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CHART 1I.

ALLOCATION OF OPERATING EXPLNSES TO FUNCTIONAL GROUPS,
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ment expense for this item. Item B. on the other hand.
represented 12.37 per cent of total inventory value, and by
the same method it is found that the investment cost for this
item is $1,139.

In the same manner, it is found that Item A occupied 18.33
per cent of the warechouse space which translated in dollars
represents a storage cost chargeable to this item of $622.
Item B, on the other hand, with only 8.55 per cent of ware-
house space had ‘a storage cost of only $290.

By the: same methods, the other group expenses are assigned

to these commodities enabling a total distribution cost to be
compiled for each item. As shown, the total annual cost of
handling Item A -was $4,293 or 8.5 per cent of total expenses
of the business. For Item B, the total cost was $4,838 or
9.58 per cent of the total cost incurred by the firm.
+ We are now in a position to compare these cost figures with
the total sales and the gross margins for the respective items
and to determine the net profit or loss on each. These com-
parisons are given in Chart IV. Here it will be seen that
Item A with sales of $36,720 or 12.24 per cent of total sales
had a gross margin for the year of $4,275. Expenses for
this item, however, amounted to $4,293 as determined in
Chart III and, hence, there was a net 'loss of $18 on that
commodity. Item B, on the cther hand, had a smaller sales
volume of only $29,820 or less than 10 per cent of total
sales. Its gross margin was $6,110 against which we have
allocated expenses of $4,838 leaving a net pr fit of $1,272
or 4.27 per cent of its sales value.

The figures on these two items indicate tHat while profit
relations for Item B are apparently satisfactory, those for
Item A are unsatisfactory. For this lazteéco modity, either
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the gross margin needs to be increased or the expenses need to
be reduced. By tracing back to the particular expenses which
run up the total costs of handling such an item, it’is frequently
possible to find ways of making savings which will .turn a
losing commodity into the profitable column. At least such
an analysis serves a notice on the management that all is not
well ,with particular commodities, some of which, as in the
case of Item A, may be important volunfe producers. Once
this condition is clearly recognized, it is usually possible for
the management to take steps to correct them to some extent
at least.

It is my hope that the preceding presentation may have
simplified for some people the process to be gone through in
distribution costing. The process is not nearly so difficult as many
firms have supposed. While it requires at the start a number
of factors not ordinarily compiled, these are all readily obtain-
able. Once the system is set up, the compilation of the costs
becomes largely ‘routine which can be handled for the average
firm with very little added expense. It is a type of informa-
tion which the distributor of the future is going to find abso-
lutely necessary, and those who are making use of it today
are finding themselves in an advantageous position compared
with their competitors.

The present discussion has related entirely to the distribution
costs of the wholesaler. The same or similar principles apply
in the case of the distribution costs of the manufacturer and
of the retailer. There are, of course, some differences in details
and in the factors used.

Paper presented before a meeting of the Taylor Society on
Marketing Costs, arranged by the American Marketing Society,
New York, December 9, 1932.
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CHART III,

ALLOCATION OF FUNCTIONAL GROUP EXPENSES TO INDIVIDUAL COMMODITIES,
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CHART IV,
NET PROFIT OR LOSS BY COMMODITIES,
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