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Foreword

by
William Hyde
President (1980-—-1981)
The Institute of Cost & Management Accountants
(incorporated by Royal Charter)

Recent years have shown a marked change in the demands that industry,
commerce, and the public service make on both accountants and managers. This
change is reflected particularly in the increasing importance of management
accounting in which the emphasis is on the effective use of resources and which
is exemplified by the demand for more meaningful cost control information.

Cost control has, therefore, become a major focal peoint in managing
organizations. The whole of the organization and its needs should be seen as the
context within which cost control takes place. It can no longer be regarded as
the peculiar concern — suggested by many text books — of the factory manager
and the works accountant. If the accountant can work as a full member of the
management team, it is clear that his specialized creative and analytical skills
can be put to profitable use. This must be the case wherever there is an
increasing realization of the essential part that soundly based systems of cost
control play in attaining organizational objectives.

This book takes the reader through the various steps by which an overall
perspective of cost control can be established and employed. It shows how, for
instance, the manager can use cost information — compiled to his own specifica-
tions — in his problem-solving activities so that his decisions may help in securing
corporate aims, Major techniques and their application are covered and the
overall treatment of the subject should be of great value to practising managers.



This handbook reflects the forward-looking view of the Institute and is in line
with its objectives and policies of promoting maximum effectiveness in in-
dustrial, commercial and other undertakings. We are indebted to the author,
Richard Wilson, for compiling it in such a clear, systematic and integrated way.



Preface

It is pleasing that the continuing demand for this book (since it initially
appeared in both Britain and the United States in 1975) has resulted in the
publisher’s request for this revised edition.

The book aims to be useful to busy managers who require clear explanations
of cost control aims and methods. The changes made for the new edition are
designed to contribute to this aim. For instance, a new Introduction has been
written to set the book’s subject matter into a corporate decision-making con-
text, and there are new Preambles to two of the three main sections of the book:
the Preamble to Part Two examines the impacts of uncertainty and inflation on
cost control; and the Preamble to Part Three deals with the (behavioural) im-
pacts of implementing systems for controlling costs.

Redundant material has been eliminated and new sections added to various
chapters such as in Chapter 6 on performance measurement, in Chapter 7 on
output budgeting, in Chapter 10 on non-production standards, in Chapter 11 on
variance analysis in physical distribution, in Chapter 16 on energy cost control,
and in Chapter 17 on cost-based bid pricing.

Chapter 13 (Management Audit) is new, and Chapter 15 (on Research and
Development) has been re-structured to incorporate material on network
analysis and project control.

More attention is given in this edition to organizational considerations and to
broader matters than one normally envisages in the context of cost control.
However, there continues to be in this edition, as in its predecessor, a set of
worked examples and illustrations showing how cost control techniques can be
developed and used in different situations. (Since these examples are intended
to show the ways in which cost control techniques can be applied, the figures
used in them — such as wage rates — should not be assumed to be either accurate
in a contemporary sense or a matter of historical record. This is not their

purpose.)



Finally, throughout the book (whether at the end of individual chapters or at
the end of each main part) there are newly-added annotated references to
further reading on each major issue covered.

If this revision continues to help managers to see some of their problems in a
new light, and to help illuminate their solution, then its purpose will continue
to be well-served.

University of Sheffield Dick Wilson
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Introduction

Whilst the title of this book might suggest that it is intended for an audience
composed of accountants in general, or cost accountants in particular, this is
far from being the case. It is a book for managers: whether he has a specific
responsibility for production, administration, marketing, or some other activity,
each manager must have a well-developed awareness of the basic methods of
financial control if he is to perform at a high level of effectiveness.

Such an awareness will tend initially to be related to a manager’s immediate
area of specialism. The argument of the book starts from the premise that cost
is synonymous with sacrifice, and it is assumed that managers will wish to
minimize (in so far as they are able) the sacrifices involved in achieving given
outcomes. However, their awareness really needs to extend beyond the area
of functional specialism to embrace the interfaces with other specialisms, since
minimizing costs in any one area is more than likely to cause an increase in
the costs of another area. It is beneficial, therefore, to consider cost control
in an overall corporate context so that the impacts of different courses of
action on the organization as a whole can be seen.

Let us develop this perspective a little to consider managerial functions
within a corporate context. In a typical manufacturing-marketing company
one will find the various functions that are considered individually in Part
Three of this volume, namely:

Administration

Research and development
Manufacturing

Marketing (order-getting)
Distribution (order-filling).

These functions can be categorized in this way as a result of their differentiated
roles: i.e. each one does something different. (It is vital to recognize, however,



