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T he National Association of Cost Accountants does not sta nd sponsor for views expressed
by the writers of a rticles issu ed a s Publications.
T he object of the Official Publications of the
Association is to place before the members
ideas which it is hoped may prove interesting
and suggestive. T he a rti cles wi ll c over a wide
range of subjects and present many different
viewpoints. It is not intended that they shall
reflect the particular ideas of any individual
or group. Constructive comments on any of
the Publications will be welcome.
Additional copies of this Publication may be
obtained from the office of the secretary. The
price to members is twenty -five cents per copy
and to non - members seventy -five cents per copy.

EDIT ORIAL DE PART ME NT NOT E
T he su bj ect o f t he measurement and control of selling
and distribution costs has been in the spotlight of discussion for several years. T hu s fa r but one book has
appeared on the subject, a nd su ch material a s is ava ila ble
is quite fragmentary and for the most part is entirely
inadequate to get a t the real problems involved. Du ring
the pa st ye a r a n a ttem pt wa s ma de by ou r Associa tion to
see wha t wa s b eing done by the better ma n a ged concerns
in our various chapter centers in handling this problem.
W e found a v ery small percentage of organizations that
were doing anything a t all comprehensive in the field. It
seems that a t the present time the best contribu tion to the
subject is to present the experience of concerns that
admittedly are making a real effort to solve the many
problems tha t a rise in this connection. Only by a pu blica tion of these ra ndom experiences a re we a ble to u ndersta nd the testing of theories a nd methods tha t America n
industry is now going through in work ing out a sound
technique in handling selling costs.
Ou r pa pe r th is t ime represents a digest of the methods
in u se by a concern which ha s been very mu ch in the lea d
in establishing sound management principles, especially
in the ha ndling of its distribution problems. E. Stewa rt
Freema n, the au thor of the paper, has a wide range of
business experience, mostly within his present organization. H e was one of the speakers on distribution costs
at our National Convention at Atlantic City in 1926.
Du ring the reconstruction period, he was the Assistant
Editor of the Week ly Statistical Report for President
Wilson, 1919, and has served as Cha irman of a Sub Committee on Indu strial Accou nting and Execu tive Reports of the Boston Chamber of Commerce. It is interesting to note tha t he ha s com e to his present position
as Chief Statistician of the Dennison Ma nu fa cturing
Company through the Cost Depa rtment. H e was one
time factory cost accountant of this orga niza tion and
moved from that position to Sales Statistician, Hea d of
the Commercial Research Depa rtment, and Division
Hea d in Cha rge of Accou nting. It is pa rticula rly gratifying to note this progress since it is a n indica tion of what
can happen when a cost accountant sees his job in all
its ramifications.
This paper was delivered
Cha pter, N. A. C. A.
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THE MANUFACTURER'S MARKETING COST
IS estimated that about
billion dollars a year are spent in the
ITretail
stores of this country. Of this, about
billion, or nearly
32

14

one -half, is spent for marketing costs. The remainder is made up
of about 16 billion spent for raw material and manufacturing costs
and about 2 billion dollars for profit and return on the investment
used in both manufacturing and marketing.
The manufacturer, of course, seldom can control the entire cost
of placing his product in the hands of the ultimate consumer, but
then neither does he often control the cost of his raw material.
The marketing costs which he does control probably do not average
much less than the manufacturing costs which he controls. In the
case of many manufacturers, the marketing costs are considerably
higher than the operating costs of the factory. Furthermore, the
proportion of the total cost which goes for marketing is continually
increasing.
When we consider the very long period of time during which
factory costs have been subjected to research and analysis and the
relatively small amount of real scientific study which has been given
to marketing costs, it becomes very apparent that the opportunity
for saving in the field of marketing must be considerably greater
than in the field of manufacturing.
Reasons for Slow Progress
There are perhaps three reasons why the average industrial
knows less about its marketing costs than it did about its manufacturing costs 15 or 2 0 years ago.
More Variables, Necessitating More Figures
The first reason is that there are more variables involved and
hence more figures are required before we can be sure of our costs.
If marketing involved nothing but distribution, our costing problems would be comparatively simple. But it is only in the socialist
state that marketing can be defined as merely distribution. In a
competitive society, marketing is concerned less with the mere distribution of the product than it is with persuading the customer to
give up his dollars —and to give them up to us rather than to our
competitors. Marketing not only has all the variables found in
331
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manufacturing but it also has a whole lot of additional variables
due to the lack of control over the customers and competitors.
More Difficult to Get the Figures
The second reason is that it is more difficult to get figures in the
case of marketing operations than in the case of manufacturing
operations. It is hard enough to get basic cost figures in the case
of factory operations carried on in the same building with us. It
is much harder when the operations are scattered all over the country. Our white collar workers are even more sensitive than our
factory workers to anything which looks to them like espionage.
But if the value of marketing costs can be proved, we shall find
ways and means to get the necessary information, and the sales
organization will have to adapt itself to the revised conditions the
same as the factory has had to do.
More Difficult to Interpret What We Get

in

The third reason for the backwardness of marketing costs is
that, even when we get the figures, it is more difficult to interpret
them into terms of definite action. This is due to the very large
proportion of joint indirect costs to the total. Even in the factory,
we have not made as much progress in the understanding and control of joint or indirect costs as we have in the case of direct costs.
There are different ways of figuring the costs of by- products even
the factory. Rule -of -thumb methods are commonly used in
distributing indirect or so- called overhead costs.
How Joint and Indirect Costs Affect the Problem

ioofo

We have been able to tolerate even a large margin of error in the
factory overhead costs because this overhead is commonly not more
of the selling price. Hence, a 50°70 error in the factory
than
overhead may be only a 57o error in the sales price. But the marketing costs are likely to equal 75°70 of the gross profit. Thus a
33 I/ 3 77o error in figuring the marketing costs may equal the difference between a good -sized profit and none at all.
We all have realized that we can't use our rule -of -thumb methods
of distributing indirect costs if we want to show the effect of a reorganization of the plant. But this doesn't bother us unduly, because the factory set -up is so rigid that it is only in exceptional
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cases that we need costs for this purpose. But there is nothing
rigid about the marketing set -up and the principal reason we want
marketing costs is to show us what reorganizations should be made.
One of the real difficulties we have had in connection with factory indirect costs has been to say what it costs to produce an order
when the factory is operating at various ratios to its capacity. The
marketing organization has no definite capacity in the sense that the
factory has, although it is subject to the law of diminishing returns. The problem of figuring marketing costs is somewhat like
the problem of figuring manufacturing costs would be if our factories were commonly operated at only about 5076 of the capacity
of their overheads.
Need for New Technique of Marginal and Relative Costs
The fact that marketing costs are, to such a large extent, joint
indirect costs and that there are so many variables involved means
that in the marketing field more emphasis will have to be placed on
the relativity of costs than has been necessary in the factory. We
know in the factory that we have to have different costs for different purposes, yet for most purposes we have been able to talk
of our costs as if they were absolute, at least for the time being.
In marketing we shall have to have as many costs for our services
and merchandise as there are purposes to which we choose to relate
them.
If we want to know whether it pays to send a salesman to a given
locality or class of customer we shall want one kind of a cost. If we
want to know whether or not we shall accept an individual order
when it comes in by mail or is handed to a salesman already in a
customer's store, we shall want quite a different and a considerably
smaller cost. If we want to know how the net profit will be affected by the addition or elimination of any line of merchandise,
any class of customer, or any selling unit, or by the substitution of
one for another, we shall derive no great benefit from mere average
total costs. The answer will have to be obtained by comparing the
marginal cost of each border -line case with the marginal revenue
derived therefrom. Ordinary averages are less useful when we
are dealing with liquids than when we are dealing with solids. We
need to develop a technique of marginal and relative costs.
Altogether, the difficulties are very real but the opportunities
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are correspondingly great. No matter how impractical the detailed
study of marketing costs may seem to the salesmanagers of today,
it can hardly seem more impractical than it did to the factory managers of 3o to 4 o years ago.

What Our Company Is Attempting
Our company has made a start in the study of marketing costs,
but we can hardly claim to have done more than scratch the surface. I am going to devote the rest of my time to explaining what
we have done and are planning to do. While your problems will
doubtless differ from ours, concrete illustrations are likely to be
more suggestive than abstract generalities.
We are manufacturers of shipping and marking tags, gummed
paper and labels, crepe paper products, paper boxes, leather and
velvet cases, glue, sealing wax, holiday gift dressings, and miscellaneous stationery specialties. We carry about 6,000 items in stock
and about half our output consists of goods made to order. We
sell to wholesalers, retailers, and consumers in a wide variety of
trades. We do this by advertising, by traveling salesmen, by mail,
and in retail stores. We employ about 4,000 people and do a business of $16,000,000 a year consisting of 400,000 orders sold to
$ 4 o apiece, but range
some 75,000 customers. Our orders average
from less than $1.00 to more than $1o,000 each.

The Two Kinds of Marketing Costs
In our approach to the cost problem, we came to the conclusion
that marketing is naturally divisible into two parts:
1st. Getting the sales contract or order, and
2nd. Executing the sales contract or filling the order and
collecting the money.
In the exchange of merchandise for dollars, Order Getting has
to do with persuading the customer to promise to pay dollars. The
Execution of the Order, or Order Filling and Money Collecting,
has to do with sending the merchandise to the customer and collecting the money.
The Order Filling and Money Collecting Costs are the costs incurred for the clerical, warehousing, and shipping processes which
precede or follow the manufacturing operations. They are as much
a part of the cost of filling a customer's order as the manufactur-
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ing cost istelf. They are costs for routine operations and as such
can be figured in much the same way as the factory cost.
Order Getting Costs are the costs for publishing advertisements,
calling on customers, and writing sales letters. These are more
like speculative investments. The cost per publication, per call,
or per letter can be figured fairly definitely; but the ratio of sales
secured to cost invested is subject to the laws of economics, psychology, and chance.
Order Filling Costs, Their Two Uses
If you will now turn to Exhibit A, I shall explain our method of
accounting for Order Filling and Money Collecting costs.
Our plan is designed to accomplish two purposes:
ist. To measure the efficiency of each organization unit, and
2nd. To help show the profit by classes of merchandise.
The efficiency of each organization unit is measured by the difference between its actual cost and its budget. The budget is predetermined on the basis of a definite amount per month for fixed
charges and a standard cost for each unit of work performed. This
budget, for example, might be $200 per month, plus 25 cents per
order or io cents per item on an order. In the case of packing
material, the budget is a definite standard cost per thousand cubic
inches packed, without any fixed charges. The budget for preparing regular monthly reports, on the other hand, is a definite
amount per month, without any allowance for variations, except
where special reports are required. The difference between the
actual cost and the budget is carried to Profit and Loss.
To get the profit by merchandise lines, of course, we must have
an Order Filling Cost for each kind of product. We have worked
this out in two parts (i) a cost per unit which varies according to
the size of the product and ( 2 ) a cost per item of goods on an
order. Our accounting gives us figures showing the total quantities invoiced each month and the number of times each kind of
goods has been invoiced, that is, the number of times it has appeared as an item on the orders shipped. The total quantity shipped
is multiplied by the cost per unit, and the number of items shipped
is multiplied by the cost per item. By adding these together, we
get the Order Filling Cost for each kind of goods and for the shipments as a whole. This aggregate Order Filling Cost is added to
335
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EXHIBIT A

Method of Accounting for Order Filling and Money Collecting
Costs, i. e., Office and Warehouse Costs
Office & Wa rehouse Accou nts (one or more accou nts for ea ch section a s
shown on Exhibit B).
Bala nce is profit or loss
du e to efficiency or inefficiency.

Order Filling Variation
Account. Ba la nceisprofit
or loss du e to variation
from expecte d nu mber of
items a nd in items, letters,
a nd customer - months to
an order.

Gross Profit a bove the
su m of the Fa ctory
a nd O rder Filling
Costs; classified by
Merchandise Lines.

Fa ctory
Cost

Fa ctory
Selling a nd
Administra tive
Costs

To Show Profits by
Merchandise Lines
St a nda r d Costs
figured on basis of
nu mber of items
and volume of product shipped. (Ea ch
kind of goods called
for on an order is an
i t e m ; v o l u m e is
measured by t h ou sa nd cu bic inches).
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the Factory Cost and the sum of the Factory and Order Filling
Cost is compared with the sales value to get the gross profit by
classes of merchandise.
The total standard cost charged against the product is compared
with the budgets credited to the organization sections and the difference is credited or charged to Profit and Loss, as due to a variation between the number and kinds of orders we were equipped to
handle, and the number and kind actually received. We handle
this variation in about the same way that we handle the variation
in factory overhead.
Order Filling Cost: Method of Computation
If you will now turn to Exhibit B, I shall explain how we build
up these order filling costs by classes of merchandise. The horizontal lines on this sheet show the various organization sections or
operations. The vertical columns show the g different factors
which are used to measure the office and warehouse costs. The
X's on each line show which of the cost factors is used for each
section. In figuring the product cost, the first 4 factors are combined into a cost per item sold; the 5th is a cost per thousand cubic
inches; and the 6th is a cost per dollar of sales. The 7th, 8th, and
9th factors are charged as service to other branches of the organization and, therefore, excluded from the Order Filling Costs. I
shall now explain the first 4 factors and show how they are combined.
( z ) The Standard Cost per Item or line on an order or invoice is used for such operations as pricing and typewriting each line on an invoice, entering the cost of the
item sold, tabualting statistics of goods sold, deducting
the item on the balance of stock records, getting out the
stock, and for part of the work of assembling, checking, and packing the goods. Part of the item costs
apply only to stock goods and others only to special
goods. Some costs apply to both, sometimes at the
same and sometimes at different rates.
( 2 ) The Standard Cost per Order or invoice — considering
each order or invoice as a whole —is used for such operations as passing the order for credit, making out the
follow -up record, warehouse and shipping operations
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EXHIBIT B
Office and Warehouse Costs
SERVICE CHARGES

ORDER FILLING COST
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on the order as a whole, heading the invoice and posting the accounts receivable ledger, tabulating salesmen,
town and trade statistics, filing the order; also for the
cost of the order and invoice blanks, and the envelope
and postage stamp used for mailing the invoice. Orders
for stock goods and orders for special goods have the
same cost for some operations and different costs for
others.
The number of orders to a given amount of dollars
can be increased in two ways: (first) by combining
certain items on other orders thus increasing the number of items to an order, and (second) by increasing
the quantity of goods per item. In the first way we
save on the order cost only whereas in the second way
we save on both order and item costs. This distinction
between order and item costs, therefore, may have considerable influence on selling policy.
The cost per order, however, cannot be converted directly into a merchandise cost because usually there are
several kinds of merchandise called for on the same
order. So we have to convert the cost per order into a
cost per item of goods on an order. Yet it is desirable
to get our order cost separately in the first instance because the number of items to an order varies considerably among different classes of goods and different
types of customers. Stock goods, for example, average
7 items to an order and special made -to -order goods
only i % items to an order.
(3) The Standard Cost per Customer -Month is used for operations which take place after one or more orders have
been combined into a customer's account. This includes
the cost of getting out the statement and receiving and
recording the payments. Customer - months are measured by the number of monthly statements.
We save customer - months only by cutting down the
number of customers who order each month. Cutting
down the number of orders from 3 a month to 2 a
month does not save any thing under this heading. The
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number of orders per customer -month differs for different types of customers. Dealers who order mostly
stock goods average more orders per month than large
consumers who order mostly special goods. For merchandise cost purposes the customer -month is converted into order costs on the ratio which applies for
each class of goods and the order costs are in turn converted into item costs in the manner previously explained.
(4) The Standard Cost per Letter is used to measure the cost
of corresponding with customers and salesmen in regard to customers' orders. More letters per order are
required in the case of special goods than in the case of
stock goods and there is also a difference in the cost
between different types of special goods. The cost per
letter is converted into a cost per order, and hence, into
a cost per item taking these differences into consideration.
(5) The Cost per Thousand Cubic Inches is used to cover the
cost of packing material, warehouse space, and part of
the physical handling of the product in warehouse and
shipping departments. The cost is slightly higher for
goods carried in stock than for goods shipped as delivered. It is also slightly higher for stock goods with a
slow turnover than for goods which turn more quickly,
and hence, consume less space. Also very heavy goods
have a slightly higher cost per cubic inch than the
lighter goods. When goods are packed at the machine
ready for shipment the cost of the packing material is
included directly in the factory cost and the Order Filling Cost per thousand cubic inches covers only the
warehouse space and handling.
(6 ) A Standard Cost per Dollar of Sales is used for the loss
from bad accounts and for the cost of collecting overdue accounts. There are slightly different rates for
different types of customers but the same rate is used
for all lines of merchandise. This cost is not figured
in with the other order filling cost but is deducted separately from the selling price.
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(q, 8, 9) Clerical Services for Management are controlled by
definite monthly budgets which budgets are charged
against the departments benefited and thus excluded
from the Order Filling Cost. For example, the Sales
Management is charged with the cost of the accounting
for salesmen's and sales office expenses and the preparation of accounting and statistical reports for the
sales management. The Accounts Payable Section is
charged against the overhead on material purchased.
Factory Accounting is charged to factory management
and included in the factory operating overhead.
Order Getting Costs
We now come to the real selling function of Order Getting. We
have four ways of getting orders:
( i ) By calling on customers
By advertising
(3) By writing to customers
(4) By the customer calling on us.

(2)

As the first is usually the larger item of expense, I shall discuss
it first.
Selling by Salesmen
Our sales organization is divided into about 40 geographical districts, each district in charge of a district sales manager and the
whole is under a general sales manager at the home office adjacent
to the factory. Except for the cost of the general sales managers'
office, all the selling expenses are kept by districts. The salesmen's
salaries and traveling expenses are further subdivided on the books
by individual salesmen. Statistics have been kept for a good many
years showing sales by salesmen, by towns, and by trade
classifications.
By means of statistical analyses of typical sample territories we
have endeavored to find out what it costs to sell:
( i ) By customers and groups or classes of customers
By merchandise items and lines, and
(3) By one method of selling as compared with another.

(2)
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Our salesmen are largely general salesmen selling everything,
but we have a number of salesmen who specialize on dealers who
buy our products for resale, and others who specialize on large
consumers. In the case of these specialists we have, of course, a
partial break -down of our cost. For a break -down of the cost of
the general salesmen and a further break -down of the cost of the
specialists we have depended on statistical analyses.
Time Study of the Salesman's Job
Back in 1 9 2 0 we made our first step in this direction. We sent
a man out to make a time study of the salesman's job. He traveled
with several salesmen for 3 months. These studies showed:
20%

of the time spent in the presence of the customers
of the time spent waiting either for transportation
or customers
4 0 % of time spent traveling between towns and between
customers within the town
2 0 to 30 7 0 of time spent in miscellaneous work such as catalog, letter writing, care of automobile, etc.
15 to
15 to

20 7 o

It was evident that if we could increase the proportion of time
spent in the presence of the customer we could increase the efficiency tremendously. In the last 8 years in fact we have made
considerable progress in this direction, partly by better planning of
the salesman's time and partly by relieving him of clerical detail
as much as possible.
Since then we have asked from time to time a limited number of
salesmen to report the time of arrival at and departure from each
town and each customer's place of business within the town. From
these basic data we have compiled a considerable amount of cost
information which we have tried to use for the purpose of increasing our selling efficiency.
We have, of course, tried to get a theoretically complete cost by
merchandise lines and by classes of customers. Such figures have
been of interest and doubtless are going to help in guiding our long range policies.
But the sort of costs which we have found of more immediate
use are the kind that tell us how our cost picture will be affected
if we pull out a part here and stick in another part there —that is—
if we eliminate or add a certain number of towns or customers or
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if we substitute some towns or customers for others. We want
costs built up in sections so that we can tear down easily the existing cost structure and experiment with various ways of rebuilding
it in a more economical manner.
Selling Costs by Touns
If you will now turn to Exhibit C, I shall explain how we analyze
our selling cost by towns and customers.
We figure the cost of the salesman's time by adding together (i )
his salary, ( 2 ) his living expenses, and (3) a cost per salesman
for training, supervision, clerical assistance, equipment, and desk
room. The total, divided by the number of working hours, gives
the cost per salesman's hour. This is multiplied by the hours spent
in each town to get the salary and living cost applicable to the
town. To this, we add the cost for local carfares, baggage transfer, and other localized expenses. The total is the intra -town cost
or direct selling cost for the town.
From the salesman's daily reports we get the number of calls,
number of sales, dollars of sales, and the class of goods. From the
sales, we estimate the gross yield, which is what remains of the
selling price after deducting the cost of filling the order, i. e., the
factory cost and commercial order filling cost. This gross yield,
minus the direct selling cost for the town gives what we call the
net yield f or the town.
The cost of the time spent traveling, plus the railroad fares and
other similar transportation expenses, gives the total cost of travel
between towns. We see no particular advantage in dividing this
traveling time to the towns on any average or arbitrary basis. The
results thus obtained have no counterpart in reality and are, therefore, worse than a waste of effort. What we really want to know
about the traveling cost is what would happen to the total cost if
we rearranged the route or eliminated some of the towns. The
only way to do this, we think, is to figure out the cost of traveling
the territory in different ways and then select the most profitable
way.
If we want to know whether or not it pays to visit any given
town, what we want to compare is what the whole route would
cost with and without such visit. In other words, we want to know
the marginal travel cost for the town. We get this by figuring out
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EXHIBIT C
Method of Analyzing Earnings by Towns
WORKING FORMULAS
l
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the miles saved, if any, by eliminating the town. The miles saved
multiplied by the cost per salesman's -mile gives the marginal travel
cost for the town. The cost per mile can be obtained roughly by
adding together the cost of the time and railroad fare spent between
towns and dividing the total by the number of miles traveled. In
the case of towns where there are only a few trains a day, we must
also consider the waiting time saved.
The lower part of Exhibit C shows the method of analysis we
employ from time to time as a check on our routing of salesmen.
The net yield from a salesman's route as shown by this form should
be as high as could be obtained by using the salesman's time elsewhere. We can compare the net yield of one route with another
and the net yield (before deducting travel) of the towns within the
route. Then we can pick out the towns with the lowest net yield
and figure out how much travel cost we could save by eliminating
such towns. This enables us to form a judgment as to whether or
not the town should be visited and, if so, how often.
We can save ourselves the labor of figuring the cost of reaching
the higher yield towns because we know we shall want to continue
selling them. The net yield from all the towns should be large
enough to cover the general expenses of the business and furnish
a profit. The yield from some towns, however, will necessarily be
below the average. Every town, however, must show some net
yield or at least the promise of a yield. Just how large a net yield
we must demand before abandoning a town will depend upon two
factors: ( i ) what we can do elsewhere or in some other way for
the same cost and ( 2 ) the general needs of the business as to
volume of sales and rate of expansion. The net yield from any
given town should be as large as could be obtained by spending in
some other town all the intra and inter -town costs which could be
saved by eliminating the town.
The net yield from each town can be increased by either increasing the gross yield or by reducing the intra -town selling cost. A
comparison of the number of calls, number of sales, dollars sold,
and gross yield, will indicate whether the high selling cost is due
to a large proportion of unproductive calls or to a low average of
gross yield per sale. For further information it will be necessary
to analyze the time and sales within the town. Small towns often
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can be covered by mail. Other towns might be covered less frequently. In other cases, instead of reducing the selling cost it may
pay to use more capable salesmen. The traveling and living costs
and general overhead may not necessarily vary with the salesman's
salary. The studies may disclose which routes should be traveled
by automobile and which by public conveyance. Varying the
length or frequency of the visit to a town may affect considerably
the net yield.
Selling Costs by Customers
When there is only one customer or prospect within a town, the
cost for the prospect is, of course, the same as the cost for the
town, and no further division is necessary. But as the number of
customers to a town increases, as in the case of a large city or
metropolitan area, it becomes desirable to break down the intratown cost by customers. For this purpose, we ask various salesmen to report for a while, the time of arrival at and departure
from each customer's place of business.
In an analysis of this sort each customer is charged with all the
time spent at his place, plus a conventional amount of time for
intra -town time between customers, and sometimes for local carfare. This additional charge is made to vary with the location of
the customer in relation to the business center or railroad station.
When the customers are very scattered and there is considerable
variation in the time required to get from place to place, the time
spent between customers in the same town has to be treated in the
same way as the time between towns.
We have found it useful to classify the cost of calls and the
amount of sales (or failure to sell) by class of business, type of
location, kind of goods, and size of orders. In analyses of this
sort, we omit the inter -town travel cost unless it can be shown that
one class of customer is found, or one kind of product is sold
more in one type of town than another. In this way we save a lot
of clerical work and at the same time make it easier to understand
the results. Calls which do not result in sales go to increase the
cost of the sales actually made on similar calls. The statistics show
a considerable range as between the cost of selling different types
of customers and we expect to use this information in helping the
salesmen to plan their time.
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Advertising Costs
The larger part of our advertising appropriation is for national
advertising to the home consumer. Every advertisement contains
an invitation to write for further information to a certain department. The department number and letter indicates the publication
and issue. A careful record is kept for each insertion showing the
number of inquiries received, the cost per inquiry, and the nature
of the information requested and sent. A large portion of the
inquiries enclose io cents for a booklet or 20 cents for a Party
Magazine and many result in enrollment for a correspondence
course of instruction in crepe paper crafts. In such cases, the
gross profit on the booklet or instruction course credited against
the cost of the advertisement. The remainder of the cost, divided
by the number of inquiries, gives the net cost per inquiry. The
gross and net cost per inquiry then can be compared for different
publications and different types of copy.
From time to time we have sent out questionnaires to purchasers
of the booklets and magazine and we enclose a questionnaire in the
last lesson of the instruction course. Among other inquiries in this
questionnaire are: How many dollars worth of material did you
use? Who did you buy it from? We receive a lot of answers to
these questionnaires and we have checked up a considerable portion of them with the dealers. On the assumption that the answers
were correct for the proportion who sent in answers, and that the
ones who did not answer bought only a minimum amount, we have
been able to estimate the value of the booklets, the Party Magazine,
and the instruction courses as producers of sales and gross profits.
In the case of local demonstrations we have to judge the value
by detailed reports of sales in the locality, before and after. The
total cost, divided by the number of people visiting the demonstration, can be compared with the cost per person reached by national advertising. Such demonstrations are also in the nature of
merchandising laboratories from which we get ideas for improving
the market ability of our lines.
Mail Order Costs
The cost of getting orders by mail is figured per letter of different types. The number of orders and inquiries received in reply
is compared with the number of letters of each type sent out. The
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gross profit above factory and commercial order filling cost for
the orders received is compared with the cost of getting the orders.
We consider it fair to make some allowance for the probability of
unsolicited repeat orders.
(The cost of handling mail orders after they are received is
considered as part of the order filling cost.)
Retail Store Costs
We also have made studies of the cost of selling at retail both
in our own retail stores and in the stores of a number of dealers
to whom we sell. We have found that on the average about 25%
of the retail store salesman's time is spent in actual selling; about
1 57o
' in order filling, that is, in handling the cash and delivering
the goods; about 207o in caring for stock; 97o in non - selling interviews; and 3170 in /waiting between sales. But that is a story by
itself, which hardly comes under the heading of this evening's
discussion.
Order Getting Cost by Merchandise Lines
When we come to consider the Order Getting Cost as a whole,
we find that certain costs —such as national advertising, demonstrations, and sample lines —are incurred primarily to push the sale
of a particular class of product. But the larger part of our order
getting costs —such as salesmen's salary and expenses —are incurred primarily to cultivate customers as customers.
To the extent that different kinds of goods are sold to different
customers or by different salesmen it is possible to convert the
customer cost directly into a product cost. Even here, however,
we have to remember that the cost of trying to sell a given customer is often as much chargeable to the hard lines to sell which
we didn't actually sell as to the things actually sold because they
were easy to sell. Furthermore, even when the customer cost can
be allocated to the products, the traveling cost of the general salesmen remains a joint cost. And when many kinds of goods are sold
to the same customer, the whole of the salesmen's cost is a joint
cost, in so far as the products are concerned. The method of
allocation then depends upon the point of view and the purpose
for which the information is required.
If the net yield for each class of customer is sufficient to war 348
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rant continuing to sell such customers it often does not make
much difference how the profit so received is allocated among
the goods purchased. When an allocation is necessary, we think
f or some purposes it may be good enough to take the cost per
dollar of sales or the cost per order which applies to a certain
class of customers and then apply that ratio to all the products
bought by such customers. The inter -town cost in such cases can
be distributed pro rata with the direct customer time or pro rata
with the selling price.
The Allocation of Joint Costs
Theoretically, the ideal selling price for any article would be
its complete cost to make and sell at a standard rate of efficiency,
plus a fair return on the tangible and intangible investment required. There are many merchandise items, however, for which
the consumer would not be willing to pay that much. Yet it may
be worth while to continue to make and sell such items in conjunction with other items because the marginal return which they
bring in is greater than the marginal cost which they add to the
total. Thus, in the case of items made or sold jointly with some
other product, the selling price of necessity may range from a
minimum equal to only the marginal cost for by- products to a maximum for the leading products which are able to pay for a larger
portion of the joint costs.
Comparing Marginal Cost with Marginal Yield
A good plan is to consider the products which — according to the
best hypothetical allocation— appear to be least profitable. Then
one should consider what the real marginal saving in costs would
be from eliminating their sale. In many cases, the only saving in
order getting cost is the few minutes extra that the salesman spends
in the customer's store to consummate the sale. When the gross
yield per average sale is low, either because of the small quantity
to a sale or because of the small percentage of yield, the product
may not be worth even these few minutes. But when the average
gross yield is higher than the marginal cost, it may pay to continue
to sell the item until a more profitable one can be substituted for it.
We must be sure, however, that its sale does not detract the attention of salesmen or customers from some more profitable item.
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Furthermore, the equipment for manufacturing the item should
not be increased unless the excess of marginal yield over marginal
cost is sufficient to pay a fair return on such additional investment.
We may sum this up as follows: The selling price of any product should be at least equal to the cost which can be saved by not
making and selling it and it should contribute toward paying for
the joint costs as much more as the market value permits, which
contribution must not be less than what would be contributed by
any other product which could be substituted for it.
Relation Between Cost and Selling Price
If you will now turn to Exhibit D, I shall explain what I believe
to be the relationship between marketing cost and selling price
under varying marketing and manufacturing conditions.
Across the middle of the chart, is a row of X's. Below this row
of X's are the costs which are incurred as a consequence of the
acceptance of an order. This lower portion includes the factory
cost for making the goods and the warehouse and office cost for
filling the order and collecting the money. Our practice is to charge
both of these costs by classes of merchandise against the cost of
sales. The factory cost accrues with the manufacturing processes
and is used in valuing the inventories. The order filling cost is
accrued when the goods are shipped.
When the sale depends upon the price, we must remember that
the Order Getting Costs have already been spent and, therefore,
cannoKe recovered whether the order is accepted or not. The
costs blow this X line, however, have not yet accrued and, if the
order is not accepted, there is at least the opportunity for saving
them. Whether or not this opportunity can be realized will depend
upon the ratio of the output to the capacity of the fixed overhead.
When the manufacturing and order filling organizations are operating at or only a little below the capacity of the fixed overhead,
it is usually cheaper to refuse an order than to accept it at any price
less than that represented by this X line.
When the output of some part of the fixed overhead is operating
at below the capacity of such overhead, then that part of the overhead can be omitted for temporary purposes from the basic cost.
If, for example, the office can handle more orders than it is han350
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EXHIBIT D

Relation of Marketing Costs to Selling Prices
Ma ximu m Selling Price
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dling without an increase in cost, we can take that fact into consideration. We must distinguish however, between the capacity of
the overhead and the capacity of the factory machinery. When
we are operating at below machine capacity, that part of the fixed
overhead which applies to machinery can be omitted but this does
not necessarily hold true for the rest of the overhead. Very often
it is not possible to operate at machine capacity without an increase
in the fixed overhead somewhere along the line.
When all parts of the fixed overhead are operating below capacity, as in the case of a severe but temporary depression, we can
omit the whole of the fixed overhead from the basic cost. At such
times it might pay to accept an order at any higher price than that
represented by the lower X line on the chart.
You will understand that I am speaking now from the standpoint
of cost alone. Whether or not it is good business tactics to cut
prices below any given level will depend naturally upon a variety
of considerations.
When the volume of business is above the capacity of any part
of the overhead, then, we should so utilize our limited capacity as
to get the highest possible net profit.
If the capacity of the plant is the limiting factor, each productive
hour theoretically should be auctioned off to the highest bidder,
the value of each bid being measured by the gross profit per productive hour above Order Filling Cost. Experience alone can
show what it is feasible to ask.
In the same way, when the capacity of the sales organization is
the limiting factor, each salesman's hour so far as possible should
be employed so as to get the greatest possible return. Ordinarily,
the salesman merely sells all he can sell but if his time is insufficient
to cover all of the products, the most emphasis should be placed on
the products which make the largest contributions toward paying
for the joint costs. If the selling capacity is unlimited, the manufacturing and order filling capacity theoretically can be sold to the
limit so long as the marginal gross profit exceeds the marginal selling cost. Usually, however, the selling capacity is limited to a
certain extent by the fact that it takes time to train a salesman and,
therefore, the size of the sales organization may have to be based
more on long -range than on immediate needs.
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The Future of Marketing Costs
At the present time, the selling cost probably has very little influence on market value except in lines where all competing organizations sell a single product. The individual concern, even when
it knows what its marketing costs are, is nevertheless obliged to
sell at the market price or not at all. Thus the individual concern
cannot utilize fully its knowledge of marketing costs until such
knowledge becomes more widespread.
But the individual concern by study of its marketing costs can
find ways and means to reduce them and thus increase its profits
and its ability to undersell its competitors. This will force the
competitors likewise to study their marketing costs. In this way
the knowledge of marketing costs will steadily spread and with
this spread will come a new opportunity for each cost accountant
to make himself of increased value to his own concern and to
society in general.
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