



































T1" "ena'~ :s the operatic " activities to be i "“iated
and maintained and which may be represented as a frame,
moro or less flexible, within which the operational
activities are enclosed." (The enterprise and factors
affecting its operation, I.L.0., Geneva, 1965, p.5).
The costs exercise pressure on the financial frame, influencing
any desire to expand operations. (op.cit.,p.8).
Whether remaining at approximately the same level of operations
or expanding there is a need to control the use of resources in
the conversion to the saleable product or service. For most
products there is a limit to the price which can be charged and,
therefore, costs should receive the meximum attention. In this
way (since revenue minus costs = profit) the profit should be
increased. Cost is incurred to obtain results; dif the latter

are watched by the establishment of a ratio between efforts and

their outcorc then profit should be earned. (P.F. Drucker

Lianaging for results, Heinemann, London, 196k, p.6k).
Drucker also emphasizes that if there are no results then the money
spent does not represent costs , but is sheer waste. (idem)

This matter has received detailecd attention from A.JiQLjizgagyagqg

who states without reservation that not all sacrificed values can

be regarded as costs and, furthermore, any costs must be economically
justified (The particularization of indirect cost in modern costing
administration, Ajax Potchefstroom, 196k, pp.27, L4 et.seq.)

In short, therefore, there should be resource transformation within a

business as economically as possible and with the minimum amount of






origins in the period 1920 - 1930, (ligi Chapter 3),
The theme of this dissertation is that standard costing, within e
framework of management accountancy, can provide many of the
answers necessary for cost rol, cost reduction and for rational
decision making. Since its inception there have been considerable
developments and more understanding, yet the knowledge on standard
costing from research done is far from complete.
In carrying.out the rescarch there have been two broad aims:

(a) To establish a framework which would guide accountants and

managers in the employmert of standard costing.
(b ) To ascertain how far the standard costing principles advocated
are used in practice in Grcat Britain,

The emphasis has been placed on the employment of the technique as
a tool of management. Reference to accounting techniques of a
technical nature have been kept to a minimum. As Sorgdrager
has quite rightly observed (op.cit.,p.l) cost accounting requires
a more dynamic approach; it should be trecated "as a science and
not merely as a professional technique™. The scientific study
advocated by Sorgdrager has been attempted in this dissertation.
Historical and modern ideas have been brought together to provide
the thcoretical, yet workeble, framework. Extensive use has been
made of numerous publications. In particular the works of

A.J.E. Sorgdrager and J.H. Els should be mentioned: +the book by

Sorgdrager (The particularization of indirect cost in modern ¢ ing

administration) has been referred to throughout the research.
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can be seen to exist within the framework of management accoun e
Chapter 1, the philosophy of standard costing, shows how the subject
© . been developed as a natural consequence of management thought,
The meaning of management and how the processes are carried out are
examined., How the business is made up of cost centres and other
areas of responsibility is explained.
In Chapter 2 the concept "management" is developed further and the
British and american approaches are compared. The new ideas which
have developed are outlined to show how they are all part of a co-
ordinated framework. The meaning of "management accountancy"
and its evolution is examined.
In Chepter 3, standard costing and its uses are considered, including
the usefulness of variance analysis,
Chapter L outlines some of the problems facing managers and shows how
standard costing can be applied in solving them.
Chapter 5 shows what is taking place within the ccmpanies included in
the research. From visits made to a number of companies of varioué
sizes the conclusions shown appear to be fully representative of
British praciice.
Qhaoterué compares theory and practice, and makes suggestions for
improvement and reaches conclusions., A number of defects were found to
exist in meny systems being employed., Businesses which re, rded
standard costing as an unnecessary luxury were found to :ist, but
these were in the minority. At the sane time there was evidence ¢ a
growing awareness of the importance of standard costing as a tool of

management .
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“ran art and partly a science. Because the emphasis is on
dealing with people so as to obtain maximum co-operation and high
morale, the subject may rightly be called an art. The science
cmerges because a manager is concerned with scientific method -
observing, collecting and analysing data, making use of information
and avoiding mistakes previously made. In addition, many techniques
such as cybernctics, linear programming, net-work analysis, mathematical
simulation, and work study make extensive use of mathematics and
thereby give a precisencss which suggests a science more than an
art, Standard costing is in the category of a science, yet it
differs from some of its contemporaries (c.g. net-work analysis)
in that the concern is very much with dealing with people, as well
as the calculation of significant information. This applies when
preparing budgets - management by participation is very much in
evidence. The human element is also very relevant when controlling
costs; applied psychology should be employed to ensure that action
is stimulated from the reports and statements prepared as part of
the standard costing system.

3,  MANAGEMENT BY PARTICIPATION

Management theorists now stress the need for all employees to
participate in the management proccsses. This 1s not to say that
the latter should be performed by all workers; rather the doctrine
asserts that all employees should be induced to co-operate from the
very early stages (planning) through to the final carrying out of

( mtr~ 1 correct” ¢ action). lanagers st "~ r e the
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dec " ions, but wherever possible the views of all affected employees
are taken into isideration.

There are four main types of management which may be recognized and
these are as follows:

(a) Autocratic management where orders are given by managers and
these are expected to be obeyed without question.

(b) Paternalistic management where employees are regarded as being
the total responsibility of a business. TFood, clothing, medical
services, education and other facilities are supplied. Employees
are never dismissed and they are, in etfect, tied to the business
concerned. This type of management exists in many countries. In
the United Kingdom the BaTA Shoe Company is probably the best
example . Generallys,business paternalism 1s much more common in
countries like France, Japan, India and Italy. The social and
cultural structure of these countries and the absence of strong
trade unions has tended to encourage the growth of paternalistic
management (cf. R. Stewart: The reality of manaéement - YWm,
Heinemann London, 1963 p. 139/140).

(¢c) Constitutional marnagement which means operating within a

1 o : erccted by law or by collective ba: g

In Great Britain and the United States of America this type of
management is "the most common form" (Stewart op.cit.p.l42). There
is no doubt that in the United Kingdom the trade union movement

continues to grow and so do the laws which regulate the conditions



of employment. Accordingly, constitutional management appears to
be very much a feature of modern society.

This is nct to say that participative management should be ignored.
Unless some attempt is made to bring managers and employees together
in a spirit of co-operation then the two "sides" are likely to
become morc opposed, instead of striving towards achievement of

the principle of harmony of objectives. The latter means the

management of personnel in such a way that they achieve their own
personal goals and, at the same time, strive towards the

objectives of the business (vide: Wm. M. Fox - The management

process - Irwin, Illinois 1963, p.74).

(@) Participative management. Stewart takes the view that
participative management in its flullcst form - co-partnership - is
unlikely to be accepted. "There seems little to suggest that
meny companics will practise participative management" (op.citep.li2)
Therc seems justificatibn in adopting this view if participative
maenagement is regarded as both ownership and management in the
hands of employees. However, this definition is unlikely to

be acceptable in any free enterprise community.

'Management by participation' is probably a more appropriate term
to describe what D.S. Beach (Personnel: the management of peopl at
work, Macmillan, New York, 1965 p. 510) has called "the process b
vhich people contribute ideas toward the solution of problem
affecting the organization and their jobs". lanagers receive

the suggestions and ideas and thay where appropriate, they
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worker will not co-operate. There should bc confidence in the
management or the employces "will regard it as another trick

to try and get more work out of them without any benefits for
themselves"

(Introduction to work study, published by International Labour
Orfice, Geneva, 1964, ps. 45 and 46).

This attitude was confirmed by a visit to 2 brush factory to
study the systems employcd. A new method of putting tar on to
the bristles had been dcvised. This resulted in much cleaner
work and the operatives should have been able %o produce a larger
output: However, the manmagement had (1) installed the new

system without adequate pre-consultation with the workers; and
(2) suspended o bonus piyment until the new method had been
properly established. The result was that the workers 'went
slow' and, in the end, the old system had to be brought back.
There was a positive fsar from the employeces that the new

method was a means of exploiting them and so they resorted to

the 'go slow' as a defence. (ovn research).

When dcaling with wage rates there 1s not a great deal that can
be done as regards employec-participation. Labour rates may be
fixed by agreement betwveen trade unions and management. This is not
to say that employees should not be consulted. All schemes of
payment should have the goodwill and co-operation of workers. “hen
dealing with incentive schemes 2and job cvaluation the agreement

of 1ploye to 7 chang : of the - 1w i _ ance,
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A rule put forwerd ty Bcach (op.cit.,p.615) states the matter as
follows:

"The employees, and the union if there is one, should

be adeguately informed about the procedures used

establish wage rates".
This procedure should be followed when establishing the appropriate
srage rates for compiling standard costs.  Grading or classification
of labour is an essential part of the setting of vage rates

(Batty - Standard costing - Macdonald and Evans, London, l966,p.40)

b. Direct Material Standards

Standard costing is a complete control system which must make full
use of all modern techniques. Participation is possible

for both material quantities and material prices, although this
is not always cvident.  Accordingly, it embraces the mcthods
available for ensuring that 2ll aspects of material conversion
receive attention.

Close attention should be paid to all matters which affect
material utilization. In particular, there should be full use
made of method study so that the best methods arc sclected for
manufacturing the salcable products. In turn, workers have

to be trained and induced to use the best methods. They should
be encouraged to mase suggestions through an official suggestion

scheme, committee or other channel of communication.
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On the matter of setting the overhcad costs,the aim should be to
fix standards which reflect a high level of efficiency. This
ensures that plans made are a reflection of what is expected of
managers and othcr employees.

5. AIMS OF MANAGEMDNT.

"Muragement"” is the term used to describe the processes involved in
bringing together labour, material and fixed asscts to produce a -~
sell. A fuller definition is given in Chapteq_g; The purpose
of this section is to examinc hovw standard costing aids

management ond how it may be an intcgral part of business
adninistration.

a. Objectives and Planning

The first essential of sound management is the establishment of
objcctives., These form the basis of the framework of goals

towards vhich managers must strive. (Z.F.L, Brech (Editor),

The principles and practice of management, Longmans, London, 1963,
p.32).

The objectives are the formal goals.  According to Fox (op.cit.,
p.68-72) there are two muin types of objectives. These are

as follows:

(1) Primary service objectives

Which products to produce and sell have to be determined by policy.

These should be the typc that are demanded at a p :ze that is
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The necessity to plan through budgetary control is emphasized in
articlc by R.7. Powell (Budgetary control as an instrument of
management in the smaller company: The accountant, 13th August,
1966, p.191). In this articlc the rolec of budgetary control

as a method for delegating responsibility is discussed. ‘he
author makes the system bring about the need to plan, the latter
being necessary to "ensure that all departmeuts cre working to the
same ovcrall plan". This is a general statement which, nevertheless,
gives recognition to the fact that there should be plans expressed
in physical and financial terms.

An article entitled "Ccmpany aims and budgeting are indivisible"

(¢.S. Sanders, The manager, Scptember, 1965, London, p.41l) shows

a positive link between standards and company objectives. In
summary form the author's ideas are as follows:-

(1) There should be forward thinking to determine company

objectives.,

(2) The process of developing objectives may come from the
routine business problems vhich have to be considered as part of
the process of continuing to carn profit.

(3) Because of (2) there should be an intcgrated system which
covers all aspects of forecasting, long-range planning, action

programmes and execution of the plans. (Fig. 1)
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Sanders does not mention standard costing specifically, but he
spcaks of obtaining accurate forecasts, product contributions, new
sources of profit, diversification and adequate return on capital
employed. His theuwe is that therc should be integration so as

to provide quantitative information for future plans. The effcct
of currcnt performances on futurc objectives is stressed, thereby
implying the establishment of standards.

Therc is common acknowledgement that policy making is thc prerogative
of top management: in the economist's language, it is the concern
of the entreprencur. P. Drucker, speaking of the fundamentals of
cntreprencurship, has stated that within ¢ business therc arc only
costs: thc results of producing and selling are determined by

cxternal forces. From this it follows that entrepreneurship

should be concerned with the creation of goods and scrvices at a realistic
cost in the hope that they can carn & profit (Entrepreneurship in
business cnterprise, The menager, October, 1965, London, p.55).

This idea of cost being fundamental to the management processes is
absolutely essential to clear thinking on business management, It
follows from this concept that the predetermination of costs is of

the greatest importance.

Planning and the setting of objectives necessarily go together.

Once the objectives are defined, problems must be solved by the
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comparison of alternative methods. In addition, managers have to
neke decisions thereby selecting the most appropriate courses of
action from the many alternatives. These two functions - problem
solving and decision making - are fundamental to all management.
Because standard costs represent as near as possible the sacrifices
involved in converting the raw materials to finished products

when operating efficiently it follows that, of all the costs which
may be used, these are likely to be the most useful. They
reflect what performances should be, not what they will be or are
likely to be. Managers ure thereforc guided as regards the true
economic consequencces of their actions.

Standard costing is forward looking. Costs are predetermined in
advance of production and, therefore, therc must be detailed
analysis of all faccts and opecrations, This in itgelf is an aid
to management. There must be, inter alia, the following operations:
(1) "a preliminary survey, before setting Standard Costs, to
ensure that all functions arc being carried out as efficiently as
possible.

(2) The location and size of cost centres and the assignment of
responsibilities.

(2) The type of Standard Cost and, as o corollary, the type of

standard costing systcm to adopt.
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criticisms are decalt with in turn. (cf, Chambers: Financial managenm
3 ed, Law Book Company, Sydney, 1966, p.359-368).

The price variations which are "inevitable" can be anticipated to
some extent and this fact alone does not invalidate a system of
standard costing, Any forecasting of prices will endeavour to
cover fluctuations and vwith many types of materials this should
not present great difficulty. sAnother factor is the recognition
given in standard costing that variations can be 'controllable' or
tuncontrollable' when considered from the point-of-view of the
individual business. (cf. Chambers op.cit.,pp 367/368).

Price variations are usually placed in the category of being
'uncontrollable' @nd the price variance is isolated and analysed
with this fact in mind. There is no qucstion of ignoring

price variations; indeed standard ccsting is the only practical
system which acknowledges the effect of the variations in real
terms.

On the natter of the 'combination of products', the reference

is presumably to the mixturc of materials used to manufacture a
product. In the long run the combination or mixture will vary,
but " s does not - T "late standard c¢ ;s which arc normally set
for a relatively short period such as a year, or cven twice yearly.

This objection is, therefore, based on o misunderstanding of the

nature of standard co§£§.
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The assertion that the capicity selected as a basis for calculating
the standard costs is rarcly achieved is to some extent true.
However, this would not apply in all industrics or businesses:

in many Tirms thce output can be forecast with reasonable accuracy

so the variation is unlikcly to be very large. In any casc,

the uuder or over capacity is unlikely to affect the prime costs.

If there is a variation from the budgeted capacity then the

recovery of the fixed overhcad costs will be affected., Again,
standard costing gives full recognition to the problem. The

effect of idle capacity can be measured with accuracy through the
variance analysis (see Chapter 3).

The effect of lcarning on the time tekgn on an operation is quite
well known. With experience a worker finds short cuts and, thereby,
reduces the time cycle, Ilow does this invalidate standard costing?
Any time standards would be established by the employment of work
Study cngineers after the most appropriate methods had been
determined, There would be no question of telling a worker to
carry out an operation in any :ay he thought fit. Moreover,

the allowances included in the standards would take into consideration
any 7 " ely ' provements in speed ihich would take place with
increased skill. Once standards arc c¢stablished they do not remein
stable for all times: cost reduction as ell as cost control is a

cardinal feature of standard costing. For this reason personnel
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master budget is the overall plan, co-ordination is absolutely

vital and is o natural part of budgctary control. Return on
investment is ftaken as the zumnary cviluating criterion and variances
and ratios are cmployed us guide posts. Co-ordination then comes
through the division of the winagement functions und the defining

of responsibilitics (op.cit.,p.l1).

This constant attention to 2ll divisions of a business separately,
and within the context of an intcgral organization, is vital to

the opcration of standard ccsting and budgetary control, The
harmonizing of 21l efforts tovards the common objective is a

vital part of management. How standard costing is applicd is shown
in subsequent chaptcrs.,

d, The Controlling Function

Plans are only of value when they can be =chicved. The control
function cttempts to ensure that actual results and plans conform or,
if they do not, on cffort is made to corrcct cdverse tendencies.
There are t''o aspects of control, the physical and the financial.
Both arc important, but the financizl control tends to emphasize

gsome aspect of cost, revenuc, pr 77 or loss,

The most ilmportant facet of physical control is :roduction control
vhich includes programning, scheduling, despatching, comparison, and
corrcetbive «ction., There is no intention or describing these terms

in detail. They are mentioned becausc standard costing is dependent
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upon the information which is prepored for the production control
systom.

Oni the f'inancizl sidec there arc budgetary control, standurd costing,
financial ratio cnalysis, and various costing systems and mcthods.
Control is abscvlutely cssentiul to ensure that plans nade are
achieved or, if thore are deviations, that nonagerial action is
follecved to obtain maxinmum benefit., The {inancial aspectsof

control arc considercd in detail in Chapter 4. In this section

the menagerial concept of control is exaninel.

There is some difficulty in defining "control" ith precisencss,
Indced, vhen dealing with business management there is often great
difficulty in derining the prcecise areas thich are to be controlled.

This applies especially when considering opcrational research (0.k.) and

its application to specific problems, nany of which may be solved
by tackling in onc or norc ways selccted from a variety of
alternatives., One O.R. man ney say thit a problem may be solved
by a particular mcthod, whereas znother may call for an entirely
different approach. The decision taken will tend to influcnce
thce T oetion of 7 are to Ty I

K, Pennycuick, B H P Rivett, Operational rescarch and management,

%.U.P., London, 1962, pp 128-131). In nmanagement terminoclogy
the term given to control is "cybernetics". This inplies a system
vhich is complete in all aspects so that control beoomes automatic.,

There is the cstablishment of a plen, operation of the plan,
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automatic feedback from the system, and sutomatic regulatory

action so that any deviations are corrccted.

The American mathematician N, i'einer is said to be the inventor

of the term as uscd in its modern context.  actually, the term is

not new at all, but was used by Plato as "kybernctike", Weverthcless,
it is now generally acknowlcdged that, although the term is not new,
the modern mecaning and develcpments that have token place since
Weiner's discovery in the 194.0s, have nade the subject quite different
from the original version which was the "art of government", (vide

- o

G.T. Guilbaud, 7hat is cybernetics? Heinemann, London, 1959, ppl-3).

1,J, Sargeaunt regards cybernctics as the construction of dynamic

system models. The narketing, production and financial elements

are developed gradually until ¢ completc model is evailable for
testing. (Opcrationzl research for management, Heinemann, London,
1965, p.28).

Computcrs have erabled data processing msthods to be develoned

and the "sensing capacity" can be incorporat:zd into the systens.

This introducos the idea of "servomechanism" when the corrective
action is an inte-——al part of the dynamic system model. In really
soph: iicated rstems the servomcchanism may take the corrective action
and © 0 suggest che action for replin ™ g, thus going the full cycle.
How standard costing fits into the cybernetic concept is covered in

Chapter 4. The features of control are as follows:
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300k Co., Sydney, 2ud Edition, 1947) stated in his
in 1946:-
e subjects included in this book on Cost
bear some re¢lutionship to Managerial
but no attempt has been made to draw o dividing
n Cost and Managsrial Accounting. It is
o do so would necessitate inclusion of an
survey of the whole nantgerial accounting ficld",
Scott is apparently implying that there should be a scparation of
cost accounting and uanagement accountancy, «t the same time
admitting thet it is a difvicult tsk.
A very interesting quotation appears in Top management accounting
by T.G. Rose, (Pitman, London, 1957, p.65) the source being "lManagement
through accounts™ by J,H, Bliss, publishcd in the United States of
America in 1924. The appropriate section is as follows: -
"The real function of «ll accountancy work is to rendcr a
servicc to business munagement. The service lies in placing
before busincss executives the most complete information on
their affairs, analysed ond interprcted so as to be readily
understood and used effectively in guiding and controlling
their operatvions and transactions morc profitably, economically,
and conservatively".
It is important tc notice th:t developments took place very slovly
until intcrest 5 arouscl in 1950 by the visit of a tcam of British
specialists to the United States of America under the auspices of
the Anglo-Amcrican Council on Productivity (to be known as A.A.C.P)

The aACP Report wos published in 1950 by The British Productivity

Council and the definition of the subject vas as follows:-



"Management accountancy is the presentation of azccounting

information in such a ay as to assist managcment in the

creating of policy and in the cay-to-day opcration of an

undertaking". (pl Tlyleaf).
Even this Report did not give any great detail on the methods or
techniques to be employed, Mo doubt this apparent lack of
knowledge or use of techniques led Rose to express the following
view in 1957:-

"Managenent accounting stands at the present time much

where the science of time and motion study stood twenty

years ago". (op.cit.,pl0 ).
The same author viewed management accountancy in a very limited way.
Rose regarded the analysis and interpretetion of the profit and
loss accounts and balance sheet 2s being the busis of management
accounting as can be scon from the quotation: -

"The principal value of management cccounting lies in

thic fact that it provides the dato from which the movement

of money in the busincss can be controlled. The whole

of the commercial activities ol & concern arc based upon

the effective usce of the total capital employed, and it is

only by thc analysis of the balancc sheet and profit and

loss figures in their entirety that this use can be

obscvrved, and thercfore planncd and controlled". (op.cit.,pll ).
Much of the development of the subjcet in the 1950's appeurs to
have come from the various professional iccountancy bodies, A
t .cal statement of the po: ""dion @ cont: 1 t
accounting - A concise appraisal, published by the Assc al n

of Certified and Corporatc sccountants, London, in 1554. The

definition given in the pamphlet is reproduced below:-
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The first principle clearly refers to the control aspect. The
author went on to state that checks should be made on the costings
of raw materials, productive wages, and the labour operations.

b. Early Developments

In the 1920's (see below) the Institute of Cost and Works

S

Accountants was giving recognition to standard costing. D.F. Evans-

B

ggggigg‘(Flexible budgetary control and standard costs, Macdonald
and Evans, London, 1952, p V) notes that he passed his final
examination in costing which included a question: "What do you
know about Standard Costs?"., The saume author also states that only
a superficial knowledge existed at that time, It was not until

G.C. Harrison's book on standard costing* ras published in 1930

that industry really began to take standard costing seriously.
(vide Standard Costing in Great Britain J,L. Hilton, Thc cost
accountant, December, 1962 p 472).

Although Harrison's work may be regarded as a turning points there

is evidence to show that this was not the true beginning. The
same author had published between October, 1518 and 1920 (Industrial
managerent, “ngineering magazine company, New York) a nupber of
articles dealing with costing, especially the predetermination of
standard costs. These articles were reproduced in a work entitled:
Cost accounting to aid production,which was published in 1921,and

he examines the need for standards and shows how they should be

developed. Full acknowledgement of the part played by F.W. Taylor

* sed later in this Chapter
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in the development of scientific management, and the pioneering
work of H. Emerson, is indicated in the sarme publication (Engineering

magazine company, MNew York pp 33 and VII respectively).

c. The Institute of Cost and “orks ..ccountants - Phase I
Emerson's contribution to standard costing is given prominence by
H. ¥ilmot in an early article (The cost accountant, Institute

of Cost and "orks iccountants, London, Gugust 1923 p.103).

Emerson wrote a number of articles in Industrial management in the
latter half of 1908 and the Spring of 19093,
Speaking of methods of ascertaining costs {ilmot stuted that the
second method is "to ascertain them before the work is undertalken".
Filmot then goes on to state that:

"Po prevent any operation from costing too much a knowledge

of what that operation should cost is reguired and this is

vihere the supreme value of standards becomes e¢vident".
(ibid p. 103).

7ilmot analyses the information and variances (vhich he calls
"yariations") along the lines of a modern system, except he does not
give the current terminology for the variuances for overhead costs.
Instead, he makes comparisons by nature of expense such as, for example,
indirect natcrials, salaries, pow and othcer services,

on 16th November, 1923 R, Stelling addrcssed o public meeting of

the Institute of Cost and_{QEEi;ﬁﬁ%Q&HE%EQ&L Branch in Shef{ield

































































































































































































































































































































































































































































































































































































































































































































































































































