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ACCOUNTING AS A TOOL
FOR SALESMANAGEMENT

By WILFORD D. SAWYER, Controller, Blackmer Pump Company,
Grand Rapids, Michigan

In the modern industrial enterprise the
Sales Manager is confronted with multi-
tudinous problems concerning marketing
policy, yet, too frequently, he must solve
these problems without adequate statis-
tical and cost information. In our highly
competitive economy, a Sales Manager can
no longer establish sound marketing policy
or develop sound sales programs without
a foundation of complete statistical and
accounting information.

Both the Controller of the company and
the public accountant should be of great
help to the Sales Manager in formulating
a progressive and profitable sales pro-
gram. The accountant must develop logi-
cal financial reports based on the needs
of the sales department. Such statements
should be developed to portray the true
picture of the specific problem and do not
have to follow the standard profit and loss
statement form. The accountant must also
interpret these statements in order to give
sales management the knowledge needed
to make a correct decision.

Every well managed industrial enter-
prise has a good cost accounting depart-
ment with adequate personnel to keep
close control of production costs and,
usually, a budget control section assigned
to assist the manufacturing managers to
keep within their budgets. Very few ac-
counting departments maintain a separate
section which specializes in sales account-
ing. Isn’t it just as important to furnish
the Sales Manager with the same quality
of information as is furnished the produc-
tion department? The answer to this lies
in the Controller’s office. He should estab-
lish a “sales and distribution accounting”
section under a supervisor who will devote
all of his time to such problems.

Pricing

One phase of the Sales Manager’s work
is to develop a sales price which will give
the company an adequate profit and still
sell the product on a competitive price
level.

The Controller can devise a formula
which will meet such requirements. One
such formula for setting prices is built
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on the basis of costing the product on the
capacity basis.

First, establish a standard cost pro-
cedure based on normal capacity produc-
tion. Thus, the factory burden will be
prorated to normal capacity production,
and prices established will not be set too
high even if operations are on a sub-nor-
mal basis. For example, if normal opera-
tions consist of one shift per day and will
cost $1,150,000 in direct labor and factory
burden at this standard is $2,000,000, then
a 1749 factor will be used for pricing
purposes. If production drops to 809%
of normal capacity and direct labor is
$920,000 with overhead continuing at the
amount of $2,000,000, the actual factor
would be 2179%. However, in order to keep
prices competitive and to retain a price
which will increase volume, the standard
of 1749 factory burden would continue
to be used.

Direct selling expenses will be estab-
lished for each type of product and a cost
per unit, or dollar of sale developed based
on normal selling effort. Assume that
each territory requires two salesmen, one
office clerk, plus travel expense. On this
premise, total direct selling costs amount
to $575,000, or 59% of total capacity sales
of $11,500,000. Therefore, in pricing the
product, 5% of the sales dollar constitutes
direct selling cost. If actual sales are less
than capacity, this standard would con-
tinue to be used for establishment of
prices to keep a price which will generate
additional volume.

Other general burden costs can be set
as a percentage of the sales dollar on the
basis of selling normal capacity.

Add a profit to be computed giving effect
to current tax rates, working capital re-
quirements, and return on investment. To
determine the profit required, assume a
capital stock structure of $3,000,000 and
a dividend of 8% on the capital, which
results in a required payment of $240,000.
Profit required to maintain working cap-
ital and provide for expansion amounts to
$360,000, which, added to the dividend
requirement, results in a total required
profit of $600,000 after taxes, or $1,200,000



before taxes (effective tax rate, 5095). To

establish the price of the product:

Profit required $1,200,000
Factory burden 2,000,000
Other fixed burden 2,000,000
Total 5,200,000
Variable:
Material 30%
Labor 209
Direct selling 5%
Total 55%
Fixed expense $5,200,000

(Selling price-

variable) 459, $11,500,000
Units produced 1,150,000
Selling price per unit $10

The profit and loss statement would be
prepared on the actual basis compared
with the actual sales at standard expense
factors, the differences being losses due
to sub-standard volume.

Sales Analysis

Through the use of mechanical equip-
ment sales can be analyzed in any com-
bination desired. The procedure must be
carefully thought out to develop all in-
formation which might be required.

Sales should be analyzed:

By product

By discount structure

By class of trade

By distributor

By territory

(a) By product, discount structure,
and class of trade

By salesman

(a) By product, discount structure,
and class of trade

Having prepared these sales analyses,

reports can be prepared to show a com-

parison with the budget, and with previous

years’ activity. These reports can easily

be prepared in graphic form for visual

presentation to sales and other manage-

ment groups. Studies in graph form can

be easily used in sales meetings and read-

ily understood by the individual salesman.
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Profit Analysis

Although sales analyses are prepared
for management use, they still do not give
the whole picture. These same reports
should be converted into the following
profit statements, each one being carried
through to show the net profit:
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o

Profit statement for each product, or

group of products

. Profit statement by product group
and by discount structure

. Profit statement by territory, and

by product and discount structure

within the territory

Profit statement by

product

In statement (1) the profit should be
analyzed to show whether each product,
or product group, is giving a fair return
on the investment required to produce the
product. It is no great task to break
down the invested capital as to the
amount allocable to any specific product
or group. This is an important analysis
as those products not returning a fair
profit in relation to the required capital
should either be eliminated or priced to
give a fair return.

These statements should also be pre-
pared comparing actual operations with
the budget and with the previous year’s
operation.

Another important profit study is a
statement prepared using actual sales,
with expenses being computed at capacity
factors as outlined in the section headed
“Pricing”. The operating profit so de-
termined would be the profit if all factors
were at standard. The excess of expenses
over standard would be deducted from
the operating profit to arrive at the actual
net profit.

4. salesman, by

Budgets

The logical place for the Sales Manager
to receive assistance in preparing his an-
nual sales forecast is the Controller’s of-
fice. By preparing analyses similar to
those described in previous paragraphs
the Controller can furnish all of the per-
tinent data required to prepare the sales
forecast. With this information, and giv-
ing consideration to probable future eco-
nomic factors, it is possible to project
sales for a one, two, and five year perio-d.
Plans can then be intelligently laid for
the company’s growth.

Other Analyses

An analysis should be regularly pre-
pared on order handling and order writing
costs. The cost of handling an order in-
cludes the actual writing of the order,
processing it through production and in-
ventory control, traffic department and
credit department, and any clerical cost
in preparing shipping documents. This

(Continued on page 18)



The Controller should make periodic
trips to the various sales offices to be
thoroughly familiar with the problems
being encountered in the field. He must
be sales minded and as thoroughly fami-
liar with the sales problems as he is with
the production and cost problems. His
accounting organization must be set up to
provide a specialist in sales accounting
as well as production accounting if he is
to fulfill his duty to provide a competent
and efficient staff organization.

(Continued from page 5)

We welcome the news of our CPA mem-
bers who are active in the A.I.A. Mar-
guerite Reimers and Marguerite Gibb are
serving as Chairmen, respectively, of their
State Society’s Bulletin and Library Com-
mittees. Other AWSCPA members who
have been named to A.I.LA. Committees are:
Kathryn A. Reynolds, New Haven; Rose-
mary Hoban, Detroit; Elinor Hill, Passaic;
Corinne Childs, Tulsa; and Hester E. Erb,
Chicago.

CHAPTER PRESIDENTS YEAR 1955-1956

Atlanta—Mrs. GRace W. HucHEY

F. W. Dodge Corporation, 1204 Mortgage-Guarantee Building,
Atlanta, Georgia

Baltimore—Frances W. Sturceon, C.P.A.
1403 Glendale Avenue, Baltimore 12, Maryland
Birmingham—Mgrs. CLarA LELIEVRE, C.P.A.
1817 Fulton Avenue, S.W., Birmingham, Alabama
Buffalo—THEREsA R. Oppo

341 Hudson Street, Buffalo 1, New York
Charleston—LuciLLe F. PereLman, C.P.A.
509 Kanawha Banking & Trust Building, Charleston 1, W. Virginia
Chicago—Mary F. HuntER, C.P.A.

5528 N. Kenmore Avenue, Chicago 40, Illinois
Cincinnati—Mgs. LETA G. STEELE

6434 Monalisa Court, Cincinnati 31, Ohio
Cleveland—KaTHERINE E. Prerrer, C.P.A,
Fern Hall, 3250 Euclid Avenue, Cleveland 15, Ohio
Columbus—HAzeL PRrOFFIT

2536 Adams Avenue, Columbus, Ohio
Connecticut—Rurn Kravitz, C.P.A.

37 Elmwood Avenue, Waterbury, Connecticut
Dayton—JAcQUELINE E. LANGE

Room 218, 131 N. Ludlow Street, Dayton, Ohio
Denver—Mgs. CLEo E. BURcEss

1270 Glencoe, Denver 7, Colorado

Des Moines— MRrs. ETHEL STEWART

3742 Bowdoin Street. Des Moines, Iowa
Detroit—MRs. MaRIAM LEBET

23200 Wilson Avenue, Dearborn, Michigan

District of Columbia—MaRrioN E. Davis
1610 Kenwood Avenue, Alexandria, Virginia
Evansville—MAaRriETTA OVERBECK, C.P.A.
1809 E. Chandler Avenue. Evansville, Indiana

Fort Wayne—MRs. E1EANOR GALLOWAY

617 Huffman Street. Fort Wayne, Indiana

Grand Rapids—HENRIETTA O’NEIL

501 Crawford Street, S. E., Grand Rapids 7, Michigan
Holland—Minme Haan

150 W. 18th Street, Holland, Michigan
Houston—MBgs. Dora BaiLey Erizey, C.P.A.
1832 Portsmouth Street, Houston 6, Texas
Indianapolis—MRs. EvANGELINE S. BooKER
4901 Norwaldo Avenue, Indianapolis, Indiana
Kalamazoo—Mrs. RutH Hices

219 Gilkey Strect, Plainwell, Michigan

Kansas City—HELEN SEEMAN

2522 N. 20th, Kansas City, Kansas

Lansing—MRgs. MErRLE WHITE

325 N. Waverly Road, Lansing, Michigan

Long Beach—AnceELINE M. ELMORE

4014 Colorado Street. Long Beach 14, California

19

Los Angeles—MRgs. LoraINE T. Earanp, C.P.A.
2031 Nox_'th Lincoln Street, Burbank. California
Louisville—Mary Louise Foust, C.P.A.
Shelbyville, Kentucky

Milwaukee—MariLyn E. MUELLER

2111 North 21st Street, Milwaukee, Wisconsin
Muskegon—WINIFRED FREDRICKSON

2070 Blodgett, Muskegon, Michigan

New York—Mgs. FLora A. CONNORs

70-51 Olcott Street, Forest Hills 75. N. Y.
Oakland—KaTHERINE McLEon

4501 Tulip Avenue, Oakland 19, California
Oklahoma City—DoroTHEA WaTsoN, C.P.A.
3005 N.W. 12th. Oklahema City. Cklahoma
Philadelphia—Frances E. Tinstey, C.P.A.
4944 Walnut Strect, Philadelphia 39, Pa.
Phoenix—MRs. Brrrie C. RUFFNER

1350 E. Oshorn Road. Phoenix, Arizona
Pittsburegh—KATHRYN POLANSKY

922 S, Braddock Avenue. Pittsburgh 21, Pa.

Portland—Merrie M. HUNTER

1000 S. W. Vista Avenue, Portland. Oregon
Richmond—Mgs. LuciLie F. Tavyror, C.P.A.
1100 Westower Drive, Richmond, Virginia
Sacramento—Mgs. Marcarer G. HoLmanN
5301 Callister Avenue, Sacramento 19, California
Saginaw—MaARrciE R. PERRY

1413 Alger Street. Saginaw. Michigan

San Diego—MRs. MarcARET N. HENRICHSEN
4680 Oregon Street. San Diego 16. California

San Francisco—Nancy M. BuTLEr

65 Mars Street. San Francisco 14, California
Savannah—MRs. JEANETTE CUBINE

2102 East 41st Street. Savannah. Georgia
Seattle—Doris Parks, C.P.A.

204 Raitt Hall, University of Washington, Seattle 5, Washington
Spokane—MRgs. EiLEeN A. DoyLe, L.P.A.
507 Realty Building, Spokane Washington
Syracuse—GLADYs F. PARKERTON

800 Marvland Avenue, Syracuse 10. N. Y.

Terre Haute—M. KATHERINE BLINE

1670 North Seventh, Terre Haute, Indiana
Toledo—VIrcINIA THRUSH

1067 Atlantic Avenue, Toledo 9, Ohio

Tulsa—Lora C. Berr, C.P.A.
1010 First National Building, Tulsa, Oklahoma



	Accounting as a Tool for Sales Management
	Recommended Citation

	Woman CPA, Volume 18 1955-1956

