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INTRODUCTION

"How good is & compeny?” "How well has it done?™ "How well will it do?"
"What's wrong with a company?™ “Where is it wesk? fhere is it strong?
‘Whet cen he do to make it better? What can I do?'

These questions, evelueting a compeny, have always been most difficult to
snswer. They are importent to meny people, divisible into three groups. (1)
The outsiders; the prospective employee, wondering whether or not to work for
e compeny; the investor, wondering whether his money will be well invested
therey the supplier, wondering if it is safe to sell; the purchaser, wondering
if it is edvisaeble to buy. (2) The menagers = the men at the top level - the
tosrd members, the president:, esch wenting to know if the company is the best
poesible, wanting to be sure that they have fulfilled their jobs in the best
. way, wanting to know whet else is to be done. (3) The subordinates in the

company = heeds of departments - wondering if thelr segment is es good as it
should be end wenting to find out in what way it could be improved.

We have presented here whet we believe to be the best approasch to finding
the snswers of these gueations. Our smpproasch is primerily for those in the
second group, for they have the brosdest view, the most faots available to them
and are the ones to plan further esction. But we believe that tha-vqe of this
method will elso leed others closer to a true evaluation of a company's merits
and weaknesses.

Business Administration is not a seience. We foresee no way of putting
numbers into en sutomaston end discovering whether or not a compeny is good,.

We do not feel that e caleulator oen tell how to budget a marketing program or
. whet the product mix should be. The running of a compeny and the evalustion of

- one depends primarily on the judgwment of those who ere doing it. A peer cannot
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be oeriticized because it is not as round es nthpla. Whet we have tried to do

is colleet in a logieal order the gquestiong that should be essked in studying =

compeanys

ferent aress must be left to the analyst.

The vital funotion of placing various degrees of importsnece on dif-

He would not give as much emphesis

to the edvertising of Westinghouse Air Brake ess he would to thet of Colgate-

Felmolive=Peet.

and methods of covering them.

This paper will try to show the fields that should be covered

With this es a background the snelyst should

heve less fear of the tremefdous size of the job before him.

One word of ceution...For some people, ean enelysis may be an astion.

The

president, by asking questions of one man about another, can lead to discord and

in trying to find out what is wrong may cause something to be wrong.

At the

game time the ssking of these questions mey slso lead to construetive thinking

on the pert of others.

to the judgment of the user.
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in the preparation of this paper. They have led us beyond the textbooks and
;ﬂﬁwn us how this has been done in presotice. The diversity of their e proaches,
#8ll meeting with varying degrees of sucoess, has shown thet the job can be

done in a variety of weys. But et the seme time, their feeling that the best
method has not been found snd their interest in new findings heve been encourag-

ing to us in our attempt %o find a better method.
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OVER=ALL YARDSTICKS TO DETERMINE QUICKLY HON THE COMPANY IS DOING

The first step in analysis is to get a general idea of how the Company is
doing. This can be achieved by looking at three things: Ssles, Profits, and
Finenciel Position. There are werious ways of exemining these figures,none
giving the entire pieture of a compeny, but all importent as background for
further snalysis.

I. Seles

To get more then an indication of the present size of the company, the
ennual seles firure should be related to the trend and the industry.

For example: Colgate~Palmolive-Peet is a large company, by virtue of
$211,000,000 eeles in 1950, Its expension has been rapid, tripling in size
since 1939 when sales were $77,000,000, But looking et the industry shows
. thet Procter snd Gamble sales are §$633,000,000, having grown in the seme time

from $150,000,000,

But dollar sales volume does not mcocount for other factors thet may have
influenced the company over a period of years. To compensete for price changes,
American Smelting end Refining Compeny gives the prices of its products an. im-
portant plece in the annual report, enabling the anslyst to study chenges in
volume. Generasl Electric includes & product price index in its annual reports
Genersl Motors givee the number of cars snd trucks it produces, slong with
those turned out by the industry, enabling the anelyst to see both chenges in
volume and changes in industry percentage. U. S. Steel reports production in

! tons; Kennecott Copper reports the tons or pound production of each item pro-
duced end sold.
'. Allis Chelmers gets closer to soctual sales volume, by not only recording

shipments, but showing orders received over the seme period emnd orders on hend.
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This gives & closer pieoture of what is actually heppening in the market.

Stendard Oil of New Jersey caloculates sesles per dollar of plent investment;
U, S, Steel shows sales per dollar of capitel. This tries to point out whether
additional money invested in the company hes brought out es great a volume,
This figure, effeoted greatly by price changes, would be more sceurate if it
eould be calouleted in production units, but this would be quite difficult to
get. Most eompanies draw up budgets of expected seles volume., A comperison
with this budget em show verience sttributable to sales fesectors or to the
budget depertment's feilures. A look st this, generslly limited to insiders,
may ralse questions to be manswered later.

In analyzing sales quickly, the questions ere:

How much is the company selling? In dollers? In units?
How does this compsre to the past?
How does this compare to the industry?

What other factors should have made the seles figures different
then they were in the pest?
How does this oompere to expectetion?
These cuestions begin to show how well the company hes done up to the
present, in reletion to other companies doing sbout the seme thing.
II Profits
Profits should be analyzed in the seme wey, againet the trend, against the
industry end egainst expeotations. Here a major faoctor to account for is taxes,
end profits should be locked at both before and efter them. Prufiéu are a
reflection of costs, end looking st thelr percentage to sales show (1) ochenges
in efficiency and (2) efficiency in comperison to others. They slso give indi-
cations of how muoch money may be avellable to plow back into the business, or
with high texes how much more may be consumed by useful business expenses, i. e.
research of inoressed advertising, etec.

The investor looks st dividends and earnings per shere to find out how

much he will earn, but the management messurer will lock et them to find out how
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. much money is retained in the business and whet the demanda of the stock holders
on manegement have been.
hgain these figures omn be adjusted. DuPont wetches return on the Averege
QOpereting Investment, U. 5. Steel watches return es & per=cent of invested
eapital, Goodyear and Reynclds Tobacco watch income per dollar of sales, Kennecott
end Colgate wateh per-cent of domestic end forelign eernings, snd First National
Etores weatoches income per store. These are all merely ways of looking at earn-

ings to aceount for chenping fectors, each one fitted to sccount for the most

importent chenge in the orgenizetion. The enslyst cen find one of these or can
use 2 new one thet would be important in the specific company he is studying.

The questions are again:

How much money is the company meking?
1 How does this compsre to the pest? to the industry?
Whet other factors should mske & changre on the company earnings
and whet chenges heve they made?
How mueh money has been left in the compeny out of earnings
. over the lest period of ysars?
How does this compare to expectations?

III The Finsneial Position

In this stage of enalysis, a look at the finencial position is only useful

for getting 2 genersl idea of the s trength of the company. The questions asked

may be:

How much cesh is there on hand?

How much working capital?

How lerge, whet ere the trends in inventory?

What is the working capital ratio?

How large are current liabilities?

Is there any impending large debt outstanding?
Whet is the relationship between debt and cepitalt?

A quick loock at these, without detailed anelysis, osn give & generel idea
of the finencial strength of the company.
These questions may help point out pleces to look in further malysis, and
. they may give reessons for eotions discovered later, but they are not answers to

the question "How good is & company?"™ For instence, Keiser Steel has & much
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. higher debt to capital ratio than sny other steel produser. But other considera=-
tions, such as their favorable geographical position make this possible. Again;
two competing companjes may have varying rates of inventory to seles, but either
different product mixes or different inventory teking dates may be important
faotors.,

Thus the two questions snswered by this quick look sre really "Will the
Compeny be in business tomorrow?" and "Are there any outstanding factors in the
finenoiel position that influenoe the rest of the company's operations?®

IV Other Quiek Looks

Some compenies have other qulek ways of measuring their position end change.
Some think it is importent to see how many people hold their stock (National
Cash Register, Nationel Dairy, American Rasdistor end Standard Sanitary, Diamond
Match)s Others list the number of employees, alone or in addition. (Inter—
national Paper, International Harvester, Celenese Corporation of Ameriecs,
Emericen Smelting and Refining). General lMotors watches the average hourly rate
end number of hours worked per employee. Many compenies show the total dollers
peid to the employees (Aluminum Compeny of Americe, Americen Can Company,
Pittsburg Plate Glass).

These are methods of measuring growth snd reletions with the publie, useful
a8 £ general background to compeny enalysis.

As & start then, for esnyone enalyzing the company, it is worthwhile to
watch sales, profits, snd fineneial position. The verious company examples
above were given as representative of some of the different methods presently
used to measure these factors. They oen be applied by any enslyst on any company
but their importance mey very considerably.

As an eld in industry wide compearisons, a pertial list of places to get

. informetion is included in the sppendix.
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EVALUATION OF OBJECTIVES AND POLICIES

In this Section will be outlined e wey of ewvaluating company objectives
and policies, determining how olosely they ere being followed and deciding
what changes to make. The steps in the process will be es follows: (1) the
definition of objectives snd mejor policies; (2) an exeminetion of them for
possible inconsistencies; (3) e study of conditions outside your company against
which to compsare objectives} (4) = study of your compsny's essets end cepabi-
lities &s releted to the objeetives; end (5) a reconsideration of past objeetives
in the light of your compeny end the world sround it in sn ettempt to improve
. its competitive ebility.
f Since no two compenies are exmotly slike (nor should they be) we feel
thet no universal stendards can be set upl the problem is one of individual
. adaptetion by each compeny to 1ts environment. As a result this chepter con-
tains mostly questions to stimulate or ehallenge thinking in these areas.

I Definition of Objeotives end Pollcies

A. Whet are Objectives and Policies?

Objectives are the pruposes for which your company exists snd the goals
for which it strives. Policies are the means to those ends, the "rules of the
game” for the attalnment of objectives. A sementic argument ﬂéer the differ-
ence between the two would be useless, but an exemple may help. In the early

yeers of its existence the Genersl Eleoctric Compeny hed as objectives the

sale of penereting equipment snd the development of the electric power industry.
) As & palinx it adopted the practice of sccepting securities from utility com=-
panies in psyment for genersting equipment.
B« The Need for Objectives end Policies

- Objectives and policies ere needed to guide sotivities in, end empheasis on,
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. the various company functions (e. g. s2les,production, product development,
ete. )3 to make for consistency of sction egainst competitive elements,outside
forces and trendsj and to ald proper coordinetion between functions.

Evaluetion of jyour compeny's performence must be made in terms of these
objeotives. The guestion is how well they ere being fulfilled?

C. Crystallizing Your Objectives

Probably one importent objective of your compeny ie to be profitesble, but
in order to eld the definition of other poals it may be helpful to eonsider
your compeny in relation to severel groups ineluding oustomers, competitors,
employees, stockholders, the community end the government. Below are some
questions which we belisve will be helpful in clerifying objectives.

(1) At what merket ere you siming with your product? Whet place

| in the merket is desired? 1In what price range? What
quality? What service offered? What general marketing
program?
. (2) Whet rate of chenge in your company is desired? Do you wish

to leasd the field with lnnovations or rely on teated pro-
duects? Do you want to develop wholly new markets?

(3) What size compeny do you went? What reate of expension?

(4) Whsat type of ownership is desired? closely or widely held?
Family control?

(6) Are you most interested in profits or is security of income
equally importent? Do you went dividends or expansion
through reinvested eernings?

(6) Whet geogrephical location do you prefer for plents end
merkets?

(7) Whet are your goals in employee relations? What is your
attitude toward lhbor unions? Do you cere sbout building
a loyal work force withmany yeers of service?

| (8) Whet ere your goels in reletions with the public? What part
do you wish your compeny to pley in the community in which
it operates? Whet reputetion do you want your compeny to
4 heve? Whet sort of reletions do you wigh with your locel,
| state snd federel governments?

It is recognized thst your compeny mey not heve objectives in all aresas
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. mentioned ebove, and it may have others not suggested. The important thing
is to define objectives as cleerly as possible end to recognize which ones
are the most impertent to you.

II Confliets Among ﬂbjanti?as.

(nece objectives and mejor policies have been defined the next step is to
examine them for possible oconflicts emong themselves. For exsmple: If you
went to expaﬁd your company, and retein close ownership, can you afford to
go without dividends for meny years? Or ere you in seversl different busi-
nesses, 8uch as having one consumer line end one industriel line.

. : Wherever conflicts arise, either some decision must be mede ms to which
objectives ere more importent, or else, es in the c ase where different lines
of products ere to be mede, this division snd its oconsequences must be recog-
rized.

. With the objeetives now clearly stated end reconciled with esch other, it
is necessary to look at the outside world more closely.

ITT Exsmination of Outside Foroes

Since no company cen opereste in m wvesguum, its objectives and policies
must be evalusted in the light of outside conditions to see if they are sound
competitively.

In order to study the effect of past chenges =and possible future trends
in the world outside the compsny, we have divided this section into the followe

: ing ereas:
A. World Conditions:
(1) Interraticnal tensions end wars
(2) Nationelist legisletion abroad
B« Netional Frame

(1) Federal, state end local governments.
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(a) Proteotion by patents and teriffs

(b) Regulation

(e) Direct competition

(d) Taxation

(8) Purchesing for militery end wivilisn use.
(f) Lobbying

(2) Business Conditions

() Cycles
(b) Purchasing Power of the Dollar

Cs Industry and Inter-industry Competition
(1) Technologicel change

(a) Rate of change
(b) Nature of changes

(2) Merket shifts

(a) Location
(b) Habits
(e6) Tastes

(3) Growth of industry

(4) Lebor organizetions end ectivities

(5) Competition
(a) Location
(b) 8ize
(¢) Competitive eppeals and advantages.

In reading the questions below, the main gquestion to be answered in the
end is: Whet are the conseguences of past ohanges end expected future changes

on the objectives and policies of your company?

A. World Conditions

What effect have previous wers had on your coperations? On your rew materisl
supplies? On your foreign market? In what arees of the world asre future wers
most likely to break out? What might be the consequences of e decresse in
international tension? What seems to be the prospect for pesce or war?

How heve your mearkets or raw materisl supplies been affected by the increase
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or decrease of netional trade barriers ebroad? What are the prospects for
freer (or less fres) trade? What effect might developments like & Buropean
union heve? How have changes in the conversion rate of foreign currencies af=-
feoted your compmy? How will! they?

B:. The Netional Frame

What protection have you had from petents or tariffs? Will these expire
scon or be repesled? How does the government rpgulete your business? Price
ceilingzs? Controlled materials? Anti-Trust laws, ete.? What effects have
these had? Will they have? Has the government entered into direct competi-
tion with your compeny? Will it? What did it, or will it do to your industry?
Whet is the trend of income, excise end property taxes and whet are the effects?
Hes the government purchased goods from you in the past? Whﬂttrands'in govern=
ment spending are evident? What influence has your company exerted by lobby-
ing or testifying before government groups? Through publie edvertising? Whet
can be done in the future? Whset alout competing lobbyists such as lebor unionms
or other industries? What will e chenge in Administration mesn to you?

What effeot have past business cycles had on the industry end your company?
How did other similar compenies survive depressions? Whet effect has the
lest ten yeers of infletion hsd on your business? Whet sre the prospects for
future business conditions and the purchssing power of the doller? What will

this mean to your company? How cen you be prepared?

C. Industry and Inter-Industry Competition

What have been the important technological changes in the industry? Of
what type were they? New Processes? New rew materials? What does the future
probably hold? Are other industries developing products thet may compete with
yours? lHow rapid is development in your business? Whet efforts do you meke

to keep in close contaot with technical chenges?
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How have merkets chenged in penersl? Whst trends are there? BShifts in
locetion, such as the westward movement of population? Changzes in habits
caused by changes in living habits? Chenges in testes? What does this mean
for your compsny? How do you knowf?

How much hes the industry grown? Will it grow faster or not? How hes
it grown? Through earnings? Public security lssues? Have companies in re-
lated fields entersd the industry?

What is the history of the labor movement in your compmy esnd industry?
Have you been among the leaders in oppeosing the union? 1In mccepting it?

Whet is the trend in labor relstions in the industry? Will the union inorease
its membership?

Who are end have been your competitors? Where esre they located? Have
they moved? Why? Heve they g rown fester? Is there a dominant firm in the
industry? How did it get thet way? How does it dominste? What edvantages
do competitors enjoy? Nearer markets or reaw masterials? Maessoproducticn?

What seles appesls do they use? Price? Quelity: Service? Will 1t be better
to "follow the leader” or try & new epprosach?

All these cuesticns, of course, will be of different significance to dif=-
ferent companies so that it is impossible tostete sny universsl principle.

It is hoped, however, thast these guestions will help you te test your company's
objectives snd policlies sgainst ohanges in the world around it and to prepare
for whet seems to lie shead.

IV Internsel Limitetions and Assets

In addition to relsting objectives snd policies to the outside world
it is slso negessery to study the orgesnizetion mnd resources of your compeny
to see how it is suited to the etbtainment of your goels. We heve divided the

problem into the following areas:
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A« Orgenizetionsl Structure
(1) Suitebility to produet lines.
(2) Relstive importence of functions.
(2) On orgenizetion chert
(b) In money expenditures

(3) Inter-depertmentel relsticns
(4) Flexibility

Bs Executive Personnel
(1) Executive ebilities erd tslents
(2) Succession problems
(3) Exeoutive burden

Cs Board of Directors

Ds Labor Force

E. Physical Plant

(1) Replegement
(2) Expansion

Fe Credit send Finenciaml Rescuroces.

(1) Benking connections
(2) Stockholder reletions

A. Orgesnizetional Structure

Is the company orgenized in such e way thet widely differing product linss
mey be treated separately? How hes the organizetion chenged with the produect
line?

Which depertments or functions sre most importent to the sttainment of ob-
Jeotives? How importent ere these depertments in the esctual organizationsl
structure? Fow has the emount of money spent in these departments changed es
a proportion of totel expenses. (see Exhibit 1). Have trends in expenses
coinecided with the distribution of effort thought necessary to maintain your
company's competitive position.

What reletionships between depertments or functions are important for com=-
petition? TIs your compeny orgenized to fseilitete such cooperation? De you

have wseful committees?
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Is the orgenization sufficiently flexible relestive to the rate of ochange
in the industry snd to your objectives?

B« Executive Personnsl

Whet telents and ebilities are necessery in the higher executive posi-
tions? How do the present executives compere with what is desired? How many
exeoutives ere "figureheads™. Are any importent depertments hesded by incom=
petents?

How well prepared are you to replace executives who may be lost suddenly?
Have men been brought in from the outside before? Whet attention is paid
to executive development in relstion to the needs of your compeny.

How heavy is the work load of top executives? Are they sufficiently free
to zive attention to the future snd the formmtion of policies? Do ell executives
heve enough work to do?

Cs Board of Directors

Whet do you expect from your Boerd of Directors? Howwere they chosent?

Do their oecupetions beer any reletion to your business, objectives or prob-
lems? Is there sufficient outside representation to give you the advice end
broad outlook you need? Whet partisular sources of informetion, professional
skills, btusiness sbilities end judgment would be of use to your company? Could
you assemble these in a board of directors?

How often does the boasrd meet compsred to company needs end problems?

D« Labor Force

Ie the compeny unionized? Is the industry? Whet is the tremd? How does
this compare with your objectives? Is your compeny the principal employer
in the community? What limitetions result from this?

Wnet chenges in plent and mechinery cen be made with the consent of labor?
Whet hes been the compeny's ability to decresse wages in bed times? FHow has

the labor force been eble to have wages reised in good times?
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. How do restrictions on company activities by the lsbor force affect ob=-
jeotives and policies. Cen you build the lebor reletions you want?
E« Physical Plant

Hes plent capecity slways been adequate? Has 1t been excessive et times?
Can production processes be changed? Cen you change the proportion of products
produced or do you reed new feeilities for thet? Is equipment obsolete? Can
you expand or contraot?

How well=suited is the plant to your business md competitive ability?

To the attainment of your objectives?
F. Credit snd Finencisl Resources

What limitations heve cesh shortages pleoced on you in the past? Are there
any immediste problems of finsnce? How does your finmeiel structure compsre
with your objectives? With your needs for flexibility or for profits?

. How ere reletions with benkers compered with the need for borrowing? Do
your b kers hsve confidence in your compeny? What limitations have bankers
put on you?

Whet has been the sttitude of stockholders to an increaese of debt? To an
issue of common stock? How do stockholder pressures for dividends compare with
your objeotives?

How heve finmolel limitetions of all sorts affected operstions and the
attainment of objeotives? How mey they in the future?

V Reconsideration of Objectives snd Policies

Af'ter exemining ob jeetives and policies in relesticn to ocutside forces mnd
trends and the charscteristlics of your compeny, you mey be better prepared to
judge how pood these objectives snd policies sre, to whet degree they sre
being followed and whet is the best plen for the future. For exemple, perhaps
a line of products hss been teken on to use idle cepmoity but which mctually

requires guite & different selliny method. If & corresponding change in the

organizaticn has not teken plece, it may be necessary to resolve this conflict
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. between product objectives and the ability of the compeny. Or else perheps
you hav; decided that selling emphesis is importent, particulerly edvertising,
but ectuelly total selling expenses may have besn decreasing as a percentege
of total ssles or larger distribubtors merkups may have been granted. FHere
some cholce would be necessary as to whether to enforce the old poliey or
change it to meet reality.
In eny cese, after the usefulness of your objectives snd policies in
competition and their precticebility for your compeny heve been examined,
and some conclusions drawn ms to where wesknesseg lie, the next step is
1 to formulete & tentative list of new gosls end competitive methods and to com-
pere them to whet you expect in the future. Much the seme procsdure as hss
been outlined sbove for eveluating your present objectives would spply to your
tentative future cnes. Essentially the cuestions would be: How well will your
. @ jeotivee fit into the world outside, and whet consequences will they heve
on your compeny's structure, personnel snd physicel sssets? Past oversll
operating results, discussed in the previocus chapter may help in deciding
whet pest pollicles heve proved best end should be reteined et the expense of
others.

The following ochapters concern themselves with e closer analysis of the
functions of the business whioch carry out policies and objectives determined
et & higher level. Two approeches are presented to determine how well speci-
fio functions (e« g+ sales, resesrch, mm ufecturing etc.) are performed. The
first 1s the produet approech which ettempts to pinpeint weslmesses through
a careful study of the product in reletion to its competitive environment. The
second is a method of anelysis of how wellthese functinns are organized and

. how mueh they have contributed to compsny success. Theese functions which are

particulerly important to your compeny's efforts should be given special at-
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. tention. In addition, the policies and sotivities of the wvarious departments

gshould be compared to your broad compeny objectives and policies for possible

ingonsistencies.
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LOOE AT YOUR PRODUCT

A menufaeturer is in businese to make a product; therefore, one extremely
importent wey te eveluete how he is doing is to look at his finished product
and see how it comperes with competition and whether or not it is in line with
the objectives of the compasny that have beem previously determined.

In this context produet mesns more than nerely the product itself. It in-
cludes price, service, and reputstion. It would be artificiel to consider these
elements apart from the product. Therefore, when we sey look at your product
in comperison with competition end the compeny's objectives, we want you tc
look st price, service end reputation in addition te the product.

' This concept of locking at the product has the adventage of evsluating
the results of a compeny. DBy looking at the produet you can get an idea how

&

well the company is performing its principal job of febricating a preduct. In
eddition, if you find that your product does nct compsre fevorebly with compe-
tition or with the objeotives of the compeny, you will hsve & good idea where
to start looking for the trouble. For example, if your product doesn't look
as well as your competitors!, the most logicel spot to start looking for the
esuse of this trouble would be to telk to the person who is responsible for
the design or engineering function of your business.

As we have slreedy suggested, it is importent to look et your product at
the present time. It is elso importent to look et your product aver s number

. of yeers to see the tremnd in its development...How it has rescted to chenges
' in the merket and in ecompetition. Looking et the produet in this light will
reflect the momentum of the company, snd perhaps indicste trouble spots where

. the required momentum hes been lecking over & number of yeers. In addition,
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. it can promote some productive thinking about how your present plens about your
product fit into the future trend of the market snd the future trend in the com=
petitive situstion. A specific exemple of what we heve in mind cen be found
in the Lever Brother's Company's failure to epprecieste the market potential for
detergents in the post war era. They misceleulated the trend of the market in
the mogeptence of this new type of soap product, end consequently their compe-
titive position suffered greatly.

Many menufscturers sre engaged in producing hundreds of products, and may
feel this ideam of looking et the product would be too time consuming to be use-
ful. This will not be the case if the hundreds of products ere broken down into
clesses of products and then snslyzed s clesses rather than es individuel pro-
ducts.

We are including below a list of questions which spell out our conocept of

. looking et the product. Answers to these questions will lead to specific arees
in either operaticnal levels or poliecy levela or both.

A. How does the quality of your product compsre with your competition?

1. How does the looks of your produet compere with your
competition? :

2. How long does your product last compered with your compe-
tition?

%5, How does the cost of operation of your produet compsre
with your competition?

4, Is your product es easily used as your competitors'?
B, How does the priece of your product compsre with your competition?

: 1, FHow does the price compare at all levels of distribution?
If unfavorebly, is their asdequate resson?

Ce
1. Do the right people know the right fects about your product?

2. Cen the right people get your product when they want it end
where they vant it.
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5+ Is the service we give in the aress of delivery, repelr and
advice in line with trade prectices? If not, why?

D. Hes the reputetion of the product or the company affected your sales?
In whet way?

l. FHeave your reletions with different groups affeoted your
product or your operations? For exemple, employees?
stockholders, the community?

These questions will lead you intec a considerstion of the following ereas:

research send development
engineering

production

personnel

purchesing

marketing

We will attempt to evaluate these ereeas in the light of how they affect

the product and further the objeotives and policies of the company.
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RESEARCH AND DEVELOPMENT

Research end developmesnt is pleced st this point in the report because its
results will most likely be shown in the product in its reletion to competing
produots. The degree of emphesis which should be plased in the research acti=-
vity depends upon the esnalysis whioh lesds to the desireble distribution of
effort. This subjeect of how much effort to plece in resesrch is disoussed fur-
ther in the third part of this section.

An snalysis of how well you sre doing in research snd development falls
into two parts: (1) how well you have done in the pest, end (2) the best esti-
mate of how well you mre doing now, end what results cen be expected in the
future. Thus, eriteris are presented to eveluate the pest in the first seetion,
end the present snd the future are considered in the following five sections =
the Research Director, How much to spend, Direction of the Research effort,: Con=-
trol of Research end Development sctivities, and Future of Research in the
Company. Because the fubture effeot of current research setivities is diffiecult
to messure, the yeardsticks in the last five secotions ere more gpuides to ection
then positive indicators.

I Peast Results

Changes (as a result of research activities) in the product line end in the

mapufacturing process relestive to competition are the best eveluetion of past

performance. Several yerdstioks are developed below which willhelp in this
analysis.
A. Whet additions have been mesde to the product line cdue to research sc=

tivities? What additions have been made to accessories or suxilliaries

due to research sctivities.
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. Few additions oould indicate an inadequate research
orgenization or inadequate funds devoted to research.

B. What has been the trend of new developments in your produet line
reletive to competitive changes? Have you been getting more or
less in the lest few ysars.

This trend is significent in that it indiocates whether re-
search is filling its role of keeping your product line
competitive end poinks the way to sotion.

¢. Does your product have wesknesses in certein sreas? (For exsmple,
does the quality of metal in your product have adverse effects on
sales results or menufacturing costs?)

If the answer is yes, this may be en indicetion there is
inadequate limson between research and other activities,

. or thet the r esearch depertment is not sdequate for the
job.

D« Where would you be without research?

Though results may be diseppointing in terms of dollars
spent, the faot you retained your competitive positinn
may be more significent in terms of profits, now end in
the future.

E+ Whet chsnges have been made in the production processes ss & result

i of reseerch activities?
This could indieete a leck of liesson between manufacturing

and research, or that your resesrch organization is not

adegquate.
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. F. How much money hes been spent on research in the psst? Where hss
the money gone = for example, the relation between fundamentel and
epplied research?

All of the preceding five yardstioks heve more mesning

in reletion to the emount of money spent. If the new
products and other developments heve resulted in in=-
oreased sales or profits, = comperison of inereased
profits to research dollers is pozsible. FHowever, re-
teining your competitive position is less easy to
eveluate. Though a comparison of research results with
dollers spent on research is difficult, &t best, 2 know-
ledge of where research money was spent may give a guide
to better operetion in the future. Better results may

. acerue from spending the money in different methods = for

example, more or less fundsmental research.

II The Research Director

The following five sections ere concerned with what you ere doing now as
e gulde to future results. As such, they esre less guentitative end tangible
then an evaluation of peat performeance. In meny ceses, the yardsticks are
iteme which should be considered if research is to be eaffective..- Thus, the
yardsticks are = Are these things being done?

Y The Research Director ococcuples a very important position in the corpora-

tion es far as effective research is conoerned. Through his understending of
netural science snd the men under him, he cen relste technicel disecoveries to
the produect line snd the menufeeturing process.
. A. Does he combine a sound understending and background of natural science
with s commercial bent (am ebility to relete science to the commercial

success of the corporatiocn)?
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. Thie is wvery important because he is the liason betwsen the
crestive scientific men in the department end mansgement
who want profitable results. Further, with these quali=-
ties, he cen bring commercielly sound projects to the
compeny whichmenegement, not as femiliar with techniosl
developments, would be uneble to see.

Bs Is he satisfied with the results of the depertment?

If he has kept in touch with the numerous eetivities in the
technicel world end has seen the results of the department
in this context, he will be snxious for results. Further,
if he has that commerciel bent which wants to translate
soience to competitive business, he will always be press-
ing for better developments. Thus, a sense of urgency

. and a disseatisfeotion with results are things to look for
in your evalustion of the research director.

Cs What are the past results of the depertment under the research director?

As time progresses; it 1s possible to eveluate the director
on a more tengible besis. The results of the depertment
furnish an evaluation of the research director.

III How Much to Eyand

As menticned in the introductinn, the questiom of how much to spend depends
upon the analysis of the importence of research and development. However,
there ere some other consideretions which will be disoussed at this point.
A. Is the advice of the regearch direotor followed?
Much money cean be wasted if the reseerch director's opinion
. is not oconsidered. His knowledge of the equipment avail-

able, the quality and number of personnel in the depertment,
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. and the number of possible P!‘ﬂjﬁ:ﬂtﬂ eveilable might
suggest a different expenditure then menagement might
want to spend.

{ B« Does "every cent have a meaning™?

First, have alternative methods of doing research projects
been evalusted? It might be more profiteble to have
the work done outside the company, by a university,
an institute or foundstion, or an industry-sponsored
project. Or perheps, & project mesy have been done by
someone else at an eerlier date, though no one in the
company is familier with it. Second, are proposed
projects relevant to company success? Perhaps some
could be omitted without detriment to the corporstion.

. In this conneotion, the research director should be
eble to describe the possible results or value of a
project to the company.

C. Whet are the psst results of company research?

Additionel funds ere better advised if the resesrch depart-
ment hes a record of "successful™ developments = those
which have led to ineressed or continued profits through
new products, better produets, or improved manufacturing
processes.

IV Direction of the Research Report

Direction is defined es the perapective mmd information needed to plen
regsearch ectivities. Adeguate direction includes & consideretion of three
. gets of fectors. These factors ere yardsticks in the sense that directionm
gshould be based on a consideration of all three factors. Thes extent they are

being followed is en evaluation of the ™direction™ given to research.
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A. Does research have contect with sales and engineering?

Profitable resesroch projects cen come from suggestions of

sales and manufecturing personnel. It is important the

Research Department have some contect, formal or informsl,
with these depertments.
B+« Does resesrch have contact with trends, forces, snd developments in
the world outside the corporation; speocifically,

l. Outside scientifioc orgerizetion such eas the National Research
Council, Arthur D. Little, Patents Gazette, National Acedemy
of Science, Tniversities, Institutes end Foundetione, Supplieras
end Vendors. You should keep in touch with organization engaged
in research sotivities related to your business. This will per-
mit you to know whet is goling on in the sgcientific world rela-

. tive to your operation snd where to go for certein types of
informetion or to have research studies conducted.

2« Other corporations, particularly those with lerge resesrch scti-
vities and a good record of new developments through research
end development.

This will give you en idea of what to expeot in new develop-
ments whioh might sffeet your operation. Further, you may
be able to develop some sort of cooperative reletionship
with these companies; on e royalty or lease basis, for
example.

Je« Industry sponsored projects and facilities.

These projects will heve a cloge reletion to your operetion,

. being in the same industry. Use of these faclilities may
be more economigel than conducting experiments in your own

leboratories.
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. C. 4. Activities outside the United States
The se¢ientifis endeevors of corporsticns or institutions in
cther countries may be of great walue to you. An effort
ghould be made to loeste those plsaces doing work releted
to your operation.
Cs Does research heve contaet with mansgement?

Manegement (mesning the top ranking of'ficers of the company) may
be more conversent with competitive needs snd can be instrumental
in directing research. Further, manesgement will approve research
approprietions snd may be the determining fsetor in what work
will be done in the research facilities. To this extent, they
are not only providing research direction, but they ere control-
ling the research operaticn.

. V Control of Research end Development Activities

Control is closely related to direction, sinee it 1s seeing that research

potivities mre in tune with your "direction informetion™. Control is considered

et two levels - menagement level, i. e., how does menagement corntrol the re-

search activity; and the Research Director level,

he Menagement level
1. Does management receivs reports on projects and activities?

These reports should explein what the resesrch department
is doing esnd why. They permit mensgement to keep track of
research sctivities end to periodigally evaluste them.
Further, they keep the r eseerch director thinking in terms
of company needs.

. 2. Is there sdecuate manegement conteot with the research director?

This is probebly the most useful type of control over research.
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By questioning the director on new projects, menagement can
determine their relevance to compeny success. Msnagement
oan see whather the director hes thoroughly considered the
project. IFurther, the yerdstiocks of the research dirsector
cen be used in these contects. That is what does he know
about the company needs, how is he relating scientifice
developments to the product line, how does he go sbout
golving technical problems of the company, etec.

What is the reletion of money spent on fundementsl resesrch es
sontrested to epplied reseerch or development?

Manegement (although this could be et the research dirsctor
level ) should control the smount of money spent in funda-
mentel snd in the epplied reseerch field. Size of the
compeany, needs of the industry, and past experience are
several determining fectors. The ysrdstick is have you
thought ebout it.

Whet does manasgement do with research discoveries - ere they
patented, kept secret, lssued on & royelty besis, sre they pub-
licized eto.

Pest experience, industry patterns, government attitudes,
posslibllity of ocoperative reletionships are fesotors which
will a2id e decision. Here egain, the yardstick is have you

thought sbout the possibilities.

Research Director Level

1.

Are the personnel treined and equipped for research in this

compeny?
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. By selection =nd observetion of personnel,ths director can
gcontrol the effectiveness of resesrch., In selection, fac=-
tors such ss their treining, their bsekground, their in-
terests, etc. should be evel uated cerefully, After hiring,
olose observetion of interests end contributions is neces-
HETrYe

2e« Is the egquipment setisfactory for the job to be done?

Ferhaps better equipment is needed. If equipment price is
prohibitive, universities, institutes, or industry spon-
sored projects ere slternstives.

os I8 the stmosphere conduclve to crestive work?

An etmosphere of individusl initietive is very important.
The resesrch director's method of presenting projects

. to his men snd his encouregement to them along lines bene=
fieial to the oompany cen increese the chanoces of success.

4, Does the research diresctor receive reports from his deper tment 7

Individuel reports can help the research director keep
treck of what each of his men are doing. In most orgeniza=-
tions, personsl contact is possible, end is usuelly desir-
able. The reports have a more useful funetimn in thet they
make the men write down what he is doing and how it will

help the compeny.
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ENGLNEERING

This section will be devoted to continued product development and to the
fusuall engineering functions of tool planning and design, inspection, and
maintenance as they contribute to the product.

I. Quality Im’i irovements

=

t may be possible to measure the contribution of the engineering funct-
'\-.._.

H

|-ul|-

on to the gquality of the product in severgl ways. The important things to
measure are, (1) how well the consumers!' wants are being filled, (2) how well
they are being anticipated, and, (3) how well numbers one and two are being
done comparad to competition, #hile the sales figures and their changes re-
flect product quality to a large extent, so many other variables awe reflected

4= % 4 =

in sales that some measure is needed wmhich points more directly to the design-

ing and inspection activities of the engineers

One yardstick is the rate of complaints and r

il.'l

rate compared to previous years! rates would indicate how well the inspect-—

I:-II-
£

ors were dﬁi:‘lﬂn their jobs, or now good the inspection system is, or both. Eval-
uating complaints and returns in terms of secondary uses of the product is also
important,

An important part of keeping such a record would be its effect on keeping
the design and inspection men on their toes about complaints and keeping a
steady flow of information from the sales department to the engineers, This
flow of information is very important and it is necesscry to determine whether
or Lot it 18 being accomplished.

The existence of such a flow is a good sign of feonsumer—mindedness"” on
the part of the engineers, and indicates an ability to react quickly to new
consumer needs, Lhis, in turn, leads to another measursment of this part of
engineering performance:

‘hat significant improvement in the product quality have been made in the

past year (or other period) as a result of s (1) engineers! ideas, (2) customer
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& sugzestions, or (3) other influences (eg. competitor's ideas)? The rumber of

improvements as & result of engineers! ideas would measure To sSome

consumer suggestions would indicate the abdility o respond to fill

s 1
= |4 1] l‘:

'H.-'-“I-I-l‘lz-— L

ngineers ability in anticipating worthwhile changes, “hanges resulting from

a2 nead, In

maryy compamies it would be extremely difficult to draw a line between original

thoughts and consumer suggestions so the figure would have to be combined to

be meaningful. It is more useful to look at the importance of the

suggestions

than at the number received, because your company is interested primarily in

how much advancement has been made in improving the quality of your product.

ne of the principal aims of preoduct improvements, of course,
prove your competitive position. Some measurements, therefore, of

i3 to ime-

quality

improvement compared to what your competitor is doing are important, Two use-

. =} L Y. j - L™ 1
ful vardsticks here would bes

; A, How many significant product improvements in the past yvear {(or other
. period) did a competitor introduce shead of us?
Be How many significant advantages exist in compstitors products wlhich
w2 have not vet adopted?
the first of these two questions gives some measure of how your company's
engineering department compares to your competitors!', The second gquestion
would be of some use in leading to an investipgation of why the competitors
still had such advantages and why they are not incorporated into the company
products.
IT1. Froduction Cost Reductions
A second major function of the engineers is to lower the cost of pro-
ducing the product by changes in design that make it easier to assemble or
macihine or less costly to buy materials, Some of the measurements which apply

1 this area are similar tc those discussed above, Other guestions that may

Fe T ] -

lead o &n appraisal of the cost reduction efficiency

i ‘. w

part™ment are listed below,

A. Wnat significant changes have been made in your product in
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vear (or other period) to lower preduction costs?
' Then, if applicable, more specific questions could be asked in the areas
of material and design changes.

Be Vhat changes in material or design resulting in lower production

costs have been made ahead of o by competition? On how many were

Ce Does the engineering department kesp the purchasing department inform—
ed as to potential changes in raw materials that might be made?
D. What changes have been made in design or tools as a result of advice
from the production department?
Productlion men's suggestions about design changes for ease of manufacture
and for tool ilmu.".r{;i,,i;;-rm are extremely important, and it is useful to see hLow

will these suggestions are [lowing from the production men to the engineers,

: similarly, the purchasing men's suggestions about sources and prices are im-
portant, and here too, it is useful to see how well informati-n flows between
Lhe engineecrs and the purchasers.
What changes in production cost have been made possible through the ef-
forts of the engincering department?
iids 18 a yardstick which would tie 21l of the above cost reduction
measurenents into one., Lhis figure might be compared with a previous year's
figure or with 2 good guess at what the compatition has been able to do from a
look at their products.
I1T. Department Cost
Heasurement of the cost of operating the department and its wvarious parts
* would seem most logically done with the accomplishments of those parts in mind
‘

In most compamies there should be no reason to expect that results should be in
direet proportion to money spent so that such exact ratiocs gs number or improve-
ments in quality of product per dollar are not meaningful. However, there should

be some relation between the expense of the various parts and their accomplishe-
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ments. Thuas the vardsticks that would be most useful here
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1V. lNew ldeas, General

Wnatv contributions have our company's engineers made to
and to engineering soccieties, and what literature is read rem

! In mais

ibenance, inspection, tool design, anc

."l'l

' are very important and these new ideas depend on the men
in evaluation of the men in the department will give a good -

how well the engineering function is geared for the future.
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MANUFAC TUR ING

Introduction

Logicenlly following a development of yerdsticks to meesure the product is
a seotion such ss this devoted to methods of determining how welli!this product
is being made and how much it is costing to meke it. To answer these questions
fully it is necessary to bresk down the srea of manufacturing intc three
seetions. The first of these is purchesing. This might be construed to be that
pert of the menufaoturing process thet is done outside the company's own plant.
Next will be e discussion of the production process itself. Coneluding this

: area will be e section dealing with personnel, the people who use the machines

and equipment to produce the product.

There ere & few yardsticks thet can give a qulok measure of the adequacy

. of a company's menufaecturing orgmization es outlined asbove.

l. Mhet is the trend of costs of poods sold over the yesrs? This iz one
of the best overall measures for 1t sums up the totsl menufecturing effort both
with respect to purcheases, meschines, and men.

2+ Hes the guelity of the product been meinteined et the level that is
desired by menagement? An honest enswer to this ysrdstick em f requently show
whether a saorifice hes besn mede thet hes not been intended or fhnt has gone
unnoticed.

3. Has the mepufacturing depertment delivered its productinn on schedule?
This can serve as sn indicetion of how well orgenized the depertment is azs well
e8 giving an ides of the competence of the manaperiasl people in this segtion
of the company.

. 4. Does the manufecturing division have plens to cope with incressed costs

of labor, meteriels, or a grester or lesser smount of production? Frequently,
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the division is so concerned with its deay-to-day problems thet it does not
plan what action it would taske under changing conditions of the type d escribed

ebove,

These very reneral verdsticks will serve es en introducticn to this section
on menufeoturing. The following more specific ideas in esch of the three areas,
purchesing, productlon snd personnel will serve better to pinpoint the measure-

ment of the job being done by the menufecturing group,
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PURCHASING

I Quality
Iff the quality of a plant's output is not up to that of competitors, or

: to what the menagement of the plant would desirse, one cause mey be the meterials
used. To the extent that specificetions of meterisl come from elsewhere, the
buyer is relieved of responsibility beyond meeting these specifications.: That
this letter is important, however, goes without saying. Meeting specifications
ig the single most significant tesk of the industriel buyer,; after, snd only
efter, its eccomplishment cen price, service, etec. be considersd.

The yardstisk by which performance in thies erea is best meesured is the
products Is the product up to competition in eppearsnee? In length ef life?
In servicesbility? The enswers to these questions constitute an importent
yerdstick of purchasing performance. These can be found in numercus ways: tests,
simple observetion, customer sppralsel, 211 can snswer, st least psrtially,
the question of whether the purchesing department is doing its primery job
satisfactorially.

The other side of this esrea is the question of "overguality"™. High
quality is usually available if the purcheser is willing to pay enough for it.
Such a method of stteining it, however, does not fulfill e ﬁuyar*a responsi=-
bility. Thus the cuestions:

Is the quslity more than whet is needed? Could s chesper materiesl do the
job equelly well? For example, cen grey iron be used instead of the present
steel?

Yardsticks for determining the snswers to these cuesticns sre diffiocult

. to put down specifical ly.

i They lie rether in the observetions and impressions of those who ere in
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a position to observe buyer relations with engineers, with suppliers, buyer

elertness ete. While sttempts csn be made to messure these things numerical-

ly with yardsticks such es number of suggestions, length of time suppliers are
. ! reteined, ete., these ere often unsetisfeoctory. Unless looked =t agasinst a
beckground conteining considersble "know-how", they will be meeningless.

The considered opinion of & competent men is the worthwhile yerdstick
with which to judge metters of overguelity. And heving this men is, at least
in companies where this erea is important, in itself a yardstick of how well
menagement is performing.

11 Qu&ﬂtitz

Getting the produocts out is the prime reeson for a factory's existenoce.
Feilure to do so to the optimum msy or mey not show up in costs, but it will
be detrimental to the company nevertheless. Such feilure mey sometimes be

. tra;:ed to the leck of the proper meterisl when needed, snd in turn to those
regponsible for stdcking such material. Although the ressons for such heppen-
ings mey be wegue end diffieult to trace, preventing re-ccourence is often
importent enough to justify the sttempt to do sc.

Is time lost in production due to failure in purchesing?

The yerdstick for determining the snswer to this guestion is complicated
by its epplicaticn to other sreas of the operaticn such as eectual production.
These yardstiocks take their form in keeping track of work stoppages, slowings,
reschedulings eto. Thelr application to purchasing comes from tracking down
the reasons for such occurences snd knowing thelr ceuse. When this cauvse is
the buyers' negligence, poor plenning, or leck of aggressiveness, forceful
action is indlcated.

In times of nstionasl peril the smount of materiels %o a plent ere often

reguleted end output must suffer. The guestion then becomes: 1Is the buyer
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agerressive and elert in sugpesting substitute meteriels, loceting scarce goods,
expediting delivery, etc.?

Whether such is being done to the utmost is wvery diffiocult to judge, It's

not so herd to tell when it's being well=handled, but very diffiocult to judge
when only a feir job is being done. In these difficult to messure arees the
feelings and sttitudes of operating departments concerning the evailebility
of materiel snd the job being done on mekling it eveileble probebly ccmprise
the best verdstick of buying performence when more exsct statisticel 'messures
are not aveilable (end they seldom are ).

ITI Cost

All Material Cost

Any buyer of material who feils to give a greet ded of attention to get-

' ting es reasoneble a price as possible is falling dowm ont he jobs Other con-

' siderations mey override, but the conscioushess of price hes to be there. It
can oost a company too much in excess material gosts if it isn't.

Is the purcheser teking advantage of the price fluetuations end the swings
in market price constently teking plece in the cnmmn&ities impoertant to the
eompany?

While this cuestlion is often mesningless due to company polieies requir-
ing a fixed smount of inventory on heand at all times, it is nﬂjerthﬁlﬁaﬂ of
greet importance to many compenies, ® matter of life or death to some.

Cheeking up on costs of meteriels which have.a given msrket price can
often be mogomplished by comparing the price paid with the price st the time
the meterial poes into production. This is usually done with some kind of

/ verience socount end shows up bad end zood guesses in the raw meteriesls merket.
Irngluded, of course, must be such things as storage costs, freight sevings

. from large guantities, ete. ©Buch a yasrdstick cen prove very velusble when used
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with disﬁrﬁtinﬂ, that iﬁfWhEﬂ uged so it does not cost more thesn its worth

end does not encourare speculetion through toc high premium put on 2 plus

performance.,

Where such a system is too much trouble a2 simple spot check of pripe being
paid vse merket price is a worthwhile device for seeing thet the buyer is not
needlessly being teken on goods which have & pretty definite market price.

Is the purcheser taking edventage of swings in the priee of goods which
do not have e specified market pricel

Many of the systems used in answering this question revolve ercund e com-
perison of prices being paid with those formerly psid (some kind of en equal-
izing index often being used to compensste for chenging price levels). Spot
checks ere slso sppliceble in meny ceses, either comparing price peid with

: price evailsble, or merely checking on the number of prieces considered in choos-
ing the finel one. Applying such yerdsticks is compsratively simple; it 1is

L

the choesing of them thet requires skill end discretiom. There must usuelly
be genuine feeling for whet 1s zoing on then e yardstick ecen be epplied to find
if the feeling is correct. When this is done, the results ere often reveal ing.
For exemple, ®» check by = large buyer of results obteined by employees who
negotisted prices vs. results obtained by those who acocepted the first bid
revealed considerebly better performence by the latter. Coneclusion: DNegotie-
tors not goods HResults slse ere not often of the type that is ceught by a
genersl yardstick. To give such & yerdstick for generel applicsticn in this sres
would not be & wise thing to attempt. Whet is importent is to have someone who
can and does define ereas where a yerdstick might be profitably employed.

' B. Costs of Waste Disposal

Is waste and sersp being disposed of efficiently?
. The snswer to this question is very importent to smsller ecompenies. For

some it hes meent the difference between profit end loss. The yardstick often
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uged, dollar smcount or tonnage of scrap seles, is not generally too good. This
is beceuse the figure veries ms much with efficiency and amount of produstion

es with efficiency of disposel,

Better yerdsticks ere found by the enswering of the questions, "Wes a good
price obteined?™, ™Wes =1l the sorep disposed of?", and "Are we missing an op-
portunity for grester returns by not modifying the form of the sorep slightlyt"®.
Spot checking is = wvalusble check. A more walueble one would be e yardstick
for judging the ability and slertness of the men or men who are deing this job.
The srea is not so complicated as to meke this diffiecult for most menufacturers.

Cs Cost of Performing the Buylng Function

Is the expense to the company too much for the accomplishments of the buy-
ing funeticn? Whether or not the purchesing depsrtment is worth the money
it's getting 1s difficult to determine es it is for most other functions of a
. business. FKeeping it withlin reesoneble bounds usuelly cen be fairly setisfae-
torily eccomplished by the use of budgets, by compering present costs with
past costs. Someone will heve to do the buying of meterisls, no metter how
bedly this is performed, snd this will ceost meney. Whether doing the job badly
this yesr costs more then doing the job badly lest ye=ar does not constitute
the crueisl problem, which is improving the job being done. It 1s, however,
of interest to kesp the costs under control end such gedpgets as orders processed
per dollar of expense snd the budgets, eto. mentioned above sre often useful
es 2 merk to shoot et. Thet these yardsticks meesure only = small portiom of
Euying performence is not widely enough recognized, snd often the pennies
pinched here cost compenies money in the long run.

IV Amount of Invantﬂrz

Is too much inventory being cerried?
Although it would be essy to insure esdegueste supplied of mesteriels, and so

avold the problems discussed under "gquantity”, such gbrectics is elweys costly.

Harvard University - Baker Library, Harvard Business School / Manufacturing Course student reports,.



i3

The Department of Commerce estimates the cost of cerrying stooks comes to
eround twenty-five per cent of the velue of the material in inventory. Storare

cost, hendling costs, investment cost ete. thus meke it important to keep in=-

| ventories et a rezsonable level,

Yardsticks of performance igﬁhia area are divided into two parts. The
first snd most diffioult of these is the evaluating of the decision on what ip-
ventory levels should be. It will involve & value Judgmert by gomeone ass to
whether specified inventory levels are sufficiently teking into consideration
the ebove menticned cost feotors es well ss cost of buying in verious guenti-
ties, delivery time, obsolescence and the rest. As in many other areas it
will come down to & decision as to whether thers is = good man in charge of it,
a man who gives the considerestions menticned above and others there due weight.

Once the wvelidity of the smounts specified hes been assumed, the tesk in-

. volves more definite and eesily epplied yardsticks. "Bogies™ not %o be exceeded
can be set up and checked for conformity periodical ly through glencing at the
figures, counting the inventory or by whetever mesns fits the situation.

V The Future

In buying, e#s in other functions of a business, there ere many intengibles
which, though not messurable in firure or other specific yardsticks sre of vital
import to continued success. They have to do with looking et the future, evelu-
ating its likely course, the company's preparedness for this course or others.
Although the most difficult to obtain, snd the hardest to judge these yardstioks
ere the most important. As in other aress in the company their recognition and
eveluetion is probebly the single most important job of the top executive,

Consideretions which sttempt to eveluste how well the purchesing d epsr tment
is set for the future ere given below.

A, Relatianshipa with other Departments in the EmmEanI

Is purchesing "Crestive™?
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"Oreative Purchasing”, the situetion existing when meterisl buyers are

working with end werking well with seleamen, engineers, manufecturers ete. 18

a fine thing to have. It is diffioult to tell when you heve it or if you have
. enough of it. An obvious leck to an outsider observing the plent may be the
normal situation to the on=the-spot executive. The men who is used to this ef=
fective looseness in his orgenizetion may not understsnd the visitor's wonder-
ments That this tends to be true mekes the evalustion on one's own situstion
the more diffleoult,

Much may be lesrned from the mttitude of one department to snother. If
the producers are heertfelt in their belief that buying is being well=informed,
it is probsble thet such is the cpse. If the men who do the purchesing ere
eware of the major problems of the producers esnd engineers, the chences are
thet a pretty good job is beiny done in helping solve these problems.

. Be Inventory Levels

Heve purcheses been just lucky in having enough meteriels on hend in the

pest?

Although it mey not heve shown up in work stoppeges or higher costs, it
is alweys possible that the purchesers were just lucky in heving it weork out
thet way. Close shaves in getting meteriels in on time, while not detrimental
in the past, mey not bode well for the future. A few pood bresks lsst yesr
may have hidden negligence end chence teaking which the proper yerdstiek esan
revesal,

There ere meny simple methods. Assuming that some minimum inventory levels
heve been set,the simplest mey be a simple exeminetion of how well these mini-
mums have been observed. How much did key meteriels fgll under these minimums?
For how long 2 time were they under? How many small orders were necessery?

How meny rush orders? Questicns like these mey be e great help in determining

&y P
~ whether the buyers have been screping by on a wing end e prayer end so jeopar-
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dizing the compeny's future operations.

C. Supplier Reletionships

Do we heve good suppliers? Are they friendly to us? Do they went us to
succeed? Do they give us advice? |

Choosing snd mainteining relestionships with suppliers is one of the cases
where = buyer can most essily hurt or help his company., To insure getting
goods of the proper guality in proper quantity et & reasoneble prige at the
right time snd place both now and leter on requires very prest attention to this
ares.

Are such quelities es competent menasgement, financial strength, integrity,
productive cepacity, technicel ocompetence, pood lebor conditiens, reasoneble
proximity etc., sought end, so far as possible, attained?

The enswer Yo such cuestions can be best “ound in exemining the past
. regords of companies from which the purchesing department has chosen to buy.

By this 1is meant their psst records in desl ing with us end their records as an
indicetion of thelr possible future behavior.

Questions to be enswered in deciding whether our suppliers are doing a

good job must inolude the following:

1) Do we get suggestions from suppliers? A good supplier is = fine po-
tentiel source of velueble informastion. The smount of help they are
giving us 1is 'e measure of both the edvantsge being teken of this
source &nd of relations with supplliers in genersl.

2) Are promises kept? The answer to this question will provide s good
indieation of what to expect in the future. If s supplier hes
trouble doing what he says he will do when times ere good, he is

. very likely e bad risk for the tough situstions that may lie aheed.

Quentity speelificatione, time of delivery; performence in all these
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areas, while possibly not meking my difference to present opera-
tione, mey indicete thet we heve a bed supplier or a supplier that

doesn't cake . about us.

3) Do suppliers help us out in rough situstions? The potentisl importence
of the ernswer to this question nesds no elsborstion. If the answer
is "yes", releationships with suppliers have essumed the s tatus of
an inveluable property. If it is not, something remeins to be
atteained. This may be the most difficult area of sll in which to
achieve results.

It 1s often found thet out of sheer inertie, purchesers will stick with

e supplier long after better deals from slmost eny point of view have become
aveilable. A periodic questioning of esch mejor supplier's spot on the buyer's

' list of'ten provides the best check on this sort of thing.

. D Are Future Materisl Shorteges ete. foreseen?
If the buyer of meterials cem foresee materiel situstions ehead which are
likely to prove importent, he is a valusble men. Yerdstiocks with which to
Judge this man must primerily rest in the judgment of his awereness and the
record of his past performance. As in so meny other sress the individual man

will determine the messure of sucoess, snd thus the yerdstick of potentisl suo-

oess is the personel evalustion of this man.
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. PRODUCTION: -

I Cost of the Manufacturing Funetion

"Are our manufsoturing costs high, low, about evereget"

There is probsbly no numericel enswer to this question. Meterial costs,
overhesd costs, lebor ecoste, measured in totals and then held sgainst the
emount of production will provide wvaluable clues eg to the quality of the
job beilng done in menufecturing. HReturn on investment, output per worker are
elso widely used. To be of welue such overall messurements as these must be
compared with past performence end with competition. 8Such yardsticks are ex=
cellent for showing, in e general way; a) How e plant is doing.

b) The urgency of the situetion,
Thue they cen give csuse for gladness or sorrow, but further examinstion will
alweys be necessary to determine if a good job is being done.

Two elements thet will heve to be considered in pinpointing trouble spots

in the cost conaiderations of the sotuel rmranufescturing ereas are:

(1) Over-ell yerdstiocks (see beginning of this section)

(2) Deteiled look at Equipment, Materisl, Lsbor esnd Overhead

Equipment

Menaging equipment will be alweys influentPalfl on & compeny's cost picture.
Whet hes been suiteble in the pest may shortly become out of dete s regards
logation, ocepecity or flexibility. Thus a continuing attitude of ecuriosity
is vitel for the menager of a factory. GSome of the questicns of which a manager
must be continually eware ere outlined below. This is not mesnt to be s uni-
versally appliceble list, but is rather en indication of the kind of things
with which the men who runs e faetory must be always concerned.

. A. B8hould ecuipment be reloceted to consolidete it for better:

(1) Work Centers?
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(2)
@

(3)
- (4)
(8)

(6)

Materials Hendling?
Work flow from previous operations to subsequent operstions?
Grouping of equipment by products?

Utilizetion of buildings so es to relesse buildings for
cther uses? |

Utilization of operstors' walting time?

Bs. Are more units of eguipment needed:

(1)
(2)

To hendle orders?

To handle produetion from previous operstion in order to re-
duce over-all time of work-in-process and eliminete bottle-
necks in producgtiont

C. Is the cepeeity of the equipment adversely effected:

(1)
' (2)
. (3)
(4)

By small orders: Should such orders be handled on speciel
equipment end segregated from regular production?

By too meny set ups?

By performing experimental work which better could be done
elsewhere?

By engineering specificetions or restrictions which do not
take into suf' ficient acococunt the charscteristies of the
mechines involved?

De Does the scheduling of cepaoity of the eguipment reduce the over-sll

turn~-over of work-in process of products mede on it?

E. Is equipment idle, and if so, is it because of:

(1) Obsclete equipment; cost too hiph?
(2) Weiting for materials?
(3) Mechenicel breakdowns?
(4) Meintensnce delays?
(6) Poor meterial hendling?
(8) Other ressons?
. F. 1Is present equipment effective when opersting?
(1) Is it in good condition? Cen it be speeded up? Should it be

rebullt?
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. (2) Should it be replaced?

(a) Are better mechines sveileble?
(b) Whet sevings would result?
: (¢) Could it be used elsewhere in the compeny?
(d) Could products msde elsewhere in the company
be made on these maochines?

Ge« Are hendling prectices =5 good as they could be:

(1) As regerds bringing materials to the equipment, handling
it there, end moving it on to the next operetion?

(2) Are distance over which meteriasls are delivered more then
seems commensurete with efficient operestions?

(3) Are other possible methods of handling meterials to, at, or
from the equipment possible?

(4) Could the size of the runs be changed to simplify handling
methods, reduce the number of set-ups, result in larger
runs, end so reduce cost?! If so, whet seving would result?

He Whet sefety hazards sre involved in opereting this egquipment?
(1) How cen they be corrected?

. (2)

Are there possible fire hazerds connected with operating
the equipment?

I. Is produetion adversely affected by improper lighting, heat, working
conditions, eto.?

Materials

The proper hendling snd processing of the raw and semi-finished meterisls
is witasl teo successful operation of your menufseturing compsny. The man or
men in cherge of this srea must be constantly on the alert far-imprﬂvements.
The best wey they can do this is through the ccnstant asking of questicns of
themselves or others which will reveal deficlencies or lead to improvements.
Some of these questions ere given here. Each plant will have s list of its
own thet will beasr investigation, end it is hoped thet this list will suggest
the ones which ere not specifically enumerated.

. A. Are specificetions being well-employed in that s

(1) Stendards sre commensurate with getting the meximum output
from & given smount of materiels?
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. (2) Specificetions have been laid down by the time the meterisl
comes inteo ‘the shop.

(3) Materisls have been inspected to see that they have the
required specificetions before wvelusble work hes been
wasted on them?

(4) In general, specificetions do not necesserily result in
lower production, larger inventories, higher scrap, etc.
than should be the csasel

Bs Is materisl procured for production so thaty

(1) It is not drswn unnecesserily often in smell quantities,
thus inecressing handling?

(2) It is resdily mvailsble for processing es it is needed?
C. Is the possibility of materiasl substitutions kept in mind end done
when savings will result? Are materiels stored end handled with
due regerd tos

! (1) Size, loestion, end asdequecy of storsge areas s regards
the smount and type of meterisls stored in them?

. (2) Employing best possible methods of moving materisls out of
raw meterial storage areas into production snd out of
production into work-in-process storage areas (inelud=-
ing the possibilities of more extensive use of power
trucks, pellets, stock bins, spegiel wehicles of wverious
types, belt, overhead, esnd floor ecnveyors, tote boxes,
eta.?)

De Is serap used es e clue to possible ereas for improvement?
(1) Are serap records supplyins informetion es to s orap source;
i. e. whether meterisl or worker seems to be responsible

for e screp rete which is out of the ordinery?

(2) Is sorap reported regulerly and promptly snd the responsi-
bility for it sssigned to the department responsible?

(3) 1Is enough inspection employed to catch soresp before a
great smount of costly work is done on it to no purpose?t

(4) Would the installetion of incentives reduce sereap enough
to meke these worthwhile?

E+« Is sorep disposed of et a good price?

(1) Are modificetiors in ite form which might increese its sale
— price kept in mind?
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. (2) Is as much es is precticable selvaged for use in the plant?
(5) 1Is sorsp which is not useable disposed or promptly?

% Lebor

Although most of the questions in this peper eoncerning lsbor asre dis=
cussed under the heading of personnel, the meximum wutili.ation of this labor
is of great importance and is the responsibility of the men who runs the plant.
Continuing attention to sueh questions as these are necessary if he is to
achieve this goel.

A. Are lncentives possible of application whioh would boost the output

per worker?
(1) Would such incentives be worth the cost of installation?

(2) Are such incentives sccepteble to the workers? The union?
If not, why not?

B. Are there possibilities of combining or chenging operetions so as to

& )

(2) FHave done outside the plent operations which might better
be performed elsewhere?

Eliminete operaticns?

(3) Heve a set-up man do this kind of work when such would effect
sevings?

(4) Have unnecessary operations such as unpecking, cleaning, etc.
done before the material getz to the cperator?

(6) Elimineste the operetor's heving to wait for meterisl?
Cs Is there provision mede for not heving produetion suffer through ab=-
sentees or treansferees? Hes the cost of this been in line with past
benefits received?

1 Ovarhead

A. Could overhead cost be reduced or service improved through:

(1) A greater degree of mechanization?

. (2)

Other possible better methods or better equipment?
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B. Are the meteriels and supplied used:
(1) Of the proper size and kind?

(2) Heve the emounts used varied significently end, if so, is
the reeson known?

Ce Cen eny present services to the various departments be eliminsted
without effeoting the quantity or quelity of production?

D. Can waste of present services (such as light, hest, wster, power,
ete. ) be cut down or eliminsted?

E. Whet other suggestions seem feasible as a way of outting overhead
costs?

The quelity of the job being done in keeping manufacturing costs down will

be in direct proportion to the quelity of attention piven questions like these.

How well ere such guestions being ssked, answered, soted upon? The meesure=
ment of this does not edmit quantitetive yerdsticks for meking finel judgments.
For the most competent men mey not be sble to make =& good showing, either
trend=wise or gompsred to competition, if the compsny set-up limits him.,

Thus the over=ell yerdetick must consist of s combinetion of numerical in-
dicetors slong with judgments of the man doing the job. This leeds us to non-
cost consideretions of the menufeecturing eres.

II Non=Cost Fectors in Production

The considerstions in this eres of production sre of =a éamﬂwhat different
nature then the preceding ones. They are intended to stimulate thinking about
how well the production srea of your compeny is set for the future.

A. ls the production organizetion of & flexible neture in terms of such

things as defense production, verying production retes end product
mixes? A good orgenization should be eble to edapt itself to

chenges that ere not outside the realm of poesibility.
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Do the mensgement members of production keep informed of new ideas
end chenges through trade publicetions, econventions, vendor seles-
men, ete.? It is felt thet e good production department will at
lesst be aware of the pogsibilities in new mechines snd systems
thet cm be used in the company's menursecturing plent.

Is there & penereslplant etmosphere of cooperstion between workers,
foremen, end different secotions of the productlion department?

Does the department have good reletions with the seles, purchasing,
personnel, esgoounting, ete. departments?

How do the compeny's methods compare with its competitors? This can
be en excellent messure of how well you are doing with respect to
the rest of the industry.

Has the operating level of your plant been setisfec tory over the
yeers? This cen serve ss &n excellent zuide as to the amcouracy
of the forward planning done by the company snd perticulerly the
production depertment.

Is the pleant and equipment in & well-meintained state?

Hes the compeny been sble to introduce techneclogical changes with
accompenying worker scoeptence? This yardstick meassures a very
importesnt area of production. If the correct climete ocmn be de-
veloped, freguently it is possible to hasten this type of chenge

thus inereasing production effleisncy.

In meny of the ebove ceses it is possible to reduce the question to cost

saleuletions. However, it is thought thet by pointing out these erees before

they become hidden in costs e more useful purpose would be served.
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PERSONNEL

The establishment of yerdstieks for the messurement of the personnel de-
partment of e company is & diffioult job. Once sgein, it is not eesy to iso-
late important aress that might be adjudged to be wholly within the redm of
a particular subjeot, personnel in this cese. Nevertheless, an attempt will
be mede to sufficlently delineete sections of this sree so ms to meke the pro=
posed yardstioks usefuls Personnel will concern itself with the selection and
tralning of workers, safety, wage end sslery administration, promotion end
tranafer, eollective bargaining and lebor reletions, morsle, md several other
fectors of e miscellaneous neture.

In the personnel aree certein overall beslec yardsticks will be proposed
which are intended to convey s generel picture of the effectiveness of opera-
tions in this area. Their very broadness induces them to overlep into other
areas. However, much of this will be eliminated when a more thoroupgh bresk-
down of the subject is made. Five generalyardsticks will be proposed followed
by & more thorough breskdown.

1) Produetion records with respect to costs end quality. This em be a
very general indicetlion of how good the workers are. These workers
will heve been secured supposedly by the personnel depertment.

2) Turnover rate, Both the ebsolute rete end a comparison with previous
performence should give some indicetion of whether the workers in
the plent are satisfied with their jobs.

3) Has the depsrtment been ssking how it cen help out? Viewing the per-
sonnel ereases & service funotion, hes it actively been trying to
aild the other sections of the compeny?

4) Is there a genersl feeling of whet might be termed "good morsle" in
the company? Frequently the personnel depertment hes the means to
make effective suggestions thet csn 1lmprove reletionships within
a company which will result in improved morele.

As can be seen these ysrdstioks are genersal in rature and lesve meny

questions unanswered. The more specifie yerdsticks in esch of thesections of
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. personnel should enewer meny of these questions.

I Selection

The first section of the personrel ares wlll desl with the funetiomof
. selecting the proper people for the job. The mejor and probebly essiest yerd=
stick to find ia:

1) How did the workers seleoted turn out? It is felt that the ultimste
end of the selection process is the result produced in the form
of s teady worker on the job.

2) Quit rete during the first month of employment. This cen give an indi-
cetion of how well the personrel depertment is choosing the people
thet it hires.

3) Foremen end supervisory eveluation of new pecople supplied. Consider-

ing the personnel department es e service funotion, one measure is
how the people it is supposed to serve feel sbout these new employees.
Are they satisfied with them?

4) 1Is the depertment eble to get the right type of people at the right
time and at e reasonsble price. This would indicete to some extent
if the department had kept intouch with the loocal lebor merket as

. well as how effective it was in its job of procuring people for the

EOmpAany.

5) Length of service of employees. This could be a finel messure of
whether the persornel depertment is picking people who will stay
with the compeny.

8) There sre & few other items thet might possibly be used, that might
not be considered strictly yerdsticks. Under this heading would
come such things es, 1s the depertment using employee tests to
determine the sptitudes of new workers?

" | TrsininE
The next eree to be discussed is that of training the employees af ter they

heve been selegted.

1) How are the trained employees doing on the job? This yerdstick is es-
sentislly the ssme es the first one used in messuring the effective-
nesg-of the seleetion process.

2) The judgement of the line supervisors, treinees, and personnel depert=-
ment on the treining being given. It is thought that each of these
groups is in eaposition to meke significant comments upon the train=-

'. ing progrem.

3) Are new training methods sought by the depertment? It is felt thet
for a depertment to perform well in this srea it must continually
be on the lockout for new methods of training people.
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4) Do the suggestions turned in by the workers indicete a laeck of train-
ing? Poor treining might sppear in the form of suggestions that
do not refleot as complete &n understanding of the job es should
heve been provided by training.

5) Costs of treining:
a) Extre pey to those who do the training.
b) The scrap rate among recently trained people.

o) Length of time spent by treinees in eechieving = normal level
of output.

These yardsticks should indicete on & trend basis whether the per=-
sonnel depertment is improving in the performance of its function.
III Safety
It is essumed that this eareas is under the jurisdiction cof the personnel

depertment and this department hass sutherity to enforce safety regulstions.

1) Lost time acciderts both with respect to frequeney snd severity. Fre-

guently these will result from feulty training or a lack of enforoe-

. ment of sefety regulations which esre within the orovinece of the per-
sonnel department.

2) Safety check-ups. Does the department periodicelly inspeet to see
that reguletions are being enforoed?

2) Insuresnce retes - These provide the best clue to how safety conscious
a plent is. What has been the trend of these rstes for the plent?

4) Does the plent heve s reputetion ss = safe plece to work among the
working foree snd the community es s whole. Although this is not a
solentific ymrdstick it is importent that the compmy not be con-
sidered s dangerous plsee to work. .

5) Sefety criteris used by insurance compenies. These can serve as en
indicstion of how safe the company's instelletinns esre in each part
of its plent.

IV Wege end Salary Administration.

Much of the meterial in this srea will be affected by the collective bar-
geining sgreement if one exists in the company.

1) Is there en orgeniged planned progrem in this area? Without such a
. progrem it ie possible for pey sceles to beer little relation to
one snother. Oftertimes merit reting and or job evaluation ocm be
& help in this area.
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2) Comperison with community end industry rates. Is the company's
scale out of line with these other measures compared to where the
company would like to be i. e., if it adopts a policy of pey ing
going rates for the community, is it setuelly paying this rate?

3) Do inecentive systems sccomplish the job they were set up to do? Fre-

guently these systems are set up and run elong with very little
thought being given to whether or not they ere performing their
supposed funcotion.

4) Grievences in this srea? A trend in the number and/or type of griev-
ences in a cgertein direction esn indicate & poorly plenred wage
prog rems

§) Do the white coller sslery scales bear some relation to the factory
weges? There hes been an alerming trend to forget sbout this
member of the compeny.

YV Promotion and Transfer

Once egein the existence of a collective bargeining egreement may be a
major limitinge feotor upon company policies.

1) Are vacancies filled according to whet the company wents? This would
include the necessity or desirebility of going outside the eompany .
It might =lso touch upon the fect of whether the compeny hed tied
itself up in an unworkeble fashicn in its union econtreect,

2) Anslysis of grievences. Onge egain this osn provide a resdy yardstick
upon the effectiveness of the promotion snd trensfer scheme of the
COMPENY

3) Are the promotions end trensfers plenned? Lack of planning end coordi-
netion, policy=-wise, can jeopesrdize a smoothly running orgenizetion.

VI Collective quﬁgining end Labor Relations

Probably the most importent aree of persornel todesy im e large shere of
Americen industry is thet of labor reletions. The effects of unicn-company
relationships can spell the difference between success or failure in meny
cesess. MAs such, it is important thet yerdstiocks be esteblished to meessure the
type of job being done by the company in this importent field. As has been pre-
viously the osse meny of these measurements will overlesp with meterial already

covereds Nevertheless, they will alsobe set down here in order to make this

section complete in itself.
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6)
7)

8)

The number and type of grievences. This is probebly the best single
yardstick for determining the health of s compeny=-union relation-
ship.

Level of settlement of grievarces. It is thought that the lower the
level of settlement the better the operation of the grieverce pro-
gedure. In some instances, this would not be the ecase such ss whers

a specific company policy dlotated e higher level settlement of all
grievences.

In its negotietions does the union understand the compeny's position.
Frecguently, troubles arise or are prolonged beczuse the union is not
fully awere of the position of the compeny. The reverse of this
might also be true in some instaices.

Are the leaders of the unicn representetive and good? The company
through encouraging its employees to attend union meetings can some-
times indirectly =2id in the selection of responsible union leader-
ship, In meny ceses only 5-10-15% of the union membership will attend
union meetings. This group tends to be more militant then those
thet stey at home, and hence oan sdversely influesnce compeny=-union
reletions in e manner thet is not truly representative of the think-
ing of the entire union. It is thought thet if the company eneourages
pertiecipation in union effairs on the part of its unionized employees,
better end more responsible union leadership might result.

In conneotion with its union setivities especimlly, end perscnrel
function in genersal,does the department cortinually and sutomstically
get relevant informatlion concerning other firms in the area, other
oompanies in the industry, and other plants orgsnized by the same
union? In order to deal intelligently with sn international union
the company must be esware of the union's setivities in other areas
in addition to being familier with the neture of other union opera=-
tions in its own geogrephical section.

The number of man=deys lost throupgh strikes or walkouts.

Qutside appresisals: What does the:
&« local union
be internetional union
c. ocommunity
de menegement teem outside the personnel department
e, industry

think of the compsny-union relationship? It is importent theat each
of these groups have a good opinion for the sucoessful functioning

of company-union reletionships depends in lerge measure upontheir
attitude.

Does the personnel depsrtment head call in outside people snd esk them
to eppralse the job beinz done by the company? Outsidse, completely
independent, viewpoints cen show the compeny a great deal, especielly
since they will not be confined or biesed in thelir thinking es the
other groups might be.’
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. 8) Is ell relevant information furnished to line people? It is importent
thet the line supervision know whet is coming next in this aresa.

10) 1Is the company able to get its foremen by promotlion from withim at
the worker level? Thers can be great pressure from uhion members
that keeps union men from getting to menegement levels.
While these yardsticks mey not include eall phases of lebor reletions, they
should provide the answer to the general question of how well'the company is

doing inthis area.

VII Morale.

This term can teke on & number of meanings, most of them highly subjective.
However, it is possible to meesure the sttitudes of the workers towards msnage-
ment .

1) Actusl surveys. If the company can afford it, surveys of the workers
oan reveal whet they sre thinking.

2) Termineting interviews. A good indication of morale can be found
here where pecple are under much less pressure to color theilr
ANSWOrs.

3) Absenteeism, terdiness, and turnover. These can serve as good indi-
cetions of the genersl seriousness of purpose of the working force.

4) Do the employees contribute to the suggestion plan?

VIII Miscellaneous

There ere several other factors of m genersl neture that might also be con-
sidered whenmeasuring the job being done by the p ersonnel department.
1) Does the company hawe a recreation program?
2) Does the company heve & house orgen?
; 3) Does the company have & medicel program?
4) Does the compsny have an insursnce program?

5) Is the compeny sble to sucecessfully get informetion to the renk and
file end does the compeny know the feelings of these workers?

. 6) Are srnuel reports givem to employees?

7) To whom does the personnel maneger report?
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MARKETING

In this seetion the report deasls with many of the merketing considerations
of the produot. The product is esssumed to be in line on a gquelity and utility
besis with the objeotives of the company and mlso either equal or superior to
competition on 2 quality and utility besis. The product epproach is followed
through by esking these two questions sbout the product.

l« Do the right people know the right facts about our product?

2. Cen the right people get our product when they want it, where they

went it, and at the price they ere willing to pay?
These two questions will bring out the adequeoy or better yet, leck of ade-
queocy in the compeny's promotionel progrem, chennels of distribution, prieing
policy, and balance of all t hese fectors. These questions once azein suggest
peths of thought to the presidentjthey do not immedistely give him & plan of

action.

The first question "Do the right people kmow the right facts sbout our
product?" includes the advertising snd promotionel eonsiderationa. Advertis=-
ing end promotion ere to a large extent intengible end extremely difficult to
messure, but this does nct meen thet besio prineiples do not operste in the
planning of an sdvertising cempeign. An increase in sales is thé usual ob=-
jeotive of the advertising cempeign, but due to the meny variebles which are
in the ssles progrem sn inerease in sales does not necessarily mesn thet ead-
vertising has been effective. It is for this reason thet the components that
go toward meking up the immediste objective must be judged =-- the immediete
objective being to deliver a message to the consumer. Therefore this section

. will be divided into 5 perts.
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1) Logie of our advertising program in reletion to our ssles progrem.
2) Ability of our edvertising egency to handle our account.

3) Considerstion of competitive efforts.

: 4) New product promotion.
§) Cost in relstion to results.

First == Logic of our advertising program in relation to our sales progrem.

Is our advertising progrem sound in reletion to our product and the rest
of our marketing progrem which includes chennels of distribution, prieing, the
use of selling foroe, etc. For example, if we have distribution only in large
cities, do we use netional media which would be wested on people who couldn't
possibly buy our product?; or do we use local media?

Second == Ability of our advertising sgenoy %o hendle our account.

1) Does the egency come up with new clever idees for promotionel schemes
and sales campalgnt

2) Does the sgency seem interested just in lerge space mmd time cherges

or do they really help out in the entire seles progrem. TFor
example, do they make up point of sele displey items, hendbills,
gtce?

3) Does the agenoy cooperate well with our Advertising Menager? Are
they extremely herd to telk to: or are they merely s rubber stamp
on all company ideas?

4) Does the agency have the feacilities end personnel to handle our
asccount. For example, do they have sn adequate copy, research,
art, medis, end new idea department. Has their personnel had ex-
perience in our Field?

. 5) Are they growing and eaggressive or stegnant and losing s coounts?

8) Ar&.the advertisements effective? Are they being reed, heard or

seen by the right sudience? Places to check on your eudience ere
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. listed below.

Broadosst Measurement Buresu, Inc.
270 Park Avenue , New York City

C. E« Hooper, Inc.
10 East 40th Street, New York City

RADIO Nielsen ERadio Index
500 Fifth Avenue, New York City

The Pulse, Inc.
110 Fulton Street, New York City
TV N. Co Rorabaugh Company

347 Madison Avenue, New York City

Starch Magazine Resdershilp Service
420 Lexington Ave., New York City

MAGAZ TNES Advertising Research Foundation
11 West 42nd St., New York City

( Megazines

( Newspepers

( Trans. adv.

( Form publica=
( tions

( Business papers
| Weekly pspers

F

OUTDOOR Traffic Audit Buresu, Inc.
ADVERTISING 60 East 42nd St., New York City

Third == Consideration of competitive efforts.

What ere our competitors doing that we eren't which might be used effective-
ly. Are sources of their plans, advertisements, and promotions ocoming to the
Advertising Depertment end Advertising Agency constantly?

Fourth == New product promotion.

In promotion of amew product, do promotion plans get distributors, get
the product into the stores, and get the consumers to try our product,
1) Are we pretesting new products in special areas to test product ac=-
ceptance, snd to test various prometionel plens sc ess to know
which way ie the most suitable to our product?

'. 2) 1Is our timing well planned?

%) Are premiums, deals to wholesslers, contests, clever displey aids,
publieity stunts, ete. used effectively?
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. 4) 1Is edequate distribution secured before the promotion begins?
5) How close are our asctuasl promotion results to our planning?

: Fifth == Advertising costs in relation to results.

The advertising costs which include spece chargss for newspepers, mega-
zines, end signs; time cherges which ineclude TV end redio, agency services,
ert work, displays ete. must be meesured in reletion to results.

1) If we have incressed our edvertising budget to hit an immediste ob-

jective, such as more readership per advertisement, did the re=
sults merit the increase? Heave advertising inoremses paid for

themselves with increased geles.

2) Do we seem to be getting our monmey's worth in our sdvertising budget.
Are our edvertisements effective. (See Seection II, 5.)

3) 1Is there any place in our advertising budget where we sre wesak,
where an incremse in funds seems necessary?

4) As neer es we osn judge, ere we doing & good advertisimg job in
A relation to our best mensged competitors for es low a percentage
of the seles dollar?
. 5) Hes the emount spent on edvertising varied widely over last yesr as a
percent of varieble costs. Why? Is there eny other place whers
the money might be spent more wisely?

The second msjor consideration "Can the right people get our product when
they want it, where they want it =nd et a price they are willing to pey?" In-
cludes three arees of merketing. These are personal selling, cheannels of dis-
tribution, snd prieing.

Personal selling involves the responsibility of providing sdequate menage=
ment snd menpower properly treined snd motivated. These ingredients are neces-

. sary for the success of any sales progrem. Therefore, due to these necessities
the function of personel selling hes been divided into: (1) Sales effectiveness

of the sales force, (2) Quality of the seles force. (3) Morale of the sales

force. (4) Cost of seles force in relstion to results.

'. First == Sales effectiveness of the sesles foroe.

o 1) Is our sales force large enough? Could we inerease profits by increas-
ing our foree? Are any of the territories too large for present forece?
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6)

Is our sales force selling to the profitable share of the market?
Are any of our branches uneconomie?

Do we need & missionary seles force? engineering service men?

Is our sales foree producing results? Are they meeting end exceed-
ing thelr quotas?

Are there sny potentiel merkets for our produet which we have over-
looked?

Are the selesmen making the ceslls which have been plenned for them?

Segond == Quality of the selea force.

1)

Third ==

1)

2)

2)

Selection and Traininﬂ

What methods do we use to select the salesmen?
Eow well do these methods seem to work?

What training do the sslesmen get?
Treining in menufacturing of product?
Treining in selling of product?

Do salesmen know the product? Do they know ite main esppeals?
Its technical adventages?

Morale of the Sales Foroe

Quotas

Are we using budget, buffer, or incentive guote systems? Why?

fre men dissetisfied with system beceuse they can never meet guote
or are gquotes too easy so thet seslesmen don't push the produet?

How ere gquotes revised? How often ere they revisedf What is con-
sidered in revision?

Are gquotas mede on all product lines?
Does sales forece recelve informetion on seles promotion sbhemes, etec.

GnmEansatian

Are we using salary, commission or a combination of both. Why this
method? Does it sppeer to stimulate men into meeting quotas?

Are sslesmen satisfied with this method?

Is compensetion adapted to entire sales jJob?

Is length of service by men considered in compenseation?
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. 5) Is promotion stressed as an incentive?

6) Is it our policy to give better than average compensation? Why?

Fourth == Cost of sales foree in reletion to results.

- Cost of maintaining a sales forece include salaries of the salesmen, com=
missions of the salesmen, commissions of the brokers, traveling e xpense of

the salesmen, entertainment by the selesmen, etc.

1) Has seles expense as & per cent of sesles inoressed over lasst years?
Why?

2) Do our best mamaged competitors eppeer to be getting comperable
seles results with less sales expense. (percentage-wise).

In order thet a product be in a position to be bought by the cohsumer
within the normal course of the cornsumer's buying hebits, the correot channels
of distributior should be used. The product must more smoothly md profitebly
from the memufecturer's hends to those of the consumer. There mey well be

. meny channels of distribution but the one to be sought is the one which gives
the greestest profit potentiel. Ease in the consumer's getting the product,
cost of getting the produet from the end of our production line to the con-
sumer, service in siding the consumer, comperison of channels with those of
competitors, and reletionship with distributor are the areas to be discussed.

First -~ Ease in the consumer's getting the product.

1) Through whet channel or chennels sre the consumeres used to buying
products of this kind? Are our channels similer? Why not?

2) 1Is there any plsce our produet could be sold that it isn't? Why?
Any new uses for our product?

3) Does the distributor cerry sllied products to fill out the line?
' 4) Cen our distributors extend suffieient credit?

5) Can the middlemen carry sufficient inventory of eny product?

. Second == Cost ﬂf‘__aatting the product from the end of cur Erﬂductiﬂn line to
: the consumer.

1) Where is the product offered for sasle where seles, service, or pro=-
motional efforts are uneconomic.
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. 2) Whet is the difference between our selling price snd the price to
the consumer? Is this cost changineg es & per cent of seles? Why?

3) Heve sales cost per outlet chenged? Why?

Third == Service in esiding the consumer.

1) How many steps have been teken in the psst year to cut down on delivery
time?

2) How have we improved the advisory cspacity of the salesdepartment.
(i. e« enginesring service) in the past year?

3) How fast sre our compleints adjusted compared to lest year? Are
compleints on the downtrend?

4) Dpes the middleman have adequete service facilities for my product?

Fourth == ﬂqgggriann of chenrels with those of cDmEstitﬂrE-

1) Why is our distribution system dif ferent from our competitors? Does
he offer the product enywhere thet we don't?

2) Do present outlets provide advice to product users as well or better
then competitors?

. 3) How many outlets do we have oompered to competitors?

4) Is the guality of our outlets equal to that of our competitors?

Fifth == Relstimnah%ﬂ with distributor.

1) Does he setively promote my line?

2) Will he price according to my wishes?

3) How importemt is my product to the middleman?

4) Does the middleman cooperste (i. e. promotionel stunts end displays)?
5) Are we keeping him informed of inventory chenges, priecing, ete.?

6) How often do we see him to get his ideas on the sales pioture?
(Very importent to 2 feshion menufecturer.)

The pricing of a product depends primerily on two elements=--competition
and cost. Prices must be in line with your competitors; therefore a thorough
knowledge of competitive priaing struotures is essential. Prices should also

'. be established so that they will cover ell costs and allow the menufacturer

- e feir profit margin. The most importent questions on pricing are:
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1) Is your product priced ccmpetitively?

2) Are your fixed and variable costs being covered?

%) Do your prices snd discounts el low & fair profit to distributors?
Are eny of your distributors st a competitive disedventege among
themselvea due to your policies? Why?

Coordination of the elements of the marketing program.

We have suzgested wvarlous ways to attempt to eppreise the different ele-
ments of the merketing phase of a memfeeturing company. But more important
than looking at the individua elements as entities within themselwves, is look-
ing at the merketing progrem es a whole. Only in this way can we judge the
edequacy of the emphssis end the consistency smong the various perts.

Our task is to snswer the question:

What 1s the best wey to epportion emphesis in the different areas of

marketing in order to meximize dollar seles?

The first step in anawering this question is to consider the amount of

funds thet are evellasble for this purpose. The evailable funds will be a funec=-

tion of both the financiel position of the compeny, end the doller emount of
gross margin thet will be avalleble from future ssles. WNo realistic spproach
to the marketing problem cen be taken unless the money thet is available to
play around with is elways kept in mind.

The second step is to try to develop & "feel" of the merketing problems
that face & partioular product. This ocen best be done by considering the buy-
ing habits end the buyins motives of the consumers end then attempting to fit
our product into them,

A list of sugrestive questicns whieh will eid in the determinstion of con=-
sumers buying hebits and motives is glven below.

‘. 1) Who buys my produet? Does anyone influence the purchaser?

= 2) Where is my product bought?
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2) In what sizes is my product bought?
Would the buyer prefer other sizes?

4) 1Is credit necessary? If so, is it supplied?

5) Is & guarentee necessery? If so, is it supplied?

6) FHow importent is the first purchese of my product?

7) How much dsliberation is exeroised before my product is bought?
8) Are there any bisses sgainst my product?

9) How does my product stand in reletion to my competitors'?

10) What need does my produet f1ll?

11) How importent is this need?

12) Whet does the oonsumer wesnt to know sbout my product?

13) What price range will the consumer be willing to purchasse my product?
Is the priceing of my product competitive?

14) Is a brend neme importent in my product? Cen & velue be built inte it?%

This list ie= not inbended to be & panacea for marketing, decisicns, but 1%t

is designed to stimulate productive thinking ebout what mre the eruciel problems

of marketing our product. The true srt of merketing comes in assigning relo=
tive importence to the snswers of the questions, end then designing a merket-
ing progrem accordingly. The only yardstick to eveluete the marketing program
(other then looking et sales results as we alresdy have) is to appreise the
logic behind it in terms of the relationship between the product =nd the con-

SUMET «
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ACCOUNTING

The Accounting Department hes two functions:

A. Bookkeeping = the control of the flow of funds
B. Report writing - the eolleotion end prepsretion of statls-
tieal informetion to mssist others in eerrying out thelr

jobts more effectively.

The following questions, while nct entirely appliceble to £l1 compenies,

will give mssistence in deeiding how well those funeticns ere being performed.

I Eﬂﬂkkﬂepiﬁﬁ

1)

2)

What do the externel esuditors think ebout our system?

Do they think the system is edequate? How many mistakes do they
uncover?

Do they meke construotive oriticlams? If not, why not?

How meny complaints heve we been getting?

From our suppliers? From our workers? From our ocustomers?

How does this compare with the pest? With the overall volume?

How many inwolces ere we turning out per worker?

How meny bills are we peying per worker?

How much inventory do we hsve per inventory clerk?

Whet does the povernment think of our tax statements?

Do they meke many correotions? Does their silence indicate we may
be paying too much?

How promptly are our statements prepmred? How often are they pre-
pered?

How up-to-dete is our krowledre of our cssh position?

Whet hes been the trend in the pbove considerations?
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. II Record Fiuepinﬁ

1) How satisfied sre others with the reports they get?

Are the reports prompt? easy to use? relevent?
Are comparisons essily eveilable? Are trends epparent?
Is there duplicetion of reports? Cen reporte be combined?
2) Are all reports being used?
Does the sccounting depertment know for what they are belng used?
3) Does the departmert offer suggestions? on new reports? on better
orgenization of present ones?
Does the department accept suggestions?
4) How pood has forecasting been in the past? If not good, why not?
How acourate are the budgets?
: 5) Doee the compsny know its costs? By departmﬂﬁt? By product?
. Does it krow where varietions asre? If not, why not?
In eddition to knowing how well the functions ere performed, it is elso
importent to lknow how much it costs to perform then and how well they will be
perfcrmed in the future.

I1I1 Costs

1) How does total cost compere to the past?

Hes inoreased volume mesnt proporticnel sccounting cost ineresses?
Refer to questions under A=3.

2) Whet cost or lesbor saving equipment has been instelled?
What does the chief smeccountsnt know sbout this equipment?
Why hesn't he instelled 1t?7

IV The Future

1) How much does the chief scocountent know sbout the operations of the

L) .

compeny?
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2) How well does he understend the present accounting system?
Does he know the best way to pgo ebout getting sdditionel Informaticn?

%) Does he get eooperetion from other depesrtment heads? Do they go to

him for informetion?
Does he ssk them what he omn do to help?

4) How much does he know about other accounting systems? about other
compeniea' reports? sbout newer methods? ebout new machines? 1Is
he trying to improve the system?

6) Is there snyone in his department who ocen tske his place?

86) Are there indispenseble people in the department? Is importent in=-

formation carried in somecne's head?

Harvard University - Baker Library, Harvard Business School / Manufacturing Course student reports,.



-72m

SUMMARY

OQur system for enslyzing e compaehy can be summed up ag follows:
l. Teske a quieck locok tec see how well the compeny is doing.
2« Examine your chjectives in relastion to esch other end to the external
forces snd internel forees which may affeot them, At the seme time
consider mejor polieies in this light.

Lock st whet your company is produeing. How does it compsere with your

[ -]
-

competition? Fow does it compsre to what you want?

4, Heving highlighted wesknesses by step 3, then exemine the areas respon-
sible for them by the use of the wvarious questions given for the dif-
ferent esreas. Through this kind of eralysis, you will be sble to dis=-
gover whare the weak points snd strong points sre snd how these affect
your overall operations.

This peper has been designed to point up trouble spots for the top execu-
tive. The ultimate decisions for sction must be left up to him. At the present
time there is nc formule for correct sotion, the attempt to determine such a
formula would be m worthwhile topic to explore, but is beyond the scope of this
paper. If we have sucoeeded in highlighting sourees of trouble in your company,

we have schisved our poal.
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