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Company D,

This was the Birmingham branch of an organisation which had its head office and
main production unit some 50 miles away. The company also had offices in Wales and in the
North of England, and employed approximately 230 people in total. Only 10 of these were
located in Birmingham providing a turnover of between £16,000 and £24,000 out of the
company’s total turnover of £500,000+. This was a private limited liability company which
did not reveal its profit figures to the Branch Manager.

The Branch Manager was an artist before he took up a long service comm1551on in HM.
Forces. At the end of that time he returned to civilian life and obtained his present employment
as Branch Manager of a display producing and screen printing firm. This meant a considerable
drop in salary and status but nevertheless he has remained with the firm for over 15 years. During
that time the business has not changed significantly in size or turnover,

The company has no written statement of objectives or policies and the Branch Manager
seems coiicerned only to maintain turnover and profitability so that he is not reprimanded by
head office. Turnover is agreed between the Branch Manager and the Sales Director but the profit-
ability objective is hidden within a ‘prescribed’ margin recommended by ‘head office’. When
something goes wrong a meeting is arranged to discuss the situation; the conclusion arrived at is
then confirmed in writing and these communications form the guidelines for decision making by
the Branch Manager. Personal communication with the Managing Director is achieved through one
of the local representatives who is himself a director of the company.

There are two representatives in the Birmingham area who call daily with those orders
which they feel may be handled locally. The choice of orders entrusted to the Birmingham unit
gave the Branch Manager some cause for concern. He felt that only the difficult orders were left
with him and the more remunerative ones were returned to head office. Since one of his major
responsibilities was to maintain average turnover per head of the numbers employed, this ‘unfair’
selection was a source of frustration. There was one other cause for concern in the fact that
although there were two representatives in his territory he had no control whatsoever over their
activities. This gave very little real control over the flow of orders received other than that
which resulted from his own efforts,

The central accounting department at head office calculated overhead costs and profit

and ‘recommended’ a margin of 50% be added to total labour costs for work done at Birmingham,
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and 20% to be added to material cost to cover wastage and material handling charges. This was
not a rigid instruction and the Branch Manager was permitted to use his discretion provided that
the total monthly figures did not fall below this level. The Branch Manager maintained only a
rougi'l estimate of total costs but felt that his estimated profit margin was always greater than
that calculated by the company’s accountant, i.e. the profit margin achieved on work done in
Birmingham was 1ﬁore than satisfactory’. This meant that his ‘prescribed’ prices were always a
little higher than his’competitors and hence he was continually being obliged to reduce his
quotation in order to obtain the order. The market in Birmingham was a very competitive one
but, strangely enough, there was “no way of finding out what competitors’ prices were”. When
sales were falling it was assumed that this was because the prices quoted were too high and that
the only remedy was to reduce prices. However, in answer to the question concerning the main
factors influencing the custbmer, the Manager placed quality and delivery above price.

Most orders were obtained as a result of quotations issued although there were a few
customers who sent in work without requiring a quotation. The manager adhered to the
prescribed formula as far as'possible but he was ‘often’ obliged to reduce the price to meet com-
petition for example, by changing the quotation from 2/7d per unit to 2/5d per unit. On rare
occasions the margin was increased to take advantage of an abnormal situation where special
materials or urgent delivery was required. In such cases the margin could be increased to 100%
instead of the normal 50%.

A record of the material and labour cost incurred for each order was forwarded to
the accounts section at the head office who then issued the necessary invoices to the customer.
Summary

This was an interesting case study of conflicting objectives between the Branch
Manager, who was mainly concerned to “hang on” as he put it, and the Board of Directors, who
wished to maintain the profit level. The Branch Manager was not told what this profit level was
but appeared to be criticized when it was not maintained. He also seemed to be responsible for
maintaining the appropriate level of sales without having any real control over the representatives
who were the main instruments for soliciting orders. This state of affairs was confused still
further by policy statements which arose through a process of ‘case law’.

Although the Branch Manager felt that quality and delivery were of greater importance

to customers than price, his assumptions about competition were met by direct recourse to price.
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Unfortunately it was not possible to check the proportion of orders for which the prescribed
rate had been reduced nor the resulting loss of profit but from the comments made by the
Manager about his recent summons to the head office it would appear that they were not

insignificant.
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Company D,

This company was first registered by its present Managing Director in 1958. By training
the proprietor was a silk screen printer whose purpose in starting a business of his own was “‘to
makt;, a reasonable living and escape from the authority of other people™. At that stage in the
pést-war era the market for silk screen printing was growing fairly rapidly and the company itself
quickly outgrew its original 1000 square feet of floor space. To cope with the increasing démand,
and to allow room for further expansion, the company moved into new premises which provided
10,000 square feet of floor space. Unfortunately the upswing in demand for the type of work had
just about reached its peak and the company soon found its flow of orders diminishing. This drop
in the level of activity ultimately resulted in a reduction in the labour force. By the time of the
interview early in 1968 the number of people employed had fallen from the peak of 14 to 9. It
was clear that the new premises had never been fully utilised and the dominant objective, ever
since the firm had moved in, had been to fill the available capacity.

Originally both ownership and control had rested with the Managing Director. By the
end of 1966 the firm was running into financial difficulties and additional capital was recruited
from another firm in the same industry. The two Managing Directors of D,, each provided £1500

; which, with the original proprietor’s £1500, made a total issued capital of £4500. Thus the con-
trolling interest had moved outside the company although managerial control remained with the
original owner.

| The long-term objectives of the company were concerned with growth and profitability
but short term objectives were stated as “if I can retain £1000 net after tax from a turnover of
£30,000 I am satisfied”. In 1966 the net return after tax had been £500 on a turnover of £28,000.
One of the difficulties involved when discussing profit is the relationship betw'een the owner/
manager’s salary and his total fetum. In this survey no attempt was made to analyse the fi_nancial
return except in so far as it was relevant to the discussion on pricing. Once more neither objectives
nor policies appeared in written form.

Price policy was given as “full cost + 12%%". This policy was formulated by the
Managing Director and implemented by him also since all quotations and costings went through
his hands. He did make the point that this was the normal procedure but that he did vary the
margin occasionally if circumstances were abnormal. Thus if the company was operating well
.below capacity level he would reduce the overhead percentage added to labour costs from 200%.

to 100%,
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An example of the pricing technique used is given below.

£ s d
Job X’ Labour 20 0
+ 200% overheads 40 0l 8
60 0 O
+ 12%% profit *ed8 78
67 10 0
Materials 33 10 o0
(min. charge £4. 10.0
124 rore) + 25% Sl
109 Feépi Ug
Subcontracted work 1400 10 =8
+ 12%% profit 15 0
Price charge 125 2= 8
In this case the profit amounted to A R
. 4 3 9
1 1510
i3 o Beh

A reduction of overhead charges from £40 to £20 would have resulted in a net loss of £6. 11. 3!
It was not possible to obtain information on the proportion of orders which were treated in this
way but from the emphasis on turnover, and the results for 1966, it would appear that it is not
an insignificant amount.

It was interesting to find that the Managing Director still felt that customers were
mainly concerned with quality, and delivery, and then price. “We sell ideas; know how”. He
complained that competition in the industry appeared to be increasing despite the fact that the
market itself was fairly static. This was due to the advent of larger companies originally concerned
Witi’l the manufacture of greetings cards but who were now beginning to infiltrate the display and
screen printing market. There was already some excess capacity in the industry before this
happened so now prices obviously had to be competitive.

Information about current prices was obtained from customers on a personal basis
(since the representative had left), from colleagues in the Display Producers and Screen Printers

Association, and from the associated company. A little information was also obtained through work
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subcontracted to other firms. This had amounted to approximately 15% of turnover in recent
years. In discussing the relationship between the buyer and the firm the Managing Director com-
mented on the frequency with which the buyer was changed. A new kind of professionalism
seem.ed to be emerging which was gradually eliminating the problem of “fringe benefits” for
which he seemed grateful.

Only approximately 10% of the orders received required no quotation. The other 90%
was obtained in competition with other firms in the industry.

Summary

This was one of the smallest companies visited and one of the least sophisticated in
terms of policies and procedures. There appeared to be no accurate information about material
and labour costs and the costing and estimating system was largely based upon experience. Control
was virtually non existent and a question concerning the difference between the £500 obtained
in 1966 and the profit margin intended was left unanswered. It was a question which had obviously
not arisen previously and a situation which had not been investigated.

The dominant objective was clearly to survive, and, if possible, to utilise some of the
unused capacity, which was considerable. At no time, however, was there any indication that the
company had considered moving out of the existing accommodation into something smaller, and
perhaps less expensive. The subordination of all other activities to the problem of maintaining

turnover in this case appeared to be one which could have dangerous consequences.
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.Company D,

Unlike many of its competitors in the display industry D3 was a ‘regenerated’ company,
[t was originally registered in 1936 by a person whose name is still included in the title. When the
origiﬁal owner wished to be relieved of his responsibilities in 1955 the firm was taken over by 3
group of ten people, two of whom were the joint Managing Directors at the time of the survey.
Each of the Managing Directors held 15% of the voting capital of the company. The controlling
interest rested with fwo directors of a local advertising agency each of whom held 30% of the
voting capital. The remaining 10% was distributed between four people. Since the visit both the
Company Secretary and the Works Manager have been made directors of the firm with a nominaj
share holding.

It was not possible to obtain information about the original objectives of the ten
people concerned with the take-over but the two Managing Directors indicated that they wanted
“to build up a business for our respective families, but now they don’t seem to be interested”.

In the years following 1955 the company grew quite rapidly until jt reached a total of
14 employees. Since then t_{le number had remained fairly constant even though the company was
rehoused in a “flatted’ factory unit in 1963, a move which provided a little more space than had
been available previously. There were certain obvious advantages which the firm enjoyed as a
result of the move, the physical amenities and services were very much better than in their previous
location, but there was one very significant disadvan tage, the rent of the new premises was nearly
ten times that of the previous accommodation, and this created acute problems.

At the time of the interview only 7 members of the labour force were at work. The
remainder wlere away either ill or on holiday. However, this did not seem to be creating many
problems for the company, perhaps because of the low level of orders at that time.

This fluctuation in the leve] of activity is not unusual in the industry and reflects the
sporadif: nature of demand. Unfortunately when orders are received they are usually required
urgently and this means that most companies in the industry carry a labour force in excess of
that which would be required to carry out the work in the normal way. Thus a firm may require
its staff to work overtime one day to meet a deadline on a particular order knowing quite well
that there are insufficient orders on hand to fill the next few normal working days.

Company objectives and policies were not issued in written form an, in fact, when

asked about objectives the directors said, “we don ’t have any really”. Later in the discussion it
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appeared that the main objective was to maintain turnover at £25,000, as in the previous year,
and also to achieve the same level of profit as before. There was some doubt about the company
ability to succeed in this latter aim because “costs are continually increasing so we expect profit
to be. smaller”.

The directors claimed that the company was a happy one, if not an adventurous one,
But although they were modest about their ambitions they had recently bought some new auto-
matic equipment which provided them with a temporary monopoly of one particular kind of
screen printing in the Midlands. This, they stated, was done partly because they had a feeling of
responsibility for the Works Manager who was considerably younger than they were and needed
some reassurance about his future and that of the company. The two Managing Directors were
both well over 60 and one had recently suffered a serious illness and was obliged to take things
quietly.

The new process enabled the company to obtain anprommately 90% of that kind of
business available in this area. This still represented only a small proportion of their turnover but
the demand was showmg some signs of growth. 75% of the orders came from Local Authorities
and the Nationalised Industries. This item of information was rather interesting because it followe
the description of a distressing period in the company’s history. It appeared that some years
previously the company had acquired a large customer whose demand had grown rapidly and had
eventually taken up their entire capacity. The customer had then gone into liquidation and left
D, in a very precarious position. The moral of the story appeared to be that the company should
not put “all its eggs in one basket’, nevertheless 75% of its turnover was obtained from Local
Authorities and the Nationalised Industries, and the volume of ofders received from this latter
source was not very significant.

The company employed one representative but the directors felt that this person was
not really necessary because “the customers find us”. They also explained that customers normally
came to the firm with urgent, high-quality jobs which no-one else would undertake. The firm
accepted this role as a matter of policy and took pride in the fact that it was able to give this
service to the customer.

The firm’s price policy was incorporated in the statement *a high price for high quality”
The directors, who actually priced all orders and made all the necessary quotanons were not

prepared to divulge the precise figures involved in the pricing process. They, did however, outline

the formula used which was as follows.
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Material costs + 15%

Labour costs + x% for overheads

Total

+ 10/15% margin for error

Price

If the order was placed by an Advertising Agent the company added a
further 18%% to the price calculated in order to be able to show a discount of 15% on the invoice.
There were other less formal deviations from the calculated price which were implemented at the
discretion of the two Managing Directors. The amount of margin added for overheads could vary
byi 50% depending on the size of the order; a repeat order might also be quoted at 2% to 5%
below a similar order quoted to a different customer. There were no standard rules by which
these deviations operated and the directors seemed to use their discretion on a very subjective
basis. The general level of prices was unchanged between 1965 and 1967 but there had been a
quite significant increase in {968 which customers were notified about. The relationship between
the buyers and the company was kept fairly formal and there were no ‘fringe benefits’ even at
Christmas time.

Information on prices came by feedback from the customer, from jobs which were
subcontracted, and from contact with other members of the industry in the trade association
meetings. The market for the normal products of the screen printing industry was seen to be
quite competitive but the firm felt that it had acquired a reputation in the less competitive sector
which was c;ncemed with quality and delivery and where price was rather less important. The
directors felt that price would have to change “quite a lot” before turnover would be affected.
This would certainly be true in the area covered by the new equipment.

Summary

This was one of the smaller conipanics in the industry trying very hard to keep going.
There was no evidence of any new ideas coming from within the company although the purchase
of new equipment showed that the directors were still willing, and able, to react to ideas from
outside..

The basic objective was clearly one of survival, and the dominant one that of maintain-
ing turnover. The pricing process appeared to be an intuitive one with the costing formula provid-

ing a fairly crude break even basis; its lack of precision is indicated by the +10/15% margin for error.
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As with many other small companies there appeared to be some excess capacity and a

marked lack of ability, or willingness, to diversify its output in an attempt to stabilise the

flow of production.
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Company D,

This was one of the firms in the industry established before 1939. It was first registered
in 1908 by the father of the present Managing Director and has thus “been actively engaged in
prodixcing posters, signs, showcards and point of sale display items for oyer 60 years”. The founder
of the company was an artist by profession but the present proprietor wals trained as an engineer
draughtsman and had no desire whatsoever to enter his father’s business. After the war the present
Managing Director was obliged to join the firm in order to take over responsibility from his ailing
father, and to provide some means of support for both familes. So while the original objective of
the founder was not determinable, that of his Successor was clearly to provide an income for his
father and himself as quickly as possible.

The company was a private one with limited liability and the entire share capital was
retained by the M.D. and his wife. Majority share ownership and the managerial contro] rested
with the Managing Director .

Three years prior to the survey the firm had moved trom its original accommodation
to new premises. This was necessary because of redevelopment work scheduled for the area in
which it was located. However, the new premises were designed to provide additional space to
allow for expansmn Within a short period of the move the numbers employed had risen to 20
people but subsequently diminished to a total of 16, including the Managing Director, and was
fairly static at that level. Turnover for the last financial year was “between £20,000 and £30,000”.

There were no written statements of objecti\fes_ and policies in this company and there
was ample evidence that the Mﬁnaging Director considered it quite unnecessary to communicate
such thought; to other members of the organisation. The only other executive in the company
was the production shop foreman who was concerned almost exclusively with the physical side
of production. The Managing Director complained of being continually under pressure because he
bore the entire burden of administration. He was unable to delegate responsibility because there
was “no one else to delegate it to™. His own financial objective was ““ to make as much as you can’’,
There was also a desire to increase sales in order to utilise the spare capacity which still existed in
the new premises. In order to achieve this a young representative had been recruited about 12
months previously. This salesman had been instructed to “play it straight; no golf, no bribery, no
drinking, just go out and get the orders”. As a matter of policy the labour force was kept at a

minimum so that they were always under pressure. This, the Managing Director maintained, was

the way you avoided excess costs and made the profit.
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90% of the orders received were obtained as the result of a quotation made previously.
Price was not, however, seen to be the dominant factor. The Managing Director felt that the
customer was primarily concerned with quality and delivery and only then was the question of
price; relevant. Nevertheless the firm’s price policy was to be competitive and this was done “by
keeping your ear to the ground”. Information about competitive prices was obtained from
customers, from the firm’s own representative, and from suppliers’ representatives who called
regularly and passed on information they had gleaned on their travels.

There was a marked reluctance to talk about the pricing technique but the Managing
Director did eventually indicate that the formal procedure involved an addition of 12%% to total
costs (including overheads). At this point a subjective decision was taken whether to modify the
final figure in the light of circumstances known to the company. It was not possible to determine
the proportion of quotations which were modified in 'th.is way but the actual costing process
appeared to be fairly precise and quite detailed. This precision was explained by reference to the
owner’s training and experience as an Air Inspection Department Officer during the last war.
Summary A

This was a typical charismatic type organisation dominated and administered by one
man. Despite the smallness of the company this was quite a large responsibility for one man to
undertake and it was obviously having its effect upon that person. Strangely enough it seemed
as if the Managing Director was aware of this fact and there was a curious urgency about his
statement that the objective was *“to make as much as you can”. There was also a strong resist-
ance to revealing information which could be of interest to his competitors but an eagerness to
discuss the day to day difficulties of managing a small company.

The costing system appeared to be precise and detailed although it was not possible
to assess its accuracy. Pricing policy was to be competitive but there were occasions when price
was increased in order to take advantage of special circumstances, or decreased to enhance the
chances of obtaining an order when sales were falling. |

The market was seen to be competitive, yet once again a greater emphasis was given

to quality and delivery than to price.
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Company D,

D was first registered as a partnership in 1937 and converted in 1951 into a private
limited liability company. The senior partner, his wife and two daughters held approximately
two éhirds of the voting capital distributed in fairly equal proportions and the other partner held
the remaining one third. Sometime before the visit was made the senior partner had retired and his
colleague had assumed the role of Managing Director . There had been no change in financial
ownership of the company because of this withdrawal and the retired member still retained a
personal interest in its affairs through contact with his daughter who acted as the present
Managing Director’s secretary.

At the time of the visit the company empldyed 17 people including one general fore-
man. The Managing Director made the point that at one time the firm had employed 25 people
but trade had gradually declined and the numbers had been reduced. Turnover in the last financial
year had been approximately £34,000 of which 10/15% was sutcuntracted.

The original objeq\t\ive of the two partners in starting the business in 1937 was “to have
our own business, and be our own boss”. Current objectives were to achieve a turnover of
£34,000 plus (a little more than last year) and a profit of 20% on turnover after tax. It would
seem that the hoped for increase in turnover was not a large one since, it was said, the company
had very little space for expansiqn. Another reason given why additional work could not be
undertaken was that the physical proximity of the carpentry shop and the screen printing process
made very fine screen printing work impossible; the dust in the atmosphere interfered with the
quality of the screen printing. In addition to the various forms of silk screen printing the firm
also produced shop fittings, exhibition stands, and point of sale display items. Only 50% of the
orders received were obtained as the result of quotatidns made, the remaining 50% arrived with-
out such preliminaries from “satisfied customers”.

Price policy was officially full cost + 20% and was not related to the utilisation of
capacity or to the state of the market. The specimen invoice included below confirms this margin
but deviates from the profit objective specified above by the amount of profit involved.

The costing/pricing technique used was said to be that recofnmended by the Display
Producers and Screen Printers Association early in the 1950’s. Apparently a sample costing had
been made which had proved satisfactory and so the system was adopted and had been used

ever since. The Managing Director himself made a personal check occasionally to verify its



accuracy. There did however seem to be some confusion about the % added to labour costs to
cover overheads. The secretary seemed to think it was 100% and the Managing Director protested
that it was 60%, so the specimen invoice was corrected accordingly! The specimen invoice also
reveals a profit of 20% which is extended as 25%, but in neither case would the profit result in
*20% on turnover after tax”.

Information about competitors’ prices was obtained from customers and from work sub-
contracted and was of some interest to the Managing Director despite his previous comments about
his own quotations noi: being related to the market. Here again delivery and quality were given
priority over price when assessing the factors influencing the customer. An increase of 5%, it was
thought, would have little influence on sales; an increase of 10% would have some effect, and a rise
of 15% would lose them some large orders. A fall in price would not have much effect because
“there wasn’t enough capacity to handle the increase anyway”. Large repeat orders enabled the
company to offer reduced prices because labour costs fell as the men became used to producing
that particular product.

Summary

There were no written objectives and policies in this company but since most of the
financial administration was carried out by the Managing Director or his secretary this was not re-
markable. The objectives were fairly precise even if the consequences appeared to be a little
confused. Price policy was also quite specific although it was not possible to check on the imple-
mentation. The costing system used was rather subjective and a little out of date. An allocation
of 60% on labour costs may have been appropriate in the early 1950’s but is considerably less
than that applied by many firms in the industry.

The Managing Director did not think the market for his products was a very competi-
tive one. Quality and delivery were seen to be more important than price and the company
concentrated its attention on the ‘approved’ competitive devices in order to retain its cordial
relationships with customers, suppliers, and competitors.

Periodic orders for a number of large physical units created some storage problems for
the compang} but- the rest of the time there appeared to be a significant amount of unused capacity.
This seems to be a typical problem for firms in the display industry which no one has yet been

able to solve. Diversification appears either to be unpalatable, impossible, or just too difficult.
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CIRECE

1Istomer

MESSRS.JONES & CO.

SPECIMEN ONLY

Job No.

Date pay o5th 1967

-der No. 3617

Req’d by

b

1 PEG BOARD PANEL — PAINTED BLUE ON WHITE

ecial Purchases

‘der No Qty. Designation Rate s. d.
Peg Board used by Carpenters 14 4
Cellulose used in Spray Shop 5 0
19 4
Plus 10% 2 0
1 4
aterials
ecial Purchases
Carpenters: 3 hre. 1l. 6. ©O
bour Middle Shop 3 hrs 1o 2. 1
Plus 60% T 8.0 16 1
19 5
252 7
16 10

lvice Note No.

Invoiced
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Company D,

Until 1953 the General Manager of D, was employed as a skilled screen printer with one
of the larger firms in the Birmingham area. By that time he was very much aware of the rapid
increase in demand for screen printed products which accompanied the post war boom and thus
decided to establish his own business. His objective at that time was simply “to emploit the growing
market myself”, and this he succeeded in doing for the next few years.

In 1960, for reasons which were not revealed, the company was taken over by a larger
organisation with bra‘nches in many provincial towns and a head office in London. The original
proprietor was then made General Manager of D, and “left to get on with it” despite the fact that
it was then a wholly owned subsidiary. The parent company employs a total of 120 people of .
whom 20 are at D in Birmingham. Turnover figures for the entire group were not available but
in 1967 the total sales for D, were approximately £63,000, and, it was stated, were increasing at
the rate of 5% per annum. About 10% of this turnover was work subcontracted to other specialist
firms, e.g. metalwork.

The figures quoted for 1967 were as follows:

Cost of Labour - l?,ﬁ40
Materials 8,430
Overheads 25,000
Subcontracted work 6,000
Profit 6,000

£62,870

The firm’s output consisted of posters, point-of-sale items, and some photography. The
General Manager explained that 90% of the company’s effort went into posters to obtain only 15%
of the profit. Point-of-sale work produced almost 85% of the profit for only 10% of the effort.
Unfortunately most of the poster work was obtained from, or through, the parent company and
had to be given priority in the production department.

Most of the orders obtained were quoted for, and once again there was clear evidence of
a marked seasonal fluctuation in demand. A considerable amount of display work was associated
with local retailing events and in particular with the sale of ‘school’ items. Thus the peak of demand
came in September when parents were preparing children for the return to school. Work of this

nature had to be planned in advance and customers were visited well beforehand to discuss their

requirements.
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The objectives of the firm were still set by the General Manager but now were ‘vetted’
by the parent company. Although the turnover in 1967 had been £63,000, the objective set for
1968 was given as £60,000 with a net profit of 10% on turnover.

There were three people involved in the pricing/estimating process in this company, the
Production Manager for the smaller jobs, the Chief Designer for the medium sized jobs, and the
General Manager who estimated the larger jobs and checked all quotations before forwarding them
to London for approval. The company’s formal price policy was to add a fixed proportion to total
cost. This was calculaied in the following way.

Labour costs +200%

Material costs + 50%

Subcontracted work + 10% (occasionally up to + 50%)

1

Selling costs + 9

Total + 10% (profit margin)

All work done for advertising agencies carried a 10% discount which was corrected for
by adding%(one ninth) to the final estimated figure before invoicing.

A specimen copy of the form used by the company in the estimating process is appended
below. |

There was an element of subjective judgment in the General Manager’s final check which
often resulted in special items being charged higher prices than normal. The General Manager also
revealed that some qﬁotations were compared with thoseof D“, his biggest competitor, before the
final decisionr.was made. Significant changes in labour and material costs were passed on to the
customers who were warned of the resulting price changes. In reply to a question concerning
factors of importance to the customer the General Manager said that he though quality and del-
ivery were of greater importance than price. From his own company’s point of view the price had
to be competitive although there were special orders which could be charged on a different basis.

It was rather unusual to find a firm of this size in the industry with two full-time sales
representatives and one trainee salesman. To assist this markcting effort D, was directed by the
parent company to spend £400 per annum on advertising. This the General Manager did but he

was not persuaded that the result was worth the effort.
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Summary

The original objective of this company was fairly clear and comprehensible,Current
objectives were still precise even though ownership had been divorced from the day to day man-
agement but there appeared to be less personal concern for the dynamic growth of the company
than i.n other similar units in the industry.

The market for the firm’s major products was seen to be competitive in an oligopolistic
sense with two main competitors and a number of smaller and rather insignificant ones. Com-
paring their quotations with one of the larger (and successful) competitors placed the firm on a
reasonably sound financial basis. This was further supported by a knowledge that even if the
prices were rather high the parent company provided some orders to help fill capacity.

There appeared to be less deviations from the pricing formula than in other organisations
which suggests a lower level of personal involvement in profit maximisation and a desire to exhibit

some competence in working within the objectives and policies approved by the parent company.
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EstimataiNIame o s e SO e ST R o e 17, e e
L T R R Job
BT et RN S
Craftsman  Apprentice  (Gross Rates) Materials at Cost
£ el £ 5 4
Artist @ @
Writer @ @
Spray @ @ I
Stencil @ @
Screen @ @
Carpenter @ @
Labourer @ @
@ @
@
@ X |
@ @
Packer @ @
(
Total time
Materials at cost
+ 50% uplift
Subcontract
+ 10 % uplift l Total
Production total £ Subcontract
Selling costs add 1/9th
2 |
109% Agency Discount add 1/9th
Total £
Quoted Price £ Total
Terms
|
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Company D,

This company was first established as a partnership by the present Managing Director
and a colleague soon after 1946. The M.D. provided a knowledge of art and design layout and his
colléague the skilled craftsmanship in woodworking. The company was later turned into a private
limited company but the second partner had recently left the company and is now in business on
his own account.

The total issued voting capital of the company consisted of 6000 shares of £1 each, of
which the Managing Director held 34% and his wife held a further 17%, making 51% in all. The
only other director in the company owned the remaining 49%.

At the time of the visit the firm employed 34 people and had an estimated turnover of
approximately £65,000 per annum. Sales were made up of exhibition stands and displays, screen
printing, shop fittings, and signs. Many of these items were quite large when assembled for des-
patch and the firm had found it difficult to provide sufficient storage space. Because of this the
Managing Director had recently taken advantage of an opportunity which had arisen to increase
the total floor area from 9000 square feet to 12000 square feet. This was a fortunate coincidence
but brought in its wake a slightly more difficult problem, that of obtaining the right kind of
skilled labour necessary to cope with the orders on hand.

The proprietor’s objective when he first started the business was “To start on my own.
To be my own boss”. Current objectives were to achieve a turnover of £65 ,000 and a profit
margin of 25% on turnover, before tax. '

In the discussion on pricing policy the Managing Director referred to the technique
recommended by the D.P.S. P.A. and said how helpful it had been. However his own poliéy
was to work on a cost +25% basis for all hormal” work but to increase the profit margin, some-
times to 50%, when the opportunity offered itself.

The costing procedure was carried out by the Managing Director’s secretary using the
timesheets (specimen below) completed in the factory. For some time the firm had been losing
money because of a tendency to underestimate, or under-book, the time required to complete a
particular job. This had now been corrected by adding 25% to the labour time shown on the

work sheet. The calculation thus appeared as follows

118



The calculation thus appeared as follows: —
Labour (hrs + 25% x rate

+ 50% (for holidays etc)

Total labour cost
+ 20% overheads

Material cost + 10%

Total product cost

+ 25% profit margin

Invoice Price

N.B. Overtime working was dealt with by increasing the time worked by the appropri-
ate amount and then applying the standard formula.

Information about prices was obtained from customers and from other members of
the Association. The market was seen to be competitive though a great deal of emphasis was
put upon quality and getting the goods to the customer on time. Price was rather less important
but again compared with th;t charged by D, , . |
Summary

The proprietor of this firm was rathér more reluctant to provide information about
his activities than some of the other firms visited. Thus it was not possible to examine the
costing and invoicing process to check the proportion of items which deviated from the norm,
having beeﬁ told that there were some.

Cdmpany objectives were quite specific and a inonthly financial statement enabled
the Managing Director to achieve some measure of control over his activities.

This was a typical example of a firm operating in a small group with a differentiated
product using the ‘approved’ methods of competition and being relatively successful for a while.
Information obtained from the file at Coﬁlpallies House reveals that turnover in the financial
year ending September 1968 had dropped to £50,000 with a net profit, before tax, of £1500

or 2.6% on turnover.
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Company Dg.

This is an unlimited liability partnership which was first registered by the present senior
partner in 1934. The firm was closed during the war years but recommenced trading in 1946. In
1947. two senior employees were taken in as partners with the original proprietor and the
partnership was formed. At the time of the interview in March 1969 there were 38 employees.

Turnover figures for recent years and an estimated total for the last financial year are given below.

Year ending February 1964 £41,576
e - - 1965 £54,693
v 3 1966 £64,247
R ’ 1967 £67,971
I o 1968 £72,195
» » 5 1969 £77,060 . (estimated)

The total issued share capital of the company is £30,000.

The company manufactures perspex and illuminated signs, industrial fabricated items
involving silk screen work, and provides a range of signs which are hired out to Estate Agents.

The long term objective of the company is implied in the following statement.

“We now feel that we are limited by our present workshops and can only make
further advancement by more economical use of space in a modern building”.

To this end the firm is now having a modern building constructed and anticipates that the past
rate of grolwth will continue. Short-term financial objectives were fairly precise, a turnover of
£80,000 and a profit margin of 10% on turnover. In this case financial objectives were
incorporatedl in the budget which was seen by all the partners, otherwise there was no written
statement of objectives or policies.

The stated price policy of the company was to charge what the market would bear.
The actual pricing process was carried out by the senior partner on the basis of information
obtained from his contact with customers, the amount of work on hand, and an estimate of total
costs plus a ‘normal’ profit margin. This latter calculation was based upon the budget figures

prepared annually in advance, and a monthly check of actual against forecasted quantities. The

calculation for the year 1968/9 was as follows.
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Signs Dept.
16 x 40 x 48

1 x30x48

Display Dept.

8x40x48

1 x 30 x 48

Estates Dept.

4 x40 x 48

Company Dg

Productive Hours 1968/69
30720 }
1440
15360 }
1440

Total Productive Hours (est.)
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Company Dy

Overhead Expenses Budget — 1968/69

'DIRECT OVERHEADS £ £ 1/13 %J)'
N)
*Motor Vehicles expenses 4,000 308
*Motor Vehicles depreciation 600 4,600 46
GENERAL OVERHEADS
Rent, rates and water 520 40
Heat, light, power 620 48
Repairs to plant 150 12
Repairs to buildings 150 12
Canteen 300 23
Car allowances and travelling _ 750 58
Printing, stationery, postages & telephones 600 46
Insurances 450 35
Advertising 350 27
Bank charges 100 8
Professional fees -, 100 8
Cleaning 150 12
Discounts allowed 350 27
H.P. Interest 180 14
General depreciation (other than vehicles) 200 15
Bad Debts 50 -+
Brushes, tools etc. 500 38
Sundry expenses 800 62
Pension scheme 300 23
Office salaries 2,300 177
Partners’ salaries 4,000 308
National Insurance 1,500 115
Holiday and sick pay 1,000 77
Graduated pensions 480 37
S.E.T. — 15,900
20,500 | 1,580
*ALLOCATED £
Signs Dept. 2000 400
Display 200 -
Estates 1000 200
Office (Gen. Overheads) 800 =
4000 _692
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Overhead Expenses Budget — 1968/69

Company Dy

l Office
Total Signs Display Estates (Gen.
O/Heads)
PRODUCTIVE HOURS
Per annum 56640 | 32160 16800 7680 -
DIRECT OVERHEADS
Motor Vehicle expenses
and depreciation 4600 2400 200 1200 800
Per productive hour 1-6 3 3-2
GENERAL OVERHEADS
Per detailed list 15900
ADD Office motor vehicles 800
16700
Per productive hour LE T S T
TOTAL OVERHEADS PER
PRODUCTIVE HOUR 7-3 7-5 62 9-1
BUDGETED PROFIT 8000
Per productive hour 2—-10 2—10 2-10 2-10
TOTAL RATE PER HOUR 10—1 10-3 910 11-11

An examination of prices quoted for work carried out in the month immediately
preceding the visit showed deviations from the ‘calculated’ price ranging from +56% to —18%.
The +56% was stated to be the upper limit deviation but the —18% was not necessarily the
lower limit. This comment concerning the lower limit was expllaincd by reference to the fact
that it was often difficult to load the appropriate overhead costs and profit margin per hour on
to a job which had been carried out mainly by apprentices. Thus some reduction was seen to
be necessary.

The senior partner was also concerned about the inability of his existing system to

deal with the problem of interdepartmental transfer of jobs. An increasing proportion of orders

124



required work to be carried out in more than one department of the company. When this
happened the last department involved was credited with the entire turnover f igure despite

the fact that it may have contributed least to the total value of the work involved. This

meaiﬂ that the other departments concerned appeared to show a lower turnover per productive
hour than was actually the case. There was also the problem of determining the correct
number of productive hours upon which to calculate the cost.

In answer to the question concerning the main factors which the company felt in-
fluenced the customer, ‘quality’ was given first priority with service, delivery, and price
following in that order. The rather low priority given to price was explained by reference to an
experience the company had suffered during the past year. Some time previously the firm had
reduced prices considerably because the economic situation was bad and trade had fallen.
However, this had resulted in an inflow of work which the firm had found difficult to handle.
The conclusion which was drawn from this was that it was wrong to drop prices in this way and
they “would not do it again™.

The market was thus seen to be inelastic and expanding. Profit was in excess of that
forecast and the company was growing rapidly.'Naturally this was generating problems of
liquidity particularly now that the company was undertaking a capital investment programme
to provide new accommodation.

Summary

This is another company where the long term and short term objectives are fairly
clear. Price policy is to charge what the market will bear and the evidence available suggests that
every attempt is made to carry this out. The market is seen to be inelastic and growing rapidly
enough to obviate the need to worry about competitors. Nevertheless the executives are very
much concerned with preserving the high quality of output and developing new products with

modern materials to maintain their present position.
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Company D,

This company was first established in 1934 by the present Managing Director who held
approximately 51% of the votin g shares. The remaining 49% was distributed between seven
peoI;!e none of whom held more than 25% of the total. Financial ownership and management
control was thus vested in the same person.

Originally the firms output included small standard printed and screen printed items
for a wide range of éustomers in the laundry, dry cleaning, and engineering industries, The.
company was relatively successful until 1939 but then, for fairly obvious reasons, the demand
for such items fell sharply and activities were suspended for the duration of hostilities.

At the end of the war the firm recommenced operations producing the same kind of
items as it had done previously. It soon became obvious, however, that some rationalization was
necessary and the Managing Director decided, “rightly or wrongly”, to concentrate attention
upon the provision of garment labels, tickets, and other items for the laundry and dry cleaning
industry. Initially this had proved successful but the company had made a loss on the past three
years trading activities. The firm now employs 50 people, of whom 10 are female, and has a
turnover of approximately £200,000 per annum.

The market for the main product line appears to be a very competitive one and it is
felt that the only real avenue for expansion lies in the export market. Since the firm has no
immediate plans for developments of this kind the main long-term objectives were associated
with stability and continuity. Short-term objectives for the current year include a return of 15%
net (before tax) on total costs. Total costs for 1969 have been estimated at £170,600 making a
target turnover figure of £195,500.

The budget of costs for the current year is made up as follows.

£
Factored goods 40,000
i)irect materials 40,000
Outwork 7,000

Productive wages 22,400

Expenses 61,200

170,600

The Expenses item includes interest charges and depreciation and is distributed over

the other items in the table in the following way.
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Budgeted Budgeted

expenses turnover
£ at cost
- Factored goods 46,000
7,6;40 Expenses 7,640 47.640
— Productive wages 22,400
21,600 Direct expenses 21,600
13,090 ' Indirect expenses i 13,090 57,090
— Direct materials 40,000
4.000 Value expenses 4.000
5,450 i Weight expenses 5,450 49,450
= Outwork . 7,000
700 Expenses 700 7,700
7,770 Order expenses 7,770 7,770
950 ?ther expenses . 950 950
| 61,200 M

Hourly cost rates to cover budgeted weekly costs varied bctweeﬁ 50/- for the highly
skilled operatives and 16/- for both men and women on small machines and benchwork.

Outwork expenses were calculated at 10% of the invoice (received) price.

Direct material costs were increased by 10% to cover general expenses and then by a
further xd pér Ib on the weight of material used.

The cost of processing each order was assessed at a flat rate of 20/- in order to compensate
for the low level of profit otherwise obtained on the very small orders.

Neither company objectives nor company policies appeared in written f'orm but the
Managing Director indicated that all the relevant members of the management hierarchy were aware
of these. When questionedsabout price policy a formal statement was made that “where possible
the company adjusted the price to what the traffic would stand, which also involves some
consideration of competitors’ prices”. A price list was issued to cu.stomers to cover small orders
of standard items and an ‘estimator’ was able to deal with such items using permitted bulk
discounts where appropriate. Medium sized orders incorporating some non-standard items were

priced by the Commercial Manager who was able to use his discretion on margins, bearing in mind

the overall profit objective. Large orders were brought to the attention of the Managing Director
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who, in consultation with the Commercial Manager, decided what price to quote. It was
interesting to find that in one recent month the profit margins obtained on orders had ranged
from +3% to +50% on total cost. There was no significant correlation between the size of the
ordér and the profit margin. The Managing Director stated that the profit margin rarely exceeded
+50% on total cost for the job. Nevertheless there was a clear indication that the Managing
Director felt that prices should reflect what the market would bear and attempted to operate

on that basis.

Information on price sensitivity came either from the sales force or from the customers
themselves. In the first case salesmen provided information about competitors’ prices and
obtained comparable price lists whenever possible. Customers themselves provided some basis for
comparison by complaints about price levels and comments about offers from alternative sources.
A certain amount of work was subcontracted, or ‘factored’, but the prices quoted by suppliers
for this work were not considered to be comparafnle with the company’s own prices. From infor-
mation submitted in the past the company was aware that there was one particular competitor
who consistently quoted pri\Ees of similar product lines at 1/- per item below D, . This had caused
sorﬁe irritation but the Managing Director had so far refused to indulge in the typical oligopolistic
price war situation. The decision not to cut prices was based upon a belief that customers were
concerned with quality, availability, and price in precisely that order of priority. Thus, even
though a difference of 1/- on the smaller standard items was not an insignificant amount, the
company felt it was able to counter the price attraction by better quality and immediate.
availability.

The company operated a fairly straightforward costing system which provided the
Managing Director with an estimated total cost for each order fulfilled. The Commercial Depart-
ment raised one set of documents immediately an order was received. One copy of this set was
attached to the outside of the work docket envelope a second copy was filed in the office, and
the third copy was sent out to the sales representative concerned. Information from Daily Work
Dockets and Material Requisitions, received from the factory was entered upon the file copy
until the order was completed. The completed data was then transferred to the Sales Day Book

and from there to the customer’s invoice.
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Summary

The basic objective of this company was clearly long-term and economic. The ration-
alized objectives included a specified (%) percentage on total costs related in general terms to
what‘ the market would stand and implemented formally through a price list and through
individual calculation of prices on large orders or non-standard items.

A forward budget was based upon estimated total costs at a forecasted turnover level.
Interest, depreciation and other overhead expenses were allocated to specific activities and in-
cluded in costs assessed for individual jobs. The costing system was thus designed to provide an
estimate of total costs per job which served as a floor below which individual quotations should
not fall, and the profit margins referred to above represent the difference between the price
charged and total cost calculated in this way. This was a new system introduced during the current
year, on the advice of an outside consultant, in an attempt to redress the unfavourable financial

results of recent years. The results have yet to be assessed.,
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Company D,

Dm was a private limited liability company registered in 1958. The share capital was
made up of 10,000 Preference Shares of £1 each and 4350 Ordinary voting shares of the same
demor.lination. These latter shares were distributed among four people, three of whom each held
1200 units. One of the individuals with the larger number of voting shares was the Managing
Director, another was the Company Secretary, and the third the 3uyer. In this company the
Managing Director was also responsible for the sales function, although his own training and
experience was as an estimator.

At the time of the visit early in 1969 the company employed “between 45 and 50
people™ and had a turnover of £200,000 ‘plus’ in the last financial year. Output consisted of
stationery, advertising brochures, point of sale displays, and direct mail ‘shots’. Very little
creative work was done within the firm and the Managing Director indicated that the customers
normally supplied the ideas which the firm then implemented. The preparation of card work
within point of sale orders was one of those items subcontracted by the company. In an average
year this subcontracted element amounted to between 5% and 7% of turnover.

The original objective of the company was not stated but current objectives were to
increase the number of employees from 45/50 to 75 in three years, to increase turnover by
25/30% per annum and to achieve a profit margin of 25% on turnover. These objectives were
quite explicit but were not issued in written form within the company. Policies were rather less
precise and again were not written.

Price policy was stated to be a compromise between being competitive and charging
what the market would bear. The pricing decision taken was determined by the amount of
knowledge of the situation évailable and related to the estimated cost of the job. The profit
margin applied to estimated total cost ranged from 0% to 100% but was expected to average
33.1/3% before tax, or 25% on turnover. Approximately 85% of the orders received were on
the basis of quotations made, the remaining 15% were received without an estimate being given
to the customer.

The costing basis used for pricing was a modification of that recommended by the

Federation of Master Printers. The general framework of this process is as follows:
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Budgeted expenses for the ensuing year are estimated under the following headings,
Premises
Capital — interest and depreciation
Power
Labour costs (indirect)
Maintenance
Transport
Admini:stration (including Advertising)
The Budgeted expenlses are next divided into categories which may subsequently be
attached to the various cost centres. These- categories comprise:
Subcontracting;
factory expenses — direct,
indirect,
material value,
\ material weight,
oufwork,
standing type,
order expenses;

idle facilities._

The final calculation of Budgeted turnover at cost is thus comprised as follows,
Subcontracted goods
Expenses
Productive wages Jthese are combined to provide an
)hourly cost recovery rate’ based
Direct expeneses on the estimated effective hours
of operation. : :
Indirect expenses
Direct materials
Material weight expenses
Material value expenses
Outwork

Expenses

Standing type expenses
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Pricing policy is formulated by the Managing Director and most pricing decisions are
taken at the same level. In some cases, however, the salesman in the London area may amend
the price quoted by the Managing Director on orders up to £400 in value. This does not apply
to t};e two salesmen employed in the Birmingham area but may be permitted of the salesmen

soon starting in the Liverpool area.

competition, the amount of work on hand, and finally costs in that order of priority.

The most significant factors which the Managing Director felt would increase profit-
ability were turnover Iand process innovation; and the Way to increase turnover was to increase
the sales force, (which he had just done).

Summary

This was a young first generation firm with fairly clear objectives involving growth and
profitability. There was an awareness of the lack of creative artistic ability within the company
but there appeared to be 1o desire to change this situation so long as the requisite talents were
provided by the customer.

Price policy was related to the amount of knowledge available and the range of profit
margins indicated showed the company’s adherence to its stated policy. The market was seen to
be competitive but the Managing Director believed that the company could provide the quality

and delivery which would enable it to expand during the next few years.
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Company D,

This is one of the larger companies concerned exclusively with display and screen printing
work in the Midlands area. The company was registered in 1952 by the present joint Managing
Dir{‘actors one of whom provided the artistic/design skill and the other the commercial knowledge.
Majority ownership is still divided equally between these two individuals although there are other
shareholders who hold approximately 30% of the total issued voting capital of the company.

The total issued capital is made up of 31,510 shares of £1 each but the Balance Sheets also reveals
a loan of £37,000 from ICFC. At the time of the survey the company employed 98 people and
had an annual turnover of approximately £250,000.

There were no written statements of objectives or policies in this company and initially
the Managing Directors professed not to Have any objectives. In the subsequent discussion, however,
it became obvious that the company was concerned with growth in the long term and the ICFC
loan had been obtained to cover the capital costs of increasing capacity. The short-term financial
objective was stated as +15% profit on total coéts and this figure was incorporated in the standard
costing and estimating proc‘édure. Other objectives included a desire to increase turnover in order
to utilise the existing capacity more fully and thus to reduce costs; and also to make better use of
existing labour resources.

The costing system originally installed, and used until about one year prior to the survey,
was that recommended by the Display Producers and Screen Printers Association in 1952. It was
suggested'that members should allocate overheads entirely to the labour costs involved and should
add a %, say 10%, for mate.rial handling and subcontracted work. One such formula suggested was
as follows.

Labour cost + 100% (for overheads)

+ 50%
Material cost + 10% (handling charge)

Price quoted
Subcontracted work + 10% (handling charge)

In the early days of the company financial statements were prodLlcéd quarterly, but late, and

were of very little help in providing an up-to-date picture of the operating position for the chief

executives. The new system is rather more elaborate and provides a prompt monthly statement

of the financial position which has proved extremely useful. Overheads are still allocated entirely

through labour costs although there is some differentiation of weighting between departments

as the following table indicates.
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Department

Overheads as a %
of labour cost

Screen + 250
Art + 195
Transport 17D
Carpentry + 242
_ Spray + 207
Assembly + 220
Design N.A.
Electric N.A.

This resulted in a recovery of overheads as a percentage of labour of between 195% and

230% on the eight typical orders illustrated below.

Order
1 2 3 5
£ £ £ £

a) Material cost \ 147 2 3 30 3 2 711 12115 7
b) 10% handling charge 1414 3 6 0 4 9 12 3 7
¢) +15% profit on a) 22 1.4 9 0 b2 18 .5 4
d) Total material cost 18317 10 2183 21910 152 4 6
€) Subcontracted 6 4 6 - - -
f)  +15% profit 18 8 — - -
g) Laboﬁr+ o/heads + profits 493 3 10 6.2 5 278 1 10717 3
h) Total 684 410 1217 8 30 711 260 1 9
i)  7%% Discount added 1910 -2
k) Gross 684 410 1917 8 36 711 2791111
1)  Price charged 69410 0 241011 21 26613 4
m) — 5% Discount 13 6 8
n) Net revenue 69410 0 241011 3t 711 253 6 8
0) Deviation from

estimated Total h) +1.5% +23.5% +3.3% — 2.6%
p) Overhead recovery as a

percentage of labour

cost for the order + 220% + 200% +213% + 230%
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Order

5 6 v 8

£ £ £ 4
a) Material cost S 3 16 13 2 2 5.9 =178
b) 10% handling charge 11 L 138 4 4 7 2. 2
€) +15% profit on a) TS 2. 100 0 6 11 3 w7
d) Total material cost ilie, 7 20016 6 LT TS AN
e) Subcontracted — — - ARE0 20
f) +15% profit 5 = - 5131 0

g) Labour + o/heads + profit 11 6 3 65 "9 7 19 8 2 14 4 6

h) Total EUSITCI00. 85 6 17 937 5 g ogkis g
i)  7%% discount added BRI 5 g 113005 20 M
k) Gross 121558 9215 6 231810 © 30 610
1)  Price charged 1416 . 1 - 97.8 3 2513 10 * 30 640
m) — 5% discount 4100417 3 1 5 11 110 4
n) Netrevenue 14 1 3 921010 241211 28 16 ¢

0) Deviation from i
estimated Total h) + 18.3% +7.2% +10.7% +2.2%

p) Overhead recovery as a
percentage of labour
cost for the order + 196% +219% +223% +211%

Specimen copies of some of the relevant quotation forms are included at the end of
this sectionl
Price Policy
The formal price policy for the firm was reflected in the costing system which adds a
fixed percentage for profit on to total costs. Where a Speciz_tl discount of 5% is offered to customers
for payment of cash within 7 days from the date of invoice an additional 7'2% is added to the
final figure to compensate for this. Thus it would appear that those firms who take advantage of
this offer actually pay 2% (approx.) more for the order than they would normally have done.
While most orders were obtained as a result of quotations made, a fairly high proportion
were received without the customer having such an estimate. In some cases, of course, the customer
specified the total amount of money available and requested the display producer to ‘do his best’
“ within these limits. However, the number of orders/enquiries received was still sufficiently small
for one of the Managing Directors to review the cost calculation before the invoice/quotation was
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made out. From the illustrations provided it seems that some adjustment was made to “prices’

provided by the system although it was stated that this does not always occur.

The directors explained that these price adjustments were made mainly to match
competitors’ prices but also, occasionally, to take advantage of an abnormal market situation.
Competition was intense at times when the industry was going through a slack period. On one
particular enquiry the company’s quotation of £875 had met competitive quotes of £640 and
£470.

Price competition is not normally as intense as this and is more than offset by quality
and creative design work. There is, however, a certain amount of excess capacity in the industry
which could have resulted in price competition had it not been for the relatively subordinate role
that prices play in the marketing mix and the work done by the Display Producers and Screen
Printers Association in recommending a uniform costing structure to its members, The subordinate
role for pricing was emphasised by one of the Managing Direct~r; who stated that prices would
have to rise by at least 10%3 before there would be any marked falling off in orders and that a
similar drop in price would i)e unlikely to stimulate a greater demand. This represents a relatively
inelastic, but kinked,demand curve which is quite different from that encountered by D. C. Hague'
above.

Information on price sensitivity was obtained from three main sources. In the past there
had been many occasions when the firm had been obliged to subcontract some part of the work it
had undertaken. This still occurred from time to time for special items and provided information
about the prices quoted by such firms. Salesmen also gleaned information about competitors’
prices from their discussions with customers and reported items of interest back to the form.

The third source was the customer himself, who frequently commented upon range of quotations
received or complained about the firm’s estimate. There were also occasions when information
about the customer’s own budget was contained in printing work undertaken by the display
producer and thus provided useful background information against which to quote.

Summary

The basic objective and the rationalised objectives of the company seemed fairly clear.,
In the long term the-firm was concerned with growth and in the short term with a ‘normal’ return
of 15% on total cost. This was, to some extent, misleading. One Managing Director did say, during

the interview, that “obviously you try to make as much as much as you can” which suggests that
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the adjustments made to the calculated price was much more indigative of the real objective than
that displayed in the percentrage arithmetic. The point was made previously that it is not always
possible to determine real objectives even when explicit statements are made. It is possible,
however by linking casual statements of the kind made above with evidence of decision making

to obtain a reasonably accurate impression of the motivational basis of behaviour,
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Company D,

This company was first formed in 1954 by the joint Managing Directors and became a
private limited liability company in 1959. It was originally set up as an advertising agency based
upon the knowledge and experience of one of the Managing Directors in that specific field and on
the creative skill of the other Managing Director as a display artist.

As the organisation grew the directors realised that the agency label prevented the firm
from exploiting some opportunities which could prove profitable. Consequently the company
decided to open a subsidiary company some distance to the south of Birmingham with a different
title and which would be concerned with display and point of sale work. At the time of the visit
the company employed 18 people at the Birmingham premises and 7 at the subsidiary, Total turn-
over in the last financial year had been £250,000 of which £40,000 was accounted for by the
display unit. Only 50% of this latter work was actually undertaken at the subsidiary factory; the
remainder of the work was designed by physical production was subcontracted to outside firms.

The issued capital of the company consists of 2,500 Ordinary voting shares of £1 each
and 2,500 Preference shares of £1 each. Each of the Managing Directors held 1.150 Ordinary
shares with one other person holding the remainder.

There were no written statements of objectives or policies in this company and the
Managing Director, when answering the question about objectives, was rather less precise, and less
consistent, than other comparable firms. Long term objectives were stated to be growth ard
profitability." with the emphasis upon for former. Short term objectives were given as *“profit, but
we don’t aim at a particular percentage”; and “"to continue to increase turnover at 10-20% per
annum”’,

Price policy was determined by the Managing Directors and the pricing decisions were
taken by the same two people so there was little opportunity for discrepancies to arise between
the formulation and the implementation of policy. The Managing Director stated that the
company’s price policy was a combination of charging what the market would bear and using a
standard mark up on full .cost. The standard mark up was given as 17%2% on full cost, or 15% on
turnover. This was based upon the knowledge that this was the mark up applied by Young and

Rubicon for work undertaken from General Foods and **this seemed to work quite well, so we

used that”.
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Profits were not correlated with this standard margin because the price quoted some-
times deviated from the norm. These deviations were few and “‘tended to cancel one another”.
One example of such a deviation was given by the Managing Director interviewed. Apparently he
wus persuaded that the buyer of a large company for whom they frequently quoted had a personal
friend who was also in the display/printing industry. When a request was obtained for a quotation
for one large job the Managing Director of D, estimated that this would normally cost about
£17,000. As a precaution the quotation was submitted at £18.500. Some time later the buyer
referred the quotutioﬁ back saying that he had had a lower quote from a local company.

D;, then cut the quotation to £17,700 and still did not secure the order. This. the Managing
Director stated, was because the buyer went back once more to his friend who cut the price still
further.

Information about competitive prices was obtained from the considerable amount of
work which was subcontracted, and from discussions with other managing directors in the industry.
Once again D, was quoted as a comparison and was stated to be “expensive but good”. There were
other firms which were cllea‘i‘per by 50% but did not offer the same quality product.

The Managing Director felt that the customers were primarily concerned with the
service that the company could provide, then with quality and delivery, and lastly with price.
From his own point of view he ranked the factors influencing his own pricing decision as costs,
competition, and market opportunity in that order. Not all the orders obtained were received
after the submission of a quotation. There were many occasions when shortage of time prevented
the client from going through the formal process of tendering.

Summary

This firm was an unusual one in that it straddled both the advertising field and the
display industry. Objectives were rather indeterminate and there appeared to be little retrospective
analysis of the correlation between the margins applied and the profit obtained.

Again price policy was a mixture of the standard mark up in situations of doubt com-
bined with the use of a flexible increment when sufficient knowledge was available,

There was evidence of some oligopolistic type pricing competition but alo of reference
to the current standard set by D,; who seems to be emerging as a price leader in this industry.

The Prices and Incomes Board was not regarded as relevant to the process of decision

making in this company.
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Company D,

Company D13 was a wholly owned subsidiary of a large engineering company which
waus concerned mainly with the automobile industry. The subsidiary was established in 1950 with
capital from the parent company to produce injection moulding for the trade. foam forms, three
dimensional badges and various other types of plastic display items. The firm employed 250 people
and had a turnover of £150,000 in the last financial year. Approximately 75% of this turnover
arose from injection mouldings and the other 25% was divided equally between foam forms and
other items. Only 1% of turnover was subcontracted to other organisations.

Neither objectives nor policies appeared in written form but the Sales Manager stated
that this was now one of the major topics under discussion. The ‘agreed’ objectives of the firm
were to “‘double turnover in five years and to achieve a profit of 10% on turnover before tax”.

Pricling policy was determined by the Local Board of Directors and was expressed as
“charging what the market will bear”. The actual pricing decisions were left to the Sales Manager
and the firm’s representative with the reminder that the company should make a profit of 10%

b
on its total turnover.

The costing process is illustrated on the Estimated Cost Summary given below. Overheads
were allocated on a machine hour basis assu ming an 80% machine utilisation for each machine.
Administration, selling and distribution costs added a further 10% to Total Works Cost, but large
consignments involving spécial transport were shown separately as an additional cost item.

Item 14 identified the trade discount which was added to the Total Factory Cost so that it might
be deducted on the customer’s invoice. The profit margin was normally between 10% and 25% on
Total Factory Cost although on rare occasions (less than 1%) it had been as much as 70%.

No price lists were issued by the company and all orders were obtained after a quotation
had been submitted to the customer. Sometimes it was the customer who indicated the amount
of money available_und asked D,, what they could provide within this limit. When a significant
change in wages or material costs took place customers were warned of this so that they could
adjust their budgets accordinély.

Information about competitors’ prices came mostly from the salesmen but the Sales
Manager felt that the customer was primarily concerned with quality and delivery, and subse-

quently with price and service. From his own point of view the factor which had the greatest

bearing on the final price was seen to be the amount of work on hand; market opportunity was

»
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second in importance, competition third, and costs were fourth. This order of priority was
interesting int hat it reflected the difficulty which the company had had in filling its production
capacity during recent years.
Smhmary

Only about £10,000 of this company’s turnover was concerned with display work so
that it is difficult to draw a direct comparison between D3 and other firms in the display industry.

The objectives, however, were explicit, if a little hopeful, and still unwritten despite the
size of the company and its relationship with a much larger organisation.

There was no embarrassment about pricing policy and the Prices and Incomes Board
was not considered to be of any relevance or of any interest.

The market was seen to be competitive but the new capital equipment provided the
firm with a quality and cost advantage over its competitors which was just beginning to have some
effect. Although this applied mainly to the injection moulding field there were side benefits

which helped in the production of display items.
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ESTIMATED COST SUMMARY

CUSTOMER;
DISTRIBUTION:
SALES (2)
“NGINEERING
“OSTS
ILE

ASSEMBLY No.

| COST INQUIRY No,
! INQUIRY DATE:
ESTIMATE No,

ESTIMATE DATE

| QUOTATION DATE:
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REVISIONS

1

3

Direct Material
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- Manufacturing Cost

wl

. Manufacturing Scrap % (of 4) 9%
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~ Total Works Cost
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Trade Discount
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7. TOTAL TOOLING COST £
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Company D, ,

Like most of the others in the display producing industry this was also a first gener-
ation firm. It was first registered in 1954 by two people, an artist who is now the Managing
Diréctor, and an advertising agent who directs that side of the business. Until the recent Finance
Act the company was an ‘exempt private company’ but it was still possible to determine the
relationship between the legal and managerial control of the firm. Approximately one third
of the voting shares were held by the Managing Director and his wife, one third by the
Advertising Director and his wife, and the remainder divided among other employees and
various outside interests. The total issued voting capital of the company amounted to roughly
34,000 shares of £1 each, against an authorised capital of £40,000.

The company has three establishments, two of which are located south of the Midlands
and the other, a small regional office, in the eéstern part of the country. At the time of the
visit in 1968 the firm employed 110 people and had achieved a turnover of £240,000 in 1967.
The estimated production capacity was £300,000 and the firm thus appeared to be operating
at 80% of estimated capaci?y. - |

Once more company objectivés and policies were not available in written form. The
basic objective was concerned with long term economic growth but here, more than in any
other company visited, there was an explicit ethical philosophy which provided effective con-
straints within which such gfowth should be pufsued. Rationalised objectives were reviewed
each yearlat the Annual General Meeting. So far as profits were co.ncemed the tendency
was to aim for “a fixed sum more than last year’’. This was based upon a forecast of variable
costs and overhf;ads for the ensuing year, a profit of £x, and the volume of sales necessary to
achieve this figure. If this figure for turnover appeared reasonable, and was around 80% of
production capacity, then the profit figure incorporated was approved. No actual figures for
turnover were given for 1968 but overhead costs for the current year were quoted at an
estimated 18%2% on total production cost.

Price policy in this case was a fairly straightforward cost plus process with a gross margin
set at 47'2% on total production costs, and a profit margin of 29% after the deduction of
overheads. Orders were divided into four main categories A, B, C, and D, each of which had a
different margin applied. Since the 47%2% was related to total costs and, therefore, represented a

turnover of £Y, this turnover had to be adjusted to take account of the lower margins applied on

-
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B, C and D. Thus:

LY at Total Prod. Cost +47'4% = £Y, at Total Prod. Cost + 47:%
+£Y, el g AT
+£Y, Gl ek ST

+£Y, DT R
A check was kept on the current position by multiplying the turnover in each category

to date by the app'ropriate factor, adding them together and then comparing the total with the
cumulative proportion of £Y, e.g.
Y, +Y,(79) +Y,(.53)+ Y, (42) = £Y.

These variations and the types of jobs involved were as follows.

Type of work Classification % addition Overheads  Profit margin Profit
to total asa%of  ontotal prod. margin on
prod. costs total prod. costs. turnover.
costs (%) (%)
Creative A 47% 18% 429 20
Less creative <
(corrugated paper B 37% 18% +19 14
wire wood)

Competitive
(reproduction work) C 75 18% S 5

More competitive
(routine) D 20 18 + 1% 1.25

There were two other classification of expenses which require special mention. All
work subcontracted to the firms associated company was said to be costed separately and a
margin of 15% was added to the ‘inter’ factory cost. Some specialised creative work was also
placed with other companies and a margin of 15% was added to the invoice received value to
cover ‘handling’ charges.
The interfactory cost referred to above was calculated on the following basis.
Total production cost + 2%% (material handling cost)
+ 20% profit margin + 27%%
+ 5% reserve uplift
This together with the 15% added to the interfactory value gave a total margin of 42.125%

to the company on the finished job, which is a profit margin of approximately 31.5% on the

selling price.

148



In fact, some items subcontracted to the associated, and other, companies were

included in the normal costing system and the ‘appropriate’ margin added.

Example

Bought from other companies

Subcontracted, own company
+ A’ (47%:%)
Artwork;—‘special’, bought in

+15%

One further item bought in

Carriage

The original enquiry for this order specified 1600 display units and stated that:
“The total budget available for the display material supporting the
inclusive of all finished charges. This figure must not under any circumstances be exceeded”.

The figure quoted to the customer was £2,118. 6. 8 or £1. 6. 5% per unit. This

was accepted and the work undertaken.

Ignoring the profit imposed by the associated company the profit margin involved

may be calculated as follows:

Bought out, other companies

Bought out, own companies
Artwork, special
One further item bought in

Carriage

Profit

Price

The profit margin was thus approximately 40% on the selling price, considerably

higher than the target rate of 20%.

£2,027
51
2,079
40

£2,119

831
365
230

51

40
£1,518
599

£2,118
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Deviations from the ‘cost plus’ policy quoted above did occur and the Minaging
Director gave four reasons why this might happen.
(a) The price may be dropped below the estimate in order to honour a quotation
made previously by the salesman.
(b) A price may be quoted below the estimate if the customer is operating on a
tight budget.
(c) Prices would be reduced generally if economic conditions were bad and sales
were falling.
(d) A price may be quoted above the estimate in order to take advantage of an
abnormal situation.
An analysis of the turnover and.gross profit (including overheads) for March 1968
provides an interesting insight into deviations from the price policy quoted.

Sales for March were as follows

Class of Invoiced % % Value Value %
Order Sales £ on cost on sales - £ on sales
A 1669 474 = 32 = 534 432 26
. B 11493 37 = 2ThA = 3161 2764 24
C D 4126 25 s 30 = 825 786 19
D 1747 20 = 16.2/3 = 291 262 15
-—I;E:; 25 4787 4244 _22—2

Out of 38 orders invoiced only 3 were ‘regular’ in the sense that prices agreed with
the estimates, 6 were in excess of the abpmpriate figure and 29 were below it. Of those in
excess one margin was quoted at 42% compared with the normal 32%, and another at 54%
compared with the normal 20%. In the range of figures below the norm one margin worked
out at 18% compared with 32%, the other discrepancies were smaller than this.

These figures exclude the profit margin obtair{ed on work done in the associated
company. Since this was approximately 20% of total turnover the final profit margin would be
increased by roughly 4% bringing the figure to say 26% for March, slightly above the anticipated
figure on sales. This adds about £760 to the £4,244 actual profit making a total of £5,004. This

is the figure which would have been obtained at 25% on a turnover of £20,000. March had 1/12
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of the working days for the years so that a target of £240,000 for 1968 should have given a
turnover of £20,000 for March and £5,000 profit.
Summary

In this case the basic objective was seen to be growth with the philosophical
caveats mentioned above. Financial objectives were worked through in some detail and a
monthly check was maintained. Price policy was quite explicit and a procedure had been
devised but deviations from this pattern were the rule rather than the exception. This was
partly because of the non-regular items included in the estimate and partly because the
Managing Director ‘reviewed’ most of the estimates before the quotations were sent out.

The market was seen to be price sensitive when sales were falling, while generally
the company felt that ideas, quality and delivery were more important marketing factors.
To maintain the flow of new ideas, and therefore to perpetuate the success of the firm the
Managing Director had collected a team of ideas men who had effectively removed the

burden of creative work from his shoulders. This was an unusually enlightened state of

N
affairs in this industry.
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Company S,

S; was a small firm in a rather specialised section of the printing industry included in
the survey because it numbered among its customers many of the display firms and screen printers
with whqm the survey proper is concerned.

The firm was first registered by its present Chairman in 1957 and became a private
limited liability company in 1960. It was originally established to provide a type setting service for
advertising agencies and display companies because many had found difficulty persuading the normal
tyvpe of printing organisa‘tion to cater for their rather specialised needs at that time.

In this particular company management titles are a little misleading since the Chairman is
still effectively the chief executive. Until quite recently this person was also Managing Director but
was obliged, during a short absence from the firm because of iil health, to designate his next in
command as Managing Director. Although the Chairman is now recovered and back at work he has
not resumed his former title but has undertaken many of his former functions.

The issued capital of the company comuvrises 7,500 voting crdinary shares of £1, 48% of
which are held by the Chairman, 43% by his wife, approximately 3% by the Managing Director,
and a further 2% by a non-wor‘l&ing director. The voting contrel of the firm thus rests with the
Chairman and his wife.

At the time of the survey the company employed 35 people and had a turnover of
approximately £60,000 in the last financial year. Output consisted mainly of typesetting but also
included some photographic work and the production of lithographic plates.

When the company was first formed the basic objective of the founder was “to become
my own boss”. There was also a desire to exploit a market opportunity which was becoming
more and more obvious. In its early years the firm grew quite rapidly and turnover increased by -
approximately 20% per annum until, in 1964, it reached about £60,000; Since that time turnover
has fluctuated ;somewhat but has never risen significantly above that level.

Current objectives and policies were not available in written form and the Chairman
indicated that his objective was to obtain a profit of at least £5,000 on a turnover of £60,000.

This represents a return of 25% on capital employed and 66% on equity capital. The Managing
Director, however, stated his objectives in terms of the ‘normal’ profit margin included in prices;
this was 33.1/3% on total cost or 25% on turnover. Since 1960 the net profit (before tax)

achieved as a percentage of turnover had varied between 2% and 17% with an average of about 8.5%.
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Pricing policy was to charge what the market would bear but to use an absorption

costing technique to provide a basis from which to operate. The original basis for the present
costing procedure was calculated in 1964 and included the following items.

Material costs
+ 10%
Labour costs (based on effective hours)
+ Direct overheads (based on effective hours)
+ Indirect overheads (based on effective hours)

Total production costs
+ 33.1/3% profit
Estimated Price

Since 1964 significant changes in the cost of labour have been incorporated by adding
an appropriate percentage to the total production cost shown aBove. A complete revision of the
costing process was under way at the time of the survey but had not been completed in time for
inclusion in this report.

Photographic work and Li thographic plates were both fairly standard items which
enabled the firm to issue customers with price lists. These prices were, of course, amended from
time to time and the customers immediately became aware of this fact when the amended price
lists were received. Typesetting, however, was in a different category since each job had different
characteristics and required individual costing. In this category the firm published no regular list
of prices but made it known to customers that there was a minimum charge per item of £1.

Only major customers were warned of impending price changes and, since these usually followed
a well publicised Iﬁrage increase in the printing industry, there seemed to be very little reaction
or surprise when this happened.

Whilst most orders for photographic work and lithographic plates were received on the
basis of prices quoted, the vast majority of typesetting work was received without quotations

being given. An analysis of typesetting items estimated and invoiced on six separate days and

attributed to two different individuals is given below.
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Table 1.

Date 11/6/69 13/6/69 18/6/69 6/8/68 20/9/68 1/10/68
Number of items priced 23 32 27 29 35 25
Number of items where

a) formula price = estimated price 0 0 2 0 0 0
b) formula price > estimated price 23 32 22 29 30 17
¢) formula price < estimated price 0 0 3 0 1 0
d) net revenue = formula price 0 0 0 1 ] 2
e) net revenue > formula price 6 11 9 10 11 9
f) net revenue < formula price 17 21 17 18 23 14
Range of deviations +15%  +93%  +48%  +22%  +84%  +84%

-34% =-30% -40% -14.1% -20% -11%

Net total deviation from

formula value —£4.16.3 +9/1d +£11.18.0 -£12.17.3 -£6.14.0 -£3.16.0
Total formula value £154.0.9 £159.1.11 £227.14.0 £246.8.9 £257.16.0 £128.16.9
% diviation -3.1% — +5.2% -52% -26% 3%
Estimated by the Estimated by the
Managing Director Production Manager
Averagz deviation Average deviation
+1.7% -3.7%
on turnover on turnover

Estimated total annual :
effect £60,000 +£1,020 -£2,220

Part of the discrepancy arising from the Production Manager’s calculation was eventually
traced to an arithmetical error in the hourly rates used. The formula called for hourly rates of 65/-
and 80/- respectively in departments ‘A’ and ‘B’ but the Production Manager had misheard the
instruction and was charging 60/- and 75/- per hour. This, however, accounted for only 1% on the
total figures and left unexplained a variance of —2.7%, approximately one third of the average
profit received in recent years.

In order to investigate this phenomenon further the three people who were normally
mvolved in pricing were asked to price the same 20 current orders. These three individuals were
the Chairman, the Managing Director, and the Production Manager and the comparable figures

are given below.
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Table 2.

Chairman M.D. B.D.
Order 8 st £ s d £
1 3 00 16 6 3 G0
Z 7 4 0 el 6 T =i .9
3 6 16 0O S0 IR ENE Ll
4 27 0 0 40 0 O 40 R
5 3 A2 0 6 150 6. 26
6 S G 50 LSS e P T
) 2049 =6 310700 3 16 |6
8 G R 8. 10 .0 16 18 O
9 2,14 0 4 10 O 40119
10 18 - 00 330 050 32 78 0
11 1611 6 & 2 56 14 15 0
12 88 100 7R BN 6 180
13 8 250 8 10 0 8 S 3
14 26 2e D 25E 5800 24 3 9
15 6 10" 0 Fi AR Zies SN[
16 S () 1 2E 1T -0 20 D
17 1 a% a0 1 16
18 1 l_}\ 6 By B 209
19 6 16 0 1015 ° 0 10 JE5=9
20 S w800 6l 0 6 .99
Total 177 1 0 210 1816 F{2 S

On this occasion the Production Manager’s calculations were strictly in accordance
with the formula laid down by the Managing Director so there was no deviation at that point.
The Chairman’s prices showed four items placed above, fifteen below, and one identical with
the formula pric&%, but resulting in a net increase of approximately 3% in the total revenue involved.
The Managing Directors figures were significantly different in that he placed 14 items above, 5
below, and one identical with the formula price; the net result being a 26%2% increase in revenue

The same discrepancy exists here between the Production Manager and the Managing
Director as in the earlier illustrations and is symptomatic of the different motivational bases used
by the two individuals and the different knowledge that each has of the customer situation.

The same comment applies to the difference between the Chairman’s prices and those of the
Production Manager although in this case the Managing Director appeared to have a greater

knowledge of what the customer would be prepared to pay.

e 155



the prices set by people at different levels in the management hierarchy and who also had
differcn_t orientations. Thus although the pricing policy was to charge what the market would
bear this was only done effectively when the actual prices decision was done by the Managing

Director.

apparent than real and if the indirect overheads had been located in the normal way the profit
margin would have been reduced.,

Summary

price. The Chairman indicated that the prices quoted and charged were rather higher than many

of his Competitors but the firm was able to offset this by providing better quality and rapid

delivery.
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, Information about prices is obtained from customers, from proprietors of competing
firms, and from ‘trade’ representatives who call from time to time.

Again there was evidence that customers themselves frequently constructed monopolistic
situations for this firm through bad planning and careless preparation. The jobs were thus
classified as urgent and fhe buyer made it clear that his employer was prepared to meet any
‘special’ additional costs involved. The cost of working outside normal hours is rather difficult to
calculate so a ‘liberal’ margin was added to make sure these were covered. The net cost to the
customer was thus sometimes double the normal rate and represented a severe penalty for what
apparently appeared to be gross incompetence.

It was also interesting to note the discrebancy in the pricing arithmetic and in the
subjective variance which arose when the pricing degision moved from one level in the management
hierarchy to another. A discussion with the two individuals concerned revealed a change in
emphasis from profitability by t?le Managing Director (tempered by the need to keep the orders
coming in) to a concern with maintaining the order flow (tempered by the thought that some

profit was necessary) by the Production Manager.
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Company C,

This is a large manufacturing organisation in the consumer goods field which employs
20,000 people and has a turnover in excess of £120 million per annum. The firm manufactures a
wide variety of products and sells its goods in the home and export markets. Both markets are,
however, highly competitive and all the major participants, including this company, employ
fairly sophisticated marketing techniques.

The organisation structure of C, is divided on a product group basis with each
product group having its own Marketing Manager. He is assisted in this task by a General Sales
Manager, a Merchandising Manager, and a number of Product Managers. There are a number of
centralised service departments, one of which is responsible for company advertising. There is
also a Display Studio which is concerned with the design and planning of merchandising campaigns.
The Studio Manager is responsible to the Advertising Manager although he works closely with the
other executives mentioned above, and in particular with the Product Manager conerned.

The Display Studio employs 24 people and has a budget of around £35,000 per annum.
This sum includes an estimated expenditure on labour costs of about £26,000, £2,000 for
materials, and £900 for the maintenance of buildings, etc. In addition to the design work which
the Studio itself carries out, the Studio Manager is responsible for placing orders for display work
with outside firms amounting to around £100,000 per annum. It is unusual for a buying depart-
ment to delegate this amount of responsibility but the nature of the work involved, and the
specialist knowledge required to progress the orders, make it justified in this case. During the past
ten years advertising expenditure in this company has more than doubled but the Display Studio
has not grown in the same way. Quite recently the pressure for work done by the Studio has
increased so much than an application has been made for four additional members of staff.
The case for growth was based upon the fact that 95% of the basic design work is done inside the
company and the marginal cost of such v;rork is approximately 50% of that incurred if outside
suppliers are used, that i§, the estimated total cost per hour of design work done in the Studio is
£2 compared with £4 for outside firms.

The normal procedure involved in launching a merchandising campaign is as follows.
i) The Product Manager initiates the idea of a merchandising campaign for his product,

setting out the time schedule desired and the budget available.
ii) The idea is discussed at a meeting of the Marketing Manager, the General Sales Manager ,

the Merchandising Manager, the Product Manager and the Studio Manager.
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1) The general form the campaign should take is established. Ideas may be drawn from
suggestions by suppliers, from the Studio, or from the executives at the meeting.

iv) A requisition is issued by the Product Manager. The cost of the projected campaign is
estimated from past experience and is restricted to the budget available.

v) The Studio does the basic design work and prepares the rough visuals for approval by
the Product Manager.

vi) After approval the Merchandising Manager invites quotations from suppliers, usually
three, for finished work.

vii) The order is subsequently placed with one supplier and is ‘progressed’ by the Studio

Manager or one of his colleagues.

One example of such an enquiry to three regular suppliers brought the following range
of quotations, (see documents A to G at the end of this section), £4,793. 3. 4, £598. 19. 2, and
£675. 0. 0. In this particular case the differenceswere quite marked and reflected the low level
of demand at that time, but normally quotations are much closer together. Whilst the Merchandising
Manager and the Product Manager both indicated that price was not the most significant factor
in influencing their decision this order was, in fact, placed with the suppliers quoting the lowest
price.

The objectives of the Display Studio were quite different in character from those of an
independent organisation. The first objective was to meet the extra, urgent, demands of C, with
speed and creative quality and to facilitate the task of marketing the company’s products.

The second objectlves was simply to stay within the departmental budget.

The Studio did not cost the work carried out systematically. Special items for Product
Managers were occasionally charged to that Manager on the basis of £2 per hour plus material
costs, and work which was subcontracted was also easily accounted for and. therefore, chargeable
to the Product Manager concerned. This, it appeared, was the limit of the cost/benefit analysis.
Thus there was no costing, or pricing, technique which was comparable to that of the independent
producer despite the fact that it was a very large company using highly sophisticated management
techniques in most other areas of activity,

The factors quoted by the Merchandising and Studio Managers as influencing the
buying decision were very similar to those assumed by suppliers. These were:

a) quality, the ability to do a good job;
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b) delivery, at least five weeks in advance of the campaign date;
c) security, to preserve secrecy for a new product; and
d) price

Price is important, but where time is short (and this frequently happens) then orders
are placed with a supplier who had received a previous order of the same kind. An indication is
also given that the firm would not mind paying the additional cost for overtime working!
Summary

The objectives of the Studio were obviously very different from those specified by
independent organisations. The basic objectives in this case was a personal one related to
continuity of employment and was illuminated by the Studio Manager who expressed concern
about the future now that the company was amalgamating with another large organisation whose
Chairman had a reputation for being efficient but ruthless.

At the rationalised level the objectives were very much concerned with professional
competence and the ability to meet urgent demands with both speed and quality. But whereas
success in an independent coinpany was reflected in profits and turnover, here it could only be
the time schedule and a subjective interpretation of creative skill. The basic design work became
lost in the complexity of the marketing mix and there had been very little attempt by the
Company to conduct controlled experiments with point of sale display units. It was impossible,
therefore, to allocate. any precise quantitative value to such units, and to the quality of creative
skill involved.

The budget for the Studio seemed to be the main economic factor involved. Since there
was no systematic costing of jobs processed there appeared to be an implicit assumption that the
cost of basic design work carried out by the Studio was proportional to the total cost of display
work requisitioned by each Product Manager. The other possible alternative is that total cost of
the Studio was included with other overheads and allocated in the approved company manner.

Price policy, where used for special items and subcontracted work, was to charge the
appropriate Product Manager with the full cost, or estimated full cost.

The factors influencing purchasing policy for display work corresponded closely with
those ‘assumed’ by suppliers. Quality, delivery, and price were in the same order of priority but

this company did also raise the question of security. The Merchandising Manager and Studio

Manager visited potential new suppliers to satisfy themselves that security precautions were
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sufficient to protect new ideas from leaking out prior to the official launching date. In some
cases orders had been placed overseas at considerably greater cost in an effort to maintain secrecy.
A great deal of effort is put into forward p]ﬁnning for merchandising campaigns.
However, a significant proportion of projects are still launched with inadequate time for normal
preparation. In such cases the orders for finished work are placed with firms who have supplied
similar items previously and an indication is given of the urgency involved and the willingness to
pay any additional costs for meeting the delivery date. This is a situation open to exploitation
and which can be rationalised fairly easily by the supplier. The cost of purchases is thus frequently
higher, and sometimes considerably higher, than it need be but this is recognised by the company
and in many instances condoned by the buyer. In this situation a seller, normally operating under
conditions of imperfect competition in the small group, suddenly finds himself in the position
of an ‘informed monopolist’, and finds it extraordinarily difficult to resist the temptation to take
advantage of his position, albeit a rather ‘enlightened’ advantage related to long term relationships.

This ‘customer created monopoly’ is an interesting, but apparently not unusual, situation.

b
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THOLIAS FORMAN & SONS LTD PACKAGING - DISPLAY - BUSINESS PRINTING
HUCKNALL ROAD * NOTTINGHAM Telephone: Nottingham 65573 Telex: 371 14

OUR REF: YOUR REF:
DLJI/S3G
7th July 1967.

QUOTATION No, 60650,
Dear Sirs,
Thank you for your enguiry, and we have pleasure in submitting our

quotation for your consideration. This is subject to the Conditions of Sale detailed
overleaf.

Yours faithfully,” |
THOMAS FORMAN & SO}:'S'LTD.
e

e =
o ‘\'_‘ R =

P \ -

5,00G Dispensers, overall size 21%" x 175" flat. Litho'd
one side only in 6 colours on ,030 Double nhite Lined ’-olc.nw Lox
<Gard. Cut and creased to shape, glued up, packed flat (rubber banded

end¢ tissued) in parcels of 10, labelled and delivered in bulk to one
nGuI‘eSS-

@ 1/11d each = 8479, 3. 4d

Teruis: hett i.onthly.

Carriage puid in bulk to your address.
Finished artwork to be supplied to us.
(uotation includes cost of colour proofs.

r,'-
i
H

§: J. K. L, MARDON (CHAIRM.-\N) B. B. RICHARDS ]. B. IRVING R. C. BRAMLEY EXECUTIVE DIRECTORS: J. M. T. PERRY G. §. BUXTON
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Please reply to :
ROSSENDALE WORKS,
CHASE SIDE,
SOUTHGATE N.14

Telegrams : = Harbrolith, Mewioutn, Londan*

Telephones: Palmers Green 0131 and 0182

)
e

JAMES HAWORTH & BROTHER L.
DESIGNERS, LITHOGRAPHERS & FINE ART COLOUR PRINTERS
A SOHO SQUARE LONDON W1

)
(TORIES: FLEET STREET. LEICESTER
ROSSENDALE WORKS, SOUTHGATE, N.14

TEI.EGRAMS HARBROLITH, NEWSOUTH, LONDON
TELEPHONES: PALMERS GREEN 0181-2, GERRARD 2406

ESTIMATE ;

-

- —
.

" DSSCRTFTION: 2) Counter / Gondola Dispenser.

5 Reproducirg complete artwork, supplied by you.
Photo litho and printed in |’1 celours an white
chromo paper, lined tn Lo*’ British Poard,

Kraft 1:_nec1 at back. t to shape as one p1ece

: size 175 x 17.5/8 wfm fron’c and back scores.
Made up with 2 glvings and packed in kraft paper
in parcels of 10's with the side pieces folded
inwards. .

PRICE: ),OOO copies Q 2/4 3d. each
* £119-15-10. pe"" 1,000 = £598-19-2. the lot.

Alternatively, if lired to chipboard, calliper
.035 .
5,000 copies @ 2/4}d. each

= £117-14-2. per 1,000 = 2588-10-10. the lot.
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Quotation No. By 1041

Your Ref

This quatation is given subjeci to the Conditions
enccrsed hereon. These Conditions shall be deemed
10 oe embodied in any contract based on o arising
out of this quotation unless otherwise agreed

In wiiing.

Terms: One month net

Carriage paid in bulk

In all communications arising from this quatation

. ) 4 _
piease quote the reference number. &u§ i®ﬂ§

7th July, 1967,

‘Counter/Gondola Dispensers size 171" x 183" fiat,

printed offset bhoto litho in 6 colours on white cartiridge paper, mounted
on 1 1lb, British straw board,

white backed, punched %o shape and made up
as our dummy, Packed in parcels of 10 with identification label, and
delivered in bulk,

For 5,000 “ %G enel, . £675 O0Os,- od,

One piece of complete flat artwork to be supplied by you, AN

| Sir Joseph Causton & Sons Ltd Eastleigh Hampshire Telephone Eastleigh 2271  Telex 47569
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Company C,

Company C, was a large well established international organisation employing 75,000
people and having a turnover of £215 million. This was one of the large firms who completed the
quesiionnaire and was subsequently visited in order to obtain some information for comparison
purposes. The interviews were initially concerned with a discussion about company objectives and
policies, and in particular about price policy, and took place at two levels. The first interview was
with a Commercial Director at main board level and the second with a Marketing Manager of one
of the subsidiary companies. A third, and quite unrelated, visit was made to obtain information
about the company’s own display producing unit which, along with C,, C;and C, provides
evidence of ‘inplant’ activity in this industry.

Interview No. 1.

The Commercial Director interviewe;i was on the point of retirement and had been
with the company over 30 years. Much of his time in recent years had been taken up preparing
information for thf, Royal Commission on Monopolies and the National Board for Prices and

. < :
Incomes. ?

There was no written statement of objectives in this company and the Board of
Directors left it to the individual companies in the group to submit a plan for the ensuing year
which was then considered by the Board. Detailed statements of objectives within the plan were
drawn up by the Maketing Managers of the varioﬁs cr:;mpanies. These were considered against the

following critera.

a) The company should not make too much profit.
b) Profit should be more than in the previous year.
c) Profit should be related to turnover.

If the submission satisfied the Board on these main issued it was accepted and used as a basis for
making for the period involved. If it did not prove satisfactory it was returned; with comments,
for amendment. The basic long-term objectives appeared, by implication, to be financial stability
and continuity although b) above suggests that some element of growth was also included.
Control at Board level was exercised by ““looking at monthly reports to make sure that companies

are keeping on target”.

Price policy was not a Board decision, it was left to the Marketing Director who

advised the Board. Here again policy did not appear in written form but appeared to be the same

169



in the two main market segments, the original equipment sector and in the replacement market.
In both cases the policy was to charge what the market would bear. There was, however, a slightly
different emphasis in each. In the highly competitive original equipment market the objectives
was “to-cover full cost and get as much as we can above that; but most of our sales appear to be
at full cost”. The replacement market was slightly less competitive and the emphasis here was
“what the market will bear, except that we musn’t make too much profit”.. The caveat about
profit was mainly directed towards certain items for which the company held a monopoly and
where, theoretically, prices could be increased.

One of the major problems for organisations in the automobile and accessory goods
industries is that of maintaining a supply of spares for obsolete models. This is often an expensive
business and the company had recently approached and Prices and Incomes Board for
permission to increase the price of such items. As a compensation the company were also agreeing
to reduce the price on certain other fast moving lines. Permission was obtained and the company
were able to raise the appropriate prices. In the discussion on this topic the Commercial Director
made the point that the;y were Being forced to reduce the other items anyway because of German
and Japanese competition so nothing was lost in this respect.

From the company’s point of view the most important factors influencing price were
market opportunity and cost. From the customers’ point of view it was felt that service, loyalty
and dependability were more important than price. It was interesting to compare these comments
with that made about buying, i.e. “it doesn’t really matter whether you could get it cheaper or
not so long as no one else does”.

Interview No. 2.

The second interview was with the Marketing Manager of one company within the
group which employed approximately 1,500 people. It was first established as a separate
company in 1965 and had grown fairiy steadily since that date. Again company objectives were
not issued in written form in a formal way but were incorporated in quite specific terms in
forward planning. The long-term objective was “to become the largest company of its kind in
Europe”. Originally this had been in the United Kingdom™ but the company now believed
that some economic association with the European Economic Community was inevitable and

had extended its horizons to embrace that market also. In the short-term the marketing objective

was to increase turnover at the rate of 5% per annum and, while doing so, to increase the rate of

170




return on capital employed to 21%.

These objectives differed considerably in emphasis from those quoted by the
Commercial Director and were symptomatic of a major reorientation in outlook. Previously, in
the parént company, the emphasis had always been placed upon production, costs, and quality;
now a similar kind of emphasis was being directed to marketing and to the identification of
marketing opportunities both in this country and overseas.

Comments concerning price policy were similar to those made in the earlier interview.
There were two basic markets, original equipment and replacement. Original equipment contracts
were dealt with by the Marketing Manager who used his discretion to modify prices prepared by
the Commercial Department. The Commercial Department worked out the full cost, including
overheads, and added an appropriate margin to ac_hieve the return on capital employed set as an
objective.

In the replacement market the process was a little more ferinal because the company
issued price lists recommendinp{r retail prices. There was a standard discount of 42% on list price
for wholesalers and agents, and 27'2% on list price for retail outlets. A further discount of 5%
was offered for orders in excess of 1,000 units and 10% for orders exceeding 10,000 units. These
regulations were adhered to fairly rigidly within geographical areas although there was some
discrimination between territories.

M#rket opportunity, and theﬁ cost, were seen as the main factors influencing price
although there was a casual reference elsewhere to the need to maintain turnc;ver. The main factor
thought to influence the customer was service and dependability and this was also reflected in
the comments made by people in the display producing unit.

Interview No. 3

The Display Department of C, had been in existence since before 1939 when the
number employed was only 6. The manager of the Department was originally traiﬁed asa
draughtsman who then did some architecture and later some interior decorating. After the war
the department grew rapidly to reach a peak of activity in 1953, Coronation Year, when every
wholesale and retail outlet in the country was demanding special display units. At that time the
unit employed 30 people and the figure had remained at that level ever since although the
composition of skills had altered significantly to cope with the advanced technological nature

of many of the products. Display work now frequently involves designing and constructing

&
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working models which have to be installed and maintained at exhibition centres in many

European countries. This kind of responsibility calls for a team of highly qualified specialists
rather different in character from the earlier display producers.

The department is responsible for a total expenditure of over £173,000 per annum.
This represents the amount budgeted for display work by most of the main companies in the
group. One or two other companies request work from this department without actually specifying
the limit to which they should go. In such cases the manager of the department uses his discretion
and is informed when he has exceeded the appropriate figure. So far this had never happened and
this year the manager is conducting an experiment in spending to discover just where the limit is!

About two thirds of this amount is placed with outside suppliers leaving an output
equivalent of £60,000 undertaken by the unit itself. This includes the design and construction of
shop facing, shop fittings, window displays, exhibition work and working models. There is a small
exhibition unit located in London employing 4 people who are mainly concerned with erecting
the display housing at exhibitions held in London but they do very little other specialised display
work. I j

When an order is received from one of the companies in the group a Job Card is issued
and accompanies the job until it is completed. All material costs incurred, and subcontracted work,
are entered on this Card so that it may later be debited to the company concerned. Labout costs
are not entered upon this Card and no record is kept of the time spent upon individual jobs in
the department. Thus there is very little basis, except experience, upon which to compare the
cost of work done inside the department with that done by suppliers.

All display work requiring runs of less than 25 units is done inside the department
wherever possible. Work is normally scheduled well in advance so that it is possible to obtain
quotations from a number of suppliers. The main criteria of acceptability in placing work outside
were service, quality, delivery, and then price. Occasionally an urgent job is placed outside which
may involve a price rather higher than would normally be accepted. This causes some concern
and is discussed at length with the supplier. In order to avoid this the manager is encouraging the
use of critical path techniques particularly for exhibition work requiring special outside work
suc}i as photography or type-setting.

Asin C, . the objectives of the department were to meet the urgent demands of the

various companies and to maintain the quality image of the company through its display work.

172



There was no apparent cost/benefit analysis on the work of the department and, therefore, no

economic basis for comparing the inplant display producing activities with those of outside
units. Here again the Central Purchasing Department delegated responsibility for placing, and

progressing, work of this kind to the display unit because of the special skills involved.



Company C,

This was another large organisation with a design department of its own. In this case
the company was mainly concerned with retailing and had approximately 200 branches scattered
throughout the U.K. It was first established in the early part of the nineteenth century, became a
private limited company in 1917 and subsequently went ‘public’ in 1948. The authorised capital
was £3.6 million in 1967 of which £2.8 million was issued. During the last financial year the
company’s turnover was over £10 million and the total number of employees 3,000.

The display department was located at the head office in Birmingham and had been in
existence, as a separate entity, for about 13 years. It was essentially a post-war development where
growth had been based upon the increase of the number of the firm’s retail outlets. At the time of
the visit in 1969 the department had six employees, the Manager and a male colleague, who were the
senior designers, and four young female artists who helped with the detailed drawings and the
preparation of models. This was a rather depleted work force because two members of the staff had
recently left and had not yet been replaced.

Once the design work was completed and the working models prepared these were passed
to Carpentry Department dox'vnstairs who made up the actual display units and later to the
Covering Department where the units were upholstered. Most of the time the department was
concerned with designing shop window displays but occasionally it was involved in helping to plan
complete shop layouts and display decor.

The main departmental objective was concerned with catering for all the display needs
for all the firm’s branches. This was not always possible and occasionally some silk screen printing
was placed with an outside supplier. When this happened care was taken to see that the urgent
items were always dealt with within the department and only the less urgent items were placed
outside. This situation appeared to be a rather rare occurrence since the department seemed well
able to cope with the demands placed upon it.

The department was quite self contained in a physical sense but had no separate budget
of its own. Thus the Manager was not requred to account for his output, to some extent, this was
realistic since he had little control over the flow of work. He was, however, required to enter
details of time spent and materials used for each job and these were recorded on the appropriate
Job Sheet. Labout costs were charged at a specific rate per hour based on a 38 hour week:

Materials were charged at cost, where these were identifiable. The total cost was, therefore, a net
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cost free of direct and indirect overheads. The Job Sheet was forwarded to the Accounts

Department when the job was completed and that was the limit of the accounting action
required by the Departmental Manager.

There was no evidence, at departmental level, of comparison between the cost of work
done inside the department and what it would cost if placed outside. There was also very little
information available about what these outside prices might be and no great concern to find out.
So once more there was very little basis for an economic comparison of activity undertaken within
a large company and tvhat carried out in a smaller independent organisation.

Summary

The amount of information and the level of accountability in the department was
considerably less than in many other inplant display units. Because of this the objectives of the
department were very much narrower and restricted to job performance. There was little evidence
of a comparison between the cost effectiveness of work done inside the department with that of
competitive units outside nor did there appear 1o be any awareness of the need to do so. The principle
that the company, in the norm*al course of events, did all its own display work seemed well

established and accepted and there appeared to be no desire to question this state of affairs.
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Company C,

The fourth organisation having its own display department was a large engineering
company employing some 14,000 people with a turnover of approximately £70 million.

The clompany was first established in 1884, it became a private company in 1920 and remains so
even today. Nominal capital employed was £1,000,000 in 1967.

The department itself was established in 1946 by its present manager, an ex war-time
colonel, who was originally trained as a cost/estimator. It grew fairly quickly in the early years to
reach its present staff of 9 employees comprising 3 designers, 2 joiners, 2 painters, 1 metal worker/
model builder, and one general worker, an ex apprentice. A further apprentice is being recruited
at the moment but it is unlikely tha the department will expand any further. As the Manager said,
“It growed like Topsy. I have a ver good team whom I can control effectively and I don’t want any
more”. All employees in the department at the moment are on staff status and are paid a flat rate
salary which incorporates an overtime element. This enables the ~r:ployees to obtain the benefit
of overtime payment each week instead of spasmodically as the flow of work dictates.

The objectives of tﬁe department are to provide the companies within the organisation
with a first class exhibition service in any part of the world, and to promote the company’s
products, Pricing policy, such as it is, involves a straightforward cost plus calculation of work
carried out which is debited to the company sponsoring the job.

The department had no budget of its own and recovered its expenditure from charges
debited to companies supplied or from research grants made to finance the construction of
special pieces of equipment; an example of this would be a working model of some product
manufactured by the company which could be used on a number of occasions in various exhibitions
and demonstrations.

Brochures and notification of special events are received from the various exhibition
centres in this country and overseas, including countries in Eastern Europe. A programme of
possible displays is prepared each year by the department covering a twelve month period from
October 1st. The cost of each display is estimated and details and recommendations are submitted
to the various companies concerned by the previous September. When approvals are obtained the

department proceeds with the necessary arrangements. Two illustrations of such estimates are

given below.



Belgrade Motor Show. April 1969

£ S d

Floor space 483 6 8
Stand fitting 180 0 ¢
Erection of units 400 0 o
Photography & typesetting 150 0 o
Freight 1,200 0 @
Supervision 220 0.0
e

2663 6 8

Less Board of Trade contribution 350 0 0
Net estimated cost £2313 6 8
Gt 5. 9

Leipzig Fair. Autumn 1969

£ s d

Floor space 200 0 o
Transport 2506 0 0
Representation 150 Ga -0
Stand fitting and various charges 150 .0 0
Net estimated cost £750 0 o

i
The figure finally debited to the company concerned is made up of the actual costs of

work done inside the department. This latter cost is made up as follows,

Labour Costs :
X hours @ 10/- per hr
Direct overheads

= Total cost
100% of labour cost e Otal co
(indirect overheads)

Total production
cost + 15%

Material cost

[ a normal year the department arranges approximately 50 exhibitions in various
countries including such centres as Brno, Leipzig, Belgrade, Paris, and Stockholm. The total

expenditure involved is between £50,000 and £70,000, of which £15/20, 000 is paid out for

case the order was placed outside. These quotations from outside suppliers were often used as the

basis for estimating the costs for exhibition work such as those quoted above.

177



All design work for exhibitions is done within the department and every effort is
made to utilise prefabricated structures which may also be produced in the department and
transported to the site. Erection, and some construction work, is subcontracted if the exhibition
is Iomted away from the Birmingham area. The Manager of the department normally invites three
quotations although “we almost always use ........”. If the price of the company concerned is out
of line with the other quotations the Manager ‘negotiates’ with them unti] some compromise is
reached. This preference for staying with the same firm is based upon the Manager’s insistence
that he should be able to talk at director level to the erecting company on the floor of the
exhibition hall. In this way changes in the structure which become obvious at the last moment
may be put into hand immediately, i.e. without the workmen having to get ‘head office’ approval.
Large companies do not offer this service facility s0, having found a smaller company which does,
the Manager continues to use it. This is an interesting differentiation In service which creates a
monopolistic type situation.

Summary

The objectives are similar to those in other inplant units and again differ from those
expressed by independent companies. The Manager has never carried out any form of cost/benefit
analysis for display work undertaken within the company but stated that the work they did must
be cheaper than it would be if placed outside. This was based upon the assertion that the
department only charged real costs of freight and accommodation whereas delegating this
responsibility to other people would result in a profit margin being added to those items which
the Sponsormg companies would have to pay.

There appeared to be some contact with other display producers and a number of
quotations were received which were used for costing purposes. It was rather interesting to find,
however, that the Manager was using a figure of £1 per hour to cover labour costs plus direct
overheads when another inplant unit was using £2 per hour as the appropriate figure. This suggests
that the information basis of decision making was somewhat suspect. Because of this, and because
of the unsophisticated nature of the costing process, it was again rather difficult to draw a

comparison between the activities of this inplant unit and those of an independent organisation.
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Company E.,

This company was first formed by the person whose name it still bears some time
before 1914. It continued to operate under its original owner until 1938 when it was acquired
by t\§o brothers, one of whom is now Managing Director and the other Sales Director. The
larger part of the company’s capital was divided equally between the two brothers and the
remaining shares were held by other members of the two families. This latter category
included the Managing Director’s son who was actively employed in the firm as Production
Manager although he seemed to spend part of his time operating a drilling machine in his own
department. Both the Managing Director and his son had been trained originally as engineers.

At the time of the visit the company employed 34 people. This total included an
office worker, 4 tool setters, and 25 female operators as well as the family members mentioned
above and some unskilled workers. Turnover .during the previous financial year had totalled
£60,000 yielding a profit margin of “€10—15,000, before tax”’ Long term company objectives
appeared to be identical with short term objectives which were to “keep output steady at
£60,000 per annum and to ;ﬁake a profit margi11 of £10-15,000, before tax” These targets
had been agreed by the family executives and it had not been considered necessary to put
tﬁem in writing.

The Managing Director stated that the stamping presses used in the production
process were fairly light ones, i.e. up to 150 tons; this meant that the company was operating
in the most competitive sector of the market. Competition consisted of a few large companies
and a much larger number of small ones. Together these companies provided an output
capacity which was well in excess of the normal level of demand. This company was no
exception and the explanation was given that it was necessary to maintain a number of spare
presses (50% of the total!) in order to accommodate the many process changes which were
involved in many of the orders received. The potential output was thus considerably greater
than that normally achieved.

The kind of products which the company produced were described as “‘a cheap
class of work?” This did not mean that t_he quality was inferior or that the materials used
were cheap but simply that such items did not require a great deal of skill and expensive

machinery to produce. The range of products made included car body number plates, metal

labels, gas meter dials and watering can roses, and the materials used were steel, tinplate,
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aluminium, brass, and nickel, which was currently costing around £4,000 per ton.

The selling function was carried out by agents in Sheffield, Liverpool, Glasgow and
London, and by both the Managing Director and the Sales Director in the Midlands area.
Theré was a small number of large customers, such as Stewarts and Lloyds at Corby, who
were handled by the directors but a much larger number of small companies who were dealt
with by whichever selling unit was closest geographically. The rate of enquiries varied from
two to twelve per day, all of which were handled by the Managing Director. The ‘conversion’
rate into orders was remarkably high and wassaid to represent approximately 75% of the
quotations made.

The firm’s pricing policy was quite clearly stated by the Managing Director to be to

charge what the market would stand. This was illustrated by means of the following example

L

the costing and pricing process for a watering can rose calculated on the basis of 1,000 units.

3%" rose.  Front piece shillings
Materials: 681bs @ 6/3 425
Labour: cutting 15
piercing 15
raising 15
polishing ' 46
516 516
Back piece
Materials: 1081bs @ 8%d i
Labour: cutting 15
raising 6
piercing 12
fitting socket 18
rivetting socket ' 12
149 149
Socket
Materials: 240
Labour: forming 18
tapping 20
278 278

Screw collar

Materials: 140
Labour: cutting 21
161 161
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shillings

B/F 1,104
Washer
Materials: 88
Labour: cutting 5
93 93
Assemble screw washer 20
Rose assembly and packing 20
40 1237

This information was then used in the following was to alculate price.

Materials: total cost 970 shillings per "000
Labour 267 shillings per 000
Overheads: +25% of labour cost 67 shillings per 000
“On-cost” ' 256 shillings per’000 (roughly 100% on
labour cost)
Price quoted 1,550 suiilings per 000

In this particular case the total scrap reclaim value was estimated at 137/— per '000
but this amount was not deducted from the totall material cost included in the calculation. Thus
thle profit figure should normally be 256/— + 137/— on a total estimated cost of 1,167/— per "000.
This represented a return of approximately 33'/3% on total cost and 25% on selling price. The
return on vglue added was approximately 55%. Unfortunately even the overhead cost was only
a guess becau}se the Managing Director admitted that ﬁe did not really know what these were.
On small orders the “on-cost” element might be as large as 300% on labour costs. There was no
set procedure to establish the appropriate figure, the Managing Director did it himself. When it
was thought necessary, or desirable, some orders were subcontracted. On large, subcontracted
orders a margin of 7%2% was added for handling costs and profit and on small orders this was
increased to 10%.

This appeared to be the most intuitive price decision making technique of any of the
firms visited, with the Managing Director thinking of a price and then working backwards to

identifiable material and labour costs to see whether the margin “looked” enough. However
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the results had been satisfactory in previous years despite the fact that until the revision, just

prior to the visit, the previous price had remained unchanged since 1967.

Watering can roses were a useful product in the firm's range because it was possible to
manufacture fairly large quantities for stock when business was slack without spending a great
deal of money on expensive materials.

The labour force in this firm consisted mainly of women, many of whom worked on
an evening part-time basis. These operatives provided a flexible element within the labour force
which meant that the materials and labour costs identified in the above calculation did
represent the marginal cost for this product. The Managing Director was thus in a position to
compare marginal revenue but obviously preferred to restrict output instead of stimulating
additional demand by reducing prices even in a very competitive market. The conclusion to be
drawn from this situation is _that so long as the company maintained a turnover which achieved

a profit target of £10—15,000 there was no desire to deviate from the present pattern.
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Company E.,

Company E was first formed in 1919 by a toolmaker who was the father of the current
Joint Managing Director. The father died in 1968 and the company was currently owned by his
wido-w, the two sons, and their two wives. Each of the ladies held 1000 shares and the two sons
10,500 shares each. One son had been trained in the same trade as his father and the other son
was a jig and tool draughtsman. Thus the two owner-managers were both engineers and both
retained an active interest in the production side of the business although nominally one was
responsible for production and the other for the commercial activities.

At the time of the visit the company employed 50 people, 40 of whom were women,
and occupied premises covering 14,000 square feet. Turnover during the previous year had been
£107,000 compared with £109,000 in 1968, £98,000 in 1967, £90,000 in 1966 and £128,000
in 1964, “the year of the big freeze-up”. The signiﬁcance of this last comment became obvious
when it was known that one of the company’s major products was paraffin antifrost heaters for
greenhouses and cars, etc. Profit in the last year was 17%% on turnover and 15%% on a capital
employed of £120,000. This was slightly more than in the previous year when the profit had
been 15% on a turnover of £109,000. So that while sales were down slightly both the profit
margin and the total amount of profit were up.l

The long term company objectives were stated to be growth and profitability. These
were not written down anywhere but were agreed between the two brothers. The short term
financial objective was rather more specific and was writtén at the bottom. of sheet D2D which
is appended below. This objective was set during the preparation of the budget for 1968/9 but
was later retained for the following year. The marketing objective set for the current year was
£150,000 which seemed rather ambitious and was recognised to be so by the M.D. interviewed.

In addition to the heaters mentioned above the company produced air filters, carpet
fixing plates, fireguards, border sprinklers, chain vices, car foot pedals, boot lid strengtheners,
head rest strengtheners, tun dishes, and other similar products. There was some concern over the
company’s failure to produce a flow of new products and this was attributed to the fact that the
two brothers were so busy with the day to day affairs of the firm that they had no time left to
devote to this particular task. This was seen as a continuing problem although the reason why so

little had been done recently was that there had been a rather serious fire on the premises.

Output had been interrupted for a short while which had meant that stocks of finished goods

.
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had been depleted and some loss of sales had resulted. Another problem which the company
faced on the production side was their inability to replace operators who left the company. The
M.D. was proud of the fact that there were no Trade Union members in the firm but did not
think that this was in any way responsible for the labour problem.

The market for products of this kind was said to be extremely competitive Competitors
were mostly firms of about the same size as this one but who provided, in total, a capacity far in
excess of normal demand. Thus prices were sometimes extremely keen and were “well below
standard cost™. The M.D. explained that the market had a very pronounced seasonal effect in the
past but this was now diminishing, perhaps due to the diversification of products. Most of the
output was sold in the home market but a small quantity was exported.

The vast majority of the company’s 450-500 customers were small wholesaling or
retailing organisations. A small number, between 5 and 10, were large chain stores such as
Woolworths Ltd., and Timothy White’s Ltd., and some motor vehicle builders. Sales were
normally handled by the two M.D.’s and the company’s representative but about 20% of the
turnover was also sold through manufacturers’ agents on a 5% commission basis.

Price policy was not issued in written form since it was formulated and implemented
by the two Managing Directors. It was quite clear that the company’s policy was to charge what
the market would stand though in many cases this meant that prices had to be competitive. Thus
occasionally the price quoted was below the standard price calculated on the basis of the costing
system outlined in D2A/B/C/D/E, but in 90% of the cases the prices quoted were slightly higher
than the standard price. Until 1968 the method of calculating the standard price was to add
350% to the labour costs and 25% to the cost of materials. The new costing system was designed
for the company by members of the Small Business Centre at the University of Aston in
Birmingham and replaced the old system at the beginning of the 1968/69 financial year.

It was interesting to find that the calculations used during February and March 1969
involved both the old and the new method but that the quotation issued in May was based upon
the old method only. There was a certain amount of ‘rounding off” in the arithmetic which
supported the M.D.’s statement that most prices were slightly above the profit margin specified.

. The only evidence of a significant deviation from the standard price was that shown
in the case of the Air-filter. Originally the M.D. had been given a hint by the buyer that a price

of 10/- might be acceptable. Because of this the firm quoted 9/8d each against a ‘new’ standard
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price of 8/10%d and an ‘old’ price of 9/3'd. This quotation was not acceptable to the buyer so
the company reduced the quotation to 8/11d, at which level the buyer seemed interested, but
apparently not enough to award them the order.

Conciusion

This was a second generation company where ownership and managerial control still
remained with members of the family. The professional background of the two Managing
Directors was once again based upon a technology and, as was typical for a firm of this size,
both men were very much concerned with the practical problems of production. It would appear
that the directors had been very much aware of their weaknesses on the financial aspects of the
business and had obtained assistance from an outside organisation to develop a standard costing
and budgetary control system.

The long term objectives were rather irague and general but the short term financial
and marketing objectives were quite specific. Unfortunately the marketing objective did not
seem to fit in with the profit objective which was related to the same throughput the company
had achieved in the previous ;Eear. A turnover of £150,000 would, therefore, have resulted in a
very much higher profit than was aimed for. It was noticeable too that the fall in sales during
th‘e previous year did not appear to have stimulated any increased marketing effort, i.e., in
terms of increased advertising or reduced prices.

There were broadly three types of prod.ucts, those sold under the company’s own
brand namé, those similar products made to be sold under the customer’s brand name, and those
special items made to customers’ specification. The first of these groups was manufactured for
stock and deliveries were made ex stock. The other two groups of products were quoted for and
made to customers’ requirements. In this latter case, therefore, the company was offering units
for future delivery and the escapable cost might be assumed to include both material and direct
labour costs. In the former case this was not true and when output was below capacity level, the
escapable cost was mainly the material cost involved. It was at this time that the company filled
in the gap in its production programme by making such items for stock.

The M.D. did not consciously use the MR = MC principle to determine the level of

output but seemed quite satisfied to use the standard price, plus or minus a small percentage, as

the criteria for operating. The company thus appeared to be operating at a level of output below

its optimum point in the short term because of its unwillingness to adjust prices until the MR = MC

»
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position was achieved. In the long term this could well have been the optimum position because
of the possible reaction of competitors to price cutting. This competitive situation was of some
concern to the M.D. and he explained that on some lines he ‘followed’ the movements of his
coméelitors’ prices. Thus if a leading competitor put his price up by 5%, he would do the same.
The only discrepancies in the pricing system apparent in this company were the
failure to utilise the new costing system for the quotations issued in May 1969, and the attempt

to increase the profit margin on the Air filter from 15% on capital employed to approximately 37%.
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SUMMARY OF STANDARD COST RATES 1968/69 (£/HR.)

COST CENTRE 1 (=7 ; 3 4 5 6 7
(a) Direct Variable Cost Rate .. .. .007 .034 .019 .041 .007 170 .006
tb) Direct LabourRate .. . . .292 300 . A 317 .250 .292- .267
(c) Total Direct Variable Cost Rate .. .299 334 294 ’ 358 257 462 213
(d) Direct Fixed Cost Rz-lte S e T 465 575 339 318 436 910
(¢) General Fixed Cost Rate .. .. .418 418 : 418 418 418 418 418
(f) Profit Rate (£15,000).. . .  .325 325 325 325 325 325 325
(g) Total Contribution Rate .. .. 1.146 1.208 1.318 1.082 1.061 1.179 1.653
Total Standard Cost Rate .. .. 1.445 1.542 1.612 1.440 1.318 1.641 1.926
HP PP H/C Spot Weld Sold Spray Pack

(c) + material out of pocket

(¢) & (d) + (e) break even
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COST CENTRE
Description

Number of Machines
Number of Operators

Weekly Attendance hours

Weekly Direct Hours LR

Weekly Standard Hours @ 100% .
Efficiency

Working Weeks

Annual Standard Hours .. "

Capital Value: Replacement Cost (1968)

Present Worth ..
Life —years

Floor Area (Sq. Ft.)

Direct Variable Costs
Gas ..
Power s .. =
Manufacturing Expenses ..
Plant Maintenance
TOTAL

Direct Variable Cost Rate £/Hr.
Direct Labour Rate £/Hr.

Total'D Total Direct Variable Cost

1
Hand

47

8 F.T.
6 P.T.

443
400

400
48

19,200
£
1,520

304

136

.007
.292

299

STANDARD COST RATES 1968/69

2

Power
Presses

6

k- I o
.50 ) 1

162
142

142
48

6,186
£

5,720

(1,712)

( 192)

(9)

2)

880

£.
137

32
59

228

.034
.300

334

3

Sundry
M/cs.

1,104

2,670
950

1,000

far)

ENE

12

019
275

294

4

Spot
Welders &
Riveters

3

I BE.T.
|90

60
53

53
48

2,544
£
790

356

480

920

12

105

.041
317

358

5
Solderers

3 PE
64
57

57
48
2,736
135
60

525

13

19

.007
.250

257

6

Paint
Shop

3 ET.
S 2 I

204
182

152
48

8,736
£
5,500

1,925
7

2,600

1,170
211
42
72
1,495
170
292

462

-
Packing

3 BT

120
105

105
48
5,404
500
226

.006
.267

273

8

Tool-
room

|

.

TOTAL

19 BT,
16 P.T.

962

962
48
46,176

22,035
8,062

13,220

1,170
450
220
200

2,040
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Direct Fixed and Associated
labour Costs

Cost of Downtime -..

Training Levy .

Indirect Labour (as per schedule)
National Insurance and Grad. Pensions

Holiday Pay (Direct)
Oil Heating (Sq. Ft.)
Rates (Sq. Ft.)

Plant Maintenance
Repairs to Property ..
Insurance ..

Depreciation

Sub-Total ..

Costs of Toolroom ..

TOTAL

Direct Fixed Rate &/Hr. ..

I 2
£ £
500 ' 0Eg
127 50
3,812 1,354
784 281
541 140
93 37
199 80
45 59
100 39
68 118
76 276
6,445 2,722
1,280 454
7,725 3,3176
403 403

28

1,187
45
17
42
91

45

65
106

635

635

wlD

106
17
431
104
52
“20
44

23
23
39

862

862

239

84
67
466
133
53
22
47

23
12

870

870

318

13 B ar B o)

67
1,996
347
157
110
236
72
188
144
275

3.810

3,810

436

2,785
353
105
222
476

237

102
45

4,580

4,580

910

260

1,717

TOTAL

1,586
350
12,266
2,100
1,065
560
1,200
200
600
630
1,084

21,641




GENERAL FIXED COSTS

National Insurance and Graduated Pensions

Staff Salaries

Directors’ Salaries

Pension

Travelling Expenses ..

Commission

Advertising

Sundry Trade Expenses

Bank Charges

Audit Charges ..

Professional Charges

Staff Pension Scheme

Depreciation:-
General

Vehicles ..

General Fixed Cost Rate £/Hr.

CAPITAL EMPLOYED

Direct Capital ..

000
000
000
000
000
000
000
000
000
000
000

000

000
000

19,285

418

22,035

General Capital (General Plant and Machinery Fixtures and

Fittings etc
Building Capital
Average Debtors
Cars ..

Average Stock ..

Profit required 15% on capital employed at replacement cost:

centres plus 10% return on material: £3,000

Contribution to Profit Rate £/Hr.

325

TOTAL

Rounded ..

190

22,600
40,000
16,000
1,800
18,000
120,435
120,000

£18,000 i.e.£15,000 from cost
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Company E.,

This was one of the oldest of the engineering firms visited during the enquiry. It
was first established in 1869 and was, therefore, celebrating its centenary in the current year.
It was no longer owned by the descendants of the founder and there were no members of
the family employed in the company. Ownership now rested entirely with the holding
company of a large group of engineering firms and neither the Managing Director nor any of
his colleagues held any shares in the company or its parent organisation. The Managing
Director, who was an engineer, had been with the company for twenty-five years.

The company employed between 64 and 70 people, 25% of whom were females.
The turnover in the previous financial year was approximately £200,000 yielding a return of
5.6% profit on turnover. This was rather lower than the profit objective of 10-12% set by the
Managing Director which was incorporated in Ithe budget presented to, and approved by the
holding company. Long term objectives were said to be growth and improved profitability

but the prospects for increasing capacity were limited because the parent company would

*
g

not provide finance for development and the profit margin achieved was not sufficient to
provide the additional cash required. Although these objectives were clear and explicit they
were not issued in written form within the company.

The company had no proprietary products of its own and was exclusively concerned
with producing press metal components to customer specification, mainly for manufacturers
of motor vehic]es, aircraft, and domestic appliances. These parts were produced on presses of
up to 1000 tons so that the firm operated in both the ‘light’, and competitive, end of the
market and in the ‘heavy’, and less competitive, sector. The materials used were steel, brass,
phosphor bronze, aluminium and various alloys, and the ranges of products included radiator
parts for commercial vehicles, hub steps, oil covers, lamp holders, brake pedals; rubber
stamp mounts, transformer flanges, watering car; roses, and parts for weighing and slicing
machines.

There were many competitors in the .light metal presswork market and the company
had found it unecoﬁomic to operate in this area so most of this kind of work was sub-
contracted to three small local firms even though there was surplus capacity within the
company on presses below 60 tons.

At the heavier end of the market the competition was less intense but still included

.
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some large companies such as Rubery Owen Ltd. Fortunately the larger competitors appeared

to be uninterested in small runs and consequently there was plenty of work for this company
to do. It was reported that the company had had a good year in this area of activity and had
been flooded with enquiries for heavy pressings. From February to June, for example, the
company had received approximately 900 enquiries and had submitted quotations for about
507% of these. The proportion of orders received to quotations submitted was about 5% to 6%
but this seemed sufficient to keep that part of the plant operating at a fairly high level.

The company’s pricing policy was to charge what the market will stand and this
was determined by the Managing Director with the approval of the parent Board of Directors.
The actual decision making was normally done by the Commercial Manager who had authority
to vary the profit margin on total cost from +10% to +25% about a norm of 15% to 17%%.
Where there was some doubt about the particular kind of production technique to be used, or
in a situation where there were abnormal circumstances present, the Managing Director was
consulted before the quotation was issued. This was said to happen only once or twice per
month. The M.D. said that on such occasions he had occasionally added a profit margin of
up to +75% on total cost if he considered the job undesirable, and sometimes he had dropped
the margin to +12% if the work was needed to fill unused capacity. He also indicated a
preference for work with a high material content because this meant a higher profit margin
to value added. Where appropriate, 50% of the estimated tooling cost was added to the
quotation. This meant a joint ownership between supplier and customer of the tools for a
particular item, and gave the supplier a significant advantage when further supplies were
required.

The following three cost-price calculations show the variation in profit margin
applied when the desirability of an order changes. Job A is the least desirable of the three

and Job C the one most attractive to the company.
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Job A. Order quantity 2000 units.

S d
Materials 144 2 per gross
Labour |

b} b e ]

Overheads + 300% (on labour) 316

2 L]

194 2 we
Agent’s Commission 5 B il 1
199 8 S
Profit + 27%:% 35 0 A
Price quoted 254 8 Sa gy

N.B. This was the smallest order size of the three examples and was not really wanted.

Job B.  Order quantity 1500 units.

S &
Materials 355 0  pergross
Labour 3 - 18 6 T
Overheads + 300% (on labour) SA-LGER v s o
429 0 » »
Carriage and Agent’s Commission 14 0 Gt e
443 | 0 s 1
Profit + 25% 110 9 i
Price quoted 553 9 SHiL Ty
Job C.  Order quantity 10,000 units per annum
s d
Materials 32 0 pergross
Labour - Ji SR
Overheads + 300% 28 6 »
70 0 e e
Agent’s Commission | a0 e
12 v v A
Profit + 20% 14 6 A
Price quoted - 86 10 TE Lo
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Conclusions

This was a well established wholly owned subsidiary of a large group of companies
which operated in both sectors of the press metal component market. It preferred the less
competitive sector and seemed not to worry a great deal if Ol.llpl.lt fell below capacity in the
lighter sector. There were no proprietary products and the company depended upon its
customers to provide the specification and design details.

The determination of objectives and policies appeared to be left very much to the
Managing Director and his colleagues so long as an ‘adequate’ profit margin was achieved. It
was also apparent that very little financial assistance was available from the parent company
and, since the profit margin was hardly sufficient to provide a reserve of liquid capital, the
prospects for expansion seemed limited.

There was no conscious attempt to determine optimum output level by equating
marginal cost and marginal revenue. However the costing process was related to the total
quantity ordered but calculated and quoted per gross in a way which permitted the M.D. and
the Commercial Manager to see the marginal order cost. In this case the marginal order cost
was, for all practical purposes, the total of material and labour costs because quotations were
for future production and delivery and labour was, therefore, an avoidablg cost within this time
scale. The monopolistic situation in the heavy sector of the market enabled the company to
make a reasonable profit and maintain a high turnover level without worrying too much about
the more competitive, and less satisfactory position in the other sector. The real objective
thus appeared to be to maintain the status quo and there was no evidence of motivation to

increase turnover and profitability by adjusting price or any other variable in the marketing mix.
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Company E.,

This was one of three companies owned by the Chairman and members of his
family. In this particular case majority ownership and voting control rested with the Chairman
who ;1!50, in practice, was the chief executive. The company was formed in 1962 to
manufacture brass products for the plumbing and heating and ventilating market. This
complemented the activities of the other two companies which were involved in brass
foundry work and machine tool manufacture respectively.

The management structure of the company consisted of the Chairman, a General
Manager, a Works Manager, the Company Secretary, and a number of supervisors. The
Chairman was a brass foundry engineer by training and maintained an active interest in that
side of the business. The Company Secretary was the Chairman’s sister and the General
Manager was his son.

The company employed 70 people, including some female press operators, and had
a turnover of approximately £275,000 in the financial year ending March 1969.

Company objectives and policies did not appear in written form except in the
minutes of the Board of directors’ meetings. Although the Chairman did not feel it was
necessary for all members of management to have a complete financial picture of the
company’s operations he did make clear his awareness of the need to use modern management
techniques. In this latter context the company had already received some practical assistance
from the Small Business Centre at the University of Aston in Birmingham. The long term
objectives of the company were stated to be ‘growth’ and ‘profitability’. In the short term a
growth rate of 10% per annum in turnover was aimed at accompanied by a profit margin of
at least 7%, after tax, on capital employed. This profit margin was orginally stated in terms
of total revenue but the costing system subsequently revealed a total profit target of £15,000
on capital employed of approximately £130,000 and a turnover target of £300,000. The
percentage yield, after tax, on turnover was obviously much lower than the figure quoted
whereas relating the target profit to capital employed provided roughly the right margin.

Although the firm concentrated upon brass components for hydraulic and air
compression systems it was still operating at the lighter end of the metal pressings industry

and was thus in the most competitive part of the market. Competitors included a few large

(_Jrganisations like The Delta Metal Co. Ltd., and Imperial Metal Industries Ltd. and a much
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larger number of smaller companies. The customer pattern was similar but with rather more
emphasis on the larger company. Among the larger customers were the major motor vehicle
producers, public utility corporations, and sanitary ware manufacturers. Smaller customers
included a number of hydraulic valve manufacturers and plumbers’ merchants.

Output from the firm had been maintained at near capacity level during the past
year with the order book showing approximately 20 weeks requirements for each cost centre.
Recently, however, the picture had changed and while output remained at a fairly ‘high’ level
the order book position in some lines had been reduced to 1% weeks cover. Enquiries were
received at an average rate of about 12 per working day but the Chairman indicated that they
did not obtain as high a proportion of orders as they would like. Products which the company
were not able to produce were subcontracted to one or other of the family concerns, but
rarely was work placed outside the group.

The company’s price policy was determined, and implemented, by the Chairman.
Explicitly the policy was to charge what the market would stand but in a very competitive
market the room for manoc;ivre was small. All enquiries were considered initially by the
Chairman who decided whether the company was able and interested to produce the article
concerned. The enquiry, together with some suggestions about the particular engineering
processes appropriate was passed to the Estimator who then calculated the standard price
according to the system designed by the outside consultants some two years ago. The basis of

the rates applied for the various cost centres is as follows.
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(a)
(b)
(c)
(d)
(e)
(f)
(2)

(h)

(i)

)

(k)

(m)

ANALYSIS OF COST CENTRE RATES

Cost Centre 1

Original capital £ 11762

b) as % of total 25.8
Direct costs & 317
Hours per annum 2000
Direct rate per hour £ 1.588

Direct labour rate
per hour £ 0525

General contribution to
fixed overheads 7450

General contribution
rate per hour £, 3025
i.e. hte

Profit £ 2300

Profit rate per hour
ie.jze £ k15

Total rate per hour £ 6.988

2
6751
14.8
2675
2000

1.338

525

5041

2.520

1559

.780

5.163

3

2756

6.0

2276
2000

1.138

25

3102

1.551

958

479

3.693

4 5 6 7 Total

4850 4337 8242 7854
48552

8.5 q.5 18.2 12

2385 1367 2148 2770
16797

2000 5000 5000 12000
30000

15193 .273 430 430

25 425 290 270

3630 6350 8405 14356
48514

I.815 1306 1.681 1197

1120 2020 2595 4448
150C0-

560 404 S19 371

4.093 2408 29 2.069

These rates were calculated when the system was first introduced two years ago and

have not been amended since. However, to compensate for changes in the actual wage rates paid,

the process time for a particular operation is changed instead of the rate itself.

Six examples of quotations made, and orders subsequently received, are given below.
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90T

Order

Estimated cost per gross
Tool costs

Setting costs

Material costs (less reclaim)
Labour

Standard Selling Price
Actual Selling Price
Variance

Variance as % of standard
selling price

Contribution

17

—3%

B 2 D
L 8 d S 8 d S d
10 6 S 8 St ()
14 9 S L4 2 1
3 9 10 ' 18 4 Bk i
Al RSHESTR) 3 1 S &l 9
T4 ~ 3 R o () 3053
5 129 4 1 12 4 2 4
IR 1 g i 6 6+t 19 1 +
—22% —3% +18%
956 0 S

E F
s d ! e d
6 0 & 3
S e 2e 2
13 4 6 10 10
3.9 5 0
8 3 13 10
92 14 TR LT
11+ 18 9
+1% 1%
W 2 SN i~

The actual selling price in each of the above examples, and indeed in all quotations sent out, was determined by the Chairman

after a subjective consideration of what his competitor was charging (where this was available) and what he thought the customer would

stand. In each case there was a variation from the standard selling price. The variations shown ranged from —22% to +18% on the standard

selling price although the cumulative variance of —5/4d was negligible on a total sales value of £52.




Conclusions

The Chairman described the market in which the firm operated as “very competitive”.
Competition consisted of a few very large firms and a much larger number of smaller firms but,
because of the differentiated nature of the product, the company still had some room to
manoeuvre in its pricing decisions. Customers too fell into the same general category of a few
large organisations and a larger number of smaller firms.

The Chairman of the company was obviously the entrepreneurial type decision maker
but exhibited some signs of confusion over the ‘rationalised’ financial objectives incorporated
in the accounting system. There was also an implied lack of understanding of the new system
in the decision to vary the processing time for particular units rather than the rate per hour to
account for changes in actual wage rates. This confusion did not affect the price decision making
process which suggests that the basic o'bjective vlvas clearly understood to be to make as much
profit as possible.

The costing system identifies the contribution, including profit, for each order. This
enables the chairman to detel;ﬁqine the accounting malrginai order cost which is not, of course,
thle same as the economic marginal cost. Although in these examples it was not possible to
identify the profit margin as a separate item it was clear that in Order B the profit was negative
and that the quotation had been made below estimated total cost. By implication the Chairman
seemed to regard the marginal order cost as being the lowest possible level at which an order
might be quoted. The main use of the contribution figure seemgd to be to highlight, in retrospect,
significant deviations in actual cost from the estimated cost. If the actual contribution was
appreciably below the estimated figure the Chairman asked for a cost investigation to find the
explanation.

The state of demand was ‘felt’ through the order book position, the number of
enquiries received, and information provided by the three sales representatives. Information
about competitors’ prices, particularly the large firms, was obtained whenever possible and was
seen to indicate the ‘going market rate’. This competitive level was more relevant when the
market was depressed and the big companies prepared to accept smaller runs in order to fill
their capacity. In buoyant conditions the smaller suppliers were less bothered by this factor but

were still aware of the spare capacity at the lighter end of the industry. Even so there were

occassions when this company had effectively restricted its output by quoting a very high price
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for an undesirable order.

In this case there were no obvious discrepancies between price policy and price
decision making because the one person was responsible for both. The process of price, and thus
Olllpl.lt. determination was becoming more formalised but still retained the sensitivity
adjustment provided by the Chairman. The Chairman was acutely aware of the change in the
order book position for some processes and was now taking this into consideration in pricing.
He did, however, also comment upon the acceleration factor present in a reducing, or
lengthening, order position. Nevertheless he seemed to assume that a reduction in orders would

automatically result in an increase in price competition within the market.
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Company E.

This was a private limited liability company registered in 1937 by the father of the
present Managing Director. The firm was originally engaged in woodworking but switched to
engin'eering during the war in order to remain in business. The knowledge and experience
gained during that period formed the basis for the company’s post war development and its
present range of activities.

The present Managing Director inherited the major portion of the share capital at the
age of 21 years when his father died in 1961. He immediately took over as chief executive and
has occupied that position ever since. The remaining shares are held by the wife of the founder
and mother of the present M.D. By training the M.D. is an engineer although he made it clear
during the interview that his background was practical rather than academic. He has, however,
attended a number of short courses on managerﬁent techniques and the firm is 2 member of
the Small Business Centre at the University of Aston.

The Managing Director, in addition to being the chief executive, was also solely
responsible for the sales func;ion in the company. The other executive functions were divided
between two senior managers, one of whom was responsible for accounting procedures and
production, and the other for warehousing and transport. There were also a number of
supervisors and chargehands who were responsible for the operating activities at shop floor level.

At the time of the interview in September 1969 the company employed 75 people
of whom approximately one half were females. Turnover for the financial year ending August
1969 was estimated at £175,000 although the final figures had not then been determined. This
was an improvement of 400% over the figure of £35,000 obtained in 1961 when the present
M.D. inherited control. During the same period the ratio of general overheads to sales had been
reduced from 29% to 21% an improvement of which the Managing Director was very proud.

The company’s long term objectives were stated to be ‘growth’ and ‘financial
stability’ but actual physical expansion was proving a great problem. The company had been
unable to obtain planning permission to develop additional engineering facilities locally though
a suggestion had been made that accommodation could be made available in a Development
Area. This was not a feasible proposition and the M.D. was thus “doing the best we can”.

The economic situation at that moment was not very bright and the company’s

objectives for the current year were to maintain turnover at £175,000 and to obtain a return of
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20%, before tax, on a capital employed of £85,000. This target of £17,000 profit represented
a return of approximately 10% on turnover. At this level of output the firm was said to be
operating at 75% of its production capacity. Neither objectives nor policies were issued in
wriltén form and were communicated piecemeal to other executives by the M.D. when he
considered it necessary.

Unlike most of the other metal working firms visited this firm relied exclusively
upon subcontracted engineering work and had no product lines of its own. Product specifications
were normally provided by the customer although on rare occasions the M.D. had been invited
to attend a product design meeting at a customer’s factory to assist in the development of a
specification for a product which his firm subsequently manufactured. In total the company had
around 80 customers, mostly in the vehicle and electronics industries, but 90% of its turnover
came from about 10 of these. 75% of its orders were repeats of jobs done previously. Thus a
high proportion, 50%, of orders received came “‘on trust”, without a quotation being made.
Orders in hand at the time of the visit amounted to six months full time production but
because many of the orders \;.fére spread over a longer time period the company was still
quoting 6/8 weekly delivery for most enquiries. Normal production involved one day shift
working 45 hours per week.

The market for this particular company’s output was seen to be very competitive but
showed little sign of seasonal fluctuations. All the customers were located in the Midlands area
and personal contact with each of these was maintained by the M.D. himself. These personal
relationships were considered to be very important in this industry. The M.D. expressed the
opinion that there was a certain amount of “unprofessional conduct” but this was mostly
confined to the older age groups of individuals; the younger men adopted a much more
professional approach. The comment was also made that prices of the smaller firms run by
older men tended to be father erratic because they were not calculated properly.

The company’s own pricing policy was to charge 20% on the labour cost “except
when I get a whisper of what our competitor is charging and then I split the difference”. The
M.D. illustrated this point by reference to a product which the customer had previously paid
7d each for whereas he could now make it for 4d. The company then quoted the customer 5%d

each and secured the order. Occasionally the M.D. consulted the Production Manager about the

quotation to be given for a particular item. If the Production Manager felt an abnormally large
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margin could be added, he was asked to contact the customer and quote for the job so that, if

the customer objected, the M.D. could intervene and reduce the quotation without losing

prestige. Deviations of this kind were said to have occurred only in approximately 5% of the

jobs E;uoted.

One illustration of an actual quotation is given below.

Material Cost
41bs @ 5/- per 1b %"’ brass rod 20.00 sh.
Labour

Production — auto

200 per hr @ 16/- drilling 8.00,,
700 per hr @ 14/- | | 200 ,,
(includes 125% on labour cost for
overhead expenses) 30.00,,
Profit margin 20% on labour cost 208,
Standard selling price 32.00,,
Actual price quoted 42.00

The actual selling price includes a profit margin five times greater than that included

in the budget.

‘The firm had its own transport for delivery locally but for deliveries outside

Birmingham the company used Collins or British Road Services and debited the cost to

the customer.

The basis of the machine hour rate used in calculating labour costs for the

various departments was as follows.
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Weekiy rate

General overheads divided equally over 8 departments
(and checked monthly).

Labour costs in the department concerned + 10%
to allow for increases.

Direct overheads in the department
e.g. paint, etc.

Depreciation of machinery in the department at a
flat rate over 10 years.

Total

This total cost figure was then divided by 2200, the estimated product hours based on
a 45 hour working week, giving a composite machine hour rate for use in the cost estimate. The
machine hour rate was recalculated every three months, or less if necessary, because it was not
possible to predict further ahead.

Conclusions

The market position for this particular firm was rather different and, perhaps, more
precarious than for some of its competitors. The larger customers had engineering departments
of their own so that a reduction in output would cause an immediate drop in work subcontracted.
There was the additional handicap that this company had no products of its own to concentrate
upon when demand for its engineering service work fell.

Company objectives, policies, and most major decisions were made by the Managing
Director and communicated on an ad hoc basis when he felt it was necessary. This, together
with the way in which the Production Manager was ‘used’ to test the market, suggested that the
M.D. was making a positive effort to retain as much personal control of the organisation as
possible and to preserve his image as the successful but honest broker.

The pricing policy was effectively to use a standard mark up formula unless there was
sufficient information available about competition or the customer, when quite substantial
variations were introduced. Despite the fact that demand was somewhat depressed and prices
more competitive, the M.D. said that the method of calculating depreciation on a flat rate over
ten years was now unsatisfactory and he was considering the possibility of reducing the period

to five years. No mention was made of the possible effect upon price, and subsequently on

demand.
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The company did not use the traditional economic marginal cost approach to pricing

nor that of the contemporary management accountant. It did, however, calculate the
absorption, or total, cost of the marginal order and used that as the basis upon which to
calculate price. The standard mark up included the normal profit margin but this was
modified whenever the opportunity was seen to occur. One of the dominant objectives of
the company was to expand output to capacity level but there were occasions when the

firm quoted a ridiculously high price against an enquiry which was considered undesirable.
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Company E.

This company was first registered as a partnership in 1919 and became a private
limited company in 1922. It continued trading in its original form until a few years before
the sécond World War when one of the partners was forced to retire from active life
because of ill health. Shortly afterwards the remaining partner took over his colleague’s
shares and, although some of these were later redistributed among the remaining shareholders
and to his son, he thus became the major shareholder. The son subsequently replaced his
. father as Managing Director and while the father still occupies the chair at meetings of the
Board of Directors there appeared to be very little interference in the day to day activities
of the company. Both the Managing Director and Chairman of this firm had been trained
as engineers.

There were three senior executives responsible to the Managing Director, one was
the Works Manager, another the Commercial Manager, and the third the Accountant who
had only recently joined the company. At the time of the visit the company employed 85
people most of whom were female machine operators. Turnover in the financial year ending
in June 1969 had been approximately £380,0D.0, 20% of which had been exported. Profit
for the previous year had amounted to £32,500 representing a margin of 8%4%, before tax,
on turnover and 12%, before tax, on capital employed of £270,000. At this level of output
the company was said to be utilising 90% of its production capacity.

Objectives and policies in the company were determined by the M.D. but were
not issued in written form. The long term objective seemed to be a desire to be “taken over
in a few years”. Short term objectives were to make a larger turnover, and profit, than in the
previous year. The M.D. explained that the factory was only a single storey building and that
the company owned a plot of land alongside the factory as large as that already built upon
so there was plenty of scope for expansion.

The company’s products included over 800 different items of electrical conduit
fittings and accessories. The majority of these were manufactured by the firm but a number
of items were ‘factored’. Despite the wide range of items the M.D. explained that he was
currently negotiating with a foreign manufacturer to obtain a licence to manufacture a new
line of electrical accessories in this country. (He saw this purchase of manufacturing rights

as the equivalent of spending money on research and development within his own
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organisation). In addition to the catalogue lines the company also undertook the production

of *special’ items made to customer specification.

Numerically, the largest single group of customers in the home market were the
wholesalers. Unfortunately there seemed to be very little loyalty to a particular supplier of
this type of product and this company, along with other small companies, was obliged to move
‘down’ the wholesale market as one of the larger competitors offered bigger discounts to attract
the trade of the larger distribution outlets. This process was a continuous one and the smaller
manufacturers were thus frequently obliged to ‘move on’ and, in turn, to cause their lesser
competitors to do the same. Thus although the number of customers in this group was fairly
large the organisations themselves were relatively small. Some discrimination was made among
wholesalers on what appeared to be quite subjective grounds. A discount of 35% off list price
was offered to the ‘smaller’ wholesaler and 45%I0ff list price for the more important ones. If
‘pushed’, however. the company would offer an additional 2%4% to the second group. Other
customers included prefabricated building contractors, local authority building departments,
and public corporations such \és the Post Office.

There were a few large competitors su.ch as Simplex Ltd. and G.E.C. Ltd., some
medium sized companies (“like us”) and some smaller firms. Simplex appear to be the price
leaders in this industry and constituted a major problem because they were always under-
cutting the market. The standard practice seemed to be to obtain the Simplex price list when
prices chanéed, as they had done recently, and to follow the pattern set by the larger company.
The recent ch::mge had been an increase of between 5% an.d 7% to cover increased material and
labour costs but the amount involved was not considered to be sufficient and this was seen as
a further attempt to expand their share of the market. The M.D. commented that the
professional marketing people in the big companies did not seem to care about making a profit
and were concerned only to increase their turnover. Other manufacturers of about the same
size in the industry were not seen to be very competitive and the smaller companies were
known to be more expensive and, hence, less of a problem.

At the time of the interview the formulation of pricing policy and the actual price
decision making was carried out by the M.D. This meant that there had been no explicit

statement of policy because it had been considered unnecessary. However, price decision making

was about to be delegated to the newly arrived accountant and the M.D. was currently engaged
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_ in formalising his policy on pricing. In this instance the policy was quite clearly stated to be

“lo get as much as we can”. The market for items included in the catalogue was extremely
competitive, nevertheless it was still possible for the company to make up on the less popular
itemé what it sacrificed on the popular ones. The following price list for ‘factored’ items
illustrated how different profit margins were achieved within a given range of products.
Table 1
Factored items in shillings per 100 feet

Flexible metallic tubing Bought out cost ~ Lowest selling price  Net profit (before tax)

List-25% on sales
%

Size 1 20.58 30.62 115
2 16.66 30.62 28.5
3 21.33 31.12 9.9
4 23.42 31.25 £.5
5 _24.00 32.00 1.4
6 | 26.50 35.31 1.3
7 3233 43.07 1.2
8 42.66 56.87 1.4
9 53.16 70.88 1.3
10 11.33 95.06 1.3
11 109.33 145.75 1.3
12 165.58 244.50 11.1

N.B. Net profit (before tax) on sales was calculated after ded ucting approximately 31%%
on the boughtout’ cost for handling and distribution charges.

The range of net profit before tax on the selling price of factored goods extended
from +25% to —10%. Negative profit margins appeared at that time because prices of brass
products had not been altered to cover the increased cost of copper. The whole range of
catalogue prices was under review for the fourth time within a period of twelve months and
it was hoped that some of the major anomalies would be eliminated and the average profit

margin increased by about 5%.
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The company’s costing and price procedure for ‘special’ items was illustrated in the
following example.

Product 59509 ES. Box 5/ST 5.1/16"

Material costs in shillings per 00 Labour costs in pence per 00.
152 Box shell 49,260 Raise 13.00
Weld 36.00
Sliding steel lug  6.000 Pierce 1 21.50
Pierce 2 12.00
Enamel rack 25.000 Assemble  48.00
Pierce 3 8.50
Screw : 0.821 Plunge 8.50
Tap 8.50
81.081 Assemble 24.00
Tape 12.00
Shear 12.00
Tap 15.00
Tape 30.00
Sh. per 00 : 250.00
Materials 81.081

or 20.833/- per ‘00.
Labour 20.833

+400% o/heads 83.332

Factory Cost 185.246
Commercial on-cost

(+ 31%%) 58.354
Total Cost 243.600

= 24/4d per 10

Profit margin .

+ 10% 2/5d
Selling Price 26/9d per 10

In this case the profit margin represented +9% on selling price and approximately
+13% on value added. Extra operations were required by the customer on part of this

order and the additional charges were calculated in the following way.

Labour + 400% overheads 1.083 shillings per ‘00
+ 400% overheads 4.332
Commercial on-cost +31%% 1.705
Total Cost 7.120
Profit margin + 68% 4.880

12.000/- per 00
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The profit margin on the items requiring ‘extra” work was thus much larger than
that on the standard items. It should be noted, however, that in all calculations shown
above the assessment of labour and material costs was on an historical basis, i.e. there
was no forward cost budgeting incorporated in the costing system. The Accountant
indicated that he had intended to identify the main cost centre and develop a costing
system which took into account anticipated increases in labour costs but he had been
unable to find time to do this so far.

Conclusions

This was a second generation company where, for all practical purposes, ownership
and managerial control rested with the chief executive. It was interesting to find that
although the company was expanding steadily year by year and was achieving a reasonable
profit on capital employed, the M.D. expressed a desire to be taken over within the next
few years. At the time of the visit the M.D. was approximately 46 years old.

The market for conduit fittings and accessories was a very competitive one and
the margin 6f profit on catalogue lines very small. The market for special items which were
made to customers’ specifications was less competitive and the margins somewhat larger.

In the former market the greatest competition camefrom the very large manaufacturers who
were constantly seeking to expand their market by acquiring additional distribution outlets
and by cutting prices. In the latter market competition came mainly from small and medium
sized companies who did not appear to be any more efficient than this company, indeed
many of the smaller competitors were known to be less efficient and, therefore, more
expensive than this organisation.

Pricing policy in this company had been determined, and implemented, by the
Managing Director. The recruitment of a company accountant had provided an opportunity
for the M.D. to delegate some of the price decision making and this was being considered at
the time of the enquiry. So far the M.D. had not decided what specific groups of products
would be handled by the Accountant but felt that even when this was done it would be
necessary to keep a watching brief until the person concerned became acquainted with the
market factors involved. It seemed likely that the first items to be delegated would be
catalogue lines where prices were based upon those of the major competitor. The relationships

between items, the price ‘lining’, had been established and the basic responsibility would be

to match the competitor’s
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to match the competitor’s price changes. It was unlikely that the pricing, as distinct from
the costing, of ‘specials’ would be delegated because this required a knowledge of products,
customers, and competition which only the M.D. could provide.

The costing system identified material and labour costs for sets of 10, or
multiples of 10, units, i.e., in the same manner in which quotations and price lists were
issued. This obscured the minimum production batch size for items produced in the firm
itself and the minimum economic order quantity for items factored but was somewhat
closer to the economic concept of marginal cost than in firms which were concerned
mainly with jobbing production. The M.D. appeared to attach little significance to the
marginal cost of such products but seemed to use the total cost level as his minimum price
datum. Certain items in the catalogue appeared to be more popular, and competitive, than
others and the demand was seen to be almost perfectly elastic. Other items were less popular,
and there was less competition among suppliers for these orders so that some price -

discrimination was possible and exploited.
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Company E,

This was a private limited liability company first registered in 1800 but purchased by
the present Chairman in 1936. The shareholders comprised seven executive directors and three
non-executive directors who held the controlling interest but were also relatives of the Chairman’s.
Managerial control was exercised through an executive board, but until the current Managing
Director had taken over in May 1969 these meetings were only a formality. The Managing
Director, who was also the Chairman’s son-in-law, illustrated this situation by stating that the
Technical Director did not know the previous Managing Director’s salary, and even in July 1969
only the Chairman, the M.D., and the Accountant knew the current M.D.’s salary. This situation
he intended to change but was not acting precipitously. By training the Managing Director was
a cost estimator.

The company employed 90 people, 50 of whom were females. Turnover during the
financial year to 31st April 1969 was £250,000. Profit, before tax. for the same period was
£26,000 compared with £9000 in the previous year and this increase in profit was attributed
mainly to improved costing ;;rocedures.

The long term objectives of the company were said to be growth and profitability.
Until recently these objectives had not been made clear to all members of management but the
M.D. was currently preparing a four year plan which would remedy this situation. Commenting
upon the long term objectives the M.D. stated that he thought “non-owners, i.e. professional
managers, are more motivated to increase profitability than if it was their own investment’’. This
was, to some extent, a rationalisation of his own position because he held no shares in the company.
company.

The short term financial objective for the current year was 25% return on capital
employed of £100,000 or approximately 10%, before tax, on turnover. To assist in the clarifi-
cation, and thus achievement, of this objective, the M.D. was developing a system of Management
by Objectives. Within this system the supervisors would each have a budget for labour and
material costs and were required to explain variances which arose. Thus while company
objectives had been rather vague and unwritten in the past there was some evidence that this
woﬁ]d shortly be changed.

This company was involved in five main kinds of activities which are described

overleaf.
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(a)

(b)

(c)

Press metal working

This activity was based upon the company’s original interest in making thimbles. For
many years the company enjoyed a semi monopolistic position for the supply of
thimbles in the U.K., but this was eventually undermined by the advent of plastic
thimbles and it had been necessary to develop new products. The current range still
included thimbles but also ferrules, metal caps of various kinds, metal strainers, and
other similar products which involved deep drawing operations with round shapes.

One of the major customers for thimbles in the past had been Woolworth but the
emergence of a plastic substitute had caused this customer to switch to the more
economical product and, therefore, an alternative supplier. The company had, however,
continued to supply many local education authorities with thimbles for schools, and
there was an interesting seasonal demand for Halloween trinkets which reached a
péak in August/September in Scotland. But the market for the broader range of
articles was mainly in and around, Birmingham.

“The skill involved in cold deep drawing is still comparatively rare and thus”, the
M.D. said, “there is not a great deal of competition”. This did not mean that the
Market was open to exploitation because there were now many plastic substitutes on
the market. However although there was not a great deal of profit to be made in this
field the volume of turnover provided an element of stability and helped to meet a
significant portion of the company’s overhead costs.

Metal blanking, piercing and bending.

This type of work was still being undertaken because the company had a number of
machines on the premises and it was reluctant to relinquish a traditional line of
activity. This also was a very competitive market which showed little significant profit.
Electrical component assemblies.

This activity developed out of the company’s wartime experience and the establish-
ment of an A.L.D. unit within the factory. The activity had been continued and,
although the number of items handled was small, the profitability was relatively high.
Competition was restricted because it required Government approval to handle

many of the products concerned.
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(d) Bar turning work
Originally the capstan lathes had been required for trimming metal off deep drawn

drawn items. Later the trimming process was incorporated at the deep drawing stage

and once again the machines were available but not used. So the company accepted

work which could be carried out on these machines. There were many small firms

in this particular type of engineering and the market was thus very competitive,
(e) Masonry fixiug clamps

This type of product was sold mainly to the building and construction industry and

accounted for approximately 30% of the turnover. The Managing Director revealed

that the firm had not intended to develop this item and only went into it by accident

about 7 years ago. It was quite a profitable line and competition was rather restricted.
Pricing Policy

Price policy, which was determined by the M.D., was to charge what the market would
stand. All directors of the company involved in pricing decisions were allowed to use their
discretion in setting profit margins, but the larger orders were automatically referred to the
Managing Director for final adjustment. The procedure for setting prices, as outlined by the M.D.
was as follows. “Selling prices are calculated from a forward budget of profit adjusted for
competition in the knowledge of marginal cost and a knowledge of the particular customer and
market situation”. In exploiting a particular situation the person concerned had very much in
mind the possible long term effect which might result. Information about the customer and
about competitors’ prices was collected at every opportunity.

The M.D. provided three examples of pricing which he felt would be interesting and
appended the following comments.

“Acknowledgement for Part N-o. AB 23.

This is a very large order with a sales value of almost £4000 and you may be surprised

to see that we are selling with a considerable “plus variance” on sales. Further

examination however, will show that from a standard selling price of 32/6d the

contribution obtained is only 10/4d. This indicates a very high prime cost element

which of course on this size order requires a high degree of our liquid assets tied up.

In view of this, and with a little knowledge of our sole competitors price structure, we

were able to obtain a more acceptable contribution from the sales value by increasing

our price by 7/-d over “standard”.
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Acknowledgement for Part No. JC 2
This job shows complete reversal of the position in the above example. We were faced
with extremely keen competition on a job that had a very high contribution content
in its standard price. Under duress, therefore, we accepted the order at a very high
“minus variance” because we were still able to obtain a reasona_ble percentage
contribution from sales. A very interesting point with this job occurred approximately
a month ago, when we were being chased for delivery by our customer as well as
another customer for a more lucrative order. Both components could only be
processed through one single production unit and we made a decision to give “JC2”
second place purely on a price basis. One wonders, therefore, whether the buyer of
this part was as clever as appeared when he first placed his order. The losses he
suffered through our decision to manufacture another client’s work first, far out-
weighed his price savings on the component.
Acknowledgement for Part No. TJ 33
We have selected ti-liS job to illustrate our policy of maintaining a plus variance
wherever possible, even in the face of additional prime costs. Previous orders for Part
No. TJ33 were accepted at a price below 42/9d per 100 and one could argue that we
could continue to accept orders at pri_ges as low as 27/9d per 100 being our standard
price. If we were forced into that position however, we would be unable to carry jobs
such as JC 2 mentioned in the example above”.
Conclusion ‘
This was an old established engineering firm with a number of different product lines.
Management was not directly related to ownership although many of the executive directors did
hold some shares in the company. The Managing Director was not one of these and rationalised

his position by arguing that motivation to increased profitability was greater in a professional

manager than in the owner.

The determination and communication of objectives and policies was being formalised
and it was stated that.proﬁtability had already been increased appreciable because of the
resultant improvement in the costing process.

The market for press metal products, with which this investigation was primarily

concerned was very competitive. This was so because this company, like many others visited,
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was at the lighter end of the market.

The comment made above concerning the procedure for setting prices shows that the
M.D. was aware of the relationship between marginal cost and marginal revenue. His explanation
about the quotation for J.C.2 reveals also that he was prepared to go below total cost. In this
case, since the quotation was for future production and delivery, the accounting ‘marginal cost’
may be regarded as the equivalent of the economist’s marginal cost and thus there appeared

to be a movement towards an equilibrium position in order to achieve optimum output.
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ACKNOWLEDGEMENT OF ORDER

PRODUCTION CONTROL COPY

W.0. No. A 0500

T. J. PART N

AB23

DELIVER TO:

DATE OF ORDER

DATE ACKNOWLEDGED

‘l"FII.1139 23.4'69 3‘0-4.69
DRAWING No.
01-123
FINISH i
Thermostat Cups Ciean
PRICE TOOL CHARGE

2,000,000

39/6a per 100

JUIRED

To schedule

DELIVERY PROMISED

As requested

RUCTIONS

MS

Carrizge paid

PAYMENT TERMS

Strictly nett

ICE QUANTITY OUTSTANDING QUANTITY IN STOCK W.LP.

32/64 % & %

N MATERIAL SIZE & SPECIFICATION WEIGHT/100 J
10/44

VARIANCE ALTERNATIVE MATERIAL QUANTITY LOADED PERIOD

# T

ATL. PRICE MATERIAL WEIGHT REQUIRED MATERIAL DELIVERY REQUIRED

7650

NISHING PRICE
NIL

SUPPLIER

DATE DUE




ACKNOWLEDGEMENT OF ORDER
PRODUCTION CONTROL COPY W.0. No. A 0553

1. J. PART N
Jc2

RELEASE AGATNST BLANKET ORDER

DELIVER TO:
R DATE OF @BDER: Release DATE ACKNOWLEDGED
Relense against 36106 27.5.69
DRAWING No. g,
SH5/360/2
I FINISH
0il Pick up Tubes Dipped Shell Fnsis 254,
PRICE TOOL CHARGE :
4dditional 9,000 15/8d per 100
QUIRED DELIVERY PROMISED
now reads:-
rrears 7020 Aug (tentative) Up to August as requested
).6.69 7000 Sep ( " ) September requirement - :
3.7.69 7000 get ( " ) end October
'RUCTIONS

last despatch taken into consideration 4975 21.5.69

RMS PAYMENT TERMS

arrinse paid per road Strictly nett

RICE QUANTITY OUTSTANDING QUANTITY IN STOCK W.LP. (iletal)

ner 100 33,150 NIL 34,500 & 60,000

N MATERIAL SIZE & SPECIFICATION WEIGHT/100 _
ver 100

VARIANCE ALTERNATIVE MATERIAL QUANTITY LOADED PERIOD

1 per 100

ATL. PRICE MATERIAL WEIGHT REQUIRED MATERIAL DELIVERY REQUIRED

0d per ton

NISHING PRICE SUPPLIER DATE DUE §
V1L

o ke T4 -



ACKNOWLEDGEMENT OF ORDER

1 0568
PRODUCTION CONTROL COPY i -
T. J. PART N
J 5 T
DELIVER TO:
DATE OF ORDER DATE ACKNOWLEDGED
R.76282 5.6.69 1.7.69
DRAWING No.
69218
FINISH
Tube Sunport Boxes Gelvanised
. PRICE TOOL CHARGE
10,000 42/9d4 per 100
JUIRED , DELIVERY PROMISED
July 1969 "nd August

RUCTIONS

e T S S S
s, e

L

Please note small price increase due entirely to steel nrice rise.

e S n
IMS PAYMENT TERMS

farrisce paid Strictly nett,

SCE - - QUANTITY OUTSTANDING | QUANTITY IN STOCK W.ILP.

id NIL NIL NIL

N MATERIAL SIZE & SPECIFICATION WEIGHT/100 |
=.

VARIANCE ALTERNATIVE MATERIAL T QUANTITY LOADED PERIOD

';--d.

ATL. PRICE VATERIAL WEIGHT REQUIRED MATERIAL DELIVERY REQUIRED

NISHING PRICE SUPPLIER DATE DUE

R




Company E.g

This firm was first established by the brother of the present Managing Director in 1934.
In the early stages the company was mainly concerned with pressed metal work but later, in
1948, it acquired a small steel spring manufacturing concern which was located in adjacent
premises. It was at this point that the present Managing Director became involved as a shareholder
and as General Manager for the new acquisition. By 1961 the present M.D. was sufficiently well
established to buy out his brother’s share in the firm and thus to become the majority share
owner and chief executive at the same time. Since that time a further unit had been acquired
in the north of England which produced metal and plastic mouldings. Both the original owner
and the present one were trained as engineers and were very much concerned with the
engineering side of the business.

In 1966 the company employed approximately 140 people but since that time
business had gradually diminished and at the time visited the number of employees had fallen
to 115, The total turnover for all three factory units had been about £250,000 in the last
financial year and the compﬁny had actually made a slight loss. This was attributed to the fact
that the pricing system had not been adjusted to cover increases in material and labout costs.

The original profit objective had been to obtain a margin of 10% before tax on turnover
or 12%% on total cost. In order to achieve this the direct labour rate in each cost centre was
multiplied by 366%, i.e. by 3.66 . Since many quotations were made in units of 100 articles the
adjusted labour cost per hundred was obtained by referring to the attached ‘Selling Price Rates’
sheet which incorporates the output rate per hour. Because of the unsatisfactory profit margin
in the previous year the M.D. had now “reverted to our old formula of labour costs x 450%".
This, it appeared, meant that the new profit target was 15% on turnover. The implication was,
of course, that at least it would avoid making a loss. The other main objective was a desire to
develop some products of their own so that the firm would achieve some measure of independence.
At one time the company’s objectives had been issued in writing to members of the management
hierarchy but, the M.D. explained, the turnover of staff had been so great that this was no
longer considered advisable.

The company’s products were mainly coil spring assemblies, metal and plastic moulding,

decorative badges, press metal work and other engineering service work. Once again the market was

said to be very competitive because the presses used for metal working did not exceed 50 tons.
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There were, therefore, a large number of small firms which competed for orders in this market.
Most of the firm’s customers were small manufacturing organisations but there were some large
firms in the motor vehicle industry who purchased component parts and accessories for various
type sof vehicles. Despite the low level of production some items were still assembled by
‘outworkers’. This was done because the cost of operating in this way was still well below the
labour cost which would have been incurred had the work been done within the company. The
saving was mainly obtained by avoiding National Insurance and S.E_.T.

The pricing policy was aligned with the new objective of 15% on turnover and thus
operated on a cost plus basis. In this case the mark up was 450% on direct labour costs which
covered overheads and the desired profit margin when operating at 80% of capacity. A typical
price calculation was thus as follows:

Materials 70 shillings per * 00

+ 15% 10 -, SE
Labour

Black H.P. 2x455% 2 e S

Ralse P.P. . 8.8 X 455% 40 23 HE] 3

FOId H.P. . 9.? X 455% 44 2 b2 ] bR

Setting time 4 hrs.x 3.6 144 il a8

Price 1874 ,, 02

Minimum batch size 10,000 units A

All price quotations were seen by the M.D. after being prepared by an estimator. In
70% of the cases the quotation was issued as originally calculated; in 25% of the cases an uplift
of 10% was made by the M.D., and in 5% of the cases the quotation was completely recalculated
by the M.D.who would occasionally addup to 100% to the original figure, or apply the 3 slide
rate per ‘00 to a 4 slide operation as the “marginal cost™ to obtain an order. While this was
obviously not what either the cost accountant or the economist would regard as marginal
costing, it did reveal that the price quoted was occasionally reduced below the normally
calculated price and on rare occasions even below the total cost level.
Conclusions.

This was obviously a charismatic type organisation with the owner proprietor domi-
nating those around him. The company was in a very competitive market and in a very difficult
situation. In the past growth had been associated with process innovation based on the engineering

skill and creative ability of the Managing Director. Under current economic conditions this no
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longer appeared to be adequate and sales were gradually diminishing. There was a fairly high
labour turnover among management and operatives which seemed to be causing considerable
technical problems which in turn did not help sales.

The company’s objectives were quite specific but based on a level of capacity

utilisation which seemed unlikely in the current year. The failure to make a profit in the previous
year had resulted in an increase in the mark up on labour costs which meant higher prices. Since
many other organisations had also increased prices to cover increased labour costs this was not
the additional handicap it might have been.

The pricing policy was to add a fixed percentage to direct labour costs but in practice
the M.D. modified almost one third of the quotations either to make the price more competitive
or to take advantage of an abnormal situation. This was one more example of the uneven price
sensitivity of customers in the market, but the really significant profit margins were obtained by
modifying the process in such a way that costs were considerably reduced but prices left at their
previous level.

Despite the fact that output was well below capacity level there was no general
reduction of price quotations, and in fact the M.D. had just put prices up by increasing the
overhead charge on labour costs. Thus there was no conscious effort to equate M.C. and M.R.
even though the costing process did provide the basis for such an action. There seemed to be
and exaggerated faith in the power of a ‘quality’ product to stimulate demand. The focus of
attention was inwards on cost and quality rather than outwards on stimulating demand which
was what the situation demanded. This was typical of many small engineering companies
where the professional training of the chief executive naturally led to an exaggerated attention
with internal activities. When, as at the time of the visit, the economic situation deteriorates

these firms are the first to suffer from reduced sales.
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Company E.4
L-éwus among the longest established firms visited during the investigation. It was
originally formed early in the 19th century and remained under the ownership of one family
for over 150 years. Eleven years ago, however, the family members decided to dispose of
their share holdings and the firm became a wholly owned subsidiary of a large organisation
which has many other subsidiaries and a total turnover of around £7,000,000 per annum. The
family connection did not cease with loss of ownership and one member remained with the
company as managing director. As in most other engineering companies visited the Managing
Director was an engineer by training.
The company employed approximately 150 people, of whom one third were females.
Turnover in the last financial year was estimated at £450,000 yielding a profit of about 28%
on capital employed of £300,000 and of approximately 19% on turnover.
In the past objectives and policies had not been issued in written form but the
Managing Director was currently engaged in establishing a long range plan for the company and
this would be issued in due bourse. The draft plan set out the objectives in the following way.
“Objectives
Profit
To increase profit so that our company will become one of the major
subsidiaries of the Group (£100,000 net profit per annum).
Prestige
Our company will wish to maintain the high standard of personal service that it
offers and its reputation for ensuring delivery of customers requirements on time and
meeting customers exceptional delivery requests if assistance is required.
Company Tradition
The company has a reputation for a high degree of quality which it will want to
maintain. Quality is invariably put before cost wherever possible.
Product Tradition
The company traditionally tackles difficult engineering jobs that are not under-
taken by many of its competitors — it is able to do this with its varied manufacturing

resources. This tradition will be maintained provided this can be continued on a

profitable basis.
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Design
The company’s facilities for design work are limited as it works primarily to
customers own detailed requirements.

Market Supremacy

It would be difficult for the company to achieve this as it has many competitors
spread throughout the country™.

The long fange plan for this company was designed to operate within the constraints
and objectives specified by the parent organisation. In this context one of the most important
group objectives called for a ‘real’ growth of 17%% per annum in net profits. The majority of
this, 10%, was expected from companies already within the group, but the remaining 7%4% was
expected to arise from companies to be acquired during the year. An increase in net profits
from firms within the group would bring the a\l.'erage rate of return on capital employed to 30%.
and this provided the minimum target for this company. In fact, company Eq’s short term
objectives specified a return of 33.1/3% on capital employed and a turnover of £500,000. This
level of profit on capital em;;loyed represented a margin of approximately 20% on turnover.

The company was mainly engaged in metal presswork and fabrication although other
kinds of engineering and metal forming work was undertaken and a limited number of products
were factored. Most of the items were made according to customer specification.but the company
was also developing proprietary articles for sale as accessories or component parts for customers’
products. ’i‘he range of products included telephone brackets, cleats, clips, bolts, sump trays,
metal ‘furniture’ for lorries, and cranks, which were avaiiablc either as original equipment to
manufacturers or as replacement parts sold through factors and distributors. The customer list
thus bore the names of many of the large motor vehicle producers,, nationalised transport

| undertakings, coach and vehicle builders, agricultural and industrial engineers, and major
distributors such as Brown Bros. There was also a large number of smaller customers who made
up for a quite significant proportion of the turnover, and a slightly more significant proportion
of the profit.

Competition for items sold as original equipment to the motor vehicle producers was
quite strong and the profit margins were said to be small but the volume of work made it worth
while. In some special sections of the market, .e.g. the metal furpiture for lorries, there appeared

to be only one major competitor and in this case the margins were said to be “‘more acceptable”.
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In this latter case the market was divided fairly equally between the two major suppliers. There was
no explicit agreement on prices but a movement, either upwards or downwards, by either company
was u sually followed by the other company. A short while before the visit this company increased
its price for these items by 7'2% to compensate increased labour and material costs, the competitor
had immediately followed by increasing its prices for similar items by 17%%. This additional
increase was attributed to the fact that the competitor had just recruited a new marketing manager
who was trying to improve the profitability,

The company’s pricing policy was to charge as much as the customer would stand.
Thus there were no general price lists issued and each enquiry was considered individually. There
were two people involved in the actual price decision making, one was the Managing Director and
the other was the Works Director who undertook the task when the Managing Director was not
available. Both individuals operated according to this principle but the range of profit applied as
a percentage on total estimated cost varied considerably between the two. The margin applied by
the Works Director range from +33.1/3% to +150% whereas the ir.argin used by the Managing
Director ranged from +26% to +217%. There is a further significant factor observable from the
figures given below which is that the Managing Director’s quotations tend to be lower than his

colleague’s for large volume enquiries and higher for small, once only type, orders.

Table 1

Cost — price calculation

Item Product Quantity Total Cost Works Director Managing Director
Product Tooling Product Tooling Product Tooling

1 Bracket 140 20 12/4% ea. — 25/- ea. - 25/- ea. -

2 Bracket 141 100 9/0%ea. — 22/6 ea. - 13/6 ea.

3 Pipe clip 2,000 4d.ea, £25 6d. ea. £35 £9. ea. £45

4 U bolts ‘A’ 300 p.w. 7/0% ea. — 9/5 ea. = 8/9 ea. —

5 Cleats 30,000 p.a. 11/9 ea. -— 15/6 doz. — 16/- doz. —

6 U Bolts 900 12/4% ea. — 11/- ea. — 16/- ea. -

7 Cranks 2,000 1350 ea — 22/- ea. — 20/- ea. =

8 Bolts 40,000 6/6 ea. - 10/3 ea. — 8/9 ea. -

9 Spring clips 50,000 53/- per ‘00 — 75/- per ‘00 — 70/- per ‘00—

10 Sump trays 750 11d. ea. ~— 1/6 ea. - 2/- ea. —

11 Brackets 1,000 9%d ea. — 1/9 ea. — 2/- ea. —

12 Hook bolts 250 2/6 ea. - 4/- ea. - 5[- ea. -
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The actual prices quoted in the above examples were those determined by the Works
Director except in the case of item 2 where the Managing Director revised the price before the
quotation was issued. The last two columns of the table show that the Managing Director said he
would have quoted at a time after the quotations had been made but before any orders had been
received. Items 6, 7, and 8 were said to justify a lower quotation than that made by the Works
Director because of the volume involved, but items 10, 11, and 12 did not justify a keen price
because the size of order was so small. Variations in the margin on cost imposed by the Works
Director on these items ranged from 33% to 150% and by the Managing Director from 30% to
150%. Evidence of the wider range of profit margins used by the Managing Director is given in
the following recent list of revised prices determined by the Managing Director for one of the
larger motor vehicle companies.

Table 2

Item Monthly Minimum Cost Contri- Contribution Existing Proposed New

usage batch size bution  per unit time selling  selling price
% £/hr price

13 4,000 5,000 9.89 35 ‘ 1.28 12/-%d doz. 13/00

14 1,500 3,000 1/5 482 0.51 13/8'%d ,, 1/10-2/2%d.

15 200 1,000 11/5%d  20% 129  12/7%d 14/6d

16 200 1,000 2/6d 69% 137 7/10%d 7/10%d

17 Nil 1,000 9%d - 53 1.52 1/2%d 1/2%d

18 1. 00 1,000 9%d 64 2.00 1/5%d 1/5%d

19 100 1,000 11%d 59 1.45 1/6Y%d 1/6%d

20 100 1,000 2/- 47 2.30 3/1%d 3/1%Ad

21 100 1,000 2/3d 52 2.46 3/9%d 3/9%d

The average contribution per unit time that the company must achieve to reach its
budget for 1969 is £0.9 per hour.

In this table the difference between ‘cost’ and price vz;ries from 26% on cost in item
15 to 217% on cost in item 16. The explanation given for these variations was that buyers
were primarily concerned with the larger quantities and more expensive items and tended to
pay less attention to ‘minor’ purchases so that the margins on minor items could often be very
much larger than elsewhere.

There were occasions when the quotation issued was referred back to the company
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informally, in which case the Managing Director usually attempted to ‘negotiate’ a price
acceptable to both parties. Information, other than cost data, upon which prices were based
was obtained from the company’s own representatives, from customers direct, from
repre‘sentativcs of other companies calling upon this organisation, and from quotations from
other similar firms to whom work was subcontracted.

For proprietary and replacements items the company did suggest a retail price to
distributors. Factors who stocked and soid more than £10,000 per annum were allowed a
discount of 17%% off the recommended retail price, and those who sold less than £10,000 per
annum were allowed 10% off retail price. Normal retail outlets were permitted a 25% discount
on retail price and wholesalers 50% off retail. However, a very large wholesaler was often
permitted an extra 2/2% discount on the invoiced price. It was interesting to note that a large
motor vehicle manufacturer, acting as a factor, was being offered items at 60% off the recom-
mended retail price so that in this area, as well as in profit margin determination, there was a
great deal of subjective decision making.

Here, as in other (git-)mpanies, there were illustrations of abnormal situations arising
where a customer was ‘desperate’ for a small quantity of a particular item. In one such case
the company was able to meet the request by working Saturday afternoon and Sunday morning
but the 50 items concerned cost the cﬁstomer £100 instead of the normal £2.10.0. The cost
per item would obviously have been greater than in normal working hours but, the Managing
Director stated, the profit margin was also “considerably” greater and yet the customer went
away satisfied.

A copy of the Estimating/Planning Sheet and the Pricing Sheet for items 1 and 2
are attached for illustration.

Conclusions

Although the Managing Director of this company was a professional manager, in the
sense that he had no part in ownership, he still exhibited the typical owner proprietor’s attitude
towards profit. The objective quoted above may be slightly misleading because, although it
specified a particular return on capital employed, the Managing Diréctor insisted that he saw it
asa minimum requirement and not the norm. The motivational basis for this attitude might,

however, be rather different from that of the owner proprietor; and it is possible that the

Managing Director might be primarily concerned with improving his own prestige in the
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in the management hierarchy of the group of which his company was a member.

The policy for pricing decisions was fairly clear and formed the basis upon which
both the Managing Director and the Works Director operated. Nevertheless there were
signif‘icunt differences in the way in which the policy was implemented. The variation in the
profit margins imposed by the Managing Director were greater than those of the Works Director,
and there was evidence that the Managing Director tended to price lower than his colleague on
the larger orders and higher on the smaller orders. The result of these differences is shown in
the following table. If all the quotations made had resulted in orders then the profit earned by
quotations issued by the Works Director would have been approximately £2,700 greater than
his Managing Director’s.

Table 3
Profit calculation for Table 2

W.D. M.D. Estimated Cost

Profit Item | 252.50 shillings 252.50 246.50

2 1,346.00 446.00 937.50

3 533.33 1,233.30 666.66

500.00

- 8,474.40 6,074.40 25,425.00

5 112,500.00 127,500.00 352,500.00

6 4,144.50 3,244.50 11,157.75

7 33,670.00 29,670.00 27,150.00

. 8 150,000.00 90,000.00 262,000.00

9 11,000.00 8,500.00 26,500.00

10 437.50 812.50 687.50

11 958.30 1,208.30 791.70

12 375.00 625.00 625.00
323,691.51/- 269.566.50/-  709.187.61/-

£16,184 £13,478 £35.459

Difference of £2,706 (7.7% on cost).
Turnover in the company had been increasing steadily over the past few years
so that demand had always been greater than capacity. This situation was dealt with by
subcontracting, a process which continued up to the point where the bought in cost, the marginal

»
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order cost, was approximately equal to the marginal order revenue. There was also some evidence

of unwillingness to undertake small complicated orders and this itself may be considered a form
of voluntary restriction of Ioutput.

The costing system was designed to show the management accountant’s concept of
marginal cost, which included both material costs and direct labour costs. In this case it could
also be argued that this was the same as the economist’s concept of marginal cost because the
amount of work in hand on order made it clear that quotations were being made for production,
and delivery, sometime in the future. This meant that it might have been possible to dispose of
labour in the meantime and thus the labour element could justifiably be classified as an escapable,
and thus marginal, cost. The consequence of this was that the Managing Director and his
colleagues were able to identify the potential contribution element for each quotation because
the marginal order cost was available. The point was made by the Managing Director that if
trade was really bad the company would be forced to consider cutting prices below full normal

contribution leve, i.e., moving closer to the MC = MR position,
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Company E. ,

This firm was first registered as a partnership in 1935 by the father of the present
Managing Director. The founder was, by training, a press tool maker and the company was
origiﬁally engaged in that particular branch of engineering. In 1940 the partnership was dissolved
and the organisation changed into a private limited liability company. It managed to stay in
business during the war by concentrating upon the manufacture of press tools for essential
production work.

In the years immediately following the war the company did not develop in the way
the founder had expected and so, in 1949, he expressed his intention of selling out. However,
his two sons, who were also engineers and employed in the firm, persuaded their father to give
them a chance to run the company for a few years to see whether they could effect an
improvement. They assumed managerial contrcﬁ in 1950, one as Managing Director and the
other as Sales Director, and preserved the company’s independence until early in 1969. At that
time the family agreed to sell their shareholdings to a large organisation which was seeking to
diversify its activities into fh\é engineering field: This was the second engineering unit which had
been purchased. Both directors thus ceased to have any part in the ownership of the company
but were given a five year contract of employment to remain in their respective positions.

The company employed approximately 180 people in two separate establishments
located 10 miles apart. 80 of these were engaged in the press tool manufacturing unit situated in
Birmingham and were mainly men, whereas the remainder, who were mainly females, were
employed in the press metal working units some distance away. Turnover during the previous
financial year had amounted to roughly £500,000, providing a profit of £62,000, or 12%% on
turnover. This, the M.D. explained, was a little misleading because the press tool factory had
achieved a turnover of £175,000 and a profit margin of £27,000, giving a return of 15%% on
turnover while the press metal working unit had only achieved a profit of 10.8% on a turnover
of £325,000.

The question concerning objectives brought a rather irritable response from the M.D.
indicating that the parent company had not yet told him what was expected. Under the
circumstances the best he felt he could do was to try to improve slightly on the previous
year’s figures.

This was a service oriented engineering organisation which produced press metal
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working tools and parts to customer specifications but marketed no proprietary product of its
own. In the press tool market quality appeared to be the most important item to the customer
because of the need to keep his own production lines going. Delivery dates were next in
importance and subsequently price. It was stated that this was a seller’s market more often than
a buyer’s market because the number of suppliers was gradually dwindling. This the M.D.
attributed to the extreme age of many proprietors who had failed, or had not wished, to provide
management continuity. This lack of competition did not permit the supplying companies to
charge exhorbitant prices, however, because the people responsible for buying such equipment
were usually engineers who had a good idea of the time taken to produce the items concerned
and were aware of the average trade price per hour. Nevertheless buyers rarely found themselves
with time to ‘shop around’ for a piece of equipment and this permitted a certain amount of
exploitation to take place.

The market for pressed metal parts was quite different and very much more
competitive. This was the ‘lighter’ end of the market where there was a large number of small
competitors operating with a limited amount of capital and with mostly semi-skilled labour. It
was also suggested that since 60% of the total cost of the product was the metal itself most
customers were able to arrive at an approximate total cost without much difficulty; in fact, many
buyers advised suppliers of the price which they were prepared to pay and waited for a quotation
equal to, or below, that price.

There were two major groups of customers; the first comprised the large motor car
manufacturing organisation and which accounted for approximately 40% of turnover, and the
second domestic appliance companies who accounted for most of the remainder. There were
some small customers but these were not really significant.

The company’s pricing policy, as determined by the M.D., was to charge what the
market would stand. Until recently the costing process was carried out by a cost-estimator but
the final decision concerning price was made by the M.D. This had been charged and, at the time
of the interview, the final pricing decision was made by the Technical Manager.

The procedure for quoting against enquiries for press tools was divided into two
stages. In the first stage a general estimate was issued based on the drawings submitted by the

customer. The general estimate was calculated in the following way:
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Estimate of fitting time, say 200 hours

Estimate of machining time, say 100 hours
Total 300 hours
+ 50% for materials and drawing time 150 hours

@ hours @ 37/6d per hour.
Rate per hour = Toolmakers rate of 15/- per hour + 150%
(which includes 12%% profit margin).

The second stage was undertaken when the customer expressed interest and asked for
a specific price.

Some illustrations of the estimated price, including a 10% margin on cost to compensate
for costing errors and a 12%% margin for profit, and the actual price quotation issued during
August 1969 are given below. The final profit margins expressed as a percentage on cost bear out
the policy laid down by the M.D. but were rather higher than the previous year’s profit had
indicated. Thus it seems as though the sample given may not have been representative of the
total range of quotations issued.

Press tools

Total Cost Standard Price _ Quotea Price Final profit as %
£ £ £ on cost
390 . 485 495 27
450 362 - 27%
285 355 390 37
440 . 549 - 580 32
1054 1318 1440 <
1890 2362 2487 L
1274 1593 1740 40
2075 2594 2740 . 32%
621 776 924 49
620 771 848 36%
670 862 946 41
755 944 1038 37%
1020 1274 1420 39
496 620 620 25
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Conclusion

This was a wholly owned subsidiary of a larger organisation where the two previous
owner-managers were retained in their previous roles. The M.D. said that the parent organisation
had set no constraints on the company’s activities but that he was a little disturbed by its
failure to make clear what was expected of him in terms of output and profitability. So the
objectives set were simply to improve on the previous year’s figures.

The firm -operates as a service engineering organisation in two markets, one of which
is very competitive and the other rather less competitive, and the previous year’s financial
figures illustrate this fairly clearly.

The pricing policy is to charge what the market will bear. Before the take-over the
final pricing decisions were taken by the M.D. but after the event this function was delegated
to the Technical Manager. The overall profit margins for the previous year revealed an average of
15%% on turnover for press tools whereas the average margin on the quotations issued in July
1969 were 35%. The different margins for individual quotations show that the pricing policy
was being implemented but the general level was higher than that of the previous year’s orders.
The result of the August quotation, if successful, would have been similar to thostin Company
Eg where the management roles involved were almost identical.

The company was not operating at capacity level in either plant but there was no
attempt made to stimulate demand by lowering prices, indeed the evidence given above seems
to suggest that prices had been increased since the early part of the year. The M.D. explained
that “We need to watch costs carefully on car model contracts because these may last for five
vears and the constant increase in labour costs results in profit errosion. We sometimes have
to ask for an adjustment to be made if the rise is large but we have to be careful in case the
customer decides to put the contract out to tender again, in which case we may lose it”.

In the press tool unit there was no deliberate attempt to increase output in the short
run by re‘ducing prices to the point where MC = MR. In the long run it seemed likely that the
firm’s relatively monopolistic position would be still further improved because of the exodus
of ‘old’ firms from the industry and there was the prospect that profits could be improved at
the present level of output.

In the press metal working unit there was also no attempt to reduce prices in the

short run to stimulate demand. But in this case the situation was rather different. [t was
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possible that a reduction in prices in this very competitive market might have precipitated
a price war because of the excess capacity in the industry. The result might, therefore, have

been a considerable drop in profits without much change in the volume of output.
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Company E. 0

This company was established well before the second World War and was for many
years a typical family concern. In 1965, however, the family disposed of its holdings to a large
local company which already had some interests in the electrical field. As often happens in -
situations of this and the parent company showed no desire to interfere in the management of
what was obviously a successful business and had retained the services of the Sales Director and
the Production Director in their previous roles. Both men were given a seat on the new Board
of Directors and the Sales Director also continued in his previous role as chief executive but
with the title of General Manager. By training both directors were engineers.

At the time of the visit the firm employed 180 people of whom 80 were females.
Turnover during the previous financial year was approximately £600,000 yielding a profit of
£75,000 or 12%% on turnover. “This”, the General Manager remarked with some emphasis,
““was a return of over 40% in one year on the price paid for the company”. Sales during the
current year had been a little disappointing because some of ihe traditionally metal products
made by the company were being displaced by plastic substitutes. This was causing the company
some concern and permission had been obtained from the parent organisation to install
equipment which would enable it to meet this competition on equal terms. It was hoped that
this would enable the firm to recapture some ot its lost share of the market.

The freedom of action permitted this company included that of establishing its own
objectives and policies. These were determined by the General Manager and his senior colleagues
and submitted to the parent company for approval. So far these had been approved without any
significant modification. The long term objectives were said to be profitability and growth, in that
order; and the short term objectives were to increase turnover by approximately 10% per annum
and achieve a profit margin of 15—20% on total cost.

The company produced a wide range of electrical accessories including switches,
sockets, steel boxes, connectors, junction boxes, buckle clips, cable clips, staples, saddles, conduit,
channeling, earthing clamps and clips, etc. These were sold to large electrical contractors, area
Electricity Boards, and to electrical wholesale and retail organisations throughout the country.
In the majority of cases the goods supplied bore the manufacturer’s brand name but there were
“one or two” customers who insisted on marketing their own branded article. This provided no
problem except that these articles were sometimes sold in competition with the original

manufacturer’s own products.
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Before 1939 the company held a large share of the market for switches and sockets.
In the years immediately following the war this share fell considerably because the company
did not feel it was worthwhile extending the already wide range of products offered to meet
competition. Despite this restriction in the range of items the General Manager stated that the
company was still technologically less efficient than its major competitors, i.e. M.E.M. and
Crabtree, and the profit margins were, therefore, less than they were receiving. Because of
the competitive market situation the company accepted the price leadership of its major
competitors but had discovered th;'xt, within the existing price structure, the margin of profit
which it derived from the more complex type of product was greater than that from the
simpler model.

Most of the company’s other products were competing with those manufactured by
G.E.C., B.L.C.C,, and a large number of smaller companies. There was one item, however, for
which the company was reputed to have held almost a world wide monopoly. This, unfortunately,
wﬁs the item which was being replaced by plastic substitutes and the monopolistic position was
rapidly disappearing.

The pricing policy outlined by the General Manager was to accept the price leadership
in situations where the market was competitive but to charge what the market would stand
whenever an opportunity presented itself. Even in very competitive situations an attempt was
made to "arrange’ prices with competitors so that a reasonable profit margin could be obtained.
Prices to wholesalers were quoted in a catalogue which recommended a retail price and
indicated a trade price of 33.1/3% off retail price. For most items there were also quantity
discou11ts of up to 15% on the trade price. Factors received a further discount of between 10%
and 25% on the trade price. All prices included in the catalogue, and quotations submitted to
larger customers were determined by the General Manager on the basis of calculations prepared
in the costing department.

Until 1969 the basic costing system used by the firm had involved adding 20% to the
cost of bought out materials and components, and 400% to labour costs. However this had been
considered unsatisfactory and a new system had been introduced which identified eleven cost
centres and allocated overheads to labour cost in proportions varying from +100% to +520%. The

cost price calculation then appeared in the following form:
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+7 %%

+10%

Materials

Bought out items
Labour

+ overheads

Works Cost
(Admin. overheads)

Manufactured Cost
Selling Cost

Total Cost
+ Profit |

Selling Price

N.B. The addition of Admin. Overheads and selling costs is grouped

in calculation to a figure of 18%% on Works Cost.

The following two pricing calculations illustrate both the old and the new method

of approach.

Product A

New system

Bought out
Roll feed 6/3 + 520%

Hand press 39/2% + 145%

Cleaning 4/9d + 100%
Packing 8/0% + 100%

+ 18%% (admin.& Sales

Old system

Bought out
+ 20%
Labour cost
+ 400%

281/1%d per ‘000

38/9 3.
96/' » »

9/6 » 2
16/0% 3 »

44 l /5%‘ th ) b
80/6%

522/-

281/1%d per ‘000

56/2%d ,, ,,
58/2%‘1 S
232/10

628/5

3} b

Price quoted  628/4%d per 000

Representing a profit margin of 20.4% on

total cost using the new system.

Product B
New system
Bought out

Roll feed 22/- + 520%
Packing 43/11 + 100%

+ 18%%

Old system

Bought out
+20%
Labour cost
+ 400%

Price quoted

1490/10 ,,

1031/10% per ‘000
136/5 1} 2
87110 ;.

1256114 N

234/8]/5 22 2

2”2

1031/10% per ‘000

206/4%4 ,,
LT SRRy
19719 oo

FSORILE a0

1501/11d per ‘000

Representing a profit margin of 0.75% on

total cost using the new system.

One further illustration using the new system distinguishes the different profit margins

achieved through selling to wholesalers and to the area Electricity Boards.
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Production cost is based upon a direct labour cost of 4/7%d per hour + 7.5/8d
per hour cost of living bonus + 2.1/8d per hour time keeping bonus. This total
labour cost of 5/5% per hour is then related to the number of units produced
in a standard hour.

Product E.C./951

Bought out cost 958/1% per ‘000
Roll feed 3/1%d + 520% 19/3 e
Hand press 25/6% + 145% 63/5% 3 g
Drilling  4/10 +200% MIPA <
Assembly 34/11 + 100% 69/11 S
1125/4%  ,, .
+ 18%% (admin. + sales) | 205/4% 55 e
1330/9 NS

= 1/4 each
K Profit on total cost Profit on
Price quoted to Electricity Boards 1/8 each - 25% 20%

Price to wholesalers

a. under 500 2/-%d each 53% 35%
b. 500-759 - 5%) 45 30
c. 760—1499  (-7%%) 41 27%
d. 1500-1999  (-10%) 38 25
e. 2000+ (-12%%) 34 22

The profit margins shown vary from 0.75% on total cost to 53% and the General
Manager indicated that there may have been a few items which were being sold below cost as
‘loss leaders’ but these were the exceptions. He also explained that there were some simple
assembly operations which were sub-contracted at a price 30% below even their own labour
cost for the same job. This was possible because the sub-contractor used outworkers and

avoided S.E.T. for his own organisation and income tax for the assemblers.
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Conclusion

Although this was a wholly owned subsidiary of a much larger organisation the
explicit objectives and policies were very much the same as they had been in the owner-manager
situation previously. The market was a very competitive one but still retained one or two
monopolistic pockets. These were gradually disappearing but, on the other hand, there was
evidence that this company was quite deliberately attempting to reach agreement with
competitors to eliminate uneconomic price competition.

Pricing policy was determined and implemented by the General Manager. The policy
was to “‘get what you can” but this often meant charging the same price as the major competitor.
There was still some tolerance in the market and the illustrations provided show a range of
profit margins incorporated in quoted prices. They also reveal a smaller profit margin on the
quotation to an Electricity Board than on prices quoted to wholesalers, even after the quantity
discounts had been allowed.

Both the old costing system and the new one identifies the material, labour and
overhead cost for each pr(;duct line but there appeared to be no conscious attempt to determine
output by equating MR and MC. The General Manager spoke of items which were sold at less
than total cost but there was no evidence of a general lowering of prices to increase turnover

despite the ‘disappointing’ level of sales.
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Compauy E;,

This company was first formed in 1850 and, during its early life, was mainly
concerned with the production of brass bedsteads. Later the product range was extended to
include clectrical goods but despite the rapid growth in the market for electrical products in
the inter war pa-:riod the company went into liquidation during the economic crisis in the early
1930%. One of its major creditors at that time was a British national bank and this company,
like many others, v;ras taken over and administered by that bank.

In 1935 the company was bought from the banking organisation by the person
whose name it stili bears. It subsequently operated as a private limited liability company until
1957 when it was taken over by a large public company and the controlling interest passed to
a holding company. The Managing Director at the time of the takeover was retained in his
previous capacity but ceased to have any shares in the firm. It was not surprising to find that
once again the M.D. was an engineer, but in this case he had also had a considerable amount of
experience in selling.

There appeared to be very little interference by the parent company in the management
of this subsidiary. The Managing Director was given full responsibility for determining the
company’s objectives and policies and there had been no objections raised so far when these had
been submitted to the holding company’s Board of Directors for approval. The current long term
objective was difficult to determine but was éventually stated to be “expansion”, Short term
objectives were rather more precise and were “to achieve a turnover of £50,000 and a profit
margin of £30,000, before tax”. This represented a return of approximately 9% on capital
employed and of 5%2% on turnover, Operating at that level the M.D. estimated that the company
would be utilising about 76% of its production capacity.

The company employed 190 people, a small number of whom were females. In the
previous financial year the turnover had been £550,000 yielding a profit of £30,000, i.e., the
same figures as those used in the statement of current objectives. It should be noted, however, that
since material costs averaged about 55% of sales revenue the return on value added, at 13%, was
considerably higher than that quoted above on turnover, and on capital employed.

The company had no proprietary products of its own and concentrated its resources

upon providing an engineering service for other companies. This service involved the manufacture

of metal products on presses of up to 150 tons, and of welded metal fabrications, to customers’

.
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specifications. Competition at the ‘lighter’ end of the press metal market was said to be
extremely keen but was much easier for the heavier products and for welded fabrications. Only
approximately 3% of the quotations issued for the ‘lighter” articles were subsequently converted
into orders and even then were only profitable when the orders included some fabrication
work. 65% of the total output was sold to the motor car industry and the remainder to a fairly
large number of small firms.

The Managing Director stated that the company’s pricing policy was “to get what we
can, what the market will bear”. This was understood, and implemented within the limits of
his authority by the Sales Director who was responsible for the day to day pricing decisions.
The actual pricing procedure in this company was as follows. Each morning enquiries received
were discussed by a management committee which consisted of the Managing Director, the
Sales Director, the Works Manager, and the Company Secretary. If the enquiry was considered
feasible it was passed to the Company Secrefary who was also responsible for costing and
estimating. An estimate of the total order cost was then prepaied but reduced to a cost per
hundred units of the product for quotation purposes. A profit margin of 10% was added to this
total cost figure to provide a standard selling price which was then passed to the Sales Director.
The Sales Director was able, if he wished, to vary the price within a range of + 20% on the
estimated total cost. It was pointed out that a reduction in price was usually accommpanied by
a change in the materials or process involved so that no loss was incurred. The Managing Director
thought that 90% of the quotations which the Sales Director wished to alter were referred to the
M.D. who subsequently made the decision. The Managing Director, it appeared, had authority to
vary the price within a range of + 25%, again with the proviso about not making a loss. Most of
the quotations issued were said to be at the standard calculated selling price but approximately
30% were said to be above that level.

The M.D. was unwilling to provide examples of cost-price calculations but

provided the following outline of the procedure involved.
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Material cost sessrresesssnnniesssnnnesses PO "00 units

For piecework  Labour
operations

8, shanagardimins. @ . 0 per "00 units
+4.93d per st. min. (overheads) ol o per '00 units
For day work b. 115 NS S R b per 00 units
operations
QAT 2 T LR e s -l per ’00 units
~ Total cost per ‘00 units
+ 10% profit
Standard Price per ‘00 units
Conclusion

This was a wholly owned subsidiary of a large concern run by professional managers
who were given a great deal of freedom. Th_e company’s objectives and policies were determined
by the M.D. and his senior colleagues but approved by the parent company. The nature of the
objectives showed that there was not a great deal of cont.r_el or interference, despite the M.D.’s
protestations that his superiors would not wish him to divulge confidential information.

The company \:xas exclusively a service unit which produced items to customer
specification. A large proportion of its work went to the motor car trade and, it would appear,
at fairly small profit margins. Outputl was well below capacity level at the time visited but there
was a very positive denial that the firm would ever submit a quotation below total cost. It was
impossible to check this statement but if 30% of the orders received were on the basis of a
profit margin in excess of 10% on total cost, or 9.1% on turnover, it seems highly probable that
some quoltations were issued at below total cost if the final profit on turnover during the previous
year was 5/2%. This seems all the more likely because the budgeted turnover was approximately
the same as that actually achieved.

There was no evidence that the person concerned was aware of the principles involved
in the marginal analysis and thus of relationship between MC and MR and certainly none that

he attempted to optimise output by achieving this equilibrium point.
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Company S,

S, was a small metal merchanting and manufacturing company included in the survey
because it supplied man.y of the press metal working firms visited with their raw materials,

The company was first formed in the early 1920’s by three individuals, two of whom
were brothers, to buy and sell scrap metal. In the years that followed the business was extended
to include the manufacturing of remelted non-ferrous metals and alloys and the stocking and
distribution of new inctals such as aluminium, stainless steel, and nickel. Ownership remained
in the hands of the two original families until 1964 when the company was taken over by a
large organisation which comprised more than sixty companies with a wide variety of interests,
Very shortly after the takeover the two brothers, who had helped to form the company origin-
ally, retired from their executive positions but were each given a seat on the new Board of
Directors and retained in “‘a consultative capacity”. The third founder member of the firm had
ceased to take any active part in the management of the company many years previously and
had ocgupied himself in a quite diverse field of activity: His share in the ownership had been
passed on to his son who was Managing Director at the time of the takeover. The son had been
asked by the parent company to continue in his previous position and was, at the time visited,
still Managing Director.

. The firm employed about 120 people, including a small number of female operators.
In the previous financial year sales revenue had amounted to approximately £3,000,000 yielding
a profit margin of about £70,000, before tax, i.e. 14% on capital employed and just over 2%
on turnover.

Objectives and policies were determined within the company by the M.D. and his two
Assistant Managing Directors and submitted to the parent company for approval. These objectives
and policies were then communicated piecemeal to other members of management when it was
considered appropriate but were not issued in written form. The long term objective was stated
to be growth and profitability, and the short term objectives as a return of 20% on capital em-
ployed and a turnover of £4,000.000.

The market in which this company operated was a very competitive one consisting of
qll the major metal and non-ferrous metal manufacturers and a host of small merchanting firms.
Most of the orders received were for individual quantities of less than two tons per item. If the

customer required larger quantities it was more cconomical to buy from the major supplier
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direct. This competitive situation was apparently made worse when trade was depressed
because the major suppliers would often increase the discount on prices for smaller quantities
making the merchant’s problems even more acute.

The customer profile included some large manufacturing companies and a large
number of small firms in the metal working trades in the Birmingham area.

Pricing policy in this case was to charge what the market would stand but there
appeared to be few opportunities to deviate from the competitive level which was £20 per ton
above London Metal Market prices or 2d per Ib “metal to metal’. Occasionally it was possible
to charge a higher price than normal because of the special circumstances involved but there were
also occasions when it was necessary to do a little “horse trading” in order to get the order. The
lower limit of the “horse trading” was determined'by reference to the amount of ‘contribution’
involved. This signified that the company was able to identify its accounting marginal cost for
each product line and used this as a basis for decision making.

To assist customers the firm issued a price list for s*aadard items showing the price per
pound for quantities ranging from “below 7Ibs” to above 1 ton”. Thus for % H Pure Aluminium

.\

Sheet, 3’ x 2” x 0.012” th‘e cost varied from 9/11d for quantities below 71bs to 4/5d for amounts
- over I ton.

A sample of 18 invoice.s containing 32 items despatched in April 1969 revealed only
four cases where the price charged deviated from the price list. Two of these deviations were
positive and two were negative but all four were in the quantity price category adjacent to the
correct one. This, the Assistant Managing Director explained, was within the authority of the
departme:‘;tal manager concerned; he was able to move the price one stage up or down from the

correct list figure. The actual deviations were as follows:

s d

+3d x 44 1bs = 13- 0
+2%dx5761bs = 6 0 0
06 11 0

-4Ax30ilbs = 5§ 5
—7dx22321bs = 65 2 0
o L A
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Thus the net effect was a loss of £63 11 1 on a total revenue figure of £3941 12 1,
i.e. approximately 1.6% compared with a normal profit of 2.3% on turnover.

The Assistant Managing Director thought that customers were primarily interested
in pr.ice, then in quality, availability, and service, in that order. The main factors influencing
the actual pricing decision were, in order of priority, competition, market opportunity, costs,
and the amount of work in hand.

Conclusion

This was a long established but wholly owned subsidiary of a large organisation which
operated in a very competitive market. Material costs amounted to approximately 96% of total
sales revenue with overheads and labour costs accounting for 1.4% and the profit margin 2.3%,
The company’s short term objectives aimed at increasing turnover by 33.1/3% yielding an
equivalent increase in return on capital employed without any chaage in the profit margin in-
corporated in prices.

The Assistant Managing Director was a management accountant who had recently
been appointed from a university post and was deliberately attempting to use the principles
involved in the marginal analysis to determine the optimum level of output and therefore to
maximise profits. This was the only company which attempted to do this explicitly and it was
a little early to see the results. Nevertheless some improvement had already been made and it

was hoped that this trend would continue.
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Company BI

This was the company manufacturing equipment for the building and construction
industry chosen for comparison purposes. The present Chairman was a founder member of a
much larger, but now separate, building company established shortly before the outbreak of
World War II. The existing firm, B1 , became independent in 1960 and, since that date, had
achieved a remarkable rate of growth. Both the Chairman and his son, who is now Managing
Director, have professional qualifications relating to the building industry at the technological
level. It is predominantly a family owned business with the Chairman holding the largest block of
shares. A small number of shares are distributed amoung the working directors who are not
members of the family.

The company employs 150 people located in distribution centres in London, the East
Midlands area, and at the main office and factory in Birmingham. Turnover in 1967 was
approximately £1,900,000, some £1:3 00,060 larger than in 1961, Existing capacity was estimated
at £1,100,000 turnover but, it was pointed ou t, the company <ubcontracts about 50% of its work
as a matter of policy. Thls provides the company with a buffer against seasonal fluctuations in
demand which can be qu1te considerable in the building trade.

Until 1966 company objectives and policies were not clearly defined nor did they
appear in written form. The spectacular growth of the company in the preceding vears generated
considerable pressure upon management to clarify and formalise both objectives and policies.
This was done in September of that year and an extract from the statement issued to all company
executives is quoted above, see page 35 Long term objectives were concerned with growth,
profitability, stability, and the possibility of having td become a public company in order to
provide the capitcal necessary for expansion. Short-term objectives were more specific and set an
annual growth rate of 14% for profits while ensuring a return of at least 2212% on capital employed.
This latter figure implies a profit margin of 9% on estimated turnover and a return of 45% on
issued share capital.

It was interesting that the financial returns for the twelve months ending 30th April
1967 confirmed some, but not all, of these figures. The deviation in return on capital employed

was partly due to an influx of loan capital fairly late in the year which distorted the pattern a

little.
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Total to 30th April 1967.

Actual Budget
£ £

Turnover 1,867,641 1,975,000
Manufactured cost 1,326,070
541,571
Less direct overheads 109,703
431,868
Profit on inter company
sales + _ 157,818
589,686

Less general overheads 444 009

Net profit 145,677

Return on turnover 7.8%
Return on capital

employed 15.0%

Return on capital
invested = .43.0%

Current price policy was a modified form of that inherited from the parent company.
In its original form it had been “total production cost + 40%, and no item was put into
production unless it was clear that it could be marketed at that level”. Since 1960 the margin had
increased until at the time of the survey the formula had become ‘cost + 53%%’. This may be
tranlated into 35% of the selling price. Overheads were estimated at 35% on cost, or 26% on
selling price which left a profit margin of 18%% on cost or 9% on turnover.

Not all products were treated in the same way and the variations used are indicated
below.

Profits Plan for 1968/9.
Gross Profit as%  Gross Profit as %

Product Sales Value £ Gross Profit £ on Sales on cost of production

A 1,150,000 414,000 36 56
B 50,000 21,000 42 73

C 50,000 12,000 24 315
D 75,000 23,000 31 . , p 45
) B 100,000 33,000 33 50
F 50,000 15,000 30 43
G 100,000 30,000 30 43
H 150,000 - 48,000 32 47
1,725,000 596,000 34.5 53
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A special category of hire sales was allocated a margin of 55% on the estimated cost of
production, although here also there were significant differences in the rates charged for various
items whichdepended more upon what the market would stand than upon the cost involved.

' The company issued a price list to representatives for standard products incorporatjng
the margins showns above. However the Managing Director, the Production Director and the
Sales Director were able to amend a price quotation at their discretion. This usually resulted in a
marked increase for the overseas markets because of the special conditions prevailing, but a
reduction in the home market to meet increased competition. Regional sales managers were also
given a range of discounts which they were allowed to use if they felt it was necessary, with the
proviso that these were not available for use with Local Authorities. The discounts permitted are

given below;

Product % discount allowed
A 3.8
B 10.0
C 5.0
D 25
E 3.7
F 5.0
G 25
H 5.9
Special ‘x’ 3.7
8.4

Special ‘y’

=9

|

Total

|
|

The following tables indicate the actual discounts allowed over one month, and the
‘year to date’, and the resulting variances from the budget. The correlation between budget
discounts and the above list is not perfect because of changes which had taken place during the
intervening period. It is noticeable, however, that the discount had been exceeded in 50% of the
items listed.

An illustration of the costing and pricing procedure is given in the following documents.
The Operations Layout and the Material Specification are shown for the two items which go to
make up Code 9016 on the invoice. The gap between the Standard Manufacturing Cost (£0.69 per
unit) + 45% and the 28/10d per unit invoiced j is not insignificant. Once more the * system’ seems
to be honourcd more in the breach than in the observance.

Summary

This is a second generation firm in cffect although in fact management control is still

in the hands of the Managing Director who first registered it as an independent organisation.
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It is a much larger company than firms in the display producing industry and, for that reason,
has been obliged to formalise its objectives and policies. Financial planning is well developed and
precise and the formal price procedures are worked through in considerable detail. But the
element of flexibility is maintained, and used quite extensively in pricing individual orders.

The pattern is much the same as it is in the smaller companies with the qualification that there
are more people involved in the pricing decision and that the amount of discretion permitted
changes as one moved down through the heirarchy: nevertheless, the price policy does include an

element of discretion at all levels.
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ANALYSIS OF TRADE DISCOUNTS ALLCWED ON SALE INCOME

Period

Number

6

Ended

2.11,68

Turs Pe-e:og

Total Disc- x
Total |Variance| ount Region
Actual from to Product Group London Midland Northern Scottish Sougﬁg;g_ﬁJ Export
Budget | Sales Disc/ Disc/ Disc/ Disc/ Discy Discy
Value Actual | Sales Actual | Sales Actual | Sales Actual | Sales Actual | Sales Actual| Sales
£ £ % z % 4 b % %
1,263 2,395 | 110 A 152 ] 1.4 572 2.7 194] 2.6 81| .7 164 7
393 (216)| s.0 D - 393 4.9 - - -
229 (16) | 10.3 DY) - 27| 7.5 4| 5.0 5| 14.0 - 193] 15.0
58 178 3 & - - - = 58 ey
677 (242)| 2.6 K 145 2.9 63] 1.3 Si2a5 380 7.0 84 | 1.5
7 338 i E - -~ 7 o2 = e
246 71 2.6 (53 - - - - - 246] 13.3
85 195 | 1.6 gPe.al.clUl ety 12 1.2 18 1.8 7| 1.0 46| 1.4 2 .1
511 (275)§ 5.4 e 371 .9 - R A - - 457 15.0
139 97 | 4.7 E 102 [ 5.1 - i 34| 3.6 3| 5.0 -
71 ()] .8 H 2l .9 15] 3.4 51 11 45 5.7 4 |
162 (162)| 2.7 Speciad “x' 3| 1.0 15| .7 141 5.0 - 31 15
3,841 2,359 1.7 TOTAL ’ 453 | 1.9 1,103 | 2.6 414 | 2.8 660 [ 1.9 315 .9 896| 10.0
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ANALYSIS OF TRADE DISCOUNTS ALLOWED ON SALE INCOME L_

Peri

od

BILY

o}

Number , )
Ended l 2.11.68

Year to Date (August, September and October only)

Total Disc- 5
Total | Variance| ount Region j
Actual from to Product Group London Midland Northern Scottish Southern Export
Budget | Sales Disc/ Disc/ Disc/ Disc/ [ bisc/ | Disc
Value Actual | Sales Actual | Sales Actual | Sales Actual | Sales Actual | Sales Actual| Sales
& £ % % b4 y 4 % b4
* 1 7,841 3,514 | 2.2 f# 984 | 3.9 852 | 1.9 436 | 2.6 | 1,671 2.4 340 O 13,5411 12,6
394 | (27)! 4.2 D - 39% | s.0 - - - -
614 (104)] 14.5 D 217 27| 1.0 &1 2.1 (S - 474| 15.0
58 214 2 Gr = s = & 58 2.4
1,552 {216) | 4.1 K 473 | 3.9 242 | 1.6 21 1.6 630 | 5.7 175 .4
(58) 580 - E 15| 1.5 (133} - 60 [ 1.8 o
Wbl Sullast B , 1] 12 | (29) ) GV TR, (N 31 ] 795 12.6
470 328 [ 2.6 Specid 'y 37| 4.2 138 | 4.2 37| 4.6 251 | 3.7 7 .3
599 (223){ 4.5 E | 71| 1.7 42| 4.0 19 3.2 : 10 | 2.5 457 8.5
192 181 | 2.3 ,: 104 | 5.1 14 | 2.3 136 [ 3.9 9| 2.2 (70) § -
354 (599)| 1.6 2l e 15015 (105)] - 50| 3.6 98 | 4.1 6 .2 290 4.8
162 [ (162)| 1.0 | Speeed > <) 15] .2 141 2.2 % 3
12,939 | 5,007 | 2.2 TOTAL 1,715 3.4 | 1,500 | 1.6 820 | 2.4 | 2,726 | 2.7 531 -8 | 5,557 11.8




CO;H P_c’t_ :uj C ]

INVOICE TO:
J. Bloggs Ltd. 7>
Birmingham 24
DELIVER TO:
1.0. No,
Norwich Union Ins. Offices. A/N 16788-—1692]7
AREA TERMS | DESPATCHED BY DATE
St 23% | KDU912D 31.10.68
MER'S ORDER No. DATE 1.0. DATE SPECIAL| INVOICE No. DATE o
verbal 12258/B5117p barr- | 2034 31.10.68
: —hNett - " 5
ODE DESCRIPTION RATE %‘::::‘:; 05*::;'.&? ¢ ne T
07 A 27/3 14} 19, 1. 6.
32 B 3 57/6 £5 1158, 2. 6.
15 ¢ 40/11 7 14: 6.°8,
16 D % 28/10 56 80.14. 8.
14 E 33/9 106 |178.17. 6.
28 F 28/7 14 20. 0. 2,
26 t} 49/4 8 19.14. 8.
11 H 25/11) . 25 32. 7:11,
12 J 20/3 5 LM B
528, 6. 7.
Less| 23% 29 2,
sig. w2 e
Carriage 15.14. 3.
£ 530.16. 84
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STANDARD COST AND PRICING SHEET

Date b Reference
Effective DESCRIPTION Numher
‘L‘*’f“/@?' St | UnNIt - doilo -
TYPE OF COST DESCRIPTION AMOUNT TOTAL
£ £

PRODUCTION ]

MATERIALS ©-525

N DIRECT LABOUR & C.o4g

PRODUCTION OVER- o otts ;

HEADS 0.64¢
FINISHING .

MATERIALS G094

DIRECT LABOUR &

FINISHING OVER-

HEADS o-023 .

STANDARD MANU-
FACTURING COST

PACKING & CARRIAGE

STANDARD DIRECT
COST OF SALES

GENERAL COMPANY
OVERHEADS - | BASIS FIXED | VARIABLE

£ £

MARKETING
TECHNICAL
DEVELOPMENT
SECRETRIAL
DIRECTORATE

TOTAL COMPANY

PROF I

SELLING PRICE

A L

Form No.P205
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Quéstionnaire

Subject’ : Price policy and price decisicns

. Please tick ti
Part A : This section is concerned with genera’. information appropriate 1in
: about the company.

Q.1, " Size of company : nunmber of employees 1- 50 e e
= : . S1-100 g
101-250 D
250+ —_—
“ Q.2 Company Objectives
: ' long term growth e e————
profitability ——0owu
stability T
vontinuity T e
others ———
Q.3. short term 8 g e L e sl
L ' Sl  —% on capital invested —_—
Financial-l :-;*——E’;, on cap':'rtél fe'mployed —_—
o -On: tur-cyer: —_—
—% on value added —_—
Q.4. \ —% share of market e
Marketing ;2 ~——— turnover = _—
4" turnover . e
“
Part B For this part of the questionnaire pPlease choose, if pPossible
one product (or group of pProducts) for which no formal price
list is issued, o e
Q.5. Price policy : Does company policy appear in written form
Yes ——  —
No T T e
Q.6, Price prlicy is a. to be competitive S e —
' b. to use Full Cost + —3 —_—
C. to uce Marginal Cos* + me—tp ———
d. to charge what the market will bear—m
€. the following combination ——¢ S e
of the atove, y
Q.7. Price pélicy is decicea by a. Isard of Directors : —_—
b. Managing Director R e T
c. llarketing Director SF DR
d. Other - o DnrCine
Q.8. Price decisions are taken bya, Managing Director s
L. larketing Director/rdanager“'-—-————-
¢. Cost Estimator T
d. Salesman i
or other e, e
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2,9 VWhat are the main factors which influence the actual price g
decision? Please mzipk in order of merit i.e, No. 1 for most izportant
No. 2 for less eteg,
Competition R 1o e
Ancunt of work on hand ——e0uno__
Costs _—
llarket Opportunity E=rre

Q.10, Yhat are the main factors which influence the customer?
Please mark in order of merit i.e. No. 1 for most important etc.

Quality e
Delivery b
Price e
Service T e ———
other e
Qli1, Vhat do you consider the wost significar* thing you could

do to increase

a, profitability

and b, turnover

Q,12. Name of Company
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