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THE NATIONAL INDUSTRIAL
RECOVERY ACT

The first session of the Fifteenth International Cost Conference of
the National Association of Cost Accountants was called to order in
the Grand Ballroom of the Cleveland Hotel, Cleveland, Ohio, at ten
o'clock on Tuesday morning, June 26, 1934, by Colonel Arthur H.
Carter, President of the Association.

PRESIDENT CARTER: Gentlemen, I have great pleasure in
declaring the Conference in session. Perhaps never before in the his-
tory of this organization have we met to discuss events which have
transpired since our last annual convention that have greater im-
portance, not only to us but to our country, than those we are about
to discuss.

The seriousness of the situation cannot be over-emphasized. I hope
the discussion will develop both sides, with all the points for and all the
points against, and that we may leave here better contented, in mind
at least, that we have aired the subject thoroughly.

I do not helicve there is any industrialist, any accountant—certainly
any cost accountant—who has not been confronted with most difficult
questions this last year. I know of no organization that is better
cquipped than ours to meet in common purpose, to work out some
foundation upon which we may proceed in the next year with more
satisfaction.

Our program has heen arranged by one for whom we all have great
admiration, and T am sure he is going to present to you during the next
few days a most interesting series of talks. T have great pleasure in
introducing Mr. Bill Marsh of Pittsburgh.

WILLIAM MARSH: Thank you. It is the privilege of the
Chairman of the Program Committee to say nothing. All the Chair-
man has to do is to see that the speakers are here, which I shall try to do.

As the subject of this convention, the National Recovery Act, was
naturally set up for us, we shall try in the next two or three days to
give you a picture of N. R. A. from every standpoint.

In this particular convention we deviated just a little from the usual
procedure, because on Thursday we do not have a set program. We
are then going to give all the youth an opportunity to produce that ses-
sion, an open forum. I hope that everyone will take advantage of that
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4 SESSION I

opportunity and be here on Thursday morning and tell us what he
thinks of the N. R. A.

Today we are going to have the subject discussed, first, from the
standpoint of the N. R. A. itself, and then {rom the standpoint of trade
associations, and lastly from the standpoint of industry.

The Chairman for this morning’s session is Mr. Arthur Gunnarson.
Possibly all of you know Arthur Gunnarson. If you do not, you will
in a minute. He is the first President of the Washington Chapter,
and he has heen reelected {or this coming year.  Arthur is with the
Chamber of Commerce of the United States, and in that capacity has
been a very, very great help to us.

While I am on my feet, I want to take this opportunity of thanking
all the members of the Program Committee. Mr. Gunnarson will be
Chairman today. Tomorrow Howard Knapp will be Chairman. On
Thursday Charlic Reitell will be Chairman.

Also, T want to thank those of you who have helped me in formulat-
ing this program. I did not have an opportunity to reply to all the
suggestions and the letters that were sent to me, but T am now doing
that publicly.

Without saying any more, T take pleasure in introducing to you Mr.
Arthur Gunnarson, President of the Washington Chapter, who will be
Chairman of today’s session.

CHAIRMAN GUNNARSON: Twelve months ago the national
convention of this Association was being held at the time Congress
was considering the National Industrial Recovery Act. On the day
preceding the passage of the Act, the afternoon session of the conven-
tion was devoted to a discussion of the Act and its possible effects upon
industry.

Obviously, the attention of the convention was focused on problems
of costs. Questions arose as to the extent to which costs would he
increased as a result of placing the Act in eflect in the various indus-
tries and trades. As accouniants concerned with placing hefore man-
agement data which would accurately reflect changes in costs which
would occur as a result of complying with the Act, and desiring further
to be fully informed concerning the responsibilities and opportunities
under the Act, the members of this Association participated ener-
getically in that discussion.

A year has passed. The National Industrial Recovery Act, being
an emergency measurc, was given a life of two years. Tlalf of that
period has expired. Probably no legislation in American history has
left such a deep imprint upon American citizens in such a short space
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of time as this Act. To every crossroad and every hamlet has pene-
trated information about N. R. A. Codes, Blue Eagles, and other
phases of that program.

This result has not heen unanticipated. The President, in a state-
ment issued on June 16, 1933, when he signed the Act, said, “History
probably will record the National Industrial Recovery Act as the most
important and far-reaching legislation ever enacted by the American
Congress. It represents a supreme effort to stabilize for all time the
many factors which make for the prosperity of the Nation and the
preservation of American standards. Its goal is the assurance of a
reasonable profit to industry and living wages for labor, with the
chimination of the piratical methods and practices which have not only
harassed honest business but also contributed to the ills of labor.”

On the same day, the President declared that the Act was a chal-
lenge to all elements of our population. Industry, he said, had de-
manded the right to act in unison to correct the abuses of competition.
It now had that right. Labor, under the Act, had been granted a new
charter of rights which would be used to improve the status of work-
ers. The Administration, the President stated, faced new responsibil-
ities in protecting the public as a result of provisions of the Act which
relaxed some of the safeguards of the anti-trust statutes in order to
keep free the individual initiative of business. Finally, the whole peo-
ple of the United States had a responsibility of supporting this program
without making it necessary to use forceful methods.

A further declaration might have been made to the effect that the
Act placed upon accountants a serious responsibility to justify them-
selves as members of an honorable profession sincerely concerned with
advancing the science and art of accounting, particularly in the field of
costs. The constantly increasing attention which has been given by
N.R. A. and by the various codified industries to the problems of costs
and their relationship to various phases of management should furnish
ample evidence of the prominent place the accountant has held in this
recovery program.

As I have indicated, the organization here represented devoted one
afternoon of its convention last year to the implications of the pending
legislation. Today we are again assembled in convention. The Na-
tional Industrial Recovery Act is not merely an incident in our deliber-
ations today but is practically the whole substance of our program. It
is our intention to review the Act in relation to its effects upon the
business community.

Mr. Marsh has indicated that in drafting the program we have tried
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to give the various interests involved an opportunity to be presented
This morning we intend to establish a broad, general background as a
basis for subsequent discussion.

It is only natural that we should turn to the National Recovery Ad-
ministration for a representative to present an official point of view.
Our speaker this morning comes as a representative of General Hugh
S. Johnson, the Administrator for Industrial Recovery. He is the
Chairman of the N. R. A. Policy Committee on Trade Practices. 1le
has had a wide expericnce in dealing with problems of industry and in
addition to his present public [unctions is also the Kxcecutive Viee
President of the Brookings Institution of Washington. e has made
frequent contributions to discussions of current economic questions.

Dr. Leverett S. Lyon, our first speaker, will open the discussion by
presenting the point of view of the National Recovery Administration
with respect to the Recovery Program. [ take pleasure in introducing
Dr. Lyon.

THE LARGER SIGNIFICANCE OF THE N. R. A.
Lrverrrr S. LvoN

Deputy Assistant Acdministrator for Dolicy,
National Recovery Admmistration, Washington, 1) C.

FEEL often, when 1 am called upon to speak—but more particularly

in this instance—a little in the situation in which Mark T'wain is said
to have found himself on a certain occasion, when he came down from
his hotel room and walked into the lobhy. A friend approached him
and said, “Well, it is nice to see you this morning! Won’t you step
into the bar and have a drink?”

To this Mark Twain is said to have replied: “No, I can’t do that for
three reasons. In the first place, T once made a very, very solemn
promise that T would never, never take a drink. My second reason is,
it is really a little early in the morning to drink. And the third reason
is, I have just had a couple of drinks.”

I am not indicating that I am in the situation in which Mark Twain
found himself, but only that there are at least that many reasons per-
haps why I should not be making this address.

The first and most important is suggested in the remarks of our
Chairman, who said that T was here as a personal representative of
Ggneral Johnson. It goes without saying that nobody can really rep-
resent General Johnson.

In addition to that—and I let this go for all the other reasons—you
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are going to have so much more said about some of the subjects in which
you are particularly interested, as to the effects of the N. R. A. upon
your particular profession and its work, that I feel there might be a
great deal of gain by letting you get immediately into the discussion for
and against the cost protection provisions and other items in which I
know you have a keen and, quite naturally, a very strong interest.

It is my privilege to open for this body its discussions of the Na-
tional Recovery Administration. Speakers on this subject typically
follow one or the other of two lines. On the one hand they feel
called upon to extol or defend the N. R. A. and, upon the other, to
assail or criticize it. No doubt before your meetings are over, either
among speakers from the outside who address you or from the vary-
ing viewpoints of your own group, you will have plenty of the for-and-
against variety of discussion.

I am not opposed to for-and-against discussions. They constitute
one frurtful way of getting the issues of a controversial subject into the
light, even though the light may be accompanied by an unnecessary
amount of heat. As Justice Brandeis once observed, there are few
ways of getting at the issues in a question that are better than a well
contested law suit. So I suppose it is necessary in considering an in-
novation in public affairs to have a very considerable amount of taking
sides, of making cases for and against.

Nevertheless, I shall leave to others the role of proponent and op-
ponent, so far as your meeting is concerned, and in my remarks follow
rather the suggestion made by Daniel Webster when, in opening his
masterly reply to Hayne, he pointed out the wisdom, when controversy
had been strong, of taking account of position, of determining one’s
whereabouts, of making certain of one’s bearings. I shall ask you,
therefore, to withdraw your thinking from the arena of controversy
and to take a position of some perspective; to consider what the
N. R. A. is as an institution in American life. Such a general and
detached consideration is the more significant in view of the fact that
the N. R. A. has just now completed its first year of activity and is be-
ginning upon the second year authorized by the National Industrial
Recovery Act.

Now that it has had a year of life, there is no one, I think, who can
fairly deny that the National Industrial Recovery Act has proved itself
to be one of the most momentous pieces of legislation ever enacted by
this nation; that its administration, the various forms of which one
could hardly have forecast from the law itself, has been carried for-
ward with an energy and ingenuity seldom, if ever, equalled in peace-
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time. Nor can one doubt that the public’s interest and attention have
been caught and retained by it as by few enterprises in which tlus gov-
ernment has ever engaged. Agricultural allotments, radical changes
mn banking legislation, even the abandonment of the gold standard, have
hardly taken the headlmes in public interest from the N. R. A,

It will not be mappropriate therefore to cast our thought back to
those circumstances which hrought the Recovery Act into existence,
to remind ourselves of the current of 1deas and events whieh lie helund
it.

The law was the outgrowth of a certain desperate situation of de-
pression and a series of ideas, desires, hopes, and purposes which have
a long history. While it was devised to meet immediate needs, it wis
built upon economice, institutional, and idealogical foundations of the
past.  Although we are traditionally a nation in which the idea of in-
dependent enterprise is deeply rooted, the protective tari(T, the Inter-
state Commerce Commission, public utility commissions, labor laws,
trace practice conference agreements under the Federal Trade Com-
mission, and the corporate hodies of war time—1 do not mean to imply
that all of these are equally important or equally useful- -had all es-
tablished patterns of thought, in terms of which it was easy to conceive
of new regulation of individual freedom. We had also long heen fa-
miliar with the idea of associative action. To the working man this
meant typically unionism, to the farmer cooperation.  To the business
man 1t meant some sort of trade association.  The Recovery Act drew
heavily upon this notion of associative action, and its administration
has drawn even more heavily upon it.

During the few years which precedecd the passage of the law it had
been repeatedly suggested that there were a series of matters to which
the national government could desirably give greater attention.  Omne
of these was the idea of technological unemployment. Since the days
of the industrial revolution it had been realized that the introduction
of machinery had caused, at least temporarily, unemployment. But
the rapid technological advance of recent years, striking examples of
displacement of men by machinery, and the advancing rationalization
of American industry hetween 1922 and 1929 had given the idea of
technological unemployment a new interest and had made large num-
bers of persons susceptible to proposals which scemed to show a way
of spreading the available work. A sccond widespread helief found
expression in the word “overproduction.”  Many persons had come {0
believe that there existed an excess of producing capacity, that society
had somehow found itself in the position of heing able to produce more
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than 1t could consume and that this was an important element in the
continuance of the depression. Related to this was the idea referred
to as under-consumption, more often called a lack of mass purchasing
power. This in turn was believed to come primarily from the inade-
quacy of wages to purchase the output made possible by mass produc-
tion methods. During the depression this 1dea—not uncommon be-
fore—was recnforced by the absence of purchasing power in the hands
of the unemployed and the loss of purchasing power of those whose
wages had heen cut.  From this there developed a wide popular belief
that the way out of the depression was through an increase in mass
purchasing power.

Of a more general character was a third concept-—so-called economic
planning. Under this broad phase were included numerous proposals
to increase the amount of collective economic control. While the
specific plans proposed by planners were almost as many as the num-
ber of those proposing them, they had the common ground of distrust-
ing individual enterprise as a guiding principle in economic life.

Finally, and of great importance in the whole matter, was the wide-
spread view that much competition is predatory. This view, held in
more prosperous days chiefly by business men in regard to the actions
of their competitors, was extended by a growing number of business
failures and the price and wage reductions which always accompany
depression. The notion of predatory competition was thus expanded
into a doctrine, accepted by many, that the degree of competition to
which we are ordinarily accustomed is in itself an evil, perhaps a cause
of the depression and a factor in its continuance. The prevalence of
this point of view gave support to proposals to modify the anti-trust
laws in quarters which heretofore had supported these laws as a bul-
wark against monopoly.

These underlying strains of thought were those to which there were
hrought 1n the spring of 1933 a series of proposals—some having to
o with the limitations of hours of work, some with repeal of anti-trust
laws, some with economic planning, some with the hope of direct re-
lief from the depression. From such specific proposals and in the
light of such a background of thinking there was formulated the Na-
tional Industrial Recovery Act.

Let us turn to view the law and its administration. To my way
of thinking the N. R. A., always accepted as a gigantic experiment in
economics, is equally a gigantic experiment in government. On the
economic side it may be said that the Act was designed essentially with
the belief that it could hasten the process of economic recovery. In
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addition it was designed to spread work, to improve the relationship
between employers and employes, to put government in a new relation-
ship to business enterprise. In its administration these ends have
never been overlooked, but the law has been administered as well to
provide us with what is in effect almost a national minimum wage and
practically to abolish child labor. The greatest interest from an cco-
nomic point of view attaches to the N. R. A. as a way out of the depres-
sion. Here the central method has been to increase dircctly the pur-
chasing power of wage-earners through a prescription of minimum
weekly and hourly wages. This has been accomplished so far as prac-
ticable by the protection of wage differentials above the minimum.
The N. R. A. has thus in a sense hecome the instrument through which
a controvertible cconomic issue may move to be resolved.  [f through
its efforts there should be furnished proof satisfactory to all observers
that the road to plenty lies through some plan of general wage increases,
of work spreading, and shorter hours, the N. R. A. will have solved
the most serious problem concerning economists and statesmen- -the
problem of the business cycle.

If we turn 1o consider the N. R. A. in its governmental aspects, it is
quite as striking, quite as significant as when studied from an economic
point of view. The N. R. A. is providing the long-talked-of oppor-
tunity of self-government in industry. The essence of the plan is that
business groups, through their associations, shall set up codes for their
own control and that these codes, when signed by the Administrator
and the President, shall have the cflect of law.

On the administrative side this task has heen difficult and the quanti-
tative accomplishments little short of astounding. The problems have
been innumerable. The elfectiveness of their solution cannot, T sup-
pose, be fully stated until the Supreme Court shall have acted on some
of the issues sure to come into controversy.

Consider, however, in a little more detail, what I mean by referring
to the N. R. A. as a governmental enterprise. Tn the making of codes,
industries take the initiative. This presented at once the problem of
representation. When is an industry properly represented? TFor the
several hundred codes this question had to he answered in each instance.
In the creation of codes—each a picce of legislation for an industry-—
scores of special problems have arisen. While the general pattern
is the same, the emphasis in each one differs from the others. Tncdus-
try has its interests, labor its interests. Yet industry and labor are in
themselves abstractions. Within cach there arc varying points of
view. It has been necessary to face the questions of where labor is



THE NATIONAL INDUSTRIAL RECOVERY ACT 11

represented and who may speak for it. Nor are industrialists of a
single mind as to what is desirable for industry in general, or their own
industries in particular.

Even 1f we assume that representation is satisfactory and a code has
been made, the problem of administration before the N. R A. is no
less difficult than the problem of administration in government where
ever we find 1it. The question of representation on the code authori-
ties has had its day. The classification of industries according to the
codes under which they shall operate is a puzzling problem. The se-
lection and continuance in office of honest and efficient code adminis-
trators will be no less difficult than the selection of honest and efficient
public officials in any other form of government. These are but ex-
amples of the tasks of the N. R. A. as a governmental agency.

When we take all of these things together with other problems of
government which are implicit 1n the N. R. A. organization, we have a
picture of business attempting self-government under the supervision
of federal admunistration This is a great opportunity for business
and one to which you as professional men can make a contribution.
Business has for years expressed the wish for greater self-government.
Those who have been skeptical of such government have based their
skepticism on the fear that self-government in business would mean
collusion in business, that it would mean attemipts unduly to raise
prices, that it would mean attempts to forti{y in their present position
those who now possess the ownership or control of social resources.
In short, they felt that the plea for self-government in business was in
large part a plea for self-government in the interests of business.

Through the N. R. A. business now has the opportunity to demon-
strate what it really means by its desire for self-government. It has
the opportunity to show whether the fears of the skeptics were well
founded, or whether it can express its self-government in terms which
can be socially justified. The professional accountants of this coun-
try, acting as they do as advisers to business men, can play a helpful
role both to the N. R. A. and to business in the advice and counsel which
they offer their clients. Those who truly wish to see the experiment
of government 1n business succeed will find that their advice is run-
ning in those terms which will bring credit and not disrepute upon this
momentous undertaking. If their advice is of the sort which will in-
duce business groups to strive for advantage or position, or the ex-
ploitation of opportunity which cannot be socially justified, it will tend
to discredit the whole N. R. A. experiment.

In this connection may I make a few observations concerning a mat-
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ter which affects the N. R. A, m both its cconomic and governmental
aspects. It is likewise a matter which is of importance to you as pro-
fessional accountants. 1t has to do with the N. R. A, relationship
to profits and prices. In a capitalistic society, that 1s, a business so-
ciety such as ours, profits are the mainspring.  When profits are to be
made, business men expand their activities. Thus employment is in-
creased; thus production increases; thus an advancing standard of
living 1s made possible. It is unnccessary to say to this group that
profits are the difference between costs and income.  But it does some-
times seem necessary to point out, even to an accountant, that the dif-
ference between a cost and a price does not necessarily represent a
profit. The reason 1s that one may have prices at winch goods do not
sell. Profits have meaning only when they represent the difference
between all costs and prices at which enough goods are moving to cover
those costs with something left over. It is casy for any of us, even
at times for an accountant, to make ourselves believe that if there is a
nonunal difference between the cost of a specific article and the price
which we put upon that article, a profit is assured. It is this helief
that has led manufacturers at times to compute all their costs, add a
profit, fix their prices, and wait for business which did not come.

But how else, you may ask, is a profit to be assured? There is I
believe only one way. That way is to have a knowledge of the price
at which products of different types will sell, then to determine costs ;
and if they cannot be produced at a profit at these prices, not to produce
them. This is the great service which the cost accounting profession
can provide and has provided for American business.  Only by know-
ing costs can one know when it is worth while to manufacture, or to
buy and sell. Only by knowing costs can one tell the possible profit
in an enterprise, or the possible profit as between different types of
products. But when the accountant leads a business man to believe
that a knowledge of costs with prices built thercon will assure him a
profit, he is leading him into trouble, rather than proving a helpful and
constructive guide.

From a social point of view the outcome is the same. Profits, as T
have said, arc the mainspring of a business system. When the ac-
countant helps the business man to know where profits are to he made,
he guides him in a direction which will lead toward greater employment
and greater national output. When he guides him in the direction of
merely maintaining his prices so that there is a nominal profit between
the costs of individual units and the nominal selling prices, he is taking
him into doubtful if not dangerous territory. The extent to which ad-
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venturing mnto this second area may be wise is one in which you are too
technically competent for me to advise you. But I may quote from
one of your own professional brothers, Colonel Montgomery, who has
said, “In a competitive system there 1s some connection between cost
and prices but . . . unfortunately no one has invented a system under
which there can be any certamnty that you can sell your products for
more than they cost.”*

Nor will I try to point out {o you the difficulties of knowing what
costs are—the differences between the costs which must be considered
by the man who rents lus plant, and who has a large funded debt, and
the man who owns his plant and whose capital structure consists of
common stock alone. If I may again quote one of your own brother-
hood : “We will never have a standard cost formula which will protect
prices. . . . It requires the use of insoluble problems. You can only
protect your prices by proper management of your materials and tools
and by turning out goods of quality and usefulness and in such reason-
able quantity as will not destroy your chances for profit.”’}

You will see much in common between these observations and the
recently announced new price policies of the N. R. A. These policies
undertake to move positively and constructively in the direction of
open prices, to eliminate those elements of secrecy which are justly
called unfair. They are not designed by some magic formula of price
maintenance to guarantee profits, but they are designed to give full
publicity to all the facts to those who must make decisions. The pro-
posed plan makes it possible for an industry, if it chooses, to file prices
with an impartial agency which, when filed, are to be made available
to sellers and buyers generally. Provisions are made for preventing
so-called price raids, and yet conditions are retained which enable com-
panies whose alertness or knowledge of costs tells them promptly that
prices should be changed, to profit by their alertness and their wisdom.
Only in emergencies is protection given by price-fixing. The new
policy recognizes that price maintenance is at best difficult to achieve
without (a) the possibility of monopoly, or (b) the necessity for gov-
ernment control, both of which are distasteful to the American people
The policy provides definitely, however, for fixed prices when there is
a real emergency that adversely affects small enterprises, wages, or
labor conditions, or tends toward monopolies.

* From an address of Robert H. Montgomery, Lybrand, Ross and Montgomery,
22nd Annual Meeting, Chamber of Commerce of the United States, May 1-4,
1934, Washington, D. C.

T Ibid.
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The recently stated price policy also states a clear position on cost
accountmg. It 1s declared that N. R. A. will encourage proper cost
accounting and accounting provisions m codes.  The philosophy of
the cost accountmg provision is that American husiness is entitled 1o
know, but must be left {reedom of judgment as to the action which
shall be taken on the basis of knowledge. New codes may provide
that the code authority shall cause to be formulated methods of cost
finding and accounting capable of use by all members of the industry.
These, when approved by the Administrator, shall be made available
to all members of the industry. Such methods and principles as are
formulated, however, are not to be made compulsory.

May I conclude by briefly summarizing what I have already said.
The N. R. A. is now one year old. It is a gigantic undertaking striv-
ing to accomplish in the fields of cconomices, sociology. and government
a program elaborate enough, we would ordinarily have believed, to
occupy a decade, if not half a century.  As a sociological eaterprise,
its practical elimination of child labor is perhaps its most significant
achievement. As an cconomic undertaking its most significant con-
tribution will, 1 helieve, prove to be the light which it will throw on
the question whether by the direct, prompt and general inercases of
wages we can bring ourselves out of those recurring periods of depres-
sion which have been a characteristic of business for the last century
ormore. Interms of its governmental significance, we will look upon
the N. R. A. as a great test of what sclf-government in business means
to its advocates and what actually results from government thus at-
tempted. In all of these matters you, as professional accountants,
can have only the keenest of interest.  You can play a useful part in
the progress of the N. R. A. by the guidance which you can give your
clients in bringing out ol this experiment something hetter in ¢co-
nomics and government than we have known hefore.

CHAIRMAN GUNNARSON: As professional men, interested
particularly in one subject or in one field, it is well that we stop occa-
sionally to survey broadly the general field in which our specialized
interests lie. [ believe that Dr. Ilyon has given us such a broad back-
ground in reviewing for us some of the underlying philosophy of
N. R. A. Before we proceed [urther, I want to express our deep
appreciation to Dr. Lyon for his presentation. We hope that in sub-
sequent discussion some points that may require further clarification
will be brought out.

The second approach to our subject this morning involves considera~
tion of problems which have received considerable attention as a con-
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sequence of the Act. Under the Industrial Recovery Act certain ma-
chinery is set up with respect to the formulation and administration of
codes for various industries. Even before the N. R. A,, there existed
a form of business organization known as the trade association. A
trade association 1s a voluntary organization of business men in the
same or related fields of business banded together for the purpose of
considering problems of mutual interest. Subsequent to the adoption
of the Recovery Act, and under the codes that have been approved in
compliance with that Act, we have set up a system of Code Authorities,
which are administrative bodies for the industries which have codes.
In many cases, the trade association functions as the code administra-
tive agency.

The trade association field is a broad one. It contains many capable
men who represent their respective industries in the capacity of execu-
tive managers of trade associations. These men have played a promi-
nent part in assisting to formulate policies at Washington with regard
to the administration of the Recovery Act.

One of the first men who appeared on the scene, even before the Act
was passed, is with us this morning. A few days after the Act became
law he had issued a suggested code for an industry as a guide to others
who were concerned about drafting codes of their own. This model
code was drafted along the lines of the one that he had suggested for
his own industry. He has had wide experience in various fields of
business. IHe has been a professor of economics During recent
years he has been the Exccutive Manager of the National Furniture
Manufacturers Association.

T take a great deal of pleasure in introducing Dr. A. P. Haake of
Chicago.

THE NATIONAL INDUSTRIAL RECOVERY ACT FROM
THE STANDPOINT OF THE TRADE ASSOCIATIONS
AND CODE AUTHORITIES

A. P. HaARE

Managing Director, National Association of Furniture
Manufacturers, Inc, Chicago, Illinois

WANTED to come to this meeting. And yet, being here, I feel

a little bit like the colored gentleman I heard about on the radio last
night.

For the first time in many, many months I have actually written a
speech. I think this must be in deference to the fact that I am talking
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to cost accountants. I have several of them on my staff and [ know
that if you catch them young enough you can make good business men
out of them. You always have to be careful m what you say to them.
So T thought 1t worth while to write down what [ had to say

1t was a quarter of six this morning on the club car of the New York
Central that I finished typing the last page. [ was m the berth for one
hour, and I feel now like this gentleman the Negro told about.

He asked a friend of his why it was that when he stood on his hands
the blood rushed to his head, but when hie stood on lus feet it did not
rush to his feet. [his friend said, “The answer is very simple. . Your
feet are not empty.”

1 am frankly more than pleased that | have had the opportunity of
Iistening to Dr. Tiyon. I think 1f I had heard his speech hefore |
wrote mine, mine might have been a better speech. T oam par-
ticularly glad 1t was Dr. Lyon, because I will he quite frank in
saying, in his presence and in your presence, that T do not think
he is quite a typical N. R. A. representative.  There are college
professors and college professors, just as there are business men
and husiness men., 1 feel personally honored to appear on the
same platform with Dr. Lyon.

The problem: which was respousible for the National Industrial Re-
covery program was largely political hut primarily cconomic, It cer-
tainly was aggravated by politics and distorted by the campaign of
1932, but the problem ttsell grew out of the crash m 1929 and the cul-
mination of the tremendous level reached by the expiring period of
prosperity.

Its outward and immediate symptom is unemployment.  Tn per-
haps the most serious dislocation we have ever suffered, we can point
to the marvellous patience displayed by the unemployed of all classes
during the past four years as one of the finest tributes ever paid to
American character and national stability.  The problem hecanie acute
in 1932, and has continued with no great improvement down to the
present time. Much of the absorption of lahor already accomplished
has heen at an excessive cost to government and at hest is a palliative
that cannot go on indefinitely.

There are two aspects to the problem.  There is the problem of re-
lief, so that families may he kept from starving to death, and the more
{undamental problem of eflecting recovery from the depression and
sccuring employment through the re-establishment of private enter-
prise.
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Public Relief

Public relief 1s essential, of course, for we may not permit people
to starve. The alternative to starvation for unrelieved distress is his-
torically disastrous. We even recognize that at times it is necessary
to have relief as an introduction to temporarily postponed economic re-
covery, for a patient may sk so low that he must be kept alive with
hypodermuc injections while the doctors are working to cure him.

However, even in the application of relief measures we must be on
guard against going too far, so far as to raise new difficulties and lead
to final impoverishment of the nation. True health for the nation can
e restored only through renewed economic activity, and relief must
not he mistaken for recovery, nor may the cost of relief mount so high
that the mecting of resulting obligations later leads to worse conditions
than those from which we seek to escape.  Only for a limited time may
a considerable portion of the population be cared for at the expense
of the rest.  Finally, with an irreducible mimnimum of unemployables
we must make every livelihood pay its own way.

Since T am concerned with the problem of recovery, I shall make no
cffort to evaluate the various relief measures, beyond expressing the
fear that they may alrcady be reaching to dangerous lengths, and to
challenge our administration to lay heavier emphasis on the problem
of cconomic recovery even though that involve some political sacrifice.

Recovery

To secure recovery we must have resumption of business on such
a scale that private enterprise is renewed and becomes profitable. Dic-
tators may flourish in other countries, whatever form the dictatorship
may take, due to the mass of people being not so well or generally edu-
cated, or desperate for other reasons, but even those dictatorships show
signs of proving futile and finally unsuccessful, whereas in our coun-
try {ree schools and wide-spread education for several generations have
developed a public psychology which’ would not long endure a real
dictatorship of permanent socialism as the solution to the problem.

The net of the situation is that our government cannot possibly
absorb the approximately 9,000,000 still unemployed, without seriously
endangering the very life of our country Recovery wmust coms
through reabsorption of workers by mdustry ahd trade. The oppor-
tunity to work must come from the production and/or distribution of
wealth. The work must be sell-supporting through the creation or
moving of wealth, and through gradual and continued improvement
in the standard of living. I recognize the fact that the banking situa-
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tion, speculation and numerous other factors had their full part in
bringing about the sad situation, but the nub of the problem is unem-
ployment.

Approxmately hall of our 9,000,000 unemployed are in what are
called the durable goods industries. These include capital goads such
as machery, buildings and other equipment used in producing other
goods, and those goods which are not consumed except after a period
of use. They represent the goods whose consumption can be post-
poned easily when there is only enough income to keep hody and soul
together. Almost half of this half is employed in the construction m-
dustries. Most of the other halfl of the unemployed is normally in
the services and trades. This unemployment grows largely out of de-
creased employment in the durable goods industries.

Less than 600,000 are uneniployed in the consumption goods in-
dustries. These have suffered less and recovered more rapidly be-
cause life must go on and cannot go on without consumers’ goods, food,
clothing and the like.  Additional employment in this group of indus-
tries waits on increased purchasing power which will result from in-
creased employment in the durable goods industries.

The problem thus reduces itself fundamentally to employment in
the durable goods industries. Practically all of these durable goods
industries are already under codes, and if the codes were to accomplish
their avowed purpose our problem would be solved to a large extent.

So business made a bhargain with government. Tn exchange for
limited hours and minintum wages business was to receive a measure
of immunity from the anti-trust laws.  That is not the way the hargain
was written, but that is what the bargain meant.  The recalcitrant mi-
norities were to be made to hehave.

There was nothing new in the idea of coercing recalcitrant minori-
ties, that fringe of so-called business men who through their disre-
gard of decency or through their ignorance made it difficult and even
impossible for fair competitors to do husiness. Trade associations
were dealing with this problem seriously several years ago, but saw no
way of controlling these disturbers unless the fear of federal prosecu-
tion were removed.

One of the most interesting and distressing chapters in association
history has heen writien around the efforts to stabilize husiness and
do away with unfair competition through the former federal trade
practice conference. A great deal of carly enthusiasm led to final lis-
illusionment. The rules lacked “tecth” and at hest were admonitory.

_The idea of a two-year moratorium on predatory competition was
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presented to President Hoover more than two years ago by a commit-
tee of seventy representative business men. Legislative conditions at
that time made passage impossible. Perhaps business and government
both had not yet become sufficiently frightened to accept the necessary
interference and limitations involved in such a program.

We finally got it under the N. R. A., at a price!

Anyone who has labored in the writing and passing of a code knows
what I mean when I say “at a price.” But we were willing and glad
to pay the price for something that had “teeth.”

Point of View of the Association Executive

Here let me state briefly the point of view of the association execu-
tive. It is primarily that of the business man who sees recovery, not
in new deals that may become raw deals, but in renewed business ac-
tivity first and increased purchasing power in consequence.

Within our industries we want fair play, a fair field for all, dis-
couragement for the cheater and rewards for him who plays the game
in the common interest of all, including his own. We think in terms
of an industry, not in terms of an individual. We lean away {rom un-
restricted competition and in the direction of a strengthened group
which has the will and the power to protect itself against stupid and
unfair competition. We strive through group consciousness and the
psychology of team play to lift the entire level of business ethics.

We are interested in labor as an economic factor in the process of
wealth production and distribution. We want fair play for the worker
because the employe is also our customer. We count ourselves among
labor and, believing that the laborer is worthy of his hire, also believe
his remuneration should be based on individual merit, with a minimum
to provide for bare subsistence, not to hold back the deserving in behalf
of the inefficient or unfit. 'We hold the same attitude toward business
umits.

N.R. A. Welcomed

It follows that we could easily welcome a set-up under which we
would be given power to enforce decency in business competition, and
to do something more effective than simply plead with the fellow who
thumbs his nose at rules of fair play.

We welcomed cost protection provisions, although we had widely
varying ideas as to the form and method of cost protection; we wel-
comed fair trade practice rules, and a codification of the best thought
in the industry as to the elimination of bad practices. We welcomed
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especially the “teeth” which were written into the law.  You do not
know—perhaps you do, I do—that many members were dragged into
the trade associations hecause they were promised that at last here was
something that had teeth.

We welcomed minimum wages and maximum hours, as helpimg to
restore purchasing power and as a stabilizer for competition.

Tn short, to the average trade association secretary, having gone
through a period of membership starvation, the National Industrial
Recovery Act appeared as a gift from the gods, At last we were 1o
be properly recognized ; we were o have a definite and approved pro-
gram, and, as our President Roosevelt put it in a conference with a
committee of association executives, “We are going to stop demoraliza-
tion of your industrics by the ten per cent of industry who refuse to
play fair.” That meant “tceth.”

That was a year ago!

Today many of us are disappointed and disillusioned  some more
than others. We still helieve in the objectives of N. R. AL we can
stomach even some of the alphabet soup ; we are trying to administer,
even now, the codes we grew gray hair to get, still hoping that our
powers will be sufficiently clarified and that the administration will stay
put long enough to get results before the Act expires.

What Is the Malter?

The fault is not all in one place.  Some of it is due to human selfish-
ness and stupidity and some is inherent in the very immensity of the
task undertaken. I have thought that we were something like the
man who was told to take one pill each day for thirty days to cure an
illness, and who sagely figured it out that il one pill a day for thirty
days would cure him, why then four pills a day for one week would
cure him so much quicker. He took four a day and at the end of the
week was no longer ill. They buried him. Derhaps we have tried to
do too much in too short a time.

Business men themsclves are not without fault. They came for
codes as children come for panaceas, cure-alls that can be taken in a
single dose, a substitution of laws and penalties for ordinary sound
business judgment and sclf-discipline. Idere was the opportunity 1o
wipe the slate clear of all difficulties by the simple process of writing a
rule against cach difficulty. T know, when a fellow is up against the
last ditch, when he has no answer and he can not say what should he
done, he says, “Well anyhow they ought to pass a law against it!”
And that is what the N. R. A. meant to a lot of business men : “All we
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have to do 1s to make a list of all our difficulties and write into the code
a rule against every difficulty, and somehow God and General Johnson
and the secretary of the association are going to make the thing work.”

I received letters asking us, for example, to write into the code—we
are a manufacturers’ organization—a rule that dealers may not send
telegrams collect to manufacturers. I do not mind telling you, if every
rule that was proposed had gone into our code there would have been
hundreds of rules. Some of them would have been a little different,
but not a lot.

Lahor must take its share of the blame. Men were told that they
must organize or they could not get the benefit of N. R. A. And the
trade unions grew even more rapidly than did trade associations.
Labor has more votes than has business management, and some of us
have felt that the administration deliberately encouraged labor in its
activities, resulting in strikes and shut-downs at the very time when we
needed increased rather than decreased activity in business. And dis-
illusioned labor is no less bitter than many disillusioned business ex-
ecutives.

In the writing of codes labor imposed some ridiculous conditions.
I am mindful of the occasion when I tried to convince a labor repre-
sentative in N. R. A. that averaging of hours was necessary in our in-
dustry. He would not agree because he had worked out a theory that
all business had to do to run on a steady forty-hour weekly schedule
was to regularize its sales. I had discovered that theory myself, some
fourteen years before, but the labor professor had not yet discovered
that in order to regularize sales it may be necessary to regularize the
house-cleaning habits of women, the seasons of moving, the tempera-
ture and the weather, all of which have not yet been brought under the
control of man and the first of which in my opinion is a hopeless task.
But he insisted and he almost had his way.

I visited some years ago with Henry Dennison of Framingham,
Massachusetts, and went to the Plympton Press with Harry Kendall,
and saw how they had laid out their sales budget and could regulate
their whole production, but in our industry the only way one could get
the production and sales together would be to get women to regulate
their habits of house-cleaning, to control the weather, and moving
habits. You might control the weather, but do not start out to control
the house-cleaning habits of women !

I speak with some feeling on that point because, being able to buy
furniture fairly cheap, my wife buys it once in a while. I buy it
cheaper than you do, but not much cheaper. The manufacturer sells
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it below his cost and I pay his cost. The dealer sells it below cost.  So
theoretically you ought to get 1t at the price of the material and half the
price of the labor. There were natural conflicts of interest among
groups as well as among individuals, and the whole experience of code
writing is a beautiful expression of the age-old scarch for “the casy
way out.”

Association exccutives contributed their share of selfishness and stu-
pidity. There are too many codes, and but for the physical labor in-
volved in getting codes through the administration there would be
many more. Men secized the opportunity to set up groups or to in-
trench themselves with illogical groups regardless of natural competi-
tive lines of cleavage. The sudden opportunity found many associa-
tion secretaries unprepared to meet the challenge to their skill and
ability, and some share of the blame must be laid at their door for the
resulting mess in many quarters.  When an association secretary gets
a scparate code for pipe nipples or something like that—when the
manufacturer puts three turns to a spindle instead of four—-or he gets
a code for a breakfast table that has a porcelain top instead of a wood
top, believe me, some one is having a glorious party trying to admin-
ister those codes.

When we got into difficulty, T did an unkind thing. T asked an
assistant deputy administrator questions T knew he could not answer.
He could worry until doomsday but he could never get the answer, It
isnot there. One of these days some one may discover that the answer
is to kick out the code.

Any one of these details may secm trivial to the casual observer, hut
in the aggregate they have irritated husiness to the breaking point and
are bearing their full harvest of ridiculous inconsistencies.  The net
clfect has been harmful oul of proportion to the possible benefits to
labor. The labor men were trying to protect the price of labor, and
they were arguing with business men who also would gral every bit
they could. T was one of them. Naturally they did their hest to get
a fair deal. That was the game. That is the {ragedy of it. Instead
of men sitting down as reasonable and intelligent heings to work out a
problem of getting codes devcloped, they got into controversics and
bargaining.

A more serious aspect of the program has heen the faulty philoso-
phy on which the progran has apparently been built. Tt reminds one
of the reasoning ol the man who saw another man out in the rain with
an umbrella over his head, and came to the conclusion that the way to
make it rain was to go out with an umbrella over his head,
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We have seen the co-existence of prosperity and high wages, and
with deliciously naive logic it has been argued that the way to get pros-
perity is first to pay high wages. With equally interesting logic 1t has
been argued that, since high prices and an expanded credit and cur-
rency structure usually go together, the way to make prices go higher is
to inflate the currency or to devalue the dollar. You are witnessing
the futility of that process, but men believed it would work.

Combined with the naive conclusion that raising wages first would
bring prosperity, was the theory of spreading work, which latter is not
a measure for recovery at all, but purely a relief measure. Yet it is
argued seriously, even today, that all we need do is to divide the total
hours of work available by the total number of men who want work,
hold each man to the number of hours resulting for each, and, presto-
chango, the problem 1s solved! Of course, the rates of pay must go up
as the hours go down. Of course, they do not concern themselves with
where the money is gomng to come from. They leave it to the ac-
countants to figure that out.

The effect of this on cost of goods or the problem of where to get
the money which must be advanced to meet these costs before the re-
turns from sales come in, has not been considered. That is something
for the captains of finance to figure out. All that the theorist feels
called upon to do is to figure out the number of hours of work which
will put everybody to work, theoretically.

And to make the problem more interesting, business has been told
that it should not raise prices while meeting this higher cost of pro-
duction. Humanity, we are told, must be considered before profits, a
resounding phrase which goes well in campaigns because it catches
votes, even though it fails to solve any problems. Itis lovely to say that
humanity comes first, but I notice that humanity is taken care of when
the means of doing so are provided first.

The theory on which this is based goes back to the first recognized
Socialist, one Rodbertus (I think the fellow would have been forgotten
if they had not resurrected him and put his theories to work in the
labor policies of the N. R. A.) who wrote in 1837 that depressions are
due to falling shares for labor and too great shares for capital, and
that therefore the remedy is first to increase wages and later, if at all,
profits.

The facts show Rodbertus was wrong. Every depression has been
cured by first making business solvent, then accumulating a fund for
expansion, an increase of volume without at first any rise in costs, then
increased employment and later, and sometimes delayed over-long, in-
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creased wages. But the meat and vegetables have always gone into
the pot before the stew could be taken out.

It may not be overlooked that the durable goods industries, upon
whose recovery rests the burden of reabsorbing our unemployed worlk-
ers, are types of business which must have new capital and constant
streams of credit, fresh borrowing to keep them going, and require also
borrowings on the part of their customers to enable the latter to buy
their products in anticipation of increased later income to pay for
them. For this there must inescapably be an initial restoration of
confidence in the economic future of business sufficient {0 encourage
borrowers to borrow and owners of capital to lend their savings. The
necessary condition to both is the emergence of profit.

Until profit appears we cannot be sure of recovery. With the ap-
pearance and spreading of profit, recovery takes more rapid strides and
employment increases.

The cart is now before the horse. When we get the horse back in
front of the cart we really can begin to go places. Tt is not that T would
disturb the minimum wages and maxmmum hours now in force- they
are established—but we would be utterly foolish to rely on mathematics
of dividing hours by men to get hours of work for cach, when what we
need is emergence of profits, restored confidence, a flow of funds back
into industry and the consequent ability to increase employment and
remuneration.

This point of view, when laid before a member of the Administra-
tion, received scant courtesy. (They tell us we wrote the codes. We
did not write ours; it was largely written for us. When they got
through we could scarcely recognize the thing.) The lahor adviser
who listened to it as a justification of necessary relaxation in his de-
mands for code provisions, simply acted bored. Why should he take
seriously the reasoning of a mere trade association executive when he
himself was a real college professor, a doctor of cconomics, who had
read the books and figured out some heautiful theories all by himself ?
The fact that he had never had to meet a payroll or unravel any com-
plexities of production and distribution in actual business operations
where his own money was at stake, was of no consequence.  ITe was
one of the anointed and he could make no mistake.

One of the tragedies of the N. R. A. has been to see husiness men
with years of experience behind them sitting in front of some of those
“experts” and taking them seriously. Oh, I say that with all respect
to the earnestness and the honesty and the good intentions, hut honestl v
I would just as soon let my fourteen-year-old girl run my business—
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and it is not an easy business to run—as I would turn over an industry
to a man who knows nothing about it. It is tragic.

I may not take the time to discuss the various other measures which
have occupied the front pages of newspapers, made George Washing-
ton, Thomas Jefferson and others turn over in their graves, and kept
business in constant turmoil. Many of the measures were honestly
conceived, considering the amateur status of some of their framers
they were rather well executed, but they were ill-timed, they lacked
the perspective of practical men of affairs, they went too far and have
kept us in constant apprehension as to what was coming next, and have
frightened millions upon mullions of dollars of needed capital out of
this country to seck investment elsewhere.

It is true that there was undue speculation, that there was grave mis-
doing in the selling and handling of securities, that some bankers for-
got that they were handling money which belonged to other people,
but the remedies were too strenuous and came too thick and fast for
our delicate convalescent.

I honor the Senator whose whole life is a battle in behalf of the
down-trodden, but that is no justification for a Wagner bill with its
propensity for creating mischief in labor relations. The destruction
of cotton acreage and the non-planting of wheat, at so much per acre,
the killing of pigs so that with fewer pigs we may have more food for
all of us coming to market later, and so on, are undoubtedly beautiful
theory, but rather devastating in their effects. The going home of
Congress came in answer to many a prayer, but its last days’ activity
reminds one of the small boy who begged to stay up five minutes later,
and just hefore going to bed pulled down a shelf of dishes.

Much of the fault for the present fiasco of codes lies at the door of
N. R. A. itself. One could say much pro and con, but, in my judg-
ment the net of the difficulty lies in over-much threatening of “cracking
down" and too-oft reitcrated promises of “you ain’t seen nothing yet,”
combined with far too little of actual performance in the way of en-
forcement except for sending a tailor to jail and the like. There is far
less need for oratory than there is for enforcement.

Perhaps this is an unavoidable feature of what we call bureaucracy.
The boys undoubtedly work hard, are blamed for what goes wrong and
given no credit for work well done, and so perhaps seek safety in doing
as little deciding as possible. It does seem too bad that in a partner-
ship between government and business one of the partners should run
for cover almost every time he is asked to do his share.

You fellows think you work hard. If you want to see a bunch of
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hard-working fellows, go to Washington and see how some of those
men work. It is a marvel to me that General Johnson has not been
buried in the last six months, the way he works and the load he carries.
I think we are actually committing murder with that gentleman by per-
mitting him to carry the work he carries.

I have heard it said within the organization—I hope I will be quoted
when Dr. Lyon goes back—that certain men there helong to the un-
touchables ; you do not dare criticize them because they are in strong
with General Johnson. That thing has cost industry “plenty.”

Here is an interesting bit of psychology. I talked with a personal
friend of mine in the Administration. He is a wonderful {fellow. He
is steeped in the atmosphere around him. When N. R. A. is being
subjected to criticism, docs he take the criticisms seriously? Does he
try to evaluate them and correct them? Believe me, 1 have my car to
the ground, and when I find some member causing trouble in the As-
sociation, I put him on the Board of Directors. I do not shut him up;
I take him very seriously.

But in spite of the difficulties and the growing criticisms, this man’s
tendency was, almost ostrichlike, to refuse to take the growing criticism
seriously. Business must be stupid. Business must be wrong. And
when General Johnson made a wonderful speech up in New York, 1
met this man the next morning, and he said, rather proudly, “Didn't
the General hand it to them last night ?”

I thought to myself, “Man, if you only realized the tragedy in your
remarks! Your utter blindness to the significance of the statement!”

On the other hand, we may be just as blind in our way, and it he-
hooves both of us to listen carefully and take very seriously what the
other has to say. But the N. R. A. is committing suicide by the fact
that it has refused to take seriously some of the things it should have.
taken seriously six months ago.

And we are wondering what became of the “teetly” !

Some of us have suspected that such an organization as C. W. A. was
not only intended for relief, but also as an incentive for higher wages in
industry. While men were getting fifty cents an hour for gelting in
each other’s way in C. W. A. in many cases, industry was able to pay
less to many men, and actually lost factory workers who preferred to
loaf for fifty cents an hour than work for forty cents an hour. Of
course, C. W. A. has brought relief to many thousands, and our differ-
ence is with the way in which it has been handled, its reported political
flavor and its confusion of relief and recovery.

Now we are to have factories run by the government itself. Some-
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one is going to show industry that men are to be put back to work even
if it means taking the business away from industry and giving it to the
government, putting men out of work in one place to replace them with
government-subsidized employes in other places. Not satisfied with
our war experience in handling railroads, we are about to inaugurate
government participation and competition with private industry.

The recovery program as a whole might be characterized as long on
human sympathy, shrewd in its political tactics and short on the need-
ful understanding of the processes of industry and trade. Our pro-
hibition friends meant well but failed to understand human nature
adequately. Our brain trusters mean well but fail to reckon ade-
quately with the practical aspects of business economics. Just as hu-
man nature defcated the one, so business facts will defeat the other,
and the beautiful theories will eventually return to the classrooms from
whence they came.

I have said nothing about our monetary policies and inflation, the
disturbing prospect of some day having to pay for the present spending
spree. I do not quite trust myself to speak of them. My convictions
are too pronounced. While I am gratified that the President has not
yet exercised all the powers given him, it is my hope that business may
take over the work of recovery before the spending has either led to
hopeless inflation or brought us to national bankruptcy.

What Is the Answer?

With characteristic American volatility, for we usually go from one
extreme to the other, an increasing number of voices are crying, “Let’s
stop the whole program before it kills business. It is rewarding the
chiselers and penalizing the [ellows who play fair. Let’s go back to
the old proved methods by which this country grew great.” But, I
am afraid that is not the answer. As unhappy as some labor leaders
profess themselves to be with N. R. A |, labor will not give it up. There
is sufficient intelligence in the ranks of labor to perceive that they have
benefited most by N. R. A., as far as it has gone, even though some of
them are beginning to realize that it does no good to demand higher
wages from an employer who goes broke paying the present wages.
The Administration has got hold of a bear by the tail and dare not
let go.

Business wants the codes, in spite of all the complaining one hears.
Men really want what the codes promise and kick because the promises
have not been kept. They still hope they will be kept and they see
enough benefit from stabilized hours and wages to hope for more.
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The public is strongly in favor of the administration policics as a
whole.

The economic facts require closer cooperation in the face of more
closely interwoven and mutual interests. The individual has lost the
old physical frontier, but i its place has arisen a new frontier, its ad-
vancing line made up of the groups who have learned or are learning
that the individual must acknowledge the welfare of the group as a
condition to his own welfare.

The program is not a complete flop by any means. 1t is disappoint-
ing, of course, and has not been any too intelligently handled, hut there
is still hope. The answer seems to me to lie rather in this direction :

1. Give us a little rest from experimentation  Stop naggmmg the sick
man with nostrums until the sun and fresh air of somie profits have
given him strength to stand additional experimentation  Stop killing
him in order to cure him. It renunds me so much of a doctor who
for years had yearned to perform certain experiments.  Tle got a poor
devil on his back and tied him hand and foot and said, *“Brother, T may
kill you, but hefore I am through with you T am going to try out every-
thing I have ever thought of.”

2. Let the Administration make a real and sustained effort to en-
force codes as they are, instead of jumping like a nervous cat every
time someone strokes its whiskers, cven when the Darrow Committee
reports its half digested findings. ' :

3. Use the tecth that are in the law or take them out. We do not
like to be cheated, but we like even less to be kidded.

4. Distinguish more carefully between relief and recovery measures.

5. Get the horse back m front of the cart and encourage profits in
business.

6. I hesitate to say this, but Dr. Tyon, you will forgive me—send
some of the professors back to college, and I might say, send some of
the business men back to the hench.

7. Far more important than even these is it for husiness men to cease
asking God to solve their problems for them, to stop looking on laws as
cures for their ills, and to depend upon sound business judgment and
business acumen to come back. I know one industry that might well
profit by this advice.

8. Let trade associations get on their real jobs. T have said little
about code authorities, because they should not he taken tpo seriously.
The real responsibility is that of the trade association and the sooner
we stop relying so heavily on codes, as such, and as code authorities as
substitutes for providence, the sooner the trade association will demon-
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strate its real usefulness. We must go on with fundamental costing
work, intelligently gathered and employed statistics, the interchange of
necessary information and the encouragement of better practices by
selling the soundness of those practices rather than forcing their adop-
tion by law. We want the “teeth” to use on some recalcitrants, but
we may be taking them too seriously and we should not wait to make
them behave before we ourselves behave.

I believe N. R. A. will, in {act must, adjust itself to these principles,
give business a freer hand, attempt less, promise less, give what it
promises and accomplish far more.

The code of tomorrow will in my opinion confine itself to hours,
wages, costing protection and perhaps a rule against misrepresentation.
The mirage of price-fixing might as well be dispelled. It cannot be
clone artificially for any length of time, and in most industries, cannot
be done at all. To accuse our industry, for example, of price-fixing
would simply indicate the person who did it knew nothing about the
industry or lacked a sense of humor. It is a fool’s paradise. Costs
can and should be protected, but at a point which constitutes a decent
last line of defense against demoralization and reasonably avoids hold-
ing the umbrella over the less efficient producers.

We shall always have cycles of business with better and poorer
times, until socicty has become static and is on the way to death. So
long as there is progress and life there will be change, and until men
hecome gods they will make mistakes in estimating demand and needs
of various kinds. Out of these always will come periodic depres-
sions. And some day, let us hope it may be soon, we shall realize that
periods of prosperity are times when business should be taxed to
liquidate the debts occasioned by previous governmental and private
works to employ the unemployed, and in the time of depression avoid
the taxation and other burdens that make recovery the more difficult.

I do not believe we shall have a dictatorship in this country in the
sense that Roger Babson is reported to have predicted it. Roger has
made some serious errors in his prophecies, in spite of the famous lucky
guess of 1929.

Business must be made solvent. For this we need restored confi-
dence, and back of that is the need for faith, self-discipline, recognition
of the basic motive of profit.

I said we needed faith. That is one of the finest attributes of our
President. Say of him what you will, he lifted our hearts out of the
depths of despondency something over a year ago by that magnificent
appeal over the radio. I sometimes wonder whether, if we could have
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stopped with that magnificent appeal and built on that confidence and
not gone further, we might not be further out of the morass at the
present time. I believe with him that we shall survive, because I be-
lieve that he, or his successor, will finally extricate lmmself from the
maze of experimentation now surrounding him, and, with lus feet
solidly on the ground of fact, will dare to lead us in the direction we
must go.

I cannot forego the pleasure of reading to you something published
recently :

The day of large profits is past . . . the advances made in the past
fifty years cannot he repeated 1 the future . . . it is not likely that the
tremendous volume of accumulated capital will ever be fully employed or
that more will be accumulated . . . prices will tend steadily downward
and we shall not again see the high prices we have known . . . there may
be intensive development of mdustry but extensive development is of
the past.

In the net this writer sees little hope for the future. He paints a
dark picture and holds little hope for returned prosperity or higher
standards of living. And the most interesting fact in connection with
this prophecy is that it was made in a government report dated 1886,
48 yearsago. Itisjustastruenow as it wasthen. And it proves mis-
taken on both counts.

We are reaching forward to greater prosperity than mankind has
yet known, to higher standards of living than we have even dreamed of.

Tell me there are too many capital goods, too much machinery, too
much production! Nonsense! Count the families who still lack the
real comforts of life, add up the millions of articles of almost any de-
scription that are lacking in homes all over this land, conceive, if you
can, of the insatiable character of man’s wants, the almost incalculable
variety of goods that can be developed to meet those wants, and then
look with me to the Hills for strength to helieve, to trust in the God
who is still in his heaven, and will help us as we help ourselves, to re-
cover, even though we do have a recovery prograni.

CHAIRMAN GUNNARSON: Dr. Haake, the spontancity of
the response speaks far more effectively than I can on this occasion. Tt
is unnecessary for me to direct the attention of the members of the
Association to the undercurrent of serious thought that has permeated
your presentation. You have given us much of value to carry back
with us to our own jobs. In behalf of the Association, T want to ex-
press our sincere thanks and appreciation for your address.

The third approach to the subject before us this morning is that of
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considering the problems confronting the business executive. We
are happy to welcome to our convention a business executive from
Cleveland. He has been in the electrical manufacturing industry for
many years and he speaks from actual experience with code problems
in his industry.

I take great pleasure in introducing Mr. C. G. Frantz, President of
the Apex Electrical Manufacturing Company.

THE NATIONAL INDUSTRIAL RECOVERY ACT
FROM THE STANDPOINT OF INDUSTRY

C. G. FranTtz

President, The Apex Electrical Manufacturing Company,
Cleveland, Ohio

I WAS glad the previous speaker created the precedent of reading
his talk, because I also felt a bit backward in coming before this
group of specialists, shall I say, without my thoughts a bit organized.

Our Mr. Morris—1I see him back there—said, “Oh, they are serious-
minded fellows! Tell them a few stories. Tell them that the manu-
facturer is in the same position as the man who was walking through
the field with his chum and was chased by a bull. He looked around
for a means of escape and saw a great big hole and finally jumped into
the hole. His colleague ran to a tree and climbed it. The bull jumped
over the hole after him, but of course missed him. As the bull would
turn around and come back, the fellow would jump out of the hole and
the bull would dive after him again. That kept up, and finally his
colleague said, ‘My gosh, man, why don’t you stay down there in that
hole?” He said, ‘Stay down, your eye! There’s a bear down here !’ ”’

My accepting the opportunity to speak before this distinguished
group was conditioned upon the understanding that you would not be
disappointed in failing to hear a silvery tongued orator who might
entertain you. I believe your greater interest is to hear the plain
recitation of the experiences of one who has been closely identified
with the N. R. A. activities as they affect industry and to hear of his re-
actions to such contacts.

I have had the courage to appear before you in this guise as I do feel
somewhat qualified to discuss the subject, based not on hearsay, but
on personal experience during the entire year of the N. R. A. existence.
Of course, any expression of mine must necessarily be based on per-
sonal opinion which may, or may not, coincide with your own. How-
ever, little benefit would be derived from anything I might say unless
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it were an honest expression and not designed to please some particular
school of thought.

Regulation, such as originally planned and subsequently made effec-
tive or now in prospect under the National Recovery Act, indicated
either great possibilities or decided handicaps to industry. Labor had
of course one point of view; management in some cases an entirely
different outlook ; the consumer was not articulate; the stockholder
was apprehensive. Therefore, it seemed to me that any executive
responsible for the welfare of his firm, its stockholders and employes,
was obligated not only to be very closely in touch with the develop-
ments, but to actually assist in formulating the code procedure in so far
as possible, to the end that the greatest good to the several classcs he
represented might ensue.

In helping to work out codes in several industries with competitors,
many of whom up to this time had been more or less strangers, Dr.
Johnson’s philosophical assertion that all strangers were cnemies was
very forcibly demonstrated. Those whom I knew lcast and therefore
suspicioned most, proved, upon acquaintance, to be fellows much like
myself with the same problems to face. Meeting these men regularly
brought mutual respect and growing confidence. This perhaps is onc
of the most satisfactory results so far from the executive standpoint,
and I believe that, were the codes to be eliminated entirely, this benefit
would continue.

The governmental side of the picture unfolded as the necessity arose
for many trips to Washington, endless conferences, meetings and
individual contacts with the officials and their aids, who were charged
with the responsibility of preparation, examination or legality of the
various codes. Irrespective of their experience or lack of experience,
their breadth of view or depth of judgment, one gathered that most of
these officials were actuated by patriotic motives and fired by the carly
zeal of the neophytes of a new cult. If this enthusiasm quickened into
better judgment with experience, the later codes were the better for it.

These innumerable Washington contacts were all of great assistance
in broadening one’s point of view and in gaining a fair insight into the
attitudes, as well as an understanding of the intentions, of the men
responsible for this new effort. The first reactions were, I believe,
almost universally favorable towards the necessity of creating a work-
able plan to extricate us from the nearly chaotic situation facing in-
dustry under a new and untried administration. Therefore the first
effort was a wholehearted one. Busy men gave willingly of their time
and money in their enthusiastic anticipation of the wonderful things
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this new N. R. A. was to accomplish. They accepted the many new,
and then radical, labor provisions as to regulation of hours, wages and
other conditions, in anticipated exchange for the privilege of eliminat-
ing many of the vicious trade practices in industry.

Then followed the weary months of organization of industrial trade
groups : meetings, hearings, countless revisions, and a constant stream
of regulations issued and often almost immediately countermanded,
making it exceedingly difficult to obtain results. It seemed a very
simple matter to write a set of regulations under which a single indus-
try might be governed and to put it into practice. However, the con-
flicting interests in the succeeding codes brought to light many difficult
situations. This has heen met in some instances by securing exemp-
tion from certain codes, conditionecl upon observing the labor provisions
of the code representing the major portion of the business and the fair
trade practices of each one of the codes with respect to sale of the vari-
ous products.

That does not clear up the difficulty, for example, of the trucking,
printing, lumber and other codes, where those industries operate under
certain labor provisions different from those of an industry where
these activities are but a simple department of a business. Complica-
tions in this respect and many similar ones have rather dampened the
former enthusiasm of the men who first viewed the plan as a plausible
and workable one.

Perhaps the project has been oversold—the expectations built too
high. At any rate, many individuals are becoming disappointed be-
causc the codes do not correct evils which are really problems of man-
agement. It has been my observation that a great deal of lost motion
and ine(fectiveness in the preparation and operation of the codes has
resulted from the lack of knowledge of the subject on the part of
members of industry. This lack of definite knowledge applies to even
a greater degree down further among the employes of the various
industrial organizations.

Of course, the problem of meeting the labor program has been a
major one and perhaps will continue to be so. For most firms this is a
new and radical experience and here again either a lack of knowledge
of procedure, or sometimes a too narrow outlook has delayed action
to the danger point. For the most part individuals are perfectly
willing to follow the letter of the law, nevertheless that this is a difficult
problem was evidenced recently by General Johnson’s own experience
with the N. R. A. union identified with the Administration’s activities.
Surely, if the theory is to work at all, it should work at headquarters.
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Without question, for the most part industry is favorable to the
general policy of spreading work by shortening hours and paying living
wages as a minimum to employes. It would be a short-sighted and
narrow-minded individual who would not see that the very existence
of his firm depended upon the prosperity of the workers in industry.
I need not tell you that the collective bargaining principle has presented
problems even in the labor ranks.

Confident that American labor is both intelligent and fair, it cannot
be overlooked that in some industries the labor racketeer has appcared
taking prompt advantage where any uncertainty is manifested. This
situation has not been lessened in complication by the ambiguities of
the famous Paragraph 7 A and the legion of succeeding official inter-
pretations. To what extent these bargaming principles will be ex-
panded or curtailed remains to be seen. If the problem were a simple
one it would have been solved long ago. It must be faced, however,
and with an understanding on the part of both sides which will not
only enable the employe to benefit from this effort, but will inspire
confidence in the industrial ranks and {urnish an incentive for capital
to properly finance industries’ activities.

It has been my own experience that, generally speaking, the em-
ploye’s attitude is a reasonable one if he has full understanding of the
conditions existing under which his firm may be operating. Surely,
in this particular problem, which deals with the very life and well-
being of the individual, politics has no place. It is the obligation of
everyone who deals with the problem, to do so with the broadest pos-
sible consideration.

I said before that no thinking person could fail to realize the im-
portance of providing at least a living wage for workers. When it is
considered that five-sixths of all goods and services are bought by
people whose incomes are less than $2,000 annually, the one-sixth
purchases of the so-called “wealthy class” are relatively unimportant.
Entirely aside from the humanitarian aspect, I feel that the worker
earning a living wage is certainly a far better prospective customer
than the unfortunate on the charity rolls,

American business men have rebelled rather decidedly against being
ordered about by people who lack experience in the operation of busi-
ness and whose “Top Sergeant” implications overlook the fact that
industry has not the flexibility to enable it to follow the issuance and
countermanding of orders upon a moment’s notice.

Clearly, the present industrial attitude is one of watchful waiting,
having been immensely annoyed by miscellaneous regulations which
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involve too great an expenditure of time and money. The natural
result is likely to be a reluctance to follow so blindly.

A new and encouraging trend is a recent right-about-face in code
regulations which concerns price-fixing policy. Other than labor
provisions, price-fixing has had the greatest interest and has seemingly
offered an opportunity industry wanted to recover quickly its rising
costs resulting from code compliance. In some of the basic industries
and even under certain circumstances, regulation of selling prices
through one medium or the other might be justified, but as a general
rule I believe the far-sighted business man has avoided what appears
to me an uneconomic and impractical bit of legislation, which certainly
has no place in business. It is indeed a far cry from the anti-trust
laws to the provisions in a code which not only encourage but often
establish a defihite scale of prices. In some cases these prices are
based upon definite costs, and in others more or less upon an arbitrary
schedule. In theory a practice of this kind may appear logical, but in
practice it results in an artificial regulation of prices which to my way
of thinking nullifies the effect of the natural law of supply and demand,
encourages inefficiency, and destroys initiative.

Industrial history is replete with instances of the prompt substitu-
tion of one material for another where an inordinate price increase
literally compels the change in order to maintain proper cost levels.
Public resentment against too rapid a rise in prices is prompt and
decisive. My own experience has been largely built up around mer-
chandising efforts, and I am convinced that to maintain and further
encourage the volume markets, the price question is most important—
reaching down to the very fundamentals of recovery.

Again referring to my own business—an electric washing machine
sells today for one-quarter the price at which it sold a few years ago.
While margins have become narrower and it is far more difficult to
operate profitably, it can be done by continually lowering costs through
improved methods, materials, and distribution. These price reductions
have opened a far-widening market to the point where unit volume is
greater today than ever before in the history of the industry.

It would be most gratifying to immediately pass the increase in cost
of labor, materials, and operations to the consumer, but it strikes me
as being a much sounder practice to absorb as large a portion of this
increased cost as possible so as to encourage continued buying, and
thus avoid the almost inevitable shrinkage in purchases by resorting to
the popular but questionable practice at the present time of rapidly
increasing prices through artificial regulating.
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The several codes with which I have been closely identified have
studiously avoided these price-fixing regulations, except to the extent
of prohibiting sales to be made below cost based on standard cost
accounting practice, this being the clause rather generally accepted by
the majority of the codes.

If I am not mistaken, it is this clause which will be of more interest
to the members of this group than any other in the various codes.
Entirely aside from the benefits which industry might obtain through
the proper use of this section in the elimination of unfair competition,
it will, I am confident, mark an epoch in business management which
will have lasting effect. Seldom indeed do you find an individual
willing to sell below cost. The trouble is that we do not know our
costs accurately, and here at last is the almost universal requirement
—that we set up machinery along well planned and #iniform lines to
determine costs. I well know that your organization appreciates how
vital to successful operation is this phase of the regulations.

In considering the results of the new price-fixing policy, we may be
assured that there remains a great leveling influence in the labor pro-
visions with the requirement imposed of minimum wages and other
conditions which will be reflected rather uniformly in costs of all
concerned. Another control to be used when necessary is the so-
called Emergency Clause which will at the discretion of industry and
the Administration, be called into play by declaring an emergency to
exist with respect to ruinous selling prices.

I was pleased to see the Administration turn about recently, taking
a very definite stand in price-fixing policy. It is quite evident that
codes which have already adopted price-fixing procedure will he not
only encouraged, but actually compelled, to revise the provisions.
Perhaps this will lead to a certain amount of price-cutting and irregu-
lar practices for a time, but in the long run it will make for a much
healthier condition.

It is quite common practice among sales people today to quote what
they call their “code prices,” which of course must either be prices
fixed by their code, or which have been legally agreed upon among the
members of their industry. The anti-trust laws are still in full force
and effect, except as they have been modified by provisions of ap-
proved codes, and of course these laws cannot safely be ignored. Here
again the lack of understanding on the part of management presents a
very outstanding difficulty. I do not mean by this that I view all trade
practice regulations as unsound and doomed to failure, because, after
all, a great many evils can be corrected by close cooperation among the
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members of an industry ; but I do insist that we must deal with funda-
mentals to avoid so hampering an industry that it cannot operate
efficiently.

The elimination of the seven service trades codes by the Administra-
tion recently stresses the difficulty, if not impossibility, of regulating
price-fixing in those industries.

Your profession is accustomed to deal with facts. Mr. Owen D.
Young said that “facts are our scarcest raw material,” and further
says that “given the facts, management becomes simple.” So, another
benefit to be derived from N. R. A. activities will be the assembly of
facts through the compilation of statistics. These workable figures
should be highly valuable and serve as a guide in the conduct of busi-
ness. Here again as in cost finding and code regulations, simplifica-
tion and fundamentals are likewise most important, and of course good
accountancy requires that these operations be economical and un-
burdened with indigestible masses of statistics which could serve no
useful purpose.

You as professional men in industry have a grave responsibility in
giving all possible assistance in improving and coordinating this very
significant endeavor. Clearly N. R. A. must succeed as a basic plan
and the present success, as well as that of the immediate future, will
have considerable bearing on all future trends. Self-government by
industry must be successful or face very restricting governmental regu-
lation, which in Italy is termed Fascism, and this obligation must be
assumed by hoth management and labor.

I have no patience with the uncompromising attitude of the man who
will not bend or conform because of precedent, personal feelings, time
or profits. We must face all problems and not only our own. We
need not necessarily accept every regulation as being final, but should
maintain an attitude of cooperation.

It has been intimated that the essential functionings of N. R. A. will
be taken over eventually by the Department of Labor and the Federal
Trade Commission. Be that as it may, a continued faith in our gov-
ernment and a closer cooperative spirit among the members of industry
—in which your influential organization can play an impressive part—
must find a solution to this problem and thus avoid a repetition of the
devastating experience of the past five years.

CHAIRMAN GUNNARSON: Mr. Frantz has supplemented
some of the points of view already expressed, and has presented some

further aspects of labor problems arising under codes. 'We appreciate
his message, based as it is upon long business experience and upon
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actual and intimate contact with the problems of N. R. A. We are
deeply grateful for his interest in coming here this morning.

Due to conditions over which we have no control, we cannot enter
into any discussion this morning. Dr. Lyon and Dr. Haake must
leave for Chicago within a few minutes so that we shall adjourn at
once.

Before adjourning, however, I ask your permission for time to read
a letter which came to Dr. McLeod this morning. It summarizes
more adequately than I could what I had wanted to say at the conclu-
sion of this session. This message comes from one of the organizers,
and a life member, of the N. A. C. A. He wds a member of the first
Board of Directors of the organization.

The letter is from Mr. Henry B. Fernald of the firm of Loomis,
Suffern and Fernald of New York, and I shall take this opportunity
of reading just a few sentences from it:

In this time of turmoil and disturbance there seems a willingness to try
all kinds of experiments and to welcome any strange and novel theory
with little consideration of the wisdom and experience of the past. I
think it is a time when we need more than ever to keep our feet firmly
on the ground and face the facts of the situation. Adfter all, we are sim-
ply faced today with the same need that gave rise to N. A. C. A. in the
first place, which was the need for the development of cost accounting to
give a true picture of facts and to do this in a2 most efficient way, to give
essential information to those who are trying to handle the administration
of a business organization.

We have grown larger. We speak more nearly a common language.
We understand better the various methods in which one and another try
to meet their situations. But we still have to deal with the same funda-
mentals of the determination of facts and their interpretation in a sound,
simple and efficient manner so that they can be put to practical use,

The Association has gone a long way since the prior convention was
held in Cleveland, and there has been material development in our thought
on cost accounting and in the harmonizing of our ideas, in which I think
the Association has been an important factor,

My best regards to you and the others, and my sincere regrets that I
cannot be in Cleveland, as I had hoped to be.

We sincerely appreciate this message from one of the founders of
N.A.C. A. He has given us a thought to carry home with us, and an
inspiration to continue to build this Association along the sound lines
originally conceived by its founders.

We shall now adjourn, with our deep appreciation extended to each
of the speakers of this session.

. . . The meeting recessed at twelve-ten o’clock. . . .
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FUNDAMENTAL ACCOUNTING
PROBLEMS UNDER THE RECOVERY
ADMINISTRATION

CHAIRMAN GUNNARSON: In organizing today’s program
we had in mind that in the morning session there would be sketched a
broad background with respect to the effects of the Recovery Adminis-
tration. That this was admirably accomplished, there can be no doubt.
This afternoon we want to begin a discussion of some of the more de-
tailed problems which are of immediate interest to accountants.

The subject of the session is “Fundamental Accounting Problems
Under the Recovery Administration.” Both of the papers to be pre-
sented will be along somewhat siular lines, although the points of view
will probably be different.

It is not necessary to go through any formalities this afternoon in
presenting our speakers. They are both members of the Association
and have becn so for a long time. Our first speaker is one of the old
guards of the Association. He has been president of the organization,
has served on the Board of the National Directors, and has had a wide
experience in industrial fields. He has spoken before most of our
chapters and all of you know him.

I now take pleasure in turning the meeting over to our friend, Mr.
Charles R. Stevenson, who will discuss the subject “Price Control and
Allotment of Business.”

PRICE CONTROL AND ALLOTMENT OF BUSINESS

CuARLES R. STEVENSON

Senior Partner, Stevenson, Jordan and Harrison,
New York, New York

HENEVER T get back to talk beforean N A. C. A. convention,

I always feel like a fireman who has been out visiting when he gets
back to the old home firehouse, because this is my place of departure and
I always like to come back and be with you men I have worked with and
been with so many years.

I am just a little handicapped this afternoon in speaking after the
speakers we heard this morning, because in the very nature of the sub-
ject T was asked to discuss I can not help repeating some of the things
that were said probably more ably, and certainly much more humorously
than I am able to say them this afternoon, particularly by Dr. Haake.
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Many of the things Dr. Haake said, particularly in regard to the de-
tailed work of the Administration in Washington, I agree with but
probably would not have had the courage to say quite as frankly as he
did.

However, I disagree with some of the basic conclusions that hoth
Dr. Haake and Mr. Frantz, and to some cxtent Dr. [yon, presented to
you this morning. I am going to try to present a rather different point
of view this afternoon.

It seems to me when I get through talking, if [ have done my job as
T hope to be able to do it, I will have reduced this question to a clear-cut
issue, and the clear-cut issue will be whether it is desirable for husiness
in this country to operate on a price-control basis, wlich means price-
fixing, or whether it is better to adopt the other principle as outlined and
supported by Dr. Haake and Mr. Frantz this morning, that there should
be no attempt at price-fixing in business.

With the permission of the Chairman, T am going to suggest that
after T have finished talking and Mr. Greer has finished talking- and
I believe he will take the opposite side than myself—and we have had
some pretty good discussion from the floor so all of us can express our
thoughts, that it would he interesting if we might have the sense of the
meeting and get some idea how sentiment is in a group of men. 1 sup-
pose there are probably 700 or 800 of us here in this room. [ would
say it is a group of men who arc thinking about these things and are
familiar with them, far above the average intelligence of the American
voting public. I think we would all be interested to know what the
majority opinion of a group of men like this would be. At least [
would, and I am going to ask your permission to do that after we have
finished the discussion.

Gentlemen, following the example the speakers set this morning, [
have also, contrary to my general way of speaking, reduced what T have
to say to writing, because I think when we come to talk on subjects
that are as important as these questions that are now up for determina-
tion and decision in this country, questions that are going to affect our
future, the future of our children, I do not think we want very much
loose thinking or very much loose talking about it. T think we want 1o
reduce what we have to say to writing and in as definite a form as pos-
sible. It is in that spirit that I have done this. So you will hear with
me as I read what I have to say on this subject.

Seven years ago I discussed at the annual convention of our asso-
ciation, held in Chicago, the problem of selling below cost. [ imagine
that several of you, who are in attendance here today, were in attend-
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ance at our meetings seven years ago and will remember the discussion
which I have in mind.

For the benefit of those of you who did not attend that session, let
me say that through the Research Department of our association we
sent out a questionnaire to several thousand companies engaged in
various lines of business in an endeavor to ascertain whether or not
they sold below cost, why they sold below cost if they did so, and
whether or not they thought it was a good business policy.

The returns from our questionnaire showed conclusively that about
eighty per cent of the companies replying, and we had several thousand
replies, admitted regretfully that they were from time to time forced to
sell below cost to meet the tactics of competitors who resorted to selling
below cost in an effort to secure an excessive percentage of the available
business. About twenty per cent of the replies indicated that the com-
panies making the replies believed in selling below cost as a deliberate
policy, believing it advisable to make whatever sacrifices were necessary
to keep their plants operating at as near a capacity rate as possible. The
eighty per cent of the companies who did not like to sell below cost took
the stand that it was an indefensible business practice and that the adop-
tion of the selling-below-cost policy generally resulted in losses rather
than profits.

After thoroughly discussing the facts brought out by our question-
naire and after a good deal of discussion from the floor, I think our ses-
sion went on record to the effect that it was contrary to sound business
policy to sell below cost except to meet prices which had been initiated
by a competitor. In other words, seven years ago we were discussing
the basic elements of price-control which have been and still are the main
basis of controversy in counection with the operation of the National
Industrial Recovery Act.

While the National Industrial Recovery Act was introduced and
passed as an emergency measure to aid in bringing about recovery from
the depression which started in 1929, the provisions for industrial con-
trol which were embodied in the Act have been crystallizing in the minds
of a good many of us for several years. As a matter of fact, a com-
mittee representing the leading trade associations of the country pre-
sented a very similar plan to President Hoover in the winter of 1932.

It came about very logically then, when the Roosevelt Administration
came into power in March of 1933 with the clear-cut determination to
increase the purchasing power of the mass of our people through re-
ducing the hours of labor and increasing wages for both the minimum
and higher paid employes, that industry accepted very readily what was,
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to all effect and purpose, a bargain. Industry undertook to meet the
wishes of the Admimstration in regard to reduced hours and higher
wages, and, in return for this concession, industry was promised the
right to enter into enforceable agreements which would bring about
stability of price and profitable operation. In other words, both the
Administration and industry recognized that the time-honored principle
of unrestricted competition had broken down and that during the
emergency period, at any rate, a system of controlled competition would
have to be tried.

The past year has been a disappointing one to those of us who be-
lieved that the National Industrial Recovery Act meant what it said.
Before discussing the reasons for this disappointment and the condi-
tions which have gradually developed in connection with industry con-
trol as the Act has been administered, let us go back and discuss the con-
ditions which led a good many of us to believe that the industrial system,
which we had been using successfully for one hundred and fifty years,
had broken down and that a new method of conducting the business of
the country was in order.

The one-hundred-fifty-year period ending in 1929 covered the growth
of our nation from a group of agricultural communities spread along
the Atlantic seacoast with a total population of less than 4,000,000
people to a nation reaching from the Atlantic to the Pacific and from
Canada to Mexico with a population of 120,000,000 people. Tt covered
the transition from the handcraft age to the machine age, with the de-
velopment of enormous amounts of available energy from our coal, oil,
and water powers.

At the same time that we were developing our own country, we were
able to supply large quantities, first, of raw materials, second, of manu-
factured goods, and, third, of productive machinery to the other coun-~
tries of the world. Never in the history of the world had there been
such an opportunity for the development of individual initiative and
enterprise. Abundance of opportunity existed for every man. If an
individual could not make good in his own community, all he had to do
was to move further west to the frontier, where frec land and the oppor-
tunity to wrest a living from the soil awaited him. It was a period of
development, of growth, of new inventions, and, notwithstanding sev-
eral temporary setbacks, our people as a whole grew and prospered.

And, yet, like all good things, this period gradually came to an end.
We pushed our frontier to the coast of the Pacific. We absorbed all
of the free land. We increased the productive capacity of the indi-
vidual fifteen or twenty times. We found ourselves able to produce
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much more food than we could eat, much more clothing than we could
wear. In other words, we passed from an era of scarcity to an era of
plenty.

The system was beginning to creak in 1914. It received fresh im-
petus from the war, which led us, under the delusion that we would
somehow be paid for what we shipped out of our country, to still further
increase our production and our productive capacity. The war over,
we proceeded to spend the money which we thought we had made in a
still further development of our productive facilities, and we enjoyed
the unprecedented prosperity beginning with 1922 and ending in the
crash of 1929.

We came pretty nearly solving the problem of the successful opera-
tion of the capitalistic system in 1929. If the men who had been em-
ployed in building our excessive productive plant and capital structure
had been transferred, when they completed their work and were thrown
out of employment, into the production of consumer goods through a
general shortening of the hours of labor, and if hourly wages had been
increased so that the same amount of money which had been flowing
into the pockets of the mass of our people had been maintained, we
should have been able to continue for a very considerable length of
time the prosperity which we then enjoyed. I am inclined to believe,
however, that even if we had had intelligence enough to do this, the
inherent evils of uncontrolled competition, where excessive productive
capacities exist, would have forced us to exercise the controls which
were contemplated when we adopted the National Recovery Act, and
which I believe we have to continue to make effective if we are going
to continue to operate industry through private ownership.

In the period from 1922 to 1929 the evil effects of unrestricted com-
petition were beginning to be severely felt in a good many industries,
and, while satisfactory profits, and perhaps excessive profits, were made
by some companies, the return on the total capital invested in industry
was far from satisfactory.

As a matter of fact, we did not actually operate under the system of
unrestricted competition in the period from 1922 to 1929, notwithstand-
ing the fact that the Sherman and Clayton Acts were on our statute
books and that, theoretically, we were supposed to do so. Practically,
under the Harding, Coolidge, and Hoover administrations industry
enjoyed, to all intents and purposes, a moratorium from the Sherman
Act, and, through the more or less effective trade associations which
were developed in most of our industries, competition was, to a very
considerable extent, controlled. The Department of Justice acted
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with great restraint and intelligence and only enforced the Sherman
Act against those industries which violated the laws in a flagrant and
unreasonable manner.

Naturally, the efforts which were made to control prices during this
period had to be carried on with the utmost caution, and great care had
to be taken not to violate the provisions of the anti-trust acts in a
flagrant way. Everything that was done had to be done through volun-
tary action, as definite agreements could not be entered into, penalties
could not be set up, and the will of the majority m cach industry could
not be enforced on the minority. It is, I think, a splendid tribute to the
innate fairness and intelligence of the American husiness man and in-
dustrialist that, notwithstanding all of these handicaps, so much was
accomplished along the lines of regulating and controlling production
and preventing prices from declining to destructive levels.

In all industries certain minorities existed who were unwilling to
subordinate what they believed to be their own interest to the interest
of the industry as a whole. These unintelligent and unsocial minorities
gradually drove prices lower, and, as prices were driven lower, in an
effort to maintain a profit margin, costs had to be reduced. Unfortu-
nately, the effort to reduce costs usually took the form of reducing
wages, which, in turn, reduced the purchasing power of the country.

In many industries it was found impossible to secure any intelligent
self-restraint, and in these imndustries the full effect of unrestricted com-
petition rapidly became apparent, with the result that wages in many
of our industries were driven to unsocially low levels, capital was de-
stroyed, and bankruptcies, receiverships, and reorganizations were
suffered by a great many of the companies engaged in industrics.
Notable examples of industries suffering in this way prior to the period
of depression were the textile industry, both cotton and woolen, copper,
coal, and lumber.

In addition to the coming to an end of the period of developing ex-
cessive capital facilities and the throwing out of employment of the men
who had been engaged in their production, we also began to feel {fully
the effects of the technological developments which proceeded at an
unprecedented rate beginning with 1914,

As 1 showed in a pamphlet entitled “The Way Out,” which I pub-
lished in 1931, the output of the average worker was increased seventy-
five per cent. In other words, one man was turning out in 1925 what it
had taken one and three-quarters men to turn out in 1914. An excel-
lent example of what occurred is shown by a typical case in the experi-
ence of my own firm. In 1924 we undertook to introduce labor incen-
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tives in a large foundry employing 525 men and producing about 175
tons of castings a day. When we completed the job, we were produc-
ing the same number of castings with 375 men. Naturally, the 375 who
were still employed were earning a good deal more money per individual
than they were earning before, the company was securing very consid-
erably reduced costs, and the 150 men we had let out found employment
in other industries. We felt that we had done a good job for the firm
who employed us and for the labor employed by that firm.

The same thing was happening in thousands of other companies
throughout the country. As long as we could furnish employment to
the men who were displaced in this way, everything was all right, but
when we came to the end of the period of expanding capital facilities
and it became no longer possible to employ these men, unemployment
with the resulting lack of purchasing power began to develop.

At the same time that these two things were happening, we were faced
with the loss of a large part of our foreign markets. This was brought
about primarily by the fact that Argentine and Australia were able to
produce wheat and beef for the world markets more cheaply than we
were able to and by the fact that the manufactured products which
we had formerly exported were now manufactured on machinery which
we ourselves made and exported to the countries who were formerly
our customers for the manufactured products. In other words, it was
a splendid thing for the cotton business when China and India were
buying piece goods from us. It was a splendid thing for the cotton
machinery business when China and India were buying spinning frames
and looms from us. However, when China and India got the spinning
[rames and looms set up and put their own people to work, we lost
hoth piece goods business and the cotton machinery business. The
same thing happened to a great many other commodities and in a great
many other countries.

All these things scemed to have come to a head in 1929, and the result
was that we were plunged from a period of prosperity into a period of
depression and destruction. It seems to me, however, that certain
ideas came to us during this period, which, if we had the courage to avail
ourselves of them, would make it possible to work out a system which
would enable us to take advantage of the era of abundance into which
we have now entered.

I think the most important of these ideas is the realization that pro-
duction depends on purchasing power—that it is useless to produce
unless we can dispose of the products, and, if products are going to be
made in quantities by mass production methods, that sufficient pur-
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chasing power has got to be put into the hands of the mass of the people
to enable them to absorb these products.

I think we also have begun to realize the necessity of adjusting our
productive capacity to the consumptive demands of the country. In
other words, what we really need is a planned economy. This does
not mean the doctrine of scarcity, which is the twist that the opponents
of intelligent control try to give it, but it does mean that there is no use
in producing 600,000,000 bushels of wheat when the country can only
consume 500,000,000. It simply means a careful study of what pro-
ductive capacities are actually necessary to take care of the purchasing
power which we have created and the adjusting of our productive
capacity to that purchasing power. Increase purchasing power by all
means, increase consumption by all means, and as purchasing power and
consumption are increased, increase our capital plant so that we at all
times have a sufficient leeway to mcet peak loads. But, 1 think we have
come to see that there is no use in providing capacity for producing
20,000,000 boxes of window glass when the maximum consumption of
the country is 14,000,000 boxes or capacity to produce 67,000,000 of
tons of ingots of steel when the maximum use of steel is 56,000,000 tons
and our average annual consumption in the eight-year hoom period,
ended in 1929, was only 46,000,000 tous.

Summing the thing up, a great many of us have come very definitely
to the conclusion that the system of unrestricted individualism and
complete freedom of competition will not work under the conditions
that now exist. It seems to those of us who feel this way that, if we
are going to preserve the basic principles of capitalism and private
ownership of property, we have to modify our methods to conform to
conditions as they actually are. There are a great many other people,
of course, who do not share this belief, who believe that the best interest
of the country will be served by maintaining complete freedom of indi-
vidual action, complete freedom of competition, and who regard the
present situation as an emergency only and are anxious to return to
the old methods.

I think it is a great gain that we are now in a position to define the
issue and debate the matter with some degree of intelligence. The right
solution will depend upon the degree of intelligence which we are able
to bring to bear on the subject and our ability to avoid passion, politics,
and prejudice in the determination of our future course.

This brings us back to the statement which I made a few minutes ago
to the effect that the National Industrial Recovery Act has been a dis-
appointment to those of us who believed that it meant what it said.
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We believed that the system of controlled capitalism, as I choose to call
the system of controlling individuals and industry through government
supervision, would be given a fair trial. The National Recovery Ad-
ministration was organized, and the first codes that were approved
seemed to justify this belief. Excellent control measures were em-
bodied in the cotton textile code, in the lumber code, in the original steel
code, in the glass container code, and several others, but, as time went
on, it became increasingly difficult to secure adequate control provisions
in our codes. Members of the legislative branch of our government
raised the old cry of price-fixing and monopoly. The administrators
were surrounded by various boards representing various interests and
various shades of economic thought. Among the most vociferous of
these boards was that representing the so-called consumer. It was in-
evitable that in a country operating on our political system the adminis-
trators of the Act had to give great consideration to these various points
of view.

I have no doubt as to the honesty and sincerity of the men who oppose
the underlying principle of the Act. We cannot expect that such a
revolutionary system of industrial control as was originally contem-
plated by the National Industrial Recovery Act should be accepted over
night by men who have been brought up to believe in unrestricted com-
petition and by a body of voters who have been taught for years that
they were exploited by business and that price-fixing and price-control
mean monopoly and that monopoly means exploitation of the public.

I think the Administration also made the mistake of attempting to
apply control provisions to industries which, by their very nature, do
not lend themselves to national control. This mistake has been recog-
nized and the control features of the Act have been withdrawn as they
apply to the so-called service industries. The net result has been that it
has been increasingly difficult to secure adequate control provisions in
our codes, and the control provisions in the codes which contain ade-
quate control provisions have been subject to constant criticism and
complaint.

In this connection let us consider the so-called cost-protection clauses
in the codes, which were made the subject of a recent executive order.
In the eatly codes no objection whatever was offered to including as a
code provision a stipulation that no member of the industry should sell
below his own cost. These early cost-protection clauses were drawn
in various ways, most of the codes providing for uniform cost account-
ing methods which were to be used as a basis for determining and
enforcing the cost-protection clauses. Presently, these cost-protection
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clauses were modified to permit selling below cost to meet the competi-
tion of a competitor who was not selling below his own cost deter-
mined in accordance with the cost methods adopted by the industry.
This was a fair and reasonable modification and at least established
as the minimum selling price the cost of the lowest cost producer, al-
though it does not seem a fair or reasonable provision to many of us
who believe that the average industry cost should mark the minimum
price level.

When we came to present the cost methods for the industries whose
codes contained provisions providing for industry cost systems, we
found great difficulty in securing the inclusion of items which all of us
know must be included in the cost of the finished product as sold. 1
am not referring to interest on mvestment as an element of cost, for
that was ruled out from the first. I recognize that interest on invest-
ment is a debatable subject, and, yet, how can industry be expected to
provide capital equipment unless a fair return on the capital, which
the equipment represents, is recovered in the cost?

Representatives of some of the hoards in these cost discussions have
gone so far as to maintain that costs should cover only material and
labor and that no consideration whatever should be given to overhead.
These were extreme representations and were overruled, but T only
mention them to show the lengths to which certain of the advisory
boards went in their efforts to nullify the effective control provisions
of the Act.

Very recently our association was asked to appoint a committee to
work in conjunction with the Research and Planning Division of the
N. R. A. on the development of a model cost-protection clause. After
a great deal of thought and consideration and some exceedingly intel-
licent effort on the part of Messrs. Wellington, Canunan, and Howell,
we produced a clause which seemed to us to cover the situation in a
very thorough and adequate way. Just what consideration was given
to this provision, I am at a loss to say, as no official use was ever made
of it.

Later, a model cost-protection clause was prepared by the Research
and Planning Division and submitted to us for comment and sug-
gestion. The committee immediately took the matter up, proposed
certain changes and amendments to the clause that had heen submitted,
and presented their views to the National Board, which approved the
stand which the committee had taken. The suggestions and modifica-
tions were forwarded to Washington and again were ignored, for
within a week the recent executive order, which practically eliminates
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the cost-protection clauses from future codes and indicates that an
effort is to be made to renegotiate the existing codes, so that the cost-
protection clauses which had been granted can be eliminated, was
issued.

I bring these matters to your attention to show clearly what a des-
perate conflict exists in the Administration itself on the basic principle
of whether industry shall be operated on a controlled or wide-open
competitive basis. Notwithstanding this conflict, the fact remains that
a good many codes with effective control provisions have been ap-
proved and now stand as law. I think 1t will be interesting, presently,
to analyze these various forms of control which have been embodied
in the approved codes and to gain some idea as to the effect which they
are having on the various industries involved, so that we can secure a
better understanding of this whole question of control and how it can
be brought about.

Before doing so, however, I think there is one other underlying
difficulty which the National Recovery Administration has to face,
which we should make note of, and that is the difficulty of securing
compliance. Most of the control provisions, which we are presently
going to discuss, are at the present time theoretical, except as they are
applied through voluntary action on the part of the industries involved.

There is no question in my mind but that the National Recovery
Administration is anxious to secure definite and exact compliance with
the provisions of the codes which have been approved. There has
undoubtedly heen, however, a desire to keep the matter out of the
courts, in so far as that is possible, because of an underlying fear that
the Act itself, either in whole or in part, would be deemed unconstitu-
tional and that definite court decisions compelling compliance and as-
sessing penalties against those who did not comply would be difficult
to obtain. There has, of course, been no hesitation in enforcing com-
pliance with the labor provisions of the Act, and, in the few cases where
it has been necessary to take violators to court, decisions have been
uniformly favorable.

There have also been certain other matters in connection with com-
pliance taken to court, notably the allotment provisions of the lumber
code, and, here again, favorable decisions have been obtained.

I think the Administration feels a good deal more confidence in its
ability to secure enforcement through the courts than it did, as a
result of these decisions, and that a very definite determination now
exists to secure definite compliance.

One of the chief sources of dissatisfaction with the Act has been
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the failure on the part of the Administration to secure compliance.
The honorable, fair men of an industry have lived up to the code provi-
sions to the letter, but the minority of fifteen or twenty per cent have
failed to do so, and, in failing to do so, have injured the companies which
are complying.

To give the experiment which we are making a fair chance, it 15
absolutely necessary to bring about compliance, for it is the same fifteen
or twenty per cent that have ruined industry under the voluntary control
method that are now ruining it through their unwillingness to comply.
Until we can establish the power of the majority to control this recalci-
trant minority, and until they can be forced to live up to the rules of fair
play and fair competition and control, which are cmbodied in the
codes, we cannot determine what effect true control will have.

As T have already said, I think the Administration is [ully alive to
this situation and has just about completed the organization of the
compliance machinery necessary 1o bring the matter to a head. I do
not want to be understood as saying that the various administrators
have been idle in the matter of securing compliance. As a matter of
fact, many of them have been exceedingly helpful to the industries
which they control in bringing about compliance in a friendly and per-
suasive way, and it is, of course, very much better to secure compliance
through persuasion and logic than it is through court action, but there
are some men who are impervious 1o either persuasion or logic, and
the sooner the cases of these men are presented to the courts and we arc
able to definitely determine whether the codes can he enforced legally
or not, the better it will be for all concerned.

Let us go back then to the various control provisions of the codes
which have been approved and consider them in some detail, remem-
bering always the basic conflict between open and controlled competi-
tion and the general public belief that price-fixing means monopoly
and extortion, a thesis which I vigorously deny, as I shall presently
show you.

In no code that I know of is there any provision providing for the
establishment of a definite price carrying a profit, although I believe
it would have been well within the intent and purpose of the Act to
have permitted profit-bearing prices to have been established. Mini-
mum prices, however, are established through the cost-protection
clauses. The most effective and best administered of these cost-pro-
tection clauses is to be found in the lumber code where each sub-divi-
sion is permitted and required to establish a so-called cost-protection
figure, which represents the average cost in each particular sub-division



FUNDAMENTAL ACCOUNTING 53

over a past period. The code makes it illegal to sell below this cost-
protection figure after it has been approved by the Lumber Code Au-
thority and the Administrator.

This provision has worked out very satisfactorily for the lumber
industry owing to the fact that the cost-protection figures have been
reasonably set and, representing an average cost, have allowed the
more efficiently operated mills to operate at a profit. Of course, the
business of the entire industry has moved at these cost-protection fig-
ures, as it is impossible for any one to secure more. As long as many
companies are willing to sell at these prices and as many companies
were willing to sell far below these prices prior to the establishment
of the code, owing to the great overcapacity of the lumber business, it
is evident that there is little chance under present conditions of secur-
ing a higher price In other words, the entire industry is utterly de-
pendent on the fairness and reasonableness with which these cost-
protection prices are established. Theoretically, of course, it means
that the lumber business is supposed to operate without profit, as no
clement representing return on investment is permitted to be included
in the cost-protection figure.

As I have said, this provision has worked very satisfactorily, and,
if it could be extended to other industries, would be a great help in
stopping the depletion of capital. However, this provision has been
subject to attack, particularly by the Darrow Committee. On just
what basis the Darrow Committee thinks the lumber business should
be conducted is difficult for fair-minded men to understand. I pre-
sume, however, that they feel as one of the leading representatives of
the Consumers’ Board expressed himself to me when I was discussing
with him the necessity of allowing industry to operate at a profit. I
asked him if he did not think industry should be allowed to operate at
a profit and if fair prices should not include a profit factor. He said
that he did not feel that any profit factor should be included under
present conditions. I asked him how industry was going to live. He
said that it should live on the surpluses which it had accumulated in the
past. As the lumber industry and as several of our other industries
have been living on their surpluses for the last three or four years, and
as these surpluses are practically exhausted, I am wondering just how
men who think along these lines believe industry is going to continue
to exist.

Equally definite minimum prices have also been established for the
oil and coal industries.

The unwillingness on the part of the Administration to grant similar
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provisions to other industries is based on the fact that lumber, coal,
and o1l are natural resource industries and are entitled to different
treatment than industry in general.

The most common method of price control is the open-price plan,
which has been subject to severe attack both by the Consumers’ Board
and the Darrow Committee. The open-price plan, as you all know,
makes it necessary for every company doing business in an industry
to file its prices with the Administrative Agent of the Code Authority
and makes it a violation of the code to sell any of its products below
the filed prices. In muost of the codes a waiting period is provided
between the filing and the effective date. The original theory of the
waiting period was to give other companics in the industry an oppor-
tunity to know what prices were about to be made so that they could
meet these prices if they chose to do so. The accusation is made, and
with some degree of justice, that the waiting period has been used to
bring pressure and persuasion to bear on the company who files a low
price, so that they will withdraw it. There is no denying that this has
happened. Whether it is desirable or undesirable depends upon
whether we belong to the open or controlled competition school.

Combined with the open-price plan in many of the codes is the cost-
protection clause, which theoretically at least, sets the low point helow
which prices cannot be filed. Whether prices in the industry come
down to the low protection cost point or not depends on the conditions
in the industry itself. We have found in actual practice that it is just
as easy to conduct destructive competition under the open-price plan as
it is without it, the only advantage being that everyhody knows what
everybody else is doing, if the thing is fairly and honestly carried out,

Here again, great difficulties have arisen in connection with compli-
ance, as some companies have refused to file their prices and a good
many instances have developed where sales have been made helow the
filed prices.

As there has been an unwillingness on the part of the Administration
to allow forced inspection of the companies’ books to determine
whether or not they are living up to the provisions of the code, it is in
many cases impossible to secure evidence necessary to bring about a
conviction, although there is a moral certainty that a violation has taken
place.

As the open-price plan was a legal method of conducting an industry
before the adoption of the National Recovery Act, the authority to
carry it out under the codes adds nothing to the right which industry
previously had. The effectiveness of the codes in carrying out this
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method of controlling competition lies in the theoretical ability to com-
pel every factor in the industry to file its prices and to compel all to
adhere to them. In industries where good spirit has developed and
a willingness 10 cooperate and deal fairly with each other exists, the
open-price plan has undoubtedly been exceedingly helpful. Broadly
speaking, however, I think the results have been disappointing because
1t is within the power of any one individual to bring the prices down
to the low cost-protection point and because of the failure to enforce.

Tlus method represents an attempt to fix price by indirection. It
satisfies neither the proponents of the fixed reasonable price nor does it
satisfy the proponents of wide-open competition. It can lead to un-
reasonably high prices or to unreasonably low prices. How much
better it would have been had it been possible to have met the issue
squarely and have given the code authority of each industry the right
to fix the fair price at which the products of the industry should move
from the producer to the consumer, subject to adequate check as to
the reasonableness and fairness of the price. However, as I have
shown, the conflict of economic and political thought is such that it has
been impossible to do this; so we are forced to content ourselves with
this method of dealing with the situation and to make the best use we
can of it.

Even now this method of control is under attack, and whether we
shall be able to retain it in our codes or not is something of a question.
It seems evident that an effort is going to be made to remove the low-
cost stopping pomt. If this is done, it will make it possible for com-
petition in those industries where the right spirit does not exist to be
even more destructive than it is today.

Another price-control feature, which has been embodied in several
codes and which it is now proposed to insert in further codes and, if pos-
sible, negotiate into the old codes, is the so-called emergency provision,
which provides that, where the code authority and the administrator
declare that an emergency exists in the industry brought about by
destructive price-cutting, the lowest reasonable cost may be deter-
mined, below which no one may sell. In my opinion, this provision
has a great deal of merit, and if carried out fairly and intelligently,
with reasonable determination in regard to the emergency, will go far
towards supplying the gap provided by the withdrawal of the clauses
prohibiting selling below individual cost. It will not, however, meet
the situation adequately, because, if the provision against selling below
adequate cost is withdrawn, the companies desiring to raid a special
piece of large business will be able to file a price even below their cost,
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low enough to take it, and, after securing the business, withdraw the
price and refile the higher prices which they wish to have applied to
their regular run of business.

No matter from what angle we view these various attempts 1o sccure
price control, we are forced to the conclusion that they are inadequate,
that they are subject to abuse, and that they are a mere side-step of the
main issue of giving industry the right which it should have to control
price in accordance with the views of the majority, provided no action
is taken which is inimical to public interest.

Price control has been sought in other ways and is provided for in
some codes through limiting the operation of productive machinery.
The best example of this type of control is found in the cotton textile
code, which limits the operation of productive machinery to cighty hours
a week, subject to reductions or increases in the judgment of the Code
Authority as approved by the Administrator. The Code Authority
has recently chosen, with the approval of the Administrator, to reduce
the operating hours of the industry to sixty hours per week to ¢nable
the demand to catch up to the supply.

This limitation of operating machinery has been granted to two or
three other industries. It is an attempt to influence price through the
creation of artificial scarcity. As long as it is impossible for the Ad-
ministration to face the price issue frankly and allow industry to estah-
lish fair industry prices, it is a very helpful method of preventing
destructive prices to run riot. It has proved very helpful to the cotton
industry, but has, in my opinion, resulted in higher prices than are
necessary or would have been established had the price issue heen met
frankly and openly.

The other control features which we find in various codes dealing
with various trade practice and various unfair methods of competition
are all highly desirable and have some effect on the price siructure.
Whereas, before, companies desiring to secure an advantage resortec
to these unfair methods of competition, most of which are now pro-
hibited in the codes, they are now forced to make their concessions di-
rectly through their filed prices, if they are operating under a code
embodying the open-price system. This is all to the good, as it is
much better to bring competition up to an open basis so that everybody
knows exactly where he stands. It does not, however, cure the main
evil of allowing prices to be made which do not show a fair profit
margin and which increase the pressure to reduce wages and destroy
capital.

In only four codes, so far as I know, has the allotment of business
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as a means of industry control been provided. Definite allotment is
provided for in the lumber code in connection with the low-cost pro-
tection plan; definite allotment 1s provided for in the oil and copper
codes, these three industries being natural resource industries and sub-
ject to somewhat different treatment from the general run of industry.

The allotment of production clause is embodied in the Glass Con-
tainer Code without any price-control feature being added. Under
this clause it is possible to protect the smaller company and to see that
everybody in the industry secures an adequate share of the business.

Just why the Administration has turned its face so rigidly against
clauses providing for the allotment of business is difficult for me to
understand. I know of no other method by which the smaller factors
in an industry can be assured of their fair share of the available
demand. If any system of price control is made really effective, it
usually happens that certain companies are unable to secure their ade-
quate share of the business. It has been the failure on the part of
the small companies to secure their adequate share of the business
under the open-price plans, which have been more or less effective, that
has led to a great deal of the dissatisfaction on the part of smaller com-
panies with the Act and the control features thereof. Had the allot-
ment feature been recognized and included in the codes, these smaller
companies could have been assured of maintaining the same relative
percentage of the volume that they had previously enjoyed.

I am not so sure, economically, that it is desirable to keep com-
panies in operation who cannot sell their product at the prevailing in-
dustry price, but under present conditions and, politically speaking, it
is certainly desirable to do so. The only means that I know of by
which this can be accomplished is through the allotment principle. I
shall, of course, agree that, if the allotment principle had been granted
or is granted to any industry, a rigid control of price on the up-side
should go along with it, because it is perfectly possible, as various
administrators with whom I have discussed this question have pointed
out, to use the allotment principle to extort extortionate prices if the
industry is foolish enough to do so.

The more we examine the whole question of price control and busi-
ness allotment, as covered by the code, the more we see that it represents
a compromise between the two basic divergent points of view. Com-
promises are all right, and I am not criticizing the administrators of
the National Recovery Act in any way for having handled the matter
on a compromise basis, but, after all, there are some matters that cannot
be compromised. They have got to be handled either one way or an-
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other. It seems to me that this issue of price control is one of them.
It seems to me that we have got to decide whether prices should be
controlled by industry, subject to adequate public check, or left un-
controlled.

It seems to me that I might, at this time, discuss with you some of
the basic factors underlying the determination of price, for it is only
as we thoroughly understand all of the implications of price determina-
tion that we can intelligently determine which 1s the right method of
procedure,.

As long as we operate under the capitalistic system, the question of
price will remain, as it always has been, the determining [actor m every
economic and social question. I think we are all pretty well agreed
in America that we want to maintain the capitalistic system, and, if we
are going to maintain it, we must deal successfully with the question
of price determination.

In my opinion, much of the difficulty that has been experienced in the
last four years can be laid to the wrong way in which we have handled
prices. If we had the courage to face the facts and deal with the ques-
tion of fixing and maintaining prices, as they should be dealt with, then
we could go very far in overcoming our present difficulties and keeping
out of similar ones in the future.

The question of price embodies the whole problem of the relation-
ship between all branches of human effort. I7or instance, wages are,
after all, only the price that we pay for human labor. [t is through
prices that human selfishness and greed express themselves, 1 am
afraid the basic philosophy of most of us is summed up in the expres-
sion “buy cheap” and “sell dear.” We are all out to get just as much
as we possibly can for what we have to sell and to buy just as cheaply
as we possibly can what the other fellow has to sell.

This whole theory is the basis of the economic system under which
this country has operated for the one hundred and fifty years of its
existence. It is a system of complete {reedom of the individual, of
following the law of supply and demand. It is a system of unregu-
lated and uncontrolled competition. As I have already shown, this
system was largely instrumental in bringing about the crisis which
occurred in 1929 by creating the excessive plant capacitics and the lack
of adequate purchasing power which so largely brought about the
depression.

The National Industrial Recovery Act, as conceived and written,
was intended to bring an end to this system of unrestricted competi-
tion and to develop, in its stead, a system of controlled competition—
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in other words, of controlled price. The Act, as you know, dealt first
with the price of labor—in other words, hours and wages—and set up
the machinery by which at least a minimum price for labor, as ex-
pressed by the maximum hours and minimum wages of the codes,
could be established. In return for the establishment of a controlled
price for labor, industry was supposed to be given the right to control
itself.

Now if the control of industry is to mean anything, it must mean
the control of price, and, yet, what has the actual history of the N. R. A.
in relation to the control provisions of the Act been so far?™—a con-
stant effort to prevent industry from setting up the effective controls
which are necessary to price determination.

I do not say this in the sense of criticizing the National Recovery
Administration. There are many men in the National Recovery Ad-
ministration who are thoroughly conscious of the necessity of price-
fixing if industry is to be operated on a controlled basis, but the term
“price-fixing” has become so associated in the minds of so many people
with exorbitant prices, with the building up of monopolies, and with
the development of excessive profits, that the pressures exerted po-
litically, economically, and industrially have been more than these men
have been able to withstand.

I, for one, believe that the continued successful operation of this
country under the capitalistic system depends on our success in operat-
ing industry on a controlled basis and definitely putting behind us the
theory of unrestricted individualism and free competition. I believe
that we should arrive at a clear determination of how these two meth-
ods have worked, how they will work, and make up our minds on
which basis we are going to proceed.

If the advocates of unrestricted competition and complete freedom
of individual effort have their way, we might as well scrap the Na-
tional Industrial Recovery Act when it runs out next June, preserving,
if possible, some control over the price of labor from the standpoint of
social justice, reaffirm and actually enforce the anti-trust laws, and let
nature takes its course. On the other hand, if we are going to adopt
a system of controlled competition, let us face the facts fearlessly and
openly. Controlled competition means the fixing of price.

Under the system of unrestricted competition, honestly carried out,
prices are always either too high or too low. If a scarcity exists, the
sellers make the prices as high as they can in an effort to extract the
last possible cent of profit. If there is an oversupply, either of actual
goods or of capacity for their production, prices, if left to themselves,



60 SESSION 1II

will descend not only to the cost level of the lowest cost producer but
to a still lower point, with the result that capital will be destroyed,
extraordinary pressure will develop to reduce the price of lahor, plants
will be closed, men thrown out of employment, and the cycle will con-
tinue until the excess supplies of goods are exhausted or excess capac-
ities have been destroyed.

As a matter of fact, we have ncver been able to try out the system
of unrestricted competition honestly because, notwithstanding the anti-
trust laws, men have been forced, through motives of self-preserva-
tion, to work together in various ways {o control prices and to avoid
the ultimate results of a system under which they were supposed to
operate.

One of the basic reasons why we have not been able to maintain
parity between the prices of agricultural and industrial products has
been the inability on the part of the farmer, as the world market for his
surplus diminished, to overcome the brutal working of the laws of
uncontrolled competition and supply and demand through cooperative
effort and organization. On the other hand, under the system of un-
restricted competition, whenever men have been able, through organ-
ization or through the creation of monopolies, to secure effective con-
trol of price, they have, in their sclfish greed, pushed prices up to a
point which has been oppressive to the consumers of the commacditics
which they produced, which has failed to give lahor a proper share in
the products of the industry so controlled, and has built up excessive
surpluses and reserves which, pressing for investment in additional
productive capacities, have eventually led to destructive competition,
which has destroyed the weaker factors in the industry.

Gradually these inherent defects in the system of uncontrolled com-
petition began to be realized by the public through their representatives
in our legislative bodies, and, presently, we withdrew certain industries
from the field of unrestricted competition by declaring them clothed
with public interest. We proceeded to set up controlled monopolies
in the transportation and public utility fields.

In my opinion, all business is just as much clothed with public in-
terest as transportation and public utilities and should be operated on a
controlled monopoly basis in the same way that these industries are
operated.

I think a very good field in which to study the effect of unrestricted
competition, where it is carried out freely, and the public reaction to it,
is in the taxicab business. When taxicabs were first introduced into
American cities, there was, naturally, a limited supply, and taxicah
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fares were set at very much higher rates than were necessary to pay
drivers adequate wages and make a reasonable return on the capital
invested. Naturally, these high returns led to a rapid development of
the taxicab business. In most of our cities we presently had a good
many more taxicabs than we needed, with the result that rate wars were
indulged in between individual drivers and companies engaged in the
business, wages of drivers were driven down to practically a starva-
tion point, and in most cities it became necessary for the public to step
in and, through various taxicab ordinances, to establish a fair price at
which taxicabs should operate and to establish a licensing system, which
makes it necessary to secure a license before one can operate a taxi-
cab. Even in the District of Columbia, which is operated under the
direction of Congress, many of the members of which, I am informed,
are bitterly opposed to any form of price-fixing, taxicab rates are
definitely established by public regulation.

The public as a whole has become conscious of the abusive power
which has resulted in exorbitantly high prices, whenever power to
create these excessively high prices has existed. No one is less inclined
than I am to minimize these abuses or to defend the men who indulge
in them. On the other hand, as is always the case, it has been the in-
stances of abuse that have been called to the public attention, and these
instances of abuse have been relatively infrequent and minor in their
relation to the great volume of industry.

Actually, the working of the unrestricted competitive system has
produced a constant succession of failures and capital losses and has
brought about destructive wage conditions in many industries, which
have been exceedingly inimical to the public interest. However,
through the focusing of the public attention on the abuses and through
the political capital which has been made by many of our politicians
in their diatribes against big business and malefactors of great wealth,
the public have come to believe that any form of price-fixing is contrary
to their interest and an infringement of their rights.

It is impossible to make any law or any method of procedure suc-
cessful in this country unless the public as a whole is favorably inclined
to it. It becomes necessary then, I think, if we are going to adopt a
system of controlled competition, to educate the public so that it
will understand all that the system implies and be truly favorably in-
clined to it.

Unfortunately, price-fixing, as most of us in industry interpret it,
deals with the fixing of the minimum price only, just as we are dealing
with labor prices by fixing minimum prices for labor and leaving labor
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free to exact as high prices as it can where it has the power to exact
them. In my opinion, it is just as unsocial [or a bricklayer o exact
$14 a day for laying about one-third as many bricks as he can com-
fortably lay as it 1s to pay a girl working on piece-work in a garment
shop at a rate which will only y1eld her a dollar a day for a maximum of
effort.

If we are going to fix prices, and I sincercly believe that it is neces-
sary that we should do so, it is just as necessary that we limit them on
the up-side as it is that we linut them on the down-side. My own
belief is that there is in all cases a certain [air price at which com-
modities should move between the producer and the consumer : certain
fair tolls which should he exacted by those who handle these commodi-
ties on their way [rom the producer to the consumer.

If I were in a position to write the ticket for industry in this country,
I should give each industry the right to name the prices at which its
products should be sold, and T should enforce these price determina-
tions through the due process of law. In my opinion, these prices
should be based on certain factors which would insure absolute fair-
ness and equality of treatment to capital, management, labor, and con-
sumers—the four factors involved in cvery transaction. I should
determine these prices on the average industry cost, using replacement
costs for raw material, adequate wage rates for labor, and overheads
based on a reasonable use of the facilities of the industry. I should
not expect this cost to include carrymng charges on idle, unused, or ex-
cessive capacity. Executive salaries should be checked and should hear
a reasonable relationship to the size of the company involved.

After determining these cost factors, the selling price should include
a reasonable return, let us say ten per cent, on the true capital value of
the active facilities in the industry, calculated on replacement valucs.
No return should be figured for excessive valuations or watered capital.

I admit that this would be a difficult prescription for a good many
of our old-time industrialists to swallow, who helieve that industry
exists primarily to create private profit. On the other hand, T helieve
that the majority of the men controlling American industry today
would accept this thesis and be willing to operate on it if it were honestly
and fairly administered. I believe that we have progressed at least to
the point where a good many ol our industrialists recognize the fact
that the primary purpose of business is social service and not the crea-
tion of private profit.

As most of you gentlemen know, I have been engaged for many
years in directing the affairs of several of our large national industries
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through their trade associations. It has been my experience that eighty
per cent, both from the point of view of numbers and capital, engaged
in all of the industries with which I am familiar have a broad social view
towards the industries in which they are engaged and are more inter-
ested in the welfarc of their industries as a whole than they are in their
own selfish profits. I do not mean that this eighty per cent are theoreti-
cal altruists. There may be a certain amount of altruism in the posi-
tion which they take, but, generally speaking, their position is dictated
by their intelligence and by their knowledge that their success can only
come through the success of the industries of which they are a part.
Being human, they would probably like to amass large profits if they felt
they could do so, but they recognize the impossibility of doing so and
believe that it 1s better to have a small, reasonably well-assured profit
than it is to go through periods of excessive profit to be succeeded by
periods of excessive losses.

There seems to be some inherent connection in most people’s minds
between price-fixing and monopoly. Just what it is, I have never
been able to determine. Monopoly, as I understand it, is the exclu-
sive enjoyment ol certain rights or privileges—industrially, the ex-
clusive control of certain products. As a matter of fact, there is
nothing that tends to bring about monopoly so rapidly as unrestricted
competition ; there is nothing that so protects us against monopoly as
price-fixing, together with a proper distribution of business among
those conducting an industry. However, that brings us back to my
Dbasic contention that we must face the facts and either continue to con-
duct the industry of this country on the basis of unrestricted competi-
tion, which I believe will destroy either the capitalistic system or the
country itself, or else move forward to the system of controlled com-
petition, with a frank and definite recognition that controlled competi-
tion does mean price-fixing but price-fixing properly controlled and
checked in the public interest.

1f prices could be fixed along the lines that I have suggested, it
becomes evident that several things would happen. The public would
be assured of an adequate supply of commodities at a truly fair price.
It is evident that if an average industry price were established, certain
companies would make more than normal profit and certain companies
would make less than normal profit. In a desire to make more than
normal profit, constant efforts to increase the efficiency of the industry
would be made. Individual initiative would be preserved, and the
fair industry price would be gradually reduced so that the public would
be able to buy more of the products or to secure them at a lower price.
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Inefficient companies would be gradually forced out of business or
compelled to modernize and to improve their own cffictency, which, in
turn, would further reduce the mdustry price level. Earmmgs on
securities issued against the various companies engaged in industry
would be stabilized, and a sound means would be provided for investing
the funds of our savings banks and insurance companies as well as
huilding up private estates.

There is one other thing that would happen which should, [ think,
be recognized, and that 1s that given a certain fixed price m an industry
at which the products of the industry would have to sell, certain com-
panies would be unable to secure their reasonable share of the business.

There are certain factors that enter into the movement of goods
between producers and consumers beyond the basic question of price.
Intangible factors of personality, of quality, which cannot be deter-
mined by standards, of service, and of location, enter into the problem.

‘We have found that in the industries operating under codes where,
under the so-called open-price provisions of the code, true uniformity
of price has been brought about, as in the electrical code, certain small
companies are unable to secure an adequate share of the business. The
executive body of the industry should be given power to recognize
these conditions and should authorize companies who cannot secure
their fair share of the business at the regular industry price to sell at a
sufficient differential to secure a fair share of the available volume.

Here we run into the problem of prorating of business against
which so many objcctions have been raised, and yet it is only through
the definite or tacit recognition of this principle that the position of the
relatively inefficient companies, whether small or large, can be main-
tained. Of course, if the industry price, which represents average
industry cost and fair return on industry capital, provides a return for
the average efficient company, it is obvious that if these inefficient com-
panies must be given a differential helow this price, they cannot expect
to make any money unless they improve their methods and bring them-
selves up to the position where they can sell their product at the indus-
try price.

I recognize that the picture which I have painted is, perhaps, an
idealistic one. You may say it is theoretical. I do not think that that
is a just charge. I believe that before we can accomplish anything in
this world we must make a plan, a blueprint—in other words, that be-
fore we can do a thing we must predetermine what it is we want to do.
I think the picture which I have painted represents, frankly, the ideal
condition in the industry. I am equally certain that it could be attained
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1f the right were given to the industries who are sufficiently advanced
to be willing to accept these principles to attain it. It would mean that
we would have to be given control over the fifteen or twenty per cent of
unsocial men who exist in each of our industries. I know of at least
five large industries in this country which, if they were given the right
to organize along the lines indicated above and to definitely control the
fifteen or twenty per cent of unsocially-minded men in their industries,
would be willing to operate their industries on this basis. It would be
my idea, through N. R. A., to give these industries the opportunity of
doing this.

1 do not think we should make this plan immediately compulsory on
all industries. On the other hand, I do believe that where seventy-five
per cent of the number engaged and seventy-five per cent of the capital
involved in each industry desire to operate along the control lines out-
lined above, they should be given the power to do so with definite con-
trol over the recalcitrant minorities. We could then watch the results
secured by the industries operating along the lines outlined above. If
these results proved to be what I believe they would be, we should
then be able to convince the public that its true interests were best served
by controlling and fixing price, and we could gradually extend the sys-
tem to other industries. Until we do give the system a fair trial, our
discussion of the results must necessarily be more or less theoretical.

The National Industrial Recovery Act has about a year more to run.
It would be very helpful if we could actually try running four or five
of our industries on the basis I have outlined so we would have their
experience to guide us when we come to recast the law into permanent
form.

I have gone to some detail in laying before you my ideas as to how
prices should be controlled, because, important as it is to control them
in the best way possible under present conditions and during the year
that the National Industrial Recovery Act has to run, I am much more
concerned over our future policy in regard to prices and industry con-
trol than I am with the present situation. Feeling as I do that we have
entered a new era and that the methods of business and industry con-
trol which we have used in the old era are inadequate to produce the
results which we all want to produce in this new era, I think you will
agree with me that the most important duty for every man who is
capable of thought and who is interested in the future of the country,
both from his own and his children’s point of view, is to give the best
thought of which he is capable to a determination of our future course.

Why do I feel so imperatively the need of charting the future course
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of business? I feel it because in the terms “business” and “industry”
we cover the whole basic problem of operating our country and of serv-
ing the material and spiritual needs of our people. It is through busi-
ness and industry that our people sccure the [ood, the clothing, the
houses, the transportation, the education, the health and recreational
services which are necessary to their well-bemng. In the cra of scarcity
our people were not satisfied hut were willing to get along with prac-
tically the bare necessities of life, hut the paradox of the thing is that
1n the period of scarcity people were practically assured of their ability
to obtain the bare necessities of life through the enormous demand for
human labor and effort in the development of our country. In our
present era of plenty, demanding more than they ever demanded be-
fore, with the resources and productive plants to supply them with
what they wish, they find themselves so immeshed in the intricacies of
machine production that they can no longer be sure of securing even
bare sustenance except through private or public dole.

Now, gentlemen, there arc certain things which the people of this
country are going to have :

First—Adequate supply of the primary necessities—Food, Cloth-
ing, Shelter

Second—Adequate supply of the secondary necessities——Iiduca-
tion, Health Service, Recreation

Third—Economic Sccurity.

Let us examine these requirements and see if they can actually be
met with the materials, plants, energy, and labor available in this
country.

We hear a great deal of loose talk about heing able to supply these
basic requirements to everybody in the world. A very cursory analysis
of the productive capacity of the world in relation to world population
shows that this is an absurd fallacy. FHowever, I do not think we
are concerned at the moment with the economic problem of the whole
world population. I know I amnot What I am concerned ahout is
whether we can do what we want to do with the 120,000,000 people
who live in the United States of America. If we can work out a
system which will produce the desired results in our own country, the
rest of the world can adopt our system if it sees fit and profits by it.

What we want to determine then is whether it is possible, with what
we have, to provide what we want to provide for all of our people.
The best analysis of this question which I have yet seen is to be found
in the third chapter of Stuart Chasc’s latest book, The Economy of
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Abundance. Chase shows conclusively from facts and figures,
which he has collected with painstaking care, that there is no difficulty
in oversupplying food necessities and, second, that there is no difficulty
in oversupplying clothing necessities.

When we come to the question of shelter, however, we find a dif-
ferent story. Generally speaking, the question of shelter presents a
difficult problem. One does not realize how inadequately America is
sheltered and what a tremendous necessity exists for the building of
new and adequate houses for our people. To supply adequate shelter
for the 80,000,000 people who are now living in inadequate homes
would require a readjustment of our methods of financing the build-
ing of houses and apartments. This is probably the greatest problem
that America has 1o face, and it would be several years before this
housing problem could be properly met.

As a matter of fact, it is probably in the providing of adequate
houses that one of the best solutions of our present difficulty lies. We
have oversupplied ourselves with productive plants. Men who for-
merly were employed in building these plants and operating them are
now out of employment. If we could put the men who are now out
of employment from these sources to work building the houses which
are necessary to decently house the American people, we could supply
employment for every one requiring employment for several years to
come.

It is difficult to understand why so much opposition exists to attack-
ing the problem from this angle. Opposition springs from the own-
ers of present property, the values of which would be destroyed if
adequate housing were provided to replace dilapidated and unsatisfac-
tory houses and apartments which are now housing so many of our
people.

A still further difficulty is the fact that the people for whom these
houses should be provided have no money with which to pay for them.
The methods of financing housing are so complicated and expensive
that it is impossible for them to secure the credit which should be ex-
tended to them. It should be just as easy to buy a new house as it is to
buy an automobile, and, if the building of houses were properly organ-
ized, the cost of houses could be reduced in much the same way that
the cost of automobiles has been reduced in the last fifteen years.

The supply of raw materials necessary to build these houses exists.
The factories necessary to fabricate these raw materials exist. The
labor necessary to put the materials together exists. It is merely a
question of organization to meet this requirement.
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Chase further shows that while education, health service, and recrea-
tion are at the present time inadequate, it is perfectly possible to create
the additional teachers, the additional doctors, and the additional nurses
necessary. As a matter of fact, providing ol adequate educational and
health service would go far towards solving the problem of employ-
ment for the more intelligent section of the unemployed. Recreation
seems to be adequately provided for even at the present time. Whether
it is of a desirable character and whether it is provided at a proper cost
is another question.

There is no doubt, however, that the resources of the country are
such as to provide all that is necessary. In other words, an analysis
of our ability to provide these requirements, which the people of our
country demand, shows that the ability exists.

We come next to the final requirement, which 1s perhaps the most
important of all, namely, economic security. The gnawing [car of
losing one’s place in the economic structure overhangs every household
in America, from the lowest to the highest. I venture the assertion
that there is not one of us in this room this afternoon that has not in the
back of his mind the fear of what would happen to himi if he lost his job
or his money, for none of us has any assurance that we could again e
absorbed into the mechanism which we have created. When fear is
necessary, it must be borne; when fear is unnecessary, it is intolerable,
‘We must operate under a system which will provide an opportunity
for every man who is willing and able to work to earn a generous living
and to obtain his share of the natural resources and productive capacity
of the country.

Now, if these are the requirements which the people of this country
are going to demand, and if the resources ai our-clisposal are sufficient
to provide them, it seems to me that the important thing for us to do is
to determine what system will best produce the desired results.

There seem to be two extreme points of view. On ong side we have
the advocates of unrestricted individualism and competition and on the
other side those who advocate the socialization of industry. Under
this latter heading we find Socialists and Communists of varying
shades of opinion, but all are in favor of the socialization of industry,
the destruction of the capitalistic system, and, to a large extent, the
elimination of private ownership.

To my mind, the reactionists on the right are as great a menace to
the well-being of the country as the radicals on the left. There is this
to be said, however, and that is that the capitalistic system as it has so
far been carried on, a system of rugged individualism and unrestricted



FUNDAMENTAL ACCOUNTING 69

competition, has not succeeded in producing the results which we have
got to produce in this country. In my opinon, it is impossible to pro-
duce the desired results under this system. On the other hand, I am
very sure that we do not want to adopt the Socialistic or Communistic
systems if we can possibly avoid doing so.

There is no doubt that America is a nation of individuals. There is
no doubt that we want to preserve our individualism. There is no
doubt that we believe in the ownership of private property and that
we want to continue the capitalistic system, the ownership of private
property, and the freedom of the individual in so far as it is possible to
do so and still secure our main objectives.

I believe that we can accomplish all of these results by recognition
of the basic principle that the fundamental purpose of business is serv-
ice and not private profit. In other words, I reiterate what I have al-
ready said, that all business is clothed with public interest and should
be operated from the public interest standpoint. This does not mean
the socialization of industry. On the contrary, it means continued
private ownership. It does not interfere in any way with individual
initiative, but it does limit the profits of industry and throws back to
the people as a whole a constantly increasing share of the products of
industry.

All of this depends, in my opinion, on the formulation of the right
policy of price determination along the lines which I have indicated
this afternoon. Gentlemen, what I have tried to present to you this
afternoon is a basic formula for conducting the business of the coun-
try under what I choose to call the system of controlled capitalism. It
occupies the middle ground between the extreme right and the extreme
left. The course which I propose is as objectionable to the radicals on
the left as it is to the reactionists on the right, but it seems to me that
it must appeal to any one who believes that the well-being of the many
is more important than the well-being of the few, but who believes that
this should be accomplished without completely destroying the private
ownership of property.

I may be wrong, but there are many indications to me that the reac-
tionary forces are gaining ground and that a considerable part of the
progress which we have made in the last two years in the direction of
developing a new system may be lost. I can conceive of no greater
calamity which could befall this country than for the reactionary
forces to gain control again and force a return to the old methods
which have brought about our present condition. If this occurs, we
will create a volume of discontent and so feed the forces of radicalism
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that when the next breakdown occurs in the system, we shall be con-
fronted by a revolution which may take the form of violence.

While it is true that what we have done in the last ificen months has
been revolutionary, it has been a peaceful revolution of an exceedingly
mild nature. I do not see any likelihood at the moment of the radical
forces on the left running away with the situation. That will only
come if the reasonable revolution which we are now carrying on falters
and fails and the forces on the right again impose their system on the
country.

Gentlemen, what I am contending for is probably the hardest thing
in the world to achieve—the middle-of-the-road course—the recogni-
tion that a change is necessary and the development of new methods
in an orderly and reasonable way.

The National Industrial Recovery Act, which gives industry, theo-
retically at least, the right to control itsell, runs out next June. As I
have already stated, the way in which the Act is being carried out is a
disappointment, but it is so far in advance of our old method, it holds
out so much hope of enabling us to conduct experiments along the lines
of true control that those of us who believe in the basic principles
which underlie it must rally to its defense. Not only must we rally to
its defense but we should, in my opinion, if you feel at all about the
matter as I do, use all of our ability and intelligence to see that when the
Act is reframed, opportunity is given to at least try out the basic prin-
ciple of operating business from the standpoint of social service instead
of private profit through the mechanism of the fair industry price
adequately checked and controlled m the public interest.

CHAIRMAN GUNNARSON: Mr. Stevenson, the aitentive in-
terest shown by your audience is ample evidence that you have given
them something to think about. I think you have stimulated their
thoughts, because during your address I noticed nods of the head, hoth
affirmatively and negatively. This would indicate that we can expect
some animated discussion from the members hefore this convention
adjourns.

Mr. Stevenson has laid a broad foundation with respect to price-
fixing and selling below costs. We are to have a second paper along
somewhat similar lines. Itisto be presented by Mr. Howard C. Greer,
one of our members from Chicago, who is in charge of Accounting for
the Institute of American Meat Packers. I shall now call on Mr.
Greer.
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PROBLEMS IN THE APPLICATION OF CODE PRO-
VISIONS AGAINST SELLING BELOW COST

Howarp C. GrReEEr
Director of Accounting, Institute of American Meat Packers, Chicago, Illinois

THE preceding speaker has indicated that he expects me to take
issue with him on some of the points raised in his talk. Certainly
I am not going to take issue with him as to the seriousness of the prob-
lem we are discussing. Certainly I am not going to question his
earnest study of the problem or his intense convictions on the subject.
In point of fact I feel somewhat presumptuous in expressing any views
that run counter to his, when he is obviously so well informed on the
subject and has given so much thought and effort to the problem.

I share strongly his view that industry must ultimately become an
undertaking dedicated primarily to service rather than to profit. I
share his view that the elimmation of destructive price-cutting as a
competitive weapon is most desirable. We differ only in our appraisal
of the methods which are most likely to bring about the accomplish-
ment of the ideals of business service and business administration
which we both cherish.

Before I go on to express those ideas which I believe to be worthy of
your consideration in this connection, I wish to stress the point that
these remarks are of a purely personal character. They express merely
my own individual views and in no way represent the opinion or senti-
ment of any organization or group of people with which I have any
connection. I submit them not in any formal way or with any weight
of authority behind them, but merely as a means of possibly stimulat-
ing your thinking and suggesting a point of view which I believe is be-
ing given too little consideration at the present time.

I take it that the premises of our discussion have been well laid in the
papers given here previously today. All of us are familiar with the
evolution of the plans for a self-controlled industry which were pre-
sented by the government about a year ago, and accepted hopefully, if
not eagerly, by the industry and commerce of this country. It was said
freely that the government would now abolish the unrestricted action
of economic forces and would substitute regulations and compulsion
based on the joint opinion of business men and representatives of gov-
ernment. We were to substitute for business as it was, business as it
ought to be.

The primary objective of the government was to get more men back
to work. In exchange for its cooperation in the matter of re-employ-
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ment, higher wages, etc., industry was promised, or led to expect, that
it would be given permission to control trade practices and possibly
prices, through a set of rules, and that it would be {reed from the danger
of prosecution under the anti-trust laws for such activities.

The portion of this program on which most busmess men seized with
the greatest enthusiasm was that which seemed to authorize the fixing
of prices. Most of the codes which have been adopted—particularly
the earlier ones—contain provisions for the fixing of prices m the
industry, whether directly by agreement or indirectly by the application
of some formula. These formulas sometimes represented purely ar-
bitrary methods of arriving at selling prices, but most frequently took
the form of prohibitions against the making of sales “below cost.”

We are all aware that the N. R. A., under one influence or another,
has steadily retreated from the position which business men understood
that it was taking at the outset in the matter of price-fixing. It has
been announced recently that outright price-fixing arrangements will
not be permitted in future codes, and that any provisions which seem to
afford what the business man calls “cost protection,” must be modified
so as to eliminate any possibility of monopolistic practices in the setiing
of prices. Many people, however,—both those in the National Recov-
ery Administration itself and those in business—fcel that mmimum
price-fixing arrangements of some kind are indispensable to the opera-
tion of the whole N. R. A. program. It secms to me worth while to
examine this view, not so much from the standpoint of the N. R. A.
program, but from the more general standpoint of the future welfare
of industry.

It is easy to see a great many dangers and difficulties in outright
price-fixing by agreement. Representatives of the consumers interests
wefe quick to attack such provisions in codes, and they have been gen-
erally credited with the responsibility for abandonment of the policy
permitting such agreements. Now, while I do not proposc to give
consideration in this talk to the consumers aspect of the problem, T
believe it is worth suggesting in passing that the possible exploitation
of the consumer through price-fixing is considerably overestimated.
The consumer, after all, has only a certain amount of money to spend,
and that amount is not increased by price-fixing activities on the part
of the people who supply his wants. He may be made to suffer through
a reduction in the total output of goods, which is almost certain to
accompany the fixing of unreasonable high prices, but he cannot be
forced to pay higher prices and still consume the same quantity of all
the varions goads he isbuying. The consumer’s reaction to fixed prices
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is likely to be much more serious to the producer than to'the consumer
himself.

This brings us to a consideration of the problem from the standpoint
of industry—that is, whether price-fixing of any kind is beneficial to
industry and should be adopted and encouraged if proper legal sanction
can be obtained. This is a complicated question, and one to which a
simple yes or no answer is not possible. We can only consider the
various elements in the situation and try to weigh their relative im-
portance in determining sound business policy in this field.

As I have listened to discussions on this subject and have reviewed
the literature dealing with 1t, I have been impressed with the apparent
conflicts of judgment which are not really conflicts but rather differences
in the point of view from which the judgment has been formulated
We may attempt to determine, for example, what is a satisfactory policy
for meeting an emergency, trying an experiment, or setting up a short-
range program. This involves a somewhat opportunistic attitude, a
resort to expedients, the adoption of whatever promises prompt assist-
ance in a desperate situation. We may, on the other hand, attempt to
discover what will be of the greatest lasting benefit, what is suitable for
a long-time program, what is basically sound. We then attempt to
develop fundamental principles, which may sometimes have to be
abandoned temporarily, but which should be a means of guidance when-
ever we are attempting to build a plan that will be serviceable over long
periods of time under what may be considered normal conditions.
With these two points of view, it is usually easy to criticize one program
in terms of the other ; hence the apparent differences of opinion between
those who are fundamentally in agreement.

For example, I believe it can safely be said that as a long-run proposi-
tion the prices of products and commodities generally cannot be fixed
arbitrarily by anyone. As a short-run proposition prices can be fixed
arbitrarily, and certainly are in many instances. Perhaps we should
consider what will happen in the long run if we proceed with a given
short-run policy. It is even possible to argue that the ultimate collapse
of a short-run program does not necessarily represent a failure to attain
its objectives.

In this discussion of price regulation through code provisions against
selling below cost we encounter another conflict of opinion which is in
reality a difference in point of view. We speak of these activities as
though they have in all instances identical objectives. As a matter of
fact the definition of selling below cost adopted by some industries is
so entirely different from that adopted by other industries that neither
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the objectives nor the arguments in defence of them are anywhere near
the same. Due to the confusion of our thinking on this subject, ac-
countants may find their assent to one set of principles so twisted that
it represents an endorsement of something quite different, both in char-
acter and in effect.

Almost everyone is convinced that there are sound objectives to what
we loosely call destructive price-cutting or cutthroat competition.
What we mean by these terms is the deliberate acceptance of business
by some enterprises at unprofitable prices, prices below their costs, for
the purpose of injuring a supposedly weaker competitor who cannot
afford to sustain the losses incident to doing business at such prices.
Even the representatives of consumers usually offer no ohjection to the
thesis that this is a bad practice and ought to be stopped if possible.

Let us note, however, where this argument is made to lead.  Selling
below cost is a vicious and destructive practice. But what constitutes
cost? The manufacturer answers, “Cost is the total cost of procducing
and selling the article in question.” This position is supporied promptly
and vigorously by the cost accountant. He has argued for years that
selling prices should reflect all costs, including production, distribution,
administrative and financial charges. His formula will he an all-
inclusive one. When the cost accountant gets through with his com-
putation of total cost, the manufacturer will add what he calls a “rea-
sonable profit.” It is a vicious practice, he will say, to sell at anything
other than cost plus a reasonable profit.

Unfortunately we are now quite a distance off base. Rigid applica-
tion of this theory would mean that no product could ever e sold at a
price which would not be profilable if all sales were made on he same
basis. This is something quite different from providing against willful
price-cutting to injure a competitor.

As accountants you gentlemen all know that in most industries some
goods must always be sold, and all goods must sometimes be sold, at
prices lower than those which will be arrived at by such a formula.
When any single sale is under consideration, the question to e an-
swered by a business unit is not whether the price will cover every
element of cost plus a profit, but whether the company will be better off
as a result of making the sale at whatever price can be obtained than it
will be if it does not make the sale at all.

Many products will not carry all the overhead which would be as-
signed to them under a rigid cost-apportionment system. On many
occasions a factory is glad to get business which will cover out-of-
pocket costs and contribute something toward general overhead. The
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arbitrary prohibition against entering into any business transactions on
such a price basis is probably impossible, certainly impractical.

If we set out to prove that a given price policy is deliberately destruc-
tive, we must probably be prepared to prove that the seller is not re-
covering even his direct out-of-pocket costs for labor, materials, etc.
If he is getting anything over and above such costs, the business may be
profitable to him, in the sense that he will be better off for handling it.
My conviction is that we might possibly be able to enforce rules
against selling below cost if we confine them to sales below out-of-
pocket cost. This, however, is a long way from what manufacturers
want, and the rule would actually cover such a relatively small propor-
tion of the cases which industry is seeking to eliminate, that most busi-
ness men probably feel that it would hardly be worth while to make the
eflort.

Let us consider, then, the type of selling-below-cost provision which
is far more common, and which many of us have been called on during
the past year to develop for industries with which we have some con-~
tact. Under these code provisions the usual type of cost formula pro-
vides for inclusion of all direct expenses, all factory overhead, the
expense of storing, handling, delivering, and selling, and an allowance
for administrative expenses. Some of the formulas eliminate one or
more of these items, and some include still additional items, such as
advertising, experimental and development expense, interest on invest-
ment, etc. Is it sound and practical to impose such a code provision on
an industry and will it work out to the advantage of the industry?

The objections of such a policy are of three kinds. Two have been
discussed at such length that I shall merely mention them here without
attempting to develop the arguments pro and con.

One objection is that under the best of formulas, costs are difficult to
define and determine precisely, completely, comparably, and equitably.
The difficulties are impressive but, in my opinion, not insurmountable.
I have sufficient confidence in the ability and ingenuity of American
cost accountants to believe that in the long run this phase of the problem
can be met, and that industries can determine and agree on cost methods
and cost figures which shall be satisfactory for the purposes mentioned.

The second objection to the policy is that enforcement of such code
provisions are impossible because of the vast number of transactions
involved, the delay attendant on finding and proving violations, and the
great difficulty of exacting penalties and correcting injustices. This
problem seems to me much more serious, and I agree fully with the
writer for the Brookings Institution, who in his booklet Price Control



76 SESSION II

Provisions in N. R. A. Codes, observes that enforcement probably will
be possible only in those industries where there is a nearly unanimous
voluntary adherence to the code provisions.

The third objection, and the one to which I want to ask your particular
attention, is that such provisions, even if honestly and effectively en-
forced, may not be in the interests of the industries which seek to benefit
by them. I shall try to point out what seemed to me the compelling
reasons for considering such undertakings as representing at best a
temporary expedient, designed to meet an emergency, and not as a part
of fundamental business philosophy and practice.

Most business men want permussion to fix prices by agreement.
There are many who question the soundness and effectiveness of such a
policy, but numerically the great majority in many if not most industries
would welcome with the greatest enthusiasm an unrestricted oppor-
tunity to meet with competitors and agree on the price to be charged
for their products.

It is no secret, of course, that this sort of thing has been done in many
lines of business, regularly or irregularly, for many generations. There
are probably no exceptions to the rule that such agreements have been
made only to be broken or abandoned, and that no schedule of fixed
prices has ever stayed put over any long period of time. With all this
experience behind them, many business men still seem not to realize
that large-scale, long-time price-fixing has never worked and never will
work. They cannot understand why anything that functions so well
for a short time will not continue to function well indefinitely.

The error in their point of view is based, I believe, on a fundamental
misconception of the nature and function of price in our business econ-
omy—an error to which, I regret to say, cost accountants have con-
tributed as grievously as any other group of people.

Prices are measures of the relative value of various commodities in
exchange for one another. Since they are merely measures, and meas-
ures of relationships at that, the fixing of all prices is inherently impos-~
sible in the very nature of the case,

So long as prices represent values, they must depend on the things
which give rise to value. You can not create value by fiat. Value
depends on the desirability of the product, its usefulness, the extent to
which it is wanted by prospective purchasers. All values are neces-
sarily relative to one another, and these relationships are inherent.

When a price is “fixed” in terms of the ideas of those who have
goods to sell, it ceases to become a measure of the value of those goods
and becomes an arbitrary rule governing exchanges of products be-
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tween individuals. The effect of adopting and enforcing such rules is
not to change values, but merely to force people to transact exchanges
according to arbitrary terms. The inevitable effect of such regulation
is that much potential business will not be transacted at all. If the
price of an article is too high, people will do without it, or shift to some
alternative product.

It makes no particular difference whether the arbitrary price set is
based on “costs,” or taken out of thin air. The mere fact that an
article costs a certain amount does not make it worth that much. Busi-
ness men are obsessed with the idea that they create values by incurring
costs—wlich is good cost accounting but rotten economics. Business
men are forever saying that they are “entitled ” to the recovery of their
costs plus a profit, that any additional costs will result in increasing the
price of the product, that prices must reflect costs, etc. With this sort
of background of thinking it is natural that they lean toward the idea
of prices fixed by agreement on the basis of costs.

Now actually prices are not controlled by costs, either as to individual
products and businesses, or as to commodities and industries as a whole.
If anyone seriously thinks they are, he has only to consider the multi-
tude of examples to the contrary which are obvious on every hand. If
values depend on costs, why did practically all business concerns in the
United States sell the major portion of their goods at a loss in 19327
What accounts for the fact that in every year there are large numbers of
individual companies, and many whole industries, which fail to recover
their costs in their selling prices? Why did a great majority of all the
interurban railroads in the United States become unable to sell their
services for more than cost in the decade following 19207 And, on the
other hand, why has it been possible for the manufacturers of many
specialty items to sell their products at prices representing from ten toa
hundred times the cost of production.

The answer is simple; prices are controlled by values, not by costs.
Rather than say that costs control prices it would be more nearly accu-
rate to say that prices control costs. What a manufacturer can afford
to pay for the labor and materials which go into his product is deter-
mined by what purchasers are willing to pay for the product.

That, however, is still an incomplete statement of the case. Actually
there are three elements in the equation—selling price, costs, and vol-
ume of business. These elements are inevitably interrelated. Changes
in one element are accompanied by changes in the other two. Often it
is impossible to say which change is a cause and which is an effect, just
as it may be impossible to say whether a property is valuable because it
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yields a high return or whether the return is high because the property
is valuable.

The meat packing business, with which I have been connected for a
number of years, offers a striking example of the operation of these
three factors in determining the course of business. I believe the fac-
tors are equally important in practically all lines of business, but they
happen to be particularly obvious in a business such as ours.

In certain seasons of the year the supplies of live stock ready for
marketing are greater than at other seasons. It is the policy of the
meat packing companies to buy such excess supplies as and when of-
fered, to process them into meat products, and to store any excess
products until some time when the live stock supplies are lighter and
there is a better opportunity to move the products mto consumption.
Thus we ordinarily expect to see our stocks of pork products increase
each month from November or December to April or May, and then
to decrease during the balance of the year.

The accumulation and distribution of these stocks of products is con-
trolled through the medium of price. We can always sell more meat
by lowering prices ; we can always raise prices if we arc willing to sell
less. If we think our stocks are accumulating too rapidly in the fall
and winter, or are not moving out fast enough in the late spring and
summer, we adjust our prices to whatever extent is necessary. Con-
versely, if we feel that our supplies are too moderate and that smaller
live stock runs may be anticipated, we stiffen up our prices and hold our
products off the market.

‘What the product originally cost scarcely influences our selling price
atall. Rather, the selling prices which we can obtain, or hope to obtain
in the future, influence the cost which we are willing to incur in acquir-
ing our raw materials. Prices of hogs and cattle rise and fall with the
present and prospective prices of pork and beef. Our volume of sales
rises and falls as we deliberately adjust it, through the medium of price,
to the available supplies of live stock and to the present and prospective
stocks of product.

I do not mean to imply that there is any concerted action along these
lines by meat packing companies. Each company follows its own
policy, and oftentimes the policies of various companies will differ
radically, depending on their view of the present and probable future
market situation. The aggregate of all of the individual policies,
however, provides the effect I have just discussed in adjusting selling
prices, costs, and volume.

Now, of course, our industry is different from others in some re-
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spects. 'We do not control our supply of raw materials, but handle all
that is offered by live stock producers. Even industries which do
control their raw materials and supplies, however, are subject to the
same laws of price, cost, and volume. You may be able to choose
whether you will have volume or price, but there are few cases in which
you can have them both without limit.

You may think these are theoretical considerations. Let me assure
you that they are exceedingly practical considerations in the meat pack-
ing industry. But if they seem theoretical, let us turn to the necessary
practical effects of a price-fixing policy in an industry of some other
type.

The preceding speaker, and many other speakers and writers of note,
believe that there is some “ fair” price for every product, which can be
determined (by formula or otherwise), and that when this fair price has
been discovered, all we need is a rule prohibiting people from buying or
selling goods at any other price. I find myself completely baffled at
the problem of setting fair prices for all commodities or even any one
commodity. What possible measure of the fairness of price can there
be, other than what people are willing to pay? The Interstate Com-
merce Commission and the numerous public utility commissions have
been struggling for years with this problem as it relates to a few com-
modities and services which are furnished practically on a monopoly
basis, but few people feel that they have arrived at any very acceptable
solutions.

Setting a fair price involves an evaluation of the services of labor,
the proper returns to capital, etc. It also involves an assumption that
the industry is reasonably efficient, not overbuilt or overpromoted,
that its products are useful and desirable in proportion to their costs,
and many others things. I know of no criterion which can be applied
to measure the fairness of a price when such factors are taken into
consideration.

But let us suppose for the sake of argument that by some magical
means we have developed a fair price—high enough to satisfy every
producer and justifiable on the basis of some cost formula as to the
goods in question. What will be the effect if we prescribe that all
goods shall be sold at not less than that price?

First, as to the industry as a whole. It is almost inevitable that the
price will bring about some restriction of the volume which might other-
wise be attained. Expansion of volume will be curbed. This may
easily be at the expense of potential profits. We all know the history
of the enormous earnings of the automobile industry, which was led
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for years by a manufacturer whose cardinal principle of operation was
to cut his prices below his costs and trust to obtaining sufficient addi-
tional volume to achieve lower costs and a restored margin of profit.
One of the speakers on this morning’s program emphasized the tre-
mendous development of business in his line, due to a willingness to
accept lower prices for the sake of greater volume. It is questionable
whether most industries can afford to close the door permanently to
such expansion and profits by some rigid price-fixing formula.

If the price fixed is as high as most manufacturers will want it, there
is an almost inevitable encouragement to the use of substitute products.
Almost every item has some substitute which will come mto general
favor as soon as undue price disparity appears. Does an industry want
to build up its competitor industries through such methods?

A further misfortune is likely to befall an industry through reduc-
tion of the pressure for efficiency, of the demand for improvements in
products and methods. Business enterprises quickly become soft and
flabby if they are protected by a wall of artificial prices. Iligh cost
operators no longer find it necessary to cut expenses, and soon the
entire industry is attacked by the pressure of competition from com-
peting products. ,

Second, as to the relations between units in the industry. If the ag-
gregate volume of business to be done by the industry is restricted in
some artificial way, it is clear that it must be done cither through some
apportionment of the available volume between the operating units in
the industry, or through the cstablishment of some system of price
differentials which will automatically distribute the volume in a satis-
factory way. Not everyone can sell his entire output at an identical
price ; some products and some services are more in demand than others.
Some way must be found of directing the demand into the channcls
which the industry wishes it to follow.

If it is decided to apportion the volume between companies in some
arbitrary way, the industry is faced with the necessity of determining
what constitutes a fair share for each unit. This involves each unit in
efforts to secure the favor of the code authority in the furtherance of
its individual interests. It takes the development of the business out
of the realm of economics and puts it into the realm of politics. Even
if it can be done to the satisfaction of the participants, the tendency
seems to me unwholesome.

If instead of alloting the business on some arbitrary basis, the various
units are permitted to establish price differentials (presumably in line
with the relative desirability of their products) the problem of “fair
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share” does not altogether disappear. It is further complicated by the
fact that consumer preferences are not static, so that a given set of
differentials which are satisfactory at one time may be wholly unsatis-
factory at another.

With apportioned volume and a prohibition against sales below cost
the opportunity for new units to enter a field is greatly limited, if not
removed altogether. In some industries there is no way for a new
industry to obtain a quota ; under the code provisions, if enforced, the
business would remain forevermore in the hands of those now engaged
init. What sort of a situation would this create for the rising genera-
tion of business men, if all industries were so restricted that no new
operator could enter any of them?

Third, as to the effect on individual companies. It is clear that free-
dom of initiative in matters of developing markets and merchandising
products would be largely destroyed. The ordinary weapons of com-
petition would be removed. It is easy to see how a restriction of this
kind might well be fatal to many business units even though they had the
greatly desired benefit of so-called price protection. They would have
to forego business which might increase their profits and which might
be satisfactory to their customers. They might have to discontinue
some lines of product and some channels of distribution, even though
satisfactory to them and to those with whom they deal. They might
even be forced out of business if the advantages of selling a low-cost,
low-priced product were taken away from them. There is no ad-
vantage in a high price at which no goods are sold.

But, finally, and most important of all—does anyone suppose that a
popular government would permanently permit business to fix its own
prices on such a basis as to guarantee the recovery of costs and the earn-
ings of what business men would consider a reasonable profit? This
seems to me inconceivable. I see no escape from the conclusion that if
such a system of cost-calculating and price-fixing were to be set up in
all industries, it would merely constitute the machinery which would
then be taken over and used by the government to regulate profits down
to whatever minimum (or negative) amount the exigencies of a political
situation might require. Has business reached the point where it
wishes to sign away the opportunity for its individual component parts
to do a bigger and better and more profitable business at some more
fortunate future time?

You have heard many people say that individualism in business has
failed, that the system of free competition must be abandoned if capital-
ism is to be saved. For my part I can say that if a reasonably free
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competition in business activity must be abandoned, then capitalism
might just as well be abandoned along with it In fact it is hard to un-
derstand how one can be preserved without the other. Competition is
inherent in the nature of capitalism, as we understand and practice it.

As a matter of fact, there is no proof that free competition had any-
thing important to do with our lamented business collapse. It can be
argued with equal force that restrictions on free competition and the
obstacles to normal trade relations, created by political and other arti-
ficial barriers, were the things responsible for the state of disorder into
which we have fallen. All of us agree, doubtless, that we should curh
the type of piracy, faking, and under-handed double-dealing which
have characterized some business activity. Fundamentally, however,
we should probably do well to devote more attention to obtaining ade-
quate distribution for such benefits as flow from a normal functioning
of business enterprises, than in trying to fix and control the amount of
benefits themselves. We must have something to divide before we
can do a very satisfactory job of dividing it.

It seems to me, therefore, that we cannot regard price-fixing among
competitors, on the basis of cost formulas or otherwise, as offering
anything like salvation to hard-pressed business enterprises. For in-
dustries or for individual concerns it seems to me to offer more of danger
and difficulty than of protection and help. If it can be justified at all
it must be as an expedient to meet an emergency situation. 1f we let
the principle of competition disappear we are likely to find that the
structure of capitalism has disappeared along with it.

I am saying this to you gentlemen, as cost accountants, particularly
because I believe that those in our profession can play a most impor-
tant part in building up sound business policies, by making clear to busi-
ness men the underlying cost implications in some of the proposals
which are so popular at the present time. I am anxious to see ac-
countants measure up to their opportunities and responsibilities in this
connection.

T am also anxious that we shall not permit ourselves a false conception
on the importance of some of these current discussions, and lose sight
of the essential functions which cost accounting performs. In this
connection I can do no better than to quote from a recent talk by Pro-
fessor Herbert Taggart, himself a representative of the N. R. A,, in
which he made the following observations:

The primary justification for cost accounting has always been and must

continue to be that it is an essential tool of management. Cost account-
ants can make a good case for themselves, in the long run, only in this
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field. Cost accounting is not primarily a price-making device. The
present emphasis on this function is not healthy. Cost systems set up
and installed with an eye single to price-making are bound to lose caste
when the emergency is over and the emphasis on prices as a basis of fair
competition is past.

Cost accountants must continue, as in the past, to prove their worth
to management on the ground that they furnish facts for the guidance of
internal policies. They furnish data on what to produce and how to pro-
duce 1t, on who ts efficient and who is not, and why ; on wastes and losses
and how to correct them; on savings and the rewards therefor; on what
departments, branches, lines, and products are making money, and what
are not. If cost accounting cannot be sold for these purposes, it cannot
permanently be sold at all.

In all of which I most heartily concur.

CHAIRMAN GUNNARSON: Thank you, Mr. Greer, for fo-
cusing our attention on some fundamental problems. There can be no
question now that our discussion sessions will bring forth many points
of view regarding the problems presented.

As Mr. Greer was speaking, I recalled an incident that occurred at
one time in an army camp. It is related that a Major of infantry
was being transferred to a new post. In accordance with regulations
a Sergeant of the Quarter-Master Corps was detailed to take an in-
ventory of the Major’s household effects as they were being packed for
shipment to his new post.

The Sergeant proceeded to take inventory. In the living room, he
made entries on the inventory sheet: “1 divan,” “1 upholstered chair,”
and so on. He came to the dining room and entered on his sheet:
“1 dining room table,” “6 dining room chairs,” “1 buffet,” “glasses,”
“dishes” and all the other items found. Finally toward the end of the
sheet there was this entry: “6 pints whiskey.” Evidently this man was
not an accountant, because he had crossed off the “6” and made the
entry read: “5 pints whiskey.” Not only that, but he had crossed off
the “5” and entered: “4 pints whiskey.” Finally, in writing which
was barely legible, he had: “3 pints whiskey.” On the bottom of the
sheet in letters of uncertain form and size was this final entry: “1 re-
volving carpet.”

I hope that the presentations made by our speakers today have not
left you in that frame of mind.

Lack of time precludes our consideration of the questions discussed
this afternoon. I want to remind you, however, that on Thursday we
have set aside all of our sessions for an open forum, at which time any
questions that have been raised may be discussed fully.
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Having completed my function as Chairman of today’s sessions, I
want to take this opportunity of extending to you my deep appreciation
for your attentativeness. I also want to thank Mr. Stevenson and Mr.,
Greer for their thoughtful and stimulating addresses this afternoon.
Thank you, gentlemen.

. . . The meeting adjourned at five o’clock. . . .
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PROBLEMS IN THE APPLICATION
OF UNIFORM COST ACCOUNTING

METHODS

CHAIRMAN MARSH: Having learned yesterday what the Na-
tional Industrial Recovery Act was all about, and having discussed a
great many of the price-control features and allotment features, we now
come this morning to the problems in the application of uniform cost
accounting methods.

This afternoon we shall discuss the standard costs in the codes and
problems of statistical reports under the codes.

The Chairman for today’s session is Mr. Howard Knapp. Mr.
Knapp is Vice President and Controller for Waitt & Bond, Inc., Con-
gress Cigar Company, and Porto Rican American Tobacco Company
of Newark. Mr.Knapp was formerly President of the Newark Chap-
ter and is now one of the National Directors of our Association.

It gives me great pleasure to introduce to you Mr. Howard Knapp,
the Chairman for today.

CHAIRMAN KNAPP: We certainly have been fortunate this
year in getting off to one of the finest starts that we ever have had at
any convention. Monday, as most of you know, the day was perfect
and we had a marvelous golf outing. Several of the caddies told me
it was one of the greatest treats they ever had in all their lives. They
had caddied for open tournaments and that sort of thing, but never in
the experience of many had they seen as many unusual shots as they
witnessed that day.

I learned of one of these most unusual shots in the locker room.
The reason I think there might be some truth to this one is because I
heard it in the locker room before the usual locker room festivities
started. It was the case of Charlie Reitell, whom almost all of you
know. It was the first time he had ever played golf, and I think that
Hagen or Dutra or any of the other professionals never came into the
locker room with more enthusiasm over their game than Charlie had
for his. At the very top of his lungs he shouted for all those within
hearing, “I just had 141, and I never even saw the course before!” In
addition to that, he almost made a hole in one that he related with great
glee. It was only afterwards that I learned the full details. He
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smacked a ball from the seventeenth tee that wound up within a foot
of the cup, but I afterward learned that the cup was the cup on the six-
teenth green.

As Mr. Marsh has told you, our technical session started yesterday
with a wonderful degree of enthusiasm. I do not believe that at any
of the conventions we have ever had or any organization ever had, was
there as fine a series of papers and talks given as yesterday. I am
sure that today you are going to be equally pleased.

As you know, yesterday the National Recovery Act was discussed by
those whose experiences have been such that they were well qualified
to talk to you. A spade was called a spade, although some of the
time maybe some of the other speakers thought the speaker’s spade was
really a club or something like that. At any rate, we had a great day.

Yesterday the talks were of a more general nature. We heard about
the National Recovery Act from the standpoint of the Administration
itself, from the standpoint of trade associations, and from the stand-
point of industry. Today we are going to listen to more definite prob-
lems with respect to specific industries.

The subject of the morning has to do with problems in the applica-
tion of uniform cost accounting, and we are going to listen to this sub-
ject from three separate angles: first, from the standpoint of a repre-
sentative company working in natural resources; second, from the
standpoint of a manufacturing unit ; and third and last, from the stand-
point of trade and distribution.

The first speaker is Mr. Verl L. Elliott. Mr. Elliott is going to
speak from the standpoint of natural resources. Mr. Elliott was edu-
cated in the schools of his home state, Kansas. He was with the
Ordnance Department during the War and worked on a number of
large war-time, cost-plus contracts. After the War, he went to the
University of Pennsylvania, and was graduated from Wharton School
of Commerce. He has had a great deal of experience with codes, being
a member of the Accounting Committee of the Oil Code Authority, in
addition to which he is Chairman of the Accounting Practice Commit-
tee of the American Petroleum Institute. He has been a member of
the Philadelphia Chapter for ten or eleven years, serving as a director
for several terms.

It was my pleasure, about a month ago, to attend a convention at
which Mr. Elliott was present. ~Although not listed among the speak-
ers, his knowledge of the oil industry was such that the presiding officer
asked him to make a few remarks from the floor. Mr. Elliott re-
sponded in such a splendid way, both from the standpoint of the in-
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teresting things he had to say and from the standpoint of the humor
of his remarks, that he practically stole the show.

In connection with the humor of his remarks, I do not know whether
I should have said to him what I did this morning, but there was some-
thing about his style that reminded me of Will Rogers, and I told him
so. He replied that he was born only five or six miles from Will’s
birthplace, so I think that may account for the similarity. Just in
order to make it a little more complete, I inquired whether he had his
gum with him or not. Believe it or not, he pulled out three packages
of gum from his coat pocket !

Members and guests, it gives me great pleasure at this time to intro-
duce to you Mr. Verl Elliott, Controller of The Atlantic Refining Com-
pany of Philadelphia, who will speak to you on the subject already
mentioned. I am sure you are going to enjoy it very much.

PROBLEMS IN THE APPLICATION OF UNIFORM COST
ACCOUNTING METHODS FOR NATURAL
RESOURCE INDUSTRIES

VErL L. ELL1OTT
Controller, The Atlantic Refining Company, Philadelphia, Pennsylvania

LTHOUGH I was born rather close to the birthplace of Will
Rogers, I want it understood that I was born a good many years
after Will Rogers was. The only difference between Will Rogers and
the rest of the Oklahomans is that Will can act natural on the stage and
the rest of us cannot. If we could, we could all make $5,000 to $7,500
a night on the radio the same as he does.

As the Chairman has mentioned, it is my privilege to be a member
of the Accounting Committee for the Oil Code Authority, known as
the Planning and Coordination Committee. Accordingly, I was in
Washington several weeks last fall, and from time to time since then.
Some of you were in Washington also in connection with the various
codes, and know of the confusion that existed. It was terrible. Five
or six men would be located in a small office with one desk and a
chair. They were supposed to turn out an important piece of work
in a few hours that would ordinarily require weeks of consideration.
Consequently, many grave errors were made. Frequently, no colum-
nar paper (so necessary to accountants) could be purchased in
either Washington or Baltimore. No rooms were available in Wash-
ington hotels, notwithstanding most of them were in the hands of a
receiver.
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Large companies were fighting the small companies in the same in-
dustry as to how the representation should be apportioned on the code
authority. Manufacturers and sales distributors had different ideas
as to how the code should read. Competitive industries were trying
to gain vantage points with each other. Competition between various
industries is a development of the last ten or fifteen years, and is not
diminishing under the New Deal. The coal industry claims the price
of fuel oil is too low and is putting thousands of miners out of jobs.
The railroads claim the trucking industry has unjustly taken part of
their business.

Probably a few years from now we will look back upon the first year
of the New Deal and think of it much as we do of the Constitutional
Convention, or maybe more properly as the Articles of Confederation
which preceded the Constitution. As the Articles of Confederation
were a forerunner of the Constitution, so the National Industrial Re-
covery Act may prove to be the predecessor of a more permanent
form of self-government for business under the New Deal. When
arguments waxed too warm in the Constitutional Convention in Phila-
delphia, a recess of a day or two was declared, thus permitting the
delegates to cool off. General Johnson did not work just that way,
but he did call in all the critics of the National Recovery Administra-
tion, and gave them a chance to blow off steam. Simultaneously, he
took up the available space in the newspapers and overshadowed the
critics, who were poorly organized.

One of the good things that has come about under the New Deal is
that various industries are starting to think and plan from a national
viewpoint for the first time, at least in times of peace. With few ex-
ceptions, the various trade associations within an industry covered
only certain sections, such as New England, Atlantic Coast, Pacific
Coast, or the Southern States. Even now, no one railroad under the
same management runs from the Atlantic Coast to the Pacific Coast.

The oil industry is one of the few industries that had a trade associa-
tion with several thousand members from all parts of the United States,
which was truly representative of the various phases of the business.
The American Petroleum Institute, with a membership of approxi-
mately 3,000, holds two meetings per year, at which various committees
make reports on standardization and uniform work carried on for the
benefit of the entire industry. This includes such committees as Crude
Oil Production, Petroleum Refining, Marketing, Fundamental Re-
search, Uniform Accounting, Engineering, Accident Prevention, and
Public Relations.
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Probably much of the delay in code making was due to most indus-
tries not being nationally organized.

In the oil industry, where there has been a large national trade or-
ganization for some 15 years, only the surface has been scratched,
toward bringing about uniformity. When an attempt was made to
bring about uniform classification of various jobs, it was found that
in one part of the country oil companies paid machinists more wages
than boilermakers, whereas a few hundred miles away boilermakers re-
ceived more than machinists. There seemed to be no reason except
that it was “an old Spanish custom.”

There has been much confusion as to what code or how many codes a
company must comply with. An integrated oil company may make
(1) their own tin cans, (2) wooden or steel barrels, (3) boxes, (4)
candles, (5) paint, (6) sell petroleum coke, (7) do their own con-
struction work, (8) operate hundreds of trucks, and (9) conduct an
open-air parking space in connection with some of their service stations.
Of course, they would belong to the oil code, but each of the above nine
items is covered by codes other than the oil code, with different maxi-
mum hours per week and minimum wages. A crew of men may be
transferred back and forth from cleaning a still to manufacturing cans
or doing construction work. Which code should apply under such
circumstances ?

In many cases, each code authority claimed jurisdiction. Many
cases of this kind are still unsettled. It is not unusual for a company
to get notice that it has violated provisions of a code which it has never
seen or did not know existed.

It is now a settled point that uniform cost accounting cannot be
forced on an industry. Model cost-finding and accounting systems
may be recommended in codes, but may not be made obligatory. Code
authorities may not suggest inclusion of uniform additions, percent-
ages, or differentials designed to bring about arbitrary uniformity of
costs or prices.

Bringing about uniform cost accounting by the process of recom-
mendation for most industries will be a very, very slow process. Each
company thinks its system is the best and should become the uniform
system. How much progress would be made if the general manager
of a concern could only “recommend” that the employes follow a
particular plan of operation? If every one responded well to “recom-
mendations,” the tax collector would only need to pass the hat, instead
of resorting to foreclosures.

Doubtless, the greatest handicap in establishing uniform cost ac-
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counting in any industry, and particularly in the natural resource in-
dustries, is the human element. Honest differences of opinion exist in
great numbers, and it requires much time and patience to reconcile them.

The three largest natural resource industries are coal, lumber, and
oil. Most of the codes of the natural resource industries have the cost-
protection or cost-recovery principle in them. In other words, goods
should not be sold below cost. No one seems to know what cost is
meant for this purpose—whether it means a company’s own individual
cost, or a fair and reasonable cost for the industry. Indications are
that this theory is rapidly becoming obsolete.

What is cost anyway? Shortly after the various codes commenced
to emit from Washington, I was much shocked—shocked to realize
that no industry seemed to know what cost was. I well knew that the
oil industry did not know its cost for the various products, but I had
long supposed that most other industries did. Then I was completely
flabbergasted to realize that even the National Association of Cost
Accountants did not know what cost was, or at least the N.R.A. would
not accept their definition. For more than a decade, I have been com-
ing to these annual N. A. C. A. conventions, spending our company’s
good money, and still no one seems to know what cost is.

I am one of those accountants who used to think that one of the uses
of cost was to establish price. But I am pretty well on the fence now.
If T hear one or two more talks like Mr. Greer’s yesterday morning, I am
reasonably sure I am going to be on the side that believes the principal
use of cost accounting has to do with management in reducing costs
rather than having anything to do with setting prices, because I have
now been in business a couple of decades and never yet have I seen a
very long period of time when costs have had much to do with the
prices. The prices were either way below cost or way above costs.

In any industry we will find that some companies are more efficient
than others. This is an obstacle in adopting cost accounting, for
many executives do not want their stockholders to be able to make a
direct comparison of their results with other companies in the same
line of business, and in the same general location. So long as there
is no uniform method of calculating profits, it is very simple to explain
that the results are not comparable due to difference in accounting
methods.

Then there is a different idea as to what constitutes a fair rate of re-
turn on the invested capital. In these days lots of people would be
very happy if they could get a six per cent return on their invested
capital. Only three or four years ago people talked about ten or twelve
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per cent return on their mnvested capital, in the natural resource indus-
tries, due to the hazards of the industries.

Another obstacle has to do with those companies which started in
business in 1870 and 1880 and 1900 and bought all their natural re-
source reserves at a very, very low price. There are other companies
who started in business in 1914 and a lot of them built their plants in
1917, 1918 and 1920. It is not an uncommon thing in the oil business
for a refinery which has been built we will say from 1917 to 1920 to
cost two or three times as much for the same capacity as a refinery
which was built prior to 1914.

There are different methods of charging off the depreciation, ob-
solescence, amortization, and other capital recovery items. We are
all aware that perhaps some of the companies have charged off too
much depreciation and depletion over the last fifteen or twenty years.
Tt so, they may have some trouble ahead with the recent Treasury De-
cision 4422, which came out a month or two ago. When we were in
Washington last fall, one of the questions asked was whether these
companies which had over-depreciated and over-depleted should re-
capitalize and charge the same value out over again in the uniform
cost system in the oil industry, if, as, and when one should ever be
adopted.

In recent years, there has heen a great deal of revaluation of assets,
particularly in the natural resource industries. One of the oil com-
panies wrote $25,000,000 worth of oil lands and leaseholds down to
$1, notwithstanding the fact that those leaseholds have thousands of
oil wells on them that are pumping today. It is estimated that this
company has favored its profit and loss statement by about $5,000,000
a year, on account of the lesser charge for depreciation and depletion
as compared with what it would have been if they had not revalued the
assets.

If the day should come about in the next few years that we would
go through some period of inflation, either mild or otherwise, we will
probably experience a complete reversal of this writing down of assets
and concerns will be writing them up again just like some companies
did in 1918 and 1919, and like companies did in Belgium and France
and the other countries which went through the period of inflation.

I sometimes wonder whether we will not have to have a national re-
valuation day in this country for all business. I hope it is effective
January 1st, if it ever does come. But values are so absurd in many
industries for companies in the same line of business, that until some-
thing is done to correct the comparison of these values we can never



94 SESSION III

hope to have comparable profit and loss statements and cost accounting.

The company I am with started in 1870. 'We have one of the largest
refineries in the United States, covering 650 acres of land, in the City
of Philadelphia. Most of the buildings were built years ago, when a
brick mason received $1.25 a day. I do not know what the bricks sold
for, hut the brick buildings are still in use and I think they will be in use
long after I am dead and gone. We have built other refineries. One
was constructed about 1918, when bricklayers got $12 or $15 a day, and
probably laid fewer cubic feet of wall per day than did the men in 1870,
who worked for $1.25.

If a company has three or four plants and all of them are shut down
but one, and that one plant is operating at practically full capacity,
should they use idle expense of the closed plants in ascertaining their
cost? Another company may have one plant which has the same
capacity as all three or four of these other plants I just talked about,
and it may be running at only one-third or one-fourth of capacity.
Should that company use its idle plant expense, which is not nearly so
easily ascertained as in the case of a company which has separate and
distinct plants? We were faced with that question in the oil industry
when we were talking about uniform accounting some months ago.

I wonder if anyone knows what such a thing as normal output con-
sists of any more? We used to talk about the previous year and the
previous two or three years, but 1t is doubtful if even the previous five
years gives an acceptable figure to use for normal output any more.

Of course, there 1s always the question as to whether or not interest
on invested capital should be considered as an element of cost. There
is no doubt but that interest on invested capital should be considered
for certain purposes, such as comparing the cost of buying a machine
which is more or less automatic with another process of making goods
which is largely hand labor. All of the proposed cost formulas of the
oil industry have had interest on invested capital very deeply imbedl-
ded n them and I believe that if a uniform cost accounting formula is
ever adopted for the oil industry it will include interest on the invested
capital at six per cent. The reason for that is the Tariff Commission
made an exhaustive study of the oil industry some three or four years
ago, and the Tariff Comnussion in all its work uses a six per cent inter-
est on invested capital to build up the American costs of goods as com-
pared with what the foreign costs will or should be. They use the six
per cent interest on the invested capital in ascertaining the cost of Amer-
ican goods to see how high the tariff should be on the foreign goods.

There have been a number of formulas drawn up for uniform cost
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accounting m the o1l industry. They have heen sent to me at Philadel-
phia, or sometmmes individuals call up on the telephone and want to
read them over the telephone and want to know if I have any sugges-
tions for changes. Thus six per cent interest clause is always included.
Whenever I see that clause, I cannot help thinking of the story about
the man who wanted to buy a sawmill.

A Dbackwoodsman from some state wrote in to a company and said
that he wanted to buy a sawmuill and asked for a catalog and best prices.
The company wrote back, “ We manufacture sawmills from $250 to
$50,000. Kindly let us know what kind of sawmll you want.” The
backwoodsman replied, “Who in the h— would want a sawmill if
he had $50,000?”

So that is about the way we feel in the oil industry. If we could
mclude six per cent on our invested capital as cost, we would be per-
fectly willing to recover only cost, at least at the present tune.

There is the old question of whether or not depreciation should be
taken on the original cost or the replacement cost. The predominating
method for ascertaming costs in the natural resource industries,
whether it is coal, lumber, or oil, is the sales value method. You are
fanuliar with what that is. You merely take all costs and add them
together and ascertain the total income by various lines of products,
and prorate the costs to each particular product, considering the yield
of that product and the price for which it is sold.

Several of these cost formulas for the oil industry which have heen
formulated by the Code Committee at Washington (usually written by
lawyers), have simply had a provision that costs will be ascertained in
accordance with the formula used by the Tariff Commission in their
Report No. 30, which they compiled two or three years ago. They
used the sales value method, but they did not figure the costs until some
two or three years after the close of the period.

If it is necessary to figure costs instantaneously on a sales value
method, one must know what yields and prices are anticipated. It is
simple enough to look hackward and use the sales value method, but
when you are trying to obtain an instantaneous cost or make a future
cost calculation, it is an entirely different matter.

The trouble with the sales value method of costs is that as long as
there is any profit in the industry as a whole, all of the individual
products will also show a profit. Therefore, that method of figuring
costs will be of little use to any code authority which is trying to prose-
cute a company for selling one particular product below cost.

A good many industries, other than the natural resources, are for-
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tunate in that they can get more or less accurate costs of direct labor
and direct material. Their difference consists mostly in distributing
overhead, but in the natural resource industries there is no way of get-
ting the direct labor or the direct material cost. In the o1l industry,
we will put so many barrels of crude oil through a still and the same
fuel and the same labor that produces gasoline also yields fuel oil, lubri-
cating oil, wax, asphalt, and all the rest of the products. 1t must be
purely an arbitrary matter as to how these costs are divided between
products.

Coal Industry

I corresponded with the code authority for the coal industry and for
the lumber industry. The Coal Industry Code Authority told me that
they had done nothing, so far as the code was concerned, about uni-
form costs, but they did have a uniform accounting committee which
compiled a report in May, 1919, fifteen years ago, and it remains un-
changed as yet. It certainly must be a good report to remain un-
changed since 1919, and it must also be a good report, too, because
they had not the advantage of belonging to this Association. As I re-
call it, this Association was started in 1919,

They sent me a copy of the report, which I read with much interest.
I find that almost the entire report deals with the 1917 and 1918 income
taxlaw. Then at the end they have a summary which lays a good deal
of stress on these three points: (1) the necessity for a detailed analysis
of accounts ; (2) the distinction between capital and operating expendi-
tures; (3) and the adoption of a voucher system.

Of course, we have to remember that this report was written fifteen
years ago, but as we know uniform accounting today, there is scarcely
a word about it in the report. Doubtless, someone reading fifteen
years from now what we are saying today will have just as much
amusement as we get out of reading this report. Nothing is said
about standard costs or budgets or predetermined costs.

Then to climax the situation, the very last page of the report (having
wandered from the green, succulent fields of income tax and voucher
systems) has a paragraph called “Suggestions as to Price Making.”
Evidently sales engineers and sales analysts were not doing their stuff
in those days as much as they are now, or certainly an accounting com-
mittee would have been content to leave that subject alone. The first
paragraph of this section says, “The demand for fuel fluctuates with
industrial activity and seasonal temperatures. Such demand, whether
large or small, is at all times imperative. Demand for coal is not de-
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creased by lugh prices, nor mcreased by low prices” You see that is
what one gets for going down in writing I am sure Mr. Greer and
some of the other economists would not altogether agree with the
theory that the prices have nothing whatever to do with demand, and
vice versa.

There is another part of this report that appears somewhat amusing
now. It reads:* Indemnity for a killed or mjured workman is an in-
evitable item of cost, and provision for this must not be overlooked
either by those who carry msurance and pay a premium or those who
meet those costs out of a fund set up for that purpose. Society has al-
ways borne the burden indirectly and inadequately, but statutes passed
by the state and federal governments providing for workmen's com-
pensation are evidence that public policy now sanctions the assumption
of this indemnity in a business-like and adequate manner.”

It might be of interest to some of you to know there are four states
today that do not have workmen’s compensation laws. Those states
are Arkansas, Florida, Mississippi, and South Carolma. A com-
pany had the misfortune, two or three years ago, to be huilding a ware-
house right on the line between Georgia and Florida. Georgia has a
compensation law. There was a colored man on top of this house
when they were putting the roof on, who rolled off. He rolled off on
the Florida side and was killed. It cost the company much more than
if he had fallen on the Georgia side.

There is another interesting paragraph in tlus coal report, about
“the salvation of capital ” It reads, “ The many whose accounting
methods leave much to be desired will derive the most henefit from
adopting a proper accounting system. They will know better how
they stand, what they must have to cover their requirements, and proper
accounting will help them to exercise tenacity and perseverance requi-
site for the salvation of their capital and to win a proper return thereon.”
They say furthermore, “The Operator who conducts his selling
campaign without due regard to the requirements of the indus-
try as a whole as reflected in the cost of domg business is an unfair
competitor.”

There is the nucleus of the New Deal or the N. R. A. in that report.
That was in 1919, when most of the companies were earning prob-
ably twenty to twenty-five per cent on their invested capital, and a good
many were paying the eighty per cent excess profits tax, so we see the
New Deal idea has been flirting around with us for a long period of
time.
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Lumber Industry

The lumber industry probably has a more complete code m many
respects than almost any other industry I do not pretend to have
looked over all codes, but I have had contact with the lumber mdustry,
because 1t was so closely related to the o1l industry.

As someone intimated yesterday, the lumber code is very complete.
They have a Department of Costs and Prices. They are working on
the cost-recovery principle, that is, prices should not be below cost.
They have a schedule of forty minimum prices. They have an allot-
ment of production to each of the mulls. Last fall someone told me
there were some mills that could make three 1 x 10 planks, 12 feet long,
per month., That was their allotment that particular month.

I have not talked to the lumber people since the new policy of the
N. R. A. came out, about uniform cost accounting. Their cost ac-
counting feature, as I understood it, was compulsory before these new
policies were announced.

They employ a firm of accountants—Seidman and Seidman—who
are specialists in the lumber industry. Reports are gathered together
by various sections of the country, from which the average costs are
compiled and from which the minimum prices are established. As in-
terpreted by Mr. John McClure, who is Chief of the Department of
Cost and Prices of the Lumber Code Authority, Article IX of the code
provides:

Whenever and so long as the Authority determines that 1t will con-
tribute towards accomplishment of the declared purpose of the code, and
whenever it is satisfied that it is able to determne cost of production as
defined in this section (a), the Authority is authorized to establish and
from time to time revise minimum prices f o bh. mill, to protect the cost
of production of items and classifications of lumber and timber products
The responsibility 1s also placed upon the authority to mamtain free
competitive conditions and to secure equal application of the provisions of
this Article, to prevent monopolies or monopolistic practices This is a

hig order. The complexities of the timber products industries present
many difficulties, but the job had to be done 1f the industry was to survive.

Mr. McClure continues :

The Authority undertook the task with earnestness and determina-
tion. Cost data was obtained from all those known to have costs avail-
able. A firm was engaged to assist in the compilation of cost records.
Weighted average costs are arrived at in accordance with the formula
provided in the code. Total costs are ascertamned from all available
sources. The items produced are listed and the cost is distributed over
these items on the basis of their relative market value over a representa-
tive period.

This is the sales value method again.
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Oil Industiry

I have tried to cover in a brief way the coal industry and the lumhber
industry, and T am now going to say something about the o1l industry.
It has about $11,000,000,000 invested capital. It is said to be the
second largest mdustry in the United States. It is probably one of the
most self-contained industries. The average integrated o1l company
buys or leases land. They drill theirr own wells, pump the oil above
ground if it does not flow, lay their own pipe lines (crude oil lines),
and 1f the oil needs to come by water they have their own ocean-going
vessels.  They own their refineries. They make boxes, tin cans and
harrels. Now, several of the companies have their own gasoline lines
from the refinery to the tanks throughout the United States, from
which they take this gasoline in new bulk haulers or the small trucks
and convey 1t to their own service stations and sell to the ultimate con-
sumer, who is the automobile owner.

That is why there 1s a certam amount of mild competition ex-
1sting between the o1l industry and a great many other industries.
They handle their own production, transportation, manufacturing and
cistribution.

It was a great surprise to most of us in the oil business when the
gasoline consumption volume held up as well as 1t did all through this
depression. There was more gasoline consumed in 1933 than there
was in 1929, notwithstanding the fact that there were about ten per cent
less automobiles in the United States. You know the reason as well
as T do. All the unemployed that could possibly do so held on to a five-
or ten-ycar-old car.

One mght T went to sec a friend who had been unfortunate in this
depression. I do not think he had an mcome of more than seven or
cight dollars a weck for the last two or three years. He has two chil-
dren n high school. He had an old Dodge car. The upholstery was
worn out. Some sofa pillows were on top of the springs on the seat.
He had an inner tube out, and was patching it when I drove up. I do
not helieve there was an area of six inches square on that inner tube that
did not have a patch. Yet, he was still running his automobile and
bought gasoline, one or two gallons at a time.

T asked him why he had kept the automobile during the depression.
Te said, “Well, I absolutely have to have that in order to get any place.”
What little work he did pick up around here and there he had to use his
car. He had to go two or three miles to and from work, and he lives
in the country, not close to a street-car line. He had heen posting hills
for one of the theaters in a suburban town, and they gave him $2.50 a
week for driving the automobile 20 miles. It was a piece-work opera-
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tion. It was just that sort of thing that kept up the gasoline consump-
tion during the depression.

The American Petroleum Institute has had a Uniform Accounting
Committee in the oil industry since 1923. It was due to the income tax
laws that this division commenced. We have had about two meetings
a year since then, and we now have a uniform Balance Sheet and In-
come Statement that has been recommended by the Directors of the
American Petroleum Institute. It is quite universally used in the in-
dustry, with minor changes.

We have been working with Mr. Hoxsey, of the New York Stock
Exchange, and now have a seventeen-point program under way with
the Exchange. The Exchange wants these seventeen points made
uniform, at least by all the companies which are listed on the New York
Stock Exchange.

One of the subjects we have about finished: that has to do with
valuing the inventory. We have been working not only with the
Stock Exchange, but also with a sub-committee of the American In-
stitute of Accountants, in an effort to devise a uniform system of in-
ventory valuation. Last month at Pittsburgh, the uniform system
was approved by the oil industry’s Accounting Committee. It has not
yet been approved by the American Institute of Accountants.

I am going to take just a minute to give you the three highlights of
that inventory system, because it is the result of three years of hard
work in making recommendations. For some inexplicable reason, it
went through the Committee unanimously, notwithstanding the fact
we had much opposition for the past two or three years.

This inventory system is called the “Last In, First Out” system. As
long as the inventory quantities are the same, it provides for charging
current costs against current sales. This is a theory of costing that
has received much more consideration since the N. R. A. than previ-
ously. Most operating executives in the basic industries are very in-
sistent that current costs be charged against current sales, to obtain the
correct profit.

We are not contemplating reducing our inventories to the lower of
cost or market, so far as profit and loss are concerned. We intend to
show in parenthesis or as a footnote the difference between the market
value and book value. The products and the grades of crude oil will be
grouped, until only a few grades of oil are carried separately on in-
ventory. Those are the three basic principles of this inventory system
which stand a fair chance of becoming uniform throughout the oil
industry.
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A little over a year ago, East Texas crude oil, which is a predominant
grade, was selling at ten cents a barrel. Today that oil is selling at
one dollar a barrel, and it has been one dollar a barrel since last October.
In other words, there has been an increase of 900 per cent in the price of
this crude o1l at the well.

The oil industry began in Cleveland, as most of you know. Mr.
Rockefeller started his business there. When I first entered the oil
business, I commenced to think I had made a terrible mistake by not
being an engineer or a chemist. It seemed to me they were getting all
the breaks. Then, a few years ago, I read a book by John Winkler,
called John D., A Portrait in Oils. On one page in that book I came
across this paragraph. This is Mr. Rockefeller talking to Mr.
Winkler :

“I knew where I stood at the close of every business day,” says John D.
proudly. “I charted my course by figures, nothing but figures. I never
felt the need of scientific knowledge, have never felt it. A young man who
wants to succeed in business does not require chemistry or physics. He
can always hire scientists No, he should study figures, figures, figures
and apply them to his business. What does he intend to sell or manufac-
ture and how many will buy his product? Let him first take paper and
pencil and study lus market and 1ts possibilities Figures come first, al-
ways.”

I felt maybe this quotation nught be a consolation to some of you
hookkeepers who think you ought to be engineers.

One of the unique things about the oil industry is that the State of
Texas produces about forty per cent of all the oil in the United States,
which incidentally is about twenty-five per cent of all the oil produced
in the world. The big bone of contention in the Oil Code has to do
with state rights. Texas is a very peculiar state in many respects.
They claim to have certain state rights that no other state in the United
States has. It is based upon their Treaty of Annexation to the United
States, which, if I recall my history correctly, was signed about 1845.
They did not come in under the original Constitution. They have
several paragraphs about reserving the right of natural resources and
lands for the state’s own use, and there are millions and millions of
acres of land in the State of Texas that are owned by the state school
system. Texas reserves a right to regulate her own oil industry and
so far the Oil Code has been unable to do very much within the State
of Texas.

The oil industry is unique in another respect, inasmuch as gasoline is
taxed 120 per cent of the wholesale value of the commodity. Last
year there was about $1,000,000,000 worth of, gasoline and motor oil
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taxes collected, about nine per cent on the invested capital. The pe-
cubar part of it is that until recently nearly all of this sum has been
spent on roads, which in turn helped the automobile and the o1l indus-
try. I have been unable to think of any other industry that has been
taxed heavily and yet the taxes went right back into something which
in turn helped that particular industry.

Now about the Oil Code itself. It does not come under the N. R. A.
Of course, it does come under the National Industrial Recovery Act.
We have a separate Administrator, Honorable Harold L. Ickes, who
is Secretary of the Interior.

It has many, many sub-committees. The main sub-committees are
on Production, Refining, Marketing, Transportation, Accounting, I.a-
bor, Legal, Finance.

Last Friday, when I was mn Washington, I went over to see the Sec-
retary of the Oil Code Authority and asked him how many people were
on these sub-committees. The last count I had was 2,000, which was
last fall. He told me he did not know exactly. They had a large file
with thousands of cards in it, but he believed it was between 2,500
and 3,000.

We discovered, in sending out questionnaires to the oil industry,
that there was a great lack of uniform terminology. Gross produc-
tion, net production, royalty interest, company interest, and working
interest do not have the same meaning to all the oil companies.

The oil industry is working on the theory of a quota in interstate
commerce. Judge Beatty, the Chairman of the Oil Code Authority,
has a theory that while they cannot control the production of oil within
a particular state, particularly in view of the stand taken by the State
of Texas, they can control all the oil in interstate commerce. He has
written a hook on the subject and cites Supreme Court decisions. He
has such a big following among the legal fraternity that it will be sub-
stantiated by the courts. That was the heart of the oil bill which was
not passed at the last session of Congress. Texas and Oklahoma could
produce all the oil they wanted to, but they could not ship a drop of
it out of their states unless it was approved by the Oil Administrator.
As you know, that bill did not go through for various political reasons.
At the present time, they are trying to change the Oil Code, to put the
quotas-in-commerce theory in one of the sections of the Oil Code.

Of course, the Oil Code is no stronger than the National Industrial
Recovery Act. The Oil Administrator tried to get a special bill
through Congress which would divorce the Qil Code from the
N.I.R. A., but was not successful. Instead, we are supposed to get a
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thorough nvestigation by Congress, of both the oil industry and the
il Code Administration.

Doubtless, all these N. I. R. A. codes will tend to bring about a stand-
ard quality of product

A suggestion was made in Washington a few months ago that the
principal commodities be classified in the A, B, C, and D grades, with
a definite specification set up for gasoline and various kinds of cloth,
boots, and shoes, and everything else. Naturally, the advertising
agencies, the radio people, the newspapers, and all other periodicals
jumped all over that idea because it will. very materially affect their
business. I do not know what it would do to a magazine if you took
all the advertising of products out of the periodical, but it does seem
that idea is strong enough that it may not be permanently submerged.

The Oil Code contains the following provision pertaining to selling
below cost

Refiners, distributors, jobbers, wholesalers, retailers and others en-
gaged in the sale of petroleum shall not sell any such refined petroleum
products below cost of manufacturing or importation into the state where
offered for sale, plus reasonable expenses in the cost of marketing as
observed under prudent management, fixed taxes and inspection fees by
the Ifederal or State government or any political subdivision thereof,
provided, however, that any person is permitted to meet competition in
violation of this rule concerning which he has made complaint to the Plan-
ning and Coordination Committee, or any authorized agency thereof, but
only pending action thereon. '

An authority, committee or commission delegated by the National
Recovery Administration for such purposes shall receive complaints of
violation of this rule and make such investigations and/or hold such
hearings as it deems necessary to determine whether the prices com-
plained of are in violation of this rule.

Tn effect, this probably means the cost-recovery principle, although
1o one seems to know just what is intended, and no serious effort has
heen made to enforce it. Although many changes of this provision
have been considered, none have yet been adopted.

Accordingly, little or nothing has been done toward uniform cost
accounting in the oil industry. This is largely due to the difficulty of
ascertaining cost of various products when produced from one raw
material, i. e., crude oil. Fuel oil competes directly with other forms
of fuel such as coal, gas and electricity, which may have a bearing also.
The majority of the companies in the oil industry use the sales value
method for purposes requiring a cost, such as valuing product inven-
tory. A few companies use the by-product method, and some use the
average cost method.
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I believe that we are going to have some kind of uniform accounting
in this country, whether it is under the old deal or the New Deal. It is
so fundamentally sound and there is going to be a need for it in the
future such as we have never felt in the past. There are a few indus-
tries that have a most complete uniform accounting system. One is
the Typothetae of America, with headquarters in Washington, which,
as you know, is the printing industry, but we all know uniform cost
accounting has not saved the printing industry. There are few in-
dustries which have had more trouble in the depression than the print-
ing mdustry, but I do not think that can be based on the fact that they
have a good uniform accounting system. It is probably due to inven-
tions, gang printing, and too much competition.

So I am willing to go on record as a prediction that sometime in the
future we will have uniform accounting of one kind or another.

CHAIRMAN KNAPP: We will now proceed with the second
paper of this morning’s session. Our speaker on this occasion is Mr.
Martin A. Moore Mr. Moore was graduated from New York Uni-
versity in 1926 and also attended the Graduate School of Business Ad-
ministration of the same University. He has had several years of
public accounting experience and has successfully passed the certified
public accountants’ examination in the State of New York.

For the last six years he has been Controller of the Hyatt Roller
Bearing Company of Harrison, New Jersey, which most of you know is
a subsidiary of the General Motors Corporation.

Mr. Moore has previously addressed several of our chapters and
has always been very well received. He is at the present time Vice
President-Elect of our Newark Chapter, and as a member of that
Chapter, it gives me a great deal of pride to introduce to you Mr. Martin
Moore, who will speak upon this same subject from the standpoint of
manufacturing.

PROBLEMS IN THE APPLICATION OF UNIFORM
COST ACCOUNTING METHODS IN MANU-
FACTURING INDUSTRIES
MARTIN A. MOORE
Controller, Hyatt Roller Bearing Company, Harrison, New Jersey
IN THESE days of so much loose talk of economic revolution, with

new measures succeeding each other with machine-gun rapidity
—measures to some degree, at least, new and strange—it is not easy
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to keep a proper balance of thought and action. We can readily accept
the fact that misconceptions of purpose will arise, policies will be mis-
understood, and general confusion of intent exist. I feel that, to some
degree at least, such misconception, misunderstanding and confusion
exist on the subject of uniform accounting. To many, particularly the
uninitiated, uniform accounting means merely one thing—price-fixing.
To another group it means the effort of large units to force all competi-
tion to subscribe to an accounting pattern that will result in virtual
monopoly. To a far greater number it means an effort on the part of
government to force all business into the constricting vise of govern-
ment control. The fact that the vast majority of codes contain “fair
practice price provisions” gives weight, they claim, to their idea of
government compulsion.

These ideas are unfortunate, especially the prevailing emphasis on
the note of compulsion. The present interest in the subject of uniform
accounting is founded on something more substantial. It is a vital
part of a business philosophy that has been evolving for many years,
the significance of which is more forcibly driven home by the efforts of
N.R. A. Itisa philosophy built around a clear-cut recognition of the
interests of all who are affected by the workings of industry—a clear-
cut recognition of industry’s social responsibilities. Uniform account-
ing is a part of a philosophy which places emphasis where it properly
belongs, on the industry, rather than on an individual unit in an indus-
try. Instead of springing from the idea of compulsion, the great in-
terest in the subject at this time seems to me to be clear evidence of
“Industry Coming of Age.”

It has been the favorite indoor sport of the past year for every man
and his brother to point out the reasons for the world -economic debacle
and the remedies for curing all the ills that beset us. We are not pre-
sumptuous enough to engage in this sport. We do feel, however, that
a lack of a scientific approach to the solution of industrial problems, a
lack of vital statistics pertaining to an industry and the inability of all
units of an industry to establish sound economic policies based on
fundamental accounting facts, contributed in no small measure to the
intensity of the depression from which we are slowly emerging.

The past five years have brought home most forcibly the fact that
there is no social or economic justification for the existence of any unit
in any industry that is incapable of producing something at a price to
permit the greatest number to improve their standard of living and at
the same time reward equitably all those responsible for the production
of the article—i.e., labor, capital, management. We have learned.-all
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too well the interdependence of all units in an industry. We recognize
that the health of an industry is contingent upon the well-being of the
members that comprise it and, further than this, the economic health of
an industry depends upon all the members of an industry “talking the
same language and playing the game by the same rules.” This to me is
“Industry Coming of Age”—it is the essence of business democracy
and of business regulating itself. Likewise it is the heart of the move-
ment for uniform accounting—an effort to have industry “talk the
same language and play the game by the same rules.”

W hat Uniform Accounting Covers

When we speak of uniform accounting we mean, of course, uni-
formity in all accounting, for we clearly recognize that the full benefits
of accurate cost-keeping are lost unless there is a complete tie-up he-
tween cost and general accounts. Our discussion, of course, is con-
fined to uniform cost accounting methods.

The fundamental concept of umform accounting is uniformity of
approach in accounting principles, and methods if possible. It covers
the formulation of rules and procedures which enable any unit in an
industry to ascertain its products costs according to well-defined ac-
counting principles.

Now, what are some of the specific advantages that an industry may
obtain from a uniform accounting plan? Here are a few:

1. Those members of the industry who have no cost plan, or whose
cost plan may bhe weak, will get the benefit of the sound cost account-
ing principles embodied in a uniform accounting plan. To that extent
their policies will be predicated on accounting facts.

2. Tt should promote better business methods and develop better
business executives through a more general knowledge of the cost of
doing business.

3. It should eliminate to a great extent the uneconomic “no profit”
sales which contributed so greatly to the cutthroat competition of the
“New Era.”

4. Tt should provide for better stabilization of business and for a
fuller appreciation of industry’s social responsibilities through the pos-
sible development of comprehensive statistics on costs, wage rates, pro-
duction, plant facilities, etc. It should furnish those individuals who
have to a great degree a common problem a basis of facts from which
to develop sound policies of “economic morality.”

5. It can provide bases of comparison as an aid to improving the
effectiveness of individual units.
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Proper Iiewwpoint and < pprouch to Problem I's Necessary

In handling a subject of this nature, it is very easy to wander “all
over the lot ” In order to keep our thinking straight—in order not
to wander too far afield—we will consider that we are members of the
cost committee of a manufacturing industry assembled for the pur-
pose of analyzing the problems facing us in installing a uniform ac-
counting plan for our industry.

First of all we must clearly recognize the complexity of the prob-
lem. It is not easy. We must recognize the need of many months
of patient, painstaking effort. For we must remember that within
the industry there are many diverse units. There are the so-called
large companies and also the very small ones. There are companies
with well established cost plans and those with practically no cost system
whatsoever. There are those units with capable accountants like
yourselves and those in which the accountant does everything from
running the elevator to carrying the boss’ brief case.

Our problems may range from a simple definition of cost and an
explanation of the various elements in each cost group to the very
clahorate uniform accounting plans such as those of the National Ma-
chine Tool Builders’ Association or the National Electrical Manufac-
turers’ Association. On account of particular conditions in the
mncustry it may be necessary, as is the case in the Canvas Goods Indus-
try, to design the cost plan in two stages, one for the so-called smaller
company and one for the larger company. Then again, our studies
may result i finding conditions similar to those evidenced in a recent
((uotation by the Assistant to the President of the Cotton Textile In-
stitute :

It is well to remember that in spite of a quite prevalent and quite
understandable public tendency to helieve that economic business pro-
cedures are matters which can be reduced to rigid rules and standard for-
mulae, experience nevertheless convinces us that no absolute unmformity
of cost procedure can be practically feasible or economically sound for
even a single specified variety of cotton mills, much less for the cotton
manufacturing industry as a whole. Broad general principles may well
be established and universally observed. But even in a group of mills
as homogeneous in character as that producing carded yarns the variety
of situations and circumstances is so great that no one specific approach
to cost finding can be applied indiscriminately to all such mills, nor per-
haps to any large percentage of the group.

These are the hroad general problems that must be viewed in our ap-
proach to uniformity in cost methods.

Having hurdled this major problem of the scope of our work, we
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are prepared to tackle the problems involved in the treatment of prin-
ciples and methods necessary to a correct application of a uniform ac-
counting plan to our industry. In this connection, before we come
down to the particular problems in our own industry, we shall probably
want to acquaint ourselves with the work that has already been done in
this field by other industries. In other words, we shall follow that
good old American custom of taking the best of what has been done
before and improving on it for our own use.

This means, for example, a review of all the literature prepared on
this subject by the Department of Manufacture of the Chamber of
Commerce of the United States. We are fortunate in this respect in
having as one of our National Directors, Mr. A. B. Gunnarson, Man-
ager of this Department. The material supplied by Mr. Gunnarson
has been of inestimable value in the preparation of this paper. Then
there are the various uniform cost accounting plans which are in effect
today, many of which have seen the light of day under N. R. A.
auspices. These range from the simple mimeographed definition of
cost to the very elaborate uniform accounting manuals—most of which
are on file at N. A. C. A. headquarters in New York. In addition to
this, we would probably review the very excellent treatments of this
subject that have been appearing in the various business periodicals
throughout the country.

With this background then we are able to establish the goal for the
cost committee’s efforts and to set up the guide posts to mark off the
route to that goal.

The Uniform Cost Manual

Let us assume, for purposes of illustration only, that our industry
is of such a nature that it is possible to develop a thorough uniform
accounting manual outlining clear-cut accounting principles and meth-
ods. This, then, is the goal of the cost committee.

The accounting manual should show the minimum requirements for
a good accounting system and clearly define accounting terms in order
that all companies may include the same elements in the various stages
of cost. The circumstances in the industry dictate the extent to which
the plan is developed. The manual may cover the subjects indicated
in Figure I.

Naturally we cannot cover all of the problems that will be met in
the development of our uniform accounting manual. We can, how-
ever, focus our attention on a number of difficulties that must be solved
before uniformity can be achieved. To help us in our thinking, we can
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SUGGESTED INDEX OF COST ACCOUNTING MANUAL FOR

1

2.

3

4.

5,

(=%

UNIFORM ACCOUNTING PLAN FOR MANUFACTURING
INDUSTRIES

CLASSIFICATION OF CONTROLLING ACCOUNTS
A. Assets
B. Liabilities '
C. Profit and Loss Accounts

DEFINITIONS OF CONTROLLING ACCOUNTS

F1xep ASSETS
A. Classification of Fixed Assets
B. Definitions of Type of Plant in Each Classification
C. Depreciation Rates
D. Accounting Policies for Fixed Assets Scrapped or Sold
E. Accounting Treatment for Excess Plant Facilities

MANUFACTURING EXPENSE
A. Classification
1. Condensed Accounts
2. Sub-Accounts
B. Definitions of Indirect Manufacturing Expense

CoMMERCIAL AND DisTrRIBUTION CUSTS
A. Definitions

GENERAL CosT SYSTEM
A General Departmentalization
B. Suggested Types of Cost System
C. Definitions of Cost Elements
1. Manufacturing Costs
2. Commercial or Distribution Costs
D. Basis for Allocation of Cost to Product
1. Material
2. Labor
3. Manufacturing Expense
4, Commercial or Distribution Expense
E. Use of Normal or Average Rate of Expense in Costs
F. Methods of Estimating Costs
G. Means of Developing Profit by Lines
H. Bookkeeping and Other Records to Aid in Compilation of Accurate Costs

Ficure 1

divide our discussion into these two sections: (1) Problems in the
classification of costs to proper cost groups; (2) Allocating costs to
product.
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I. Problems in Classification

It is essential in the first place to have a good definition of cost.
The various interpretations of the term 1 code discussions emphasize
the importance of this pomnt. It may be, as one uniform accounting
plan indicates:

Cost is the net outlay for material, labor and expense 1 connection with

the procuring, processing, marketing and distribution of products, plus all
other expenses incidental and necessary to the conduct of the business.

Classification of Costs to Main Cost Groups

Then there must be a general agreement and clear-cut explanations
of the main cost groups. This is essential if industry is to include
smular cost elements in the various stages of cost. In this connection
total cost is sometimes divided mto the two broad classes: manufac-
turing cost and commercial expense. In the former group we include
direct labor, direct material and factory burden; in the latter, selling
expense, administrative expense and advertising expense.

Typical definitions of manufacturing cost and commercial expense
found in uniform accounting plans are as follows:

Manufacturing Cost of Product shall consist of the amount of direct
or productive labor and the net cost of direct or raw material (including
inbound transportation) consumed directly in the fabrication of product,
plus an amount for manufacturing expense or burden, calculated m a
scientific but practical manner and 1 accordance with the degree with
which such product has utilized the plant and equipment and indirect
organization in its fabrication.

Commercial Expense—all expenses incurred in the marketing of the
product and administering the affairs of the business. This group in-
cludes (a) Administrative Expense, (b) Selling Expense, (¢) Adver-
tising Expense.

When we have arrived at a common understanding of the classifica-
tion of main cost groups, we can then discuss the classification proh-
lems of specific elements in each group.

Direct Labor

While it is correct to say that as long as each cost group is handled
on the same basis by all members of the industry, no cost distortions
will exist, nevertheless it seems to me that the elements of cost in each
group must be treated uniformly if we are to get the full benefits of a
uniform accounting plan.

It is surprising to note within the same industry the various treat-
ments of this fundamental cost element in manufacturing cost, direct
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labor. If our mndustry 1s to “talk the same language,” let us get off to
the right start by getting a general agreement on this term. In some
instances we find direct labor represents only that labor which is
expended directly on the product. In others we find that in addition
to the classification just mentioned, there is included a certain per-
centage of set-up men, process inspectors, skilled helpers. Then
again, the labor in such departments as heat treating, annealing, plat-
ing, etc., while fundamentally productive operations, is treated as
manufacturing expense or factory burden cost. This is for account-
mg expediency only as it is often impractical to attempt to identify
such lahor, although productive, with the product handled. Very often
the type of wage payment plan in effect influences the classification of
the direct labor element. Final inspection costs also prove a bone of
contention. In some cases this item is treated as direct productive
labor, in others it is considered as burden cost.

Then too, there should be general agreement on the question of
whether or not direct labor shall include any costs of spoiled work. It
must he recognized that in some cases it is necessary for extra quanti-
ties to he fabricated in order to produce the required schedule. The
nature of a particular operation or particular product may dictate that
certain percentages of labor expended on this spoiled work must be
mcluded in direct labor costs.

These are a few of the problems involved in the proper classification
of direct or productive labor costs in a manufacturing industry. Ele-
mentary problems? Yes—but fundamental to a proper approach to
unifornuty.

Direct or Productive Material

The cost committee must develop a complete, all-inclusive definition
of direct or productive material. In some manufacturing industries
this problem is easily solved. In others, however, in addition to that
material which is an integral part of the finished product, it may be
necessary to include as direct material such materials as acids, oils, and
paints, which are directly contributory to the conversion and fabrica-
tion of materials although they may not be apparent in the finished
product.

Shall we include in direct material handling, storing, and transporta-
tion charges? This is the policy in some instances, in others trans-
portation charges only are included in the direct material costs. In
some cases transportation charges are carried in an inbound trans-
portation inventory account. A relationship between the valuation
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of direct material mventory and inbound transportation inventory is
maintained ; the inbound transportation applicable to direct material
consumed in fabrication of products sold being charged directly to cost
of sales.

It is also necessary to establish a definite policy as to whether or
not the material cost in spoiled work shall be included in direct mate-
rial cost. Ordinarily items of this nature find their way into the fac-
tory burden accounts. An exception to this rule is found in those
cases where an unusual quantity in number or value of spoiled work
may be caused by the nature of a particular operation or particular
product, rather than ordinary manufacturing delinquency.

It is necessary, likewise, for the cost committee to decide proper
hases for inventory evaluation of direct materials, also for evaluating
direct material in cost estimates that are utilized in establishing selling
prices.

In the uniform cost plan of the Rubber Manufacturers’ Association
the following method is prescribed :

Material Cost shall be predetermined utilizing the replacement value
of major raw materials Such replacement prices shall represent the
average future market price for each major raw material as quoted for
delivery during the ensuing three months as supplied on the first day of
each month by Rubber Manufacturers’ Association

The replacement market price of raw materials shall be used without
exception, even though such materials be procured from subsidiaries or
affiliated companies.

Factory Burden

We come now to the third element in the manufacturing cost group,
ie., factory burden. It is in this element that we meet our biggest
problems in classification in our uniform accounting plan. The funda-
mental problem is to arrive at a good “industry” definition of factory
burden and then rigidly adhere to that definition.

One uniform accounting plan defines factory burden as “all those
expenses made in connection with and incidental to manufacturing
operations over and above the prime cost” (prime cost being interpreted
to mean direct labor and direct material). These items include:

Supervision of factory operations and departments incidental
thereto

Non-productive labor

Tools

Materials and supplies necessary to the manufacturing opera-
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tions, but which do not appear in tangible form in the finished
product
Maintenance—Upkeep and rearrangement of all buildings, ma-
chinery and equipment used in the manufacturing operations
Depreciation, rent, mnsurance, taxes on all manufacturing facilities.

It may be of some interest to see the manner in which this important
cost element is defined n some of the other uniform cost accounting
plans that are being used today. In the outline of cost accounting
principles for the Washing and Troning Machine Manufacturing In-
dustry, factory burden is classified :

All expense incidental to purchasing, receiving, movement and trans-
fer of material parts and product, their processing through to the Ship-
ping Department and their planning and scheduling, routing, costing,
timekeeping and recording in the processes of production. It will in-
clude a portion of administrative salaries and expense that can be fairly

allocated to the cost of production and the cost of replacement parts
furnished customers.

It is interesting to note that in the definition given above, a portion of
administrative costs 1s allocated to factory burden and is, therefore, a
part of the manufacturing cost group.
The definition of cost prepared under Article 8 in the Code of Fair
Competition for the Hosiery Industry classifies factory burden as:
All expenditures for Labor, Service and Supplies that are necessary in
connection with the operation and maintenance of the mill, but which are
not directly applied or do not physically become a part of the product. It

also includes taxes, insurance and depreciation on all fixed assets which
are used and are necessary to the manufacture of hosiery.

So much for the problems facing us in arriving at a good definition
of factory burden. The next difficulty is to be certain that our detail
account classification of factory burden items will adequately cover all
the needs of the industry. This, of course, applies to all account classi-
fications. It is mentioned at this point because it is in the classification
of factory burden accounts that the problem is especially important.
Remember, we have to look out for the interests of the small as well
as the large companies.

Factory Burden Account Classification

Tt is usual in this connection to classify the factory burden into major
groups and then by means of condensed accounts—sub-accounts and
further subdivisions, if necessary—provide for the needs of all mem-
bers, regardless of the detail they may require.
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The main groupings in factory burden may be as follows :

Indirect Labor Maintenance
Factory Supplies Losses, Errors, Defects
Tools Fixed Charges

Heat, Light, Water, Power Miscellaneous

An example of numbering to supply sufficient detail for the larger
companies and yet permit the smaller companies, through use of the
condensed accounts, to get the benefit of uniformity in classification of
factory burden is shown in Figure II.

EXAMPLE OF ACCOUNT NUMBERING TO SERVE NEEDS OF
LARGE AND SMALL UNITS IN A MANUFACTURING INDUSTRY

CoNDENSED ACCOUNTS  SUB-ACCOUNTS FURTIIER SUBDIVISIONS

511—Supervision
510—Supervision < 512—Foremen and Assistants
? 513— Inspectors
500—Indirect Labor‘ 520—Clerical
531—Elevator and Crane Operators
530—Service 532—Stockkeepers and Helpers
2 533—Tool Crib Attendants

Fieure II

Depreciation Classification and Policies Stumbling Block to Uniformity

Next we come to the problems involved in obtaining uniformity in
the nature of the items to be included in each of our uniform factory
burden classifications. What shall be included? What shall be ex-
cluded? What accounting policies shall govern the treatment of the
various accounts in the factory burden group? We could perhaps
spend the remaining sessions on this phase of the discussion, but I think
that by selecting a few of these problems we can indicate the nature of
the difficulties that block the path to uniform treatment in manufactur-
ing industries.

Improper handling of depreciation costs and uneconomic pricing pro-
grams predicated on faulty depreciation policies have played havoc with
many industries. The great disparity in costs of products common to
an industry in many cases can be traced to this source. It is obvious,
therefore, that a proper handling of depreciation costs is essential to
uniform accounting for manufacturing costs.
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The cost committee must first of all establish clearly what deprecia-
tion includes  Then there must he a clear-cut classification of so-called
fixed or plant assets. This1s vital1f proper depreciation 1s to be applied
to each particular class of plant items.

Then, of course, comes the problem of deciding upon the proper rates
of depreciation and the method to be used in applying these rates, i.e,,
straight line, annuity method, production hasis, reducing plan, or sink-
ing fund. In many umform accounting plans the depreciation rates
recommended by the income tax division of the Treasury Department
areutilized. Anexample of Plant Account Classification and Schedule
of Depreciation Rates is shown in Figure III. This is the January,
1934 classification of plant assets outlined in the Standard Accounting
and Cost System for the Electrical Manufacturing Industry.

There must he a correct understanding as to whether or not deprecia-
tion rates shall he adjusted for subnormal or ahnormal production, also
whether depreciation will be based upon cost or replacement values.
These latter subjects create as many debates among accountants as the
old stand-by, interest on investment. It is sufficient to state that in
some uniform accounting plans or cost formulas, for example that of
the Rubber Manufacturers’ Association, recognition is given to the
great disparity in cost values of capital assets, and depreciation rates are
applied to not less than a fair replacement value. The pros and cons on
this subject are very ably set forth in the December 15, 1933 Bulletin
of the N. A C. A. on the subject of “ Essential Elements of Cost for
Uniform Accounting Under N. R. A.” Those members of the cost ac-
countants’ “brain trust” who were responsible for this pamphlet made
a worth while contribution to the ever-growing literature on this subject.

Another problem that presents itself in the establishment of uniform
policies in plant asset accounting is the treatment of depreciation on
fixed assets purchased ““second-hand.” The past four years have wit-
nessed quite an increase in this type of plant acquisition and unless there
is a common policy adopted for handling depreciation costs on this used
equipment, cost distortions will result.

In a definition of cost for the Hosiery Industry we find :

The hasis for depreciation shall be original cost, including freight and
inspection, except that in the case of plant and equipment recently ac-
quired at an abnormally low price, the basis shall be fair replacement
value new of such assets.

These same provisions appear in the Cost Accounting System of the
Malleable Iron Industry.
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CLASSIFICATION OF PLANT ASSETS AND DEPRECIATION
RATES RECOMMENDED IN THE STANDARD ACCOUNTING
AND COST SYSTEM FOR THE ELECTRICAL MANUFACTURING

INDUSTRY
Classification Per Cent
L AND tevtvrnvnn tevme tonvasvees sessssens tosasnasanansaas oo sa s 0
GRADING AND ASSESSMENTS «v + ceveees soseaesnssensnnoseasnassonans 10
BUILDING AND STRUCTURES
1131 Buildings, Wood, Sheet Iron and Stucco .. ....... c..ooeien L 10
Buildings, Brick and Wood ..... ... Che eeeeeaeiiees e e 4
Buildings, Steel and Concrete .. .....ooeeiien ceiinn ciiaena 2%
1132 SHIUCLUIES + ot wvvnvenre evmee severnnanes oe sasesnesscsaanns 81
1134 General Service Pipmg and Wiring .... ...cciiieen vovvee oo 614
MacHINERY AND TooLs
1141 Machinery ... . ceveee cine @ tevsninnnensnnnne o v 0 aae e 8y
1142 Electrical ApPpParatus ....ec.euiveesesenanse o cvssnnee sennaas 81
1143 Ovens and FUINaces ..evvvvr vevrenere tr oo tnentanennennnns 10
1144 Conveyor Equipment .... .. . . teeviiirvnnriannes tevnecns 1634
1145 Small TOOIS ivveieeres cvnuenseesasasoseeseassnssnsnnsesns . 20
1146 Electrical ACCeSSOries .....vovvvuiucnneenn e e e eeeens 1634
1147 Molds, Jigs, Dies and Special Tools . ... ...civieinviniiens conns (a)
1148 Metal Flasks:
CastIronand Steel .... cciiiiiiiiiiineinninnnns o tevnannns 1214
Channel and Rolled Steel ....... c.oovr cvie tin v cr eeennn 20
AlMINUM  o.iivttiiineteeteeansennnnensesonnsnsssesonsoas 10
FOUNDATIONS AND INSTALLATION
1151 Foundations—Machinery and Electrical Apparatus ....ovvvuuneen 1634
1152 Installations—Machinery and Electrical Apparatus .............. 1634
FurNITURE AND FIXTURES
1161 Factory Fixtures and Equipment .. .oveieeteiiiieienseseaeennnn 20
1162 Furniture and Appliances in Factory Offices .......vvivevnennnn. 10
TRANSPORTATION SYSTEM
1171 Roads and Sidewalks «...vvevvens conennnreatonnnes tovennnass 12%
1172 Railway Tracks and Overhead Equipment .. ... ......cveuvenn. 6%
1173 ROLNG SEOCK « v vvvvnverenrnreserearseensenseneenensenns veee. 6%
1174 Automobiles and Trucks (Gas) «..vvvrvvnerreerentenieneeennens 25
1175 Electrical Vehicles and Trailers .....ovveeeiennennenrennennenns 1634
1176 Other COnVEYanCes «..uuveeereereerereeeneeneesensennrensnnens 25
PATTERNS AND DRAWINGS
BB B T S T (a)
1182 DraWingS . .uivieeinietieenereerieeeeeeneernencensonsonennn o (a)
UNFINISHED PLANT &\ttt ietteaieeneenenrenes teemnenenrnenenns 0

(a) It is contemplated that the cost of molds, jigs, punches, dies and special
tools and cost of patterns and drawings will be charged to 172—Unliqui-
dated Development and Complaints and liquidated by charges to the cost of
production to which they apply. At the option of the company these ex-~
penditures may be entered direct against indirect manufacturing expense
under the proper headings.
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What shall industry’s policy be with regard to fully depreciated as-
sets? On this point the cost accounting system of the Malleable Iron
Industry indicates the policy that is followed in a number of uniform
accounting plans:

Where assets of the Industry have been fully depreciated an allowance
for depreciation hased on the fair replacement value of the property shall
be added.

A question may be raised too as to the propriety of this and other
parts of the depreciation procedure from the standpoint of the income
tax laws. Many of the uniform accounting plans clearly recognize the
necessity of deviating to some extent from practices designed primarily
to comply with the income tax law provisions. The uniform account-
ing manual usually provides for the reconciliation of the industry’s uni-
form practice and income tax law requirements.

It is perhaps needless to indicate that the uniform accounting plan
must provide for proper segregation of excess plant costs. These are
usually considered as profit and loss charges and not as a part of the
manufacturing cost.

These are some of the problems that present themselves in our at-
tempt to establish a uniform method of handling depreciation classifica~
tions and policies in our manufacturing cost segregation. The nature
of this discussion is typical of the approach that must be taken in estab-
lishing a uniform classification of all of the other factory burden costs.

Research and Development

Within the ranks of one industry we will find some units spending
considerable sums for development and research, while others merely
“follow the leader.” So, too, there appear to be some differences of:
opinion on the proper accounting treatment of research and develop-
ment costs. In some instances these items are considered as the normal
expenses required to perpetuate the business existence and, therefore,
(regardless of amount) are included in the factory burden element of
manufacturing costs. In other instances these costs find their way into
factory burden via deferred expenses. Then again, these charges are
prorated over selling costs and factory burden. They are sometimes
looked on as profit and loss charges. Naturally if industry is to “talk
the same language,” there must be a uniform method established for
handling these costs.

In a number of cost formulas developed under the fair practice pro-
visions of codes the problem of research and development costs is given



118 SESSION III

considerable attention. For example, in the cost principles for the
Woashing and Ironing Machine Manufacturing Industry:

All direct costs of developing and obtamning new products or improving
present products will not be mcluded in calculations of model costs and
should be eliminated from other classifications of expense Such costs
are not common to all manufacturers and their mclusion as overhcad

would penalize the progressive manufacturer.

In the standard cost formula adopted by the Luggage and Fancy
Leather Goods Industry there is a statement :

Overhead shall not include development work or other items not
properly allowable to the operations of the year in question.

And in the defimition of cost for the Hosiery Industry, m the items to
be excluded from cost they list research and development.

And so we must “take our pick.” The conditions in each industry
must decide whether or not research and development costs shall he
classified as factory burden costs.

Welfare Costs

A somewhat similar problem prevails within an industry in the
handling of welfare costs. Some units maintain well-cquipped plant
restaurants and hospitals, various types of employes’ welfare organiza-
tions, and group insurance plans. Other units in the same industry
have practically no costs of this nature. Ordinarily we should expect
the cost of such welfare and personnel work—at least that part of
the cost which is applicable to factory operations—to he classified in
the factory burden section of manufacturing cost. Nevertheless, here
again we find that in a number of uniform cost formulas that have heen
developed under the N. R. A. codes these welfare costs are eliminated
from product cost, as that term is to be understood by the industry.
Such a provision appears in the Definition of Cost for the Hosicry
Industry.

Of course, we must understand that some of the interpretations that
have been placed on the classification of such items as welfare costs, re-
search and development costs, etc., are in many cases influenced to a
great degree by the selling-below-cost provisions of N. R. A. codes.
Despite the fact that some umts mn an mdustry may sustain such costs
and others do not, it is perfectly obvious that where they are sustained
they are a part of product costs. They are, too, more generally treated
as part of the manufacturing cost group, at least that portion of the
cost which applies logically to factory operations.
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Packing and Shipping Costs

Another problem presented to the cost committee under the general
subject of factory burden classification is the uniform treatment of
packing and shipping costs. The particular conditions in the industry,
especially the nature of the product, will decide the manner in which
these costs will be classified. In some instances manufacturing costs
end with the delivery of the finished product to fimished stores or ware-
houses. In these cases packing and shipping expenses are classified as
commercial or distribution expense, usually in the selling expense group.
Some industries have a separate classification, ** loading and shipping
expense”’ in the commercial expense section. In other cases the pack-
ing and shipping costs are tied in directly to processing operations and
considered as part of the factory burden costs.

Expense Common to Cost Groups

‘We will find that there are many cost items that must be prorated be-
tween the different cost groups, 1 e., between manufacturing and selling
expense. The uniform accounting manual must make clear the indus-
try’s policy in this regard. Such items as taxes, depreciation and in-
surance, are as chargeable to factory burden as to selling and adminis-
trative expense. An illustration of one of these cost elements—insur-
ance—will show what 1s meant. In the Outline of Cost Accounting
Principles for the Washing and Ironing Machine Manufacturing In-
dustry a uniform plan for classifying insurance costs to the proper cost
center or cost group 1s shown. (See Figure IV.) TUnless there is a
uniform policy within the industry m this regard, distortions in cost as
reflected in the various cost stages are inevitable.

I realize that this discussion just about scratches the surface of the
problems that must be met and solved in the establishment of uniform
classification of costs for the factory burden section of the manufactur-
ing cost group. It gives us, however, a general idea of the nature of
kinks that must e straightened out before uniformity in accounting
treatment hecomes a reality.

Commercial Expense—Selling, Administrative, Advertising

For ease in discussion, we indicated two major divisions of product
cost, manufacturing cost and commercial expense. We said this latter
group covered selling expense, administrative expense and advertising
expense. In this section of the paper we are still concerned with prob-
lems of classification to proper cost groups.
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~=1

RECOMMENDED DISTRIBUTION OF INSURANCE COSTS—
WASHING AND IRONING MACHINE INDUSTRY

1. F1rE INSURANCE

A Building and Building Equipment Building Department
B. Inventory General Factory
C. Plant Machinery and Equipment Production and Service Depts,
D. Office Furniture and Fixtures General and Administrative
2. CoMPENSATION INSURANCE All Depts. based on Payroll
3. BOILER INSURANCE Steam Plant
4 Ewmproves’ FipELiTY BoNDS General and Administrative
5. Usk AND OccurAaNCY INSURANCE General and Administrative
6 AvuTomoBILE INSURANCE (ALL TYPES) Garage Expense
7. PusLic L1ABILITY INSURANCE General Factory
8. LIFE INSURANCE Other Deductions from Income
9 WinpsTorM, HAIL, TorNADO (AND OTHERS General Factory

OF THIS TYPE) INSURANCE

Figure IV

In manufacturing industries, particularly those fabricating a highly
technical product, the question of proper classification of sales engineer-
ing costs presents some difficulties. In many instances these so-called
sales engineers not only work on the development of new products and
improvement in present product, but they are also utilized in the work
of preparing engineering designs for the application of the present
product: in other words, a considerable part of their time is spent on
direct sales activity. It is quite easy, of course, for any particular unit
to make the distribution of these costs between selling expense and fac-
tory burden (development and research), but unless there is a uni-
formity of classification within the industry, the units in the industry
are not “talking the same language.”

It is perhaps needless to state that the selling expense group must
contain provision for all charges properly allocatable to selling activity.
These will include rent (in lieu of depreciation), taxes, insurance, sup-
plies, telephone, telegraph, etc.

Administrative Expense

We indicated previously in this paper that in a number of industries
the so-called administrative expense is prorated over the factory burden
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and selling expense on the principle that the two functions of business
are making and selling a product, and all costs therefore fall into these
two groups. By far the greater number of manufacturing industries
very definitely classify the items that fall into administrative expense
and consider this item as a separate section of the commercial expense
group.

As mentioned earlier in this discussion the Uniform Cost Plan for
the Washing and Ironing Machine Manufacturing Industry provides
for a proration of administrative costs to manufacturing costs.

Here again I would refer you to the N. A. C. A. brain trust “slants”
on this problem as given in the December 15, 1933, Bulletin of the Asso-
ciation on the subject of “Essential Elements of Cost for Uniform
Accounting Under the N. R. A.”

Some General Problems of Classification

We have covered some of the problems involved in the uniform classi-
fication of costs to proper cost groups. Before we go into the problems
involved in the distribution or allocation of costs to products, it would
perhaps be advisable to point out one or two of what we might term,
for want of a better title, general problems of classification for a manu-
facturing industry.

First of all in this group we list the “old chestnut ’—interest on in-
vestment. Allthat I am going to say on this subject is that the members
of the cost committee of the industry must make up their minds as to
whether or not interest on investment is to be considered as an element
of cost. In a manufacturing industry where raw materials must be
stored for a considerable period of time, this may be an important cost
element. There may be other instances when this course may seem
warranted. On page 34, Section XV, of the Manual of Cost Pro-
cedures recommended by the National Machine Tool Builders” Associ-
ation we find:

Good business practice contemplates Selling Prices that will cover the
cost of material, labor and burden, plus an investment income and real
profit from operations. In order that the variations in the investments
1n the different productive centers may earn their share of this invest-
ment income, operations through which the product flows must bear their
proportionate share of the interest on investment used in the operation.

This principle was accepted by the Association when it adopted the
Scovell-Wellington Cost Report in 1921. Page 3 of this report reads
as follows:
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After a thorough consideration of the matter, the Executive Committee
has decided unanmously to recommend to the mdustry that mterest on
investment be included in calculating the cost of manufacture Tlis
account is mamtained to measure this element of cost.

Another example of a ““stray”’ that must be settled by the cost com-
mittee in the interests of uniform classification is the proper account
distribution of borings, turnings, scrap, etc. Shall these be handled as
reductions of direct material cost or as other income? In many cases,
due to the difficulty in definitely allocating these credits to the proper
direct material classification, they are handled as other income.

Perhaps we can see, from the discussion thus far on problems mn the
classification to proper cost groups, the reason I emphasized in the he-
ginning of this paper for the need of patient, painstaking, compromising
effort.

We turn now to the second main group of problems which must he
met in the application of uniform cost accounting to manufacturing in-
dustries—problems 1nvolved in allocating costs to product.

II. Allocating Costs to Product

We are all practical enough to realize that even though there is uni-
formity in the classification of costs to cost groups by all members of
an industry, unless there 1s an accurate, equitable, uniform distribution
of all costs to product, unless common hases are used by all members of
the industry, all the refinement that is registered in the uniform classifi-
cation to cost groups is practically useless. The prime purpose of the
uniform cost plan is to enable all members of the industry to know the
true cost of manufacturing, selling and distributing the product. This
of necessity implies a correct allocation of these costs to all products
manufactured.

Basic Problemns in Allocating Costs to Product

It appears to me that in arriving at a uniform method of allocating
all costs to the products of an industry, these problems are paramount :

1. Correct allocation of manufacturing costs to product. This in
turn involves :
(a) General uniformity in departmentalization
(b) Redistribution of expense of so-called non-productive, serv-
ice or general factory departments to productive centers
to arrive at proper factory burden rate
(c) Base to be utilized 1 allocating factory burden to product



UNIFORM COST ACCOUNTING METHODS 123

2. Bases for allocation of commercial expense (selling, administra-
tion and advertising) to product
3. Normal volume.

Dcepartinentalization

The December 15, 1933, Bulletin of the N. A. C. A. showed a typical
set-up of plant departmentalization for a manufacturing industry.
Segregations were made between the productive burden centers and the
so-called non-productive, service, and miscellaneous departments.

The cost committee must agree upon a departmentalization set-up
that substantially represents the best “industry” opinion on this sub-
ject. In some cases, as was indicated in our discussion on the problems
involved in the uniform classification for direct labor costs, a depart-
ment which 1s fundamentally a productive center may, for accounting
expechiency only, be classified as non-productive and the costs treated as
factory burden. As was mentioned previously, this sometimes applies
to heat treating, annealing, and plating departments. This is done be-
cause it is sometimes impracticable to identify the labor of such depart-
ments (while productive) with the product handled.

Distribution of Non-Productive Departments to Productive Centers

After the general departmentalization has been agreed upon, the next
problem to be faced is the establishment of a uniform method for dis-
tributing the expense of the non-productive departments to the pro-
ductive centers. By way of illustration only, I am showing in Figure V
the hasis of distribution suggested in the uniform accounting plan for
the steel and iron foundries industry.

When a uniform basis for the redistribution of the expense of the
non-productive, service and general factory departments has been
agreed upon, a basis is established for the development of productive
department burden rates. The next step is the adoption of a uniform
base for utilizing these rates in the development of product manufac-
turing costs.

Application of Burden Costs to Product

We are all familiar with the various bases that are used in applying
factory burden cost to product. These are labor dollars, labor hours,
and machine hours, or perhaps—as is suggested in the accounting plan
of the National Battery Manufacturers’ Association—a unit of produc-
tion, all sizes being reduced to an equivalent. It is needless to empha-
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BASIS OF DISTRIBUTION OF EXPENSE OF SERVICE AND

NON-PRODUCTIVE DEPARTMENTS TO PRODUCTIVE CEN-

TERS—RECOMMENDED BY STEEL AND ALLOY FOUNDRIES
INDUSTRY

DisTRIBUTION OF NoN-PRODUCTIVE BURDEN

Power Plant—on K.W.H basis—multiplying normal load of each motor by oper-
ating hours in each department.

Heating Department—separate and distributed on basis of cubical contents of cach
department.

Building Expense—on floor space basis

Drayage and Trucking—distributed to departments served on a hasis of truck
hours.

Works Management, General Superintendence, Product Planning and Time Study,
Payroll, Cost, Employment and Welfare, Safety and Dispensary—direct ex-
pense plus share of Heating and Building Expense distributed on basis of

payroll hours.

Laboratory to Productive, Auxiliary Departments and Selling Expense—on basis
of services rendered—Ilaboratory hours.

Purchasing Department to Productive and Expense Material Stores—on basis of
stores issued each month.

Receiving and Stores Departments—on hasis of materials consumed.

General Engineering to Departments and Selling Expense—on hasis of services
rendered.

Maintenance Departments—on basis of repair lahor hours 1 each department.

Inspection Department to Production Departments—on basis of loss on defectives.

Woaste Disposal Department—on basis of tons of waste removed from each depart-
ment.

Fieure V

size that there must be uniformity in the hase used for applying factory
burden to product or cost distortions will result.

Commercial Expense

The problems involved in securing a uniform treatment in allocating
the so-called distribution expense to product would consume consider-
able more time than we have at our disposal. We are apparently just
beginning to realize the importance of a proper allocation to product of
this vital cost element. The very essence of the industry’s plan to
arrive at true costs implies an attempt to allocate selling, administrative
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and advertising costs to product in as scientific a manner as possible.
This may mean recommendations and procedures for analyzing these
costs to product types, territory, etc., in order to avoid the uneconomic
averaging that has been so prevalent to date. In analyzing many of the
uniform plans that are in effect at the present time, you are impressed
with the manner in which this vital issue is dodged.

I am sure, however, that the increased interest in the uniform ac-
counting movement, and the knowledge that its success depends to a
great degree upon industry’s uniform treatment of the so-called distri-
bution expense in arriving at product cost, will add great momentum to
the move of securing the same refinement in the allocation of distribu-
tion costs as is evident in the treatment of manufacturing costs. I also
feel quite sure that the speaker who is to follow me will have something
important to tell us of the problems that face us in the allocation of
distribution costs to product. The same basic problems which he will
discuss apply to manufacturing industries.

Normal Volume

T have purposely omitted thus far in our discussion of the problems
involved in the allocation of costs to product what is perhaps the most
important problem facing us in the application of uniform accounting to
manufacturing industries. We need not be told that the allocation of
factory burden and commercial expense—selling, administration and
advertising—is made on the basis of normal volume activity.

This leads us to the crux of the uniform cost plan. 'What is normal
volume for an industry to be? Right here we have perhaps the most
difficult problem facing manufacturing industries endeavoring to estab-
lish a uniform cost accounting plan. What is normal volume to be?
Shall it be on the basis of the individual plant’s or the industry’s
“capacity tomake”? Or the individual plant’s or industry’s “ capacity
to make and sell’?  Shall we use current and succeeding years’ outlook
—a five-year experience, a combination of, say, three years’ past experi-
ence and two years’ forecast? Shall it be established on the basis of
each department’s capacity without regard to the interrelationship be-
tween departments? In other words, shall we give consideration to
“bottle-neck’’ departments?

We know that the rate of plant operation is affected by general busi-
ness conditions, seasonal fluctuation in sales likely within years of large
volume, the industry’s policy with respect to the seasonal accumulation
of finished units or their components, the necessity and importance of
maintaining excess plant capacity for emergency use, and many other
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factors. In addition, normal volume may be affected by changes in
equipment affording lower costs, lower sales prices and, thercfore,
greater potential normal market. Rapid changes in manufacturing
facilities, changes in design, and obsolescence all add to the difficulties.
So, too, the introduction of new products increases the “hcadache” of
establishing the volume to be used in allocating factory burden and com-
mercial expense costs to the product.

The cost committee for a manufacturing industry has a real oppor-
tunity for sound thinking on this important subject, for it 1s obvious
that grave economic consequences can follow as a result of pricing poli-
cies predicated on incorrect volume estimates.

It would appear to be a sound policy, in the first place, in establishing
normal volume, to keep before us the economic situation of the mdustry
rather than any abnormal situation pertaining to a particular unit m the
industry. Also, where a manufacturing plant manufactures more than
one product, complete information on the normal volume of each prod-
uct manufactured is necessary, otherwise cost inequalities develop.

In the N. A. C. A. Bulletin of December 15, 1933, it is stated ;: “ con-
sideration must be given to conditions in industry over a period of years
sufficient to establish a normal for general acceptance and this must he
modified by whatever action may be taken under codes to limit or con-
trol production.”

I feel that we can afford to take the time to look at the treatment
given this subject in some of the uniform accounting plans that arc
being used at present. One treatment of normal volume is given on
pages 4, 5 and 6 of the Definition of Cost under Article VIII of the
Code of Fair Competition for the Electrical Manufacturing Industry:

Normal volume may be computed most appropriately in relation to the
capacity of the equipment available for production in the plant, that is,
the installed equipment after making allowances for excess facilities as
defined below. Normal volume is not dependent entirely on the cquip-
ment available for production. At the same time, in reality, the sales
department 1n selling the company’s product is engaged in selling the
use of the company’s facilities.

All computations of normal volume are predicated on the operation of
the plant on a single-shift basis, that is, on the number of hours per week
(or per month or year) worked by the employees (unless, for example,
the normal or established practice in a particular branch of the industry
is to operate the plant on other than a single-shift basis).

A plant has a theoretical capacity, that is, a capacity to produce at the
full speed of all of its equipment and without interruption from any cause.
It is impossible, of course, to operate a plant at such a rate and reduction
must be made for those factors that result in a rate of production at less
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than theoretical capacity This reduction must mnclude allowance for
the stoppage of the machine for normal causes such as renewing the sup-
ply of material, removing the fimshed product, adjusting the machine,
etc  Allowance also must be made for the fact that the machine will be
operated by an average operator who cannot he expected to secure the
maximum production.

Other allowances must be made such as no operators or material avail-
able for maclhines, machines stopped for repairs or because of no power
or steam, and machines stopped hecause of delays incident to production
of imperfect goods. In other words, theoretical capacity should be re-
duced to the extent necessary to take into account all causes of idleness
except a shortage of orders.

The amount of reduction from theoretical capacity to normal capacity
as here used, varies, of course, from plant to plant but it is usually found
that the amount of allowance 1s 15 to 20 per cent and maybe more.

The next question for consideration is as to whether there is need for
further reduction due to the inability to secure orders throughout a
pertod of years, sometimes called the business cycle, to keep the plant
operating at normal capacity. In attacking this problem, attention
should first be given to the possibility that there may be excess facilities
m the plant . ..

Sharp distinction should be drawn between excess facilities and idle
facilities. Idle facilities are those which for greater or less lengths of
time are out of operation but are retained in their normal positions in the
event production requirements make it necessary again to use them.

The overhead expenses mcident to excess facilities should not be
charged to the cost of products. The expenses of idle facilities, however,
should he charged to the cost of products through inclusion in normal
overhead expenses for, although not in use, they are held available for use.

Where a plant has been carefully engineered for the production of a
line of goods not subject to wide variations in demand, it will be equitable
to determine normal volume on the basis of the output of equipment at
normal capacity Where, however, the demand for the product is subject
to fluctuations different from or greater than the fluctuations of general
business, and where it has not been feasible to keep the equipment of the
plant mn close balance with production requirements (even though there
be no excess facilities or after making allowance for such excess facil-
ities) further allowances should be made due to the fact that the equip-
ment will not be operated over a period of years at the capacity of which
it is capable.

The need for this allowance is particularly evident at the present time.
The great disarrangement of production requirements as the result of the
depression due not alone to lack of orders but also to changes in the kind
and styles of products demanded by purchasers means that many plants
will not be able to operate at normal capacity as defined above during the
next few years. Allowance should be made, therefore, for this condition.

In the cost accounting principles for the Washing and Ironing Machine
Manufacturing Industry we find :
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In establishing the basis of normal productive capacity the ratio of
the average annual sales volume in units (using a five year period) of the
Industry will be determined 1n relation to the maximum production vol-
ume in untts possible if the available facilities for manufacture in the
Industry were operated for a fifty-week period at a 40-hour week This
ratio or percentage of average volume to maximum volume will be ap-
plied 1n each of the Companies to their maximum volume expressed in
Direct Labor Dollars (Productive Labor X Average Current Wage
Rate) 1n order to arrive at the Normal Productive Labor to use as the
basis in determing the ratio of budgeted Fixed Factory Burden

In the definition of cost for the Hosiery Industry the normal volume is
indicated as follows:

(1) From the fifty-two, eighty-hour weeks of the year, or other pro-
vision for the operation of productive machines as may be provided by
amendment to the Code, deduct legal holidays and the time allowed for
taking inventory in order to determine the maximum possible time that
the knitting departments would be devoted to production, and express the
result in terms of total productive hours

(2) Compute total maximum production that the knitting departments
are capable of accomplishing 1 the total productive hours, and consider
this the maximum capacity of the mill.

(3) Normal capacity will be stated as 75% of maximum capacity.
The deduction of 25% is to provide for loss of time due to break-down,
pattern changes, making samples, seasonal fluctuations and other causes.
In any case where a mill’s total production has exceeded 75% of the max1-
mum capacity for the previous fiscal year, the actual percentage of maxi-
mum capacity so attained may be used in place of the 75% otherwise
specified.

In the cost accounting system for the Malleable Iron Industry approved
April 25,1934, there appears the following on page 6

(1) In order to determme the amount of Fixed Plant Charges and
Administrative and Selling Expense to be distrihuted, the following pro-
cedure shall be used :

“Normal Operations” of the individual producer for any semi-annual
accounting period shall be determined by taking not more than sixty-five
(65) per cent of the best six (6) consecutive months’ production of such
individual producer (“practical capacity”) since Jan. 1, 1924, and for
any quarterly accounting period, one-half of such amount,

Determine the precentages which production of the individual producer
for the last preceding semi-annual or quarterly accounting period is of
normal operations for the same length of time. Distribute this percen-
tage of total Fixed Plant Charges for the same accounting petriod, ad-
justed to a basis of normal operations as follows (when not severally
departmentalized) : 10% on the basis of pounds of metal poured (melting
department expense), 40% on the basis of molding direct labor, 10% on
the basis of coremaking direct labor, 10% on the basis of the combined
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grinding and finishing direct labor, and 30% on the basis of the weight
of good finished casting produced, all for the same semi-annual or quar-
terly accounting period to determine the amount per ton or percentage, as
the case may be, to be added 1o the respective departmental indirect costs.

Determine the percentage which production of the individual producer
for the last preceding semi-annual or quarterly accounting period is of
normal operations for the same length of time and distribute this per-
centage of the total Administrative and Selling Expense for the same
accounting period, adjusted to the basis of normal operations, on the basis
of manufacturing cost for the same semi-annual or quarterly accounting
period.

And finally, we note in the Rubber Manufacturing Industry :

Each year the Accounting Department of the Rubber Manufacturers’
Association shall establish the average annual volume of sales during the
preceding five or seven years, for each Division or Sub-Division of the
Industry as each Division may determine. They shall establish also each
year the current potential productive capacity per hour for each Division
using the same basis of measurement. The average annual volume of
sales divided by the potential productive capacity per hour will indicate
the number of hours that the division must operate per year to supply
the annual demand for its products averaged over a cycle of five or seven
years. The Rubber Manufacturers’ Association will report this number
of hours to each member of the Division as the standard for the ensuing
year.

No Royal Road to Uniform Accounting

I feel that from our discussion we recognize the general problems
facing those industries that would adopt uniform accounting methods.
I know that we appreciate the importance of a proper viewpoint, a
proper approach to the solution of these problems. I think from the
illustrations that have been given we can discern the problems involved
in the classification of costs to proper cost groups, uniformity in the
classification of cost elements of each cost group, and the allocation of
costs to product.

All these and other problems have been recognized by the consider-
able number of manufacturing industries that have already adopted a
uniform accounting plan. It matters not whether the plan merely cov-
ered fundamental definitions of cost or whether it was an elaborate ac-
counting manual. Make no mistake about it—a real start has been
made. Mr. Gunnarson, Manager of the Department of Manufacture
of the Chamber of Commerce of the United States indicates that about
150 industries have made some progress in the field of uniform cost
accounting. These industries include: Malleable Iron, Electrical
Manufacturers’, Machine Tool, Fishing Tackle, Luggage and Leather
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Goods, Washing and Ironing Machme Manufacturing, and Hosiery
—to mdicate the variety of interests covered. In reporting on one
accounting plan we find that “as a result of the promotion of cost ac-
counting it is estimated that 60% of the members in the industry are
reasonably informed on costs of various products manufactured. In
1925 not more than 25% of this industry had adequate cost methods.”

I do not mean, of course, that the plans in effect are bemng strictly
adhered to. Nor do I mean to infer that in the industries mentioned
above “ their troubles are over.” In most cases, only a start has been
made. In many instances they have not even gone beyond the defini-
tion stage, but I repeat a start has been made and that 1s the important
thing.

There is no royal road to uniform cost accounting. Patient, pains-
taking efforts are required. There must be a “will to uniformity” and,
very important, too, a good “follow through.” If there is a whole-
hearted, open-minded, compromising attitude, if the viewpoint of the
industry’s interest rather than that of the individual unit prevails, if de-
cisions are made on the basis of the well-being of the majority rather
than of a few units, then success will follow the effort.

We must not fall into the accounting pitfall of “whole hog or none”
in attempting to work out all the fine details before making a start.
This often prevents a start being made and there is nothing gained by
anticipating difficulties that will never occur. Where only principles
can be adopted, let us be practical and adopt them ; where principles and
methods can be used, let us use them.

Shift in Accounting Emphasis

Accountants are facing new opportunities in the widespread interest
in the uniform accounting movement. Just as the shift in emphasis in
industry is from the individual unit to industry itself, so, too, the shift
in accounting emphasts is from the viewpoint of the individual company
to the industry in general. This means sharp readjustments in the
outlook of the individual who must help in applying the new business
philosophy. It means a much broader perspective and viewpoint—
it means the narrow provincialism that has dominated much of our
accounting thinking must be a thing of the past.

In the long run it is the accountant who must solve the greatest prob-
lem in the application of uniform accounting to manufacturing indus-
tries. It is the accountant who must show industry the benefits of the
uniform accounting plan—the benefits of “talking the same language
and playing the game by the same rules.” It is the accountant who by
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his education, training and experience must be able to show industry
that in a umform accounting plan we have a symbol of “ Industry Com-
ing of Age,” by means of which the strange, dark fetishes of an old
order can be dissipated 1n the bright glow of enlightened self-interest.

CHAIRMAN KNAPP: I am sure you were all very much inter-
ested in what Mr. Moore had to say to you. He has prepared a very
excellent and interesting paper on this subject, and I want most heartily
to recommend that one of the first things you do when you get your
Year Book is to turn to Mr. Moore’s paper, which will be there in its
centirety. Iam very sure I can recommend it as something worth while.

We have as our third speaker on this morning’s program, a man who
15 to talk with us on the same subject from the viewpoint of trade and
distribution. Mr. Domer E. Dewey, the next speaker, is a member of
our Chicago Chapter. He is a graduate of the Wharton School of
Commerce of the University of Pennsylvania. Since 1926 he has been
associated with the Laundryowners National Association of the United
States and Canada and some of their subsidiary companies. At the
present time he is their Director in Charge of the Department of Ac-
counting. He has given an intensive study to the various accounting
problems that have developed in that industry, and I am sure will pre-
sent to you something that will be very much worth while.

THE N. R. A. AND UNIFORM ACCOUNTING FOR
THE LAUNDRY INDUSTRY

DowMer E. DEWEY

Director, Department of Accounting, Laundryowners National Association of the
United States and Canada, Joliet, Illinois

EFORE discussing the uniform accounting system which has been
developed for the laundry industry, I would like to give you a pic-
ture of the size of the laundry industry and the trade association which
represents it. I believe that this is necessary in order that you may be
better able to follow the various steps 1n the development of our Uni-
form Accounting System.

The 1931 Census of Commercial Power Laundries shows that there
were 6,400 laundries, employing 217,138 people (exclusive of office
. cmployes and executives) and doing an annual volume of business of
$465,969,305.

The Census figures for the year 1933 are not yet available, and of
course, will show a decrease when compared with those for 1931. The
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laundry industry, according to latest available data, ranks eighth in
number of employes and thirtieth in sales volume, when compared with
other industries. These figures should impress you with the fact that
the laundry industry is an important one.

Unlike many trade associations which either came into existence as
a result of the N. R. A. or were materially strengthened by it, the
Laundryowners National Association of the United States and Canada,
which I will hereafter refer to as the L. N. A., will be celebrating its
fifty-first anniversary at its annual convention in Cincinnati this fall.
It has 2,700 laundryowner members representing forty-two per cent of
all laundries and approximately seventy-five per cent of total laundry
volume. The remaining twenty-five per cent of the laundry volume is
done by small units which are not members and are the type of plants
which are not interested in association activities. It has in addition
300 associate members, companies whose products or services are sold
within the laundry industry.

The membership roster of the L. N. A. includes members located
in Canada, Alaska, Republic of Panama, Cuba, India, New Zealand,
Philippine Islands, South Africa, Australia, Belgium, Bermuda, Den-
mark, England, Holland, Sweden, Switzerland and Japan.

One of the most important functions of the L. N. A. is to serve as
a clearing house for laundry information. This is accumulated and
dispensed by the various Service Departments, of which there are five,
each supervised by a departmental director. These departments are
as follows:

1. Department of Research and Textiles
2. Department of Engineering

3 Department of Sales Promotion

4. Department of Publicity

5. Department of Accounting

The L. N. A. also owns and controls the American Institute of Laun-
dering, Inc., which has an investment in buildings and equipment of
three-quarters of a million dollars. The American Institute of Laun-
dering operates a commercial laundry unit, which is a practical proving
and improving laboratory for the laundry industry. It also conducts
a vocational training school for future laundry executives.

Five two-month courses are taught each year in this school, consist-
ing of Power Plant Engineering, Laundry Production, Textiles and
Washroom Practice, Accounting and Office Administration, and Sales,
Service and Advertising. Each course is taught by the various depart-
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men-al directors and their associates, thus assuring the students in each
course thorough laundry instruction by teachers who have a practical
knowledge of the subjects being taught. A separate student training
laundry and special laboratories are part of the facilities of the school.

The idea of a uniform system of accounting for the laundry industry
was conceived long before the N. R. A. made it advisable that all mem-
bers of an industry adopt a uniform method of ascertaining and record-
ing their costs.

Twenty years ago Mr. W. E. Fitch, then General Manager of the
L. N. A., with the approval of the Board of Directors, retained a firm
of public accountants to do the initial work incident to the preparation
of an expense chart which was to serve as the basis for a uniform ac-
counting system for the laundry industry. This chart of expenses was
prepared and submitted to the delegates present at the annual conven-
tion in Niagara Falls in 1914. The unanimous approval of delegates
was obtained.

The firm of public accountants which designed the original expense
classification was appointed as installing agent and this arrangement
was continued for a few years, when 1t was decided that it was to the
advantage of the L. N. A. to employ its own accountants for installation
work. This decision resulted in the creation of the Accounting Depart-
ment, which was the first L. N. A, Service Department to be established.

The difficulties in promoting uniform accounting within the laundry
industry were numerous. Laundryowners were not accustomed to re-
cording the pertinent facts pertaining to their business. Many did not
employfull-time bookkeepers, and some attempted to keep a few records
during their spare time, with little knowledge of bookkeeping principles.
It was very difficult to sell laundryowners on the idea that the additional
expense resulting from the employment of a bookkeeper and the use of
specially prepared accounting forms, would pay large dividends. Some
laundryowners could not be interested in keeping their costs on a com-
parable basis, because they were suspicious of those with whom it would
be to their advantage to compare costs. These were some of the prob-
lems which were encountered many years ago. They were partially
solved by persistent educational efforts on the part of the L. N. A., and
by the example of those laundryowners who were accountmg—mmded
and who had profited from the use of our accounting system. Uniform
accounting was stressed in all L. N. A. and trade publications, at all
state and local meetings, and at the annual conventions. The compila-
tion and publication of average cost figures created more interest in
uniform accounting than any other one factor.
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The original uniform accounting system was called a “ Uniform Cost
Accounting System” for the reason that it provided for the recording
of the various expenses or costs of the average laundry on a uniform
basis. It was not a cost system mn the same sense as we cost accountants
think of a cost system, for the reason that it did not provide for the
costs of the various services. It did, however, give tle laundryowner
more usable information concerning his various expenses or costs than
had been available at any time in the past.

Several revisions were made in the system between the time of 1its
inception in 1914 and the year 1933, each revision resulting 1n some im-
provement. Approximately 1,000 systems were in use at the time that
the N. R. A. came into existence.

A further revision of the system was being contemplated prior to the
passage of the N. I. R. A.  The passage of this act provided the oppor-
tune time to make this revision.

During the time from 1914 to 1933 there were several public ac-
counting firms which had been specializing in laundry accounting, and
which had developed systems of their own somewhat comparable to the
L. N. A. system. These systems were in general use in the territories
served by these accountants. The L. N. A. realized that, in addition
to its own system, the systems of these accounting firms had sufficient
merit to warrant serious consideration in the interest of uniformity.
Accordingly, representatives from these accounting firms were invited
to cooperate with the L. N. A. m its most recent revision. This co-
operation was secured and appreciated. These accounting firms have
agreed to adopt our revised expense classification, and to convert their
present clients to it. As a result, more laundries have been added to
those already using our expense classification.

The following is the Operating Expense Account Classification which
we recommend be adopted by all laundries. This operating expense ac-
count classification is the foundation upon which our uniform system of
accounting is built. It consists of what we term the eight major divi-
sions of laundry operating expense, which are:

. Productive Labor Costs

. Productive Supply Costs

Power Plant Costs

. Building Overhead Costs

Laundry Machinery Overhead Costs

. Indirect Overhead Costs

. Collection, Delivery and Sales Promotion Costs
Office and Administrative Costs
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We recommend that the smaller laundries maintain only eight operat-
ing expense accounts (Simplified Expense Account Classification), one
account to correspond with each major expense division, as ndicated by
(S) on the following chart, and that the average laundry maintain what
we term the Basic Expense Account Classification, which is the Simpli-
fied Classification broken down into detail accounts as indicated by (B)
on the following chart.

You will note that the decimal system of account numbering is used,
providing for a further breakdown of Basic Expense Accounts 1f this
is desired. Our system is flexible to the extent that it can be used by
all laundries irrespective of size. It is available to non-members, as
well as members, at the extremely low price of $32.50, which includes
approximately one year's supply of forms, three Stanite binders and a
Manual of Instruction.

L. N. A. OreraTiNG EXPENSE AccoUNT CLASSIFICATION

(S) 1ndicates Accounts in Simplified Classification
(B) 1indicates Accounts in Basic Classification.

(S) 1. Propuctive Lasor CosTs
(B) 1.1—Productive Labor ( Laundering)
(B) 1.2—Productive Labor (Dry Cleaning)
(B) 13—Qutside Work

(S) 2. Propucrive SuppLy Costs
(B) 22—Nets and Marking
(B) 23—Washroom Supplies
(B) 2.4—Water and Softener Supplies
(B) 2.5—Ironing and Finishing Supplies
(B) 26—Packaging Supplies
(B) 2.7—Dry Cleaming Supplies

(S) Power Prant Costs
(B) 31—Power Plant Wages
(B) 3.2—Fuel
(B) 3.3—Repairs and Maintenance
(B) 34—Depreciation (Equipment)
(B) 3 5—Insurance (Other than Property)
(B) 3.6~Purchased Power and Light

(S) 4. BuiLping OvergEAD COSTS
(B) 42—Rent of Laundry Building
(B) 4.3—Repairs and Maintenance
(B) 4.4—Depreciation
(B) 4 5—Insurance
(B) 4 6—Taxes
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(S) 5. Launpry MAcHINERY OVERHEAD Costs
(B) 5.3—Repairs and Maintenance
(B) 5.4—Depreciation
(B) 5.5—Insurance
(B) 5.6—Taxes

(S) 6. InpirecT OvErBEAD CosTs
(B) 6.1—Indirect Labor
(B) 6.2—Superintendence (Plant)
(B) 6.3—~Supplies and Expense
(B) 6.5—Compensation and other Insurance

(S) 7. CorLEecTION, DELIVERY AND SALES ProMoTION CoOSTS
(B) 7.1—Routemen’s Wages and Commissions
(B) 7.2—Route Supervision
(B) 7.3—Delivery Equipment Operating Expense
(B) 7.4—Depreciation (Equipment)
(B) 7.5—Liability and Other Insurance
(B) 7.6—Agency, Branch and Call Office Expense
(B) 7.7—Advertising and Publicity
(B) 7.8—Sales Promotion Salaries and Expense
(B) 7.9—Claim Adjustments

(S) 8. OrFick AND ADMINISTRATIVE CoOSTS
(B) 8 1—Office Salaries
(B) 8 2—Stationery, Printing and Postage
(B) 8.3—Other Office Expense
(B) 8.4—Depreciation (Office Equipment)
(B) 8.5—Executive Salaries
(B) 8.6—Employe Free Work
(B) 8.7—Bad Debts
(B) 8.8—Dues and Subscriptions
(B) 8 9—OQther Admimstrative Expenses

The passage of the N. I. R. A. led us to believe that all members of
the lJaundry industry would be required to record their costs on a uni-
form basis and that costs of the individual services would be necessary
for the purpose of establishing selling prices. Fortunately, we had
a uniform system of accounting already developed and in use, which
would enable many laundryowners to meet those requirements of
N. R. A. pertaining to uniform accounting. Our system was also
available to non-member laundries.

Due to material reduction in the personnel of the Accounting Depart-
ment during the previous three years, and anticipating a widespread
demand for the installation of our system, we appointed reputable pub-
lic accounting firms with offices in approximately sixty different cities
throughout the United States and Canada to act as our accounting rep-
resentatives for installation and cost work. These accounting firms are
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associate members of our Association and pay dues in accordance with
its by-laws. The L. N. A. recetves no revenue from work done by its
authorized accountants. The only income received from authorized
accountants is in the form of associate membership dues, which are
nominal. We thus prepared to enable laundryowners to meet that part
of the N.I. R. A. which pertained to uniform accounting.

You will have observed, no doubt, that I have not referred to uniform
cost accounting for the laundry industry, except to mention that our
original accounting system was called a uniform cost accounting system,
when, in fact, it was only a general accounting system adapted to the
needs of the laundry industry. Our revised system is called a Uniform
System of Accounting for the Laundry Industry, and has nothing to
do with costs of the individual services except that it forms the basis for
the determination of such costs.

Since it has not been an easy task to convince laundryowners that it
was to their advantage that they keep adequate general accounting rec-
ords and since the office personnel of the average laundry is neither
adequate nor qualified to maintain a permanent cost accounting system,
we have not recommended that such a system be installed. In the past
we have recommended to those laundryowners who desired to know the
costs of their individual services, that they employ our cost accountants
or other cost accountants familiar with the laundry industry and our
cost procedure to conduct test cost surveys in their plants. Very few
laundries are maintaining cost accounting systems at the present time.

The final code for the laundry industry, as approved by the President,
did not make it necessary that costs of laundry services be determined
for the purpose of establishing selling prices. The price-fixing provi-
sion was a part of it until assent to the code was withdrawn by the code
authority. The following is quoted from the code: “To require that
all individual and group cost data, as may be necessary under this Code,
be ascertained, and costs allocated to the various laundry services and
articles in a manner approved by the Code Authority.” This provision
of the laundry code meant that in those instances where it might have
been necessary to determine the costs of the various laundry services,
that the L. N. A. method of cost finding was to be followed. I will now
give you a brief outline of the procedure which we follow in determin-
ing laundry costs by services.

Laundry cost accounting procedure is rather unique in that it is con-
cerned neither with the manufacture of a product, rior with the conver-
sion of a natural resource. It is concerned with the re-conditioning of
fabrics over which it has no control as to quality, size or style.
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Since every week is a complete sales and production cycle in the laun-
dry industry, a cost survey can cover one or two weeks’ production, or
more, depending upon the wishes of the laundryowner whose plant is to
bhe costed. It is always desirable, of course, to avoid weeks in which
there are holidays or other conditions present which tend to affect nor-
mal production.

After a study of the flow of work and conditions peculiar to the plant
to be costed has been made, it is necessary to provide for the recording
of sales data according to services; production data consisting of num-
ber of pieces and pounds laundered according to the various service
classifications ; power plant data, consisting of fuel consumed, hoiler
horse power produced, electricity generated, etc.; also miscellaneous
data, such as inventory of supplies on floor at beginning and end of cost
period, and instruction of employes in use of time cards, on which they
are to record time spent on the various operations according to classes
of service ; and other details.

An Operating Statement for the period to be costed, which follows
the form of the Operating Expense Account Classification previously
described, is the basis for distribution of labor, supply and laundering
overhead costs to the various production departments or centers and
then to the various services and their sub-classifications. The produc-
tion departments common to the majority of laundries are as follows:

1. Identification

2. Washing and Extracting

3. Wet Assembling and Dispatching
4. Starching

5. Drying

6. General Machine Ironing

7. General Hand Ironing

8. Collar Starching, Ironing and Finishing
9. Shirt Ironing and Finishing

10. Handkerchief Ironing

11. Flatwork Ironing

12. Curtain Finishing

13. Blanket Finishing

14. Mending

15. Assorting and Wrapping

The Operating Statement cannot, of course, be completed until the
end of the period being costed, as many of the expense items to appear
thereon are taken from the records for the cost period. Actual cost
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figures are used wherever possible, such as payroll, supplies and other
items which can he directly applied to the period. Certain overhead
items, etc., are averaged over a reasonable period of time and then pro-
portionately applied to the period of the survey.

I will not attempt to give you a description of the various steps which
are followed, and the schedules which are used to distribute the costs
shown on the Operating Statement for the cost period, to the various
production departments and from these departments to the various
services. I do believe, however, that you will be interested in learning
of the methods which we use to distribute the various costs. I believe
that these methods are consistent with recognized principles of cost
accounting.

Productive labor costs are distributed direct to the various depart-
ments and from departments, direct to services Proration of produc-
tive labor cost is made to sub-classifications of services on pound or
piece percentage basis, whichever is most logical.

Productive supply costs are distributed direct to departments and
from departments direct to services and sub-classifications, where pos-
sible ; otherwise on a pound percentage basis.

Power plant costs are converted into cost per boiler horsepower and
kilowatt hour and distributed to departments, according to boiler horse-
power and kilowatt consumption of each department. Departmental
power costs are distributed to services and sub-classifications according
to the percentage which the departmental productive labor for each
service is of the total departmental productive labor.

Building overhead costs are distributed to the various departments on
a percentage of floor space basis and to services and sub-classifications
on a departmental productive labor percentage basis.

Laundry machinery overhead costs are distributed to the various de-
partments on an equipment valuation basis and from departments to
services and sub-classifications on the same basis as power and building
overhead costs.

Indirect overhead costs are distributed to the various departments
by several different methods. Indirect labor is distributed on a floor
space basis ; superintendence, direct when possible, otherwise on a total
productive labor basis; and supplies and expense, and compensation
insurance on a total productive labor basis. Departmental indirect
overhead costs are distributed to services and sub-classifications on a
departmental productive labor basis.

Collection, delivery and sales promotion costs are distributed direct
to services by several methods. Routemen’s wages and commissions



140 SESSION III

are distributed to the various services on a sales percentage basis. All
other costs are distributed on a bundle percentage basis. Distribution
to service sub-classifications are made on a pound percentage basis.

Office and admunistrative costs are distributed direct to services and
sub-classification on a total productive labor basis. The theory under-
lying this method of distribution is that these costs are governed in a
large measure by the size of the business and that size is reflected with
reasonable accuracy by productive labor payroll, each service receiving
benefits of these general costs more or less in relation to the amount of
labor employed.

It will have been noted, no doubt, that productive labor payroll has
been used as the basis for distribution of several major expenses. This
is done for the reason that productive labor is the most important ex-
pense item in laundering and has been found to be a practical basis for
distribution of many laundering costs.

I have told you something about the Jaundry industry, our irade asso-
ciation, our uniform system of accounting and our cost accounting pro-
cedure. It has been suggested that I discuss some of the problems
which N. R. A. has brought or could bring to the uniform system of
accounting in use by our members.

Problems Under the N. R. A.

Fortunately, our major accounting problems have not resulted, nor
do we believe they will result, from the N. R. A. As previously men-
tioned, we had a uniform system of accounting long before the govern-
ment started to work the letters of the alphabet overtime. We had a
uniform system of accounting in use and ready in case the N. R. A.
made uniform accounting compulsory within our industry. No ac-
counting problems have yet accrued to us, because of the N. R. A. Our
problem has been largely that of educating members of our industry to
realize that the voluntary adoption of our system would prove to be the
most profitable investment ever made by them,

We would have a problem to solve as a result of N. R. A. if it had
made, or were to make it necessary that all laundries know their indi-
vidual service costs for the purpose of establishing selling prices under
acode. It would then be necessary to quickly develop a simple method
of cost procedure which could be followed by the accounting personnel
of all laundries, and have cost accountants familiar with laundry cost
procedure available for any special cost work which might result due to
N. R. A. and a laundry code.

Cost procedure which might be considered as being simple by cost
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accountants would be too involved for the majority of laundry book-
keepers, or other office employes who might be asked to ascertain indi-
vidual plant costs, and, as a result, it is doubtful whether the service
costs as obtained would reflect actual cost conditions. Simple cost ac-
counting procedure or systems cannot be developed quickly, and incor-
rect costs are of no value.

We have already partially solved the problem of having qualified cost
accountants available for special cost work through the appomtment of
public accountants to represent us in accounting matters. The services
of these accountants are available for installation and cost work. It is
our plan to have those of our authorized accountants who are not ex-
perienced in laundry cost work assist some other authorized accountant
who has had this experience, in conducting one or more cost surveys.
"This plan, which would be somewhat comparable to a chain letter propo-
sition, would result in all authorized accountants receiving instruction
in our cost procedure methods in the shortest possible time.

Another problem which would have to be solved, if the N. R. A. were
to make it necessary that costs of services be determined for purposes of
establishing selling prices, would be that pertaining to distribution of
overhead to the various services. This problem is already existing in
other industries as pertaining to their products, and either has been dis-
cussed or will be discussed in some of the sessions. The consensus of
opinion of accountants associated with the laundry industry is that
overhead on 1dle and unused equipment and floor space should not be
charged to the services, but should be eliminated before making the
overhead charge. The problem of proper distribution of overhead to
present-day volume must be solved, irrespective of future N. R. A.
developments.

Selling prices in the laundry industry have always been established by
two types of competition, that of trade competitors and home managers,
who will either do their own laundering, or have it done in their homes
if laundry prices are considered too high. The N. R. A. may permit
laundries to fix their selling prices, but it is the home manager who will
decide how long they will remain fixed. Laundering is a service which
can be done by the home manager if the prices charged by commercial
laundries are more than she can afford to pay. Laundry prices will,
therefore, continue to be fixed by trade and home competition. Costs
by services need not be known by classes of service for the purpose of
establishing the price which the home manager can and will pay.

Tt is well known that the purpose of N. R. A. and the codes of fair
competition was to increase wages, reduce number of hours worked by
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employes, thus increasing purchasing power, and to regulate competi-
{ion within the various industries so that they would be enabled to meet
the wage and hour provisions. The act specifically excluded the regu-
lation of domestic and manual labor. This meant that washwomen and
maids in the home, who are most important laundry competition factors,
could not be regulated as to hours and wages. The situation of the
laundry industry was umque in that while it was subject to the mini-
mum wage and maximum hour provisions, its most important competi-
tion could not be regulated. This condition did not exist in any other
industry. The fundamental purpose of the act was to regulate all com-
petition and place it on the same basis. The act failed in its application
to the laundry industry because of reasons stated.

In the future the L. N. A. will stress, more than ever, the necessity
for uniform accounting in the laundry industry. Further reductions
in cost must be made in laundering operations, and these can be accom-
plished by maintaining our revised system of accounting and making
practical use of the information which it provides. We will make fur-
ther revisions in our cost procedure methods and will have the facilities
to enable laundryowners to ascertain their service costs.

CHAIRMAN KNAPP: I want to reiterate, in connection with the
open forum tomorrow, that on account of the scarcity of time all discus-
sion will be postponed in connection with these morning papers until
that time. You will note that 1t states in the second sentence on this
questionnaire: ““ All questions and points submitted will be discussed as
far as possible, preference being given to accounting problems arising
under the codes.” That was the subject of this morning’s session.

I think it would be a splendid idea if, in writing your question on this
blank, you also make reference to Mr. Elliott’s talk, Mr. Moore’s talk,
or Mr. Dewey’s talk, as the case might be, and we shall see if we can
arrange with Dr. Reitell to have those questions all come up together,
so there will be a sort of contact between this morning’s session and the
questions that will come up at a certain time in the forum tomorrow.

I am sure you have enjoyed the morning session, and am equally
sure you will enjoy the afternoon session. The time is late and group
luncheons begin quite soon. In order that there may be no delay in
starting the afternoon session and in order that we may be able to get
into the meeting all that it is possible to pack into it, let us all try to e
here promptly at two o’clock this afternoon.

Until that time, the session is adjourned.

. . The meeting recessed at twelve-fifteen o’clock.

* e
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UNDER THE CODES

CHAIRMAN KNAPP: It certainly is fine to start our afternoon
session with such a splendid attendance. I know we have something
very much worth while in store for you.

You all know Eric Camman You have heard him before. I had
the pleasure of having luncheon with Dr. Hettinger, and I can assure
you we have two very fine speakers for this afternoon.

There are perhaps two reasons for attending these conventions.
One covers the very excellent technical sessions we have, and another
is the splendid social good times that we enjoy. A third reason, and a
very much worth while feature of every convention, is the ability to visit
the exhibits out there where you will find on display some of the very
latest labor-saving devices.

I think probably it is an endorsement to the fine technical sessions
we have been having and the wonderfully good times as well, that people
have not been as interested as they should have been in the marvelous
exhibits out there. T am sure that particularly those of you whose
companies are paying your expenses here will have companies who will
be cheated somewhat if you do not take advantage of this occasion
to go out and look at the latest labor-saving devices.

I am very sorry that I can not tell stories the way some people can.
T wish I knew one as good as Mr. Gunnarson’s “revolving rug” story
of yesterday. The only thing I can think of that is at all pertinent to
this meeting and my being here is the fact that I am conscious of a cer-
tain inability to use the correct word in order to properly express myself.

In recognition of that failing on my part, I was very much interested
in hearing a story the other day that most of you may have heard, about
a man who was exceedingly famous for always being able to say the
correct word to express the meaning he had in mind. Unfortunately,
however, for this fellow, he was discovered one time by his wife in the
act of embracing his very beautiful French parlor maid.

The wife, coming in, said, “Why, John! I am surprised!”

He could not resist the temptation to speak correctly or to correct
those who were not speaking correctly. So he said, “Pardon me,
darling, but I am the one who is surprised. You are astonished.”

That is quite similar to a companion story that has to do with Dr.
Johnson, the famous English language purist. He was not only famous
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for his purity of English language, hut was perhaps a little infamous
for some of his personal habits.

At a dinner party that was being held one evening, a lady, upon find-
g out that she was to sit next to Dr Johnson, went to her host and
said, “Will you please change my seating? I find I am sitting next
to Dr. Johnson. I do not want to sit there because he smells.”

Dr. Johnson happened to overhear the remark, and he could not resist
the temptation to correct the lady. So he said, “ Pardon me, Madam
You are the one who smells. T stink.”

T hope that my remarks will not be so ungrammatical or my words so
ill-chosen that in any way you will be reminded of Dr. Johnson's remark
about himself.

It is quite evident, 1n connection with the bulletin that was published
today, that the first speaker on our afternoon program needs no intro-
duction. I know that is the usual way to start an introduction of some
one quite famous, but :f you will notice the bulletin of this morning,
it says almost nothing about Eric Camman.

I do have some information here that you may not know, and I am
sure you will be interested in it.

Mr. Camman was born at Cincinnati, Ohio, received his high school
training in Staten Island and his higher education at Columbia. He
has had a broad, practical experience, as you know, hoth with industrial
companies and in public practice. At the present time he is a partner
of Peat, Marwick, Mitchell and Company.

Mr. Camman’s history with our Association has heen remarkable.
He was a charter member of the Association at the time it was formed ;
in 1927 and 1928 was President of the New York Chapter ; in 1930 an
1932 he was Director in charge of Research; and from 1932 to 1934
Director in charge of Chapters. This last year he was Vice President,
and I think there is a chance of his being made President at the meeting
this week because he is the only nominee. That is not the only reason,
however, why he will be elected.

In addition to his affiliation with our Association, he has spoken, at
some time or another at almost all of the chapters. He is also a member
of the American Institute of Accountants, the New York Society of
Certified Public Accountants, and the Society of Certified Public Ac-
countants of the State of New Jersey.

He has, as you know, written a number of articles on cost accounting
subjects and is the author of Basic Standard Costs, recently publlshed by
the American Institute Publishing Company.

Mr. Camman is probably our most versatile member. I do not need
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to comment at all upon his ability 1n his profession, because you all know
that. His golf game s of such a character that it is unusual. You will
notice that, too, by looking at the list of prize winners at Monday’s tour-
nament Those of his friends who are fortunate enough, or unfortu-
nate enough—TI do not know just which 1t is—to he with him more or
less have always wondered at his powers of endurance I can assure
you, however, that it will not be necessary for any of you in this audi-
ence to have powers of endurance to listen to him this afternoon.

Mr Camman will speak to you on * The Use of Standard Costs Un-
der the Codes.”

THE USE OF STANDARD COSTS UNDER
THE CODES

Eric A. CAMMAN

Partner, Peat, Marwick, Mitchell and Company,
New York, New York

IT SEEMS to me that in the wording of the subject “The Use of

Standard Costs Under the Codes” there is an imphcation that is very
similar to the broader implication present nowadays since the recovery
nieasures have heen passed, that under the New Deal all things must be
different, and that old principles must pass into the discard.

I seem to sense at times a belief that even human nature must change
since we have the National Industrial Recovery Act and the codes.
But we are now about at the stage, I think, where we are beginning to
realize that possibly human nature will not change so quickly. Nor can
our problems be solved solely by means of codes.

However, I should like 1o make this observation, in speaking of this
title “ The Use of Standard Costs Under the Codes.” In my opinion,
there is no change whatever in the status. There is just as much use
now as ever before. There is no change that I can see in the benefits to
e obtained by using standard costs.

There is 2 good deal of confusion at present, which I attribute to the
introduction of cost-protection clauses in the codes. Many of us are
now in the position of wondering what costs are and how we may have
to change all our previous conceptions of cost accounting, largely
through the conflicting and disturbing wording that we have found in
selling-below-cost clauses. While the definitions of costs in codes are
not very numerous, those we have seen range all the way from prime
costs, on the one hand, to complete costs, including the cost of selling
and distribution into the hands of the consumer, on the other. In be-



148 SESSION IV

tween, we have some very interesting and at times diverting definitions
of what costs are, including some which seem to limit the salary of the
chief executive to $10,000 a year, and which eliminate sales commissions
and other items we have usually regarded as costs.

I think we are approaching a clarification, however, of this confusion.
The selling-below-cost principle, the principle of cost-protection, is
gradually simmering down to one of establishing a floor below which
selling prices shall not be cut, that floor being at the lower range of costs
n industry, although this reference to cost-protection floor, I am sorry
to say, has been omitted from the recent price policy published by the
Administration.

With respect to standard costs, however, I might say that there is one
new development under the codes. This applies in any case in which a
standard cost system is in operation and costs come into question. It
might be necessary for you to establish procedure, if you do not already
have it, for bringing into account cost variations. In other words, if a
question of the actual cost of a particular product or line of products
arises, a standard cost may not be acceptable as the representative cost,
particularly if the price levels have moved away from the point at which
they stood when the standard costs were established. That, as faras I
can see, is the only new point to be considered.

However, there may now be greater opportunities for usefulness than
there have been before in the use of standard costs on a group scale, on
an industry scale. I believe that the Recovery Act will stimulate cost
accounting development as much as the Internal Revenue Act stimu-
lated the keeping of general accounts., As you all know, when the In-
ternal Revenue Act was passed it made it obligatory for every concern
to keep a set of books. I have heard it said that some concerns today
even keep two sets of books.

The great advantage in the use of standard costs, which I should like
to take the time to bring out this afternoon, is not the one of cost calcula-
tion; in my opinion, it is the one of planning for better management,
Professor Greer, yesterday afternoon, brought out most clearly, I
thought, one very important concept which I hope you will all take with
you from our meeting this year, and that is this: that prices are symp-
toms, that they are the measures of values and not something that can
be arbitrarily determined.

He said, as you will remember, that prices, costs and volume were in-
separable and inevitably interlocked. In making that statement, he
gave me an excellent theme, because it was my plan this afternoon to
illustrate by some concrete examples just this interlocking between these
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three factors and to show how by means of standard costs you may com-
pute what may be the result of any assumed combination of them. This
use of standard costs is just as applicable today under the New Deal as
1t was formerly, perhaps more so.

At this point my speech is at an end, and we can now begin to make
some calculations which will bring out how standard costs can be used
as machinery for reaching decisions quickly these fast-moving days.
You will find that two sheets of paper have been placed at each chair
Let us insert figures in the tables on these sheets as we go along.

You will observe at the head of Sheet 1 of these two sheets, a very
simple budget intended to cover a line of products, setting down sales,
cost and margin:

TABLE I
Basic BunGeT FOR A LINE OF ProDUCTS
(1) Sales . . $80,000 (4) 100%
(2) Cost. . . 56,000 (5) 70
@) Margin .. ... $24,00 6) 30%

I call the $24,000 margin because it is not profit. We are leaving out
of consideration selling and distribution costs in this calculation. You
will see that the standard ratio between cost and sales is 70.

Now let us assume that since this basic budget was established condi-
tions have changed. We find that volume has gone up 10 per cent,
price has dropped 10 per cent, and cost has gone up 8 per cent. We
wish to know quickly what the effect of these changes will be upon the
margin we expect to make. If you will take your pencils and insert in
Table II the following characters, we will make this calculation.

Before going ahead with the calculations, I want to say that as a mat-
ter of convenience I intend to round out all figures. The results we get
will be close enough for our present purpose of illustration. By carry-
ing out the percentages to decimal numbers you will find that precise
results are obtained.

Turning again to Table II, in the first space of line 11 put in 110; the
volume is up 10 per cent. In the second space put 90; the price is down
10 per cent. We now multiply the volume level by the price level,
110 X 90 is 99; put that in the space to the right. In other words, we
will realize 99 from sales.

Costs are up 8 per cent ; so on line 12 put in 108 in the first space. In
the second space put 110; the volume is up 10 per cent. In the third
space insert 70; you will remember in the basic budget costs have a
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weight of 70 only. 108 X 110 X 70 is 83 m round figures ; put that in
the space at the right :

TABLE I1
(7) Volume .. . upl0% (11) Sales 110X90 =99
(8) Price ... down 109 (12) Cost 108 X110X70=383
(9) Cost . ...... . up 8% (13) 1_6
(10) Margin ? (14) $12,800

We now have as the factors in our calculation, sales of 99, costs of 83.
Subtract line 12 from line 11 and put the answer 16 on line 13. We
find we will have 16 per cent left for margin. Thus percentage applied
to our basic budget of sales gives us $12,800 as the margin we will real-
ize under these assumed conditions. Insert that on line 14.

You can make this calculation more quickly than I can tell it to you.
The answer then is, that under this changed combination of price, costs
and volume, margin will be reduced approximately one-half.

Let us take a different set of circumstances. The sales manager says,
I know we have not touched the potential market for this product; we
can sell at least 25 per cent more.” The controller tells us costs are up
10 per cent. The sales manager asks: “If I sell 25 per cent more an
costs stay up 10 per cent, al what price must I sell to make a margin of
$20,000?

There is the question. With volume up 25 per cent and costs up 10
per cent, how much must the price be {or the goods to realize $20,000
margin?

We are now dealing with Table III. Our calculation, 1n this in-
stance, is first to find out how much we need to cover costs. On line 19
we will start to make the calculation. We have assumed that volume is
up 25 per cent, therefore insert 125 in the first space. Costs are up 10
per cent. Put in 110 in the second space. Costs, however, have a
weight of only 70.  Put that figure in the third space. 125 % 110 X 70
is 96; insert 96 in the space to the right. It is what we need to cover
costs.

Having ascertained how much we need to cover costs we must next
add how much we need to cover margin. We wish to make $20,000.
As $20,000 represents 25 per cent on our basic budget of sales, we must
realize not only the 96 to cover costs but 25 in addition. Insert 25 on
line20. We need then the sum of the two (lines 19 and 20), which you
caninsertonline2l. Thesumis 121,ie.,96plus25. That represents
the level of sales which we must realize to make this margin.

It is axiomatic that the level of sales is always the product of volume
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and price. You found that in the first calculation volume 110 X price 90
gave us 99 as the level of sales, so in this case the 121 has m it both
volume and price.  If we wish to find either, knowing one, we can do so
by division. We know in tlus case that the volume is 125 so if you will
put that down on Ime 21 as being divided into 121, and put the answer,
97, on line 22, you will have [ound the price level at which we must sell
these products in order to realize this margin.

TABLE III
(15) Volume . up 25% (19) Costs 125X110X70=96
(16) Cost . . up 109, (20) 25
(17) Margin . . . $20,000 21 125)121
(18) Price . .. , ? (22) ﬂ
(23) Sales . $96,800
(24) Cost . . .. 77,000
(25) Margin. . $19,800

Just in order to prove or make clear the calculation, I have provided
some lines at the left helow to insert the dollar figures.

Under this assumption, sales, on line 23, will amount to $96,800,—
m other words, the budget sales $80,000 X 121. Costs, on line 24, will
amount 1o $77,000, that 1s to say the budget cost of $56,000 X volume
level 125 X cost level 110. Margin, on line 25, will be the difference
hetween the two, $19,800. We find we will realize a margin of approxi-
mately $20,000 under these circumstances.

At this point you may he inquiring : what is the purpose of all these
calculations? Here is an example: we are trying to decide upon a pol-
icy, a policy as to price, a policy as to line. In Table TV let us make a
series of (uick calculations:

TABLE 1V
(26) Price Level .... 90 (29) Sales .. .. . 99
(27) Volume Level . ... 110 (30) Cost. . . .... 81
(28) Cost Level... . .. 105 (31) Margin.... ... 18
(32) Price Level .. .... 95 (35) Sales... ...... 95
(33) Volume Level...... . 100 (36) Cost. .. 74
(34) Cost Level .. .. . . 105 (37) Margin.. ..... 21
(38) Price Level .. .... 95 (41) Sales ...... .. 95
(39) Volume Level ..... 100 (42) Cost ... .... 70
(40) Cost Level.... ..... 100 (43) Margin . ..... 25
(44) Price Level ..... 90 (47) Sales . ..... . 117
(45) Volume Level.. .. 130 (48) Cost 82

(46) Cost Level ......... 90 (49) Margin .. .. 35
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Let us in the first case assume that the price level, line 26, is down 10
points to 90, the volume level, line 27, is up 10 points to 110 and the cost
level, line 28, is up 5 points to 105. Under these conditions, sales will
be 99, that is to say 110 X 90. Put 99 in on line 29. Costs will be 81,
namely 105 110 X 70. Insert 81 on line 30. Sales at 99 and costs
at 81 leaves 18 for margin, which we enter on line 31. Under this par-
ticular set of circumstances, we will make 18 per cent margin, or $14,400.

Let us take another case, to see what we can do if we can stiffen this
price a little bit. Assume that we can stiffen it 5 points. Insert 95 on
line 32. Let us say that in doing that we must sacrifice some volume,
and we only realize 100 for volume, line 33. Costs, we find, remain at
105, line 34.

Under these circumstances, what happens? Sales will be 95. Fill
that in on line 35. Costs will be 74. That is 100 X 105 X 70. Itis
actually 73%4, but I rounded it up to 74. The margin will be 21. Put
74 on line 36 and 21 on line 37.

Clearly this policy is more profitable than the preceding one. Ii we
can stiffen the price by selling a little bit less and maintaining costs at
the present level, we will make more money.

Let us proceed a little further. I.et us assume that the price can be
stiffened only to 95 ; that it is the maximum we can hope to accomplish
when we are up against competitive conditions.

What else can we do to improve our profits? The volume is set at
100. We now have two of the factors. Insert 95 on line 38, and 100
online 39.

The only other alternative we have to get margin is to reduce costs.
Let us assume we can reduce costs. Insert 100 online 40. Under this
policy what will happen? Sales will be 95, line 41. Costs will be 70,
line 42, leaving 25 for margin, line 43.

Obviously this policy is a still better one. If we sacrifice a little
volume, stiffen the price a little and turn our attention to the costs, our
margin will be still greater.

Now just one more example of thiskind. Let us say that we can get
an increased volume by lowering our selling price and by improving our
product and at the same time we are able to substantially reduce costs.
Let us assume that we can reduce costs to the level of 90. Insert that
on line 46. Assume that we can do this and turn out a better product.
We decide to reduce the price to 90. Insert that on line 44. Through
the combination of improved quality and reduced price we expect our
volume will increase to 130, line 45.

‘What will be the result? Our sales, line 47, will become 117. That
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1890 X 130. Our costs will be 82, whichis 90 X 130 X 70. Insert 82
on line 48. And our margin, lo and behold, is 35. Put that on line 49.
This relationship is typified by the automobile industry. In other
words, by reducing prices, by reducing costs, and obtaining thereby an
increase in volume, the margin is substantially greater than before.

As I believe [ remarked before, in connection with these calculations,
at this time you may be asking: what good are all these calculations—
they will not solve our problems? It 1s not my contention that with
machinery of this kind you will have no further problems; it is merely
that this means of calculation will help.

Let us take a totally different set of circumstances and a different
question. The sales manager says, “ Well, our price is down 10 per cent
and our costs are up 5 per cent.  How much must I sell to make $24,000
margin?” .

Please turn to sheet 2.  On line 54 insert the price level, which is 90.
Out of price we must first cover costs before we can find what is left for
margin. Costs in this combination are up 5 per cent, therefore they
stand at 73%5. Thatis 105 X 70. These figures go on line 55. This
leaves 16%4 points for margin. Put that on line 56. However, in or-
der to make $24,000 margin we need 30 points. If you will put 30 next
to the right of 1614 on line 56 and divide, we find that in order to make
$24,000 we have to increase the volume substantially. 164 divided
into 30 is 182, line 57. In other words, with costs up 5 per cent and
price down 10, we must almost double the volume if we are to obtain the
desired margin, a condition that usually cannot be realized.

TABLE V
(50) Price........ . down 109 (54) 90
(51) Cost... .. .. up 5% (55) 105X70=73%
(52) Margin.. ...... $ 24,000 (56) 1614)30
(53) Volume. . Loe. 2 (87) 182
(58) Sales ....... ... $131,000
(59) Cost ...... . 107,000
(60) Margin... ... . $ 24,000

In the first five minutes you can demonstrate that any hope to get the
margin by grasping for volume is out of consideration. Too frequently
that is not clear in deliberations of this kind. Very often, as you know,
there is just a blind grasping.

If you want to insert the figures proving these calculations, I will be
glad to give them to you.
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Sales under this comhination would he $131,000, line 58. That is to
say 182 % 90 X $80,000  Costs would he $107,000, line 59. That 1s,
182 % 105 X $56,000. And the margin would be $24,000, line 60.

You will notice that we have not yet taken into account the gain that
will accrue through an overabsorption of fixed costs. It is a burden-
carrying gain which is the real object in striving for volume. The more
we sell, the more fixed costs we will absorb.

In order to make that calculation, you will have to follow a separate
reasoning. I think essentially so, because if it is not done in that way
the results will be a confused understanding of what will happen.

Let us assume that for the particular line of products represented hy
the basic budget, taxes, depreciation, insurance, etc., representing
fixed costs, amount to $6,800 or $68 per point. Put that on line 61 of
Table VI. Under the present assumed set of conditions, namely, price
at 90 and costs at 105, with volume at par, we make 1674 per cent mar-
gin, which amounts to $13,200, or $132 per point. Insert that on hne
62. We get $13,200 thus: 90— 73.5=16.5 X $80,000.

We have now separated the margin-making increment from the fixe
«cost earning increment, if I may put it that way, in these operations.
In total, we will make $200 per point of volume, namely $68 fixed cost
and $132 margin. Insert $200 on line 63.

We find that the percentage which the margin element bears to the
total is 66. That is $132 divided by $200. Therefore, we need to do
only 66 per cent of the additional 82 points of volume that we previously
thought we needed to have, in order to make the $24,000 we want to
make. On line 65 in the first space put 66 and in the second space 82.
66 X 82 = 54; put that in the space to the right on line 65. Thus, in-
stead of having to sell at a volume level of 182 we need only sell 154.
The necessary volume is 154. Insert that on line 66.

TABLE VI
(61) Fixed Cost—$6,800 @ 100 =$ 68 per point
(62) Margin @ 100—90—105—$13,200 = 132 per point
(63) Total... ... ........ .+« .. $200 per point

(64) Per cent margin per point—66%
(65) 66% of volume increase 82 = 54
(66) Q.E.D. Necessary Volume =154
(67) Sales.. .. . ... $110,900
(68) Cost . . 90,600
(69) Margin. . o
(70) Burden Over-absorption 3,700
(71) Total .. . .... .. ... $ 24,000
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1{ you now want to insert the dollar figures in Table VI, sales under
this combination will be $80,000 X 90 X 154, or $110,900, line 67.
Costs will be $56,000 X 105 X 154, or $90,600; put that on line 68.
This leaves a margin of $20,300, line 69.

In addition, however, burden will be over-ahsorbed $68 for each point
of volume over par, which is 54 X $68 or $3.700. Insert that on line 70.
When we add the two we get $24,000, which is the objective. By this
simple calculation you can bring out clearly what 1s the effect of an in-
crease in volume as a burden carrier.

Let us have one more illustration of these uses of standard costs.

We find that price is down 4 per cent. Volume is down 12 per cent.
The conditions are bad. “At what cost must we manufacture these
goods” asks the superintendent, “in order to make $20,000?” This is
Table VII.

TABLE VII
(72) Price ........ .. down 49, (76) 96
(73) Volume ... down 129 (77) 25+88= 28
(74) Margin . ... . $20,000 (78) 70)68
(75) Cost  ...... ... ? (79) 97
(80) Sales .... .... $67,600
81) Cost . ......... 47,600
(82) Margin.. ...... $20,000

Well, we know price, which is 96. Price off four points, line 76.
We know how much we will need to recover out of price for profit, he-
fore anything is left to cover costs We want to make $20,000, which
is 25 per cent of our basic budget of sales of $80,000. Insert 25 in the
first space on line 77. But, we must remember that we are not going to
sell all that we expected to. Our volume is down 12 points. In other
words, it is at a level of 88. So we must make more than 25 per cent in
order to make $20,000. Insert 88 to the right of 25. 25 + 88 = 28,
line 77. We find that margin of 28 must first come out of price of 96
before there is anything left for cost.

If you will make the subtraction on line 78, you will find there is 68
left for costs. .

We know, however, that the weight of costs is 70. Divide 68 by 70
and put the answer, 97, on line 79. Thus we find that cost must be re-
duced to the level of 97 if we are going to sell 12 per cent less volume at
a price 4 per cent less and still make $20,000.

I hope that these examples will serve to bring out—and to bring out in
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a way you can take home with you and study over and review—the truth
of what Mr. Greer said yesterday. There is no collusion between this
and what he said. I had not the faintest idea what he was going to say.

But it is true that you never can separate or isolate the three factors
of price, volume and costs in any of your calculations, and you absolutely
need under present-day conditions some adequate machinery in your
cost accounting procedure for making calculations such as these. They
seemed long and round-about as I had to recite them in detail. Those
of you who are familiar with the calculations will realize that once the
principle is understood you can make the calculations and give the an-
swers very quickly.

If there are any questions, I should be glad to answer them later, if
time remains. I feel I have already overrun my time.

CHAIRMAN KNAPP: In spite of the weather, 1 am sure you
were all very much mterested in the brain exercise that Eric has
brought to you this afternoon.

When the Program Commuttee was confronted with the problem
of securing a speaker for the next subject, we spoke to Prof. Sanders
of Harvard Business School, and he said he had in mind just the
man, if we were fortunate enough to get him We got in touch
with the man suggested, Dr. Hettinger, and I am very happy lo say
that we were able to click to such an extent that he 1s with us this
afternoon.

Dr. Albert J Hettinger is President of the Investment Research
Corporation of Detroit. As I understand it, it is a company that does
a great deal of research in connection with the statistics and other im-
portant information necessary for a number of our large investment
trusts.

Dr. Hettinger formerly was at the Harvard School of Business
Administration with Professor Sanders. He was in charge of the De-
partment of Statistics while there.

For the last ten months, up to very recently, he was a member of the
N. R. A. group in Washington. I believe his official title was Econo-
mist to the Department of Research and Planning.

We heard a wonderfully straightforward talk by Dr. Haake yester-
day. He did not mince matters at all. He told us exactly what he
thought of the N. R. A., and I know we all enjoyed his talk very much
and admired him exceedingly for his courage in making the statements
he did make.

However, from what I saw in a publication the other day, with
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regard to Dr. Hettinger, he must be that fellow we sang about before
the session today. I think he must be the “daring young man on the
flying trapeze” all right, because this article 1n the paper told how they
marveled at the courage of a morose economist of a department of
N. R. A. who had the courage to confront General Johnson right to
his face with a number of his theories that Dr. Hettinger said were
all wrong. So I am sure, 1f you admired Dr. Haake yesterday for his
willingness to talk here to us, you must admire Dr. Hettinger even more
for being willing to do that right in Washington.

Having had luncheon with him today, I can assure you the noun
“economist” is perfect, but the adjective “morose” does not apply at
all, because he is most genial.

Members and guests, it gives me great pleasure to introduce to you
Dr. Hettinger, who will talk to you on “The Problems of Statistical
Reports on the Codes.”

THE PROBLEMS OF STATISTICAL REPORTS ON
THE CODES

AvserT J. HETTINGER
President, Investment Research Corporation, Detroit, Michigan

ERY frankly, I am going to say relatively little about the particular

subject that was handed to me, hecause there is little to say about it.
In order to appreciate that fact, it takes a good bit of background. I
am simply going to talk, as frankly as I know how, about the situation
in Washington as I sce it, starting with the situation as a whole, nar-
rowing down to N. R. A. and then to the particular segment within
N.R. A. dealing with the specific problem assigned.

I am going to say exactly what I think, with no assurance in God’s
world that I am right, but it will he a lot more reasonable treatment I
think than if I endeavor to gauge what is completely expedient and
end by boxing the compass and saying next to nothing. Consequently,
all that I would ask any one to label my speech at best would be “in-
teresting, if true” Time will have to tell whether any considerable
portion of it is true.

In the first place, I believe very throughly in the Roosevelt Adminis-
tration. You can term that an unreasonable bias, if you care to, or
characterize it any way you desire. This is not meant in a political
sense, and the statement is made with a full recognition that if I were
to enter down into two columns the specific acts that I felt were sound
and those that I felt were not sound, I am not at all certain but that
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the negative column would be the longer. But the net result would
be that I do believe in 1t. I believe in the Admmustration.

I believe in it primarily for two or three very simple reasons. I
think that Mr. Roosevelt has qualities of leadership, and I believe that
he has unusual facilities for testing a thing out pragmatically and
profiting by mistakes that have been made. He stated very frankly
in the early days of his administration that in his experimental attack
he expected to malke errors, would recognize those errors and endeavor
to correct them.

If you were to characterize his administration, as I see it, the initial
crisis period was superb. President Roosevelt restored a degree of
confidence in the country that, looking back upon conditions as they
existed in March of 1933, would have seemed impossible prior to his in-
auguration.

The second period, without trying to think m terms of dates pre-
cisely, would be that running from possibly the first of May until
October, when a great many of these expzriments were mitiated by
a new, unseasoned administration, with a new personnel frequently
entering into fields that no administration had previously entered.
In the pressure of time there was a tendency to think more nearly in
terms of immediate consequences than ultimate consequences, there
were frequent conflicts as between the various experiments, tending to
cancel and reduce the anticipated returns and resulting finally in a
pretty acute situation in October of last year.

We had had a monetary experiment started very largely on the theory
that the country was so burdened with debt that it was insolvent at ex-
isting price levels for real estate, securities and commodities and that
unless that price level were lifted rapidly there was no way out.

There was a tremendous emphasis on price level and the necessity
of lifting prices in one way or another. Almost anything we do in
this world has a price attached to it. We can gain certain results at
the expense of certain efforts. We lifted prices with extraordinary
rapidity into the summer boom~—commodity prices, prices of stocks,
inventory values, things of that character. But along with this we
have had monetary instability, together with a Security Act, whose
purpose was sound but whose teeth were so strong that they practically
precluded any considerable volume of new securities. Thus, we
checked a great deal of what small amount of potential increase in
activity might have occurred in our capital goods or durable goods in-
dustries. And these industries are a focal point in recovery.

We created a National Recovery Administration, with some very
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broad principles concerning which one can only have extreme sym-
pathy. There was a feeling that 1f business could be freed from cer-
tain of the most onerous burdens of the Sherman Act and business
men be permitted to work together through so-called self-government
in industry, with pernussion to eliminate unfair trade practices and
uneconomnc price competition, that this would inuneasurably strengthen
the business structure. And along with that, during the spiral of
declining business, which had gained momentum over a period of
years, culminating in the summer of 1932 or in the spring of 1933,
depending upon whether you are a Democrat or a Republican, wage
levels had been reduced competitively n a number of industries to
such an extent that many of the actual records were pitiful, indefensible
and yet apparently necessary.

The philosophy of N R. A hinged pretty largely on the fact that by
putting order into a situation where chaos had existed, by creating a
substantial degree of self-government in industry, along with which
went the concurrent assumption of social responsibilities on the part
of industry, to provide living wages by shortening hours and re-
absorhing as large a proportion of the unemployed as possible, a great
deal of industrial progress could be made toward recovery.

At the same time a third attack began—dealing in this case with the
agricultural situation. Actually the situation was acute. Politically
it is always dynamite, for the simple reason that you have far more
Senators per agriculturalist from your agricultural states than you
have per industrial worker or business man from your industrial
states. In the Senate there will be a top-heavy weighing of agri-
culture and mining, and in any government that is political—and all
governments are political—that has to be recognized.

Mr. Hoover had recognized the situation when he endeavored to
maintain grain prices, and Mr. Legge, head of the International Har-
vester Company, went down to Washington in charge of a stupendous
movement to endeavor in so far as possible to attain that end. Mr.
Wallace tackled the same job.

The Agriculture Department’s thinking has been somewhat as
follows: in a major depression the industrial procedure tends to be a
restriction of volume and maintenance of price. Of course, indus-
trial prices decline, but primarily the decline is a volume decline, much
greater than a price decline. In agriculture, on the other hand, with
your agriculturalists and individualists scattered pretty much all over
the country, you tend to have a maintenance of volume and a slaugh-
tering of price. And the Agriculture Department’s belief was that
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to restore a balance on a crisis basis as rapidly as possible what we
should do would be to stimulate industrial production and endeavor
to retain as moderate price increases in industrial products as possible,
with emphasis on building up the demand and the volume that the
markets could absorb.

On the other hand, with agriculture, since we had tremendous ac-
cumulations of farm products, what was necessary was a short, sharp,
intensive effort to curtail agricultural production in a minimum length
of time in order to lift agricultural prices to a point high enough to
restore agricultural purchasing power. That was the basis of the
A. A. A, the Agricultural Adjustment Administration, which had
received a mandate from Congress to endeavor to restore agricultural
prices to a relationship with industrial prices such as were maintained
during the pre-war period, of 1901, 1910, and through 1914.

When Mr. Roosevelt came into office, agricultural prices were just
half the desired level. At the peak of the July speculative crest last
year, when agricultural prices had had the full benefit of an inflation-
ary spree, I think they reached seventy-one per cent of that goal, and at
the present time they are about sixty-one per cent.

An additional recovery measure was to be the Public Works Pro-
gram, for which Congress had allocated to Mr. Ickes $3,300,000,000.
Mr. Ickes will spend that with an honesty such as probably few admin-
istrators in a government have ever been able to attain, but as {ar as
pump-priming characteristics are concerned, there will be none. It
will be a rounded affair, slow and cumbersome in getting under way,
with no concept on the part of that department that it would be pos-
sible, after five years of depression, to have $3,300,000,000 wait for
useful projects and not have a sufficient number of takers.

The Interior Department did not plan effective methods of getting
that money out and accordingly found that the great bulk of the ap-
plications were “shoestring” projects such as had been the bane of the
speculating froth of 1929. Rather late in the game, desperate efforts
were made to get the money out, substantial portions of it being
allocated to one or another of the governmental departments for their
expenditure, a large sum for increasing our navy, and another large
amount to supply the wherewithal to Mr. Hopkins for his Civil Works
Administration. Actually, while they will point to the rapidity with
which the $3,300,000,000 was allocated, if you look up the daily treas-
ury statements appearing in detail in most of the metropolitan papers,
you will find that the actual amounts spent, other than for gifts to the
Civil Works Administration, have been relatively small. A great
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deal of employment has been provided but not of the pump-priming
type.

There has been the conflict between internationalism and national-
ism, with Mr. Hull and Mr. Wallace feeling that we can get no con-
siderable amount of recovery in any relatively brief period of time
without reopening the markets of the world to American products,
especially agricultural products, and that this cannot be done unless we
are willing to purchase. And to your average industrialist the thought
of having an increased flow of goods coming in to compete with the
goods he produces 1s anything but pleasant.

Throughout this whole period we have had a budgetary problem, with
the federal government constantly assuming a great proportion of ex-
penses for relief, due to the inability of states and cities, with relatively
inelastic tax systems and impaired credits, to provide funds for relief.
If my memory is correct, as far back as last autumn about two-thirds of
the total relief expenditures were being provided by the federal govern-
ment, simply hecause the government had the credit, could get the funds,
and states or municipalities in a large part could not.

With all those different shows starting in the period following May,
starting under intense pressure, with each particular group honestly
working to the limit of its ability, you very soon had a several-ring circus
with an extreme lack of coordination between the groups and the efforts
of one group tending to cancel the progress of another.

It has been extremely difficult for Mr. Wallace to increase his agri-
cultural prices with all of the actions of the Agricultural Adjustment
. Admimstration, acreage curtailment and bonus to farmers, at a rate suf-
ficient to gain anything upon the rate at which the prices of industrial
products have advanced due to General Johnson and the N. R. A.

The last figures I believe—those for the month of May—show that
today agricultural prices are sixty-one per cent of their goal, and a year
ago agricultural prices were sixty-one per cent of their goal. Much ac-
tion, much movement, and yet the same net result in so far as that goal
is concerned. Up appreciably from the fifty bottom, but for one year
no progress.

By last October we had had our breaking stock markets, our breaking
bond markets, our declining commodities, a decline of considerable pro-
portions in man-hours work. Iam not saying fewer men to payrolls be-
cause hours have been cut. A semi-crisis in government credit. When
mortgages were foreclosed, a delegation of southern congressmen and
governors came to Washington demanding a very liberal guarantee for
cotton prices. A delegation of five governors from the Northwest de-
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scended upon Washington with a request for regimentation such as no
one, even in Washington, had concerved. The Commitee of the Nation
bombarded the Administration with demands for a still cheaper dollar.
Winter was approaching. The unemployment situation was acute
And Congress was coming in during a very unsettled period.

To the extent that my thinking may be right, I feel that October will
be looked back upon as a turning point m the Administration. I believe
that there was recognition at that time that a number of the experuments
had not worked out in the way that had been hoped, that while it was
possible that the primary consequences had been carefully thought out,
there had been so much emphasis on the operation of each plan that the
coordination had been lacking. There was a tendency for the actions,
however sincere, of one branch of the recovery movement to interfere
with the hopes and desires and progress of another.

That month of October has impressed me as being a little bit like the
periods in the Dempsey-Tunney fight in which the famous long count
occurred—the periods in which the Administration was groggy and
realized that certain changes would need to be made. The Administra-
tion began then to do exactly what the President stated that he would
do; that is, when one thing did not work out, he would shift his empha-
sis. From October to December it was a gradual revamping program

The gold-buying policy, continually bidding up the price of gold, was
discontinued, and beginning shortly after the turn of the year we had a
59.06 dollar, which is exactly what we have today.

There was a pretty careful audit of the econonuc situation, with the
conclusions tended to be reached about as follows:

1. We believe that business has reached its low point, or substantially
that, for the late autumn or early winter. We have absorbed a great
deal of accumulation of inventories that had occurred during the mon-
etary inflationary spree of the summer and the spree to get as much stuff
out as possible before the higher N. R. A. costs came into effect.

2. We think we can count upon a continuation of the gradual world-
wide recovery, and conditions in this country are such that we should
participate.

3. On this hypothesis, we can have and should have a recovery in the
spring of appreciably better than seasonal proportions.

4. The great danger is that of another spree in the spring, such as
occurred in the summer of 1933. If we have that spree the aftermath
will be the same as the autumn of 1933, compared with the summer.
And that at all costs must be avoided.

Mr. Morgenthau, in the last few days, in speaking of the silver policy,
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emphasized the necessity of avoiding anything approaching a specu-
lative spree, and referred to that of last summer as having set back a
recovery movement by at least six months.

Now, rather empirically, there was the feeling on the part of men
working with the determination of the policy, that it should be possible,
taking the Federal Reserve index of industrial products of seventy-
three, late last autumn and early winter, to have that carry up well into
the nineties toward the close of this year, and have it done on a sound
basis, provided one could avoid speculative sprees.

This spring the thought was that if business advanced from seventy-
three to a point well in the nineties, it would be safe. If you ran to
ninety that was the best rough guess of a known safe figure of rapid re-
covery, inevitably a recovery primarily of consumer goods because we
did not have the capital markets to stimulate heavy construction. Actu-
ally that recovery has continued from seventy-three to erther eighty-six
or eighty-seven, on the preliminary estimate of the Federal Reserve
Board for the month of May, and I think there is evidence that we have
reached our spring crest.

There was a desire to exercise some little restraint and cautionary
influence in the spring, and it was felt that an early announcement
of the discontinuance of C W. A. would do that ; that if merchants and
industrialists felt that you were actually going to take a large number
of men off the payroll of the government this spring, there would be
more caution in accumulating inventories; and that in the introduc-
tion of the stock market bill there would be a cautionary influence in
the spring.

After the normal spring peak, after Easter, there was also the thought
of what rational measures for stimulation could occur, and of the two
logical measures proposed there was first the modification of the Securi-
ties Act, if the higher bond prices existing did not bring out new issues.
It was then a matter of dispute as to whether the absence of new issues,
which would provide capital for recovery, was the result of the Security
Act of last summer or of a level of the bond market too low to bring
them out. The bond market lifted ; the new issues did not come out.
The Act was modified.

Second, there was the Housing Act, which I think has been by far the
most carefully prepared piece of legislation that the Administration has
yet put across. It will have a character of management that I think will
bring better results than most movements and, personally, I have a very
substantial amount of confidence in it.

Now, to take just a word for my own guess, which can only be a guess,
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as to what is likely to be ahead of us—and after that I want to get down
tothe N.R. A.

Personally, I believe that the fifty-nine-cent dollar 1s going to hold
and that there will be no shift upward. I believe that the recovery will
come through holding that fifty-nine-cent dollar which after all is using
a yardstick forty per cent cheaper, forty per cent smaller, than that
which we had before. Inevitably over a period of time this shortening
of the yardstick will result in materially higher commodity prices.

As a London economist in the Manchester Guardian put it, when you
do a thing of that kind, it is like a balky horse: it will not go when you
want it to go; it starts when you are not expecting it; and it is rather
difficult to control once it gets going ; but it will get going in time.

With the modification of the Securities Act, I believe we shall have a
reopening of the capital markets, starting slowly and gradually gather-
ing momentum. This will provide the capital to get your durable goods
industries going and absorb unemployment.

I believe that we shall have a refunding of the bulk of our government
debt on a three to three-and-a-quarter basis; these will be the longer
range determinings, a monetary stability, a reopening of the capital mar-
kets, and a refunding of the debt to a lower interest hasis.

For your shorter range, you have a P. W. A, which at the present
time has a very real financial control over expenditures and which can
move flexibly and rapidly. This will decline as the housing develop-
ment gets under way. It will be a much more significant thing than the
country expects as a whole, I think, but it will take some little time for
the housing development to get under way.

Now to get to the N. R. A. The National Recovery Administration
has really been General Johnson primarily. He is a most unusual man ;
personally scrupulously honest, hardworking and courageous. I do not
think I ever saw a man take more punishment physically than he did
during the early months of the Administration. A man able to inspire
a degree of enthusiasm that would be difficult to equal, but from my
point of view at least, a man whose economics has a good many air
pockets in it. A man who is a lone worker and who finds it difficult
to use his advisers and to develop a policy.

The N. R. A. policy has been General Johnson, and his policy very
largely has been one of shortening hours as fast as possible, reemploy-
ing men as soon as possible, increasing wage rates as rapidly as possible,
and hoping by that to so stimulate purchasing power, drawing tempo-
rarily upon the working capital of corporations, that purchasing power
in dollars would advance more rapidly than the cost of living, enable a
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greater volume of goods to be absorbed, lower overheads, and thus even-
tually return to corporations profits that temporarily they were asked to
forego.

The process of codification was to me a rather startling and weird af-
fair. There was almost a feeling that the mam object was to codify all
of American industry as rapidly as possible. That was a creed, a reli-
gion, and there was a feeling that in doing it you could bring tremendous
pressure to bear.

I am afraid the amount of voluntariness in some of the codes is much
smaller than the General himself would believe. I feel that his famous
goldfish bowl for holding public hearings and creating codes on the basis
of them degenerated at an early date into a condition where all parties at
public hearings spoke for the records—whether trade-association secre-
taries or labor-union secretaries—and the actual code-making was car-
ried on over a period of days and weeks and months, through private
conferences of the parties interested and conferences that represented
honest horse-trading affairs.

Labor, after the early days, asked for the moon on a silver platter in
code hearings, frequently with no thought of what was involved. If
you would take the business of the telegraph companies and assume that
their executives would work without salaries, assume that they had no
rental charges, no maintenance, and no depreciation, no taxes, literally
no expense except labor, and empty the cash drawers each night into a
labor pocket, there would not have been enough money to have met the
labor demands.

Along with that, I want to say that I have no opinion whatsoever that
labor was any more unreasonable than industry, but there was the recog-
nition that you were speaking for the record, the actual work was done
out of the goldfish bowl, and the more you asked for the more trading
points you had.

Now in the actual making of codes, after the open hearings, which
were a matter of record and the records published and available, you
would have a conference with an N. R. A. Administrator, a representa-
tive of the Industrial Board, the Labor Board, the Consumers’ Board,
and the so-called Research and Planning or Economic Division, and the
code committee desiring to get the code.

Your deputy in charge of the proceedings felt the pressure upon him
for results. He wanted to get the code through. The N. R. A. had
nowhere during those early months developed an underlying policy of
codification, no real policy on labor, no real policy on prices, no real pol-
icy on fair trade provision. A large number of deputies, operating in-
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dividually, not well coordinated, were doing their level best to get codes
out under pressure and trading. As a result of that, I think you will
find the economics in those several hundred codes so diverse and so won-
derful that in some code or another you will find every sound piece of
economics and every unsound heresy that one might imagine.

I am not equally capable of making a statement with any degree of
authority in so far as the accounting field is concerned, but it would he
difficult for me to conceive, having sat through these sessions and seen
the procedure and knowing a little about accounting, any other conclu-
sion possible with respect to accounting.

A fair proportion of the codes are substantially unenforceable. Your
labor provisions will start with a basic forty-hour week or what not, and
you will get a page or a page and a half of qualifications, exceptions,
stated in a way that is difficult to interpret You have seasonable de-
mands, emergencies and all manner of things. Your trade practice pro-
visions are somewhat the same.

The cost formulas vary tremendously from code to code, and in a
great many cases have represented an effort to attain security and cost
recovery almost irrespective of volume.

Your labor interests and your industrial interests on the whole were
pretty well cared for for the short-term viewpoint. Your consumer in-
terests were nothing like as well cared for. You had in your Consum-
ers’ Board a clean, hard-hitting board. I do not know of any hetter men
essentially in N. R. A. than Mr. Keiser and Dr. Edwards, hut anything
of this kind is a thing in which political or economic measures are likely
to be determining factors.

No man can underestimate the pressure of the American Federation
of Labor and allied labor movements, and no man can underestimate the
pressure and skill and ability of a code committee of industrialists, nego-
tiating an agreement thoroughly vital to their particular industry, their
profits and the employment of their employes. Those committees were
well staffed with legal advisers, and had excellent accounting advice as a
rule. The men knew their line of business, and as a truism, I will hack
a good professional against a good amateur any time. Your industry
representatives were the professionals, and we in N. R. A. were the
amateurs, and your codes got through.

As I have said, with the tremendous industrial pressures and the tre-
mendous labor pressures, both of those groups were reasonably well
protected over a short period of time by introducing their own brands of
economics. Very frequently you can not generalize about anything, be-
cause the codes run from one extreme to another. You can guarantee
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brands of economics which can endure and obtain only if you can re-
peal the laws of gravity or the laws of supply and demand That kind
of economics just will not and can not work, and never has worked over
a period of time, and never will work in the kind of world that we are
in now.

I want to emphasize the fact that your organization down there, espe-
cially during the last half of last year, was as hard working, as clean, as
sincere, as honest and as non-political an orgamzation as I ever expect to
find anywhere.

I want to recognize very fully the fact that the General, once you ac-
cept his basic philosophy (which I can not) did almost a super-human
job. But weranon. There was an habitually chaotic situation in the
Recovery Administration, because it was so busy grinding out codes.
But it was necessary to be busy grinding out codes, if you were going to
codify all of American industry hy Christmas or February or March,
and there was not an opportunity to have a common ground on which
the divergent elements of the Recovery Administration could meet and
work together.

Personal relations were friendly, but actually you had a Labor Board
that was frequently at sword’s points with, we will say, our Division of
Research and Planning. You had a Consumers’ Board that very legiti-
mately felt that, lacking political and economic pressure, it had very
nearly an impossible assignment ; and you had a situation in which you
began to apply a very weird definition to an industry.

I think no man in the early days would have conceived of there being
a great many hundreds of codes of fair competition, but we actually
degenerated to the level of treating as industries and dignifying with ne-
gotiations, code conferences, public hearings and horse-trading after-
wards, what were really small segments of small segments of industries,
a great many of which employed only a few hundred men and no small
number of whom employed less than a hundred men.

I know a long while ago I did what I eould, as one individual who had
a staff position and no line authority, to burlesque the ridiculousness of
having a code of fair competition for toll bridges, for the fly swatter
manufacturing industry, and things of that sort. Finally, after the
Code of Fair Competition for the Fly Swatter Manufacturing Industry
was scheduled, if T remember rightly, for a hearing in the ballroom of
the Willard Hotel under Deputy Administrator Horner, on the ninth of
May, I remarked, getting nowhere else any other way, “All right! Hold
the damn thing ! I am going to go over and take minutes on it, buy a
copy of the record, and write the thing down, with footnotes referring
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to the Toll Bridge Code and certain others, and send it up to 7/e New
Vorker.” 1told them I thought it was just too good to pass over.

" There is no code of fair competition for the fly swatter manufacturing
industry. It really required I think something of that kind to break the
ridiculousness there. .

Along m March, at the time of the code conference, and preceding
that in January and in February, the first opportunity was given for
consumers to come down to Washington and register complaints against
the breed of economics that we were creating, and they came down and
did not do a bad job. In March industry was called down. The Gen-
eral felt the necessity of shortening hours still further and increasing
wages still further. His hope was to obtain an additional reduction in
hours of ten per cent and an additional increase in pay rates of ten per
cent. That movement did not go through.

You had a break in the frontal attack at that time. The rear was be-
ginning to close in, with the results of a series of making decisions that
can remind one of nothing quite so much as the story from mythology in
which one of the Iabors given to Hercules by the gods consisted of the
slaying of the many-headed hydra, a beast so constituted that when you
cut one of its heads off two heads took its place. We had made our de-
cisions in a way that created more decisions. We ran into inter-code
difficulties. We ran into difficulties in our accounting. We ran into
difficulties in handling the labor provisions. And you have had rela-
tively recently a gradual drawing in of N. R. A.

One thing for which I have felt thankful was the Cleaners’ and Dyers’
Code, officially promulgated on the eighth of November last year. It
was a thing utterly unsound, opposed but put through, and I think a
turning point which threw into relief somewhat more prominently than
would have occurred otherwise, a great many of the code difficulties.

Ibelieve the N. R. A. is now making some progress. I think that it is
beginning to think much more clearly than before. The trouble is that
we have a tangled situation that will not be easy to unravel. Industries
have bought their codes at high prices, and are being asked in modifying
those codes to give up things that in many instances they do not like to
give up. Certain of the labor provisions will be of the same category.

A great deal of guessing was done. We had no sound factual basis
for making our decisions on differentials in wages between North and
South, as between a small city and a large city. This work has been
done on a horse-trading basis. It was honest and as good as possible.

I want to say one thing very specifically, and that is that Mr. Hender-
son, who is heading the Division of Research and Planning—it is essen-
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tially the statistical division, but it is much broader than that—and has
been heading it for three or four months I think, has been doing one of
the cleanest, hardest, most courageous jobs in God’s world. He got in
there at about the time when things were beginning to come home. He
has had the job of trying to build to meet them. He had the job of be-
ing thrown into a great many of the emergencies—the coal emergency,
the tire emergency, the textile emergency. I can not imagine a better
man for that type of thing. I have made a great many criticisms that I
have made honestly, whether soundly or not, but I think that he is doing
a splendid job.

Now as to the statistics in connection with codes. I think I have in-
dicated the utter impossibility of generalizing. Had you started this
process of codification by endeavoring to lay out the scope that was rea-
sonable, centered on a few major industries, and not endeavored to de-
termine the price one should pay for cleaning a suit in every hamlet in
the country, endeavoring to set such rigidities in the code that were im-
possible of attainment; had you started with an operating philosophy
and a certain circumscribed field that would have enabled you to get
somewhere, you could have had an underlying policy running through
the process of codification that would have permitted a reasonable de-
gree of common-sense standardization of statistical records. And the
relationship between statistics and accounting is close, because after all
your statistical records very frequently will be drawn from accounting
records.

In the absence of that, no two codes are essentially the same. Your
statistical problems are different in each. You have a large statistical
organization that has been so swamped in trying to get into the econom-
ics involved and gauge the economic soundness or unsoundness of hun-
dreds of small codes which should never have been born, that there has
not been the time to try to develop a scheme of statistical records. And
even had there been the time, it would have been very nearly an impos-
sible assignment because of the many breeds of economics that we have
had. '

Right now the effort is being made to do the job, to build up a statisti-
cal organization, to watch the progress of codes and be able to meet the
problems involved at least to the point of providing the General with an
analysis. That will be a slow task.

Actually, the main problems involved will be those in connection with
wages and hours. That is what labor is vitally interested in, and in
whether the so-called equitable adjustment above minimum has been
maintained. It is tremendously difficult. To me it has always seemed
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it would be a far more common-sense approach to have had a simple
statement of forty or forty-four hours a week, and then allow one to run
beyond that by paying a fair, moderate punitive overtime rather than
putting in a tremendous number of exceptions difficult to administer.
But the equitable adjustment of wages and hours is likely to be the prob-
lem that labor is interested in, and the statistical division, m so far as it is
operating in connection with code authorities, will have to base its at-
tack, its analysis, largely on that.

The other group of practices relate to fair trade practices. These
will center largely around price. One of the most difficult problems in
connection with price may well turn out to be the so-called emergency
provisions. We have had emergencies in the tire industry, in the silk
industry, in the cotton textile industry, and applications for other emer-
gencies. Frankly, there was very real danger that those emergencies
might degenerate into rackets, which would mean that whenever, with a
bit of overproduction, prices slipped and the profit margm was threat-
ened the industry would come in and ask to have production curtailed,
machine hours reduced or minimum prices placed upon their product.

In order to do a decent job on those emergencies—and I think on the
whole probably a creditable job was done on the tire emergency, the
silk emergency substantially went by default, the industry took what 1t
wanted, with no adequate proof ; and I think if I were thoroughly hon-
est, I would say that the cotton textile industry more nearly approached
the silk than the tire—to pass upon those emergencies, it is necessary to
know something about costs and price margins. A unit is heing set up
to try to handle that as well as possible. It will ohviously be impossible
to cover anything approaching the broad range of codes. Certain key
sample codes can be singled out and that is about all.

I have really come to the end, but I do want to make just one addi-
tional statement. There is a most unorthodox husiness man in this
country by the name of Henry Ford, and I believe that that most un-
orthodox business man has on two key matters o{ public policy and eco-
nomics been sounder on public policy and sounder in economics than
almost any of us.

The first was last autumn at the time of an emotional Blue Eagle cam-
paign that came tremendously close to being one hased upon terrorisni.
He simply refused to sign. He paid full code wages and lived up to it,
but was not stampeded. What he did was admired by no small number
of responsible men in Washington with a great many people hoping to
God he would have the courage to see it through.

And this spring he has recognized the fact that probably far more im-
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portant than any monetary policy, far more important than any question
of price margins, was the fact that to attain the President’s goal of abun-
dant life you had to increase production. He avoided the urge to jump
the price of his product and preached a very simple, common-sense eco-
nomics of building up your volume and endeavoring to get away from
extreme price-fixing.

I have no doubt in my own mind, that regardless of the economics of
the thing and regardless of what one may believe or what one may wish,
extreme price-fixing or cost-protection or whatever you want to term it,
is on its way out, in Washington. It will not be in a day or in a week;
it may not be in six months. It may continue in certain of the natural
resource industries, but in so far as that mad urge for it is concerned,
it is on 1ts way out. Our emphasis is going to be placed upon stimulat-
ing production rather than introducing artificial economics, repealing
the law of supply and demand and juggling our way out in some fashion
other than by hard work.

CHAIRMAN KNAPP: IamsureIexpressthe thoughts of all of
you when I say to Dr. Hettinger that we are all extremely grateful for
his coming to Cleveland to address us on this subject today. He has
been both critical and praise-giving in connection with the history-mak-
ing affairs that have been going on in Washington, and we thank him for
his honest, straightforward portrayal of things as he sees them down
there.

One thought that I like very much in connection with his talk was the
note of optinusm with respect to the future. I think Dr. Hettinger isin
an unusual position to be able to forecast an opinion as to what we might -
expect, and it is nice to know that he thinks that this country is eventu-
ally going some place.

We may stay here until five o’clock, if you so desire. I am sure Mr.
Camman and Dr. Hettinger will be glad to attempt to answer any ques-
tions that you may have in the discussion period.

Do you want to have a discussion period or has the heat of the after-
noon been such that you would rather adjourn the meeting right now?

. . . The members were in favor of adjourning, and the meeting ad-
journed at four thirty-five o’clock. . . .
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CHAIRMAN MARSH: Informulating the program this year, the
Committee decided on an innovation  As you all know, 1t has been the
practice 1 previous conventions to have the discussion period immedi-
ately following each session. Usually there has not been enough tiume
for that discussion, so we decided this year to have a whole session de-
voted entirely to the discussion of papers.

There has been given, however, an opportunity for each of you to
present questions which will be discussed. In addition, it will be per-
fectly proper this morning for any of you to ask additional questions.

The Chairman for the session today does not need any introduction.
You all know Charlie Reitell better than you know me. He has been
very, very active in all our conventions. I shall, however, tell you a
few of the things he has been doing in the past few years.

He has been head of the Department of Accounting and Industry at
the University of Pittsburgh, Chairman of the Greater Pennsylvania
Council, Chief Accountant for the Licensing and Enforcement Divi-
sion of the Agricultural Adjustment Administration, and is now a
member of the staff of Stevenson, Jordan and Harrison in New York.

I am very pleased now to turn the meeting over to Dr. Reitell.

CHAIRMAN REITELL: I think in opening our meeting today
we face a situation quite different from what we faced last year, and
certainly much different from any that we have faced previous to the
last two conventions.

In the rapid changes which have characterized American industry,
none has hit with such a thunderbolt shot into our field of cost account-
ing as has the coming of the codes under N. R. A.

In analyzing the fifty-eight questions submitted, I notice a very in-
teresting thing: eighty per cent of them are in the field of economics.
In short there seems to be a very decided interest shown regarding
those phases of costs that have a bearing on general economic questions.

Therefore, as T open up the discussion this morning, we face a new
field of activity for cost accounting. The only service cost account-
ing rendered in its initial stages was to give a better check on market-
ing. We attempted to segregate profitable from unprofitable lines.
In short, cost accounting was a breakdown of our operating statements
into sales analysis, and very little more than that. I think we will all
check on this statement.

Following this first period we had that very excellent development
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of costs as a tool to management. Cost accounting broke away from
its books and got into the plant and measured performance, measured
capacity, or in other words became a real influence in controlling the
managerial features of our operations. I think we can all look to that
as a very important stride forward.

Goodness knows where we are going in this new and third stage of
our development! Idonot! But we mustadnut that we are getting
into a much broader field than indicated by the other two divisions of
our work. We are getting into problems of economics, price-fixing,
open-price plans and problems of selling below costs. Therefore, I
think it behooves us to do some very careful thinking in the year to
come, in the general field of economics into which cost accounting is
now forging quite rapidly.

After Mr. Stevenson had read his paper at the Washington Chap-
ter about a month ago, he came back to New York and told me about
a man who opposed him. You know as well as I that Mr. Stevenson
enjoys opposition. There was a very definite desire that we try to get
the gentleman who challenged Mr. Stevenson here to our meeting so
that he could be placed where he would be a real challenge to us. That
gentleman is Dr. Edwards, who is Assistant Director of the Staff of
the Consumers’ Advisory Board at Washington.

It was with a great deal of pleasure that I found he would be willing
to come and, if you please, try to stir up trouble. I do not think you
are going to agree with all he has to say. He is going to open up for
you new channels of thought, but I know of no better start for our
discussion program than to have Dr. Edwards give his point of view,
which is somewhat different from our accepted ones.

Dr. Edwards is tainted, like I am. He happens to be a college pro-
fessor. He is Associate Professor of Economics at the Washington
Square College of New York University. He is a graduate of the
University of Missouri, took graduate work at Oxford, England, and
also at Cornell University. He has several books to his credit. He
is co-author of Economic Behavior. He is also very much interested
in American labor dynamics.

If T might state his chief interest, it would be this, that Dr. Edwards
is very much interested in bridging the gap between economic theory
and the more practical fields of cost accounting and marketing. There-
fore, if I am right, that cost accounting is forging out into mwuch
broader fields, and if those fields are in the general field of economics,
then we have a prize with us this morning.

T am not going to take up more time, except to introduce Dr. Ed-
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wards and present him to you. I think from that time on this meeting
will hum.

DR. CORWIN D. EDWARDS (Assistant Director of Staff, Con-
sumers’ Adwisory Board, Washington, D. C.): 1 felt, when I came
down here, as tainted as Dr. Reitell’s introduction has suggested.
That feeling was increased when I heard Mr. Greer say that as one who
is admittedly a professor and has been called an economist, he felt he
was sticking his neck out. Since I am open to additional epithet as a
member of the staff of N. R. A., I felt I was sticking my neck out a
very long distance.

I do not feel so any more. Guilbert K. Chesterton has a book called
The Man Who Was Thursday, which tells the story of a government
spy who worked his way gradually into the central council of the secret
anarchist organization in England, a group of seven people. He was
taking his Iife in his hands, he thought. As the book develops you
discover that each of the other six was also a government spy set there
to watch the working of the council.

As T listened to Mr. Greer and Mr. Camman and Mr. Elliott from
your own group, and noticed that you brought in Dr. Lyon and Dr.
Hettinger from the outside, I began to see that, far from sticking my
neck out, I am going to speak this morning along lines acceptable to
the trend of the thinking of this group. I am pleased and somewhat
startled at what seems to be the very rapid accommodation of account-
ing ideas to the new field which accountants have before them.

One more preliminary word. As a member of the Staff of the Con-
sumers’ Advisory Board of the N R. A., I suppose I may be expected
by some of you to be interested only in the lowest conceivable price.
That is not my position, and I think I may say it is not the position of
the Consumers’ Advisory Board. We are concerned for the long-run
interests of the consumer. In a capitalistic society such as ours we
believe that those interests are consistent with moderate profits for
efficient business, and in any society we believe they are consistent with
an effort to get the best possible organization of productive industry.

In what I am going to say, then, I think that despite my position we
have the common ground of trying to find those principles in the rela-
tion of cost to price which will be consistent with good industrial or-
ganization.

I speak, of course, on my own behalf. I represent my own point
of view, and I have no doubt that part of what I say would not be con-
curred in by the other members of the staff of the Board.
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The thesis I want to set forth is that it is sound business and eco-
nomics, upon some occasions, under some circumstances, to sell below
cost ; or, turning 1t around the other way, that the principle of forhid-
ding sales below costs, as accountants conceive cost nowadays, 1s dubi-
ous from either the business or the social point of view.

Let us take first a few of the cases, recognized by business opinion,
in which it is obviously wise to sell below costs.

Some years ago I stopped at a haberdashery in a little English town.
I went in to buy a pair of socks. The man produced a very nondescript
pair. He said, “These will be three shillings sixpence.”

I said, “That is absurd! I have gotten socks that good {or half the
money! What is the 1dea?”

“Well,” he said, “I know it is too much, hut I bought these socks
three or four years ago, and that is what I paid for them I can’t sell
them below cost. I haven’t gotten rid of these, so I haven't been able
to buy any cheaper ones.”

That, of course, is an absurd illustration of an idea which accounting
generally has cast aside. We all recognize that you clear out remain-
ders, that when you have made a bad judgment you do not hold to the
figure which may be necessary to save you from suffering as a result
of your mistake. Even the codes which go furthest in the direction
of cost protection nearly always include in the cost clause a proviso
that remainders, dropped lines, seconds, various unfortunate parts of
one’s stock, shall be cleared out regardless of cost or helow cost.

A second provision has not been so general, but I think will become
general by business pressure, regardless of what governments or econo-
mists or cost accountants say about it. This is that you may sell helow
cost if you must do so to meet the other fellow’s competition. We had
an interesting small code quite early in the process of code-making,
which included the provision that no member of the mdustry should
sell below his own individual cost. When the members of the code
committee went home, one of them wrote a letter to all the other mem-
bers of the industry, somewhat to this effect:

“Gentlemen, you all know that my costs are the lowest in the indus-
try, well below yours. I suggest that you discontinue manufacturing
this particular line of products, for I want to point out to you that T am
going to hase my prices on my costs and that you can’t match me unless
you choose to violate the Code.”

Within a few weeks, the code committee, with the exception of the
one gentleman, was back in Washington clamoring to have inserted in
the code permission to sell helow cost to meet the competition of such
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members of the industry as were not violating the cost provision. Un-
less you want to get kicked out of business by legal fiat, business salva-
tion requires that you be able to sell helow cost in so far as your costs
are higher than the other [ellow’s.

Again, take the case of a concern which 1s losing its sales and which
decides that it is not covering its costs now, that something must he
done {o save it, and that [or 1ts particular trouble one of the things to
do is to launch a large advertising campaign. Under some of the cost
systems which I have seen introduced by code committees, any concern
faced with those conditions would he forced immediately to regard its
advertising campaign as an increase 1n 1ts costs, and since its sales now
leave no margm above costs, immediately to increase its prices to cover
the additional outlay. In other words, on a shrinking market, while
doing its best to restore public demand, it would offset its new appeal
by an immediate coordmate increase in price. I suspect that the adver-
tising agency managing the campaign would be likely to feel that it was
bemng asked to pull the business out of the hole while handcuffed and
with weights tied to its feet.

The principle underlying these various examples is an exceedingly
simple one: that when you have made a mistake or when, through no
fault of yours, you have gotten into difficulties, instead of throwing
the whole thing away you try to salvage what you can. A mistake
should not, if one can prevent it, become a total loss.

There are economists who have made a career and a salary over a
period of years by translating that simple statement into formidable
language. The first time T heard it stated, for example, in a gradu-
ate course, il was put i the form that the reservation price of a sunk
cost is zero. This merely means that, having committed yourself,
having sunk your money, if you can get some of it back you have just
so much more than nothing, and if the alternative is to get some or
none, I suspect that it is sound business to get some.

It seems to me that this principle, which is not contradicted in the
field of inventories, must be recognized on both social and business
grounds in the field of productive equipment. You do not believe it is
good business to dump your inventories into the river because you can
not sell them for what you hope to get. Do you believe it is good busi-
ness figuratively to dump your factory or some branch of your factory
into the river because it will not return what you hoped for when it was
constructed? A great deal of the thinking about the relation of over-
head charges to prices, it seems to me, amounts to a proposal to dump
factories into the river.
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You commit yourselves nowadays to a productive program which
runs far into the future. I would like to make very clear what I am
not saying. I am not saying that at the time you are considering such
a commitment you should fail to take into account every item of cost
and to set the total against the prospective sales volume and the pro-
spective prices. I am concerned only with a later development which
is typical in American business.

We have a dynamic technology and a changing system of habits of
life. After plants have been constructed, when the machinery can no
longer be converted or scrapped without considerable expense or loss,
we often discover that new inventions have produced simpler, more
efficient and cheaper means of production, that new products have ap-
peared and superseded the ones which existing plants were set up to
manufacture, or that habits of life in our changing economic system
have reduced the demand for the product—more probably all three.

At this stage what are we going to do? We may say, “The equip-
ment cost us a million. The charges on a million, estimated over the
physical life of the plant, are costs.” We would not have said that at
the beginning. If we had foreseen that the plant would last physically
for twenty years but that it was to be superseded technologically in ten,
we would never have thought of depreciating it on a twenty-year Dasis.

Now we discover that instead of being superseded in ten, it 1s super-
seded in five. We have suffered from bad investment judgment. If
in our productive policy we choose to make that five-year-old mistake
become a reason for not using the plant for what can be gotten out of it
now, it seems to me that we are confusing investment and investment
planning with production and production planning. The principle of
writing off bad investments, excessively conceived sunk charges of any
kind, ought to be applied considerably further than many plants now
apply it.

I am not speaking iconoclastically ; certain cost accountants and cer-
tain cost accounting systems would agree 1n principle. But I am ask-
ing for further development of ideas which, though current in many
sound cost accounting systems, have not yet been adequately worked
out in practice.

All this implies that unless you re-interpret costs, you very fre-
quently cannot afford to base prices on costs. Prices, after all, have
the function of selling goods. They must be keyed to demand. With
your productive equipment already in existence, the fundamental ques-
tion is: What price will make the best possible use of the equipment in
the light of demand ?
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In other words, cost accounting provides a rather bad guide for price
policy, unless it is specifically keyed to the problems of the market.
It is no criticism of cost accounting to say that it 1s not now so keyed.
The function of cost accounting historically has been, as Mr. Greer
pointed out the other day, to guide management in internal problems.
Its use in the problems of the market is recent, and it seems to me
surprising that so much and so rapid progress has been made in ac-
commodating cost ideas to the new job. Nevertheless I think further
adaptation is required before one can rely upon cost accounting for
market strategy. Cost accountants need to do more intensively and
more sclf-consciously what I feel they have done in part for a con-
siderable time with some tendency to deny that they are doing 1t—that
is, to adapt costs to market conditions, instead of trying to base prices
and market policy upon costs.

I say T fcel this 1s partly done. Let me illustrate. It is common-
place in most Jarge plants to sell by-products. Some years ago, when
I was hunting for a definition of a by-product, the best definition I
could find was, “a product which is treated favorably as compared with
other products in the allocation of joint costs; a product which is re-
lieved of some part of the cost hurden which other products are ex-
pected to carry.”

How do you select a hy-product? How do you determine which of
a whole series of things made by a plant shall be relieved of costs? I
suspect that the heretical truth is that you find out what you can get for
the product, you find out what products must he low-priced to sell in
sufficient volume, and then you allocate your costs accordingly.

I think it would be interesting to ask Mr. Elliott, if he is here today,
to tell us whether there was not a conspicuous change in the cost ac-
counting system of the oil companies from the days when kerosene
produced for lamps was the chief product of the industry, and when
gasoline was either sold very cheaply or hauled out to sea and dumped,
to the present time, when gasoline is the main product of a refinery.
Here you have a situation in which—I am guessing—kerosene was
once the product and gasoline the by-product or perhaps even a cost to
the industry, and in which gasoline is now definitely the product which
must carry the chief burden of the industry’s cost.

Again, I suspect that you base your costs upon your markets in de-
termining the valuation of any equipment which is not manufactured,
—water sites, land sites, etc. And I suspect that when you determine
how rapidly you will depreciate any equipment, manufactured or not,
you ask yourself, not how long will this last physically, not how much
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would I Iike to get back per year and over how many years, hut how
soon will the market force me to discard this in the interest of cheaper
and more efficient productive equipment, how long have I got as a
result of market conditions over which I have no control ?

It seems to me, however, that we have not gone quite far enough.
In the philosophy of standard costs, as I, as a layman, understand the
term, the idea has developed that you should not deliberately run your
prices counter to the market trend; that if you are allocating fixed
charges at the rate of $1,000,000 a year and your unit sales drop from
a million to $500,000, you should not raise your price a dollar for the
sake of still covering your overhead. Instead, you use the concept of
under-absorbed burden. You treat your burden charge per unit as a
standard charge, which over a period of time is expected 1o come in at
about such-and-such a rate, but which in any one period is unchanged
per unit, regardless of whether sales are fluctuating downward or up-
ward.

This is one point at which accounting seems to me to have gotten
away from agrarian superstition; or rather what was once agrarian
common sense but with the development of industry is becoming a
superstition. The annual accounting period, like the monthly or
weekly accounting period, is for many purposes not anything more
than the basis for an interim report. We are coming to recognize that
if this year’s sales are higher than last year’s sales, and hoth the height
and the depth have been anticipated, there 1s no particular reason to
treat each year as a separate fiscal unit for cost purposes. Rather
there is good reason to adopt a policy in allocating overhead which will
allow in advance for these anticipated sales fluctuations.

There is, I believe, one suggested system which would allocate so
much equipment cost per unit of product over the total anticipated out-
put during the life of the equipment. Thus in a year in which you pro-
duced 500,000 units you would say that you covered all your fixed
charges if you got back that amount per unit of product on those 500,000
units. In a later year, when you produced a million units, you would
expect to get back exactly twice as much toward these equipment fixed
charges

That, of course, does not go far enough. It is only one of a num-
ber of different proposals, all of which aim, it seems to me, at one cen-
tral idea: that it is not the function of accounting to encourage the
establishment of high prices or avoidance of price concessions at a
time when demand is calling for price concessions; nor to encourage
a policy of low prices or a policy of avoiding price increases at a time
when demand is calling for price increases. To fully express the
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principle we should adopt cost systems which will encourage price
changes with, rather than against, market trends—which will make the
equipment charge i prosperity heavier, not only per period but per
unit, than in depression. Such a system would encourage the use of
facilities off-peak while recognizing that since much equipment is built
chiefly for peak business, the peak should logically carry the heavier
burden.

All this means, as I see it, that there is room for considerable devel-
opment, which I hope will take place rapidly, in the concepts of account-
g as applied to market control I hope that this development will
include a recognition that, as Mr. Greer said the other day, prices are
guides to values. In so far as we have control over the economic
process, whether by codes or otherwise, I hope that this development
will recognize price variations as symptoms of what is happening,
highly valuable symptoms, which should not be destroyed. In a mar-
ket in which consumers can not buy goods, to raise prices is almost
inevitably to restrict demand. In a market in which the producers
can not supply goods, failing to raise prices is almost inevitably an
encouragement to waste scarce resources.

The old idea in almost any technical field is that you attack the con-
spicuous, alarming symptom of what is wrong, as we once did in medi-
cine. Rapidly falling prices, I take it, are ordinarily a symptom of
something wrong. I’rice control promises, not to get at the some-
thing wrong, but probably to change the direction in which the disease
breaks out.

It may be that we need market control. In many lines I am sure we
do. But it seems to me that there is a third alternative besides the two
Mr. Stevenson stated the other day. 'We are not limited to unregulated
competition or planned economy in the form of price-fixing. The
imtial issue is - Shall you regulate and how far? The second issue is:
In what direction shall you regulate? Shall you regulate prices, or
shall you try to go underneath the price structure and regulate the basic
situation of production and demand out of which prices arise?

I am suggesting that cost accounting will be doing a very bad service
if the businesses which employ accountants and the industries which fol-
low their advice try to establish prices as an inflexible element in our
economic life, and so throw all our failures of regulation or our failures
of competition into the form of fluctuation of demand, fluctuation of
employment, fluctuation of output, fluctuation of the basic productive
activity which is the excuse for business.

So long as prices or productive activity must suffer, it is far better
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that we have commodities, employment, an actively working industrial
system, even if investments are not fully returned and write-offs have
to be considerable, than it is that we preserve the apparent sanctity of
investments, costs, and prices, and in the process sacrifice volume, pro-
duction and employment. Either alternative means business losses.
Collapse of output merely produces losses by means which do not so
clearly appear upon the cost accounting records as cost accounting rec-
ords are now set up.

That is the burden of what I had to say. I want to make one more
remark, along a slightly different line.

Suppose you assume that accounting is adequate to the job of market
control. Suppose you assume that further development of the basic
ideas upon which cost accounting rests is not needed. Suppose you
assume then that it is sound to set up an inflexible system of basing
price upon costs. There still remains a question as to whether 1t is
sound to do it in codes by law.

There have been occasional code committees appearing at Washing-
ton whose codes could really have been boiled down into two clauses:

Clause 1: Every business man at all times shall use the best possible
business judgment.

Clause 2: The Code Authority shall have the power to enforce Clause
No. 1.

I think there is a very real and important distinction between those
principles which merely may be sound and those principles which should
become the basis of a code, which are so sound that you propose to take
away a man’s market or fine him or in extreme cases send him to prison
for a violation.

With cost accounting in its present rapidly developing condition, with
price control as dubious a means of industry regulation as it seems to
me to be, I think it is unsound even for an individual business to adopt
a rigid policy of basing prices upon costs. But if it were sound, it
would seem to me still dangerous to say that those who do not agree are
to be branded as law-breakers, subject to the penalties of a federal
statute. If you say this at the present stage of opinion, you are in-
viting trouble, because there are a great many who do not believe that it
is very important to make people do what you are trying to make them
do. There are a great many who, in serving on juries or in buying
from Blue Eagle establishments, are not going to have the same fervor
of conviction that the codes must be supported as if these codes were
confined to clearly common-sense principles.

It is for that reason that the Consumers’ Advisory Board has been
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saying for some time that we believe you should distinguish in submit-
ting cost clauses and cost formulas between those principles which are
sound cost accounting for an individual enterprise and those principles
which are a sound basis for writing criminal law, and that you should
include in the second only matters about which there can be no reason-
able doubt.

We have on occasion, as Mr. Stevenson said the other day, gone so
far as to suggest that in a particular industry if you are going to use this
principle all you can safely include is labor and materials. In other
industries we have gone further, but we have urged rather consistently
that those items in cost accounting about which there is the greatest
confusion, the greatest disagreement, the most rapid development of
new ideas, the greatest variation from one plant to another—that at
least those idcas shall not be frozen and given in their frozen form the
status of law.

CHAIRMAN REITELL: Either that college professor is wrong
or Tam. I donot know wlich. He certainly has attacked my sacred
idols. I still must have enlightenment, Dr. Edwards.

Let us sec what he has told us. I have tried to jot it down. In the
first place, he says that our atlack on selling below cost is not sound.

Secondly, he says that prices should set costs and not costs set
prices.

So I think, Dr. Iidwards, you and I had better get armed for a fight.
But we are not going to do all the fighting. We will let the rest of the
crowd get in.

I think much of the confusion about prices setting costs and costs
setting prices misses one important point; namely that every cost price
is a selling price. To keep our thinking straight we must consider the
unit, the enterprise, and see how the interplay takes place between the
cost prices and selling prices in each concern.

Taking a long-time sweep and considering the stability and main-
tenance of a successful enterprise, I for the life of me can not see how
in the final analysis you must not have your selling schedules based
upon your basic cost data.

But there is a more important thing, a thing on which I would like
to question Dr. Edwards further. Of course, perhaps I do not see his
point clearly. Maybe I am wrong. But my experience has been that
when a new design is proposed by an industry we are all careful to make
certain that before the design is adopted we are going to see what is its
cost. And, Dr. Edwards, 1 have seen design after design set aside,
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simply because a careful cost analysis portrayed that the profits were
not n the bag and could not be gotten into the bag.

I ke to look upon costs pretty much as a careful mdicator for shap-
g selling policy. I am going to ask Dr. Edwards to clear up my
trouble because maybe some of you are 1 the same boat as I. How
are we going to say a selling price must determine our cost, if the sell-
ing price, after analyzing the cost factors in the plant, 1s such that no
profit is seen and if our policy is thereupon shaped so as to exclude that
line from further consideration?

Yesterday morning I was in a plant and saw a whole row of designs,
all very attractive ones. I asked the president why he was not going
mnto two or three which I thought were extremely attractive for the
market. His answer was very definitely this, “ Because we can not get
our costs down to where we can make a profit. We are now having
engineers redesign so these units may be made successful items for us
to market.”

I would like to have Dr. Edwards show me where I am wrong when
I hold that one of the functions of cost is to give a careful guide in
the establishment of our lines and in the establishment of our sales
possibilities.

Will you do that, Dr. Edwards, just briefly, so we can get along ?

DR.EDWARDS: I feel that your criticism, Dr. Reitell, is of my
exposition rather than my idea, because I find myself agreeing with all
you say and still holding my point

I tried to say, and apparently did not succeed in saying, that before
a new project is undertaken 1t is thoroughly appropriate to take all
items of cost of all kinds, compare them with the prospects of the prod-
uct, and shape one’s policy on this anticipated cost basis. Of course,
the anticipations may be “all wet,” and to that extent you are basing
your judgment not merely upon costs but upon a whole series of inter-
pretations of unknown variables.

But ignoring that, the term cost as used today is an amalgam of a
series of quite different conceptions. On the one hand, there is what
you speak of—actual outlay, purchase prices, about which at the time
they are made there can be no disputing. You know what they are.
If then you are working, say on a job system, and have had these
prices quoted to you as firm prices, they are as nearly facts as a person
can get.

There are other conceptions of cost, however, which are based upon
the notion of what you once spent and hope you still have, which you
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may or may not have. Costs of that sort are more properly treated, to
return to one of these high-flown terms my old professor used to use,
as “opportunity” costs. The real question is: What could you do
with this thing, if you did not use it here?

Let me illustrate by a household problem, just for the sake of trying
to persuade you where you have no technically formulated opinion.
Suppose that relying upon my salary in N. R. A. I take a certain apart-
ment upon a two-year lease at so much money a month. Then my
salary gets cut forty per cent. Obviously that apartment is not worth
its cost to me, in the light of my new income; but equally obvious if
I can not break my lease I would be a fool to move into the bedroom and
the kitchen on the ground that I can no longer afford a living room.

That is essentially what it seems to me you do when you regard any
charges to which you are committed as a limitation upon what you are
going to produce, if the alternative is to produce nothing. There may
be cases—extreme cases—in which that is true even of labor, but typi-
cally, of course, I am thinking of various forms of overhead.

T.et me give you a labor illustration from an acquaintance of mine in
New York. He was running a job printing establishment. Every
evening at 7:30 he had a half-hour job which could not be hegun be-
fore 7:30 hecause the copy did not come until then. His labor quit
at 5:00 and he paid them time-and-a-half from 5:00 to 7:30 to sit
around and smoke in order to he available from 7.30 to 8:00. But
the job was so highly profitable that it bore the extra labor cost.

Somebody came in and wanted a job done which would take about
a half hour a day and could he done starting at 6:30 every day. This
acquaintance of mine calculated materials plus profit and figured it paid
him to take the business even at a price so low that it covered none of
his productive labor, on the ground that he was paying them anyway.
The alternative was for them to sit around smoking.

Now you may make the point that in getting the business on that basis
he was making it very difficult for someone else to get it who would have
had to hire his labor anew. And there it seems to me you are in a con-
flict, not of cost principles, hut of economic principles. Do you think
it wise to keep certain equipment or certain labor sitting idle when it
might be productive, for the sake of spreading the business thin over
as large a number of producers as possible? If you do, you can set
up a cost system which will achieve that result. If you think that our
drive toward modern industrial efficiency has consisted largely in find-
ing ways of using idle time, idle resources, scrap materials, idle labor,
and idle equipment, in getting production where the alternative is waste,
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then you may say that we would better use equipment which is in ex-
istence, if the alternative 1s to keep it idle, and that if price concessions
will let us use it we would better have price concessions.

That is an entirely different problem from the problem of whether we
should take on new equipment, construct new plants, make new designs,
launch new products ; and on the second problem I agree entirely with
you, Dr. Reitell.

CHAIRMAN REITELL: It is still not clear to me; I am sorry.
I see where Dr. Edwards and I had better get together and continue
debating.

The first thing we should tackle this morning, because there are
several questions on the subject, is this new Treasury decision on de-
preciation.

I am not going to read all the questions on this subject because many
of them are duplicates, but to get you acquainted with the issues, I shall
read some of the more outstanding questions.

Question.—“Considering the fact that the Treasury Department has
instructed large companies of the necessity of maintaining and submit-
ting depreciation schedules—that is, T. D. 4422,—which is a com-
promise between the Department and Congress in order to relieve liti-
gation and arbitrary assessment, what is the opinion of this body as to
the preparation of these schedules, considering their essential impor-
tance to all tax returns and proper costs analyses ?”’

Here is one much more to the point—

Question.—“These new depreciation problems, what are they?”

And another—

Question.—" What should the policy of the National Association of
Cost Accountants be toward T. D. 44227 Is not the utilization hasis
more scientific ?”

I think it is just a smart professorial trick that when a man puts in a
question we ask him to speak on the topic. Our Mr. Tucker is very
much interested in this problem. Mr. Tucker is President of the Bos-
ton Chapter. I see his charming countenance down there, and I am
going to call on Mr. Tucker to open the question.

CHARLES W. TUCKER (Controller, H. P. Hood & Sons, Inc.,
Boston, Mass.): Dr. Reitell, in view of the fact that I submitted that
first question, I would prefer, at least temporarily, to reserve my com-
ments. I am looking for information.
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‘ CHAIRMAN REITELL: Who is the person who has been work-
ing on taxes and is in close touch with this ruling? Have we one here?

E. K. REDFERN (Public Accountant, Main & Company, Pitts-
burgh, Pa.) : 1 understand that in Pittsburgh the revenue agents are
having classes daily on this question, and although I am not sure, I am
also informed that each of them is supposed to have a letter from the
Treasury Department and the Secretary of the Treasury asking him
—that is, the agent—whether he understands the principle back of the
decision.

The purpose, as I understand, was for a compromise between Con-
gress and the Treasury Department, Congress wanting to reduce de-
preciation, cut it out entirely, and the Treasury Department objecting.
Finally the Secretary of the Treasury offered to reduce the deprecia-
tion somewhat to accomplish the purpose in mind in Congress. As far
as I can determine, the sole idea behind it is to get revenue.

In the two cases I have come across the agent has deliberately cut
the rates, placing the burden on the taxpayer to substantiate the rates
they used as well as the per cent of normal operations. What the
final outcome is going to be, I do not know. That is the extent of my
knowledge.

CHAIRMAN REITELL: Mr. Armstrong, you have had some
difficulty with this problem. Do you want to say a few words on it ?

W. C. ARMSTRONG, JR. (Treasurer, Rockbestos Products Cor-
poration, New Haven, Conn.) : I could read in a few minutes just
what this article is, which would make the whole proposition clearer L
imagine:

Art. 205. The method of computing depreciation allowance: The
capital sum to be recovered shall be charged off over the useful life of the
property, either in equal annual installments or in accordance with any
other recognized trade practice, such as apportionment of the capital sum
over units of production. Whatever plan or method of apportionment
is adopted must be reasonable and must have due regard to operating
conditions during the taxable period. The reasonableness of any claim
for depreciation shall be determined upon the conditions known to exist
at the end of the period for which the return is made. Where the cost or
other basis of the property has been recovered through depreciation or
other allowances no further deduction for depreciation shall be allowed.
The deduction for depreciation in respect of any depreciable property for
any taxable year shall be limited to such ratable amount as may reason-
ably be considered necessary to recover during the remaining useful life
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of the property the unrecovered cost or other basis. The burden of proof
will rest upon the taxpayer to sustain the deduction claimed Therefore,
taxpayers must furnish full and complete information with respect to the
cost or other basis of the assets i respect of which depreciation 1s
claimed, their age, condition and remaming useful life, the portion of
their cost or other basis which has been recovered through depreciation
allowances for prior taxable years, and such other information as the
Commissioner may require in substantiation of the deduction claimed

I have before me a pamphlet 1ssued by the United States Appraisal
Company which sums up briefly what T. D. 4422 will mean to us—
1. By reduction of rates of depreciation on depreciable property, thus
increasing earmings upon which additional taxes may be levied;
2 By requiring taxpayers to furnish documentary proof of “remamung
useful life” of depreciable assets and “reasonable” rates of depreciation to
be applied to origimal costs, thus shifting the burden of proof of reason-
ableness of rates to taxpayers,
3. By requiring taxpayers to segregate assets which have in the past
been completely depreciated
The instructions by the Internal Revenue Department indicate that
so far as the pamphlet shows, any method of depreciation that can he
substantiated will be accepted, but what they are apparently aiming at
are those plants that have been fully depreciated, reappraised, depre-
ciated on the appraisal basis, and then when that is all *“ depreciated,”
reappraised and “ depreciated” all over again.

CHAIRMAN REITELL: Thank you, Mr. Armstrong. Isthere
any more discussion on this point ?

JOSEPH C. PATRICK (Kellogg Switchboard & Supply Com-
pany, Chicago, Ill.) :  Is there anyone here who knows suggested rates
that Washington expects to establish?

CHAIRMAN REITELL: The gentleman asks if anyone here
knows the suggested rates Washington expects to establish?

WILLIAM MARSH (Pittsburgh) : Dr. Reitell tells me there are
a good many questions on this subject. I am somewhat surprised be-
cause I had the impression that the questions would mainly be on the
papers we have had.

I might explain a little bit about the situation. I thought it was com-
mon knowledge, but it does not seem to be. As I see Treasury Deci-
sion 4422, it does not shift the burden of reasonableness of deductions
for depreciation on the taxpayer. I think most taxpayers have hereto-
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fore assumed that responsibility, but the regulations do not so provide.
Now all they have done is in the regulations put the burden of proof on
the taxpayers.

Possibly 1t might be of a little interest to know how that came about.
I think it 15 known that when the new Revenue Act was being drafted
the Ways and Means Committee decided to put into the law a provision
whereby all depreciation deductions would be decreased twenty-five per
cent on the regular hasis that has heretofore been in existence. They
met with legal difficulties and could not do that. So the Secretary of
the Treasury agreed to do the very same thing adnunistratively. That
is the reason, as I see 1t, for T. D. 4422

I have been informed in Washington that this Treasury Decision
will result in abandoning the rates that have heretofore been fixed. If
you recall, five years ago the Bureau of Internal Revenue made an
extensive study of depreciation rates and published those rates. They
tell me now they will be discarded and they also say the trick is to re-
quire the taxpayers to show the remaining undepreciated book value
and the estimated life from the time they are taking and depreciate on
that basis.

CHAIRMAN REITELL: Valued at what time, and on what
hasis?

MR. MARSH:* On the cost basis, the basis to which they are
entitled.

CHAIRMAN REITELL: Is there any other discussion on this
point?

MR. TUCKER: I would like to ask Mr. Marsh if in his opinion
this requirement of presenting to the government an affirmative evi-
dence of the depreciation, of the reasonableness of the depreciation de-
duction, does not involve the preparation and maintenance of a well-
defined equipment and depreciation register.

MR. MARSH: Theansweris: Yes, if they enforce it. I have an
idea they will not be able to enforce it completely.

The first step they took, of course, you probably know. They cir-
culated to all taxpayers this questionnaire, requiring them to submit
schedules showing complete data for all depreciable assets classified.
T have heard that the U. S. Steel Corporation is now doing the job, and
that it is going to cost them a quarter of a million dollars to do it. I
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do not know whether that is true or not, but I doubt if that will go to
the extent that you in your own mind think it wall.

I do not think they will be able to go through and require the infor-
mation from all the taxpayers they are now asking. But if they do,
very probably everyone will have to have a plant ledger, because the
data now required can hardly be secured except from a plant ledger in
some form.

MR. TUCKER: Itismy understanding also that the effects of this
Decision 4422 will extend to all unsettled cases before the Department.

MR.MARSH: Yes, thatistrue. It 1s retroactive to all cases not
now settled. If your taxes are not settled as far back as 1924, it affects

all those years.

MR. TUCKER: Have we any right to assume the Department
will not enforce this Treasury Decision ?

MR. MARSH: No, I did not mean to imply they will not, but
it 15 a practical matter after all. I thinkitis, in a good many mstances,
impossible to supply the particular information which the detailed
schedules require. They are now asking for it. I think some compro-
mise will be reached whereby each individual taxpayer will be able to
supply information necessary to prove only one thing; that is, the rea-
sonableness of his depreciation deduction.

All they are trying to do is to decrease depreciation allowances. I
do not know whether you know it or not, but the depreciation deduction
of all corporations in the United States—I think it was for 1929—was
exactly equal to the taxable mncome. I think it was in the neighbor-
hood of $4,000,000,000, so if they deduct twenty-five per cent that
means $1,000,000,000 in deductions, and obviously a lot of tax. Hav-
ing 1 mind the purpose of it, I think you can readily see they will com-
promise with each individual taxpayer in order to get that result.

CHAIRMAN REITELL: We have to make a decision here.
We have not yet opened up the questions dealing with the papers, and
you see what time it is. It is now almost half past eleven. I propose,
if this suggestion meets with your approval, that we close the morning
session at 12:15 and then return at 2:00.

The alternative is that we keep on going until we are finished, and
then get luncheon when that time arrives, but Miss Shaw must know
at this time how you feel about it.

. . . I was decided to recess for lunch and return. . . .
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CHAIRMAN REITELL: I do not think Mr. Stevenson is in the
room, and I hope he is not because he may fire me after what I am
about to say. But after listening to Mr. Stevenson’s speech, I felt
very definitely that there is going to be needed a tremendous amount
of necessary machinery to operate the plan he has in mind, and several
questions coming from you fellows indicated that you were of the same
opinion as I.

One of the questions, which I think sets up the problem for discus-
sion is this—

Question.—"“Mr. Stevenson: Under your proposed plan of price-
fixing within the industry, where would the final authority for the es-
tablishment and operation of these prices rest, and would there be any
government supervision”

Another question of similar type asks, very bluntly—

Question—"“How are you going to control, Mr. Stevenson, this
whole price-fixing throughout all industry of all products?”

I am going to ask Dr. Edwards if he will not take a broadside at

these questions. Will you, Dr. Edwards?

DR. EDWARDS: I heard Mr. Stevenson answer a somewhat
similar question when he spoke in Washington before the Washington
Chapter.

As I understand his answer—and, of course, there is danger that I
may have misundersiood it—it was that he would set up a series of
government commissions, somewhat like the Interstate Commerce
Commission, that he would rely upon these commissions to prevent
abuses of the price-fixing power, and that except where abuses ap-
peared prices would be fixed by the code authorities of the industries
concerned.

The question was asked at this Washington meeting whether he
did not think that would take a considerable personnel. It was pointed
out that the Interstate Commerce Commission has a very large num-
ber of employes. I do not know what it is, but I have the figure 1,700
inmy mind. If I remember his answer correctly, it was his belief that
a total personnel of perhaps 1,000 people could do the job, and that it
would be very much worth having this personnel for the sake of the
ends to be achieved.

My own acquaintance with the problems involved comes almost
wholly from working with the Consumers’ Advisory Board in attempt-
ing to exercise our obligation of following prices under the codes to
see that they are fair to the consumer.
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We run at once against the fact of very inadequate information. In
the first place, there is no adequate price mformation, except as it 1s
now being created in industries which have open-price systems. The
other price information available 1s spotty. Where you have prices
from several different points in the distributive process they are not
necessarily comparable. The products selected are not the same, or
one price will ignore terms of sale and another will be reduced to a
net basis, etc. So there is a very large job of knowing what prices are,
of which we have just begun to scratch the surface. This 1s obviously
involved, it seems to me, in any regulation.

Second, we have run across the fact that where you have price con-
trol you almost inevitably have to have standardization, standard label-
ing and quality control. There 1s one illustration with which Dr. Reitell
is familiar. He and I were discussing, some time ago, a small m-
dustry which introduced an open-price system in an effort to avoid price
discrimination. The number of filed brands in that industry since the
first filing has gone up something like 400 per cent, so that we infer
that every time anybody wants to cut a price and discriminate toward
some customer, he files a new brand.

I think an illustration like that makes it rather obvious that you can
not regulate a price until you know what you are pricing, and that you
can not know the article until you have established grades and labels
which will identify the product sufficiently to indicate whether the
price is being observed or not. The work of the Bureau of Stand-
ards, the American Society for Testing Materials, and the American
Standards Association will illustrate for those of you who are familiar
with it, the problem involved 1n getting standard grades and labels.

Again, it is almost impossible to have price control without having a
fairly close control over the channels of distribution of an industry, the
various forms of discount which prevail, the arrangements which in
the language of recent months have come to be known as the mer-
chandising plans. You set a price. but if you get all sorts of peculiar
cash discounts or if you find the trade discounts are varying in amount
from one concern to another. with no appreciable relation to the quan-
tity or the customer class in which the buyer belongs, the price becomes
an illusory quotation.

Those of vou who are familiar with the steel code will remember the
elaborate quality and quantity extras and basing point systems as
means of handling freight. which were evolved in an effort to assure
the maintenance of a price structure in which a man does not cut at
some point to some customer.



OPEN FORUM DISCUSSION 195

There has to be a geographical price structure. There has to be de-
ternunation of what you are going to do about freight rates, shipping
costs, etc.

Supposmg you have all that, then all you have 1s the price. You
must go on, 1f you are to follow Mr. Stevenson's plan, to the question
of cost, to determune, by settling the 1ssues which have been raised by
the various speakers here and working out the cost system necessary
for your settlement, whether the prices as established are in proper
relation to the costs as determined. This will involve, I take 1t, super-
vision of the cost systems of particular industries and particular en-
terprises.

I suspect that 1t will require some power of access to the books of
particular enterprises. There is a recent case under one of the codes,
not yet determined, 1n which Standard Brands, Inc., is accused of hav-
ing violated the code by selling its coffee unduly below cost. Now
that requires a determination of what Standard Brands' costs were,
what Standard Brands’ cost accounting system was, whether that sys-
tem corresponded to the general principle set up in the code. It in-
volved the fact that Standard Brands distributes by a somewhat dif-
ferent marketing system from most other producers mn the industry.
When you have gotten the facts, you can then make your determina-
tion as to whether Standard Brands sold helow cost.

I take it there will he no lack of occupation for accountants, if we
are to see any very large use of this principle. I have not the slightest
idea what the personnel required will be, but I suspect that there will
need to he whole new informative services of which we have just the
beginning.

I suspect, too, that the problem of regulation will be serious, that if
private agencies are to fix prices and determine costs there will have
to be somebody checking their actions. This is because any large scale
scheme will inevitably be perverted here and there by human greed or
human misunderstanding. We have had cases, particularly in codes
which have been administered in regional divisions, in which it has
been quite obvious that the customers of the industry or members of
the industry or code authority officials or even government compliance
officials have not accurately understood the meaning and intent of the
code.

There have also been repeated charges that cost figures have been
padded. Now regardless of the truth of such charges, I think 1t is
obvious that any such system of control can not work unless the public
at large is fairly well convinced that on the whole it is not developing
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into a racket. And that requires sufficient regulatory supervision to
make it difficult for a man to run wild in reporting costs or in jug-
gling the manner in which they are summarized.

This may take the form of government intervention in the process.
It may take the form of customer intervention. I do not pretend to
predict all the various forms it can take, but I want to suggest that you
watch carefully one experiment that seems to be interesting.

The newsprint people want price-fixing for newsprint. They have
introduced a code in which a special price committee is set up to fix the
price, and on that committee they have an equal number of representa-
tives of newsprint manufacturers and newsprint buyers. An equal
number! If you are willing to go that far for industrial self-regula-
tion, regarding the buyer as a part of the industry who should partici-
pate in the decisions, then it may be you can hold government regula-
tion down to a minimum. If the buyer is not to be found or is not
informed, or if he is not to be given a voice in the price-making and
cost-determining processes, then I suspect you will have to accept more
government regulation as a substitute.

It seems to me a very considerable job. Personally, I find it of
appalling proportions. So even if I were thoroughly in sympathy with
the principle I would question seriously the administrative practicabil-
ity of trying to do it on a nation-wide, industry-wide scale.

CHAIRMAN REITELL: Another question similar to the one Dr.
Edwards just discussed.

Question—“Mr. Stevenson, is not your philosophy that of a So-
cialist, with the exception that the code authority or some such group
will assume industrial control instead of the state? Under your plan,
just who would control ?”

I am sorry Mr. Stevenson is not here today to answer these ques-
tions. He is tied up in trade association work and simply could not
be here, but I have talked the thing over with Mr. Stevenson quite at
length, and I know he is not in any sense of the word trying to put over
a socialistic program.

As a matter of fact, it is just the opposite and reverse of that. I
know that down in his heart, he sincerely feels that either you will
take some form of price and allotment control or you will get some
type of socialization that smacks of socialism.

I agree with Dr. Edwards. My experience in Washington has been
just as Dr. Edwards has told us. It builds and builds and builds up
the personnel without limits and with all the political patronage that



OPEN FORUM DISCUSSION 197

goes with it, Yes, and with all the inefficiency that political patronage
entails. There is a big tax bill involved.

I am sure we have tume before lunch for one more question that
points to Mr. Stevenson’s paper.

Question.—* Mr. Stevenson suggests that industry be allowed to fix
prices based upon the average industry cost. How does this reflect the
public interest? This gives a low-cost producer a higher price than
he would obtain under the competitive condition. Is it not reasonable
to assume that if the government permits price-fixing it will require
government regulation of business under some commussion determin-
ing fair values of productive assets, and also the recapture of excess
profit of low-price producers earning more than a fair return due to
fixing of prices?”

I think really that breaks down into two questions. As regards the
first, the A. A. A. had a very interesting experience along the lines of
this question dealing with costs and selling prices of rice millers.
After a study of the costs of many rice millers, you found a very large
range of cost figures. You had the lowest costs far below those at the
margin. Where was the A. A. A. going to set the price? Where
would you set it ?

If you used the low-price fellow, you would immediately form a
monopoly for him because he could shut out the other fellows. If you
took, as Mr. Stevenson suggests, the average, you would shove out—
counting noses now, i.e. the number of enterprises—seventy-five per
cent of the number, but not on volume. So that would not work
so well.

We hit upon a plan, and it at least worked for one year. We set
the selling price so that the spread would bag seventy-five per cent of
the enterprises. If, through studying their costs, the high-costed
twenty-five per cent could remedy their situation, fine—if not, then we
are just “out.”

I know of two plants who were unable to meet the spread the A. A. A,
established, but who came within the spread after their association
pointed out where their high cost and bad operations were keeping them
out of the field of competition.

Now as to the second part of this question, I think Dr. Edwards has
given you Mr. Stevenson’s point of view on that matter.

Are there not dthers in the audience who have a point of view on this
matter of the machinery for operating a plan such as Mr. Stevenson
suggests, or some other plan of a similar nature which calls for careful
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regulatory influences, not only at Washington but I imagme through
the state governments?

C. OLIVER WELLINGTON (Partner, Scovell, [ ellington &
Company, New York, N. ¥.): I have made enough notes during the
session so that I could talk for twenty munutes or a half hour. I an-
nounce right now I am not going to, but there have been so many of
what I believe are economuc fallacies connected with many of these
schemes that perhaps I can sum up my position best by saying that it
seems to me that Dr. Haake’s talk brought out very, very clearly what
I believe are the practical aspects of the situation as contrasted with
many of the so-called economic theories.

Take, for example, this one matter of the Treasury Decision that
was mentioned this morning. Here we have a suggestion by Dr. Ed-
wards in his illustration of the $1,000,000 plant that was supposed to
last twenty years, and then was reduced to ten years, and finally, through
obsolescence, comes down to five years. On the one hand, one of the
members of the Consumers’ Advisory Board is talking about heavy
obsolescence on the part of the equipment, which obviously means that
during these early years of the operation of that enterprise you must
charge off very heavy depreciation; and on the other hand we have the
Treasury Department, which is frankly planning to take nullions of
dollars out of the pockets of the taxpayers by reducing the allowance
for depreciation.

It seems to me that 1s very clear. Industry is being attacked from
one side to take 1its capital away by asking it to charge off and assume
its burden of what are called bad guesses or obsolescence ; on the other
side, an attempt by industry to charge in the costs and deduct on the
income tax return whatever amount would he reasonable to preserve
the capital invested is being attacked by the Treasury Department by re-
fusal to allow even the comparatively low average rates that have heen
promulgated in the past. It seems to me it is that kind of thing that
industry in this country 1s up against today, and I see no hope at all,
except to go down to Washington and fight and keep on fighting.

In this connection, one of the important things in my opinion—at
least one which I wanted to mention today—is the fact that tomorrow
in Washington there is to be a hearing in connection with a revised
code of one very important industry, the paper and pulp industry.
That industry is the first one I believe of any important size to go down
to N. R. A. to request a revision of its code, and it is anticipated that
they will be faced with a plan whereby if they expect to get the revi-
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stons which they believe are proper and necessary m their present code,
which was approved last November by the President, they must at the
same time swallow all of the provisions suggested by the so-called
Economic and Planning Section in Memorandum 228, with which I be-
lieve most of you are familiar  So they will undoubtedly—at least
we have heen so advised—Dhe faced with a request to take out of their
present code all of the teeth. You remember Dr. Haake very def-
initely pointed out the necessity of having some teeth in these codes if
you ever expect them to give any sensible business results; that is, to
have some control over the price competition.

This industry, recogmzing that situation, has sent out notices to a
number of other large industries, suggesting cooperation at this hear-
mg. I am mentioning it here today m case some of you have not
heard of it and in case any of you find it possible for you or your asso-
clates to he m Washington tomorrow, to attend that hearing and def-
itely put industry on record as opposed to the removal of what few
teeth there are in the present codes, and the possibilities for mdustry
of really getting a part of what was pronused to it by the President
when the National Industrial Recovery Act was being considered and
was passed.

You remenber that industry, by allowing the regulation of labor,
paying higher wages and reducing hours, was promused that it would
be given the opportunity to save some of the very bad competition by
the ten per cent fringe who would not play ball. It seems to me that
that promise is now proposed to be entirely broken, as many other
promises have been hroken, by the present administration, and that
the only way that industry can expect to get or keep anything it now
has is to go down and fight.

CHAIRMAN REITELL: Ithink we can get through a few small
questions here. Dr. Edwards has promised to stay with us the early
part of the afternoon and all questions having to do with codes or fed-
eral work will be hrought up the first thing after luncheon. We can
cover two or three short ones here:

Question.— Do the codes which prescribe uniform cost systems
permit the inclusion of interest, cash discounts, and quantity discounts
on sales items of cost?”’

I helieve you will find that interest on investment is out, with the
possible exception of one or two codes. The Lumber Code has it in,
does it not, Doctor ?

DR. EDWARDS: 1 believe so.
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CHAIRMAN REITELL: Asregards cash discounts and quantity
discounts, I read an opinion which rules them out. So from the in-
formation I have, charging interest as cost or cash discounts as cost,
quantity discounts on sales items as costs, as far as the codes are con-
cerned, are all out. Does anyone else have more enlightenment on that
point?

MR.TUCKER: Dr. Reitell, as regards interest on investment, do
they make any distinction between interest on investment and interest
on working capital, as to whether that should be included ?

CHAIRMAN REITELL: I do not know. Do you, Dr. Ed-
wards?

DR. EDWARDS: I think you will find some codes which have
interest actually paid out included in its costs.

CHAIRMAN REITELL: You mean on borrowed capital?
MR. TUCKER: No, just working capital.
DR. EDWARDS: I do not know of any such thing.

MR. TUCKER: What is your conception of interest on funded
indebtedness ?

DR. EDWARDS: That depends upon your code. Your code
which provides against selling below cost usually provides for the in-
troduction of a cost formula and cost accounting system. If the cost
formula and the cost system as finally approved contain an interest
charge, then, of course, it is in the code from that time on. The in-
dustry brings in its formula and system at a later time, having in the
code only the statement, “ Sales below cost are forbidden as cost is to
be defined by this formula.” Then the system comes in for later
approval.

There is a wide variety in what gets approved.

MR. TUCKER: I raise the question as to whether it is proper to
include interest on funded indebtedness.

CHAIRMAN REITELL: I think we have heard that argued be-
fore.

Here is one on standard costs:

Question—"“In establishing uniform accounting systems for trade
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associations, will not standard costs suffer a serious sethack? The fact
that probably eighty-five per cent of the industries at least know little
or nothing of standard costs means an actual cost must be used to gain
uniformity.”

If I understand the question rightly, this gentleman fears that because
a large percentage of the industries in any group know little about or
do not have standard costs, they, the slow-pacers, will set the stride and
that standard costs therefore will be shelved.

I used to share that opinion a while ago, but I am getting cheered up.
It is the first time the standard cost fellows, who have gone ahead in
progressive ways, have had the opportunity to meet and talk to the back-
ward fellows and get them educated. So although there might be a
temporary holdup, I see no real slighting of standard costs by industry.

I do not know of any industry group that has established standard
costs as a uniform cost system for their use under the code. Do you
know of any, Dr. Edwards?

DR. McLEOD: There are none.

CHAIRMAN REITELL: Isthere any further discussion on that
point?

Z. L. AUGUSTINE (Cost Accountant, Taylor Instrument Com-
pany, Rochesier, N. ¥V.): It has been stated that eighty-five per cent
of the business men do not know anything about standard costs. I
would like to know how many know their actual costs !

CHAIRMAN REITELL: Here is another one.

Question.—“In my company the president has been in Washington
seventy-five per cent of his time during the last year on code work.
As a result, his internal problems of the company are not receiving
proper consideration. How can an accounting system help in having
this condition corrected ?”

Dr. McLeod, will you answer that?

DR. McLEOD: Accounting for the time of presidents has never
been one of our simplest problems. I am inclined to the opinion that at
least some of that seventy-five per cent of your presidents’ time is more
profitably spent in Washington. From what I have observed I think
that the N. R. A, if it has accomplished nothing else, has served as a
splendid training school in some of the fundamentals of business
practice.
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T. B. DUNN (Auditor, Kansas City Structural Steel Company,
Kansas City, Mo.): Just another question, another thought in con-
nection with that seventy-five per cent of tume spent m Washington.
The codes of the N. R. A. do not provide any means of covering that
in an 1tem of cost. There 1s a special item of cost.

CHAIRMAN REITELL: Dr. Sanders has a question on that
very pomnt, but we can not consider 1t now. I will read it, however, but
I think we had better start the discussion after lunch. He asks—

Question.—“How far has N. R. A. actually affected the nature and
quantity of work required of the accounting department?”’

But not only the accounting department. I think Dr. Sanders will
extend it to read, “ What has been the penalty that N. R. A. has placed
upon industry costs all along the line?”

Here is one for our able economist from Washington.

Question.—“Would you say foreign exchange has a material effect
on our economic structure? What encouragement is there for an ex-
porter under the present set-up ?”

DR. EDWARDS: T think the best way to answer the second half,
on the encouragement for an exporter, is just not to answer it.

The importance of foreign exchange depends on the volume of
export and import trade you have. Hence to the Utiited States it is a
much less significant aspect of depression and recovery than it is for
the British Isles.

You have here as a matter of policy somewhat the issue which we
have been facing in another form in the discussion of price-fixing under
codes. It may be highly desirable not to try to regulate foreign ex-
change, for the sake of letting it fluctuate rather than letting an effort
to peg exchanges interfere with the volume of export trade. Various
countries at various times during the depression seem to have come to
that conclusion. It is fairly obvious at least that an effort to peg ex-
changes in one country without reference to how the other countries
are deciding may be merely to sacrifice one’s trade for the benefit of
some other country.

The pegging of exchanges I am inclined to think—and here I am
sticking my neck very far out because I am certainly not an expert on
foreign trade—must be an international decision if it is to have any
virtue at all.

It may be that there is merit in being able to forecast the conditions
of sale in foreign countries or purchase from foreign countries some-
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time m advance by removing the speculative element of exchange
fluctuations. It may De that that is important enough that it is worth
while to undertake it by international action. That is an exceedingly
general answer, but I do not have many useful ideas on the subject.

CHAIRMAN REITELL: Thank you. Here is a short one I
think we can answer before lunch.

Question.—" Several references have been made to methods of allo-
cating substantial operating costs on the basis of dollars-of-sales value.
How can such apparent cost accounting heresy be justified ?”

T think that question should go from whence it came, Boston. I am
going to ask Dr. Sanders if he will not take a crack at that. Personally
1 think it is “phoney’” accounting.

T. H. SANDERS (Professor, Harvard Graduate School of Busi-
ness Administration, Boston, Mass.) : 1 will read the question again:
“ Several references have been made to methods of allocating substan-
tial operating costs on the basis of dollars-of-sales value. How can
such apparent cost accounting heresy be justified ?”

[ am thankful for the word “apparent.” I personally do not call it
heresy. In cases of joint costs, which is the place where this sort of
thing arises, I think it is a perfectly justifiable thing and not a heresy.

When a producer buys raw materials, out of which he intends to get
several products, he certainly has in mind those products which he is
going to get when he pays the price, and therefore I think he is justified
in allocating that price to those products on the basis of the value which
he expects to get out of them when he pays the price.

CHAIRMAN REITELL: Wait! That is operating cost, not
material.

DR. SANDERS: You keep making this harder. The question
ahout allocation of costs still implies that they are joint costs, that they
are costs applied jointly to the products which are being made. I think
the same line of reasoning still applies.

CHAIRMAN REITELL: A very interesting point on that is the
matter of making coke from soft coal. Take your coke costs. What
percentage of your material costs should go to the coke, and what per-
centage to the by-products, which far exceed, of course, in volume of
revenue that which is received from coke? If one of.those by-products
happens to be a gas which you are going to sell to municipalities, the
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first thing you know you are headed into public utilities regulation with
this problem.

MR. TUCKER: Dr. Reitell, in certain branches of the chain store
industry the idea seems to be held that costs of handling individual items
through the retail stores should be allocated on the basis of dollars-of-
sales value.

I have in mind rather a striking illustration which it seems to me
indicates the fallacy of that sort of thing. Under this theory a fifty-
cent can of tea would carry five times the cost of handling through the
store as a ten-cent bottle of milk. It does not seem to me that it takes
very acute accounting to determine that the facts in the case might be
just the opposite, that instead of a dry fifty-cent can of tea, which re-
quires no refrigeration to handle, costing more to handle it costs less
than a ten~cent bottle of milk.

By giving this illustration, it might appear to some here who know
me and my connection that I have an ax to grind, but it seems to me it
is an apt illustration to show the fallacy of allocating items of operating
costs on the basis of dollars-of-sales value.

We had reference to this same sort of thing in-connection with the
exposition that was given us on the accounting plan for the Laundry-
owners’ Association.

CHAIRMAN REITELL: Thank you very much.

Gentlemen, I do not believe we should tackle another question at this
time. There are a few here that we might answer in a certain period,
but I do not want to chance it.

Dr. Edwards has promised to be back with us at two o’clock. The
questions which we are going to take up first this afternoon have to do
with our sessions’ papers which discussed codes and the federal situa-
tions. At two o’clock sharp we shall start with those questions. Dr.
Edwards will be with us.

. . . The meeting recessed at twelve-ten o’clock. . . .
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CHAIRMAN REITELL: Gentlemen, I am going to arrange our
program this afternoon so that we will be through not one minute
later than 4:30. Within three-quarters of an hour we can cover the
questions that are directly concerned with the codes and their opera-
tion and after that we can cover the miscellaneous questions which are
more definitely related to our specific field of costs.

Dr. Edwards, I have a special question that has come in:

Question.—"‘Do you advocate that costs should be based upon what
the traffic will bear ?”

DR. EDWARDS: That is one of these “yes and no” questions.
In so far as the element of costs are new outlays, in so far, in other
words—to take the clearest example—as you are hiring new labor or
buying new materials for particular jobs, it seems to me perfectly
sound under any theory of accounting to ask these jobs to bring
back their expenses.

My talk this morning was directed to items of cost which are tied up
with a whole series of situations, a whole series of products or of suc-
cessive increments of a product. In these cases, I should like to see
approximated as nearly as possible a treatment which would write off
these costs quickly and keep the equipment in use. I recognize diffi-
culty in such a program, and where it is not possible I should like to see
these costs written off at the times and on the products most consistent
with maintaining the volume of sales.

This is similar to the principle of charging what the traffic will bear,
but it is also very different. The principle of charging what the traffic
will bear is often stretched to mean using the price principle of a long- .
sighted monopoly, restricting the output for the sake of getting higher
unit returns and larger total profits upon a smaller volume. If I am
convinced of anything in the field of economics, it is that modern tech-
nology stands or falls and modern business organization stands or
falls by its ability to get volume operations, to make adequate use of
tremendous technological resources. So I would like to divorce my
statement clearly from that particular meaning of what the traffic will
bear. Every possible twist of a cost accounting system to avoid the
necessity for a limitation of the output—that is what I am driving at.

207



208 SESSION VI

CHAIRMAN REITELL: Here we have another question.

Question.—* Assuming that the object of the N R. A. is to build up
not only an immediate greater purchasing power among the masses
but also to keep up a consistent closer coordination between consuming
power and the values produced by industry, how does mndustry, as um-
pired by government, expect to assure such an economic balance with-
out providing maximum prices for commodities in addition to fixing
minimum wages ?"’

There is another question closely related to the above. I think we
can cover them together.

Question—“We cost accountants have consistently argued for
budgetary control in individual units of industry. Is a planned ccon-
omy for an entire industry anything other than an enlargement of the
field of budgetary control by means of which we expect to balance pro-
duction and consumption more effectively ?  Is national planning to he
condemned merely because it is budgetary control on a larger scale
backed by a larger vision of social service and economic security for
all factors involved ?”

DR. EDWARDS: I, personally, hope that national planning, if
and in so far as we get it, will be much more than budgetary control.
It seems to me one needs to make a sharp distinction hetween the pur-
pose of a particular business enterprise and the objective of an eco-
nomic system The business lives by money and must make money
if it is to live. But I think no one would argue that an economic so-
ciety as a whole lives by money and must get money if it is to live. If
that were true, then the most extreme inflationary theories of how to
get to prosperity would be open to no criticism whatever.

A business in trying to get money is trying to establish its right to
live competitively as against the rest of the business system. I get
money, which means you do not get it. And that establishes a kind
of rating as between you and me. But an economic system must he
judged by what it contributes to the life of the people, by the physical
flow of commodities and services, not by a monetary standard.

Now it so happens that a monetary standard is sometimes a good
measure and sometimes a bad measure of whether an economic system
is soundly contributing to the aim which it should have. For example,
the most generally approved purpose of the N. R. A. has heen to pre-
vent sweatshop competition in exploiting labor. In such competition
you may get more and more monetary efficiency, plant by plant, if you
can only be successful in driving the wages of labor down, yet we have
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come to accept today the idea that from the pomnt of view of national
economy the more successful you are along that line the worse off the
country is.

This is only one of many possible illustrations of the fact that a na-
tional economy must have objectives much broader than those of a
balanced budget It may conceivably deliberately unbalance its budget,
as we did during the war, for the sake of an objective which is consid-
ered so great, so important, that sacrifices of financial security, financial
ease (and in some cases countries have interpreted it even to mean sacri-
fices of financial solvency) are worth while for the sake of the end in
view.

I am glad to have a chance to answer the second question, the one that
was read first, because I have had a feeling that what I have said here
today has been quite negative intone. I have said two things. Idonot
particularly like price-fixing, and I do not stand for the old-fashioned
kind of frec competition.

Of course, nobody in answering a question can outline a program of
industry control to h1s own satisfaction, much less to the satisfaction of
his audience, hut one or two illustrations may serve to indicate that my
dislike of price-fixing does not mean that I think there is nothing to be
done.

In the first place, 1t seems to me we have just begun to touch the possi-
Dbilities of inventory control. It has been recognized for some time that
one of the easiest roads by which an industry approaches trouble is for a
series of husiness men, operating separately and without knowledge of
what the others are doing, to pile up speculative inventories and then
find themselves overloaded. That is not only bad business; 1t is bad
social accounting. It is bad use of resources from the consumer’s point
of view.

This morning I was trying to say that if you have made this mistake,
then you would better use the inventory for whatever it can be used for,
but I would like to add there is no reason why you need make the mis-
take nearly as often as has been done.

Statistics as to the size of inventories need a great deal of develop-
ment. There are also one or two codes, to which I look with great
interest as experiments, in which it is provided that a member of the
inclustry shall regard such-and-such a percentage of his past sales over
such-and-such a period as his maximum inventory, and that when his
inventory exceeds that figure he must within so many months get helow
it again.

Such a provision seems to me to have merits of flexibility, such as
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some of the other proposals for stabilization do not have. A man is
free to expand his share of the market if he is in a growing business.
He is free, 1f he is in a hopelessly inefficient and obsolescent business, to
get gradually driven out of the market. He is asked merely to recog-
nize what the trend of his sales is and to accommodate his production to
thattrend. He is free, if it is a situation in which price reduction is de-
sirable, to lower his prices and get more sales in the process if he can.
He is free, conversely, to raise his prices. But he must not pile up fu-
ture disaster by accumulating inventories in excess of some determined
amount.

These are experiments. They may have weaknesses which are not
apparent on the surface, but I should like to see more experimentation
along this line.

Second, it seems to me that a great deal can be done in the interest of
consumers, of business, and of the public at large, by the grading and
standardization of products.

‘We have one industry, for example, the cleaning and dycing industry,
in which notoriously much of the trouble 1s the fact that the consumer
can not very well tell just what he has gotten when he has bought a job
of cleaning. There are certain plants in which the clothes are stuffed
into the cleaning machine as tight as they will go, whirled around a few
times, no matter how dirty the fluid is, and hauled out. Then they arc
passed to the spotter. The spotter is a man with a pail of water and a
brush. He dips the brush in the pail and gives a couple of rubs to the
spot. The suit is then pressed, and that is a cleaning job.

There are other establishments in which the cleaning fluid is flowing
continuously out of the cleaning vat through purifiers and strainers.
The clothes are kept in the vat until the fluid coming out is absolutely
clear. The clothes are segregated according to type of fabric and each
batch is treated separately. The spotter is practically a chemist. He
uses a whole series of bottles, and after analyzing the spot applies the
particular chemical that is appropriate.

Both of these processes are called cleaning. One may be worth nine-
teen cents or less and the other may be worth a dollar.

It seems to me that it is much simpler and wiser to get a notion of
what sort of plant people have and to prevent those people who are obvi-
ously not equipped to give a quality cleaning job from describing their
job in the same way as the people who are, much simpler to do this than
to try to discover whether those who go in the door of the cleaning
establishment are actually charged seventy-five cents or get a discount.

A great deal of what industry has called chiseling has been the ex-
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plortation of the ignorance of the consumer as to just what he is getting
for his money. A great deal of it could not have gone on had there
heen facilities for informing the consumer about what he is getting.
And it is noticeable that at this point, unlike some others, the interests
of the consumer are entirely in accord with the interests of business men
who are doing a uality job.

There are well established {facilities, both industry controlled and gov-
crnment controlled, for the working out of the commodity standards,
and, where standardization is not possible or desirable, for the working
out of informative labeling. A good deal more of such work could be
done than has heen done.

These are only 1llustrations. I might generalize by saying that aside
from price-control there are many tools of sound management, sound
production, sound forecasting, sound statistical knowledge and account-
ing knowledge of what others are doing. There is every chance, 1f we
turn our attention to it, that we can improve the business structure in
ways which will serve not only business men but consumers, labor and
the general public.

CHATRMAN REITELL: Herearetwo definutions asked for, that
are of the same nature:

Question.—" Under the new open-price policy recently announced by
the N. R. A. the price may be reported only through the facilities of an
impartial agency. What is to be construed as an impartial agency for
this purpose?”

Question.—“With reference to price filing, what is meant by a
confidential, disinterested agency? Have you a definition of such an
agency?”’

DR.EDWARDS: Rather than attempt a formal definition, I would
like to give you the thought which, as I understand it, underlies that
particular phrase.

Prices come in. They give in considerable detail the terms and the
price structure of particular members of an industry. Now at best if
those prices are filed with the code authority, the members of the code
authority have access to such facts as they contain some days in advance
of others in the industry.

It may be that in certain industries, widely spread and with fairly
small plants, it is impracticable, either to circulate the prices to all the
members of the industry because of the bulk of the job, or for the mem-
bers of the industry to get, by inspection at the central office, informa-
tion which they need ; whereas it may be that certain larger units can



212 SESSION VI

and will do just that. In other words, there are possibilities of differen-
tials in time and differentials in information.

You may also have heard before, if you have followed the price hear-
ing and complaint work which N' R. A. has conducted, of the use of the
waiting period as a period of persuasion, in which a man who has filed
an uncomfortably low price may find he is under a certain amount of
pressure to change his mind.

The thought, as T understand it, behind this new version of the open-
price system is that it should be just what it pretends to he—an agency
for the free and equal distribution of prices to all concerned, and that if
you are to have any powers of price-control they ought to be mserted
specifically as such, so that one knows just what they are and has them
limited as it may be wise to limit them.

For that purpose it is desirable that all members of an industry be
treated alike, that there be no particular advantage of prior information
or of any other sort 1n being on a code authority, and that if an industry
is to press its members to maintain a certain price, it do so by powers
specifically granted and not by using in a roundabout way powers which
were ostensibly granted for some other purpose.

Taking all those considerations, it seems best that the prices should be
filed with some one who has no direct financial interest in knowing what
prices are and knowing it before others in the industry.

I am not suggesting that this prior knowledge has been subject to
widespread abuse. There have been complaints of abuse, a few. DBut
it is desirable in any such a situation as this that there shall not he the
possibilities or the belief that abuse may be there, even if the integrity of
the men concerned is great enough to prevent the beliel from having any
fact behind it. '

The nature of the outside agency is deliberately left open because
there is no desire for the government to interfere more than the mini-
mum required to set up the practice on sound lines.

The outside agency would be expected not to have a personal interest
in these prices and not to reveal them to any part of the industry, except
at the same time as to all the others.

H.F. GOLL (Cost Accountant, Prest-O-Lite Storage Battery Com-
pany, Indianapolis, Ind.) : 'Who pays the impartial agencies ?

DR. EDWARDS: Presumably the code authority.

CHAIRMAN REITELL: Which in turn is distributed among all
members of the industry in question.
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I promise that this 1s the last question I am going to ask you, Dr.
Edwards. I do not know, however, whether I can keep the rest from
asking you questions. You have been very kind to us but I think this
needs an answer from you before we say “good bye.”

Question,—" Cannot price be fixed in the meat industry if prior to
the purchase of live stock and the packing of meat the demand for meat
De determined through research and the quantity of live stock needed be
coordinated therewith? In other words, in a plant economy along in-
dustrial lines, would not the entire gamut of costs from live-stock rais-
ing to delivery of meat to the consumer nearly approximate a sound
basis for price-setting? Are not these matters more readily deter-
minable in a planned economy as proposed by Mr. Stevenson than they
are now under uncontrolled competition ?”’

DR. EDWARDS - That is no small order. In the first place, I
would suggest that the question he referred, after I say what little I have
to say about it, to the speaker who was an expert in the meat industry, to
whom I imagine it was addressed.

CHAIRMAN REITELL: Mr. Greer is not here.

DR.EDWARDS: Tsuppose when one uses the term planned econ-
omy, he is likely to think sooner or later of the Russian experiment in
that direction. Tt is true they fix prices and fix costs and fix all sorts of
things. And I suppose it is certainly true that the more you get fixed,
the more readily you can make the calculations in terms of which you
want to fix the rest.  But in an experiment which I regard as very much
more regulatory than anything which I imagine Mr. Stevenson had
his mind, they did not succeed in fixing things so they all nicely dove-
tailed and there was nothing to carry and nothing left over.

They determined how much they wanted to produce. Then they set
prices and wages. They kept their prices low. They tried to set their
wages high. They ran up against shortages of goods. People had
motiey to spend but there was nothing to buy.

In part, the result was a change in the habits of the Russian people.
They spent their money where they could always squeeze in one more
person. They went to the show because at least there was more stand-
ing room. Or they traveled. Observers returning from Russia said
Russia had become a nation of travelers. I should imagine it was partly
because the pay envelop was not empty, the workers had some vacations,
and one more person could always get on the roof of a train.
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Further than that, the government could not make the rec.eipts of in-
dustry balance with the income of industry, and at t_he same time accom-
plish the other objectives which the Russians had in mind. As n.carly
as I understand it, here is what they did ~ Each state trust was assigned
a certain production quota and a certain budget. At the end of the year
if the trust was in deficit the state transferred to it a part ol the profits
which had been made in other state trusts. But the whole system gen-
erally showed a deficit. To meet this shortage the state transierred
new government credit to the books of the consolidated state trust sys-
tem to an amount sufficient to start the new year with the books hal-
anced again.

This was a peculiar system of controlled inflation. Tf you are going
to have inflation, I think there may be something to say for doing il vn
this basis rather than by more haphazard guessing. As a result of this
inflationary process and of the high wages, people got more moncy,
a development which in other countries might have produced higher
prices. Prices did not increase ; instead incomes piled up. The index
of inflation became, not the height ol prices, but the length of the queues
in front of the state stores, standing in line to get the limited supply of
goods which were available for distribution. In other words, cven so
complete a system of state planning in an economic system relatively so
simple as the Russians’ did not produce a completely coordinated, hal-
anced, easily operated result.

The thing which I feel you can do, and about the most which we prob-
ably dare to think of, is to determine that if you are going to have trouble
you will take it in a certain direction. That was what I was driving at
this morning. I should say, if you are going to have trouble, it is proh-
ably sounder to take it in the form of price change than in the form of
employment change or reduction in the output of commoditics. We
live by bread rather than by money if we have to make a choice.

CHAIRMAN REITELL: Dr. Edwards, I want to thank you, on
behalf of the National Association of Cost Accountants [or your time
and the generous consideration you have given us in the last three days.
‘We appreciate it very deeply.

DR. EDWARDS: May I say that I have enjoyed this convention
a great deal. I have greatly appreciated the courtesy and hospitality
which T have everywhere met. Your kindness in padding the brickbats
which have been thrown today is very great, and I am completely
delighted with the experience.
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CHAIRMAN REITELL: Belore taking up the next question, I
have a little surprise in store for you. It is this: I talked with several
of our National Directors at lunch today. I felt that we ought to have
someone strike the keynote of this convention, particularly in the light
of the interest shown in the field of the codes. As I looked over the
luncheon group, the National Board, I noticed one man who has been 1n
this code business over the last year with all of his heart and soul. I
know he has given a considerable amount of his time and thought to
code problems and I did not give him a chance to outline his story this
morning.

Tam particularly anxious that he give us, if he will, a sort of summary
of what in his opinion is the next step for us as cost accountants in facing
this all-important problem of codes and prices.

I would like to have Mr. Oliver Wellington come up. I am very
sure he can give us an excellent picture of the situation from the cost
man’s point of view.

MR.OLIVER WELLINGTON: I did not expect to say anything
[urther, and as long as the time was so short this morning, I did not
cover some of the matters I had very much in mind, but I did want to
point out particularly this paper industry hearing which I mentioned.
I possibly gave you the impression that 1 was very pessimistic about the
whole situation when I spoke of the necessity for industry in keeping
what it has, to go down to Washington and fight.

I have not changed my opinion particularly on that, and yet I do want
to say there is much in what has happened in the last year that I think
can be made of great benefit not only to management and industry but
to the country as a whole.

I think that the criticisms—and of course we have heard many at these
various sessions—of things that have been done or left undone in con-
nection with the National Industrial Recovery Act have been aimed at
specific matters and not so much at the general philosophy which is back
of the Act. _

I still feel, in spite of things that have happened and in spite of others
that may well happen, with which we do not have much sympathy, that
there is a great possibility for good.

Dr. McLeod mentioned this morning that one of the good things that
had happened as a result of the N. I. R. A. and the codes has been the
great education to many executives in many businesses, and while
they have to devote what seems an unreasonable amount of time
to the handling of codes and various controversial matters, I do think
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The other twenty-seven concerns, on the contrary, lost in the hun-
dreds of thousands of dollars, and those who tried hardest to run their
mills 100 per cent full by cutting prices and going out and getting the
business, disregarding the cost, lost most money.

That to me was a very striking illustration of the difference in the two
points of view. One management recognized the situation, decided
what was possible, and made the decision that they would not sell below
their own cost on that reduced basis. They made a little money, while
the concerns that still tried, in the face of depressed conditions, to run
100 per cent full lost the most money.

I think if American business, as a result of this period we have been
through since 1919, can learn the lesson and the fallacy of volume, of
large volume, that we will have accomplished a great deal, and I think
that all of this trouble possibly will not have been in vain.

I remember an illustration given at a recent meeting of the American
Management Association about the oil companies. One man said that
as far as he could see in his industry the executives were not interested
in making money, in making profits ; each one was interested in keeping
his place in the industry. He spoke about the fact that as we all know
there are already many more retail gasoline stations than any reasonable
need of the public requires. And yet his particular company had sev-
eral million dollars appropriated for the purchase of additional retail
gas stations, and every other large oil company had the same large ap-
propriation for additional and unnecessary gas stations. The excuse
for that is that each one must keep its position in the industry.

Now if, as a result of N. R. A. and as a result of the codes, as a result
of the trade associations formed to carry out the spirit of the Act, we
can stop some of this foolishness, we can come closer to balancing our
production and our sales with a reasonable requirement of the public, I
think we will have done a lot of good.

That also follows along the same suggestion made by Dr. Edwards as
to inventory control. That is nothing but common sense. It seems to
me we are in a position now where most of the executives of these com-
panies are sick enough of what they have been through so that they can
begin to apply some common sense to the problem as an industry prob-
lem, not as an individual problem, and think in terms of industry,

I was somewhat amused by the question regarding the meat industry,
because it seems to me perfectly obvious that if you attempt to regulate
the meat industry on any unreasonable basis, and you put the price of
meat beyond what is a reasonable, comparative figure, people are going
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to begin to eat more fish or more eggs or more vegetables. We always
have that inter-industry competition.

I am not a bit worried about price-fixing or profiteering. There has
been a lot of talk about price-fixing and profiteering under these codes.

Dr. Henderson, the head of the Economic and Planning Division of
N. R. A., made several statements at this American Management meet-
ing that I attended about price-fixing and undue profits. I challenged
him at that meeting to mention one single industry where to his knowl-
edge there had been unreasonable profits made by the industry. He
did not mention one. I do not know whether he forgot the question ; at
any rate, it was not mentioned.

I do not happen to know of any industry that has made unreasonable
profits. 1 do know many industries where prices have been heavily
raised, but T happen to know in all those cases all members of the indus-
try were selling below cost a year ago, so the increase was necessary to
bring them up to cost, cven before they made any increases in wages and
shortening of hours, thereby increasing their labor costs, and before
they had to pay increased prices for their own raw materials. So the
mere fact that therc have been heavy increases in prices in certain indus-
tries cloes not to my knowledge, in the {ew cases, represent profiteering
or any unreasonable profits that the industries are now getting, but is
simply a recognition of facts.

Tt seems to me that, starting with what we have now, we can go a long
way following the same sound lines that have been followed by some in-
dustries in the last fifteen or twenty years. I have been rather closely
associated with the trade association movement for a period of over fif-
teen years, and I have seen some very great good accomplished without
any help from the government. The only effect that the government
had on a situation of that sort was to always hold over these business
men the threat of the Sherman Act and the Clayton Act. One of the
hopes of many of these trade associations was that because of the Na-
tional Industrial Recovery Act there would be an opportunity to do
things publicly and openly and honestly, without any question of collu-
sion, to do things that the industries believed to be sound but which it
previously did not dare to do because the threat of the Sherman and
Clayton Acts was there.

I think with a cooperative and {riendly attitude at Washington much
can still he accomplished under the Act that will be of great benefit to
industries, assuming that there is the proper spirit in each industry and
they are willing to cooperate to work out their own salvation.

I believe that that is the only way that we will ever accomplish real
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results, through the Acts or otherwise, to go ahead, recognizing the
sound laws of supply and demand, expecting less from law (that is ex-
pecting less help or hindrance from the legal end of 1t) but working our-
selves, the business men in each group, sitting down, working out our
own problems for the better interest of our own industry, and to that
extent getting away from what might appear to be a selfish temporary
advantage for one concern against another.

I think it is largely a question of point of view. I believe 1t is per-
fectly possible for much good to be worked out. I know of some indus-
tries that have come through the whole depression period without as an
industry losing any money and without charging unreasonable prices to
the consumers, merely because as a group they have had previous ex-
perience with the value of trade association activitics. They knew what
their inventories were, their overhead from week to week and month to
month, what their production was, they knew what they were doing, and
they kept their heads.

I believe their experience can be and will be used by many groups to
develop the same kind of cooperative effort, and it is through that co-
operation, through the trade associations and through the code authori-
ties, acting of course with the trade associations—the distinction he-
tween a code authority and a trade association should not he particularly
important—and working along those sound lines, of getting a maxi-
mum of facts and acting sensibly on the facts, I believe we can work
dut a situation that will be thoroughly satisfactory and very [air to all
oncerned.

CHAIRMAN REITELL: Thank you very much, Mr. Welling-
'on. The next question:

Question—“Will there be a general merging of standard N. R. A.
sodes under say ten major N. R. A. codes?”

That question interests me very much, particularly in the light of
what Mr. Wellington has just said.

My contact with Washington, particularly with Deputy Administra-
‘ors, leads me to feel that there is a pretty wide feeling that the thing to
Io is to concentrate on a comparatively few large national codes, letting
70 by the board—as they have let go the service codes—a lot of smaller
»nes, the feeling being that if we can successfully enforce and get proper
rompliance with the large national codes, we will have laid the lasis for
future consideration of the smaller codes.

I had the pleasure of proof reading Mr. Stevenson’s specch. That
speech now is in printed form. I want you to read very carefully his
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suggested solution. He has no broad, wide-sweeping, price-fixing plan
for all industry to be put at work tomorrow morning. Rather he sug-
gests that we take a few of the larger industries and start with them, and
from the experiences there gleaned build for the future.

There 15 a tremendous amount of persuasion in that procedure, for me
at least. I for one prefer the development of a policy in Washington
which concentrates on a fewer number of codes, large in scope, and de-
velops them well. If this is achieved the smaller ones can be dealt with
later. Tt is not such a far distance to go in a lot of our large national-
scope industries to make applicable some of the suggestions in Mr.
Stevenson’s paper.

I would that Mr. Stevenson were here, so that he could bear me out
on this. But T at least venture the guess that he does not have in his
mind a sweeping price-fixing plan to come about hurriedly, but rather
step by step, to start with a [ew of the major industries and use them
as examples, or 1{ you please as experiments.

I wonder 1f we have someone here in the audience who wishes to ex-
press himself on this all-mportant situation. To me it is one of the
most important things open for discussion. It has come up rather
often on our program. 1know it has stimulated your mterest as it has
mine. Deep down m your hearts you probably are thinking as I am
thinking : “ Where are we going?” Some of you have had contacts in
Washington and experience of one sort and another and can lend more
hight on this problem. Will you take advantage of this opportunity,
stand up and give us your point of view so that we may all have it ?

C. MILLTON CLARK (Secretary, Washington Chapter, Washing-
ton, D. C.): T think the thing which has appealed to me most in Mr.
Stevenson’s plan is that it is a plan which can not be handed out tomor-
row and the statement made, “ This is the rule from tomorrow on.”

I think Mr. Wellington and Dr. Reitell have spoken words for good
thought on what it means. We have to set before us certain ideals
toward which we are working  There is always that question, when any
person has established an ideal, as to whether it can be worked out im-
mediately, what the difficulties are going to be to working out that ideal,
and whether they can be met.

If we try to decide that we will tomorrow do this or we will do that,
we immediately place ourselves on the horns of the dilemma, and I do
not think we are in that position today.

It was my privilege to work for a number of years as the chief ac-
countant of a large industnal concern; and I know that during that time
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there were many things which we planned ahead. There were things
which we could not possibly put into effect today, but we were not going
to pass them by and say, *“ We do not ever intend to put them into effect.”
There are a great many things for which we have to work gradually.
I think that this is one of them and that we will have a good many falter-
ing steps as we work toward it.

I think there is also this question that we must bear in mind—1I do not
know how many of you people have had contact with the government
regulations as they are interpreted—we must remember that when a
thing is written into a national law, it draws a line, and the question then
becomes: “Isa particular set of facts on this side of the line or the other
side of the lme?” That is where the difficulty lies in government regu-
lation. In government work or in government regulation we have that
problem to deal with ; that a law is specific and it means a specific thing.

There is one other point I think in regard to this question, and that is
that it should work so far as possible from the bottom up and not be
superimposed from the top down. There has been for a great many
years a great deal of controversy, not only in this country but in Europe,
on the question of how the farmer should market his products. There
are volumes written for each country abroad on cooperative effort in the
marketing of products in order that the farmer could get more out of
them. That has had its effect upon marketing in this country.

I think you will find two types of organizations today in the coopera-
tive marketing field : those which grew up within the industry, those
where the people at the bottom of it realized what was in it and worked
toward a goal ; and those which were established after the passage of an
act by Congress, trying to attempt the thing broadly over the nation, try-
ing to make it nation-wide and make it possible for the people to go out
and organize this movement throughout the whole country.

There have been many of them organized by people sent out to organ-
ize them. It has its political side; it can not help it. Are you going to
get the type of people who are competent to carry the movement for-
ward, or are you going to get the type of people who by reason of some
favoritism, perhaps—

CHAIRMAN REITELL: ‘“Political clearance ?”’

MR. CLARK: That is a good word for it—"political clearance.”
I think if we can draw any lesson from that particular type of activity
we will see that those which have grown naturally, those which have
been fostered by the people who understood the thing from the ground
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up, are being successful. Those which have been superimposed are
having a much harder time of it.

I think we have much the same question to deal with in trying to bring
about our ideals in the industrial side of it.

CHAIRMAN REITELL: Are there any other questions?

Question.—"“Do some of the codes provide that the work be done
by certified public accountants to the exclusion of other public ac-
countants ?”

I believe in the earlier code and trade association work at Washington
there were stipulations to the effect that the work shall be confined to
certified public accountants. However, I understand there are no codes
now which carry that provision.

I stand corrected on that 1f I am wrong.

FRED ELLIOTT (Public Accountant, Chicago, Iil.) : 1 might be
able to throw a little light on that. I am Secretary of the Public Ac-
countants Association of America, and we have received a number of
calls from non-certified public accountants who advised us that they
were being seriously discriminated against in the codes. Indeed some
of them were, and it was becoming evident that they were going to lose
lots of their business.

Something had to be done, Attention was called to the fact also that
one of our industries—1I will not mention its name—in its code provided
that the national association of that industry should do the cost work
provided for in the code. There was an added provision, of course,
that if they wished to appoint some other accountants they could do so,
but that national association had gone into the accounting business and
that did not set well with public accountants.

Then we learned that several codes provided that the cost work be
done by certified public accountants. I think one of those codes was the
boot and shoe code. Another one was the millinery and trimmings
code.

So it became my duty to go to Washington and attend the hearing of
the code, which provided that the association do all the accounting.
That provision was very quickly killed.

I then took up the matter of the discrimination in favor of certified
public accountants. Unfortunately, General Johnson was away, so I
saw Colonel Lee, who was in charge during General Johnson’s absence.
Colonel Lee advised me that there had been considerable misunder-
standing and that the situation concerning certified public accountants
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and non-certified public accountants needed clarifying. I pr.obably
spent half an hour with him. He said the situation was very plain, and
he asked me to take up the matter with Mr. Alvin Brown.

Accordingly, I called upon Mr. Brown, but he would not sec me. I
called a couple of times, but he would not see me, although I had heen
sent by Colonel Lee. I was informed by his secretary that an office
memorandum would be prepared covering the situation. So the next
morning I obtained a copy of that office memorandum. The office
memorandum reminded me very much of one of the old Ford stories.

They say that years ago, when Henry Ford put his cars out m one
color, black, the dealers went to him and urged him to put out other
colors in order to enable them to meet competltlon It is, S'ud that
Henry promised they could have any color they wanted, prov1ded 1t was
black.

When I saw the office memorandum I very naturally thought of that
story. The office memorandum provided that in codes which imposed
duties on public accountants the work should be done by certified public
accountants or by accountants who had the equivalent in qualifications
of certified public accountants. In other words, the office memoran-
dum provided that it must be done either by certified public accountants
or certified public accountants; 1t did not make any difference which.

Right here I might say that I am convinced that this office memoran-
dum and the provisions in the codes were not the result of the activities
of the certified public accountants. I am sure that the American Soci-
ety of Certified Public Accountants had nothing to do with it, and I am
equally sure that the American Institute had nothing to do with it, The
provisions were probably made by certified public accountants who drew
up the codes or assisted in drawing up the codes.

We made all sorts of efforts to get that office memorandum changed.
The remedy was very much worse than the disease. If that memoran-
dum was not changed, non-certified public accountants, who constitute
the largest portion of the profession, were certainly out of luck.

After making every effort in Washington to get the matter adjusted,
I was told to go home and write. We had written.

Well, the accountants’ societies from coast to coast sent in letters com-
plaining against the discrimination of non-certified public accountants
and against this office memorandum which was to be incorporated in all
the codes which imposed the duties on public accountants. We could
not get one bit of satisfaction. We were about to give the matter up as
hopeless. We felt non-certified public accountants were out of luck as
far as the cost work of codes was concerned.
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T had written the President, but the letters were not reaching him. I
was getting replies {rom the officials of the N. R. A. Finally I sent the
President rather a sharp telegram, demanding that this thing be stopped.
In a few days I received letters, and other accounting societies received
letters, from officials of the N. R. A., stating that the President had in-
tervened and no codes would be signed by him which did injustice to any
recognized public accountants.

That was followed by a new office memorandum. I wish I had it with
me, but T have not. In substance it provides that the work must be done
by certified public accountants, registered public accountants, chartered
public accountants, or other public accountants legally entitled to prac-
tice public accounting under the laws of their respective states.

So I think, gentlemen, we will have no more trouble with the C. P. A.
situation. And in winding up my remarks, let me again say I am sure
the organized C. P. A.’s had nothing to do with the provisions in the
codes.

CHAIRMAN REITELL: Now we come to a question which I
think is very close to each of us and the firms we represent:

Question.—"How far has N. R. A. actually affected (a) the nature,
(b) the quantity, of work required of the accounting department ?”

Dr. Sanders is making this study at the present time for our Associ-
ation. Personally, I am very much interested in finding out how much
actual data we can get together on this problem. I know of one plant,
for instance, that in addition to very exact costs added because of the
labor provision, hoth as to wages and hours, also calculated their costs
as to the amount of accounting work hurdened upon them because of
other payroll data that was demanded—as well as reports on capacity
and sales.

No question about it! There is not a solitary firm represented here
today that has not been heavily ladened with this additional work, not
only in reporting but due to the fact that the attention of the major ex-
ecutives has been taken off of therr managerial work and focused on
codes.

One of our National Board members, Mr. Fletcher, has been doing
some thinking on this problem, and I am wondering if he will not give
us his point of view.

F.R. FLETCHER (Resident Partner, Scovell Wellington & Com-
pany, Boston, Mass.): I think this is a question which each of you
.men should answer for yourself. It certainly behooves each of us to
know what the effect of the N. R. A. has been on our own accounting
work and what changes are likely to he involved.
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I have been rather interested, 1n my contact with various groups, in the
reactions of individuals to this same question. Many are tremendously
upset over the prospect of what seems o be a great amount of additional
clerical work. On the other hand 1 was very much interested in the re-
action of another man who, in speaking of this additional work, stated
that in his own experience much of this information that had been re-
quired had opened his eyes to important statistical data that they had
neglected to accumulate in their own plant theretofore.

One difficulty we have encountered is the lack of uniformity and con-
sistency in various questionnaires that have been sent out by various
industries at the behest of the Administration. In contacting the Sta-
tistical Department at Washington, I find that they are endeavoring to
standardize their forms, first as to size, and second as to the classification
of information, so that gradually out of this experience and experimen-
tation we unquestionably will have statistical forms and reports which
need not be looked upon as altogether additional work, for many of
these reports call for information that management should have and
which has been lacking in many establishments. So mstead of being
added work, it will be utilizing work already done in some places, and in
others the establishing of information which has been absent but often
much needed.

I think that Dr. Sanders is conducting a very worth while investiga-
tion and that it is something to which each of you should contribute.
One thing that has surprised me in my contact with some of this associa-
tion work is the apparent lack of understanding, on the part of many
members of the group, as to what really is required at Washington
under the N. R. A.

Taking the question of hours and wages, we find that even now many
members of an association group are not conforming with hours and
wage provisions. In one instance there were some twenty-four con-
cerns who were asked to send in questionnaires concerning hours and
wages. Theanswers were so erratic and incoherent that it became nec-
essary to send an investigator to practically every plant to see what each
of those members was really doing.

Four out of the group refused to have this man come in and make any
investigation of their books. One of the group told the investigator
that they were perfectly willing to have him come in and glad to show
him everything, but there was no necessity of his spending any time be-
cause everything was in perfect order, they had accepted the President’s
proclamation and applied for the Blue Eagle and put their hours and
rates into effect immediately. The agent said that was fine and he was
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very glad to hear it, but part of his job was to make the investigation
and he would have to do it.

Much to his surprise and the surprise of the president of the com-
pany, the inspector came back to the office a couple of hours later and
announced they had done nothing. The president was very much
disturbed and called in the superintendent. The superintendent said,
“Yes, we put that in effect the next day. I turned it over to the pay-
master.”

It so happened that the paymaster had gone out a day or two before
with a case of appendicitis, so instructions were held up awaiting his re-
turn and, as a matter of fact, nothing had been done. The president
had not known it: he believed everything had been done.

In concern after concern, this investigator found inadequate payroll
records which lacked mformation that was really more vital to those in-
dividual concerns than it was to the industry making the report to the
government.

So I fecl that in this investigation that Dr. Sanders is asking for, and
in the study that each of you can make of the so-called additional work,
you are quite apt to find that you are not called upon to do a great deal
that is strictly additional if you recognize the importance of such data to
you, as well as to your industry.

CITAIRMAN REITELL: I wonder how many of the cost ac-
countants here have set up an analysis of their expenses arising out of
code work? Has anyone here done that?

Not one! Thatis odd! We will measure every penny of costs to
make goods, but we leave untouched what it costs to be regulated at
Washington.

Dr. Sanders is putting a lot of time and effort on this problem. Any
assistance we can give him will be very helpful in keeping Washington
informed of the tremendous hurdens it is placing on our accounting
force.

I hold in my hand a booklet which comes {rom the Metropolitan Life
Tnsurance Company, which I find is available for all our members here
without any charge, particularly those who are interested in getting a
summary of uniform cost activities carried on by many of the trade
associations.

Mr. Cannero, will you stand up? (He rose.) He is our member
from the Metropolitan Life. If any of you want this booklet you
can get it free of charge. This is not a sales talk, but I happen to
know about this pamphlet.
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The next question :
Question —*“ Is 1t necessary that the manual of uniform cost ac-

counting for an industry be approved by the Administrator of N. R. A.,
since Release No. 6700 has been 1ssued? Do you think under the cir-
cumstances trade associations may go ahead with their plans for uni-
form accounting without waiting for approval from the N. R. A
Admunistrator ?”’

I hold just the opposite view. I think you will get better working
arrangements with your N. R. A. Administrator by having it approved
first It is just no good to go along and get your system built and then
find it does not meet the approval of Washington. There are certain
items of cost that Washington 1s not going to allow. We mentioned a
few this morning—such as discounts, interest on investments, and the
like. Thus you might as well have your uniform accounting approved
at the start.

I believe most code authorities approve my point of view. In fact, T
got my slant from several code authorities who are working out their
uniform system of accounts that way.

The next question:

Question.—" Is there a trend in the N. R. A. Administration to re-
quire weekly payroll periods not only m new codes hut also in the old
codes?”

Idonotknow. Isthere anyone in the audience who can answer that
question?

PHILIP W. SMITH (dmerican Secretary, International Fixed
Calendar League, Rochester, N. Y.): T happen to be somewhat fa-
miliar with the matter of weekly payrolls as far as the N. R. A. is
concerned.

I am the American Secretary of the International Fixed Calendar
League at Rochester, which is the thirteen-month period outfit of the
thirteen-period year. In that connection I have heen in Washington
and talked with Dr. Lubin of the Bureau of Labor Statistics, who is
patticularly anxious that payrolls be as far as possihle on the weekly -
basis. He is entirely selfish about it, because where reports come to
him other than weekly he has to use the formula of breaking them down
to a weekly basis for statistical purposes.

In that connection, about forty of the codes, either voluntarily or be-
cause it was prescribed in the codes, are using the four-week interval;
that is, the basis of one, two or four weeks for statistical reports.
Doubtless as a result of that, a considerable number of the members of
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those industries will switch over their accounting procedure to that same
hasts.

As it is, that method has gone very rapidly forward. In some of the
larger codes, as [or example, Fabricated Metal Products, which includes
136 subsidiary codes, T believe, they also are very anxious to get every-
thing on the weekly payroll basis.

In the eastern states it 1s pretty generally on that basis now.
Throughout the Middle West, the bi-weekly or the semi-monthly pro-
cedure is generally used. But I think I can safely say that the best
opinion in Washington seems to be directed toward the use of the weekly
payroll plan.

CHAIRMAN REITELL: Thank you very much.

Iere is a question that comes from Mr. Smith:

“How does the thirteen-month calendar tie in with the N. R. A.?”
[ am sure I do not know.

MR.SMITH: 1thinkTcovered that rather than the answer to that
previous question.

CHAIRMAN REITELL: They will accept the thirteen-month re-
porting, will they ?

MR. SMITH: Under the Central Statistical Board there has been
passed a resolution recommendling that wherever possible the use of the
period of one or four weeks he adopted, recognizing that in some indus-
tries, as for example the telephone industry, where everything runs on a
monthly basis, it is not practical.

On the other hand, in a vast number of industries payrolls particularly
operate on a weekly cycle; sales, likewise, and plant operations. It
seems to be the tendency toward uniformity in collecting statistical ma-
terial to use the periods of one, two or four weeks.

CHAIRMAN REITELL: Many thanks, Mr. Smith.

Now we come to a week’s work for somebody :

Question.—“How is plant capacity measured (1) under actual costs,
(2) under standard costs, (3) by the government?”

I happen to know that our good friend whose face we have missed at
this convention, Charlie James, has completed a rather large manuscript
on this subject. He has analyzed capacify in greater detail than I have
ever seen before. He very nicely indicates the different types of capac-
ity by definite illustrations taken from industries which he has contacted
and with which he has worked.
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Within a few moons, I am sure that study will be available. To an-
swer this question this afternoon would mean we would all miss our
seven o’clock trains. We might call attention to a few things, however,
in this capacity problem, which was mentioned in passing by Mr. Greer,
by Dr. Edwards, and I believe touched upon lightly by Mr. Stevenson.

After all, fundamentally, we are not only selling goods when we sell;
we are selling our plant capacity. Make no mistake ahout that! We
do not sell what our plant can not produce. 'What plants we have built
up, we have bwlt up quite often to produce different things ; therefore,
our salesman must be just as well advised as to keeping the different
divisions of our capacity at work as 1n just trying to sell goods.

In the electrical industry it often becomes necessary to make particu-
lar lines more attractive to salesmen in order to get a better halanced
capacity activity. Things that sold easily and readily were stressed at
the expense of other lines. This bulged the plant at one place, brought
1dleness at other places, and meant serious loss to the industry.

Under actual costs I do not believe it is possible to measure that part
of capacity which 1s idle because of no orders, as contrasted with that
capacity cost brought about by inefficiency in operation.

To me there is no more attractive feature in standard costs than that
it does make possible for executives to sce clearly the distinction be-
tween that capacity cost, which is due definitely to no orders, as distinct
from capacity costs because the shop is working off standard. Stand-
ard costs thus do have that added advantage in analyzing the capacity.

When it comes to the government and how they are going to measure
capacity, God knows! I donot!

The next question :

Question.—"“'Will the unabsorbed plant overhead be allowed as cost
to be included in price, which shall not be below cost ?”’

If T might guess the answer, the government will not recognize any
excess capacity to figure in your legitimate costs.

I have a question here on which I am going to ask the person who put
it to state his position a little more clearly. This question was put in by
Emory A. Austin, Auditor of the Hammermill Paper Company :

Question.—" Referring to any of the papers of Wednesday—say Mr.
Moore’s—what are some of the practical methods which may be used
for arriving at depreciation far cost purposes under a uniform system
for an industry, other than those methods which rest on a cost or ap-
praised value of existing plants as a principal basis ?”’

Emory, will you come up and clarify your question for us and give us
your point of view?
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EMORY A. AUSTIN (Auditor, Hammermill Paper Company,
Eric, Pa.): Asyouall know, this subject could well take a whole day’s
session. The point, we all know who have had contact with the ac-
counting problems under the code in trying to work out some basic
methods by which we can arrive at a cost formula, is that this depreci-
ation problem is almost an enigma.

We know that if we try to use comparative figures in an industry,
based on cost, we have a case of the company whose plant was bought at
a receivership price compared with a company which may have built its
plant during the inflation period. Therefore, from the standpoint of
reasonable cost, we are nowhere. From the standpoint of arriving at
the values based on appraisals, we know the cost of obtaining the ap-
praisals is prohibitive.

Therefore, I asked this question to see if we could not get some rea-
sonable, practical hasis on which to include this very large element in
most manufacturing costs.

There have heen some suggestions. One of them is to delegate some
responsible, independent authorities to set up an ideal plant, factor out
the enginecring specifications, and from that cost arrive at an average
load of depreciation on a unit basis. That, I helieve, is the most prac-
tical suggestion that T have heard.

What has actually happened in a good many cases under the code, as
you know, is that the code authorities have ruled that one basis or an-
other shall be used; that is, cost or the income tax method, which of
course is based on cost and has in it elements of danger of which I have
spoken ; and the other is the appraisal method, both of which are very
impracticable from the standpoint of determining reasonable selling
price within our industry.

There has been the other suggestion, that the average depreciation for
an industry per ton of product be set up.

There has also come to us the suggestion from the talks today of en-
tirely eliminating depreciation as an element of cost, going back to the
old school of thought where after your profits are arrived at you set
aside [or bookkeeping purposes a reserve for depreciation and in calcu-
lating costs you ignorc the item entirely.

I would like to get some expression on that point.

CHAIRMAN REITELL: I think, if I might add to Mr. Austin’s
point of view, that problem is becoming rapidly more important each
year.

One of our members who is not at the convention this year, Donald
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Kennedy, has made a study of the shift in production costs from direct
labor costs to overhead costs. That study of his indicates a very defi-
nite shift, of course, from manual to machine production, a tendency or
a trend which characterizes pretty nearly every mdustry in America.

I am only acquainted with one of the plans that Mr. Austin suggested,
that of setting up a standard form and working it out on a basis of a
productive unit. That has always to me had a very strong appeal, but I
am wondering if anybody else here has some other method to suggest,
or is working on a method that is quite different from those Mr. Austin

has outlined forus?

MR. T.B. DUNN (Auditor, Kansas Ctiy Structural Steel Company,
Kansas City, Mo ) : I just want to make a few comments on this sub-
ject of depreciation as it affects the steel fabricating mdustry.

Just as many other industries have heen doing, we have plodded along
following the lines of least resistance by deducting depreciation from
earnings at the close of the year nstead of absorhing it in our costs.

Here, at least, is one good point for the N. R. A. In setting up the
code for the steel fabricating industry, the fabricators have come to the
conclusion that the item of depreciation shall be included 1 all cost esti-
mates. Of course, when you think of steel it is only natural that you
visualize it as so many tons of steel and of course weight or tonnage is
the easiest and most comprehensive unit upon which the industry can
base its costs. So we are trying to get some returns on depreciation cost
and whatever amount is allowed it will at least be a step ahead of our
present method of deducting from earnings, or—as I should say at
this time to be correct—adding it to our loss at the close of the year’s
business.

Another method that has been advocated is that depreciation shall be
charged according to the utilization of the plant, and of course that
could be determined by the amount of labor that is performed in the
plant. The percentage added to the productive labor to cover shop and
administrative expense would be increased to secure a return for depre-
ciation. What this percentage will be has not been decided, but what-
ever the code authorities determine that is what we will he allowed to use.

However, the easiest way to figure it, especially for estimating pur-
poses, is on the tonnage basis. Some idea of what the rate per ton will
be can be determined by the amount of depreciation you have used for
the past number of years compared with the total tonnage, thereby ar-
riving at some basis of price per ton.

MR. AUSTIN: Basis of what values and what rates ?
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MR.DUNN: Thatisa question. No actual values and rates have
been determined as far as I know.

We have a plant equipment ledger and have a fairly accurate record
of our equipment. We tahulate as to date of purchase, cost of equip-
ment, freight and cost of installation. Depreciation on equipment in
the past has heen figured on the ten-year basis and charges for depreci-
ation at the close of the ten-year period would automatically stop. But
what rates and values will be used in the future I am unable at this tume
to say.

MR. AUSTIN: Imightadd, in summary, it seems to me this whole
matter of depreciation is just as large a problem as the matter of capac-
ity. I do not think we have gotten near the solution I think what we
have got to do is, as Oliver Wellington said, fight for some of these
things, hecause here is a question which is very much a matter of impor-
tance and will take our undiviced attention from an income tax stand-
point. You can be quite sure there will be some cooperation between
the N. R. A. and the income tax department on this problem. There is
a definite leaning there perhaps.

We know we have that problem, the income tax problem. I submit
to you, however, that there is not necessarily any connection between the
income tax problem and the cost problem for the reasons hrought out
today.

While I am up here, I would like to remark on the question of cost of
records, etc., under the N. R. A., very briefly. 'We who have struggled
with this matter of setting up a standard or uniform method of account-
ing under the code for our particular industry know of the problems
that we have in assembling data on the hasis of which we can arrive at
some principles of accounting. So I am more interested in this survey
from the standpoint of what we ought to do to put our house in order
and what we ought to do to help the N. R. A. to set up these statistics
which we and they need to get ourselves out of this mess, than I am in
the total cost of what we are now spending, for the reason that we might
guess that would cost us a million dollars. Well, what of it? We
know we have to do a job, and I think the principal thing that we should
do is to get behind the job in our trade associations and work out the
methods.

I think one of the provisions we should fight for, as Mr. Wellington
so well said, is the provision in our code for some method by which
prices will be regulated to costs. I do not think we are ready to sur-
render that point yet.
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A practical method that the pulp and paper industry has used so far is
to set up a simple formula. You are probably more or less familiar
with that formula. If you are not, you could get it. I have it here.
The hearing tomorrow from the cost standpoint is based on the discus-
sion of the cost formula which does not in any way outline the principles
of accounting.

I believe further that it is the duty of the trade associations, and fur-
ther it is the duty of the individual companies, to impress upon their
trade associations the necessity, as has been brought out during the
convention, of some standard method or uniform method by which we
fellows who are seeking light on the cost problem—first, {rom the stand-
point of its use as a tool in controlling itself—could get some help, and
also give you fellows help on the problems that you are having, and
not sit idly by and wait until the code authorities on some future day may
take some action on the matter of accounting, or throw it out entirely, as
we have heard might possibly happen.

I think we should press this question of costs.

CHAIRMAN REITELL: Thank you very kindly, Emory. I am
very glad Mr. Austin brought out the additional point that, regardless
of the cost of carrying on the added responsibility the government has
thrown upon us, it is important that we do a good job.

Question.—“Where a company has various operations which come
under different codes, what has been the experience so far as to paying
the costs assessed by the various code authorities?”

The proportion of business that any given firm has in each one of the
codes to the total business under the codes is usually used as a basis of
assessment.

I think you will find it is pretty well carried out on that basis in all
codes. Theoretically, at least, each code is supposed to be of advantage
to the industry. If the industry has thirty-one codes, it has thirty-one
points of advantage, and it will have to pay thirty-one different shares in
the cost of carrying out the operation of those codes.

MR. TUCKER: Dr. Reitell, as it is apparent that the treatment by
one of our members of the morning session of the question of allocation
of operating costs to products on the basis of dollars of sales value was
obviously the result of very brief consideration and was confined to a
limited phase of the problem to which the question was intended to be
addressed, I think it is very essential that the question be reopened in
order that we may clear from the records an impression which, if al-
lowed to go unchallenged, would be a serious oversight on our part.
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I would, personally, welcome and appreciate expressions from a few
of our members who believe that dollars of sales value is not a very satis-
factory basis on which to work out satisfactory solutions to problems
involving the distribution of operating costs of production.

CHAIRMAN REITELL: I most heartily agree with you, Mr.
Tucker. I meant to take more time on that question this morning, but
as you know, we were running too closely into 12:15.

My own personal feeling regarding the matter 1s this, that any distri-
bution of costs on sales dollars or sales value 1s carried on because we
cannot find a more satisfactory basis. It is an excuse rather than a
sound method. I do not want to be adamantine in my point of view,
and I am sure there are others here who would like to discuss this prob-
lem. I am acquainted with the distribution of operating costs as char-
acteristic of the chain stores. It may be a method of getting all costs
distributed, but when applied to any given lines of goods it is faulty.

‘What does the sales value of an article have to do with the amount of
costs involved? The only justification is, “ Well, each line is at least
paying its own way.” But in paying ils own way—as was pointed out
this morning in comparing iea with milk—one line is subsidizing the
other.

I would like to have other views expressed on this, if I may.

MR. FLETCHER: I do notknow that [ can add very much that is
of value to anybody. I think that the method of distribution of ex-
penses on the basis of sales value is more a matter of expediency than
anything else. 'We know that department stores, which have problems
similar to this, allocate all operating and overhead expenses to the de-
partments, and then figure the margin of profit on the basis of mark-up
on the merchandise bought. That margin of profit has got to cover in
each department the expense of operating that department and show a
profit in order that that department may live.

I think that Mr. Tucker’s exaimnple is right along that line and feel that
the only reason for allocating operating expenses on the basis of sales
is, as I have said before, one of expediency.

In the jewelry business, where material varies tremendously in value,
a manufacturer may use base metals and also solid gold or platinum.
It has been the practice for years to obtain the cost of material and labor
and overhead and then to add profit on the basis of the total cost, in
order to determine the selling price of a product.

The result is that the articles containing the high value material carry
a larger margin of profit than those that have the less valuable material.
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In those instances where we have allocated profit on the basis of labor
and burden, excluding material, we naturally have obtained some very
different sellmg prices from those where profit was figured before on
the total cost. This is not exactly an analogous comparison in answer
to Mr. Tucker, but it is indicative of the same proneness to expediency,
the easiest way, rather than finding and utilizing the hest way.

CHAIRMAN REITELL: Thank you, Dick!

I see ten more questions here, and also I see that 1t is a quarter alter
four. I fear we must close.

I promised to have this session over by 4:30, and of course T want to
turn it back to the Chairman of our Program Comimittee, who has some
closing remarks to make.

I believe this is the third or fourth year I have been handling these dis-
cussion sessions. We always like to improve them from year to year
I am sure your next year’s Program Committee and your next Chair-
man elected to handle the job would appreciate it very mwch if you
would be so good as to give us some suggestions as to how this discus-
sion sesston might be improved.

I was very much pleased with the program today, and I am amazed at
the large number of members attending. When I realize what the tem-
perature is today and also what the temperature was at three o'clock this
morning, I am more than pleased.

I want to thank you very, very much indeed! I had a bully good
time, and I am now going to turn the meeting back to the General Chair-
man, our beloved Bill Marsh.

CHAIRMAN MARSH: Thankyou, Dr. Reitell. Imerely wanted
an opportunity to express my appreciation, my very deep appreciation,
of the attention that you gentlemen have given us in these technical
sessions.

I have just learned this afternoon that the attendance at the sessions
this year was better than it has been for several years, and considerahly
better than it was in New York last year, when the registration of the
convention was far more than it has been in Cleveland

Further than that, we had last year an air-conditioned room, and this
year it has been terribly hot. They tell me they do not have weather like
this in Cleveland, but they are having 1t anyway.

With those remarks, we will now close the Fifteenth International
Conference of the National Association of Cost Accountants.

. . . The convention adjourned at four-fifteen o’clock. . . .












