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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 issued 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. The a rticles will cover a wide
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ED IT O RIAL D E P A R T M E N T N O T E
In genera l it can be said that proper expense allocation is rarely encountered in the retail field. Fo r some
yea rs depa rtment stores ha ve sprea d certain of the ir expenses over their va riou s selling and service departments,
but ha ve allowed others to find their way only to the
general profit and loss statement. Fo r example, it has
been ra ther common practice for a nu mber of yea rs to
find a n a tte mpt to distribu te rent, heat and light on the
basis of floor space occupied and to find selling salaries
charged directly to va riou s selling departments.
Ou r paper this time gives a page from the book of
experience of an accou ntant in the retail field who has
gone much fu rther than the above limited cost allocations. His findings are the result of pioneering efforts
and illustrate aga in the necessity of keeping a n open
mind when attempting to solve accounting problems on
which there is little or no experience.
Mr. Samuel Einstein, the author of this paper, has
ha d ma ny yea rs of experience in the reta il field which fit
him a dmira bly to spe a k with a u thority on reta il a ccou nting problems. Fo r some time, he was the Assistant
Comptroller of R. H . Macy & Company, of New York,
where he developed work in connection with the Ma cy
Board of Opera tions and the Macy Execu tive Tra ining
Classes. Pri or to this experience, he was the Chief
Accou nta nt for the Charles Williams Stores. At present,
he is the Comptroller of G. F o x & Company, a large
depa rtment store in Ha r tfor d, Conn. This paper was
delivered before the Bridgeport Cha pter.
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RETAIL STORE COST METHODS
cost accounting craft, through its development of the very
THE
fine cost systems, has contributed materially toward that enviable performance in the field of production where costs have been
brought down to almost an irreducible minimum. However, this
advantage, in the field of distribution, has been more than offset
by the tendency of rising costs, with its counterpart— narrowing
profits.
Possibly, in his zeal for volume, and more volume, and probably because of the complexities of his cost problems, the retailer
has not been influenced much by that same cost viewpoint which
brought about that progressive trend toward lower production cost
in the industrial field.
The retailer's cost problems are not altogether dissimilar from
those of the manufacturer. Fundamentally they are very much
alike, the difference being in the application of the principles. One
is concerned with the process of converting raw materials into finished products; the other in receiving finished products and forwarding them to the consumer. Basically, their problems and approaches are very much the same.
It is true that the retailer's cost methods cannot be as clear -cut
as they are in the field of manufacture. His is a service function.
He receives goods from the manufacturer and delivers to the consumer. In doing so, he attempts to accomplish his task with the
least possible expense. His costs are in the nature of the various
services he must purchase or provide, such as human labor, advertising, supplies, and the carrying charges incidental to moneys invested. Simply stated, his formula, if his business is to show a
profit at the end of the year, consists of adding to the cost of merchandise, a gross margin sufficient to cover his cost of doing business and a small margin for profit as his return for capital invested
and effort expended. This sounds simple enough when applied to
his enterprise as a whole, but it becomes quite a complicated
process when he attempts to carry this same formula of cost -finding and profit determination to the numerous departments comprising his store.
In our discussion of retail cost methods, I shall present the view 1599
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point of the large department store rather than that of the small
storekeeper.
The Department Store, as is apparent to all, is a grouping of
numerous units, each containing a distinct line of merchandise.
These units are known as departments.
Possibly a little of the evolution of the department store may
make clearer the nature of the problem we have under discussion.
The department store is generally conceded to be an outgrowth of
the small -town general store. This was an unorganized affair, in
which was stocked a little of everything, and probably not enough
of anything. There, no distinction was made as between lines of
merchandise carried. At the end of the year the proprietor would
take stock and from that determine the results of the year's operations.
The movement toward adding new lines of merchandise followed
closely the trend as developed in the field of production. The retailer learned from that field that the larger the size of the organization, the greater the ratio of profit to volume. It occurred to
him that, in addition to effecting economies in operation, he could
also provide greater service to his trade by adding new lines of
merchandise. He continued, therefore, to add new lines of merchandise, with the result that the department store was fast in the
process of formation. Naturally, as these lines were added, the
proprietor was anxious to determine to what extent they contributed to the profits of the business, and, consequently, the idea
of departmentization was born. The owner not only separated
various lines of merchandise from each other, physically, as an
aid to the consumer, but he also adjusted his books and accounts
to reflect the investment for each department in the form of merchandise and fixtures. He also segregated the factors of income
and expense by such merchandise divisions, so that at the end of
the year he might determine the contribution to his profits made by
each line of merchandise.
In the department store each department is treated in every
respect as a separate store, except that they all conform to a uniform policy and are subject to the same management. Each department has its own personnel, charged with all expense incurred
for its benefit, and credited, of course, with all income earned by it.
This brings us directly to the necessity for ascertaining costs by
1600
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departments, and methods used. It is from this standpoint that
we shall consider the subject of retail cost methods.
The modern department store is organized along functional lines,
both from the standpoint of management and expense classification. Obviously, the two must be correlated if any form of expense control is to be had. Functionalization leads to "specialization", and the larger the store, the greater the degree of specialization. And the greater the degree of specialization within a store,
the more complex is the job of departmental cost - finding. To be
specific the organization of department stores is generally divided
into five major functional divisions; Management, Buying, Selling,
Publicity, and Finance. The degree of specialization varies with
the type and size of the store. In one store, for example, a salesperson's duty is restricted to selling within a single department.
The stock work is performed by Stock Clerks; packages are
wrapped by Wrappers; money change is made by Cashiers; the
merchandise assigned to the department is marked with the correct retail price in the Marking Room. And, so on, the process
continues. In such a store, labor is finely subdivided. There,
specialization is developed to a high point. Consider the situation
from the standpoint of cost distribution. We are faced with the
problem of allocating to departments the expense of the Marking
Room, Cashiers, Wrappers, Stock Clerks, etc.
Now, compare this with the situation in the smaller store, where
the salesforce does all the marking of merchandise for the department, the wrapping, and the stock work, and you realize how much
simpler is the problem of expense apportionment. And so we may
establish the generalization that the finer the subdivision of labor,
and the greater the degree of specialization, the more complex
becomes the task of cost - finding.
Our problem would not exist were it not for this form of organization which the department store takes. All of the activities
performed within it are for the benefit of the Selling Departments.
This refers to the merchandise departments which transact sales
with customers. Whatever expense is incurred must be assumed
to be for the advancement of the Selling Departments and must
somehow be distributed among them. No matter whether this be
for the costliest window displays, serving no particular department,
or for a high priced copywriter added to the advertising staff.
1601
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The aim and purpose of all cost methods in the department store
is to determine accurately the cost of carrying on, as well as the
profits in each of the selling departments which comprise it. Some
of these costs are directly traceable to Selling Departments; such as
salaries for salesclerks that are assigned to them, the salesbooks
consumed, the advertising spent for their merchandise, and a few
other items of expense which may be directly allocated to departments. Others cannot. These are called the indirect expenses.
Our problem is chiefly with the indirect expenses. These constitute the largest part of the department store's total cost. It is apportioning the expense of such activities as that of the Delivery
Deparment, Floor Managers, Office Expense, Receiving Department expense, and Rent, that makes our problem an interesting one.
Of course, the simplest way of distributing indirect expenses is
to apportion them in direct relation to the volume of sales of each
department to the total store, and it is surprising how many stores
do exactly this very thing. You can see readily the fallacy of such
a plan, which means that each department's ratio is uniform in
relation to sales, regardless of how different the operating conditions may be. A Glove Department, in which the proportion of
deliveries to total is very small, under such a plan pays as much out
of each dollar for its delivery service as does the Stove Department whose every transaction is delivered and whose merchandise
occupies a great deal of space in the delivery truck. Likewise, a
Fur Department's share of the Receiving Department's expense
is the same in ratio as for the House Furnishing Department. In
the former, little energy is expended on a $5,000 shipment; whereas for the House Furnishing Department, a shipment of a like
amount would probably make demands of the full Receiving, Inspecting, and Marking force for several days. Yet the expense to
both departments would be identical in proportion to sales. It is
obvious that such a method is no method, and, undoubtedly, more
confusing and misleading than helpful.
Let me acquaint you with how the problem is met by some of the
more progressive stores.
First, the principle followed is that each department shall be
assessed with its true share of indirect expense, without regard
to its ability to absorb the expense and yet come out with a profit.
With this principle established, an attempt is made to find a unit
1602
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of measurement for each type of expense which will result in an
equitable distribution of it to the deparment; the test being that
the amount allotted bear a direct relation to use and benefits received from that service.
Of course, it is not possible to find such a yardstick for every
item of expense, and where that fails, resort is had to that convenient expedient, "sales ", as the basis. It would be of little avail,
really, if an attempt were made to distribute expense such as, let
us say, executive salaries, on any other basis than "Sales ", excepting possibly using number of transactions in each department.
To attempt to carry this finer might be time idly spent, because,
regardless of how carefully the methods in any store may have been
developed, there will still remain a great deal of personal prejudice
and arbitrariness to any basis. The finest methods of expense
apportionment I know of, are, and always will be, open to criticism.
For each item of indirect expense, there may be a number of
opinions as to how it may best be apportioned. However, we must
not lose our sense of proportion and economy in -doing so. The
prime consideration should always be—how equitable a distribution does the method produce, provided it is practical and not too
costly?
Now, as to methods employed, let me select several items contained within some of the five major functional expense divisions
to which reference already has been made.
Under the "Administrative" function are contained such items
of expense as cost of office, interest, insurance, merchandise, and
executive salaries. The Office Expense is subdivided into the various functions performed, and for each a different method is used.
The Accounts Payable division is one of the subdivisions of the
office. This section concerns itself with the checking and payment
of invoices. Therefore, it is obvious that the invoice is the fairest unit of measurement to be used as a basis for distributing that
expense. The size of this department's expense will vary, to a
large measure, with the number of invoices it must handle. A
record is kept of the number of invoices, by departments, and on
this basis the expense of this service is distributed to departments
for profit and loss purposes.
The Sales Audit, another sub - division of the office, performs the
process of verifying the sales transactions made on the selling
1603
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floors; to see that all the cash paid for merchandise is accounted
for, and that the charges to customers correspond with the sales
charges reported from the selling floors. Here the unit of measurement is the sales check. This expense, therefore, is distributed
to the departments in direct relation to the number of sales checks
originating in each. To my mind there is no quarrel with such a
plan. Each department pays exactly what it costs to audit its sales
transactions.
In the Accounts Receivable division, where customers' charges
and credits are posted, and statements of accounts are prepared
for customer distribution at the end of each month, the "Charge
Transaction" is used as the medium for determining each department's share of this expense. A record of postings, by departments, is maintained, which serves as a basis for apportioning the
Accounts Receivable and Credit office expenses.
The cost of the Statistical Department is generally divided evenly
among all the departments of the store, on the theory that it takes
no longer to prepare the data and reports for the larger departments than it does for the smaller.
It is by the same reasoning that the invoices in the Accounts
Payable division, and the sales checks in the Audit division, are
fair and exact units of measurement to be used in distributing
those expenses. Considering the various steps in the process of
payment and journalizing of invoices, you can see that it takes no
longer to write a voucher for $i, 000 than it does to write one for
$ioo, nor does it take any longer to post invoices on to the ledger
cards and then to the department journals, and the several other
steps in the process through which the invoice passes in the Accounts Payable division, for the larger invoices than for the smaller.
On that account I disagree with so many stores who insist that
when they distribute their Accounts Payable expense on the basis
of purchases, they obtain a fair division of expense. When this
is done, the department which has paid for it a $io, 000 invoice, is
charged i,000 times as much for that service as is the department
for which a $io invoice is being paid. This is an obvious inequality.
In the minds of many there undoubtedly runs through the
thought that in the course of time the law of compensation takes
care of such inequalities, but, do not overlook the fact that in large
retail stores, departments are organized according to distinct types
1604
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of merchandise. This arrangement tends toward stabilization. In
other words, the departments carrying the most costly merchandise
generally have invoices for the largest amounts, and the departments with the lower priced merchandise usually have invoices for
smaller amounts. These conditions are fairly fixed, so that any
method based on volume penalizes unduly the department with
high average invoices and favors departments with low average
invoices. There seems little need of arguing the case for using the
invoices as a basis, rather than dollars of sales or dollars of purchases.
Interest and insurance costs which fluctuate directly with variance in size of stocks are distributed by departments in direct relation to each department's average stock value. Of course, the
executive office expenses, as already mentioned, afford no direct
distribution, and are apportioned to departments on a "Sales" basis.
From the foregoing you may get an idea as to the lengths to
which some stores go in the matter of expense apportionment.
The next major functional division is that of Occupancy. This
consists chiefly of the rental costs and expenses arising from the
maintenance of buildings occupied, in which are included cost of
housekeeping, light, heat, power, and cost of operating elevators.
Some stores separate the rent from the Occupancy expense.
The former is apportioned on a square foot basis. Each department is charged for space it occupies, regardless of whether
it be a selling department or non - selling department. Every square
foot of space is accounted for. All of the available floor space is
evaluated and the cost per square foot established, —the most desirable space naturally commanding the highest charge, and for
the less valuable areas a lower rental rate is charged. Areas are
measured accurately by' departments, and record is kept of all
moves, so that if a department is given additional space, it is
charged for it; if it yields space, its rental charge is accordingly
less. Occupancy expense is distributed on the basis of floor space.
The cost of Newspaper advertising is charged directly to departments. Each advertisement is measured for exact space occupied by departments, and the newspaper rate per line is charged.
There is a type of advertising which cannot be associated with
any specific department. It may be an advertisement promoting
merchandise of a group of departments in the store, or it may be
1605
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an advertisement pertaining to the service features of the store as
a whole. Such advertising is termed Promotional and Institutional.
It is distributed to departments on the basis of sales, the reason
being that the benefit of such advertising extends to all departments and the benefits of it are probably reflected through the
volume of business each attains.
The Receiving Department's expense is analyzed by activities
performed, and for each some unit of measurement is developed
as a basis for apportionment. The cost of the Receiving office, as
an illustration, would be distributed on the basis of invoices, the
same as in the Accounts Payable.
The cost of the marking is often apportioned on the basis of
purchases, and in some of the more exacting stores, a timecard
is kept by markers, indicating the departments which they serve
in the course of the day. On the basis of these timecards are the
Marking Room costs distributed. This may seem like an unnecessarily cumbersome and complicated task. It is not, however, particularly in the larger stores where the markers are assigned to
certain groups of departments and are not moved about very much,
so that it is no great effort for the marker to indicate at the end
of each day which department or departments he or she has served.
Where they serve numerous departments, they approximate their
time, which, for the purpose used, produces a fairly accurate distribution of this expense.
Next, and the last illustration, will be that of the Delivery Expense.
The apportioning of the delivery cost is somewhat complex.
Visualize for a moment the task of this department. The packages it handles are all sizes, shapes, and weights. Some require
delicate handling, others can take a great deal of knocks and yet
be acceptable to customers when delivered. Some, because of their
monetary value, and general desirability, require special registration and care. Then there is the element of distance. Some are
destined to points right near the store, and other to remote points.
All of these varying factors make it very difficult to evolve an absolute basis that will result in a direct and fair distribution to departments of the Delivery Expense.
However, as a result of considerable study and analysis, some
1606
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very sound plans have been developed. The most practical and
exacting known to me is along the following lines.
The Delivery Expenses are grouped into two classes. Into one
are placed those items of expense which are fixed and do not vary
much because of physical characteristics of packages. Such expenses are Rent, Light, Heat, Supervision, Cashiers, Entry Clerks,
and all similar internal delivery costs. This part of the delivery
expense is divided among departments in direct proportion to
packages handled. The cost per package is uniform to all departments.
Into the second class are grouped the variable expenses: those
that are influenced by physical factors of packages. In the matter
of size, for example, a refrigerator occupies considerably more
space in the delivery truck than a coat box. Likewise, it requires
two men to effect the delivery, and much more time than for the
coat. Then again, the relative space and delivery time required for
the delivery of a pair of hose is considerably less when compared
with either the refrigerator or the coat box.
The kind of expenses grouped under this heading are such as
operating costs of vehicles, salaries of drivers and helpers, and all
other outside delivery expenses.
For the purpose of apportioning this expense, four classes of
average deliveries are established, —
Class A— representing the small package, and carrying the
minimum charge per delivery
Class B— representing boxes and packages of certain measments, and charged i % times the "A" rate
Class C— representing small bulk packages, and charged i
times the "A" rate
Class D— representing furniture and large bulk. For this
class a separate service is generally maintained and
the exact cost per piece or delivery determinable.
Each department is placed into one of these four classes and all
of the packages charged the same rate. The determination of the
class for each department is a matter of continuous study and is
determined on a basis of the average package. Of course, a record
is kept, either in the delivery office, on the basis of actual package
count, or, in the Audit Division, from saleschecks, upon which data
the Delivery Expense is spread over the departments of the store.
1607
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In the short space of time at my disposal, I could only touch on
these in sketchy fashion. In a general way, however, I have tried
to present the thought which influenced the development of the
methods discussed. This, it should be clearly understood, is not
the last word on expense apportionment. The best methods are
constantly undergoing change. They are the best that are in operation to -day.
While lacking in the degree of fineness characterizing the highly
developed cost plans employed in other industries, they do represent, however, an intelligent approach to a really complex situation.
Considerable headway has been made in this direction within the
last several years, and I feel confident that more progress will
follow.
I am heartened by your apparent interest in this subject, as evidenced by your invitation to me to come here, and I am hopeful
that as a result, your Association may show an active interest in
retail cost methods, and probably have developed within it a branch
that will foster discussion along this phase, and give to it that same
splendid and constructive thinking which marks the accomplishments of your organization. With active support and contribution
of thought from your organization the development of retail cost
methods is sure to be furthered.
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