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EDITORIAL DEP ARTMENT NOTE
"The major requirements of any cost system will depend
upon the type of industry and even upon the particular enterprise it is to serve. In the case of a joint - products industry the
requirements are the establishment of prices which can be paid
for raw materials so as to permit a desired profit, and the
measurement and control of yields and conversion costs. The
procedure developed in this paper is submitted as one which
will meet these requirements." This statement with which the
author concludes his article will serve equally well in introducing it. We commend this article to our readers as an approach
to the problems of what the author calls the "disintegration
industries" which in the past have not received the attention
which they merit.
I. Wayne Keller, the author of this interesting article, received his academic training at Elizabethtown College. Following his graduation with the B.S. degree in Economics in
1930, he joined the Armstrong Cork Company as a clerk. He
was soon promoted to the General Office Cost Department,
where he served until 1936, when he was made Sub - Controller
of the Company's Pittsburgh factory. A further promotion
came last year when he became Chief Accountant of his Company. Mr. Keller has been active in the affairs of our Reading
Chapter and is at present serving as a Vice President of the
Chapter.
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Articles published in the Bulletin present many different
viewpoints. In publishing them the Association not sponsoring the views expressed, but is endeavoring to provide for its
members material which will be helpful and stimulating. Constructive comments are welcomed and will be published in the
Forum Section of the Bulletin.
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TH E F U NC T IO N OF CO STS IN A JO INT- PRO DUCTS
INDUSTRY
By I. Wayne Keller, Chief Accountant,
Armstrong Cork Company, Lancaster, Pa.
open forum discussion on standard costs, the accountINantA recent
for a leaf tobacco company raised a question as to the value
which could be derived from standard costs in that type of industry. It was his contention that material costs were definitely established during the buying season in the fall of the year; that handling and storage labor and expense were fairly constant from year
to year; that the yield by grades varied greatly from year to year
depending upon the purchases for that year; and finally, that when
the material was sold to the tobacco products manufacturer, it was
entering a commodity market in which prices were governed by
supply and demand and could not be materially influenced by the
original cost of the material to the leaf tobacco dealer or by his
operating costs. In short, he contended that the profits of his
company were largely dependent upon the swing of the market,
rather than upon the control of management. On the other hand,
he admitted the value of standards in a neighboring enterprise
which manufactured lawn furniture, stating that they could build
up standards to serve as a basis for establishing selling prices and
also for the measuring of operating efficiency.
Unfortunately, our friend from the tobacco company had
reached the erroneous conclusion that all cost problems are similar
and that costs have an identical function in all types of industry.
That is not true, for the function of a cost system is determined
by the basic economic characteristics of the industry. His problem
is similar to that of any joint - products industry. However, before
considering the cost problem specifically, it is well to consider the
characteristics of the several classes of industrial activity which
govern the function of the cost systems.
Three General Lines of Industrial Activity
There are three general lines of industrial activity: extraction,
disintegration, and integration. Since all commodities must originally have been a product of nature, it follows that all were at
one time a product of an extractive industry. Furthermore, all
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natural products require grading, cleaning, refining or other
preparation for use. It is this process which we refer to as disintegration, for here the bulk product is at least separated into grades,
if not into smaller units of physical or chemical components.
However, not all products reach the third stage in integration industries, such as manufacturing and construction. Lumber reaches
all three, as it is first cut in the forest — extraction; then passes
through the saw mill— disintegration; and finally is used for furniture, buildings, etc. — integration. Crude oil, on the other hand, is
consumed in the form in which it leaves the refinery and thus
passes through only the first two stages.
The finished products of the disintegration industries are the
raw materials of the integration industries. These are the commodities which, in a free market uncontrolled by price stabilization
or other governmental regulation, are most susceptible to the effect
of supply and demand. Their price is governed by economic conditions rather than by actual costs. Commodity prices, then, are
beyond the control of the producer, and he is unable to establish
sales prices in relation to the cost of his product.
The integration industries show the opposite tendency. Automobile costs increase as steel prices rise, tire costs are influenced by
the rubber market, etc. This is because these industries are building products from basic materials. Their raw material costs
are established commodity market values, and as a result they
"build" their costs from the basic materials into the finished
product. Then they endeavor to cover their costs in their sales
prices. Their problems are the control of conversion costs and
the creation of a market at a price, i.e., selling.
Requirements of a Cost System in Disintegration Industries
If, as in the disintegration industries, the sales price is fixed in
the commodity markets and controlled by supply and demand, the
problems of management center on purchasing and conversion
rather than on conversion and selling. Therefore, the cost system
in such an industry, if it is to be of the maximum value to the
management, must provide the following:
i. A convenient method of determining the price which can
be paid for any given lot of raw material.
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natural products require grading, cleaning, refining or other
preparation for use. It is this process which we refer to as disintegration, for here the bulk product is at least separated into grades,
if not into smaller units of physical or chemical components.
However, not all products reach the third stage in integration industries, such as manufacturing and construction. Lumber reaches
all three, as it is first cut in the forest — extraction; then passes
through the saw mill— disintegration; and finally is used for furniture, buildings, etc.— integration. Crude oil, on the other hand, is
consumed in the form in which it leaves the refinery and thus
passes through only the first two stages.
The finished products of the disintegration industries are the
raw materials of the integration industries. These are the commodities which, in a free market uncontrolled by price stabilization
or other governmental regulation, are most susceptible to the effect
of supply and demand. Their price is governed by economic conditions rather than by actual costs. Commodity prices, then, are
beyond the control of the producer, and he is unable to establish
sales prices in relation to the cost of his product.
The integration industries show the opposite tendency. Automobile costs increase as steel prices rise, tire costs are influenced by
the rubber market, etc. This is because these industries are building products from basic materials. Their raw material costs
are established commodity market values, and as a result they
"build" their costs from the basic materials into the finished
product. Then they endeavor to cover their costs in their sales
prices. Their problems are the control of conversion costs and
the creation of a market at a price, i.e., selling.
Requirements of a Cost System in Disintegration Industries
If, as in the disintegration industries, she sales price is fixed in
the commodity markets and controlled by supply and demand, the
problems of management center on purchasing and conversion
rather than on conversion and selling. Therefore, the cost system
in such an industry, if it is to be of the maximum value to the
management, must provide the following:
t.

A convenient method of determining the price which can
be paid for any given lot of raw material.
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The means of measuring actual yields against those anticipated at the time of the purchase of the raw material.
3. A comparison of actual conversion costs with those anticipated and used for establishing purchase prices.
2.

A Case in Point

in

These requirements can and have been met successfully by the
operation of a standard cost system in another company whose
problems closely parallel those of the leaf tobacco companies. This
firm's activity is confined to the purchase, preparation and sale of
a natural product. A year's supply of raw material is purchased
in the fall, either at public auctions or privately, from many growers spread over a large geographical area. Thus the material purchased
any one year varies as to quality, depending upon the
climatic conditions of the localities from which it is secured.
The price paid for each lot is based upon the expected yield of
grades as established by test sorting representative portions before
purchase. Since each lot contains a number, or all, of the final
grades, the various lots are blended upon entering into process at
the factory, so as to offset, insofar as possible, the deficiencies of
one lot by the superiority of another. Processing constitutes the
removal of dirt and foreign matter, sorting and packaging.
The material is sorted into six standard grades, one or more of
which ordinarily will meet the requirements of the customers who
convert it into its final fabricated form. However, there are times
when special grades are required. These have no bearing upon the
function of the system, since a special grade is necessarily a mixture of existing grades or a percentage better than the standard
top grade or lower than the standard lowest grade. These costs
must be proportionately relative to the costs of the standard grades
and need present no difficulty in the ultimate cost procedure, and
therefore will be given no further consideration.

Setting Labor Standards
Due to the peculiarity of this industry, in that a year's supply
of raw material is purchased near the close of the previous year,
the material standards, which in a manufacturing industry are usually considered first, are dependent upon and must wait for their
determination until after the development of conversion, administrative and selling costs.
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Labor is paid on an incentive basis, with an hourly base rate
which is guaranteed. No piece -work rates are in effect. Thus, in
the development of labor standards, consideration must be given
to the possible amount of bonus which may be earned, as well as
to the application of hourly rates to time units.
The incentive basis used is one in which a base quantity of work
is established for a unit of time. Any increase in the productivity
per time unit accrues equally to the worker and to the company.
I'or example, the work base for sorting material is .2 hours per
pound, and the guaranteed rate per hour is 50 cents. During an
eight -hour day a worker sorts 55 pounds of material. His earnings
would be calculated thus:
55 lbs. sorted x .2 hrs. per lb. = i i standard hours
i t standard hours — 8 actual hours — 3 premium hours
Worker's premium is 50 per cent of 3 hrs. on 1.5 hrs. @ 50¢,
or 75$•
The total earnings for the day would be $4.00 for eight hours, plus
$.75 premium, or $4.75• Since it is physically possible for a skilled
worker to earn in excess of So per cent premium, it is evident that
there will be a wide fluctuation in total earnings per hour and a
relative variance in the cost per pound in material sorted. Therefore, in establishing labor standards it is necessary for the industrial engineer to provide the accounting department with standard
average hourly rates, which give effect to the expected bonus for
each operation. The amount of bonus included is based on time
studies and checked with past experience. These vary for each
operation so that each operational base rate is increased individually by the respective premium. Production per hour is necessarily calculated simultaneously with average bonus, so that the
development of the standards is simply the application of the rates
to the time units.
Labor, as well as all other standards, are not changed during the
current year because they are used for inventory valuation, and
any change would necessitate an adjustment of the inventory
values on the ledger. There have been times when a general wage
change became effective during the year. When that occurred, revised current standards were figured and used for measuring the
operating efficiency of the factory, but the original standards were
used for costing production and inventory.
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Factory Expense Standards

ioo

too

The factory expense budget provides the basic data for the factory expense standards. However, as will be shown later, the
budgeted amounts should not and are not used for expense standards. Instead, consideration is given to volume and to extraordinary expense items which may be included in the current year's
budget.
The expense budget is established in detail by sources of expense, i.e., salaries, indirect labor, supplies, etc., for
per cent
practical operating capacity. For the purpose of control the expense is segregated into its fixed and variable components. The
ratio of fixed and variable may be different for each source of expense and is determined by formulation after expense amounts
have been established for several operating levels. After the fixed
lump sum dollars are established, they become allowable and expected amounts of expense regardless of the activity level. The
variable components, having been established in dollars at the
per cent practical operating capacity level, are related to the units
of activity at that level and a unit rate is set. That rate, applied to
the activity units at any given level, will furnish the variable dollars of expense expected. Then the lump sum dollars of fixed expense and the rates for variable expense provide the monetary or
value basis for the standards under normal circumstances. There
are times when the expense budget will provide for large non -repetitive expenses, such as the complete rebuilding of a major piece
of equipment, which rebuilding cost cannot be capitalized. In such
cases the total amount of this budgeted abnormal expense is not incorporated in the standards for the current year, but rather, an
estimated amount is included for such items from year to year so
as to have included in the cost of the product: over a period of
years, an amount sufficient to cover these items when they do
occur.
Burden Absorption Rate at Normal Volume
Having established the expense cost in total dollars of fixed and
unit rates of variable expense, the next step is the fixing of the
standard burden absorption volume. This would not be the ioo
per cent practical operating capacity used as the budget basis, for
experience has shown that it is physically and economically impos363
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sible for a factory to attain this volume continuously. Neither
would it necessarily be the volume expected in the current year,
for in periods of low activity the unit rates for fixed expense would
be abnormally high and could not be used for estimating the base
purchase prices as discussed later, nor for conservative inventory
evaluation. It is necessary, then, to select a volume which represents the average ability to make and sell over a business cycle of
from five to ten years.
Standard expense, in dollars, is now determined by adding the
lump sum fixed to the variable amount secured from the selected
activity, expressed in units, times the variable rate. Rates are now
developed for applying this standard expense to production. These
are expressed per labor dollar, labor hour, or unit of production,
according to the nature of the operation.
Standard Rates for Administrative, Selling and Purchasing Expenses
In the case at hand, standard administrative and distribution expense rates are also established before material standards are
figured. Since only one class of commodity is produced, there is
no problem in regard to allocation to products. However, there are
different grades of the one product, and since there is a great difference in the sales price per pound, it does not seem reasonable to
absorb on a pound basis. Therefore this company has followed the
theory that the sale of gold bricks requires more effort than the
sale of clay bricks, and has allocated administrative and distribution expense to the grades in ratio to the sales prices of each. The
expenses are considered as fixed and the budgeted amounts are
used for the standards. The volume selected for the absorption of
factory expense is priced at the forecast sales prices for the year,
and the expense is related to the resultant sales value. On this
basis a rate in per cent of sales price is secured for administrative
and selling expense. Again it should be noted that the volume selected for absorption is not the forecast activity, but is a normal
activity. The wisdom of adhering to normal levels will become apparent as the use of the standards in arriving at a price which can
be paid for raw material is discussed.
Since purchasing is such an important function of this company,
a standard is also established for purchasing expense. These expenses are those incurred by the purchasing department and the
364
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production department in testing and buying the various lots of
raw material. These are related to the normal volume and a rate
is determined which is used for applying this expense to the raw
material inventory.
Illustrative Rates
With the exception of material, the standards are now complete,
and will be put to very good use even before the material standard can be established. The work up to this point has been completed prior to the buying season for the raw material. For the
purpose of illustration, it will be assumed that the following rates
have been established:
CONVERSION CosT -Labor
- Factory Burden

$2.50 per cwt.
1.00

-T o t a l
$3.50
PURCHASE EXPENSE
.50
ADMINISTRATIVE AND DISTRIBUTION COST 20% OF SALES
FORECAST SALES PRICES:
Grade 1. $200.00 per cwt.
Grade 2. 100.00 per cwt.
Grade 3.
50.00 per cwt.
Grade 4.
30.00 per cwt.
Grade S.
20.00 per cwt.
Grade 6.
10.00 per cwt.

Calculating Allowable Purchase Prices
With this information and an established standard allowance for
scrap, the accountant is in a position to furnish the purchasing
agent with a schedule of prices which can be paid for the various
grades of raw material and permit the business to earn a desired
profit on sales, which will be assumed to be ro per cent.
This is calculated as follows:
Grade
1
2
3
4
5
6
Forecast Sales Price..... $200.00 $100.00 $50.00 $30.00 $20.00 $10.00
Less: Provision for Profit
and S e l l i n g a n d
Administrative Expense ............ 60.00
30.00 15.00
9.00
6.00
3.00
35.00

21.00

14.00

7.00

126.00

63.00

31.50

18.90

12.60

6.30

4.00

4.00

4.00

4.00

4.00

4.00

59.00 $27.00 $14.90

8.60

2.30

Price F. O. B. Factory
which can be Paid
for Raw Material. $122.00
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From the above calculation it is evident that raw material which
would yield 10o per cent of Grade i finished product may be purchased at prices up to $122 per cwt., material yielding
per cent
of Grade 2 at prices up to $59 per cwt., and so on for each grade.
However, as previously stated, each lot of raw material will yield
some of each finished grade. Thus, when each lot is tested prior
to purchase, it is necessary for the purchasing department to calculate the maximum price which may be paid for the lot. This
calculation is very simple, and for a given lot of material would
be as follows:
Grade
1
2
3
4
5
6

Per Cent
2
6
12
25
25
30

Allowable
Grade Price
$122.00
59.00
27.50
14.80
8.60
2.30

Maximum Price per cwt. F.O.B. Factory

Factor
$2.44
3.44
3.30
3.70
2.15
.69
$15.72

With this table of allowable prices and a knowledge of transportation costs, the purchasing department possesses the cold facts
necessary to enable it to satisfactorily perform its function. It now
becomes its responsibility to secure the quantity of material required for the next year's operations at the allowable prices.
Importance of Using Normal Volume
Here the importance of having based all calculations on normal
activity is to be noted. The purchasing department is not required
to compensate for higher unit costs due to lower volume. If forecast activity were used in a period of low activity, the unit burden
costs would be relatively high. As a result it would be well nigh
impossible to purchase at the allowable price. Being hard pressed,
the purchasing department would tend to be over - hopeful regarding qualities, with resultant poor yields which would increase the
material component of the actual factory cost. The enterprise would
then not only have to face high unit burden costs, but also unduly
high material costs. Conversely, in times of peak activity unit
burden costs would be low, thus failing to put the full task on the
purchasing department, and consequently not securing the maximum attainable profit for the business.
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Building Material Standards
Material standards for the ensuing year are not built until after
that year's supply of raw material has been purchased. A record
of each lot purchased is presented to the cost accountant. These
records show the quantity of material in the lot and the expected
yield from the test sorting. These quantities are priced at the allowable price per cwt. F.O.B. factory for the lot, the allowable
price being considered as the standard. The total standard value
for all the lots is adjusted for the expected scrap loss, and this, related to the expected yield in pounds, provides the over -all average
standard value.
The next step is to allocate this average standard value to grades.
This is accomplished by relating the total material cost of the material processed, assuming all of the raw material purchased will
be processed during the year, to the sales value of the expected
yield by grades, as follows:
Forecast
Sales
Value
$200,000.00
200,000.00
200,000.00
150,000.00
100,000.00
80,000.00

Total
Material
Cost

2,500,000

37.20

$930,000.00

$511,500.00

Material
Cost
per Cwt.
$110.00
55.00
27.50
16.50
11.00
5.50
$

Forecast
Sales
Price
$200.00
100.00
50.00
30.00
20.00
10.00
$

Grade
1
2
3
4
5
6

Expected
Yield in
Pounds
100,000
200,000
400,000
500,000
500,000
800,000

20.46

In the illustration, the total material cost of $511,500 is 55 per
cent of the sales value of the expected yield of grades, or $930,000.
Therefore, the material cost per cwt. of each grade is assumed to
be 55 per cent of the sales price of the grade. This results in a
uniform ratio of material cost to the sales dollar. Under this
method, profits are not overstated nor understated in those periods
in which the ratio of the grades produced is not relative to the ratio
of the grades sold. Neither are the inventory values distorted by
the relative proportions of grades remaining in stock. The total
dollars of cost distributed are of material cost only. Since grade
is the determining factor in the relative sales prices, only the material cost is related to and allocated on the sales value, the conversion cost being carried as a uniform unit figure per hundredweight regardless of grade.
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Standard Costs by Grades
The cost system has now performed its first function, i.e., determining the price which could be paid for the raw material; and
standards have been established for measuring operating efficiency
and forecasting profits for the coming year. The standard costs
for each grade, as determined in the calculations in the preceding
illustration, are as follows:
Sales
Grade Price
$200.00
1
100.00
2
50.00
3
30.00
4
5
20.00
10.00
6

Material
Cost
$110.00
55.00
27.50
16.50
11.00
5.50

Conversion
Cost (Labor
and Burden with
Allow. for Loss)
$3.89
3.89
3.89
3.89
3.89
3.89

Selling
Total
and
Factory Admin.
Cost
Expense
$40.00
$113.89
20.00
58.89
10.00
31.39
6.00
20.39
14.89
4.00
2.00
9.39

Total
Cost
$153.89
78.89
41.39
26.39
18.89
11.39

The remaining function of the system is the measurement of
actual against expectant yield and conversion costs.
Raw material inventory is carried by lots of material purchased
and is valued at the actual purchase price plus transportation cost,
standard purchase expense, and standard cost of receiving and
storing at the factory. The inventory records are carried on cards
as shown in Exhibit i. In addition to serving as an inventory
record, these cards also show the expected yield determined at
time of purchase, and are used for summarizing the usage from
each lot during the months.

Accounting for Material Usage
The total usage for each lot is summarized at the close of each
month and recorded on a final summary of usages which provides
the values necessary for making the journal entries. All material
is charged to work in process at the standard value for the respective lot, with the difference between the actual and standard cost
of the lot resting in a purchase profit or loss account. By this
method the losses or gains for which the purchasing department are
responsible are definitely segregated. Furthermore, by charging the
material into process at standard, any variance due to yield or scrap
loss can be segregated and is not lost in a composite variance due
to price, yield, and scrap, as would be the case if it were charged
at actual. The summary of usages is illustrated on page 369.
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SUMMARY OF USAGES

Lot

Pounds

Actual
Value

14 -891 J
17 -101
22 -236 B
22 -236 D
30 -111
30 -112 A
30 -112 B

1,100
5,000
1,400
10,800
6,400
1,100
1,500

$126.50
600.00
140.00
1,350.00
921.60
141.90
208.20

$12.69
11.58
10.40
12.10
14.00
13.11
14.40

$139.59
579.00
145.60
1,306.80
896.00
144.21
216.00

27,300

$3,488.20

$12.55

$3,427.20

Standard
Rate

Standard
Value

From this illustration it can be seen that there was a loss due to
purchasing of $61, the difference between the total actual and total
standard value of the raw material used.
EXHIBIT 1
INVENT O R Y LEDG ER CARD
Lot N um b er :
Purchased F r om :
Date Purchased:
Date Received:

14 -891 J
Brown and Grower, Middleburg
10/14/38
11/ 2/38

Expec ted Yield:

Pounds

.Std.
Rate

Std.
Value

1
2
3
4
5
6

2
3
10
15
30
40

200
300
1,000
1,500
3,000
4,000

$122.00
59.00
27.50
14.90
8.00
2.30

$244.00
177.00
275.00
223.50
258.00
92.00

10,000

$12.69

$1,269.50

10.00
.50
1.00

$1,000.00
50.00
100.00

$11.50

$1,150.00

Cost: Purchase Price

10,000#

Purchase Expense
Freight

USAGE

Date
1939
3 -3
3 -11
3 -27

Pounds

INVENTORY

Value

500
400
200
1,100

$

Per Cent

@

Grade

$126.50

369

Date

Pounds

Value

1939
1 -1

10,000

$1,150.00

3 -31

8,900

$1,023.50
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Segregating Material Variances

The work -in- process inventory is relatively small. It is a physical
inventory which is valued at a running average rate, which is also
used for relieving the inventory at the close of the month. Thus
for the month of March, to continue the figures of the illustration,
the following values are used:
Inventory 3/1/39
March Charges

3,100#
27,300#

at 12.00
at 12.55

$ 372.00
3,427.20

Inventory 3/31/39

30,400
2,200#

at 12.50
at 12.50

$3,799.20
275.00

March Disappearance

28,200#

$3,524.20

The reported production for March was as follows:

Grade
1
2
3
4
5
6

Quantity
540
1,220
2,420
4,460
7,240
10,120

Standard
Material
Rate
$110.00
55.00
27.50
16.50
11.00
5.50

26,000

$15.46

Standard
Material
Value
$594.00
671.00
665.50
735.90
796.40
556.60
$4,019.40

The scrap factor is now calculated in order to arrive at a true
yield variance. Therefore, work in process is credited for the
actual scrap, 2 , 2 0 0 # @ 1 2 . 5 0 or $275.00, and the scrap variance account is charged, the actual pounds of scrap being the
difference between the disappearance and the reported usage for
the month. The scrap variance account is credited with the
standard scrap allowance, 1 0 per cent of the disappearance of
28,200 pounds, that is, 2,820 pounds @ 1 2 . 5 0 or $352.50, the
offsetting entry being made to the yield variance account. Thus it
was determined from the scrap variance account that there was
a gain due to less scrap than the standard allowance to the extent
Of $77.50.
In addition to the charge to the yield variance account from
the standard scrap allowance entry, a charge is also made for
the disappearance remaining after the charge to scrap, i.e., 2 6 , 0 0 0 #
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with value of $3,249.20. Thus the total charge to the yield variance account is $3,6oi.7o. Production for the month of $4,oi9.4o
is credited to this account and charged to finished stock, resulting,
in the illustration, in a yield variance gain of $417.70.

Value of Separate Price, Scrap and Yield Variances
By segregating the material variance into price, yield and
scrap, the management is able to effect complete control of this
element of cost. Price is purely a responsibility of the purchasing department, and if they purchase within the limits established
for them they will show no unfavorable variance and will have
discharged their responsibility. On the other hand, if a purchase
loss is incurred there can be no shifting of the blame, for the
method used considers only the elements under a department's
control in measuring its efficiency. If there is a yield variance it
will arise from one of two causes; either the test sorting on
which the standard for the lot was based was in error, or the
actual sorting in the factory was out of control. Since the test
sorting is done by the production department in co- operation with
the purchasing department, the variance is their responsibility,
regardless of which point was wrong. Scrap is less definite, but
with a number of years' experience in establishing a scrap allowance it has been possible to set reasonably accurate allowances, and the production department either supplies reasons for
over -runs or accepts the responsibility of inefficiency.
Labor and burden are applied to the production on the basis of
the predetermined standards. The function and operation of
these standards is identical to that in any other industry, and
the management is provided with a monthly comparison of actual
and standard costs for these items by operations, so as to effect
a complete control of costs.
Finally, each month sales are priced at the sales prices used in
developing the standards and the forecast profit. This value is
compared with the actual sales income so as to segregate the profit
variance due to sales price from that which was due to volume.
Thus, while price is dependent upon the commodity market, volum e i s a responsibility of the sales department and a check is
provided upon their effectiveness in this respect.
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Summary

In conclusion, the major requirements of any cost system will
depend upon the type of industry and even upon the particular
enterprise it i,; to serve. In the case of a joint - products industry
the requirements are the establishment of prices which can be
paid for raw material so as to permit a desired profit, and the
measurement and control of yields and conversion costs. The
procedure developed in this paper is submitted as one which will
meet these requirements.
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