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THE ANALYSIS AN D DISTRIBUTION OF SALES
DISTRIBUTIONAL COSTS
concern represents a different problem. There are probEACH
ably no two concerns in the United States that are exactly
alike. If they sell the same kind of product, they have different
types of organization, or they promote their sales in different ways.
For instance, in our own line of business you will find our chief
competitor handles his sales very largely through brokers, whereas
we handle ours through district sales agents. So his problem,
although in almost exactly the same line of business, is different
from ours. Also, some firms sell only two or three products, or
maybe they sell thousands of different kinds of products. And so,
as problems differ, the results will differ and the perfection of results will differ. In some concerns one can only go half -way in
arriving at a distribution of selling costs, whereas in some concerns one can go all the way. What I maintain, however, is this —
that you can always go part of the way, and to go par t of the
way is a lot better than to go none of the way.
When I was here before I spoke about the Kellogg plan in order
to prove that the idea was practicable. I explained how Kellogg's
applied it to their business; but tonight, although, in order to
carry out my line of thought, I will have to refer somewhat to
Kellogg's, I will also refer to other firms in other lines of business
to show you that the same principles that underly our particular
application of it may be used in these others.
The subject tonight, "The Analysis and Distribution of Sales
Promotion Costs," brings up the question —what kind of distribution do you mean? Do you mean distribution by products, or
distribution by territories? I am presuming that it means both.
However, first I will tackle the distribution by products, because I
believe that is the more difficult by far of the two. When we consider distribution of selling expenses or sales promotional costs
by territories, we must also consider as to whether we want to get
it also by salesmen. That will come later.
With some concerns we have got to analyze our sales promotional costs by groups of products and not by individual products.
In other concerns they can be analyzed for each individual product.
You can hardly conceive an accounting system which would give
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February 15, 1928

N. A. C. A. Bulletin

you sales costs for each single product of the Abbott Laboratories;
and so my plan for a concern of that sort would be to divide their
products into classes. A concern of that sort has a catalog. Their
catalog could be used as a basis for dividing their products into
classes, and then the costs could be arrived at by classes rather than
by individual products.
First, in order to tackle any accounting proposition, you have
got to analyze your problem, so first analyze your sales promotional costs and find out what the main elements are. I have
listed them down this way: Advertising, sampling, special trade
promotion plans, catalogs, personal salesmanship and order taking,
dealer helps, and selling overhead. Of course there are others.
Our friends in the specialized office equipment field have another
element in the matter of surveys. If you decide that you want
to use or you would like to use tabulating equipment, you go to
either a Tabulating Machine Company's representative, or a
Powers Accounting Machine representative, and he will come
in and make a survey and tell you what he can do. That is another element of selling cost which I have not gone into tonight,
because I believe if I set the underlying principles for the other
seven which I have listed down here, the same will apply to any
other expense we may have in any type of business. It makes no
difference what the accounting problem may be, I have always
made it a rule to ask myself, or to ask others, in attempting to decide what account or what product a certain item of expense should
be charged to, what was the purpose behind the incurring of this
expense? If I could determine the purpose, then I could tell the
distribution very easily. I want to see if we cannot apply this rule
to a very large part of this element of cost, the cost of selling. Let
us take advertising first.
In the first place, space advertising is usually one of three types.
It may be the one - product type, which is by f ar the most common. I don't think we ever saw an advertisement of the Bruns wick-Balke- Collender Company advertising billiard tables and their
music reproducing instruments in the same advertisement. I don't
remember having seen Johns - Manville advertising their asbestos
shingles or their fire - fighting equipment in the same advertisement.
If you will think about the advertisements you have seen, you will
remember that by far the great majority of them are of the one656
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product type. Before coming over here, I went to my associate
in the Kellogg offices, the advertising manager, and I asked him
if there was much advertising done that was not of the one -product type, and he said there was very little, because advertisers and
advertising agencies feel very strongly that where more than one
point is handled in an advertisement, the punch is lost.
Now as this type of advertisement covers one product, there
can be no question as to what product it is going to be charged to.
However, when we come down to the type that handles a group of
products, we must have some different basis of determining how
much should be charged to one product and how much to another.
I brought with me a few examples of advertising. Here is an
advertisement of pianos manufactured here in Chicago, I believe.
In that advertisement there is more than one type of piano mentioned; there are three types. However, the one type is predominant —the new invention of a particular kind of player piano. Now if I were to attempt to distribute the cost of that advertisement over the three types of pianos represented there, despite the fact that the other two are mentioned, I would charge the
cost of that advertisement against the new type of player - piano,
because I believe that the advertising value to the other products is
very negligible. If there was any question as to whether that was
proper or not, I could soon find out by going to the advertising
manager and having five minutes' talk with him, to find out what
he was driving at and what he expected to get as a result of that
advertisement.
Here is another type, in which Big Ben and Baby Ben are put
side by side. Of course in that illustration Big Ben shows up a
little more prominently than Baby Ben, because of the fact that it
takes a larger illustration; but if I were to divide the cost of that
advertisement, I would divide it half and half, because I believe
the one type of clock gets just as much advertising value as the
other. Again, if I were in doubt, I would go to that advertising
manager.
Here is still another advertisement, Swift & Company, in which
Brookfield butter, Brookfield eggs and Brookfield cheese are advertised. Most of you, gentlemen, especially those at the farther part
of the room, in looking at that advertisement can see nothing but
Brookfield butter, but in determining what I would charge the ex657
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pense of that advertisement to, I would surely go to the advertising
manager before I attempted to say. However, I believe the advertising manager would tell you to charge at least 8o per cent of the
cost of that advertisement against the butter, because it is predominant in that advertisement. The other is merely casual.
There is another thing to be taken into consideration in the type
of advertising that covers more than one product. We have to get
at the purpose back of the advertisement. Supposing we saw an
advertisement of the General Motors Company in which, in the
same advertisement, they were covering Cadillacs and Pontiacs.
How much of the cost of that "ad" would you charge against
Cadillac? Personally I would not charge one cent of it that way,
because I would not think it could be the purpose of the advertising manager to attempt to bolster the sales of Cadillacs by stating that they were related to Pontiacs ; but I would feel the prestige
of Cadillacs, long known to the automobile world, would boost
Pontiacs; so if I saw a combination "ad" of these two, I would
charge it all against the product being carried, because I believe
that is the only basis on which an advertising manager would ever
conceive of putting out such an advertisement.
There is a third type of advertising which we might call institutional advertising. We have some of it in my company. There
are others that you know very well. For instance, you know the
General Motors type. Every once in a while General Motors
come out with an advertisement in which they advertise the
family. I certainly should want to take the advertising manager
into consideration there and find out what his purpose was, but I
believe that he would tell me that his idea would be that the cost
of that advertisement should be charged not pro rata to sales, not
pro rata to sales value, but absolutely equally among all of them.
There might be some of the elements contained in that illustration
about the Cadillac and the Pontiac, so it might be that the advertising manager would tell me that he did not expect that advertisement would do the headliners as much good as it would do the
Oakland and the Chevrolet and the others down at the lower end
of the scale, but I think we would have to take the advertising
manager into consideration. And if you have an advertising manager in your firm like the one we have in ours, he certainly would
be very glad to help settle such a problem.
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Then we have another kind of advertising, direct by mail, or
package inserts, or something of that sort, that goes out direct to
the consumer. I picked up a couple of samples of blank forms
which Kellogg's get out for use in restaurants for the restaurants
to print their menus on. Down in the lower corner is a little representation of Corn Flakes; up at the top it says something about
Pep. Personally I would charge the cost of that advertisement
half and half between the two, because I believe one received just
as much benefit as the other. The same is true of another, where
All -Bran is shown at the top and Corn Flakes at the bottom. Corn
Flakes predominates a little, but I believe the carrying value of
the Corn Flakes which is the better known of the products, would
make that a proposition of an equal division of the charge between
the two products.
Radio advertising, which is getting to be quite common nowadays —the Ipana Tooth Paste performances, the Philco Battery
performances, etc., which all of us have heard so frequently —is institutional advertising in the majority of cases. In the case of
some, for instance Philco, they mention several products. However, I believe the only thing you can do in such cases is to distribute the expense equally, not according to sales or sales value.
Then we come to another type of advertising expense--advertising overhead —the salaries of the advertising manager and his
staff and the expense of running the Advertising Department. I
am going to discuss that later along with Sales Department overhead, so we will leave it for the present.
Another element of selling cost is sampling. Now sampling,
the same as space advertising, is very largely of the one - product
type. It is not considered a good thing to sample two products at
once, because you do not have the punch behind them that you do
if you sample but the one product. If that sampling is of the
one - product type, there can be no question as to how to distribute
the cost. However, if a number of products are distributed at the
same time as samples, we have to use a different basis.
Our cost of getting the sample out consists of two things: (t )
the cost of the sample itself, and (z ) and not least, the cost of
distributing it. Oftentimes the cost of distributing it is more than
the cost of the sample itself. I do not know how I would handle
the distribution of your multiple sampling costs, if you have them,
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because I do not know what your problem is, but if we should do
it I would be inclined to divide that cost exactly pro rata to the
number of samples distributed.
Another element of selling expense is special trade promotion
plans. A short time ago there was one of these plans announced
through an advertisement of the Eagle Pencil Company. They
printed a facsimile of some of Thomas Edison's writing, and
stated if you would send in a picture of the Mikado from a box
of Mikado pencils, which could be purchased at your stationer's,
along with io cents to cover the cost of mailing, etc., they would
send you Louise Rice's analysis of Thomas Edison's handwriting,
and also an analysis of your own scribbling. Now there can be
no doubt as to what the Eagle Pencil Company should do with the
cost of that special trade promotion plan. That special trade promotion plan was put out, without any doubt whatever, to boost
the sale of Mikado pencils, and Mikado pencils should get the
charge.
A short time back — several years ago -one of the flashlight
manufacturers put on a contest for a name, and you will remember finally the prize was awarded to the person that gave the name
" Daylo." Now that name Daylo has long since passed out of existence so far as I know. I know I have not seen it for several
years, so I think the plan they had in mind at that time was merery
to advertise their flashlight. Now I presume in that company,
flashlights being only one of their products, they would have no
finer distribution of their selling expense than the group covering
flashlights, so that expense of course would go against flashlights.
Now I want to explain two special trade promotion plans of
Kellogg's, because they are more familiar to me, and they have
special problems involved, and I want to show how we make the
distribution of expense involved. For three years, the Kellogg
Company has been carrying on a little campaign whereby they inserted a little slip in their packages when they went through the
packing machines, stating if you would send a small amount of
money together with the tops from a certain number of packages,
they would send you cloth dolls in bright colors, in sets, for children. As that campaign was not confined to any one product, how
could we determine what that expense was to be charged to? Very
simple. Our Advertising Department is so organized that when
660
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those requests for dolls came in every request was tabulated, so
that our advertising manager knew every week all of the varieties
of requests that were made— whether they wanted one doll, or two
dolls, or the whole set; whether they sent in stamps or coin; whether
they sent in Corn Flakes package tops or All -Bran package tops,
or what it was they sent in. We could go right back to our Advertising Department and find out what sales were being promoted,
by counting the package tops that were sent in, and that is the way
we distributed the expense. We might be a little bit wrong, but
we certainly could not go far wrong in that.
This summer Kellogg's introduced a plan that we knew as the
"5 to i" plan. The plan was this: If a retail grocer bought from
the jobber, who is our customer, five cases of Corn Flakes and one
case of Pep, he was to send in the invoice that he got from the
jobber or the wholesaler direct to us, and we would send him a
check for the amount he paid for one case of Pep. Now that
cost us a little less than $3.00 for every case, of Pep that was purchased on that plan, and as you probably realize, it ran into a very
large sum of money so there was a necessity for a quite accurate
distribution of that cost. What basis did we use? We used the
only basis we could. We used 5 to i. They had to buy 5 cases
of Corn Flakes to every one of Pep, so the sales of Corn Flakes
were promoted five times to one for Pep, therefore the expense
went 1/6 against the Pep product and 5/6 against Corn Flakes. Is
there any other way in which it could have been handled, and
handled in fairness to the two products involved? I mention these
two plans in order to show you what can be done when special
plans are put out. They always can be analyzed, the purpose back
of them can be determined, and a fair basis arrived at for distributing the expense.
Next we come to the subject of catalogs. That is something
that does not affect our firm at all; there are no catalogs on breakfast foods. With some of you it probably is a very large item.
Not ever having had the problem put up to me, I am not sure as to
how I would handle it, but I believe it is practically a question of
the space taken by the various products or groups of products.
However, there are two things that would modify that somewhat.
One is the fact that certain products might be given preference in
that they received color pages, or another product might be given
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an advantage because the illustrations were much more profuse:
but the question of your color expense can be settled along those
lines, taking your advertising manager into account as before, and
a fair distribution of that expense charged against the products or
groups of products involved.
We now come to a section of the subject, I would say, that is
more difficult, and I am approaching this classification of selling
expense with less confidence than any classification we have stated
so far, and that is personal salesmanship and order - taking. How
can you distribute the expense of the salesman who is going around
selling his products, so as to get a fair amount against each product? If we go back to the old way of doing things, we will find
out that the entire selling expense was pro - rated according to sales
value. That is the old method. Factory costs were determined
in a fairly exact manner, so that the gross profit was divided by
products fairly accurately, but when selling expenses were distributed, it was entirely pro -rata to sales value. Now I th in k I
have shown you in considerable detail how a large part of that expense of advertising, sampling, etc., can be distributed fairly accurately between products. Is the method of pro- rating according
to sales value the only method we can use in distributing the cost
of personal salesmanship and order - taking? I believe not. In
fact, with most concerns having more than one product to sell,
certain of their products are going to be harder to sell than others.
Certain of their products are sold on merit. Certain of their products are sold on a price basis. There certainly should not be as
large a portion of the selling expense assigned to the products sold
on a price basis as to the products which are hard to sell and which
take real salesmanship to put across.
So it is very similar to that which we had in the matter of advertising. We should not attempt to settle such questions merely
as accountants. Every organization is made up primarily of three
departments, the financial department, the production department
and the sales department. They should cooperate for accounting
purposes just as well as they should cooperate in other ways; and
so in this case where we consider personal salesmanship and
order - taking, we must go to the men that are handling that part of
the work —the sales manager and his assistants —to find out how
that expense should be distributed.
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In my own company, the method we employ for distributing
that expense is this: The direct expense that is incurred in our
branch offices is under the control of the district sales manager.
The district sales manager in each territory gives his opinion as to
every single item of each week's expenses, because the expense
report for every week should be distributed. We don't, however,
always go by this; we get his opinion though, and then modify it
to meet special conditions that we may see but he does not. However, he is not often over - ruled, because usually he knows; he is
the man who is out there in contact with the individual salesman.
He is the man that knows what is going on in his territory. He
knows how much time it takes to sell one product in comparison
with another; and so if anybody can give us a fair idea of how the
expense should be distributed, the district sales manager can.
And then we have the matter of selling overhead, that part of
the selling expense that the district manager cannot control; and
who is there that is better able to tell us the purposes back of the
expenditure of money in that department than the sales manager
himself ? And by getting his side of the story, we can get a pretty
fair idea as to what would be an equitable basis. I know of cases
in our own organization where that has been modified somewhat,
but it is a rare thing. And so I say that in the matter of the expense of personal salesmanship and order - taking, the same method
should be employed of going to the man who is in authority and
asking for what purpose the expense was incurred. Not only in
our line but in almost every line, when salesmen go out to the
dealer, the retailer, the man who is going to sell the goods to the
public, they often help him by trimming his windows, by decorating
his shelves, by helping him to make counter displays, etc., and that
expense can be divided into two parts, the same as sampling; (i )
the material involved, and (a ) the expense. As fa r as the material is concerned, it is very easy. For instance, we have what
we call a lock -end carton. It is made up to be put in the dealer's
window, with the ends that lock, so it can be set up like that (illustrated), or it may be set up like this. We divide the material cost
exactly even; one product does not get more value than the other,
so we charge half to Pep and half to Krumbles. That is very
simple.
Here is another one, a little more complicated. This problem
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issimilar to that in space advertising. There is no more benefit to
Corn Flakes there than to All- Bran —just half and half; but if we
were going to divide according to the old method, Corn Flakes,
representing maybe two - thirds of our sales, would get two - thirds
of the expenses; All -Bran, representing say 25 per cent, and those
other products that are not covered at all in that piece of display
material would get their pro -rata expense. That certainly would
not be fair. The only basis you can use is to get right down to
your display units and divide the cost of every one of them according to the advertising value contained therein.
Then there is the expense involved in making these window
trims, etc. We first find out what material cost there is in making
the window trim, and divide our expense accordingly. It might
not be exactly right, but it would be pretty hard to get at it in any
other way; and so we distribute our expense pro -rata to the material cost of making the trim, and come out fairly accurately.
Now comes the last of the seven items of selling expense —
selling overhead, and as I told you before, I am going to consider
advertising overhead at the same time, because the principle involved is exactly the same. Our selling overhead is made up of
two things, salaries and office expense. I believe that the office
expense follows absolutely pro -rata to the salaries. There might
be some firms where it did not, but I believe that in the majority
of firms we would find that the expense would work right in with
the salaries as far as distribution between products is concerned.
Now if we handled it on the old basis, we would distribute that
expense pro -rata to sales value. That is no more fair than it is to
uo so in other forms of selling expense, because there are certain
products which have, through a number of years of operation, attained a certain momentum. That momentum helps to carry them.
It is the newer products that require more of the attention of the
sales executive and his staff. So how are we going to distribute
that overhead? In the same old way. We go to our sales executive, to our advertising executive, and we say to him, "How much
of your department's effort this month has been put on the various products ?" He knows if he is a real advertising manager;
he knows what his department is working on. For instance, in my
own company, the Advertising Department is doing very little at
this time of the year with Corn Flakes; the Corn Flakes season
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is in decline, being a matter of large sales in summer and not so
large in winter. We do not advertise Corn Flakes heavily at this
time of the year, but All -Bran is being advertised more extensively than in the summer, because All -Bran is more of a winter
product. Therefore, while in the height of the summer season
perhaps Corn Flakes might get 6o, 70 or 75 per cent of the total
of the advertising overhead, at this time of the year it might not
get more than 20. Your advertising manager knows. If you
distribute it according to the effort he and his department are putting into it, you cannot go far wrong. The same is true of the
effort that is put in by your sales executive and his staff. He
knows what his department is working on, and therefore he can
tell us how that expense should be allocated. I say allocated
rather than pro -rated because pro- rating, especially according to
sales, is very rarely a fair way to settle the matter. You will find
that advertising expense and selling expense usually antedate the
resultant sales anywhere from a couple of weeks to a couple of
years. You may advertise a product heavily this year and not
reap the real benefit until next year or the year after next; and if
you wait until sales develop before you charge any expense to a
product, you are going to get a distorted analysis of your selling
cost.
Then again every organization has a nucleus —a number of key
men around whom the whole organization is built. It may be, as
in our business, that there are more people employed in the summer
than are employed in the winter. If you distribute that expense
according to sales, you are going to go wrong on that account, because the selling effort antedates the resultant sales.
I want to repeat now the proposition I mentioned a while back:
If you pro -rate your overhead according to sales value, you are
not taking into consideration the fact that while some sales are
made on merit, other sales are made on the basis of low prices,
and you cannot fairly distribute your expense unless you take
those elements into consideration.
Let us consider now the distribution of expense by territories
or by salesmen. I remember reviewing a book for the National
Association of Cost Accountants a year or so ago, written, I believe, by Prof. Hilgert, of the University of Illinois. He went into
considerable detail in this book, showing how this expense might
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be divided not only by territories but also by salesmen. That is a
pretty hard thing to do if you have an organization of any size. It
can be done, but it must be determined whether it is worth while
or not. If you can get down to the point where you can distribute
your selling expense by territories, you can determine which territories are the profitable ones and which are not. Your branch
manager or your district manager is not very much on to his job
if he cannot tell through the examination of his records which
salesmen are delivering the goods in proportion to their cost to
him and which salesmen are not. So I would hesitate to recommend to anyone, without knowing the actual conditions, that they
attempt to analyze their selling expense by salesmen. It might
be an advantageous thing to do, and again it might not be worth
the cost.
Now if we analyze the expense of selling by territories, we find
it is made up of two elements. In the first place, there is the allocated expense, or expense which emanates from the territories or
district offices and which is entirely under the control of the district
sales manager. There can be no doubt what that should be charged
to, because it emanates from an individual territory and should be
charged against that territory. However, we have the general expense of the Sales Department, the general advertising which is
not peculiar to any one branch or territory, but which covers all of
them. Now Mr. Hilgert in his book developed a very intricate
system by which you can build up your profit and loss by territories, but as I said when I was here before, that was before
Prof. Hilgert's book came out (and I have not changed my opinion
since), it is absolutely unnecessary to distribute the profit and loss
by territories. It all goes back to the proposition of standard costs.
You can have standard costs on the selling end just as well as
you can on production. If we determine what allowance we are
going to make to the branch for selling a unit of your product, and
then keep track of the variations from that standard, we are going
to know whether that territory is delivering the goods or not.
What is the use of building up detailed selling costs by territories
any more than building up detailed costs for each of your products in your factory? If you determine what it ought to cost, and
then show your variances by classes, to show what they were due
to, you will arrive at something that will mean more to you than
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merely to distribute the profit and loss by branches. I do not
mean that each branch should be allowed the same amount per
case for selling products, because some territories have more difficult problems to put their sales across. You get all you would
get from a profit and loss statement by territories, and will get
more too.
That brings up a little excerpt from a series of articles which
a number of you will remember appeared in the Saturday Evening
Post years ago. I would like to read a little excerpt from one of
the "Letters from a Self -Made Merchant to His Son": "In the
first place you don't need to bother very much about the things
that are going all right, except to try to make them go a little
better; but you want to spend your time smelling out the things
that are going wrong and persuade them to lead a better life."
Now there is the principle of standard costs, the standard cost of
selling just as much as the standard cost of production.
And now we come to the question of accounting machinery involved in order to get the figures you want. You probably have
your space advertising invoices on file. If you handle these
through an agency, they will probably furnish you with a monthly
summary showing how much was spent for each product or each
type of "ad ", so it is a very simple proposition to spread your advertising space expense by products from those invoices. The
advertising material, such as these pieces I have shown you, should
all be inventoried the same as stock in your factory storeroom, and
when they are issued they should be charged out to your branches
on something like an inter -house invoice. I would charge the
branches, because while some advertising cannot be charged directly to a branch because of the fact that it covers all territories,
this kind of "ad" can be charged to the branch because it goes into
a definite locality. From the inter -house invoices you can distribute your expense easily if your stock records, invoices and advertising material have listed thereon the standard way of distributing that particular product. For instance, on our stock
record for this piece of advertising we will have the invoice number, and the statement that one -half is to go to Corn Flakes and
one -half to Pep; and when a shipment is made to a certain branch,
a notation is made on the inter -house invoice that it is to be distributed half to Corn Flakes and half to Pep. Samples are handled
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the same way. They go into certain territories, and we charge the
territory that gets them.
On special trade promotion plans, free goods can be handled
from your inventory records, and on the distribution question of
the special expenses involved, such as in our case the amount we
rebated to retailers covering the cost of Pep, that is easy to distribute by products. We divide the amount of the rebate checks
issued in the ratio of 5 to i ; and any other expenses you are put
to, your various expense reports, district manager's expense reports, all will give you the detail you need for distributing by products, if you work it out on the basis I laid down in the first part
of my talk.
The cost of personal salesmanship and order - taking is gathered
from your Sales Department payroll and your expense reports.
What Sales Department of any size is there that does not get a
report from the salesman as to what he is doing? The same
thing is true of dealer helps. The material is charged out as it
is issued, both as to territories and as to products, and the expense
comes through on your detail reports.
Then it is necessary to have a report from your branch manager
of the money he is expending; and he will show you his idea
of what products should be charged with the various items of
expense; but he will have certain items that he cannot tell what
they should be charged to. In our particular forms we have what
we call an undistributed column, in which column the branch
manager puts the few items which he does not distribute by products. Those items are distributed according to the Sales Department's analysis of the work that is being done in that branch.
Now I know you will say that in an organization that has a
very large selling expense, the detail must be tremendous. In our
case, we spend pretty nearly $2,000,000 a year in so- called space
advertising. We spend pretty nearly $r,000,000 a year in sampling. Our Sales Department overhead is quite large in dollars
and cents, because we have a very large volume; and yet the
distribution of that expense by products is not burdensome to us,
because of the fact that we have used modern methods since
long before the War. I would suggest that if any of you gentlemen are contemplating such a problem that you take into consideration tabulating equipment. You cannot tackle any problem
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of this sort, where the volume is great, without tabulating equipment, without running into a lot of clerical expense.
Now to sum up what I have covered. In the first place, a very
large part of your expense can be distributed absolutely. Just
as we found a large part of your advertising is of the one - product
type, so right down the line we find a large part of expense can
be distributed absolutely. The rest of it h as to be a nalyz ed as
to purposes involved, and we take into consideration the executive
who has in charge the expenditure of the money to find out what
he thinks the purpose is. Now I contemplate that in a lot of businesses that may be represented here tonight, there will be items
of expense that you cannot find any way to distribute by products
without pro- rating; and it may be that there will be a portion of
your expense that you will have to pro-rate; but I believe that
that will be small in comparison with other expense. It is much
better to have 75 per cent of it right, or even 50 per cent right,
than to have all of it only on a haphazard or guess basis.
There may be some who will say, "Can't we use some convenient statistical basis? Can't we work up our figures in such
a way that we don't have to go through a mass of detail?" All
of you who have had experience in factory cost accounting will
bear me out that no system of cost accounting either for production or selling, is worth anywhere near its cost if it is not tied in
with the general books.
Now we come down to your problem. If you are contemplating
starting an analysis or distribution of your selling costs by products, you cannot expect to do it all at once. It has to be a sort
of slow evolution; and my advice to you would be to tackle the
easiest first and dispose of it and get it working right before
you take up the next one. I f you start off with the hardest first,
you may be discouraged before you get very far; but if you
start off with the easy ones and get a record of accomplishment
behind you, you will feel more like going ahead with the rest of
it. And I want to stress this that I have mentioned before; that
no attempt should be made to distribute those expenses without
absolute and complete cooperation with your sales and advertising
executives, because you won't get anywhere unless you cooperate
with them and they know you are trying to do so.
I have told you where to begin and how to begin. Next comes
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the question of when to begin. It is an old story—there is no
time like the present. If you keep putting it off, you will never
get at it.
I was warned by the notice that was sent me that some of you
gentlemen were expected to come here prepared to argue, and I
believe that I am ready for the discussion. I cannot tell you how
I would handle your problem, because I don't know what your
problem is, and I would have to study it. Any questions that
may be asked I will do my best to answer from the limited
knowledge I have of your problem, knowing one has to know
what he is talking about before he can do very much talking that
is worth while.
DISCUSSION
President Stiles: Gentlemen, we are ready for just a s ma ny
questions as you can fire at this gentleman in the next few minutes.
Mr. Castenholz: When you apply the standard to the territories, aren't you really getting territorial costs? I might change
that — Before setting up branch standards, isn't it necessary to
determine the profit and loss status in the territories?
Mr. Barrett: No, it is not. There are some territories that we
do not expect to make a profit in. If you know that a particular
case of goods, say, sells for $3.00,that you can manufacture it for
$2.00,and that you want to make a profit of 50 cents as a minimum, you know the maximum that you can allow that branch for
selling that case is 5o cents. It may be that you figure that sales
in that territory are easy enough so you ought not allow 50 cents,
because you don't want to allow any more than you have to, and
you want to keep the profit up as high as you can. But, knowing
what your selling price is, knowing what your manufacturing
cost is, and the profit you want to determine, you can set the
maximum allowance and then temper that as much as your judgment dictates, usually helped along by the record of past experience for each individual branch. When you have done so, you
have determined the cost of selling for that branch, to the same
extent that you have in the factory when you set the standard
cost, and no more. It may be that your costs will run over or
under your standard, but still you have such a standard. Those
670

February 15, 1928

N. A. C. A. Bul let in

or

standards, of course, would be changed from accounting period
to accounting period, from year to year, according to the latest
experience you might have in any particular territory.
Mr. Castenholz: So you really have a branch standard, and the
variation will indicate whether or not the branch is operating
according to standard. Now I have one more question. Do you
take into your monthly profit and loss statement the actual expenditures of that particular branch, or do you attempt to expense the
sales each month on a standard basis?
Mr. Barrett: We take into our accounting system the actual
branch expense. That brings up a question which has been discussed very freely especially in the national conventions of our
N. A. C. A., as to whether the variances or differences between
actual production costs and standard production costs should be
thrown into the profit and loss account as additional earning,
vice versa, or carried into a reserve. That, I believe, is a matter
that is almost absolutely up to the policy of your financial department, as to what they think best to do, depending upon how they
want their financial statement to be used. However, in my own
company, we do not set up any reserves for over-or- under - standard, regardless of whether they are on production or on selling. I
contemplate, however, that if we were to do it for production, it
might be perfectly advisable for us to do it on cost of selling too.
Mr. Wilson: Mr. Barrett kindly invited us to argue with him,
but I would rather not argue with a man who knows more than
I do. (Once in a while I have a debate with Mr. Castenholz.) I
would like to ask for some additional information, though. When
the cost accountant finishes his job, whether it is on production or
sales, the real, productive end of the thing has only begun. His
cost figures, his selling cost figures have got to be tabulated in
some way that will make them easily understood by the busy
executive and that will inspire him to pat somebody on the back
or raise a little constructive hell, according to requirements. I
would like, with the consent of you gentlemen, to have Mr. Barrett
tell us what is done with these figures, who uses them, and how
they are used toward the end of reducing selling costs and increasing selling efficiency?
Mr. Barrett: That is a very apt question, I believe. My answer
to it is this: My company is on a budget basis, as I believe every
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organization of any size should be. The budget is worked up
about this time of year for the ensuing year. The sales manager
is allowed a certain number of cents per case for selling each
particular product. He in turn breaks that down by branches, to
figure out that while he will allow one branch 50 cents for selling
that case, another branch he will allow only 30 cents for selling
that case; and then in turn that allowance is broken down into
the elements of branch expense. For instance, in our particular
line, branch expense is broken down into such things as cost of
samples, cost of sample distribution, advertising material, display
material, dealer helps, and things of that nature; and the Sales
Department breaks that total allowance down to get the allowance
to that branch for sampling per case of sales actually made. It
is contemplated that where sales run over the quota, that usually
means additional effort has been expended, and therefore the
branch should be allowed more in total, so the allowance is made
on the per case basis. Those allowances having been made, and
being part of the bonus system by which the branch manager and
his salesmen profit, the monthly figures of the cost of samples,
say, for the Atlanta branch, would be shown per unit of cases
sold. That compared with the actual month to month gives the
sales manager an idea how each individual branch is functioning;
and the sales report by districts lets him know how he is coming
out on his sales. In other words, the thing is very similar to a
general budget, only it is worked out through the sales organization, so that each branch is budgeted not only by products, but
also by items of expense. At the end of September, as our sales
start to decline for the year, the sales manager makes a special
check of the nine months' figures, giving him three months to curtail
certain endeavors to keep within the allowance. For instance, on
sampling; if it is found by the end of September that the sampling
cost per case is running high, the sampling will be reduced in
that particular territory on that particular product, in order to
bring the district manager in line, because the general sales manager himself is only allowed so much per case for selling; and if
any of the elements of that, regardless of product, regardless of
elements of expense, or regardless of territory, are higher than
they should be, it is going to endanger his own standing on a
budget comparison at the end of the year. Does that cover it'
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Mr. Wilson: Yes. Thank you, Sir.
Mr. Castenholz: Do you budget on the basis of past experience, or do you budget on some element of profit insurance, in
the activities of these various branches?
Mr. Barrett: In the first place, there is no profit insurance in
our line of business, because we are in a competitive line, and our
sales prices are not made according to costs in many instances;
they are made according to the market. Therefore we cannot set
our budget absolutely to show a certain amount of profit. We do
try to learn from the experience of past years, but as the product
becomes better distributed, as the product becomes better known,
it should cost less to sell it. Where we may allow 36 cents a case
for selling this year, that allowance may be cut to 34 or 32 cents
next year, because we feel that the time has arrived where that
case should be sold for less. Now you know that in various kinds
of products there seems to be a limit beyond which those sales
cannot be made advantageously. It is not a good thing, from a
business standpoint, to push the sales to the point where it costs
too much to make them; we would make more profit by selling
less goods. So the sales allowance that is budgeted for each year
is a combination of three things —past experience, a study of
marketing conditions on the product in their proper relation to
the ensuing year, and the profit which the management thinks
they ought to make per case on that product.
President Stiles: I would like to ask Mr. Barrett a question.
You spoke about not carrying any prepaid expenses in your books
for distribution. Suppose you had a catalog that cost you half
a million dollars to get out. Would you take that amount from
profits on manufacturing?
Mr. Barrett: That is a matter of policy. Take our business.
We ha ve a good will undoubtedly, created through advertising,
that will run into a good many millions of dollars. If the Kellogg
Company were for sale, which it never was and I do not think
ever will be, it would undoubtedly be bought only when a good
many million dollars were added to the tangible assets for good
will. That good will has been built up through two things —good
goods and advertising. If we advertise and we sample heavily
this year, the effect is going to come next year. But the Kellogg
Company has always been ultra - conservative in its accounting,
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and carries no prepaid expenses of that sort. The only prepaid
expenses that we carry over from one year to another that amount
to anything at all are our inventory of advertising material; and
the reason for that is this: the display material for 1928 was probably printed about August or September, 1927, and we have a
large part of it in the advertising stock room or in the hands of
the lithographers long before the end of the year. We ha ve to
pay for it, but it isn't to be issued until 1928; and so we carry it
over in inventory, running maybe $75, 000 from one year to the
other, but we carry no other prepaid expense. That is merely
a matter of accounting policy; and yet if we were to set up a true
balance sheet from the standpoint of selling out to new stockholders, we certainly should include in our balance sheet a large
amount for advertising that has been uone this year.
I remember one thing in particular that came up in connection
with our income tax returns. In the year 1918, following out
the conservation request from the government, Kellogg's pared
their space advertising to the bone. It did not affect 1918, but it
did affect 19i9. 1919 showed a big slump, showing that advertising expense could probably very properly be charged against
the following year and not against the present year.
In the matter of any other company, I should say it would depend entirely upon the financial or accounting policy as to whether
they deferred that item of catalog expense, or any other expense
that they might have that could in any way be deferred.
President Stiles: I was wondering also whether you required
a receipt from these retailers that you gave the $3.00 back to.
Mr. Barrett: They sent in the bill they got from their jobber
for the Pep and Corn Flakes which they purchased and we paid
them, but we paid only on receipt of that bill. We sent the bill
back to them and they have it for their files.
Mr. Himmelblau: Isn't it quite true that in moderate sized
establishments, say the establishments where the sales volume is
a million or less, such as we poor accountants frequently have
to trouble ourselves with, the question of personnel that is going
to operate a plan such as may be expected to function intelligently
is a real, pressing problem. In other words, the amount of salary
that is paid in an organization of that kind to a cost accountant,
or sales manager, or the personnel in the Cost Department or in
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the Sales Department, is such that it absolutely precludes the
building up of a personnel competent to analyze these problems
intelligently; and furthermore, that we presuppose a certain portion of the personnel that would not cooperate in the sense that
your Kellogg personnel does cooperate. I know of organizations
where the factory superintendent has a standing notice to the
cost accountant to keep out of his place, and the cost accounting
reciprocates. I also know of one organization, of a volume of
$3,000,000, where the cost clerk receives the limited salary
some
of $26.00 a week, his principal duties being to assist in the Sales
Department in clerical work, and incidentally in his spare time
he is supposed to do some cost work.
The point I am getting at is that in moderate sized establishments, where the sales volume is a million and less, we very rarely
have the background; we very rarely have a budget plan in successful operation, and furthermore, you rarely find the backing —
executive backing; or, if you find the executive backing, you
don't find a personnel competent to carry out the idea. So you
have a very serious question of whether it is wise to introduce
a detailed analysis, because when you get your figures there will
be a great deal of wrangling among departments as to the accuracy of the figures. Furthermore, if the department heads do
agree in some sort of compromise, I think the outside accountant
without much difficulty could tear those results to pieces, because
they have been arrived at in this series of compromises. I think
the larger organizations, through superiority of personnel and
the use of mechanical equipment are in position to turn out a
report that is somewhat accurate, and accurate enough that it
can be defended, than the moderate size organizations that comprise the bulk of industries represented in this room. I had the
bad fortune last Saturday to hear a poor college professor discuss
the cost of distribution at Urbana, and when he got through he
had the serious failing of not qualifying his remarks, and the
consensus of all the argument was that it was purely theoretical,
but absolutely impossible to carry out in practice. But I think
it is quite true that in large organizations, where they can use
mechanical equipment, so that the information is rather exact,
something of value can be obtained.
Just before I came to the meeting tonight I was in a factory
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where they are manufacturing caskets. Their product runs all
the way from pine box caskets to the metal caskets that only Mr.
Stiles or Dean O'Banion, or someone of that nature can purchase.
It is a serious question as to how you can distribute the elements
of cost such as they have. They have a school where the various
undertakers gather together for a week, and they teach them how
to promote their business. How would you proportion that cost?
Mr. Barrett: Most large organizations were small once. There
are very few successful organizations that start off big and make
a go of i t. You will find a lot of these organizations have got
a lot of capital together to start off, and before they have gone
very far they hit a snag. But most of the large organizations
today started in a small way. Take, for instance, the well known
example of the Ford Motor Company. They started in a small,
insignificant manner, and they built up to the size they are today
by slow, gradual steps, and finally gained momentum. Now the
big organizations today have no more need, or as much, for an
analysis of their costs than the small organization, and they have
just as much need for an analysis of their cost of selling as of
the cost of production. I would suggest that any concern that
figures that it is not worth while to get some analysis of the cost
of selling, drop also the cost system in the factory.
Take the Kellogg Company. The Kellogg Company was organized in i906, I believe, with a very limited cash capital. It
has been running 2 1 years. I could take you back to Battle Creek
and pull out records that would show you how much it cost per
case to sell Corn Flakes in i906 and 1907. Now it may be the
reason why some concerns stay small is because they do not
have the information necessary to enable them to control expenditures so they will grow big. If you are losing money on your
products, you are not going to grow very fast.
As to how you might work this in an organization where you
cannot get the cooperation and support of management, I will
say the fault is with the management; not that management intends to be mean and withhold something on you out of spite, but
because it does not know any better. If you will examine the
record of failures in the United States, you will find that lack of
knowledge as to how to do things, which is the basis of efficient
management, is one of the big causes of business failures, and
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also one of the big causes of small concerns staying small. Now
I might say that in a big organization your problems of getting at
the cost of selling by products are proportionately greater than
in the small organization; and I believe that any ordinary accountant, with a few brains scattered around in his head, could certainly work up a system of figures, tied in with the books, which
would give him a sales cost that would be somewhere near right.
It might not be more than 50 per cent, but as I said before, 50
per cent right is better than ioo per cent wrong. I would lay
the trouble that exists in an organization such as you speak of
directly up against the management. I claim the management is
not efficient to the extent it is not thoroughly cognizant of what
the business is doing if it does not analyze those sales costs.
As to how you would distribute the cost of running that school,
I would say to go to the sales manager.
Mr. Himmelblau: There is none.
Mr. Barrett: There must be somebody handling sales, or do
those come automatically? Is it a product that sells itself ? It
may be the general manager who has that as part of his function
doesn't know what he is turning out of that school. If he doesn't
know what sort of sales it is producing, why does he conduct the
school? I would say do away with the cost.
I remember there was a case that came up at one of the conventions of the N. A. C. A. a year ago, I think —a case was cited
of how John B. Patterson of the National Cash Register Company
was having a conference with his executives, and Hugh Chalmers,
who was the chief executive of the National Cash Register Company, made the statement that they had a department in the business that was not serving any value whatsoever, was not giving
anybody any information, and that was the cost department; and
he challenged the other executives to name a single benefit derived
from the cost department. They would not give a single expression of opinion in favor of the cost department, and the cost
department was dropped. The result was that another cost department grew up that was delivering the goods and that was
telling the executives something, and that cost department is still
in existence and nobody is asking for its abolition. Where you
find a chief executive of the business, the factory executive or
sales executive who is not only not willing but glad to get figures
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of the sort I described, he ought to be replaced by someone else.
Mr. Yon Arb: I might say a word here about the sad experience we have had by allocating our expenses by products, which
was this —that one of the major products that we sell developed
into a loss; the more we sold, the more money we lost; and having
discovered that, we still are looking for the remedy. There is
not an individual concern in the industry that will believe our
results, and we have got to meet that competition. We carry that
product because we cannot eliminate it; by eliminating it we
would eliminate our entire line, and we have the job on our hands
of educating the entire field of that competition.
Mr. Barrett: My answer to that is at least you know what
you are doing. Before, when you did not have that analysis, you
did not know what you were doing. My company is perfectly
content to go on and lose anywhere from a quarter to a half
million dollars on a product when they feel that that product is
good, that it is going to come eventually, but they are not fooling
themselves one minute; they know what they are doing; they
know what it is going to cost to put that product on the market
on a national distribution basis. I claim that if you are losing
money on a product, if you must have that product, it is a whole lot
better to know you are losing and how much you are losing, than
not to know it. And the same thing would hold true of your
factory cost. Why keep a factory cost if you eliminate your
selling cost? Wouldn't it amount to the same thing?
Mr. Von A rb: It has done this —it has kept the salesman off
his usual endeavor along that line; he is not asked to push it.
Mr. Barrett: Isn't that a profitable thing for the business that
he should do that? You have to carry the line in order to satisfy
the trade, but the less your salesmen push it, the less loss there is
going to be.
Mr. Von Arb: That's true.
President Stiles: If I had been looking in the same kind of
box Mr. Himmelblau had this afternoon, I would feel the same
way as he did.
I just want to leave a little thought with you. I prepared a
statement for our management last week, and I showed them
that for every dollar's worth of merchandise that we sold to our
678

February 15, 1928

N. A. C. A. Bulletin

different branches we have to have the following expenses before
we can see any profit, and I figured the entire movement of merchandise at manufacturing cost rather than at per cent of net
sales. It was quite interesting to note the variances at the different branches in direct relation to the manufacturing cost of
the merchandise sold. I called attention to the fact that in one
case they received $3.03 for a certain product, and in another
branch, for the same amount of manufacturing cost they received
$3.43• And in some cases it resulted in a very nice, interesting
conversation, and I think an argument similar to what Mr. Wilson
will have with Mr. Castenholz.
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