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MANAGEMENT TECHNIQUES: A PRESEN&ATION

24 January 1964

GENERAL STOUGHTON: This morning, as we take a look at management
techniques in a large corporation we're fortunate in having a team here
from the Chrysler Corporation. They'w going to talk to us on budget and
profit planning systems as used in a fictitious corporation. I think it
wouldn't be giving away any corporate secrets to observe that probably
some of the principles and practices you'll hear about have been used suc-
cessfully in the Chrysler Corporation.

I'd like to take this opportunity too to welcome the large number of
visitors we have this moming. We're very happy to have them here to share
with us this presentation., Those of you who are still struggling with your
management decision-making game and haven't quit e made those millions you
are trying to make, will probably pick up some gems of wisdom this morning.

This team consists of Mr. Thomas H. Voss, who will actually make the
presentation; and Mr, Connors who is here in the auditorium; and mr. Sutton
who is functioning in the booth., You'll have a chance to hear from all of
them during the question period, but Mr. Voss will actually make the presen-
tation.

It's a pleasure to welcome this team and to present them to the audi-
ence, Mr, Voss,

MR. VOSS: Thank you, General. It is both a pleasure and a privilege
for me to be here this morning as a representative of the Chrysler Corpora-
tion., On behalf of Chrysler and my colleagues who are here as your gests,

I want to thank you for this opportunity to appear on your program. We



consider it a particular honor to be able to add our name to the imposing
list of speakers who have addressed past sections. All of us at Chrysler
are enthusiastic about our accomplishments in the recent past. Particu-
larly yesterday; I think our stock rose another two points., We are equally
enthusiastic about our prospects for the future. Thus, we are pleased

with this opportunity to outline our profit{lanning and financial control
system for you,

At the conclusion of our presentation, which will consist of a short
introduction followed by a slide presentation, the three of us hope to field
all of your questions, 1 usually do a solo performance with this type of
a presentation; however, after learning from Colonel Blackwell, that the
audience would consist of over 200 Colonels, Generals, and highly-qlaced
civil servants, I decided to invite Mr. Connors and Mr. Sutton to share
my forward command post.

It has been 20 years since I was exposed to a saturation barrage, and
so I anticipate the need for support. Having fortified myself with the
proper moral support I would like to set the séene for the presentation by
explaining the conditions and the circumstances which give rise to a com-
prehensive profit-planning systém. The competitive situation in the auto-
mobile industry, and in particular, in business in general, has put a pre-
mium upon industrial efficiency. Today there is only the slightest hope
of survival without efficiency in the use of the resources available to a
business enterprise,

Each resource, whether it be human or material, must be used conserva-
tively so that no more of each is used than is required to manufacture the
product, bring it to market, and provide sufficient and development to per-
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petuate the enterprise and see that it expands satisfactorily. Expendi-
tures in excess of these basic requirments represent not efficiency, but
inefficiency; in more crass terms, just plain waste.' Establishing effi-
ciency is a commendable objective. It is an institution that should take
its place alongside of home, the flag and mother., But where do we start?
It is my opinion that we must first understand the size and scope of the
organization which we are trying to make efficient., So, let's take a look
at it.

The Chrysler Corporation is a dynamic and aggresive organization of
over 115,000 people who producd products with a sales value of well over
$3 billion in 1963. Automotive units, for which the company is best known,
are fabricated and assembled in over 30 plants from coast-to-coast for the
domestic market. Outside of the United States, domestic-type vehicles are
manufactured in such far-flung places as South Africa, Argentina, Mexico,
Belgium, Venezuela, Turkey, Greece, England and Australia. And recently,
as you have probably noted, we have invested in Spain,

In addition to these foreign locations Chrysler of Canada is a sub-
stantial factor in the Canadian market, and we are further represented in
the world automotive market by our 647 interest in the Simca of France,
But, automobiles are not our only products., Other products contribute sub-
stantiall to our total activities. Air-Temp air-conditioning and heating
units ranging in size from room coolers to applied systems for skyscrapers,
come from our Dayton, Ohio, plant. Our Amplex Division is a major manufac-
turer of compacted metal parts for the various industries, under the trade-
name "0il-Light."

The Chemical Division produces a range of products from brake-linings
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to engine additivesj car and windshield cleaners;‘sealants, etc; soluble
oils; working compounds; lubricants; and many other,oroducts, Marine and
industrial products comprise a division in themselves, producing a wide
range of engines for commercial and industrial application. Plants in
Scranton and Detroit provide the military with their sole source of tanks,
and later this year Chrysler will assume management of the Cleveland de-
fense plant. And if surface transportation doésn't quite fill your re-
quirements for mobility, our missile and space division can furnish you
with some high-speed transport in either region,

This short description of our activity range will serve to emphasize
why our budget, profit-planning and analytical work must be precise and
definitive, Our system is used throughout the organization and is designed
to be flexible enough to fit all of the varied conditionms.

Next, how do we approach the problem of attaining optimum efficiency
in an organization this size? Certainly, there is no panacea that will
automatically establish efficiency. An efficiency formula cannot be lifted.
intact from a textbook., -It is not available for hire, nor is it going to
come to us just by wishing. Efficiency must be striven for by a coordina-
ted effort of every employee and every operating entity of a particular
enterprise,

To bring order to our corporate-wide interests and efficiency in fin-
ancial control our program breaks down into three main categories - long-
range planning; anmual control programs; and current operating reports.
Let me go into each of these in a little more detail.

The long-range plan consists of two main features; first, the forward
cost control which is a constantly-changing effect on profits, of design
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changes, or changes in product offerings proposed by our product-planning
and engineering staffs for two, three, or more years ahead., The capital
plan which is the corporation's proposed program of expenditures for fa-
cilities - machinery, tooling and related expense for the next three years
into the future - this and the forward cost-control program are then covered
by a source and application of funds statement which informs exeetive man-
agement of its cash position several years into the future.

Our annual control programs consist of several different tools to es-
tablish revenue, cost, and profit objectives for the immediate model vyears.
Among the most important tools in our annual kit are the manufacturing ex-
pense budget, the general and administrative expense budget, the product-
cost studies, and our annual profit plan,

Third, operating reports compare the actual or forecasted results
against these plans as proposed and adopted for the year. They tell how
our operations are performing in rel ation to our plans; the time that could
be spent on an exhaustive discussion of al 1 of our control tools would be
limitless. I have therefore chosen to discuss only the annual profit-plan
and current operating reports today with you. This choice was made since
the annual profit plan represents really the dollarization of all of the
operating plans of the corporation, and establishes thé model -year profit
objective,

Whereas many of our other control tools such as manufacturing budgets
are flexible in terms of volume and cost, the profit plan is fixed and rep-
resents a constant reference point against which current conditions can be
evaluated. The key to this control tool is the effective use of a four-
month forecast. By means of this technique, management is able to recog-
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nize deviations from plans sufficiently in advance to concentrate manage-
ment action in the areas which will yield the greatest return, or, in other
words, to maximize the profits of the corporation.

We would like to emphasize at this point that the managements at all
levels in the corporation participate in the annual control programs af-
fecting areas under their operational control, To illustrate the analysis
and the evaluation of a profit plan I'd like to review with you a slight
presentation of a company which, in this case, is called the "Able" Cor-
poration. The Able Corporation is a hypothetical company created by my
office, It is designed to show the results of a comprehensive budget and
profit plan. The presentation is divided into two distinct sections. The
first section reviews and analyzes a proposed profit plan as it would be
presented to the top corporate executives. The proposed plan is then com-
pared to last year's plan and last year's actual.

Based on the comparisons and the evaluations the executive might di-
rect that; (1) an additional task be assigned to the sales organization,
to increase revenue; (2) additional task be assigned to manufacturing, to
decrease costs; the plan be adopted without change. The second section
will illustrate the periodic financial reviews or the profit plan results
that are made after the plan has been adopted and is in use. Specifically,
the monthly reports over actual periods plus a four-month forecast on which
is placed graat emphasis, These reports first compare actual and forecast
costs and profits with planned costs and profits; they analyze the reasons
for variance from the plan; they identify which variances are controllable
and which are non-controllable; and they pinpeint the specific areas for
action with emphasis on the forward periods.
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Much of the effectiveness of the entire program lies in the identi-
fication of problems which lie in the forecast period. Through means of
detailed forecasts management can concentrate actions in the areas which
will yield the greatest return. As we review the Able Corporation please
remember thése points., These will be the conventions we use, All figures
are in millions of dollars unless otherwise designated. Bracketed numbers
will be unfavorable to profits. And all figures are before corporate in-
come tax with the exception of the one place vhere we épeak of earnings per
share, which will be after tax or net income.

- The annual periods covered are automotive model years; not calendar
years; and all plans are developed on a conservative volume which we call
“confrol volume,"

.I'd like now to go into a slight presentation, please, This is a profit
plan; we developed the profit objective for a year. It will provide a tool
for financial control, It will establish the managerial responsibility for
profit performance. 1It's also a mechanism for planned and improved profits,
allowing for comparison of actual results and planned results, and provides
the signal for corrective action.,

Now, let's take a look at this Able Corporation and see what it is
composed of, We have the Able Corporation here and it has four main operat-
ing divisions. We have an automotive division which has its sales organiza-
tion, its manufacturing plant, its defense division with aircraft plant and
submarine plant; the international division with a Canadian operation and
Latin American operation; a diversified division which has a heater plant,

a cooler plant, and an instrument plant. Today we'd like to track down
from the corporate down through our division level here on the diversified
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and then take a more detailed look for example purposes only, of a cooler
plant of this hypothetical corporation.

Taking a look at our profit plan we think the important way of analy-
zing it is first to find out what did we do last year. That is, in 1962
actual, to the 1962 plan., And then let's take a look at how we did last
year compared to what we plan to do next year. In other words, how did we
do against how we said we'd do, and now what do we say we're going to do
next year,

Taking a lock at 1962 actual we find in 1962 we had a profit of $485
million., Our plan called for $465 million, or we had a favorable variance
of $20 million. By organization the automotive division was $17 million
better than their plan; the defense division was $5 million better; the
international division was $7 million; and the diversified division missed
their plan by $10 million.

Our next slide will take a look at some of the reasons for this dif-
ference from the original plan. Again, we have $165 million for the total
corporation. Our $485 million that we actually made, we 'find that $31 mil-
lion of it came because of volume, Mixed accounted for $17 million. That
is, we sold bigger cars or bigger air-conditiomners than what we had planned
on in the original plan, Our warranty and policy costs were up above the
plan by $8 million. Economics were favorable, $5 million. In this cése we
had planned on some increases in material costs which did not come about
either through purchasing activity or the economy itsglf did not rise., Our
sgpecial tool costs were up $6 million, Our manufacturing people missed
their budget by $34 million. Selling and administrative expense was $12
million favorable, to account for our total $20 million, We see here it
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is spread out by each of the individual divisions.

Well, let's take a look at where we stand profit-wise in this cor-
poration. In 1957 we had a profit of $252 million which rose in 1958 to
- in '59 we had a bad year and fell back; but since '59 we've been steadily
improving. In 1962 we achieved $485 million. Today we'd like to propose
the review of a plan which should produce $550 million in profit in 1963,
I'd like to find out where is this coming from. Well, to start with, our
sales from our sales budgets would be developed with our economists and
our sales groups. The direct material costs would be developed by our cost
accounting people working with the engineering bill of material. Our direct
labor costs would come from our direct labor bill which was worked out by
individual plants developed by industrial engineering.

Our indirect labor costs would be developed from our pricing out of our
tables again as we develop with our industrial engineering personnel. The
manufacturing expense would come from the other manufacturing expense bud-
get. The special tools it takes to build our cars would come from the tool-
ing bill as developed in cooperation with our engineering staff and our
purchasing department., The selling and administrative budgets would come
from the selling and administrative budgets. Warranty and policy would be
the developed warranty rates as developed in cooperation with our quality
control staff,

Miscellaneous sources would be from several areas - such things as
interest income, miscellaneous incomes of one type or another, giving our
total extent to $4.7 or approximately $550 million.

Now that we've seen where it comes from and we've seen the size of
these numbers, I think we ought to take a look a bit closer and see how
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good they all look. Taking a look at our comparison, now, from '62 actual
where we made $485 million, against the plan we are proposing today of
$555 million, we find that this is a $70 million imgrovement. By organi-
zation we find our automobile division claimed an increase in their pro-
fits of $35 million. Our defense division is calling for $5 million. The
analytical division, $4 million, And our diversified division has a plan
for $25 million improvement, or a very substantial improvement over their
last year's experience.

Taking a further look at this as to how do we anticipate or plan on
getting this, this would be done in order to check the validity of the
profit plan. How do we get from here to there; can we get there reason-
ably; and are thesé paths attainable? Well, we fiﬁally thought of increas-
ing our budget by $38 million. We plan on enricbing our mixed by $20 mil-
lion., Because of improvements in our manufacturing techniques we feel that
‘policy and warranty costs will be down around $10 million. Economics have
gone up $15 million; we anticipate an increase in steel, Our special tools
are up $8 million before the introduction of new models which really re-
flects itself up in a more favorable mix.

Our manufacturing people feel that they can have the variance they
had last year improved by $15 million. Selling expense will be $3 million,
for a total of §70 million;

Now, over here we have our diversified division. They're going from
$56 million to. $81 million, and they're improving $13 million in volume,
$6 million in mixed. Warranty and policy will see a $5 million improve-
ment. They expect some losses in economics; improvements in manufacturing
cost performance; and they're going to spend some more money in selling
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and administrative expense. That's a sizeable gain, Let's take a little
closer look here at the diversified statement as to how they plan to ach-
ieve their $25 million.

The diversified division, as you may recall, had three plants - a
heater plant, a cooler plant and an instrument plant. Last year they gen-
erated $56 million of profit, and they're programming this year $81 million.
The improvement comes from the heater plant $8 million, the cooler plant
$15 million, and the instrument plant $2 million.

I think we ought to take a closer look at our cooler plant, and now
we would be getting down into the plant itself, their own individual plant.
In the cooler plant last year they had $10% million. They're programming
$25 million. They expect to get this improvement by $7 million in volume;
$3.6 million in mixed; a million improvement in engineering changes. Teir
selling and administrative expenses will improve a million. They plan on
going up and advertising sales promotion. Their special tool bill will be
slightly higher. They do plan on improving their manufacturing costs per-
formance by almost $4 million, and their warranty and policy costs, $2 mil-
lion, for a total of $15 million,

Looking at our total variance here we find that a good portion of it
-~ $10 million; 2/3 of it - is in the area of volume. So, we think we'd
better take a look at how do they expect to get this; what plan do they
have? Taking a look at their industry we find that in 1960 they sold
480,000 units as an industry. By 1963 the industry forecast by their econ-
omists was agreed upon for 600,000 units here. So, we see that the market
that we're going to be doing business in is a bigger market than we had

last year.
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Looking at our own ability to sell in this market, for instance in
1960 we had 23%; 27% in '61l; 28.9% in '62; and for '63 our sales people
are projecting a gain of 1% of penetration. So that, we might say that
of the total improvement of $7 million on volume, $5 million of it is
coming from the fact that we are dealing in a larger market, and $2 million
of it is because our sales people are going to do a better job in that
particular market, Based on that we feel that in doing this, probably an
attainable task is reasonable to expect that it will come about.

Taking a look at another item that substantially went up, was our
advertising and sales promotion. We spent $6.4 million in '61; $6 million
in '62; and we're now planning on $9 million for '63., 1In reviewing this
particular plan we were discussing it with our advertising staff and also
our mail people, and they feel that this is what is necessary to invest in
advertising to achieve the increased penetration that they're planning.
It's also interesting to note that they are gding stronger into direct
mail, and they are also going to increase their participation in televi-
sion. They feel that they have not had enough exposure on national tele-
vision programs, and this year their advertising people are going to ob-
tain some spot announcements,

In the case of warranty rates we find the history of warranty rates
is on room coolers. We paid $31 a unit in '61; %20 a unit in '62; $17 in
'63. So, we're planning an improvement there of $3 a unit. We find the
same thing true with our attached units and our split systems, and our
custom installations, which gives rise to an improvement of about $2 million.
or $1.7 million, Last vyear we paid out $6.8 million, and this year we're
planning, if these rétes are achievable, of paying out about $5 million.
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This has been discussed with both our quality control staff and with our
manufacturing and operations staff, and both qf them feel that now that
they have had another year of experience in the manufacturing of these
units, these rates are attainable and can be achieved,

Taking a look at the summary of this corporation which we've been
looking at some of the details of, we find that in 1961 we had a 9.67% re-
turn on sales; '62, 10%; and this profit plan that we propose today, if
it is attained, will give us 10%%. On return on investment in '61 we had
6%; in '62, 11%; and in '63 this proposal will give us 14%. Earnings per
share will be $1.78,

Taking a look at some alternates to this we find that at the control
point of 100%, with the volume at which this plant was built, we would earn
$1.78 per share. However, if the sales do not materialize and we only
achieve 85% of that sales level, we'll still be able to report to our stock-
holders, 86¢ a share. As a break-even point we have 717%.

Over on the other side of the coin we find that by a little bit more
effort, if we could increase our sales by 15% we should be able to turn in
$2,70 a share, At this point the meeting would probably be turned back to
the president of the company or the chairman of the board, whoevér was dir-
ecting that particular review meeting with the Executive Committee, in ad-
dition to some questions that may be asked along the route, as to specific
questions on the charts that were shown, each of the vice presidents would
be asked for their comments., If everybody was in agreement and it was an
acceptable pian, it would then be approved as the official financial plan
of the Able Corporation for 1963,

Well, that's very fime; you could end it right here. You could put

13



the plan in a drawer and take it out next December and find out how you
made out., If you made it you'd pat yourself on the back; if you didn't
you'd wonder where you missed it. But we don't think that that would be
very good planning because you've only done half the job, The real job

to be done now is to constantly follow up each month. We have established
our basic point here, and to determine how are we going to make out against
that.

Next, I'd like to go into the reporting phase of profit planning. This
financial review presentation, although it has been developed on the type
that would be presented to the Executive Committee of a large corporation,
in one form or another, the same type of review and analysis would be de-

" veloped from the very plant right up through to the total top corporation.
And all of our management would be looking at the variances and their per-
formance against their portion that they had originally committed in the
first plan that we had seen and reviewed.

So, we set off with a financial review here and we find that on this
particular trend chart, that we again had our plan for $555 million; that
we~now are looking at only $522 million, or a slippage of $32 million. The
chart is so constructed that this period here is the actual period. So, we
have August‘through March as being actual reported or accounted costs and
profits, The gray or cross-hatched area represents the four-month fore-
cast period as what our various activities are forecasting will happen in
the next four months,

This particular information would be available to our executives about
April 25th; in other words, about the third week in the month they would
héve available to them how did they do against the actual, and what are the
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people forecasting through the end of the month, At the plant level this
would be available to the plant management much earlier. It would be arourd
the first week of April. Well, here we see we have adippage of $32 million
and 1 think we'd better identify who is responsible for it. Let's take our
next chart and see where it comes from,

Now we're going over to a variance-type chart and find that of the ac-
tual period the $12% million unfavorable, with $32 million for the year, $20
million of it is going to occur in the forecast period. Again I'd like to
call your attention to the fact that the complete emphasis is on the for-
ward period. This is what we keep spelling out to our executives at all
times, because they can only wring their hands about what happened here,
This is the area they can do something about. This is the area in which
their decisions can be taken after action is taken and decisions made which
will improve profits.

Taking a look at the organization we find that the automotive division
is actually going to be ahead of their profit commitments by $7 million.
However, for the forecast period they'll be off $6 million, I should have
mentioned that in the development of this plan, obviously in order to eval-
uate it we would have to develop the plan not only for the year in cémmit-
ment, but alsoc by month. So that, this reflects how they're doing cumulat-
evly, and how they're doing against the individual months,

The defense division is off about $1.4 million, and there were $2 mil-
lion in the forecast period. The international division is going to be off
$2 million, and 8% million is in the forecast. Our friends in the diversi-
fied products division, though, have a little problem; they're $36 million
off and $12 million of it is in the forecast period. So, let's take a little
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closer look at the diversified division and see who is having the prob-
lems,

This .is the total division trend chart, and again we find the $24
million off through March; $36 million through July, against their origi-
nal commitment. By individual organization we find that the heater plant
has a planned profit of $36 million; they're only going to make $21 million,
and they'll be off $14 million. $1 million of this $14 million is in the
forecast period. The cooler plant had a commitment of $25 million, and
theyfre way down. They're only going to turn in about $9 million; they're
off 816 million, $10 million of which is going to still occur within the
forecast period,

The instrument plant has a plan of $20 wmillion. The forecast is $14
miliion and they're off $5 million, of which $600,000 is in the forecast
period, So; now let's také a closer look at our cooler plant and see what
problems they're having, You can see here that our.cooler plant has had
trouble since the word "“go.," They started missing their plan in the first
month and they have consistently missed their plan as it was progressed
along. They're off $6 million and they're planning on being $17 million
off by the end of the model year.

Taking a look at this by region we find that during the actual period
we were off our plan by $6 million - 2.7 of it was volume and mix; a half
million dollars for diret material; a half million for direct labor; $300
thousand for indirect; $700,000 for general and administrative expense;
about 8$1.6 million for advertising. Now, 1ooking.af the forecast period
we see that during that period we're saying that we're going to be off
another $2 million in volume, Our direct material is going to continue un-
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favorable at $200,000. Direct lagbor is going to be off $200,000; our in-
direct labor $100,000; G&A expense is off $300,000; advertising and sales
promotion $1,6 million; and inventory and obsolescence adjustments of six,
$200,000, for .a total of $llmillion,

We talked to the plant about this particular problem. We noticed the
86, million here for inventory and obsolescence adjustment, and we found
that the Chief Wheezlebeak there, or'probably more famally known as the
“accountant," had determined that the production schedule not coming out
as he had originally planned, he decided to set up a reserve for possible
obsolescence. This is a real problem in our business, If our sales and
our programming don't work out we end up with a lot of parts left over,
and these parts aren't very saleable. As a result, along about this per-
iod of time that is in this plan here it is very normal for the accountant
to take a look at where he's at, how the programs are set, and what the
volumes look like, and determine if it looks to him as if we are going to
incur any substantial losses due to inventory and obsolescence,

To the degree that something can be done about the volume and mix fac-
tor, or improvement of sales, obviously it would cut down on our loss or
indicated loss here.

Let's take a look at what our volume problems are. We find that the
history of the corp&ration here in terms of penetration is over here by
individual year. You recall we have approved a plan of achieving a pene-
tration of the industry here at 307, and here is what our actual perform-
ance was. But at no time did we actually evén in our sales organization
penetrate what we had committed for in our original profit plan. Nor do
we anticipate now that we will attain it; we will still miss it, even in
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the last month, by 2/10%, being 29.8. And obviously, to achieve it for
the year, at this point in time we would have had to swing substantially
over in order to awrage out,.

Here are some performance charts on our labor. We find that our di-
rect labor was coming down after the break of the models, and then they had
a balance of their lines. They lost ground and went up again. They star-
ted to make improvements and they're coming down very well. And now again
as a result of the recent sales forecast they're going to have to rebalance
their lines and will suffer a turn-around penalty.

The manufacturing people are programming some improvements during this
period, but unfortunately we note that they will take all of this period to
get back to where they vacated here, 47 off-standard, which was $52,000 in
that case., The difference between these dollars represents a lower base
that you're applying your percentages to,.

We see the same thing true of the indirect labor, although fortunately
we did have some very good programs going in this division to improve dur-
ing the whole first part of the model year their performance in indirect
labor; the effect of rebalance of these lines has really set them back and
they've .been planning on‘ending up at 4% off on their commitments, or being
818,000 off for the month of July,

Taking a look at our selling and advertising expense, we recall we had
planned to spend $9 million, but it looks as if our sales people panicked
a little bit here and now they're planning on talking $12 million with a
$3 million variance, in spite of the fact that they have not been able to
penetrate the market. However, this is a case where both the sales and
the advertising people know that if we are to achieve the volume, even
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pessimistic volumes included here in this forecast, if they are to achieve
those volumes they must get out and spend some more money, particularly

on spot newspaper ads and local markets. They want to mix some heavy
with some spot television advertising.to see if they can't generate more
sales to cut their los;cses down a bit.

Taking a look, now, at the total corporation, we have a summary chart
here , and though we have planned for $555 million - $522 million - it looks
like our actual will be a $32 million variance, We find that the variance
per volume is $18 milliox;l. Just down the line here manufacturing costs
will be off $8 million; selling and administrative, $4 1/2 million; price
changes unfavorable, $3 1/2 million; and all other $4 million.

We note here in the forecast period the $20 million spread, $6 million
being in the volume area, Economics going against this are $ million;
special tools we expect $2 million; manufacturing costs $4 million; and all
other at $7 million, which, if you recall, on one of our private charts we
indicated the accountants had slugged in about $6 million against us for
the planned obsolescence,.

At this point again, the president will probébly turn to his vice presi-
dents and they will individually discuss, I'm sure - the Vice President in
Charge of Diversified Products will probably have several statements to
make., And then, based on this discussion one of several things could come
about. No. 1, the president could request of his staff sales vice president
that he take a look at thislthing and determine what could be done to improve
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his volume. What can be done in his advertising campaign to try to up-
grade the mix of the volume we will sell?

Another item that could be gotten into is that the purchasing vice presi-
dent could be asked , "Do you really think that you could sit down with
some of these suppiier firms that we have and maybe hold them back for
a couple of months on their request for relief o economics ?" And to the
degree that he cculd do that, obviously he could improve profits,

The manufacturing vice president might be asked to take a look and
see if there isn't a program he could get into , particularly like in the
diversified products that the cooler plant there had, where we saw the
penalty dealer paying to rebalance their lines. Now, to the degree that
their management would take some action in that area, he could cut some
of his costs down on this loss he had.

Obviously all these actions would have an effect on that provision that
was put in there for inventory and obsolescence. I believe at this point
that would close the meeting with the Executive Committee, They would
leave the room and I'm sure there would be some actions taken, Some-
times the staff finance department would be requested to follow up and get
additional commitments from these people. They would report back to
the president on what actions had been taken, so that he doesn't wait ano-
ther month to find out that he's still in the same shape.

Taking a look at ingredients for successful profit planning, we'd like
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to think it takes a responsible organization., By that we mean that to
have a good and successful plan you must assign responsibility and it
must be understood by the individual that it is his responsibility. You
must have a devéloped accounting system so that you have some way of
determining how the man you say is responsible, performs. You must
have research and analysis to be able to take a look at the raw numbers
or accounting reports in dollars, of how he made out, and isolate or de-
termine what is controllable; what is not controllable, and what are the
problems, And obviously you cannot have any kind of good profit plan or
a budget program unless you have the support of management,

Thank you. That completes our presentation today,

QUESTION: Sir, you've given us an insight into the planning after you
set your goal. How about the planning leading to that goal of $555 million?
MR. VOSS: This would be worked out. For instance, right now we
are looking at an anticipated volume for the next three years, So that, at

the time we come to build these plans we have probably been reviewing
these volumes for two years already before we publish them to the field.

It is done by our economists in cooperation with our sales people in try-
ing to determine; (1) What is the industry? (2) What is our ability to pene-
trate that industry? And we develop marketing plans to achieve those
goals,

They're reviewed with all of our executive personnel to be sure that

21



everybody is keyed in and in agreement that these are an attainable and
realistic program.

QUESTION: Mr, Conners, as the comptroller for the Able Company
Cooler Division, what action do you take on your own to look into these
unfavorable variances before making a determination?

MR, CONNE RS: Well, my job involves all that is involved in account-
ing. But it's much more than that. We are constantly looking at all ele-
ments of cost; comparing them to standards; comparing them to what hap-
pened last year; comparing the costs of each plant with the best plant.
And any time that we feel the costs of a given plant are out of line we gen-
erally get with the general plant's manager, explain the situation to him,
and he in turn gets with the plant manager and suggests corrective action,

As part of this planning technique that Tom was talking about, we have
typically on a monthly basis a cost meeting at which the plant manager
and his staff meets with the group staff and presents what's going to hap-
pen over the next four months; what variances they expect to incur; and
what positive corrective action steps they are taking to insure that their
perbrmance for this month and the coming month is going to be better than
what happened the previous month,

If they are/gg::icipating something better, then they've got to have spe-
cifics as to why they do not anticipate further improvements; they're hav-
ing labor difficulties; the union's about set to strike; and sales needs the
«dditional units and they have to back off temporarily.
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QUESTION: Going to the Able TCorporation, in the last four months
of the year it shows your automotive diviéion not quite making it, Could
you tell us how much leeway in that situation you give the presidents of
the individual auto companies making up the automotive division? In
other words, they're behind and Car A's president says ""Give me a little

more steam and I can put it out, "

And Car B says, "I can't do much."
How much leeway do these individual presidents get?

MR, VOSS: The automotive industry is in cycle, It goes by model
years. Up until about the last 60 days we have quite a bit of leeway. But
somewhere it reaches a point where the parts have to be fabricated by the
supplying plants. So, I would say up to the 60-day period they héve sub-
stantial changes in volume, and then at a certain point it's more or less
a frozen thing because of the inability to have parts fabricated in that short
time,

QUESTION: Excuse me; is that the last 60 days of the fiscal year, or
the model;year?

MR, VOSS: It would be in the model year.

QUESTION: In other words, in the four-month period you could do
something about it?

MR, VOSS: Yes, you could,

QUESTION: I was wondering what the problem was in this company.
Didn't anybody get a Letter of »Commendation for going up $30-some-odd
billion in profit from the previous year? It looks like all the divisions
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contributed to this. The planning, perhaps, was unrealistic,

MR. VOSS: Well, you have posed the answer we get from the operat-
ing people. We're kind of a hard-hearted bunch and we say that once you
are committed to a plan we want you to meet it, and we take these things
very seriously. It's just as bad to miss these plans by $30 million plus
as it is to be $30 million low, because obviously - well, let's say I'm giv-
ing you the finance staff's opinion. I'm sure the stockholders would not
concur with me today.

What I'm trying to say is that the planning cycle is, we want to get
our planning down so that with the exception of very strong outside influ-
ences we want our operating divisions to be able to develop plans and
reasonably attain those fairly closely. Now, if you can do this and de-
velop your forecast techniques to that point, then you can move into your
forward years with assurance of your ability to expand, build new plants,
grow internationally, and with the realization that there will be profits
coming along.

Obviously, major changes in the economy and outside influences you
can't always predict.

MR, CONNERS: I think what Tom has said in effect is that he expects
all the operating groups to come in with fairly tight plans. A plan that
calls for a goal that isn't too easy to reach and if you substantially beat
your plan it could be an indication that the plan was a little loose in the
first place, Although, Tom doesn't generally let that happen, and I've
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never received any complaints when we've exceeded our objectives,

QUESTION: Mr, Voss, this has to do with advertising, Costs seem
to be significantly high compared to plans. The costs were much greater
than you anticipated, Even in view of the fact that you increased your ad-
vertising by so much do you consider this the responsibility of the corpor-
ate level - or, the division level - and who can determine when you're
going to put more into advertising? Can the division level do this, or is
this a corporate level decision?

MR. VOSS: We do have a corporate advertising staff that does review
the advertising plans of the individual divisions, but the basic responsi-
bility has to rest with the man who has been assigned profit responsibility.
In other words, is the division vice president responsible for that activity?
That decision would rest with him and his people, The staff, being staff,
would always be in the position to advise and counsel,

Now, I recognize that occasionally they feel that the counsel portion
is a little strong. But the intent here is that it would be up to that divi-
sion to determine; talking specifically about the variance being rather
large, you do have a problem because you're constantly evaluating. You're
in sales, for instance, and you feel that by spending a million dollars in
advertising you can pick up a net of $3 million, which is a little bit like
playing the odds. These are the decisions that are left to the division
people to make,

Obviously, it's like any game you play; if you misjudge on that it's
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going to show up in the figures, But, it is left to the division.

QUESTION: Sir, you referred to the annual contemplated being fixed.
Now, considering this in relation to your four-month forecast which I
assume is a progressive thing done every month, would you elaborate
on the fixed content? Is it fixed in total?

MR, VOSS: Let me say that this technique that we reviewed today is
an evolution process that we've been seeing going on in industry. But as
we've presented it to you today, basically it's about 10 to 15 years old at
the most, to our knowledge., They used to make annual forecasts, and
there are a lot of companies that do this today. We run into it all the
time in some of our contracts, in which they constantly revise their pro-
fit plan as conditions are changing. In other words, if the sales are fal-
ling off they just make another forecast, They are continually reforecast -
ing the 12 months,

We believe, then, that at that point the plan is really just an up-dated
forecast and is not a control tool. We tried to take a weave together the
forecasting technique and accounting technique, and have a control tool,
We believe that under that kind of concept, then, that once you agree to a
profit level that has to remain constant, And any variances to that profit
level are then reported as variances and analyzéd as to the reason for
them, as differentiated between a galloping forecast or one that's changing
all the time. The actual will change as it progresses. But once the plan
is set it's locked in.
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QUESTION: Gentlemen; would you discuss the part that prices play
in your plans? For example, I didn't see the prices up there, but I did
see in volume you were going for more-advertising on the radio. Aren't
prices as important an index as the volume?

&RS:

MR. CONN/Prices are important, definitely, Traditionally in the
automotive business the big three - Ford, GM and Chrysler - have priced
on a competitive basis., The differentials, model by model, are reason-
ably small., And unless there are major cost changes, Chrysler can't
afford to change prices because they would be non-competitive with Ford
and GM, In the past five years prices have been relatively constant , and
I personally don't anticipate any major changes in the overall economic
situation; that remains constant,

If steel went up $5 a ton obviously that would effect the prices of our
new models. Whoever introduced first would have to establish prices
first. Let's say that our typical models went up $15 or $20 and we an-
nounced this publicly, because based on our cost and maintaining the pro-
fit position, etc., we had recovered $20 more; if General Motors and Ford
came out and decided that somehow they were going to swallow that $20
per car cost change, Chrysler in due turn, in order to remain competi-
tive, would have to cut their prices back.

MR, VOSS: Bob, might 1 add to that too that I think you have reference
that during the model year or during the selling period there may be some
price adjustments, Well, you must realize that we sell to dealers who
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then sell to our consumers, The way this is handled, really, is in the
form of a sales promotion and incentives, Now, you can put incentives
on several different bases, but the contract that our ultimate consumer
makes is really with the dealer, If you've recently bought cars youknow
you can go to one dealer and get a different price than you can from ano-
ther,

The way we stimulate the dealer is to be willing to sell for less by
having sales contests and sales incentive programs in which we might say,
for instance, "If you sell more than 20 cars this month we'll let you have
the V-8 engine for free in the sixth car, "or something like that. And so,
effectively you are at times offering inducements to the dealers, Now,
whether they pass it on to the consumer is left up to them, because the
whole intent of sales promotions and incentive programs is like advertis-
ing; to stimulate your dealers to move more of your product,

But the base price, as Bob says, is competitively priced and it's con-
stant.

QUESTION: During the time you've engaged in this profit planning,
how often have you found it necessary to plan for a decline in profits be-
cause of the general economic situation?

MR. SUT.T:/O Fc:ion't know whether I can answer exactly how many years
- there were a few times in 1958 and 1959 when this was quite prevalent.

NIR,. VOSS: Larry, I think you might point out that that would be from
plan to plan we would show a decline, But from actual we would always
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be showing improvement. Obviously, if we're a large organization and
some capable people were not willing to stay still with what we've achieved
today, it has to be better. If we don't achieve that the following year we
still set the goal higher,

QUESTION: In preparing the planning process, what types of guide-
lines do the department offices put out? I'm referring here to the poli-
cies perhaps in shooting for an increase in sales, of 10%; for cost reduc-
tion; for automation; for plant improvement, etc. Do the department of-
fices put out the guidelines to the planners before the planning process
starts?

MR. CONN/EiRi%séy it's very general in nature, and the specifics
aren't too often given, In all of our eléments of cost we have standards,
and we're trying to get the off-standard cost elements down as rapidly
as we can. I would say a minimum improvement effort should be some-
thing in the vicinity of 3% to 5% of what you have been doing, However,
if you have been incurring substantial off-standard expense in the pre-
vious year, then they would expect a substantially larger improvement
to be reflected in your forward model plants,

But specifically, targets aren't too frequently given. I just might
mention that the entire profit planning and budgeting system is set up
from the low levels, It starts there., So that, each activity has some
sort of goal or target to establish rather than looking at it from one big
lump at the top.
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The plan is supposed to be developed by local management, so that,
it becomes their plan; their commitment which they're going to strive
to meet, It comes from local management to group or divisional manage-
ment to corporate management. It isn't corporate management's plan
which is imposed upon the operating groups.

MR, VéSS: * That's right. We don't usually set the formal targets,
Bob, but I think - and Bob mentioned too - that there is just a general
undes tanding. You wouldn't bring a plan in unless you had some improve-
ment in it, >Because, you'd know darned well that we wouldn't accept it
and we'd go to the mat first for a couple of days. At each level it's being
built up, It's revieved and discussed., Bob goes over his division plans
and he makes improvements in them and then they come into the corporate
office and we go over them, We either agree or request further improve-
ments, and so it's a constant reviewing and approving cycle,

But the main feature we wish to be sure is understood is that when the
plan is finally locked in it's not a dictated plan to the individual, There
may be some arm-twisting, but I mean it's their plan and they have .to
agree - the division manager - that this is his plan and he is taking full
responsibility to attain it. If you don't have that, of course, you've lost
the advantage of responsibility.

QUESTION: For the plan to be useful it must be fairly realistic., It
seems to me that forecasting costs should be a fairly mathematical pro-

cess compared to the forecasting of sales, which seems to me more like
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looking into a erystal ball, I wonder if you would comment on the means
you use to get a fairly realistic forecast of sales?

MR. \CONNI%{EI:I, we, in building these plans - you may have noticed
up there that we had what we call "control volume;" I think it showed up
on a couple of charts. And again, the wheezlebeaks get together and we
work with the economists on what we believe the market will be and what
our sales will be.‘ Then we take a look and we may cut that down slightly
to what we consider more realistic. Sales people usually are optimistic,
We can't afford in finance to be caught being too optimistic in missing the
goal, because these become commitments eventually to our Board of Dir-
ectors,

They're aware that this is what this company is planning on doing, We
also indicate to them the sales potential. And on the particular presenta-
tion here I would liken it to that 115% to the 100%, the 115% probably being
what our sales people really believe we can do, and 100% being what we
said; '"Well, you may make it but we're going to plan this thing just a little
lower, to be sure that we have a satisfactory profit for our stockholders,'

QUESTION: Well, does it wind up with a historical projection of sales
trends?

MR. CONNERS: No, the economists sit down - and we just went throaugh
this last week; we did some of it for the following three years - and they
actually take the industry total. They start with the industry and the gross
national product and they do a study on them. They also do a study on the

31



cars in use and the population. And then by a correlation of all of these
facts they try to determine and get an agreement as to what the industry
will do,

Now, you've probably noticed in your papers that General Motors will
get out and announce that there is going to be an 8 million-car year. Ford
usually announces it's going to be 7.5 million. And usually we're pretty
close with Ford, GM is usually a little more optimistic than we are, This
used to be a pattern over the last three or four years,

But we do establish to the best of our knowledge, with our economists,
that what we believe the market will sell, And then we develop our penetra-
tion of that market or our sales ability to penetrate it, Obviously, if the
market doesn't come about you can either overcome it by increased pene-
tration of a smaller market, or you could actually cover up your own sales
failure by giving a lower penetration of a greater market, This is why one
chart was in there; we constantly watch our penetration commitment, be-
cause we hold our sales people for penetration.

We say, "If you sold more cars because you're dealing in a larger mar-
ket you've got to get, friend, you haven't done too much."

QUESTION: How do you determine how much to put into marketing?
At what point do you reach a decision?

MR. SUTTON: Well, we boxed this thing out and we have a pretty good
idea historically of what we've expended in marketing, We know pretty
much by some checks and that what is being spent on marketing by the in-
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dustry, Then we take a look at what our marketing people are planning,
and if it's substantially different we correlate that to what they say they
will get for the added expenditure, And we make a judgment decision

on whether the increased marketing costs are justified by the marketing
plans to establish a beiter sales picture. It becomes one of fine balance
and also becomes one of opinion, and many times will end up in the presi-
dent's office,

Obviously, volume being the one key to all businesses, your market-
ing problems and your setting of your volume are one of your first stages
and one of your most important jobs of running a business, You can have
the finest cost system in the world, but without any volume you're dead.

QUESTION: Do you apply the same control and planning mechanisms
to your overseas operations, and if so, do you find they're apt to vary in
many ways because of the peculiarities of the other countries?

MR, VOSS: We make o ery attempt to apply the same type of controls
and system into our overseas activities. Probably the physical nature of
some of the facilities etc. make some modification necessary, but the gen-
eral pattern is still the same,

QUESTION: Could you tell me how you relate executive and top-manage-
raent incomes in your annual profit plan?

MR. VOSS: I'm sorry, that is not one that I can answer, except in
this vein; we have a salary administration group which, competitively,
supposedly, is the reviewer of all our executive classifications and their
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compensation, Occasionally, people will be under contract at the re-
quest of the president. In addition to that - peculiar, probably, more to
the automobile industry than other industries - we have a supplemental
compensation plan which, based upon our return on sales, has so much
money put away into a kitty and then this is divided up, or called a bonus,
for the executives. This bonus is related to your performance., Fach
year as we come up - in about November - every manager or supervisor
of executive personnel makes out a performance rating chart on his in-
dividuals, and this is tumbled in with a lot of other variables,

One of the things that is considered is the individual's performance
in his particular assignment; the outcome of profits or the profitability
of the organization in which he is; and then his number of years of ser-
vice and his salary. So, there are a whole host of variables put in the
hopper, and it's run through a computer to arrive at a return, But, yes,
the incentive count that we get is related to our performance either as
individuals or as part of a profit organization or division.

QUESTION: Can you identify any management techniques, or tech-
niques that you have used recently to account for Chrysler's fine perfor-
mance? Has there been some change of what they do, or something dif-
ferent?

MR. CONNERS: I think Lynn Townsend can take a heck of a lot of
credit., And I don't know if the fine reports you've been reading about in

the newspaper are accounted for by any single factor. Lynn ‘Townsend
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joined the company as corporate comptroller in 1957, and his rise has
been very rapid. His leadership - many of the things that he initiated

in 1957 are just beginning to bear real fruit in 1962 and 1963, Lynn Town-
send believes very strongly, being a finance man, in a good financial
control system, And the kind of system that you've seen described here
is relatively new - within the last 10 or 15 years,

We have made changes in key personnel, We've made changes in styl-
ing, We've made changes in sales, And we've tried to put the best man
we could get our hands on in the right spot, and he's held accountable to
produce, If he doesn't produce we try to find somebody who does,

I'd say that the Chrysler Corporation is fortunate in having an aggres-
sive, intelligent individual such as Mr, Townsend, as president, The fin-
ancial control system is only one of many things he has done that have
combined to produce the spectacular rise in Chrysler's fortunes over the
last year,

I guess it takes about five years for a financial control system to be
installed and to really get working and for everybody to understand it,

MR. VOSS: I might add that Mr. Townsend has a very interesting way
of using this presentation that you saw today. He has a copy of this same
type for all of our operations, on his desk, with the variance summaries,
And I suspect lately from some of the reports I'm getting that just before
he goes down to the officers' dining room he just opens it up to whatever
page he comes to and he sees what variance is on there, And at lunch he
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may turn around as he's leaving the room a;ld say, ''Bob, what's the prob-
lem out there with your indirect labor?" And he's out the door before you
can even answer, Or should I say get his excuses or the reasons. With
the result that the fellow goes back and worries all afternoon, wondering
what he meant, I happen to know this because I've started getting calls
from some of our viice presidents, saying, ''Did you tell Townsend some-
thing today about our operation? IHe asked me about indirect labor; what
was he talking about?"

I say, '"Go look at your rate book; maybe you can pick it up there,"

So,
it's very effective needling he's using. He's using this vehicle here and
it's interesting; the fact that he usually doesn't stay long enough for them
to give him an answer, He just plants the seed and goes.

MR, CONNERS: I'd like to just add a few things to that., Any financial
control system isn't worth a damn unless your management uses it, Lynn
Townsend does use it and he has taught his group executives to use it, He
is constantly asking questions - why, why, why. The answers aren't easy
to come by, but sometimes in your attempt to provide the answers you
stumble across a better way of doing things.

QUESTION: I'd like to know what you do about inflation. Do you put
down a reserve for depreciation, or a fund for expansion? And also in
your figures, showing your profit, Your profit dollars are inflating 2%
per annum, Do you ever refer back to 1957 to see what you actually did?

MR. VOSS: This is the problem; that in replacing your assets today
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the inflated dollar has made your costs quite different than they were
when your plants were originally built. I think this is recognized when
we make our facility planning; that any new facilities today will cost
more than they did 20 years ago. And as such, in our forward planning
we do recognize that this added cost will have to be provided somewhere
from the cash reserves,

QUESTION: How about the statement of profit?

MR. VOSS: I might say in addition we do provide here, if you notice,
economics. So, we do know what the effect has been on our profits on
economics, We know how we made out against the economic provision
in many cases, Because, we tell our field to provide at a constant econ-
omic level to build their plants. We give them the economic factors to
be employed. And we may add a further provision at the corporate office,
on top of that,

In addition, in the evaluation of budgets - for instance, the manufactur-
ing budget - in the basic evaluation we do take economics out and review
the budget improvements at a constant level, And we do go back on that
a number of years to determine what our improvements are, So that, you
can have a condition where you are showing constant improvement by the
management, But the true improvement in absolute dollars will only be
the amount that they exceed the rise or the economic factors that are in-
curred each year,

Again, this gets back to the question we had earlier as to whether there
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are any targets. We do try to strive at all times to achieve at least a
minimum amount that would be acceptable and that would be a sufficient
improvement to offset your economics.

COLONEL BLACKWELL: Well, gentlemen, on behaif of all of us,

thank you very much for being here with us,
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