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Record - Keeping for Wage and Salary Stabilization
By RAY M. SUTER
Director of Industrial Relations, Ohio Chamber of Commerce, Columbus, Ohio

HE N AT I ON AL WAGE STABI LIZATION

PROGRAM

upon two basic ConT cepts: first, that wages are to be stabilized rather rests
than "frozen," and second,
such stabilization is to apply to wage rates rather than to earnings or take -home
pay. In a strict sense, wages are never stabilized. The situation in which they
might be strictly "frozen" would be a situation that you would not want to
see, because it would involve a dictatorial control. In a democratic state with
a dynamic economy, wages are almost always restrained. The customary agent
for restraint is an agent with which you are familiar, that is, competition.
Unions, acting primarily from the impact of their own political pressures, push
for higher wages but, at the same time, can be an important restraining effect
where, for example, long -term contracts are agreed upon.
In times of war or threats of war, we have chosen the government as a
restraining agency. The stabilizing of wages and salaries by government control or action comes as a shock to an economy such as ours. Particularly is
this true when former government policies reflected a pleased or favorable attitude toward higher wages and salaries. For a government which for many
years has advocated the raising of wages, to say, "Let's slow up a bit," causes a
screeching of brakes and a jolt. Obviously, the brakes should not be applied
so abruptly as to overturn the vehicle.
Many complex problems are confronted in a wage stabilization program.
There are upward and downward movements in the general level of wages
which reflect the operation of primary economic forces. In the second place,
there are those interplant and intraplant wage adjustments which are continually being made at any general level of wages.
A U G U S T , 19 52
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Cost of Living Now the Benchmark
The present period of mobilization exhibits a different set of circumstances
than those which prevailed during the last period of wage restraint. One of
the factors to be considered is the present attitude of unions toward direct controls. American unions bargain with employers and in so doing generally
represent the short -run, sectional interests of their members as workers. This
does not indicate that they have no concern for the public welfare when public
and sectional welfare diverge, but the interests of their constituents are uppermost. It is doubtful that the conditions which permitted the survival of the
"little steel formula" of World War II can obtain or be duplicated in our
present mobilization period. The "little steel formula' was developed during
a time of a large -scale war following a great depression. There was mass
conflict and unemployment, which rather successfully provided the stage for the
defense of the "little steel formula." Under those circumstances, unions quite
readily accepted such items as union security or some other fringe item, such as
vacations with pay, in lieu of larger wage increases. Since the conditions which
permitted the "little steel formula" to survive are not apparent at the moment,
the tightest wage formula which might now be more than temporary is one
which would tie changes in wages to the cost of living. Of course, a cost -ofliving formula can be either tight or loose, depending upon the nature of the
administrative agency and the political influence exercised upon such agency.
While it is difficult to be precise as to the exact stage attained at any particular moment, a mobilized economy might be divided into three periods:
( 1 ) a period of preparedness for war; ( 2 ) a period of actual war; and (3) the
postwar period. The present wage policy of the government seems applicable
to the first stage and, all in all, seems acceptable to most of our larger unions
and, I believe, to the public. Price control is viewed as being publicly popular, even by those who deem it economically unsound, and the existence of
wage and salary controls makes price controls politically possible.
Enforcement of Wage and Salary Stabilization
The extent of attention and the degree of interest directed toward the record keeping requirements of the wage and salary regulations are related to the
enforcement and compliance program. The experience of the old War Labor
Board would indicate that a national wage stabilization policy cannot be enforced by moral suasion alone. Actually, the War Labor Board never came
squarely to grips with its enforcement problems and was not vigorous or ex1588
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tensive in its compliance projects. As of June, 1952, the present Wage Stabilization Board's various commissions have received 226 cases of alleged contravention. One hundred and fourteen have been decided with almost as many
income tax disallowances in the course of these decisions. To the present time,
not one single case has been heard concerning violations of record - keeping.
The Wage Stabilization Board uses wage -hour inspectors exclusively for investigations, although —and this is important to keep in mind —the Board does
turn up various violations when applications for approval are filed. There is
no liaison or official co- operation between the Office of Price Stabilization and
the Wage Stabilization Board on enforcement, except that in the Economic
Stabilization Agency there is a committee on over -all enforcement policies and
problems.
How about the "feel" of this enforcement —which is always an important
thing? Well, on the "feel" of enforcement, the Wage Stabilization Board maintains publicly that it is more interested in compliance with stabilization rules
than pinning down violations. It stresses the "education" of employers
and says it is not too much interested in tracking down examples. Although
that is the publicly stated policy, I accept it somewhat with my fingers crossed.
An instance out our way is in point here. A small employer went into the
Wage and Hour Office and consulted with one of the men there. He was told
that, under Regulation 6, he might do certain things. The employer went back
to his plant, wrote a letter and received the reply and confirmation from the
District Wage and Hour Office. Upon post- review of the correspondence in
the Regional Office, the employer was advised that he was in error and should
file an application with the Wage Stabilization Board. The Board approved
the rates, but the local enforcement staff pointed out that a period of violation existed. The penalty was set at $600, or the approximate amount necessary to have retained legal counsel with which to fight the case. Frankly, I do
not think that is "educating the employers."
The enunciated program of educating employers rather than a strict compliance procedure may be the Washington policy and handed down in the operating manuals, but as you well know, at times government employees at the
local level do not interpret the "feel of policy" as was intended in Washington.
General Order No. 15 was issued by the Economic Stabilization Administrator in
April of this year. This order provides a policy guide on the amount of disallowance for tax purposes on wages paid in excess of permissive limits. This
order was intended to provide uniformity among the various regional enforcement commissions. General Order No. 15 provides that, where extenuating
AU GU ST , 19 52
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circumstances exist, such as prompt disclosure, co- operation, remedying the
situation, etc., the usual disallowance should be at least the amount of excess
wage payment.
The Salary Stabilization Board is just getting started on enforcement, hiring
its own inspectors and apparently not planning to use Wage and Hour personnel as is the practice of the Wage Stabilization Board. (The amended Defense Production Act of July, 1952, provides by statute for a Salary Stabilization Board, which heretofore existed by executive order of the President.) The
Salary Stabilization Board is taking a rather cautious approach to compliance
and is relying upon the record - keeping requirements of its regulations. Some
two hundred companies have been requested by the Salary Stabilization Board
to forward summary records to Washington for review.
What Are Adequate Wage Records?
Record - keeping required by the Wage and Salary Stabilization Boards has
not been extensive. The stabilization function demands the need for some
records which otherwise might not have been prepared or maintained. Basically, they are three in nature:
I. Records of the base.
2. Records of the tempo prior to stabilization.

3. Records of wage movement since stabilization.

Obviously, Items 1 and 2 are not records to be kept but rather records which
have been kept. Mostly the requirements provide for the maintenance of records which have been compiled for income tax purposes and wage and hour
requirements. Even those records not required by law were, in many cases,
kept by employers who operate under written collective bargaining agreements
or had an effective, published employment plan and schedule, and by others
who learned through experience with the War Labor Board the productivity
and usefulness of complete personnel records.
There are still many companies, however, particularly among small employers, which do not have adequate records to show any base or history other
than one of random rates and personalized salaries, or to show that they have
any established historical practice in regard to merit or length -of- service increases, or as to justifications for promotions, transfers or reclassifications.
In many instances a survey of past practice will indicate a pattern which can
only be interpreted or analyzed as no pattern at all. It is important for every
employer to determine, prior to attempting a change in the tempo of wage in1590
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creases, the status of his records. If he claims to have established rates or
rate ranges or an established plan of increases, are these shown by the historical pattern? Or is it wishful thinking that there is a concrete and specific pattern ?
The Wage Stabilization Board has announced that it does not wish to encumber professional and business people with needless record - keeping or cumbersome reports, but to write regulations with such clarity and simplicity that
they can be followed without the necessity for filing a lot of papers and entanglement with red tape. This is described as the "self- executing" policy.
Without challenging the intentions of the Board, unless care and caution is
exercised, many employers may find out that the "self- executing" policy may
be a "self- execution" policy.
General wage regulations, in at least six instances, require records to be
kept or reports to be filed. In other regulations, you encounter situations where
reports or records are not specifically stated to be required, but the practicalities
seem to make necessary the maintenance of certain information. To illustrate,
there is General Wage Regulation 5, which deals, as you know, with adjustments for individual employees. The purpose of this particular regulation is
to establish rules and procedures governing the administration of wage structures within which increases in the compensation of individual employees may
be made without specific approval of the Wage Board.
Length -of- Service and Merit Increases
"Length -of- service" increases may be made without approval under one of
three options. The first of these is the past practice, i.e., the employer's actual
experience in 1950. A second option is a six per cent plan, pretty well spelled
out in the regulation. The third requires an established plan in actual operation on January 25, 1951. New plans or modifications of existing plans require
approval. A plan has to include a description of each job, the grouping of
jobs into grades, if any, and a rate range for each job. Also required are specified limits for increases, and there is where the great weakness occurs.
Any employer who makes a wage or salary increase because of merit or
length -of- service must keep a record with respect to such increases effective
after January 25, 1951, showing name of the employee, effective date of the
increase, rate before and after increase, and job title or job description. I
talked to a top official on this and he tells me that often employers do not
show on the individual record the reason for giving an increase, i.e., whether
it is a general increase, a merit raise, an over -all promotion, or other type.
A U G U S T , 19 5 2
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Some of the inspectors have pretty heavy case loads. When they drop in and
thumb through the individual personnel records, it helps to have the reason
set forth plainly.
Insofar as the required information is available from records currently maintained, such records suffice to meet the requirements of this section. The records are supposed to be retained for three years following the calendar year
in which the increase became effective, available for inspection by appropriate
government agencies, and —to the extent required by law —to the recognized
or certified bargaining agent.
Promotions; New Employees
Employees promoted or transferred to higher -paid jobs may be increased,
subject to certain limitations. Any employer who makes a wage or salary increase resulting from a promotion or transfer is required to keep the following records, with respect to each increase, excepting for temporary promotions
or transfers not exceeding forty -five days:
I. Name of the employee.
2. Effective date of the increase.
3. Rate before and after the increase.
4. Minimum and maximum of the rate
range of the job classifications, or the

established single rate of the job classification, if applicable, to which the employee was promoted, or transferred.
5. The titles of the employee's job prior
and subsequent to promotion or transfer.

New employees may be hired at, or increased to, rates above minimum under
certain conditions. In such cases the employer must keep a written justification thereof, which is to include the employee's name, date of hire, rate at
which hired, minimum of the rate range of the job classification into which
he was hired, and a statement of the ability, experience and training justifying the hire at the rate in excess of the minimum.
"Ten Per Cent" Increases; Cost -of- Living Raises
There is a regulation known as General Wage Regulation 6, providing for
ten per cent increases. If general increases in a unit have been less than ten
per cent since January 15, 1950, future increases may be permitted up to the
difference between such past increases, if any, and ten per cent. Any employer
making such increases must keep available for inspection by appropriate government agencies a record of each increase, showing the essential facts and method
of calculation.
Under General Wage Regulation 8 on cost -of- living increases, policy permits
certain cost -of- living increases without prior board approval and states the
1592
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basis for obtaining board approval of certain other cost -of- living increases. A
record of such increases must be maintained and include a statement of the
amount of the increases and the unit of employees to which they are applicable
as well as the following data:
I. A copy of the written wage and salary
plans or collective bargaining agreements containing the cost -of- living pro.
visions.
2. An identification of the cost -of- living
provision in the agreement or of the
cost -of- living provision in the wage and

salary plan and a statement of the manner in which it was communicated.
3. A statement of any general increases
applicable to the same wages, salaries or
other compensations, put into effect
after January 25, 1951.

Wages in New Piants
The purpose of Regulation 9 on new plants was to provide procedures for
obtaining approval of rates of wages for employees of new plants. Such a new
plant is required to file with the nearest office of the Wage and Hour Division
of the United States Department of Labor a report containing a statement of
the facts relied upon to support the conclusion that it is a new plant. In corporate split -ups we find very interesting things, when the accountant comes
around to audit the books, on what is and what is not a new plant.
Also you must file a schedule of rates on "new plants," showing those in
effect for each job classification and a statement explaining how the criteria
specified in Section 2 of the regulation have been applied in determining the
rates of wages and, of course, a statement by the collective bargaining agent for
the employees involved, if there is one, indicating whether or not the bargaining agent has agreed to the schedule and the statements as submitted.
The field of labor relations and negotiations intrudes here. The policy is
to require, wherever there is a union or certified bargaining agent, that practically anything filed —the cost -of- living plans, etc. —must be signed by a representative of the bargaining unit, as well as the employer. I have found, from
time to time, that some employers are rather reluctant to sign along with the
union in this way. One man said recently, "While it may be very narrow and
not up to today's thinking on what is good employee relations, we feel that
when we say to the Government —and that application is signed by our union
representative —that we are paying less than others in our own community, our
labor market, and in our same industry, we are going to establish a practice
and a pattern which will haunt us in our collective bargaining from now on
and forever." This suggests that, where a general increase seems advisable,
rather than to rely solely upon petitioning for increases because other employers in an area pay higher wages, a thoroughgoing study be made to see if the
A U G U ST . 1 9 3 2
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permissive increases have been used, either under the "catch -up" or cost -ofliving formulas, and what permissive increases might be given as merit, length of- service and promotion raises.
Bonuses; Incentive Rates
Regulation 14 permits employers who have paid bonuses, in accordance with
a plan or otherwise, to continue those payments without prior specific board
approval. Frankly, I am a little bit afraid of the bonus procedure, because, by
the very nature of bonuses, the thing is so easy. Any established plan which
has resulted in the payment to an individual employee of a total bonus in any
bonus year of twenty-five per cent or more of his total wages, salaries, and other
compensation, excluding bonuses in any year, shall be submitted for post -review to the nearest appropriate office of the Wage and Hour Division.
There is also a regulation on incentive wage or piece rates. My experience
with the War Labor Board proved it a most difficult problem to get to. You
are obligated, as employers, to show that your adjustments are made in accordance with certain principles outlined in the regulation, and, when I get into
that, I find myself wishing they had never written the regulation at all.
Conclusion
The matter of record - keeping for wage stabilization will probably be more
difficult for the smaller employer who does not think in terms of the matter
of record - keeping. Wage stabilization is probably more difficult for smaller employers. In general they do not have job evaluation or even job classification.
Also small employers tend to think of wages and salaries in personalized terms
rather than using a formal approach as is done by large organizations. While
wage restraints are difficult and at times almost intolerable for the smaller employer, he should keep in mind that the penalties for contravention are rather
severe.
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The du Pont Chart System for Appraising
Operating Performance
C. A. KLINE, JR.
Assistant Treasurer

and

HOWARD L. HESSLER
Chart Room Supervisor

E. I, du Pont de Nemours & Co., W ilmington, Delaware

I. DESCRIPTION OF THE CHART SYSTEM
by C. A. Kline, Jr.
ARE PLEASED —and so m e wh a t a we d — a t t h e i n te r e st wh i c h ou r ch a r t sy s-

WE
/

tem ha s ev o k e d d u r i n g the la st severa l years.

Un t i l 1 9 4 9 we ha d no t

shown our charts outside of Wilmington to persons who were not members of
the du Pont organization, although we had shown them to visitors who expressed a desire to see them. In the fall of that year, Mr. T. C. Davis, our
Treasurer, was persuaded by friends in the accounting profession to present
"the charts" at the American Management Association's Finance Conference
which was to be held in December 1949. The response to that presentation
was most gratifying and we have been asked frequently to give repeat performances. In fact, the need of attending to day -to -day business has forced
us to decline a number of invitations we would like to have accepted and to
restrict our presentations to gatherings which are national in scope.
Function of th e Chart System
Any system of financial control, to be of maximum usefulness, should include a forecast of sales and profits, a forecast of working capital requirements
and cash resources, and capital- expenditure budgets and working - capital standards, together with statements which show the actual operating performance
and balance sheet conditions promptly after the close of an accounting period.
It is the duty and responsibility of the financial staff to make these data available to executive management, when required and in a form which will reveal
the operating results of each particular product line. You might call this "internal reporting ", as contrasted with external reporting to the stockholders,
SEC, etc. The complexity of operations and /or the diversity of product lines
complicate the accounting problems and clarity in the presentation of operating results without sacrifice of substance should be the objective toward which
solutions to specific financial and accounting problems are worked out.
A third of a century ago one of our financial executives at du Pont saw a
particular phase of this problem of internal reporting in clear perspective. At
A U G U S T , 19 5 2
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EXHIBIT 1
that time he conceived and guided the design of what we have come to think
of and refer to as our "executive committee charts ". This system utilizes charts
and tabulations for presenting to the committee data pertinent to the performance of each broad product group, which we term "operating investment ". We
maintain approximately 350 individual charts, a number of which are presented to the executive committee each month so that, in a year's time, all
charts have been reviewed — practically all of them at least four times.
Shown here is a pro forma set of these charts and tabulations which
should give you a clear picture of the chart format and suggest the manner in
which the charts are used in actual practice. The use of a series of charts generally similar to those shown is essentially a part of our system of internal
reporting which emphasizes visual methods and the minimum of detail.

The du Pont Organization
An essential preliminary to our chart presentation is an understanding of
1596
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the du Pont organization. To facilitate a brief explanation of the organization,
a basic organization chart is shown as Exhibit 1. There are four permanent
committees of the board. However, the two committees which are active in
executive management are the finance committee and the executive committee,
each of nine members. The finance committee meets twice monthly, and the
executive committee meets all day each Wednesday, and at any other time necessity dictates. Absences of executive committee members are arranged in such
manner that there is always a quorum present in Wilmington.
The president of the company is chairman of the executive committee and
the eight other members of that committee are vice presidents. The executive
committee has charge of the operating end of the company's business. In addition to formulating policy as a committee, its members act individually as advisers in various fields, such as sales, personnel, advertising, etc., but they have
no administrative duties in connection with departmental operation and are thus
free to devote all their time to policy matters.
There are ten industrial departments, each headed by a general manager who
reports to the executive committee. There is also a complement of staff departments, such as legal, purchasing, treasurer's, public relations, etc., servicing the executive committee and the industrial departments. A general manager is responsible, under the executive committee, for the investment and for
the manufacture and sale of products assigned to his department in much the
same way as though his department were a separate company.
The treasurer's department and the secretary's department may be regarded
as auxiliary departments, making 15 auxiliary departments in all. Although
the organization chart has been streamlined for this presentation, the treasurer's department and the secretary's department are shown separately from
the other auxiliary departments, since, under our by -laws, the treasurer and
the secretary are responsible to the finance committee. The functional divisions
of the treasurer's department— accounting, auditing, banking, credit and collection, disbursements, and treasury are shown also, to give an idea of the
divisional breakdown of the organization responsible for accounting and finance.
I might mention that the treasury division —in which most of our financial
analysis work is performed and of which 1 am manager —is responsible for the
maintenance of the executive committee chart series.
The Executive Committee Charts
The charts presented here are of the kind actually used by the executive
committee in its direction of the business at the policy level. Although these
A U G U S T , 19 5 2
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EXH IBI T 2

or similar chart series are employed to some extent by all levels of departmental
management, our considerations will be directed toward the charts which
the treasurer's department maintains for the executive committee. These charts
and tabulations do not displace the customary financial statements — whether
forecasts, budgets or historical reports. They are prepared for and used by the
executive committee in reviewing with a general manager the operations of his
department.
Once each month the executive committee reviews charts, the schedule being
so arranged that the charts for each department are reviewed no less frequently
than once every three months. At least one set or series of charts and tabulations is set up for each department. In some cases the operations of a particular
department are so diverse that it has been found necessary to set up several
sets of charts and tabulations, each set bracketing a portion of the department's
activities which it is desired to treat as a separate investment unit. Thus, for
our ten departments, we have twenty separate operating investment chart series,
representing approximately 350 charts. For each of these series, the results
of operations for the current year are shown against a background of exactly
the same data for the ten preceding years and a forecast for the ensuing twelve
months.
1598
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Basis of Judgment is "Return on Investment"
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It is our considered opinion, which has been critically re- examined many
times over three decades, that a manufacturing enterprise with large capital committed to the manufacture and sale of goods can best measure and judge the
effectiveness of effort in terms of "return on investment ". We, therefore, place
primary emphasis upon return on investment and the central theme around
which each chart series is built is to bring this end result to the surface and
to examine critically the factors which produce return on investment, i.e.,
It might be helpful if, at this point, we examine
and
an outline of the formula which is controlling in the chart concept. Such an
that we reach
Exhibit 2. From this formula
outline is shown
the per cent return on investment through the factors of earnings as a per cent
of sales (which is the gross profit margin) and turnover.
The return on investment responds to movement in these two factors. To deemphasize either of them could severely impair the quality of management decisions over a long term. If there has been no change in selling price, an improvement in turnover indicates that capital is being worked harder, i.e., the
business is getting increased sales out of the same plant and working capital.
Again, if there is no change in selling prices, an improvement in gross profit
margin indicates that the cost in proportion to sales dollar is being reduced.
In other words, the manager of an operating investment can improve his showing by working existing investment harder or by reducing cost, both of which
factors or elements are within his control, without encountering the impact of
competitive prices, pricing policy or company policy with respect to the use
of more capital in a given line.
The figures used in these charts are hypothetical. They do not depict
the operating results of any one of du Pont's investments. However, the chart
series is complete as to presentment of the basic concept and we have borrowed
from actual experiences in deciding upon what trends to present through the
medium of these hypothetical figures. We have used our own experience merely
as a starting point and, where it was felt that a point could be more forcefully
illustrated, have exaggerated the figures in order to accomplish this.
The "I/o return on investment" and "% profit on sales ", which you will see
plotted on the charts, were calculated from earnings before the impact of taxes.
Where actual situations are involved, it is frequently desirable to add another
line which shows the earnings results after taxes. In fact, in the actual use of
this chart series in our business, we generally present the earnings picture
before and after taxes. (In the current steel wage dispute it has been said
AUG UST , 1 952
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with some merit that there is no such thing as corporate profit before taxes.)
The advantage of a line showing "net after taxes" is to keep before the
operating management's view the sharp impact of taxes on profits, to the
owners of the business. However, in dealing with hypothetical earnings
situations (as we do here), there are many questions concerning the possible
impact of taxes which are difficult to resolve. Moreover, the primary purpose
of the chart data is to point up the kind of a job being done by the operating
people. Giving priority of emphasis to this objective and for clarity, no "net
after tax" lines appear on these hypothetical charts.
II. PRESENTATION OF THE CHART SERIES
by Howard L. Hessler
efore describing the charts I would like to explain the formula concept
upon which they are built which emphasizes the relationship of factors
affecting return on investment. Return on investment is shown as the end result
of financial operations and is the product of two percentages: turnover multiplied by earnings as per cent of sales. Turnover is obtained by dividing sales
by total investment. Turnover reflects the success or lack of success in working
the capital which has been committed to the operation. Earnings as per cent of
sales, of course, are earnings divided by sales. This percentage reflects the success
or lack of success in maintaining cost and selling prices in such relationship as to
yield a satisfactory profit margin.
It will be apparent that the usual way of calculating return on investment
has not been changed. In these two fractions, sales cancel out, leaving earnings
divided by total investment resulting in return on investment. The formula
is set up in this manner so that we can single out the effect both of turnover
and of earnings as per cent of sales, upon return on investment. An analysis
of turnover can be made through charts showing sales and total investment.
Total investment is broken down into permanent investment and working
capital. A further detail of working capital is maintained on charts showing inventories, accounts receivable and cash. The development of earnings as per
cent of sales is clearly indicated by the formula. The charts show a breakdown
of cost of sales through mill cost of sales, selling expense, freight and delivery,
and administrative expenses.
In the use of this formula to bring operating results before the executive
committee, we do not build up step -by -step to the ultimate objective of per
cent return on investment but rather present first the end result and thereafter
present the important elements which contribute to this end result. Our first
chart, therefore, could well be called the master chart or summary chart of the

B
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series because it presents the end result. The three principal percentages,
return on investment, turnover, and earnings as per cent of sales, which can be
used in analyzing the operations of a company or a department, are shown in
Chart 1.

Master Chart and Tabulation
Chart 1 shows the end result —per cent return on investment and the two
important factors contributing to it, per cent turnover and per cent gross profit
margin. Annual data for the ten preceding years are plotted in the left hand
fields by means of a solid black line. The dashed line running across the chart
represents the ten years' average.
The current year is also shown in the charts by months in the right hand fields.
The solid black line is "to date" on an annual basis. It must be remembered
that our objective is to get a glimpse of current performance and anticipated
performance, against a background of the past. Therefore, all plottings must
be put on an annual basis. The chart, as prepared for illustrative purposes, is
based on actual performance for the period from January through October of
the year 1952 and, in the upper right hand field, the end of the solid line
on the October ordinate reflects annual per cent return on investment based on
actual performance to October 31. The dotted line reflects the per cent return
on investment on an annual basis derived by multiplying each month's actual
performance by twelve.
The du Pont Company makes four forecasts a year. These are complete forecasts showing sales, cost of sales, earnings and investment and are disclosed on
our charts by means of certain symbols.
The No. 1 forecast is for the period January through December. The anticipated results cast up by this forecast are shown by means of the No. 1 arrow
on the December ordinate pointing to the left. The forecast performance for the
quarter ended March 31, 1952, put on an annual basis, is indicated by the
arrowhead on the March ordinate.
The No. 2 forecast comes out in April for the period from April through
March of the following year. The calendar year forecast is now three months
actual plus nine months forecast and the new position for this anticipated performance is shown on the December ordinate by means of a No. 2 arrow. The
arrowhead on the June ordinate reflects anticipated performance for the six
months ended June 1952 when actual performance for the first quarter plus
forecast performance for the quarter ended June 30, 1952 is put on an annual
basis. The arrow pointing to the right on the March ordinate presents the
A U G U S T , 1952
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forecast performance for the forecast year ended March 31, 1953. This arrow
can be placed on the chart immediately after the No. 2 forecast is complete.
The same procedure is followed for our No. 3 and No. 4 forecasts. The No.
3, for the calendar year, consists of six months actual and six months forecast.
The No. 4 consists of nine months actual and three months forecast. The
arrowhead pointing to the right on the June ordinate reflects the anticipated
performance for the twelve months ahead ending June 30, 1953 based on our
No. 3 forecast and the arrow on the September ordinate shows anticipated performance per the No. 4 forecast for the forecast year ending September 30, 1953.
Perhaps I should explain the current year ordinate on the ten year field.
This ordinate is placed there primarily for ease in comparing the current year
on an annual basis with the ten preceding years. The plotting is also derived
from actual plus forecast performance within a calendar year. This chart, prepared shortly after October 31, reflects on the 1952 ordinate ten months
actual plus two months most recent forecast and the trend of the latest estimate
for the calendar year can be readily compared with that of previous years.
Chart 2 is a typical tabulation of figure data which supports most of the
plottings on the previous master line chart (Chart 1) . This is the only tabulation shown here, because the figures have no particular significance unless they
are shown in connection with the graphic or line chart presentation. In our
chart room in Wilmington, the physical and mechanical arrangement is such
that we are able to show a graphic presentation on a right hand wing and a
tabulation of figure data on a left hand wing at the same time.
Chart of Sales, Transfers — Earnings
Chart 3 shows graphically the basic data for the calculation of earnings as
per cent of sales shown on the previously displayed master line chart and its
related tabulation. At the top of Chart 3, sales and earnings are set out in
millions of dollars and it is, therefore, unnecessary to present these figures on
any other tabulation. Also the basic charting technique is exactly the same as
was explained with respect to the master chart. Annual data for the ten preced•
ing years and the latest estimate for the current year are plotted by means of
the solid black line. The ten year average is the dashed line running across the
chart. The current year is shown by months. To date on an annual basis is
shown by a black line and supported by a tabulation at the top. Each month
on an annual basis is presented by means of the dotted line. Notice the calA U G U S T , 19 52
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endar year forecast markings, interim quarterly forecast positions and the
forecast twelve months into the future.
Chart of Expenses as Per Cent of Sales
Chart 4 gives a graphic presentation of the trend of four elements of cost:
mill cost, selling expense, freight and delivery and administrative expenses, each
expressed in terms of per cent of sales. A summarization of these four elements, when expressed in dollars, would, of course, give cost of sales and
the subtraction of cost of sales from sales yields the dollar earnings figures
reflected on Chart 3. The trends of expenses as shown on this chart are helpful
in analyzing variations in earnings as per cent of sales and in the corresponding
dollar figures on the sales and earnings chart. The dashed line shows the overall rate of production for each month in order to afford a comparison with mill
cost.
It looks as though the production manager of this hypothetical department
went wild. First he produced in excess of stated capacity and then he practically
shut down the plant. I will try to show later that the production manager was
not completely wrong in his planning and that he was justified in following
this weird production schedule.
Investment Chart
On Chart 5 the investment position of the particular operation is reflected.
When used with Chart 3 showing sales, this chart furnishes the principal
factors affecting turnover. The top line shows total investment at cost. Permanent capital consists of plant, both buildings and equipment, land and any other
fixed assets necessary for the particular operation. Working capital consists
of allocated cash, accounts receivable, inventories and deferred charges. In
recent years we have added a dashed line to indicate the dollars of depreciation
reserves accumulated against the depreciable permanent investment, because
we found it an interesting and helpful factor in thinking about the economic
position of a given operation. We also indicate by means of a small figure at
the end of the last calendar year, the ratio of reserve to investment.
Charting Current Assets
An analysis of working capital is shown on the next charts. A change in
format takes place in charting working capital on Chart 6. The period
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charted is contracted to seven years. The solid black line represents actual
dollar inventory at the end of the period, supported by tabulation. The dotted
line shows what would have been invested in inventory according to inventory
standards. On another chart which deals with the three components of inventory, I will have more to say about inventory standards. Accounts receivable
dollar balance at the end of the month is shown as a solid line, read from
the left hand scale, and days outstanding appear as a dashed line, read from
the right hand scale. Accounts receivable standard days outstanding is shown
as a dotted line. Accounts receivable standard is expressed as a given number
of day's sales outstanding at the end of any month. It reflects terms extended
to the trade and our collection experience. In the case of the ABC Department,
standard days outstanding are 30. Actual days outstanding under standard,
shown by the area shaded by left diagonals, indicate better than expected collections. The area shaded by right diagonals shows a lag in collections.
Another slight change in format is made in plotting cash. In our company,
for chart purposes, cash is allocated to the individual operations and this allocated cash is regarded as both actual and standard, so only one line is required
to plot cash.
It is highly important to break the inventory position up into its three
components. Otherwise an overinvestment in finished product could be obscured by an underinvestment in raw material, and vice versa. The plotting of
the actual dollar investment in each of the three categories of inventory is given
by Chart 7. Total inventory has been broken down into raw materials, semifinished product, and finished product. Month -end investment for the current
year and for the previous year is shown, as well as monthly average investments
for the five years prior. End of period investment is tabulated at the top of each
field and plotted by means of the solid black line. Actual dollar investment in
inventories is related to month's supply by using forecast consumption figures.
Actual month's supply is the dashed line, which is plotted by using the scale at
the right on the chart.
Adequacy of month's supply is measured with standard month's supply as a
yard - stick. Standards represent minimum requirements, giving consideration to
highest return consistent with proper protection to production and sales. Standards are based on anticipated conditions of procurement, transportation, storage,
manufacture and sale, for a year ahead. Allowance is made for adverse conditions not subject to management control but which can reasonably be expected
throughout the year. Inventory standards expressed in terms of month's supply
represent the number of month's supply of materials that should be invested
A U G U S T , 19 3 2
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in inventory at the end of any month in order to provide for estimated consumption based on forecast volume of business. Standard month's supply is
shown by means of a dotted line running across the chart. In the case of the
hypothetical ABC Department, standard month's supply is one month for raw
materials.
It should be recognized that inventory in excess of standard represents an
investment which, to the extent of such excess, decreases turnover and therefore return on investment. There is also the possibility of inventory losses. A
condition over standard is shown on the charts by means of an area shaded by
right diagonals. A condition under standard is shown by means of an area
shaded by left diagonals on the charts. At the top of each field, we tabulate
actual as per cent of standard. An investment under standard is undesirable,
since plant production and customer service may be interrupted by shortage
of inventory.
The same procedure is followed for semi- finished product and finished
product.

Analysis Based on the Charts
d

These charts show the results of operating a hypothetical department under
certain assumed conditions and are intended to illustrate the manner in which
the du Pont Company's charts are used in actual practice. I would like to
analyze the operation of this hypothetical department and, at the same time,
show how the executive committee charts are used as a coordinated unit, rather
than as several individual charts. Let me begin the analysis by going back to
the master chart.
Chart 1 indicates that, since 1948, return on investment has been steadily
climbing. Turnover in the same period has also shown a steady increase.
Earnings as per cent of sales and transfers have gone up rather sharply. The
reason for the improved return on investment in this period can be traced to
increased earnings as per cent of sales and increased turnover.
Now, look at the current year and see what has happened in the first few
months. Return on investment in January, on an annual basis, is slightly lower
than 1951, but it started to climb at once, and, by the end of April, was at a
higher point than at any other time shown on the chart. Per cent turnover, after
a considerable drop in January, continued downward and by the end of April
had leveled out considerably below 1951. Earnings as per cent of sales and
transfers dropped slightly in January, climbed rapidly, and by the end of April
were considerably above 1951.
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The reason for the improved return on investment in the first four months
of 1952 can be traced to increased earnings as per cent of sales and transfers,
partly offset by decreased turnover. If turnover had not dropped, return on
investment would have been even higher than it was in April.
Let us assume that 1951 represents a normal operating year for this department, so we are anxious to determine why the 1952 profit margin is considerably higher than in 1951 and why turnover is lower. We can determine this
by referring to the other charts.
Chart 3 shows that sales and transfers in 1951 were $181,000,000. On an
annual basis, January was considerably below that level and continued downward
over the early months of 1952. By the end of April, sales were about $148,000,000, considerably below 1951. Also, the forecast for the first quarter was
missed by a wide margin (the arrowhead pointing to the left on the March
ordinate represents the forecast). You will recall from the description of the
formula that turnover is the result of sales divided by investment. A tabulation of month -end investment, which is not given here, would show that total
investment increased during the first four months of 1952. The combination
of decreased sales and higher investment results in decreased turnover.
Further analysis of total investment would show that permanent investment
has changed very little, and that all of the increase has been in working capital,
which is shown on Chart 6. Total inventory increased from $38,000,000 at
the beginning of the year, to a peak in March, and then dropped o$ t o
$57,000,000 in April, at which time it was 146 per cent of standard. Accounts receivable, despite reduced sales, increased from about $13,000,000 to
about $16,000,000 at which point it was 116 per cent of standard. Cash in
the same period declined about $5,000,000 but it was not enough to offset the
increase in the accounts receivable and inventory.
This completes our analysis of turnover and we conclude that increased
working capital and lower sales account for decreased turnover. Now let us
determine why earnings as per cent of sales increased. Chart 3 shows that in
1951 earnings were $28,000,000. In January, on an annual basis, they showed
a decline but then steadily improved and by April they were $31,000,000. By
analyzing the cost of sales, we can determine why earnings improved despite a
drop in sales volume.
A glance at Chart 4 shows that mill cost as per cent of sales declined. The
charts show what happened —but they do not tell why. Investigation of lower
mill cost revealed it was because of lower unit costs resulting from a high rate
of production in the first four months. High production in spite of declining
AUGUST, 1952
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sales is explained by production based on forecast sales which did not materialize. The production manager was justified in his production schedule because
he was guided by the sales forecast which called for high volume in the first
quarter. Rapidly decreasing selling expense was investigated and it was found
that the reasons were a reduction in the sales force and curtailed advertising.
We have now determined that the increase in earnings shown on Chart 2
was due to lower mill cost and selling expenses.
Let me summarize the operations of this hypothetical department by referring
once more to Exhibit 2. At the end of April, 1952, return on investment
was higher than for 1951. This was the result of increased earnings as per
cent of sales, partly offset by decreased turnover. Decreased turnover was
caused by lower sales and higher total investment. Analysis revealed that this
was due to higher working capital which, in turn, was caused by increased
inventories and accounts receivable. The increase in earnings as per cent of
sales and transfers was caused by higher earnings which resulted from lower
mill cost and selling expense as per cent of sales.
The Management Action Stage
It is apparent from the foregoing analysis that the hypothetical ABC Department had a definite inventory problem which might have become serious had
current trends continued. Let us assume that the management of this hypothetical department took steps in May to correct the abnormal operating conditions reflected on the charts, that management decided to process as much inventory as possible that month and in June to curtail production to a minimum.
You remember how the production -as -per- cent -of- capacity line showed a sharp
downward plunge in June. This shutdown caused an immediate increase
in unit mill cost and a sharp drop in earnings. A rapid expansion of sales
effort produced added sales volume but increased selling expense. During the
period of adjustment, management also brought working capital in line with
standards.
I will not in this presentation trace the effects of corrective action in all the
charts, but I will point out the changes that took place in the three all-important
percentages shown in Chart 1. Earnings as per cent of sales declined during the
period of adjustment but, by the end of October, they had leveled out to a
more normal position in keeping with 1951. Turnover steadily improved with
higher sales and decreased working capital to a good position in line with
past years. Return on investment, after a decline, started to rise and by the
end of October was approaching the more normal 1951 levels.
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A True Reflection of Practice
The series of charts presented here is in all respects similar to graphic presentations used by the du Pont Executive Committee as a tool in the manage ment' of the business from the top level. I hope this presentation has been
suficiently clear to let you see how these charts have actually been used and
even to suggest some broader use than we have yet developed.
f

III. CONCLUDING REMARKS
by C. A. Kline, Jr.
If you have concluded that there is nothing new in these charts, you are
right. Our chart series and tabulations present nothing which cannot be portrayed in a score of ways, and perhaps with even greater clarity. So, not by way
of defense but, rather, by way of explanation, I want to call your attention to
several points which in our opinion give special merit and appeal to this particular method of presenting the financial results of operations.
First, repeating what I have said before, we are convinced that " % return on
investment" is the proper measure of effectiveness of the employment of capital
and we believe with equal force that this end result should be presented against
a background which emphasizes "turnover" and "gross profit margin."
Second, you will note that the charts do not utilize narrative explanation.
There is no opportunity for one reviewing the figures to bog down under the
weight of particular words or phrases which may be chosen to explain a given
variation in operating results. In the course of presenting the charts to our
executive committee, the chart supervisor is always prepared to answer questions or even to propose an answer without question, giving the background
reasons for sharp variations in current data against the past or against forecasts.
However, the primary purpose of reviewing data presented on the charts is to
point up the places where further analysis, review and attention may be desirable
or necessary. The charts are intended to show what happened or is anticipated
in terms of profit return on investment, and to put the finger on the broad underlying factors which caused the results to be what they were, or are expected
to be. This identification of broad factors leading to a particular result enables
the executive committee to raise questions with a general manager regarding
possible trouble spots and, of course, this frequently leads to further analysis
A U G U S T , 19 52
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and presentation of underlying facts. The charts stimulate inquiry but do not
supply answers, except to indicate cause and effect within the framework of the
broad factors contributing to " % return on investment." This chart series
was inaugurated more than 30 years ago —in 1919, to be exact. We consider
it a tribute to the foresight of those who designed and installed it that, whereas
the format has been changed and perhaps improved several times, the basic
concept which emphasizes return on investment, supported by the factors contributing to it, has not given way to any other.
Third, note may be taken of the comparative ease with which the attention
of an entire group can be held to one item at the same moment. I imagine
most of us have had some experience in analyzing schedules, tabulations, charts
and the like with a group of men, each of whom has the data in hand, on a table
or elsewhere, and have had to deal with the perplexing problem presented by the
proneness of each individual comprising the group to pursue his own analysis
in his own way. The manner in which we use these charts minimizes this problem. You can be pretty well assured that each member of the group is giving
attention to the same item at the same time.
Fourth, more or less rigid rules govern the assembly of data for the presentation. To the maximum extent possible, the data for all periods shown on the
charts are on a uniform basis and afford common measurements of performance
for all investment lines. If we find that changing conditions require a new
approach to presenting any one or more of the chart series, then all the data
for the current year and the ten preceding years are reset on the new basis. We
all know the loss of confidence in financial presentations that can be experienced
when those using the data are able to allege, and perhaps to show, that a lack
of uniformity or comparability has destroyed their value. To a very large extent,
we avoid that pitfall by keeping our charts comparable throughout.
Fifth, strict adherence to format is observed until such time as it becomes
clear that a change would substantially improve the presentation. Then a new
format is brought into use, complete at one time, including a reset for the entire
ten -year period. Admittedly, this means slow progress at times in improvement
of format, because a helpful minor change brought to light by experience must
be held on the shelf until an important change or an aggregate of minor changes
makes it worthwhile to modify the whole format.
Sixth, the executive committee, for whose use these charts are primarily
maintained, makes the rules governing the division of lines of business into
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chart series and the classification of financial data into the several items which
are set forth in the presentation. To be sure, the executive committee requests
and receives the recommendations of the treasurer which are developed in full
collaboration with operating people but, in the final analysis, it is the committee's decision which is final, after full consideration of all the pros and cons
presented by the treasurer. This approach to data presentation, i.e., by rules
decided on by the executive management group —the group by which the data
are to be used — serves to remove a potentially wide area for possible disagreement on the classification of the basic data to be presented. Disagreement in
these matters dissipates energies and dilutes the value -in -use of internal financial
reporting. We are disposed to think our approach to this phase of the problem
goes a long way toward getting the maximum value out of presentation of the
financial results of our operations.
Calculation of Return on Investment
You will note that in this chart series we calculate the return on investment
on the amount invested in plant and working capital rather than on stockholder invested capital. Calculations based on stockholder- invested capital would require the deduction of reserves and liabilities from the cost of plant and
working capital. The general managers of the company are responsible for the
production and sale of the products assigned to them, and for the necessary
investment in plant facilities and working capital. The charts are uniform
and are designed to afford a comparison of past and current performance for
the same operating investment, as well as a comparison with the performance
of other operating investments made in corresponding periods.
In this chart series, we are seeking a clear portrayal of the profitableness of
the employment of plant property and working capital at the operating level.
Funds provided by reserves and liabilities are invested for varying periods of
time in different operating properties upon each of which a profit must be
earned if a business is to be successful, but these funds are not reflected in
stockholder- invested capital. A deduction for liabilities and reserves from
the amount invested in operating properties would show a fluctuation in operating investment due to growth of reserves and change in amount of liabilities
or stockholder capital, which, in turn, would produce such a distortion in the
return on investment as to render meaningless the very figures intended to disclose the profitableness of employment of plant property and working capital.
Said another way, we seek to cast up as clearly as possible the results produced by operating management. The capital, liability and reserve position
A U G U S T , 19 52
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of an enterpirse is largely a reflection of the philosophy of financial management
as to how the business should be financed. Operating management must turn
in a profit on capital assigned to that management, regardless of how that capital was raised, if the business is to prosper. Under this concept, capital for
plant is assigned and entrusted to a general manager until formal authority
relieves him from accountability because of sale, dismantlement or transfer.
In a similar manner the assignment of working capital operates through
"standards." It is these "assigned investments" or the "dollars committed to the
particular enterprise," against which the profit performance must be judged,
in our opinion, to render "� fo return on investment" a meaningful and useful
management tool.
It is entirely proper, in some instances and under some conditions, to measure corporate- entity profit performance against stockholder- invested capital,
and we do it ourselves for many purposes. But it would not serve our purpose
in the chart series. I am sure all must agree, upon brief reflection, that for all
purposes of securing an indication of the profitableness of dollars devoted to
plant and working capital —which dollars must at some time be returned intact
to the corporate entity —the dollar profits made during each and every period
of the use of the property must be related to the total dollars dedicated to the
particular operation.

W hat About "Econom ic Profit "?
At this point I might say that we have had under study for some time the
desira bility a n d va lidity of a su p p le m e nt a r y profit me a su re m e n t ca lcu la ted o n

"replacement value of the investment," particularly plant. This would, I think,
be called measurement in terms of "economic profit" in contrast with "monetary profit." We have made some trial runs but are not yet fully satisfied that
the end results are good enough to stand up against criticism and attack. The
difficulties are, as you know:
I. W hat is a fair estimate of replacement
cost or value of plant?
2. W hat depreciation provision would be
pr oper i f pl ant had been constructed on
today's know -how and today's cost?
3. T he cost of production in such plant.
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4. The price level for our goods in an economy which generally dealt with "economic pr ofi t " rather than "monetary
pr of it ."
5. The company's tax picture if the whole
economy were on an "economic pr of i t "
basis.
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Cdlfstruction of the Charts
The charts and tabulations which we show to our executive committee in
Wilmington are hand -drawn on cardboard measuring thirty by forty inches.
The letters, numerals, and arrows are purchased from a supplier of such items.
They come coated with an adhesive and are pasted on the boards by our chart
clerks. Each chart or tabulation is mounted in a metal fraine suspended on
wheels so that it can be moved from one place to another in the chart room on
specially designed and constructed overhead track. The network of track is so
arranged that, in a matter of seconds, any series of charts can be brought to the
central display point for review.
We are aware that presentation of this type of data is, more and more, being
made by means of projection on a screen. The projection method enjoys some
flexibility over our method, but we have not yet found that a clear visual presentation of our charts can be obtained by projection in the physical setup
presently at our disposal. In addition, we find that the preparation of material
for screen projection requires time, skills and processing equipment which we
are not yet prepared to devote to it. There has been some improvement in
projection equipment and methods since the end of the war and, no doubt,
still further improvements are in the offing. We do not intend to lag behind
where progress is being made and it is entirely possible that we shall at some
future date abandon the hand -drawn charts conveyed on overhead track in favor
of some projection method.
Conclusion
In closing, permit me to say that effective internal reporting is quite as important to a business organization as good external reporting. Therefore, we
who are charged with varying degrees of responsibility for the financial and
accounting matters of our respective companies, must remain alert, must continue in our determination to find and employ the most effective means of
presenting financial data to executive management. That is the basic purpose
to be served by our use of a chart series. I hope you see something in it of
constructive value.

AUGUST,

1952

1619

0%

9 9

