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tion should constitute a complete business state-
ment.

This statement should set forth not only the
financial facts of the business, as ordinarily deter-
mined by the certified public accountant, but also
such data as indicate the true position or condition
of the enterprise, measured with reference to a
“standard risk” and the average for the industry.

The several factors taken into consideration,
both financial and managerial, should be weighted
and a single index number for the individual busi-
ness evolved. This index number should express
the position of the individual concern relative to
the “standard risk” and be comparable with a sim- \
ilar index number for the .industry.

In other words, methods similar to those em-
ployed by certain established agencies (such as’
Robert Morris Associates) in the analysis of finan-
cial statements and determination of financial index
numbers should-be applied to the entire business
and to the industrial group to which it belongs.

In arriving -at a credit decision such an index
number could-be applied to determine the factor
of safety present under conditions stated by the
balance sheet, which, as sugges;%etl above, should
conform to the requirements of the method of
meagurement employed.

Plotting successive index numbers in the form
of a logarithmic, or rate of change, curve will tell
at a glance the story that bankers and credit men
have for so long tried in vain to read in the con-
ventional financial statement.

, As stated in the program of this meeting, the
subject under consideration surely raises the ques-
‘tion, “What are the earmarks of 'good manage-
ment?” Answer this question and you will have
answered the question, “What constitutes a good
crfedit risk?” It should not be difficult, then, to
establish a standard basis of comparison and a
workable plan for measuring the individual busi-
ness enterprise with reference to such a standard.

Another very important question that must be
answered is, “By whom are the data essential to
such measurements to be collected, and by whom
are the measurements to be made and presented
for theinformdtion and guidance of the credit
man?” Without entering into a detailed discussion
" -of the questions appearing upon the suggestive
forms prepared by the Joint Committee, it is
obvious that the management of the concern under
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consideration cannot be depended upon for all of
the answers, nor, can the credit man be expected
to turn his office into an analytical laboratory. It
appears to the writer, therefore, that it is, a job
for the independerit industrial engineer, working in
conjunction with the certified public accoyntant
and with the same professional status.

Just as the accountant prepares his financial
statement from an analysis and interpretation of
the financial records of the business, so must the
engineer rely to a great extent upon' the written
records of the business.  Will they tell him what

he wants to know? In but a few cases they do not.

It seems, therefore, that the business which would
maintain adequate lines of bankipg and mercantile
credit will have to maintain an adequate set of
books designed to supplement the financial records
and to give information essential to proper evalua~
tion of its management.

The executive responsible for the management of
the business, having ' before him properly con-
structed daily, weekly, and monthly reports drawn
from the financial and managerial records, will be
in a position to so shape the affairs of his business
that it will grow to conform to standard.

It has been a long time coming, but the day is
surely approaching when the conventional finan-
cial statement will be looked upon as but one of
the details of the industrial statement. Running
true to form, management will put up a stiff fight
against any movement designed to turn the spot-
light upon the inner reaches of what it may be
inclined to'consider its private affairs.- The honest
man, however, fears not the truth.

In the writer's humble opinion the subject of
this meeting is without doubt the most important
step ever undertaken by the Taylor Society. Al-
though I do not feel qualified to speak for the
National Association of Credit Men, I am confident
that they likewise can cite no achievement of
greater importance, nor as potentially far reaching
in effect upon industrial economics in general and
the credit situation in partjcular. .

Person.® It has been asked why this

is called\ a balance sheet, Certainly it does not
¢ resemblance to a financial balance
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tical columns to the right of the items,
headed “Good,” “Fair” and “Bad,” for instance, one
could compare the ratings of the various vital ele-
ments of management and form a judgment Whlch
would represent a net balance of values.

Mr. Wall raised the question, I believe, whether
such a management balance sheet adds anything
to the financial statement. His own subsequent
remarks concerning pre-construction work gave the
clue to the answer! A new enterprise without
a financial record .must,be appraised as a risk on
some other basis than financial records. The best
basis is its organization set-up and its equipment
for good management all along the line, from deter-
mination of policy to detailed operations. A concern
which has a long record of financial success may
well be judged on that record alone so long as
industrial conditions remain normal. But in times
of depression it must be judged on some other
basis. Then there are always doubtful accounts;
firms which have in the past had a good record
but which seem to be slipping. Here an appraisal
of management will be of great service in making
a credit rating. '

Another question was whether the credit men
could use these balance sheets. I know that it

HAVE . discussed a subject in which I

am greatly interested, namely the possible

effective forms of international co-operation and
in a purely speculative manner pointed out some
ways of developing such co-operation which seems
to be worth exploring. All my views on this sub-
ject are based on my conclusion that the highest
degree of co-operation that we can give to an un-
stable world must start with continuous stability
at home for all important social groups. So far
as may be consistent with this primary object, we
should in every feasible way contribute to the
stability of the other great industrial, nations of
the (wérld.
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takes a great deal of skill to go through, an enter-
prise and ‘secure in a short visit answers to such
a working sheet as has been presented here. As
was suggested in the preliminary text the credit .,
exccutive of the larger concerns could ask the in-
dustrial engineers of these concerns to help them
make appraisals. Groyips of small enterprises could
combine and spread ztl;he cost of such a specialist.
Or a regional group of the National Association of
Credit Men could maintain such a specialist on its
staff for the service of its membership and build
up central office records of management capacities
of those firms in the region that are doubtful risks.

I will go farther and say that I think it perfectly
possible for any credit executive to learn ‘enough
about the “earmarks” of good management to be
able to use etu;%y'n balance sheet as a supplement to
ents.

The contact of the Taylor Society with the Na-
tional Association of Credit Men in working out
this meeting has been very stimulating. I believe
this first step will result eventually in something
of mutual benefit to engineers, general executives
and credit men. I want to thank the National As-
sociation of Credit Men for co-operating so heartily
with us this afternoon.
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. l What we need is effective and ration-
aIly forQS}ghted leadership culminating in. phil-
osophically sound planning. On the question
whether we obtain such leadership from Amer-
ican business, the fate of capitalistic civilization
may well depend. Moreover, we must remember
that even plans made through such leadership will
be dangerous if the leaders lack a philosophy of the
problems of business as related to civilization or
fail to develop the modes and habits of thought
necessary to the rational foresxght required in &
changing world. (Wallace Brett Donham, Business -
Adrift, pp. 164-165. See “Comment” on page 45 of
this BULLETIN.)




