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The Contri buti on of Accounting

to Company Progress
by CHARLES R. FAY
Vice President and Comptroller, Pittsburgh Plate Glass Company, Pittsburgh, Penna.

T

O BE COME AN ACTIVE m e m b e r o f t h e m a n a g e m e n t t e a m a n d c o n t r i b u t e I n

full measure to his company's progress, the cost accountant must be more

than a competent practitioner of the accounting profession. In addition, he
must:
I. Have a current, close acquaintanceship
with the people with whom he works
and a comprehensive knowledge of the
products, the manufacturing processes
and the merchandising policies of his
company.
2. Be able to communicate not only with
accounting co- workers but also with
plant people and with the higher eche-

Ions of management in language which
all can understand easily and thoroughly.
Have the initiative, courage and abili f y to use the knowledge in point one
and the mechanics of the second point
to develop new accounting concepts to
help management in its constant quest
to improve operations.

To emphasize these three points I might say the successful cost accountant's
slogan could be paraphrased from Bob Hope's famous line into "Have briefcase,
can talk and will travel." I do not mean that the cost accountant should spend
all his time in the plant, at meetings, on the road or in a library. But on the
other hand, he should not spend all his time in the office. Perhaps a little
introspective questioning here would serve to personalize the interest which
each of us should have in these three points.
For example, how many times in the past month have you gone to a plant
or sales office for purposes of other than putting out a "fire ?" How many of
the foremen do you know personally? Are you thoroughly familiar with the
various production operations? Have you ever had lunch with any foremen or
supervisors? Have you ever made a real attempt to sit down with a foreman
and discuss your mutual problems? Do other than accounting people with
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whom you work know what a "variance" is? In fact, do they know what a cost
accountant is or what he does?
To you cost accountants dwelling in the so- called ivory towers of head offices:
How often have you visited your plants or branches? How familiar are you
with over -all marketing practices? Do you know your plant managers and other
local management? Do you know and have you talked with your research
people lately? Have you made any attempts to streamline your communications
by developing new reports or procedures? Do you know how factory automation will affect your costing practices? How familiar are you with the significant trends in such important fields as labor relations?
Perhaps some can answer many of these questions affirmatively. But my
guess would be that most of us could not. Our defense, in most cases, would
be that our work keeps us "glued" to the desk. Maybe, if we all made it a
practice to keep currently abreast of plant operations and to develop friendships
with foremen and supervisors, our desks would not become so cluttered with
paper work. And too much paper work seems to compound confusion and
reduce our efficiency. We all know that many times a cost accountant sitting at
a desk and discovering a "leak" in a budget will get all excited, grab papers
in each hand and issue forth to do battle. This zealousness, while commendable,
is misdirected, and can create wrong impressions with the very people who can
help us most. In many of these cases knowledge of the people and the operation concerned will provide a calmer method of approach and a more efficient
and amicable solution. In other words, teamwork will contribute more to overall progress than will individual action.
A Current Close Relationship With Operating Personnel
Now to get to discussion of my first point. If you remember, this has to do
with the cost accountant developing a current, close acquaintanceship with the
people with whom he works and a comprehensive knowledge of the products,
the manufacturing processes and the merchandising policies of his company.
Modern cost accounting in manufacturing and other businesses is like a tree in
that it covers all operations. Its roots go down to each department or section.
It is there that proper cultivation and fertilization will make cost accounting a
dynamic, growing force —a force that can contribute concretely to the company's progress.
In many plants the accountant must act as a "common denominator." He
must interpret production data for sales people, analyze sales potentials for
production people, and correlate both production and sales data for top manage 1564
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ment. But this is not all —far from it. You have all experienced the problem
of explaining to some foreman how shipping, payroll, inventory, sales and other
factors have a relation to his budget in the matter of over -all cost control.
Today you are expected to know the answers in all these divergent yet related
fields. The time is far past when the accountant was a keeper of the records.
Today accounting is dynamic. Management not only wants but vitally needs the
data we compile for making important decisions on such matters as pricing,
plant expansion, building new plants, and diversification.
In most businesses and industries, the common meeting ground for accounting and production personnel is the departmental budget. We, as accountants,
know that each departmental budget is but a part of a large over -all control
plan. We know that, if the entire system is to be efficient and the company
is to prosper, these individual budgets must be kept in line. And the most
important person in seeing that they are kept in line is the foreman. There
is no question that operating within a budget does present some difficulties to
the foreman. We can minimize difficulties for him. We must work with and
for him. We must see that he has complete understanding of what the budget
represents and what it is supposed to do. We must develop his confidence in
the budget itself, and a belief that all items included in the budget are actually
controllable by him. We must also make the foreman feel confident that the
accountant who prepared the budget really knew what he was doing.
This development of confidence between foreman and accountant is not an
easy thing to accomplish. The relationship is roughly analogous to a mother in -law and a newly- acquired daughter. Given the same problem, each is sure to
develop a different answer. However, the relationship between foreman and
accountant, which initially seems to be fraught with suspicion, need not continue to be. Application of psychology and common sense can develop the
relationship into an efficient, operating partnership. But you have to get away
from your desk to do it. For example, one of our cost accountants noted that a
foreman in an edging department suddenly started buying a cutting wheel
that cost twice as much as the one used previously. These wheels are used to
cut and edge glass. The accountant kept records on the life of the new wheel.
It was found that this wheel, while better than the one used originally, did not
last twice as long or do nearly twice the work of the old. Rather than confronting the foreman's boss with this "record of waste," the accountant first
discussed the situation with the foreman out in the shop. Then they got
together and worked out a plan to get the best cutting wheel for the job and
thus help pare operating costs. Teamwork plus friendship and knowledge
again pay off.
AUGUST, 1936
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Perhaps the reason why accounting is viewed suspiciously by many plant
operating people is that the entire concept of budgeting puts the accountant in
the position of pointing the finger at the operating people. If the accountant
stays in his office and does nothing but turn out figures, this suspicion will tend
to increase, for several reasons. One of the more important of these is that,
not being well- acquainted with the accountant, the foreman thinks that the
latter cannot possibly comprehend production problems without viewing them
on the scene. In other words, he is looked on as a "pencil pusher." Actually
the accountant may derive more knowledge about the manufacturing operation
from the figures he sees than the foreman may believe possible. However, the
point here is that the success of a budgetary control program depends a great
deal on how well the accountant convinces the foreman or superintendent that
he does understand the manufacturing operation. The only way he can do this
is to visit the operation and talk with the foreman. There is no question but
that personal knowledge of operating problems will eliminate many misunderstandings. And misunderstandings can lead to trouble.
The alert accountant can also "win friends and influence people" by a few
applications of basic psychology. For example, he can give the foreman advance
warning of variations from budgets which are developing, so that the foreman
can prepare himself for the questions his boss is sure to ask. Further, the
accountant can prove his interest by working with the foreman in finding the
reasons for these variations. For example, you all have encountered situations
in which employees have been a little over- zealous in recording piece counts.
A cost accountant became suspicious of such a situation in one of our departments where incentives are paid on all glass processed, whether it is broken or
remains intact. It seems that there was too much incentive pay for the amount
of broken glass. Getting together with the booking supervisor and the foreman,
he worked out a formula for weighing and recording breakage. This formula
not only saved the company considerable money, but it actually seemed to speed
Lip operations.
Success for the accountant in developing mutual understanding and confidence is really achieved when the foreman realizes how his daily operating
decisions affect increased or decreased costs. Then no costs reported on a regular
statement will ever surprise him. The understanding which this implies will
breed confidence in the budgetary system, and confidence is the best assurance
that the foreman's actions, which affect expense, will be in accord with the
intentions of the budgetary control system. In short, today the successful cost
accountant must really know plant personnel, plant operations, and company
products if he is to help his company move ahead. If he remains in his office
1566
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all the time, he is subject to the danger of self- hynosis and possible flight to
the past in the manner of Bridey Murphy. And there is no place for Bridey
Murphys in cost accounting —the profession that records the past, works with
the present, and plans for the future.
Mastery of Language Which All Can Understand
Now for the second of my major points, namely, that the cost accountant
must be able to develop the means and language to be able to conununicate his
findings in three directions. First, he must be able to communicate with his
accounting co- workers; second, with the production people in the plants; and
third, with top management. In other words, the accountant must know and be
able to use three business dialects: his own accounting terminology, the shop
talk of the plant, and the vernacular of the ivory towers.
In this matter of communication, particularly in written form, we accountants should be far ahead of the field because we have been at it longer than any
group on earth. In Part Five of Life Magazine's "Epic of Man" ( June 4,
1956), the story is told of how men first learned to write and thus made it
possible to communicate with each other over time and space. The story tells
that the oldest written material in the world were bookkeeping entries of
temple accounts prepared by the Ancient Sumerians in the city of Uruk, in the
Valley of the Euphrates. That was a long time ago, 7,500 years in fact. For
some people, myself included, the knowledge that the oldest written material
was accounting data comes as quite a surprise. However, despite this early start
in the communications field, we have not made as much progress in it as we
have with accounting itself. We have been dealing too much with figures and
seem to have left the development of communication to others.
At first glance, communication within a business or industry seems to be a
relatively simple matter. But it is not. Think about it. How many times have
you attended meetings and could not exactly follow what was being said or
perhaps you were trying to explain something and everyone misunderstood?
This situation is emphasized in a magazine article which started with the following paragraph:
"A high -level meeting at XYZ Manufacturing Company broke up with an
angry outburst from the president that 'this is a Tower of Babel'. It's obvious
that Sales doesn't understand what Research is talking about
Engineering
...
doesn't understand Production —and nobody can follow the Controller."
I hope
that this is a grossly exaggerated example, although I suspect it really could
happen.
.AUG UST, 1956
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We have made tremendous strides in developing certain accounting systems
and tools which are today essential for profitable operation. Certainly we should
be able to develop a system through which management can secure optimum
utilization of these tools which we provide. To do this, we need good communications. As accountants, the media with which we communicate to ourselves and to others are the reports, the charts, the forecasts, and other tools
which we develop from the mass of figures with which we deal. Our method
of communication must be to design these tools so that they are readily understandable and useable by operating people and by management. All the tools in
the world are of little value if people do not know how to use them. Ours,
then, is the dual objective of making the tools and teaching their use at all
levels, from foreman to president.
Quite a while back, our company was using a special report for a sales division. We studied it and then asked three different executives what they thought
the statement showed. The first one said it showed how much we made on
sales to customers. The second said it showed how well the division was able to
control its expenses and that the profit variations measured the effectiveness of
expense control by the division manager. The third said lie understood it to
show the amount of money that we made over and above what we could sell the
products for in other than primary markets. None of the three was correct.
The statement actually measured the effectiveness of the division's negotiations
with other divisions on the question of what price it should pay for intercompany transfers. This statement had all the figures and data, but it did not
present them in a satisfactory fashion. Thus it was subject to varying interpretations. In fact, the report was like the paragraph written by a cub reporter
covering a high school class play which stated "the auditorium was filled with
expectant mothers, eagerly awaiting the appearance of their offspring." The
facts and the words are there, but they can convey two widely different
meanings.
Obviously, it is our job to make reports more intelligible and less subject
to incorrect interpretation. Accounting statements are probably being misinterpreted every day by executives who think that they know what the statements
show. What is more important, however, is that these same executives may be
making decisions based on their faulty interpretations of these statements. You
can see from this that the matter of adequate communications does assume vital
importance. It is one of our prime responsibilities to see that accounting statements are easily and correctly interpreted by management. I am sure there is
still room for progress in this field. If the truth be known, there is scarcely
1568
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one of us who has not been asked by a sales or production official, "Just what
does this report mean ?"
This inquiry can, itself, be called a very simple statement. There can be no
doubt what it means and this is exactly the way our language should be when
we explain some accounting function. If you are trying to outline to a sales
group the reason for some change in pricing policy do not use such terms as
unabsorbed overhead, variances, proration of fixed costs, or marginal profit
contributions. Instead translate the explanation into language that all can
understand. Admittedly, we sometimes have rather complex problems to explain. In these even simple language is not enough. We have to resort to visual
aids such as charts. When we use charts, they should be as simple as possible.
Nothing is more confusing than a chart that resembles a television test pattern.
In our field of communications, our goal is one of obtaining complete, mutual
understanding of each problem and solution by accountant and operating personnel or by accountant and management, as the case may be. As I said before,
to do this we must go all out in amassing a fund of highly diversified knowledge. I am not proposing that the accountant be an expert in all of the specialized manufacturing and merchandising fields that make up our complex
business world. Nor am I suggesting that all foremen and executives have a
formal education in the field of accounting.
However, I will be the first to admit that even a minimum acquaintance with
the basic concepts of accounting practices by foremen and executives helps lead
the way to a more thorough understanding and interpretative analysis of the
conclusions derived through the medium of accounting. I am suggesting that
the accountant, to be effective, must have first, a thorough understanding of a
problem in order to arrive at an intelligent conclusion. Second, he must also
have developed the proper communication methods so that his findings can be
presented to management and translated into the action which will contribute to
the company's progress.
Active Use of the Information Developed
Now my third and last major point flows logically from the first two. If you,
as accountants, are to help management in its constant quest for improving
operations, you must have the initiative and courage to develop new accounting
concepts based upon your knowledge of company people, products and policies
and upon adequate communication methods. In other words, you must go into
action. All your facts, figures, and other information will not do you or your
AUGUST, 1936
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company any good unless they are put to work. The tendency to stop short of
doing so reminds me of the rancher who called his foreman and said, "Jake,
ride into town and get the correct time." Jake told him that he had no watch,
to which the rancher replied, "A watch, what do you want with a watch?
Write it down on a piece of paper." Unless you put your knowledge and ideas
to work, that is all you will have — useless data on paper.
To illustrate how you can go into action and what you can accomplish, let
me use, as a case in point, the institution of direct costing in the glass division
of our company. Shortly after World War II, some of us began to think critically of the cost system we were using. All too often, we were asked questions
about costs, for which we did not have immediate answers. So we asked ourselves our own $64,000 question. "How can we develop an accounting system
or method which will provide management with the type of answers they want
when they want them?"
Obviously, our first step was to check with our divisional operating executives
to see exactly what type of information they expected or would like from the
accounting statements. This was not quite as simple as it sounds. From some
of the preliminary discussions, it was evident that a few people expected us to
be magicians and soothsayers as well as accountants. However, we correlated
our findings and were sure of one thing - -a new and different system was
highly desired by all concerned. Drawing upon the knowledge which our general office accountants had of factory operations, we began to formulate our
plans. Ours was the task of translating comments and suggestions into a cost
accounting approach.
Then, as we moved ahead from our general concept into specific applications
at the factory level, we began the necessary modifications. In this area our plant
accountants were of tremendous help. They had established good working
relationships with the operating people and this provided relatively smooth
sailing in ironing out many problems. There was also considerable traffic of
information between accounting people and operating personnel at all levels,
which made it imperative that we have a realistic communications set -up. Our
exploratory, correlating, and analyzing activities ultimately led us into a cost
system with some rather unusual modifications in the treatment of fixed expense,
factory budgets, and display techniques. Again let me emphasize that the development of our factory control system was dependent to a major degree upon
the close cooperation of accounting and operating personnel in our plants and
general offices. And this close cooperation resulted largely from our accountants
having and maintaining a thorough and practical knowledge of production
processes, products, and personnel.
1570
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The modified system which we installed eliminated many of the usual characteristics of a cost system, which we felt could not convey to operating people,
in a clear and concise manner, the type of information they need. The first
thing we wanted to get away from was volume variance as it is developed in
the usual cost system, because it is a difficult thing for management to understand and interpret. (As you know, under certain circumstances, it is possible
with a standard cost system to come up with declining profits in face of increased
sales volume.) We wanted to minimize the importance put upon forecasting
levels of production in determining budgets. In the conventional standard cost
system, these levels are important because they affect inventory valuation and
size of volume variance. In ours, their importance is minimized. An important
objective was to attain a high degree of flexibility in making cost analysis and
cost estimates. A conventional cost system can readily produce costs only for
the volume which is budgeted. It takes time, money, and effort to arrive at a
new cost at a new volume level.
We also wanted to be in a position to provide management with out -ofpocket costs quickly and efficiently —which is quite difficult to do with a conventional cost system. Manufacturing executives would like to have this type
of data so that they can quickly develop their total cost of products when volume varies; the sales department is always wanting to know out -of- pocket costs
so that it can determine just how far to go in adjusting prices to meet competition. In my years of experience with costing problems, I have spent many,
an hour trying to develop out -of- pocket costs on a particular item. liven then,
I was never sure, nor was management ever sure, that we had arrived at a completely correct and satisfactory answer. In developing our direct costing system, we thus had as an important objective the recording of such information
on the profit and loss statement. And, as our system unfolded, we were able to
accomplish this purpose. I am sure you all understand just how helpful such
data can be to management, particularly when production or sales people can get
the data they want when they want it.
An over -all objective was in the field of communication with management.
Thus we were interested, among other things, in devising the means to show
Iabor, expense, and material cost components separably on the profit and loss
statement. This is important, not only in itself, but also in view of such technological changes as automation and their impact on product costs of wage
increases, fringe benefits, and more recent labor developments such as the socalled guaranteed annual wage. Therefore, we approached this problem from
the standpoint of eliminating the previous requirement for having direct labor
and indirect labor separated in the budgeting operations and have considered
A U G U S T , 1956
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all labor as a single item in our cost determination. We have carried this concept through all of our budgeting and expense control operations. We even go
so far as to separate the labor portion of maintenance expense from other maintenance costs so that the single item of labor will be all- inclusive.
I need to make one final point before summarizing the accomplishments
which this costing plan achieved. This has to do with the treatment of fixed
and variable costs. We have departed from the old concept of dividing factory
costs between direct labor and "overhead" and have based our program on a
division of factory costs between those that are directly variable with production
and those which are essentially fixed in character. Because of the special treatment of these components of cost of sales, we are now able to carry to the
profit and loss statement, variable labor as an item, variable material as an item,
and variable overhead as an item. The sum of the three, when considered at a
standard budgeted level, produces what we call standard variable cost of sales.
Variances from standard are carried to the profit and loss statement and are
shown separately on that statement for proper analysis. The segment of labor
and overhead items which is entirely fixed is carried directly to the profit and
loss statement as a separate item. In the statement as now prepared, we have
ready access to material with which we can work to give management prompt
and accurate answers.
One of the more significant results of the approach we have taken automatically gives management a valuable tool for profit planning purposes. We can
develop a complete "profit to volume" chart using the ratio of "profit contribution at variable standard cost" to sales for each product as the mathematical
slope of the profit line on the chart. With this chart, we not only see our present break -even point, but we can also easily make adjustments in projected
volume on product mix, and graphically illustrate what will happen to profits
and break -even points under these and many other changing conditions. Most
important, however, is the fact that, because we have streamlined and simplified
both our written and visual communications, management can interpret this
chart quickly and correctly.
Reviewing the operation of our direct costing system today, we feel that we
have accomplished the following:
Management is able to see at a glance
whether any change in the profitability
of any product line is due to a change
in the sales department's effort. This
would be evidenced by a change in the
profit at the level of standard variable
cost. It is very readily understood from
the top profit and loss statement whether
such results stem from change in price,
1572

or from additional allowances for freight
absorption, for cash discount changes,
or for product mix changes.
The point of out -of- pocket expense,
which has been explained earlier, has
been of great benefit to management
in applying its judgment on changes in
price.
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3. The separation of labor from other segments of the variable costs has made
practical prompt and effective consideration of changes in price coincident
with changes in labor costs and fringe
benefit costs.
4. It is also quite apparent that, if an inventory value does not change with
volume, forecasting of changes in sales
volume (for whatever reason) can be
readily interpreted and the changing
profit situation can be known in a matter of minutes. I know of no other system which produces this type of information so quickly or so accurately.
5. We have no volume variance problems
to explain, and management understands
very readily the allocation of fixed expense to product lines where it does not
understand the allocation of volume
variance to product lines. This results
in a direct interest in the amount of
fixed expense charged to a particular
product line and the details back of
our top profit and loss statement show,

in addition, this fixed cost by items, so
that it can be readily reviewed and
analyzed by the manufacturing organization.
6 We provide management with a concise
and accurate method of managerial operations. The operating statements form
a well- conceived and executed system
of direct costing, not only showing the
effect of policy decisions on the various
elements of cost as previously outlined
but, also, by necessarily grouping costs
by their various elements, automatically
summarize those for which each manager
or executive is responsible. It is obvious that these statements then become
excellent guides for evaluating managerial results and abilities.
7. We maintain the benefits of standard
costs in the+ budgets are established on
a very similar basis and are used in the
detail manufacturing departments in the
same way that standard costs budgets
are normally used.

A Demonstrated Contribution
We have been able to achieve the aforementioned goals because, as I have
tried to emphasize throughout this talk, we have made certain that our accountants know the people, the products, and the production processes of the
company; that we can communicate quickly and efficiently in all directions; and
that we have accepted accounting as a dynamic force which can be tailored to
suit individual needs. You can see from what I have said about management's
understanding and use of our system that accounting really can contribute to a
company's progress. I might add here that the success of the installation of
direct costing in our glass division has led to its use in other divisions.
We believe that the growing complexity of business and industry today presents a golden opportunity for accountants to become important partners on the
management team. To take advantage of this opportunity, you must look beyond the confines of your office and your department. You must be thoroughly
acquainted with your company. But, more than that, you must have the initiative and the courage to depart from traditional practices where they will not
serve progress.
Basically, you must be curious—curious about what you are doing, about
what the company is doing, and about what the profession is doing. You cannot be complacent or rest on your technical accounting knowledge. Curiosity
AUGUST, 1956
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may have killed the cat but, if a cost accountant is not curious, he will not have
a very successful business life. Properly controlled and satisfied, curiosity is
highly educational. If you are to make the most of your golden opportunities
you must continue your practical education day -to -day, week -to -week, and year to -year.
No matter what our particular accounting job may be, it does present the
opportunity for us to help our companies move ahead. Today accounting is a
dynamic force in shaping the course of business and industry. It will continue
to move forward if each one of us makes certain that, in our daily work, we do
all within our power to see that accounting is contributing in full measure to
our company's growth and prosperity.
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The Budget as a Tool
For Operating Management and Control
by J. CURRAN FREEMAN
Controller, Dresser Industries, Inc., Dallas Texas

T

HIS PAPER WILL CONTRIBUTE

nothing to the great body of literature

which exists on the technical aspects of the subject of the budget as a tool
for operating management and control. It will, however, contribute something
equally important. In support of a decision to direct our attention in this
presentation to the administative aspects of budgetary control, I quote in part
from the findings of the task group on National and Regional Conferences, of
the Controllers' Institute National Committee on Management Planning and
Control:
"Unanimously agreed that scientifically planning and controlling a business for maximum profit realization is a basic function which should be recognized as a part of
business operations and is a primary aspect of the controller's duties.
"Recommended, therefore, that the National Committee seek every available opportunity to present various phases of this activity at Institute Annual and Regional Conferences, in order to stimulate thought and action by controllers as to their opportunities, responsibilities and duties in this field.
"After a review of past activities of the National Committee, it was agreed that
presentations involving only the theory of management planning and control had been
made on numerous occasions and had lost their effectiveness. It was the unanimous
opinion of those present that all future presentations should be based on actual current
studies presented by successful organizations of varying size."
I have always been impressed by the reaction of the farmer who was exposed
to the results of the latest in research in crop rotation, animal husbandry, and
machinery development which, if adopted, would assure him greater productivity and profit. He answered the agricultural agent in his most direct manner by saying, "Shucks, I'm not farming half as well as I know how to now."
What the farmer had to say about farming, can in all truth and honesty be said
about accounting by accountants. At Dresser, we are acutely conscious of our responsibilities in this regard and are appreciative of every opportunity to learn
how to use the budget more effectively as a tool for operating management and
control.

Including Planning in the Management Cycle
Proper perspective in approaching the subject of budgetary control is all important. The American Management Association lays great stress in its man AUGUST, 1956
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agement course on the concept of the management cycle. It recognizes review
or control as a phase of the management cycle, properly related to the phases
of planning and operations which precede and the feed -back which follows
the review or control stage. If a program of control does not meet with success
in an individual company, this may, among other reasons, be due to the fact
that the planning stage has been neglected or over - looked in some important
respect.
To emphasize the importance of the planning aspect of budgetary control,
I am going to cite our own experience at Dresser. We have had quarterly forecasts from the divisions for a number of years. In many instances, until comparatively recent years, these forecasts represented little more than a mechanical projection of current trends. Management outside of the controller's office
was seldom consulted or concerned. The forecast was almost entirely the result
of the controller's efforts. Quite obviously we missed the first and most important step in management and control — personal involvement. The second
important observation which we might make of this approach is that it resulted
in making forecasting more a reflection of the past rather than a presage of
the future. However, in the fall of 1954, the first annual profit planning meeting was held. To more fully understand planning integration and the techniques used, we should digress momentarily and briefly describe our company
organization structure and method of operation.

Our Company's Philosophy of Management
Approximately 77 per cent of Dresser's sales go directly to the oil and gas
industries and the remainder goes to a wide variety of general industrial markets. Furthermore, more than 50 per cent of Dresser's sales consist of expendable products rapidly used up or worn out. Serving nearly all phases of the
rapidly growing oil and gas industries with a balanced product line brings
breadth and stability to Dresser's operations. Further, the strength and breadth
of Dresser's operations lie in the fact that the individual Dresser companies are
joined together under a common ownership, serving common markets and conducting their operations in accordance with a rather unique basic operating
philosophy. In brief, this philosophy means that Dresser Industries does not
manage the individual Dresser Companies —they manage themselves. The head
of each Dresser Company has complete responsibility and complete authority
over his own operations. Each Dresser executive is intimately acquainted with
the industries his own company serves. Each has his own production, engi1576
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veering, sales and purchasing staffs. Each can and does move quickly to meet
day -to -day problems and to furnish customers with the best in service.
It is the function of the management of the parent company to establish
broad operating policies and to maintain a staff of specialized management experts for consultation with the individual Dresser Companies. For example,
at its headquarters in Dallas, Dresser maintains a staff of specialists in labor
relations, taxation, legal problems, purchasing, accounting, marketing, insurance, public relations and related fields. No single company the size of the
average Dresser Company could afford, nor would it need, this array of specialized talent at all times, but the Dresser Companies in combination can afford
them and make optimum use of their services. In brief, it has been Dresser's
objective to secure, to the greatest degree possible, as many of the advantages of both small and large operations as can be had without the burden of
the inherent disadvantages of either. Dresser has coupled this aim with a
common market, and has sought product diversification within the oil, gas and
chemical markets, as well as a balance among the sale of capital equipment,
expendable items and parts.
Document Short and Long Range Planning
Now, let us return to the discussion of planning. As indicated, profit planning meetings are held annually in Dallas, generally one month before the
beginning of the fiscal year. An index of the plan as submitted personally by
the individual presidents, aided in each instance by his controller, is as follows:
I.
2.
3.
4.
S.
6.
7.
8.

President's Message
Break -even Chart
Monthly Chart (profit and loss items)
Profit Plan Report
Monthly Chart (Balance Sheet Items)
Detail of Controllable Expenses
Detail Profit Plan (by Months)
Forecast of sales by Product Classifica
Lion (by Months)
9. Balance sheet Forecast (by Months)
10. Financial Charts

I I . Source and Use of W orking Capital
(by Summary)
12. Source and Use of W orking Capital
(by Months)
13. Property Charts
14. Proposed Capital Equipment
Expenditures Program
15. Payout of Fixed Asset Appropriation
Chart
16. Annual Appropriation Budget
17. Individual Appropriation Requests

We have attempted to document the fact that detail planning has become
operative in Dresser at all levels of management. The sales department, aided
by the market analysis staff, has done the forecasting. The manufacturing department, provided with detail product projections has done its own production
planning, (Material, and manpower requirements, and expense budgeting) including facilities planning. The engineering, industrial relations, and purchasAUGUST, 1956
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ing organizations have been included in the communications cycle. Individual
forecasting (mainly financial in nature on the part of the controller) has been
supplanted by team planning. The whole has been coordinated by the controller
under the direction of the president or general manager.
Profit planning in Dresser, therefore, is not an academic exercise. A few facts
will make this clear. In 1955 we operated under a one year plan. In 1956 the
planning activity was lengthened to a five year basis. Recently a top level management meeting was devoted exclusively to a review of ten year plans presented
by each company president or general manager. Clear cut objectives, supported
by carefully designed operating plans and programs individually sponsored by
managements charged with the responsibility for administration and execution
is the only climate in which budgets can become fully effective.
Recognizing the casual relationship of revenue and costs on management
decisions and the inter - action of volume on each, our accounting for costs is
based on a fixed and variable segregation. All product inventories are carried
on a direct cost basis for operations reporting. Through the medium of a fixed
cost complement, balance sheet valuations are stated at whole costs. Whole
cost absorption or allocation accounting is used only for cost determination for
pricing purposes.
The Reports — Financial and (Especially) Operating
The principle of management -by- exception is employed in all reports, to
expedite development of information, facilitate management fact digestion, and
motivate the taking of remedial action where and when indicated. Therefore,
we prepare monthly two sets of reports, financial and operating.
The financial reports include customary profit and loss and balance sheet information and are shown in tabular as well as graphical form. However, more
and more operating executives agree with the belief that, while such statements
have a continuing useful purpose for purely financial applications in the company and for external reporting to stockholders, securities and exchange coin mission, and internal revenue service, their usefulness is limited and restricted
as a tool in measuring the operating trends within a business. Nevertheless, before turning to a more detailed discussion of operations reporting, a brief chronology of monthly financial reporting may be useful.
On the fourth working day of the month, a flash report of operations is prepared for top Dresser management using the following data transmitted by wire
from the subsidiaries: sales and net profit — actual and forecast —for the month
and the year -to -date, cash, accounts receivable, inventories, and unfilled orders.
1578
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The report is followed on the fifth working day by a brief letter highlighting
the month's operations. On the seventh working day complete financial figures
are due in Dallas. After the accounts are dosed the statistical charts, financial
and operating data, which we will discuss in detail in the succeeding section of
this paper are prepared.
Now let us turn to the operating statements we use in Dresser. Time being
the important factor that it is in an executive's day, the reports restrict numerical
information to a minimum, in line with the concept of exception reporting and
substitute for figure detail charts which tell the story at a glance.
Our first exhibit reports per cent of deviation from profit plan by month and
year -to -date, as well as deviations from the forecast (revised quarterly) for sales,
gross earnings, controllable expense and profit from operations. The 100 per
cent base lines represent the profit plan and the forecast. The charts quickly reveal areas of current performance which warrant management attention. The
backlog of orders is shown at the bottom, with new orders received indicated
by a bar chart.
Operating statements for the month and year -to -date are presented in Exhibit
2. Operations for the month are compared with the current forecast, while year to -date operations are compared with the profit plan. Cost and controllable expenses are shown on a fixed and variable basis. After adjusting the forecast anti
profit plan to actual sales level, variances due to volume and other causes are
identified. Balance sheet data and operating ratios, on a comparative basis, complete the report. We have chosen to use operating profit (gross profit less controllable expense) as the earnings side of the equation. In so doing, we exclude miscellaneous non - operating elements of expense and income which might
serve to obscure basic operating profit trends. The operating ratios shown serve
as a management guide in reviewing operating trends, portrayed graphically.
Exhibit 3 and accompanying data sheet detail the controllable expenses. Actual
results are compared to the plan and forecast, particular emphasis being placed
on the trend relationship. Variances are identified as to volume and other
causes. Long -range operating trends are highlighted in Exhibits 4 and 5. The
first of these details, sales, cost of sales ratio, gross profit and profit from operations. In order to more readily recognize changes in operating trends, year -todate amounts are annualized on logarithmic scales as shown. Year -to -date annualization affords more meaningful comparison betwen months and years.
The second of this pair of exhibits indicates trend for gross assets, detailed
by primary classes. The terms of sales per dollar of gross assets (gross asset
turnover), operating profit to sales, and operating return on gross assets emA U G U S T , 1956
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EXHIBIT 2

ployed. This base is used because we have found that, in our case, it provides a
more useful and consistent base from year to year, for recognizing changes which
occur in the relationship between operating profit and the continuing physical
productivity of the operating assets used in generating the profit. Control is exercised by measuring productivity of continuing physical assets as opposed to wasting or depletable assets. The use of gross assets emphasizes asset productivity
AUGUST, 1936
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as a result of measuring the full and continuing value of assets employed in
the business, rather than asset values diluted by accounting conventions due to
depreciation policy.
AUGUST, 1956
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The last two exhibits report product sales and earnings. The monthly statement (Exhibit 6) compares the actual to the forecast. Its significance lies in
the fact that variable earnings by line of product are reported to management to
identify profit variances due to volume and mix. Exhibit 7 displays comparable
information on a year -to -date basis.
Evaluating Our Performance
To illustrate the use to which our management puts these reports, I would
like to direct your attention to a series of key figures which isolate and define
a particular problem area. Starting with our year -to -date operating statement,
we find that the "Blank Company" has developed a very substantial sales variance. We have at this point, therefore, identified a marked divergence from
plan which is a result of the period's operations. Noting this, the significant
variance figures are:
Item
Volume profit variance
Actual profit variance
Variances other than volume
Variable manufacturing variance
other than volume (cost of sales)
Variable controllable expense variance
Product sales and earnings total
variable cost variance
Product sales and earnings
product B variable cost variance

Amount
941 Favorable
512 Favorable
(429) Unfavorable
(381) Unfavorable
( 57 ) Unfavorable
(381) Unfavorable
(340) Unfavorable

By furnishing our management a flexible sales and profit plan by product,
we have provided a control device which enables the forming of reliable conclusions on which predicate a course of corrective action. Management personnel are able to appraise the company's current position and plans for the future
period. In other words, we have arrived at the final stage of the management
cycle where we are feeding -back corrections and adjustments in our daily operations.
The concept of "feed- back ", as a managerial device, was advanced by Alex W.
Rathe in How To Set Up Management Control, Funk & Wagnalls Company,
New York, N. Y., 1948. I had the privilege of listening to Mr. Rathe's lectures
in an American Management Association course. He concisely describes:
"Planning,

which establithes targets and determines how they can best be met. .
Review (control) which gauges the success of operations and interprets their results
in order to draw conclusions for possible improvements."
He goes on to say that
"There must be a link between planning and review so that one can benefit from the
other, so that the elements of the management cycle are jointed together to give it continuity. If the results or review were not channeled 'pack into the planning stage,
some of the lessons of experience would be lost forever."
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EXHIBIT 7
Fina lly, 11e sums u p the su bject by sa y i ng th a t "fe ed -b a ck t ool s a re c onm lu nic a -

tion tools" and identifies the vehicles of idea communication as figures, pictures,
and words.
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Conclusion
A conference such as N.A.C.A.'s Annual International Cost Conference offers
each one attending an opportunity to critically evaluate his individual performance in the areas discussed by the speakers. It is just possible that some of us
may find, as Marvin Bower of McKinsey & Company pointed out in a paper
some years ago:
"That we 'have lost sight of our most important and interesting responsibility providing service to top management by helping the Chief Executive and the executives in
charge of sales, manufacturing, engineering, finance and personnel relations to increase
the effectiveness and decrease the cost of activities under their direction'."
There are rich rewards, economical as well as psychological, for efforts made
to work closely with operating management. Timely reports, prepared from
an operating viewpoint, comparing actual results against the planned program, are the most effective tools an accountant can have in aiding operating
management. Follow up through the feed -back phase of the management cycle
provides the accountant with the opportunity to counsel personally with management and to complete its understanding of the reports, without which there can
be little hope of remedial action being initiated.
One has a serene sense of satisfaction when he is able to make his contribution
to the success of an enterprise of which he is a part. Management has long
and patiently left its door ajar against the time when the accountant had something to sell. Who knows better or sooner than the industrial accountant the
answer to operations measured against plan? Who better or sooner can provide
the knowledge that changes are required in planning, or motivate the chain reaction which closes the cycle? What course of action does this suggest to you?
Finally, it seems to me that we have need for a renaissance in administration of
budget and operations reporting. The dynamic course which business will take
in the years ahead will open up new opportunities for the accountant to share in
the management of his company. Past concepts of planning and control must
be subjected to close scrutiny and, if they do not meet the test of finger -tip
control, they must be discarded. In their place, new methods, both in form
and substance, must be installed without delay. Our responsibilities are great
and they are now. To delay can be disastrous in terms of profit to our company
and irrevocable opportunities lost to ourselves.
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