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In view of the timeliness and importance of the subject,
the Committee on Research has decided to present an advance
summary of findings in an N.A.C.A. research study dealing
with the application of accounting cost control techniques to
marketing activities. The full text will appear in three
N.A.C.A. research reports to be published as sections of
forthcoming issues of the N.A .C. A. Bulletin, beginning in

April 19.54.

Advance Summary
COST CONTROL FOR MARKETING OPERATIONS
to aid management in conT trolling marketing costs has laggedtechniques
behind the application of such methods
HE APPLI CATI ON O F ACCOUNTING

to manufacturing costs. However, accounting tools for controlling a large
portion of the marketing costs are available and this study shows that a
few companies utilize these tools effectively. The experience of these companies indicates that the characteristics of marketing activities and the needs
which marketing management has for cost information must be understood
before accounting controls can be successfully applied to marketing costs.
Findings from this study are presented in three reports to be published
as sections of forthcoming issues of the N.A.C.A. Bulletin. The first report
analyzes salient problems of marketing cost control and reviews the available
accounting tools for the purpose. This approach to the subject was chosen
because a clear analysis seems essential as a guide to the development and
application of accounting techniques to aid management in controlling marketing costs. The second and third reports deal with the application of
accounting controls to costs of specific marketing functions. For this purpose,
marketing costs have been divided into two categories, viz., order - getting and
order- filling costs, because costs in each group have characteristics in common
which determine what control techniques are likely to be most effective.
Order - getting costs consist of advertising, sales promotion, and selling costs
while order - filling costs include warehousing, transportation, and marketing
clerical costs.
Material presented in these reports was derived largely from a field study
in which members of the N.A.C.A. Research Staff interviewed 42 leading
companies to discuss cost control techniques with both accounting and
marketing management personnel.
Recording Basic Data for Control
The accounting records contain much of the basic data needed for cost
control purposes when the chart of accounts is properly designed. The study
shows that where cost control is an objective, the chart of accounts should
provide for accumulation of marketing costs by individual responsibilities
for control. The accountant should use the company organization plan as a
guide in setting up the primary cost classifications. Provision also should be
made for classifying costs incurred within each responsibility in accordance
with the nature of the items for which the expenditures are made.
.Advertising and sales promotion are usually under centralized control
MA RC H , 1 95 4
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and in the chart of accounts the companywide organization comprises a single
control unit. Subsidiary cost classifications are by media and by subfunctions
such as advertising administration, copywriting, etc. In contrast, selling is
usually a decentralized function and provision is accordingly made for
accumulating both sales income and selling costs by district and territorial
responsibilities. This makes it possible for local sales managers to exercise
control at the source and also provides sales executives with a means for
measuring performance of managers whom they supervise.
Company organization plans differ in the placement of responsibility for
costs of warehousing, transportation, and clerical functions and the accounting plan is designed to collect costs of these functions by responsibilities
established in the individual company. When warehousing and transportation
services are purchased, few subaccounts are needed, but where these services
are company operated, details are needed to facilitate control over the operating costs. The three reports contain examples showing how companies inter.
viewed have developed account classifications to provide cost data useful for
cost control purposes.
Accounting Tools for Cost Control
Cost control comprises action before the fact and, where necessary, after
the fact. Control applied before the fact takes the form of planning what is
to be done and how much it should cost. The periodic budget is the principal
accounting tool which management uses for planning costs. Standard costs
are also used in the control of marketing costs, but not as widely or as successfully as with manufacturing costs.
Control after the fact is applied to bring costs back into line with planned
goals when significant variances arise. For this purpose, current actual costs
may be compared with budgeted costs, standard costs, actual costs of prior
periods, actual costs from other comparable units of the same company, and
composite figures for the industry where these are available. Budgets and
standards are preferable to historical costs as comparison figures against
which to measure current performance because historical costs do not bring
to light inefficiency and waste which might be eliminated in the future.
Marketing covers a variety of different activities and the costs of these
activities have different characteristics. In order to gain effective control,
it is necessary to select the type of budget or standard best suited to the
specific order - getting or order - filling cost to be controlled.
Controlling Order - Getting Costs
The order - getting costs comprise costs of advertising, sales promotion, and
selling. These costs are a cause rather than an effect of sales orders and they
940
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must be budgeted concurrently with sales. Moreover, in accounting practice
sales are usually defined as shipments, but when the interval between order
and shipment is long, advertising and selling costs are related to the volume
of orders received rather than to the volume of shipments. It is therefore
necessary to think in terms of orders booked rather than shipments made
when budgeting order getting costs.
When budgeting advertising, sales promotion, and selling costs, companies
interviewed first established practical objectives to be accomplished during
the coming budget period. Typical examples of such objectives are the introduction of new products, achievement of a specified sales increase, or maintenance of sales volume against competition. The second step is to formulate
a coordinated plan for using advertising media, sales promotions, and sales
coverage to arrive at the desired objectives. Subsequent control through
comparing current expenditures with budgeted expenditures serves to insure
that expenditures are made and that they follow the plan embodied in the
budget. Owing to the fact that the purpose of these activities is to produce
sales orders, failure to make the planned expenditures may mean that sales
opportunities have been lost rather than a desirable saving made. Companies
interviewed usually maintain detailed records of expenditures and commitments for advertising and sales promotion in order that management in
charge of these activities may know how much has been expended to date
for each project as compared to the corresponding budgeted amounts and
what funds are currently available.
The effect of advertising, sales promotion, and selling often does not
appear in the form of customer sales orders until some time after the effort
has been applied. There are also numerous uncontrollable factors which
influence the results obtained from order - getting effort. Consequently, it is
seldom possible to trace relationships between sales orders obtained and
specific expenditures for the purpose of determining results obtained from
order - getting activities. This absence of reliable and accurate methods for
measuring effectiveness of advertising, sales promotion, and selling, precludes establishment of standard costs to measure performance of employees
responsible for order - getting functions. However, methods are available
which may, under favorable conditions, be useful for measuring the comparative effectiveness of different types of advertising, promotion, and selling.
A variety of predetermined comparison figures resembling standard costs
are employed in budgeting selling costs and in evaluating selling methods
used. The study disclosed a few companies which have made time studies of
salesmen's activities. In some of these cases standards have been established
which sales management uses in planning sales activities, but in no instance
do these standards constitute the basis for standard costs of the type used in
manufacturing. Primary control over salesmen's work and salesmen's exMA RC H , 1 95 4
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penses is usually exercised at the local district level of supervision because
local sales management knows conditions in the respective areas and is in
the best position to judge what expenses should be. Consequently, accounting reports for use of district sales managers contain detailed information
with respect to costs for which the individual manager is responsible. Reports
for sales management at higher levels are summaries which stress relationships of expense to sales and comparisons between districts and with budgets,
Sales figures as well as cost figures are reported to sales management at all
levels because sales management is responsible for meeting both sales and
selling expense goals.
Controlling Order-Filling Costs
The order - filling costs arise in marketing functions concerned with warehousing and transporting finished goods and with the processing of papers
and documents relating to customers' orders. Since these functions are performed to execute sales orders, the related costs tend to follow the volume
of orders received in some cases and in other cases they follow the volume
of shipments. This makes it possible to budget order - filling costs on the basis
of volume in much the same way that manufacturing cost budgets are based
on production volume. Transportation, warehousing, and marketing clerical
operations are largely repetitive and are performed under conditions over
which management has a substantial degree of control. Production can also
be measured in units which can be quite directly related to costs in most
cases. For these reasons, standards and flexible budgets are the principal
accounting tools used to aid control of order - filling costs. At the same time,
standards for order - filling operations differ from manufacturing standards in
that they are usually broader in nature, are often developed from experience
rather than from scientific studies, and are viewed more as guides than as
precise measurements.
Of the several functions included in order - filling, warehousing is the one
to which accounting cost controls have been most extensively applied by
companies participating in this study. Where sizeable warehouses are company operated, the companies interviewed generally have operations standards
for budgeting man - hours, supplies, and other cost factors. These standards
serve as a base for standard costs and flexible budgets expressed in dollar
form.
Transportation costs have likewise received much attention because they
often constitute an important item in marketing cost. As with warehousing,
standards and flexible budgets are the principal accounting tools for cost
control where transportation facilities are company operated. Where transportation services are purchased, cost control is a matter of selecting the
942
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best facilities for the purpose and obtaining the most favorable rates avail.
able. In companies interviewed, this function is usually performed by the
traffic department and accounting control is limited to reporting costs in a
manner most useful to top management which wishes to appraise the effect
of transportation costs on product costs and profits.
The study shows that control of clerical costs has received comparatively
less attention than has been given to other marketing costs. In most of the
companies interviewed, control is effected by budgeting personnel and salaries
on the basis of various measures of workload developed mainly from past
experience. A few companies which have large clerical departments engaged
in marketing work have successfully applied operation standardization
methods to establish standard costs.
The report is concluded with a section devoted to control of sales deductions. Sales deductions pose a variety of problems according to the nature
of the items treated as deductions from gross sales by the individual company.
In most of the companies interviewed, managerial policies establish conditions under which deductions are allowable and subsequent control is maintained principally by requiring a responsible individual to approve specific
transactions and by reporting deductions by kind and cause for periodic
review.
The first report, entitled "The Control of Marketing Costs —Basic Considerations" will be published as Section 3 of the N.A.C.A. Bulletin for April
1954. The second and third reports, entitled "Control of Marketing Costs —
Order Getting" and "Control of Marketing Costs —Order Filling," will appear
in later issues of the Bulletins.
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