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What the Accountant Should Know
About Market Research
By GILMAN B. ALLEN

r

SET THE RECORD STRAIGHT, I should say first that I do not profess to be
1 a market research specialist. I am a "retreaded" accountant who has had
an opportunity over the past 18 years to work with specialists in marketing
problems. A satisfactory title for this address would, therefore, be "What an
Accountant Has Learned About Market Research." Further, it is usually presumptuous to tell someone what he should know about any subject. Several
years ago I heard Mr. Herbert Hoover tell a story about a doting grandfather
who sent his young granddaughter a book on penguins after she had expressed
some interest in those dignified birds. He later received a polite little note
which said, "Dear Grandfather: Thank you for the book on penguins. I
enjoyed it very much, except that it told me more about penguins than I
wanted to know." Within the compass of the talk, I should have no trouble
avoiding the error of telling more than it is desired to know about a subject
as broad as market research. I will try to give a nontechnical explanation of
what is usually meant by market research and how it contributes to sounder
decisions by management. I would also like to consider the relationship between market research and accounting and describe how the accountant can
contribute to market research.
At this point I am going to make a switch in terms. The announced title
of this paper, and quite properly, used the more popular term, "market research." Unfortunately, this term too often brings to mind a door -to -door
survey of a market for a consumer product. Such a picture is no more accurate
or complete than describing accounting as bookkeeping. A more precise title
would refer to "marketing research" and that is the one I am going to use
today. In explaining marketing research, the most logical first step is to define

what is meant by "marketing."
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Marketing is most requently described as embracing all activities required
to bring a finished product from producer to consumer. Selling is only one of
its functions. Others usually included are advertising and sales promotion,
sales training, sales administration, customer services, and marketing research.
In our firm we prefer an even broader concept of marketing. We believe that
marketing management should play a major part in product research and planning, and that the distribution functions of transportation and warehousing are,
in most companies, essentially marketing activities. In this broad concept,
marketing can be regarded as one of the two main 'operating" branches of
all industry and commerce. The other is producing, or manufacturing, which
may be said to include all activities required to turn out a finished product.
Each of these two branches must have, in one way or another, the support of a
number of important service or staff activities, such as finance, procurement,
personnel administration, research and engineering, and accounting. Research
is the particular service activity of marketing that we are examining here.
Description of Marketing Research; Its Place in the Organisation
In simple terms, marketing research is the systematic gathering, analyzing,
and interpreting of facts relating to any phase of marketing. Contrary to a
widely held opinion, marketing research is not new. It has been in use in
varying degrees for 30 to 40 years. In the nineteen twenties, it may have been
identified as "sales analysis" or "market analysis" and it may have been carried
on by someone called "statistician" or an "economist." The activity appeared
as marketing research on the organization charts of a few companies at least
25 years ago. It is still young enough, however, so that it has many aliases
in corporate usage. You can find marketing research activities disguised as
commercial research, business research, sales research, distribution research,
and even operations research. These variations in title frequently, but not always, indicate variations in scope of responsibility.
Because we have taken a broad view of marketing, we will also take a broad
view of marketing research. It should be recognized, however, that not many
marketing research departments have the opportunity to carry on all the activities which might properly be their responsibility. In attempting to clarify
a rather complex subject, books and articles on marketing research have generally grouped its extensive fields of interest under four principal headings.
I.et us consider these and some of the more important subjects in each. Depending on the industry and company selected, the marketing reasearch department
may be asked for information or recommendations on the following subjects:
4
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1.

Products and services —
a. Competitive position in the industry of the company's present
products.
b. Relative cost of distributing products.
c. Profit contribution of various product lines.
d. Trends in customer preference and the reasons therefore.
e. Development of new products or new uses for present products.
f. Simplification of the line through product elimination.

2. Markets —
a. Estimate of actual or potential participation in a total market.
b. Analysis of market characteristics to estimate distribution costs
or profits of a proposed product.
c. Analysis of markets by customers or geographical areas to establish sales territories or quotas.
d. Analysis of market trends and related economic factors to
explain or anticipate shifts in demand.
3. Marketing policies —
a. Price structure of a product line.
b. Distributor or dealer profit margins.
c. Policies on credit, discounts, returned goods, or premiums.
d. Compensation of salesmen.
4. Marketing Methods —
a. Effectiveness and cost of distribution methods.
b. Effectiveness of promotion and selling practices.
c. Relative productivity of sales territories.
d. Relative contributions of individual salesmen.
These lists, while not all- inclusive, identify enough of the more important
subjects examined by marketing research to illustrate the scope of its activity.
Even in this abbreviated listing, a number of questions will be recognized which
can be answered only with the participation of the accountant.
At this point, I would like to refer briefly to the place of marketing research
in organization. Marketing research departments, like many other staff activities, come in a variety of shapes and sizes, depending on the industry, the
company, the organization pattern, and the characteristics of the individuals
most concerned. In large companies, marketing research is usually directed
by a full -time specialist. In small companies it may be directed by a staff assistant who devotes part of his time to other duties, such as sales administration.
It might seem logical to assume that the marketing research department would
always come under the chief marketing e_recutive. While this is usually the
A U G U S T , 19 58
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case, it is not invariably so. In companies marketing consumer products it might
be found immediately under the president or executive vice president. In many
such instances, the scope of research activities may be broadened to include
research on economic problems and corporate policy matters.
The most important consideration in locating marketing research is to place
it under an executive who is genuinely interested in what it has to offer. Such
an individual should be able to submerge his personal interests and prejudices
and to evaluate the results of research as objectively as they have been developed
and presented. The cardinal sin in the eyes of a marketing research director is
to be asked by his boss to develop information to support a conviction already
held. The boss should also have sufficient stature to force action to be taken
when he has accepted the recommendations of research. Otherwise, the company
library will accumulate many interesting and expensive documents but marketing decisions will continue to be based on hunch and feel.

Industry's Need for and Services of Marketing Research
Marketing research in one form or another is a necessary function in any
well - managed company with a product or service to sell. In the complex: and
competitive marketing conditions of today and tomorrow, a marketing executive
cannot long afford to develop policies by trial and error. The current complexities of our industrial economy, contrasted with 40 years ago, may be likened
to a DC -7 contrasted with the Jenny of World War I. Those who have seen
the bewildering mass of dials, buttons, and levers in the "front office" of a
DC -7 can appreciate how far we have come from the days when a pilot needed
only a tachometer, a compass, an oil pressure indicator, and a fuel gauge. The
marketing executive in a competitive industry today who attempts to "fly by
the seat of the pants" is in for a crash landing, unless he is equipped with a
well - lighted crystal ball or a private fortuneteller.
Take the specific case of a manufacturer of light bulbs who wants a forecast
of his sales for the coming year. He must have this before he can properly
plan production, control inventories, determine sales quotas, plan advertising
programs, forecast profits, and anticipate cash requirements. Forty years ago
his problem would have been relatively simple. He would have then produced
clear household bulbs in a narrow range of sizes and perhaps a few miniatures
for automobiles and flashlights. Today he has several thousand items in his line.
In household bulbs alone he markets a wide range of styles, sizes, and colon,
and his products are sold through hardware stores, grocery stores, drug stores,
variety stores, department stores, and electrical supply shops. If he also produces fluorescent tubes his problems are multiplied. Beyond this, he probably
6
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manufactures industrial bulbs which may range in size from those as small as
a pencil eraser to those as large as a basketball. Finally, he probably produces
specialty items which have a seasonal demand, such as Christmas tree bulbs
and bug - repellent bulbs.
A difficult problem? Yes, but not as complex as it may appear. As in many
cases where a broad line of products is concerned, the important volume may
be generated by a relatively small percentage of the total number of items.
In such instances it is not uncommon to find that up to 85 per cent of the
volume comes from 25 per cent of the line. The accounting department can
make such analysis from a tabulation of invoices. Once this relationship is
determined, the marketing research department can concentrate its attention
on this big piece of the market. If management can plan with confidence on
85 per cent of its volume, it will rarely go too far astray on the balance.
Marketing research, like accounting, job evaluation, time and motion study,
and many other tools of management, has its own special techniques. I will
dispense with a long dissertation on techniques, but some will become apparent
from a few examples later on. Like accounting, marketing research is built
on facts. It does not operate in an ivory tower, handing down theoretical solutions to insoluble problems. The parallelism with accounting is even greater
in that facts must be complete and accurately stated and, most important, must
be interpreted with perception. Otherwise, results will be misleading and may
cause unsound decisions.
Consider, for example, the vital statistics of the number of marriages throughout the country in a given month. This is a figure that is watched with interest
by many economists and market forecasters. A steady growth or decline in
the number of marriages each month, compared with the previous year, may
indicate a trend that will have eventual repercussions in the building industry,
in the furniture and appliance industries, and in the schools and colleges.
In January of this year there was a small decline in the number of marriages
compared with the same month last year. This was a disturbing sign but when
February came through with a substantial drop of 15 per cent there was serious
concern in some quarters. Nerves were quieted when it was pointed out that
Lent began on February 19 this year but not until March 6 last year. The members of several religious faiths do not marry during Lent. In marketing research, as in accounting, interpretation of comparative performances may be
erroneous unless all the underlying factors are considered.
The sources of information used by marketing research are numerous and
growing steadily. We are, as a nation, addicted to the recording and issuing
of statistics on all manner of subjects. I am sure that many of you would be
AUGUST, 1958
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astounded and, as taxpayers, perhaps dismayed, at a the flood of public information regularly reported by many bureaus of the Government in Washington.
Other external sources of marketing information include trade associations,
trade publications, independent research groups, public utilities, consumer or
dealer panels, and special surveys. Internally, the marketing research department
must have access to sales statistics, product cost data, inventory reports, sales
and distribution expense analyses, and information on investments in distribution facilities.
Information from all of these sources, and more, is used by marketing
research to answer the marketing questions asked by management. Out of a
long list of questions which might occupy the time of marketing research
departments, we have found over the years that the following are the ones most
universally asked:
Where does our company stand in the total market for our products? Are we gaining or losing in relation to our competitors?
2. What are the trends in that market? What should we do to
anticipate them?
3. In which product lines or sales territories are we weakest and
strongest, and why?
4. What should our sales quotas be for the coming year, by product
lines or sales territories?
5. What is the market for a proposed new product and what are the
profit prospects from such a product?
1.

Long -Range Forecasting
These questions reflect an interest in the recent past or the short-range future.
When long -range forecasts are required, the challenge to marketing research is
greater and it must frequently supplement its skills with those of the economist.
To give a picture of just such a project I would like to describe the principal
steps in a fairly recent actual case. This particular example of market forecasting was produced by our firm at the request of Consolidated Natural Gas
Company. The company has generously given us permission to describe the
methods we use to determine the probable growth pattern of markets served
by its subsidiaries.
The Consolidated System, through five wholly -owned subsidiaries, provides
direct gas service to domestic, commercial, and industrial consumers in 745
communities in Ohio, Pennsylvania, and West Virginia. It also sells gas at
wholesale to other public utilities in New York, Pennsylvania, and West Virginia.
As a basis for long -range planning, Consolidated wanted to know what demand
for natural gas it might expect during the 10 -year period 1957 through 1966.
8
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All forecasts rest on certain basic assumptions. In the case of budget forecasts, with which many accountants are familiar, estimates of sales volume
become basic assumptions. Forecasts of sales volume, in turn, rest on assumptions of the economic climate in which an industry and a specific company will
operate during a given period. Many companies have had occasion in recent
months to observe the impact on budget forecasts of a change in economic
climate. Perhaps it has also been observed that basic assumptions can be used
by the forecaster as an alibi to get off the hook when the sales curve does not
behave as expected. In a long -range forecast of market trends, anticipated
economic factors must be as carefully determined and weighed as those pertaining to the specific markets under study. Economic forces that shape general
business conditions affect the market for gas in varying degrees. Some forces
may influence the economy of the country as a whole and its impact on all users
of gas. Others may be specific to the market area served. Our first step was to
determine how and to what extent those forces would affect Consolidated.
Growth of the country's population is a basic factor in most long -range
economic forecasts. Of particular significance to the gas industry is the variation in the birth rate in any given period because of the ultimate effect on family
formations twenty years later. Past population growth statistics were analyzed
and projected into the future for the four states served by Consolidated, because
of their impact on domestic consumption of gas. National population projections also were important because of their influence on the business prospects of
commercial and industrial users of gas.
In addition to population data, many so- called "economic series" are used
in analyzing past economic behavior and forecasting future trends. Three of
the more important basic indicators used in this analysis were: (1) gross
national product, (2) personal consumption expenditures, and (3) index of
industrial production. The first two are issued by the U. S. Department of
Commerce and the third by the Federal Reserve Board. In each case, projections were made through 1966 to determine the probable growth pattern of
industrial activity and personal consumption expenditures during the 10 -year
period. In making our projections we made use of many reports and publications issued by such organizations as the joint Congressional Committee on the
Economic Report, the Office of Business Economics of the Department of Commerce, the National Industrial Conference Board, the National Bureau of
Economic Research, the Committee for Economic Development, and various
banks, universities, and other sources.
At this point in any forecast, judgment enters the picture and must be applied to reconcile divergent views of recognized authorities and arrive at a
AUGUST , 1958
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composite picture which makes the most sense to the responsible researcher.
When this part of the forecast was completed, near the end of 1956, we concluded that a business decline of substantial proportions would occur Lute in
1957 or early in 1958. Following the inevitable recovery, we forecast that the
growth of the national economy will be even more substantial and we hope our
second assumption will prove to be as sound as our first.
Having formed a conclusion with regard to the general economic conditions
under which the Company could be expected to operate through 1966, the next
step was to determine the probable trend in total energy consumption by the
country as a whole and in areas served by Consolidated. Reports issued by
the U. S. Bureau of Mines provided historical data on each of the major types
of fuel, as well as energy developed from water power. Analyses were made
of the trends in the use of each source of energy and in the price structures
which controlled the relative cost to produce equivalent units of energy. Consideration was also given to known reserves of coal, bas, and petroleum as well
as to technological developments and international political situations which
might influence future uses of energy fuels. The probable total national demand
for gas, in relation to other sources of energy, was then projected.
In developing long -range forecasts of the country's energy supply and usage,
the future role of nuclear energy had to be considered. In this instance, however, it was not difficult to reach the conclusion that the economic application
of nuclear energy to peacetime uses would not occur in time to make it an
important competitor by 1966. It was further concluded that, even by 1975
or 1980, energy requirements will have expanded so that nuclear energy will
not supplant other forms but will be the means of supplying the added energy
needs of the country.
Once the broad picture was projected of the national economy and the demand for natural gas, refinements were needed to apply these basic assumptions
to Consolidated's markets. In developing facts on which to base these more
refined projections, five major industries were selected as the ones which most
importantly influence the consumption of gas, either as users or as producers of
products which cause gas to be consumed. These were the construction, steel,
clay products, glass, and appliance industries. From a large amount of data
secured from government bureaus, trade associations, contractors, railroads,
political officials, real estate brokers, chambers of commerce, and companies in
these industries, conclusions were reached as to the probable percentage increase
in the consumption of gas during the next ten years as a result of expanded activity in each industry.
Armed with the facts and projections accumulated to this point, the final
10
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step was to apply our assumptions to the areas served by each of Consolidated's
five subsidiaries and to forecast the growth in demand for natural gas in each
geographical division of each subsidiary and in the entire Consolidated System.
We evaluated the factors which were expected to influence the demand for gas
in each of three categories — residential, industrial, and commercial. This obviously required firsthand familiarity with the characteristics and growth trends
of each division, acquired not only from written data but from personal visits
to the divisions.
Final conclusions resulting from this major research project are currently
guiding the management of Consolidated in anticipating future requirements
for gas, planning facilities needed to serve its customers, considering organizational changes, and forecasting financial requirements. As in most such long range marketing research studies, all of the basic assumptions will not work
out precisely as forecast. If they are recorded, however, and their application is
understood, it is relatively easy to revise the conclusions as fundamental conditions change.

Introduction of a New Product
To bring marketing research closer to the everyday experience of the accountant, I would like to speak of one activity in which the marketing research
department must look to the accounting department for many of its essential
facts. I refer to the investigation required prior to the marketing of a new
product. Large financial commitments may be involved here and dollar estimates
must be as accurate as possible. As an indication of the magnitude of such commitments, it has been estimated that the successful launching of a new bar of
soap today would cost $20 million in the first year.
A company may consider adding a new product to its line for one of several
different reasons. It may have unused plant capacity and wish to produce a
new product which is suited to its present equipment. On the other hand,
it may have an established sales and distribution organization which can market
a new product, or an expanded line, to its present trade. Or it may wish to
diversify its activities and enter a new field to level out seasonal or cyclical
volume peaks and valleys. Analysis of accounting reports will frequently initiate
consideration of new products.
Assuming that the problem is unused plant capacity and that management has
a specific product in mind, there are many questions that should be answered
before a final decision is made. Marketing research may take the lead producing the answers but will need the cooperation of other staffs in the comA U G U S T , 19 58
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pany, especially accounting. In the preliminary approach, thorough analysis
may not be required, but the following questions are some that will require
reasonably accurate answers:
I.

What is the existing and potential market for the product?

2. How many competitors are already producing the product and what
are their characteristics ?
3. What types of outlets are presently used to market the product
and what is the national volume through each type?
4. What is the present price structure and the prevailing margins
of producers, distributors, and dealers?
5. What would be the company's manufacturing cost at various volume levels ?
6. Would additional production or distribution facilities be needed
and, if so, what would they cost?
How much would the additional expenditures be for advertising
and sales promotion?
8. What sales volume could be expected the first year and thereafter?

7.

9. How much net profit would the product generate and what would
be the rate of return on investment?
A number of questions relating to manufacturing costs and plant investments, to which the accounting department must supply the answers, will immediately be recognized. If, on the basis of preliminary analysis, a firm decision is made to introduce the new product, the marketing research department
will contribute to the development of the marketing program. This may entail
further refinement of certain analyses already made and it may mean that the
cost accountants and manufacturing engineers will have to use sharper pencils
to stay within cost limits. After the new product is launched, marketing research cannot relax but should make continuing studies to test the soundness
of volume forecasts, consumer acceptance, effectiveness of advertising and promotion, and availability of the product in the market. The accounting department will be making similar tests of costs and profits. It is quite normal to
find, through such tests, that revisions must be made in the manufacturing and
marketing programs to develop the full potential of the market.
Accountant's Contribution
There are many situations, other than those already mentioned, in which
marketing management will look to the accounting department to collaborate
with marketing research. Most of the internal facts of marketing are recorded,
12
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tabulated, and reported by accounting. The essential building blocks of many
marketing studies are made up of sales statistics, product cost data, expense
breakdowns, inventory analyses, capital investment reports, and distribution cost
studies. Without the help of accounting, marketing management cannot find
the answers to many critical questions such as the following:
Are we spending advertising and promotion money on items in
our line that have insufficient gross margin to support such
expense?
2. Is our inventory balanced to reflect demand or are we too frequently overstocked with slow- moving items and short of popular
items ?
3. Should we continue to distribute our own products or would we
increase our net profit by distributing through independent jobbers?
1.

4. Assuming that installment or deferred - payment selling would increase our volume, what are the capital requirements and what
income and expense could we expect?
In addition, marketing research will frequently make continuing analyses of
sales and distribution data to detect trends and trouble spots. This work will
be greatly simplified and speeded if accounting records and reports are designed in such a way that they provide desired marketing information without
laborious analysis. This may require merely an awareness by accounting of
what is needed. Conversely, we have found that a working knowledge of accounting on the part of the marketing research director will greatly facilitate
this helpful coordination.
In conclusion, I hope that any mystery that may have surrounded marketing
research has been removed and that I have been able to accomplish two other
objectives —first, to explain why marketing research is an important and necessary tool of sound management and, second, to show that the accountant can
and does have an important part to play in marketing research. The accountant
in industry today has become fully conscious of the obligation to make his
figures work for management. Accounting's contribution to marketing research
is one of the most effective ways to fulfill this obligation.

AUGU ST, 1958
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Marketing Costs Can Be Controlled
By CLARK SLOAT
that we have been
T overlooking the possibilities of savings of a majornamely,
order by not paying suffiHE T H E M E O F THIS PRE SE N TAT I ON IS SI M PLE ,

cient attention to the control of distribution costs, in our capacities as accountants
and as financial advisers to management. I should like to discuss this fact and
explore some of the many possibilities open in this major area. This discussion
will not be a study relating to only one area of distribution costs. Rather, it
will relate to control principles as applied to many areas of distribution costs and
to certain new ideas which appear to have merit.
First, what is involved in this area called distribution costs? This, of course,
has always been one of the more difficult problems. No one really knows exactly how much of the consumer's dollar is spent on costs which are classified
as distribution. I have seen figures which place this cost at 60 cents out of every
dollar spent by consumers. Whether this figure can be relied on or not, it serves
to indicate how truly enormous the field of distribution costs is and how important it is.
The Problem of Measuring Distribution Costs
There are many reasons why distribution costs are high and we could philosophize for some time on the economic justification for these expenses. But that
is not our purpose here today. I think we must accept the fact that our distribution system in the United States performs a very important function. It
has assisted in making goods available at prices that are reasonable in relation
to average income levels. All of us complain about high prices but we in the
United States are among the most fortunate in regard to the proportion of our
average income which is taken up by the essentials.
Let us explore the reasons why adequate control methods for distribution
costs are so difficult to establish. It is easy to say that we have not really given
the subject adequate attention. This is true. As an example, N.A.A. has concen-
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trated much of its efforts in the fields of factory cost control and administrative
cost and I am happy to see that more and more attention is now being directed
toward distribution cost control. The same can be said of other accounting and
management organizations and of industrial engineers. Those efforts have been
eminently successful and have provided great benefits to industry generally—
to the extent that we may now often be fighting to achieve cost reductions of a
fraction of one per cent. These are important, but we must bear in mind that
we can reap the greatest harvests from the most fertile ground. Why have we
tended to put the area of distribution costs in second or third place?
Let us define what we mean by distribution costs. Consider them as including the costs of all efforts exerted in moving products from the factory door
into the hands of the ultimate consumer. They include the effort of the producer
of the goods in placing his products in the hands of wholesalers, the efforts of
the wholesalers in placing the goods in the hands of retailers and the efforts
of the retailers in placing the goods in the hands of the consuming public. It
would be impossible to include consideration of all these costs in a brief presentation such as this, so we will confine our discussion today to the efforts exerted by
the manufacturer in placing his goods in the proper channels for retail distribution and to his efforts to attract the ultimate consumer to his product.
In passing, I might say that retailers are exerting major efforts to control costs
through use of self- service markets, the so- called "discount house" techniques
and the like. It certainly appears that these efforts are proving very beneficial
and are changing retailing methods substantially.
Let us analyze a specific case to see what is included in the effort of the manufacturer in creating the demand and then in satisfying that demand for his products. We will take the example of a manufacturer of a specialized food product
such as a gelatin dessert, since this is a product we all know. Variable manufacturing costs of the packaged and cased products, laid down in the shipping
area of the plant, can be easily determined and controlled. Costs up to this
point, and methods for control of these costs, have been subjected to microscopic
examination by many thousands of companies. We have literally tens of thousands of books, articles, papers, records of discussions and the like to use as
reference if we need additional control ideas. But our problem is control of
costs beyond this point. Now we are in the desert, with only an occasional oasis.
This hypothetical company sells its products at prices which include delivery
to the customers' premises. It behooves us, therefore, to minimize distribution
costs. Physical distribution methods of such a company are not complex to
describe. We ship by railroad from our plant to customers who normally buy
a full carload a month. We use regional warehouses located at strategic points
A U G U S T , 19 5 8
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throughout the United States, supplied by rail carload shipments from the factory, to store our products for shipment to customers who do not buy in quantities sufficient to justify direct factory shipment. These customers are supplied
by less than carload shipments or by truck from the nearest regional warehouse.
All of this sounds very direct and straight- forward with relatively few problems. Of course, the the traffic manager will have quite a bit of work in the
first place in laying out the most economical routes to the regional warehouses
but, once that is done, it seems that operations become routine. But let us
analyze this situation a bit more closely. Management has some very major
problems to solve, of which these are a few isolated ones pertaining only to the
physical distribution problem:
1. Where should our plants be located to obtain an economical distribution pattern ?
2. Should we use a multiplicity of public warehouses in many cities
or should we use regional warehouses? Should our regional warehouses (since we decided to use that method) be operated with our
own personnel or should we use public warehouses?
3. Which customers can be serviced more cheaply directly from the
plants and which from the regional warehouses?
4. Where should our regional warehouses be located to obtain the
best balance between costs of carload freight and our "beyond
charges" to customers' premises?
5. How much and what type of inventory should we stock in each
regional warehouse to provide adequate customer service without
increasing our investment in inventory beyond all reason?
I think it will be agreed that these are major problems and that the answers

will have a major effect on our costs. Yet these are problems pertaining to only
one small area of distribution costs —and often the area involving the smallest
amount of money when compared with the more intangible cost areas of
advertising, promotion and direct and indirect selling activities.
Distribution Costs — the Intangibles
Now we enter an era where the problems are not quite so easily defined as
those we have to deal with in the physical distribution system. How do we
get customers to buy our products? We advertise in newspapers and magazines,
on radio and television; we put on special promotion deals, such as three packages for the price of two or special couponing programs; we have our salesmen
call on customers or prospective customers; we have our salesmen visit retail
outlets to determine that our products are displayed in the most effective manner.
16

N.A.A. BULLETIN

You can begin to see, I believe, many of the major problems which face management in connection with these activities:
1.

2.
3.
4.
5.
6.

How much money should we spend on advertising?
What media should be used and how much of our advertising
budget should we allocate to each?
Should we advertise nationally, regionally or in limited areas?
And with what frequency?
What types of promotional efforts produce the best results for the
amounts expended?
How many salesmen do we require and how best can we utilize
their efforts?
How much can we afford to pay for this sales effort?

These are only examples of the questions management must answer —and provide the correct answers —if this company is to be successful.
Thus, we can see that distribution activities break down into two general
types of costs —those pertaining to physical distribution and those relating to
the effort of creating the demand. Possession and transportation of the products
create such costs as freight and cartage, warehousing, handling, etc. Costs such
as advertising, sales promotion, publicity, marketing research, salesmen's salaries
and expenses, all relate to creating demands. You can now begin to see the
magnitude of the costs about which we are talking.
It is necessary, however, that we control the amount of the consumer's dollar which is put into distribution costs if we are to continue to give the purchaser
real value for his dollar. This can be done only by the individual company,
through its own efforts to increase the efficiency of its distribution operations
so that the same result can be obtained at a lesser cost. This is not easy to do;
it is not easy even to compare distribution costs in total between any two companies in the same industry. There is a very wide variation in the items classified as distribution costs by various companies. But this is not surprising in view
of the different management concepts and policies which are encountered in
any two companies even though engaged in similar businesses.

Cost Control Principles Applicable Here, Too
Let us consider, for application to distribution costs, those cost control principles which have served us so well in the factory areas:
1.

Assignment of responsibility for the detailed operations.

2. Separation of costs into controllable, semi controllable and noncontrollable.
AUGUST, 1938

17

3. Distribution of costs by responsible supervisor.
4. Analysis of costs in sufficient detail to provide identification of
important elements.
5. Establishment of yardsitcks to provide a fair measure of magnitude
at the actually attained volume.
6. Frequent reporting on controllable costs vs. yardsticks or standards,
with variations identified for explanation by operating management.
I can immediately sense the reactions of many marketing men and even of many
accountants:
1.

That analysis of distribution costs in such detail would be too
costly, and

2.

That many distribution costs cannot be subjected to measurement
by standards.

now

will

These are exactly the same arguments we heard thirty years ago, and still occaanswer the first objection by
sionally hear, in regard to factory costs. I
pointing to results obtained. Most companies of any size find it imperative today
to have quite detailed factory cost systems with fairly elaborate reporting methods
pinpointing areas requiring management attention. Savings resulting from
these cost control methods have far exceeded the clerical costs involved.
The second objection —the difficulty of establishing adequate standards or
yardsticks —is not so easy to answer. This is a valid point. But let us think
back to the early days of factory cost control. Did we in every case have good
standards against which to measure our attained results? Do we
have
manufacturing cost standards in which no improvement can be made? Of
course not. We started out with rather crude data as bases for measurements.
We have refined these data over the years so that, in many companies, yardsticks are quite good. But the important point is that we obtained savings- and substantial savings —with rather crude data in the early years. The spotlight of management attention, focused upon areas of excess cost, almost always
results in savings, even though the measuring sticks used as standards may not be
completely refined.
So, it seems to me that we have the task of providing management with more
adequate analyses of distribution costs and with some data as a first approach
to the establishment of yardsticks for measuring these costs. Frankly, I believe that we, as accountants, have not been as helpful to management in these
aspects as we could have been —and as we should have been. I believe that we are
going to have to exert more than normal efforts to meet our responsibilities in
18
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these areas or we may well find that advertising, marketing research and operations research personnel have taken on the tasks which I believe are our responsibilities. I also believe that we, as accountants, are going to have to work as a
team with personnel in these other fields if we are to provide the best service
to management.
Providing Analysis and Yardsticks
Let us now consider the possibility of providing more detailed analyses of
costs and of providing some sort of yardsticks for measuring the magnitude of
actual costs at the achieved levels of activity. The more tangible area of costs
relating to physical distribution of the products provides a good starting point.
These include, as already stated, transportation, handling, warehousing and like
costs.
How have we controlled and measured transportation costs? In many companies, control is based upon pre - established traffic routings, carefully established by competent traffic men. These routings will produce economical transportation based upon the required distribution pattern. There is no one accepted
method of measurement. Some companies will use a broad yardstick, such as
a percentage of gross sales or a standard rate per unit of product. This is a
very useful long -term indicator and is certainly a desirable broad gauge financial
budgeting device. Other companies may devise a somewhat similar technique
but provide different standards for various regions. This technique thus becomes considerably more useful and comparisons of rates between regions may
provide a basis for indicating to management that new warehousing or new
factory locations are required. In some companies which make fewer shipments but make large ones, each shipment may be costed at standard and compared with actual. This method gets quite similar to that used in the factory of
pricing at standard and comparing the result with actual. It becomes apparent
that no one method of analysis and measurement can be used universally, but
it also becomes apparent that data can be useful to operating management only
if analyzed in sufficient detail to indicate areas of good and poor performance.
Warehousing and handling costs can also be subjected to similar detailed
analyses and comparisons. Unit rates can be compared between warehouses and
selection made on the basis of the rates which most favor the particular
operation. Pre - established warehousing plans and rates can be used to compile
at actual volumes standard warehousing and handling costs, based upon a standard cost per unit or, in some cases, even a percentage of sales dollars by products.
This furnishes a yardstick which may be applied in any detail found most helpful
by management.
AU G U S T, 1958
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But transportation costs and warehousing costs can be tremendously influenced by management decision. Think back to some of the questions previously
raised regarding these costs — proper factory locations, warehouse locations,
inventory levels and the like. Answers to these questions require more than
controlling transportation costs and independently controlling warehousing
costs. These questions require a simultaneous attack on both problems.
Use of Mathematical Models
There is some very interesting work being done on the combined problem of
transportation and warehousing by the use of operations research techniques.
All of us have undoubtedly heard this term and some may be intimately
acquainted with the field. Operations research, in a limited sense, encompasses
the analysis of problems into their component parts, the establishment of
physical relationships between those parts, the assignment of quantitative relationships between the parts, the formulation of a mathematical "model" using
the physical and quantitative relationships, and the solution of that mathematical
formulation to determine the best result, based on the data included in the
model. I realize that this statement can be severely criticized as inadequate, but
I have found no really explanatory definition of this new field. It uses, however,
much of the knowledge accumulated over the years by the physical sciences
and tries to apply these data, as well as newly - developed mathematical techniques, in the preparation of a "model' of a business problem.
It is almost second nature with us to explain the derivation of the balance
of cash on hand at the end of any month as being the result of adding to the
opening balance cash receipts and deducting cash disbursements during the
month. This may be expressed mathematically as:
a

C + C , — C a= C B
This is a very simple model. When explained, there is nothing difficult about it.
As a matter of fact all of these mysterious symbols used by the mathematicians,
when studied, turn out to be a form of shorthand which enables them to express
highly complex relations in a very brief, straightforward and precise manner.
When these symbols are understood, they provide a much more satisfactory and
a much more effective method of communication than does normal spoken
language. They also lend themselves to manipulation by mathematical methods,
with the result that extremely complex situations can be dealt with very satisfactorily.
As problems become more complicated, it is difficult for us to keep in mind
all of the various relationships and the various quantities which are involved.
By using mathematical symbolization and techniques, all major relationships can
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be expressed and treated. If you have doubts that many business situations can
be expressed mathematically, think of the fact that aviation engineers by use
of mathematics may "fly" an airplane on an electronic computer. This, I think,
indicates the ability of mathematics to deal with complex situations.
In considering the complex problem of plant and warehouse locations and
transportation routes, we are faced with many alternatives, so many that we
could not begin to arrive at an answer without mechanical assistance. When
we sit down with pencil and paper, the sheer magnitude of our task is overwhelming in even a small company. But when we learn that, by use of proper
mathematical techniques, we can formulate the situation into a model which
can be programmed into an electronic computer, the task begins to look less
hopeless. Do not let me give you the impression that this a quick and easy
process, because it is not. It is, however, a task which can be and has been carried out by quite a number of companies with excellent results which have been
extremely beneficial in terms of reduced costs. This technique requires the use
of specially trained personnel, but the accountant can and should be an important part of the team used to solve these questions. He can really stimulate
the institution of such studies if he will give the necessary time and thought to
the need for solution of major management problems such as those discussed
here.
Quite a number of companies have, in recent years, carried out studies by use
of operations research techniques to obtain adequate data on this question of
minimizing transportation and warehousing costs. Few specific cases are published, although there is a wealth of generalized articles on the methods. Generally, a technique known as "linear programming" is used. In such a problem,
it is possible to vary the objectives. For example, if the plant and warehouse
locations are fixed in that substantial investments have been made, it is possible
to determine the most economical shipment pattern specifying which warehouses should be supplied from which plants. It is possible also to vary the
problem to determine the best warehouse locations to supply the existing or
anticipated pattern of customer demand. Other calculations can indicate improved plant locations in relation to customer demand. These studies have
proven to be very worth while in assisting in reducing warehousing and transportation costs.
My staff has carried out many studies of the problem maintaining adequate
inventory levels, to provide the desired level of customer service without incurring excessive charges for costs associated with inventories. The problem is one
of obtaining a proper balance between three costs:
1.

Those associated with carrying inventories.
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2.

Those associated with re- ordering, purchasing or scheduling manufacturing.

3. Those associated with being actually or potentially short of stock
when a customer's order is received.
In our work, we have had to carry out extensive research and, in all cases,
eventually, to approximate the foregoing costs. Yet these have an important
bearing upon the eventual profitability of a company.
In determining adequate inventory levels by intuitive means, you are caught
between the objectives of several different departments.
1.

The sales department wants to maintain enough stock on hand to
provide immediate service to any customer on any product.

2.

The production department wants to maintain production at an
even level throughout the year and to use inventories as a buffer to
absorb fluctuations in customers' demands.

3. The financial department wants to maintain inventories at the
lowest possible levels in order to minimize investment in inventories and costs associated with carrying inventories.
It is only by objective methods that the differences between these departments
can be resolved to the satisfaction of all. Our operations research studies on
inventories have resulted in satisfaction in all these departments and have resulted in at least a 15 per cent reduction in inventory levels in even those cases
where a great deal of attention had previously been given to inventory control.
I could spend much time discussing the approaches to the solutions of problems by operations research techniques, but I think it is sufficient here to indicate
the direction toward which we should direct our efforts. I feel that, more and
more, we will change our concepts of important data for management reports
as we gain greater experience in this field of operations research. It will, I
believe, provide us with renewed opportunities to be of even greater value to
management.

"Break- Even" Points of Order Size
Before we touch on the less tangible subjects of advertising and selling costs,
let me mention another area in which accountants have been of major assistance
to management in exerting efforts to control distribution costs. This is the
analysis of costs to determine the "break- even" point for size of order. Many
costs are fixed, or almost so, with the result that the handling of small orders
may well cost more than the gross profit on the merchandise sold. Disregarding
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the costs of advertising, a number of companies have found lately, for as many
as 70 per cent of the number of customers that the cost of the salesman's call,
the cost of entering and scheduling the order and the cost of packing, handling
and shipping, combined with other identifiable costs, exceeded the gross profit
on the sales. True, this 70 per cent of the number of customers was responsible for only a small percentage of total volume of sales but, until special
analyses were made, the fact that such business was unprofitable was not realized,
since over -all company efforts were profitable. Data of this nature can provide
management with a basis for re- pricing products and for shifting sales emphasis
to provide greater profitability.
Controlling Cost of Advertising, Promotion and Selling
We turn now to the areas in which it is much more difficult to control costs
— advertising, promotion and selling. Most companies today practice some form
of budgeting for these costs but, in many cases, it is a rather routine matter.
To do any type of effective budgeting for these operations requires a tremendous
amount of information outside of that which is usually reflected in the company's own accounting records. To emphasize the complexities of marketing
under present -day conditions, it might be well to review a very few of the considerations which must be evaluated by marketing management before any attempt is made to place quantitative limits on the use of any type of advertising,
promotion or sales effort. Some or all of the following considerations may have
a very material effect upon the type and amount of effort which will be exerted
in particular geographical areas:
1. Average income of the population.
2. Density of population —rural or urban.

3.
4.
5.
6.

Average education levels.
Average ages.
Types of industry.
Climatic factors and other similar type of data.

In determining sales effort to be expended, the marketing manager must give
consideration to the number of potential customers, their sizes, the average
order - sizes, potential credit risks and the like. Thus, the first principle of
control of these types of expenses is to direct efforts into those channels which
hold the promise of greatest return for the amount of money expended.
To do this and to determine that his efforts are producing the result which
is desired, the marketing manager must be furnished with a great deal of information pertinent to his operation. In the past, we, as accountants, have often
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felt that marketing management has been given a tremendous amount of information which was not used. Perhaps this is true, but perhaps we have been
more at fault in this situation. I know many cases where information has been
given in a very grudging manner and in the form in which the accountant felt
was best rather than in the form that marketing management felt was best. I
believe that in the future, we must be prepared to provide marketing management with even greater amounts of information compiled in substantially more
detail than that which has been furnished in the past.

New Effort Needed In Analysis and Interpretation of Data
I think that we must today make as great an effort in the analysis and interpretation of marketing data as we have given to the analysis and interpretation
of manufacturing costs. Industry will then be in a far better position to exert
real control over distribution costs. We have attempted to deal with them
in summary form and in totals, rather than in specifics applying to an individual
situation where amounts would be really meaningful. How many of our companies today are fully informed as to the minimum order which can be handled
profitably at its specified selling prices? How many companies today know the
average cost of making a call on a prospective customer? How many salesman's calls it takes to secure an order and what the average size of this order
will be by various classes of customers? This is the type of information we are
going to have to accumulate before management is in any position to exert
real control of selling costs.
Matters relating to the control of advertising and promotion costs are even
more difficult to measure. Questions such as the following are posed:
1.

What should be our total advertising budget next year?

2.

What proportion of this budget should be expended for national
television programs? National radio programs? Television spot
announcements? Radio spot announcements?

3. How much should be spent for magazine advertising? For newspaper advertising?
4. How much should be spent for point -of -sale material? For special
couponing and promotion programs?
All of these questions have to be answered by marketing management. All
of the answers proposed by marketing management must be approved by top
management. On what basis is this done? Up to the present time, such decisions have been based, to a great extent, on good business judgment. This is
?4
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a way of saying that what has apparently worked well in the past should continue to work well in the future. It is another way of saying that we learn from
experience and that we are willing to take calculated risks.
Much work has been done and is being done on the way to present our product information to potential customers so that our story will be the most appealing to them. Efforts are being made to increase our knowledge as to what
makes customers buy our products, a field known as motivation research. Up
to the present time, it is difficult to see how we, as accountants, can assist in such
research. But there always remain the questions of how much advertising, promotion and selling is enough and how much is too much. In this subjective
area of advertising, promotion and selling, these are difficult questions, yet they
must be answered if we are to have some real basis for control of expenses.
During recent years, some new methods have been developed for analyzing
and correlating data. These hold promise of being able to provide us with a better
understanding of the data we are able to obtain and may throw some light
on the answers to the questions set forth above. A number of studies have
been made in recent years by use of operations research techniques which have
raised the very interesting possibility that in the past we may not have made
best use of all our efforts. In these studies, detailed data in regard to costs of
efforts expended and results obtained are included together by use of mathematical techniques in order to predict results, if the amounts of effort were
changed. One large company, for example, tried to determine the relationship
between the number of calls on customers and orders obtained from them. It
found that, in many cases, it was making too many calls. By reducing its calls
approximately 50 per cent, it was able to secure probably 95 per cent of the
prior orders. This action substantially reduced its selling costs.
Another company, through extremely detailed record - keeping and careful
analysis of data through operations research techniques, found that brief, intensive advertising campaigns with rather minimized continued advertising effort
enabled it to secure a substantial portion of the business that it was able to obtain
through intensive continued advertising campaigns. This action resulted in
substantial savings and may well lead to a revision in the company's total approach to product marketing.
The mathematical field known as "probability" can well provide assistance
in evaluating calculated risks which we often, at the present time, evaluate
intuitively. If the factors relating to any situation can be quantified, even rather
roughly, the mathematician may be able to produce more specific results through
probability statistics than can be obtained from our intuitive evaluations. These
results have in many cases proved to be extremely beneficial to management.
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Summary
There is no basis for claiming at the present time that all of the answers in
the area of advertising, promotion and selling can be secured through scientific
analysis. There is reason to believe, however, that business management is
making an approach to ways and means of securing a method for determining
answers to some of the important questions listed above. These results will
not be achieved quickly or easily, but there is good reason to believe that the
answers can provide methods for cost reduction while maintaining sales at high
levels.
This presentation is not intended as a free advertisement of the values of
any specific management tool, no matter how glamorous. Rather it is my purpose
to indicate the thinking of the more progressive members of top management
and of marketing management. It is intended to indicate the one remaining big
area where the accountant can be more useful to management and to industry
as a whole. You can, after all, be of real service only when management, itself,
is aware of those factors which are of the greatest importance for control purposes and where detailed control data are made currently available.
Plant management in the past has been very exacting in demands for accounting data and, on the whole, relies heavily for operating purposes upon the data
which are supplied on a daily, weekly and monthly basis through the efforts of
the accountant. This has become true only in the past three or four decades
when we, as accountants, started to provide production management with information in a detailed form containing items which would be of real operating
value to production supervisors. This is 'ol d h a t , " of course, to most of us
since we have been doing this for the last twenty or thirty years.
But we have given little thought, little attention, and little detailed information to marketing management during the same period. Thousands of articles
have been published on the ways and means of assisting production management
to secure control over operations. Yet, during this same period, probably less
than a hundred articles of real value have been published by accountants on the
subject of providing assistance to marketing management. Let us change all this.
Much of the gold "in them thar hills" of production has already been mined.
The gold in the distribution areas is of Klondike proportions. But much effort
must be exerted by the accountant, often using the services of other specially
trained personnel, to find the best way of sinking the shaft into the mother lode.
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Planning for Profits
by J. CURRAN FREEMAN
new levels of ecoT nomic activity is replete with convincing evidence toward
of the need for accelerating
HE PRE SE N T I N T E RR U PT I ON I N OU R PROGRESS

the installation and implementation of company profit planning programs. Living and working in a free economy, we have no difficulty understanding the
basic economic principle of "supply and demand" and the periodic imbalance
which causes cyclical swings in the level of gross national product. On the
other hand, the disproportionate plunge in first quarter earnings of many companies is not so easily understood. Certain management groups, operating without well - developed planning and control programs, may well have felt a strange
sense of ineptitude at their inability to foresee or explain the profit deterioration.
A working plan for growth and progress usually contains adequate measures
to be taken when things do not turn out as planned —in the event of an unforeseen recession or in the event that known and impending technological changes
proceed faster than anticipated. In short, a good plan contains both offensive and
defensive programs.
Planning — Why and How
There are many who will contend that planning is the first responsibility of
management. I support that opinion and have this further conviction —a company cannot long survive, let alone enjoy profitable growth, unless it adopts
long -range policies, plans, and objectives based upon a continuing analysis of
the factors bearing on the company's business. Planning is the first step in the
management cycle, followed by operations, review or control, and then feed -back.
In this paper, we shall discuss planning, per se, shall examine in some detail
the review or control statements used by Dresser, and shall close with a restatement of the necessity for feed -back.
Top management has the responsibility for determining the kind of a company which yours will be five, ten and fifteen years hence, as well as developDallas Chapter (Milwaukee 1942), is Controller, Dresser Industries, Inc., Dallas, Texas. Prior to joining Dresser in 1953, he was associated with Ford
Motor Company in several financial capacities, more recently as Controller, Chicago Assem.
bly Plant, Ford Division. Previous to this, he served as Works Controller and later as
Manager, Forms and Procedures Department, Allis Chalmers Manufacturing Company.
Mr. Freeman is Past President of Milwaukee Chapter.
J. CURRAN FREEMAN,
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ing the policies, programs, and practices necessary to attain those objectives.
Planning may not be haphazard; it must be formalized to some degree, and
augurs best for success if it is highly organized. We believe that a director of
planning is desirable, that he, with fellow executives, should be brought together
in a planning committee which is composed of executive, operating, and financial management and which reports directly to the president of the company.
The chairman of the committee should be a senior officer. The director of
planning should be free of line responsibility and thus able to initiate and
coordinate all phases of activity necessary to the development of long -range
plans for committee review and executive action. Depending upon the size and
breadth of the organization, there may be working or sub - committees with defined responsibilities. Finally, in a company like Dresser, with a parent-subs.idiary structure, companion committees are required in each individual company.
Unless and until top management is completely convinced of the necessity for
planning and is willing to be guided by the findings and recommendations of
the planning group, the program will be marginal in its effectiveness.
This paper assumes that top management is determined to build for the future, realizes that growth is a most desirable objective, and is willing to formally project itself into the future by planning where, when, and how the company will grow. Detailed elements of such a planning program would include:
1. A continuing analysis and long -range projection of general economic conditions.
2. A continuing analysis and long -range projection of business conditions within the principal markets served by the company.
3. A continuing analysis of other related or non - related markets that
might offer attractive investment opportunities.
4. The adoption of a definite growth blueprint that would contain
long -range plans and objectives —to be changed only as basic conditions change.
Later on, as these initial elements prove their importance, other elements
such as financing, capital expenditures, research and development, organization
planning, and all other forward - looking aspects of management responsibility
will be incorporated into the planning. With established goals and detailed programs for their attainment, your company can grow and prosper. This is the
raison d'etre of long -range planning and, through it, changing conditions become not insurmountable and damaging problems but real opportunities. A
company may grow for several reasons. Predominant among these are:
The growth of the economy itself, creating new and larger markets.
2. Growth in the demand for the company's products.
1.
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Merely keeping pace with the growth of the economy is not a simple task.
Even if this is accomplished, real growth requires that a company grow faster
than the general economy. This is a substantial management challenge which
must be met, and met successfully.
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We are all keenly aware of the fact that the art of planning is difficult. As
the plan moves toward its final stages of development and reaches the point
at which it can be stated in terms of a formal forecast, it is desirable to stand
back and objectively evaluate the projection. One graphic method which may
aid in such an evaluation is that of trend extrapolation. This technique is illustrated in Exhibit 1, a trend comparison of a five -year projection with actual performance over the previous five years. In this case, the projected trend is favorable in the light of past experience. The same technique could be employed
to graphically compare the forecast with a predetermined acceptable growth rate
based on economic assumptions. If the trend relationship is unfavorable, the
cause may be market saturation or product maturity, which only emphasizes the
need for more detailed and comprehensive planning.
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Product maturity in an economic sense is just as reasonable, just as realistic,
and just as factual as maturity in nature with its change of seasons or, for that
matter, the maturity of the human body with the passing of youth to middle age.
Have you bought a bar of fels naptha soap lately, or do you for the most part
use the newer all- purpose detergents? Does old 699 still disturb your night's
sleep as it rumbles through town, or has it been replaced by the bus and the
truck? If we, as management, can be certain of anything, we can be certain of
change — change in the market, change in our participation, change in product
utility, and change in customer preference.
Have you thought of the world of tomorrow, with particular consideration of
its effect on your business? We would all agree that the developments during
the past twenty -five years have been fantastic —radio (FM), television, intracity
telephone dialing, jet aircraft, intercontinental missiles and satellites. What
will the next five bring? The next ten? It behooves us, with the radar of planning, to see these inevitables before they happen and, coordinating with research, engineering and sales, to project the effect of each on the asset utilization
and profitability of the business. As a point of interest, of the 100 largest companies in 1926, 41 are no longer on that list today. With proper planning, specifically in the research and development activity, some of these might have retained their places.
Profit Planning at Dresser Industries
With the foregoing thoughts in mind, let us briefly review some of the essential details of Dresser's profit planning program, discussed at some length in a
paper presented at this conference in 1956. We are entering our fifth year of formal planning, more convinced of its necessity than we were at its inception.
The table of contents of our 1959 profit plan is indicative of the scope of the
plan and, in the interest of brevity, will be enumerated without elaborating comment. Included in each section are appropriate charts and exhibits, together with
explanatory remarks.
TABLE OF CONTENTS
(1959 Profit Plan)
I. Review of 1958 performance
II. Profit plan 1959
Summary of operations
Return on invested capital
1958 -1959 profit improvement program
30
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A. Revenue and cost elements
Sales and variable margin
Sales trend — product line and total, 1955 -1959
Sales and variable margin, 1955 -1959
2. Capacity costs
Capacity cost summary, 1958 vs. 1959
Capacity costs vs. sales, 1955 -1959
1.

B. Balance sheet elements
1.

2.

Working capital
Cash provided —cash applied, 1959
Working capital turnover, 1955 -1959
Fixed assets
Relation of capital expenditures to funds provided by earnings
and depreciation, 1955 -1959
Fixed asset turnover, 1955 -1959
Annual appropriation budget

C. Miscellaneous
Leasing program
2. Management development program

1.

Appendix A— Foreign operations
Appendix B— Financial statements
1.
2.
3.
4.
5.
6.

Statement of earnings forecast
Statement of variable margin forecast
Forecast product sales and earnings
Balance sheet forecast
Forecast of intercompany transactions and balances
Research and development expenditures

Appendix C— Long -range forecast, 1959 -1963
Appendix D— Government contracts

The frequent reference to, and comparison with, sales in the table of contents is to be noted. In the light of the emphasis which we have placed
on the hazards of market saturation and product maturity, a chart depicting
sales trends by product is of special significance in sales planning. In addition,
I should like to emphasize the importance of the capital expenditure program,
the return on invested capital section and, finally, the management development
program.
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We all recognize that capital expenditure costs in the form of depreciation
and management development costs in terms of salaries and wages are present
charges to be supported by the enterprise until the time when each becomes
fully productive and utilized. As such, they have, though temporary, an adverse
affect on profitability. Investment turnover and earnings are depressed and, with
them, the return on investment. These are the calculated risks which are inherent
in a "growth" company, each within reason, in accordance with the ability of
the business to support presently depressed profits against potential future gains.
Return on investment, from a short -range viewpoint, thus becomes a "guide
post" and not a "hitching post."
Because of its importance in our company, foreign operations are detailed
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in a separate appendix to the plan. Likewise, the five -year forecast is set out
in a separate appendix and projected in terms of volume, variable margin, capacity costs, investment turnover and return on investment.
Control Reporting: The Broad Outlines
Moving on from our discussion of planning, per se, I should like to mention
briefly the control aspect of management responsibility, specifically with reference to the type of tools (control reports) needed for the efficient dispatch of
this function. The profit - making cycle demands, together with effective planning, certain review techniques and routines which, in addition to being timely,
are crystal clear in their analysis, evaluation, and appraisal of performance.
Year after year, while working closely with operating management, I have
become completely convinced that managerial accounting reports are marginal
in their utility if prepared on other than a variable and fixed cost basis. (I prefer, as do many of my operating executive associates, the terms "activity" and
"capacity" costs.) It defies my comprehension why accountants continue to prepare reports for management on a "whole cost" basis. We, better than anyone
else, know that whole costs are seldom right. Abandonment of this weakness
in cost determination for management purposes should be the first step in improving our performance as members of the management team. Because most
of the exhibits which I shall subsequently discuss concern reporting to parent
company executives, I should briefly comment that their adaption to company
and lower echelons is not unduly complicated if we keep the basics of activity
and capacity cost segregations clearly in focus.
There has been much top quality material published on the subject of management reports. One of the best of these is E. J. Hanley's article in the July,
1955 Bulletin. Mr. Hanley, a fellow N.A.A. member and president of Allegheny Ludlum Steel Corporation, wrote when he was that company's Vice President and Controller, "Management requires only as much accuracy as is needed
to enable it to reach sound conclusions and make sound decisions." He went
on to say that, "Profit and loss and cost information which is forthcoming two
or three weeks after the close of an accounting period is worth little more than
the paper it is written on, so far as taking action is concerned." Dun's Review,
October, 1956, carried sage advice under the caption "What Presidents Want in
Their Reports." A partial listing of its suggestions, in heading form, reads as
follows:
1. Top management reports should be comprehensive yet not loaded
with details.
A U G U S T , 19 5 8
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Reports should stress comparisons.
3. The principle of management by exception should be foremost in
preparing reports.
4. Situations which need corrective action should be clearly highlighted.
2.

"Regular" Reports

-

s

Now, turning to a review of the report series provided to Dresser management, we hope to show how reports are "designed with the particular audi-
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ence in mind," to follow out Mr. Hanley's thinking. For purposes of orientation, before beginning our discussion of Dresser's control reports, I should
like to review briefly our management organization. The eleven principal operating companies in the Dresser organization are divided, by major product
category, into three divisions, each of which is headed by an operating vice president in the Dallas office. The president or general manager of each operating
entity is responsible to one of these operating vice presidents. In Dallas, we consider the executive vice president- operations and the operating vice presidents as
"operating management" as differentiated from the top echelon of "executive
management" —the chairman of the board, president, and executive vice president and treasurer. The first series of control reports which we shall examine
is directed to the top executive group, with specific details to the operating management group on a sphere of interest and responsibility basis.
Exhibit 2 is a Flash Report of Operations in letter form. This report is prepared from flash figures on the fifth working day of each month to provide
management with a brief narrative summary of operations for the month just
ended. The first page presents "highlights" of consolidated operations as regards net earnings, sales, cash, intercompany advances, receivables, inventories,
and backlog. Succeeding pages (page two illustrated) go into the details of
individual company operations, with operating results compared against forecast on an exception basis. Exhibit 3 is a Flash Report of Operations in statement form. This report is furnished with Exhibit 2 to supply more detailed
flash results of operations compared with the forecast. On the seventh working
day, actual sales and earnings are added. The exhibit illustrates the consolidated
report as it is summarized by division. Identical reports are prepared for each
division, detailing the operating results of the individual companies. Exhibit 4
is a Special Flash Report of Operations. This report, in substantially the same
form as Exhibit 3, is designed to report operating results for the month and
year -to -date in comparison with results achieved during the same period in a
year of comparable sales volume. This principle of comparison, which will be
discussed in more detail in relation to succeeding exhibits, presupposes that years
of comparable volumes should tend to produce comparable results. This is a special report and, as such, may be used temporarily under appropriate circumstances. The report is prepared on a divisional and company basis, identical with
the preparation of Exhibit 3. A like report shows company detail.
Exhibit 5 is a report of a month's operations. This memorandum is prepared
from flash figures by the individual operating company controller. It explains
the causes and effects of variances from forecast and closes with a discussion of
major change affecting objectives and a summary of the outlook for the succeed A U G U S T , 19 58
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ing month. Exhibit 6 is the Profit Plan Performance Report and is included
as an attachment to Exhibit 5. It provides for control in terms of original profit
plan objectives, as regards sales and operating earnings on a year - to-date basis,
details of working capital, certain statistical ratios, and data relative to advances and capital expenditures. I would like to call attention to the comparison
of actual results with "profit plan" in this report. Previous exhibits have shown
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comparisons against "forecast." Provision has been made in our reporting procedure for quarterly forecasts which present exceptions and revisions to the
r —
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original profit plan in the light of current developments. The term "forecast,"
as used in preceding exhibits, refers to the most current of these quarterly revisions. The profit plan, however, remains the basic standard of measurement for
company performance, and year -to -date results are reported in comparison with
the plan. This concludes the review of control reports designed for top executive management, with identical or similar reports to operating management as
required. An additional report is furnished to operating management only. It
is illustrated by Exhibit 7, Summary of Operations— Product Sales and Earnings.
This report is prepared monthly by the operating company controller and, as is
indicated by the column headings, reports actual and planned sales, variable costs
and variable earnings by major product classifications. Provision is made for
adjusting the plan to actual volume at planned costs and margins for the purposes of segregating variances as between those due to volume and product mix
and those arising from other causes.
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Speci a l Repor t s
The control reports which we have been discussing are, for the most part,
"regular reports." A special type of control report, particularly helpful during
a period of downtrend such as industry is experiencing now, is displayed in Exhibits 8 through 11. The measurement here, expressed on an index basis, relates
the current year to a year of comparable volume, expressed at the norm of 100.
The objection to this technique has been expressed in this vein: "You are not
comparing like things; the similarity ends with the volume comparison.” I suspect that the objection is oversimplified because the dissimilarities with which
we are concerned arise from expansion of organization and the addition to work38
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ing capital and fixed assets to meet a projected level of sales which, by force
of circumstances, did not develop. This particular condition affects both gross
earnings and controllable expense. The impact of capacity costs on profits can
be clearly seen in Exhibit 8. Sales in the example used were down 1 per cent,
gross earnings are up 16 per cent due to product mix and cost control,and earning before taxes are down 3 per cent. The key to this turn of events is the 28
per cent increase in controllable expense. Salaries and wages, on an average,
constitute 60 per cent of this expense, and it would appear that an exhaustive
analysis is necessary. Alternatives for remedial action depend on the forecast
activity, both near term and long- range. If, for example, activity will increase
slowly, as many economists predict, decision relative to a reduction in organization a n d m a n p o we r m i g h t be dicta ted. O n t h e o t h e r h a n d , i f t h e u p t u r n i s a l re a d y i n si g h t , i t i s p r o b a b l e t h a t t h e o r g a n i z a t i o n sh o u l d b e m a i n t a i n e d o r e v e n

expanded.
■ 1} V! X P IMV[{ r M[MT
I['A . . T[M M CONP [ML[ Y0iI IN! I 1f0 1
Irif • 100

q[ !sW NC[[sLTV

Ijg f t Y[ A ! O[ C OU t [ 3 TJ Ol UUf (I [ MI
l yf . 1 0 0

TOLL IMV[[i[D W ITLL
U[ f><

/
1

/

1.1

11

/

'

`

/ \

6llo1y, •[1I11w3
IN

OO I.LLl C [ M [
Wn114

1
A.

fLL[ [
o0lII I \

IMV[[ }LD C Cit/.L iYCNoV![

1

I

[

EXHIBIT 8

1

EXHIBIT 9

Exhibit 9 charts total invested capital, return on investment and the two interrelated factors which determine return on investment —per cent earnings to
sales (in this case earnings before tax), and invested capital turnover —all compared with the year of comparable volume on an index basis. Return on investment is down 36 per cent. The major contributing factor to this decrease, as
can be observ ed from the chart, is the 35 per cent drop in investment turnover.
Sales are down only slightly, as will be recalled from Exhibit 8. It is obviously
the increase in the total investment which is forcing the turnover down. Normally, one would not expect investment to remain stationary over a two year
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period. However, is the increase one which we can reasonably accept as logical?
Exhibit 10, showing the principal components of this investment on the .same
"comparable year" basis, will help to evaluate the current level of invested capital. Exhibit 10 charts principal components of working capital and net plant.
Short of liquidation, there may be no alternative except to live with an overcapacity situation as represented by the 46 per cent figure for net plant.
Management recognized a future potential in its business when the capital expenditure was made, and realized that the capacity must be supported by future
sales performance. Within measure, some overcapacity is desirable for, without
it, growth becomes difficult and near -term possibilities might be missed.
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EXH IBIT 11

As businessmen, however, we are not as ready to accept an excess condition
in receivables and inventories. They can be managed. Receivable stretch -out is
a commonplace experience in business today. However, the level may be improved by concerted collection effort. On the other hand, a glut in inventories
is more difficult to explain. One is perplexed to read in the Studies in Business
Policy, No. 88, of the National Industrial Conference Board that " ... despite
the important role of inventories, many co- operating companies have no formal
long -range policies or objectives on which to base their inventory decisions."
On an average, inventories account for 30 per cent of working capital.
We have been successful in delegating certain responsibilities regarding inventory control to an inventory manager in one instance and to a merchandising
manager in another. This one man may be charged with the responsibility for
purchasing, production authorization, customer contact in the case of spare parts,
40
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and management of the physical inventory itself. Somewhere in the cross -relationsbip of these individual responsibilities lies an effective means of communication, the absence of which causes the imbalance of inventories as related to
production and sales. Exhibit 11, in its first panel, compares current average inventory level with the average level of the comparable year, indexed at 100. In
the second panel, the current level of inventories is related to the projected
level at fiscal year -end, also indexed at 100. In each instance some progress is
indicated, although the relation to the index base remains unfavorable.
I submit that this series of charts was designed with the present economic conditions in mind - decreased volume from a prevailing higher level. However,
I believe that the technique has certain continuing value in documenting the impact of capacity costs on volume. Other examples of "special" and non - recurring
reports may be found in Exhibits 12 and 13. To aid in the evaluation of our
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planning and to strengthen our control of operations during the recent downturn in the oil business, we developed a report (Exhibit 12) which compares
the original profit plan with a special revision thereof and with actual figures
on an annualized year -to -date basis. These comparisons, when related to the
actual data for the prior year, not only help to evaluate the validity of the revised
plan but also highlight variances in current operations which require thorough
analysis. Exhibit 13 offers an interesting study of eleven years' sales, direct
costs, operating earnings and capacity costs. Pertinent data for 1957 and 1958
may be compared as follows:

Sales
................
Variable
margin
Capacity costs .......

.........

Operating earnings

....

1957
($000 Omitted)
10,015
4,542
2,489
2,053

1958
Revised
profit plan
($000 Omitted)
8,122
3,682
2,476
1,206

The incidence of practically equivalent capacity costs bears on our discussion
earlier in this paper. To the extent that this level results from depreciation, reduction may not be possible; to the extent that it represents organization, possible retrenchment may be dictated. These are but two examples of statements
and charts which are prepared on an "as required" basis and, having served
their purpose, are discontinued.
Feed -back
In the paper, mentioned earlier, delivered before the 37th annual conference,
also held here in Chicago, I concluded by reference to "feed- back" and, because
of its importance, I would like to repeat what I said at the time as a concise summary of what we have attempted to say in this paper. I quote from "How to
Set up Management Control," Alex W. Rathe:
"Planning establishes targets and determines how they can best be met.
Review (control) gauges the success of operations and interprets
...
their results in order to draw conclusions for possible improvements.
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
joined together to give it continuity. If the results of review were not
channeled back into the planning stage, some of the lessons of experience would be lost forever."
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Exhibit 14, Profit Plan Exception Report, is one of the formal media which
we have developed for feeding back to top executive mangement the experience gained from interim operations and review in the operating companies. It
is a combination report-letter presented in forecast form. Although the second
and third pages (not shown) present complete financial details of the current forecast, top management's interest centers on the first and fourth pages
which display exception reporting, including comments relative to the factors
which gave rise to the changes from plan.

Conclusion
In the ultimate, planning is a discipline which management must accept as
part and parcel of its total responsibility. The discipline of which I speak is a
system that embraces a study of organization, cost and expense behavior, margins and profit potential. With emphasis I repeat the conviction that cost accounting and other phases of the managerial accounting process will never
reach their intrinsic potential until direct costing (individually designed for the
particular company) becomes the rule rather than the exception. Only then can
the forces which favorably or unfavorably affect predeveloped plans be known
with certainty. Control reports become what their name implies and management's understanding of the factors that enter into the profit- making picture
naturally improves.
I have a personal conviction, born of long experience, that performance in
the light of the suggestions which we have offered here demands a combination of the specialized talents of the accountant, the engineer, the salesman, and,
if you please, the advertising man, respected for his imagination. There is a
deep and persistent requirement in the controller's organization for people who
combine these talents with a consuming curiosity to develop a working knowledge of operations. Instinctively, we must search out the causes of off- standard
performance and develop a reporting routine, based on comparisons, calculated
to generate action.
The challenge before us today is the greatest that it has ever been. Where
there is challenge there is compensating opportunity for outstanding performance. As I look back on many of these conferences which I have been privileged
to attend, I am reminded of an observation by my good friend, Lawrence A.
Appley, President of the American Management Association:
"The gold prospector pans tons of gravel, dirt, and sand over a period
of time in the hope of finding a few nuggets of precious metal. Only
upon very rare occasions can gold be found without sifting great quantities of earth.
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So it is with valuable ideas. Great quantities of words must be uttered
if a few priceless ones are to be discovered."
i f we have panned one nugget together, I am gratified; if we leave this
meeting with a determination to take a " fresh look " at the responsibilities
and opportunities which are ours, a greater and more lasting benefit will accrue
to our companies and to ourselves.

C �
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Systems and Procedures For the Electronic Age
by P. E. PRIEST

DISCUSSION OF THE WAYS

in which the application of electronic data proc-

Aessing equipment has and will modify the systems and procedures problems
of companies is offered in this paper. Computers are no stranger in business
today —but the revolution predicted some years ago has hardly begun. Through
innumerable speeches, articles and fan -fare, industry throughout the land has
become overly impressed with the hardware and thus has given belated attention
to the management problems introduced by electronics. Through exposure to
dramatic and glamourized concepts of automation and electronics, we became
dared by the subtle distinction implied in such terms as electronic, integrated,
optimize, synthesize, postulate, program and so on.
The fact is that none of these terms used in characterizing this new phenomena
has precise meaning. The important differences between the terms do not lie
so much in their expressed meaning as in the emotional response which their
connotations evoke. Men discovered long ago that the power of words to arouse
fr -eling could act as a great persuader as well as a barrier to the transmission of
knowledge or thought. Many words have become commonplace in industry
today, words which imply a change for the better, and they are especially effective in an age like the present when there is a too general tendency to assume
that change necessarily is for the better. None the less, we are on our way.
Since industry has adopted these complex devices with almost religious fervor, electronic data processing has become the focal point of a power struggle.
In one group are those adamantly in favor of complete decentralization. In
&- -other are those who operate from fairly rigid and often well- defined traditional concepts. In still another are the "EDP people" who see an opportunity
to create a whole new theory and want to cross organizational lines and reshape
business operations and polices. However, an important lesson has been learned
from our experience to date. This is pointed up by an awareness that the effort
has been in the wrong hands. The initial propaganda suggested that in this new
field we go outside to hire engineers, technicians, mathematicians and so on, the
us -called experts. These people may have understood the workings of these
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"brains" but rarely did they understand the intimate workings of the company. Complete dependence on such men to work out the systems is asking
for trouble.
The important decision to be made is not who will be charged with the responsibility, but —to what degree in your own company will management support
and actually change the traditional concepts of organizational responsibilities?
Once you have decided to investigate the possibilities of using electronic data
processing equipment, make up your mind at the outset that no magic or
miracles are performed by them. The "think" signs you see refer to you and
your associates, not the calculators, many of which have been called "giant
brains."
Certainly, acquaint yourself with the general concepts of data processing
equipment. Excellent administrative educational programs not exceeding a week
are being presented in most large cities. This accomplished, push aside all the
glamour talk of the hardware salesmen. I am sure you have been thoroughly
impressed with the capabilities of the machines currently available, and with
ones promised by a number of reputable firms. I am sure also that you are not
equally impressed with industry's ability to use these machines efficiently, especially when some large models were installed far in advance of adequate planning
for their arrival.

The Systems vs the Application Approach
Planning for electronic data processing should be approached on the basis
of business systems rather than business applications. What is the difference?
A business application, by example rather than definition, would be payroll,
accounts payable, accounts receivable, order - writing, billing, etc. Each of these
depends on some other application for input data and, in turn, provides input
data to some other application. None is completely independent. A business
system differs in that it is a grouping of related applications which permit the
continuous flow of business information. A requirement is established, notice
of necessary action is prepared, action is performed, results are fed back to satisfy
the requirements. A typical integration of application would be an inventory
control system which would include sales, inventory transactions, requirements,
planning, purchasing, accounts payable, receiving and receiving inspection, feeding back to up -date inventory.
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Going About Getting a Better System
There is a direct analogy between business systems designed for the planning,
control and guidance to a profit target and a complex mechanical guidance system engineered to warn, launch, and guide a modern missile to its target.
Define the corporate planning, performance and bookkeeping reports required
for proper control of your business. Plan to base all three on one set of numbers
so that sales, production control, manufacturing, manpower and facilities planning, budgetary control, accounting and financial planning are all working to
targets developed from a sales and forecast sales expressed in product quantity
by representative part numbers. Measure each responsibility to the targets
developed. A clear definition of where you are going is always essential to a
successful arrival at the earliest possible moment.
Do not confine yourself to your current reports and controls if you feel
that certain much needed controls could be made available through the application of electronic data processing but are not now possible because of a time
or dollar consideration. However, do not expect its use to increase profit margins by huge savings in clerical manpower alone (this may not even be possible)
but, rather, expect the invested dollars to improve the control of dollars you
spend for inventory, excess facilities or to increase your volume by becoming
more competitive through better service, lower costs, fewer lost sales.
Not too many months ago an article appeared in the Wall Street Journal captioned by large headlines "Computers' Glamour Wearing Thin; Savings Disappoint Some Firms." In smaller type was the subhead "But they won't return
to old methods." There was also the sentence, "Preparation and adoption of an
EDP system includes the abandoning of traditional paperwork systems, and
the costs involved in returning to old methods would be prohibitive." Appropriately the old "saw" comes to mind, "look before you leap."
It is believed that there are certain basic areas which require definition and
solution in any program of this character.
1.
2.
3.
4.
5.

Take a "fix" on related business systems with an eye to integration.
Establish a business system analysts approach.
Initiate program guidance and approvals.
Mechanize basic data files.
Establish data control.

Now let us deal with these areas. To take a fix on your current business systems with an eye to integration, prepare a chart or business system schematic
which depicts your major business applications and their relationship one
to another. The chart should show no detail but simply indicate the source of
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data, its summary and output reports. If this output flows to affect another application, this should also be indicated. Most important of all is that the completed
charts conclude with the final reports required to manage business activiiies
in major areas:
1. Product —its manufacture, inventory and labor performance and
control.
2. Expense and capital control — product job costs, reporting engineering costs, tooling, preproduction and maintenance and their distribution to a reimbursable inventory or to a combined factory expense
ledger and budget.
3. Profit and requirements planning for manpower, material and
facilities.
A symbol must be chosen to represent mechanized applications and another
for manual applications. This clearly identifies the number of interruptions
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experienced in the flow of data making summary of data into final management
reports impossible. The chart will point out certain steps for immediate reorganization that will make possible, even with existing equipment, the integratiton of many applications, thus changing machine capacity requirements. It
will point out the need for complete inter- department cooperation to eliminate
duplication. It can be used to plan the projects required to overhaul numbering
systems and build standard data into files required to support planning reports
now not available to top management. Most important of all, this type of analysis
clearly shows that past practice has been to install equipment on a "shot gun,"
"application by application," "grow like topsy," "fire brigade " —or what -haveyou method. It will prove the need for and provide a plan for a general house
cleaning before even considering what ultimate hardware needs are to be.

Experience in Systems Teamwork
The size of your company will certainly determine what the manpower need
will be to accomplish operations "data clean -up." An approach you may like
to consider is one now successfully operating in the major divisions of Thompson Products, Inc. Exhibit 1 provides background. At a corporate level, a need
had arisen to reconsider the form, content and base of the planning, performance,
measurement and bookkeeping reports. It was determined that profit planning
and forecasting—manpower, material, facilities, planning, budgets, and accounting— should all be integrated and be based upon one set of numbers arising from
firm and forecast manufacturing schedules. This was to be a joint effort of accounting and industrial engineering, with the responsibility for coordination
resting with the corporate controller. Supporting this effort there was to be a
working force consisting of:
1. Director of industrial accounting.
Data processing coordinator.
3. Business systems analyst — accounting.
4. Business systems analyst— production control and related manufacturing practices.
5. Data processing specialists.
6. Industrial engineering specialists.
2.

The function of this group is to assist the controller in the design and /or
overhaul and the installation of corporate planning, performance, and bookkeeping reports. They also assist the division manager and his steering coin mittee in:
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1. Planning their programs for the installation of new or revised business systems.
2. Establishing and training a team of business systems analysts.
3. Installation of business systems as modified to suit the variation of
decentralized divisions, still holding on to the corporate requirements.
The manager of each major division and his department heads were thoroughly indoctrinated with the objectives of the program. The need for the integration of cost control and production control was firmly established. In -plant
training in concepts of data processing were attended by the same men. Lectures
were given by both Thompson personnel and business machine manufacturers,
drawing parallels between manual, punched card, and electronic tape systems.
The need for document and data control was also emphasized.
The concept of business systems analysts teams was explained and established
as a requirement of "operation data clean -up." The size of such a group varies
also with the size and complexity of each division of the corporation. Each
team may not contain men with exactly the same talents. Generally, however,
each team reports to the chairman of the steering commitee and is headed by a
thoroughly trained business systems specialist. He is well trained in data
processing equipment, in systems analysis and in procedures preparation. Preferably this should be a man from the company. However, he is the one man
in the team that may be secured elsewhere if not already available. Supporting
personnel should be men from the company who are thoroughly trained in your
current methods of operation, know your problems and are likely candidates
to become department heads in their area of speciality. To assist in selecting the
correct men, computer aptitude tests prepared by equipment manufacturers have
proven very successful. You should select at least one each of the following:
An industrial engineer.
A production control specialist.
3. An accountant, well versed in manufacturing costs.
4. A data processing technician and programmer.
1.

2.

Other talents can be drawn into the team on a part -time basis as required.
The training of these men as business systems analysts should be divided into
several areas. The first is the concept of the corporate program for integration
of data, i.e., the kicking of holes through department walls to allow data to
flow, and the share -the -data not duplicate -the -data, arrangement. Second is the
establishing of the tasks required to implement the program. Then comes the
school -room training in data processing equipment, as follows:
1.
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Basic equipment —what it can do and some idea of its capacity
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limitations. Technical wiring and programming was left for the
specialist in this area.
2. Computer —the concept of an internal programmed machine, preferably in the IBM basic 650 class. This method should include proramming. It is not necessary to have a punched card background
to become a well qualified programmer of business or engineering
problems.
Again, experience in a particular business field takes longer to obtain than
does the knowledge of how to program a computer. Six weeks from the establishment of such a business systems analyst group should find them productively employed, actively working at the tasks as outlined by the joint efforts
of the corporation staff and the division steering committee.
Now that the team has been organized, where does such a systems overhaul or data clean -up start? What do you tackle first? Previous discussion on
"taking a fix" on current business systems is relevant here. This will probably
reveal that much of the basic data used in business systems developed by product design and drafting, research and development engineering, factory and
industrial engineering, is maintained on a manual system in their departments.
Parts lists, bills of material, drawing control, tool lists, manufacturing routings
are all being maintained on some sort of a manual or semi - mechanical duplicating system. Printed lists are passed on to manufacturing and accounting departments with little regard for their total requirements. Difficulty is probably
being experienced in keeping this data current for the department's own needs
without worrying about the needs of others.
Two Vital Points In the System
Here is the place to start your program. In a manufacturing firm, the two
most vital pieces of paper, once a customer order has been received, are:
A parts list.
2. A manufacturing routing.
These two documents set the stage for all planning, performance measurement and bookkeeping. Ability to plan their content and to keep them current
and accurate will determine the success of many of the dependent business
systems that follow. Planning their content is easy to say, not so easy to do.
It may take a year to a year and six months to plan and install these two basic
files. Some attempts have been made to use these two documents "as is," pumping their data into a large -scale computer, only to find that the exercise of programming the computer was excellent, but the results in the form of a management report were only 40 per cent accurate.
An examination of parts list and routing content will immediately establish
1.
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the possible need for engineered standards and adequate coding. Without these,
any planning report might also only be a fine training program for computer programmers. Coding might be considered a part of engineered standards. Certainly coding should be initiated and controlled by corporate staff, for it is the
language that all reporting areas will use to communicate between themselves
and with the corporate head. Coding can be divided into three working areas
with subdivisions as follows:
Personnel and organization of plant or works division — department
building, bay, office, employee, labor codes, vendor and customer
numbers.
2. Inventories: Raw material, castings, forgings, component parts
(purchased or manufactured), supply stores, tools, property and
machine tools, all properly coded and all associated to standard
nomenclature descriptions probably using Military Standard 12 A
rules for formulation.
3• Expenditure authorization and accumulation numbers 100 -Sales orders — standard
500 - Engineering projects
600 -Tool engineering projects
product
200 -Job cost — non - standard
700 - Capital expenditure author product
ization
300 -Tool fabrication
800 - Factory expense
400 - Maintenance and service
900 - Inter - division purchases
1.

All of these should be properly associated to account numbers for bookkeeping entries. Examine your numbering systems and, if at all possible, adopt a
plan that will enable the data processing machines to operate effectively and
will greatly improve current manual systems now employed. Avoid coding codes.
Avoid over - emphasis on mnemonic numbering systems which break down much
sooner than a simple prefix number which identifies the kind of a number it is,
followed by a number that is serial in form. Above all, make sure the number
is unique, meaning only one person, place, thing or address.

Document and Data Control
Next in importance to good standard data and coding is the necessity for the
control of documents. The techniques already developed as good accounting
practices to assure the receipt of all documents certainly apply to new business
systems. In addition, some of the practices common to punched card systems
will still be employed. The use of "hash" totals (sums of employee numbers,
part numbers, commodity codes) to control the content of descriptive files might
be considered. Speaking of hash in the same breath as computers could be un34

N.A.A. BULLETIN

fair because they have the capacity to produce "hash -at -high speed," as well as
reliable data, the difference lying well within control through adequate planning,
good basic data, and data and document control.
Since modern business systems can be designed for both centralized and decentralized organizations and, in either case, must consider the lateral flow of
data between business functions, the establishment of data control centers seems
to be the answer. It will be their function to schedule and control both the
input of standard and application data to your computer center as well as to
control and distribute the output reports and documents produced by data processing methods.
Operation "data clean -up" will certainly prove beneficial. Browning wrote
something like this, "Man should reach beyond his grasp —else what is
heaven." Paraphrasing this quotation, we today are striving to progress, to
insure better controls, to achieve full utilization of our abilities and capabilities,
to make our work fun. In the distant future, in a meeting such as this, a speaker
will refer to the old fashioned days of the computer.
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