineering," etc. This pa per wa s delivered before
the Providence Chapter of the N.A.C.A.
T here is an enormous amount of literature available
devoted to the presentation of the general theory and
principles of cost a ccou nting. While su ch a bstra ct theory
is often difficu lt to understand, it takes on a new meaning to the reader when it is revealed in practice as
applied to a specific industry. Such an application is
described in the second article which appears in this
issue of ou r Bulletin. The a u thor, Mr. T . E. Brown, of
the Moha wk Carpet Mills, Inc., discusses in a very
clear and interesting manner some of the problems and
procedures involved in accounting for the products of
his company. H e was formerly associated with Pea t,
Ma rwick, Mitchell & Co., of New York City.
This paper was presented before the Albany Chapter
of the N.A.C.A.
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CUTTING TH E COST OF COST ACCOUNTING
By Clinton W . Bennett,
Cooley & Marvin, Boston, Mass.
, I have come to talk to you about no particular
T ONIGHT
technical procedure, nor of any specific methods or practice.
Each month, you are addressed on cost accounting methods and
plans by eminently qualified speakers. Furthermore, there are
available the periodicals of the Association that constitute a
veritable library of inestimable value to the cost man, and which
cover almost every phase of the practical application of our
work to industry and commerce. In the face of all this, I would
hesitate long before raising my voice to proclaim to you any
addition to this splendid array of technical literature and information that you now have. There is, however, one phase of cost
accountin„ that has been very firmly fixed in my thoughts for
a considerable time and which I believe merits concerted thought
and constructive action, For sake of brevity, I have called this
subject ",-utting
the Cost of Cost Accounting ", and it is of this
that I would speak to you tonight. With the full consciousness
that many will doubtless violently disagree with me, I welcome
this opportunity of expressing my views on this part of cost
accounting before my old Chapter.
My friends, I am going to say to you at the outset that, in
my opinion, cost accounting has reached the dangerous age. I
can hear you saying, "How can that be, when all around is evidence that there is more interest in this work than ever before ?"
That condition undoubtedly exists, but just as in the debacle of
1929, the worst hurricanes came from cloudless skies, so at this
time of apparent accounting security, there are many straws in
evidence that should serve as danger signals to us.
As cost accountants, we appreciate the theory of cycles, and
we know perfectly well that it is one of the most basic of all
laws of the universe that nothing stands still, —we either advance
or slip back. It is because of this simple and fundamental law
that we have any progress or, in fact, life itself. Somewhere,
sometime, an economist applied the trick name of "cycle" to this
perfectly simple law, and then myths began to spread around it
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until we forgot about the main issue and wondered whether, as
the new era prophets told us, the old -time cycle had actually gone
forever from our business life. Judging from the lessons of 1929,
the main issue was only clouded from our vision, and yet, if we
had nationally, during the "dance of the millions," kept our eyes
on the ball of clear thinking, based on natural laws, instead of
on the club house porch of unsound theories, things might have
been different all around. Well, anyway, now we appreciate the
fact that cycles still exist.
The science of cost accounting is not immune to this fundamental law. There may be either three or four stages in the
cycle, depending entirely upon us cost accountants. These stages
are
i . Development
Practical application
3. Refinement
4. Decay
The first stage in the cycle, following the usual experience, was
spread over a long period of years, and may be said to have started
with the announcement of the principles of scientific management
by the late Dr. Taylor. This development stage can be said to
have continued through about forty years and culminated in
i9 19 with the birth of the National Association of Cost Accountants. With the advent of the N. A. C. A., cost accounting
took its place as a specific unit of management and not as an
accessory. The tremendous amount of momentum thus quickly
generated removed cost accounting from the stage of development to that of practical application to the problems of industry.
This second stage of the cycle, namely, that of practical application, was much shorter than its predecessor, for I believe that it
ended in 1930. During that time, every industry of which
I know has become cost - minded to a substantial degree, and
most individual concerns in these industries have some cost
records. Of all the sensational developments of this most remarkable era from 1 9 2 0 through 1930, none has been more outstandingly sensational than has the spread of cost accounting.
Truly, this golden age pulled the sturdy infant out of his
swaddling clothes with a vengeance, and behold, he stands before
us in long pants.
2.
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The third stage in our cycle, —that of refinement — started during the year 1931. Back in the development days, almost anything
could be de liver ed und er th e gui se of cost accou nti ng, an d many
were the sins commi tt ed i n i ts n ame. Also, dur in g th e h al cyon
days of th (: gold en e ra, d ur ing whi ch ou r ass ocia tion gr ew fr om
a few hardy souls to almost 7,000 aggressive cost accountants,
much in the wa y of el ementar y work was ess ential. But n ow t he
"Dan ce of the Millions" has ended, and we are waking up at
the "Beggz.rs' Ball." We find that the fellows at this spree are
tightfisted and insist on shopping around and knowing exactly
what they are buying. It makes no difference whether the product
is a p air of sh oe str ings, an au tomobi le or a cost syste m. The refore, the stage of refinement in cost accounting is with us. In
fact, it will be with us for a long time, unless we permit the
work t o pr ocee d on to the ne xt stage— decay. An d that is wh y

I said at the beginning that cost accounting has reached the dangerous age, and the rock upon which it may be dashed to pieces
is that of excessive upkeep cost.
Today, as never before in the present century, is industry fighting for its very existence, and almost no one seems to be immune
from the ;struggle. It is a battle for only the strong and the fit,
with the result that our business shores are strewn with business
wrecks. :_n a s tor m of this magnitude, no unnecessary cargoes
are allowed to remain.

An yt hi ng not absolutely essential to

the success and safety of the ship is going overboard. As a
result, we: are rapidly coming face to face with the question
whether cost accounting is a necessity or a luxury. This has been
an academic question for a long time. Now it has reached the
status wEere, in the words of Grover Cleveland, "we are up
against a condition and not a the ory." Is cost accounting a
necessity: I admit I a m prejudiced. For al mos t t we nt y yea r s ,
with the Exception of a few intermissions, I have followed this as
my profession. It i s an d ha s be en my h obby as wel l as my live li-

hood. TI.-lerefore, I am called as a reluctant witness, and truthfulness compels me to testify in reply to that question that fundamentally cost accounting should be a vital necessity but that
actually, .n many instances, it is a luxury.
Just about now you are probably thinking, "This fellow is
talking a fine lot of generalities and high - sounding phrases, but
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how can I apply them to my problem." Very well, that is just
what I am now going to try to answer by citing a few examples of
what I consider luxury cost systems and profit - producing cost
systems. First, let us consider a few examples of luxury cost
systems.
Example No. i is a knitting mill. It is one of the real large
ones here in the Eastern section of the country. The manager
prides himself upon his records. He has, in addition to his accounting department, a tabulating machine department having
four clerks. His accounting department periodically prepares
burden development and distribution statements, and they are
always obtained from 30 to go days after the close of the period.
Costs are obtained but they are figured statistically, using this
ancient burden, and they are not controlled through the books
of account. The burden is never tied into the books. Monthly
statements are prepared from the perpetual inventory records as
developed on the tabulating machines, through the orthodox accounting method of inventory plus purchases less inventory at
the end to arrive at cost of sales. Since all labor costs are collected
by order numbers for each job, no information as to the product
cost of labor in each operation is available. Burden is not broken
down by natural centers of operation and is not proved monthly,
hence the record is valueless. Waste is absorbed as a part of
each order and not developed and controlled separately, and therefore, gives no help to management whatever. As you can see, the
entire scheme is disjointed —no collective effort or cohesive plan.
The costs give a check on selling prices only. They do not serve
as a basis for cost of sales. In short, this cost plan is a decidedly
expensive luxury. It is nothing more than a drain on the rest
of the business, an old man of the sea on the back of Sinbad, and
if I were the manager of that business, I would throw it out so
fast you couldn't see me for dust.
Example No. 2 of a luxury cost system is taken from a shoe
business. This company is one of the best known in the Eastern
section of the United States. What do they do here? Oh, yes,
they have a fine cost department; isn't that the thing to have?
Every progressive firm in this day and age has one of those things.
Well, in this outfit, they have fine looking cost cards —one for each
style of shoe manufactured, and the cost of the shoe is shown in
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much deta.l. The Treasurer will show the visitor with pardonable pride his monthly and quarterly statements and his cost
cards, —they look impressive and the visitor is usually impressed.
But what is happening? This plant sells shoes through large
outlets in a few price classes, say, for example, $4.00, $6.0o and
$8.0o across the board. But in each of those price classes, there
are a wide variety of styles and types of shoes. So they lump
the labor costs into these three classes, with the result that all
shoes in each range cost the same. The amount of material used
on each batch is reported to the office by the factory and this
includes A aste, so that no cost control of waste is obtained. An
estimated percentage for "cripples" is used that is arbitrary and
not subject to proof. Burden is figured quarterly and has no
book control. Profit and loss statements can only be obtained
by taking a physical inventory. Here again, the costs are fundamentally of no value, yet a considerable amount of money is spent
each year in maintaining this work. I would also eliminate this
cost department right now if I were running this business, for
the company would operate just as well, perhaps better, without it.
Now le us consider the other side of the picture. First, there
comes to my mind an internationally known dairy products concern. This company not only produces a substantial line of dairy
products at a number of producing plants and distributes these
products over an extensive market, but it also has all the many intricate problems incident to carrying on large farming operations in
addition to a substantial live stock business. Furthermore, it
produces and markets many by- products and does a large prescription milk business. In short, the operations of this company
are tremendously involved, and because of stock exchange listing,
the accounting must be complete and prompt. This company has
predetermined standards of performance for all divisions of its
business. Whether it is the cost of growing a ton of alfalfa,
producing; a quart of milk, or distributing an order in New York
City, the standard time for th e job is definite and fixed. The
amount of feed and bedding used per animal per day is standardized, as, in fact, is every phase of the operations of the huge
business. The result is that daily, weekly or monthly reports
from the operating divisions are reduced almost to the vanishing
point. On the other hand, these standards provide constant and
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accurate costs of producing and distributing, but above and beyond
all that, they provide a yardstick of operating measurement for
the chief executive, the effectiveness and worth of which can
hardly be evaluated. There is never any question as to where this
business is heading —it is always definitely known. Furthermore,
this company is obtaining these results with the same clerical
organization that it had when only the orthodox bookkeeping
work was being done. Here is an instance where the cost accounting renders a service the value of which is second to none in the
entire organization.
Again, I think of another illustration of a profit - producing cost
system. This one is a tannery, and those of you who are acquainted with the details of operating a tannery fully appreciate
the many intricate problems of production and of manufacturing.
In this plant, labor costs are all standardized — mostly as the result
of stop watch studies. Material and burden costs are also calculated through the use of predetermined standards. Production
schedules are set up and worked entirely on the basis of how the
work can be handled to the best advantage, based on these
standards of performance. Throughout the plant, standards are
the only costs that are considered, and any efficiency gains or
losses brought about by improving the standards, or, on the
other hand, failing to meet the standards, are tabulated and
controlled.
The distribution end of the business is also under the same strict
cost department control. Maintenance of the company's leadership
is assured through regular periodic studies of the market. This embraces determination of potential business, actual business, effectiveness of competition, efficiency of salesmen, and, of course, sales
standards of performance, coupled with intelligent sales methods
of remuneration. The result is that this company simply could
not function at anything like its normal efficiency or profitableness
without this cost plan. As an example, the cost man showed the
manager one day how he could, by simply making a few changes
in one operation, produce sufficient savings to pay for all the
needed alterations and equipment in a few months. Of course, the
changes were made. Furthermore, with old- fashioned bookkeeping methods only, this company's clerical force was as large as
it is now. It would be a difficult assignment to convince this
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simply

executive that his cost system is not one of his most valued
possessions.
Perhaps these few illustrations will serve to indicate my conception of a luxury cost system as compared with a profit- producing cost system. We are now in a period of old- fashioned thrift,
and in many instances, downright penuriousness. Some of it is
necessary, more of it is simply a state of mind, but nevertheless,
that is the condition. In the words of the stock market addict,
"never argue with the .tape." Therefore, because of this national
condition., everyone expects more for his money. That is true
regardless of the commodity. It is also true of the cost system.
Today, the cost system must produce more information at the
same cost, or else produce the same information at a reduced
cost. No matter what we think about it, or how we like it, we
cost acccuntants have got to face this fact squarely. If the boss
has not already 'got around to' the. question of how the cost of
cost accounting can be: reduced, it is
because he has been
so busy with other divisions of the business that our turn hasn't
yet come:. But mark my words, it will come. Therefore, I say to
you that it is our duty as cost accountants to get aboard the band
wagon, and instead of waiting for the boss to catch us by surprise
with this question and, as a result, throw us for a loss behind
scrimmage, to step right up .to him with a program of cost reduction and thus get a couple of touchdowns across on the old
boy ourselves.
There: is danger of my being misunderstood at this point. Do
not gather from this that I am recommending that you just strike
out blindly and start eliminating records and other data simply
with th.a end in view of cutting costs. Nothing could be further
from my mind. That would simply be a policy of panicky wantonness and would avail nothing to anyone. What I do mean is
this —We have gone through two stages of the cycle, namely,
development and practical application, and we are now entering
the third stage of refinement. And that is just the point upon
which I want to lay emphasis—it is refinement and not destructiveness with which we must busy ourselves. Always must
the formula be clearly kept in mind "How to obtain more information at the same cost, or how to obtain the same information at
less cost." That is the problem, and the goal that we must ever
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keep before our minds' eyes —our beacon light in this time of
storm and strife.
A logical question now arises, "How can I do this ?" Of course,
I cannot say, not knowing your specific problem. In fact, right
at this minute, I am myself wondering just how I am going to
do it on some of the jobs that I am handling, but I do know this —
I am going to do it somehow. I will, however, mention a few
points to which I always first direct my attention in approaching
a problem of this sort. First, "how to obtain more information
at the same cost." Perhaps the greatest weakness usually found in
this category is that of faulty control of manufacturing and distributing operations through the financial books. It i s so easy
to let tradition creep in here and there and add an account for
this or that until the entire plan gets disjointed. Well, now is
the time to shear off the barnacles. Decide what accounts are
necessary and then stop. No more should be added unless there
is some excellent and lasting reason. The most difficult job in the
whole works should be that of opening a new account. Then
how about the control methods? Is the plan simply tying in the
cost system to prove the costs? If so, it is not worth while. The
accounting control of all operations is for the purpose of constantly reflecting the status of the business and not for cost proving purposes. There is usually much room for study and improvement here. Then, how about the executive reports? Too often
do the reports come to the executive in beautiful form but they
go in a book and stay there unused. Too often do we complain
that the boss does not appreciate figures. The fault is largely
with ourselves. We know the figures. Our job is to so present
the results to him that he will instinctively be interested.
You know we often hear people say that figures are so dry,
and what drudgery accounting work must be, since it is so steeped
in detail. Well, did you ever think just how far off the track
these people are? Accounting is fundamentally the science of figures, and the accountant is the scientist who can best interpret them. Think of the romance of figures. Great Britain
goes off the gold standard. The world trembles in waiting until
it sees where the pound sterling will land. $3.45, says the ticker.
The world starts to breathe again. Figures tell the story. A gala
society wedding is held. Society, the following morning, reads
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the account of it in the newspapers: two rings, six flower girls,
two parsons, five hundred at the reception, and so forth. A
wedding, t'..►
- e acme of romantic subjects, and yet figures are needed
to tell the story. In fact, it could not be properly told without
them. No, never let anyone tell you that your job is not the most
romantic and interesting one in the world today.
Now, the second part of our formula says "How to obtain the
same information at less cost." Here, I would first look to my
labor records. This goes for every step, from the workman to
the entry in the general ledger. Probably more time is spent on
unnecessary clerical detail in collecting, posting and tabulating
labor costs than at any other point. By all means, start your cost
audit with the labor records. Burden is also not infrequently
handled in a too detailed manner. Burden, of course, must be
broken down to the proper centers of burden distribution. But
every breakdown should be scrutinized to make sure that it is
imperativ,°ly needed. Unless it is, —pass it up. Here again, an
almost endless amount of detail can creep in. In fact, ten years
ago, the so- called up to date cost system usually went so far in the
breaking down and distribution of burden that much operating
cost was engendered. If you are carrying out a detailed burden
plan, it i3 dollars to doughnuts that with the proper amount of
study, you can cut your detail considerably right at this point.
Perhaps you are operating a budget that takes up a lot of time.
Now, I am not throwing the budget down, for it is a potent
weapon, but I do say that many sins have been committed in its
name. Budgets, like every other phase of the work, must pay a
profit, but many of them most certainly do not. Unless the budget
can be and is used as an operating guide and a fundamental basis
for costs, it is no good. In many organizations, however, it is
almost impossible to set up a dollars and cents budget that has
any real value. In those instances, it should never be used. Instead, tLe budget should be a unit one, that is, units of hours,
units of value, percentages, etc. These units will mean something
and will thus provide for the ebb and flow of the production,
without throwing the whole plan out of gear. At the same time,
a constant and accurate overall control and an intelligent operating
guide will be had.
Incidentally, we are prone to think that the science and art of
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budgeting and forecasting is distinctly a product of this age, and
we regard the principles laid down in Adam Smith's "Wealth
of Nations" as the early and complete exposition of the economic
law and the prophets. Yet for the finest example of the application of sound economics to a practical business problem, coupled
with business forecasting of the first order, it is necessary to go
back through the misty pages of history, down through the dusty
corridors of time, until we emerge in our search several thousand
years before the time of Adam Smith. You all know the story,
and yet I feel that you will pardon my repeating it because I
believe that it is one of the greatest stories of business intelligence and clear economic thinking that exists in all literature.
Here was a little boy, one of a large family who early showed
promise. But because he was able to grasp things that were too
deep for the other brothers, they thought he had a swelled head,
and that they would be better off if he disappeared. So, in the
language of the present day, they decided to take him for a ride,
and one day, when they were all in the fields together, they turned
the kid brother over to a roving band of gypsies and then went
home to their father and said that the boy had been killed in an
accident. Now comes the interesting part, for it shows the mettle
of the lad. The boy was sold to the ruler of a neighboring
country as a palace servant. Certainly this was anything but an
auspicious start, and yet when next we hear of him, he had pulled
himself up by the boot straps in spite of his handicaps, and he
was second in command in the kingdom, next only to the king
himself, whose servant he had formerly been. Of course, you
all recognize the Biblical story of Joseph. Well, how did Joseph
do it? His record would certainly outdo the best of the success
stories offered today in this age of speed and, at times, unbelieveably rapid progress. Think of it! A slave, not even knowing
the language, and yet in a few short years arising to such eminence
in the greatest nation of that day ! How did Joseph overcome his
handicaps and make such tremendous progress? The story is very
clear on this point, he simply applied practical economics. Joseph,
in that ancient day, knew perfectly well a principle on which
some of our modern forecasting services seem to feel they have
a monopoly, namely, that in economics, action and reaction are
equal. In that day, Egypt had been enjoying bumper prosperity.
870
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Crops were good and everyone had money. I suspect that Nile
Navigation Common was selling at 40 or 50 times earnings and
that the Preferred was tightly held by King Tut and a few others
on the inside. Well, about this time, the market started to wobble
a bit, and the stand of corn, as the farmers say out West, didn't
appear -: oo promising. So Joseph, in an interview, gave out that
remarkz.ble statement to the effect that prosperity had existed for
seven years, that it appeared to be nearing its end, and that a
protracted period of lessened activity — possibly a like number of
years, could not be unexpected. We can imagine the consternation
that this caused, for the king immediately sent for Joseph, and
since it was not going to cost him anything, he ordered Joseph
to work: out his plan of farm relief and put it into effect. He
had no Congress to deal with! The results are well known. And
thus Joseph became the world's first great economist.
Now, let us span the centuries from the ancient days on the
Nile to a city called Cleveland, and the time is the twentieth century. :in that city, lives another great economist. His name is
Colonel Ayres and he has much in common with his illustrious
predecessor. Well, not long ago, Colonel Ayres was quoted in
the pre;;s to the effect that in his years of dealing with successful
men, he has noted that while all of these men were quite different,
they seemed to have certain fundamental characteristics in common
that were responsible for their success. Colonel Ayres has tabulated these principles and states them in the following concise
manner:
i.

Knowledge of the business engaged in
Courage
3. Energy —will to work
4. Ability to get along with men.
Now, the National Association of Cost Accountants is a successful or €;anization. That is proved by the simple history of its
growth from zero in 1919 to nearly 7,000 members in 1931. Each
Of us, as individuals, has to a greater or less degree shared in this
success. Unquestionably, we are better off than if our Association
had never been. Having advanced thus far, our job collectively
and individually is to hold our leadership. We have passed into
the period of refinement where the going will get harder, and
where the faltering souls will fall by the wayside. For, as never
2.
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before, economic conditions are making the strong and the fit
survive at the expense of the weak and the unfit. A golden opportunity is ours. The world of industry and commerce is looking
to us for leadership and financial guidance. They a re just beginning to realize that here is a vast army of specialists in the
science of figures. An army of individuals who can decipher
the writing on the wall that is not disclosed to others not so
trained, just as the men of old did for the King of Babylon.
But this opportunity carries with it a tremendous responsibility.
Success breeds success, but likewise, the more successful one is,
the farther he can fall. Our problem, therefore, is how to measure
up to our responsibilities and our opportunity.
As a first requirement, I would say to you that we must make
the four fundamentals of success, as stated by Colonel Ayres, a
part of our daily creed:
r. Knowledge of the business engaged in
2. Courage
3. Energy —will to work
4. Ability to get along with men.
With this creed in mind, we will first fortify ourselves with a
detailed and complete knowledge of just what are the cost accounting requirements of our business. We will then have the courage
to go to the boss and fight for the adoption of our reform program.
Next, we will not shirk the job, but will put forth the energy to
place the new program into effect, and finally, we will have to
generate the ability to get along with our fellow men, if the job
is to be a success.
Now, let me give you a little illustration of the difficulties that
arose for one cost accountant who did not apply these simple
rules. It was during the Great War, and a certain old line manufacturer of guns had taken, in collaboration with two other
firms, a contract to manufacture 3,400,000 guns and bayonets for
three of the Allied countries. So this firm in question sent its
Treasurer out from the New York office to the plant to get things
under way. The afternoon of the first day at the factory, he
sent for the cost accountant. That worthy entered in due time
and the Treasurer asked him to get the cost of a certain gun.
The cost accountant departed and returned shortly with the figures.
Are you sure these figures are right?" asked the Treasurer. The
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cost man allowed that he guessed they were. "That isn't the point,"
said the Treasurer, "are they right or not ?" By this time, the
cost man wasn't sure so he offered to take them out and refigure them and make sure. In a few minutes, he returned with
a different result. The Treasurer took the figures and asked if
they were right. Again the cost man was "pretty sure that they
were as close as he could get them." By this time, the Treasurer
was fast losing confidence in his costs, so he told the poor unfortun,Lte cost man to go back and figure that gun over and not
to return until he was sure that his result was correct. The fellow
was gone a long time this trip, and when he finally came back,
it was with the startling information that the first figures were
right! The Treasurer leaned back in his chair and looked at
our friend. "How many people have you got in your cost department?" he asked. "Sixty," said the cost man. "Let them all go,"
said the Treasurer. The cost man stammered. "Why ", he said,
"what will we do for cost figures ?" "We'll be no worse off ",
said the Treasurer, "we haven't any now."
Our job as cost accountants is to provide management leadership to industry, but we have got to realize more fully than
anyone else that costs are simply a means to an end and not the
end itself. Costs are only a very important cog —but a cog,
nevertheless, in the great business machine of which we happen
to be a part. Therefore, the same laws and rules that apply to
every other department and function of the business apply to the
cost department. We, as cost men, must be the first to appreciate
that fact. We must be the ones to go to the boss with our program
of improvement and reduction, instead of waiting for him to get
after us. Some time back, I stated the goal to which we must
strive. It will bear repeating — "How to obtain more information
at the same cost, or how to obtain the same information at less
cost." Gentlemen, I feel deeply on this problem of keeping cost
accounting abreast of our age. I fear greatly the possible results
that can flow from the phenominal success that we have enjoyed.
You Yale men perhaps remember what happened in a certain football game with Dartmouth a short time ago. Well, that, figurativel}' speaking, can happen to us if we do not discern the signs
of the times.
Had I the ability and the oportunity, I would sear this gospel
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upon the consciousness of every cost man with indelible letters, I
would shout it from the housetops, I would write it in flaming
letters of gold where he who runs may read.
In closing, I suggest, may I urge, that you start tomorrow to
study your cost and accounting problems from the viewpoint of
the outsider. Forget entirely tradition, and the reasons for things
as they are, and apply the question "why?" to each step. I feel
sure you will be amazed at the possibilities that will present themselves. Then by developing a constructive program of betterment,
based on the changed conditions, and carrying it into effect, you
will have helped your firm, yourself, and our profession.
In this high speed, high pressure age of miracles and iconoclasts, we each need a self- starter. We need a generous portion
of the confidence, dash and fire spoken of by Kipling :
"And they asked me how I did it, and I gave 'em the Scripture
text,
You keep your light so shining, a little in front o' the next!
They copied all they could follow, but they couldn't copy my mind,
And I left 'em sweating and stealing, a year and a half behind."
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ACCO UNTING IN A CARPET FACTORY
By T. E. Brown,
Mohawk Carpet Mills, Inc., Amsterdam, N. Y.
of you here have visited the plant of the Mohawk Carpet
SOME
Mills, and have acquired some knowledge of the steps required
to make a rug or carpet. To some of you, it may have seemed a
fairly simple process; to others, a complex one. When I first went
throug; z the plant I thought it was simple, but as you get into the
intimate details and ramifications it becomes quite complicated.
With shrinkages, variations due to temperature, humidity, etc., the
problems are immense at Mohawk. The whole process of carpet
making; is carried on from the spinning of woolen, worsted and
cotton yarns to the final baling of the finished rug or carpet for
shipment. Every domestic weave in carpet making is made by
Mohawk, which include Axminster, Tapestry, Wilton, Chenille,
and Y ain Weaves. For the benefit of those who have not visited
our mill, perhaps a short description of each weave would not be
amiss.
The rug pattern is first laid out on a check paper, each check or
square on the paper representing a tuft of yarn. The checks are
colored to represent the pattern and color of yarn to be used. An
Axminster carpet is made by taking each line or row of the pattern and lining up a piece of yarn corresponding to the color required. for each tuft in the row. As an interesting sidelight, there
are 725,000 tufts of yarn in an average 9xr2 Axminster rug. This
yarn is then clamped in place and wound on a spool. In a rug,
therefore, generally speaking, we have one spool for each row of
tufts in the rug. These spools are put in a chain in the loom corresponding to the design of the patern. The chain revolves and the
loom cuts off a tuft corresponding to the height of pile required.
By successively cutting and binding these tufts, the pattern is
finally re- produced in a rug. As many as Zoo rugs may be manufactured from one set of spools. In the Tapestry weave the white
yarn is wound around a drum and the pattern is printed lengthwise in the rug. The skeins of yarn thus printed are stretched
over an elongated pattern and the pattern is set. It is then wound
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on a beam and feeds into the loom over a wire of the proper size
to give the required height of pile.
In Wilton the pattern is cut on a set of cards similar to a music
roll for a player piano. The yarn is placed on bobbins in frames
behind the loom and run through wires which are controlled by
the cards. The holes in the cards actuate a mechanism which pulls
the proper colored yarn to the face of the rug where it passes over
a wire similar to the tapestry loom, and the pattern is re- produced.
In Chenille the pattern is woven in a weft cloth, cut into strips
and combed into a rug on the loom by hand.
Plain Weave is simply a tapestry weave using solid colored
yarns. The Tapestry weave ordinarily is a loop of yarn woven
over a round wire. Velvet is the same as Tapestry weave except
that the loop is cut when the wire is drawn out.
Each weave has operations peculiar to itself, and the cost accounting procedure, therefore, must be individual to each.
While, according to the announcement, I am to talk on the
methods of cost finding in the carpet industry, you will pardon me
if I simply stick to the system used by my company, the one with
which I am most familiar.
Now I will give you a general outline of the cost system we are
using at Mohawk and the statistics and reports which we get
from it.
So that detailed analyses could be had, the procedure was set up
for calculating the costs of each grade and size of rugs and carpets made in each weave. This entailed also a calculation of the
cost of each kind of yarn to be used. A file of basic standard costs
was prepared as the foundation for these calculations. These basic
standards were set up in detail according to the manufacturing
specifications for each product. That is, materials, the quantity of
each major material, labor by operations, and normal manufacturing expense for budgeted rates.
Accounts were set up in the manufacturing ledger in which the
actual costs and basic standard costs are posted in parallel columns.
By keeping the manufacturing ledger in this manner, three results
are obtained:
i. Work -in- process inventories.
2. A measure of the variations in actual costs from the basic
standards.
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3. A ratio of actual to standard cost, that can be used as a correction factor.
In order to collect the actual costs of products, as products are
finished, the actual and standard costs are transferred from the
process accounts to finished stock accounts. The latter accounts, of
course, are relieved when shipments are made, and the cost of
goods sold is calculated. Cost of goods sold is obtained by pricing
shipments at the basic standard costs, corrected to actual cost by
application of the cost ratios standing in the respective finished
stock accounts. The basic standard costs are used solely as
formulas upon which to compute the actual cost and to measure
variations. They are not used for valuing inventory or stating
costs o'_ goods sold in the financial statements:
To digress for a minute or so, it is interesting to observe that
the main objective in modern accounting of this kind is to get at
the variations from expectation, the ascertainment of costs of
finished products becoming a more or less secondary effort. Under
earlier methods of cost accounting, the order of interest was somewhat as follows:
I. Cost
2. Expectations
3. Variations
In other words, effort was aimed first, to ascertain the cost of
articles made; next, to comparing the cost with what was expected,
or what had been done before; and finally, to determine the variations which took place and the causes therefor. In modern accounting, costs are relegated to the botom of the list. That is, expectations and variations are considered of first importance. By
this change, information more useful to the management, and,
therefore, more valuable, was the result. We now set up our basic
stand«rds, budgets, and so forth, in order to isolate variation in
actual performance from what was expected and finally express in
costs the result of circumstances.
Our cost system provides for the setting up of accounts so that
book inventory of raw materials, work -in- process, and finished
stock may be obtained. These accounts at all times reflect actual
condi-:ions, and from them monthly statements of operating results and turn -over by lines of product are obtained. As is usual,
finished stock and raw material accounts are supported by stock

877

March 1, 1932

N. A. C. A. Bulletin

records indicating quantities. An important feature of the system
is the use of basic standard costs and cost ratios for estimating, in
advance, the cost of production. For this purpose, the ratios used
as correction factors are selected so that materials represent current market cost or expected cost over a period; labor cost ratios
represent experience over a long enough period to be stable; and
expense is equalized for fluctuating seasons. Separate calculations
are made for loss due to seconds produced, and such losses can be
reduced to percentages of the cost of total production for use in
estimating. Cost of sales is obtained by use of tabulating machines
which furnish runs of sales and cost of sales recapitulated in such
a manner that the most condensed statement is secured. A sales
budget is maintained so that expected sales, expected cost of goods
sold, and expected profits for each month may be compared with
actual performance and an analysis of variations between the
amount of profit expected and the amount actually realized may
be obtained. This profit analysis, by use of standard costs, is
divided into three major variations:
i. The gain or decline in gross profit arising from selling more
or less in volume.
z. The gain or decline in gross profit through selling at higher
or lower prices than expected.
3. The gain or decline in gross profit as a result of lower or
higher manufacturing costs than expected.
We maintain a budget for manufacturing expenses, which is
set up in the detail we think necessary for the proper control of
departmental expenses. This manufacturing expense budget is
based on a normal operating capacity and from it normal expense
rates by machine or man hour, or labor dollar, are secured. These
rates are used for figuring manufacturing expense in the basic
standard costs, for absorbing expense in actual cost of production,
and for arriving at unabsorbed expense. As a result of this procedure, a manufacturing expense and operating report is furnished
for each month for each department in the mill. These reports
indicate the levels of activity of the departments, approximately
indicate the most economical activity level, and aid in control of
expense under conditions of fluctuating operations. From this
report is also obtained the effectiveness with which the department
being analyzed is operated.
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The above constitutes the general outline and general objectives
of our cost system. To give you a little more intimate touch with
carpet mills cost, I will now try to describe briefly the operations
necessary for making woolen yarn and Axminster rugs.
As mentioned, the classification of cost ledger accounts includes
raw material, supply material, work -in- process, semi- finished and
finished stock inventory accounts, and general ledger control
accounts.
I will not dwell long on the raw material accounts, except to say
that w,s have one for each major material.
The next class of accounts in the flow of costing consists of the
work -in- process accounts. In the main, we have a labor and expense account for each major operation or department in each mill,
labor and expense being segregated separately in each account. A
work -in- process account is carried for each major raw material,
entering into the product being manufactured in each mill.
Fin:.shed stock accounts are carried in such detail that cost of
lines may be secured —that is, by major class under each type of
weave.
Semi- finished accounts are carried for products which are considered finished to one mill but raw material to another, such as
wool, worsted, and cotton yarn, and we have expense accounts for
each department in the mill of sufficient importance to render itself
wor6y of being called a department.
Our general ledger control accounts are in sufficient detail to
lend -themselves readily to analyses. By that I mean they control
specific items such as raw material purchases, labor, cost of sales,
expense, etc.
Now for the manufacture and cost of woolen yarns. We make
75 different counts of yarn. At full capacity, we use about half
a million pounds per month. Raw wool is purchased from all over
the world— China, Spain, India, Scotland, Palestine, South America, etc. Each wool has different characteristics and different
rates of shrinkages, therefore our first problem is to classify the
raw wool according to characteristics, and set up inventory accounts for their control. The first major operation in spinning
woolen yarn is to blend the wools in such a manner that specific
yarns for specific purposes may be manufactured. One type of
rug or carpet requires strength of yarn, another sheen, another
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coverage. This step in the manufacture of yarns is called "laying
the batch ". The costs are batch costs. The raw wool is withdrawn
from stores, passed through opening machines, scouring machines,
and finally blending machines. Process accounts are set up for the
labor and expense of each of the operations named and a process
material account for the wool, which is the only material in process
at this time. The weight of the raw wool going into process is
recorded and it is again weighed after the scouring operation, so
that shrinkage percentages may be calculated.
The next step is grease yarn making. By grease yarn is meant
the natural yarn before dyeing. The operations necessary are
carding, spinning, twisting, and reeling. Process labor and expense accounts are set up for each of these operations while the
blended wool is carried in a process material account. Departmental production is reported for each operation and priced at
standard cost for control purposes and to develop ratios between
the actual costs incurred by the department and the standard cost
of its production.
Finished production is priced at standard for all operations and
becomes the credit to the process labor and expense and material
accounts. The grease yarn is then transferred to the dyehouse
where it is dyed in desired colors. I will skip the dyehouse operations except to say that the shrinkage occurring during the dye house operations is secured by maintaining a record of pounds
going in and pounds going out. The standard cost of the shrinkage
is determined and the process accounts adjusted accordingly.
From this adjustment we develop shrinkage percentages, which
are invaluable in estimating current costs and in controlling the
types of wool used in the blending process in the spinning mill.
The operations necessary to make an Axminster rug, for which
labor and expense in process accounts are set up, consist of winding, setting, threading, weaving and finishing. The major materials entering in the process at this point, and which are covered
by work -in- process accounts, are surface yarn, jute, cotton and
finishing materials. Production is reported by each department for
each of these operations. It is priced at standard for labor and expense in the same manner as described for the yarn making, the
finished product being priced for all operations so that the debits
to the finished stock accounts may be secured. The production of
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each of the preliminary operations is priced at standard for developing ratios on the debit side of the account. When the finished
product is finally transferred to finished stock, the current ratios
by operation, are applied to the standard in order to determine
actual costs. Standard cost is charged to the accounts in the same
detail as actual cost. Actual expense is absorbed into costs at normal
rates on y. The amount is determined by applying to the labor dollar, man hour or actual machine hour, the budget expense rates. This
method of costing the expense element keeps out of the inventories
any influence on costs due to degree of capacity operated. I have
not gone into detail regarding setting normal capacity or building
a manufacturing expense budget, since both these items are subjects in themselves for books rather than papers, and the mention
of the fact that a standard cost system is in use at Mohawk pre supposcs the fact that these two major calculations are necessary.
The finished stock accounts are set up at actual and standard. Our
cost of sales is developed by costing the invoices at standard cost
and multiplying by the cost ratios. By use of the tabulating machines, the cost department is furnished with the cost of sales by
products.
I told you in the first part of this paper that actual expense accounts were carried for each department in the mill. In these accounts actual expense is segregated by major classes for our departmental expense and operating reports. The actual or so- called
norma:, expense absorbed, which was debited to our work-in process accounts, becomes the credit to the actual expense accounts,
and therefore unabsorbed expense is readily procurable. From
these accounts, budgetary analysis and control reports are made.
Expense control in whatever detail desired can be secured by this
metho3 of operating expense accounts.
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