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ET US review the definition of cost accounting
given in the Taylor Socicty’s latest book,
Scientific Management in American Industry.

“Cost Accounting serves management by evaluating the
losses in expected profits when management standards
are not attained, or the gam in profits when organiza-
tion ability 1& effective ‘in raising management stand-
ards. It pomts out the sources of th(sc gains or losses
promptly.”

Takmg this definition as a basls for this after-
noon’s discussion, we have two channels to pursuc:
One is a discussion of the routines of cost account-
ing; the other is a discussion of the reasons for such
routines, with special emphasis on fixing respon-
sibility.

‘When Dr. Person sent me the subject for today’s
discussion, the thought occurred to me, as prob-
ably it occurred to you, that this was an occasion
for describing some method of analyzing the various
selling expenses by lines of product and by mediums
of distribution. ‘

It is.a great temptation in appearing before a
group of the Taylor Society to go through what
I believe is the burdensome detail of illustrating
some one method. I believe we would obtain better
results by guarding against such a temptation and
making such analyses and illustrations of cost
accounting methods secondary. I have tried to dis-
cuss’ the reasons for requiring such an accounting

edure, with ‘the benefits accruing therefrom,

. rather than to spend considerable time on the details
of any one method.

I shall later show some exhibits which illustrate
thé work ‘that has been done in this field of dis-
tribution costs, so that we may see why such
exhibits are in use and particularly how they are
used by the line officers of an organization.

If we are to have an adequate discussion of the
reasons for analyzing distribution costs, we should
first ask ourselves who is responsible for distribu-
tlon and how he may control his daily actions so
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. as to distribute the product economically. In other

words: What is the sales manager’s job? What are
his responsibilities? How will he attain these re-
sponsibilities? What types of information must he
have before him to aid him in aftaining these
responsibilities? Let us discuss the sales mamlqcr ’s
position in a general way.

First of all, he seclects the proper distribution
medium or a combination of possible distribution
mediums; The latter is more nearly the true solu-
ition of his problem. He distributes through: (1)
agents; (2) company salesmen directly under his
control; (3) retail stores, or the usual distribution
scheme bf w holesaler, jobber and retailer; (4)
direct malxl to customers; (5) a combiration of all
these methods. In order to select the proper method
of (list'rilmting goods, his records must be in shape
to show him which combination is most useful for
the type of product he sells in the various localities
in the country.

After having selected the type of di§tribdtion he
intends t¢o follow he has two major factors in man-
agement | wlmh he must constantly control. One
is the pﬂlung of his product, and the second is
the control of his salesmen and sales department.
In this dn) of declining prices and enormous dis-
counts gwen on purchases in volume, the sales
manager \must know the cost rates for various
volumes. | | He must also know the trend of the
market fgr his various products. He will probably
find that certain products are in favor even at
slightly advancing prices, while other products are
meeting with severe competition. He might even
find himself thrust out of the market on certain of
his products due to better values being given by
competitors.

These facts can be summed-up in a definite policy
concerning the type of business the company
should go after. Recently the major executives of
a concern we were working for were deadlocked
on the type of business they should go after. The
sales manager was convinced that if he could take
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some business below cost he could greatly increase
the yolume and thereby the net profits of the com-

" pany. The general manager was of the opinion

that' the profits lay in specialties, and that there
was no object in going after this big-volume pro-
diction and selling below costs. The analysis,
which wé will go into later, convinced us that the
general ‘manager was right and the sales manager
wrong. However, without this analys:s it would
never have been possible to win over the sales
manager to a program of specialties. Seeing is
believing in fhis day and age and no amount of
talking is going to convince a man of long experi-

encg that his own ideas are incorrect. We must .

prove them by facts based on figures.

The sales manager’s second responsibility is the
control of salesmen. He has to place men in the
various territories to-fit the type of purchasing

power they are to meet. There is no object in

putting a high-priced salesman in a field which does
not lend itself to that type of man. Conversely,
it would be very poor economy to put a low-priced
salesman to tall on large accounts. The men must
be placed where they fit best.

The sales manager must also control his sales-
men so that most of them are reasonable profit
makers. Some salesmen are by nature profit makers.
It  hurts their vanity to have to take an order at
or near costs. Other §alesmen are just chronic price
cutters. They’ pe(]dle their business rather than sell
it. They call on the trade to find out what the
price is and then insist on going below it.

Another factor is that some salesmen are natural
business men while others are spendthrifts. Some
spend very little to obtain business while others
spend a great deal to obtain business which ‘cannot
support such expenditures. This matter of sales
expense has always been of great interest to us.
The big salesmen—the big profit makers, real go-
getters—do" not buy business through extravagent

_entertaining, but actually sell the service and the

product, making the purchaser feel that the sales-
man is doing him a favor in selling him the mer-
chandise.

The essence of success in any undertaking is the
understanding of the other man’s viewpoint. There-
fore, before we definitely discuss routines for con-
trolling sales and selling expense, and [thus fix
responsibility for distribution -costs, we may first
sum up the sales manager’s problem as follows:
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1. He must distribute goods through the various
channels of trade economically.

2. Having selected the various mediums eco-
nomically, he must so price his products that he
is within the market and at the same time produce
satisfactory profits for his company. Briefly, he
must select the best bysiness, for the type of com-

‘pany he represents, fifancially and otherwise.

He must select, place and control his sub-
ordinates or salesmen so as to accomplish the above
two objectives, ;’:for after all they are his represen-
tatives and he rises or falls with their success. They
will be isuccessful only if intelligently directed.

He attains these objectives through forecasts and
controls. These are commonly spoken of as bddgets
and costs. The form these budgets and costs are
to take depends entirely on the multitude of factors
previously mentioned. Naturally the sales ‘depart-
ment which’ sells through a few pational jobbers '
does not need the detailed records’and reports that
one selling direct to its own representatives all over
the world requires.

Our first principle should be to budget expenses
for each method of distribution. If we sell entirely
through agents and jobbers, a budget of the busi-
ness as a whole as to sales, profits .and expense,
would be entirely adequate. If we sell direct to
consumers, greater detail is necessary, as. will be
shown subsequently.

All distribution costs have to be allocated to
lines of major product. The usual divisions for
these major lines of product are the various classes
of trade.” This is based on the premise that various
classes of trade classify and group the varying con-
ditions which a selling department has to meet.
As an illustration, one of our clients selling chains
had four thousand different, varieties of chains.
These were grouped down to seven or eight classi-
fications. You could not expect to control selling
expense by applying the same selling percentage to
sales for jewelers’ chains as you would to supply-
ing chains for bridges. Similarly,.you could not
apply the same selling percentages to chains that
were sold to agents on the Pacific Coast, and in
foreign countries, as you could to chains that were
sold direct to manufacturers for re-use in their
products. :

The principle of making up such a distribution
of selling cost between various lines, classes of
trade, etc., is the same principle you use in manu-
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