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DEVELOPMENT AND USE OF THIS GUIDE

By Robert M. Conlogue and Norris T. Pritchard 1/
Economic Research Service

Poultry processing during the past 15 to 20 years has grown enormously.
It was formerly a comparatively small industry made up of thousands of small
companies located in hamlets, towns, and farm market areas of large cities.
Now it is a multimillion dollar industry composed, in the main, of approxi-
mately 600 highly mechanized commercial plants located mostly in major poultry
producing areas. These plants are capable of processing well over 14 billion
chicken broilers and many millions of turkeys and fowl per year. Some plants
specialize in one type of poultry while others process all types that are of
commercial importance. During this phenomenal growth, the type of broiler
processed has changed from cockerels and culls from laying flocks to special-
ized broilers slaughtered at 8 to 10 weeks of age with a live weight of 3 to 4
pounds. The type of equipment now used makes possible the mass handling of up
to 10,000 broilers per hour with the savings usually resulting from large-vol-
ume operations.

During many of the early years of this expansion period, prices were suf-
ficiently high and margins wide enough so that errors in judgment by management
and inefficiencies from other causes often did not threaten the survival of a
firm. However, in more recent years, increasing competition among plants in
different growing areas and among plants in the same areas has forced prices
and margins down. Currently, net returns are measured in small fractions of a
cent per pound. Thus, small errors in managerial judgment and inefficiencies
in operation can be most serious, even disastrous.

To avoid such occurrences, a few owners and plant managers have insisted
on the development of detailed recordkeeping systems. In the equipment field,
highly trained engineers were responsible for the development of equipment now
in use. In the feed field, highly trained experts developed high conversion
feed mixes as well as financing programs, and in the breeder stock field, ex-
perts, through much research, developed strains of broilers capable of growing
to marketable size in 8 to 10 weeks on a minimum of feed. But recordkeeping,
with some notable exceptions, often has been in the hands of inadequately
trained in-plant personnel or left to outside local accountants who prepared
statements periodically, generally for tax purposes. In a few of the larger
and more successful firms, as noted above, highly trained accountants were
brought in to set up a system of accounts and managerial reports fully ade-
quate to keep management advised and aware of operating efficiencies as well
as difficulties. Unfortunately, this particular area was considered by many
companies as less important than operational techniques and was permitted to

1/ The authors of this introductory section supervised the contract with
Haskins & Sells under which this Guide was developed and tested by the ac-
counting firm. All other parts of the Guide were prepared by personnel of
Haskins & Sells.
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lag behind growth in other areas. It is probable that this factor has contrib-
uted to the failure of many plants.

The U. S. Department of Agriculture in its marketing research work with
poultry processors became aware of these deficiencies in recordkeeping in the
early fifties, while making detailed cost and efficiency studies of the market-
ing of farm products. To get comparable, standardized cost data, it was often
necessary for both Department and plant personnel to spend much time and effort
in going through voluminous files for detailed records of plant operations,
putting those records together in usable form, and preparing reports for indus-
try, Congressional committees, and others who might be interested. These stud-
ies and reports were the responsibility of the Department under the Research
and Marketing Act approved by Congress in 1946. These cost and efficiency
studies provide industry, the Congress, and the public with information on how
much it costs to produce and market farm products and with closely related in-
formation useful in the making of decisions affecting the marketing of farm
products.

In 1956 and 1957 Department officials discussed the design of a uniform
cost system for poultry processors with members of poultry trade associations
and processors in several producing areas. It was almost universally agreed
that a uniform cost system would be of substantial benefit to the industry and
also would enable the Department to put its cost and efficiency studies on a
more current and accurate basis. In 1957, the Department contracted with
Haskins & Sells, certified public accountants, to design and test a cost and fi-
nancial accounting system for poultry processors. This firm assigned a group of
its specialists to study the industry, interview processors, observe plants in
operation, and determine cost centers. A cost system was designed, printed,
and reviewed by several processors. A revised draft of the Guide, incorporat-
ing recommendations made by industry, was prepared. This revision provided for
three alternative systems, one for small plants interested only in overall
plant costs, another for larger plants interested in a departmental breakdown
of costs, and a third for those plants also interested in budgetary control.
Fundamentally, all three systems are the same, but the departmental and budget-
ary systems go into more detail, providing management with tools enabling them
to maintain departmental control and, in the budgetary system, goals toward
which to work.

To determine further the adequacy of the system, it was tested experimen-
tally for a year in several plants of varying sizes and plants specializing in
different types of products, located in the more important producing areas.
This trial, under the close supervision of Haskins & Sells, called for guar-
terly operating reports from the cooperating plants. These reports, and per-
sonal conferences with the firms using the new accounting system, provided
Haskins & Sells with the necessary knowledge of the strengths and weaknesses
of the system. Again, the Department made slight modifications before publica-
tion in this Guide.

The reports made by the several poultry processors testing the systems
permit weak points dn a plant's operatioans to be detected. Low productivity,
low yield, high unit labor costs, and high overhead, often previously unnoticed
or undocumented are among the impertant cost items to be brought to management's
attention, upon adoption of the system.
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Some of the participating plants, to obtain maximum benefits from the new
system, not only made changes in the composition of their records, but also
made many mechanical adjustments or bought additional equipment. These changes
included scales for weighing birds at the plant, automatic weighing of birds
channeled into the cutting department, written reports by plant foremen and
others showing duration of line stoppages and reasons therefor, and other al-
terations of a more minor nature. The deficiencies found in plant operations,
formerly overlooked, convinced plant managers of the necessity for adequate
record control in order to maintain efficiency.

Use of the accounting systems set forth in this Guide require no prelimi-
nary explanation. Readers who have no more than a rudimentary knowledge of
bookkeeping or accounting probably will have no difficulty with Part I, which
explains the system designed for a relatively small plant. Most readers of
PartsII and III will find their knowledge of accounting principles of consider-
able aid in understanding the systems and procedures designed for the larger,
departmentalized plant. However, the entire Guide has been written with as
little technical language as the subject matter permits.

Plant accounting personnel, after studying this Guide and before deciding
whether or not to adopt the recommended accounting procedures, may wish to
study a complete set of their plant records covering a week or a month, that
show the full movement of birds from pickup at the farm until arrival at con-
sumer markets. They can go through the manual step by step, determining
whether present plant records are available or adequate to fulfill the require-
ments of the system. If records are not available or adequate, the accountants
should determine the changes necessary for conformity with the Guide and take
the matter up with management. If management considers the chamnges advisable,
the new system then can be put into actual use.

Reports, in addition to those suggested in the manual, may be prepared
for management, if desired, using data compiled from plant records. There may
be daily reports, individual producer reports, condemnation reports, and about
as many others as management deems necessary.

Voluntary Reporting

One of the important features of the uniform cost system is the possibil-
ity it affords for developing an industry-wide cost comparison program. This
would enable processors to report to the U. S. Department of Agriculture
their quarterly operational costs on forms provided by the Department. These
plant reports, in turn, would be used by the Department only for the purpose
of preparing cost analyses and cost comparison reports to and for the poultry
industry. Industry reports could be published quarterly showing averages of
per-unit costs, yields, productivity, and other pertinent information. Plants
would be grouped according to size, type of end product (turkeys, chicken
broilers, ice-pack, frozen, etc.), organizational structure, and geographic
area. Managers of the plants within each group would then be able to compare
each of their individual cost items, and other operational data, with averages
of the same items for comparable plants in their own area as well as in other
areas. In making comparisons with plants in other areas, adjustments for dif-
ferences in wage rates and prices of other production inputs could be
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facilitated by including information on these prices and rates. The reports
published by the Department could also carry commentaries on any unusual fea-
tures which might appear on analyses of the data.

While reporting would be voluntary on the part of poultry processors, past
experience on other commodities with similar cost reporting programs indicates
that a high degree of participation can be achieved and that the results of the
programs are beneficial to all participants. All individual plant reports, of
course, would be treated as confidential and used in groups only.
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A guide to uniform

COST AND FINANCIAL ACCOUNTING
for poultry processors

INTRODUCT ION

OBJECTIVES

The immediate purpose of this Guide is to furnish a means of measuring
plant costs and efficiencies. These ends may be attained by providing simple
procedures and records which will furnish poultry plant managers a continuing
flow of essential information. The systems are suitable for most commercial
poultry processing plants and are sufficiently flexible to meet specific needs
of individual plants.

Other objectives are of equal or greater importance. Operating reports
for the use of management personnel must reflect plant occurrences in a mean-
ingful manner. For example, a report showing an increase in cost per pound is
not sufficient; the report must be accompanied by some indication of the causes
and propriety of the increase. Reports must therefore enable the reader to lo-
cate problem areas with a minimum of analysis and should, when possible, sug-
gest corrective action. Reports must be accurate to the degree that commands
management's confidence.

The accounting systems and the internal reports illustrated will provide
accurate unit costs for all operations - hauling birds from farms to plants;
in-plant operations such as dressing, eviscerating, and packing; distribution
of the finished product, etc. Unit costs can be determined accurately and in
the detail desired. With adequate and uniform records of the type described,
plant managers can determine their strong and weak areas of costs and efficien-
cies and can, consequently, make better and more timely decisions leading to
operating improvements.

Finally, the recommended procedures provide bases for uniform industry-
wide information, which will facilitate research by the United States Depart-
ment of Agriculture and other interested research agencies.

COMPLEX NATURE OF INDUSTRY

Poultry processing plants range in size from those employing_only a_few
persons to those employing hundreds; they range from single prop?letorshlps to
large, diversified, multiplant corporations with complex manag?rla% ?nd cap%tal
structures. Product lines vary from a single type of poultry in limited w?lght
categories to several types of poultry in a wide variety of weight categories.
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In a few companies, poultry processing is a small segment of the businesS; in
others, it is the primary operation.

No longer does the processing of poultry include only the simple opera-
tions of killing, dressing, and eviscerating. Today, many c?mpanies are
engaged in additional related activities, including preparation of chlcken.
pies, precooked poultry, and the like. In earlier days, most of the nonedible
elements removed from the birds during processing were cast aside as waste.
Under today's competitive conditions, these nonedible items often are sold or
recovered by processing them into fertilizer, poultry feed, dog and cat food,
etc. Some companies operate facilities for processing these nonedible elements.

The variety of plant sizes and organizational structures in the industry
and the variety of conditions under which poultry and related products are
processed point up the complexities intvolved in designing a uniform system of
cost accounting and reporting.

BASIC CONCEPT OF SYSTEM

The uﬁderlying concept of the cost system is to produce data which will
accurately reflect plant operations so that reports based upon these data will be
useful to management. The reports suggested have a wide range of detail.

As a minimum, the common unit of cost measurement for any poultry process-
ing plant is the "bird." Further segregations of costs are made in the direc-
tion of costs per pound and by type and weight categories of birds--a technique
that enables determination of optimum weights for specific end-products. Fur-
ther separations of costs, as appropriate, are made between processing depart-
ments. This concept represents a major departure from the prevalent practice
in the industry, that is, the measurement of costs only in terms of pounds pro-
duced. A table of recommended weight categories, ready-to-cook basis, for
each kind and class of poultry is shown in Appendix 8.

To determine accurately the labor and overhead costs by type of bird and
weight category, such costs must be related to birds through a common denomi-
nator. The common denominator suggested in this Guide is time (hours):
expenditures are so many dollars each hour; a certain number of birds are
processed each hour.

An ecually important concept of the system (in the larger processing
plants where historical costs are inadequate) is the measurement of actual re-
sults in terms of a budget. The pattern of the budget contains the flexibility
which permits ready adaptation to changes in plant operation.

MFTHOD OF PRESENTATION

Three illustrations are used to present the suggested accounting proce-
dures. The first two illustrate methods of accumulating cost information and
differ primarily in the amount of detail; the third presents a further expan-
sion of cost information and, in addition, includes a budgetary procedure.
The reports suggested in the three illustrations range from the simplest type
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required for a small plant to the detailed cost reports, with budgetary control
features, for a large, diversified, integrated processing company.

No provision has been made for an accounting or reporting system for
plants where processing is performed manually. Methods of operations in such
plants may be as numerous as the plants involved and a considerable variety of
reports would be required. Obviously, the design and development of a uniform
accounting and reporting system to satisfy these conditions would be impracti-
cal. Furthermore, in a very small firm the need for internal accounting con-
trols may be less because the owner-operator usually is more intimately
acquainted with day-to-day operations. The cost system outlined in this Guide
assumes that the smaller commercial plants employ some degree of mechanization
and some semblance of conveyor-line techniques.

Basically, the Guide is segregated into three sections:

Part T illustrates an elementary cost reporting system which
includes a weekly and monthly measurement of each of the three basic
cost elements - material, labor, and overhead - for each category of
bird processed during the reporting period.

Part IT jllustrates an advanced system which measures the
three basic cost elements, as in Part I, but also carries the cost
measurement in another direction, namely, by departments.

Part III illustrates an extensively expanded cost reporting
system and adds a budgetary procedure.

The budgetary procedure which differs materially from Part I and Part II,
is based upon the concept of cost measurement known as accounting by areas of
responsibility. The budgetary procedure also incorporates the measurement of
actual results in terms of standards of performance. In addition, predeter-
mined costs, which are part of the procedure, facilitate cost estimating of
contemplated new products.

The *hree parts of this Guide are designed to meet most problems of any
company. The majority of poultry processors will find that the procedures out-
lined in Part I or Part II can, with adaptations, be used for their purposes.
However, such companies should review Part III, as some features in the budget-
tary procedure may be of special significance or advantage to them. Any of the
three systems described can be integrated with the accounting requirements of
any company.

Changing conditions, such as plant expansion, diversification of process
or products, and the addition of related product lines, permit a progressive

transition from an elementary to a more advanced type of system without destroy-
ing or dropping the basic features of the system already employed.

REPORTS

The internal reports developed under Parts I, I;, and IIT will provide
plant management with operating cost information which, when used properly,
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will aid in making sound management decisions. For example, certain poultry
products, such as chicken livers and necks, are priced primarily on the basis
of supply and demand rather than on the basis of actual costs. Nevertheless,
if costs information is not accurate and also relevant, a proper decision can-
not be made between selling the product in the processed state or diverting it
for processing into an entirely different end-product.

As a further example of the use of reports developed in this Guide, some
reports show production data which include related costs and product yield
percentages. Yield, of course, is an area which demands continuous attention.
Constant review of these reports may show areas where a lighter category of
live-weight bird may produce the desired weight category of processed bird. In
plants where birds are cut up for packaged parts, selection of processed birds
within limited weight tolerances is particularly important.

These two simple examples indicate in brief some practical uses which can
be made of the information available. Critical amnalysis of available informa-
tion developed by either type of system will reveal other uses for the data
and point to areas where efficiency can be improved. Special reports may be
prepared to analyze specific operating problems and reports may be dropped
when they no longer serve a useful purpose.

INTEGRATION WITH FINANCIAL ACCOUNTING

To obtain a degree of uniformity in the industry and to illustrate the
relation between the three cost accounting procedures and financial accounting,
a chart of accounts and definitions are contained in Appendixes 1 and 2. The
number and pattern of financial accounts depends on management requirements as
well as on the size or diversification of the company. The chart and defini-
tions provide the detail required by a typical company. Except as they relate
to uniformity of cost segregations, the financial accounting procedures are
not described in detail.

GENERAT

The systems have been designed for reporting to management weekly and
monthly. Some companies may require daily reporting of some production infor-
mation and of some cost information. Some companies use an accounting period
other than a month, such as a four-week period. Each system can be adapted
easily for such variations in requirements.

The Guide does not go into the detail normally found in an elementary ac-
counting textbook. At least a general knowledge of elementary accounting is

assumed. The budgetary system assumes a fairly comprehensive knowledge of ac-
counting techniques.

The illustrations used contain purely hypothetical data and de not repre-
sent results of operations in any plant.

Finally, the Guide is intended as an aid for supplementing or refining

current accounting prodecures as performed by company persomnel or outside ac-
countants.
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PART I

COST REPORTING ON A PLANT-WIDE BASIS

INTRODUCTION

In any industry, owners and managers of smaller plants are usually close-
ly associated with day-to-day plant operations. As a result, they are in a
position to exercise a considerable degree of control with a minimum of form-
alized cost reporting. Certain basic data regarding production and costs,
however, are considered essential to the proper management of all plants. The
absence of such information places operators at a disadvantage in establishing

prices and in timely recognition of excessive costs or losses, and their
causes.

This part of the Guide outlines the minimum, but essential, elements of
production and cost reporting for a smaller plant. Provision is made for a
conventional Statement of Income to be supported by monthly and weekly produc-
tion and Costs Reports summarizing material, labor, and overhead in total and
for each category of bird processed during the period.

The illustrative reports have been prepared on the assumption that a par-
ticular plant has one conveyor line usually running one shift. The plant
dresses and eviscerates broilers and hens of a limited number of weight catego-
ries. All production is shipped in ice-pack containers. In addition, plant
control of the source of supply of live birds has been assumed and thus live
birds are purchased within predetermined weight categories. This type of
purchasing arrangement is in contrast to the "run of farm" method which is
also discussed later in this Guide.

STATEMENT OF INCOME

Figure 1 illustrates a conventional Statement of Income in summary form.
This statement, together with a Balance Sheet, would represent the pasic
financial reports of a plant or company.

REPORT CONTENT

This report summarizes sales and operating results for the period both as
to total results and as tq the gross profit contribution of each of the major
categories of birds processed and sold.



REPORT PREPARATION

This report is prepared using data from the following sources:
Total Column

Sales, cost of sales, expense, and net income figures for total plant
operations are taken from the plant's books of account classified according to
the chart of accounts outlined in Appendix 1 to this Guide. The degree of ac-
count clasgifications to be adopted depends, of course, upon the needs peculiar
to the plant concerned. Similarly, the breakdown of sales and of cost and ex-
pense data on the statement can be varied depending upon the circumstances.

Broilers, etc. Columns

Sales. Figures are taken from sales accounts in the general ledger
for each of the major categories of birds sold or from supplemen-
tal sales records which agree in total with the general ledger
sales account.

Cost of Sales. Amounts for material, labor, and overhead come
from the Production and Cost Report discussed later. Amounts
for inventories come from the general ledger or supplemental
records agreeing with the general ledger inventory account.
Plants which operate cold storage facilities as contrasted to
those which process and ship each day's receipts of live birds
that same day, will of course have inventories to account for.

Gross Profit. Figures are computed by subtraction.

PRODUCTION AND COST REPORT

Figure 2 illustrates a Production and Cost Report for a month. This re-
port supplements the monthly Statement of Income and permits causes of fluctu-
ations in production costs to be more readily determined in terms that indicate
the corrective action required.

REPORT CONTENT

The report provides three essential types of data:

Production

This section of the report covers the level of production activity, proc-
essing productivity, and yields. These data are reported both in total for the
plant and by categories of birds and weights processed. Bird and weight cate-
gories should be preestablished and continued in use from period to period for
comparison.



FANCY POULTRY CO,

STATEMENT OF INCOME

FOR THE MONTH OF MARCH - 19
vevesoeesssCOMBINED v vsusnnnsns veseeess ,BROILERS, ...vun. veesessosHENS, ivvennnnn
% TO % TO % TO
AMOUNT SALES AMOUNT SALES AMOUNT SALES
SALES = POUNDS tuvuuerreeeoonnosronoroosaensnnnsense 231,695 90,&63 147,232
Amount ..ceeieiiiiirrraneiiteirrrrtennesens $63,7L40.07 100.00 7,739.88 100.00 36,000.19 100.00
COST OF SALES: .
Inventory = beginning .vevevviecrrernnececesnnnss —_—
Production:
Materials «.oieevervsseessroersssossnoosonssoee 50,616.16 21,664.82 28,951.34
T 3,070.37 1,315.87 1,754.50
OVOTNEAA 4+ eorsvvvvoososecesssosssnnnosoonssss 2,926.73 1,254.31 1,672.k42
3

I
2.4
Total cost of production .eeeev.... 6,613.26 24,235.00 2,378.26
L S 56,613.26 2k,235.00 32,378.26

Inventory = ending .coevveevescnrnnnnessonesnsnns

Net cost of 85818 «vveveveranss _56,613,26 88.82 24,235.00 87.37 32,378.26 89.94
GROSS PROFIT ..uvvvvrnnnnrannasrasasoonosceoonnnnas 71126.81 11,18 $ 3,504.88 12,63 $ 3,621.93 10.06
SELLING EXPENSES +4veseeeeen-veseonarooonrosscasoes 2,8l42.30 L. 46
GENERAL AND ADMINISTRATION EXPENSES svvee o ceensn 2,182.’-&8 3,42
Total selling and general and
administration expenses ..... 5,02k4.78 7.88
NET PROFIT 4utvuvrnnonnecooooosnocooononnnsnnnnnsse §2l102.03 3.30

Figure 1



weox  Mand 17

TS
PLANT __@k

Fancy Poultry Co.
Anywhere, U. S. A.

PRODUCTION AND COST REPORT

— — T T
e ToraLs wmient cargsonv—> | Z.o - 2.’( Ledn },lo
LINE-HOURS OP ERATED I" 72 7‘
sPEED PER LINE-HOUR {oo So0
mIND capaciTY g1 oo 443 200 #8 coo
Ta— | £ 290 #o 15e o5 B
ProcucTIVITY 7429 * 72-9¢ * TS se
sinDs ouT P2 886 38 344 S S Peo
sinD vieLD 9% .39 » 9SSt v| F7.25 %
TOTAL POUNDS 1N J30 55 28 ¥&¢ 202 379
EQuvaLENT PouNDs In 309 #o2. 122528 | 196 814
POUNDS OUT (WHOLE BiRDS) 237 675 go ¥é3 | + 47 232
sROCESBING YViELD 7482 * 73.79 % 7487
AVERAGE waienT .02 2.3(2 3.303
LamOR ' 3o70.37 ‘,iz;é cine-noun|d /3/.({7 A 25¥ Lo
ovenuean 2926.73| 77 427 Jrine-wour| /2843, 1 672.42
MATEmALS-  miroDs o8 Is2. 07 20 Sl 4P| 27 96559
ce (37.02| 0.248 | ores 292.49 I94 18
racrme 1 167.07 S75 o 491.77
roraLs % &3. 24 [ 24 25C 00 [* 32 370.24
CENTS PER Lasor /-272. ¢ /. 9456 ¢ 1.1f2 ¢
pouno: ovemean /. 231 ¢ / 387 ¢ /136 ¢
sinps z2e.536 ¢ 23.044 ¢ 2 798 ¢
e 0. 260 ¢ 0.244 ¢ o0.248 .
p— o. 97/ ¢ 0.63¢C ¢« o.402. ¢
ToraL 23. 818 ¢ 26-750 ¢ | 21.991¢
Figure 2

- 10 -



Processing Costs

Processing costs are reported, together with cost per line-hour operation
or per 100 pounds of poultry produced.

Cents Per Pound

Production yields and processing costs are brought together and reduced to
cents per pound.

REPORT PREPARATION

The following is an explanation of the sources of data and content of the
Production and Cost Report.

Production Section

Production information, shown in the report by type of bird and weight
category, is obtained from basic records (not illustrated) maintained at appro-
priate points along the processing line. Information for the "Plant Totals"
column is accumulated from the details in the classifications columns, except
that total Productivity, Bird Yield, Processing Yield, and Average Weight are
calculations based upon other data in the "Plant Totals" column. As a check,
the total "Equivalent Pounds In" may be computed by multiplying the total
"Pounds In" by the overall "Bird Yield" percentage.

Line-Hours Operated. Time elapsed in processing each classifica-
tion of bird during the period. The need to make mechanical
or operating speed adjustments to the equipment when changing
from one classification of bird to another simplifies the
segregation of hours. (See Appendix 3 - Alternative Deter-
mination of Line-Hours Operated, by Bird Types and Weight
Categories.)

Speed Per Line-Hour. The number of eviscerating hangers which
should pass a given point in an hour. Because different
bird types and sizes require synchronization with manual
efforts, and for mechanical or other reasons, processors
may alter the conveyor speed. "Normal" speeds for process—
ing each classification of bird should be established to
measure operating results between reporting periods.

Bird Capacity. The number of birds which would have been
processed if all hangers had been used and no stoppages had
occurred during the hours operated. The capacity for each
classification is determined by multiplying "Hours Operated"
by "Speed Per Line-Hour."

Birds In. The number of birds placed on the dressing hangers.
These figures should come from receiving records (not illus-
trated), and should include adjustments for any live bird
inventory.
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Productivity. Determined by dividing "Birds In" by "Capacity;"
expressed as a percentage.

Birds Out. The number of salable birds taken off the end of
the eviscerating line.

Bird Yield. A measure of the number of salable birds proc-
essed from the birds placed on the dressing hangers. Bird
yield is determined by dividing "Birds Out" by "Birds In" and
is expressed as a percentage.

Total Pounds In. Total pounds of live birds placed on the
dressing hangers. "Pounds In" expresses "Birds In" in pounds
rather than in units and should come from receiving records,
adjusted for any live bird inventory.

Equivalent Pounds In. The original live weight of salable
processed birds, determined by dividing "Total Pounds In"
by "Birds In," the result of which is multiplied by
"Birds Out."

Pounds Out (Whole Birds). Actual weight of salable processed
whole birds by classification as recorded at the end of the
eviscerating line.

Processing Yield. The percentage of original weight remain-
ing on the carcass of the salable processed whole bird.
These percentages are obtained by dividing "Pounds Out" by
"Equivalent Pounds In."

Average Weight. Determined by dividing the "Pounds Out
(Whole Birds)" by the "Birds Out.”

Processing Costs Section

Labor. Obtained from the direct labor accounts in the general
ledger and entered in the "Plant Totals" column. This cost
is then allocated to bird and weight categories by, first,
determining a rate per line-hour and, second, multiplying
this rate by the number of line-hours each category was in
production.

The amount for labor should be limited to wages paid
for straight-time hours worked by production employees.
Other related costs (such as overtime premiums, shift pre-
miums, and supervisory salaries) as well as fringe benefit
costs (such as group insurance, hospitalization, pension
plans, compensation insurance, and the like) should be ac-
cumulated in separate accounts and included as part of
overhead. Some companies may wish to include all, or part,
of these related costs in the category of "labor." 1In fact.
for a number of internal decision-making purposes this method
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an£;aopnnting'{ﬁese costs may be highly useful to management.

Some companies may want to report these as a separate item
either under labor or overhead. However, for the sake of
obtaining uniform information required in research and in-
dustry-wide cost studies, as contemplated in the preparation
of this guide, all costs other than wages paid for straight-

time hours worked by production employees should be excluded
from the labor classification.

Overhead. The total of plant overhead accounts in the general
ledger; first entered in the "Plant Totals" column and then
allocated to bird and weight categories by, first determin-
ing a rate per line-hour and, second, multiplying this rate
by the number of line-hours each category was in production.

Materials. Costs for birds, ice, and packing materials come
from the applicable accounts in the general ledger for entry
in the "Plant Totals" column. Bird and packing materials
costs by type of bird and weight categories are obtained
from supplemental records to the general ledger accounts.
Ice costs are distributed to bird and weight categories on
the basis of the average cost of ice per hundred pounds of
poultry processed (Pounds Out).

Rates. Labor and overhead rates are computed for the monthly
Production and Cost Report by dividing the total labor and
overhead costs by the total line-hours operated. The labor
rate can be similarly computed for the weekly report.
Because accounting for overhead weekly is not practical,
two alternatives are suggested: (1) continue to use the
overhead rate from the previous month's report, or (2) use
an estimated overhead rate and compute total overhead cost
by multiplying either overhead rate by the total hours oper-
ated. The amount of overhead so determined is an estimate of
the total overhead costs, but the difference between the actual
overhead and the estimated overhead is likely to be small and
will be corrected on the monthly report.

The rate for ice is computed by dividing the cost of ice
by the hundreds of pounds of birds processed (Pounds Out).

Cents Per Pound Section

Costs per pound shown on the bottom section of the report
are computed by dividing the various processing costs by Pounds
Out (Whole Birds).
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ALTERNATIVES AND EXCEPTIONS

SALVAGED PARTS

The plant represented in the illustration is assumed to sell damaged birds
to outsiders for salvage. Proceeds from such sales should be credited to a
miscellaneous sales account.

Other plants may have a salvaging operation. In this event the Production
section of the Production and Cost Report should be expanded to provide salvage
information by amending the line items on the report as follows:

Equivalent Pounds In. No change.

Salvage Parts (In Pounds). Net pounds of salable parts salvaged.

Pounds Out (Whole Birds). No change.

Pounds Out (Including Salvage). The total of "Pounds Out (Whole Birds)"
and "Salvaged Parts (In Pounds)."

Processing Yield. A percentage computed as "Pounds Out (Whole Birds)"
divided by "Equivalent Pounds In."

Salvage Yield. A percentage computed as "Salvage Parts (In Pounds)"

divided by "Pounds Out (Whole Birds)." Represents the return from
rejected birds or an improvement in "Bird Yield."

CONDEMNATION LOSSES

A measurement of condemnation losses, as distinct from processing losses,
may be desired. The Production and Cost Report can be expanded to provide this
information. Such an adaptation is incorporated in the Plant Report illus-
trated in Part II of this Guide.

Some companies purchase live birds, particularly turkeys, on a ready-to-
cook weight and grade basis and no payments are made for condemned birds.
Nevertheless, bird losses in processing should be measured so that the related
labor and overhead costs will not be ignored. In such instances, companies
may wish to accumulate production data by lot or flock. The measurement of
processing yield by lot or flock may be obtained by reporting and tabulating
production information for each lot or flock on a form designed to incorporate
the top section of the Production and Cost Report, figure 2. The data thus

recorded may then be summarized by bird classification when preparing the
Production and Cost Report.
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RUN-OF-FARM PURCHASES

_—

In many cases, plants cannot exercise control over the selection of live
birds for processing into predetermined weight categories; rather, purchases
must be made on a "run-of-farm" basis. Under these circumstances, the eviscer-

ated birds are usually segregated into weight categories by means of automatic
weighing devices.

In preparing the Production and Cost Report, these companies may wish to
record production information by flock or by farm, in which case the production
and cost information should be listed in columns for each flock or farm. This
information should reveal bird and processing yield comparisons and trends of
various suppliers. When this type of information is desired, the production
and cost report is prepared in the manner previously outlined, using the col-
umns for farm or flock data, rather than type of bird and weight category.

As an alternative, a periodic segregation or summarization can be made by
bird types and by ready-to-cook weight categories within bird types. In this
case, a different procedure must be followed in preparing the Production and
Processing Costs sections of the Production and Cost Report. Total production
and expense data for each bird type - broiler, mature chickens, turkeys - are
put into one column and additional columns are allotted for the various weight

categories for each type. "Total" information is allocated to weight cate-
gories as follows:

Birds Out and Pounds Out (Whole Birds). Obtained from information
recorded at the automatic weighing station.

Line-Hours Operated. On the basis of "Birds Out." (See Appen-
dix 3 - Alternative Determination of Line-Hours Operated by
Bird Types and Weight Categories).

Materials - Birds. On a poundage basis. However, if purchase
records show charges by bird types, such as fryers, broilers,
and hens, the "Materials - Birds" costs should be charged to
these types before allocations are made to weight categories.

Materials - Packing. On a per bird basis unless the account-
ing records provide for direct charges to weight categories.

Labor and Overhead Costs. On the bases previously described.

When the above procedures are used, the only items on the report between
"Speed Per Line-Hour" and "Processing Yield" which have significance by weight
categories are "Birds Out" and "Pounds Out (Whole Birds)."
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UTILIZING REPORT DATA

The Production and Cost Report can be a valuable aid in management's con-
tinuous function of controlling operations. The report summarizes periodic
operating and financial information and relates actual costs to units produced.
Areas subject to cost reduction and increased efficiency can be located easily
and the effects of control efforts can be determined.

Unsatisfactory costs seldom can be attributed to a single cause. The re-
port separates the causes for out-of-line costs between operating deficiencies
and excessive expenditures. The report is arranged so each factor may be com-
pared readily with related factors to suggest corrective action. Each factor
covers a separate area of activity or responsibility.

Information on the report can be used in several ways. A critical review
of the data on any one report will indicate areas requiring attention. To il-
lustrate, in the monthly report in figure 2 under "Broilers," the productivity
and bird yield percentages indicate a need for corrective action, both in util-
izing the capacity of the "line" and of reducing the number of rejected birds.
The illustration clearly emphasizes the value of accumulating data by classi-
fication of bird.

Comparison of consecutive reports will indicate trends, that is, where
progress is being made or where trouble areas are developing. The segregation
of operating data and cost information facilitates period-to-period compari-
sons of the same factors with respect to each classification of bird.

Some managers find the review of single reports and the review of compar-
able data on consecutive reports sufficient. Other management personnel
favor presentations in graphic form such as are illustrated in figure 3. The
graphs illustrated use a "common" scale of measurement. The vertical scale
can be read as a percentage in the case of yields and as cents per hundred
pounds in the case of labor and overhead costs. Labor and overhead costs per
hundred pounds should drop progressively with, and in some proportion to, in-
creases in bird and processing yields. Thus, by using the common scale in
plotting the information in the chart, favorable or unfavorable trends are
more clearly disclosed.

Other types of graphs and charts could be illustrated. Additional infor-
mation could be presented, such as cumulative totals of labor and overhead,
overall yield figures with elements as to type, and so on. Graphs and charts
are aids in presenting production and cost information.

As experience is gained in the use of these reports, plant managers will

become increasingly aware of the signmificance of the data shown and will es-
tablish goals of performance either specifically and objectively or intuitively.
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CONCLUSION

AuG

SEP

The production and cost reporting system outlined in this Part I of the

Guide illustrates a minimum system applicable primarily to operations of the

less complex plants.
clerical effort and cost will produce results.

Only simple procedures are involved so that a minimum of
The system is relatively flex-

ible so that it may be adapted to the peculiarities of a particular plant and
is expandable into the more advanced systems discussed in Parts II and III,
without changes in the basic approach.
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PART II

COST REPORTING ON A DEPARTMENT BASIS

INTRODUCTION

The company which has enjoyed a growing business - accompanied by plant
expansion and product diversification - usually will find the simple reports
described in Part I of this Guide to be inadequate for control purposes. The
reports provided in Part II are more detailed. Further, report content is
segregated to furnish information pertaining to specific areas of responsibil-
ity.

Decentralization of authority and responsibility is necessary to the
successful operation of larger plants. Decentralized control is aided by de-
veloping departmental information pertinent to processing operations for use by
both general management and department supervisors. Means for limiting the
distribution of financial information considered confidential is provided by
the arrangement of report content. The reports described herein are interde-
pendent and provide a related series of operating and financial data.

Part I basically focused attention on the conventional Statement of Income,
supported by weekly and monthly Production and Cost Reports. Similarly, this
part of the Guide begins with a description of a conventional Statement of In-
come which has been expanded in detail and is accompanied by an expanded Pro-
duction and Cost Report.

The Production section of the Production and Cost Report has been con-
densed and detailed data are reported on a separate Plant Report. The Process-
ing Costs section has been expanded to provide cost data by individual depart-
ments.

The new Plant Report is limited to production data. These data are,
however, compared to established standards of performance.

The plant illustrated in this Part of the Guide is assumed to have two
conveyor lines usually operating one shift; processes a variety of birds such
as broilers, hens, and young turkeys; and ships both ice-packed and frozen
birds in the whole, half, and cut-up state. Further, this plant has cont?ol
over the source of supply of live birds. This control enables the selection
of birds within predetermined weight categories. The development of rep?rt
information to use under alternative purchasing arrangements and to prov1de.
answers to suit different purposes is also described in this Part of the Guide.
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FLOW OF PRODUCTION AND COST DATA

Figure 4 is a diagram of the flow of accounting data from sources into
final reports and illustrates the interrelationship between the worksheets and
reports discussed in this Part of the Guide.

STATEMENT OF INCOME

Figure 5 illustrates a conventional Statement of Income. This statement
has been expanded from that shown in Part I by adding major classifications of
overhead expense. This statement and a Balance Sheet represent the basic
financial reports of the plant or company.

REPORT CONTENT

This report summarizes sales and operating results for the month both as
to total results and as to the gross profit contribution of each of the major
categories of birds processed and sold.

REPORT PREPARATION

This report is prepared using data from the following sources:
Total Column

Sales, Cost of Sales, Selling and General and Administration, and Net
Income figures for total plant operations come from the plant's books of ac-
count classified according to the chart of accounts outlined in Appendix 1 to
this Guide. The degree of account classifications to be adopted depends upon
the needs peculiar to the plant concerned. Similarly, the breakdown of sales,
cost, and expense data on the statement can be varied depending upon the
circumstances.

Broilers, etc. Columns

Sales. Figures come from sales accounts in the general ledger
for each of the major categories of birds sold or from supple-
mental sales records that agree in total with the general ledger
sales account.

Cost of Sales. Amounts for material and labor come from general
ledger accounts and should agree with comparable figures on the
Production and Cost Report discussed later; overhead costs and
expenses from the general ledger; and inventory figures from
the general ledger or supplemental records agreeing with the
general ledger inventory account. Plants which do not operate
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_1'3_

ACY POVLTRY Co,
STATEMENT OF INCOME

FOR THE MONTH OF MARCH. 19
seesens +oCOMBINED...:voes seoosooes s BROILERS.ssvessone ossses HENS....uu vessss s TURKEYS.. .... .y
% TO % T0 % TO % TO
AMOUNT SALES AMOUNT SALES AMOUNT SALES AMOUNT SALES
SALES = PoundB.ceceoescoonssesnnsssss 1,812,128 1,490,366 222, Lok 99,358
Amount..ceererrceeereonnranas §§12,2§2.10 100,00 $u18,435.71 100.00 $58,625.90 100.00 891, 100.00
COST OF SALES:
Materials:
Inventory - beginning..eeecesesss 1,080.20 1,080.20
PrOduOti