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Capital Hequirements
and Operating Ratios

THE ELECTRTC MOTOR INDUSTRY
1950-51

PART T: INTRODUCTION AND SUMMARY

PURPOSE

The reasons often cited for the high level of industrial productivity of
the United States compared with other countries include: (1) greater use of
capital; (2) easier raising of capitalj and (3) larger expenditures on selling
activities. Do these explanationg hold true when fimms of similar types and
sizes are compared? Are there other significant financial differences that
have been overlooked? For example, how does the percent of profits retained
in the business by firms in other countries compare with that retained by
conparable firms in the United States?

Such questions have direct bearing upon any program for raising national
productivity. However, the necessary financial data for making intermational
comparisons, by similar types and sizes of businesses have not been available,
This report is one of a serles desipned to help provide these data. It pro=-
vides information on capital use, costs, and profits of selected American
industries in a form facilitating comparisons with their counterparts abroad.
For this reason, percentages and ratios have been used to aveid the need for,
end difficulty of, converting American financial data inte different national
currencies,

TYPICAL RATIOS

The capital, operating, and profit ratios given in this report apply to
small- and medium-size firms devoted wholly or primarily to the production of
electric motors.

Space is provided in table 1 for users of this report to insert for com-
perative purposes the ratios for a corresponding type of company or industry
of interest to them. In making such comparisons, accouni. should be tsken of
the following facts concerning the average ratios showns

(a) They indicate requirements, costs, and profits at relatively high
levels of activity, being based on the experience of 1951, a year in which
dollar sales were the highest on record for many of the firms in the sample.

(b) They are typical only in the sense that they have been derived from
the reports of fims selected to represent the manhufacture of fractional horse-
power motors and fractional and integral horsepower motors by small- and medium-
size firms that specialize either in the production of standard or special-pur-
pose types. This selection, however, was nct made by probability sampling
because of the limited number of reports for which adenuate financial
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information was immediately available. The averages.shown for each group
were calculated from group totals and are, therefore, equivalent to the aver-
age of the individual firm ratios weighted by sales.

(c¢) The ratios shown are probably more representative of the general
level for smaller firms in the industry than they are fo: the two sige groups
into which the sample was divided -- firms with less than 500 employees and
those employing between 500 and 2,500 workers, In fact, the only classifica-
tion that revealed a consistent difference was that by type of motor produced
(standard type va special type) and the difference only applied to the inven-
tory/sales ratio (table 5).

(d) Typical figures were derived fi»m the usual annual balance sheet
and profit and 1lnss statement prepared by firms in the industry. In the
interests of increasing comparibility emong the firms, some adjustments were
eade for unusual items (appencix I); in & few cases inventories were shifted
from a "last-in, first-out™ basis to the method of valuation formerly used by
the firms. Adjustments were not made, however, to revalue plant and equipment
at 1951 prices. It seemed reascnable Lo assume that the ratios presented
usually would be compared with similar ratios computed directly from similarly
unad justed beok figures.



Table 1. Summary and comparison work sheet: Capital, operating, ancd profit
ratios for firms producing electric motors, 1951

verage 1951 ratios
for industry sample
Ttem in United States of] Ratiogifor
firms employing— your Lirm
or industry
Under 500 and
500 over
CAPITAL REQUIREMENTS ! Dollers
Investment used per $100 of net sales:1/
Total assets . . . ., ., . ...... N 60
Current 2/ . . . . . ., .... ... 36 39
Plant and equipment, gross . . . . . 16 19
Other . . . . . . .. .. e .. 2 2
SOURCES OF CAPITAL AS— Percentages
Percent of total investment:
Capital stodﬁfg/ " s e s 4 e e e e e e 22 2k
Retained profits . . . . . .. . .. . 39 38
Long-term credit . . . . . . . . . . . 2 L
Short-term credit L4/ . . . . . . ... 37 34
OPERATING RATIOS AS —=
Percent of net sales:
Total costs™ . . . . . .. .. . ... 82 81
Cost of goods s0ld 5/ . .. .. .. 66 70
Sales and admin. expenses 6/ . . . . 16 11
PROFIT MARGIN OM SALES:
Before income taxes . ., .. .. ., . . . 18 19
After income taxes . . . , « v o + & & . 6 6
PROFIT RETURN ON OWNERS' INVESTMENT:7/
Before income taxes . . ., . + . . . . . 59 50
After income taxes . . . . . .. . . . . 21 17
DISPOSITION OF PROFITS AS —
Percent of total profits:
Income taxes . . . . . ... .. ... 6l 66
Dividends . . . . . ... .. .. .. 13 13
Retained in business .. .. .. .. 23 21

l/ Directly comparable with investment per 100 pounds, francs, mrks,
lira, or other national currency hecause these figures are ratios of invest-
ment value to net sales value.

g/ Includes cash and government securities before deduction of any re-
serves for tax liability.

E/ Includes capital surplus and any capitalized past earnings.

L/ Includes trade credit, bank and other short-term loans, and current
accruals.

5/ Includes depreciation.

?/ Includes net of other costs and nonsales incume.

_/ Sum of capital stock and surplus and retained profits not yet

capitalized.



USE OF RATIOS

What can be learned by inserting in table 1, ratios for another firm or
industry that manufactures electric motors? If the inserted ratios likewise
applied to a period of high activity, would any difference be significant?
Would similarities have significance? In other words, what use can be mads
of capital, operating, and profit ratios calculated from the balance shset
and the profit and loss statement?

Basically, the ratios are simply a device for facilitating comparison of
the econcmic performance of two or more firms, or of the same industry in two
or more reglons or countries, They compress the detail of the statements
from which they are derived into key relationships chat can be readily com-
pared between firms or industries. The value of the comparison is derived
from the questions that it provokes and frum the analysis that is stimulated
to find out why the ratios differ or are similar. Even granting differences
in accounting practices, such analysis can still show whether the economic
performance of a firm or industry is lagging compared with others.

Capital Ratios

A firm or industry may uss too much or too little capital in relation to
sales. What is too much or too little is not necessarily indicated by its
ownn experience. Even though the rate of use by a single firm or industry may
seem satisfactory, comparison with the experience of others may well indicate
that a different ratio is desirable.

In ratio analysis,the capital-sales relationship is usually expressed in
turnover form--sales divided by assets, giving the number of times the equive
alent value of asaets was sold or tumed over. In this report, however, the
reverge ratio is ueed--assets divided by sales, or the capital required for a
given volume of business. l/

The relationship of capital to sales can be al tered either by changing the
volume cf sales or the amount of capital. The turnover ratio traditionally
implies increasing sales, but in cumparison among companies and across na-
tional bcundarias, a broader approach is warranted.

Explanation of any differences and the consideration of possible action
should encompass not only the question of whether sales were too low,but also
whether the capital investment itself ought to be changed. Study of one situ-
ation might reveal, for example, that capital was being ineffectively used,

1/ Cost of coods sold would have been preferable to net sales as a value
measure of business volume because it is free from the price changes that
occur in selling prices, Sales were used, however, because they are a gener-
ally accepted, albeit rough, measure of business volume.



enl that by improved control of inventories or receivables the sama volume of
bubiness could be maintained on a smaller investment. Examination of another
cabe might indicate that by increased investment in machinery, more effective
usé could be made of labor or materisls, thereby reducing total costs.

The kind of analysis suggested can be more illuninating if made in terns
of the rate of use of the major classes of assets. is between two countries,
the conclusion might be rcached that a given industry in one country had too
low a ratio of plant and equipment assets to sales and too hish a ratio of
sales to inveéntories and receivables--that 18, was undercapitalized for manue-
facturing and overcapitalized for trading,

8durce-of-Capital Hatios

The source of funds can be an importent factor in the financial health
of a firm or industry or even its ability to meet new conditions and keep its
processes and product up-to-date., If too much reliance is placed upon short=
tdrm credit, such as loans of short duraticn from banks, this credit might
be restricted or withdrawn at the very time it is needed most, and thereby
lead to financial instability. Likewise, excessive reliance on long-term
credit, such as bonds, can lead to difficulties. It can result in interest
charges 8o burdensome during periods of slow business that they restrict the
expenditures needed to keep the product and plant abreast of the industry.

The appropriate balance among the different sources of financing--short-
term credit, funded debt, sales of stock, and reinvestment of profits--for a
firm or industry will naturallydepend upon individual circumstances. However,
there is a well-grounded tradition of following past practice in f{inancial
matters. For this reason, if & fim or industry compares sourcs of capital
ratios, 1ike those shown in table 1,with those of other firms or industries,
questions may be raised regarding methods of financing that have heretofore
beén accerted. For excmple, manufacturers of electric motors, regardless of
country, who have a plant needing rehabilitation, may well ask whether they
have been rstaining enough profits if they have a very low ratio compared
uith that shown in table 1,

Op2rating Ratlos

For two or more firms carrying on the same type of business,ratios of
copts to sales reflects (1) their relative economic efficiency; (2) their
relative economic advantaeges and disadvantages; and (3) the degree of compe-
tition prevalling in the markets in which they buy and sell.

Consequently, tuo firms could differ in efficiency and yet have the same
rapio of costd to sales because the less efficient had some locational or
other special advantage,or sold in & less competitive market, Similarly,
differences in cost ratios could be due as much to variations in special
ad¥antages and competition as to varlations in efficiency of firms.



In other words, comparison of cost ratios for firms in the same type of
business reveals whether the ocnmbined effect of efficiency, special advantages,
and competition is sufficient to give one firm, or one group, lower ratios
than another. To judge which factor had oeen the most potent in a given case,
one could well begin by posing a series of possible explanations for the
differences found and then eliminate thosaexplanations that analysis proved
to be inadequate.

Assume that electric motor manufacturing in another country is found to
have a2 lower ratio of total costs to sales than is typical of such manufacture
in the United States. Does this mean that the American industry is less
efficient or more competitive?, that special advantages are enjoyed by the
industry of the other country?, or simply that costs have not been defined in
the same way?

Much 1light can be throun on the meaning of differences inm ratios of
total costs to sales by examining other ratios such as the rate of capital
use or turnover. A high ratio of costs to sales may be a mark of efficiency
in a competitive market if accompanied by a rapid rate of capital tumover.
Cn the other hand, a low ratio of costs to sales, if accompanied by a slow
rate of capital tumover, could be indicative of an inefficient business
operating in & protected market.

The ratios of various classes of costs--such as manufacturing or selllug
and administrative--to sales will also help isolate the factors which may
account for differences in the total ratio. In fact, they may reveal signif-
icant differences hidden by the total ratio. Such differences could be
dismissed as due simply to differences in definition of the various classes
of cost. If other possible exprlanations were considered, however, ratio
analysis could well cause one's firm or industry to reexamine policies that
had been accepted without challenge.

Profit Ratios

The ratio of profit to sales is the complement of the ratio of total costs
to sales. Therefore, an analysis of differences in the cost/sales ratio is
actually an analysis of those in the profit/sales ratio, but consideration
of profits in ratio analysis should not stop with whatever is leamed from
the examination of operating ratios.

Two firms, for example, might appear to be equally profitable according
to their profit margin on sales, but relating these same profits to owners'
investmerit micht reveal that quite different rates of return had been earned.
Further examination might show, as previously suggested, that the firm with
the higher rate of eamings had been able to achieve a higher rate of capital
turnover--that is, to use less capital. Or the owner might have made a rela-
tively smull investment compared with that of the crealtors, a situation that
could prove detrimental to the business despite a high current rate of profit.



Even more important than comparisons of rate of profit, especially across
national boundaries, are comparisons of the disposition pattern--what percent
of prafit i8 absorbed by taxes, what proportion is taken by owners as dividends
or otherwise withdrawn, and what proportion is reinvested in the business,

The rate at which profits are being put back into a business or industry
is a good index of the rate at which efforts are being made to keep plant,
processes, and product up-to-date;--that is, whether a policy of continuous
modernization is being followed as compared with that of intermittent reha-
bilitation or even neglect.

STEPS IN RATIO 4NALYSIS

(1) Choose firms for the analysis that are as comparable as practicable
in terms of such considerations as product and rate of operation, Information
is provided in part II regarding the product, structure, and market trends of
the American electric motor industry for use in establishing the degree of
comparability of firm or industry that may be analyzed in relation to the
typical figures given here.

(2) Standardize the balance sheets and profit and loss statements from
which the vasic figures are to be compiled so that the major items on each
are as comparable as practicable among firms., The ma jor adjustments made
for this purpose are described in apperdix I,

(3) Compile the necessary figures and ccmpute the ratios for each firm.
The workshcet used in this study is given in appendix III,

(4) Determine the typical value for each ratio and the nature of the
variations around this value. How such values were derived for the American
electric motor industry is described in the parts of this report pertaining
to each class of ratio.

(5) Analyze the reasons for any differences or unexpected similarities
in ratio values between the firms or groups of firms being studied. Some
examples of such analysis are given in the sections of this report devoted
to particular ratios.



Capital Requirements
and Operating Ratios

THE ELECTRIC MOTOR INDUSTRY
1950-51

PART II: BACKGROUND

PRODUCTION AND PRICE TRENDS

The major products of the electric motor industry of the United States
are, in order of szles value: (1) fractional horsepower motors, (2) integral
horsepower motors and generators, (3) partc and supplies for motors, genera-
tors, and motor-generator sets, (L) motors, generators, and control apparatus
for land transportation equipment, and (SS several smaller classes of motors,
generators, motor-generator sets, amd prime mover-generator sets.

In the production of fractional horsepower, the most important item in
1947 was an alternating current motor rated from 1/6 hp. to, but not including,
1/2 hp. Tre most important item in the production of integral horsepower
was an alternating current polyphase-induction motor of 1 to S hp.

ke output of electric motors and generators dropped steadily from 1947
through 1949. In response to increased military needs arising from the oute
break of hcstilities in Korea, however, production of motors and generators
in 1950 rose almost to the level recorded in 19.8. In 1951, output was con-
siderably above the output reported for 1947, also a year of peak production.

Table 2. Index of electric motor and generator production, 1947-51

(194 7=100)
Year Index
l9b 7 L [ ) L ] L ] [ N L ] L] L J ® L L ] [ ] L] 100
19h8 [ ] L] [ ] [ ] [ ) [ ] e e L ] [ ] L] [ ] L] [ ] 95
19h 9 L ] * [ ] L] [ L * [ [ ] [ ] [ ] L] [ ] [ ] 88
1950 ® 8 0 & © 8 0 & 0 ° o o 0 o 93
1951 ® 6 & M O e e 0 e e o 0 o @ 112

Source: Based on shipments data compiled by the Census Bureau. Deflated
'y the wholesale price index for motors amd generators prepared by the Bureau
f Labear Statistics,.



The prices of electric motors rose in 1950, and again in 1951 (table 3).
Among four representative types of motors, 1/ hp. motors showed the smallest
increase from 1947 to 1951--1L pereent, 5 hp. motors showed the largest in-
crease--Ll percent. Virtually 2ll of these price increases occurred between
June 1950 and March 1951.

The price increases shown, largely reflected rising prices for materials
and labor, According to the BLS, batween 1947 and 1951, average hourly
earnings of production workers in the motor, gensrator, transformer, and
controls industry increased 28 percent, According to the same source, mate-
rial prices for some types had advanced even more, For example, the list

Table 3. Indexes of wholesale prices of selected motors, 1948-51

(1947=100)
Horsepower
Period
Y1k | 2/3 ] 35 | L/10
l9h8 @ ¢ 0 @ 6 ¢ 2 6 6 06 8 6 s ¢ 6 & e @ Q9 106 106 106
19149 ® o 6 & 0 0 o 0 ¢ & 5 8 o 0 0 s 0 @ 99 1(5 111 th
1950 o o o ¢ 2 o o 6 6 ¢ ¢ o0 08 s o o 99 109 123 110
195100000-000000000000 llh 128 lhh 128
1950:
January—March e ¢ o 8 © 06 8 ¢ ¢ o 0 95 102 113 102
April-June @ @ 6 o @ © © 0 0 06 6 0 o 95 102 118 10}4
July-Se ptembar ¢« ¢« o ¢ ¢ o ¢ 0 o ¢ o o 99 113 126 113
October=Decembor ¢ ¢ ¢« ¢ o o ¢ o « o o 107 120 133 120
1951
January—lﬂarch ® o © 6 0 06 ¢ 0 0 0 0 @ l].h 128 11&3 128
April—June ¢ o o 0 o o 6 s 0 0 0 8 o llh 128 lhh 128
July—September ® 6 6 0 ¢ & o o 0 8 o 0 llh 12 8 lhh 12 8
October-December « « » e & o 0 0 ¢ o o llll 12 8 lhh 12 8

1/ Alternating current motor, 1/4 hp., 110-115 volts, manufacturer to
original equipment manufacturer, f.o.b. factory, freight allowed, each,

2/ Alternating current motor, polyphase induction motor, 3 hp., open
sleeve bearing, manufacturer to original equipment manufacturer, f.o,b.
factory, freight allowed, each,

3/ Direct current motor, 5 hp., manufacturer to original equipment
manufacturer, f.0.b. factory, freight allowed, each.

5/ Alternating current, polyphase induction motor, 10 hp., open sleeve
bearing, manufacturer to original equipment manufacturer, f.o.b., factory
freight allowed, each.

Source: Wholesale Price Index, U. S. Department of Labor, Bureau of
Labor Statistics.
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price of certain types of carbon steel used in the industry increased more
than 30 percent during this same period. Actual increases, however, were
probably greater because steel shortages may have forced scme firms to buy
in the so-called "gray market."

INDUSTRY STRUCTURE

Electric motors are made in the United States by two types of companiess:
(1) those that engage wholly or predominantly in the production of motors and
generators; and (2) those that make many other types of products. The large
diversified, electrical manufacturers are prominent in the latter group.

There 1s an extremely wide range of plant size. Some plants employed
fewer than 250 persons in 1950, whereas others operated plants employing
2,500 or more workers. About 32 percent of the employees of the industry
were in plants whose employment was under 1,000, and 68 parcent waere in plants
employing 1,000 or more. In terms of "value added by manufacture® the
small plants (under 1,000 employees) represented 28 percent of the industry,
and the large plants, 72 percent.

Although electric motors and generators are manufactured in meny parts
of the United States, nearly half of the plants are located in the Easte
North-Central States which include Ohio, Illinois, Wisconsin, Michigan, and
Indiana,

INDUSTRY SAMPLE

The 13 firms covered by this report were selected as representative of
the manufacture of electric motors in the United States by small to medium
firms engaged wholly or largely in the production of motors. As defined
in this survey, "small® firmy are those employing less than 500; "medium®
firms are those employing between 500 and 2,500 persons,

The final choice of these firms was, of necessity, limited to those for
which adequate financial statements were immediately available for 1950 and
1951, It was not possible,therefore,to include more firms by size and type
of product. The sample does include, however, firms that primarily manu-
facture standard motors and those that specialize in spscial-purpose motors,
Each of these subgroups in turn contains firms that specialize in the pro-
duction of fractional motors and those that produce both the fractional and
integral types. A classification by motor horsepower is not provided,
however, for any of the ratios, because no significant relation was found
between any of the ratios and the range of motor sizes muade.



Capital Requirements
and uUperating Ratios

THE ELECTRIC MOTOR INDUSTRY
1950-51

PART 111: CAPITAL REQUIREMENTS

rCapital requirements" in this report refers to the assets that are
needed in the manufacture of electric motoras. The mejor classes in the order
of their usual importance in Ameirican industry are: (1) inventories;
(2) fixed assets; (3) accounts receivable; and (L) cash and liquid securities.

Apsolute values do not adequately describe capital requirements, If two
manufacturars of electric motors have assets of equal value but cne has twice
the salss volume of the other, it "requires" or uses only half as much capitsl
as the other firm per unit of sales. In this report, therefore, capital
requirements are stated as value of assets used per $100 of net sales; in
effect, as the ratio of value of capital used to value of products sold. So
expressed, capital requirements are directly comparable between countries,
regardless of differences in currencies, because the ratio of assets to an-
nual sales is expressed in terms of a percentage.

Capital remuirements are also sometimes expressed as investment per
employee. Significant ratios of this kind could not be presented, however,
because adequate employment data were not available for enough firms.

ASSETS TO NET SALES

Attention is given first to each major class of assets in order of rela-
tive liquidity,beginning with the least liquid and proceeding to the most
liguid-~that is, beginning with fixed assets and ending with cash. Then
total investment requirements are considered. This order is followed so that
the reasons for including fixed assets on a gross,rather than a net basis can
be deveioped in advance af presenting total renquirements.

Fi1xed Assets to Net Sales

For the sample firms, investment in buildings, machinery, jigs and fix-
tures, and other equipment on a gross basis averaged less than $20 per $100
of net sales in 1951. 'Gross" basis refers, of course, to original cost,
pefore deduction of depreciation reserves,

This ratio reflects the rate of fixed capital use at a very high volume of
sales. As indicated by the last column of table )4, sales for the sample firma
in 1951 increased on the average more than 50 percent over 1950. Many re-
ported that their 1951 sales were the highest on record.

Experience of the sample firms indicated that the kina ot motor mamurac-
tured did not have much effect upon plant and equipment investment. Average
requirements, however, seemed to be a little higher for the firms with more
than 500 employees than for those with less (table L), There was some tend-
ency also for the larger firms to make the larger size integral motors.

-13 -



Ratins of investment to sales given in this section, as wall &s most of
other ratios in this report, have been calculated by dividing the appropriate
totals for each size and product group. The 1951 ratio of gross fixed ussets
to sales of $16 per $100 for the 7 fims employing less than 500 persons
(table ) was obtained by dividing total fixed assets for the firms by their
total net sales. The result is the same as an average of the individual firm
ratios weighted by firm sales, The median and low and high ratios have been
omitted from all taoles because of the small number of firms ineuch size-prod-
uct group. '

It is probable that the group averages would be changed,to some extent, if
more firms were added. Care was taken, however, to exclude unusual cases and
to include only those firms that seemed to be representative of each group
listed. Even then,there were a few instances in which the range among the
three or four firms selected was fairly wide.

Table 4. Fixed assats per 3100 of net sales, 1950-51

Percent of
gross fixed
Average fixed assets at Depre= Pe;;ent
Number verag end of year P
Firms by size of |Year |285€ts per $100 Sweq [clation| increass
firms of net sales}/ Net |asse g rate in ret
Gross | Net | fixed izpen = sales 2/
aggets| tlures
194951
Under 500 smployees| 7 1951 M6 29 62 30 10 50
1950 22 13 57 - 9 Iy
500 employees and 6 1951 19 11 60 27 7 54
over 1950 27 14 52 - 6 27

1/ Average of fixed assets, end of fiscal years, 1949 and 1950; and
1950 and 1951. Most fimms included owned building,as well as factory equip-
ment,or had made extensive leasehold improvementec on rented property.

2/ 1951, change from 1950; 1950, change from 1949.

"Gross" vaa'net" basis. "Gross" rather than "met" value of plant and
equipment has been emphasized in this discussion because the ™et" figures
would understate the actual amount of capital being used. They show the
value left after deduction of accumulated depreciation reserve. Therafore
among firms, or groups of firms, differences might arise on a et vaiue"
basis that were simply due to differences in the period over which the assets
involved had been depreciated or in the rate or method of depreciation. This
shortcoming of '"net value" comparison is especially acute in industries such
as electric motors. This industry has been permitted a rapld depreciation
of new plant and equipment in computing income taxes in order to encourage
defense production., In such cases, nevertheless, the amortized investment will
usually be carried as part of the gross value of plant and equipment,

-1l -



Even "gross value" fipures usually have the shortcoming of reflecting
differences in prices at which the assets in question were acquired,as well as
differences in their quality and physical volume, because they are usually
stated at original cost rather than at current replacement value. For example,
two motor manufacturing plant.,s of the same size and ccastruction and identi-
cally equipped would differ substantially in gross value if one was erected at
the prizes of the early 1940's and the other at the much higher prices of the
early 1950's.

One way to determine the extent to which different groups of firms ac-
quired their fixed assets at about the same price level is to compare their
ratios of net to gross value of such assets, These ratios are shown in
table lj, column 5, For example, in 1951 the net value of fixed assets aver-
aged 62 percent of gross for the firms with less than 500 employees and 60
percent for those with 500 or more employees. The similar percentages for the
two groups would generally indicate that their fixed assets had beern subject
to depreciation for about the same period of time,

One exception to this imterpretation should be considered. The ratio of
net to gruss value could be the same for the two groups if one group acquired
chelr assets at a later date but had a higher average depreciation rate. The
depreciation rate could be ulgher either because a gieater proportion of
aysets were in machinery or other equipment subject to high depreciation rates,
or because a greater proportion qualified for rapid depreciation under the
defense program. In the comparison cited,the small firms did have a slightly
higher average depreciation rate for 1951 than the large fims -- 10 percent
of gross commared with 7 percent.

Some indication of the relative age of plant and equipment can also be
obtained by determining the proportion of gross plant and equipment, now in
place, that was installed within recent years. Expenditures on fixed assets
from 1949 to 1951 amounted to 30 percent of the gross value of such assets at
the end of 1951 for the small firms, and 27 percent for the larger firms--
suggesting that the average small firms in the sample had newer fixed assets
than the larger firms, (Table ly, fourth column.) Nevertheless, the difference
is small enough that a comparison of the gross fixed assets/sales ratios of
the two groups is appropriate.

Equipment ratios. Different types of fixed capital, such as buildings,
machinery, transportation equipment., and dies and jigs, naturally vary as to
length of useful life,and therefore,as to rate of depreciation and frequency
of replacement. Consequently, total plant and equipment ratios may conceal
significant variations in rate of capital use. In fact, the total ratios tend
to reflect the changes of investment in buildings because such investment is
usually by far the largest in terms of value, For this reason,it would be
particularly desirable to show ratios of investment per $100 of sales for each
major catezory of fixed capital, Such ratios cammot be provided, however,
bacause few fims furnished sufficient detail conceming fixed assets on their
balance sheets.
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Current Assetd to Net Sales

The manufacture of electric motors in the United States requires a sub-
stantially larger investment in current than in fixed assets. This applies
to firms already in business. Possibly a firm entering the business today
with new plant and equipment would find, however, that it had to invest al-~
most as much in plant and equipment as in inventory and other current assets,

Inventories. Stocks of materials, work-in-process, and finished products
comprise the major portion of the current capital required in the manufacture
of eleciric motors. According'to the sample data, the relative size of such
stock depends largely upon whether a firm is engaged primarily in the produc-
tion of standard or special-purpose motors. Total invertories averaged about
822 to 823 per %100 of sales in both 1956 and 1951 for firms that ppecialized
in standard mctors and 315 to 817 for those that emphasized manufacture of
special motors. Size of firm made little difference. The producers employing
less than 500 persons had, on the average, about the same inventory level as
their larzer competitors making standard or special motors (table 5).

Differences in the size of the motors made seemed to have little in-
fluence on inventory position, except that the larger integral motors were
usually not stocked. One of the larger firms reported having full stocks of
standard motors at 70 warehouses from which to supply its customers,

Accounts receivable. Ouustanding accounts averaged $10 to $12 per $100
of sales among the sample fims in 1951 repardless of firm -size or product
classification (table 5). Moreover the range of variation among the entire
13 firmms in the sample was very narrow, the lowest ratio being $8 per $100 ané
the hiyghest, 812 per 3100. This relationship of receivables is to be expected
because all firms in the sample sold whrolly or largely to industrial buyers,
and all handled their own collections. Usual terms were net 20 days.

Cash. The level of cash renuirements for all current capital needs, is
probably least well represented by taking cash holdings at the beginning and
end of the year. Not only are there seasonal variations in cash needed for
meeting rayrolls and bills for material,but there are also variaticns among
firms on year-end cash position that mey simply reflect differerces in man-
agement opinion as tn the merits of showing as much of current assets in cash
as possible at the balance sheet date.

That the factors mentioned, and others psculiar to a given firm, can
produce wide variations in the cash/sales ratios is indicated by the sample
under study. Ratios of cash, including government securities, to sales ranged
from $1 to $20 per $100 in 1951. Ik view of these variations, snd the fact
that they had no apparent relation to type of motor manufactured or firm sise,
broad group averages are used in table 5 to represent cash requirements.

Total Assets to Net Sales

According to the experience of the sample firms, the mamufacture of
standard electric motors required an average total investment of about $80 per
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Table 5. Averags current assets per $100 of net sales, 1950-51

Number Accounts Percent

Firms by size of [Year [Total] InYen- receiv- |Cash | of in-

and principsl product |firms tories 1/} up1e 2/ crease

in net

sales 3/

Under 500 employees , . 7 1951 | $36| 818 $10 $8 56
1950) 39| 19 12 8 Lk
Stendard motors . . . | 3 [1951{ la| 22 11 8 L6
1950 L3 23 12 8 49
Special motors . . . L 151} 33 15 10 8 67
1950| 35 16 11 8 39
500 employees and over. 6 1951 38 19 10 9 sh
19501 Ll 19 11 1k 27
Standard motors . . . 3 1951| L2 23 , 10 9 36
1950{ L6 22 10 1l 53
Special motors . . . 3 19511 35 15 11 9 71
1950 L2 17 11 14 10

}/ Generally valued at cost or market whichever is lower; in the case of
one firm employing "last-in, first-out” valuation, adjustment was made to cost
or market on basis of in’ormation provided in its annual reports.

2/ DMNet, after deduction of reserves for bad debts.

2/ 1951, change from 19503 1950, change from 19L9.

$10C of sales at the high level of sales generally reached in 19513 for
special motors the average was $56 or less. (Gross value of fixed asseis was
used in arriving at these ratios. As was pointed out in the preceding dis-
cussion of current assets, the difference between the investment requirements
of & firm enrhasizing the manufacture of standard motors and one specializing in
apecial motors hus proven, for the sample firms, to be entirely a difference
in average inventory requirements.

Ratios given irn table 6 do not necessarily indicate the investment that
would now be re-uired to start a wholly new firm for the manufacture of either
standard or special-purpose electric motors. Rather,they sugeest that the
investment ratio would probably have to be higher in terms of initial sales
volume. Undoubtedly, it would take considerable time for a new plant and
organization to stabilize. Moreover, the fixed asset ratios would have to be
markedly higher becauss the figures given reflect substantially lower con-
struction and equipment prices than now prevail.

These ratios do, however, provide some yardstick for an existing firm.
Certainly any firm that exceeds the averages under conditions like those of
1951 would have csuse to inquire why it should have a higher rate of capital
use. The explanation could be that its plant and equipment investment was
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newer aud,therafore,higher-priced. At in the absence of such obvious
explanations, scme analysis of company performance might be appropriate,

Table 6. Average total assets per $100 of net sales, 1950-51

: Number
gii:iizzlsgigdzgg ‘ of Year Total | Current l/ FZ:::; Other g/
firms

Under 50 employees . , 7 1551 $54 $36 816 $2

1950 &y 37 22 3

Standard motors . . . 3 195 59 Il 16 2

1950 68 L3 22 3

Special wmotoxs . ., . ks 1951 51 33 16 2

1950 &0 35 22 3

500 employees and over. 6 1951 59 38 19 2

1950 4 Ll 7 3

Standard motors ., . . 3 1951 63 L2 19 2

1959 76 L6 7 3

Special motors . , . 3 1951 56 35 19 2

1650 72 k2 4} 3

1/ For composition of current assets, see table 5.
2/ Includes prepaid expenses, cash value of insurance, investment in
subsidiary or other companies, tax claims, deferred charges, and patents.

SOURCE OF CAPITAL

Retention of profits provided the greatest single source of capital for
all but %Wc of the firms in the sample, On the average, retained profits
supplied a third or better of the total capit:l used in the business for
every subgroup analyied (table 7).

Capital stock was not always the next most important source. For some
firms, and even for some groups, short-term credit in the form of current
&ccruals supplied a larper portion of the total investment.

Current accruals,including income tax liability,are considered a form of
short-term credit because ths cash that might be accumulated to discharge these
liabilities can be used in the meantime for temporary finsncing of current
production. In fact,several firms were compelled to do just that in 1951, as
indicated by the fact that their tax lisbility was substantially greater than
their holdings of cash and government secnrities.

Credit extended by suppliers on open account was usually a more important
source of short-term credit than bank loans. It mipht bs assumed that the
Froducers emphasizing the manufacture of standard motors wuld have to make
extensive use of short-term bank luans to finance their inventories, but that


http:analyi.ed

Has not the casoe for all the firms in the sample, Manufecturers of standard
motors @mong the amall firms did make relatively more use of bank loans in
1951 than did the msnufacturers of specisl motors; the reverse was true, how-
ever, among the larger manufacturers.

Long-term credit was not widely used by the sample firms. The percent-~
gges which appear for the various groups in table 7 in all cases reflect long-
term borrowing by one or two firms in the group. Various forms of borrowing
were used, although some form of mortgage on fixed sssets was the most common.

.19-



Table 7. Percent distribution of total inveatment,by source, 1950-51

I(zwner's' investnent)Long- Short-term credit Percent of
rofits | Capital | and F
Firms by size and Numbey End retained stock |inte- Bagk j‘.ncrease
. of | of X . I'rade| ah Other fin total
principal product firas lyear in busi-{and sur- |medi- other i nvest -
ness plus ate loans .
term ment 1/
credit
Under 500 employees . . . . . 7 [9%51 39 22 2 8 L 25 37
1950 L3 29 b 10 3 11 33
Standard motors . . . . . . 3 951 33 27 2 7 7 24 38
1950 36 37 5 8 2 12 31
Special motors . . . . ... L [ss1 L5 17 1 8 1 28 37
1550 51 21 1l 12 L 11 36
500 employees and over . . . 6 n9s1 37 24 L 7 k 24 35
1950 51 2l 6 7 1 11 22
Standard motors . . ¢ . ¢ . 3 QD951 38 35 3 3 2 19 26
1950 L7 32 L 6 2 9 22
Special motors . . . . . . 3 951 37 16 5 10 L 28 L2
F%o Sh 17 7 9 0 13 22

1/ 1951, change from 19503

1950, change from 1949.



Capital Requirements
and Cperating Ratios

THE ELECTRIC MOTOR INDUSTRY
1950-51

PART IV: OPERATING RATIOS

TOTAL COSTS TO NET SALES

For the 13 firms in the sample, total costs ranged from 68 to Y6 percent
of net sales in 1951, and from 79 to 99 percent in 1950, a year of much lower
sales volume, These cost variations were largely associated with circum-
stances peculiar to the firms concerned. Averages by size and product groups
do not reveal any consistent variation (table 8). In fact,the average per-
centages for the firms with less than 500, and thcse with more than 500,
employees were virtually the same in both 1950 and 1951. Total costs com~
prised cost of goods sold, depreciation, administrative end selling expenses,
and other costs netted against nonsales income. All taxes levied on the firm
are included, except income taxes.

Some of the firms in the sample, especially in 195U, characterized the
manufacture of fractional and small integral motors as highly competitive,
One firm implied that other product lines had been added because of such
competition and stated that, although motor sales contribvted most to sales
volume, other lines contributed most to profit. But this was not the only
way that firms in the industry were seeking to improve their cost position.
Some were pushing cost reduction vigorously and others were emphasizing
sexrvice to consumers--manufacturers of standard motors were stressing quick
delivery, and those of special-purposes motors, their ability to provide
"tailored-to-the-job" combinations of motors, controls, and drives.

MANUFACTURING COSTS TO NET SALES

It is possible that the ratios shown in table 8 on cost of goods sold
to net sales are too low, and those of selling and administrative expenses
to sales, too high. For instance, for the groups with the highest aelling
and administretive expense ratios, some costs have been inclvded that would
usually be classed as factory overhead. It would be expascted, far exampla,
that the small firms might have higher administrative cost ratios because of
feilure to allocate,to cost of goodsgthe portion of exscutives' time that
was spent on direct factory supervision. The smell firms in the sample,
especially thoss making standard motors, do show this tendency (see "selling
end administrative costs® column of table 8).



Table 8, Costs as percent of net sales, 1950-51

Firms by size Number Cost of| Selling Percent of
and principal of |Year|Total| goods m:ﬁ:s:g; Other 2/ | increase in
product firms sold 1/ tive copts net sales 3/
Under 500 « o « & 7 1951 | 82 66 15 1 56
employees 1950] 89 7 17 1 Lh
Standard ., . 3 19511 81 62 17 2 L6
motors 1950( 86 65 19 2 L9
Special « o« o | L4 |1951] 82 69 13 0 67
motors 1950( 91 76 15 0 39
500 employees o . 6 |[1951| 61 70 11 0 ol
and over 1950} 87 73 1l 0 27
notors 1950| 90 78 12 0 53
motors 1950} 8L 70 1, 0 10

1/ Including depreciation.
Other costs netted against other incoms.
3/ 1951, change from 19503 1950, change from 1949.

The cost of goods ratio in the motor business is influenced to a cone
siderable extent by volume. That is indicated by the drop from 1950 to 1951
in the average cost of goods ratic for all groups as sales volume increased
substantially -~ unitwise as well as in dollar value, for price increase
alone could not have accounted for the average increases in sales (table 8,
column 8), Many firms in the sanple reported various capital expenditures
in the interest of reducing cost. One firm, for example, stated that it had
been unable to meet competition by producing motors in a multistory plant
and had therefore set up a motor assembly line in a single-story plant with
appropriate mechanization including the use of conveyors. Another firm that
had achieved a remarkably low ratio of both cost of goods and of total costs
to sales attributed this showing to the “initiative and cooperation® of
employees, stating that "their efforts to improve quality of our products,
reduce overhead, and put forth a full day's productive labor for esach 8
hours of work have substantially contributed to the successful rezults of
our operation."



SELLING AND ATMINISTRATIVE EXPENSES

If the ratios of selling and administrative expenses,shown in table 8,
for producers of siandard motors with less than 500 employees are discounted
cn the ground that some factory overhead has been included, then neither size
of firm nor type of motor msde seems to have any influence on the expense/
sales ratio. That is, according to the experience of the firms analyzed,
selling and administrative expsnses average aboat 11 to 13 psrcent of sales
value during a year of high volume such as 1951, This figure includes some
engineering and product development work.

As indicated by the experience of the sample group, it made little dife
ference whether a firm specialized in producing motors for a particular ine
dustry, or whether it sold to a variety of industries -- the ratio of selling
and administrative expenses to sales seemed little affected. It might have
been expected that the firms specializing in production of special-purpose
motors would have higher ratios than those stressing the manufacture of
standard motors because tha selling of special-purpose equipment could
involve a greater degree of sales engineering. The only indication of this
difference in selling requirements in the sample group was the fact tnat the
firm with the most extensive system for distributing standard motors had one
of the lowest ratios of selling and administrative costs to sales,
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Capital Pequirements
wnd Operating Ratios

THE ELECTRIC MOTOR INDUSTRY
1950-51

PART Vs PROFI? (LOSS) RATIOS

"Profits® (losses) or the return to the persons who own the equity
capital of a ccmpany, are defined here as the residual amount of income left
aftor paying all operating costs, deducting chargas for depreciation and
amortization, and meeting interest payments on ary short-term or funded debt.
"Operating costs" includ: all taxes,except those that are levied by the
Federal and State Governments,upon the net income of a company.

Profits are measured here by the usual ratios of profits to nat sales
end to owmsrs’ investment. In order to show what happens to profits, the
ditcussion of profit return is followed by & section on proportions absorbed
by taxes, paid out as dividendr, and left in the business.

PROFITS (LOSSES) TO NET SALES

As anticipated by the discussion of the ratios of total costs to nst
sales, there was consideresbls variaticn cmong the sample firms in profit
margin secured on sales. As far as could be determined, this variation was
largely related to the degree of success schieved in keeping down costs, or
other reasons peculiar to the individual firm.

As showm in table 9, there was no significant variation by aize of firm
or type of mctor iade. The firms with rmore than 500 employees that manu-
factured special motors did have a higher average profit margin than those
that produced standard motors. On the other hand, among the firms with
less than 500 employces, the firms that manufactursd standard motors, had a
s8lightly higher margin than those that produced special motores.

PROFITS (LOSSES) TO OWNERS' INVESTMENY

Omers invest in & corporation through the purchase of stock and by
decisions of the board of directors (whom they elect) to retain profits in
the business. As discussed in part IIY, retention of earnings constituted
by far the most importan: form of omar investment among the mamufacturers
of electric motors.

The variation already mentioned in profit margins also resulted in widse
variation in profits earned on owners' investwent, On the average, earnings



Table 9. Profits (losses) before and after taxes,as percent of net sales,

1950-51
Profits as per-
cent of net
Firms by size and Num?er Year sales :brc:::eoin
principal product fi:ms Before | AL ter ngzrsalea 2/
income | income
taxes | taxes
Under 500 employees « « « o » o 7 1951 18 6 56
1950 11 6 L
Standam mOtor'8 ¢« o o o o * o 3 1951 19 7 )46
1950 )N 8 L9
Sp@Ci&l MOtOY'S e o ¢ ¢ o o . h 1951 18 6 67
1950 9 5 39
500 employees and oVer . « o o 6 1951 19 6 54
1950 13 7 27
St&l’ldal’d motors ® o o 0 ¢ o o 3 1951 15 6 36
1950 10 6 53
Special motors . » e e o o 0 3 1951 22 7 n
1950 16 9 10

1/ 1951, change from 1950; 1950, change from 19L9.

before taxes were over 50 percent of investment in 1951, and 27 or more per-
cent in 1950 for the sample firms. These rates were reduced by Federal and
State corporate income taxes to an average of about 20 percent in 1951 and
15 percent in 1950. Although earnings dovbled,on the average,betwsen 1950
and 1951, largsly as a result of the great increase in sales volume (table
9, last column), the advantages of such expansion in earnings to the firm
were largely offset by the impact of higher tax rates.

One company, for example, reported that its dollar profit increased
about 103 percent from 1950 to 1951 with a LO percent increass in dollars
sales, but that its Federal taxes on profits increased 215 percent at the
same time. Consequently, its dollar profit after taxes in 1951 was only
18 percent over that earned in 1950 despite the, big expansion in sales.

It may seem that the profit returns shown in table 10 are quite high
in relation to the profit margins shown in table 9. The latter, for example,
averaged 18 percent of sales in 1951 for the small firme and yet these
profits amounted to a "before tax" return of 59 percent on owners' invest-
ment. The rate of investment turnover was responsible {table 11). Total
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Table 10. Profits (losses) before and after income taxes ,a8 percent of
owners' investment, 1950-51

Firms by sisze and Number Before After

. of Year | income incoms

principal product firns taxes taxes

Under 500 employeea ® 8 0 ¢ 0 090 06 0 @ 7 1951 59 21
1950 | 27 15

Standard BOLOY'B ¢ ¢ 0o ¢ ¢ 6 06 ¢ 0 ¢ 6 3 1951 56 21
1950 32 17
SmCi&l BOtOrS o o s o o o o s 0o o o '.l 1951 63 22
1950 22 13

500 employeea m OVEEr o o ¢ ¢ 0 0 0 o 6 1951 55 19
1950 27 15

Standard motors e ® e 0o 06 06 0 06 00 @ 3 1951 39 16
1950 21 13
Spacial BOYOI'S o ¢ ¢ ¢ ¢ ¢ ¢ ¢ ¢ 4 o 3 1951 70 21
1950 32 18

investment on the average was turned over more than twice during the year by
the swall firms (that is, sales were more than twice the total investment).
But owner investment constituted only 66 percent of ths total. Therefore,
a turnover of mors than twice the total investment amounted to over three
timsa that of owners! investment. In other words, a sales volume that was
more than three times the owmers'! investment meant that the firms in question
hed & return on owner investmsnt that was more than three times the profit

in on sales. Thus, keeping down costs and making effective use of capital

oth contribute to the rate of investment return.

DISPOSITION (" PROFITS

In general, Faderal and State income taxes absorb the largest portion
of profit realized in the manufacture of electric motors in the United
Btates. There is some variation in tax rate with size of profit, and
companies vary in the eligibility for permissible deductions from taxable
income. Moreover, since not all States levy corporate income taxes some
companies may have slightly lower tax percentages than others merely by
virtue of location.
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Table 11. Prorits (losses) before income taxes,as percent of owners' in-
vestment and of net sales; and investment turmover, 1950-51 1/

ofits before “Owners'
incoms taxes |Turnover | invest-
Firms by size Number Turnovey
and p riicipal of Year as psrcent of ment as of total
roduct firms of — cwners! | percent |, o o ¢
P Omers' [ poi |invest- | of total mert
mestﬂ 8&188 nent mest— :
ment ment
Under 500 e o o @ 7 1951 59 18 3.2 66 2.1
employees 1950 | 27 1n 2.k 76 1.8
Standard . . 3 1951 | 56 19 2.9 65 1.9
motors 1950 32 p1 2.3 76 1.7
Special « o o L 1951 | 63 18 3.6 &6 2.4
motors 1950 | 22 9 2.5 79 2.0
500 employees o 6 1951 | S5 19 2.9 67 2.0
and over 1950 27 13 2.1 19 1.6
Standard , . 3 1951 39 15 2.6 76 1.9
motors 1950 21 10 242 81 1.8
Specia]. ¢« o o 3 1951 70 22 3 ol 61 2.0
motors 1950 32 16 2.0 717 1.5

1/ The averages were computed to 2 decimal places from the absolute
aggregates of the items for each group. Rounding affects the obvious
relationships of the columns to each other.

For the sample as a whole, income taxes in 1951 absorbed on the average
more than 60 percent of the profits earned. In the preceding year, the
corresponding average was only LL percent (table 12), Cne firm that was
located in a State that levied corporate incoms taxes, paid combined Federal
and State income taxes amounting to 72 percent of profits, The increase in
proportion of profits absorbed by taxes in 1951 over 1950 was a result of
the impact of higher normal and surtax rates and the reimposition of an
excess profits tax by the Federal revenus law of 1951,

Of the remainder after income taxes, nearly twe-thirds was retained in
the business to finance operations, The icmaining third was used to pay
dividends, Thero was no discernible difference by size of firm or typs of
motor made in relative proportions retained and used to pay dividends,
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Table 12. Percent disposition of profits, 1950-51
Kuxber Retained
Firms by size and of | Year |19 ! pividends | 4n
principal product firps taxee business
Under 500 émployees « o « o o« » 7 1951 6L 13 23
1950 Ll 16 Lo
Standard notors ¢ ¢ ¢ » o o 3 1951 63 11 26
1950 L6 13 k1
Special mOtOrS « o ¢ 0o 0 0 0| L 1951 66 13 21
- 1950 Ll 21 38
800 employoes end OVAr o o ¢ o | & 1951 65 13 21
1950 Lk 22 3
Standard gotor2 « « « o e o 3 1951 59 10 31
1550 bl 11 L8
Sp@cial BOLOI'S o ¢ ¢ o e 3 1951 70 nvl 16
1950 LS 28 27




Capital Requirements
and Operating Ratios

THE ELECTRIC MOTOR INDUSTRY
1950-51

APPENDIX I: ACCOUNTING DEFINITIONS AND ADJUSTMENTS

The profit and loss and balance sheet accounts used in this stwdy were
standardized insofar as possible from available information according to
the following definitiona and adjustments:

Profit and loss accounts:

Net sales: Gross cales,less returns and allowances and
discounts on sules.

Cost of goods

solds Inventory at beginning of pericd plus manufac-
turing costs and operating expenses (excluding
depreciation) less inventory at end of period.
Inventory includes raw materials, supplies,
work in process, finished produci:s, and materials
in transit, and is usually valued at cost cor
market, whichever is lower.

Selling sxpensess Salesmen's compensation, advertising, travel,
current provision for bad debts, out-freight,
etc.

Administrative

expenses? Salaries of principal officers, clerical salaries,

and supplies, and similar expenses.

Depreciation and
amortization: These items are shown separately from cost of
goods sold and administrative expenses in which
they are usually included.

Other costs

(income ): Miscellaneous costs were netted against miscella-
neous income. Special income that really applied
to a prior year's operations, such as bad debt
recoveries, sale of fixed assets, tax refunds,
and special charges, such as for special reserves,
were transferred from profit and loss to the
surplus account.
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Profit and loss accounts— Continued

Income taxes:

Balance sheet accounts:

Assets .
Cash and

government
securitioes:

Accounts
and notes
receivables

Inventories:

Fixed assets:

Other assets:

Liabilities:

Accounts
payables

Notes, loans,
etc.:

Tax 1iabilitys

Provision for Federal and State taxes on corpo-
rate income. All other taxes, such as real
estate, arec included either in cost of goods
sold or expenses,

Cash on hand and in banks, securities of the
United States Government, including all income
tax anticipation notes, and tax refunds reported
in current gssets.

Accounts and notes for merchandise shipped to
custOmersjless reserves for bad debts and
discounts.

Raw materials, supplies, in-process and finished
merchandise, generally valued at cost or market
whichever is lower.

Machinery, plant, and fixtures at original cost,
less amortization and reserve for depreciation.

Includes receivables due from other inan cus-
tomers such as employees and officers, invest-
mente other than government securities, prepaid
expenses, and deferred charges. These may be
current or not as indicated in the reports.

Accounts due suppliers of material.
Secured and unsecured,including current portion

of long-term debt.

Taxes accrued and payable--Federal and State
corporate income and all other taxes.
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Liabilities—Continued

Other
liabilitiest

Intermediate-
and long-
term dobts:

Owmera! invest-
ment or equity:

Accrued interest, wages and salaries, dividends,
miscellaneous expsnses, taxes withheld from
employees' pay, etc. either current or not as
noted in reports.

Notes and unsecured loans or secured by mortgages
or other instruments for more than a year and
less than 5 years, intermediats; 6 years and
over, long-term,

(1) Capital stock,including both that arising
from saie of stock and from issuing stock divie
dends ,capitalizing portion of past earnings;

(2) net earnings or profits from past and current
operations retained in the businass but not yet
capitalized and net gains from nonoperating and
extraordinary transactions,such as,profit froa
sale of fixed assets and including special
accounts or reserved created from earnings to
cover either general or specified contingencies
(commonly known in American accounting practice
as “earned surplus]' any earmarked portion being
commonly designated as ®reserve® with purposes
statod); and (3) net gains resulting from
transactions in company's own stock, gifts of
assets such as to induce location in a given
srea, forgivenees of indebtedness, and similar
sources (variously lnown in American accounting
practice as “capital surplus® and "paid-in
’“rPluﬂ”)o
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APPENDIX Ii

PROFIT AND LOSS STATAGNTS AND BALANCE SHEETS FOR AN AVERACE SMALL ELECTRIC MOTOR PI!N,_I/
1950 AND 1951

TOTAL STANDARD SPECIAL
1950 | 1950 1951 | 1950 ] 1951 | 1950

FROFIT AND LOSS STATEMENT (OCO [OLLAKS)

‘msm.o.....o-ooolo.c.. 3159 20213&4 2367 2939 1762
COST OF GOODS SCLD INCLUDING DZPRECIATION . .| 2084 | 1425|2137 | 1537 2046 | 1341
1073 | 59613317 | T830| 693 | 4ol
SELLING, sm(f'mc. ;m) mmy STRATIVE COSTS . WJZ 51377 L") RI' WQ 5751) 233)
OTHER CO39S (INCOME), MET 2/¢ v o o o o o o & 3 S4 [
! 93 | 34| e | "L 'zﬁr
PRO¥IT (LOSS) BEFPORE THCQME TAXES « o « o o of OB | 7232|7672 | 38| 518 | "I59
THCOME TAYES o o o o o o o o 0 o a o o o o 375 102 424 150] 338 65
DIVIDEHDS o o o o o o o s o o o6 o0 o o o 73 7| 77 43 70 33
PROFIT RETATHED IH BUSTHESS « ¢ o o o o o 1 93| 177 136 109 61
BALANCE SHEET
ASSETS

CURREWT
CASH, U.S. GOVERMMEWT SECURITIES,ETC. . , . 314 165 | »47 38| B9 95
ACCOMITS RECEIVABLE, NET « o o o o o « o o 336 327) 397 93| 2m 278
mo--o'oooo..oooono 67’ 453 913 577 sm 59
FOTAL CURRENT « o o o s ¢ o s o s o 0 o o| 1327 | 985|187 | 1228 1080 | ~73¢
m.moootoo;.o-oo.oooo 3M 59 382 m 316 266
mRooooo-oo.o.oo.ooo... 57 53 94 73 28 ”
TOTAL ASSETS . ¢ o ¢ o o o0 0 0+ 06 of 1728 1 TB7TIZ233 | TB51| 1424 | IOFY
FIXED ASSETS, GRO35 ¢ o ¢ s o o o o 0 o o o 555 457 | 558 Q1| 553 9]

LIABILITIES

CURRINT:
ACCOUNTS PAYABLE 4 4 ¢ v o o o o o o o o o 133 124 | 159 125]| 12 124
HmES'mANS.m. e 6 & ¢ & & & & 0 8 o o 7? 38 1” 38 21 37
rms....'.l............ 375 93 418 m 3& w
m.o.............ll.. 63 & 02 5 50 6
TOTAL CURRENT ¢ o o ¢ = ¢« s o 0o o o 0 o o] €43 | “304 17790 | B | 78
TETERMEDI ATE=AND LOBG-TERM CREDIT o o o o o o 3 2] 52 84 16 11

OWHNERS' INVESTMTNZ:
CAPITAL STOCK AND CAPITAL SURPLUS
PROFITS RETAINED XN BUSINESS

TOTAL OTNERS' THVESTMENE .
TOTAL LIABILITIES ¢ ¢ « o o

387 367 | 579 S64 | 244 219
667 544 | 703 360 | _639 532

oYY |TemZ | TR | BT | 5L
1728 | 1257 {2133 | 1551 | 1424 | 1037

e @ o
* o o o
® & o ¢
¢ o e ¢
s o o o

y AVERIGE OF DATA FOR 7 FIRKS WITH FEWER THAN 500 IMPLOYEES 3 IMPHASTZING THE
MAIUFACTURE OF STANDARD fHD 4 OF SPEGIAL MOTCRS.
3/ OTHER INCOME HAS BEFN NETTED AGAIEST OTHER COSTS; A PIGURE IN PARENTHESIS INDICATES

THAT OTHER INCOME EXCEEDED OTHER 00STS,.
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APPENDIX

PROFIT AND LOSS STATIMENTS AND BALANCE SHEXTS FOR AN AVERAGE )/ MEDIUM-SIZE ILECTRIC MOTOR
FIRM, 1950 AND 1951

TOTAL STANDARD SPECTAL

—T95T | 1950 1551 | 1950 | 1551 | 1950

PROFIT AHD LOSS STATEMENT (OCO DOLLARS)

HEP SALES o v ¢ ¢ o o o o ¢ o o o s o o o o of 22054 |14875 19139 | 14122 [26769 | 15627

COST OF GOODS SOLD INCLUDING DEPRECTATICN . .| 16090 | 10914[14153 | 10980 |18026 | 10847
' “8h64 | 3961| 486

i@ [543 | o0
SELLING, SHIPPING, AMD ADMINISYRATIVE COSTS .| 2573 | 2051[ 2124 WW v

ormcosrs(mcm).mg/........._g% _zéaﬁ__%; 'I’i‘i‘lg'%%}'%%

PROFIT (LOSS) BIFORE INCOME TAXES . 4337 | 19870 | 1369 [ 579 | 5T
INCOMETAXES o o ¢ o o 0 0 0 o o es1| 1706 360 | <042 | 1142

DIVIDENDS ¢ o ¢ o o 0 ¢ o o ¢ o 555 44] 287 157 823 712
PROFIT RETAINFD IN BUSIWESS . . 903 663| 685 652 931 673

g

BALAKCE SHEET

ASSETS

CURRINT:
CASH U.S. GOVERQMINT SECURITIES, ETC.
ACCOUNTS RECEIVABLE, EE?
INVERTORY « o »

TOTAL CURRENT
FIXED, HET .+ . .
OTHER o ¢ o ¢ o &

TOTAL ASSETS
FPIXED ASSETS, GROSS

2301 | 1651} 1225 900 | 3376 | 2722
2680 | 2107| 2041 | 1881 | 3319 | 2332
5224 | 3329| 5278 | 3512 | 5171 | 3147
7267 | 8544 | 6373 [11866 | 8201
2790 | 2232} 1950 | 21879 | 3629 | 2586
501 452| 498 444 | 504 458
15456 | 971 |10052 | Bo98 |D5oo9 | TI245
4654 | 4255| 3904 | 4279 | 5403 | 4231

* ® o o o
e & ¢ ¢ 0o 8 U @
L] ® ® = & 9 0 O

L] L] L] L d [ ] L]

" ® o ® o ¢ »

e ® o o g * o

® & & o o o

e & o o o 0o o

® & o0 0 o o

® ® & o 9o o O

s @ 0 o 0 ¢ 9 o

LIABILITIES
CURRINY :
ACCOURTS PAYABLE .
HOTES, LOANS, ETC.

981 752| 408 521 | 1554 982
468 70| 223 139 714 0

® & ¢ o & 8 O
TAXES o o « » v o o v nn vua 2827 898| 1624 538 | 40290 | 1258
mi.......'..l.. m 219 414 268 m 172
TOTAL CURREET o ¢ ¢ o o o o oo 3683 | 1930| 7685 | Y486 | 3BT | “FEZ

INTERMEDIATE~-AND LONG-TERM CREDI?T . 542 592| 334 350 750 8313

OWNERS' INVESTMENT .
CAPITAL STOCK AND CAPITAL SURPLUS
PROFITS RETAINED IN BUSINESS .« &
TOTAL OWNERS' INVESTMENT o o o
TOTAL LIABILITIES © » o « o & »

3214 | 2366| 3818 | 2776 | 2609 | 1956
5057 | 5074 4171 | 4104 | 5943 | 6044
8271 | 7340) DBy | TEE0 | €557 | BOOO
13406 | 9971110992 | 8696 {15999 | 11245

® o o o
e o o @
o ® o o
* ® 0o o
® o & o

y AVERAGE OF DATA FOR 6 FIRMS WITH 500 AND WNDER 2,500 DMPLOYEES: 3 RMPHASIZING THE

MANUFPACTURE OF STANDARD AND 3 OF SPECIAL MOTORS.
_2_/ OTHER INCOME HAS BEYN NETTED AGATNKST OTHER COSTS3 A FIGURE IN PARENTHESIS INDICATES

THAT OTHER INCOME EXCEEDED OTHER COSTS.



APPENDIX iIT:s VICRKSHZET

0. NG. FRS— FLECTRIC MOFUES YEAR EST. PLANT LOCAT. PRODUCT FLOOR SPACE
YEAR FNDS: YE:-¥. (DULLARS PERCENT

THCOME STATEMENT ITIMS: 19aC JIG5C 1955|1950 [1951 [1950 [ 1551 | 1950 [I951

1. NET SALFS 100.0] 100,

~Z. TOTAL CCBTS [1-3]

3. COST OF GO0DS SOLD

z SRLLING AND SHIPIING COSTS

o ADMINISTRATIVE AND GENERAL EXPENSES

—3. DEPRECTATION

7e INTEREST, NET

B8s OTHEK COSTS‘—(INCCMEL NET

. PROFIT BEFORE INGCOME TAXES 100.0] 100.0
Y0. INCCME TAX

1l. FROFIT AFTER INCOME TAXES
12. DIVIUENDS, VITHDRAWALS, E7C.
Y3. FROFIT RETAINED IN HUSINESS

BALANCE SHEET ITEMS: END OF YFAR |AVERAGE FO
(DOILARS) {Y:AK (DOLLARS) END OF YEAR

14, CASH AND GOV. SECURITIES, GROSS
I5, ACCOUNTS RECEIVABLE, NET
Y8 INVENTORY, TOTAL
A. FINISHED
B, IN-PROCESS
C. OTHER
X7. OTHER CURRENT ASSETS
1B, TOTAL CURRENT ASSETS
X0, FDED ASSETS, GROSS
X, MACHINERY AND RQUIPMENT,GROSS
€0, FIXED ASSETS, NET
&, MACHINERY ANL EQUIPMENT, NET
B. OTHER, NET
21. OTHER ASSIZTS
22, TOTAL ASSETS 100, .
23, ACCOUNTS PAYABLE
24, NOTES PAY,[INC.CUR,PAY ON FUND D.)
25, TAX LIABILITY _
26, OTHIR CURRENT LIAPILITIES
27. TOTAL CURRENT LIABI.-ITIES
28, FUNDED DEBT
A. INTERMEDIATE [UNDFR B YEARS
B. LONG=-TERM (5 YLARS AND OVER
29. OPERATING RESERVES
30, MTSCELLANEOUS LIABILITIES
31, STOCKS OF SUBSIDIARY COS(INC. MIN.INT.
e CAPITAL STOCK
33, CAPITAL SURPLUS
34, EARNED SURPL/JS
35, SURPLUS RESERVES
36, NET WORTH
37, TOTAL LIABILITIES 00.0 |100.0
38, IMPLOYEES _
30, WAGES AND SALARIES
A. BENEFITS
40, TOTAL TAXES
4. SOCIAL SECURITY TAXES
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