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str’uckedtthe perspns involved how to put the decision’

into practise. ‘ i
I havé in mind another case where there was a ques-
tion of the regyflar delivery of a very large number
of small parcelsf whether this could Dest be.done by
the firm’s own|wagons or by contract. The same
procedu re, as aljove desctibed, was followed. In this
case it was decided to deliver by contract, because they
- found a contractor’ who was already covering. the
ground|to be cpvered. and could make the deliveries

at very| little additional cost to himself, and, after in-
' clivding| a substpntial profit, at.a lower price than the
firm cotld makd the deliverjes with their own wagons.
In another cape the question arose whether to manu-

facture| certain| articles or have them manufacturedi

elsewhere in a flant especially equipped to produce the
article in quesfion. The decision finally turned om
the fact that thf only actual cost to the firm that dould
‘be- saved by hayving these articles producéd elsewhere
was the direc{ wages involved. The concern hap-
pened' to have(plenty of floor space and .power and’,
the necessary ¢quipment, which'it was: not otherwise
using, whereaq. the outside concern did not. Ewven
though, the ‘outside concern had better - facilities, by
the’ tirﬁe it wolild have added overhead expenses and.
a profit, its prjice would have been considerél(ly; over
the direct payfoll of the concern in question plus a
substantial proffit. : oo
. You may sgy that these questions come up in every
_ business and there is nothing different in what I have
suggested from what is done.in every other case. I
« think, however, you will find that in the majority of
cases decisiorfs of this kind ‘are made on insufficient
facts; at leajt, that has been my experience. The
point I wanff to make is that the ordinary executive
who is requjred to make l"'deci‘sions ustally has , not
+ the disposition or time for getting the facts, and
therefore mdkes his decisions on insufficient informa-
tion. If hefhas a methods man who has no right to
make| decisigns, the methods man must necessarily, to
. justiﬁy his fosition and in the interest of his own ego,
dig up a bofy of facts which will almost automatically
protect the| executive and therefore the firm against
an tnwise [decision. '

Essentials of Control Meth6d§

" While i is not practical in a brief talk to give as
much det!'l as I should like, it-may be worth while
to view sqme q‘f the fundamentals which should under-
lie.all control methods. |
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ing classification should be coordinated with résponsi-
bilities.' If you buy a peck of apples, peaches, pears
and oranges, ‘and they are délivered mixed in one
basket which is obviously short measure, you ‘have no
way to know in which fruit ‘you.have been short-
measured. Likewise, if the costs incurred under vari- -
ous responsibilities are, mixed under one_accounting
classification, though the total cost. may obviously be
too great, you will have ’nb way to know with which

executive’ the question of excess cost: should be taken,

up. Costs should be subdivided and ¢lassified accord-
ing to the different .persons in a position to affect

them. Then, if a cost is too high, you know with |

whom to take the matter up.

I have in mind a case where 4 certain branch of an” .

industry was not paying and ‘the owhers werd almost
on the point of discharging the manager. However,

when we came to classify costs according to the per-" -

sons in a position to’ affect them, it soon became
apparent that some of the largest items of cost with

which his branch had been charged were absolutely

outside his control. 5 _
I had an amusing case in connection with a large
dairy -eompany. The costs of the cowbarn seemed

high. “When we cdme to analyzing these costs into :

terms of responsibilities, we found an item for re-
moving manure which the superintendent of the cow-
barn said he had nothing to do with. When the item
was put under his control, it was soon transformed
into a credit representing what her received through
the sale of the manure in excess of ‘the cost of its
removal. ’

Costs may and ‘should be recapitulated through sta-

tistical methods according to ‘commodities, functions,

services, etc., but the official records of the company
should be and should remain in terms of responsibili-
ties. Every account, so far as responsibility for it is
concerned, should be synonymous with some indi-
vidual, and no individual should be charged with the
cost of anything outside his control.

Like things should be recorded alike at all times in
all branches and departments of an enterprise.’ No
executive, not even the president of the company,
should be allowed to make exceptions’to this rule;
otherwise you might as well ‘save the trouble and ex-
pense of cost records. 1 had an experience not far
from here which illustrates the advantage of keeping
accounts in comparable items. There were some thirty

distributing branches of the concern in question, and
: . . .
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when the expenses of all'jof thege brz(nches had been '

Teduced to comparable items ‘and the items expressed
in terms of percentage of branchsales, and when
each branch had been informed of its own figure
the best figure, and the-average figure of all the others;
there was some lively voluntary scrambling to reduce

' pxpel}ses on the part of those who had items sub-
- stantially abové the average. The work involved in

standardizing the classification was very little and the
annual saving ran into tens of thousands of dollars.

One soinetimes thinks that there can be no advan-

tage throqg'h keeping comparable accounts in differ-

ent plants®and branches where conditions are differ-
ent. Experience proves quite .the .reverse. It is not
at all uncommon that the planf which you think should
Pe cheapest on a given item is the highest. Handicaps
in any given particular very often stimulate effort,
and on the other hand, favorable circumstances very
Sften .Iull to sleep. ‘The very obviousness of differ-
énces in conditions often serves as an incentive to the
persons with a handicap to bring their costs in har-

]' mony with those of the other branches.

I must not fail to emphasize the fact that nothing
can be gained by keep{ng records, no matter how well
the.y, are kept, if one ar two of the top executives are
going to keep them under their hats. I have already
»said that you cannot control anyone. On the other
hand, you can educate, stimulate and help everyone.
Stimulation is the all important factor, and I know
of nothing so effective as accurate compeﬁtive records.

. The higher you go in the organization, the ' more
g effectiveé competitive records aré.” The comparison of
even such items as rent, storage, delivery, 'etc., per

dollar of value, even thqugh weights and bulks are

. different, will often be more stimulating because of

the very differences which must; necessarily exist. A
. . s !
search to find the occasipn of large differences will

often uncover elements of costs\.which can be elimin-

ated. Coinparison stimulates an ego interest—an op-
portunity for recognition among one’s peers.
Another basic principle, applicable fo all methods
so far as I know, is the adoption of a unit system—
like bookshelves and “filing casesi. as it were. Depart-
mental operating reports should be like unit book-

shelves. Each should be 'separately complete, yet uni-

form with the others in its major characteristics.
They should be summarized in:terms common to all
so that a list of these summaries added together will
cgnstitute a complete report for the concern in ques-
tion. By 'this method i§ is pos;}sible, if the result is

'
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unsatisfactory, to go back through the unit reports: ‘
anfj definitely locate the units in which thetrouble
.e'x:sts'. Assuming that the accounting “classification
is in terms of responsibility, you will have 1o troible -
in knowing the exact individual with whom a matter
should be taken up. . ‘

[} . i i
The Importance of Budgets

The budget is fundfmental to an effective control. -
In ‘brief, the ‘budget is nothing more or less than ‘an
estimate; an estimate is nothing more or less thar a
standard ; and a standard is nothing more or less-than "
a measure by which we are able to judge results
achieved. Otir forefathers were content to bathe in '
a pan with a‘bucket of water and a sponge, and the
only reason. we are not content to do the same today
is the standard which has been sét-by porcelain bath-
tubs and'modern plumbing. We all know to how
much trouble/one goes to get a nice bathroom in these
days, or a nice motor car. We must not delude our-
selves into thinking that this is chiefly because of
their convenience. The real reasori is that they have
become established as standards by which to measure
success. If we take the same trouble in making our .
budget that is taken in making plumbing fixtures and’
motor cars, and give the budget the same recognition
and prestige as constituting:a standard, we shall find -
the same effort on the part of all the members of the
organization to meet its standards as they now dis-
play to get good plumbing and good motor cars.

Let me warn you as an executive against making ;
the budget yourself, or against having the accountant '

‘or any one else make it; you had as well not make it

at all, because the person who is expected to meet its
standards has only to say that you have left something
out or made an insufficient estimate. On the other
hand, if the budget is made in terms of the account-
ing classification and each item is determined by the
person in a position to affect it and no charge can
be made against the budget item that this same per-
son has not approved, you will find that you have an
automatic control. Of course the methods man should
make the budget iri the sense of controlling the items
in which it is mage, its form, and finally the rewriting
of it, but the fighres should be made by the various
persons in a‘pos?itioq to affect them." : :
Budgets sk‘loul be flexible—that is, in terms of -
fixed and variable costs—so as to enable the making
of a forecast' under the same conditions as actual. re-
sults are achieved. What is the use of making a




