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Assignment of Nonmanufacturing Costs
for Managerial Decisions
N the operation of a business it is necessary to decide what products to sell,

I where and to whom to sell them, how to price them, and what methods to
use in selling. In making such decisions, management needs to have cost and
income data for individual product lines, territories, customers, and other units
which are dealt with. Since these decisions are made in the planning stage of
management at which alternative courses of action are compared and choices
are made, both historical and prospective future costs are needed. When
reliable measures of the relative profitability of individual units in the over -all
picture are lacking, management may hesitate to act or it may act blindly.
Determination of costs and profit margins by products, territories, and
other lines of activity requires assignment of costs to those lines of activity.
Both manufacturing and non - manufacturing costs must be assigned in order to
provide complete coverage of factors which affect profitability of individual
units. This report presents the results of an analytical study of the techniques
available for determining the incidence of non - manufacturing costs by products, territories, customer classes, and similar lines of marketing activity. It is
based upon practices of seventy companies which were interviewed in developing the study.
Introduction
have been developed most extensively
T for the purposes of producing cost figures
needed in preparing periodic
HE PROCESSES OF COST ACCOUNTING

financial reports and for aiding management in its exercise of control over
costs. Substantially less attention has been given to the determination of costs
for decisions which fall in the realm of policy making. This study is concerned with the latter field —the development and uses of cost information
as a basis for making decisions in the field of business planning and policy
formulation.
Illustrative of the type of problems here under consideration are the following:
1. The products to be offered for sale, the proportions in which they are
to be sold, and the prices at which to sell them.
2. Where to sell them, i.e., the geographical area in which to operate.
3. The classes of customers whose patronage is to be solicited.
4. The channels to be used in distributing the company's merchandise.
5. The services to be offered to customers.
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6. The relative emphasis which is to be placed upon the various products, territories, etc.
Decisions such as those listed above fall in the planning stage of management
at which alternative courses of action are compared and choices made. The
resulting decisions are then expressed in the form of policies, budgets, and
standards which serve as guides to subsequent actions in the day -to -day executory stage of management. The preparation of cost and income statements and
analyses needed as a basis for such decisions provides a wide scope within
which the accountant can be of service to management. The aim of this study
is to explore the methods for getting facts on which such actions may be based.
Without minimizing the importance of manufacturing costs, this study is
limited to the assignment of non - manufacturing costs to products, sales territories, and other sub- divisions of the business. Methods for ascertaining
manufacturing costs have been well developed by most companies in which
management is aware of the advantages of having good costs, but preliminary
field interviews showed that comparatively few companies possess equally
good information about non - manufacturing costs. Since marketing costs
usually constitute the major portion of non - manufacturing costs, this study
places particular emphasis upon costs of marketing. However, the broader
aspects of cost assignment described here are equally applicable to other costs.
As a basis for the present report, seventy companies were visited by members of the Association's research staff to determine what methods are in use
and why they are used. In addition, a survey of existing literature on the
subject was made.
NATURE OF THE PROBLEM

Need for Costs by Segments of the Business
Most business men realize that some products, territories, customers, etc.
are more profitable than others. They also know that an undue proportion
of small orders, excessive product variety, and too many special services may
have an adverse effect on profits. In pricing, most executives recognize both
the advantages and the dangers in accepting orders which increase volume and
contribute something to fixed overhead when more profitable business is not
to be had. While general impressions may serve as a rough guide to decisions,
measurement of the factors involved is needed before management can take
effective action on specific problems. Lacking reliable measures of the relative
profitability of products, territories, and customers, management may hesitate
to take action or may act blindly.
Over -all financial statements do not provide the data needed for decisions
with respect to individual organizational or product units. Instead manage1136
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ment needs to have costs and income by segments of the business." Analysis
of sales income and costs by segments of the business provides the basis for
a better understanding of the elements which make up over -all pr ofi t. "
Specific products, territories, salesmen and other units which need attention
are then more readily identified and it is easier to select the areas which offer
the greatest opportunity for profits. It is also possible to evaluate proposed
courses of action with greater objectivity and to measure the results of action
taken with more reliability. However, the difficulty encountered in finding
companies which could contribute information to this study seems to indicate
that comparatively few companies have the cost data needed to determine
relative profitableness of products, territories, salesmen, customers, etc.
Uses for Hisforical Costs
Costs may represent the ways in which operations are currently being carried on, or they may be prospective costs which are expected to result if a
specified change is made in the future. In the first instance the break -down
of costs and sales by segments utilizes historical data. A monthly statement
of profit and loss by product lines or sales territories is a typical result,
although such studies are not always made at regular intervals. For example,
a number of companies seen in the field study had made studies to determine
the cost of handling orders of various sizes, but these studies were repeated
only when some change in conditions made it advisable to bring a prior study
up to date.
Determination of historical costs by segments often serves to direct managerial attention to areas where action might be taken to improve profits.
For example, if a certain sales territory shows profits which are low in comparison with other territories, investigation to determine the reason would
seem to be in order. This investigation may show causes beyond control of
the company, as might be the case in a territory where sales potential is low
and necessity for much travel between sales calls results in high selling expenses. On the other hand, it may be possible to improve profits by such
means as increasing sales volume, improving the sales mix, better control of
expenses, or shifting to more economical methods of delivery. Progress made
in such a program can be followed from period to period by watching the
territorial profit and loss statements and by comparing current figures with
The term "segment" is used in this report to designate any line of activity or subdivision of the business (e.g. a product line, sales territory, or customer class for which
separate determination of costs and sales income is wanted.
••In this report "analysis" is used to cover the process of dividing or separating costs
into the portions applicable to individual functions, products, territories, etc. The word
"assign" is then used to designate the application of cost components to segments of the
business. Costs of individual segments are thus obtained by analysis, followed by assignment which takes the form of accumulation of direct costs and allocation of indirect costs.
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11 37

the figures from prior periods or with budgeted figures in which expected
improvement has been reflected.
Opportunities for improving profits which may be disclosed by study of
historical costs are not limited to finding remedies for unsatisfactory conditions. One company found that all of its sales territories were profitable.
but that a few were especially outstanding. Experimentation showed that
methods of promotion developed by the most profitable territories could be
used to advantage in some of the less profitable territories. Other territories
were found to be not responsive to heavy promotion expense, and profits in
these territories were actually improved by reducing promotion expenditures.
Need for Prospective Costs
An alert management looks not only to the past, but also is constantly
searching for better methods of doing things. This requires evaluation of
possible alternatives to determine whether or not they promise improved
profits. In the process, comparisons are made with costs expected under
alternative methods rather than with previous costs or standard costs. For
example, in a case where.an unprofitable sales territory had been disclosed,
one company had considered selling through jobbers rather than through
its own salesmen. In this study it took the most recent profit and loss statement for this territory, eliminated those costs which could he saved, and added
the jobbers' commissions which would have to be paid. An adjustment to
sales income was also made to allow for an expected decline in sales volume
because of less vigorous selling by jobbers. It was then possible to see what
effect the change in methods of marketing could be expected to have on profit
from this territory.
Illustrative material in this report is drawn largely from situations involving historical costs because methods employed in the regular processes
of accounting for non - manufacturing costs were more readily determined in
the interviews. However, the same approach to analysis of costs by segments
is generally applied when dealing with prospective costs, although the basic
data may be drawn from sources outside the company's accounts. Moreover,
while the contribution which an individual unit makes to over -all profit requires that both sales income and costs be analyzed by segments of the business, determination of the costs usually presents a much more complex
problem than does the parallel determination of sales income. For this reason
this study is concerned largely with costs.
Selection of Segments for Analysis
There are usually numerous possible lines of analysis which may be fol1138
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lowed in ascertaining costs by segments of a business. Among the principal
ones employed in practice are:
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

Products or product lines
Geographical area of distribution
Administrative divisions of the sales organization
Distribution channels —as wholesaler, retailer, etc.
Method of solicitation —i.e., by salesman's call, telephone, mail, etc.
Method of delivery
Individual salesmen or groups of salesmen
Individual customers or groups of customers
Warehouses
Order size

The field study showed that analyses of non - manufacturing costs by product
lines and by sales territories are the most widely used. In practically every
multi - product company, management is interested in knowing profits by
products. Territorial analyses of costs usually coincide with areas of supervisory responsibility and the same reports furnish data both for measuring
operating effectiveness and for disclosing points of strength and weakness in
the current pattern of operations.
Reports by products and sales territories are usually prepared regularly
because management wishes to follow performance of these segments from
period to period. In several instances, discussion indicated that changes
occurred quite frequently in relative profitability of these segments and
hence it was important to know when action should be taken to correct an
unfavorable trend or to gain maximum benefit from a favorable situation.
Where decisions with respect to specific segments are made infrequently,
analyses of historical costs are usually made as special studies when wanted
or sometimes at regular intervals of several years. Studies of prospective costs
are made whenever there is occasion to consider alternatives.
Additional analyses are made where desired. For example, several companies interviewed pointed out that management needs to have current information as to profits being realized at specific points in the process of
manufacturing and marketing because decisions as to alternatives are frequently made at these points. For example, one company which can convert
its principal raw material into a number of different products watches the
product profit and loss statements closely and shifts its production and sales
facilities to those lines which are most profitable at a given time. Another
company prepares analyses of sales income and costs by regions, districts,
classes of trade, and method of delivery. By comparing returns being realized
through these various marketing channels and methods, it is possible to concentrate sales effort and to use those methods which yield the greatest return.
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While opportunity to make such decisions at certain points is present in every
company's operations, it is apparent that some companies have much more
flexibility than others. The need for analyses of cost and income data accordingly varies with the number of possible alternatives open to management and
the frequency with which decisions can be made.
Where there is no inherent difference between units in a particular class of
segments and cost variations are due to random influences which cannot be
controlled, analysis serves no purpose. This condition is illustrated by a
situation in which time spent by salesmen in calling on customers varies
according to idiosyncrasies of the individual customer. Here a cost which
averages out variations in time spent in customer calls is sufficient. On the
other hand, a company has salesmen who sell a mechanical appliance to the
general run of manufacturing plants, but who also sell a special item of
equipment which is purchased only by smelters. The latter are usually
located near mines in remote places. The distinct difference in travel expense
and travel time needed for salesmen to reach the smelters makes it desirable
for this company to segregate the cost applicable to this class of customers.*
The full range of usefulness which a particular analysis may have can
seldom be foreseen in the beginning. Experience of many companies has
shown that the initial study has opened up previously unrecognized possibilities for improvement. For example, a reason for cost variation by territories may be variations in product mix, resulting in higher selling costs in
territories with large proportions of products with high selling costs. Here
analysis of selling costs by products is needed to bring out the real reasons
for differences in territorial costs. It may also be found that certain analyses
which have served as the basis for changes in policy or methods are no longer
needed. A company interviewed had studied the effect which the number of
sales outlets in a given area had on costs and sales. As a result, granting of exclusive agencies was discontinued and the products sold to any dealer who
could meet certain qualifications. In this case the analysis served as the
basis for a single decision. Other analyses which seem promising when undertaken may prove to be of little value. A company seen in the field study
had once made a study of differences in cost of handling orders of various
sizes, but the results did not indicate need for any change in policy and the
analysis was not repeated. Changing market conditions may require reconsideration of a program of analysis to keep management informed about the
factors which are important under current conditions.
Some costs are direct as to the specific segments being costed while other
costs are indirect. Assignment of the direct costs to segments in any designated class is accomplished by classification and accumulation of the costs in
• Alden C. Brett, "The Role of the Accountant in the Control of
N.A.C.A. Bulletin, April 1, 1940, p. 969.
11 ¢V
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the categories desired. The indirect costs are then allocated. The remainder
of this report describes methods employed in assigning non - manufacturing
costs and uses made of the resulting data by companies interviewed.
CLASSIFICATION OF NONMANUFACTURING COSTS

The first step in ascertaining the incidence of costs by segments of the
business is classification of the costs. Classification first separates the costs
which can be treated as direct charges and reduces the problem area where
costs must be allocated. Appropriate classification of the indirect costs also
improves reliability of allocations which are made.
Since a clear understanding of the nature of direct and indirect costs is
basic to the processes of classification and allocation employed in the analysis
of costs by segments of a business, a discussion of the characteristics of these
two types of costs follows.
Direct Costs
The determination of costs by segments of a business begins with those
costs which can, as a practical matter, be directly identified with the unit
being costed. The direct costs represent cost factors whose application to
specific segments can be definitely measured and whose costs can be accumulated separately from costs of other segments. In speaking of direct costs
it is, of course, essential to specify the unit being costed, for costs which are
direct as to one unit are often indirect as to other units. Thus, for example,
when salesmen are specialized by product lines, selling costs can be charged
directly to product lines, but in costing individual items within a line the same
selling costs are indirect and must be allocated.
Direct charging of costs is preferable to later allocation because the reliability of the resulting unit costs is not subject to question if the basic data
have been accurately classified and summarized.
In order for costs to be handled as direct charges, individual cost items
must be identified with units to be costed (i.e. with departments, products,
territories, etc.) at the time the cost is incurred. Ordinarily this is accomplished by some plan for coding source records so that the cost data on them
can be assembled according to desired classifications. In the factory the use
of labor job tickets bearing department and order numbers is generally
familiar. Invoices, expense vouchers, and other source documents can be
similarly coded to permit subsequent direct accumulation of non- manufacturing costs.
However, it is rarely if ever possible to measure directly all of the costs
associated with a product, territory, or other such costing unit. Even where
MAY, 1951
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it is possible to employ direct methods of costing, it may be too expensive to
do so. For example, the time spent in packing orders could be recorded and
charged directly to products in a manner similar to that followed in accounting for direct labor in a factory, but the additional refinement in costs may
not be worth the additional expense that would be incurred.
In such circumstances use of standard costs often makes it possible to
obtain the benefits of direct charging without the excessive clerical expense
required by routine collection of actual costs for each product or other unit
for which separate costs are wanted. When this is done, the standard costs
are based upon test measurements which, once made, need not be repeated
until methods or other characteristics of the operation change. E. Stewart
Freeman has described an application of this method as follows:
"To get the profit by merchandise lines, of coarse, we must have an
order filling cost for each kind of product. We have worked this out
in two parts (1) 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."
By such methods the standard cost of the operation is charged directly to the
segment being costed, leaving only that portion of the cost represented by
variances to be allocated.
This method is applicable only to those costs which could be treated as
direct charges in the first place if record keeping expense did not need to be
considered. Costs of routine operations such as order writing, packing, transportation, and billing are examples of non- manufacturing costs which can
often be applied by use of standards. On the other hand, advertising, salesmen's salaries, and general administrative expenses ordinarily cannot be so
treated.* "

Indirect Costs
After charging directly those costs which can, as a practical matter, be
treated as direct charges, there remain indirect costs to be allocated. These
• "The Manufacturer's Marketing Costs," N.A.C.A. Bulletin, November 15, 1929, p. 335.
•' For a discussion of the difficulties involved in setting standards for these costs,
see Arthur H. Smith, "Distribution Analysis Points the Way to More Profitable Busi.
ness," N.A.C.A. Conference Proceedings, 1950, pp. 80 -85.
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indirect costs are collected as totals and subsequently are spread over the
various units to be costed. Allocation as a costing process thus proceeds by
breaking down totals to arrive at separate unit costs in contrast with direct
charging which classifies the costs at their source."
In order to allocate indirect costs it is necessary to select a basis of allocation which serves as a common denominator for the units to be costed. The
cost is then divided among the various units in proportions based upon this
common denominator. For example, cubic content of goods handled is often
used as the basis of allocating warehousing costs to products.
The process of allocating assumes that the cost being allocated is cor.
related with the basis used for allocation. Where basis and cost are unrelated
and do not vary together, the resulting unit costs are determined arbitrarily.
To illustrate, where warehouse space is rented and paid for according to the
amount of space occupied, there is a definite relationship between the number of cubic feet in goods warehoused and cost of warehousing. On the other
hand there is no such relationship between sales value of the goods and warehousing cost unless sales value is directly proportional to bulk of the goods
warehoused.
The reliability of any cost figure containing an allocated portion of indirect
cost depends heavily upon the character of the allocations which have been
made. In many cases indirect costs can be allocated to yield unit costs which
are quite as reliable as those which could be obtained by direct charging. "
The condition under which these results can be obtained is the availability of
a basis for allocating costs which is demonstrably correlated with the total
amount of the cost to be allocated. Where allocations have been made on
arbitrary bases, the resulting costs are also more or less arbitrary according
to the relative importance of arbitrarily allocated components.
The field study yielded numerous examples of situations in which im.
properly, chosen bases of allocation had led to the wrong decision. As an
illustration, one company stated that it sells two products, one of which is
priced at $50 per ton and the other at $500 per ton, delivered to the customer's city. At one time, outbound freight charges were allocated between
the products on the basis of relative sales values. A study disclosed the fact
* A number of terms are in current use to designate the process here called allocation. For example, there are "proration," "apportionment," and "assignment." The field
study failed to disclose any generally accepted distinctions in the use of these words,
although a few accountants prefer to use "allocation" when a factor of variability bearing a logical relationship to the cost in question is available and to use "proration"
where such a relationship is lacking. In the present report, allocation is used without
such distinction because it seems to be the term most commonly employed.
** There are also circumstances where more significant costs are obtained by allocation than by direct charging. As an example, overtime labor is commonly classified
as an overhead cost and averaged over all units produced in the period in order to
avoid the distortion of individual job costs resulting from the chance incidence of overtime work.
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that both products were carried at the same rate per ton and that weight
would be a better basis for allocating outward freight costs. When shipments
were costed on this basis, it was found that sales of the lower priced product
in distant territories had been unprofitable, but management had not been
aware of the fact because the method of allocating costs had charged a disproportionate share of freight to the higher priced product. In addition to
illustrating an error in allocation, this case raises the further question of
whether it would not have been preferable in the first place to have treated
the freight as a direct cost chargeable to the product, territory, or other
classification involved in each shipment.

Distinction between Separable Costs and Joint Costs
While many indirect costs are separable and can be allocated with substantial reliability, other indirect costs are joint costs for which no fully
satisfactory basis for allocation can be found. Circumstances under which
costs are being assigned determine which costs are separable and which are
joint. Many costs which are direct as to major segments such as product lines
or sales divisions are joint when considering subdivisions of these segments
such as individual items within a product line or individual salesman. Similarly, costs which are readily separable by product lines may be joint as to
sales territories, and vice versa. Costs which are fixed with respect to volume
are joint as to units making up current volume and any increment in volume
which may result from a decision in question. However, this applies only
within a limited range of fluctuation in volume and for the period during
which commitments resulting in fixed charges remain unchanged. From the
long range point of view, the same costs can be varied with volume and hence
that portion of the costs associated with an increment in volume is then
separable rather than joint.
Some costs which appear to be joint when viewed superficially are separable
when traced to their origin in managerial decisions. For example, an advertising appropriation may be built up by combining separate plans, each of
which contemplates an expenditure to obtain a definite objective with respect
to an individual product or territory. Or, an expenditure for a series of sales
calls may be planned with a specific allocation of time or number of stops in
view. In these instances, the costs are separable and allocation on properly
chosen bases yields reliable segment costs.
In practice, the dividing line between joint costs and separable costs is
often not clear, for one group shades into the other by degrees. While there
may be some relationship between various bases and costs to be allocated, this
relationship may be imperfect. For example, the general administrative expenses may vary to some extent with sales volume when the change in sales is
1144
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substantial enough to have an impact on the complexity of the administrative
function, but the variation in cost is not proportional to any measure of sales
volume. With many costs, current changes in volume have no measurable
effect on the total amounts spent, although some relationship may exist when
individual changes are considered cumulatively and over a period of time.
Often, joint costs arise because management finds it more profitable to
combine several lines of activity in order to secure fuller utilization of
facilities than would be provided if operations were restricted to a single
line. In the factory a special purpose machine now used for the production
of a single line may be further utilized if an additional line is added. In
developing costs for management's decision on whether or not to add the new
line, those costs which do not vary in total amount with the decision reached
(such as taxes on the equipment) can be excluded from the cost calculation.
A typical example in the non - manufacturing field is found where a company owned truck fleet is operated to deliver finished products and also to carry
raw materials on return runs which would otherwise be made without load.
Similarly, salesmen sell a variety of products because the combined sales
income yields a greater margin over salary and travel expenses than would be
obtained from a single product. Under such circumstances the over -all cost
of the various activities is less when they are combined than if they were
separate. Differences in this over-all cost which result from expansion or contraction of any single line of activity can be determined, but the complete
cost for any individual unit in the combination is determinable only on the
assumption that there is some reasonable basis for assessing the segment's
relative share of the composite costs and composite savings.
Difficulties which arise in allocation of some joint costs stem from the
lack of relationship between any available common denominator for measuring the joint activities and the cost of these activities. A principal reason for
this lack of relationship is that decisions to incur costs are often made and carried out in terms of a group of segments rather than for the separate segments.
Under such circumstances the group is jointly responsible for the total amount
of the cost and there may be no objective way to determine separately the
responsibility which each segment has for any portion of the cost.
The prevalence of joint costs had deterred a number of the companies
interviewed from attempting to determine separate costs for important segments in their marketing operations. They stated that allocations of these
joint costs would necessarily be arbitrary and the results would not be useful.
As an example, salesmen for one of these companies sell all of the company's
products to all classes of customers. An attempt was made to find some way
whereby time, effort, or other factors in the salesman's work could be separated by products and related to selling costs, but no clear and consistent
pattern could be obtained. On the other hand field selling costs were readily
M A Y , 1951
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assigned to territories as direct charges. Clear-cut lines of demarcation in an
organization and specialization of selling and advertising by products, customers, or other segments make costs more readily separable. However, costing facility cannot be a dominant consideration in choosing methods of
operating a business.
In the preparation of periodic profit and loss statements by products, territories, or other segments, there is generally a residue of costs for which no
fully satisfactory basis of allocation can be found. Costs of general administration, institutional advertising, and certain types of sales promotion
are likely to be among those to which this statement applies. A number of
companies interviewed omit general administrative expenses and sometimes
other expenses from segment statements. Other companies assign all costs
but emphasize the fact that some costs have been assigned on arbitrary bases.
Where the problem confronting management calls for a choice between
alternatives, it is usually sufficient to know how the costs will differ from one
alternative to another. For the specific purpose of making such a decision it
is not necessary to allocate those costs which will not be changed in total
amount by the decision. As an example, a company which sells through its
own salesmen also maintains retail outlets in the form of leased departments
in large department stores. These outlets are viewed partly as a means of
sales promotion but it is managerial policy to close any outlet which operates
at a loss. After some discussion this company decided that an outlet was
desirable if it showed a margin over the costs that could be saved by closing
the outlet. Sales in such outlets are benefitted by extensive national advertising of the company's products, but they decided that there was no satisfactory basis for allocating this advertising cost to sales made through different marketing channels. Since expenditures for national advertising are
not affected by the decision to close or to open an individual retail outlet,
it is considered unnecessary to allocate this cost in order to arrive at a decision. However, expenditures for local advertising are allocated to retail
outlets since more is spent for such advertising where retail outlets are in
operation than where all sales are made through other channels.
As an illustration of the dangers inherent in the improper use of allocated
joint costs, one company related that during the depression years in the early
thirties, it attempted to improve an unsatisfactory profit by discontinuing
production and sale of products which showed a net loss after allocating to
them what was considered an appropriate share of all costs of operating the
company. Despite vigorous attempts to sell more of the profitable items,
over -all volume and profits declined. Since the company's products were
sold principally by truck delivery routes which brought a full assortment of
items to the customers daily, the decision to reduce product variety had little
effect on costs of operating the trucks or wages paid to driver - salesmen. Once
1146
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this situation became clear it was seen that an error had been made in reasoning from cost data which included an arbitrary allocation of joint costs which
were not reduced by the actions taken. Had the analysis of costs been limited
to those costs which were actually affected by the decision made, or had the
over -all absorption of overhead and its effect on company net profit been
considered, it would have been apparent that the discontinued products made
a substantial contribution to the remaining joint costs and net profit. When
management of this company realized that a mistake had been made, it took
steps to build up sales volume again by increasing the variety of goods offered
for sale even though the added items could not carry a full share of allocated
distribution costs and still show a profit. Following this change the company's profits improved.
In segment profit and loss statements prepared by come of the companies
interviewed, margins are shown before allocation of certain groups of costs
which management need not consider in decisions for which the statement is
used. Other companies use similar margins, but determine them by special
study when the information is wanted. A fuller explanation of this technique
appears in later pages of this report.
Classification for Recording and Assignment
The plan for classification employed in accounting for non- manufacturing
costs needs to be developed with consideration to the types of cost statements
and analyses which will be wanted. When this has been done, the desired data
can be obtained more economically and its reliability improved.
One of the companies interviewed summarized the plan it follows in classifying non- manufacturing costs as follows:
"The accounting plan should start with the determination of responsibilities. The second step would be to set up the necessary functions
within each of the major responsibilities. The third step would then be
to provide the necessary natural expense accounts to correctly reflect the
activities of each function."
This statement seems representative of the general approach followed by companies which have well developed plans for using cost data in control and
planning of non - manufacturing activities. The extent to which each step has
been carried out appears to depend upon the complexity of the company's
organization and upon the amount of information about non - manufacturing
costs which is wanted by management in the individual company.
Each of the above bases of cost classification has its own field of usefulness, viz.:
1. Classification by responsibility provides data needed by management
in current cost control.
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2. Classification by function gives management the costs of performing
individual functions which are the primary units in planning methods
of operation. Assembly of costs by function is also an essential step
in assigning non - manufacturing costs to products, territories, customers, and any other classes of segments for which costs are wanted.
3. Classification by natural groups provides information as to items for
which money is being spent, e.g., for salaries, travel, rent, etc.
Since the functional classification is most directly useful in arriving at costs
for purposes of planning and policy making covered by this report, additional discussion of this basis of cost classification follows.

X

Classification of Nonmanufacturing Costs by Function
A function may be defined as a specific type of activity for which costs are
assembled. Thus major non - manufacturing activities are classified by one
company as finished goods transportation, advertising, direct selling, warehousing, sales administration, sales accounting and credit, and general administration. While this company's classification is typical of those encountered in the field study, another company uses a distinctively different
major classification in which non - manufacturing costs are grouped into
(1) costs of order - filling and delivery, and (2) costs of getting orders and
collecting money.* In a few cases certain types of costs ordinarily included
in manufacturing are classified as major non - manufacturing functions. Several companies interviewed so classify research costs. Since methods of
organization and operation differ from company to company, the specific
functions recognized also differ from company to company.
Subsidiary to these main functions there are usually sub - functions which
serve as the basis for more detailed cost classifications by functions per.
formed. For example, one company has the following sub - groups under general and administrative expense: credit, billing, accounts receivable, general
and cost accounting, tabulating, treasury, executive.
Classification of non - manufacturing costs by function serves two important
purposes, namely:
1. It facilitates determination of costs by segments through bringing
together costs which can be allocated on the same basis. When this
has been done, it is also easier to find a unit with which to measure
the service performed and to relate this unit of functional activity to
products, territories, and other segments. For example, a company
which operates a fleet of delivery trucks groups all costs of operating
For a description of this plan of cost classification, see E. Stewart Freeman, "The
Manufacturer's Marketing Cost," N.A.C.A. Bulletin, November 15, 1929.
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the trucks (drivers' wages, insurance, gasoline, etc.) and allocates
them to products on a single basis.
2. When the cost of an individual function is known, management is
in a position to study costs of performing the same function in
alternative ways and, in some cases, to decide whether or not the
function should be performed at all. As an example of the first, one
company had changed from decentralized billing to centralized billing because the latter was more economical. A decision of the second
type was made when a company discontinued field warehouses which
had been originally established to provide quicker deliveries to customers in some areas. In this case the cost of operating the warehouses
exceeded the gross profit on additional sales attributable to the
warehouses.
The field study showed that the functional classification of non- manufacturing costs is often limited to a few broad categories.* Under these circumstances it is usual to express the amount of cost in each category as a
percentage of over -all sales, manufacturing cost, or some similar unit and to
use these percentages in determining the amount of non - manufacturing cost
applicable to each segment. Such figures are helpful as indicators of trends
insofar as management thinks in terms of relationships between sales and the
purposes represented by cost categories used. However, when so broadly
applied, the process of averaging obsures differences in costs of selling the
various products, of covering different territories, or of serving different
classes of customers. Often these differences constitute the information which
management really needs in making decisions with respect to specific segments. It seems fair to say that such costs are frequently used because cost
data which are more appropriate for the purpose have not been developed.
In order to throw these differences into relief so that they may be used to
help explain why some segments of the business are more profitable than
others, the broad functions can be broken down into sub - functions. When
this has been done, it is usually possible to find units for measuring functional
activity which can serve as bases for allocating costs of the function. For
example many companies include with administrative expense the costs of
billing, keeping accounts receivable, and clerical operations involved in
The accumulation and application of factory costs according to a detailed plan
based upon operating characteristics of equipment in cost centers in contrast to the
limited attention given to classification and application of non - manufacturing costs
doubtless reflects the accountant's preoccupation with inventory costs and relative neglect of costs for other managerial purposes. A previous research study ( "The Volume
Factor in Budgeting Costs." Research Series No. 18, N.A.C.A. Bulletin, June, 1950,
p. 1304) also pointed out the comparative lack of budgetary control over non -manufacturing costs even in companies where comprehensive systems for control of factory
costs are in operation.
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order filling. Ordinarily these costs are definitely related to and fluctuate
fairly closely with sales activity factors such as number of orders, number
of items billed, etc. Accordingly they are not difficult to allocate. On the
other hand expenses of the president's office, the treasurer's office, and the
legal department generally have no relationship to current sales activity and
must be allocated on bases which are largely arbitrary.* For this reason a
cost system which provides for separate classification and application of these
different types of administrative expenses yields more reliable costs than does
one in which administrative cost is collected in a lump sum and allocated on a
single basis.
In the accounts, non - manufacturing costs are usually accumulated by nature
of expenditure. These accounts, classified by nature of expenditure are, in
turn, grouped by departments or other organization units corresponding to
areas of individual responsibility.
Since organizational lines generally follow functions performed, functional
cost classifications often tend to coincide with departments or other organizational units set up to obtain responsibility for cost control. However, a
group of costs under a single responsibility may include several functions
and each of the latter then should be assigned on the basis which best relates
it to the segments being costed. Assignment of the costs to products, territories, and other segments is sometimes made in the accounts. In other cases,
assignment of historical costs to segments is made with the use of tabulations
and worksheets which are apart from the accounts. Where costs are assigned
to a number of segments, the multiple distributions required are more readily
made by statistical processes. These are applied to the cost totals accumulated
in the accounts by responsibilities. The assembly of prospective costs for a
decision involving a change in methods is necessarily a special study rather
than a routine accounting operation.
Usually it is considered desirable to provide for regular accumulation and
reporting of costs according to those classifications which correspond to major
aspects of the company's marketing program. For example, one company
has a sales organization which is specialized by product lines. Salesmen
ordinarily handle only one product line and the emphasis is upon developing
specialists to meet intensive competition in this line. Advertising features
individual product lines. As a result, the company has developed its classification of accounts to provide complete statements of profit and loss by product
"Greer and Smith (Accounting for a Meat Packing Business, p. 191) remark that
"Most of these 'general' expenses are controllable in totals only. The amount of each
outlay is determined in advance as a general policy matter; and the amounts are not
greatly affected either by the volume or kind of business conducted
. the most
troublesome problem in the handling of administrative expense is its allocation to products and to sales territories. In the nature of the case any such allocation is entirely
arbitrary, and in the discussions of the problem theoretical considerations and personal
preferences are given full sway."
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lines. On the other hand, salesmen for another company sell a complete line
and advertising stresses the brand name. The sales organization is set up
on a territorial basis and management is primarily interested in sales and
profits by territories and by individual salesmen. Here the selling costs are
accumulated by territories.
In decisions with respect to alternatives, management often needs to know,
not how much a given product has cost, but rather how much cost will be
incurred or saved if a given action is taken. This calls for determining which
costs will change as a result of the decision and an estimate of how much the
change will be. Change in volume is often the principal factor which causes
changes in cost. Under these circumstances, separation of costs into fixed and
variable components is helpful." Such a classification is made in the accounts
by some of the companies interviewed and a few of them carry this classification into periodic reports in order to aid management in determining what
effect a given change in volume can be expected to have on costs and profits.
Analyses of costs by classifications which are not incorporated into the
accounts may be wanted from time to time. In order to obtain these analyses
it is desirable to organize the source records in such a way that costs can be
classified in various ways with a minimum of clerical work. Coding to provide for classification according to the various bases which may be wanted
greatly facilitates subsequent analysis. Most of the larger companies seen in
the leld study had mechanized sorting and tabulating operations required
in analysis of sales and costs.
In any case, it is desirable to arrange the original data in such a way that
subsequent processing operations can be economically performed.
Value of Adequate Classification
Adequate classification of costs by functions or departments serves dual
purposes in that it enables management to place responsibility for control of
costs and also facilitates the determination of costs by products and other
segments of the business. One way in which the latter objective is accomplished is by making it possible to treat many items as direct charges when
otherwise they would have to be allocated. Thus it may be possible to charge
some advertising and sales promotion costs directly to specific product lines.
Most of the field selling costs can likewise be charged directly to territories.
In general it is advisable to design the classification of accounts in such a
way that, whenever practical, costs are treated as direct charges. That accountants should devote more attention to cost classification and less attention
" For a discussion of the nature of fixed and variable costs, see "T he Variation of
Cost With Volume ", Research Series No. 16, N.A.C.A. Bulletin, Ju ne 15, 1949, pp.
1219 -22.
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to cost allocation was the opinion expressed by one executive who had formerly been responsible for developing accounting data for use by management
in several companies.
ALLOCATION OF INDIRECT NONMANUFACTURING COSTS

Assignment of indirect costs to segments is accomplished by allocation.
These allocations must reflect the real incidence of costs as to the segments
for which costs are wanted if the resulting figures are to be reliable as a
basis for managerial decisions. Allocation of indirect costs presents two
problems — namely, (1) what bases should be used for allocation and (2) how
far the allocation processes should be carried.
Selecting Bases for Allocating Costs
Accounting discussions concerning the choice of bases for allocating indirect costs commonly dismiss the problem with the statement that bases used
should be "fair" or "equitable. " The idea that there should be a demonstrable relationship between basis and cost to be allocated seems to be seldom
expressed, although it does underlie practices followed in many cases. Hence,
further information must be sought in the examination of the practices of
specific companies.
In order to serve as a satisfactory basis for cost allocation, the factor
chosen must (1) fluctuate concomitantly with the activity which is the source
of the cost and (2) it must itself be measurable without undue expense.
Objective tests for determining how well a proposed basis for allocation
meets the first of these criteria are not always available or practical, but there
are methods which can be helpful. The following are representative of those
employed by various companies interviewed.
1. Simple correlation analysis methods employing scatter charts are
used to find which of several possible bases is most closely related to
the cost. This work is commonly a part of the process of preparing
flexible budgets for cost control, but a factor which serves as a good
measure of activity for controlling a given cost is usually also a basis
for allocating the same cost.
• In the field study inquiries were directed toward ascertaining the objectives which
guide accountants in selecting bases for allocating indirect costs. The following statements are typical of those received in answer to these questions:
"Bases of cost allocation must be fair and equitable."
"Equity, effort expended, and benefits conferred must all be considered."
"Resulting costs must be expressed in units which management in an industry is
accustomed to use."
"The basis of allocation must be related to the sales value of the product."
"Simplicity is the essential characteristic in our cost allocations."
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2. Time studies and job analyses of activities of salesmen, clerks, and
deliverymen, are used for those costs to which such methods are
applicable. Detailed measurements are made for a test period or on
a sampling basis to determine what factors influence costs and what
the relationships are. Such methods are more readily applicable
to repetitive activities (e.g., packing, loading and shipping, billing)
than they are to the more varied activities such as direct selling and
administration. However, such methods must be used with discrimination. To illustrate, one of the companies interviewed found that
time of sales executives was almost wholly devoted to new products,
to sales territories where performance was unsatisfactory, and to
similar problems which were non - routine and highly variable in
nature. Allocation of executive salary and office costs according to
the distribution of the executive's time therefore produced erratic
results which were considered unsatisfactory. On the other hand,
another company follows the practice of having divisional executives
such as the sales manager estimate the ratios in which their time is
divided among product lines and 'in this case the ratios are found
to be stable and are viewed as satisfactory bases for allocating the
costs in question. Some companies also allocate salesmen's salaries
and expenses on bases established by studies to ascertain how salesmen spend their time while other companies consider such studies
to be of no value.
3. Where the foregoing methods cannot be applied, logical analysis
based upon knowledge of operations of the company is an aid to
selecting bases for allocating costs. It proceeds by searching for
factors which are likely to influence the cost of the function whose
cost is to be allocated. For example, in allocating the costs of a
packaging operation, a company considered the use of direct labor
hours, machine hours, factory cost, and sales value as possible bases
for allocation. The fact that labor constituted the principal cost of
the operation led to tentative selection of direct labor hours. A final
decision was made to use direct labor dollars since the latter data
were more readily available and correlated closely with labor hours.
In another case, a company which desired to allocate expenses of a
divisional administrative office defined the functions of this office as
planning, developing, and operating the division to obtain the best
possible return on capital invested in it. The company then reasoned
that expenses of carrying out these functions were related to the
capital invested in the division and that divisional administrative
expenses could be properly allocated to sub -units of the division on
the basis of relative amount of capital invested in each. A writer
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on the subject has suggested that the following questions be asked
in searching for a basis upon which to allocate the expenses of a
function:*
1.
2.
3.
4.

What is this department set up to do?
What are the individual steps taken to accomplish this result?
Are they repetitive individually or in groups?
If so, can these repeated operations be segregated to products
or to customers and thus constitute a proper basis for allocating expense totals?

The results obtained from some expenditures cannot be controlled, but the
application of effort is planned and controlled by management. Under such
circumstances, accountants interviewed frequently stated that planned distribution of effort constitutes a better basis for allocation than does actual
distribution of effort or actual results obtained. This point of view has been
expressed as follows by a writer on the subject.* *
"Thus, the salaries and travel expenses of salesmen, one of the major
items of expense in any distribution cost budget, may be allocated on the
basis of the opinion of the sales manager. He builds his sales force with
certain objectives in mind and he directs their efforts in those channels.
Would their own time reports show a greatly different pattern? Likewise,
the second largest component of cost, advertising, is beamed at the promotion of specific products and should be so charged."
These accountants stressed the need to discover the purposes which management has in mind when authorizing expenditures. In order to accomplish
this, the accountant must be familiar with marketing operations and must
work closely with executives in this field of the company's work.
Several companies stated that they had found it desirable to document the
selection of bases of allocation, giving all factors considered and the reasons
for selection of the bases chosen. When questions arose at a later date, it was
easy to determine why the decision to use a particular basis was made. The
record also had served as an aid when changes in bases were proposed at a
subsequent time. In some cases the reasons for choice of allocation bases
were summarized in the company's accounting manual.
Provision must be made for collecting statistics needed for allocating costs
on the bases chosen. These take the form of time reports, quantity movements,
etc. Most of this data is recorded for other purposes as well and it is necessary only to consider economical methods for summarizing and reporting.
• Alden C. Brett, "T he Role of the Accou nta nt in the Control of Distribu tion Costs,"

N.A.C.A. Bulletin,April 1, 1940, p. 966.
** 1. Wayne Keller, "Relative Profit Margin Approach to Distribution Costing,"

N.A.C.A. Bulletin,March 1, 1949, p. 765.
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The basis used by other companies is not necessarily a guide to the basis
that should be chosen in a specific case because conditions differ. For this
reason, no attempt was made in this study to tabulate and report the frequency, with which various bases are employed in allocating specific costs.
Proportionality between the basis of allocation and the cost being allocated
is usually assumed in making allocations. While this assumption of proportionality is sufficiently in accord with the facts to produce satisfactory costs
in many circumstances, difficulties may often be traced to use of this assumption where it is not tenable. In actuality there are various degrees of relationship between costs and bases of allocation.
Bases which are likely to be influenced by changes in selling prices or
volume often cause shifts in the proportions in which costs are allocated. As a
result, certain segments appear to cost more or less despite the fact that no
changes have occurred in the way these units are made and sold. As an example of this difficulty, one company which allocated a considerable amount
of cost to products on the basis of sales dollars raised prices on certain
specialty lines. At the end of the year it found that low priced products on
which the prices had not been advanced showed higher profits despite the
fact that unit volume and total costs for these products were very close to
the same figures for the previous year. Management questioned the product
profit figures because bonuses were being paid to product sales managers
on the basis of net profit. Study of the situation disclosed that an increase in
dollar volume of sales resulting from increased selling prices on some products had reduced the ratio between sales and costs allocated on a sales dollar
basis. Since the same ratio was used in costing all products, the low priced
products were not charged with as much cost as before.
When the object is to measure in terms of profits the effectiveness with
which marketing effort has been apportioned, it is necessary for costs of the
effort to be determined independently of the results obtained. Such commonly used bases of allocation as actual sales dollars violate this principle,
for here costs of marketing are made to depend in part on sales realized. Use
of such costing methods for pricing amounts to reasoning in a circle since
the cost which is supposed to determine the price is also determined by the
price. The real cause of a change in cost would seem to be a decision to vary
the marketing effort applied to the segment and hence a good basis of allocation should reflect this decision without being affected by extraneous
influences.
Such difficulties also arise from bases other than the sales dollar. For
example, in costing a packaging operation a company applied indirect costs
of the packaging department on the basis of direct labor hours. Hourly
burden rates were high because expensive equipment was used but unit costs
were low because volume was large. The sales department then designed
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a new display package which it wished to test for effectiveness before buying
special purpose packaging machinery to handle the new design. Some of the
operations were done by hand. While the unit labor cost of these operations
was reasonable, addition of departmental burden to this labor made the cost
of the package exceedingly high. The sales department contended that this
was not a correct cost and that it would discourage improvements in packaging which might be beneficial to profits by increasing sales. This contention seems to be justified because introduction of the new package caused
little, if any, increase in the total amount of indirect costs to be allocated
in the packaging department. At the time of the interview the company was
planning to separate the packaging department costs into fixed and variable
components. This would make it possible to ascertain the additional cost
attributable to a new package. It was stated that this would be a better basis
for deciding whether or not a trial of the new package should be made. If
the new package proved satisfactory, its production could be fully mechanized
and a new overhead rate established.

Extent to Which Allocation Is Carried
The field study showed that management usually wishes to have net profit
figures for products or product lines. Net profit by territories is also determined by a majority of the companies interviewed. In order to ascertain net
profit by segments of any class, it is necessary to assign all operating costs.
However, there are many decisions with respect to individual segments
which can be made without considering all costs. For this reason, costs assembled to serve as a basis for deciding between alternatives often are limited
to the costs affected by the decision. This leads to determination of cost differentials when the change under consideration is not expected to affect sales
income. Where change in both costs and income is expected to accompany the
decision, costs assigned to the segments in question are deducted from corresponding sales income figures to obtain contribution margins, i.e., the
contribution which each segment makes to unallocated costs and profits
combined.
For purposes of exposition, the net profit approach and the contribution
margin approach are discussed separately in the pages which follow. However, both approaches are commonly used together, as described in the section of this report entitled "Combining Contributed Margins with Full Allocation".
THE NET PROFIT APPROACH

Some companies stress heavily the need for statements which reflect the
profitability of products and product lines through the assignment of all
costs. This has been expressed by W. I. McNeill as follows:
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""

"... statistical net profit obtained historically once a year and computed
in advance for the year to come is an indispensable tool of management
for judging the profitability of individual products, product groups, or
sales branches or territories, and, if you please, it is indispensable in
appraising selling prices.
"A discussion of the problem leads immediately to a basic concept,
namely that every dollar that a company spends must find its way
eventually into the cost of one of the company's products. The determination of net profit through the allocation of all dollars spent is the
safest way of notifying the management of products or branches that
are not producing a satisfactory return.
The reasons given for carrying assignment of costs to the point of determining net profit on each segment may be summarized as follows:
1. Management is familiar with and accustomed to the use of over -all net
profit figures. Executives naturally follow the same mode of thought
in dealing with segments of the business and apply the same profit
standards (in terms of net profit after all expenses) that they have
developed for the company as a whole. In a number of cases comments were made to the effect that each product line or each sales
territory is viewed as a separate business that should "stand on its
own feet" or "carry its share of the load."
2. Since no profit is realized until all expenses of operating the company
have been recovered, many accountants reason that a cost which does
not include an appropriate share of all expenses may cause management to forget the need to recover all expenses. This point of view
is particularly evident in the preparation of costs as a guide for
pricing policy, as can be seen in the following statement made by a
member of the Committee on Research.
"... in the initial determination of selling price in a free market, the
ideal selling price should reflect all costs allocated as equitably as possible among all products. This is the soundest position competitively
both from the standpoint of competition within the product line in the
same company, and from the standpoint of competitive products of other
manufacturers."
Uses and Limitations of Net Profit Approach
In the field study questions were asked to bring out both the uses which are
made of segment net profit data and the limitations which such data might
have. It was found that management is interested in a break -down of his.
• "Good Old Net Profit!"The Controller,July 1950, p. 317.
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torical profit by segments in order to learn how much profit (or loss) was
realized on each segment. From this information it is possible to discern the
relative strength or weakness of each segment. In doing this, comparisons
are made with one or more of the following:
1. Other segments of the same class (i.e., one product with another).
2. Expected or budgeted profit for the same segment.
3. Desired or standard profit for the same segment.
4. Profit on the same segment in previous periods.
Such comparisons are useful because they show where managerial attention
should be directed in order to improve profits.
However, it is necessary to keep in mind the fact that some of the costs
which have been allocated to the various segments are essentially fixed in
total amount for short periods and that these costs are not immediately reduced by the elimination, or increased by the addition, of a product or territory. Hence the fact that an individual segment shows a low net profit or
even a net loss does not necessarily mean that it should be eliminated. When
sales income from such a product fails to show a satisfactory margin over
costs but does contribute to fixed costs, it is usually desirable to continue the
product in the immediate future since to abandon it would merely leave unabsorbed that portion of the fixed costs formerly allocated to the product in
question. This points out the fact that individual segment net profit figures
are often not applicable as guides to managerial action in short - period
tactical decisions.*
While certain costs are fixed for short periods, they do tend to vary with
some measure of activity over a longer period. As the span of time under
consideration is lengthened, management has a wider scope of action in changing methods. For this reason, segment net profit figures are used as guides in
long -range policy decisions.
In contrast with manufacturing costs where commitments for buildings and
machinery often extend over a period of years, the major portion of non manufacturing costs is usually made up of expenditures for personnel, advertising, and similar items which are planned for a period of months. This
leads many companies to view practically all non - manufacturing costs as
items which can be readily adjusted to change in volume, methods of opera.
tion, or other factors. Application of this point of view can be seen in the
following practices observed in the field study.
When a product, territory, or other segment does not yield a satisfactory
net profit, it is not summarily eliminated, but at the same time management
takes steps toward making this product yield a more satisfactory margin or
" For an illustration, see page 1146.
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toward finding something else to replace it which will both absorb its share
of allocated fixed costs and show an adequate net profit. This is apt to be a
gradual process in the course of which a number of proposed courses of action
are evaluated by special studies to determine the effect they may be expected
to have on profit from the segment. These special studies need to take account
of the over -all effect which a decision will have on indirect costs and profits
of the company as a whole.*
An application of full allocation is found in the method of reporting costs
to territorial sales managers followed by a company interviewed in the field
study. This company operates regional warehouses which usually serve several sale territories by enabling them to make prompt deliveries and warehousing is looked upon as a service supplied to assist the territorial sales
managers. Costs of warehousing are allocated to sales territories because the
territorial managers' requests for such service are considered to be closely
related to the warehousing facilities provided and hence to the cost of such
facilities. In discussion, it was stated that a decision to use or not to use these
facilities in a specific territory would not greatly affect the over -all cost of
operating a warehouse, but that cumulatively a number of such decisions
would be responsible for changes in warehousing operations and their costs.
The managers may purchase the same services from outsiders if they wish,
but in this case they are charged with a share of the fixed charges on company owned facilities until some other use is found for any unused capacity created
by non -use of the company -owned warehouse. The reasoning which underlies
this latter practice is that unabsorbed fixed costs which result from a decision to buy elsewhere are an offset to savings from obtaining the services
at a price below the company's regular charge.
The allocation of all costs is often employed to determine costs for individual segments which are useful in setting objectives or standards for each
segment. Such a cost figure aids management in determining what combination of selling price and volume is necessary to yield a satisfactory
profit. While this objective may not be realizable at the moment due to competition or need to gain buyer acceptance for a new product, the cost still
serves as a basis for determining how successful the company has been in
reaching its profit objective on the segment. Thus the accountant for one
company interviewed stated that the practice in his company was to compare
the profit on each product with a potential or standard profit for the same
product rather than with profits shown by other products. In some cases,
the profit objective is best attained by a policy of flexible pricing. The allocation of indirect costs here provides a long run average cost which manage* See Herman C. Heiser, "Putting Cost Accounting to
Questions," N.A.C.A. Year Book, 1946, pp. 145 -146.
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ment often wishes to have in mind as an objective even when such a cost is
not an important factor in a given price decision.
Allocation of indirect costs on reliable bases can be more complete when
a long -run point of view is taken because certain costs which are largely
independent of fluctuations in activity bases for short periods do tend to vary
with some measure of activity over a longer period. Consequently these
activity measures can be used as satisfactory bases for allocation when decisions in question relate to a period long enough for the costs to respond to
changes in the activity bases employed for allocation. An illustration of this
is supplied by the experience related by one person interviewed. After the
beginning of World War II, sales of this company's regular products dropped
rapidly due to lack of essential materials, but no immediate action was taken
to reduce executive and experienced supervisory personnel in the home office
because the company did not wish to lose key employees. While a sub•
stantial reduction was eventually made, expenses of sales administration declined much more slowly than sales. With the end of the war, sales recovered
quickly. For a time, the expanded sales volume was handled by a sales administrative force much smaller than that considered necessary in prewar
years, but gradual expansion of home office personnel took place because
this action was found necessary to maintain an effective sales program on a
continuing basis. The company's experience has led it to conclude that cost
of sales supervision is definitely related to size of the field sales force but
that this relationship is not a close one. Hence it uses the latter as a basis for
allocating home office sales supervision cost to territories, but with recognition of the fact that supervision costs do not respond immediately nor are
they very sensitive to changes in number of salesmen employed.
There are, however, always some costs which must be allocated by use
of arbitrarily chosen bases in order to determine net profit for individual
segments. The reliability and usefulness of cost data is heavily dependent
upon the proportion of such allocated joint costs. Discussion of this topic
with accountants for the companies interviewed brought out the following
points.
1. Determination of separate product net profit figures is limited to
comparatively broad segments which are largely self- contained units
of the business. For example, one company preparing net profits by
product lines has a separate plant for each line and manufacturing
costs are accumulated by keeping a complete set of accounts at each
plant. Advertising and selling costs are also largely direct charges
to product lines. Assessments to cover general company administration expenses and institutional advertising are made, but the proportion of such costs is small relative to the total of all costs. Product
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line income statements are prepared monthly by this company and are
used by management in evaluating performance of the various lines.
On the other hand, determination of costs of individual items within
product lines is limited to manufacturing cost and no allocations of
non - manufacturing costs are made.
2. A number of the companies interviewed have studied their costing
procedures carefully in order to reduce to a minimum the need for
allocating costs and to find the most reliable bases available for those
costs which must be allocated. Several companies stated that through
continuing study over a period of years, very substantial improvements had been achieved in the reliability of segment costs. This
was accomplished by devising methods whereby more costs could
be accumulated as direct charges and by finding better methods for
allocating indirect costs. With respect to the latter, emphasis is
placed upon determining what objectives management has in mind
when expenditures are authorized. This approach leads to the allocation of many non - manufacturing expenses on the basis of budgeted
or anticipated distribution of effort rather than upon the actual
results obtained.
3. Recognition is given to the fact that some allocations are arbitrary
and allowance for this is made in interpretation of costs. Accountants
for several companies stated that allocations expressed the proportions in which management of their companies wished joint costs to
be recovered, that selling effort was directed toward realizing this
aim, and that the segment profits which resulted were viewed as
measures of the success with which such a policy had been carried
out. For example, one company sold an article both to other manufacturers who installed it as original equipment on their products and
to consumers who used the same article as a replacement for the
original equipment. All advertising was directed toward the replacement market, but it was known that consumer acceptance developed
by the advertising also aided original equipment sales. Hence management decided that 15/0 of the annual advertising appropriation
would be charged to original equipment sales. While arbitrarily
arrived at, this percentage expressed managerial policy as to how
it desired to recover this joint cost in sales to the two classes of
customers.
In the allocation of costs it seems desirable to distinguish between costs
which have been allocated on bases which have a demonstrable relationship to
costs and the costs which have been allocated arbitrarily. As stated by an
accountant interviewed:
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"A proper presentation shows the costs that are direct and those that are
allocated. If there are different degrees of correlation between the allocation methods and the incidence of costs, the allocated amounts should
be presented in a manner to spell out this fact. The allocation of joint
costs is clearly pointed out."
When considering alternatives, management needs to know how readily
costs will respond to changes in conditions under which costs are incurred.
In its thinking with respect to the arbitrarily allocated costs, management
should realize that the incidence of these costs on individual segments has
been determined by policy rather than by objective procedures. With these
facts in mind, management can act with more assurance because the effects
which a decision will have on costs and profits is more readily predictable.
These conclusions seem to be supported by the emphasis which accountants
placed upon the need for explaining how costs have been assigned when presenting cost data for management use.
THE CONTRIBUTION MARGIN APPROACH

Where decisions of limited scope are to be made, some costs usually are
unaffected in total regardless of which one of the alternatives in view is chosen.
Approximately half of the companies interviewed stated that they make use
of the marginal analysis in dealing with problems of this type. In some
of these companies contribution margin figures appear on regular operating
reports as an aid to management in making decisions with respect to individual segments. More frequently this approach is used only in special
studies which involve an estimate of the effect which a proposed change will
have on the company's profits.
Contribution Margins —What They Are
A contribution margin figure is computed by deducting from sales income
those direct and indirect costs which are incurred in obtaining that sales income. It may relate to all sales income of a given period or to some segment
of that sales income such as income from sales of a given product or income
from sales in a designated territory. Moreover, the margin may be either
that realized in a historical period or it may be a margin anticipated in the
future under circumstances defined by a budget or special study.
The specific costs to be deducted are sometimes described as the costs which
would not need to be incurred if the segment being costed were not present.
Some writers also refer to them as direct costs or variable costs." However,
specific costs chargeable against income in computing a contribution margin
• See, for exa mple, W. W. Neik irk, "How Direct Costing Can Work for Ma nagement,"

N.A.C.A. Bulletin, January 1951.
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often include some costs which may be treated as indirect in the ordinary
processes of accounting for costs. This is perhaps best illustrated by the
variable component of manufacturing overhead. Where a break -down between fixed and variable costs has been made, the variable costs are generally
used, although an exception to this arises in special studies where volume is
not an important variable in the problem. These problems usually involve a
proposed change in methods, of which a study to determine whether to use
owned or rented warehouse space may be cited as an example. Other terms
used which cover both volume and non - volume variables are "saveable costs"
and "escapable costs." While often distinguished as those costs which could
be saved if the product or territory were discontinued, elimination of the segment is usually not the question at issue.
Costs not deducted from income in computing contribution margins are the
costs which are not changed in total amount by the decision in question. The
contribution margin is therefore the income balance contributed by the segment toward the unallocated costs and profit combined. As defined by Atkinson, the contribution margin is the "profit contribution that each one of our
250 products contributes toward meeting company fixed expenses. " Similar
margins may, of course, be computed for sales territories, customers, and
other segments.
The contribution margin approach views the individual segments as related
units in an organization rather than as separate businesses. Some expenditures are made for the business as a whole and the individual segments share
the benefits from these expenditures. Those who use the contribution margin
approach reason that any separation of these common expenses is unrealistic
to the extent that they cannot be allocated on a reasonable basis. Hence they
prefer to have a measure of what the individual segment contributes to these
joint expenses and to over -all company profits rather than a somewhat arbitrary net profit figure. Proper application of the contribution margin approach does not constitute disregard of the unallocated expenses, but instead
it emphasizes the contribution which each segment makes to these expenses.
Uses of Contribution Margin Data
Companies which determine contribution margins on a regular periodic
basis use this information principally to aid management in determining
which segments should have attention in order to improve a weak situation
or to make the most of a favorable one. Evaluation of performance by operating personnel was also mentioned frequently in the field study as a use for
territorial margins.
"Profit Control by Territories and
N.A.C.A. Bulletin, March 1950, p. 809.
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As an example, one company prepares a monthly profit contribution report
by sales territories." This report shows, for each salesman, figures for sales,
gross profit, direct expenses (salesman's salary and commissions, traveling
expenses, freight outward, etc.) of the territory, and contribution to company
profit. In addition, a sales budget is prepared which provides in advance the
sales and the profit contribution expected from each territory. The budgeted
contribution for all territories is the amount necessary to cover the general
expenses plus the budgeted profit. This total is then broken down to provide
a similar budgeted contribution figure for each territory.
Monthly territorial profit contribution reports show: (1) what contribution each territory has made toward general expenses and profit and (2) how
this contribution compares with the contribution required by the budget.
When a territory shows an unsatisfactory result, sales management can analyze
the situation and plan such action as it considers desirable. Exclusion of costs
not specifically incurred in the territory makes it easy to see what effect any
out -of -line expenses have had on territorial operating results. When a territory fails to show a positive contribution to general selling and administrative expenses, the company often finds it desirable to determine how much
fixed factory overhead has been absorbed. This information is also available
and from it management can ascertain whether or not the territory is contributing anything toward any of the company's fixed expenses.
Another company prepares product margin statements which show the following items:
Net Sales (quantity and amount)
Gross Margin (after total manufacturing costs)
Direct Product Expenses:
Transportation
Advertising
Sales Promotion
Margin after Product Expense
A product manager is in charge of each product line and this statement
enables him to measure the effect of changes in those factors within the field
of his activity —i.e., the items represented in the statement above as income
and costs. In addition to comparisons with budgets to check upon current
performance, the above type of analysis was stated to be useful in problems
such as the following:
1. Studying the effect of proposed changes in advertising and sales promotion. The current statement is adjusted to reflect the proposed
* This illustration is based upon Granville F. Atkinson, "Profit Control by Territories
and Products in the Food Processing Industry," N.A.C.A. Bulletin, March 1950.
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changes in expenses and then compared with subsequent statements
of actual results to determine what response is obtained from the
change. This response is measured by the increment in profit rather
than by sales volume or gross margin alone.
2. Studying the effect of changes in transportation costs. In one example given, a new packaging method was developed for a product.
This method was found to increase sales, but equipment to produce
the new package was available in only one of the company's plants.
Shipments from this plant to sales territories ordinarily served by
local manufacturing plants increased transportation costs as well as
sales in those areas. By watching the effect on product margin in
each sales district, the product manager was able to determine how
far this product could be shipped without sacrificing profits.
3. Demonstrating to sales personnel what the effect would be on product
margins if requests for changes in promotion, advertising, and prices
were made.
A somewhat different application of the contribution margin approach was
made by a company which sold to two distinctly different types of customers,
viz., (1) consumers, who buy a nationally advertised line identified by brand
name, and (2) manufacturers who buy quite different bulk goods made from
the same raw material. Items in the consumer line are sold at standard prices
which have been infrequently changed. Ilowever, the company makes frequent studies to determine the effect which special sales promotions have on
margins returned by certain large sales outlets such as department stores. Sales
to manufacturers are made primarily to absorb factory overhead and to
enable the company to purchase raw materials more advantageously through
quantity buying. This class of business would not be profitable by itself, but
is advantageous when combined with consumer products. Each order for the
manufacturer's goods is studied to determine what contribution it can be
expected to make to fixed factory and general company overhead. Since
manufacturing capacity is limited to that which complements the consumer
product business most advantageously, the company frequently selects the
most profitable industrial orders and refuses business which does not offer so
large a contribution to profits.
Another company had developed a statement of policy governing classes
of decisions for which contribution margin figures may be used and those
decisions for which they should not be used in this company. The following
decisions are listed as those in which contribution margins may be useful:
1. Pricing
2. Determining what products to make
3. Planning production methods
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Decisions for which they are not used cover:
1. Cost control
2. Product selection where allocation of all costs is needed to give a
comparison with what the product should absorb
3. Over -all net profit comparisons
4. Pricing where optional business is available
Advantages of Contribution Approach for Choosing between Alternatives
In practice, the contribution margin approach is employed primarily as a
tool for use in making decisions which concern current tactics in meeting
competition, pricing special orders, changing of operating methods, and other
problems where alternatives are involved. Such questions generally arise
under circumstances in which there are joint or fixed costs of substantial
amount. The decisions are made on the assumption that these costs will not
be changed in total amount by the decision and hence allocation of them is
unnecessary. Accountants interviewed during the field study pointed out the
following advantages possessed by the contribution margin approach.
1. It provides a direct answer to the question "What does this segment
contribute to over -all profit ?" Where management is considering
alternatives that will change relative volumes of the various segments,
the net profit approach is roundabout because it is necessary to take
into account the effect which a redistribution of indirect costs will
have upon costs of other segments. When a product, territory, or
other unit shows a net loss after being charged with a full share of
all costs, dropping the unit does not increase over -all profit by the
amount of the loss. The reason is that fixed costs formerly allocated
to the unit are not saved but instead are charged to other units or
against profits as unabsorbed overhead. Similarly, the benefit from
increased volume in one segment is not accurately measured by the
increased net profit from that segment alone. Instead, the benefit is
diffused over all segments by averaging fixed costs over a larger
number of units. On the other hand the change in contribution margin measures directly the change in over -all net profit which results
from a change affecting one segment by itself and it is unnecessary
to consider repercussions on costs allocated to other segments.
2. It avoids errors which sometimes result from failure to understand
cost allocations. A member of the Committee on Research stated this
idea as follows in commenting upon an early draft of this report.
"In my opinion, many erroneous conclusions arise from reliance
upon allocated costs. Too often management, especially an indi1166
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vidual not trained in the accounting field, tends to regard costs so
determined as actual and factual and therefore places too mach reliance upon their exactness. The first proration or allocation in calculating product cost, for example, introduces an element of opinion
which merely represents someone's best estimate of what the cost may
be. It seems rather futile, therefore, to attempt to base far reaching
management decisions on statistical information which may not be
too sound. It appears far more logical to recognize that exactness
cannot be attained through allocating costs to specific items or even
groups of items and consequently to present data which shows the
contribution of such items to the profit picture as a whole."
While some accountants emphasized that in their companies management is familiar with the bases of cost allocation used and that limitations which these bases have are carefully pointed out when costs
are presented, other accountants stated that they found executives to
be impatient with or confused by such procedures." These executives
do not understand the complex effects which changes in volume or
price of one product may have upon fixed costs allocated to other
products and reason that a change of a given number of dollars in
the final figure on the operating statement for an individual product
should bring an equal change in over -all net profit. The contribution
margin approach follows this same line of reasoning and hence it
is readily understood by those who lack technical accounting training.
3. It avoids controversy over fairness with which allocations of indirect
costs have been made. The field study provided numerous examples
of situations in which disagreement over expense allocations bad prevented managerial personnel from reaching satisfactory decisions or
had distracted attention from the costs which were really affected by
the action proposed. " In most cases the decisions in question could
have been made with contribution margin data and questionable
allocations avoided.
4. Managerial action is facilitated because the expenses which can be
changed by a decision with respect to a specific segment are clearly
separated from those expenses which will not be a ffe ct ed . ' A
company in the retail merchandising field stated that when a depart* As observed by H. E. Howell (Forum letter N.A.C.A. Bulletin, Vol. 27, p. 1027)
"Management goes ahea d, u sing its inna te business sense a nd ignoring the cost accountant's figures."
** The packaging cost problem cited on page 11 55 illustrates this situation.
* *': For an illustration, see I. Wayne Keller, "Rela tive Margin Approach to Distribution Costing," N.A.C.A. Bulletin, March 1, 1949, pp. 761.62.
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ment in the store fails to show a satisfactory profit, management does
not attack such allocated expenses as receiving, personnel, and gen.
eral administration, but instead looks to the expenses incurred
directly within the department such as selling and advertising, and
to markdowns, shortages, and other factors affecting gross margin.
Departmental contribution margin statements emphasize these items
and the effect which they have on the contribution each department
makes to general fixed expenses and profits." Several manufacturers interviewed follow a very similar approach in statements prepared for sales territories.
5. Contribution margin figures can sometimes be obtained with less
clerical work than is required to ascertain net profit figures. This
is often very important when a decision must be made promptly.
Several companies reported frequent use of the contribution margin
approach for deciding whether or not to accept an order where delay
would cause the business to be lost.
COM BINING CONTRIBUTION MARGINS WITH FULL ALLOCATION

The full allocation approach and the contribution margin approach to the
assignment of non- manufacturing costs have been discussed separately in the
two preceding sections of this report. The use to be made of the resulting
cost data will determine which of the two approaches is most appropriate if]
each specific case. In budgeting and for periodic reporting of historical
data management often desires a complete allocation of all costs, while problems involving alternative courses of action normally require cost data from
which have been eliminated those costs which do not vary in total amount
with the alternative selected.
There is no reason, however, why the two approaches cannot be combined
to present in a single statement both the contributed margins and the calculated net profits for each of the segments being studied. Exhibit A illustrates
how this can be done. While a statement of this sort may not be necessary
or desirable where the costs are to be used for the study of a specific problem,
it does have merit as a general statement for management analysis purposes.
A combined statement similar to Exhibit A has the following advantages:
1. Such a statement provides information on the margins contributed
by each segment. The reporting by segments of the incomes and
costs which vary with volume permits ready determination of the
effect on each segment's contribution and on net profits of proposed
' For an explanation of the contribution margin approach applied to the retailing
field see "Standard Expense Accounting Manual for Department Stores and Specialty
Stores," Controllers' Congress — National Dry Goods Association, p. 123.
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EXHIBIT A
Margins and Income by Products
TOTAL

$1,000,000
Net Sales
.......
Less Variable Cost
580,000
of Sales

.......

PRODUCT

PRODUCT

PRODUCT

PRODUCT

$300,000

$200,000

$100,000

$400,000

120,000

155,000

45,000

260,000

Manufacturing
Margin

420,000

180,000

45,000

55,000

140,000

Less Variable Selling and Advertising Expenses . .

120,000

60,000

15,000

25,000

20,000

Merchandising
Margin

300,000

120,000

30,000

30,000

120,000

20,000

20,000

50,000

20,000

5,000

10,000

15,000

...

...

Less Fixed Expenses
Manufacturing
Direct
Alloca ted ....
per
Schedule A
Selling and Advertising
Direct . .
Allocated
per Schedule B

....

Administrative
Allocated per
Schedule C
Total Fixed
Costs

.......

20,000

20,000

50,000

25,000

12,500

12,500

80,000

25,000

10,000

10,000

35,000

220,000

90,000

27,500

32,500

70,000

2,500

$(2,500)

$ 50,000

O p e r a t i n g In$ 30,000
come ....... $ 80,000
(Schedu les A, B, C have been omitted)

$

or anticipated changes in volume, prices or costs. When a segment
shows a net loss, the statement shows whether or not the segment
is returning the variable and direct costs which could be saved by
discontinuing it. In addition, the amount which the segment contributes to the joint fixed expenses can be determined. For example,
in Exhibit A, Product C has contributed $30,000 toward expenses
which would otherwise have to be charged against other products.
2. At the same time such a statement provides management with the
accountant's best determination of the way in which the pool of joint
cost can be assigned to the various segments, with the resulting net
profit by segments after such allocation.
3. The problem of assigning those fixed costs which are not common
to all segments of the business is best solved on the combined type of
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statement. Exhibit A illustrates the case of a company which utilizes
special purpose equipment as well as common equipment in the production of one product, Product A. The fixed costs relating to such
special purpose equipment have been specifically assigned to Product
A. without distorting this product's marginal contribution by the inclusion of fixed costs which will not vary with the alternative selected. Exhibit A also illustrates the handling of fixed selling and
advertising expenses in a situation where Products A, B, and C are
consumer items to which common costs apply, while Product D is an
item sold to producers by a separate sales organization with its own
fixed costs.
Situations of this sort are difficult to report under the contribution
approach. The accountant is faced with the alternative of either
assigning such direct fixed costs to products in the calculation of
product contributions, which renders the figures inaccurate for volume studies, or of including such direct fixed costs in the common
pool, thus withholding information of importance to management.
Fixed costs which are limited to one or more segments of the business
are quite common. Failure to assign such costs to segments of the
business can seriously affect the interpretation of results.
CAUTIONS TO BE OBSERVED IN USE OF SEGMENT COST DATA

Certain cautions must be observed in the use of either net profit or contribution margin figures for segments of the business. These cautions are
concerned with both computation of the figures and interpretation of the
results.
(1) Use of costing tools which are not sharp enough for the purpose. It
has already been pointed out that bases of allocation should be closely correlated with costs being allocated in order to obtain reliable net profit figures
by segments. Moreover, when the contribution margin approach is employed,
it is important to charge each segment with all of the costs which will be
affected by the change in volume, method, or other conditions contemplated
in the decision for which the costs are being ascertained. This was stated in
the following words by a member of the Committee on Research:
"Just as in the allocation method the principal source of distorted information is the arbitrary allocation of joint costs on bases which have
no discernible correlation with the cost being allocated, so in the contribution method the danger is in a tendency to permit too many costs to
rest in the joint pool which could and should be allocated to the segments of the business which occasion them. Thus, both the amount of
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the joint pool is distorted as well as the contribution of the several
segments of the business toward its absorption."
In some applications, segments are charged with only the costs which are
treated as direct costs in the accounting records. While this yields a rough
approximation there may also be a significant variable component in the indirect costs.
(2) Need to consider all relevant costs in a decision to change present procedures. In estimating costs of alternatives there may be important costs
which do not appear in the accounts and which are sometimes overlooked in
evaluating a proposal under consideration. This may be illustrated by an
instance in which a company made price concessions in obtaining a large
order from a chain store. While the data assembled as a basis for the decision indicated that the order would be profitable because savings in selling
expenses could be made, it was subsequently found that costs of delivering
small lots to widely scattered stores in the chain more than absorbed the expected savings in other costs.
Where the purpose is to compare relative costs of selling and distributing
in different territories, through different channels, by different methods, etc.,
manufacturing costs are usually not a factor. However, many decisions respecting marketing affect the production aspects of a business. For example,
a decision to promote sales to the more profitable accounts and to restrict or
eliminate unprofitable customers may affect product mix and impose new
problems and different cost experience in the factory. A decision to eliminate
a territory may result in a reduction of production volume at the factory
and hence increase unit costs or produce unabsorbed overhead. Action to get
new business may require a substantial increase in fixed manufacturing costs
if addition to plant must be made. On the other hand, where unused factory
capacity is already available, the principal reason for seeking additional volume may be to absorb fixed overhead. Where other business is not immediately available, it may also be desirable to consider the extent to which a
marginal product or territory is absorbing factory overhead before deciding
to drop it. In any of these circumstances, the analysis of costs as fixed and
variable must be carried back to manufacturing costs.
(3) Assumptions underlying marginal analysis. When interpreting contribution margin figures, it is essential to keep in mind the underlying assump.
tion that changes, additions, or eliminations resulting from decisions made
will not be important or numerous enough to cause a change in total amount
of the unallocated joint costs. Fixed costs usually consist of many different
items, and the facilities represented by some of them may be in use to the
limit of capacity at the time. Hence what may appear at first thought to be a
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positive contribution may result in a profit decrease since it may necessitate
adding an employee or procuring a facility to withstand even a slight additional pressure on one or more fixed facilities. This is more likely to occur
if the segment in question is large relative to the rest of the business, or if a
number of small changes have, when taken together, an important effect on
over -all operations of the company. Moreover, changes in costs sometimes
lag behind the changes in volume or methods which are responsible.
(4) Need to consider over all e fect of a decision. A change affecting one
segment of the business frequently affects costs or sales income from other
segments as well. Experience seems to indicate that the effect on variable
costs is usually not important.* On the other hand, products are often related
in such a way that adding, dropping, changing the sales emphasis, or changing the price of one item may affect the sales of other products. Many companies carry items which by themselves contribute little or nothing to profits
because they help to sell profitable items by providing a complete line. Other
products are new items which are expected to become profitable in the future.
In a similar manner, certain sales outlets may have prestige or advertising
value even when they do not themselves contribute to profits. These possibilities must always be considered in addition to the contribution margin
data.**
However, this is not a question which can be answered by objective accounting techniques of cost allocation. Instead the contributions which individual
segments make to joint costs are determined by what can be obtained in the
market and by managerial decision as to the proportions in which it wishes
these costs to be recovered. In reality, allocation of joint costs on the commonly used sales dollar basis amounts to a decision to seek recovery of the
costs as a uniform amount per dollar of sales. While this is not necessarily
wrong, it seems that the decision should be made only after full consideration
of all factors in the situation. Among these may be market conditions, competition, sales promotional values, disadvantage of taking business which cannot be discontinued later on, etc. Study of such non -cost factors may lead to
assessment of joint costs with results quite different from those resulting from
use of the bases commonly employed by accountants.
f

As an example of an exception to this statement, one company found that discontinuing sales of an unprofitable bulk product increased transportation charges on other
products in some cases because shipments were no longer large enough to receive carload rates.
• E. Stewart Freeman has drawn an analogy between a group of related industrial
products and a human family. He states that individual products " . . . cannot be judged
entirely by the contribution they make during any single year. It may be as unreasonable to expect all products to pay a like share of this year's cost as it is to expect the
baby, young sister, older brother, and grandparent to contribute alike toward the house.
hold expenses. Some are relics of the past still worth preserving, some are the sustenance of the present, while others are the hope of the future," ( "Pricing the Product ",
N.A.C.A. Year Book, 1939, p. 31).
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LIST OF COMPANIES PARTICIPATING IN STUDY
The following companies were among those participating in this N.A.C.A.
research study by contributing information regarding their methods. The
remaining companies preferred that their names not be listed.
AMERICAN MACHINE AND METALS, INC.

ELI LILLY AND COMPANY

AMERICAN SAFETY RAZOR
CORPORATION

P. LORILLARD COMPANY

ANACONDA W IRE & CABLE CO.

NATIONAL BISCUIT COMPANY

MONSANTO CHEMICAL COMPANY

ATLANTIC REFINING COMPANY

NORTON COMPANY

BEN HUR PRODUCTS, INC.

PERFECT CIRCLE CORPORATION

BIRD & SON, INCORPORATED

PIEL BROTHERS

SIDNEY BLUMENTHAL & COMPANY, INC.

PITTSBURGH PLATE GLASS COMPANY

CAMBRIDGE PAPER BOX COMPANY

PORT OF NEW YORK AUTHORITY

CARROLL DUNHAM SMITH
PHARMACAL COMPANY

PROCTER & GAMBLE COMPANY

COLT'S MANUFACTURING COMPANY
DENNISON MANUFACTURING
COMPANY
DEW EY' AND ALMY CHEMICAL
COMPANY
FIBREBOARD PRODUCTS, INC.
GENERAL ANILINE & FILM
CORPORATION
GENERAL ELECTRIC COMPANY
GILLETTE SAFETY RAZOR COMPANY
GOOD HUMOR COMPANY OF
CALIFORNIA

RALSTON PURINA COMPANY
RAYTHEON MANUFACTURING
COMPANY
C. A. REED COMPANY
ROCKBESTOS PRODUCTS CORPORATION
ROCKWOOD & COMPANY
F. & M. SCHAEFER BREWING COMPANY
SCOVILL MANUFACTURING COMPANY
SCRANTON LACE COMPANY
SHARP & DOHME
SHERWIN- WILLIAMS COMPANY
A. G. SPAULDING & BROTHERS, INC.

GOODYEAR TIRE & RUBBER COMPANY

STANDARD BRANDS INCORPORATED

H. J. HEINZ COMPANY

STRATHMORE PAPER COMPANY

HOOD RUBBER COMPANY DIVISION OF
THE B. F. GOODRICH COMPANY

UNDERWOOD CORPORATION

INTERNATIONAL BUSINESS MACHINES
CORPORATION
INTERNATIONAL SALT COMPANY
GEORGE E. KEITH COMPANY
KINGAN & COMPANY

UNION BAG & PAPER CORPORATION
UNITED STATES RUBBER COMPANY
VICK CHEMICAL COMPANY
WAITT & BOND, INC.
WEST DISINFECTING COMPANY

LANDERS, FRARY & CLARK

WESTINGHOUSE ELECTRIC
CORPORATION

LEEDS & NORTHRUP COMPANY

STEPHEN F. W HITMAN & SON, INC.
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Crown Can Co., Philadelphia, Pa .
ESTEL W. KELLEY

Tem ple University
Philadelphia, Pa.

Standard Bra n d . Incorporated
New York, N. Y.

CHARLES E. BAXTER

MYRON KRUEGER

Co., Inc.
J. P. Stevens
New York, N. Y.

Raym ond Concrete Pile C o .,
New York, N. Y.

&

STERLING K. ATKINSON

ERNEST C. BRELSFORD
Thompson
Products. inc.,
Thom
P
Cleveland, Ohio

New York Un iversity
New York, N. Y.

GEORGE D. McCAFFREY
Arthur Andersen
Co.,
New York, N. Y.
&

STANLEY Z BRONNER

THEODORE LANG

Bridgeport Braes Co.,
Bridgeport, Conn.

WILLIAM T. BRUNOT
Reynolds Metals Company
Richm ond, Va.

G. C. MOL
Goodall- Sen(o rd, I nc.,
Sanford, Main e

FRED W. NEALE
Hyatt Beatings Division
General Moters Corporation
Harrison, N. J.

MAYNARD F. CARTER
Worcester Pressed Steel Company
Worcester, Mass.

CECIL L. CLARK

Boeing Aircraft Co.,
Seattle, Washington

NELS C. NELSON
Peat, Marwick, Mitch ell
Chica go, Illin o is

&

DAVID B. CAMINEZ

CLARENCE B. NICKERSON
Graduate Schoo l of Bu siness Ad min istratio n
Harvard Uriversity
Boston, Mass.

Sangamo Electric Co.,
Springfield, 111.

THOMAS B. NOBLE

HOWARD E. COOPER

Stockham Valves
Birmin gham, Ala.

John. Hepkin. University
Baltim ore, Md.

JOSEPH PELEJ

GEORGE P. DOERING

&

&

Price, Waterho use
New York, N. Y.

Fittin gs Co.,

Co.,

RALPH E. QUICK
Williamso n Tob acco Co rp o ratio n
Brown
Louisville, Kentucky
&

Denver Se wer Pipe and Clay Co.,
Denver, Colorado

Co.,

S. D. FLINN
Carnegie-lllinoia Steel Corporation
Chicago, I ll.

CHARLES H. GLEASON
Sylvania Electric Products, Inc.,
New York. N. Y.

WALTER A. HOLT
Seeger Refrigerato r Co.,
Evansville, Ind.

GILES B. RAISNER
SKF Industrie., In c.,
Philadelphia, Pa.

ARTHUR H. SMITH
General Mille, In c.,
Minneapolis, Minn .

SVEINN J. STORM
Collins Radio Company
Cedar Rapid s, Iowa

WALTER A. WEED
Towne Manu facturin g Company
Yale
Stamford, Conn.
&

ROBERT J. JONES
Crouse -Hinds Company
Syracuse. N. Y.

Lybrand, Ross Bros.
New York, N. Y.

&

A. R. KASSANDER
Montgomery

JOSEPH N. WHITE
Pittsburgh Steel Company
Pittsburgh, Pa.

\�

