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Cost Systems and Operating Statistics
By A. F. WaAGNER

Business conditions during 1921 again impressed executives
with the fact that timely operating and balance-sheet information
is indispensable to intelligent and, consequently, profitable man-
agement. Observation leads to the conclusion that adequate
current statistics in many instances enabled executives to deter-
mine policies which not only prevented losses but often resulted
in a considerable net profit.

In almost every field of business during the deflation period
there have been a few outstanding concerns which, by reason of
their profitable operation or avoidance of operating losses com-
mon to the trade, have earned the respect of their stockholders,
bankers and less fortunate competitors. The marked contrasts in
operating results (which public accountants have recently been
privileged to witness) can be largely attributed to disparities in
managerial ability. Furthermore, foresighted executives have
been consistently fortified with accurate statements of operation
and financial position received at frequent, regular intervals,

The aim of this paper is to point out the statistical inadequacy
of many cost systems designed and installed before the United
States entered the world war and to propose a simple supple-
ment to existing cost records by means of which valuable addi-
tional statistics can be easily prepared for executives.

The directing heads of large or even moderate-sized manu-
facturing enterprises do not and cannot profitably take the time
to study all detailed costs of separate articles or jobs; but they
should have monthly statements from which they can determine
the ratio of the various component elements entering into the
cost of product manufactured, that is, materials, labor and over-
head. Furthermore, is it not desirable for a manufacturer to
know from month to month the average rate at which his inven-
tories of materials and finished goods are being turned and
the average length of time that goods remain in process of manu-
facture? All real merchants closely watch the turnover of their
goods in order to avoid excessive investment in inventories, but
many manufacturers apparently forget that one of their func-
tions is merchandising materials as well as changing their form.
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Established maximum and minimum quantities of materials or
general instructions concerning such limits may be disregarded by
purchasing agents—how can the management judge the efficiency
of such subordinates unless current statistics reveal the average
length of time that articles are on hand or in process of manu-
facture? Managers should be constantly striving to shorten the.
period of time between receipt of raw materials and shipment of
finished product ; accountants should provide executives with data
which indicate the results of changes in policies and whether or
not additional steps are necessary to accomplish a desired end.

Data described in the foregoing may be easily obtained from
most “tied in” cost systems now in operation if proper analyses
of accounts be made. The writer suggests that the classification
of general and cost-ledger accounts be so changed that the neces-
sary details will automatically appear in the company’s records.
A chart (exhibit “A,” page 200) illustrates the operation of such a
classification of accounts. The arrangement therein set forth
consists simply in running analyses of the usual perpetual inven-
tory accounts. This classification can be expanded to include as
many kinds of materials, work-in-process and finished goods as
may be desirable in a particular case and can be readily fitted to any
plan of departmental operations. The accounts listed in the
chart may be further amplified so as to subdivide the balances of
goods in process, finished goods and cost of goods sold into their
component parts, namely, materials, labor and burden. Account
number 44, materials used for expense, has been included on the
chart because some manufacturing companies purchase materials
which are used both directly in the product and indirectly in
factory operations.

With the operating details of a manufacturing plant per-
petually analyzed as indicated in the chart, monthly statements
similar to the specimen presented in exhibit “B” (page 201) can
be promptly prepared. Such statements, when furnished
executives, should contain comparative figures for the correspond-
ing periods of the preceding year. The relationship between
inventories and movement of goods is brought forcibly to the
attention of a manager studying reports in this form. The data
on turnover submitted at the bottom of exhibit “B” are calculated
in the usual manner by dividing average inventories into cost of

199



The Journal of Accountancy

IONVIVE “¥)
(g3uis3a oV
QANISSVI))
Tg10€ €000D
40 1800
(o]}

3INVIVE 4D
Mo0L1Ss
WOy

070S SQ009
40 LS00

[+11]

a3A0OWIH
€0009 QIHSINLI
€9

PuvIvg 8g

Q31374W02
SQ009
G3HSINIS
29

"8, H191Yx] Ul Pajsi| 250y} SO JWOS Y| 40 WOAUIY SAIQWINU  LUNODDY
~d2puUn JO JIAO WIpIhg O JUNOWO 24y Spuasaudau of) 4UNOI3D w 3duBiDq ) '€4uN0230 AuoqusAur (pnjadaad oNSN 2y} U0 09 puo
: !
0G ‘OF S4uUn0d2Yy  Japundsayy Ki402uaip S4uno2dp  KiDIPISQNS aUy [0U4UOD YIYM S4LUNOIOD 126pa; [042uab 2001pUL DY P PLIY 40 SuoHDD JUNCIDY  ILON

IINVIVGLND
3sn
uacins
wo4 »s1 40 512850
SEOr OIHSINGS o+ pabuoys
9G

IINVIVE ud

3ONVIVE "¥Q
aoly3d
30 DNINNIO38
LV AYOLNIANI
<SQ009 Q3HSINIS
19

$SQ009 Q3HSINIZ

09

‘ PagUosID

-ty

SSIO0HI IONVIVE MDD
, WOy
| Q3IAOW3IY 43895088V
$0009 GIHSINIA N3ayNg
' Ss . 240
ONvIVG WD IONVIVE ¥
IONVIVE '¥Q (sS40 Luoipisans
ISNIAXIT > w )
a3sS30Nd €04 @3Isn QIWHNINI
N30uNg SIWILYW N30yNg
S v 4]
o SPJODAL o4
“Rod w0a)
UUZ-(J(ﬂ Co \ - ﬂ EU
35530084 QINNSNOD
¥oav1 SIVIHIALYIN
103810 MY
[ 34
FONVIVG G WPNYIVG ¥g
Qq38S300ud {LIN) 2jqPABY £4UNOI00
SIWIHILVIN SISVHOUN o) $4:P243 [y
My IVYILYIN MVY
26 144
. 3oNYIVE 80 v ug
Qo13d aoyadg
30 ONINNIDIZ 40 ONINNIDIg
1V AMOLNIANI L% AMOLNIANI
SSI00¥4 NI SI00D MUY AMAVY
1S 14
§$3508d NI S0009 STVIHILYIN MVY N3aung
ov oLl

¢S]

SLNNODIV HIDAIT LSOD AHVIAISENS JO NOILVEHIHO ONILVELSNTI

«Vy LIGIHXH

LHVHO

200



Cost Systems and Operating Statistics

zot1 00°01S°€T1 [A%4 00'04£'€L spoo3 paysiuig
9 00°0SZ 141 8'S 007084761 9001d Ul §pooH
61 00°022‘862$ 0 00°0+9°£0€$ s[erIajem mEY
I3A0uIng, A103udAu] IAouIny, A103udAu] :spood jo IdAouwin uo elep Ieuwnrxoirddy
[ehuuy jo ey 9deroAy [enuuy jo ey 93eidAy
%0001 — %0001 — s[eI0g,
981 .~ L4 udping SunmidorInuey
6'6C 6°4C Joqef 3023i(q
%S1s - %Y'¥S s[elIalEw mey
) :passa201d SPoos [103 JO SIUIWI[D JO SaZeIuadIag
00°0T+*¥ST'T$ 00'0LL°T¥T$ (OIT "ON) PJos Spoo3 jo 3s0)
00°02S°€E o0'ozs‘'ee e (09 "ON) pouad jo pud je Spoo3 paysiuy jo AI0jWAAUT :3ONPIJ
00°0£6°£81°T 00°062°SLT
00°0668¥1 00°012°¢TT s (19 "oN) ponsad jo Buruui3aq je spoo3 paysiuy Jo AI03USAUY PPV
00°0+6'8£0°T 00708029 (29 "ON) po3djdwiod spoos jo 1s0)
007059012 00°059°01Z ~(0S ‘'ON) pousad jo pua 3e ssadoid ur Spood Jo £103UdAUT :IONPSI(J
00°065'6¥2°T 00°0€42L2
00°054°SST 00°016°841 s(1§ "ON) polrad jo Suiuuidaq je ssao0id ul spool Jo AI0JUIAUY : PPV
00°0+8°€60°T 00°028°€6 o[es Joj passaood spoos [ejo],
go0s6'c e rmesmmesrrsemessee (GG "ON]) 9STL UMO JOJ PRINORJNUBW SPO0Y) :30Npa(l
00°06.°460°T 00°028°€6 passadoid spoos [Bl0]
00°069°661 —_— 00°0£9°91 e TTTTmemeeeess e (¥S "ON) s$s9%01d ojur padieyd uaping
00°086'6 00°099 (041 'ON) P9qI0Sqe-19A0 UIpIng :Snig
00'0T£°681 00°046°ST (141 'ON) PpPai3noul udping [eI0],
00°09%‘91 00°0T+°T (Y141 "ON) sesuadxs Sunnjdejnuewt 1Y
oo.oomHmH 00°00€°1 (8141 *'ON) 3ueld jo uoneraxdaq
00°065 .21 00°0€T‘T (3141 "ON) saredoyg
00°04€ 21 00°0£6 (3141 'ON) g
00°0£6:91 00°0Z0°T (PILI "ON) I2mog
00°0€6 6 00°0€8°C (9141 'ON) '932 ‘sjoo3 3soo]
00°05£:62 00°005‘C (q1Z1 "ON) @duapusjuiradng
00°021°9S 00018y (®I41 'ON) 10qe[ 3da311pu]

1 U3pInq SuLINIOEINGERY
00°022:0€€ 00°0€192 (€S "ON) Joqe[ 391Q
00°088°£9S 00°090°1S (2§ "ON) Sunmjoenuew Ul pasn sjeldey
00°00¢°0ce — 00'085°91¢ —

00°0££.91¢ 00°04€°9T€ (0¥ "oN) porad jo pus je Liojusauy
00°0¢6's ¢ 0001z $ (py "ON) s[elrorewm ssuadxy :ssoT
00081888 00°0¥9°49¢
00°0v€‘6¥9 000€4'¢9 T (zv 'ON) (3u3123y premur Surpnpour) saseyosnd JaN
00°0+88¢Z $ 00°016'862$ T (1¥ "oN) pouad jo Surtuuidaq j3e AI0JUIATY
0Z61 ‘1€ &An[ 0Z61 ‘An[ jo yiuol :S[ELRm Mey

POPUS SYIUOW A[PMT
(V, NQIYX2d ul pajuasard-jaeyd 03 3ulId}al SIqWNU Junodde I )
P10S SPooDH fo 150 f0 tuUIMIIDIS UIWIIIGS

«dy LIGTHXH

201



The Journal of Accountancy

goods moved and may also be stated in terms of average length
of time that goods are on hand or in process, as follows:

Rate of movement of
goods in terms
of average number of
months on hand
Twelve months

Month of to July 31,
July, 1921 1921
Raw materials .0 Mo 6.3 Mo.
Goods i ProCeSS..ommimiemee e 21 20 “
Finished goods .......... 05 « 12«
Average total period from receipt of raw
materials to shipment of product manufac-
tured therefrom 8.6 Mo. 9.5 Mo.

Statistics similar to the foregoing (especially when compared
with like data for prior years) are of real value to managers.
Furthermore, they can be prepared from almost any good, exist-
ing cost system. The only additional records required are the
subsidiary accounts set forth in the appended chart, and these
may be dispensed with by the use of multi-column ledger sheets.

The classification and analyses suggested in this paper have
one additional advantage, namely, that the treasury department’s
requirements as to form of the statement of cost of goods sold on
annual returns of income can be strictly followed without hur-
ried analyses of accounts at the end of the year. The sugges-
tions presented in this paper are offered, not with a view of
eliminating unit costs, percentages of normal production and other
valuable data now secured from cost systems, but rather with the
idea that analyses be added which will afford executives addi-
tional indices of the efficiency of operations. Actual experience
with records such as those described herein has demonstrated that
thev reauire no greater time than was necessary before the run-
ming analyses were added and, furthermore, that real operating
statistics and annual returns of income are now more expe-
ditiously prepared than was the case before the records were
changed.
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