NeAlO
ocAe
BULLETIN
e

N o 1950
vember

s °a «w 4n

I II, Fg

Two
Sections
Section
1

A d m i n i s t r a t i o n o f a L a r g e A c c o u n t i n g D e p a r t m e n t . . . S . D. Flinn 243

A Bonus Plan for Operating Department Heads . . . A . A . Kasper 268
Once Over Every Quarter —A Cycle Inventory .. . . J oh n B ab il l u s 274
Pb y s ic a l I n v e n t o r y Da y - b y - Da y . . . . . . . . . . . . W a r n e r V . S t o u g h t o n 280

A Pension Plan Miniature . . . . . . . . . . . . . . . . . . . H a r o l d W . H o w e 286
A u d i t C o n t r o l o f F u n d " D r i v e s " . . . . . . . . . . W illiam L. Hausman 290

Material Control in a Chemical Company ..... Kenneth Schweller 296
Grade Costs i n W o o d F l o u r M a n u f a c t u r i n g . . . Melvin D. Gardner 309

NATIONAL iSSOCIAT ON
OFA(- 'COUNTA;JI S
W

orksho i j1

T

FdruA

327

AB O U T T HI S M O N T H ' S A U T H O R S

e"s
jo ined his co m p an y �—an d th e In t ern al

S. D. FLINN

Stoughton

Ad mi ni st ra t i on o f A La rg e Ac co un t i ng D ep ar t m en t .

Au dit in g Divisio n �—n in e years ago after receivin g

W in n e r of the first Lybrand Aw a r d G o ld m ed al

his degree fr o m th e Ha r v a r d Gr a d u a t e Sch o o l of

fo r this art icle, M r . Flin n wh o, a s W o r ks A u d it o r

Business

of the South W o r ks of Carnegie- Illinois Steel Cor-

lo wing six years in bu sin ess life.

p o r at io n, Chica go , I ll . , is chief accou nting execu-

contributor to th e Bu llet i n .

Ad m in istr atio n

wh ich

h e atten d ed

fo l-

He is a fo rm er

tive of one of the large st s teel -pr o du c in g p lan t s in

HAROLD W . HOW E

th e country, is curre ntly a m em ber of the N . A .

A Pensi on Pla n Mi n i a t u re. Mr. Ho w e is Assistan t

C . A . Na t io n a l Research Com m itt ee.

Tre as ur er with th e H . C. Go d m a n Co ., Co lu m bus, Ohi o.

ANTHONY A. KASPER
A Bonus Plan

for Operat ing Depart ment Heads.

W ILLIAM L. HAUSMAN

M r . Kas per is assistant to the Vice President an d
Ge n e ra l Ma n a ge r at the Squ are D Com p any, De -

Audi t Cont ro l of Fu n d " D r i v e s . "

tro it, Mic h iga n whe re he is also Bud get Dire ct or .
Befo re join ing the com pany in 1945, M r . Kas per

is a Certified P u b lic A c c o u n t a n t o f O k la h o m a an d

Mr . Ha u s m a n

h eld a s o m e w h a t s im ila r p o s t w it h F r u e h a u f Tr a il-

two oth er states an d a m em b er of th e staff of
Ba r ro w , W a d e , Gu t h r ie & Co . . Tu ls a , O k la h o m a .

er Co. wh er e he specialized in the fields of fore-

H e is a gr a d u a t e of Ra lp h Sellew In stitu te.

casts and expense co nt r ol.

KENNETH SCHWELLER
Materi al Con tro l I n a Ch em i ca l Co m p a n y, M r .

JOHN BABILLUS
Once Over Every Quarter -Cycle Inventory.
Ba b illu s

is

a

pra ct icing

Ced ar Rap id s, Io wa .

In du st rial

Engine er

Sch we ller is Co st Acco u n tan t in ch ar ge of Stan d -

Mr .

ard

in

Costs at Ma llin ck r o d t Ch em ic al Wo r k s , St.

Louis, M o . an d h as been with h is co m p an y sin ce

For a fourteen year period

h e was connected with Co llin s Ra dio Co . , in th at

1939 in progressively responsible accounting capa-

city ,

cities.

and

Sales,

the re successively

P la n n in g,

an d

headed

Ma t e ria l

Pu rc ha sing,

Cont rol

De pa rt -

MELVIN D. GARDNER

m en ts an d developed the com pany 's st an da rd progin ee r.

Grade Costs In Wood Flour Manufacturing. Mr.
Gardner is employed in public accounting with
the firm of Jordan and Jordan, Portland, M e . ,

WARNER V. STOUGHTON

with which h e h as been associated sin ce 1943 fo l-

ced u re m a nu a ls .

M r . Ba billus is a gr ad u at e en-

Physical Inventory Day -by -Day. Mr. Stoughton is

lo wing fourteen

M a n a g e r o f t h e In te rn al Au dit in g Division , Cater-

Co., In c . ' H e is a g r a d u a t e of th e Ben tley Sch o o l

p illa r

of Accou nting an d Fin a n c e.

Tr a ct o r

Com p any,

Peo ria,

Illin o is .

Mr .

years

with So co ny - Vacuu m O il

This Bulletin is published monthly by the National Association of Cost Accountants, 505 Park Ave.,
New York 22, N . Y . Subscription price, $10 per year. Reentered as second -class matter September 22,
1949, at the Post Office, New York, N. Y., under the Act of March 3, 1879.
COP YR IG HT BY TH E

NATIONAL ASSOCIATION OF COST ACCOUNTANTS Novt ?MBER 1950

N.A.C.A, BULLETIN
J�� ava

VOL. XXXI I NUMBER 3

nn
� nHl�� A�jr�
h I " l' l9

t 1,

NOVEMBER

1950

Administration of a Large Accounting Department
by S. D. FLINN,
Works Auditor Carnegie - Illinois Steel Corp., Chicago, 111.

Studied consideration of the means of training accounting personnel,
conducting accounting operations on a controlled basis, and making
use of methods study to contain and properly utilize the cost of
accounting, form the frame work of this paper. Th e environment
reflected is that of a large company and the counsel given reflects
experience with its operating conditions.

the problems of administration arisV ing solely from the managementabout
of a large accounting department. The
ERY LITTLE HAS BE EN WRI TT E N

limited literature on this particular phase of accounting has motivated the writing of this paper. It is hoped that some contribution of broad usefulness may
be made in a' field that is not too fully covered.
Accounting Has Its Own Cost Control Problems
The term "large" is meant to include accounting departments ranging from
several hundred persons in medium sized corporations to several thousand in
the largest. In such organizations, the cost of performing accounting operations runs to truly formidable figures. All too many accountants, while most
conscious of costs and cost controls for others, take no cognizance of the cost
of their own activities. This may be due, in part, to absorption in routine
duties and in the service and advisory problems which fall to the accounting
department for solution. It may be due, in part, to the conviction that accounting is a necessary activity and that the cost is only incidental. Every dollar
of accounting cost is just as much a cost of doing business and just as surely
a charge against the profit and loss of the corporation as is every dollar spent
in the production, sale, and distribution of its products. This situation is magnified in the large corporation where the volume of accounting records, transactions and operations is tremendous. Accounting administrative and cost control problems in a small company where a few people are able to perform all
the accounting functions, are far different from those of a corporation of such
size that it may require the full time of twenty to thirty persons to assemble
the monthly data behind a single journal entry. With such a volume of operations, it becomes just as necessary to put the production of accounting records
on an assembly line basis as is the case in the manufacture of product for sale.
NOVEMBER, 1950
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To do so, calls for special techniques beyond those of accounting as such, and
involves executive and managerial responsibilities.
Line and Staff Within a Staff Department
All private business is based on the profit motive. In our economy no business can be successful —in fact, no business can survive for any period of time
— without the realization of profits. It is the first duty of management to conduct the business in such a manner that it will continue to exist. Basically,
therefore, profits are the ultimate aim of any business activity. The accounting department's principal responsibility is to provide the record by which
management determines whether or not operations are profitable.
In times past this was conceived to be the sole function of an accounting
department, but in recent years a new concept which may be referred to as the
"controllership idea" has arisen. This envisions broad responsibilities for the
controller or chief accounting officer, however titled, not only as a record - keeper
but also as an expert in all matters of finance, accounting and economics. The
controller is now an executive who administers a large accounting department,
serves as a staff assistant to the president, is usually a member of the board of
directors, and offers broad service to management.
From the very inception of the business, accounting activities are so intertwined with and so related to all phases of it that the department is definitely
an integral part of the corporate setup and must be administered with as much
skill and management know -how as is required in any other function. The
relationship between the payroll and cost divisions and the production department, between the accounts receivable and credit divisions and the sales department, and between the accounts payable division and the purchasing department call for coordinated management effort. For an organization to discharge properly the full accounting responsibility in a large corporation, it
must be set up not only to perform its own routine work but also to service the
requirements of all the departments of the business.
Most corporations have adopted the "line and staff" type of organization by
which "line" executives are furnished with advice and assistance from highly
trained "staff" specialists. Staff personnel are experts in a given field who
devote their time exclusively to study and research and who formulate plans
for more effective and efficient operation. They have no authority except that
inherent in their own knowledge, and serve to supplement rather than to supplant or direct management. They furnish information on which management
244
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can base its decisions and offer ideas which management, in its own good judgment, may adopt and translate into beneficial action. The responsibilities and
authority of line executives and supervisors are in no wise diminished by staff
activities. The large accounting department is usually organized within itself
on the same "line and staff' basis.
Centr alized and Decentral ized Accou nting Orga nizat ions
A typical organization chart for the general accounting department of a centralized operation is illustrated in Exhibit 1. It makes a real difference in the
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EXHIBIT 1

accounting setup in its entirety, whether the accounting department is organized
on a centralized or decentralized basis. If on a centralized basis, plant accounting is confined largely to the collection of required data which are forwarded
to the general office organization for entry on the books.
In many large corporations each plant is equivalent in number of employees
and complexity of operations to a sizable company. In these cases it is preferable to perform all plant accounting within the plant. In this type of organization the general office consolidates information from the plants to provide
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company financial statements, interprets the results, prepares and disseminates information to top management, and formulates financial policy. Under the decentralized form of accounting set -up, the plant requires an organization sufficient to record the voluminous transactions and provide the same
interpretative and advisory service for plant level management as is provided
for top level management by the general office organization.

TYPI C AL

PLANT

A C C O U NT I N G O R G A N I Z A T I O N

Plant
Contr oller

A. . i ot, nt
Plant
Contr oller

S

C le r i : : al
Me t h o d s

T

A

F

I n ve nl o r y
Contr ol

P e r xu n n e l
A d mi n i , [ L xt i u n

L

Co st

Gener al

Pla n t
Gf c L i c e 1

1

Ac c oun ts
Pa y ah le

Ac c e unti ng

F

N

E

Bi lli ng

Me c h a n i c a l
Sto re s

g n i l y xi e
an d
S laei • Li c a

Service.

Pay r oll

Pa y me. ter

Ge n

r at

Service

EXHIBIT 2

Such an organization not only covers the basic functions and responsibilities of plant accounting but also often includes requisitioning, receiving, storing and disbursing supplies in the stores division, the administration of general services such as telephone, telegraph and mail for the entire plant, and
the supervision of the clerical forces of various departmental and divisional
offices located throughout the plant. The addition of these functions increases
accounting responsibility and management problems in a plant employing
thousands of people, far beyond those comprehended in the conventional Accounting Department. A typical accounting organization for a plant under a
decentralized accounting set -up is illustrated in Exhibit 2.
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Duties and Qualifications of the Plant Controller
At this point, a brief statement of the responsibilities of the plant controller
may help to further illustrate the wide scope of activities involved. He is
charged with execution of the following functions and responsibilities, and
possesses requisite authority to discharge them:
I. Establish the objective direction of the
working forces, or execution by his assistant and staff of supervisors.
2. Establish and manage the coordination
of working force schedules and review
over -all schedules for compliance with
operating and general office requirements.
3. Establish harmonious labor relations
and manage the maintenance of such
relations in all levels of management in
the department working forces.
4. Establish and manage the daily operations of the department to assure quantity, quality, and scheduled completion
of all accounting requirements and service to operating and staff departments.
5. Establish and manage provision of all
facilities, materials, tools and services
required in the fulfillment of all departmental requirements.
6. Develop and coordinate accounting and
clerical procedures, methods and practices including experimental test projects.
7. Establish the execution of procedures,
policies, practices and related matters
and manage the continuing execution
by advising, instructing and conferring

8.

9.

10.

11.
12.

with all levels of management concerning application, including arrangement
of conferences on these subjects for participation by departmental supervisors.
Utilize and direct the utilization of staff
services by department supervisors and
review staff recommendations for conformity with practical necessities imposed by plant conditions and requirements.
Review financial and accounting reports from the standpoint of sound accounting procedure, financial control,
procedures, policies and practices, conferring with company officials and staffs
on recommendations for revisions in
policies, procedures and practices.
Establish control and maintain a continuing control to assure the protection
of the company's assets and of receipt
and disbursement of all company's
funds.
Select and develop competent members
of the accounting supervisory organization.
Authorize the employment of new personnel and make any changes which will
maintain division organizations at a
level that will effect efficient and economical operation.

The following special qualifications are requisite of the position of plant
controller:
I. A comprehensive knowledge of all functions of the accounting department, the
department's place in the corporate
structure, and its relationship to other
departments.
2. An extensive knowledge of approved
clerical procedures applying to all divisions within the department, their purpose and aim.
3. Experience in office management, accounting control techniques, and the creation and practical application of efficient and low cost clerical procedures in
a large industrial plant office.
4. A thorough knowledge of office layout,
office equipment and accounting machines.
NOVEMBER, 1950

5. A complete knowledge of the plant, the
operating units, auxiliary departments,
manufacturing processes, products, and
shipping operations.
6. Capacity for sound judgment, and ability
to initiate and carry to completion pro.
grams of a broad nature, and ability like.
wise for progressive creative thought.
7. A comprehensive knowledge of account.
ing theory and practice together with
practical experience in the application of
correct accounting principles in a large
industrial plant.
8. Experience in dealing with people and
successfully adjusting difficult personnel
problems in accordance with sound Industrial Relations policies.
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Particulars of Accounting Department Responsibilities
It is perhaps not appropriate in the text of this article to specify in detail
accounting department to responsibilities applying a particular case. However, in a series of Exhibits, 3 to 8, this is essayed rather comprehensively, but
for illustrative purposes only. The grouping will necessarily differ with every
company.
PERSONNEL ADMINISTRATION IN THE ACCOUNTING DEPARTMENT

Probably the most important single problem in any large operating unit embraces organization planning and personnel administration. This is as true of
an accounting department with a large number of persons processing complex
and voluminous records as it is of any other organization. It is essential, not
only that the proper organization be set up to cover all required functions and
responsibilities, but also that the right type and quantity of required supervision be ascertained, that the proper number of nonsupervisory personnel with
the proper assortment of skills be determined, and that they be trained as efficient and capable workers. The problem is to provide a force that is sufficiently
specialized to perform complicated and detailed tasks, yet flexible enough in
work capacities to meet changing or emergency conditions. In addition the
individual should be capable of performing a sufficient variety of assignments
to secure broad enough experience in individual cases, to permit personal advancement.
Responsibility and Authority Must Be Equal and Well Defined
Responsibilities assigned to each individual should be clearly defined in written position descriptions and meticulously followed. Failure to formalize duties
and functions will result in misunderstanding and lack of coordination. Clear
cut lines of responsibility must be established so that the same function is not
assigned to more than one unit. Duplication and overlapping must be prevented, as they are not only inefficient but also give rise to confusion and friction. Each unit of the organization must be carefully planned so that its assigned functions do not become too numerous and complex to be handled effectively. Function should be properly classified so that related activities are
grouped together. The grouping of unrelated functions through unplanned
assignment will result in units and individuals performing totally unassociated
duties.
Each executive should have his responsibilities clearly defined and have adequate authority to discharge them. He, in turn, should delegate his respon248
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sibilities and authority to the greatest extent possible to his supervisory subordinates. He should not be concerned too greatly with details, but rather should
concern himself with planning, questions of policy and the decisions required
in over -all administration. Decisions concerning routine activities should be
made by subordinates of lower rank. If all these decisions must be taken to
the top executive, a bottleneck which delays action and stultifies lower level
supervision is created.
Supervisory organizations should be so planned that the executives do not
have more subordinates reporting directly to them than they can supervise
and coordinate effectively, otherwise they spread themselves too thinly. On
the other hand, the number of levels of authority should be no more than
enough to insure proper control and coordination. The organization as a whole
should be kept as simple as possible, consistent with the variety and complexity
of duties involved.
Techniques of Training
In starting positions, training normally takes place on the job. In the case
of typists, calculating machine and keypunch machine operators, it is sometimes
acquired in training schools prior to employment. Training for the higher classified positions is largely in the hands of the supervisor and is accomplished by
on the job experience, supplemented by supervisory instruction and direction
plus formalized training requiring class attendance. Many corporations collaborate with local colleges and universities in making courses in the "training in
industry" program available to employees.
Promotions should be made, if possible, from within the ranks, but it sometimes becomes necessary to provide a manpower pool for special executive training and development. Business administration school graduates who have
majored in accounting and finance make ideal candidates for this type of training. Many large companies contact a number of recognized business administration schools each year, interview likely candidates and select graduates for
this training. Personnel so selected bring to the company a sound educational
background and an intelligence disciplined by formalized education which, when
supplemented by experience and training within the corporation itself, will produce a high type of executive personnel for later years.
These recruits may be given various types of special training, which usually
calls for a recognized orientation period during which the recruit becomes
familiar with the operations of the company. This may be followed by prescribed classroom instruction or by time spent in each division of the account NOVEMBER, 1950
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RESPONSIBILITIES FOR GENERAL ACCOUNTING,
ACCOUNTS PAYABLE AND BILLING
General Accounting
I. Post all journal entries to general ledger.
2. Prepare closing voucher and monthly standard reports.
3. Post all detail to and balance inventory, construction, and sundry subsidiary
ledgers.
4. Prepare all regular repetitive reports furnished, from information contained in
ledgers.
5. Furnish all reports of a special nonrepetitive nature, derived from ledger information.
Accounts Payable
I. Check vendors' invoices against receiving records, purchase orders, and copies
of contracts.
2. Check inbound freight bills against receiving records, vendors' invoices, and
traffic department approved rates.
3. Check outbound freight bills against billing and invoicing records, prepaid
freight setup and traffic department approved rates.
4. Approve and prepare invoices for payment.
5. Prepare checks for payment of invoices. (In some organizations, it is considered
advisable to pay all invoices from a central accounts payable division in the
general office, in which case the plant group merely lists invoices to the General
Office for payment after approval.)
6. Approve all freight bills and prepare draft for payment.
7. Prepare journal entries for posting to general ledger with appropriate detail to
subsidiary ledgers.
Billing
I. Maintain current file of sales order copies and post changes thereto.
2. Receive loading papers from shipping department showing description and
quantity of product loaded for shipment.
3. Verify loading report by comparison with related sales order copy and make
any required additions or corrections.
4. Prepare bill of lading and related papers. Deliver to carrier or other designee.
5. Ascertain cost rate and calculate cost of each shipment, code it for inventory
classification, calculate freight, type invoice, duplicate and distribute required
copies. (Customer prices may or may not be included at this point, depending
upon whether pricing is done at the plant or is centralized in the general office.)
6. Investigate discrepancies and make required corrections on invoices.
7. Investigate customer claims.
B. Prepare reports of shipments and other required reports for general office.
9. Maintain necessary records and files.
10. Conduct required correspondence.

EXHIBIT 3

ing department under the direct instruction of the supervisor. Knowledge of the
department's function is attained through such instructions and by means of
observation or practice work. After having spent the required time in each
250
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division, the trainee has acquired a good working knowledge of the entire department and is then given his first regular work assignment.
Some corporations prefer that the trainee receive his training while on specific job assignments. Whichever method is used, the important thing is to have
a well planned program through which the trainee progresses on a predetermined schedule without loss of time and without experiencing the dissatisfaction and frustration which arises from a loosely - planned and ineffective program.
When the trainee is given to his first work assignment, it is wise to place him
in one of the staff rather than line groups for several reasons. In the first place,
his educational background should fit him for staff work. Second, staff work,
by its broad interests, is probably the best place to continue training for executive duties. In the third place, the lower grades of clerical work can be as well
or better performed by individuals with less training and background and, to
that extent, it is a waste of investment in salary and training costs to place the
trainee at these lower levels.
What It Takes to Be a Good Accounting Supervisor
A first -line accounting department supervisor must have a thorough knowledge of all the jobs performed by his group. Usually, he has attained this
through his own experience as a worker in the group and has, presumably, the
best knowledge of any individual in the group for that reason. However, under
a well- organized training program this knowledge may be obtained, in part at
least, by other means. In modern management a supervisor's most important
qualifications may be designated by the general term "leadership ". One of the
first attributes of leadership is the ability to get along with people —not only
with subordinates but also with superiors and with other personnel. Proper personality and attitude inspires the loyalty of subordinates and the co- operation of
associates.
The supervisor cannot perform all the work of the group himself. He must
not think that no one else can do it as well as he (or that they can!) and thus
be afraid to delegate responsibility. He must have the ability to obtain maximum performance from each of his people in order to insure utmost production and efficiency in his group. He must know the proper standard of performance for each operation, both as to quantity and quality, for which his
group is responsible. He must be able to evaluate performance against those
standards to determine whether each individual is meeting the requirements
of his position.
Another essential qualification of a good supervisor is the ability to plan the
work of his group. He must know in advance what the requirements are and
NOVEMBER, 1950
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ACCOUNTING DEPARTMENT'S RESPONSIBILITIES FOR STATISTICAL
ANALYSIS AND COSTS
Analysis — Statistics
I. Analyze, interpret, and translate standard cost, and operating and statistical requirements, relating operating statistics to the cost results and reporting to plant
management facts concerning unusual variances or changes as disclosed by the
records.
2. Collaborate closely with operating departments in all phases of cost planning.
3. Develop special cost information.
4. Prepare reports required by the general office statistics division for investigation, analysis and interpretation of results for officials and executives of the corporation.
5. Develop dollar standards and standard product costs based on standard material
prices, volume level, and other information furnished by the general office.
Cost
I. Secure daily production and consumption reports from operating units and complete the data for each cost center.
2. Recapitulate production reports for controls.
3. Audit all code applications.
4. Apply budget rates.
5. Calculate work done and standard practice budgets.
6. Prepare daily report of operations.
7. Recapitulate production, consumption, and budgets from daily reports to cost
center recapitulations.
9. Apply prices and extend the dollar value of production, consumption, and
budgets.
9. Prepare repair and maintenance statements.
10. Compare dollar budgets with actuals for detail variances.
11. Prepare all monthly cost statements.
12. Maintain records and control and compile necessary data for cost of sales.
13. Prepare all monthly journal entries related to the foregoing.
14. Conduct required correspondence.
EXHIBIT 4

make plans for the prompt and efficient execution of those requirements. He
is charged not only with satisfactory performance of the duties of the group
from a quality viewpoint but is also responsible for meeting the deadlines set
for completion of assignments. This is a particularly important point in the
modern accounting department where the needs of top management are constantly for earlier and still earlier information.
Years ago it was considered good performance to close the current month's
figures by the fifteenth or twentieth of the following month. For years following, the standard was the tenth of the month. Now it is not an uncommon
requirement for profit and loss figures to be called for as early as the third
working day of the month. Very precise planning is necessary to meet this re252
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quirement when it is made. Written schedules must be prepared in advance
and the progress of the work must be checked, step by step, to see that they
are met. Each supervisor must know, not only how his own work is progressing
but also how that of the other divisions upon which he relies for information,
is progressing. A delay there will throw out his own schedule. Such exact
and interdependent scheduling presumes a high degree of co- ordinated effort.
A good supervisor in a large accounting organization must develop "cost
consciousness ". It is essential that he realize that time is money in the accounting department as well as in the operating departments. Since salaries are paid
for elapsed time, the supervisor must plan so that work is done as expeditiously
as possible and that no nonessential work is performed.
Training Programs to Develop Accounting Supervisors
No supervisor is successful except through the creditable performance of his
subordinates. It is personally advantageous, as well as beneficial to the company, for the supervisor to develop the capabilities and potentialities of his
people to the utmost. The supervisor who is reluctant to do this is usually the
individual who is not sure of his own capabilities and is therefore fearful of
comparison between his subordinates and himself. There is no reason for any
capable supervisor to fear competition from his own people, for their development and performance reflects to his credit as well as to theirs. In fact, failure
to develop an understudy may result in the loss of opportunity for the supervisor's own advancement.
Most training programs for supervisory personnel rest on the premise that,
beyond certain basic qualifications and personality traits, good managers are
made rather than born. Men can develop themselves and also can be trained
by the company to become better supervisors and executives. As explained
previously, management trainees receive executive training from the time of
their induction into the company. Supervisory personnel who did not start as
management trainees can, nevertheless, be helped and developed through definite understudy programs. The understudy plan— training specific men for
specific jobs —is totally unsuited to meet the over -all needs of a large accounting department today.
The problem in a large organization is to avoid undue specialization and
rather to create pools of individuals who are well- trained in both line and staff
functions and are prepared to take over any of a wide variety of positions at the
next higher level of management. This involves training on the job, supplemented by formal lecture courses and classroom work. To provide training on
the job and at the same time to man all supervisory positions effectively, reNOVEMBER, 1950
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THE METHODS, PERSONNEL, AND INVENTORY CONTROL
RESPONSIBILITIES OF THE ACCOUNTING DEPARTMENT
Clerical Methods
I. Prepare written procedures covering clerical operations.
2. Review, survey, and analyze existing clerical methods and procedures to determine whether they are the most efficient possible.
3. Devise and install simple low cost procedures for performing clerical operations.
4. Adopt general company procedures to plant requirements and set up details of
operation and local application.
5. Establish performance standards.
6. Determine most efficient working force.
7. Devise efficient office layouts.
8. Pass upon purchases of office equipment, machines, stationery and other supplies.
Personnel Administration
I. Maintain personnel records of accounting department employees.
1. Prepare and maintain accounting rate card files, recording changes in authorized
earnings, transfers, promotions, etc.
3. Maintain employee merif rating records.
4. Provide information to accounting management of the plant, upon which to base
judgment in planning organization moves and changes.
Inventory Control
I. Periodically audit all inventory records to determine accuracy.
2. Make periodic physical checks of relatively old book balances.
3. Review production and consumption statistics to determine the effect on inventory balances.
4. Supervise the taking of physical inventories.
5. Prepare special inventory reports which require field contacts and physical
counts.

EXHIBIT 5

quires comprehensive pre - planning and proper timing. It involves a specific job
rotation plan consisting of:
I. Assignment of candidates basically qualified to various first line supervisory positions for a fixed period of time on a
planned and scheduled basis.

4. The full period of training should include
incumbency in the major accounting functions of the department to the extent
deemed essential.

2. First -line supervision so displaced, if
possessed of sufficient potential for advancement, must likewise be assigned to
another position of first -line supervision
or to a staff function.

5. Candidates selected for supervisory
training should be made aware of their
schedule, to permit advance preparation
for positions by acquisition of knowl.
edge of the procedures and by visits to
the departments involved.

3. The period of training incumbents of any
first line supervisory position will vary,
with knowledge required for the particular position and varying complexity of its
duties.
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6. Close measurement of individual super.
visory performance should be made to
detect and arrange for correction of
weakness or elimination of personnel.
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Job Evaluation for Sound Salary Administration
Human nature being what it is, every individual wishes to increase his earnings. Most employees are certain that they are not being paid as much as they
are worth. There is possibly no one thing which destroys the morale of an
organization so much as general dissatisfaction with rates of pay. Due to mechanized payroll procedures, rates of pay have tended to become less confidential in recent years. Each employee is constantly comparing his work and
rate of pay with those of others. This is especially true where a clerical union
exists. There are more grievances filed on rates of pay than on any other single
item.
It therefore becomes essential that positions should be classified as to complexity and as to the skill, knowledge, education, experience and capability required. This classification should be based on formalized written position descriptions for each employee or group of employees performing identical work.
The descriptions should be factual, concise, and should clearly define the exact
duties and responsibility of each individual. They should cover the basic fundamentals of each position without embellishment. Standardized terms should
be used so that basic clerical operations such as sorting, transcribing, calculating
and checking will be readily recognized. Failure to use standardized terminology
will result in misinterpretation, misunderstanding, and unjustified building up
of certain positions as against others.
From these position descriptions, jobs may be further classified by comparison of the operations performed and may be placed in proper relationship with
other jobs. The resulting classifications range from basic work requirements, as
exemplified by the starting jobs of messenger, duplicating machine operator,
typist, calculating machine operator, tabulating machine operator, key punch operator and file clerk, through to those tasks requiring advanced clerical knowledge and experience for positions immediately below supervisory rank. A point
system which recognizes the various gradations of education, knowledge, experience and skill will provide for proper evaluation. This lays the foundation for a salary administration plan which will insure equitable rates of pay.
Equitable Handling of Human Relationships
An ever - increasing recognition of social problems has characterized business
development over recent years. Industrial relations have occupied an ever larger
place in management's thinking and planning. Business has developed a social
consciousness which has added a new set of management problems. Every supervisor is aware of this and devotes considerable attention to personnel administration.
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PAYROLL DEPARTMENT RESPONSIBILITIES
I. Maintain authorized plant wage scale, rate cards and related documents, records
and files.
2. Maintain employees' individual files containing authorizations relating to employment, earnings, rates, deductions, payment of net earnings, and other payroll matters.
3. Maintain master payroll list of employees classified by department and position
code.
4. Prepare crew sheets, clock cards, and other pre - printed forms required for timekeeping and payroll.
5. Rack clock cards or distribute to employees, observe attendance recording or
floor check employees at work, report absentees and late arrivals to department
supervisors, and service attendance recording equipment.
6. Verify hours worked as shown by attendance records originated by operating
supervisors, calculate and record premium and allowed hours and maintain required approvals, accumulate and record hours worked by position and employee.
7. Accumulate and record required incentive data abstracted from production rec.
ords, apply incentive standards, calculate and record incentive earnings.
8. Authorize employee credit and advances, prepare paymaster orders for advances
as well as refunds and settlements, maintain detail and control records for all
payroll deductions upon properly approved authorizations, investigate and adjust
shortages and overages.
9. Verify earnings rate for each position or employee, calculate and record pay
period hours and gross earnings by employee.
10. Calculate net earnings, prepare earnings statements and pay envelopes or pay
checks (except protectographing and signature), prepare payroll, and maintain
employees individual earnings records.
11. Control and distribute hours and grss earnings by position code, expense code,
and cost center code and prepare cost distribution summaries and monthly journal
entries.
12. Account for payroll funds deducted for withholding and social security taxes,
contributory pensions, union dues, insurance, hospitalization, and other authorized deductions. Maintain required records, prepare required reports, and perform related administrative work.
13. Prepare statistical labor reports.
14. Distribute (in conjunction with paymaster representatives) pay checks or envelopes on pay day.
15. Prepare workmen's compensation payrolls, maintain accident records, investigate,
negotiate and settle personal injury and property damage claims, represent corporation at coroner's inquests, prepare required reports and statements, and
perform administrative work.
16. Conduct required correspondence, and maintain required records and files.

EXHIBIT 6

The problems encounted exist wherever human relationships are involved,
whether in a large or a small organization, and in factory and office alike. They
are met in every accounting department as well as in every operating department.
In large organizations they are perhaps intensified through sheer weight of numbers of employees concerned. In a greater segment of humanity more types of
individuals will be found which, in turn, gives rise to more varied problems
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of human relationship. They range from the small differences of temperament
between employees working together, through the entire gamut of family and
social problems and from cases of poor social adjustment to cases of extreme
personal maladjustment.
In a smaller organization than the size under consideration here, personal
resulting in inequities. A decision which might be justified in an individual
circumstances may dictate. This cannot be done in a large organization, without
resulting in inequities. A decision which might be justified in an individual
case can set a precedent which if applied to the group as a whole, would result
in injustice to some of its members. It, therefore, becomes necessary to set a
pattern by which to judge and settle such cases as they arise. Uniform company
policies covering employee privileges and benefits should be formulated and
made a matter of record. Records of employee requests and complaints should
be kept so that the circumstances of one case may be compared to those of
others in order that equitable and uniform decisions may be reached. Failure
to do so will result in the assumption of illogical positions by the company on
many matters, which will be hard for supervision to sustain.
It is true that following rigid rules may also sometimes cause an injustice
to an individual, but it is more likely that the lack of a common yardstick to
measure the merits of one case against another will result in unfair treatment.
It becomes therefore, as is the case in society as a whole, a question of the advantage for the individual as opposed to the good of the group in its entirety.
THE CONTROL OF ACCOUNTING OPERATIONS

Every good accounting system must have effective internal checks and controls. Accuracy is a prime requisite. Control, therefore, becomes a necessary
feature in the operation of any accounting department. This is particularly
true in a large department where, because of the volume of work performed,
some amazingly inaccurate and misleading information can be produced if
effective controls and checks are not utilized.
Methods of Checking the Work
In working with figures the most rudimentary approach to accuracy control
is to re -work or "double check" each computation. The first variant of this
simple method is to have two individuals make the same computations and
compare results. Another approach is to have all work reviewed in detail by
the supervisor or an individual with sufficient experience and knowledge to
detect inaccuracies. Employees of long service often develop an uncanny ability
to pick up discrepancies apparent to them because of extensive knowledge of
the work and resulting sense of values.
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PAYMASTER'S DUTIES
I. Protectograph and sign pay checks (or fill pay envelopes).
2. Draw funds required for payroll.
3. Distribute pay checks or pay envelopes (in conjunction with payroll section
representative) .
4. Maintain records required for control of funds and proof of payment.
5. Handle wage assignments.
6. Handle working fund.
7. Make cash collections from employees for material sales, group insurance, etc.
8. Handle unclaimed wages.
9. Establish identity of deceased employees and distribute insurance checks.
10. Prepare required reports and statements.
11. Maintain required records and files.
12. Conduct required correspondence.

EXHIBIT 7

Control of accuracy in a large department, however, cannot depend entirely
upon any of these methods. The check and double check methods are too cumbersome and expensive. The supervisor, if he is doing a proper job of supervision, is occupied with management problems and, in any event, could observe only a small part of all the clerical work performed. Similarly, it is difficult to find any one individual or individuals sufficiently acquainted with all
the ramifications of a large operation to check accuracy solely through knowledge and know -how. Controls of the above types are of limited use in a large
department and must be augmented by other types.
Numerous internal checks are already inherent in accounting and clerical systems. Work performed by different individuals or by different groups which,
when completed, is of a similar nature may be compared as a check for accuracy.
For example, when production is a basis for incentive payments, records of
production prepared by the cost division may be compared with records prepared by the payroll division. Likewise, time charged to production orders
may be compared to the number of hours reported to the payroll division for
pay purposes, to make certain that no more hours are paid for than can be
accounted for in operations. Company billings may be checked against bills of
lading, freight bills, and railroad lists of cars shipped, to insure that invoices
are rendered to customers for all product shipped.
The operations of each division must be studied carefully and control points
developed to check the accounting work as it moves through the various stages
of processing. However, the goal is not attained merely by determining what
constitutes adequate checks. They must become work habits of the personnel.
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Written instructions and check -lists should be prepared to provide the basis
for an orderly and efficient operation of the internal controls. The checks must
be built into a written plan employing a systematic follow -up which will guarantee their execution. The supervisor, through his knowledge of the operations
under his jurisdiction, is best qualified to establish the check list of internal
controls, but the know -how of key individuals in the division should be utilized
to the fullest extent. Their closeness to the work provides a detailed knowledge
which can be most helpful in determining practical checks which will, in all
probability, be applied more effectively if the employees themselves have had a
part in establishing them.
Control Classifications of Accounting Services and Processes

The work and work materials of an accounting department may be grouped
into three general classifications:
Incoming documents
These documents provide the basis for
the work performed in the department.
They should be carefully reviewed to discover any errors which, if not found,
would result in waste of effort in the department and erroneous conclusions. In
this connecti6n, the internal checks which
other documents afford should be completely utilized to verify all incoming
data. Standards should be established,
where practical, as assistance in readily
discerning items which stand out as inaccurate or doubtful.
2. Departmental processing
Internal checks are clearly vital here for
they control the accuracy with which
work is actually performed in the accounting department. All internal checks
inherent in the established procedure
should be recognized and used. Additional internal checks, where possible or

beneficial, should be established. Spot
checks, if sufficient or more practical,
may be made. In this connection, care
must be exercised to determine how
often spot checks should be made and
how large the sample should be. Finally,
the cost of applying the internal checks
should be considered. It should not be
excessive but should be related to the
importance of the information and the
loss possibilities.
Outgoing documents
Documents leaving the accounting department provide the major basis on which
recipients formulate an opinion of the
calibre of work performed. Accordingly,
all oufgoing documents should be reviewed for accuracy and completeness of
data. They should be compared with previous similar ones to detect unusual
changes, and if such appear to exist, the
related data should be re- checked for
accuracy.

Control Through Staff Groups: 1 Inventories

In a large corporation there is need for a type of control beyond that comprehended in the usual concept of checks for mechanical accuracy. One example of this is to be found in the operation of an inventory control staff. Where
inventories run into millions of dollars, the amounts involved are large enough
to justify the full -time activity of an individual or of a group to afford proper
control of these assets. The scope of responsibility of such a group is, first, to
insure accuracy of inventory accounting and, second, proper control of the
assets themselves.
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RESPONSIBILITIES FOR PLANT CLERICAL WORK, STORE HOUSE
OPERATION, AND MECHANICAL AND GENERAL SERVICES
Plant Clerical
I. Prepare field records pertaining to:
a. Clerical work in connection with crew sheets and clock cards.
b. Determining and recording product quantities for calculation of incentive
earnings.
c. Determining and recording product quantities for standard cost and inventory purposes.
d. Determining and recording quantities of material used.
e. Recording receipts of material.
f. Maintaining detailed departmental inventory records.
g. Providing statistical information required by operating supervision.
2. Provide the operating department with established or properly authorized clerical
service.
3. Represent the accounting department in all field accounting matters concerning
the operating department.
4. Furnish weighing or other quantity measuring service.
Store House
I. Determine minimum and maximum stores inventory requirements consistent with
months of adequate physical stock.
1. Issue purchase orders for stores and forward to purchasing department for placement with vendors, expedite procurement, and follow up unfilled purchase orders.
3. Unload incoming shipments of stores, and receive, identify and allocate the purchase orders. Inspect items received as to quantity and conformity with pur.
chase orders, and prepare and sign receiving reports.
4. Prepare and sign discrepancy reports for excess, short, erroneous, or damaged
shipments and make return shipments to vendors.
5. Maintain physical stock of stores and issue stores upon presentation of properly
authorized requisition.
6. Maintain perpetual inventory records showing minimum and maximum inventory
requirements and quantities ordered, received, returned to vendor, issued, and
on hand.
7. Price, extend, and distribute requisitions for stores issued and prepare cost disfribution summaries and monthly journal entries.
8. Take periodic physical inventories.
9. Periodically check stores for obsolescence.
10. Prepare required reports and statements.
11. Maintain required records and files.
12. Conduct required correspondence.
Mechanical Services
I. Provide centralized mechanical service (machine accounting, calculating, duplicating, stenographic and typing service) to all divisions of the accounting
department.
2. Provide centralized mechanical service for operating departments as authorized.
3. Prepare special reports and statements as required.
General Services
1. Receive, sort and distribute incoming mail and collect and dispatch outgoing
mail.
2. Administer plant telephone, telegraph, and feletype system.
EXHIBIT 8
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Upon the establishment of such a group for inventory control, a thorough
review must be made of the receipt and storage of raw material and their disbursement to the consuming departments, and also of the flow of materials
through the various manufacturing processes and final shipment of finished
product from the plant. The paper work and clerical procedures incident to the
identification and movement of materials to the various departments must be
studied for accuracy and effectiveness. Points at which inventories change in
value, through conversion, must be determined and proper checks and controls
established to make sure of accurate accounting.
Written procedures should be prepared to insure adherence to approved and
adopted systems of paper work. The method of inventory accounting in the
central office must be checked to make certain that it properly reflects the
changes in value resulting from each step in the manufacture of the product.
Upon the adoption of approved clerical systems, there remains the task of
continually policing them. The work of an inventory control group can be
most effective in preventing large and unexplained inventory discrepancies at
the end of the year.
The responsibility for protection of physical assets involves reviewing operating methods of handling inventories. The method of ordering, receiving,
and stocking materials should be scrutinized for proper control of quantities and
quality of required materials. The methods of protection of materials while
being processed, should be checked for possible undue loss through spoilage,
waste and inefficient practices. Moving of materials from department to department should be investigated to guard against loss or pilferage in transit. Facilities and methods of storage should be examined so that finished product will
not deteriorate or be subject to theft before shipment. Finally, methods of
packing and shipping should be observed to make certain of safe delivery to
the customer. It may seem that these responsibilities step over into the domain
of the operator, and this is true to a certain extent. However, in the wider
application of the plant controller's responsibility for protection of company
assets, practices of any department which can cause loss to the company are of
concern to the accounting department.
Control Through Staff Groups: 2 Internal Auditing
Another example of this type of control is internal auditing. Most corporations with multi -plant operations have organized internal audit groups. The
audit approach varies from detailed verification of the transactions recorded
by the accounting department to a comprehensive program which covers all
phases of activity within the corporation, which may affect profit and loss. The
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larger the corporation and the more complex its operations, the stronger the
tendency is to follow the latter plan. Top management finds it impossible, and
to a certain extent undesirable, to be cognizant of all details.
It is, however, vitally concerned that the internal workings of the company
are functioning smoothly, that nothing has occurred which would injure the
corporation, and that no faulty practices are in existence which could cause
loss. The internal audit staff performs, to some extent, the important function
of eyes and ears for management. The audit staff, therefore, is usually directly
responsible to the chief accounting officer of the corporation and works under
his immediate supervision.
Broadly speaking, the principal objectives of internal auditing are:
I. To determine that all procedures involved
in the recording and physical handling of
the company's business are such that a
minimum possibility of loss exists, considering also the cost of providing protection.
2. To determine that all the company's
assets, liabilities, income and expense have

been properly accounted for, that value
is received for expenditures, and that collectible income to which the company is
entitled has been or will be received.
3. To determine the extent of compliance
with established rules and policies of the
company.

Internal auditing is not primarily concerned with mathematical accuracy or
detail checking. It is more essentially concerned that sound principles of internal check and control are in effect which will adequately protect the company's assets. Particular attention must be paid to the conventional responsibilities of the auditor, such as the prevention of significant and costly failures
of internal control in such functions as cash, payroll, billing, and accounts payable. Since these items are usually covered by independent public accountants
during their annual audit, internal audit programs in respect to these functions
should be coordinated with those of the outside accountants to avoid duplication.
The internal audit staff's duty is to provide a means by which management at
each level can assure itself that its policies and procedures are producing the
results intended. Management should be furnished management with an unbiased and fresh viewpoint as well as an impartial check on performance. Conversely, the benefits to be obtained from an internal audit are dependent to a
large extent upon the acceptance and use of this management tool by management. To accomplish this, the auditing approach must be harmonious with the
viewpoint of management, and management at all levels must consider the
internal audit organization as one provided for its benefit.
All audit reports and findings should be Keviewed in detail with the supervisors in the departments audited to give them an opportunity to state their
agreement or disagreement with the auditor's comments. The supervisor's comments with regard to his position or as to what action will be taken to improve
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unsatisfactory conditions, should be incorporated in the written report. If this
is done the supervisor realizes that the rules of fair play govern. It builds up
the concept of service and plays down the idea that the auditor is putting the
supervisor on the spot. If the audit discloses nothing serious, the supervisor can
feel relieved and gratified that apparently nothing is too far wrong. If something is found which needs correction, the opportunity for corrective action is
given even before it comes officially to the attention of top supervision. Internal
auditing can be a most effective method of management control.
METHODS CONTROL —AND THE COST OF ACCOUNTING

The cost of operating a large accounting department is tremendous. A fair
estimate for a department of a thousand people is a quarter of a million dollars per month, or more. The expenditure of this considerable sum of money
entails the responsibility to secure commensurate benefits. The volume of clerical operations in itself requires that systems be devised to insure efficient and
economical performance. It is essential, therefore, that mechanics be set up to
provide low cost clerical methods.
Methods Work and Methods Staff
Changing conditions and requirements necessitate changing methods. There
is constant need for review to insure installation of efficient methods and for
continual policing to maintain them. This need is fulfilled through the organization of a methods and procedure staff which devotes full time to the
consideration of clerical methods. Since it is a staff group, it has no line authority but is a service group for the supervisor. In a multi -plant operation it
may be desirable to have a method group at each plant where there is a large
force of clerical personnel,. with a central staff to co- ordinate the work of the
local groups and to issue general clerical procedures.
Functions of a procedure and methods group are to:
I. Conduct research into the best clerical
methods successfully employed within
the corporation or in other businesses.
2. Prepare formal written procedures covering clerical operations in existence
within the corporation.
3. Standardize clerical procedures throughout the company so far as is compatible
with varying local conditions.
4. Survey existing procedures and clerical
methods for improved efficiency.

7. Determine work loads and the number
of employees required to perform each
operation.
8. Investigate office equipment, machines
and other facilities and make recommendations concerning specific applications to clerical procedures.
9• Survey and make recomendations con cerning office space and efficient layouts.
10. Survey and make recommendations for
effective and efficient filing systems.

S. Design and install simple low cost clerical procedures.

11. Engineer forms.
12. Set up standards for control of print -

6. Set clerical performance standards.
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ing and stationery purchases and costs.
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The qualifications for methods personnel are education and training along
either accounting or industrial engineering lines, familiarity with office methods,
an analytical mind, creative ability, imagination, thoroughness, persistence, tact,
patience, and ability to teach others, to sell ideas, and finally, to deal successfully with company officials in order to implement system changes and installations. As is the case with supervision, good methods men may be developed
through proper training. A good training program, designed not only to
break in new personnel but also to teach approach and technique, will provide
continuing personnel for this type of work.
Tools and Objectives of Methods
The paper work required in methods studies may be and should be reduced
to a standardized technique for efficiency, orderliness, and maximum results. A
standardized technique provides for the uniform recording of information. This
is a distinct advantage when work is conducted by a number of different individuals in numerous locations with variations in systems and procedures among
the localities. Such a standardized technique takes the form of a prescribed
procedure which comprehends definite successive steps and the use of standardized organization charts, office layout diagrams, clerical flow charts, clerical operations schedules, job descriptions and forms flow charts.
Through the use of these standardized devices, a complete and intelligible
picture is obtained of all the activities of a given clerical group, and all the information is in this way developed to indicate whether or not an efficient job
is being done. Such a technique not only gives a pattern which standardizes
the work of a survey but also furnishes an excellent means for checking the
completeness of the information obtained. An individual familiar with it may
easily interpret work done by another individual. Furthermore, if it becomes necessary to replace an analyst with another in the course of a survey, the work may
be picked up at any point and completed without retracing any of the previous
steps of the investigation, as might occur if complete or intelligible information
were lacking. The formalized and standardized investigation technique also
provides a ready and comprehensive means for instructing inexperienced men in
the proper conduct of a survey. It gives them a pattern which indicates to them
the successive steps to be taken and provides assurance that no important step
is omitted or overlooked.
Studies of clerical work and performance are made for the purpose of recommending improvement for increased efficiencies in existing procedures, elimination of duplication of effort, leveling of peak operations, improvement in the
flow of work, centralization or decentralization of functions, and proper allo264
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cation of the work to competent people. All this leads up to one end -point cost
reduction. It is not sufficient to determine what the cost of accounting is and
how it compares with the cost in the past, but determination must be made as
to what the cost of clerical work should be. The cost may be lower than in
prior periods and still be too high. By establishing proper time allowances for
necessary operations after unnecessary operations have been eliminated, it is
possible to build up an over -all standard to which actual costs can be logically
compared. This in turn forms a basis for budgets, covering varying rates of operation, on which to control accounting clerical costs at all rates of business
activity.
In approaching any methods study the following questions should be asked:
I. Is the work being done necessary7
2. Does it duplicate work being done elsewhere7

3. Can it be combined with some other work?
4. If it is necessary and is not duplicating
other activity, is it being done in the
most efficient way7

First Steps of a Methods Study — Survey and Design
Each methods study develops in four successive phases or steps. The first
is the survey. This determines and records the fact of existing operations and
analyzes their effectiveness. It ascertains the volume of work, the flow, the man
hours required for each operation, the type of positions involved and the type
and number of personnel required after determination of proper work loading.
Duplication of effort between individuals and groups is clearly brought out.
If the procedure appears to be basically inefficient, unsatisfactory or unsuitable, the methods study enters a second phase, that of design. The methods
personnel bring into play their wide knowledge of clerical methods and systems and design a procedure which will accomplish the work more effectively
and at a lower cost. This may take any number of forms ranging from modifications of the existing procedure to proposal of an entirely new method, change
from manual to mechanical routine, or change from centralization to decentralization of the work (or vice versa) .
The steps given below should be followed in attempting to arrive at a new
procedure:
I. Analyze the time consumed by the various operations under the present procedure.
1. Analyze the end - reports required under
the present procedure and interview their
recipients to determine to what extent
the reports are fulfilling the objective for
which they were originally intended.
3. Redesign the reports if necessary. Very
frequently the manner in which a report
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is prepared will determine the kind of
system that must be employed. In designing such reports the most important element is to be certain that all necessary
information has been included and that
the report will completely meet the final
objective.
4. Determine the over -all procedure that
will be used. The ingenuity of the methods man must be relied upon to bring
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up different routines which can be used
to accomplish the final result. He must
be expected to know more than one way
to do the job and must give careful consideration to each of the several ways.
He must evaluate each way to be certain that the one selected will produce
the best results at the lowest cost.
5. Prepare flow charts and operations charts
the better to examine the various possibilities. These will develop the total time,

broken down by operations, which will be
required under each possible plan. It is
important that the date or time be indicated at which each phase of the operation must be completed. The over -all time
of one procedure may be less than that
of another but the time at which
each operation is scheduled may involve
so many peaks that it is necessary to employ a larger force than would otherwise
be needed if the work could be leveled
off.

Final Steps of a Methods Study: Installation and Follow -up
When a satisfactory new or revised procedure has been designed, the study
moves into its third step, that of installation. This is where the sales ability
of methods personnel comes into play. Since he belongs to a staff group, a
methods man has no line authority. He must sell a proposal to line supervision
solely on its merits. A good procedure man will have done a considerable
amount of this selling during the survey and design steps of the study. He will
have handled his assignment in such a way as to gain the confidence of the line
supervisors involved in the operations he has been studying.
In particular, he will have discussed the various phases of the problem with
them and will have solicited their help and suggestions. He will have relied
upon their knowledge of the details to guide him and will have discussed his
conclusions with them. If this is skillfully done, the first -line supervisors will
have had such a large part in the study that their co- operation in its installation
will be assured.
The installation of a new project must be carefully planned, not only as to
proper acceptance by all individuals and groups concerned but also as to timing,
training of personnel, and induction of the new procedures without disruption
of the work of the department. It may be possible to complete the installation
at a given time, such as the beginning of a month. Again, it may be advisable
to install a procedure piecemeal over a period of time.
After the installation has been successfully carried out, the study enters the
fourth step. A project is not complete without a systematic follow up to assure
that the new system is working smoothly. There are always adjustments to be
made. In addition difficulties may develop or further co- ordination may be required. The methods man gives all such matters his attention until the new
system is working smoothly, after which its supervision and administration are
solely the responsibility of line management.
Method work should be a continuing activity in any large accounting department. Conditions change which introduce new problems and require new
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methods. Experience also indicates that, with voluminous operations, improvements can always be made. It is advisable to re- survey the work of every large
group of employees at least once each year to make sure that present prescribed
procedures are being followed and that costly practices have not arisen.
The cost of methods work can be rigidly controlled and measured against
actual savings realized. Proper record of savings and costs will disclose the
ratio of returns. Methods work should be and usually is a highly profitable
activity.
Administrative Goal Is "Management By Exception"
Much has been left unsaid concerning the operation of an accounting department, but it has not been the purpose of this paper to go into accounting
functions as such, the technical services rendered by the accounting department,
or its responsibilities to and in management. Rather, the scope of this article
has been limited to administrative problems and to management techniques for
regulating and co- ordinating the varied activities of a large group of staff personnel. It has been the purpose of this paper to indicate the wide range of
managerial activity involved and the multitude of problems encountered in the
administration of a large accounting department. It has been intended to emphasize the necessity for careful planning and organizing, and to outline the
techniques through which this is accomplished.
No one executive or group of executives can hope personally to control and
administer every detail of an extended accounting operation. Plans must be
made, systems installed, and methods adopted which will routinize operations to
the extent that the desired results are attained automatically if such routine is
adhered to. It follows, therefore, that the executive's attention- is required only
when there is some deviation from routine which indicates trouble and need
for adjustment. Internal checks and controls are the means through which such
deviations are prevented or brought to light if they do occur. This establishes
a basis for "management by exception ", which is highly effective, permitting the
executive to devote his time to comprehensive planning, co- ordination, and the
handling of emergencies rather than burying him in everyday details.
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A Bonus Plan for Operating Department Heads
by A. A. KASPER
Assistant to the Vice President and General Manager, Square D Company, Detroit, Michigan

The "capital employed" figures serving as a measure of minimum
and then hones earnings (separately for each plant of the company)
under the plan here outlined, operate to incorporate in it the factor
of economical usage of company resources. A practical scale of hones
payments over the range of possihle profit improvement, is presented.

was devised and installed to provide incentives for operating department heads to exert added effort to do a better job
than normally required in the discharge of their responsibilities. The company
objectives were to inspire definite contributions to better control of expense,
use of man-power and equipment, and control of inventories, with the ultimate goal of increased operating profit.
HE PLAN AS OUTLINED HERE

Principles On Which the Plan Was Constructed
This plan was designed around the following principles outlined at the start
by management:
I. Incentive offered must begin at a point
where earnings attained by the company
are sufficient to produce a reasonable
return on inves+ed capital and maintain
satisfactory dividend payments.
2. The plan is to provide for bonus payments at regular intervals so that par ficipants can enjoy the benefits of their
added efforts within a reasonably brief
period of time after performance.
3. The terms must be such that the plan can
be adapted to the particular conditions
of each division of the company.
4. Operating performance on which bonus
payments are to be based must be
measured over a period greater than 30

days to avoid sharp fluctuations in the
circumstances of operations and corre.
sponding peaks and valleys in level of
bonus earnings.
5. Factors in the plan for determination of
earnings should cover: (a) control of
operating expense and maximum output
at economic levels of cost, (b) maximum
use of facilities, (c) adequate control
of inventory balances, (d) maintenance
of favorable current asset position.
6. Incentive paid must be reasonable in
amount in relation to effort expended
and results obtained, and should not exceed 50 per cent of base salary earnings.

With the above principles in mind, a study of company performance with
respect to earnings was made, employing detailed data for each operating division. This study spanned a ten -year period of operation to include the extremes
of variation in the economic cycle of business, i.e., highly profitable operations
and operations at a very low level in relation to normal capacity.
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Separate Division Ratios for Bonus; Exempt Earnings
Under the plan minimum company earnings before any amounts become available for bonus are based on capital employed, which is defined as actual capital used in the carrying out of operations and represents tax or specially determined values for fixed assets, tools and dies, etc., inventories and accounts receivable, as well as an amount of cash equal to thirty days requirements for plant
operations. A schedule was developed on this basis showing capital employed
and average divisional profit before taxes.
The results brought out the different earning potentialities of the plants
arising from the nature of products produced and sold. Some divisions manufacture products which inherently have a good profit margin, while other plants
do not, and therefore earn lower margins of profit. As a consequence, earnings
requirements expressed as rate per year on capital, as determined for the company as a whole, was modified for application to each plant. To use purely
hypothetical figures, a company might arrive at minimum required earnings of
12 per cent per annum and might modify these for its individual divisions as
follows:

"

"

"

"

Division

Company average

A
B
C
D
E

10.55%
3.06%
18.72%
11.29%
10.91%
12.00%

The sole purpose of modifying minimum base earnings rate per year, in this
way, is to prevent inequities among staffs of the several divisions from arising
in the amount of bonus paid. For example, if each division were required to
earn the average base rate on capital employed before bonus could be paid,
some divisions would have to increase their present efforts beyond practical
limits to earn this amount while others, without additional effort, could realize
the amount required. In cases of transfer or shifting of key personnel from
one division to another, this point will stand out particularly.
Determining Capital Employed for Minimum Earnings Basis
Perhaps a more difficult matter than the normal or desired rate of return, is
the definition of the base to which to apply it from period to period to determine company earnings exempt from bonus. In setting up the value of company capital employed, items such as property, plant and equipment, patents,
tools, jigs and fixtures have been adjusted to a normal net book value by deductNOVEMBER, 1950
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ing from their cost, depreciation and amortization allowable for tax purposes.
Items amortized under certificates of necessity (60 month basis) during World
War II were re- instated as capital for present purposes and adjusted to "normal" net book values in like manner. (The fixed asset element of capital employed is not revised during a year despite possible changes.)
Cash was included in capital employed in amounts representative of thirty
day requirements for each division. The amount was determined as approximating the cost of operations for thirty days after exclusions from costs of non cash items. Noncash items are those which are purely accounting entries, such
as depreciation and provision for reserves and contingencies which have been
charged to operating expense. Operating expenses included in inventory balances for the period were also excluded from the cash requirements determination. In short, cash requirements for manufacturing were considered to be total
expense, less noncash items and amount of burden absorbed in inventory.
CALCULATION OF MINIMUM EARNINGS REQUIREMENTS
Amount

Capital employed

Inventories
...................................................................
............................... $1,858,000
Property, plant
and equipment
...............................................
Accountsreceivable
938,000
................................................ ...............................
Cash
225,000

................................................. .................................. : ........................ ....
............................... ...............................

Required monthly earnings rate for div.
Requiredearnings

...... ...............................
............................................... ...............................

$4,131,000
33,000
$4,098,000
.8792%
$

Credit for below-normal inventory

36,030

* 10.15 per annum as per figures cited in text for Division "A"

EXHIBIT 1

The normal inventory investment of each division was determined as a three months moving average. Thus, in practice, the modified rate of return as applied to the plant's ten year average inventory. Then if inventory balances for
the period under consideration show increase over normal requirements, the
plant rate must be earned on the excess amount. If inventory balances were
below normal, a like reduction in required return is effected. Hence any division which maintains efficient control of inventories will be able to earn additional bonus. Poor control will mean a smaller bonus or, in extreme cases, none
at all.
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The accounts receivable component of division capital was also considered
as a three - months moving average. In this case, the plant's modified rate of
return was considered to apply directly to this amount.
Computation of Bonus Profits and Bonus Ratio
Based on the above treatment of the several items in the capital of each
division, its required return can be computed by the application of the appropriate modified rate to the total, with separate calculation of excess or reduced
capital in inventories. The sample figures on Exhibit 1 carry out this computation.
DETERMINATION OF BONUS PROFIT RATIO
.......................$227,030
Gross manufacturing profit
.. .. .. .. .. ..
Deductions:
Minimum earnings requirements (from Exhibit 1 ) ................ $ 36,030
Fifteen per cent of sales to cover selling and administrative
expense

142,500

................................................... ...............................
Net t ot al
................................................... ...............................

Additions:
*Introduce mark -up on interplant and foreign shipments at
.
gross profit percentage..
..................... ..................... .....
Special tool expense
............................... ........
Bonus compensation.............................
included in expense

32.000
10,906
3,500

... ...............................
Netbonus profit
...............................
$94,906 = $36,030 = Bonus profit.........................................
ratio
............................. ...............................

178,530
$ 48,500

46,406
$ 94,906
274.0%

EXHIBIT 2

The next step was to find profit after required return. In determining bonus
profit, gross manufacturing profit was used as a starting point from which minimum profit requirements and a fixed percentage of sales to cover cost of selling, advertising, administrative and general corporate expense, were deducted.
The result was gross bonus profit.
To this figure were added back items charged to manufacturing operations for
the period, over which the bonus plan participants had no control. This included special tool expense and bonus payments made to participants in the
period and included in expense. One other item added to gross bonus profit
under this plan, is an amount for gross profit on interplant and foreign affiliates
shipments. (Mark -up is at same rate as earned on regular shipments.) The purpose of equalizing profit margins on interplant and foreign affiliates shipments
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271

is

%

%

%

%

%

C OR R EL AT I ON OF BON US PROFIT R AT I OS W I T H BON US PAY M EN T
PERC ENTAGES
Bonus
Bonus
Bonus
pr of i t s
Bonus
profits
Bonus
profits as
Bonus
of
paymen t
of
p a ym e n t
as a
a as of
as a
paymen t
minimum
of base
minimum
of base
minimum
of base
ear ni ngs
s a l ar y
earnings
sal ary
earnings
sal ary
0
10.0°/
5.00%
155.0%
32.20 / .
300.0%
39.30%
15.0
7.20
160.0
32.60
325.0
39.78
10.0
9.40
165.0
33.00
350.0
40.25
25.0
11.10
170.0
33.40
375.0
40.73
30.0
12.80
175.0
33.75
400.0
41.25
35.0
14.30
180.0
34.10
425.0
41.69
40.0
15.80
185.0
34.35
450.0
42.13
45.0
17.02
190.0
34.60
475.0
42.56
50.0
18.25
195.0
34.90
500.0
43.00
55.0
19.37
200.0
35.20
525.0
43.31
60.0
20.50
205.0
35.45
550.0
43.63
65.0
21.95
210.0
35.70
575.0
43.94
70.0
22.40
215.0
35.95
600.0
44.25
75.0
23.25
220.0
36.50
625.0
44.44
80.0
24.10
225.0
36.40
650.0
44.63
85.0
24.85
230.0
36.60
675.0
44.81
90.0
25.60
235.0
36.90
700.0
45.00
95.0
26.25
240.0
37.20
725.0
45.17
100.0
26.90
245.0
37.35
750.0
45.33
105.0
27.50
250.0
37.50
775.0
45.50
110.0
28.10
255.0
37.65
800.0
45.67
115.0
28.70
260.0
37.80
825.0
45.75
120.0
29.20
265.0
38.05
850.0
45.94
125.0
29.70
270.0*
38.30
875.0
46.02
130.0
30.20
275.0*
38.45
900.0
46.10
135.0
30.65
280.0
38.60
925.0
46.20
140.0
31.10
285.0
38.80
950.0
46.30
145.0
31.45
290.0
39.00
975.0
46.40
150.0
31.80
295.0
39.15
1000.0
46.50
I. Ratios asterisked are over and under bonus profit ratio developed in
Exhibit 2. Payment percentage is 38.42% by interpolation.
for the purpose of facilitating the determination of
2. This scale
bonus earnings, expressed as a perc ent age of the base salary of the
participant. It represents readings taken from a curve chart.

EXHI BI T 3

with those on regular merchandise was to minimize any possibility of the participants showing partiality in their efforts to produce and ship customer's merchandise with a resulting detriment to volume of interplant or foreign affiliates
business.
The sum total of the factors thus added to gross bonus profit gives total
bonus profit for the period under the plan. Exhibit 2 is illustrative. Total bonus
profit is divided by minimum earnings requirements from Exhibit 1 to arrive
at percentage of increase over minimum base earnings. This is the bonus ratio.
272

N. A. C. A, BULLETIN

From Bonus Ratio to Bonus Payments
The bonus ratio is determined for each month's operations and bonus is paid
to participants monthly. However, although the ratio serves as a measure of the
bonus to be paid, it is not applied directly to a participant's salary as a percentage thereof. To do this would promptly result in bonus amounts impracticable
of payment. Instead a graph was devised from which amounts to be paid could
be read in percentages of salary applicable as the bonus ratio increased. Exhibit
3 presents a table constructed on the same formula basis, with two columns
expressed in percentage form. The first lists bonus ratios in percentage steps
of five from 10 per cent to 300 per cent and in percentage steps of twenty-five
up to 1,000 per cent. In the second column appear percentages to apply to
participants' salaries when the corresponding bonus ratio is reached.
For example, the bonus profit ratio of 274 per cent appearing in Exhibit 2
means a bonus of 38.42 per cent of base salary. These bonus payment computation percentages increase with each increase in bonus ratio but at a decelerating pace, so that the scale of bonus payments as scheduled runs from five per
cent of base pay when bonus earnings are ten per cent over minimum earnings
requirements, to 46.5 per cent of base pay when the excess over minimum requirements is ten times these requirements or 1,000 per cent.
A Balanced Plan
The fact should be stressed that the outstanding feature of this bonus plan is
the emphasis put on the efficient use of capital and on economical production.
After careful scrutiny of the plan, it is quite obvious that all individuals who
participate have in some measure a responsibility, which, if carried out well, will
result in increased bonus earnings, dependent on the extent of their efforts.
Under the plan, a division experiencing a windfall in the nature of increases
in sales volume, cannot enjoy any substantial increase in bonus earnings unless
production costs are held down to an economical and profitable level, inventory
balances are controlled for maximum turnover, and close control is exercised
over operating expense.
This plan has been in operation at Square D Company for about four years
and has met with widespread approval and enthusiasm on the part of our respective department heads. We believe that favorable operating results have
been obtained which would not have come about if the plan had not been installed.
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Once Over Every Quarter — A Cycle Inventory
by JOHN BABILLUS
Industrial Engineer, Cedar Rapids, la.

There is a staff crew in the company serving as the background for
this paper, which devotes its time to the taking of inventories. The
procedures under which classifications of items are covered each
week, the care exercised to check the records and to control adjustments, and the over -all results achieved form the topics of the article.

of material control is based on the perpetual invenW tories, a means for continuous
inventory checking must be provided in
HENEVER A SYSTEM

order that an accurate inventory picture be on record at all times. The procedure set forth in this article and designated as a cycle inventory provides not
only a continuous check on the physical quantities of parts or materials on hand
but also provides an incentive for better housekeeping in the stores areas.
Probably the most important development to be looked for from an adequate cycle inventory procedure is the prospect of eventually dispensing with
the annual physical inventory. A well - conducted cycle inventory, such as the
one to be described, will produce a "record inventory" of sufficient accuracy to
merit acceptance by outside auditors. Another result of utmost importance to
the production departments, is the discovery by routine checks of shortages in
count, mixed stock, obsolete, damaged or substandard parts, and similar elements which are deterrents to uninterrupted production. Corrective measures
can usually be taken to remedy the situation before it becomes critical.
Parts Classification and Minimum Frequency of Counts
The cycle inventory procedure is in current use in connection with a material
control system similar to the one described in a previous article by the author
(July 15, 1949, N.A.C.A. Bulletin, Section 2). The procedure utilizes tabulating equipment. A master price classification deck consisting of a tabulating
card for each item carried under the material control system, is set up. Each
card in this deck shows part number, unit of measure, and price code. Whenever new parts are introduced, a master price classification card is prepared for
them and whenever parts are dropped, the master price classification card is
removed.
In this particular installation, five price codes have been established. The
number of times that the items in any particular price code category should be
counted during each year is a matter of judgment based upon the knowledge of
the types of parts being carried in stock. In this instance the minimum requirements were set up (these are protective minimums for, as exemplified later,
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it will be seen that we try for quarterly coverage of substantially all items) as
shown below. In this particular installation the five price codes have been
established:
Code
1
2
3
4
5

Unit value range
.0001
.0501
.2501
1.0001
12.5001

to
.0500
to
.2500
to
1.0000
to 12.5000
and up

Minimum
number of times
a year to count
Once
Twice
do
Three times
Four times

The minimum requirements were based on the number of items in the price
code groups, the total dollar valuation, the ease of obtaining replacements,
etc. As indicated, the minimum requirements were established as a guide only.
It remained the responsibility of the material control department to vary the
requirements depending upon any situation which might arise.
Count Preparations and Procedures
All of the necessary cards and tabulations required to conduct the cycle
inventory are prepared by the tabulating services department. The cycle inventory card, itself, is reproduced from the master part classification card for each
part, with part number, unit of measure, and cost code interpreted for the
benefit of those taking inventory. There are spaces for entry of counter's code
and of quantity to one decimal place. The remainder of the card consists of
the "fields" for later use on the tabulating equipment.
A second card provided is the cycle inventory bin card. which is used as a
means of signalling the storekeepers that the parts in a bin or area have been
inventoried and that any receipts or issues of these parts must be properly
recorded in the spaces provided on the card. (The card is tabulating size,
printed in red, and bears instructions that receipt quantities should be posted
with a plus sign and issues with a minus sign.) Thus the card affords the
cycle inventory section a means to compute the stock balance at the end of the
count period. This card is prepared by the tabulating service department for
each part number to be cycle inventoried by reproducing it from the cycle
inventory card. The part number is interpreted in the part number space. The
tabulating staff also runs a list of parts in part number order under price code
classifications, to serve as a "pull" list for picking up the bin cards at the end
of the week of inventory.
A calendar week constitutes a "count period" under the cycle inventory
procedure, with Friday as the "cut off' day. The tabulating services department
forwards the cycle inventory cards, the cycle inventory bin cards, and the
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275

check list to the stores control department for use by the cycle inventory section. The items to be covered by the count are identified on the check list.
Both sets of cards are in part number sequence under price code.
Counting is likewise in part number sequence under price code group. When
the counter has completed counting the parts in a bin, tote box or area, and
has entered the quantity on the cycle inventory card, he writes the quantity
again on the bin card, along with his clock number. It is the responsibility of
all storekeepers to watch for these cards and to accurately post all receipts and
issues of parts which have been inventoried.
At the close of business on Friday, the cycle inventory crew collects all bin
cards issued in connection with the inventory for the week, using the "pull"
list as an aid in locating them. The stock balance is then worked on the cards
by adding all posted receipts and subtracting all posted issues from the notation of original count. This stock balance is transferred in each case to the
cycle inventory card. These are forwarded to the tabulating services department for processing, while the bin cards are retained in part number sequence
by the cycle inventory section for the time being.
Since both the cycle inventory cards and the bin cards are furnished to the
cycle inventory section in groups representing a price code or codes, it is the
responsibility of the cycle inventory section to properly store, handle and complete these cards in part number sequence during the checking period, so that
there will be no carrying overs of part .numbers into the inventory of the next
week. The transaction paper cut off as well as the part number cut off must be
carefully watched on each Friday.
Check of Differences

The tabulating department automatically checks the count to the records by
preparing a report, also in part number sequence, subtracting the cycle inventory quantity from the record inventory quantity as of the close of business on
Friday. If the two quantities are the same, verification is established by the
zero result. If the cycle inventory quantity is greater than the record inventory
quantity, the difference is minus and, conversely, if the cycle inventory quantity
is less than the record inventory, the difference is plus.
The inventory cards for all parts which balance to zero are destroyed. The
cards for all parts which do not balance, together with the corresponding material control ledger cards, are used to determine the reason for the discrepancy.
After recount and analysis, the cycle inventory section initiates corrective action
as required, by means of the Stock Receipt and Inventory Change Notice,
Exhibit 1, and records the action taken on a copy of the tabulating department
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difference report. The bin cards are retained until final disposition is authorized
by the treasurer's department.
The over -all purpose of the stock receipt and inventory change notice is
broader than correction of balance at inventory times and covers information
for the correction or revision of stock data pertaining to:
I. Original receipts from manufacturing
orders, stock move orders, and returns to
stock.
2. Original receipts from purchase orders.
(Receiving reports.)
3. Original issues on standard material

orders, stores requisitions, stock move
orders,
work -in process
replacement
orders, rejected purchased material tags,
and partial stock issues.
4 Unaccountable stock gains or losses.

M

STOCK RECEIPT AND INVENTORY CHANGE NOTICE
AME ND T HE A BO VE R EF ER EN CE D STO CK R EC EI PT O R CH AN GE T HE

STOCK RECH►T NO.

INVENTORY STATUS AS INDICATED BELOW FOR THE REASONS STATED,
0U AN I 1T
ADD
I g U Rr

I
P " T NUw e .

/UAlNK I

9301

DATE

DESCIIITN)N

/
CODr

COD! COOP 1f I 11f N C l

I

I L

RrASOH ON 1 fAM IB3

w11r1[N by

PD- ilR0l1- DQl -DD—JN

eb4- SP— ►NM- -IY 30

II

W1F_

ORIGINAL

EXHIBIT I

The following information is carefully recorded on the form in order that the
need for the adjustment may be fully documented in each case:
I. The original

stock receipt or issue number (In connection with uses I, 2, and
3 noted above).

2. Date written.
3. Quantity ( If the quantity is to be revised upward entry is made in the
"a d d " column; i f t he quantity is to be
revised downward, entry is made in the
"delete" column.)
4. Part number.
5. Unit of measure code.
b. Description
7. Source C --)de (Transaction code).
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8. Class Code (Procurement code).
9. Material code.
10. Reference, i.e., a numeral referring to
the detailed explanations in the "reasons or remarks" section at t he bottom.
I I. Reasons or remarks: Changes are completely explained and the reasons the
changes are to be made are given,
together with a list of the serial numbers and reference letters of applicable
original source documents, if not shown
in (1) above.
12. W ritten by (clock number).
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The form may be originated by any authorized member of the stores control
department. It may also be originated by members of the cycle inventory
crew. Although the stock receipt and inventory change notice is a four -part form,
only the action affecting the material control copy is of importance here. This
copy is sent to the central material control section of the planning department
where the proposed adjustment is checked against the appropriate material
control ledger card. Any action that is deemed necessary by the central material control section is initiated.

100.00%
.50°/ ,
.37
.13%

116,333.20
5,854.78
3,326.09
2,528.69

100.00%
5.03%
2.86
2.17%

$2,840,425.51
14,954.16
12,324.05
2,630.11

100.00%
.52%
.43
.09%

$

(

(

100.00%
18.34%
21.24
2.90)%

$1,174,521.73
5,842.97
4,187.35
1,555.62
$

1,488
273
316
43)

100.00%
2.63%
4.06
1.43)%

$

M aterial
Total count (approximate)
Gross stock gains
Gross stock losses
Net gain (loss)

4,830
127
196
69)

(

Raw
I.
2.
3.
4.

(

Sales Inventory
I. Total count
2. Gross stock gains
3. Gross stock losses
4. Net gain (loss)

(

(

(

—

SUMMARY OF ADJUSTMENTS TO INVENTORIES RESULTING FROM
CYCLE COUNT
Quarter Ended December 31, 1949.
Number of Parts
% to
Standard
% to
Counted Inventory
Cost
Inventory
Manufacturing Inventory
100.00%
100.00%
$1,549,570.58
I. Total count
12,103
6.61%
.21%
1. Gross stock gains
799
3,256.41
10.00
3. Gross stock losses
1,211
.30
4,710.61
3.39)% ($
1,454.20)
.09)%
412)
4. Net gain (loss)

18,421
1,199
1,723
524)

100.000/.
6.51%
9.35
2.84)%

$

(

I. Total count

2. Gross stock gains
3. Gross stock losses
4. Net gain (loss)

(

Combined Inventories

EXHIBIT 2

One Quarter's Adjustment
The following summary of adjustments made to the inventory records as a
result of the cycle inventories conducted during the quarter ending December
31, 1949, illustrates the effectiveness of this type of procedure for controlling
inventories. The inventories during this period covered the entire raw material
stock and all component parts with unit costs of $0.0501 or over. It was
found that a relatively large number of items required some quantity adjustment. However, of the 2,010 adjustments made to the manufacturing inventory,
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1,115 or 55%, were for quantities of one or two items and only six were for

quantities in excess of $100 in value. The quarter's adjustments are summarized as follows:
Number of Parts
Counted
Manufacturing inventory
........................................
Sales inventory .................
....................................
Raw material inventory

........................................

Total

Adjusted

Per Cent
Adjusted

1,488

2,010
323
589

16.61%
6.69%
39.58%

18,421

2,922

15.86%

12,103

......................................................
The net dollar adjustment amounted to only $2,630.11, less than one tenth
of one per cent of the value of the items counted. The number of physical
adjustments together with their dollar aggregates is shown by sections of the
inventory in Exhibit 2. Raw material, because of the various measurements
under which it is received, stocked and issued, normally produces a large percentage of adjustments. It should be pointed out, however, that 467 of the
589 adjustments were for quantities of less than 25 units (feet, pounds, or
ounces).
Methodical and Up -to -Date Control of Quantities
It may be said of the quantity (and consequently value also) control
effected by the cycle inventory procedure which has been outlined and commented upon, that it operates more successfully to catch up with material losses
from various causes and book errors in recording than does an annual physical
inventory. It lacks only the complete immobility of operations under which the
physical inventory is traditionally taken —the one great cutoff, internal and
external, which is presumed to eliminate duplications and omissions, to provide
an inventory staff from the work force, and to focus the attention of the organization as a whole on the objective of taking an accurate inventory as a milepost of profit determination.
Doubt may well be entertained that the inventory task so undertaken yields
better results than one performed throughout the year, always by a trained
staff, always relatively close to the time of occurrence of discrepancies which
may be uncovered, and always with emphasis on corrections which will benefit
the efficiency of operations. Recognition is also given to the relative values of
inventory classifications. The care which is taken to investigate differences
before their adjustment and to effect adjustment only under authorized procedures will have been noted. These elements of control, combined with the
results which have been displayed in Exhibit 2, bear marked testimony to the
efficacy of the cycle inventory procedure.
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Physical Inventory Day -by -Day
by WARNER V. STOUGHTON
Manager, Infernal Auditing Division, Caterpillar Tractor Company, Peoria, Illinois

The necessity for taking a physical inventory annually has been
eliminated with respect to a group of parts depots, under a procedure
described in this article. Close attention is paid to quantity differences disclosed by the serial counts made.

taking an annual physical inventory breaks
T into production and customerofservice
activities and may not in every case be
HE TIME - HONORED PROCESS

the only practicable way to get at the value of the inventory on hand to verify
the accuracy of reported profit. Caterpillar Tractor Co. is employing a continuous
physical inventory procedure for its parts depots and thus avoids the annual
physical inventory in these units of the organization.
The company maintains eight parts depots across the country, through
which its independent dealers and distributors may order emergency parts
requirements for immediate shipment. In most instances, such orders are
filled the same day as received and the shipments will reach the dealers and
distributors or their customers within twenty -four hours thereafter. Inventory
control is effected through the modified retail inventory system described in a
previous article by the present author. (N.A.C.A. Bulletin, June 1949.) Both
sales and transfers of the parts are recorded on invoices at dealer's net prices,
i.e., wholesale. A general ledger inventory controlling account is maintained
in the general office of the company at Peoria, with values recorded at estimated
standard cost. Only quantities are recorded on the stock records maintained at
the parts depots.
Count Procedures When Stocks Are Replenished
The physical inventory of parts at the depots, dovetailing with the procedure
here presented for elimination of the complete once -a -year physical inventory, is
arranged to take place at a time when the lowest quantities are on hand and is
performed by regular storeroom employees. Ordinarily this time will be just
prior to the refilling of the bins (or other storage spaces) with replacement
stocks shipped from the factory. When stocks are so shipped on order from
the depot, a so- called Peoria packing list is completed with the following data
and is mailed to the depot:
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I. Quantity shipped.
2. Quantity back ordered.

3. Package numbers.
4. Car number.
5. Date shipped.

At the depot, receipt of this packing list serves as a signal to remove from
file the Peoria Receipts Forms (Exhibit 1) . These are prepared when the
order for replacement stock is submitted to the factory. A clerk designated by
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EXHIBIT 1

the depot manager enters the following data from the packing list to the receipts
forms for all items indicated as shipped:
Package numbers.
2. Car number.
3. Peoria parts shipping order number.
(Any receipts forms covering items not returned to a pending shipment file)

The forms representing parts shipped are grouped according to package numbers and given to personnel in the depot storeroom. Receiving Clerks count the
material received and enter the quantities-on the applicable receipts forms.
The material is then moved to the vicinity of the depot storage location
designated on each receipt form when it was issued. Before putting material
into the storage location, the clerk handling it counts the supply already in
the location. This quantity is added to the new quantity and the sum is entered
in the appropriate space on the receipts form which is now considered as completed (barring discovery of difference as noted below) and is sent to the
office after the storeroom clerk has made sure that all of his entries have been
dated and initialled as required by form.
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While this is the prescribed counting procedure on receipt of stock at the
depots, we have made it flexible. For example, each depot may have large volume low unit value items which it may not be practical to count each time a shipment is received. Permission is granted to deviate from the foregoing instructions if the depot manager so requests in a memorandum setting forth the
facts and addressed jointly to th e p ut s department and the internal auditing
division. When permission to deviate is granted, it is stipulated that the parts
involved are to be counted at least twice a year. If differences between stock
record quantity balances and the totals of items counted then occur, they must
be investigated and reported in accordance with established procedure.

Recheck of Differences From Perpetual Inventory
The regular counts recorded on the Peoria receipts form are compared to balances on carry through to the check of inventory cards. The forms completed
N°

AUTHORIZATION TO RECHECKAND ADJUST STOCK RECORDS
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YM.
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DATE
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—
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rOSTED TO
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EXHIBIT 2

by storeroom clerks and
part number sequence.
the normal manner and
hand then appearing on
entered on the receipts

received in the parts depot office, they are arranged in
Clerks in the office post receipts to stock records in
determine the new balance on hand. The balance on
the stock record is compared with the sum which was
form when the new items were put into the bin and

the old items counted. If the two quantities agree, the receipts form is handled
in routine fashion. If the b alance on hand as per the stock records and the
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receipts form do not agree, the posting clerk jots down the stock record quantity on the receipts form and hands it to the stock records supervisor for investigation. Mention might be made here that the comparison of the quantities
on hand per stock records and those shown on receipts form also provides a
check on the accuracy of the entries made on each record.
When Peoria receipts forms are delivered to him for investigation, the supervisor initiates a serially- numbered Authorization to Recheck and Adjust Stock
Records, Exhibit 2, which is usually referred to as the inventory recheck card,
requesting the storeroom to recount the item in question. Space is provided on
the inventory recheck card for the following information:
I. Part number.
2. Part name.
3. Date of request for recount.
4. Date of recount.
5. Quantity as recounted.

6. Initials of storeroom clerk.
7. Quantify per stock records.
8. Difference.
9. Supervisors initials.
10. Location.

When sending the inventory recheck card to the storeroom, the supervisor enters
only the part number, part name, location, and the date of the request and
his initials. The storeroom clerk making the recount fills in its date, quantity
as recounted, and his initials. After this the form is returned to the supervisor,
who compares the quantities on the recheck card with the quantities as shown
by the stock record.
If the two quantities still do not agree and the difference cannot be reconciled
by adding or subtracting unposted or otherwise incomplete transactions, the
supervisor adjusts the stock record quantity to agree with the physical count
and adds the adjustment to a monthly report of inventory differences, described
below. All inventory recheck cards are retained by the depot until the following company -wide inventory. Recheck card serial numbers must be accounted
for by the depot when requested by the internal auditing division.
Reporting Inventory Differences to the Head Office
The company's head office keep informed as to the occurrence of parts items
differences arising when the count are made on receipt of materials and as rechecked. At the end of each month the depots prepared in triplicate a report
of inventory differences, in which the following details as to such items are
listed:
I. Recheck card number.
2. Date of recheck.
3. Quantity on hand.
NOVEMBER, 1950

4. Quantity per stock record.
5. Difference.
6.. Notes or explanation (if any.
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Two copies of this report are furnished to the parts department at Peoria
and the third copy is retained by the parts depot. When the parts department
receives its copies, the sales value of the differences is determined and entered
on both copies. The original copy is then forwarded to the general accounting
division through the internal auditing division, so that adjustments in the
company's general accounts can be considered. The copy retained by the parts
department is used for statistical and managerial purposes.
Annual Inventories from the Stock Record
Once each year at a time mutually acceptable to the parts and accounting
departments, an inventory is "taken" from the stock records and is costed, extended, and footed. The respective general ledger controlling accounts are
adjusted to the amounts so determined.
In its practical application, this inventorying operation is performed quite
simply. A deck of punched cards is reproduced in Peoria from a master deck
which contains the part numbers of all items as well as their cost and price data.
After being serially numbered for control purposes, the cards are shipped to
the parts depot together with a small supply of blank cards, also serially numbered. Upon arrival at the parts depot, the serially- numbered pre - punched
cards, which are in part number order, are sorted into two groups: (1) items
on hand according to the stock records and (2) items not on hand. (Not all
depots stock all parts) .
On the agreed inventory date, all quantities on hand according to the stock
records are recorded on the inventory cards. If necessary, blank cards are
written up manually to report parts on hand for which no pre - punched cards
may have ben prepared or where pre - punched cards have been damaged in
handling. After verification of the recording operation, all cards —used and
unused (including damaged) —are returned to Peoria.
The cards are accounted for upon their return, in part by mechanical methods. Missing cards can be identified to part number because cards for each
depot are in repeating series in the same order as to part number. Hence cross
reference will serve to disclose the part number in question. Cards with handwritten quantities as well as those completely written at the depot, are key
punched and verified and the latter group is costed and priced. All good cards
reporting quantities are extended, verified, listed, and totalled mechanically to
secure the inventory total.
The work of test verification of card control, quantity key punching, cost
and price data, extension and footings, is reduced to a minimum. However,
within twelve months after a stock record inventory, the parts depot is visited
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by representatives of the internal auditing division. Among other things, the
general accuracy of the stock records is test - checked at that time as follows:
I. Stock record inventories previously re-

ported, are traced to the stock records.
2. Current physical counts are made and
compared with the balances shown on
the stock records.

3. Shipments from Peoria are traced to the
stock records.
4. Shipments from the parts depot as recorded on the stock records are traced
to customers' invoices.

Pro and Con
The system set forth here has advantages and disadvantages, as does any
other system. Among its disadvantages, are that it does disclose off double
locations where the same part may be stored nor does it provide positive proof
that all locations are recorded. Also the handling of the receipts card retards
putting the stock away lastly if not carefully supervised, the count procedure
may result in an excessive number of counts of many fast - moving items.
On the other hand, the procedure does tend to keep the records accurate
and encourages daily accuracy on the part of employees of both the storeroom
and office. It isolates errors before they age and provides a relatively painless
method of accomplishing an otherwise undesirable job, in that it substitutes for
the annual physical inventory. While it does not wholly eliminate the need for
periodical physical inventories, it does relieve somewhat our dependence on
"annual" physical inventories. Most important of all, it permits uninterrupted
service to the customers which inventory- taking otherwise tends to impede.
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A Pension Plan Miniature
by HAROLD W. HOWE
Assistant Treasurer, H. C. Godman Co., Columbus, Ohio

Part service costs may make a pension plan .Teem wholly impracticable
in the case of small companies with over - average age employees,
despite especially strong desire in these instances to reward long and
effective service. How one company in this situation developed a pension plan of the supplementary type is here briefly presented.

M

AN Y SM ALLE R COM PAN I E S

are faced with the problem of providing a
pension plan for their employees whose average age is high, thus making
the cost of an insured plan prohibitive. To meet this problem in our company,
a tailor -made pension plan was developed by the president.
The purpose of this pension plan is to supplement Federal social security to
help provide a living for people who grow old in the service of the company.
It is not represented as adequate in benefits to provide full support for retiring
personnel with long past service periods. It is represented as providing a worth
while increment to social security benefits. It is applicable after those covered
are unable to do a full day's work, either because of advanced age or infirmities
or both. Employees are not retired just because they reach age 65. There must
be disability in terms of the work to be done. So long as workers are able to
do a fair day's work and want to work, the company wants them to stay on
the job. Some of our most productive employees are past 65.
The pension plan is described in the following statement of policy which is
similar to that issued by our board of directors:
Benefits—
An employee 65 years of age or older
with ten years or more of continuous em.
ployment, and who is physically unable to
perform his employment duties, may be
retired by the company and paid a
monthly pension in an amount equal to
$1 for each year of continuous employment.
The effective date of the plan will be
September I, 19 —.
Eligibility—
All active, regular, full -time employees on
the company payroll as of the effective
date of the plan and all persons employed thereafter as regular, full.fime employees are eligible upon completing fen
286

years of continuous employment with the
company and upon attaining the age of
65 years or more.
Refiremen +—
An eligible employee who is retired by
the company will be paid a monthly pension, but an otherwise eligible employee
who refires voluntarily will not be paid
a monthly pension, as pensions are paid
only to employees refired by the company.
Pensions will be paid monthly on the first
day of each month, beginning on the
first day of the month following the date
of retirement, and will end with the payment on the first day of the month in
which such retired employee dies.
N. A. C. A. BULLETIN

Years of service—
In establishing the number of years of
continuous employment over and above
the first ten full years, all fractional parts
of a year less than six months will be
ignored in computing the amount of the
monthly pension. All fractional parts of
a year of six months or over will be
counted as a full year.
Administration—
The president of the company will appoint a pension board consisting of three
members and all recommendations for retirement of eligible employees under the
plan are to be submitted in writing to the
pension board on forms prescribed and
furnished by the board.
Recommendations for retirement of factory employees are to be made by the
factory superintendent. For all other classes of employees, such recommendations
are to be made by the manager of the
department in which the employee works.
The board will review each retirement
recommendation and submit a report on

it to the president of the company for
final action. If an employee's continuous
employment has been interrupted by con ditions beyond his control, the board will
carefully consider these circumstances
and make its recommendation accordingly.
Under exceptional circumstances a recommendation may be made to the board of
retirement, with pension benefits, of an
employee under 65 years old, with ten
years or more continuous employment, but
each such recommendation must be approved by the board of directors of the
company.
Payments to any or all retired employees
may be discontinued at any time upon
order of the board of directors. Payments which by reason of attempted assignment, attempted subjection to legal
process, or which by reason of any other
condition or circumstance would not be
personally enjoyed by the retired employee, may be withheld by the company
or paid to any other person, firm or corporation for the benefit of such retired
employee.

In any application of this type of plan, as in our case, it is necessary to determine the maximum cost for a period of ten or more years by completing a
schedule to include all present employees 60 years of age or older and showing
the following data:
I. Age of each employee.
2. Years of employment.
3. Life expectancy. (This information can
be secured from almost any life insurance company.)

4. Monthly pension payment upon retirement at age 65.
5. Total monthly pension to employees
eligible.
6. Total annual pension to employees eligible.

Under the plan, the company pays the entire cost of pensions and, based on the
estimated maximum annual cost of pensions to be paid, a provision for this
expense can be made. If possible, it is advisable to fund the reserve established
for payment of pensions.
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MORE THAN ONE ROAD
I WAS EX TRE M EL Y GRATIFIED

to See recently an excellent pamphlet, entitled
"Industrial Accounting Careers in United
States Steel" and published to tell accounting students what working at their chosen
profession for a large company, is like.
Here, certainly, is the most difficult type of
information for the classroom instructor to
get over to the student.
Most accounting students are overly impressed by the C.P.A. certificate and the
value of public accounting experience. They
need to learn that more and more frequently
executive accounting positions in industry
are being filled from within the organization, especially in the larger companies.
Students also have a fear of getting "lost"
in the larger companies.
If industry is to obtain graduates of sufficient intelligence and of proper training,
somewha t different from that of the student
who will enter public accounting, help must
be provided accounting teachers in convincing the students of the challenging tasks
awaiting them in industrial (managerial)
accounting.
G. K. NELSON, Williamsport
STUDIED STANDARDS
for the installation and administration of standards
TH E

PER SON

RESPONSIBLE

has a very important

task

because the

POINTS

technical or other knowledge significant to
the success of operations.
Keep a detailed record of all calculations
and supporting facts. Remember that standards should be equitably established. Review each standard with the supervisor who
is to be responsible for performance under
it. Check the supervisors' objections and,
where they are valid, recognize them. When
arbitrary determinations must be made, concede their character.
Be certain to employ clear and uniform
terminology. Improve your ability to discern and furnish management with the information it requires.
Improperly set standards not only confuse
management and irritate employees but are
definitely unfair. Properly set standards
take time and hard work but they pay off
big dividends in correct management decisions and improved employee morale.
R. J. BONNER AND L. B. KENNY, Fall River
REALISM IS BEST
I T WAS W I TH M U C H A S TO N I S H M E N T

Some
years ago that I heard it said, "There is

value of cost comparisons lies in the ac.

no such thing as 'cost.' Cost is what the
boss says it is." If this be tru e, I thought,

curacy with which standards ha ve been set,
performance records compiled, and the re-

what is this subject called cost accounting

port presentation made.
If it is your job, or primarily so, there

seasoning has made the picture much more

that I have been studying? A few years'
clear to me (without mak ing the statement

are brief useful inju nctions to be followed.

theoretically true or even practically true in

Know what is to be accomplished. Acquaint

all cases), and I am convinced that no ac-

yourself with the situation of the business

countant ca n afford to go long without that

as mirrored in the records or determinable
from observation. Supplement your infor-

picture being clear.

mation with that of individuals who possess

they at actual or at predetermined standard,
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Direct costs of material and labor, be

N. A. C. A. BULLETIN

on the need for and outcome of correctly

F

VIEW

seldom pose a problem. It is the indirect
costs which create the havoc and it is in this
area that costing may be reduced to "what
the boss sa ys it is." The ability of the boss
to stay in business depends to a great extent
upon the realism with which he is able to
apply his indirect cost to finished products.
It is of u tmost importa nce, then, that the
accounta nt be clea r in his own thinking in
this respect. For instance the accountant
who is dogmatic in the belief that premium
pay on overtime is necessarily a direct job
cost, simply beca use it is easy to tra ce to a
specific job, needs to take a look at a few
other facts. There is hardly any justification
for penalizing a job (and the customer) for
the chances that occur in production control.
Even where overtime premium pay is a cost
factor with some element of stability, provision will have been made in the overhead
budget to cover the premiu m pay, thereby
equalizing that cost element among all jobs.
When overtime is too irregular to allow for
practical budgetary planning, the overhead
application will still tend to very little distortion when the premium on overtime pay
is treated as indirect expense.
Although the application of overhead
may sometimes result in favorable variances,

reported cost information and its reflection
in cost figures. The a im of a pla nt superintendent is to increase the production and
improve the quality of the company's products. His pre- occupation with this direct
endeavor often leaves the cost accountant
asking without avail for information vital
to his records and to cost control.
Close tie -in with operating and engineering staffs may be had through use of an
engineering change record issued in quadruplicate and signed by the chief engineer
or superintendent, one copy of which goes
to the cost accountant. This should be used
whenever a change in material, operation
assembly, or routing takes place.
The important thing here, from the cost
accountant's viewpoint, is to be known to
have up -to- the - minute information. He will
find the engineering department looking to
him before very long for cost interpretations based on it.
GEORGE E. DOWLING, Waterbury
THINK FIRST —TALK LATER
IT

IS

E ASILY

AG R E E D

that capable man-

agement should do all that is possible
to maintain an easy flow of worthwhile
recommendations from its junior executives.
Yet the a nswer to the qu estion "How do I
sell my boss a good idea," is not easy.
Obviously there is posed a problem demanding the highest order of diplomatic

this does not necessarily mea n that there is

technique. Four principles which underlie

something in the boss's pocket which will

it are worth stating. Be positive that you

jingle. Tha t is wha t he is thinking of. He

are in step with the problem. Establish that

should be —and so should the accountant.
MAX W. SHOUP, Washington
DO THEY KNOW THAT YOU KNOW?
THE
P LAN T SU PE RIN TE ND EN T
and the
engineering department have to be sold

NOVEMBER, 1950

there are no decisions of far greater importance to be disposed of first. Present
your proposal from the recipient's viewpoint. Offer one or more specific illustrations of how the idea would work.
GEORGE A. RAWCLIFFE, Fall River
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Audit Control of Fund "Drives"
by WILLIAM L. HAUSMAN
Barrow, Wade, Guthrie & Company, Tulsa, Oklahoma

Among the effective volunteers to community fund raising endeavors
may be the accountant, whose occupational skill fill him to staff the
audit function. How this was done successfully in one instance by
an N.A.C.A: accounting group, is told in this article.

service by local
A chapters of accounting associations, includingtoourpublic
own, is found in the
N

INCRE ASI NGLY

I M P ORT AN T

CON T RI BU T I ON

voluntary participation in auditing functions incident to community chest and
similar drives for funds. This civic activity has a triple purpose:
I. Financial benefit to the charities involved
(by eliminating a not inconsequential
audit fee).
2. Opportunity afforded to demonstrate a

practical application of one phase of accounting technique.
3. Service by individuals to their communities.

Without presuming to consider that the ultimate has been reached (on the
contrary, we think the problems still present a definite challenge), there is presented here a successful plan of audit for a community chest drive followed
locally and embodying refinements of prior years' plans. This success is measured by ready availability of required information during the days of the campaign, when and as required, and prompt completion of the work by eight
o'clock each evening.
The Soliciting and Accounting Staffs
In common with most community chest drives, at least in the larger cities,
the activities were headed by a campaign chairman with various vice - chairmen
heading the major divisions (in our particular instance advance gifts, executives,
employees, downtown, districts, and national firms,) each with his predetermined quota. The divisions were divided into sections or units, headed by
majors with their staffs of captains who had their corps of workers or solicitors.
For audit purposes, each division was assigned a control number, —i.e., 100,
200, 300, and 400, 500, 600, and 700, with sectional subcontrols as required.
The physical facilities for the receipt and further handling of pledges and
cash consisted of six tellers' cages and an adjacent room for the auditor -incharge, his two assistants, and the head teller. The space and the temporary
tellers' cages were made available by the Chamber of Commerce. Each cage
was equipped with an adding machine and the control room was furnished with
an adding machine, several calculating machines, and a key punch machine.
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The personnel, apart from the soliciting force mentioned above, consisted
of six tellers provided by the local
banks and an auditor for each teller.

Solicitor's Daily Report Envelope
TULSA COMMUNITY CHEST

CodeNo

Date

.............................................

1.

............................

Processing Solicitors' Envelopes
at Tellers' Cages

Total number pledges enclosed . . ........................

As the Solicitor's Daily Report Envelopes,
(Exhibit 1), were presented
. . . . . . . . ........................
at
the
respective
cages, the cash and
CASH AND CHECKS ENCLOSED
check contents were compared with
Cu r r en t pled ge e - - - - - - 5
...............
the control data as shown on the enCollected on previous pledges - - - 5
velopes and an Audit Ticket (Exhibit
........................
Total Cash Enclosed . . . . 5
2) was prepared in triplicate. The
................_.....
original ticket was retained by the
Signed:
......._..............._.___.__._................._...........
teller. The duplicate was handed to
_._.._..__.._.....
......................................._......_3.11.1t.te,
the auditor with the envelope and subscription
cards (not here reproduced)
Sea Ih.t
. . t o , n ma 1, e. r ali n1y pr i nted . t lop of . 11 pled. .
car d, end ell pl e d g. , e r e p r op e r l y l i l te d i n e , t o - h p a i d e n d
and the Solicitor's Daily Report Sheet
IAa
n p - o , of paym en ts d . u, . d . Be s u n t o d e n y o u , o w n
lac e pr ovi ded end wr i te to y our , xuon n umb, wh en I t he
not
....
. r r e. dy on p lods. c or d.
(Exhibit 3). The triplicate of the
audit ticket was given to the solicitor
Be Sure to Seal This Envelope
or his captain as a receipt for the cash
EXHIBIT 1
and pledges turned in. At this point,
each teller's auditor compared the individual pledge cards with the list on solicitor's daily report, noted the audit
ticket number at the bottom of the envelope, and prepared in duplicate an auditor's Summary of Solicitor's Daily Report Sheets (Exhibit 4), showing the number of pledges and totals of amounts pledged and amounts paid as disclosed on
Amount subscribed including both cash
and future payments
•8

the envelope.
A strict control was maintained over the audit tickets issued daily to each
teller. Return of unused and voided tickets was required at the close of each
day's work. In those instances in which incorrect information had been shown
on the solicitors daily report envelope, usually in respect of section number,
correcting audit tickets were prepared, using the original for additions and a
separately numbered triplicate for deductions, with an auditor's summary sheet
as basic information for inclusion in the running control maintained by the
auditor -in- charge.
N O V E M B E R , 1950
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AUDIT T I C K E T

N2

10600

Division

19—

Date

Unit

Code No.

NAME__
Number of Pledges

CURRENCY
SILVER
CHECKS
TOTAL

i

CASH
for
Deposit

i

Amount of Pledges $

Z
S

N = O . Post Dated Checks..........................$
Checks Not Made Out to Community Fund but to an Agency $

Teller

Signatures
Auditor

Cashier

EXHIBIT 2

Development and Use of "Advance Information"
The duplicate audit tickets were released by the cage auditors as the work
progressed and were brought to the auditor -in- charge for such summarizing and
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segregating in connection with the preparation of "advance information" as the
day's program might require. During the campaign daily luncheons were held
to which all workers, from solicitors to the campaign chairman, were invited
and at which "advance information" progress reports were made.
The reports at these meetings varied as to details, ranging from progress
reports by divisions to supplemental detailed progress reports as to all captains

SOLICITOR'S DAILY REPORT SHEET

Ifryooo P e ° R

A taaN

e adke th is sh eet o u t in d u p licate an d retain one copy.
En clo se o riginal copy in your daily report envelope. It is to be used for office reco rds. In every case wh ere
yo u fall to secure a subscription, note the reason on your prospect card. If the pro sp ect has moved from your
sectio n , note this new address upon your prospect card. Return all cards upon which you h ave n o t secu red
su b scriptions in the envelope provided Eater below each pledge received, also money received on cu rren t
an d p revious pledges.

NAME

AM O U N T a U [ a C R I ! [ D

CASH

PAID O N
PR EV IO US ► L [ O G[ 9

1
2
9

29
24
23

DIS T R IC T

CA P T A IN

SECT ION

DA Y S

S IG NE D

EXHIBIT 3

within a selected division. Since these reports were intended to show progress
to the hour of the luncheon meeting, it was a function of the auditor -in- charge
to accumulate and schedule all duplicate audit tickets received to that hour as
additions to prior accumulations so that the pertinent information could be
passed to the meeting chairman for purposes of announcement. As the campaign progressed, this became of increasing importance, since the reaching of
quotas meant suitable recognition of a division for a job well done.
Tie-in Between Head Teller and Auditor -in- Charge
As a stand -by -staff, employees of the community chest office were constantly
available and it was found entirely practicable to close all cages at three o'clock
NOVEMBER, 1950
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in the afternoon and rely upon the chest key employees, to whom a separate
group of audit tickets had been assigned, to receive solicitors' returns made
after that time, prepare copies of audit tickets (a triplicate to each solicitor),
and retain the envelopes and their contents and the original and duplicate
tickets for the attention of the tellers and auditors on the succeeding day.
Under this plan and beginning at three o'clock, or earlier as to some cages
when the flow of envelopes decreased, the tellers balanced their cash with the
summary prepared by the auditor, which has been illustrated in Exhibit 4, and
A UD I TO R 'S S UM M A R Y O F S O L I C I TO R S DA I L Y R E P O R T S H E E T S

A u d it
t icket
number

Cap tain's
co de
num ber

PLEDGES
_ Num ber
Am ou nt

Cash
co l le ct io n s

Postdated
che cks

C h e c k s to
other
agen cies

EXHIBIT 4

completed the Teller's Blotter, Exhibit 5, for turning in to the head teller.
Overs and shorts were conspicuous by their absence and, although minor difficulties were encountered, the originals of the audit tickets held by the teller
afforded a convenient lead to any listing errors that might have been made.
At the conclusion of final count and reconciliation of the day's receipts by
the head teller, his figures were compared with the control maintained by the
auditor -in- charge and, on the following morning, duplicate deposit slips were
given the auditor -in- charge for his files.
Upon receipt by the auditor -in- charge, the various auditor's summaries were
compared with the duplicate audit tickets and proved as to totals, following
which the audit tickets, in groupings according to individual tellers, were
passed to the key punch operator. (Experience showed that a verifying machine
could have been profitably employed simultaneously but, unfortunately, a lack
of space prevented its installation). The resulting grouping of punched cards
afforded subcontrolled comparisons with the originals of auditors' summaries.
Tabulation of Results
A daily running control of number of pledges, amounts pledged, and amounts
received was maintained by the auditor -in- charge and constituted the control
over the runs prepared daily by the local I.B.M. office. So far as audit control
was concerned, the principal runs were those for the day's activities and for the
accumulations to date, by individual codes meaning, in this instance, by individ294
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TELLER'S BLOTTER
Date
..... ...............................
Nameof Teller
................. ...............................
Number of Teller
............. ...............................
Currency

Name of Auditor

..... .................:.............

Checks (current dating payable to Community Chest)
Total for deposit
Post -dated checks (detail below)
Checks made out to other agencies (details below)
Total cash
Cash collections per auditor's summary
of solicitor's daily report sheets
Post -dated checks
Date

Maker

Amount

Bank

........................ ..... ............................... ............. ............................... . ...............................
Checks made out to other agencies
Date
Maker

Other Agency
I

...............................

.

.
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.

.

.

.
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.

.
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.
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.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

..............

Teller's signature
................................................. ...............................
Auditor's signature

............................................. ...............................
EXHIBIT 5

ual captains, with subaccumulations by sections and divisions. Grand totals
were, of course, provided.
Upon the return of the day's runs by the I.B.M. office, the daily "Campaigner" was prepared for the printer. The "Campaigner" was made available
at each day's luncheon and showed the progress at the end of the previous day.
The Procedure Worked Well
Various details such as would be incorporated in a comprehensive program
to be issued prior to the undertaking of an assignment of this nature, have
been omitted. However, the program as presented there does incorporate the
results of prior years' experience.
Our Community Chest Campaign went "over the top." The luncheons were
models of enthusiasm. The "Oscars" won numbered in excess of 600 (but
their value to the winners was in no wise reduced by this fact) . Moreover,
the auditors, tellers, and all others concerned with the paper work had the
satisfaction of having performed a job which won the accolade of "Well done."
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Material Control in a Chemical Company
by KENNETH SCHWELLER
In Charge of Standard Costs, Mallinckrodt Chemical Works, St. Louis, Missouri

A basic consumption and product yield report— filled out by operators
on a form variously imprinted for ease of use —hat proven to be a
fundamental tool of material control in the author's company. On the
basis of it, operations are effectively tied in with inventory and overall results.

the most difficult accountT ing problems to be encountered, reflectingsometo aoflarge
extent the complexity
HE FI N E CHE M ICAL INDU STRY PRE SEN TS

of a multi- product departmental setup necessitated by the great number of items
comprising the product line. Of these problems, material control is of outstanding importance. During the early years of the company, stress was laid on research and merchandising. Planning and installing a practical accounting program was a later development, with the important aspect of the cost of cost accounting requiring careful consideration.
The Material Control Division and the Standard Cost Group
Thus, the costing efforts of earlier years — delayed always by disproportionate
paper work on detail of small dollar value, by faulty reporting procedures, and
by lack of integration with operations — resulted in historical cost or a process
of looking backwards. Such a post - mortem summary of the past year's operations proved of little value for technical or accounting purposes and was predestined to the dark recesses of the cost files. It can readily be concluded that
such a procedure failed to give much assistance in cost control. Correlation between plant operations and cost efforts was finally brought about by employing
standard costs and establishing a monthly cut -off procedure. Cost and plant
personnel joined forces. The accountant was no longer confined to his desk,
text books, and theories but studied cost problems at first hand. Here he found
reality instead of suppositions. This knowledge soon made itself felt in the
manner in which cost problems were approached, controls established, and report issued. Central in the general improvement was better material control.
Responsibility for the success of present procedures is entrusted to two groups.
One group, the material control division located at the plant, confines its activities to accounting for the physical units. Its nearness to operations is advantageous for maintenance of physical control and also affords foremen easy access
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EXHIBIT 1
to material control records applicable to their departments. The second group,
referred to as the standard cost group, is located at the general office. Its responsibility is to assist in co- ordinating plant operations and accounting by reflecting physical movements of materials in dollars on the books of the company.
Success of the procedures is dependent upon the co- operation and understanding
existing between those two groups.

Control Services of the Consumption and Production Reports
The first notice that the material control division receives in respect to future
production is by way of the production order which originates in the production
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planning department, the responsibility of which, in conjunction with the sales
department, is to maintain satisfactory balances of finished goods on hand.
Primarily, the order is notice to the foreman of the quantity of finished product
desired, the date wanted, and also the job number to which the material and
productive labor are to be charged. On receipt of the production order, the
material control division sets up the necessary stores records and provides factory
personnel with Consumption and Production Reports (Exhibit 1 ) prepared for
the particular order.
Here we are at once at the root of material control and costing efforts. The
entire procedure revolves around the use of the consumption and production
report and of material stores control records. The former constitutes a daily
report by process of the usage of raw material and of the quantity of product finished. The outline of the report is standard but the process detail, because it
varies, is added by use of a duplicator. Entry of quantities is made by the
operator and the report is reviewed by the foreman who retains a duplicate copy
of each one and passes the original on to the material stores control division.
Incidentally, it may appropriately be mentioned at this point that the consumption and production report and the stores records have been the instruments
of service reports to other departments, some of them provided previously but
by less handy methods. A few of the services rendered are:
I. Weekly and monthly reports to the purchasing department of the material balances of various items.
2. Deily reports to the chemist on production usage, thus enabling him to keep
better contact with operations.
3. Process information to the foremen relative to daily operations.

4. A duplicate copy of the consumption
and production report to the production
planning unit for planning and scheduling purposes.
5. Material usage and yield data for particular periods of operation. This is
highly desirable when cost is required
for periods covering product development or mechanical improvement.

Building Up Stores Control Through Quantities to Dollars
The consumption and production report directly underlies the accuracy of
monthly operational report on process control soon to be discussed. Verification of the process reporting is through the medium of the stores record reflecting this basic report of the operators. Also all tickets covering the transfer -in
of the crudes reported consumed and the transfer out of the finished goods reported on production, are routed through the material stores division.
For control purposes raw material reporting is not always required to the last
unit. The determinates are value, quantity, and expected yields. As a result,
tightness of control will vary by department and by material. It has been
thought expedient, for example, where considerable quantities are consumed but
it is impractical to measure the quantities each time, to charge the entire quantity
298
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by container to the process. Any balance remaining after the order has been
completed is credited to the process. With respect to crude chemicals of small
value and minor usage, the policy generally is to expense the material, exceptions
being where the extent of usage is a key to loss in product yield or to process
difficulties.
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EXHIBIT 2

To verify the stores balance as shown by the records and resulting from the
consumption and production reports as checked against transfer tickets, physical
inventories are taken of the material on the floor. Frequency of this count is
dependent upon the difficulties involved in maintaining a correct stores balance.
As an added precaution, it has been the policy to inventory all items within the
last few days of a month and again within the first few days of the following
month.
The Stores Record shown as Exhibit 2 has a dual purpose. Like the consumption and production report, it is suitable for either crude materials or finished
product accounting and from it a detailed daily or monthly story can be obtained.
If it is totaled, the monthly crude usage or finished goods production can be ascertained. On a daily basis, the record reveals the quantities consumed or the
yield by nin or batch. At the month end, the totals by items are transcribed to
the stores summary cards displayed as Exhibit 3. Arrangement is also made to
include the cost here so that the actual value, by departments, of the material
on ha nd may b e kn own. (Dollar balances are later tied in for the summary
cards in their entirety with the dollar balance in the factory ledger. This is
done by the standard cost group at the general office.)
A by- product of the stores function is the preparation of a quarterly report
of the material balances by location. This is to call the attention of foremen, for
possible disposition, to stock which has not moved for some time. The material
on the floor is the responsibility of the foreman but the material stores group
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assumes an obligation for the correct reporting of its disposition. Material control then becomes a co- operative effort. In the past, the foreman's interest in
proper accounting or reporting of the material usage, production, or transfer
was prompted only by the instructions provided him by factory supervision.

STORES SUMMARY CARD
ITEM
MON T H
aAT L

CHEMICAL

CAri O N o

A

DEBIT S
RECD
PR oo.

TA411S.

CONS.

1111J-6
Rio

A3ao

oo

/o0
,j/

MAR

p[L'vp

DAL .

/Soo

JAN

FEB

4VArd

C,aEnr7s

1

V AL V E.
0&r

' 100

/SO, 00

00

/io.00

9,0 6

90.00

/ico

/io.Do

APR
(Above entries for raw material.
and "Delivered" columns.

If a product, entries would appear rather in "Produced"
EXHIBIT 3

Under the current procedure, he has become an integral part of the control program.
Detailed Material Control at the Process Level
We have dealt so far largely with the work of the material control group at
the plant. When the month has closed, the consumption and production reports,
physical inventory reports, and stores summary cards are sent to the standard
cost group at the general office, thus concluding the work of the material control group for the period. From this point on, control effort is devoted by the
standard cost group to reconciling the accounting dollar -wise with operations,
determination of variances, and issuance of the operational report. The difficulties encountered in this task will reflect, to a large degree, how well the job
was done in the plant.
The month's consumption and production reports are sorted by process and
comptometer totalled to obtain the aggregate usage of the various crudes and
also the month's production. These totals, still by process, are transcribed to a
Stores Spread Sheet, exemplified in Exhibit 4, to obtain the total departmental
usage by crude and by finished product. Total departmental quantities so ar300
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EXHIBIT 4

rived at are checked against the quantities reported on the respective stores summary cards, which have come over from the material control division, along with
the consumption and production reports. The process operating statement is
given as Exhibit 5. It is considered the most important result emanating from
the whole procedure and embodies the standard cost feature of the system. It is
the consummation of the entire effort. One statement is made up for each
process. In its preparation no detail, however seemingly insignificant, is overlooked, for the statements reflect the skill of labor and the competence of the
foreman. They reveal the effectiveness with which material and labor has been
utilized. The first part of the form is factual on a quantitative basis. To the
chemist and factory supervisor it is the essence of the entire report. Stated are
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the crudes consumed, the production of finished goods, and the productive labor
hours. From this information the units of the crudes used per 100 units of
finished goods are computed for each process.
There are other ways of interpreting productive results at the engineering
level in the fine chemical industry. Whenever possible, some of these are made
a part of the process operating report. One interpretation, where a chemical
reaction is involved, is determination of the yield percentagewise. This is done by
an assay of the finished product to determine the material content of the principal ingredient that went into its manufacture. Dividing this quantity by the
usage gives the percentage of yield in each case. In the case of mixtures, the
total usage of crudes should account for the total production with the exception of a loss for handling. Also, the usage batch -wise of the various ingredients
should be reflected in the total usage.
The second part of the operating statement is devoted to the conversion of
quantities to dollars. While an analysis of quantities is important, there is only
one conclusive over -all measurement and it is the conversion of all results to the
basis of a common denominator. In the final analysis, this is the better yardstick as it reflects the combination of all factors making up the gain or loss: As
an illustration, a loss due to material substitution is not properly explained away
by pointing out a normal yield. Remedial action should then be taken so that
no loss is sustained due to substitution resulting from negligence in planning
or scheduling.
The operating statement is also the basis for the data making up a cost reference compilation which we call the process summary folder. This shows the
quantities and hours required per 100 units of production for each process,
monthly and cumulative on a quarterly basis. These summaries by process are
bound together departmentally and circulated to the chemist, foreman, and plant
supervisor.
The process operating statement, being statistical in nature and as numerous
as the processes recorded, demanded more time for study than some could devote
to it. Graphic presentation was then employed to devise a visual report for
monthly results from each process, which would take a minimum of time to
comprehend. This graph form (Exhibit 6), because it showed results for successive months together, also revealed trends, thus providing supervision with
an effective tool by focusing attention on processes requiring attention. The outstanding feature of the graph is its simplicity. It is uniform in construction and
graduated in a simple fashion. The data found on the graph is transcribed from
the respective process operating statements. Variances, if expressed as a per 302

N. A. C. A. BULLETIN

tentage of the value of the production for the purpose of the graph, might be
misleading in that the relative importance of material and labor in the process
are lost sight of. Therefore, the figures for unit cost of material and labor are
disclosed and their percentage relationship to total prime cost. In the use of the
graphs the plant -wide story is added to the process and department story by a
summation of the individual process graphs.
How T he St andar d Cos ts Ar e Set
So far little mention has been made of labor, for this article is directed to
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EXHIBIT 6

ever, this is the point at which to comment on the standard costs set up. They
have made their appearance in a quantity and a variance column toward the
left of Exhibit 5 as a basis for the cost interpretation of the consumption and
production information so far described. The standard cost data interpretation
has also been carried to the graphic version of process results disclosure embodied in Exhibit 6. In these presentations the usual separate consideration of
material, labor, and overhead is indicated. However, material control continues
to be the focus of this paper.
The standard usage data which appears on the process operating statement,
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im-

provides a yard -stick by which supervision is able to interpret the results of
process operations and provides the accounting department with the basic tool
for control. The standard, originated by the standard cost group, is based on
past experience but is not acceptable unless approved by the chemist and foreman, the effect being that co- operation is achieved and responsibility accepted
by all concerned. This is essential to control.
In the fine chemical industry, there are many conditions to be considered in
establishing both the bill of material and the labor standard. In other industries,
the standard material requirements may be accurately predetermined by the engineering staff. In the chemical industry the problem is not so easily solved.
Admittedly the portions can be determined through chemical equation, but other
factors enter in which may play a major role. Among these are purity of crude,
extent of process control, degree of mechanical perfection, and the human factor.
The bill of materials then becomes the normal or average yield of the various
lots of crudes used. Included in this average must also be normal losses. This
is the factor which is most nearly a matter of judgment. By way of illustration,
a 100 per cent yield is theoretically possible. However, the chemist is able to
obtain only an 80 per cent yield under controlled conditions in the laboratory.
The standard is set at 70 per cent, reflecting normal plant losses. The standard
originated by the cost department is reviewed by the chemical engineer who
may adjust it after a study of the data in the process summary folder.
Determination of labor requirements is in some respects even more difficult.
Products manufactured out of season offer many problems. Perhaps proper warehouse facilities are lacking, making it impossible to stockpile sufficient quantities or perhaps it is beyond plant capacity to produce sufficient quantities within
the most profitable period to operate. Again, economical batch size is an
portant factor as fixed direct labor hours vary inversely to size of batch. Under
these circumstances, generally the average is accepted as the normal.
Labor requirements are affected by idle time inherent in every process and
accentuated by the lack of utilization of capacity to produce. In the chemical
industry there are a large number of operations which necessitate personnel
being continuously on hand yet at the same time not held to a continued vigilance of a single process. Utilization of this productive labor departmentally is
dependent upon sales, inventory, and the advisability of manufacturing different products in the same department. The problem may be exemplified by considering a department under a single operator in charge of four like producing
units. To complete the picture, we would have him occupied for the full eight hour day. It may then be supposed that one unit is shut down due to a sales
304
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decline with the result that, out of an eight -hour day, there are two hours of
idle time. In other words, the ratio of idle time to production is in direct ratio
to the number of units closed down to those operated. Now it becomes a
matter of control and costing policy. For control, the answer is to exclude idle
time from productive labor but for costing purposes the average may be decided
upon.
Revision of the standard is made when it no longer represents a good measure of performance as a result either of process refinement or increased labor
efficiency. Substitution of material is not a basis for revision until it is agreed
definitely by the purchasing and engineering departments that a new crude will
be used.
Physical Inventory of Chemicals in Works
As stated at the beginning, one of, the trouble points in accounting for and
control of materials before the establishment of the procedures described in this
article, was securing proper cut -off at closing dates. At first thought, the problems involved in securing a good physical inventory of chemicals in process
would seem insurmountable. In solving our problem, we made use of flow charts
and sought out the aid of the foreman and chemist. It was discovered that very
few of the processes would require sampling or assaying of liquors or solids in
process. We learned that the majority of the operations were batch -wise and
presented few problems unless there were mother liquors or residues on the floor.
In the main the value of these were estimated.
To simplify and expedite the physical inventory - taking, various forms were
improvised, necessarily varying by process. A study of the Exhibit 7 will reveal how conclusive the form is with respect to the materials covered and perhaps it is possible to visualize how it simplifies the task of inventory- taking.
There was a noticeable saving in operating time through the use of the new
forms. In some cases it is now necessary only for the operator to report the run
or batch number, leaving it to the accounting department to refer to the consumption and production reports used when the raw materials were charged.
In other instances, where more or less continuous processing is involved, the
material content may be determined by titration. (Titration is a method of assaying. Generally, this is done by adding standard solutions to the liquors to
be assayed until a change in color is detected.) Or in still other cases, the liquors
are brought up to a certain beaume and move through the various units as a
batch. (By beaume is meant that at a certain density the liquors contain a specific quantity of material.) Once the material content by batch is determined, a
listing of the number of batches in work is all that is required. There are also
NOVEMBER, 1950
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EXHIBIT 7
i n s t a n c e s i n wh i c h i t i s a d v a n t a g e o u s t o wa i t until the goods are reported fin-

ished and weighed off.
It was thus that we facilitated monthly and also the year -end plant -wide inventory and made a definite cut -off possible. The manufacturing department continues operations on the usual scale throughout the last working da y of th e
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period. With the forms provided, the entire in- process inventory is taken in a
matter of hours in the morning of the first working day of the new year.
Process Flow Sheet to Promote Understanding
It is said that, "Given full knowledge of the facts, decisions make themselves."
This in itself defines the use of flow sheets. They enable the accountant to
learn the chronological order of operations and to better understand the problems involved. In many instances, when a point of control or cost is being
discussed, flow sheets are the natural outgrowth of a sincere desire to bridge a
misunderstanding resulting from difference in "jargon" of the chemist and the
accountant.
Such a sheet is shown as Exhibit 8. This and others like it develop into a
practical means of process education within the limits necessary for costing. In
the past, unfamiliarity with the process on the part of cost personnel often resulted in loss of control and ineffective reporting. Flow sheets were utilized
extensively in developing the various versions of the physical inventory forms,
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to make it authentic and complete in all details. Flow sheets for the purposes
described need contain only data pertinent to control. Processing detail such as
temperature control, beaume reading, etc. is considered unnecessary. The sheets
are periodically reviewed to incorporate all changes.
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Cost Closing
When the process operating statements have been issued, the cost accounting
effort is directed to the monthly journal entries. Journals are originated from
the data coming from or making up the process operating statements. This procedure ties operations in with the book entries. From the operating statements,
a summary of variances is prepared. The stores spread sheet is the basis for the
charge to operations for the value of the crudes consumed and the credit for the
finished goods. These entries, with the labor charge, make up the balance of the
"in work" portion of the factory ledger. Clerical accuracy is verified by the
reconciliation of the monthly physical inventory with the book balance.
Source of entries affecting the stores accounting are: value of issues from
and returned to warehouse, inter - departmental transfers, value of the crudes
charged to operations, and credit for the value of the finished goods. These
make up the "in stores" portion of the factory ledger. As stores accounting involves numerous items, it becomes necessary for reconciliation purposes to prepare a working paper breaking down the "in stores" balance. This is not done
in detail but by total quantity and value by item as journalized. The clerical
work is verified by reconciliation with the stores summary card balance.
Effective Co- operation
Success of the material control program and the standard cost system of which,
from an over -all viewpoint, it forms a part, is attributable to the issuance of
reports which are intelligible, accurate, and timely. It was through these channels and by understanding and anticipating the requirements of other departments that cost control was successfully obtained. In reviewing the history of
the current procedure, two conclusions can be drawn. The first is that the degree
of success has been relative to the quantity and quality of the services rendered.
The second is that, instead of construing the cost effort as a device for accounting results only, it was broadened to include the requirements and needs of
other departments.

308

N. A. C. A. BULLETIN

Grade Costs in Wood Flour Manufacturing
by MELVIN D. GARDNER
Jordan 8 Jordan, Portland, Maine

Distribution of raw material costs to grader on a proportionate
weight basis and of labor costs on a machine time basis, work accurately and simply in the company here reported upon, which is in
an industry having a limited number of processes. One of the goals
achieved is gross profit data by product for the use of management.

of cost procedures in a small wood flour
The management of the plant desired an accounting
system which would provide monthly profit and loss reports with a minimum
of office personnel and detailed accounting. Operations are watched very closely
"on the spot" by management and the plant works regularly at full capacity.
The problem presented was to develop a consistent method for arriving at
costs by products which would be suitable for use as a guide to management
for the determination of selling prices and the pricing of the finished goods
HIS PAPER OFFERS A

T manufacturing plant.

CASE STUDY

inventories
The Materials, The Processes, and the Products
The industry is perhaps not a familiar one but its product has common uses.
Wood flour is a filling constituent in the manufacturing of linoleum and
dynamite and a filler item in the plastics industry. It is made from unpeeled
wood and wood in the form of sawdust and shavings. The latter are mixed in
processing and referred to as sawdust. The raw materials are obtained from
the lumber industry. Unpeeled pine is purchased by the cord in four foot
lengths and, on delivery by the vendor at the plant, is stored outside in measurable piles, to be drawn on as needed. Sawdust is purchased by the ton in carload
lots.
The manner of working the wood and sawdust is unique and relatively
simple. Unpeeled pine is first processed through a chopper to reduce it to a
consistency for passing through stone grinders and thence through refiners.
Sawdust also is processed to the refiners but needs no chopping and is ground
by a different method.
From the freight car which has brought it in, the sawdust is fed by means
of a blower conveyor through an electric magnet which removes metallic substances such as nails, etc., which, if left in might later cause explosion or
NOVEMBER, 1950
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COST OF MANUFACTURING
Month
Total

Cost per Ton
(Production)

Raw Ma er a si
Beginning Inventory .........................
Purchases ...................................
Total.
....................
Deduct - Ending Inventory ...................
Cost of Raw Materials Used ...............
Direct Labors
Sawdust,. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Chopping ..... ...............................
Grinding ....................................
Refining,.
..........................
Bagging and Baling ..........................
0. A. B. and Unemployment Taxes .............
Total Direct Labor, ......................
Indirect Labors
Supervision .. ...............................
Repairs and Maintenance, ....................
Yard .• ...... ...............................
Stone Dressing ..............................
Watchmen ..... ...............................
Vacations .... ...............................

i

0. A. B . a nd U ne mpl oy me nt Ta xe s, . ... .. .. ..
Total Ind irect La bor ..... ........ ........
Co nt ai ne r Ex pe ns e;

Labor ....... ...............................
Burlap, Materiala and Supplies ..............
Discarded Bags ..............................
0. A. B. and Unemployment Taxes .............
Total Container Expense ..................
Other Manufacturing Expensess
Factory Supplies ............
Fuel ........................
Tractor Expense .............................
Repair Materials ............................
Fire and Liability Insurance, ...............
Property Taxes ..............................
Depreciation on Plant .......................
Total other Manufacturing Expenses,......
Total Cost of Ma nufacturing .........................
Total Production - Tons ............................

I

.

.

.

.

.

.

.

EXHIBIT 1

damage to the refiner screens. From the magnet, the sawdust is conveyed to
storage bins from there to attrition mills (a lower cost process) rather than
to store grinders, and thence to the refiners as needed. In some plants the
sawdust is run through a dryer before it is conveyed to the grinders. However,
in this particular plant the wood source of sawdust used contains minimum
water content and, therefore, the necessity of a dryer is eliminated.
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The finished .product, whether
derived from unpeeled pine or
sawdust, is conveyed from the refiners to the bagging room where
it is weighed and packed in 90
and 100 pound burlap bags or in
400 pound burlap bales. None of
the processes is subject to delay
because the flour manufactured
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from sawdust is ground by means
of attrition mills and that made
from unpeeled pine wood by
means of grinding stones, inas-
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much as the equipment is so arranged that it is possible to manufacture both types of wood flour
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at the same time.
Each process yields several
grades of wood flour. The grade
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is determined by the "mesh" or
screen through which the material
is sifted by the refiners and is
designated by numbers indicating
the fineness of the screen used.
The prefix code " A" is used to
signify products of the attrition
mill process. Those of the stone
griding process are identified by
the code initial "S ".

�5

1

$
b

Accounts�and�Reports�—
In Br ief
Discussion here of the accounting setup is confined to the manufacturing accounts of which the
Manufacturing Statement (Exhibit
1) includes the detail. It is necessary to deal briefly with inventories
also and to picture the control or
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problems of control that these may offer. Physical inventories of raw materials and supplies are taken monthly. A perpetual inventory (Exhibit 2) is
maintained for finished goods. In process inventory is not involved in the
procedures because the storage bins are temporarily closed and the blowers or
ducts are completely cleared of all raw material at the end of each operating
period.
The daily reports which are prepared and which contribute to the ultimate
preparation of the cost information are as follows:
Daily reports which are kept by the individual employees show the actual hours
worked on each operation. These daily
reports contain the same account classification as shown on Exhibit 3, Factory
Pay Roll Distribution, and are summarized
for the week for payroll purposes and accumulated on the form shown for distribution at the end of the month. Abbreviations displayed have the following mean.
ing:
B. & B. — Bagging and baling
R. & M. — Repairs and maintenance
S. D.
— Stone dressing

2. Daily Running Time reports (Exhibit 4)
recording the grinder and refiner machine hours consumed by each grade of
product processed.
3
Production Machine Hour report (Exhibit
5) on which the running time reports are
recapped daily.
4
Production and Finished Goods Inventory
control report mentioned above as Exhibit 2 on which the daily production and
daily deliveries are recorded.

Charges to Product Costs for Materials
Separate inventory accounts are maintained in the general ledger for
unpeeled pine and sawdust, and these accounts are adjusted at the end of each
month to the physical inventories on a first -in, first -out basis. The contra
charge, representing the cost of raw materials used in production during the
month, is to the manufacturing account and is distributed on the form shown
as Exhibit 6 to the cost of the various products comprising the output for the
month, on the following basis:
I. The cost of unpeeled pine used is
charged to the "S" grade products at
the material cost per ton of the total
tons of "S" grade products produced.

2. The cost of sawdust used is charged to
the " A" grade products at the material
cost per ton of the total tons of " A"
grade products produced.

Charges to Product Costs for Processing Labor
Experience has proven that more accuracy is assured and less clerical labor
is needed when employee daily time tickets are confined to the distribution to
major labor classifications and are not broken down to product classifications.
The monthly direct labor charges to products are developed on the factory
payroll distribution sheet which has been presented as Exhibit 3.
All labor for unloading of sawdust from freight cars and through the magnet
to the storage bins is charged to sawdust labor account. On the assumption
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that the new supply is
to replace materials
used during the current month, the sawdust labor charges for
the month are distributed to the "A" grades
of wood flour pro duced on the basis of
the tons of "A" grade
products pr oduced.
Labor for the chopping of unpeeled
wood is charged to
the grades of "S" flour
produced during the
month on the basis of
the tons of "S" grade
products produced
As for grinding labor, it is possible for
one grinder man to
operate one or more
attrition mills and a
grinding stone at the
same time. The grinder
running time for each
grade is determined
from the Exhibit 5.
Since the stones are
run incidentally to the
attrition mills, a flat
rate per grinder machine-hour has been
established for the operation of the stones
and is charged to the
"S" products manu-
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factured on the basis of "S"
grinder machine hours used by
each "S" grade during the month.
The grinding labor thus determined for "S" products is deducted from the total grinding
labor for the month and the balance charged to "A" grades produced on the basis of total "A"
grade grinder machine hours
used.
The final classification of
processing labor is that of refining. All grades of wood flour
produced are put through the
several refiners before the desired fineness is obtained. Here
a real differential in product
cost makes its appearance. Some
grades consume more refiner
hours than others. The running
time of each grade is recorded
daily on the running time record which has been illustrated
and recapitulated on the production machine hours record in the
section relating to the refiners.
The refining labor is charged to
the products as follows:
Total monthly refiner payroll
Total monthly refiner
machine hours = Cost per
refiner machine hour.
Cost per refiner machine hour
x Total refiner machine
hours worked on grade
Refiner labor charged to
grade.
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Bagging and Baling Labor; Indirect Labor
The total bagging and baling labor is apportioned to product grades on the
basis of the number of bags filled during the month. From experience it has
been determined that five bags may be filled in the time that it takes to fill and
bind one bale. Therefore, the bales filled are reduced to a bag equivalent on
the basis of five bags for every bale. The bagging and baling labor for the
month is then distributed to the products as follows:
Total monthly bagging and baling labor — Total bags filled for the month
— Cost of bagging and baling per bag.
Number of bags filled per grade x Cost of bagging and baling per bag —
Bagging and baling labor charged to grade.
Indirect expenses vary very little from month to month. Any variable expenses in the maintenance category, such as factory supplies, repair materials,
etc., increase or decrease with machine operation. A maintenance crew is constantly on the job and the plant is shut down for fifteen minutes each day for
oiling and inspection. Each product is charged with indirect expenses in proportion to the time the facilities responsible for the costs were used by the
grade produced. This time is measured by the total machine hours of all machines, consumed by the product during the month. The breakdown by grades
of total machine hours of all machines for the month, afforded by the data
called for by Exhibit 5 and which has been made use of for direct labor allocation, is also used for indirect labor costs. These are charged to the products
as follows:
Total indirect labor for month - Total productive machine hours for month
Rate per productive machine hour.
Productive machine hours per grade x Rate per productive machine hour —
Indirect labor charged to grade.
mn n T mr r n w W r . " T t M a n m r c - r a t e m z a s t
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Manufacturing Expense; Containers
Other manufacturing expenses are charged to the product grades in the same
manner as indirect labor, i.e., on the basis of total productive machine hours
(all machines), consumed by each grade.
Container expense includes the cost of labor for repairing bags and burlap,
cost of burlap used, cost of supplies such as stencil ink, baling wires, etc., and
the cost of bags discarded as unfit for future use. This classification of expense
is distributed to the product grades on the basis of the number of bags used
in production during the month. Here again, one bale is considered to be
equivalent to five bags. The container expense for the month is then distributed
as follows:
Total monthly container expense = Total bags used in production for the
month = Rate per bag used in production.
Number of bags used in production per grade x Rate per bag used in
production — Container expense charged to product.
A deposit is obtained from customers, for containers. This deposit is smaller
on bags than on burlap used in bales because most bags are subsequently
returned, but the burlap around the bales is often not brought back. The
sales account does not include the credits from the container deposit charges.
These are credited to the inventory accounts in the general ledger. Separate
inventory accounts are maintained for burlap and bags and are adjusted to
physical inventories at the end of each month. Burlap is handled as any other
supply item, whereas provision is made for deposits on bags in hands of customers and which are expected to be returned.
The System Yields Product Gross Profit Data
Without going into the details of accounting routine, there has been described
here the system now being used satisfactorily in a small wood flour manufacturing plant for obtaining grade cost allocations. Comparative and cumulative
cost of manufacturing statements are prepared from information thus developed
and production performance is appraised in this way. The information required
for the preparation of manufacturing cost of sales summaries for deduction from
classified sales totals is rendered easily obtainable. The resulting gross profit information on sales of the various individual products is of invaluable aid to
the management.
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THE

WORKSHOP

Information Developed By a Local Survey of Accounting Practices
DON D. BATTELLE
Battelle & Battelle, Dayton, Ohio

UN DE R WHI CH the
presented here was
gathered and tabulated, was conducted
as an enterprise of the Dayton Chapter
of N.A.C.A. The questionnaire was
sent out and the replies received during 1949. However, it is felt that the
accuracy of the data suffers little from
the time which has elapsed since and
that general interest will be aroused
by tables which the completed questionnaires made possible.
HE

PRO JE CT

T information

How the Survey Was Carried Out

So that the information may be
better appraised by readers, a summary
of the survey procedure is in order.
A list was prepared consisting of the
names of one individual in each company affiliation represented by the
chapter's membership. Representatives
of retail concerns, members connected
with branch offices of national organizations, etc., were in general eliminated. The final list contained 140
names.
After preliminary notice in the
chapter news bulletin that a cost accounting survey would soon be conNOVEMBER, 1950

ducted, a letter was sent to these men
asking if they would be willing to
cooperate in the study. They were told
that, in the event of an affirmative
reply, a questionnaire would be placed
in their hands which might require
an hour or two to complete. It was
promised that no replies would be
identified. Enclosed with the letter
was a return postcard. Ninety-five of
these were returned with offers of
cooperation and it was then possible
to send out the questionnaires.
The objective of the survey was
relatively simple. It was desired to
find out what general and cost accounting was being done, with perhaps a little more emphasis on the
extent than the character of it. The
questionnaire was accompanied by a
covering letter with simple instructions and a request to the co- operating
members to complete their parts by a
specified date. As the results began to
come in, it was found that practically
everyone had carried out his assignment. Because an indication as to the
number of productive workers in the
company was included in the question317

SIZE DISTRIBUTION OF COMPANIES PARTICIPATING IN SURVEY AND REPORT OF RESPONSES TO INQUIRIES O N
NON - ACCOUNTING MATTERS
Company s ize - groups (by number of produc tive workers)
T otal

Under
20

p r o d u c t i ve w o r k e r s e m p l o y e d

95

12

Ratio of indir ect to direct wor kers
Medi an
Best showing
Poorest showing

1.2 to 1.0
.12 to 1.0
10. to I.

Number of companies which offer:
Benefit plans.
Group hospitalization plan
Pension retirement plan
Group life insurance plan

Number of reports received based on

z
n

to

C
h
h
t�

z

Vacation with pay
No vacat ion
One week only

50 -100

100 -500

O ver
500

21

12

37

13

1.4 to 1.0
.7 to 1.0
10. to 1

1.0 to 1.0
.12 to 1.0
b. to 1.0

1.5 to 1.0
.25 to 1.0
8 to I

1.0 to I.0
.23 to 1.0
8 to 1

.9 to 1.0
.53 to 1.0
2.5 to I

87
24
74

10
0
5

Ib
2
10

11
3
9

37
10
37

13
9
13

5
7

1
1

1
3

3
3

20 -50

Graduated (General pattern is one week up to fi ve year s service, two weeks for over that length of ser vice.
three weeks after 15 years, another after 20 years, another after 25 years.)

EXH I BIT 1

One firm gives

PRINCIPAL FEATURES OF GENERAL AND COST ACCOUNTING
Company size-groups (by numbers
of productive workers)
Over
Under
20 20 -50 50 -100 100 -500 500
Total

General Accounting
Companies which:
Use a chart of accounts
Operate thirteen period year
Operate a plant ledger
Prepare operating reports
Monthly
Quarterly

20
2
14
20
18
1
1
21
15
2
4
11
8

10
3
11
12
10
2

35
6
31
37
37

13
0
11
13
13

92
76
10
6
67
49

11
1
2
12
8
2
2
12
8
2
2
6
5

12
9
3

35

12

33

II

9
3

Cost Accounting
Companies operating a cost system

77

6

13

12

33

13

Kind of cost system in operation
Job order
Process
Standard cost
Job and standard cost
Job and process cost
Process and standard
Cost estimating
Cost sales tickets

22
6
25
13
6
3
I
I

4

6
1
3
2
1

5
4
3
2
3
2

6

1
1
5
3
1
1

89
12
69
94
86
5
3

Annually (only)

Prepare balance sheet
Monthly
Quarterly
Annually (only)
Use a fixed journal
Have a chart of organization

1
1
1

2

1

30

11

21

12

13
5

I
I

EXHIBIT 2

naire, the results were tabulated on
both a total and a group -size basis
as will be apparent from the tables
accompanying this presentation.
Introductory Nonaccounting Inquiries

The first two questions of the survey, to which the replies summarized
at the top of Exhibit 1 relate, concern
the factor of size and also the elusive
relationship of indirect to direct
NOVEMBER, 1950

workers. It was felt that the latter
question was a good background question. Absence of opportunity to correlate the replies to it with replies to
other questions and also the certainty
that the responses represent differing
assumptions in many cases, perhaps
vitiate the force of the data somewhat.
The tabulation may be of interest,
none the less. Each company was
asked to report the number of people
319

PRACTICES IN ACCOUNTING FOR MATERIALS
Company size- groups (by numbers
of productive workers)
Under
Over
Total
20 20 -50 50.100 100.500 500
Perpetual inventory operated:
With job order systems
With process cost systems
With standard cost
With combinations
With no cost system
Proportion of total
Items in perpetual inventory

69
7
10
9
32
12
1
3
3
4
6
1
4
22
1
2
3
12
19
1
1
2
10
8
2
4
2
(A few 20% to 50 %. several 75 %,
several 100%)
(Ratio is lower, several carry quantities only)

II
1
1
4
5

Proportion of value included
in perpetual inventory
Records show maximum and min36
3
2
4
18
9
imum
Records carry:
Quantity only, generally
Stock room
Cost department
Quantity, cost
Purchase price and
Responses as a whole
Purchasing department
some quantities
somewhat inconclusive
Usually only quantity
Production planning
Purchasing
Requisition form in use
Code indicated

79
60

6
4

14
7

10
7

36
30

13
12

Purchase order form in use
Code carried

95
61

4

II

6

28

12

Receiving report form used
Portion of material kept in
stock rooms

34
80
6
17
10
(4 report no stock room, about 1/3 keep
90 %- 100 %. 1/7 keep over 50 %)
66
47

7
3

11
7

7
4

Record material variances:
Measured at purchase
Entering work in process
Other

34
14
8
12

1

4

1

1

3

Number of material accounts in
ledger

(

Requisitions used to draw material
from stock room
Requisitions costed

13

31
24

10
9

5

18

6

1

10

1

3
1

3
5

2
3

16 say "one ", then up to 76)

Frequency of extension of inventory
values and check with controls

(25 say monthly, 6 quarterly, 7 semi- annually,
assume balance annually.)

Usual percentage of variation between book and physical inventory

(One 5 % -10 %, several 10 %, many low, such as
2 %, 3 %, or 5 %)
EXHIBIT 3

320

N. A. C. A. BULLETIN

involved as indirect workers in the
factory, as well as in clerical and
service, shipping and receiving, and
sales departments, and in the administrative departments. They were likewise asked to give the ratio that this
number bore to the direct workers of
the company. Upon tabulation of all
the results and selection of the company in the median position (the one
that was forty eighth from the bottom
and also from the top), it was found
that there were 1.2 indirect workers
for every direct worker. Of course,
these companies are in many different
lines of business and there should be
a variation.
The survey then covered a number
of matters, some not strictly in the
accounting field. These also show on
Exhibit 1 and include responses as to
benefit plans in force and vacation
policy. Here the survey was just feeling its way. Considered together with
the information as to company size
and the proportions of direct and indirect workers, it was thought that
these initial questions would assist
both the respondents to and readers
of the survey to proceed further with
some sense of the characteristics of the
enterprises reported upon.

of accounts throughout the groups is
of interest as is the minor use of the
thirteen - period year. The prevalence
of monthly reporting checks with
common assumptions. The use of a
chart of organization by roughly half
of the companies may be surprising
and is perhaps promising.
The inquiry approached very
closely to its home bailiwick, so to
speak, in the group of broad questions
on cost accounting, summary of response to which is included in Exhibit
2. It will be noted that 77 companies
claim a cost system and 25 of these
report use of a standard cost system,
although the figures in the distribution
columns are weighted toward the
larger companies. An additional group
of thirteen companies identified their
systems as hybrid of job and standard
costs. The second most numerous
type of cost system, as disclosed by the
survey, is the job cost system. Twentytwo companies reported it and these
are spread pretty evenly through the
size - groups, except the largest. It is
likely that the small number of process
cost systems will occasion comment
and that, in many cases, it may be
thought that a similar survey in another industrial community would
show more in this category.

Broad Outlines of General and
Cost Accounting Practice

About Accounting for Materials

However, when we get to Exhibit
2, we are primarily in the accounting
field, both cost and general. As to
the latter, the extensive use of a chart

Sixty-nine companies have a perpetual inventory, which seems rather
a good proportion. However, it is
apparent from further answers sum-
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PRACTICES IN ACCOUNTING FOR LABOR
Company size-groups (by numbers
of productive workers)
Total

Under
Over
20 20-50 50 -100 100 -500 500

Factory employees "punch the clock"
87
7
19
11
37
13
Office employees "punch the clock"
42
3
6
3
20
10
Factory employees record time on
jobs on which they work
82
7
18
12
35
10
Recorded method —
Time clock printing
12
2
4
2
13
1
Time clerk
14
3
3
1
6
1
Worker writes in own time
38
2
11
8
14
3
Other —as by foreman
2
1
1
(Several using group bonus)
Time matched with "in" and "out"
cards
75
5
16
II
33
10
(In two cases same card is used)
Record of indirect time
76
5
it
12
31
12
On separate card or ticket
45
2
8
6
21
8
Use symbol on one time card
27
3
8
5
8
3
Number of indirect time
classifications
(One says "none ", ten use only I, smaller concerns use maximum of 25, larger up to 260.)
Procedure where indirect time not
recorded:
Consider unrecorded time as
All indirect
5
3
2
All charged to direct jobs
4
4
Portion total day which is indirect
(One says "none ", 4 %, 5 %, 25 %, etc.)
Labor variances recorded
14
22
0
1
2
5
Description of variances
(Answers indicate confusion between "variances" and indirect time classification)
Basis of paying productive time
workers
Hourly
48
6
14
8
16
4
Piece rate
13
0
4
0
4
5
Group bonus
If
2
3
6
Premium
5
1
2
2
Others — combinations of above
18
Payment by check
90
8
20
12
37
13
Payment in cash
4
3
1
Foremen receive bonus as their
workers make more than regular
rates
13
5
1
5
1
1
EXHIBIT 4
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marized in Exhibit 3 that not all attempt to keep all their materials controlled under this inventory. Possible
duplication of inventory records gives
point to the responses on content of
stock records in the stock room and
other departments. It has always
seemed that there is considerable
overlapping in this regard, with the
stock room carrying bin records (and
often a card record as well) for each
commodity, the purchasing department
having another file of most of the
same items with data on quantities
plus some information as to vendors,
and the cost department keeping data
on another set of somewhat similar
records. However, the answers to the
questions in this area do not show a
pattern which would permit recommendations to be made.
It may be that responses with respect to the purchase requisition form,
do offer ground for suggestions for
possible improvement. A good many
companies apparently do not indicate
code on this form. In other words,
when a foreman or a stock clerk fills
out such a form, he does not, in these
instances, indicate the code to which
the purchase invoice will eventually be
charged. This code could be carried
forward to the office copy of the purchase order. Here too there appears
to be a lack. Many companies using
the purchase order do not indicate the
code there either. This coding procedure is one which is quite helpful,
inasmuch as it permits the accounting
NOVEMBER, 1950

department to make the proper charge
for a purchase simply by referring to
the code originally shown on the
purchase order or the purchase requisition. Its absence sometimes requires
personnel in the smaller companies to
"run all over the plant" with an invoice trying to find who purchased a
certain item and for what.
Apparently one -third of the companies record material variances. This
ties in with Exhibit 2 data as to number of companies operating some sort
of standard cost system. Responses
disclosing size of book and physical
inventory difference show what might
be expected, in that some have rather
wide variations in physical inventory
and others run very close to the control account.
Report on Labor Accounting

In accounting for labor, it becomes
apparent from the data summarized
and presented in Exhibit 4 that only
the smaller companies fail to have factory employees "punch the clock ", but
even many of the larger companies do
not require the office employees to
follow this procedure. The inquiries
on time recording methods are interesting in that 38 companies are shown
as still having the worker write in his
own time. A number of companies do
not match the direct time tickets with
the "In and Out" cards and others do
not record indirect time. Four of these
are able to charge all indirect time to
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PRACTICES IN ACCOUNTING FOR BURDEN

Separate record of factory expense
kept to determine burden

Company size-groups (by numbers
of productive workers)
Under
Over
Total
20 20.50 50.100 100 -500 500
86

6

19

12

36

13

Burden applied as:
Rate per direct la6or hour
of direct labor dollar
Machine rate per hour
Units of product
Material cost
Material and labor cost
Other

26
41
6
3
0
2
8

4
1

6
9

2
6
1

2
11

1

1

12
14
5
1

Burden developed:
Monthly
Quarterly
Semi annually
Annually
Other

54
5
6
13
I

3

Burden developed for each productive department
Number of service departments
required
Accumulated separately
Distributed to productive departments only
Distributed to productive and
other service departments
Other
Method of handling over and
under - absorbed burden

1
2

1
I

11
1
1
4

3
6
2
2

1
3
23
2
2
7

11
1

55
3
8
9
26
9
(three say "none ", 15 say "one ", highest for
companies up to 100 employees is 16; largest
say 37 as highest.)
72
28
31
8
(Most say, "to cost of sales ")
EXHIBIT 5

direct jobs. (Competition eventually direct time ".
may catch up with them on this).
After some persuasion the company
The question regarding the portion agreed to permit a test. It was disof the day that is indirect, although covered that in the plant 20 per cent
few replied, is a revealing query. It of the total hours worked by the somay be noted that one company claims called direct employees was actually init has no indirect time, but the direct time. Failure to take the cost
others are more realistic. Some years of indirect time into consideration may
ago, there was a cost installation be rather expensive unless customets
in which the management made the continue to pay for it.
same claim. The workers were said to
The question having to do with
be "putting in a full eight hours of labor variances was not as well an324
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swered as had been expected. It was
apparent that many responding were
thinking of indirect time. One member described his labor variance as
"down time due to mechanical failures", others as "lost time ", "idle
time ", "reoperation ", etc. These costs
are quite different from the usual
measurements of variances, e.g., actual
time under standard or saving by using
a lower rate man, etc.
What They Say About Burden

The responses to questions regarding burden are reported in Exhibit 5.
It appears that, of the companies surveyed, nearly half are still using a
burden rate expressed as a percentage
of the direct labor dollar, with a
smaller group using a rate per direct
labor hour. It may be noted that one third of the companies in the 100 to
500 employee group use the latter
method, while only two of the thirteen
still larger companies follow this procedure. It is rather a surprise to
find so large a proportion using the
dollar base method. Group bonus and
pay methods may have some bearing
upon this.
The inquiry as to the number of
service departments and the questions
under it, were intended to find out
how extensive was the development of
separate costs for these departments.
It seems as though good procedure
were shown here. The recent trend
has been to apply service department
costs direct to the productive departNOVEMBER, 1930

ments even though, in some cases,
services may be rendered for other
service departments. However, it is
noticeable that 31 of the companies
first apportion their service department
costs to production and other service
departments, while only 28 charge the
entire cost to the productive departments.
Most concerns report that they follow the orthodox procedure of charging any over -or under - absorbed burden
to cost of sales. Two interesting exceptions were noted in the reports. In
one case the absorbed amount is
"cleared into a general plant account
and distributed as general plant expense". In another case this amount is
carried as a deferred expense and
"added to the current month's burden
to establish a new burden rate. Then
any over or under amount is adjusted
semi - annually to profit and loss."
Other Inquiries

A number of matters which are
sometimes of a fair degree of importance, are dealt with in the inquiry
responses which are summarized in
Exhibit 6.
Summing Up

What does a study of this sort
accomplish? Disclosure of the state
of accounting practices, whether this
disclosure is conclusive or —as in
the present case — indicative only, may
well give industrial accountants an increment of backbone in attempting to
install better accounting methods in
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SUNDRY PRACTICES IN RECORDING WORK -IN- PROCESS, FINISHED
GOODS, AND COST OF SALES
Company size - groups (by numbers
of productive workers)
Under
Over
Total
20 20 -50 50.100 100 -500 500

Work -in- process
account carried in ledger
One account
Account for
Work -in- process —labor
Work -in- process— burden
Work -in- process — material

58
27

3
2

10
3

9
5

24
15

12
2

31
31
30

1
1
1

7
7
7

4
4
4

9
9
9

10
10
9

Account for finished goods
carried in ledger
Cost -of -sales account maintained

61

4

II

6

29

II

76

8

14

30

13

Methods where cost of sales is
estimated
Gross profit percentage
Estimated unit cost
Periodical physical inventory
Cost each invoice

II

14
5
5
1
2
I
17
3
3
9
2
(12 say monthly, I quarterly, 2 semi annually)
1
I
EXHIBIT 6

their own companies. In other words,
the picture presented by the survey is
a fair likeness of that oft - mentioned
"room for improvement ".
Again, there are other matters of interest which the survey points up. For
instance, better results would have
been obtained from the questionnaire
had everyone understood the terminology. The fault here may be shared
by those who phrased questions, those
who read them, and the state of the
language, so far as it applies to accounting.
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It would be very interesting and
profitable if such a study as this were
made in other localities to see whether
similar or comparable results would
be achieved. Certainly it is agreed
that the opportunities for cost accounting in the next few years will be
tremendous. Whatever the direction
taken by the economy, cost data will
play an essential part in the life of the
nation. The good cost accountant will
be at a premium. A real start has been
made but there is still a long distance
to go.

N. A. C. A. B U L L E T I N

THE

COST

BUT REPLACEMENT IS
RE- INVESTMENT

Editor, N. A. C. A. Bulletin:
ADVOCATES OF

RE P L A CE M E N T COST DE-

PRE CI ATI ON dwell on the fact that periodic charges for depreciation allocating
historical cost over the useful life of an

asset, would not —even if funded in corresponding amounts — furnish sufficient cash
to replace the sa me a sset at the time of its
economic demise. Many writers on the subject have contended that profits du ring the
years when depreciation is taken on actual
cost (replacement cost being higher) are
false or highly misleading. The assumption is (to carry out the logic) that, if
profits as conventionally determined were
withdrawn from a business in their entirety, there could be insufficient resources
left to permit to repla cing the pla nt in its
entirety.
Let us look at this thesis for a moment.
What was the source of the funds with
which the business was initiated? Is reinvestment in replacement of the original
assets an initial contemplation? Do we expect our customers to furnish us with funds
necessary to start our businesses and prior
to commencement of operations? Is it not
more to the point to recognize that individuals who furnished capital with which
to purchase assets initially necessary, committed their money for the period involved
in the probable serviceable lives of the a ssets acquired? Where does the qu estion of
replacement arise in determining profits?
Suppose eight years have passed and an
asset that originally cost $5,000 (if a single item or some larger sum if a whole
plant) is now fully depreciated and is to
NOVEMBER, 1950

FORUM

be scrapped. A replacement will cost
$10,000. Are we not where we stood when
the business began? Our venture is complete. W e have realized our profits and
recovered our capital, even if it will not
bring so much now. Unless the future
prospects of continuing profits seem real
enough to warrant new investment (either
from borrowed funds, equity capital, or reinvested earnings) the $10,000 will not be
forthcoming and it should not be. However, let us assume that it is to be forthcoming. Wh o shou ld bea r the cost of this
asset replacement? Does it not seem normal and reasonable to expect that the customers of the next eight years (who will
consume the product of the new asset) to
be the ones to bea r the increased depreciation cost?
It is granted that this viewpoint does
not work out to put all companies on a
comparable basis, for their replacements
will not come at the same time or rate. At
any given moment some plants will ha ve a
high percentage of low -cost assets (which
will temporarily allow them lower depreciation costs and higher profits if they sell
at approximately the same price as competitors), while other plants will have
higher percentages of high -cost assets
(which may temporarily give them higher
depreciation costs and lower profits). In
periods of gradua lly rising prices, the transition from the situation in which most
firms have low -cost assets to the opposite
condition, under which most have high cost assets must normally come about
slowly as the price level change pendulum
swings through its arc.
Unfortunately for many firms this tran327

sition was accelerated in the war years and
since, because of intense productive activity
which hastened the day of reckoning (decision to repla ce). For others, those years
have meant (apparently) depreciation -free
useful assets as a result of amortization of
emergency facilities used for government
contracts. Such firms know full well that,
in years to come, the replacement of such
assets will cost them dearly, and the absence of current depreciation on fully
amortized facilities will make the blow to
profits even harder.
However, the problem of meeting the
situation created by higher prices for capital assets is an investment problem, not a
determina tion of earning problem. To draw
an example from the field of inventory, let
us assume that a man invests $1,000 in
1,000 gadgets. He sells these for $2 each,
realizing 5 0 ¢ net profit per item after his
other expenses. Thus, after he ha s bought
and sold his 1,0 00 ga dgets, he will have a
fund of $1 ,500 (recorded cost plus profit),
with which he can buy another "round ".
Or he can invest his money elsewhere in
another enterprise or product. Advocates
of depreciation on replacement cost would
seemingly imply that, as soon as the replacement cost of these gadgets increased
from $ 1 to, say, $ 1 . 6 0 , the entrepreneur
should at once raise his sales price (and
perhaps his inventory price). Otherwise,
they would say, our man has lost money.
His $1,000 original investment plus profit
of $500 will not even buy back the items
he has just sold. It wou ld take $1,600 to
do that. They would have us believe he
made no profit on the completed venture.
I submit that this is fallacious reasoning. There is no compulsion for our entrepreneur to go back into the same market. If he believes the new and higher
market price of $1.60 is reasonable and
that he can now sell the items for $3.20
or thereabouts, he will have no trouble
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finding more fu nds to invest in his venture
in exactly the same way in which he ra ised
the original $1,000.
Putting it another way, why should any
customer expect to pay this year in the
cost of goods procured from us, a pa rt of
the cost of the a ssets we are now using and
of the cost of assets we may buy in some
future year when our present assets are
now worn out? To ma ke it more difficult,
we are not even su re we know how much
we will have to pay for those assets in
that unknown future year. We have a
"hunch" it will be somewhere above present prices, so we discard all chance that
prices might ever be lower. Should they
be lower, would we not drop the whole
idea?
In making this case I have no wish to
discredit the practice of accelerated depreciation. This is historical cost basis depreciation predicated on rate of use of existing facilities. However, when accelerated
depreciation is used, it shou ld be with full
knowledge that, when an asset is written
off once on that basis, it cannot be replaced on the book s a t a futu re da te or included in costs again, any more than it
could be for tax purposes. If there is a
temptation to do so, this simply reflects
inaccuracy in the acceleration.
Management's problems with higher replacement costs are like those of the investor. It is the question of committing
funds earned, as investments for future
earnings (on the basis of economic prospects) or of pa ying them out. If the former, a portion of earnings must be provided for the purpose. Unless funds are
carefully segregated (this would be true
even if they were "provided" by higher
depreciation), and invested in liquid or
semi- liquid form, the business will not
have ready funds available to procure replacement assets at higher costs.
Thu s the qu estion does not appear to be
N. A. C. A. BULLETIN

one of altering the basis of accounting.

ances. When production volume is above

Rather it boils down to the question as to
whether management wishes to pay the

what may be considered normal, based on
reasonable estimates, it would appear to
be conservative to credit favorable volume
variances to a reserve rather than to income. The subsequent unfavorablg variations, which a ppear to be a n inevitable reaction, could then be charged to this reserve. This policy does not a ppear to bear
more heavily on the conservative side than
a balance sheet which carries inventories
at a "lifo" cost or with deduction of a re-

usual dividend rate based on current earnings determined on a historical cost basis
and allow stockholders (and the public
generally) to invest such funds as the
economy needs them or whether management will take on itself a difficult dual
role. In this dual role it must clearly explain to its stock holders why it proposes to
restrict dividends and, at the same time, it
must assume the added responsibility of
investing wisely such current earnings and
mak ing su re tha t the funds will be in ha nd
when they are needed for replacement purposes. It is not an easy ta sk. It will not be
solved by simply discarding our fundamental depreciation -on -cost basis.
W ILLIAM F. CRUM, Wichita Chapter
WHY NOT A RESERVE FOR
VOLUME VARIANCES?

Editor, N. A. C. A. Bulletin:
RISING AND WA N IN G FEARS of inflation
and shortages make a pattern of alternating increases and decreases in inventories at all levels of distribution, including the consu mer. Even though inventories
may not be increased for the purpose of
speculation in a rising market, purchasers
naturally build up inventories as far as
practicable to increase inventory lead -time
periods in the face of possible shortages.
With their customers thus building up in-

ventories, manufacturers experience very
favorable volume variances in the operation
of standards costs based on normal production volumes. The reverse is true and adverse volume variances appear when fears
of price increases and of shortages abate
and the accumulated inventories are drawn
on.
The present situation is prima rily that of
high volume and favorable volume variNOVEMBER, 1950

serve for future price declines. To temper
the application of a reserve for .volume
variances, it could be applied only to periods in which unsold inventories in the
hands of commercial customers were known
to be increasing. Also, the reserve could
be carried in appropriated surplus (although it would seem desirable to display
the provision for it somewhere on the face
of the profit and loss statement).
The procedure proposed above simply
gives recognition to two concepts which
are accepted by accountants generally. The
first is given expression to in most financial statements. The second renders all
such statements to a degree tentative. These
concepts are:
I. The balance sheet should be presented
on the premise that it reflects the condition of a going concern unless the
financial statements as a whole are explicitly on a different basis.
2. One year is too short a period over
which to weigh the operations of a continuing business.
D. H. LINDSEY, Bridgeport Chapter
ACCEPTANCE OF A NEW COST
SYSTEM MAY COME HARD

Editor, N. A. C. A. Bulletin:
I T HAS BE E N TH E W R I TE R S EXP ER IEN CE

to conduct an educational program through
which plant supervision was provided
with the opportunity to become ac329
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quainted with a newly- installed standard
cost system. For this reason, he appreciates the purpose behind the article by Arthur W . Ackerman in the August, 1950,
issue of the Bulletin, entitled "Providing a
Working Knowledge of Sta nda rd Costs for
Plant Supervision." It is obvious that Mr.
Ackerman experienced the same difficulty
as we did in getting this working knowledge over to pla nt supervision. It is true,
as he states, that the people who make or
break a standard cost system are often the
manufacturing management group including foremen, inspectors, production managers and others. He also stresses an important point in commenting that no system
ever operated a plant.
It was definitely an education in itself
to try to register upon the minds of management people some of the basic principles of standard costs and the advantages over historical costs. I think that this
was due principally to the fact that supervision was a ccustomed to thinking in terms
of sign posts or bench -marks for cost reduction, based on the old cost system. The
struggle between the old and the new
finally developed to the point a t which the
"little black books" were resurrected from
hip pockets and two systems were being followed, one for actual practice and the other
to discuss at formal cost meetings.
In looking back, the writer recognizes
mistakes in his initial approach to explanation of the new system. In addition, it had
been developed "from the outside," a situation which served to put everyone on the
defensive. Out of the entire experience
there are a few clear lessons to be drawn.
The following are selected as of outstanding importance:
I. A system which calls for time records not
previously kept may convert the supervisors info fimekeepers. If a supervisor is
called upon to do paper work which was
not necessary under the old cost system,
if may hurt his pride.
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2. Avoid "throwing" at the supervisor the
copy of the manual in which he is expected to find his budgets. Make certain
he understands its arrangement and
points of usefulness before he goes on
his own.
3. It is well to remember that, like any
"customer," the supervisor must recognize a need before he is ready to "purchase" the new system. It is difficult to
sell anyone on something new if he sees
nothing wrong with what he already has.
4. W hat may appear elementary to the accountant or to the person setting up the
budget may be puzzling to a supervisor
who did not share the opportunity to sit
for hours meditating upon the various
aspects of the system. It is necessary for
the supervisor to catch up in his thinking
and he needs practical and friendly help
in this.
5. Clearly define any new terminology and,
if possible, collate it with the present
terms. Changes in terminology can have
a crippling effect upon an individual's
thinking. Avoid the use of stereotyped
phrases which have a conclusive, know if -all effect. As Mr. Ackerman suggests,
it may be better to call the end result of
the system a plant report card, rather
than to endow it with a technical title
like, "Exhibit of Variances," no matter
how simple the latter designation seems
to accountants.
A. A. MILLER, Calumet Chapter

A GAP IN THE MATERIALS FOR
TRAINING ACCOUNTANTS

Editor, N. A. C. A. Bulletin:
DUR ING TH E PAST TH I R TY YEARS the
role of accounting in the management
process has enjoyed a steady growth. One
resu lt of this development is that, although
accountants (like everyone else) must continue to exert efforts to "sell" their wares,
there is no longer the same critical need to
stress the importance of the functions they

are able to perform. This is true of that
substantial portion of the function as a
whole which is embodied in the presentation of necessary and useful financial and
operating information to the management
group.
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However, in spite of this, there seems to
be a "ga p" which needs to be bridged.

This is certainly the kind of a job that
N.A.C.A. members are well- suited to do.

This gap is the problem of how best to
train people to take their places in the activity of developing and delivering information and also that of receiving and

JOHN H. KEMPSTER, Boston Chapter

mak ing u se of it. In other words, how can
accountants be trained to develop the skill
to do the best job of organizing and presenting information to management and
how can present or fu ture members of management be best trained to make maximum
use of accounting information. This problem reaches its focus in the formal educational programs in accounting, engineering,
and business in our schools and also in
on- the -job training.
It can be made clearer by being identified
as one side of the "managerial emphasis"
in accounting, i.e., how much this can be
furthered by training. It would be helpfu l
if those who place their idea s before u s in
the Bulletin maintain awareness of the
problem, so that younger readers can gain
maximum benefits from published articles
and so that those charged with training
responsibilities will have better tools to
work with and a clea rer discernment of the
boundaries of the job they a re trying to do.
This help could take many forms, possibly
along the following lines:
I. Continuing emphasis on both the managerial and the accounting aspects of
the topics which are under study or review.
2. Consideration of when "accounting stops
and management starts."
3. Careful delineation of the responsibilities
of the people involved in the business
problems discussed.
4. Continuing emphasis on plans and objectives.
5. Occasional consideration of basic cost
problems on a level appropriate for newcomers to accounting ranks.
6. Expressions of opinion on the best ways
to train future accounting and non accounting members of management to
assume their full shares of responsibility
in their organizations.
NOVEMBER, 1950

"SPRINGBOARD" ANALYSES FOR
SALES VOLUME AND SELLING
COSTS AND METHODS

Editor, N. A. C. A. Bulletin:
IT I S O F T E N N E C E S S A R Y for the indus.
trial accountant to prepa re reports on sales
and marketing programs and results and, in

so doing, he must consider what comparisons are available (or adequate) to test
sufficiency of sales and sales analysis. In
testing sufficiency of sales, the three principal bases of measurement which may be
used are:
I. Plant capacity.
2. General business barometers.
3. Competitors' sales.
Plant capacity may easily be measured
where only one product is being manufactured but, in establishments in which the
machinery is used for several purposes,
there is a problem which reaches beyond
the accountant. In such a case, it will be
necessary to have an analyst familiar with
operations determine plant capacity. This
should be done —when comparisons are in
question —in terms of quantities rather than
dollars, as selling prices may fluctuate from
year to year and necessita te revision of the
basic figures at each successive use, if
money is used as a u nit of mea sure. In relating plant capacity to sufficiency of sales,
the accountant must consider the factors of
starting inventories, seasonal fluctuation,
and unused plant capacity.
The second test of sufficiency of sales in
most industries relates - to general business
conditions. Statistics showing the trend
of business are published regularly in
maga zines as well as in financial and daily
newspapers. In order to use such statistics,
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it is necessary to analyze the sales figures
of the company being tested and develop
from them indices on a basis comparable
to those published for the industry as a
whole or for business in general. Thus, the
sales for the same year as is used in the
published data must be established as a
norm and indices for other yea rs expressed
as a percentage of the norm. The use of
business barometers is often highly satisfactory when a business covers only a limited territory. Greater discretion should be
used in employing them for a product sold
nationally.
The third method of testing sales sufficiency is to compare the sales of the company being tested with those of competitors
if such figures are available. In making
such comparisons, it is again necessary to
establish indices with the same base period
as a norm. It will then be possible to study
rates of decline and recovery, as well as the
volume fluctuations themselves.
Once. the sufficiency of sales has been
tested and the results known, the next step
in an accounting report on sales and marketing is analysis of present and potential
sales. In this the role of the accountant
must be supplemented with studies prepared by or under the supervision of the
production and sales departments. Like sufficiency of sales in terms of capacity, business conditions, and competition, sales
analysis may also be considered under
three categories:
I. Analysis of the product offered for sale.
2. Analysis of the market for that commodity.
3. Analysis of sales methods and policies.
As to the first point the following questions, among others, should be asked when
the product is analyzed: "Is the product
really better than that of competitors ?"
"How is it better ?" "Wha t changes can
be made to make it more salable ?" These
questions are commonly considered to be
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production problems, but men in the factory are often una ble to a nswer them from
the marketing viewpoint. They are also
inclined to be prejudiced. The very points
about the product which the manufacturer
likes (as a manufacturer) may have but
little appeal to the prospective buyer.
Market analysis, the second point, is
conducted for the purpose of determining
who the prospective customers are, where
they are located, a nd how much they might
buy. The accountant may analyze published reports of various government agencies and may further compare previous
sales to those of other companies selling
the same or a similar product. He must
consider that the dema nd for a product depends upon purchasing power, climate,
standards of living, racial characteristics,
occupations, and many other factors. Population statistics are a fairly reliable guide
to consumer demand for certain kinds of
goods.
Sales methods and policies involve the
different ways of getting salable commodities from the producer to the consumer.
They are properly analyzed and changes
suggested in the light of results of sales
and market analyses. Direct mail, traveling
salesmen, jobbers, direct advertising, retailers, and agents are a few of the common marketing methods. The accountant is
in a position to present background data on
the comparative merits of each in the particular situation. The statistical study of
selling methods offers unusual opportunity
for saving and making money. Of course,
the exact dollar return from advertising
and other marketing expenditures cannot be
determined. Nevertheless, statistical tests
can be devised which will go far toward
placing these and other selling costs on a
controllable basis.
In other words we ha ve been saying that,
in respect of sales volume and selling costs,
there is a place for the talents of the acN. A. C. A. BULLETIN

countant. Here as elsewhere, through intelligent use of his talents, the industrial
accounta nt can be of real value in mana gement.
HENRY E. SIMON, Brooklyn Chapter
LEDGERLESS ACCOUNTS RECEIVABLE:
1. OPEN AND PAID PILE METHOD

Editor, N. A. C. A. Bulletin:
M A N Y C O M P A N I E S which have an ac.
counts receivable volume too small for
the use of an accounting machine find

their staffs burdened with posting to the
accounts receivable ledger. Because there
would be no appreciable saving of time
and also because of the investment involved, it would be hard to justify a machine installation in these cases.
Our company processes about 600 invoices a month, covering our regular sales.
In addition we have contractual service
sales, billed to the customer a t a fixed ra te
each month for service performed by us
that month. The service sales are billed
on an automatic billing machine since they
are of a fixed a mount ea ch month. Including the contractual service sales, we process
about 1,600 invoices each month and have
used a simplified accounts receivable system since November 1, 1947 with very satisfactory results.
W e have eliminated the accounts receivable ledger entirely through the use of
carbon copies of the sale invoices, each
copy being a different color. The number
of carbon copies will depend entirely on
the requirements of a company, the whole
procedure being very flexible and adaptable
to the peculiarities of a particular business.
A plain white copy of the invoice is
identified as the sales copy of the invoice
and is filed in a binder in numerica l order.
This binder tota ls to aggrega te sales and is
also utilized to verify the numerical inNOVEMBER, 1950

tegrity of the invoice series. The accounts
receivable copy, in some color other than
white, is placed in an alphabetical file by
customers' name. This file constitutes the
accounts receivable ledger. By merely placing these invoices in file, the posting of
sales to the ledger has in effect been accomplished. Various colors of invoices
can also be used to identify certain areas,
types of sales, types of products, etc.
Payments by customers are recorded by
pulling the customer's invoice from the
unpaid accounts receivable file, stamping
the invoice "Paid ", including the date paid,
and filing the invoice in a paid accounts
receivable file in alphabetical order. Before
filing the paid copies, a ta pe can be ru n of
the paid invoices to check the total paid
with the a mount of ca sh received that day.
Partial payments by customers are recorded
by noting on the invoice the amount paid,
the date paid, and the balance still due.
Statements to customers are prepared from
the open invoices in the unpaid accounts
receivable file. These sta tements show only
the open items a nd not the payments ma de
du ring the month. No difficulties with our
customers have been encountered because
of this departure from the contents of the
customary monthly statement.
The proof of the accounts receivable
open file with the control account is accomplished simply by running a tape of the
items contained in the former. Until proof
has been completed, the paid invoices for
the current month can be retained in a
temporary file according to date paid, in
order to facilitate checking in case a balance is not struck at once. After proof is
accomplished, these paid invoices can be
filed in the alphabetical paid file maintained
for six month periods. Thus each file
transferred to storage contains a six
months' period of pa id invoices. This procedure would, of course, be dependent on
the volume of invoices ha ndled.
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Another carbon copy of the invoice is
utilized as a cost of sales copy, with the
cost of each sale recorded on it. The sales
distribution for the month is recapitulated
from the sa lt binder on work sheets set u p
to handle it.
This accounts receivable procedure has
proven very satisfactory and is adaptable to
almost any business. The transition to it
can be accomplished by preparing dummy
invoices to be used to record the balance
due by each customer at the start. Once
these invoices are filed in the alphabetical
accounts receivable file, the new system is
in readiness for opera tion and the accounts
receivable ledger can be filed away for good.
R. V. PEARSON, Tri- Cities Chapter

LEDGERLESS ACCOUNTS RECEIVABLE:
2. DISPLACING INVOICE METHOD

Editor, N. A. C. A. Bulletin:
I N A S M A L L B U S I N E S S , accounts receivable procedu re is a considerable burden to
members of an office force with tasks which
must be widely diversified. Also, in the
small office, it is not profitable to invest in
machines which would be used only once
in a while. The usua l result is that much
valuable information about accounts receivable is never obtained. Moreover, ac-

counts are not kept up to date and excessive errors occur. The clerical costs for
posting, writing journals, and making
analyses are felt to be excessive.
When we found ourselves in this situation, we decided to develop a system to
eliminate the problem. Most of our sales
are for cash and we average only 300
charge accounts. The first thing we did
was to have our regular invoices printed
in three colors: white for original, blue for
second copy, and pink for the third copy.
We had them block ed together a t the printers in pa ds of fifty sets. (They could have
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been ordered in bulk and collated at the
time of u se, or a register could have been
used.) No special form is necessary and
all copies are the same except for color.
When a customer is billed, one original
(white) and two carbon copies (blue and
pink) are made. The original is sent to
the customer as his invoice. The blu e copy
is filed chronologically in a file which we
call our accounts receivable file. The pink
copy is filed in the customer's individual
folder.
When the customer pa ys his invoice, the
blue copy is removed from the accou nts receivable file, stamped with the date paid,
and filed in the customer's individual folder.
The corresponding pink copy is removed,
also stamped with the date paid, and
placed in a third file which we ca ll the accounts receivable paid file.
It is very simple to secure any type of
information from this system. The total of
unpaid accounts may be obtained at any
time by adding up the blue copies in the
accounts receivable file. The amount owed
by each customer can be found by adding
the pink copies in his individual folder.
Total sales to a customer can be found by
adding both the pink (unpaid) and blue
(paid) copies in his file. Credit information is also easily obtainable. By adding
pink copies in the a ccounts receivable paid
file we get the total credit to accounts receivable for the month, to be posted to the
controlling account.
If an additional yellow copy were used
and filed chronologically, it would form a
sales journal. However, we get our accounts receivable debit for the controlling
accounts for the month by keeping a total of
each group of paid blue copies before the},
are filed in the customer's folder, and a dding this to the total unpaid blue copies
billed during the month and in the accounts receivable file. This sa ves the fourth
copy.
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Proof at the end of the month may be
had by comparing the balance of the controlling account with total pink copies in
the customer's individual files and the total
blue copies in the accounts receivable file.

This system works very well for us. No
skilled help is required to operate it a nd it
ta kes very little time to keep it up to da te.
It a lso provides a ll of the information tha t
we need.
FORD A. GRANT, Bangor Chapter

All three should agree.
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