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TRIUMPH OVER DETAIL —A REVIEW OF THE
WORK OF THE COST DEPARTMENT
by A. W . ACKER
Assistant Controller,
American Greeting Publishers, Inc.
Cleveland, Ohio

First mention in the present article is given to the cost department's end product, the reports through which it apprises management at all levels of the results of operations and significant trends
therein. Extended attention is then accorded the task of obtaining
operating information in timely fashion and closing the cost records on which the reports are based. Numerous pointed recommendations for ordering and expediting the work are offered.

sphere of activity of the cost accountant stands midway beT HE
tween that of the engineer and that of the general accountant.
In other words, a successful cost expert must know as much about
factory operations as the industrial engineer and also must have a
firm grasp of accounting principles. Naturally the responsibilities
placed upon the cost department will vary widely in different companies. However, it is possible to itemize the objectives common to
most cost departments and hence to the cost accountant.
Responsibilities, Objectives, and Operating Source Data
He must keep detailed records of labor, overhead, and material
expended on each line of product. These records must be accurate
to provide a sound basis for cost estimates on new orders. In addition, he must assist the sales department in determining a selling
price for each product which is adequate to insure a reasonable profit
above all costs of production and distribution, but which will also
attract a fair share of the potential market. The gross profit ratio is
of concern to him. By this is meant the necessity of keeping an upto -date analysis of the gross profit on each line and clearly indicating
to management which products are profitable and those which are
marginal or in the loss column.
As to raw materials, work in process accounts, and inventories of
finished goods, the cost accountant's responsibility is likewise heavy.
In this connection it is of the utmost importance to make sure that
everything that is shipped is costed out correctly. In connection with
1047

N. A. C. A. BULLETIN

1048

inventories, the cost accountant should keep a current analysis of
raw materials as well as finished goods and should point out to management any slow- moving items.
The development of a sound method of applying factory overhead
to the various products manufactured by means of departments and
cost centers is also on his shoulders. This is of prime importance in
arriving at correct selling prices. Moreover, the cost accountant
must assist (and often be the prime mover) in establishing a standard cost or some other means of measuring the efficiency of each
manufacturing operation and must present reports to management
which emphasize any costs that are off standard or excessive. It is
part of his job to highlight any leaks or losses and make recommendations to management for improvement. Under this category
would come an accurate reporting of all materials scrapped.
This composite of duties is imposing. The cost department is
truly the clearing house for all information on factory operations.
A list of the original documents flowing from the operating departments to the cost department would include the following:
i. Time tickets for direct and indirect labor distribution and
for preparation of the payroll.
2.

Routing sheets from the time study department showing
sequence of operations and piecework rates.

3. Purchase orders to be coded with the proper account distribution.
4. Receiving records to be posted to raw material inventory
accounts.
5. Vouchers to be posted to inventory accounts or directly to
work in process accounts.
6. Advance copies of production orders to initiate new cost
sheets and completed copies of production orders showing
quantities delivered to finished stores. Usually there are
also interim transfer tickets indicating the movement of
materials from one production department to the next.
7. Direct material requisitions indicating the production
order to be charged.
8. Specification sheets from the standards department showing how the materials are to be applied, and bills of materials showing assembly of the component parts into the
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finished product.
g. Expense requisitions to account for the tools and supplies
used by each operating or nonoperating department.
to. Scrap tickets accounting for spoiled work on each production order, as well as rework orders on salvaged material.
I I.

Plant orders covering new construction and installation of
new machinery and equipment.

12.

Shop orders for maintenance and repair work and the
other odds and ends that always have to be done around
a plant.

13. Sales invoices received from the general accounting department for costing.
Reports Which Probe Profit "Slip Away" Areas
Out of this torrent of information which pours in daily, it is the
cost accountant's job to produce interesting, factual reports which
can be used by all departments of the business. This is a challenging
job when the volume and variety of the information is considered,
together with the various interests and exacting demands of the
executives and department heads on the receiving end of the reports.
It is a job which calls for enthusiasm as well as dogged determination if concise, streamlined reports with some punch in them are to
be produced.
All of the reports enumerated below, as well as many special ones,
give the various members of the management team the day -to -day
facts they must have at their finger tips to keep the company operating at a profit instead of at a loss. Without these, the executives
of a modern business enterprise would certainly be groping in the
dark. A set of minimum essential management guidance reports
would necessarily include the following:
Labor efficiency report— Issued daily and shows the performance of each employee. It depends upon the existence
of a standards program for the measurement of direct
labor.
2.

Labor overhead report —Shows the utilization of indirect
labor compared to direct labor, e.g., the ratio of stockmen to assembly workers or the number of hours of setup
time against the hours of running time. Both labor re-
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3.

4.

5.

6.

ports show management whether or not the foreman is
using his labor force effectively.
Material usage report— Compares actual material used on
each production order with standard material required on
the bill of material and points out any waste for management action.
Scrap report — Should indicate responsibility for all work
spoiled and should show what was scrapped as well as
why it was scrapped.
Overhead expense report— Itemizes expenses incurred by
each cost center of each department and is usually presented in conjunction with a budget program. It includes
indirect labor as well as expense accounts and, in most
companies, there is a segregation between items controllable by the foreman and those of a fixed nature.
Cost report by operations— Independent of any particular
order processed, but shows the average cost of each process or operation per unit of product for the period of a
month. It indicates the cost trend from month to month
and, in addition, provides a realistic basis for estimating

new business.
7. Down time report —Shows the plant manager how many
hours of running time were realized from the available
machine hours and accounts for all down time. It provides a valuable check on setup time, maintenance work,
idle time, etc.
8. Job cost report — Ordinarily compares the actual cost of
each production order with the estimate or standard cost
and highlights any variances. It is an extremely important report to top management inasmuch as it tells why the
anticipated profit on the order was not realized.
q. Rework orders —Tells management how much of the
spoiled work was salvaged and how much money was
spent in the salvaging operation. Since anything spent
on rework comes directly out of the profit pocket, executives are vitally interested in this type of report.
io. Shop orders completed— Portrays the cost of new machinery and equipment installed, as well as the amount
spent on various maintenance projects.
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z z. Analysis of inventories —Will show the balance between
raw materials, work in process accounts, and inventories
of finished goods. Quite often the work in process accounts are broken down on this report into material, labor,
and overhead for further analysis. Because of the large
proportion of working capital invested in inventories at
any given time, management is especially interested in
eliminating nonessential items, and in improving the turnover.
Ia . Gross profit analysis — Should clearly indicate the relative
margin of profit on each article manufactured. It is frequently helpful to break down the cost of sales into its
elements, i.e. material, labor, and overhead, so that competitive prices can be established on an intelligent basis.
The Task Posed by Monthly Closings

These reports do not prepare themselves, nor are the sources from
which they are prepared available apart from the multifarious bookkeeping and supplementary recording functions performed by the
cost department. If the work required before monthly financial
statements can be drawn up, be taken as a bench mark, a rather complete summary of cost department closing routine can be offered.
To start with, the payroll record and labor distribution must be completed. Since the payroll is usually on a weekly basis and the financial statements cover the period of a month, this normally means
that the last payroll week must be split between two months. All
stores requisitions must be closed out, priced, and distributed to the
various departments and burden centers. The raw material inventory records must also be closed, requisitions priced and the charge to
work in process made. Other closings are of the voucher register,
with summary of the voucher distribution, and of the production
records with analysis of orders completed during the month. Cutoff of shipments must then be established and sales summarized for
the month. Thereafter the cost of sales value of all products shipped
during the month can be determined. This is accomplished either
by using standard costs or by obtaining the actual cost of all orders
completed and shipped. The cost value of all transfers between production departments is next in order. If a standard cost system is
employed this involves the calculation of various manufacturing
variances.
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At this point, completed shop orders are closed out and material,
labor, and overhead charges accumulated against each. Redistribution of expenses of auxiliary or service departments to producing
departments sometimes takes place on a predetermined basis and
sometimes the actual figures for the current month must be obtained.
Credit memos for returned goods must be processed and the cost
value of goods taken back into inventory. The costing out of all
scrap tickets and relief of the work in process accounts must be performed. Regular journal entries (including depreciation, accruals,
and write -off of items like prepaid insurance) and special or correcting entries must be prepared and posted to the general ledger and
the subsidiary cost records, and trial balance of each ledger taken.
In organizing the cost department to perform this closing job as
quickly as possible, the first consideration is when to cut off the
books of original entry. Management commonly wants shipments
for the thirty -first included in the monthly profit and loss statement. However, a few firms cut off billings on the twenty -fifth to
facilitate closing the books. If shipments are billed within twenty four hours of shipping date, the accounting copy of sales invoices
for the thirty -first can easily be processed by the first or second day
of the following month and can be included in the statement. The
voucher register can either be closed on the thirty -first or kept open
three or four days to pick up additional liabilities. In the interest of
prompt closing, it is better to cut off on the thirty -first and enter
regular monthly charges by means of a work paper entry or a reversing journal entry. No great harm is done if telephone bills,
power bills, etc., are estimated, based on the previous month's actual
invoices. It is very important that a clean cutoff be established, so
that both the cost department and the general accounting department
can identify the last voucher entered in the month. This saves a lot
of unnecessary reconciliation later on between the general ledger and
the subsidiary cost ledgers.
If the labor distribution is summarized only on a weekly basis, two
or three days can be saved by estimating a split week at the end of
the month instead of waiting until the entire week has been calculated. Of course, for the sake of accuracy, it is preferable to make a
separate distribution of the one to four days involved. A solution
to this problem is to abandon calendar months and to use thirteen
periods of four weeks each.
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When it comes to material requisitions and expense requisitions,
there is no necessity for a bottleneck at the end of the month if these
requisitions are forwarded to the cost department on a daily basis
throughout the month. It is just as easy for the factory departments
to send them every day as to "sit on" them until the end of the month.
Too often the cost department is blamed for tardy closings when
the trouble really lies in the plant. Any effort to speed up closings
in the cost department is useless without full cooperation from the
factory departments. It helps to send a tracer report periodically on
any outstanding production orders or shop orders. It is also a good
idea to have all requisitions and important documents serially numbered to reduce loss.
Time Schedule, Use of Mechanical Equipment and Standard Costs
One tool of closing which is practically a must is a timetable. If
some journals, like redistributions, depend upon other entries, it is
a good idea to arrange all entries in chronological sequence. This
schedule should 1iave the following columnar headings:
i. Name of journal entry or work paper.
Name of person responsible for preparation.
3. Monthly due date (day and hour).
4. Average time required for preparation.
5. Columns for each month of the year, so that the actual date
of completion can be entered.

2.

With a control schedule like this, it is an easy matter to plan the
closing work at the end of the month and assign jobs calmly without
confusion and nervous tension. It is also possible to ferret out the
weak spots in last month's closing by comparing actual completion
dates with scheduled dates, and thus try for further improvement
each month. I would strongly recommend a control schedule of some
sort as the first antidote for "closing jitters."
I have already suggested that the control schedule should indicate
the individual to whom each job is assigned. This point is worth
amplifying. By fixing responsibility for each part of the closing,
each member of the cost department can be thoroughly trained in his
phase of the work and the benefits of specialization will be reaped.
Furthermore, it is good psychology to hold each employee accountable for his share of the load, since he will take greater pride in turning out a good job. It is also a wise policy to have an alternate for
each desk for coverage in case of absence.
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In a modern cost department of any large company, some type of
mechanical equipment is needed to handle the tremendous job of
extending, accumulating, and distributing figures. The following
types of equipment are generally in use: ( i ) calculators, ( 2 ) accounting or bookkeeping machines, and (3) tabulating equipment.
Of the three, tabulating equipment probably can do the most to relieve the cost department of tedious clerical work and thus expedite
the monthly closing schedule. Among the jobs usually performed by
tabulating equipment would be the following:
i. Preparation of payroll checks.
2.

Labor distribution.

3. Voucher distribution.
4. Perpetual inventory records.
5. Sales and cost of sales distribution.
6. Preparation of customer invoices.
There are, of course, many other possible uses of tabulating
equipment. Tabulating all journal entries and posting from
the summary to the general ledger, instead of posting each journal
individually is one example. Expense requisitions and other voluminous paper work can also be summarized for posting. By taking
full advantage of these extra uses of tabulating equipment, a great
many hours can be saved in the closing work.
A special degree of interest may be attached to the use of tabulating equipment for preparation of customer's invoices, as suggested
above. This reflects a procedure in actual use with us. Because of
our large volume of accounts receivable we run our statements in
four cycles each month in the way that some public utility companies do. Perhaps it should be mentioned also that we prepare
some sixty different reports on tabulating equipment, either internal reports or basic data to meet government reporting requirements.
If the books are kept on an actual cost basis, it is always a
struggle at the end of the month to close out completed production
orders and obtain the actual cost of products shipped through the
thirty -first of the month. In many cases, it is impossible to complete
cost sheets quickly enough and, therefore, the monthly cost of sales
must be partially estimated and adjusted to actual in subsequent
months. On the other hand, under a standard cost system, there is
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no problem at all and shipments can be costed out at standard cost
the same day they are billed. If this is done, a day by day analysis
of gross profit can be maintained during the month. However, if
management is not interested in this daily analysis, it is easier to
summarize the sales distribution at the end of the month and cost
out in total, which may take only an hour or so. Standard costs can
also be used for valuing returned goods going back into inventory.
A full- fledged standard cost system usually affords data to develop,
at a minimum, the following variances for each type of product:
i. Material price variance.
a. Material consumption variance.
Direct labor variance.
4. Manufacturing overhead variance.
By making full use of standard costs and variances, the preparation of the various cost statements can be speeded up considerably.
For instance, it is easy to see that material or supply requisitions
can be priced at standard cost in a fraction of the time required to
look up the actual purchase price. Scrap tickets can be readily
valued by means of standard costs, whereas the actual cost up to
point of spoilage may not be available. Especially at the end of the
fiscal year, standard costs are a great time -saver in pricing raw materials and work in process inventories as well as inventories of
finished goods.
More Tricks and Knacks ofClosing
Up to this point in the present article, we have given attention to
the detailed and comprehensive functions of the cost department, the
major reports through which it draws the eye of management to
significant performance data, the closing process, and some of the
general aids available to expedite it. This final aspect is of such practical importance that perhaps it will be worth while to go further
and spell out some specific things to do to avoid a bottleneck. Some
of these devices are:
Accumulate all figures on a daily basis so that at the end
of the month all that remains is to add the last day. For
example, price all expense requisitions daily and enter the
account distribution on a columnar sheet, using one horizontal line for each working day. If the accounts are too
numerous for this, then enter by controlling accounts
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only. But the main thing is to get the work out of the
way every day.
2.

Standardize all closing journals. Assign a standard number for each regular entry and also standardize the language used in the journal explanation. After this is done
it is possible to print up all journal vouchers showing
standard number, standard description, and accounts
used. Also have preprinted forms for as many work
papers as possible, since a lot of time is wasted in copying
headings month after month.

3. Use loose -leaf journal vouchers and loose -leaf ledgers
wherever possible so that work can be decentralized and
divided among several clerks. "Maisie" need not sit idle
just because "Susie" is using the factory ledger.
4. Make full use of controlling accounts for tying the subsidiary cost ledgers in with the general ledger. However,
if there are minor differences, do not hold up the statements. Instead ignore these differences, proceed with
the preparation of the statements, and then investigate
and make the adjustments later in the month.
5. Post standard entries such as depreciation, write -off of
prepaid insurance, and expenses redistributed on a predetermined basis well before the end of the month to
alleviate the peak load at that time.
6. Reconcile as many items as possible during the month on
a daily or weekly basis. Do not procrastinate and let the
work pile up until the end of the month, because this is
just inviting trouble. For example, balance labor distribution with payroll records daily instead of once a
month. Likewise, most accounts can be analyzed during
the slack period of the month. Other items, like questions on production quantities on completed orders should
be handled currently so that nothing is intentionally allowed to accumulate until the end of the month.
7. Arrange the chart of accounts in the same form as the
balance sheet and profit and loss statements so that the
figures can be posted quickly and easily from the general
ledger without hunting and picking. Another good trick
is to post directly from the general ledger and subsidiary
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ledgers to the respective statements. Nine out of ten times
the statements will balance and the time otherwise spent
in checking and preparing trial balances will be saved.
8. Set up skeleton forms for all reports and statements and
enter the previous year -to -date totals prior to the rush
period.
g. If a standard cost system is not employed, use estimated
amounts or percentages, based on previous experience,
wherever possible to speed up the costing process. Of
course, these figures must be refined as soon as the actual
costs are available.
io. Insert figures in the statements on a piecemeal basis as
soon as they are known, rather than waiting for all figures
to be available before starting a particular statement.
Quite a few hours can be lopped off the schedule by
working step -by -step like this. Sometimes it is advisable
to release the statements one at a time as they are completed, rather than make the executives wait a week for
the whole set.
Of course, there are numerous other little tricks to save time,
such as having key figures telegraphed from branches or asking the
posting clerks to flag questionable items to call attention to them. It
is also wise to defer as much of the current month's work as possible
until the rush is over. All in all, success depends upon doing as
much of the closing work as possible before the end of the month.
It can be noted here that the volume of costing media is not increased
by summarizing more frequently and, on the other hand, it is
quicker and easier to balance small groups of requisitions or scrap
tickets daily than to handle a month's accumulation. There is no
magic formula for success. It depends upon common sense and
taking advantage of every time - saving device, no matter how
small. An over -all saving of several days may be realized by capitalizing on each of the suggestions which has been offered.
In the operation of the cost department throughout the month in
all its tasks — whether related to entries, closings, standards, or reports —there are some general considerations for organizing it into
a winning team. The first is to fix definitely the responsibility for
each job and to see that each person understands his job. The second
is to have a schedule for all work during the month as well as during
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the closing, and to stick to the schedule. If work does get behind, it
is better to provide overtime on bottleneck operations than to allow
a serious backlog to develop. A third point is to have each job in
the department covered by an alternate for protection in case of
sickness or absence. It is a good idea to analyze each job and prepare
a schedule to balance the work load with available man hours. It will
never be possible to make ends meet if the attempt is made to do
25o hours of work with only Zoo available man hours. If such a
condition is temporary, it may be in order to borrow help from other
departments.
Further, it is desirable to analyze the sequence of work and prepare a flow chart covering all cost department functions. This flow
chart may help eliminate previously unnoticed duplication of work.
Also secure adequate mechanical equipment in order not to waste
time on tedious clerical jobs that should be done on machines. Most
of all, do not wait until the thirty -first of the month to think about
the closing problem. A little forethought will prevent delays and
bottlenecks. A smooth - running cost department does not "just
happen." It requires a lot of hard work and followup on the part
of the supervisor to see that each person is doing his job every day
of the month.
Promptness and Periodicity of Reports
The greater portion of this article has dealt, in specific and often
detailed ways, with internal reports and prompt closings because
they bear heavily on guidance which the cost department affords to
management. It, therefore, seems appropriate to close the presentation with a further word on both subjects in relation to known management needs.
First, let us consider the optimum frequency of each of the reports
furnished by the cost department. Not all reports can wait till the
end of the month. Some of them should be issued daily and others
on a weekly schedule. The frequency of any report depends somewhat on the size and complexity of the business. However, for a
medium -sized manufacturing enterprise, I would recommend issuing the following reports on the bases indicated:
Daily
i. Direct labor efficiency report— Comparing actual labor performance with standard labor.
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Ratio of indirect labor to direct labor— Showing utilization
of inspectors, stockmen, setup men, etc.

3. Scrap report— Accounting for all material spoiled.
4. Down time report.
Weekly
i. Overhead report by departments — Including all expense
items as well as indirect labor.
2.

Cost report by operations.

3. Analysis of completed orders
from standard cost.

Showing the variances

The general complaint of department heads and management
against the cost department is that it takes too long to get the information at the end of the month. By issuing some of the key figures
daily or weekly, a lot of this criticism can be avoided. Foremen in
particular would rather spend fifteen minutes a day looking at cost
reports than five or six hours once a month!
By organizing the cost department efficiently it is actually possible
to close the books more promptly and yet handle the work with
fewer people. However, this can be accomplished only by training
each person to execute his part of the job intelligently and with an
absolute minimum of waste motion. One of the advantages of
prompt closing in the cost department, itself, is that explanations of
variances and other exceptional items can be obtained more readily
while the circumstances are still fresh in the minds of the foremen
and supervisors. The general advantages to top management of
early closing and prompt monthly statements are more or less evident, but stress may well be laid on three or four of them:
i. Unprofitable sales policies can be changed as soon as
2.

apparent.
Faulty operating policies can be nipped in the bud.

3. Any expenses over budget can be reviewed and curtailed
promptly.
4. Cost trends can be observed earlier and cost reduction
steps can be taken before too much water goes over the
dam.
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In all of our reports to management I believe we should strive to
be as brief as possible and to make full use of the principle of exception by pointing out the highlights of our findings. Better a few well chosen figures on time than reams of reports six weeks old 1 By
streamlining our reports and by making them more dynamic we can
do a great deal to enhance the new role of the cost accountant. This
role is not to passively accumulate figures but to actively assist management in controlling the business and earning a profit.
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It is the key thought of this paper that, whatever the size of a
company, maximum effectiveness in the administration of the cost
department is unlikely of achievement without the self- knowledge
and operating habits afforded by written procedures. Suggesting
that such procedures may have to be drawn up as the cost department
head finds time for them, the author presents a comprehensive listing
of subjects and exemplifies the writeups proposed.
is made in this article to show how the cost accountant
A Ncaneffortimprove
the flow of work through his department and free
his time for planning. For purposes of this discussion, it is assumed
that written procedures for performing the tasks assigned to the
cost department will be developed by the cost accountant or a qualified accountant working with the cost accountant. It is also assumed
that the procedures which affect the cost department will be divided
into two groups, namely:
.
i. Procedures which tell how to perform each task assigned
to the cost department.
2.

Procedures which tell how information is developed and
flows to the cost department and what happens to the data
flowing out of the cost department.

The first type of procedure is written to cover every detail of each
task. The second type of procedure writeup is confined to a general
outline of the responsibilities of all departments and the flow of information between them. It is usually advisable for the cost accountant to begin by writing the procedures which tell how to do the jobs
in his own department. By doing this he gains in two ways: (i) by
locating possible sources of improvement in his own methods which
depend on changes outside his department and ( 2 ) he gains relief
from memory work with respect to his own departmental details as
rapidly as each procedure is written. However, a word of caution is
in order here. The cost accountant should first be satisfied to write
down what is being done currently without devoting too much time
1061
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to improvement of the present method. The improvements can come
later and when they do it will be surprising how the individual
workers in the department will suggest better ways for doing their
jobs.
Preparation of List of Major Cost Department Functions
With the load of responsibilities carried by most cost accountants
today, the question arises as to when the cost accountant can find
time to begin his procedure writing. There are only two ways to
get procedures written. Either the cost accountant must work additional hours to develop the procedures or he must obtain the assistance of other persons in the organization who may be qualified
and who can be assigned to the task. In either case the cost accountant should plan the whole job before he starts. In developing a plan
for writing the internal procedures for his department, the cost
accountant might well begin by listing the major functions assigned
to him. It is then possible to arrange them in the order in which he
thinks they can best be written.
Let us assume at this point that Jim Jones is cost accountant for
the A. B. C. Metalworking Company, which employs 2 1 0 production
workers and produces a variety of stock items as well as custom built items. Financial statements and analyses are prepared each
Month. Jim reports to the controller who is also the treasurer of
the company.
The functions assigned to Jim include:
I. Timekeeping and production record peeping in the ten

shop departments.
2.

Computation of payrolls, accounting, distribution of payrolls, and computation of payroll taxes and other deductions.

3. Operation of raw material and finished goods stock rooms
at the plant.
4. Operation of perpetual inventory records for raw materials and finished goods.
5. Operation of tool stock rooms but not including tool cribs
located in the plant.
6. Maintenance of inventory ledgers by class of inventory
and by product line within the work in process and finished goods inventories. Each product inventory is also
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subdivided as to material, labor, and overhead elements
of value.
7. Verifying all suppliers' invoices for payment by the controller's office.
8. Maintaining a register of suppliers' invoices.

io.

9. Maintaining the capital assets ledger, showing the location
and value of each facility owned. He prepares all depreciation schedules.
Maintaining the operating ledger and preparing all
analyses related to it.

i i. Establishing standard costs for each stock item manufactured, and estimating costs for each custom item sold.
12.

Planning and directing the annual physical inventory.

Priority Schedule for Drafting of Procedures
Jim looks over his major functions, then wonders how he ever will
get all the details written, especially when he has an ever - present
problem of training new employees (the pay rates and other conditions of employment in his department being subpar for the area),
periodically evaluing the employees who do stay for a year or two,
trying to meet that sixth working day deadline for closing the operating ledger, and trying to maintain his records to pass approval
of the auditor who makes irregular appearances but regular recommendations for improvement of the cost department operation.
The situation illustrated for Jim Jones is representative of the
condition in many companies. The cost accountant considers himself to be in a bad way but actually his company is in much worse
shape than its accountant. The cost accountant may move to another
company if the pressure becomes too great but the company's problems still exist. For a time at least, the void left by the passing of the
cost accountant may easily cause embarrassment, even financial
loss, to the company. Let us look, then, to a program of procedures
writing which will make the cost accountant's job a little easier and
the company's position a little more secure.
Assuming that all the functions listed for Jim Jones are to be
detailed in written procedures, the order of priority is determined
by the apparent urgency for each procedure and the simplicity of
each problem. Some of the procedures should naturally be written
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before others because of the flow of information. Let us assume
that the following priority is established:
i. Timekeeping
2.

Production record keeping

3. Computation of pay earned
4. Computation of deductions and net pay, and preparation
of payroll checks
5. Accounting distribution of payrolls
6. Preparation of payroll tax reports
7. Finished goods stock room operation
a. Recording receipts
b. Recording disbursements
c. Physical control of material within the area
8. Raw
a.
b.
c.
d.

material stock room operation
Recording receipts
Recording disbursements
Physical control of material within the area
Continuous physical inventory of material

9. Operation of perpetual inventory records for both the raw
materials and finished goods stockrooms
a. Control of records of receipts and disbursements
from time initiated to time entered on inventory
records.
b. Continuous comparison of book with physical inventory quantities.
io. Verifying suppliers' invoices for payment
a. Control of invoices received
b. Control of the records of goods received
c. Control of the purchase orders authorizing the
receipt of goods
d. Control of inspection reports on material received
e. Control of charges to suppliers for correction of
suppliers' errors
i i. Maintaining a register of suppliers' invoices
a. Numeric identification of all items entered
b. Identification of items paid
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Maintaining inventory ledgers
a. Determination of sources of data
b. Establishing certain "rules of thumb" relationships
between inventory accounts

Q. Operation of tool stock rooms
a. Control of receipts
b. Control of disbursements
c. Physical control of area within which stored
d. Method for ordering and determining minimum
and maximum quantities to be stocked
e. Tool identification and location records
14. Maintaining the capital assets ledger

Authorizations to purchase
Identification tags
Installation costs
Transfer of equipment
Rates of depreciation
Depreciation schedules
g. Obsolescence
15. Maintaining the operating ledger
a. Chart of accounts
b. Schedule of journal entries with pro forma samples
c. Schedule of closing
a.
b.
c.
d.
e.
f.

16. Establishing standard costs
a. Bills of material
b. Labor operations sheets
c. Overhead determinations
V . Physical inventories
a. Dates
b. Manpower available
c. Making counts
d. Identification of material
Two Examples of Writeups
Now that a schedule of priority is established, the next step
is to gather and correlate information in respect of the first subject, timekeeping. This information is obtained from each of the
ten timekeepers in the plant, then correlated to require each time-

V E R I F I C A T I O N OF S U P P L I E R S ' IN VO IC ES

Pu rc ha se o rd er (Fo rm
X -201)

Receiving report —(Form X -30 1 )

Original Copy
1. Receive fr om pu r- 1. Receive from rechasing agent daily.
ceiving forema n
da il y
2. So rt by supplier
2. So r t by supplier
name.
na me •
3. F i 1 e by supplier
n a m e in invoice 3. Ma tch with pu ra u d i t file, with
chase order a n d
newest invoice in
post q u a n t i t y re -

4.

5.
6.
7.

8.

f r o n t of e a c h
folder. (Su pp li ers'
f o l d e r s a r e arr a n g e d alphabe ti c a l l y i n fi l e.)
R e m o v e f r o m fi l e
t o po s t q u a n t i t i e s
re c e i ve d, a s s h o w n
on receiving report.
Re
R e pPl a c e o r d e r i n
file.
M atch with invoice .
P o s t i n v oi c e r e gi s te r n u m b e r o n p u r chase order.
Ch e c k pr i c e s , t e r m s ,
discounts o n i n voi ce wit h pur cha se
order.

ce i v e d t o o r d e r .

N
p
O��

Suppliers' invoice

O�

Duplicate Copy
Original
Duplicate
Triplica te
1. Sort nu merica lly. 1. Receive fro m ma il room at 8 : 3 0 a . m . a n d 2 p. m . daily. Da te
sta mpe d in ma i l roo m.
2. Ve r i fy receipt of
every nu mber.
2. En t e r invoice register nu mber.
3. Investiga te a n y 3. Sepa ra te the three copies.
m i s s i n g n u m b e r s . 4. C o m p a r e with 4. File in pa yment 4. Filed by invoice
4. R e p o r t m i s si n g
du e d a te b rin g u p
register nu mber.
pu rcha se o r d e r
a nd receiving renu mbers to c o s t
file.
a c c o u n t a n t on
daily re p or t.
5. Fi l e n u m e r i c a l ] y
6. Do not p e r m i t
t he se co p i e s t o b e
re m o v e d fro m t h e
file a t a n y t i m e
by anyone.

5.
6.

7.

8.

9.

EXHI BIT

p o r t f o r pr i ce s , 5. T o c o n t r o l l e r w i t h
te rm s, discounts,
o r i gi n a l .
qu a nt i t i e s , e t c.
6. F i l e b y s u p p l i e r s '
Approve for pa yn a m e a f t e r co nm e n t by s i g n i n g.
t r o l l e r s ho w s pa y E n t e r ac co u nt in g
ment d a t e a n d
d i s t r i b u t i o n on
che ck n u m b e r .
fa c e , if pos si bl e .
I f n o t o n fa ce ,
ent er
ba ck o r
sl i p s eecc u r e l y a t tached.
M a t c h wi th d u pl i c a t e f r o m d u e
d a t e file.
Send to control l e r 's office f o r
payment .
F i l e d b y cont rol le r wi t h vou ch e r
check

1

a
n

C
r
t"
C27
z
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keeper to supply a minimum of basic information, plus any special
information required in his department. The procedure might
read something like this:

io.

i. The timekeeper is scheduled to work from 8 a.m. to 12
noon and from 1 2 :30 p.m. to 4:30 p.m.
2. At 8 a.m. remove all Attendance Cards, Form X -i42,
from clock racks at entrance to department.
3. Arrange cards in clock number order.
4. List absentees on Fortn X -43, Absentee Report, by
entering all information indicated by headings.
5. Give absentee report to foreman of department.
6. Calculate elapsed hours worked for the previous day
on each employee's attendance card. Keep attendance
cards on desk.
7. Arrange all Job Tickets, Form X -i44, for the previous
day in clock number order.
8. Compute elapsed time on each job ticket.
y. Compare total elapsed time shown by job tickets with
total attendance time shown in attendance cards for the
previous day.
a. If the time agrees, place attendance cards in one
pile and job tickets in another pile until all cards
have been brought into agreement.
b. Where the time does not agree, place the applicable
attendance card and job tickets together in one pile
until all cards are examined. Obtain foreman's
approval of job tickets and adjustment of time to
make cards and tickets agree.
c. Arrange all attendance cards in clock number order
and place them in clock rack.
Record employee clock number, date, quantities produced, and elapsed time, as shown on each job ticket, on
the Production Record Card, Form X -145, for the part
produced.
t i. Arrange all job tickets in clock number order and send
them to the chief payroll clerk.
12. Issue job tickets as requested by employees throughout
the day.
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DISTRIBUTION OF THE COPIES OF THE RECEIVING REPORT

Original
1. Sent to the accounts payable clerk daily at 9 a.m.
2. Processed by accounts payable clerk See instruction on "Verification
of Suppliers' Invoices."
Duplicate
1. Sent to the accounts payable clerk daily at 9 a.m. with original.
2. Sorted and filed numerically by accounts payable clerk.
Triplicate
1. Filed for reference alphabetically by suppliers' name in receiving
department file.
Quadruplicate
1. Attached to material where it remains until material is received at
raw material stock room.
2. Detached by stock clerk and sent to inventory records clerk after
material is stored.
3. Sorted numerically by inventory records clerk and noted on numerical "check-off list ".
4. Used by inventory records clerk as source data for posting records,
then filed by date entered on records.
EXHIBIT 2
Each job i s de tai led in lik e mann er, wit h t he procedu re always
answering fully the questions of who, where, when, what, why,
and how. Th e more complicated procedures, such as verifying
suppliers' invoices, may require simple charts to show how several
forms are brought together to complete the task. This chart might
show from whom information is received, as well as the details for
per formi ng each task. A chart for ver ifying suppliers' invoices
mi gh t ap pe ar a s in E xh ib it i .

Distribution

of Writeups;

Auxiliary Data; Improving Methods

As each procedure is developed, it should be typewritten with
copies provided to: ( i ) the employees who perform the task detailed, ( 2 ) the internal auditor, and (3) the cost accountant. It is
not important that procedures be elaborately titled and indexed,
nor that any special type of binders be provided. Each employee
should be provided with a simple ring binder in which he keeps
only the procedures with which he is expected to conform. The
cost accountant will naturally keep a copy of all procedures in his
binder.
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When the simple how- to -do -it procedures have been written for
each task in the cost department, the cost accountant is ready to
prepare the second type of procedure, the charts necessary to show
the general flow of cost information throughout the organization.
This work is valuable to the cost accountant only if the information required by the cost department is not being received in the
proper form or at the right time. Since the information required
by the cost department is usually received from persons not trained
(nor much interested) in accounting techniques, the flow of data
to the cost department may be unsatisfactory and result in loss of
efficiency in that department. The cost accountant should work
on the procedures which feed information to him from other
departments only to the extent required to enable his department
to work well. A simple example of a procedure of this type is
shown as Exhibit 2 and relates to distribution of copies of receiving reports.
When the cost accountant has completed writing the present
procedures for operations within his department and for selected
operations feeding information to him, he will probably wish to
establish a program for improving the way in which the work is
currently performed. This program is continuous, since conditions in any business are ever - changing and the methods for performing the paper work should conform with business requirements.
For a Higher Level ofCost Department Action
Some of the benefits which will usually result from written procedures are:
i . Improved worker morale
2.

More accurate cost reports

3. Better internal control of cost data
Improved worker morale results whenever clear, concise instructions are given so that the worker is able to perform his work
well without misunderstanding. An employee ordinarily resents
the implication that he is at fault when errors result from instructions not thoroughly worked out. His morale is boosted if,
by chance, the written procedures result in his job being-evaluated
at a higher rate of pay or result in the work load being more evenly distributed.
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More accurate cost reports are a very direct result of written
procedures. After all, memories should not be relied upon when
accounting distribution of payrolls is made or when suppliers' invoice charges are entered in the accounts.
Better internal control of cost data will result from written
procedures. Employees are much less likely to forget to check one
set of figures with another when their written instructions state
that such a comparison is required. Written procedures will require the cost accountant, himself, to plan proper internal check,
since his failure to do so will be clearly evident to all concerned.
The conclusion must not be drawn from this discussion that
written procedures are a panacea for all ills or a substitute for
sound supervision. Procedures are just so much waste paper
unless they are realistic in their content and are rigidly enforced.
If, however, they are written in simple direct language, they are a
valuable tool in the administration of the cost department.
It is by administering well the work of his department that the
industrial accountant frees himself from the tyranny of detail. So
freed, his perspective becomes greatly improved and the areas in
which the results of his work offer opportunities to assist in guiding his company in the direction of more profitable operation, are
more likely to fall within his field of vision.

CONTINUING COST ANALYSIS TO KEEP ORDERS
PROFITABLE FROM QUOTATION TO SHIPMENT
by CHESTER SHAN
Industrial Accounfing Manager, The Ohio Boxboard Co.,
Riffman, Ohio

The belief is advanced in this article that the relative profitability
— potential, prospective, and realized —of orders as offered to the
company, processed in its departments, and shipped out, should
claim the time and attention of a cost department analyst charged,
among other things, with correlating current estimating procedures
with existing costs. It is indicated that the correctness of standard
costs in force may be suitably tested in this way and that high cost
points in operations may be promptly isolated for improvement.
field of cost analysis is providing industry today with a
T HEpotent
weapon for reducing cost of operations. It is introducing a series of economical reforms in every phase of business
by placing a spotlight on high cost methods and low profit items.
Questions are being raised relative to means of decreasing costs
and increasing profits by predetermining the most advantageous
methods of producing orders and providing information for future
planning. It is not the writer's intention to contend that this information is not available now or that management has been unaware of the opportunities existing, but it is his contention and
opinion that little has been done to provide a central fountainhead
through which information on subnormal operations can be gathered, interpreted, analyzed, and disseminated with one thought
in mind: "How can we make our products better and cheaper."
It is my belief, undoubtedly shared by others who abhor wasted
effort, that a cost analysis of orders program can be outlined as a
three - dimensional platform:
i. Analysis of orders before acceptance
2 . Analysis of orders during manufacture
3. Analysis of orders upon completion
A brief description of what is meant by each of the above steps
will be made and then we will proceed to widen the scope of our
perusal. Before proceeding further, it might be well to comment
that a cost analysis program need not and probably should not
1071

1072

N. A. C. A. BULLETIN

end with a scrutiny of orders such as would imply a detailed application of cost analysis on a routine basis. It should be an intelligently varied and selective work and should encompass such
activities as the cost of securing orders, processing orders, performing overhead functions, determining investment returns of
capital purchases, and determining also costs of other activities
too numerous to mention. Information accumulated under these
heads should be related to many but by no means all orders which
come to the company. Just how far cost analysis should delve for
its underlying facts can be decided by the application of common
sense. Naturally, the output of company funds for this purpose
should be measured in returnable profit.
Analysis of Orders Before Acceptance
One of the basic responsibilities of any cost accounting department is the providing of cost information for use in estimating the
cost of any item on which a price is required. This information,
along with materials and methods of manufacture, makes up the
elements of an estimate. A screening of these elements would portray to us the following details involved in producing an estimate:
i. Description of item ordered
2.

Quantity ordered

3. Kinds of materials and standard cost allowance
4. Allowable spoilage and standard cost allowance
5. Indirect materials and standard cost allowance
6. Machine operations:
t. Type of machine or operation
2. Standards of performance in units, hours, and dollars
7. Delivery cost made up of shipping and freight
8. Markup applied
These basic elements, with adjustments according to various industries and businesses, are practically universal in application.
At this point, the cost analyst's functions are to check the
estimates with past experience for the items involved. This is a
protective measure to insure application of realistic cost figures. It
provides a measurement of past performance against estimating
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standards and enables the estimating department to determine
whether or not the estimating standards require adjustment. For
this purpose, it is necessary to have complete data on past orders
available to the cost analyst. Such data should consist of previous
estimates, records of production performance by operation, cost
summaries, and reports of subnormal performances. Subsequent
to this check, the cost analyst should discuss his findings with the
estimating department if he feels that possible changes can be made
in the estimate in the light of past experience. These discussions
may be minimized if the cost analyst can periodically recommend
changes in estimating standards as a result of his continuous study
of past experience.
Checking With Production Department
At this point, it may be well to repeat that not all inquiry estimates should be scanned by the cost analyst. The sales department
should be readily able to determine which inquiry estimates need
to be analyzed in the light of unreasonably high costs, i.e., which
ones drop the profit margin to a low point. Basically, the decision
at this point should rest with the sales department because the
knowledge of markets and markups is located there.
After discussing the inquiry estimate with the estimating department, with no change resulting, the cost analyst's next step is to
contact the production department relative to any possible changes
in the methods of operation which might conceivably lower material and /or production costs. It becomes obvious at this point
that the cost analyst should arm himself, in so far as possible and
practical, with all the information as to past experience and operations in order to be of assistance to the production staff and to be
able to answer their questions on methods of past operations, performance, and any peculiarities concerning the item gained from
discussions with the estimating and sales departments.
After the inquiry estimate has been discussed with the production department, suggestions should be taken to the estimating
department for consideration and use. Finally the estimate is
returned to the sales department with a short note on what has
transpired, in order to aid in the pricing problem.
Analysis of Orders in Process
To secure economies from a program calling for an analysis of
orders during the process of manufacture, a system of short, con-
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cise, and speedy reports must evolve showing unusual occurrences
during operations. If, prior to succeeding operations, difficulties
can be anticipated as a result of previous performances, the production department can be forewarned and take steps to prepare
for subsequent operations on the item. By doing so, known difficulties can be alleviated or possibly eliminated.
An example might be an order for an item calling for five separate operations. At the end of the second operation, it has been
brought to the attention of the production department, through a
report, that material difficulties are being encountered and their
nature has been noted. The production department can then study
such defects, especially with relation to large orders, and can prepare future operations to control such difficulties whenever possible. Not all orders will require such treatment —it should be used
for obviously difficult orders from the production standpoint,
where mishaps or problems may change an order from a profitable
to an unprofitable status.
Common sense, tempered with past experience, should dictate
whether an order requires a close scrutiny during process or not.
The type of plan installed should coincide with the operations and
items to be manufactured but all plans, regardless of their nature
and scope, should retain the basic features of brevity, speed, and
clarity in respect of checkup of costs while in process.
Analysis of Orders Upon Completion
Prior to the installation of any method for analyzing completed
orders, a decision should be reached relative to type of analysis to
be performed. Two bases can be established for such analyses.
The first basis requires the scanning of an entire order to see if the
over -all variance is positive or negative and the degree of such
variance. The second basis places emphasis on individual operations making up an order. Fundamentally, the first basis appears
more practical, and possibly it is, but it lends itself to obvious error
because good performance on one operation may more than compensate for a poor performance in other operations. It is my belief that operations should be analyzed rather than entire orders
because, by doing so, one can eventually hope to provide a basis
for improving the efficiency of all operations.
Two types of deviations should receive attention during the
study of a completed order: ( i ) deviations caused by producing
an order contrary to the methods on which it was estimated and
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deviations resulting from producing less efficiently than called
for by the estimating standards. An example of the former would
be the substitution of a less efficient machine or method for an
operation, due to lack of equipment or poor planning, while an
example of the latter would be the securing of less production
units than called for by the standard used, where the actual and
estimated methods of operation are similar.
Deviations from standard performance should be listed in units,
hours, and dollars to portray significantly the penalty for out -ofline performance. Performance should also be checked with previous orders for the same item to see if any improvement has been
secured or if costs have been higher. A check of any difficulties
encountered during the production of the orders should be made to
see if such difficulties have become repetitive or if they are weaknesses that can be strengthened by the production department.
Such information can be very helpful in pointing up the need for
emphasis on any operations which have become regular sore spots
costwise.
(2)

Action to Take Then Out-of-Line Performance Persists
Consistently good or bad performance on specific operations
should be called to the attention of the estimating department in
order that proper consideration can be given future estimates for
such items. Care should be exercised, because insufficient data
might very will provide the basis for an unwarranted increase or
decrease in estimating standards. Where consistently poor performance is recorded for an item or operation, the production department should be notified so that plans can be made to improve
the operations in question. The sales department should also be
notified, in order to study the possibility of securing a selling
price covering costs plus a suitable profit, if production efficiencies
cannot be increased.
A decision can also be made regarding the possibility of discontinuing the taking of orders for such items, until the production
department can iron out its difficulties, or of continuing taking
orders at a lower profit than originally anticipated. It may be possible that items will be sold at a loss in order to secure volume
which will enable the production department to secure needed experience and efficiency. "Buying one's way into the market" is a
customary practice where larger volume or variety of products is
deemed to be favorable by company management. Business condi-
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tions, customer requirements, emphasis on better production, and
other elements should be considered in their entirety before arriving at a decision.
The formal analysis of a completed order should be written up
in a report form. It can be broken down into the following components:
i. Description of the order with a per cent and dollar performance of over or under the estimated cost of production.
2. Deviations from estimate shown in units, hours, and

dollars.
3. Waste incurred and value of such waste.
4. Comparison of present performance with previous orders
closed out for similar items.
5. Recommendations to the estimating
changes in estimating standards.

department on

6. Discussions with the production department on performance and possible means of improvement.
7. Comparison of actual cost per unit with standard cost.
The Cost Analyst and Existing Standards
Throughout this paper the existence of operations standards has
been assumed. Standards are devices used in measuring production performances. They are the results of intensive studies of
manufacturing operations, statistical data, time studies, and method
changes. The industrial engineering department is primarily responsible for the development and installation of standards. Because standards are the measuring stick against which we apply
actual performance, extreme care and judgment must be exercised
in their application.
The cost analyst performs an important function in connection
with standards. He must determine the reasons why extreme variations occur between actual and standard costs. Placing responsibility and suggesting remedies are subjects to deal with, and the
cost analyst must be fair and accurate. For example, if an operation has a standard of i,000 units per hour, whereas actual production is only 95o units, it becomes obvious that an explanation
is required for the variation of 50 units. Variation analysis may
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be set at any point deemed desirable by management, although
common sense should dictate the point at which analysis is justifiable. Obviously, one does not often spend $z to find $i. When
placing responsibility for variation, it is necessary to be sure of
the facts and to act accordingly.
In many instances in which standards have been installed, actual
performance will lag behind these measuring devices for a period
of time. In such cases, it may be well for management to consider
the use of special estimating standards. These estimating standards are for order inquiry purposes and properly reflect actual cost
in quoting prices to customers. The question of penalizing prospective customers may arise in adopting special estimating standards, but there is-little wisdom in quoting prices based on altruistic costs. Customer protection is afforded through competitive
bidding.
Use of estimating standards tends to protect the financial position of a company, in addition to providing the production department with an opportunity to improve operations without excessive
loss. However, the engineered standards should be used to measure operating efficiency. Copies of closed -out orders should be forwarded to the industrial engineering department, with dollar computations eliminated, for a perpetual check of existing standards.
This type of comparison is the basis for further studies where
actual performances lag behind standards.
The cost analyst can make an independent check of the industrial engineering standards from machine reports and closed -out
orders to see what effect they are having on cost control. Close
cooperation will supply an interchange of information that can have
only desirable effects on a cost reduction program.
Now Is The Time
Sales departments throughout the country are meeting an increasingly competitive situation. Purchasing departments, now out
of a war -time and post -war market, are feeling the pressure being
placed on them for quality at low cost. Managements, faced with
higher costs at home, are seeking elsewhere for assistance in lowering the cost of material purchases. Few better places exist to
reduce costs than right at home in one's own company with an adequate cost analysis program.
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Modern Handling of Laundry Bundle Includes
Pricing and Costing
The laundry business has come a long way since the days when the long
laundry ticket was one of the favorite gags of the vaudeville comedians.
The modern laundry plant is one of the best organized and highly specialized
industries of our time and its cost recording has kept pace. The many services of a modern plant are geared to meet the exact requirements of our
present -day society. Cost accounting plays a real part in this.
When a salesman picks up a bundle, he immediately attaches a perforated
ticket to it. This ticket has the bundle number and the customer's name
stenciled on the several perforated sections representing the classifications
into which the bundle will later be divided. The next job on the journey
for a modern laundry bundle, once it has been brought into the plant, is for
the weigher who both weighs it and attaches a set of . pins (all having the
same number), to record pin number and weight on the ticket.
The bundle is then tossed on a conveyor and goes to the classifier who
checks the weight, empties the bag, separates the classifications and weighs
or counts the pieces in each classification. The classifier then puts each part
of the bundle into a separate net and pins the top of the net, attaching a
brass numbered tag to signify the classification to which the net belongs.
The perforated multisection ticket is routed to the office, bearing the classifier's weights or counts. The nets are again thrown on a conveyor and are
brought to a table where they are sorted according to classification.
The nets of the same classification are made up into loads for the wash
wheels and are washed according to the prescribed formula for the type of
work involved. The most recent advance in this process is the use of nylon
nets which are lighter in weight, longer lasting, and require a reduced
quantity of supplies in the washing process. The nets are intended also to
absorb the wear and tear to which clothes were once subjected on the wash
board. After washing and extraction, the work is sent for finishing to the
department which handles the type of work to which it belongs. The nets are
there assembled according to the master number for the individual customer
and the work is finished on the portion of the customer's bundle applicable
to the department.
In the meantime, the office has recorded, priced, and entered the several
portions of the perforated ticket and has sent them to the finishing department in time to be attached to the work as it is completed. The finished
parts of the bundles are sent in separate packages to the shipping room where
they are placed in racks on rollers ready for the routeman to load into his
truck in numerical order by pickup ticket number. This is done so that the
route can be delivered in the same order as the soiled bundles were picked
up.
A complete cost distribution is kept of the processing operations. It is,
therefore, possible to determine —and compare with price —the cost and time
required for each operation and for each service. It is possible to tell how
much it costs for every detail in the washing and ironing of a single collar.
Contributed by EDWARD F. STACEY, Brooklyn Chapter

SURVEY TECHNIQUES FOR SIMPLIFICATION OF
OFFICE WORK
by H. G. HANSEN
Direcfor of Systems & Procedures,
General Aniline Works Division, General Aniline & Film Corp.,
Grasselli, N. J.

There is general recognition that the office constitutes an as yet
inadequately developed field for cost reduction and that a work
simplification program affords a direct attack on the problem. How
to conduct a related survey with both tact and thoroughness forms
the subject matter of the accompanying article, which supplies
sample charts for recording and analyzing information obtained.
HE subject of work simplification is increasing in importance
in our attempt to decrease the costs of office procedures. It is
understandable why this is so when we consider how far the relative increase in employment in the office has outrun increase in
factory employment since the beginning of the century. Two specific points are suggested by this. It highlights the growing complexity of modern business control and suggests that we have both
the need and the opportunity to apply factory production principles
to office work in a degree not realized before.
To operate to best advantage, methods control should be decentralized and should, of course, have management's support. It is
important that this support be publicized and made known to all
concerned. This will help the systems engineer in three important
ways:
i. Prevent a derisive attitude resulting from previous failures of work simplification.
a. Overcome objections to the systems survey.
3. Help break down the natural resistance to change.
Getting Off to the Right Start
It is not unusual in an organization of medium or large size for
the demands on the systems engineer to be so numerous and urgent
as to make it necessary for him to exercise discrimination and tact
in choosing his assignments. If possible, the investigations which
will return the greatest cost savings should receive priority.
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Assuming that a decision has been reached as to the procedure
or procedures to be analyzed, it is important to define the objective
of the analytical process. At this point the analyst should have
clearly in mind what he is attempting to do, and why. It is also
necessary to define clearly the authority for the •review. A preliminary talk with the employees involved will help to get the job
started on the right foot, especially if the analyst:
i. Asks for their cooperation.
2. Asks for suggestions. (After all, the clerks involved are

in an excellent position to recommend improvements and,
on the other hand, they are in a strategic position to sabotage anything the analyst may suggest.)
3. Eliminates any fear that jobs are in jeopardy. (My experience is that in every case of clerical savings very satisfactory arrangements have been worked out. If transfers are impossible, the ordinary turnover of clerical help
will usually solve the problem of excess help.)
DEPARTMENT ACTIVITY LIST

DEPARTMENT

SECTION

Ac co un ting

DEPARTMENT HEAD

T . S m it h

NO. OF EMPLOYEES

30

SUPERVISION

NO. OF DAYS WORKED

5

Ge n e ra l
L. Jo nes
DATE

2/ 14 /4 9

ACTI VI TI ES

1 . Accounts R e c e i va b le
a.
b.
c.
d.
e.
f.

V e ri fy Customer In v o ic e s
Po s t t o Accounts
Age Ac c o u n t s
Fo llo w - u p D e l i n q u e n t s
C l e a r Pa ym e nt s
Ma in t a in Bil lin g Control

2 . Accounts Pa y a b le
a . C l e a r Ven dor I n v o i c e s
b . P o s t t o Accounts
c . Main t ain R ecei vin g C o n t r o l

ERIFIEU

Y:

R. T a y l o r

SUPERVISOR

EEHIBrf 1

B. S a m u e ls

Exc1 1 Ee a
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The task of getting the facts is probably the most important
phase of work simplification. In getting the facts, certain tools
will assist in the study and analysis of present procedures and
the presentation of new ones. A knowledge of these tools, therefore, is necessary to anyone concerned with work simplification.
Conduct of a Department Study
Assuming that the assignment is directed to the study of an entire department, a necessary first step is to study in considerable
detail the functions of that department. (It is possible that some
complete functions might be transferred and handled more efficiently by some other department.) Department Activity List, Exhibit i, is offered to illustrate the type of work sheet used to collect this information. It is a top sheet listing the main functions of the department. It serves as a very simple means of getting a bird's -eye view of the department as a whole, and conforms
with the axiom that nothing is to be taken for granted, by requiring that activities be spelled out in detail.
INDIVIDUAL TASK LIST

NAME

L. Adams

DEPARTMENT
SALARY CLASS

A c c o u n t in g

JOB TITLE

Accounts
R ece iva b le C l e r k

SECTION

Accounts
R ec ei vab le

WEEKLY HOURS

B

35

DATE

2/14/49
Ho u rs p e r
we ek

TASKS
1 . Ma in t a in Bi llin g Cont rol

25

a.
b.
c.
d.

F i l e a c c o u n t i n g c o p i e s of S h i p p i n g R e p o r t s
F i l e a c c o u n t i n g c o p i e s of S a l e s O r d e r s
Ma tc h a & b
Ch ec k w i t h S h i p p i n g D e p a r t m e n t on S a l e s O r d e r s n o t
s h ip p ed .
e . Ch e c k w i t h S a l e s D e p a r t m e n t on S h i p m e n t s n o t b i l l e d .
2 . V e r i f y Cu s t o m e r I n v o i c e s

10

a . Ch e c k p r i c e s
b . Ch ec k e x t e n s i o n s
C . Ch e c k a d d i t i o n s

AL HOURS
ION
EMPLOYEE

L . Adams

I uora ....

L. Jon es

EXHIBIT 2

B. S a m u e ls

1

35

(SYSTEMS SURVEY)

SECTION:

L. Adams
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STOP
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r
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MI N.
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p p ng Reports
and
Sales
Rest Period
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START
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Filing Shipping Reports
Checking w
Sales
Department
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PRODUCTION
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FROM

a

OPERATION

TIME

Accounting
General
Billing Control

n

L I ST FORMS USED
FORM NO. I F AVAILABLE

2/14/49
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1

-

PLANT NO.

0
w
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A logical next step is to study personnel data such as overtime,
training of clerks, qualification of clerks, etc. In this work, the
analyst should interview each worker. Individual Task List, Exhibit 2, will be found useful to record the various tasks of each individual. The hours to be recorded are approximate only and
merely give some idea of the relative importance of the various
parts of the work. At the conclusion of this analysis, the individual
studied should sign the sheet. This desk -to -desk job analysis is
very important, since it is here that personnel and methods meet.
It is well to remember that most of the information desired is in
the possession of the worker and that in two respects, important
in tlis situation, workers are most human. They resist change and
they resent criticism. Therefore, a tactful approach will make
them partners in the study and will sell them on the benefits they
will derive. For this reason, the interview plays a very important
part in getting the facts and the technique must be carefully developed. Here are a few pointers:
i. Acquire the worker's confidence
2.

Point out advantages of systems analysis

3. Be frank about objectives
4. Do not impart the feeling of knowing all the answers
5. Plan certain key questions and build the conversation
around them
6. Put the worker at ease
7. Arrange for the interview at his place of work
8. Look for evidences of nervousness. One cannot get true
facts under strained conditions
9. The interview should not last over one -half hour
ro. Be sure to leave the worker with the feeling that his return will be welcome.
In addition to the somewhat summary list of tasks provided by
Exhibit 2, a more detailed listing of the functions of each employee
is necessary. To accomplish this a third form, Employees Daily
Work Sheet, Exhibit 3, has been designed. This is a daily work
sheet maintained by each of the workers. It is a good means of
getting information in regard to forms, equipment, and time factors. There may be some special degree of resistance to the use of
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EMPLOYEE UTILIZATION CHART
1
N.Y.

PLANT NO.
LOCATION
DEPARTMENT

SECT ION

Accounting

100°%

ACCOUNTING CLERKS

---

r

CLASSIFICATION

TYPISTS

j Idle Time

Hand work other than for which
hired
Machine work other than for which
hired
® M a c hi n e o r o t h er w o r k f o r w h i c h
hired
ExHMIT

4

General
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this form. It is important, therefore, that it be thoroughly explained and that its use should not continue too long. If properly
understood and used, it will serve the systems analyst well. Here
again the analyst is at the mercy of the workers in getting results,
so he must have their support. The analyst is dealing with a paper
work factory and every clerical hour is spent in transporting or
processing this paper work. There is no more reason to tolerate
inefficient procedures, obsolete tools, or excess personnel in the
office than in the plant. Exhibit 3 will help to eliminate these inefficiencies by serving as an efficient tool in the campaign of getting the facts. The systems analyst should use good judgment in
this fact finding campaign. He should, of course, get all the important facts but must guard against wasting time in the analysis
of unessential details.
It is necessary to carry the fact finding process into the area of
employee aptitudes. Employee Utilization Chart, Exhibit 4, prepared from the facts' obtained from Exhibit 3, is used to obtain
information which will assist in placing people in the work for
which they are best suited. To illustrate the use of the form, Clerk
No. 2 may be taken as an example. The solid portion of the chart
indicates that this clerk is doing less than 2 5 per cent of the work
for which he was hired. It is possible that the employer may be
paying a premium for a skill which is not being used to best advantage.
Interpretation of Pacts —The Process Charts
To help untangle the mass of facts obtained thus far, the analyst should rely on the use of flow charts. They comprise one of
the most effective tools yet developed for this purpose. This technique should be used to chart the various steps in the present procedure, to chart the proposed procedure and, finally, to highlight
the steps to be eliminated or simplified. One type of flow chart,
usually referred to as the single column process chart, is displayed
as Exhibit 5. It is used to study the steps in a relatively simple
process within a single unit or department. The symbols used in
charting the flow of work are:
z. Large circle indicates an operation — something is being
changed, created, or added.
2.

Small circle indicates transportation— something is moved
from one place to another.
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PROCESS CHART
DATE:

POSITION

Building Cle rk
SUBJECT CHARTED P r e p a r i n g P r o d u c t i o n s
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5
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12
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e r a t ors
eturn op
b o o k to file

3

EX H IBIT

S

3. Triangle indicates storage — something remains in one
place awaiting action or is filed.
4. Square indicates inspection — something is checked or

verified.
The chart features a division into two parts— right -hand and left hand—to afford a comparison of the present and proposed system.
This graphic presentation will help the systems analyst immensely,
not only in organizing his thinking but in selling the new proposal
to those concerned.
A second type of flow chart, the multi - column process chart, segments of which are exemplified by Exhibit 6, employs the same
symbols and is used to analyze the detailed steps in a flow of work
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that is quite complex or involves several organizations, units, or departments. It is possible in this type of chart to use departments
instead of clerks and show the operations in each department.
Targets for improvements can be indicated as shown in this example.
The first charting of the work in this form should illustrate the
system or procedure as it is, a picture of facts to be read. If there
are areas of trouble, the chart will show them. It should be examined with persistent questioning and an open mind. The chart will
reveal a systematic course to follow. It will help in the selection
of the target because facts are organized in sequence and in detail.
The analyst starts his analysis by looking at the chart as a whole.
If symptoms of administrative defects exist, the chart makes them
apparent. Are there back - tracking lines? These may point to a
poor sequence of steps or improper distribution of functions. A
repeated cycle of steps suggests possible overlapping or duplication.
Columns with an unusual —few or many— number of steps may
show an uneven distribution of work. By looking at the individual
steps and probing into each, the analyst should turn up all the
trouble encountered in the procedure. He should be alert for
chances to eliminate, combine, rearrange, and simplify.
A number of other important factors should be considered in
getting the facts. For example:
t. The work place layout.

a. Lighting, shadows, glare, etc.
3. Desks, files, and mechanical equipment.
4. Organization and type of supervision (e.g. is the supervisor receptive to suggestions? etc.).
Are All Purposes Properly Served —And Only Once?
We have dealt at some length with the technique of getting the
facts for work simplification purposes. Tools were described for
comprehending the work involved and the existing system to understand what is required, when it is done, how it is done, and why
it is done. During this phase of activity the systems engineer is a
student and spends most of his time collecting and absorbing information. This may involve an hour on a simple routine or months
on a complicated and detailed procedure. After the stage of getting
the facts is completed, the next consideration is analysis. In this
phase, the systems engineer utilizes his knowledge of the facts in

N. A. C. A. BULLETIN

1088

SIGHTING TARGETS FOR IMPROVEMENT
In looking at the whole chart watch for trouble areas like these:

Is Backtracking Necessary?

lark
A

This segment of the chart
shows that each case in a
procedure comes to Clerk
B's desk three times.
Could the flow be simplified?

;lark
B
Clerk
C
Clerk
D
C lerk
E
Is work distribute
Evenly?
Does C have too
much to do in this
procedure? Why is
it necessary for A
B, and E to each
perform only one
operation in the,
process?

lark
A
lark
B
lark
C
lerk
D
lark
E

Clerk
A

Is there Duplication?
Could the sequence or
cycle of steps performed
by B, C, and D be perform ed once only? To answer
all questions like these
further study is needed.

Clerk
B
Clerk
C
Clerk
D
Clerk
E

EXHIBIT G
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order to discover or uncover facts, motives, activities, etc., as a
basis for action or judgment. The analysis phase attempts to:
i. Eliminate
2.

Combine

3. Change sequence
4. Simplify

To do this work the systems analyst should be inquisitive. His
technique calls for the repetitive use of the question "why ?" but
it should be asked carefully since it is an exasperating question. It
always arouses resistance, due mainly to the fact that it compels
thought. Then again, an individual who constantly asks questions
is usually a disturbance. The systems engineer must avoid being
considered merely skeptical, for he may be branded as a chronic
faultfinder. Actually, his skepticism is not faultfinding but g necessary and important tool in the analysis approach. Furthermore, in
this approach, a certain type of personality and mental attitude is
necessary. For example, the analyst certainly should feel that the
job of analysis is worth while. Secondly,-he should not be skeptical
or express skepticism when actually he does not intend to do anything about it. Thirdly, he should encourage cooperation from
individuals to whom his inquiry is directed and give them full
credit for their efforts and suggestions.
The kind of thinking that should take place in the analysis phase
can be conveyed by a few pertinent comments. Knowing thoroughly what the procedure being studied starts with and what it
should produce, the analyst can begin to visualize the many ways
that the job can be done. He should, at this point, give free rein to
his imagination. Out of the welter of ideas may gradually emerge
an idea which looks like a practical improvement.
Analysis of procedures can also be facilitated by means of a
check list for use in studying an old form or a suggested new one.
Such a list will raise questions like the following:
z. Does the form duplicate others?
2.

Can another form be adopted for this use?

3. Have all users been consulted for suggestions?
4. Is the wording clear?
5. Are recurring data printed?
6. Are all copies justified?
7. Does the title indicate the purpose?
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8. Has the form been tested for typewriter spacing and for
proper manual spacing?

io.

9. Can copies be eliminated by having one copy serve two
departments? Do the individuals make use of the copies
received? Can the individuals get the information elsewhere ?
Is the sequence of items on source records the same as
on the record being studied?

ii.

Is the best method of reproduction used?

12.

Can the form be cut from standard stock sizes without
waste ?

If the analyst goes through that kind of thinking conscientiously,
he will be able to decide whether to eliminate, combine, or simplify.
The final technical phase of work simplification is known as synthesis. It is here that the proper analysis of the facts will lead to
creative thinking, where various ideas will be considered in order
to develop a better system. There is, of course, no formula that
can be given. New systems are fashioned from previous knowledge or experience to overcome the inefficiencies disclosed during
the analysis of the facts.
From Here On, It's Salesmanship
Mention should be made of the importance of salesmanship.
We must bear in mind always that the most thorough systems review, even when it reveals the most spectacular results, is worthless unless it influences people to make the changes recommended.
To this end salesmanship is a "must." We may, for example, develop a new system which we think is just about perfect but management perhaps does not seem to appreciate or grasp the full import of our discovery.
A great deal of time and effort may have been spent in obtaining and analyzing the facts and creating the new system, but very
little thought was given to the best way to present and sell these
findings to others. The use of charts and visual aids will help the
systems engineer immeasurably in selling his ideas. This and any
other scheme designed to improve the selling technique will contribute much to the success of the work simplification program.

THREE APPROACHES TO MANAGEMENT OF COSTS
IN THE SMALL OFFICE
by FRANCIS L. HASKELL
Chief Accountant and Office Manager,
Associated Spring Corp.,
Bristol, Conn.

A feature of this look into the possibilities of more efficient utilization of dollars in the small office, is its focus on the operations
which may be considered together as communication functions and
which, so to speak, link the processing operations in the office. Time
standards for mechanical work and appropriate productivity measurement for principal office departments are likewise dealt with.
of small companies it falls to the chief accountant's
INlotthousands
to manage the office. If it is agreed that the small office must
control its costs, it is but one step further to say that, if the office
has no full time office manager, the accountant must, himself,
work the field for savings offered by a program of reducing and
controlling the costs of running the office. During a period of decreasing production volume, management looks sharply at all
phases of factory costs. It is equally feasible and proper to keep
accurate costs of operating the various office departments. It must
further be remembered that, when office cost data is available, it
can be effectively used to control the entire office operation.
Office Cost Control Possesses Relative Importance
In this article, we are thinking in terms of a small office. In
order to provide common ground, let us call a small office an
office with one hundred or less employees. With this size office
in mind, we know that the savings to be found will be smaller
than the savings to be found by delving into the plant operating
departments where the total employees might easily be between
two thousand and five thousand persons. Nevertheless, any savings effected by increasing production, eliminating unnecessary
forms, and reducing the clerical force, are very real savings and
will contribute proportionately to the earnings of a well- managed
business. Many accounting executives in small plants lift their
eyebrows when time studies and counters are mentioned as possibilities for controlling office costs. However, these executives
fully realize that something must be done in the office as well
1091
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as in the plant to control the applicable portion of the cost of
doing business.
It is easy to say, "Oh, our little office is different. We are too
small to take advantage of time studies, piecework, controlled
day work, cash awards, or bonus systems based on the actual
office production, etc." These are natural statements, but I believe they can be met by an example from the realm of recreation.
If a man wanted to sail a boat and decided that he could not
afford a forty foot ketch, he would probably buy a fourteen foot
sailing dinghy and still sail a boat. At least he would if the desire to sail were strong enough. So it is with controlling office
costs. If it is honestly believed that the organization cannot afford
the established top flight methods, some other way must be devised. Whatever it turns out to be, it will still constitute a program to control office costs. However, the desire must be sufficiently strong.
This paper offers three principal suggestions, with some elaboration of each, which direct attention to ways of office cost control
which are not too expensive and might be used to good effect in
a small office. They are:
i. Know the standards for each office operation.
2.

Constantly check all methods of communication within
the office.

3. Establish a yardstick in each office department to measure production.
Availability of Standard Data for Mechanical Operations
Standard data for office processes is rather readily obtainable
from a variety of sources and may be checked with actual production, and the company's own standards may be set on the
basis of this information and good judgment. It is necessary to
know what is reasonable to expect of individuals before it is possible
to fairly criticise or commend them. A few hints on how to obtain
standard data from outside sources follow:
Typing —From good schools and other firms.
Stenography —From good schools and other firms.
Transcribing —From the manufacturers of cylinder, disc,
and wire recorders, as well as from schools and other
companies.
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Calculating —From manufacturers of key drive and rotary
calculators and from schools.
Bookkeeping machines —from the
salesmen, and other companies.

manufacturers,

their

P -B -X boards —From the telephone company.
In addition, of course, there are outside consultants who have
these factors as part of their working knowledge and will evaluate office work without the use of stop watches. The company's
own staff can take over from there.
Communication Economy Analysis
A key point in efficient operation may be found in the channels
of communication employed in the office and between the office
and the world of company business contacts. It is there that
much time may be lost or gained and company outlays either
extravagantly or effectively made use of. Accountants should
know many appropriate questions to ask about methods of communications. Possibly a few suggestions with respect to ten of
these will be in order:
i. Telephones
a. Analyze the needs represented by the toll calls
placed during a period.
b. Instruct new employees in phone etiquette and
use.
c. Have the telephone company survey the equipment and make recommendations.
2.

Letters
a. Investigate the possibility of a centralized stenographic department.
b. Check whether or not dictating and transcribing
equipment is up to date.
c. Do not use a horse - and -buggy letterhead.

3. Inter -com System
a. Look into the uses of such a system to save time,
money, and nerves.
b. Investigate a public address system.

1094

N. A. C. A. BULLETIN

4. Forms
a. Try to reduce the number of forms used.
b. Keep new forms simple, standard size, and make
them pay their way.
c. Do not let forms "break" the company.
5. Duplicating systems— Remember there is a place for:
a. Typewriters.
b. Liquid and stencil duplicators.
c. Cameras.
d. One -time carbons, etc.
6. Incoming mail
a. Check on proper sorting.
b. Make use of a practical tickler system designed
to see that mail is answered promptly.
7. Outgoing mail
a. Watch the use of postage stamps and meters.
b. Make sure that someone in the company really
knows the postal regulations.
ii. Factory mail
a. Arrange delivery and collection on a time schedule.
b. See that every department uses this service.
9. Messenger service
a. Determine whether this is an expensive luxury
or necessity.
b. Eliminate it where possible by merger with the
factory mail job.
io. Letters and reports to employees
a. Inquire into the necessity of letter communication with employees.
b. Substitute bulletin boards and personal contact
where practicable.
Productivity Measurement in Principal Office Departments
If as has been suggested, it has been possible to obtain and
use standard data for mechanical operations in the office and if
the methods of communication (which represent a large portion
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of office time outlay between such operations) are under scrutiny,
we are in a position to make effective use of yardsticks of departmental activity. If it is remembered that methods of control
involving extensive research or voluminous detail have been rejected, partly because of the size of the office and partly because
of cost, the practical method of looking for a measuring device or
yardstick or unit of production already available in the departments, will be adopted. It is quite possible that it will be found
that the head of each department is currently keeping statistics
reflecting activity, possibly as a basis of requests for additional
help.
These figures can be used to control and lower the cost of running the particular department. For example, to arrive at unit
data to effectively control the cost of the work done in an order
writing department, it seems basically sound to divide the cost of
operating the department for a period by the number of orders
entered during the period. Some of the over -all yardsticks which,
despite defects, might prove serviceable for other departments
are as follows:
Department
Accounting
Purchasing
Cost
Payroll
Posting
Transcribing
Personnel
Sales

Basis
Invoices mailed to customers
Purchase orders entered
Orders costed
Employees paid
Postings made
Letters written
Active and retired employees
Percentage of net sales

The yardsticks mentioned above are readily available in most
cases and will provide usable information at practically no additional cost. For example, in the transcribing department, it is
not ordinarily necessary to count the letters to get the production
for activity determination. The progressive small firm that has
a postage meter can get the figure from a reading before and
after running the transcribing department's letters. The counting
of labor tickets, job tickets, requisitions, etc., can possibly be saved
by constructing a calibrated rule that will measure from one hundred to a thousand slips in a stack.
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Charting Departmental Activity
The next step is to chart activity and resulting unit cost data
so that the trend of performance will be apparent. There are certain rules for making charts. For the type of chart appropriate
here, a few suggestions may be given which will markedly enhance
the value of the charts. They are:
i. In order that the chart will reflect trends immediately, it
can be constructed to show the activity and cost performance of prior months and years
2.

It helps to use the same chart paper for each department
in the office, making it easier for more people to interpret
results.

3. Many questions will be automatically answered by the
charts if the same period of time serves as the basis for
the preparation of all of them.
4. It is vitally important to the person interpreting any chart
that the peaks and valleys be labeled clearly.
5. Showing names and dates of layoffs and new hiring saves
much questioning.
6. Explanatory legend should be simple and clear.
It is the "end use" of any chart that determines its importance.
It will thus be apparent that all steps taken to find bases for and
to construct such charts, as well as to discern ways of measuring
performance of functions in the office, are without merit unless
actually applied to the problem of control.
Conclusion
The three approaches to which this article has been directed, will
lead to better handling of operating costs of the small office and
should provide real savings. It is clear, also, that they may be developed to any desired degree. Standard time data on office equipment performance, reduction of communicative processes to their
essential operations, and the establishment of yardsticks to measure productivity in office departments are sound elements of office
cost control. They may be applied with any degree of thoroughness
and integration warranted by the situation.

OFFICE WORKING CONDITIONS ARE COST FACTORS
by FRANCIS T. KNOUSS,
Bethlehem Steel Co.,
Bethlehem, Pa.

The truth that outlays for equipping and running an office are
costs only in relation to results —and in this do not differ fundamentally from outlays incurred in manufacturing and sales--is
highlighted in the present paper which stresses avenues to employee
satisfaction and productivity. It is pointed out that exploration of
the applicability of new methods is an approach dictated by a
prudent desire for economy and efficiency.

mere fact that employees have desks is not enough to create
T HE
an efficient office operation. Only a well - planned office arrangement will be conducive to an efficient business. Many business
operators need only to look at office confusion to find the first place
where improvement will create efficiency and reduce cost.
When a factory layout is being set up or when it is to be changed,
a working model is prepared and careful plans are followed from
that point. The best available processes are studied so that materials will move over the cheapest, most direct, and most efficient
routes. When it comes to establishing offices, there is often a failure to recognize the need for similar technique. Someone may well
discover in a short time that no allowance for reasonable expansion was made. Clerical units may be cramped unnecessarily. It
then becomes a problem of correction, frequently put off until some
future more opportune time.
Much is being said currently about the increasing number of
business failures. Many industrial engineers contend that most
offices operate at less than fifty per cent of efficiency. Office managers may not agree with such a statement. However, the facts on
the points at which office operating efficiency has bogged down are
startling. The office may be the precise spot where the profits of
the company are leaking away.
Skill in office layout and adaptation of mechanical equipment is
an exacting requirement of modern office functioning. There must
be a complete appraisal of the situation if proper allotment of office space for equipment, personnel, and efficient flow of work is
1097
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to be achieved. Systems should be examined and the entire work
structure should be analyzed. Location of departments should be
according to functional relationship in space best suited for each
of the various units. Often records, machines, and personnel must
be so arranged as to serve adjacent activities, thus eliminating duplication, reducing walking time, and increasing work output.
Purchasing New Equipment and Eliminating Outmoded Items
Until recently the average business organization gave very little
thought to office equipment. In those companies in which equipment has been standardized an office rearrangement, such as would
be required by additions in personnel or because of relocation or
removal of a department to different quarters, may be carried out
readily and still permit the maintenance of the desired uniformity
of equipment in any department as to type, sizes, material, and
color.
The value of purchasing the best equipment for each job cannot
be overstressed. The original investment in such equipment is
made only once every ten or twenty years, but the labor dollar for
its operation is spent over and over again. If the equipment is inefficient, the results will likewise be poor. An expert has stated
that, while companies often spend $3,000 to $30,000 per laborer
for the industrial equipment he will operate, the average spent for
office equipment per person is about $i,000.

a

The problem of office equipment purchasing is often handled on
the lowest bid basis. An example is a company which bought some
fifty or sixty chairs and desks. One salesman only, before submitting a bid, asked if each desk was to be used for the same kind of
job. He found that some were to be assigned to clerks operating
calculating machines, others to those using electric typewriters and
billing machines, still others to correspondence clerks, and the remainder to secretaries and to executives. He recommended a different type of desk for each of the various jobs. He got the order.
His foresight produced lower costs because of better performance,
higher morale, increased attendance, and better satisfied personnel.
In other words, the equipment as ordered was right for the job.
Costs of office work are often high because equipment is obsolete. Desks are too large or wholly unsuited for the work performed. Chairs are uncomfortable. Modern, smaller desks will
turn an overcrowded office into more productive, less nerve -rack-
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ing place. In many offices all one needs to do to spot a source of
trouble is to take a look at the old equipment which is "resting on
its laurels ". There are still in evidence in some companies adding
machines which have to be cranked, calculating contraptions operated with a pick and shift keys, and typewriters that should have
gone to the scrap heap long ago.
Lighting, Sound Control, Aar Conditioning
Often there is inadequate light, excessive noise, and /or uncomfortable temperatures. Existing illumination in many offices serves
only to keep the clerks from running into filing cabinets or falling
over waste baskets. Good lighting should result in improved operations. Glare must be avoided. If good vision and comfort are
coordinated, it will mean the difference between efficiency and inefficiency in the work of individuals.
With respect to noise, the advantages of sound control in an office are well -known but often neglected. Each office has individual
sound problems. In many the noise from the street causes complications. In others, machine clatter is behind the disturbance. Here
again the difference between a noisy and a reasonably quiet working area will make a great difference in output of work. There
are available many types of acoustical materials to meet a wide
range of requirements. The right material in the right place will
spell success.
Air conditioning is another factor important in promoting efficiency. Installations must be coordinated with illumination, sound
control, and building structure. It is a relief to employees not to
have to suffer from a draft in winter or wilting heat in summer.
However, if the conditioning system is itself so imperfect as to
cause some to sit around in coats, while others, in different locations, are exposed to high temperature, the whole project is a failure and inefficiency will mount instead of falling.
All Factors ofWorking Environment Are Important
It pays to investigate. The history of modern business has many
examples of trifles which have turned out to be of tremendous importance. A good environment is one of those tremendous trifles.
Each of the factors which has been mentioned —space planning,
office layout, office equipment, illumination, sound control, and air
conditioning —is a basic element to be considered in planning for
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ideal working areas and conditions in any office. Sometimes it is
hard to believe the extent to which these factors can influence a
worker's morale and, therefore, his rate of production. There are
still other factors, less often considered but not less worthy of
inquiry.
In previous years, the subject of color in an office has been generally taken for granted. It has not seemed to be of much importance what finish was applied to the office walls. However, there
is a great difference in results and benefits between the use of suitable or unsuitable colors. If a correct choice is made, the colors
can build morale, reduce fatigue, promote continuity of employment, and considerably improve office production. Offices should
be repainted at not too great intervals. Paint should be selected to
give certain values, not merely to glamorize an office. Correct
choice of colors will even contribute to a reduction in cost of
illumination.
The extent to which music installations have been made in stores,
plants, and offices during the last few years gives proof to the increasing recognition of its value. The introduction of scientifically
programmed music in offices has been found to provide a better
morale and an increasing interest on the part of office workers.
Some employers have even introduced differing musical backgrounds for various types of work.
Private Offices for Clerks
The old argument that workers must be kept together in groups
is obsolete. If workers are watched all of the time, how can they
produce? Too many employees are thought of only as "pencil
pushers." It is the mental work of each clerk that brings return
to industry. How can logical thinking be done under adverse conditions? In addition, members of a group often disturb each other.
Any one who is not too busy will set up a social gathering. Telephone conversations, noise from other machines, or the dictating
of others' letters also bother.
The experience of C. F. Braun & Company of California, as
reported in American Business, July 1949, offers a good example
in this area in the discovery that it is a good investment to provide
better tooling for white collar workers. Better tooling, as this
company sees it, starts with a private, air conditioned office for
nearly every designer, draftsman, accountant, secretary, steno-
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grapher and clerk. There are somewhat larger offices for executives, group leaders and department heads, but the plan is to provide a private office for every white collar worker as quickly as
new buildings can be completed. The company has found it is
economical in ratio to the volume of work produced. Formerly a
typical clerical worker had a spot of floor space in a large room
and was furnished with a cheap table, a chair, a waste basket. A
maximum value had been established for the amount to be spent
per employee for space and equipment. Now the same worker
has a specially built table, approximately fifty per cent more space,
a telephone, an upholstered chair, a built -in wardrobe, a book
shelf, adequate supplies and equipment, increased lighting, air conditioning, and a carpet on the floor.
The company has fixed its attention on the return of each dollar more than on the payment for tooling, which is regarded as
cheap in relation to increased return per worker. Before the program was decided upon, there was much discussion, and study and
observation. Many clerks had requested previously that they be
taken out of the old working "pens ". However, it was expected
tnat many clerks would prefer to remain in a group office. Now
the worker has freedom from noise, dirt, and heat, has increased in
his own self respect, has more interest and a high morale. Another
outstanding feature of the Braun office in its new setup is the
appearance of being "stripped for action ". Pencil sharpeners are
inside of a supply cabinet. Papers are not cluttered in desks. The
walls are not filled with notices.
Where Else Can Improvement Be Made?
Beside improving office layout, illumination, machines, sound
control, air conditioning and color, there are other ways in which
office costs may be reduced by a common sense program of better
environment, equipment and methods. The electric typewriter is
comparatively new. Its advantages in speeding up work, turning
out neater letters, and producing numerous copies, are well known.
Yet in any particular instance, it requires skill, intelligence, and —
above all— attention to the problem of office needs to determine
whether or not an installation is suitable.
Letters constitute another example. They are the main source
of contact between business concerns. Many people who write
letters need to learn more essentials, study better techniques, dis-
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cover the facts of sentence structure. All whose duties call for this
function should be given a course of study and their letters should
be checked from time to time. A related subject is the use of dictating machines. Because too few know the correct method of
using them, countless errors are made and time and paper wasted
when stenographers cannot understand what is being said. An
outline of the correct method of dictating and use of dictating
machines would help all concerned. Further, on the mechanics of
letter writing, preinserted carbons would save much time and
frayed nerves, probably more than offsetting the added cost in
many cases. But the problem must first be studied in each case.
Records which obsolete very quickly are frequently left to clutter
up current information. There should be a time table indicating
when to put aside unused material or dated facts. Much space
could be saved by the use of micro - filming, but many companies
seem to prefer to build warehouses or to rent larger buildings
instead of adapting this new and simple process to their needs.
Correct filing is a relatively simple matter but, in many cases,
no one pays much attention to it until an executive cannot find
something when he needs it. Little tabs, which can be read easily,
would prevent files being misplaced. Drawers that expand at the
end when opened would prevent tugging for files and patching up
fingers cut in putting the work away. The system, equipment and
teaching job is neglected at great cost in spite of available aids. For
example, one large equipment manufacturer has available a short
movie concerning the losing of some papers just when an important transaction is about to be completed.
Give the Best and Get the Best
Really good office help has usually been scarce. Managers of
the better equipped and arranged offices are bothered less with
shortages than managers of less well equipped offices. Workers
begin to feel that jobs are hopeless and dead end affairs when they
have to work with poor tools. Promotions, advancement, and
opportunities are generally slower where management expects
work to be done without precision office tools. Where the best
facilities and the best planning are the rule, fewer people do more
work and do it better.
The employees, themselves may be brought into the program.
Many companies have adopted systems for getting suggestions
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from the employees, who may then be reimbursed according to the
value of each suggestion as determined by a committee. This often
works well, since it usually results in better operations, improved
procedures, or more pleasant working conditions. Managements
of some companies realize that employees possess a wealth of ideas,
that the worker whether behind a wheelbarrow or at a desk or at a
machine knows more about the individual job than any one else.
All he needs is a channel through which to release this valuable
information. The method need not have the full scope of a suggestion plan in every instance.
How about your office? Are obsolete forms filling your shelves,
costing money and producing nothing? Is there too much confusion in processing orders and maintaining delivery dates? Are
billings handled in such a manner that your customer relations are
impaired? Is working capital low? Is financing a problem? Look
at your office. There may be the answer to many of these problems.
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POINTS OF VIEW
I do not think we can overlook the fact that management today
expects more than the mere presentation of the reports. A careful analysis and evaluation is a service which the accountant is
expected to render. We must remember that the period of inflation
and expansion since World War II has not only introduced complexities from the accountant's viewpoint, but it has also been a
difficult and trying period for the managers of business and industry (Paul Eichinger, Youngstown)

Should we close our eyes to the fact that money is not
a good yardstick and do our work as if the yardstick was
stable and not under the impact of economic changes and
government manipulationsf Or should we try, by various means such as indices, to establish a new yardstickf
(Karl J. Marx, Paterson)

Direct labor costs are probably the most baffling problem facing
the average small manufacturer today. It is undoubtedly a safe
statement to say that most small industry does not and, in many
cases, cannot establish and maintain a satisfactory direct or group
system of wage incentive. Measured day work has often been the
small manufacturer's answer to control of labor costs. (Aaron G.
McCormick, Syracuse)

The basic problem in effecting cost control of repairs is
to know when to stop. (Julius Underwood, Cincinnati)

The foremen feel a greater responsibility for control if they
understand the charges going against them and only with their
cooperation can cost control be achieved. (R. L. Cain, Chicago)

We now have a visible record set up by classes of
machinery which shows complete detail on all machines —
drill presses of various makes, lathes of various makes,
etc. ---and also shows the up -to- the- minute location of the
machines. The office has a master file by brass tag number and another list of machines by departments. (Raymond Sanger, Lansing)
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Control of Unmetered Taxicab Revenue and Operations
In many localities, chiefly those outside of metropolitan areas, meters are
not provided in cabs and it, therefore, becomes an accounting problem to
devise methods for accumulating and controlling passenger revenues from
unmetered operations. Basically, these revenues are recorded on the word
of the cab driver. This is accomplished by means of a trip sheet kept by
each driver, on which he records during the course of the day the origin,
destination, and fare charged for each trip. At the close of the shift, the
driver totals his trip sheet and turns it in to the office, along with the daily
cash receipts.
In the localities where unmetered cabs are common, taxicab operations
are not generally performed through cruise type service but rather on a call
and demand basis. Requests for service usually originate at a central office
by telephone call. As the cab is dispatched to the point of origin of the
trip, the dispatcher at the central office notes the number of the cab, the
time of departure, and the point of call by recording this information on a
dispatcher's sheet. At the end of the trip, the driver reports back to the
office, either by direct line telephone or by returning to the central office.
In either case, the dispatcher then is able to complete his record of the
trip by showing the point of destination, the time of completion of the
trip, and the amount of fare charged. The cab driver also is required to
report any "pickups" en route, that is, any trips not flowing through the
central office. The use of cab radio phones does not affect this procedure.
It merely furnishes the dispatcher with greater control over the location of
cabs and avoids delay in dispatching cabs to new points of origin.
Each driver's trip sheet is checked off against the dispatcher's sheet and the
trip revenue totals are transferred from the driver's sheets to a summary
showing the total fares reported by each driver. At the end of the day, a
shift summary is made, reflecting not only the gross passenger revenue for
any particular shift but the amount of fares reportable by each driver as
well. In this manner, within a few minutes after a cab driver reports off
duty, there is available a summarized record. Any obvious discrepancies
are easily discerned and reconciled.
The driver deposits with the central office all cash receipts for the day
in a so- called "cash envelope" which has spaces for summarizing the day's
activity, including any payout vouchers for gasoline, oil, emergencies, etc.,
not directly connected with trip fares previously reported to the central
office. Thus, a complete record is provided on the face of the envelope of
the daily revenues and charges of each driver.
The daily checking of drivers' and dispatchers' sheets against each other
is an effective means to prevent drivers or dispatchers from neglecting to
mark down a trip on their respective records. All cab service flowing
directly through the central office is thus subject to dual control, unless, of
course, there is collusion between the dispatcher and the driver. However,
such collusion is also subject to control in connection with the time reporting of trips. Consideration is given to unavoidable circumstances which
may vary the degree of time required for trips —such as unusual traffic
conditions or inclement weather or delay on the part of passengers to re-
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spond to service calls —but an experienced manager of cab operations will
be able to judge whether or not the time shown for each trip is in reasonable proportion.
A third method of control lies in separate records of the gross passenger
revenue per mile kept on a daily basis for each cab driver. At the time of
daily settlement with each driver, the driver fills in a mileage report on
the face of the cash envelope. The mileage report sets forth the elapsed
miles as disclosed by the beginning and ending speedometer readings on his
cab. From the report, gross revenue per mile is easily determined. Strictly
speaking, the computation of gross revenue per mile should exclude dead
mileage, so that the statistical records will reflect only gross revenue per
live mile of operation, but when cabs are not equipped with taxi meters, the
only practical course is to base mileage records on total miles operated.
Over a period of time, dead miles will be incurred quite evenly among
drivers.
The gross revenue per mile calculation constitutes an ideal complement
to the records of the elapsed time per trip. It makes it impossible for a
driver to rush through his calls in order to understate the amount of fares.
The mileage registered by his speedometer will give a markedly low per mile
figure if this condition exists.
Apart from cash control, the statistical analyses of gross revenue per mile
figures provide the best measure of determining efficiency of operation.
These statistics indicate how well dispatchers are performing their jobs.
It is possible for a dispatcher to cut down the number of travelling miles
by expedient use of outlying telephone stations, by doubling loads where
permissible, and by coordinating office calls and pickups. In another direction, data on gross revenue per mile serves as a barometer of the amount
of net operating income. A high gross revenue per mile denotes a decrease
in variable expenses attached directly to each cab, such as repairs, maintenance, tires and tubes, etc. It is not a substitute for the profit and loss
statement but it does furnish to management an accurate day -to -day guide of
operating results.
These statistics likewise provide valuable information regarding each
driver because comparisons are available as among drivers in the same shift
and other shifts. Wide differentials among drivers are investigated immediately. Such variations may be the result of excessive "blank trips,"
an unusual number of short -haul trips, single passengers as against double
loads, inexperienced drivers, or other conditions. A review of the dispatcher's sheets generally discloses the reasons for noticeable variations. A
few drivers with long service records generally fall into the highest revenue
per mile group, thus raising the average for all drivers. Other drivers are
naturally slower and more careful and will invariably experience lower
than average revenue per mile. It is evident, therefore, that the operating
management must know the capabilities and temperaments of individual
drivers in order to properly evaluate their record of revenue per mile.
Contributed by
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BASIC ORGANIZATIONAL PLANNING TO TIE IN
WITH RESPONSIBILITY ACCOUNTING
by HARRY B. AILMAN
Organization Control Coordinator, Lockheed Aircraft Corp.,
Burbank, Calif.

The author of this paper believes that evolutionary growth of
organizational structures of companies more often than not evolves
unbalance and confusion. It is contended that assiduous initial
effort and systematic follow up procedures are required to create
a well- organized company. Discussed are types of functional and
administrative organizations and procedures applied in the author's
company to maintain a clear picture of individual responsibilities
and performance.
controls such as wage and salary evaluations, budINTERNAL
gets, and cost systems are considered essentials of good business
management today. Each of these controls is purposely designed
so that management can forestall as many problems as possible
through planning and to put management on notice of problems
before they become serious. A logical review of each of these
types of controls soon reveals the fact that the control is in one
way or another based upon the organization of the company. For
example, programs of budgetary control, to be effective, must be
linked to specific executives and their organizations. Cost control
programs may be based upon standards and cost centers but, if
costs are to be reduced in the cost center, the manager or supervisor of the cost center must be one of the principal parties in the
effort. In many instances, illogical organization makes budgeting
and cost control more difficult than necessary and less effective
than envisioned. Sound organization therefore is a fundamental
to effective systems of internal control, particularly in the cases
of cost and budgetary controls.
Good Organization Does Not Develop Unsought
Sound organization does not develop necessarily through a
process of evolution. In fact, there is ample evidence to the contrary when one examines the organizations of many companies
whose only organization process is that of evolution. Generally
speaking, such organizations find themselves with inefficient opera1107
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tions, difficulty in communicating orders, and cumbersome and
complex systems of budget and cost control.
Sound organization is more often the product of a positive and
dynamic program of planning and control. The construction of
a sound organization involves a comprehensive study and establishment of the objectives of the enterprise, a basic plan and policy
of organization, a proper structure of organization for administrative purposes, an organization chart and manual to clarify the responsibilities and functions of each organization unit, a competent
review and complete coordination of changes, and a periodic review and evaluation of the organization plan.
Perhaps the most fundamental task in planning and controlling
organization is that of determining and establishing the scope of
the objectives of the enterprise. The organization plan will be
based upon the operations necessary to accomplish these objectives,
for it is these operations which must be organized if the management is to accomplish its purposes. It is significant to note that
the first step in organization planning does not involve personnel
or personalities except to the extent that personalities determine
the objectives of the enterprise and must agree on the operations
necessary for their accomplishment.
This clearly is a responsibility of the general management as no
other body is competent to reach such a decision. One can readily
observe that this step is fundamental to the establishment of cost
and budget controls. The objectives and necessary operations,
once established, cannot be regarded as static but must be revised
and altered to keep pace with the growth and changing nature of
the enterprise.
Three Types ofFunctional or Horizontal Organization
When the purposes of the enterprise have been clearly established, the technical job of horizontal organizational planning
begins. The purpose of horizontal organization is to apply the
principle of specialization of work and division of labor. Often
this type of planning is called functionalization of the enterprise.
However, this is not a wholly descriptive title since there are,
in fact, three basic approaches to horizontal organization.
The functional approach is of course, the best known, and involves the establishment of the basic specialties necessary to the
business. In manufacturing industry these are generally the
sales, engineering, manufacturing, finance, and industrial rela-
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tions functions. The simplest form of company -wide horizontal
organization by functions heads Exhibit i. Another approach in
the division of work for the enterprise is that of horizontal
organization by product. This approach does not stand alone, since
the organizer still must functionalize the operations necessary to
create, convert, and distribute each product. Horizontal organization by products, with separate functional organization under each
is- next depicted. The third approach toward horizontal organization is that of regional or geographical organization. This approach, like the product approach, cannot be used alone but must
be supplemented by the functional approach for the organization
of each geographical division. The third chart in Exhibit i shows
this approach.
In a well planned organization, it is usual to find all three types
of horizontal organization being used. However, this may be
done with good effect only when deliberately and carefully planned.
It must be decided which specialties or functions can best, in the
specific instance, be carried out on a company -wide basis for all
divisions and locations together and which must be organized
separately for each product or location or a combination of them.
In one of our subsidiaries, all three approaches have been utilized
but each has been carefully and clearly modified with respect to
the other so that the most effective division of work and specialization of labor has been achieved. Exhibit i displays these relationships also, in the final chart.
Whatever the approach to it, horizontal organization establishes
operating relationships, coordination, and balance in the organization. The application of functionalization as the terminal phase
of this process (after product and geographical organization have
been determined), must be based upon a careful and comprehensive analysis of each and every function. The analysis must cover
the relation of the function to other functions and must provide
the basis upon which a combination of similar and related functions can be made. The normal cycle or natural flow of operations
in transacting the business of the enterprise often provides the
best method of determining the functional grouping.
Functional groupings must not be regarded as static. The results of operating experience will often illustrate basic weaknesses
in the grouping. Cost and budget systems are especially helpful
in illustrating such weakness. Another important means of evaluating existing or initial grouping is an examination of operating
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policies and procedures. Cumbersome and complex systems are
often indications of improper or excessive functionalization. Recognition must be given to these weaknesses and corrections should
be made.
Administrative or Vertical Phase of Organization
The final phase of organization planning can be properly described as vertical or administrative organization. Management
must design into the organization formal units for administrative
purposes. A line of authority must be established. Responsibilities and areas of authority must be clearly defined and established.
Spans of control must be properly set up, so that members of
management at the higher levels can actually function as managers
and not as supervisors. Lines of communication must be short.
This phase of organization planning is clearly based upon a combination of organization and administrative principles. It is to
the administrative organization that systems of cost and budget
are in the final analysis directed and there exists a close relationship between planning these systems and the development of the
administrative organization structure.
Development of the administrative organization should be approached from the general management down to the workers "on the
job. This is the natural flow of delegation of authority and responsibility. If the functional groupings have been made with
due consideration of the natural flow or cycle in the business operation, the development of the administrative organization will be
facilitated. The vertical organization structure may be designed
on any one of several principles. Line administrative organization
provides a straight -line chain of command and is found usually in
smaller organizations. Line and staff organization is used where
the enterprise is larger and a line of command for action, as well
as technical and expert advice, is needed. This type prevails in
most business organizations today. Other lesser known and used
types are functional and committee organizations.
Responsibility and Authority: Need for Flexible Structure
The most important tasks in developing the administrative organization are to place responsibilities and authorities at their
proper level and to make sure that responsibility and authority
are commensurate with each other and sufficient to permit the full
exploitation of the function. It is possible quite easily to obstruct
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FUNCTIONS AND RESPONSIBILITIES STATEMENT
Chief Industrial Engineer

Reports To: Vice President — Manufacturing
Basic functions:
As a staff member of the Manufacturing branch, provides service
and assistance to all manufacturing organizations on methods and
systems analyses and development and maintenance of standard
operating procedures, develops time standards for manufacturing
operations, directs the preparation of di rect hours budgets for
manufacturing operations, and conducts continuous appraisal of
the organization of manufacturing operations.
Specific responsibility is assigned and authority is granted to:
1. Perform all of the administrative functions of a department
manager.
2. Formulate and establish industrial engineering policies within
limits established by superior.
3. Initiate and /or investigate proposals for establishment, alteration, or cancellation of manufacturing organization units,
presenting recommendation for action by superior.
4. Develop functions and responsibility statements for all formal
organization units and forward to Organization Control unit
for approval and issuance.
5. Analyze systems used in indirect manufacturing departments,
develop improved methods, and assist in their installation. Such
analyses to be undertaken at the request of appropriate line
supervision when the system involves organizations within
the jurisdiction of a single executive reporting to the Vice
President — Manufacturing. Upon own initiative make such
analyses when systems involve organizations reporting to more
than one manufacturing executive or when systems affect or
are affected by organizations outside manufacturing.
6. Provide time standards for manufacturing operations and
processes to be used in establishing financial budgets and to
permit analysis of production efficiency.
7. Establish, with the collaboration of the Chief Cost Accountant,
manufacturing cost centers. Publish cost centers lists, including equipment contained therein.
8. Estimate direct man hour requirements to accomplish proposed or established programs and projects. Furnish such data
to superior for use in establishing or revising financial budgets
and to determine feasibility of accepting proposed projects or
project revisions.
9. Perform special studies and surveys as directed by the Vice
President — Manufacturing.
( Signed)
Vice President — Manufacturing
EXHIBIT 2
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proper administration and management control over a function
by placing it too low in the scale of organization or by failure to
give the manager of the organization unit proper authority to
carry out his assigned functions. In order to insure clear lines
of authority and responsibility and to provide a firm basis of
responsibility over costs and operations, it is good practice to
prepare a written statement covering the basic function of the organization unit and the specific responsibilities and authorities and
relationships which are assigned to it. In our company these are
called Functions and Responsibilities Statements (Exhibit 2 ) and
one is prepared for each department and higher unit of organization. These statements, dealt with in a later section of this paper,
are used in budgeting and in wage and salary control, as well as in
the control of organization.
The administrative organization is the most dynamic phase of
organization planning. It must always be adjusted to the situation
of the business. Failure to combine administrative units in a
period of declining business will result in excessive overhead and
prevent a complete realization of economy in operating labor. On
the other hand, failure to expand the operating organization as the
business expands, leads to poor administration and overburdened
managers, with the attendant effect of inefficiency. In keeping
the administrative organization dynamic, there must be a close
relationship between the cost, budget, and organization control
functions.
Control of Organization: A Continuing Task
In summary, then, organization planning is a responsibility of
the top management and involves three basic steps: first, a definition of the objectives and functions or operations required to
conduct the enterprise, second, a horizontal (involving functional)
grouping or division of operations into logical working units based
upon relationships and importance and, third, the development of
vertical or administrative organization which accomplishes the
objectives and purposes of the enterprise. Organization planning
is not static. It must be continuous and should be made a definite
responsibility of a general management executive. Organization
plans should be put into written form and prepared for the present
organization and for the long -range or future ideal of organization.
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The purposes of the control program related to the organization plan adopted, are to insure that the plan and policies of organization have been properly executed and that a system or means
of making changes in the organization on a coordinated and
planned basis has been established. Control of organization is
almost a day -to -day job in sizeable companies, for the problems of
organization are numerous and must be handled with dispatch.
Conformity to the plan of organization can best be accomplished
through a manual containing organization charts and statements of
purpose, responsibility, and authority for each administrative organization unit. Organization manuals are distributed to each
department manager and executive and are kept current through
the issuance of new charts and related information reflecting
changes in the organization. The charts are the blueprints of the
design of the administrative organization. Like a road map, they
show the routes of delegation of authority and responsibility.
However, organization charts alone are not sufficient to establish
a clear understanding of the organization plan. They must be
supplemented by the more important written statements of functions and responsibilities applicable to the organization units and
now to be dealt with.
The Statement ofFunctions and Responsibilities
The statements of functions and responsibilities are the specifications of the organization. In these documents the functions of
the organization are clearly defined and enumerated, so that there
can be no misunderstanding as to the purpose or mission of each
unit and its scope of activities. This part of their contents reflects the horizontal setup or functionalization of the organization.
When properly developed and clearly expressed, the functions
statements will forestall the evils of duplication of effort and of
empire building. The statements of functions and responsibilities
also deal with the administrative organization. In this part of each
statement, the detailed accountable responsibilities, authorities, and
relationships of the organization unit are clearly set forth. These
delegations are, in fact, instructions or guides for the manager of
the unit and establish for him his position in the chain of command. From this document he can tell what limits are placed upon
him and how much freedom of action he has in accomplishing
the purposes of his organization unit. A clearcut statement of this
sort takes the confusion out of organization.
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Organization Change Notice System
It has been stated several times that sound organization must be
dynamic and abreast of changes in operating conditions. A system
or procedure of change provides the means of accomplishing this.
The change system serves to provide both general management and
operating executives with a means of making changes in functional
and operating or administrative organization on a planned and
coordinated basis.
In our company the system of coordinated and planned change
is known as the organization change notice system. Our general
management exercises detailed control over the horizontal or functional organization and, accordingly, the change of a function between operating units of organization is subject to general management approval. Therefore, if an operating executive desires
to transfer a function from one department to another, he prepares a letter outlining the proposed change and the reasons for
making it. This request is forwarded to the organization control
unit, which analyzes it from the points of view of conformity to
organization policy and plan and coordinates the request with the
budgetary and other control agencies to insure that the change
will prove beneficial. The organization control unit then recommends to the general management that the change be approved
or disapproved. If the change is approved, it is published to all
affected operating executives and constitutes authority to proceed
with the change. It also goes to the accounting, budget, and wage
and salary organizations as information that a change in the organization is to be made. Organization changes are always made
effective with the beginning of a budgetary period.
When a change in the administrative structure or departmentalization is made, the organization change system operates identically. In our company only the formal units of organizations such
as the department, division, and executive units are separately
identified by accounting numbers and, therefore, subject to control. Each department manager has the responsibility for establishing his subordinate units of administration and he has full
authority to make changes in his groups and sections as he sees
fit. In this way the general management is not overburdened with
organization detail and the department manager is granted one
of his most important responsibilities and authorities. However,
when departments and higher accountable units are created, com-
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bined, or eliminated, the organization change notice system is
applied and steps previously described are followed.
Immediately upon the authorization of an organization change,
the organization manual is revised to reflect the change and revisions are distributed to all manual holders. The organization
change notice system, simple as it is, provides the means of constantly reviewing and adjusting the organization on a planned and
coordinated basis and insures that cost controls and budgets are
properly aligned with operating organizational responsibilities.
Organizational Planning Promotes Responsibility Accounting
There are two basic relationships between cost and budget controls and organization planning. The first is the coordinated development of the organization and the budgetary and cost control
systems to produce responsibility accounting. The second is to
make changes in the organization to carry out effective cost reduction programs. Each is equally important and each is a "must"
in effective management today.
Responsibility accounting means tying the accounting control
system in with the organization and the responsibilities of department managers and supervisors. It is achieved when organization units have been created in such a way that their costs can
be collected and reported on to produce an evaluation of performance and intelligent action toward improving performance. Consequently, the cost and budget systems are tied to the organization and the organization is designed to accommodate such systems.
In our company, each formal unit of organization is budgeted on
its elements of controllable expense. This budget is based entirely
upon the organizational responsibilities of the department. Each
function or operation in the department is "priced" and the total
of these responsibility prices constitutes the budget for the department. By collecting actual expenses against the budget and reporting on them the performance of the unit is established. Reports are given to the unit manager each week and he is, therefore, able to judge his performance and take appropriate action
in correcting any deficiences that may be reflected.
The organizational manual provides the budget analyst and the
department manager with the functions to be priced. As previously pointed out, there is a continuous coordination between the
organization control unit and the cost accountant to keep the
budget in consonance with the organization. In fact, in each case
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of proposed organization change, very careful attention is given
to the budget and cost programs in order that our program of responsibility accounting will not be adversely affected.
Defects in Organization Revealed Through Administration of Costs
Most of the real problems in organization are brought to light
through the activities of the cost system and attempts at reducing
costs. Cost improvement efforts are often stymied by improper
organization. The cost accountant can report a bad situation in
scrap loss but, if there are no clearly defined responsibilities in
regard to scrap loss, his efforts will produce little in the way of
results. Thus, the second basic relationship between cost control
and organization planning is one in which the cost accountant's
reports can reflect the deficiencies of the organization plan.
In our plant the cost accounting department recently noted that
certain costs seemingly could not be reduced to predetermined
goals established by management. This brought about, as it should,
a study of the organization. After considerable analysis and study
of the relationships and flow of work, it was determined that the
goal could be achieved only after a reorganization and new assignments of responsibilities. A proposal was made to management
through the organization control system and, upon approval, was
installed. The management goals were achieved shortly thereafter.
Cost and budget controls are, therefore based upon organization
and a coordinated effort must be made to build an organization
which makes simple and effective systems possible. In addition
the cost reports must be used to indicate deficiencies in organization, and organization changes must be made in accordance with
such indications.
A Matter of Keeping Pace
The success of the organization plan of any enterprise is clearly
reflected in the ability of the company to keep pace with the
changing business conditions. The soundly organized company is
characterized by well integrated operations, simple but effective
internal controls, and effective cost control. In the soundly
planned organization, morale is high and a spirit of teamwork and
cooperation toward a common objective prevails. The well- organized enterprise is designed through objective and forthright planning, with continuous coordinated attention toward the improvement of operation and elimination of organization problems.
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Useful Analysis of Sales Orders In Apparel Manufacture
It is essential in the apparel industry for management to have up- to -theminute information on sales trends.
A card system is adaptable for quick analyses of sales. Orders are turned in
by salesmen daily, are audited for accuracy (prices, extensions, additions,
etc.) and are forwarded to the credit department for approval. They are
next accumulated and accounting record made. It is then possible to transcribe the orders to card records showing the following information:
1. Style number
2. Order number
3. Color

4. Salesman's number
5. Classification of product
6. Type of sale (chain, syndicate
individual)

The cards are key punched by mechanical process so that they may be
sorted and summarized in any desired groupings. At the completion of
the card run of daily orders, a master card for each type of information
is prepared. For example, a summary card is made of each style number,
which will indicate the number of items of any particular style ordered that
day. When all summaries have been made on master cards, the individual order
cards are sorted by order number, and so remain until they are required in
connection with shipment. However, even before shipment the cards receive
frequent attention. Periodic reports to management on sales orders are prepared weekly and /or monthly to convey trend information more completely
than would otherwise be practicable.
Under a card system, it is possible to prepare the following types of reports promptly and accurately:

a

1. The amount of sales credited to different salesmen. Such record
would be furnished to the sales manager at the close of each week.
2. The quantity and size of orders placed by large purchasers, such as
chain stores. Each outlet is assigned key number.
3. The predominant styles being purchased. This card sort supplies the
quantity of each style of product to be manufactured.
4. The yardage of cloth by style and color for inventory control. The
yardage totals disregard size and take into account only the average
number of yards (or other units of measurement) required for the
production of any particular style.
5. The type of material needed for production, that is, nylon, rayon,
etc.
The card system then serves the additional purpose of supplying a perpetual inventory card. Daily production reports grouped by order number
can be tabulated on the cards so that additional classifications of yardage
and kinds of material may be made, such as between uncut orders, goods in
process, or finished goods. By sorting the card record into these classifications, the summaries provide an adequate perpetual inventory system when
compared to the material on hand inventory.
Contributed by JACK A r N S W o x T x , Scranton Chapter

THE NATURE OF MANAGERIAL CONTROL AND
THE PLACE OF INTERNAL AUDITING
by W ARNER V. STOUGHTON
Manager, Internal Auditing Division, Caterpillar Tractor Co.,
Peoria, III.

The author of this article believes that internal auditing (z) has
its roots in an operating fact —the growth of the management
group in individual companies, and (a) was developed with the
general expansion in size of companies. He further believes that
internal control is the integration of the entire management group
by top management toward seeking established objectives which
converge on the single objective of efficient operation. It is set
forth that internal auditing is one effective means to achievement
of this goal.

has long seemed to me that a better understanding of internal
ITauditing
would follow if proper differentiation were made between internal check and internal control —so frequently employed
as if interchangeable —and the relationship of internal auditing
to each was clearly set forth. It is certain that internal auditing
has something to do with both of these factors. The organizational
arrangement of duties, in which internal check is embodied, is
customarily subjected to audit. However, as we shall see, the
necessity for internal auditing stems from the need to overcome
those failures in communication, understanding, and coordinated
action among supervisory personnel from highest to lowest levels,
whose operating relationships, in the aggregate, constitute internal
control.
Need for Control Gave Rise to Internal Auditing
First, how did internal auditing come into existence? As might
be expected, it developed (and may now be more refined) in those
industries where stores, warehouses, or factories were widely
separated. In the railroad business, for example, internal auditing
developed even in the early days because of the geographical problem of control. The traveling auditor, who was probably the first
real internal auditor, was a solution to a pressing management problem. Thus, as it became more evident that liaison problems existed
within large businesses, internal auditing functions were gradually
1119
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started throughout the organization, later consolidated under one
group, and were then formally recognized as the duties of a regular staff department of the business organization. The needs for
better control and assurance that existing controls were working
impelled the setting up of this staff.
The control side of the picture has become continually more
important. Business executives in all lines have been faced with
an ever - widening gap between administrative positions and the
front line of operation. They are, in effect, operating by remote
control. As management disassociates itself by distance from its
employees, the use of additional aids toward control becomes increasingly important. "Distance," of course, is a relative term and
may represent feet or miles. However, it is essentially a matter
of remoteness and absence of observation and personal contact.
Furthermore, experience has shown that, as business organizations have increased in size, adequate performance at administrative and other supervisory points is not attained solely from a
statement of objectives or policy, the selection of qualified personnel, and the definition and delegations of duties and responsibilities thereto. In spite of the most careful personnel selection
processes and subsequent efforts to train such personnel, the factors of misinterpretation, procrastination, misunderstanding, neglect, and poor judgment, as well as other human weaknesses, tend
to retard and often defeat the achievement of the desired objectives.
The perennial resurgence of these characteristics in personnel constitute the fundamental reasons why top management requires a
form of check independent of the line organization.
As a consequence, the nature of internal auditing is much
broader than is implied by considering the word "auditing" alone.
In fact, in many instances, it is so broad that it may actually overlap into the field of management engineering. The wor k of an
internal auditing department may be classified as ( i ) essentially
protective and ( 2 ) essentially constructive. As auditing has expanded from the initial stages when it consisted largely of a verification it began to include checking upon compliance and, more recently, appraisals of performance. Protective and constructive results have been derived from each of these three types of work.
As the scope of auditing has broadened in this way, it has become important that the auditor be sufficiently flexible in his viewpoints to recognize those of both the auditee and of top management. In so far as is humanly possible, he must be without bias
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or prejudice. In addition, he must be familiar with organization,
personnel, policies, methods and procedures, functions, responsi
bilities, and authority of the operating group under audit, as well
as with similar matters in allied segments of the organization.
Internal Control a General Management Responsibility
However, the primary responsibility for performance remains
with top management and its respective line organization. The
necessity for acting by remote control and the existence of the
human weaknesses associated with individual personnel does not
mitigate the responsibility of top management. Therefore, the use
of staff groups, among which is the internal auditing department,
is one of the many techniques used by management to partially
offset the limitations of itself and its line organization.
Since top management determines the composites of its own
organization as well as the extent of checks made upon itself by
any staff organization, top management will also determine the
standards demanded of its internal auditing department. Thus,
the success of the internal auditing function will represent a proper
combination of qualified personnel in sufficient numbers, adequately trained and working under reasonable controls (but with
wide opportunity for use of discretion), seeking an adequate
standard of results which will largely have been set up by top
management.
The need for the auditor's independence can be overstressed.
For example, considerable controversy has arisen from time to time
on the question of whether or not a poor condition of internal control (which, as will be discussed later, should probably be "internal check ") exists when a controller of a corporation, who is
in charge of accounts and records, is also in charge of the internal
auditing function. While this objection appears logical at first
glance, it assumes that the controller is in immediate and personal
charge of the accounting records. This is rarely a fact. Since
there is usually a subordinate executive in actual charge of the
accounting work, the fact that many internal auditors also report
to the controller assumes less significance. It is more important that
the officer to whom the internal auditors report, regardless of his
position, have the proper perspective on internal auditing.
The Exercise of the Internal Auditing Function
Specifically, what are the duties and responsibilities of an internal auditing department? The next few paragraphs may ap-
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pear to lay greater stress on internal check than internal control.
However, as we approach the portrayal in more detail of the difference between these two, note should be taken of the control
viewpoint from which the auditor approaches his inquiry into the
condition of internal checks. In the author's company, the internal
auditing department is required to review, as often as deemed practical, the records and procedures of the company maintained as a
part of its system of internal check for the purpose of ascertaining
whether:
i. The procedures followed and the records maintained provide the best internal check possible at a cost consistent
with the monetary value of the assets or the income involved.
2.

The records are being accurately and neatly maintained in
the most economical manner according to prescribed procedures.

3. Information prepared by one department, essential to the
proper functioning of another department, is being furnished promptly and accurately.
4. The procedures prescribed are being followed, are adequate for the purpose, and conform to established company
policy.
5. The value of the information recorded appears to justify
the expense of obtaining it.
Thus, there is also important responsibility to seek better and /or
less expensive methods. Members of this staff are informed that,
while their principal responsibility is to insure adequacy of the
system of internal check, their examinations should also take note
of any inefficient practices. As has been mentioned, these directives may be condensed to accuracy, compliance, and appraisal.
However, it should be noted that in the audit program of our
company, while considerable attention is given to accuracy, neatness, economy, compliance with established procedures, availability of data required, and other appraisal activities in general,
the adequacy of internal check is a primary responsibility of the
internal auditing department. We are, therefore, ready for a definition of adequate internal check. It will be seen that, in addition,
we must understand what is properly meant by internal control.
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Internal Check Is Static: Control Active
Internal check may be defined as an extension throughout the
company of the oft - repeated principle that no one person should
have responsibility for all phases of a transaction and that the
work of some other person or persons must afford a cross - check.
Stated in another way, adequate internal check exists when the
duties of custodianship and recording are each assigned to distinct
and separate employees or groups of employees. The objective of
internal check is the lessening of opportunity for undetected fraud
or error.
Normally, an internal auditing function should not be a part of
the system of internal check. However, in some instances, it may
appear so, because by administrative decision detail audits are
being made on a continuous basis and are performed as a part
of a series of functional operations. These audits may be either
pre- or post- audits. This type of auditing is most significant with
respect to revenues as well as disbursements of material and payrolls but, even here, the auditing operation is not a part of the
system of internal check. The respective functions as such are
complete without the work of the auditor. In rare instances, such
as in reconciling bank accounts, the internal auditing function may
actually be a part of the system of internal check.
The recent special report of the Committee on Auditing Procedure of the American Institute of Accountants, entitled "Internal
Control," states that "internal control comprises the plan of organization and all the coordinate methods and measures adopted
within a business to safeguard its assets, check the accuracy and
reliability of its accounting data, promote operational efficiency
and encourage adherence to prescribed managerial policies." The
forepart of this definition sounds very much like our deliniation
of internal check given above. Still other authors use the terms
"internal check" and "internal control" interchangeably. In the
following paragraphs, this article takes some exception to the
above definition and also suggests the discontinuance of interchangeable use of the term.
It is my opinion that adequate internal control does not necessarily require nor include either a good plan of organization or adequate internal check. Yet, I would agree that a good plan of organization makes effective internal control easier to secure. A plan of organization or a system of internal check is normally static. On
the other hand, internal control consists of the activities of "mem-
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bers of management" (using this phrase to include administrative
officers, department heads, foremen, and supervisors) whether
coordinated or not.
Good organization has been defined by Webster as "the executive structure of a business." Thus, it is impersonal and static in
its nature. Good organization, which is not necessarily present in
every business, should exist when ( i ) the functions of the business are• properly grouped and assigned within the business to its "
various departments and ( 2 ) the required number of employees
are assigned to these departments, with the result that operating
units are properly balanced from the standpoint of both independence and dependence and yet permit efficient low cost operation. From another point of view, good organization might be
described as an ideal state of balance existing between departments of the proper size. The organizational arrangements, including checks, are irrespective of the personal qualifications of
the members of management. Good organization will include an
adequate system of internal check, but the relationship of this
situation to control is supplementary. .
As an illustration, an accounting department— independent of
buying, manufacturing, or selling operations and with no direct
interest in any of these activities (other than the accurate recording of cost data with its attendant checks on authorization and adherence to controls) —can usually present to management most
of the reports and analyses which are required to contribute to
intelligent operating decisions. Furthermore, the planned balance
of independence and dependence between the accounting and the
various operating departments tends, in turn, to assist in the
establishment and maintenance of the reliability and integrity of
the information reported, i.e., by adequate internal check.
Elements of Good Internal Control
However, good internal control may exist without good organization or adequate internal check for long periods of time.
If this were not true, how do we explain the many prosperous
businesses and successful segments of other businesses almost
wholly dominated by one man? Many of these groups undoubtedly
have a poor organization but excellent internal control.
What is internal control if it is exclusive of the plan of organization? In my opinion, internal control implies regulation,
direction, guiding, and the exercise of restraining power or, in
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brief, action or the prevention of action by members of management. The action type of internal control is exercised primarily
by the line organization consisting of the operating departments
of the business. Staff groups such as an internal auditing department exercise internal control only to the extent that a line organization accepts their suggestions and recommendations. Therefore, their contributions toward internal control have been referred to by some writers as the nonaction type of internal control.
The exercise of the best forms of internal control by any individual member of the management group is, of course, predicated
on the existence and understanding by most (if not all) members
of management of certain fundamental factors. There must be:
(i) a clear -cut statement of the objectives or "policies" of the business, ( 2 ) a thorough knowledge of the methods and procedures to
be followed, (3) capable leaders to whom authority and the responsibility have been assigned, and (4) the means and ability to
make contacts with other applicable personnel.
These first three factors require only brief elaboration. The
importance of a clear -cut knowledge of the objectives or policies of the business is plain. These are the individual's guiding
stars toward which his action is directed. It should also be evident that the development of practical but, in general, uniform
procedures, methods, and practices (whether written or unwritten)
for use of all members of management is of vital importance in
the classifying or codifying of business problems or other opportunities for action. Thus, when action is taken by supervision in
accordance with the above established routines, such actions should
normally result in economical and profitable operations. These
procedural channels are the "highways" of action, i.e., control.
The necessity for adequate leadership and delegation to it of authority and responsibility is usually most evident. These employees,
the members of management, represent the power to act.
Last but not least, good internal control also requires effective
means of communication (such as in person, by telephone, by
telegraph, and through the distribution of analyses and reports)
between the members of management wherever appropriate and
necessary. These contacts (which could be called catalysts) stimulate members of management to action when needed. It is probable
that the conference or personal type of contact or communication
is more effective than the impersonal type. For example, it is often
overlooked that even the best reports are a poor substitute for

1126

N. A. C. A. BULLETIN

first -hand contact in stimulating intelligent decisions. A report,
whether in words, quantities, or dollars, can easily tell a one -sided
story and, if taken at face value, may lead to poor decisions.
All reports require analysis, questioning, check, and —most of all
— application of well - rounded business judgment in order that
omissions and errors may be detected and that conditions which
do not lend themselves readily to expression in words, units, or
dollars be isolated. Even when written reports are accurate portrayals, they are still essentially historical, which is often a major
weakness.
Internal Auditing Is Supplementary Internal Control
Thus it seems that the phrases, "internal control" and "internal
check," should not be used interchangeably. Internal control is
essentially action or the deliberate avoidance thereof. Internal
check is a part of the set of procedural routine. In its usual application, it segregates the duties of custodian and recorder. The
phrase "internal control" probably should not be considered to include the plan of organization. Control involves action and frequent change, organization involves structure and is largely static.
On the other hand, a good plan of organization and internal
check are to some degree synonymous, because (when coupled with
adequate personnel) they tend to maintain and even facilitate the
growth of the organization which of itself proves that the organization is among the best.
Lastly, while an internal auditing department is a part of the
organization, the function of internal auditing is a supplemental
form of internal control, a technique justified because of the inherent weaknesses which exist among individuals and which necessarily make their appearance when line control involves numerous
tiers of management personnel.

PUBLICATION OF PLANT PROCEDURES THROUGH
STANDARD PRACTICE INSTRUCTIONS
by VERN A. WENKE
Works Auditor, John Deere Des Moines Works,
Des Moines, Iowa.

Is there a frequent lack in the general education of responsible
company personnel with respect to procedures prevailing in plant
and ofc e p The author of this article is inclined to think so and
presents a procedure for setting up a standard practice manual
which, besides clarifying particular procedures for those who must
use them most, might assist in making up for this deficiency
where it exists.
IS the writer's opinion that a need for standard practice inIT structions
at all points where written records must be made,
processed, or used as a basis for action, exists in practically every
company and that a great deal can be accomplished by devising
and publishing such instructions throughout the organization.
Most companies have standard or established methods of procedure for handling of office or shop paper work, yet very few
have this information recorded and accumulated in one book or
manual to which a departmental head or supervisor can refer when
a question arises as to the proper method of handling or procedure to be followed in any given case.
While the issuing of a standard practice manual is not necessarily an accounting function, the accounting department is vitally
interested as most procedures ultimately have some effect on accounting. It is, therefore, a pertinent matter to industrial accountants to know, somewhat in detail, the workings of a standard practice manual —what it should contain and how it should be prepared and maintained. Having worked with standard practice
instructions for a good many years, I have been able to observe
the results that can be accomplished. For one thing, it affords
excellent opportunity for the accounting department to expose
each supervisor or department head within the company to some
of the principles of accounting by including in the manual a complete list of accounts and brief description of items to be included
in them.
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Purposes and Construction of a Standard Practice Manual
Primarily, a standard practice manual is designed to provide
information of general interest in the plant and to promote a clear
understanding of accepted practices in shop operations and management procedure. It is important that all manuals contain the
same information to provide the following advantages:
i. Reference can then be made to any manual in the plant
with the assurance that it is complete.
2.

The possibility of errors when changes or additions are
made is lessened.

3. A means is provided for general education of those desiring to expand their knowledge of subjects not directly
necessary for their own operations.
Only material which is considered to be of general interest
should be included in the manual, that is, any procedures or instructions which apply to matters of concern within only one department
should not be included in a general shop manual.
Information included in the manual should be classified under
headings which, according to the plant organization, indicates the
natural source. The following is a representative list of major
classifications suitable to most manufacturing establishments:
i. Accounting
Personnel
3. Production
4. Piece rate and time study
5. Purchasing
6. Mechanical
2.

7.
8.
9.
io.
i i.

Inspection
Buildings and grounds
Foundry
Safety
Industrial relations

12.

General

io

All instructions within each classification are serially numbered,
the first numeral representing the classification and the succeeding
number indicating number of subject, i.e., No. -400 would represent the fourth subject published under the classification of safety.
Each subject is accorded separate page numbering, always showing the total number of pages in the subject instructions, such as
"page 4 of 6 pages." It is also important to show the effective
date of each instruction and, in case of a revision, the revision
date.
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Management Committee to Screen Material
A standard practice committee appointed by management is
properly charged with the responsibility of screening and publishing all standard practice instructions. This committee should consist of at least five persons, one of whom should represent the
accounting division. It is suggested that the other members of the
committee represent the mechanical, purchasing, personnel or industrial relations, and production divisions to afford a more or less
plant -wide representation.
In our plant, in addition to a five -man committee, we have a
committee secretary who gets out meeting notices, records the
minutes of all committee meetings, and handles all the detailed
paper work but has no vote in meetings. This secretary makes
rough drafts of all instructions under consideration and sends
to each committee member a copy for his perusal prior to scheduled meetings. In this way each member comes to the meeting
fully familiar with the subject to be considered, thus eliminating
many lengthy discussions.
All information to be included in the manual must first receive
the approval of the head or heads of divisions which are the direct
source of the instructions before being presented to the committee for screening. The committee has authority to call in any persons or persons who may be affected by the procedures under consideration to get a diversified reaction before final approval or
publication. If the instructions meet with the approval of the
committee, they are then sent to the general superintendent and
general manager for final approval before publication.
Distribution of Manual; Procedure Compliance Control
All manuals should be serially numbered and the standard practice committee should assign manuals to the individuals whose
work requires knowledge of information contained in the instructions. A master list of all manuals issued is maintained by the
committee, showing names of holders and serial number of the
copy issued to each. The holder is responsible for the safekeeping of his manual. Any additions or changes in the existing
manual are inserted by the secretary of the standard practice committee, and a notice of such changes or additions is furnished
to the holder. If the holder leaves the employ of the company
or his status is changed so that he no longer requires a manual,
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P R A C T I C E
Ju l y 27,

CLASSIF IC ATION

Me ch an ic al

SUB JE CT

P r o c e d u r e to P u r c h a s e Ha nd To o l s
t h r o u g h t he Co mpa n y

Purpo s e

19 49

INS T R U C T I O N S

DATE E F F E C T IV E

6 E R I A L No.

6 - 801

P A G E No .

1 of 2 p a g e s

Th i s i n s t r uc t i o n i s e s t a b l i s h e d t o p r o v i d e a u n i f o r m
pr o c e du r e c o v e ri n g t he pu rc h a s e o f h a nd t o o ls , s uc h
a s w r e n c h e s , c a l i p e r s , mi c r o m e t e r s . e t c . b y
e m p l o ye e s of t he Jo h n De e r e Des Mo i nes Wo rk s.

F o r ms Us e d.

M - 1 9 6 4 A. V. O .
M -32 6 1 No n - P r o d u c t i v e M a t e r i a l P u r c h a s e R e q u i s i t i o n
M -3 3 4 8 Sa le s Sli p

Gen er al
Ins t ruc t io ns
I.

Th e e m p l o y e e m a k e s k n o w n w h a t h a n d to o l s he w a n t s
t o p u r c h a s e t o h i s f o r e ma n .

2.

Th e f o r e m a n i n c h a r g e o f t h e d e p a r t m e n t w h e r e the e m p l o y e e w o r k s , f i l l s o u t t h e l i s t o f t o o l s o n F o r m A . V. O .
( M - 1 9 6 4 ) a n d n o t e o n t h e A . V . O . ( M - 1 9 6 4 ) t h e t e r ms
a n d s t a rt i ng d a t e o f t h e pa y ro ll de d uc t i o ns t o p a y f o r
t he t o o ls , a l l o w i n g a ma x i mu m o f s i x ( 6 ) w e e k s t o
c o mp l e t e p a y me n t .

3.

T h e f o r e m a n m u s t s i g n t h e A . V. O . (M - 1 9 6 4 ) a n d s e n d
to E x p e n s e S t o r e s by t he e m p l o y e e m a k i n g t he p u r c h a s e .

4.

Whe n t he e m p l o ye e c o m e s to E x p e n s e St o r e s wi th the
f o r m A . V. O . (M - 1 9 6 4 ) , E x p e n s e S t o r e s l i s t s t h e o r d e r
o n N o n - P r o d u c t i v e M a t e r i a l P u r c h a s e R e q u i s i t i o n ( M -3 2 6 1 )
and wr i t e s in t he fo l l o wi ng cl au se o n t he requ i si t i o n.
" It i s u n d e r s t o o d t h a t t h e a b o v e o r d e r be c h a r g e d a g a i n s t
( e mp l o y e e ' s n a m e ) c h e c k i n t h e p a y r o l l d e d u c t i o n p l a n
) be t a k e n f r o m (o n e o r mo r e c he c ks ) " .
a n d t h a n ($
Th e e m p l o y e e m u s t s i g n hi s n a m e o n t h e No n - P r o du cti ve
M a t e r i a l P u r c l� a- e e R e q u i s i t i o n ( M - 3 2 6 1 ) d i r e c t l y b e l o w
t h e a b o v e c l a u s e a t t h e t i me t h e r e q u i s i t i o n i s m a d e o u t .

S.

� .

Wh e n t h e to o l s a r e r e c e i v e d in E x p e n s e S t o r e s , the E x p e n s e
S t o r e s wi l l no t i f y t h e d e p a r t m e n t f o r e m a n t h a t ( Jo h n Do e)
t o o l s a r e i n , a c c o r d i n g t o A . V. O . (M - 1 9 6 4 ) a n d t h e
em pl oye e can go to Expens e St o r e s and ge t the m .
W h e n t h e e m p l o y e e g o e s to t he E x p e n s e S t o r e s , it wi l l
be n e c e s s a r y f o r h i m t o s i g n the S a l e s S l i p ( M -3 3 4 8 )
on which form the tools being purchased will be listed.

7.

One c o py o f t he Sa le s Sli p (M -3 3 4 8 ) i s s e nt t o t he
Au d i t i n g D e p a r t m e n t f o r p a y r o l l d e d u c t i o n , o n e c o p y
i s r e t a i n e d i n Ex pe n s e S t o r e s , o ne c o py i s g i v e n t o
the e m p l o y e e p u r c h a s i n g the to o l s
Iowa State Sales Tax must be charged on the Sales Slip
(M - 3 3 4 8 ) . T h e e n t i r e d e d u c t i o n o n t h e c o n t r a c t mu s t
a ppe a r o n Sa l e s Sli p (M- 3 3 4 8 ).

S.

In n o c a s e w i l l a n e m p l o y e e b e a l l o w e d t o o r d e r a n
amount o f tools tha t e xc ee ds his no r m a l we ekl y pa y
a t o n e t i me , e x c e p t w h e r e s u c h p u r c h a s e i s a p p r o v e d
by the G e n e r a l S u p e r i n t e n d e n t a n d s o r e c o r d e d o n t h e
original order.

9.

It i s c o m p u l s o r y t h a t e a c h e m p l o y e e a c c e p t t h e t o o l s
o r d e r e d f o r h i m.
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the copy which was issued to him must be returned to the committee.
It is not enough merely to write and issue standard practice instructions. Some control is necessary to see that these instructions
are put into practice and are followed. To expedite such a control, an investigator should be appointed by the management to
periodically check, in an impartial manner, on adherence to the
standard practice instructions and to report to the committee any
deviation or violations, so that action can be taken to correct faulty
compliance.
Building an Ef fective Instruction

A good standard practice instruction consists of four basic parts
as follows:
i. Subject —The subject should be brief and stated in one
or two words if possible.
a. Purpose —The purpose for which the instruction has been
issued and the accomplishments expected or desired by
adherence should be set forth.
3. Forms used —All forms to which reference is made in
the instructions should be listed. This is done so that
the person studying the instruction can obtain samples of
all forms and have them before him while tracing steps of
the procedure.
4. Detailed instructions —The instructions should then be
given in detail, step by step, in conformity with unity of
thought and procedure. All instructions should be explicit and concise, avoiding repetition of thought. If the
instructions are too voluminous, the entire objective will
be defeated. ( See Exhibits i and a, showing instructions on two subjects chosen at random from the manual
now in use at our plant.)
Some Suggestions for Keeping the Manual Useful
As the manual is to serve as a sort of "bible" for shop practices and procedures, it should be compiled so as to afford easy
reference to any subject. It is, therefore suggested, that a complete index of all instructions follow a short introduction as to
purpose, scope, and use in the front of each manual. The index
should be by subject matter in alphabetical sequence, showing the
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STANDARD

DATE

EFFECTIVE

PRACTICE

INSTRUCTIONS

M a r c h 17 t h . 19 48

SE RI AL No.

2 - 701

CL A S S I F I C A T I O N

Personnel

PA GE N o .

1 of 1 p a ge

SU BJE CT

Le av e of Ab se nce

Purpose:

This in s t ru cti o n i s es t abl i s h ed t o provide a un i fo rm
p r o c e d u r e in gr an t in g an d a p pr o vi n g a l e a v e o f a b s e n c e .

F o r m s Used:

M -2758 A p p l i c a t i o n f o r L e a v e o f A b s e n c e
M- 2997 -2 E m p l o y e e s R e c o r d C a r d
M- 2997 -4 T o o l R o o m C l e a r a n c e

De ta il e d I n st ru ct io ns :
(A) W h e n a n e m p l o y e e d e s i r e s t o b e a w a y f r o m w o r k f o r l e s s t h a n
t h r e e ( 3 ) d a ys , a v e r b a l a g r e e m e n t m a d e wi t h t h e D e p a r t m e n t
fo rem an wi l l b e acce p t ab l e b y t h e C o m p an y.
(B) I n c a s e a n e m p l o y e e d e s i r e s a l e a v e o f a b s e n c e fo r m o r e t h a n
t h r e e ( 3 ) d a ys , i t w i l l b e n e c e s s a r y f o r the D e p a r t m e n t f o r e m a n ,
( p r i o r to ab s e n ce ) t o p r e p are an Ap p l icat i o n f o r Le av e o f Ab s en ce ,
(M -2758) i n q u a d r u p l i c a t e .
I n p r e p a r i n g t h e A p p l i c a t i o n f o r L e a v e o f A b s e n c e ( M - 275 8) t he D e p a r t m e n t f o r e m a n m u s t s t a t e t he e m p l o y e e s l e n gt h o f s e r v i c e o n t h e
A p p l i c a t i o n f o r L e a v e o f A b s e n c e ( M - 2758) , a l s o w h e t h e r t he e m pl o ye e c a n b e s p a r e d w i t h o u t s e r i o u s l y d i s r u p t i n g w o r k i n t h e d e p a r t m e n t .
(C) A f t e r a n A p p l i c a t i o n f o r l e a v e o f A b s e n c e ( M - 2 7 5 8 ) c o v e r i n g a
le a v e o f a b s e n c e has be e n signe d by t he D e p a r t m e n t f o r e m a n a n d t h e
e m p l oye e , it mu s t b e ap p ro v e d by th e Division he a d a nd the G e n e r a l
S u p e r i n t e n d e n t . I f t he A p p l i c a t i o n f o r L e a v e o f A b s e n c e ( M - 2 7 5 8 )
i s a p p r o v e d , on e c o p y i s f i l e d i n t h e P e r s o n n e l D e p a r t m e n t a n d t h e
P e r s o n n e l De p a r tm e n t m u s t n o t i fy t h e T i m e k e e pi n g De p a r t m e n t , and
o n e c o p y i s gi v e n t h e e m p l o y e e .
(D) I n t he e v e n t a n e m p l o y e e w h o h a s b e e n g r a n t e d a l e a v e o f a b s e n c e , f a i l s to r e t u r n t o w o r k t h e d a y a f t e r t he e x p i r a t i o n d a t e o f
hi s l e a v e a n d d o e s n o t p r o v i d e t he P e r s o n n e l D e p a r t m e n t w i t h a n
ac c e p ta b l e e x c u s e , it will be co n s i d e re d t h e e m p l o ye e has quit and
t he D e p a r t m e n t f o r e m a n w i l l p r o c e s s t he E m p l o y e e s R e c o r d C a r d
( M - 2 9 9 7 - 2 ) a c c o r d i n gl y.
I n c a s e a n e x t e n s i o n o f t i m e i s r e q u e s t e d f o r a l e a v e o f a b s e n c e , it
is n e c e s s a r y f o r t h e e m p l o ye e to co n t ac t h i s i m m e d i a t e s u p e r v i s o r
fo r a wr it te n, a p p r o v e d a u t h o r i t y. T he ap p l i c at i o n mu s t b e m a d e
in s u f f i c i e n t t i m e f o r t he e m p l o y e e t o r e c e i v e t h e a p p r o v e d e x te n s i o n p r i o r t o t h e e x p i ra t i o n da t e o f l e a v e of a b s e n c e . An ap p r o v e d l e a v e o f a b s e n c e w i l l n o t a f f e c t a n e m p l o ye e s s e r v i c e r e c o r d n o r hi s s e n i o r i t y .
I t w i l l b e t he D e p a r t m e n t f o r e m a n ' s r e s p o n s i b i l i t y t o p r o v i d e a
T o o l R o o m C l e a r a n c e ( M - 2997 -4) for e a c h e m p l o y e e w h o s e l e a v e
o f a b s e n c e he h a s a p p r o v e d .
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classification, serial, and page number of each. The manual should
also be in a loose -leaf form so that additions or revisions can easily
be made.
It might be well to mention that any section of the manual can
be published separately and issued to departments which might
have need for certain parts but not the entire manual. This may
be especially true of the portion relating to accounting, which can
be compiled in a folder and issued to the accounting personnel
or shop clerks for their guidance.
No standard practice instruction is of any value unless it is ( I )
to date at all times and (a) used. Accomplishment of the
kept u p
best results requires diligent checking by the investigator and
regular or periodic meetings of the committee in the search for
improvements, with the ultimate aim of perfection.
This aim will not, of course, ever be completely achieved, nor
approached except with assiduous attention to the entire subject of
standard practice. Nevertheless it may be pointed out in this connection that the very existence of a manual, if it represents good
beginnings, will focus that attention. Individuals will be made
aware of areas of company practice, heretofore somewhat dark
to them, which do have some broad relevance to the work they are
engaged in or at least to their understanding of their associates.
A standard practice manual can be a unifying force.
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THIS MONTH'S AUTHORS
A. W. ACKER (Triumph Over Detail —A Review of the Work of the
Cost Department) is Assistant Controller in charge of Costs, American
Greeting Publishers, Inc., Cleveland, Ohio. He joined his company in 1948.
Previous experience included thirteen years in industrial accounting and two
years in public accounting. Mr. Acker has contributed an earlier article
to the Bulletin.
EARL K. JOHNSON (Jim Jones Writes Up His Cost Procedures) became Senior Procedures Analyst, New Holland Machine Division, The
Sperry Corp., New Holland, Pa., early in 1949, and formerly held similar
positions with the Radio Corporation of America. Mr. Johnson is the author
of previous Bulletin articles.
CHESTER SHAN (Continuing Cost Analysis to Keep Orders Profitable
from Quotation to Shipment) is Industrial Accounting Manager, The Ohio
Boxboard Co., Rittman, Ohio. Mr. Shan has had experience in operating
a wide variety of general accounting, cost, and budgetary controls. He is
currently on the evening faculty of the University of Akron.
H. G. HANSEN (Survey Techniques for Simplification of Office Work)
is at present Director of Systems and Procedures, General Aniline Works,
General Aniline & Film Corp., Grasselli, N. J. He has been with his corn pany for a considerable period, starting as plant accountant at the Grasselli
plant and transferring to procedures work in both factory and office.
FRANCIS L. HASKELL (Three Approaches to Management of Costs
in the Small Office) holds the post of Chief Accountant and Office Manager,
Bristol Divisions, The Associated Spring Corp., Bristol, Conn. He has been
with his company for a thirty -year span. Mr. Haskell is a past president of
Hartford Chapter.
FRANCIS T. KNOUSS (Office Working Conditions are Cost Factors) is
connected with the credit department of Bethlehem Steel Co., Bethlehem,
Pa., with which he has been associated since 1941. For the initial five years,
he held accounting posts.
HARRY B. AILMAN (Basic Organizational Planning to Tie In With
Responsibility Accounting) is Organization Control Coordinator, Lockheed
Aircraft Corp., Burbank, Calif. Mr. Ailman's connection with his company
dates from 1940. Since that time, his work has dealt largely with considerations underlying serviceable internal organization.
WARNER V. STOUGHTON (The Nature of Managerial Control and
the Place of Internal Auditing) is Manager of the Internal Auditing Division, Caterpillar Tractor Co., Peoria, 111. Mr. Stoughton joined his company —and the internal auditing division —nine years ago after receiving his
degree from the Harvard Graduate School of Business Administration
which he attended following six years in business life. He is a former
contributor to the Bulletin.
VERN A. WENKE (Publication of Plant Procedures Through Standard Practice Instructions) is Works Auditor, John Deere Des Moines
Works, Des Moines, Iowa, a subsidiary of Deere & Company. Mr. Wenke's
association with his company has extended over a period of twenty -two
years.

THE COST FORUM
Engineering Cost Control Is Practicable —And Necessary
Editor, N.A.C.A. Bulletin:
The problem of controlling engineering costs is one that must be met in
many industries. In the fine article, "Cost Control for Effective Control of
Operations in the Manufacture of Aircraft" by F. O. Detweiler in the
Bulletin for January, 1950, we were told of the urgent need for such control
in the aircraft industry. However, nowhere is there a greater need for
an effective and practical solution to this problem than in the engineering
service industry. This type of organization offers and supplies all types of
engineering skill to all types of industry.
The writer, as controller of an outstanding engineering service organization, is very much aware of the danger of runaway costs occasioned by the
development engineer who is too often a perfectionist. Mr. Detweiler correctly expresses the attitude of the average engineer that an attempt to
keep his efforts in harness by the application of manufacturing cost control
methods will prove impractical and inadequate. Certainly engineering, with
its explorative and creative aspects, does not lend itself to control as does
manufacturing. Yet, can we, for that reason, give free rein to the perfectionist? The answer is that we cannot, but there is a point in his favor
with which we must deal frankly.
The perfectionist represents continual progress. Why must we impose
control on him? There is a good reason. Perfection, if at all attainable,
is seldom economical and perfection at an excessive cost has no place in our
economy. The near perfect or the just plain good can well serve all purposes if available at a cost within our reach. Progress and costs must be
continually weighed against each other and both must be temporarily frozen
when a timely balance favorable to industry and economy is reached. This
freeze can and should be lifted, so that development can continue, once the
public is served and the coffer is replenished. The demands of competition insure this further progress.
It seems apparent that only in this manner can progress serve, rather than
bleed, both industry and consumer. Progress must be made in a succession
of steps representing what might be called a practical degree of perfection
at the time they are taken. Management is responsible for and must make
the decisions which this truth calls for. The engineer, if left alone, will
defeat his own purpose. He must stop awhile in his assiduous pursuit of
the perfect and be satisfied to turn over to management something better
than was previously available, something which can be manufactured, distributed, and sold so that the wheels of American industry can continue to
roll. How else can he obtain the wherewithal to continue his work but
through this cycle? It is the American way.
On this basis, then, engineering costs should be controlled. But can they
be? If so, how? They can and are well controlled in the better engineering
service organizations. To accomplish this in our case we have done away
with all "hit or miss" engineering estimates, budgets, or work schedules.
1135
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Each of these must be precise, itemized, and detailed. In addition, we
recruit from within the ranks of the engineering staff, personnel to form a
control group. They become a part of management and engage in the setting
up of standards used to control the major portion of all engineering effort.
Some are made responsible only to general management and independent
of the engineering division. Close, periodic follow -ups on all work schedules, estimates and budgets, and direct inspection and examination of actual
performance are the responsibilities of these independent control engineers.
Companies which may have struggled with the problem of engineering
cost control with meagre results would be surprised at the success of this
approach. It is dangerous to give up on this problem of engineering cost
control. To cope with it may require time and thought, but there is a
solution.
WILLIAM F. ILVENTO,Brooklyn Chapter

Some Accomplishments in Forms Control
Editor, N. A. C. A. Bulletin:
During 1949, one organization established a control of the forms. Total
measurable savings has been conservatively figured at approximately $3,000
for the portion of the year following installation of control. The saving is
attributable largely to reduction of volume in the printing of forms. In addition, there were other benefits which could not be measured in terms of
money, such as the reduction of time of completing forms through simplification, as a result of having all forms processed through a central office.
Types of economies resulting from the forms improvement program might
be summarized as follows:
I. Elimination of unnecessary forms.
2. Consolidation of forms which duplicate each other.
3. Redesigning of forms to render them most efficient for clerical use.
4. Standardization of a method for procurement, warehousing, and
distribution of forms.
To indicate what can be done by reviewing forms, the following examples
are given, taken from the company's experience in devising the control
program:
1. A truck delivery ticket, which in the past was purchased from
more than one supplier, was reviewed and, as a result, the form
was reworked and purchases confined to one supplier. This form
was redesigned with the purpose in mind of aiding the processing
of the form by the individuals at the plants, clerks in the office,
and others coming in contact with it. The form was changed from
a book type binding to a snap -out, with improved special and onetime carbon. Through the redesigning of this form, it has been
estimated that approximately 104 hours of clerical time were saved
in the central office and the cost of the form was reduced from
$24.80 per thousand to $17.65 per thousand. On an annual consumption basis, this meant an approximate savings of $540.
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2. Two types of bills of lading were formerly in use. By combining
these forms and redesigning them into what is known as a short
form and placing the order with a specialty manufacturer, the
company realized a percentage savings of over 50 per cent. On a
yearly consumption basis, it meant actual dollar savings of approximately $1100.
3. Another important phase of the forms improvement program resulted in isolating in storage a large quantity of forms which were
determined to be obsolete. Through the cooperation of our principal supplier, a functional file of forms has been established which
aids greatly in detecting duplication and slow movement. This
functional file helps to clarify the purpose for which the forms are
being utilized. By the elimination of the obsolete stock, the organization reduced its normal forms inventory investment by 18
per cent. Through this reduction of inventory investment, the applicable operating expenses were likewise reduced.
The examples given above afford some evidence of what can be accomplished in the way of reducing cost through the control of forms.
CARL J. SEMER,Tulsa Chapter

Systematic Handling of Archives
Editor, N. A. C. A. Bulletin:
The high cost of housing company records has probably escaped the
watchful eye of a great many cost accountants. Proper control of the contents of archives will in most cases keep storage space at reasonable levels.
However, there are some other points to be considered. For example, it is
generally accepted that in most cases one location for the final resting place
of records should be maintained. (I am assuming that, in the case of a
large and decentralized organization, the presence of a destruction list would
make it mandatory that certain plant and office records be destroyed on the
scene of first use, on the basis that the details included have been reported
on other records having more significance in the management process.)
There are several schools of thought concerning the layout of the archives.
The size of the company has a great deal to do with the plans. One of the
preferred plans and probably the most successful assumes, first of all, that
—when records are ready for transfer to the archives —their geographical,
divisional, and departmental function has been exhausted and, in its stead,
the identification of the record, rather than any contemplated use, determines the layout of the archives. The records register is then the governing
document and is properly constructed to be a road map of the archives, since
the identification of the records is cross- referenced therein to location in the
files, bins, or vaults. Sections of the archives are identified in the same
manner as would be found in the stores department housing inventories of
materials. The file drawers and bins are labeled for contents.
In all cases, fire hazard is given first consideration. The building housing
the archives should be fireproof. If so, the cost of files and bins can be
greatly reduced since the need for fireproof cabinets, etc., would be some-
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what less and ordinary transfer files and wooden bins would suffice. Some
companies have office file drawers interchangeable with the archive files.
Successful operation and control of the archives depends upon coordination
with the company organization as a whole. In some cases the general stationery stores and the archives are adjacent to each other. One phase represents unused material before going in process and the other phase represents the "finished" product. Both functions must be carried out in a businesslike manner. All records received for storage in the archives are recorded on the register, coded for eventual destruction, and placed in the
proper space. Visits for research and related removals from file must likewise be handled in an orderly way.
H. M. FREY, Cleveland Chapter

Time and Rate Chart for Extending Time Reports
Editor, N. A. C. A. Bulletin:
The work of a cost clerk may involve many different operations. Any
operation which may be shortened or made easier results in a more effective
all- around performance. We have been able to change the procedure used in
extending labor costs in dollars and cents on daily time reports from a rather
lengthy and tedious procedure to a quick and easy one.
The daily time reports received by the cost clerk may contain as many as
ten or twelve entries for time spent on separate job orders or in other classifications. Time spent on each operation is listed on the time report to the
nearest five minutes, as 3 hrs. 25 min., 11 hrs. 10 min., etc. Under a former
procedure, it was first necessary to convert minutes to percentages of a full
hour.
It became apparent that we were doing unnecessary work. The individual
hourly rates in force might be divided by twelve to determine the cost for
five minutes. Multiplying the five - minute cost (to the nearest tenth of a
cent) by two provided a ten - minute cost, by three a fifteen - minute cost, etc.
Using this data as a basis, we have eliminated the time spent in making individual computations and have constructed rate sheets. A rate sheet is
made up for and headed by each hourly rate in force. The heading also includes the regular eight -hour shift amount. Across the page are charted
nine double columns for time and amount, with twelve entry lines down each
column. The first four columns and lines of a particular chart, together with
the sheet heading, may be illustrative of the chart as a whole:
Rate Sheet
Hourly Rate $1.75 Daily Rate $14.00
Amount Time*
1:00
.15
1:05
.29
1:10
1:15
.44
—

—

Time*
0:05
0:10
0:15

*In hours and minutes.

Amount Time*
$1.75
2:00
1.90
2:05
2.04
2:10
2.19
2:15

Amount Time*
$3.50
3:00
3.65
3:05
3.79
3:10
3.94
3:15

Amount
$5.25
5.40
5.54
5.69
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It is necessary only to refer to the time on the rate sheet to obtain the
corresponding cost when processing time reports. This has been a time saving factor, and has proven to be very serviceable for us. It may be of value
to others also.
JAMES J. ARNOLD,Dayton Chapter

Recording Service Visits to Stamp Vending Machines
Editor, N. A. C. A. Bulletin:
The accounting for the operation of postage stamp vending machines is
rather unique in that you count the number of coins deposited in the machine
and the total, marked off with two decimal places, is gross profit in dollars
and cents. For example, if ten dimes and five nickels are taken out of the
machine, a gross profit of fifteen cents is reflected. This method of gross
profit determination is possible because each sale represents a one cent gross
profit. Stamps vended by the machine are put up in cardboard folders. The
content, cost, and selling price of these folders follows:
Content
Three 3¢ Stamps
Four 10 Stamps
One 60 Airmail Stampi
One 34 Stamp
J

Cost
90
44
94

Selling Price
100
5¢
104

When a machine is checked on service visits, the count of coins and other
information needed is recorded on a card as follows:
1. Machine serial number.
6. Number of coins tabulated by
2. Location.
denomination.
3. Service date
7. Commission paid.
4. Average time between
8. Gross profit.
service dates.
9. Refunds.
5. Next service date.
10. Stamp inventory.
11. Stamps loaded in machines.
When the service man checks in at the end of a run of visits, the card is
used for making his cash count summary and for preparing a new card for
the next service date. This is then filed by date and serves as an automatic
scheduling of the service visit. The completed card is filed by machine number and may be referred to for machine volume analysis, commissions paid,
etc., and finally for earnings figures for monthly operating statements.
KENNETH PULLEN, Peoria Chapter

31 st Annual International Cost Conference
Preliminary Program:
MONDAY, JUNE 19
9:30 A.M. First Technical Session
EC ON O MIC SEC U RIT Y PLANS AN D T H E AC CO UN T AN T
W hat Price Economic Security?
Economic Implications of the current drive for pensions and welfare funds
. Ways
in which present drive for economic security are likely to be extended
. Economic,
political and business problems arising from pension and welfare plans, including effect
on the economy of industry - financed and administered plans, contributory vs. non -contributory plans, funded vs. pay -as- you -go plans, and others.
Accounting Problems of Economic Security Plans
Cost and accounting problems involved in negotiating pension and welfare plans and in
developing and administering such Plane
. Consideration of such matters as reporti 9 pension liability, meeting SEC and Bureau of Internal Revenue requirements,
d pensions in costs, recognizing the cost of past services, etc.
including

2:00 P.M. Second Technical Session
MAKING T HE OF FICE FU NCT ION S MO RE EFF ECT IVE
Increasing Office Productivity T hrough T raining
The value of organized training for the office worker, including supervisory and staff
employees
Value of broad training versus specialized training, preparation for the
job ahead and training in dealing with people, with specific references to training of
accounting department employees.
Office Output Can Be Planned, Measured and Controlled
Scientific management applied to the office
. Determination of the one best way
(methods), the time required (standards), and the use of this information (clerical cost
control).

TUESDAY, JUNE 20
9:30 A.M. Third Technical Session
C O ST S T O AID MAN AG EMEN T IN PROBLEMS OF ALT ERNAT IVE CHOICE
Comparative Costs for Factory Management
Types of cost information needed by factory and top management in choosing between
such alternative
courses
of action
as whether
to make
whether to
replace
equipment,
whether
to expand,
whether
to change
W e or ofbuy,
production,
whether
to
level production or follow sales curve, etc.
Distribution Cost Analysis Points the W a y t o More Profitable Business
Distribution cost analysis and its use in providing sales management with measures of
profitableness by products, methods and channels of distribution classes of customers,
size of orders, territories, et c . .
Consideration of problem of allocating non -manufacturing costs and the merits and demerits of full allocation of all costs versus partial
allocation on the "contribution" theory.

WEDNESDAY. JUNE 21
9:30 A.M. Fourth Technical Session
W HAT W E NEED IN COST REPORT S
For General Management
The kinds of information needed from cost reports by company executives and methods
of presentation.
For Factory Supervision
Types of information needed In cost reports by factory supervisors and forms of presentation.

2:00 P.M. Fifth Technical Session
EXPAND IN G OPPORTUNITIES FOR T HE IN D U ST R IAL AC C O U N T AN T
The Industrial Accountant's Role in Labor Relations
Opportunities for the trained Industrial accountant to contribute to his company's labor
relations program by providing information on the present and long -run effect of
various aspects of the program . . . Relating his own work to the broad objectives of
the program.
Management Opportunities for the Industrial Accountant
A survey of the increased opportunities available to the industrial accountant to move
into the management picture as a result of his overall contact with the business, the
increased use of cost data for planning and control, the trend towards decentralization,
the growing dependence of management on analysis of factual information, and the
experience the industrial accountant has gained In recent years with labor problems,
SEC requirements, government contracts and government controls.

