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This tremendous period of growth in which
the electronic industry now finds itself began
about 1950 with the beginning of the Korean
crisis, Since that time the United States has
emerged as the undisputed leader of the free
world and we find ourselves having to sup-
port this position by our competence in the
development and manufacture of vast numbers
of new weapons, nearly allinvolving electron=-
ics to some degree, This impetus from the
military program coupled with the growth of
the radio and television phase of our indus-
try, together with the successful application
of electronic computers to a large variety of
jobs, not to mention automation, all of these
have combined to make the growth of the elec-
tronic industry almost beyond comprehension
during the past few years. This growth has
provided a real challenge for those firms
which went into this period as small business
enterprises, for they have found itnecessary
to run just as fast as possible simply to keep
up with the industry.

This has been the problem of the Hewleit-
Packard Company since 1950, In that year
total production was $2, 300, 000,00. This
year we expect to produce that much every
month, In other words, our company has
grown twelve times in seven years,

Idon't suppose Ineed to take very much time
to tell you people what wedo., I am sure most
of you are numbered among our customers
and, of course, if you're not we think you
certainly should be,

As you may suspect, we have encouniered
many difficult problems having to do with this
rapid growth., One of the reasons I think we
have been fairly successful in surmounting
these problems is because we have guided
our program with some rather specific objec=
tives and I thought I might begin tonight by
telling you what the objectives of our company
have been and what they continue to be,

First, we have directed all of our efforts to-
ward the field of elecironic instrumentation,
This has made it possible for us'to achieve
good efficiency in our research and develop=
ment program. We have been able to build a
production organization geared to the specific

problems of manufacturing electronic instru=
ments and we have been able to develop a
closely knit sales organization concentrating
on this one problem.,

Qur second objective has beento doonly those
things in which we could make some contri=-
bution to the progress of the electronic in-
dustry, In some cases this contribution has
been in the nature of new developments, new
kinds of instruments, new measuring tech=-
niques, QOur 10 megacycle frequency counter,
our low frequency function generator, several
of our microwave signal generators = in
fact, a large number of our instruments and
their application techniques — have contri=-
buted some measure to the progress of the
electronic industry, We have continually at-
tempted to make some contribution in our
manufacturing techniques and manufacturing
methods, This is not always so obvious un=
less youhave occasion tolook at our produc -
tiondepartment indetail, but I think the mea =
sure of this contribution is best indicated by
the fact that very few of our prices have in=-
creased during this period even though there
have been substantial increases in the cost of
our labor and material. And again we have
attempted to make some contribution in our
sales program. I am sure we are providing
much better technical information for our
customers, much better service, much bet=-
ter assistancein the field thanwe were seven
years ago.

As a third objective, we have attempted to
meet our responsibility in providing security
and opportunity for our employees, We have
achieved a steady level of employment for
all of our people, and in fact we have, on oc=
casion, sacrificed growth because we have
not taken on large contracts which would re=
quire that we hire a large number of people
with the high probability that we would have
tolet them gowhen the contractwas finished,

As a fourth objective, we have kept in mind
that we have a responsibility to the community
in which our business exists, We have en=-
couraged our people to participate in com=
munity activities. We have given substantial
financial support to educational and other in=
stitutions in our community, In fact, I some=-
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times think our people spend more time on
extra-curricular activities than they do on
our business, We have numbered among our
employees a member of the local Board of
Education, a member of the City Board of
Public Works, a member of the Board of
Trustees of Stanford University. At the pre=
sent time our Production Manager is the Mayo
of Pala Alto, I think we have had officers in
every conceivable professional organization
from the Purchasing Agents' organization to
the local Toastmasters'Club, not to mention,
of course, the West Coast Electronic Manu=
facturer's Association, and last, but not least,
a National President of your Institute of Radio
Engineers,

Since I am going to talk more about growth
tonight I want to include our-objective as to
growth. It has been and is our basic policy
to grow as rapidly as possible in fulfilling
the other objectives which I have mentioned,
but to keep this growth at a rate which can be
financed from our own profits on a pay-as-
you=go basis,

And this comes to our final objective, As a
matter of fact, in presenting our objectives
to our operating people I always put this ob=
jective first, It is to attempt to make a pro=
fit of at least 10% on every sales dollar every
month and every year. Now this profit is a
very important thing for two reasons. First,
it makes it possible for us to achieve all of
the other objectives which we have set for
ourselves, and second, especially becausec
it is the final and absolute measure as lo
~whether we do or do not make a contribution

" to the industry. As long as we can contribute
something to you for the profit you give to us
that profit is justified, Whenwe can nolonger
make a contribution to you we cannot expect
you to make one to us,

And so, as 1 have indicated, we have grown
from a sales level of 2,3 million in 1950 to a
rate of 28 million this year, and we have ac~-
complished this growth without any outside
capital, In the last few years you have seen
hundreds of small businesses acquired by
larger businesses because they need capital
for growth, Many firms, large and small,
areissuing additional stock atfavorable price
to earnings ratios, and many other financial
devices are used to provide the money for
growth in this industry. Since.we have a=
chieved a reasonable rate of growth without
using any of these devices, I thought youmight
be interested in hearing how we do it,
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Now, in spending most of my time talking
about the financial aspects of growth, 1 do
not mean to imply that these are in any sense
determining. The other things you do deter~
mine how fast you grow provided you have
the financial resources, and in my opinion,
financial resources alone are seldom, if ever,
the determining factor for growth. Financial
problems limit the rate of growth if every=
thing else is favorable,

The formula for growth from earnings is very
simple, It is as follows: The percentage in=
crease in sales which you can finance each
year is equal to your percentage of profit af-
ter taxes times your capital turnover, Capi-
tal turnover is defined as the number of dol=-
lars in sales you can produce per year for
each dollar of capital you have invested in
your business., The formula actually is very
simple, and as a limiting case it is justabout
as valid as ochm's law.,

Let's look at it now in a little more detail,
The percentage of profit which you produce
on your sales dollar is a pretiy obvious thing
and needs little explanation except to émpha=-
size that your rate of growth is directly pro-
portional to your percentage of profit, other
things being equal. The higher you can make
it the faster you can grow, provided, of
course, you don't lose all your customers in
the process. The percentage of profit is, of
course, not always completely controllable
and it is in any case influenced by a number
of complicated factors, If your business is
primarily government contracting it is likely
to be low; if you have a highly desirable item
that everybody has to have, and if you have
complete patent protection, and if you have
a lot of luck, your percentage of profit may
be made very high, For our business we
think a figure in the neighborhood of 10% is

about right, Our customers seem willing,
year in and year oul, to give us this kind of

a return and with it we can finance an ade-
quate rate of growth,

The second factor, capital turnover, is not
always as well understood. Your capital in-
cludes working capital (that is the money you
use to buyinventory, to finance your accounts
receivable, to provide some working cash,
etc,)and fixed capital would be the amount of
money you have spent to buy facilities, tools
and equipment. If most of your money is in
working capital you can increase your turne
over by keeping your inventory low, by keep=
ing your accounis receivable low, and by al=
ways keeping exactly the right amountof cash
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on hand te just barely be able to pay your
bills the day before they are due. You can
almost always make your turnover better by
having all your money in working capital and
none of it in fixed capital. But, by having
the proper tools, facilities and equipment you
can usually produce a better product, keep
your costs down and, therefore, your profit
up. So, here again there is an inter~related
balance involved in adding to your machinery
and equipment at a rate which will not unduly
reduce your capital turnover, yet which will
give you the things necessary todo a good job.

You perhaps have surmised by now that the
proper control of these factors is not as sim=
ple as it sounded at first, and every element
is influenced by opposing forces. Your pro-
duction people want lots of money tied up in
inventory, This must be limited to what they
can just barely get by with, Your sales people
would like to extend unlimited credit to all
your customers, You must convince them
this is a job for the banks, not for you, AIll
this requires a high level of performance
from your whole management team. Let's
take a minute now and see how these factors
have applied in our own business during the
last seven years,

Qur growth during this period has averaged
a little over 42% per year, During this same
period our profit after taxes has averaged
about 10% per year, and our capital turnover
has averaged about four and one-half times
per year, Thus, using the formula, percent=
age of growth equals percentage of profit times
capital turnover, we should have been able
to finance a growth of 45% per year. Since
our growthwas slightly less thanthis we have
come through this period of growth with im=-
proved capital strength,

Now, obviously you cannot control all of these
factors on a day~to~daybasis or even a year-
to-year basis toprecisely matchthis formula,
but it does tell you how fast you can grow
without changing the ownership pattern of
your company, the debt structure, or any of
the other basic characteristics of your busi-
ness. Actually, you can deviate quite widely
from this on a year=-to-year basis, For ex-
ample, in our case our profit has varied from
6% to 15%. The turnover has gone as high as
seven times per year in years of very rapid
growth, and on occasion it has gone below
four times., There is, of course, nothing
dangerous about a lower turnover., When
your turnover gets too high you are likely to

be sacrificing in other areas,
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This method of growth is no different than
living within your income in your personal
affairs as opposed to buying everything on
credit, In the one case you pay for every=
thing out of your current income. In the other
case you buy everything oncredit to the limit
that your total income is used to keep up your
monthly payments, As a matter of fact, you
can do better than this in business because
you can live on credit and use your total in-
come only to pay interest or in the case of
stock, dividends on the capital you borrow,
In this manner, of course, if you wish to sell
your stock to the public you can get a great
deal more money to use as capital if you
choose to use all of your profits to pay divi-
dends instead of to re~-invest in thebusiness,
As a matter of fact, at the present time you
can sell electronic stocks often at 30 or 40
times earnings even coupled with a statement
that you do not intend to pay any dividends
for a number of years., This, however, sim=
ply means that people are willing to give you
money now in anticipation that you can grow
rapidly enough to pay them a satisfactory
dividend sometime in the future. This is a
perfectly valid procedure and is used by many
business firms,., Often, however, people for=
get that this multiplying factor in obtaining
capital can properly be used only once and
that sooner or later profits will have to be
increased to the point where the stockis sup-
ported on the basis of 10 or 15 times earnings,
and when that point is reached your growth
will be determined fundamentally by how rap=
idly you can increase your profits year=by=
year.

Perhaps I have spent more time on the finan-
cial aspects of growth than is justified be=
cause there are many other factors which are
equally important, but I felt since the trend
seems to be otherwise that many of you would
be interested in knowing that relatively rapid
growth is possible without public stockissues
and withoutmerger or acquisitiontechniques.

But, as I have already said, growth by this
conservative formula we use requires a high
levelof performance from the operating team,
As a matter of fact, it is most effective when
you obtain a high level of performance from
all of your people, We use in our business
most of the organizational procedures and
most of the scientific management methods,
Although these things are helpful, T think we
get the best performance by giving our people
as much freedom and as much incentive as
possible to work together as a team toward

the achievements of our objectives, We try



(Growth From Performance

to pgive them this freedom by maintaining
flexible organizational methods. We try to
give them incentive by a very specific device
which we call our Group Incentive Plan,

Shortly after we organized the business,
Mr., Hewlett and I felt that such success as
we might be able to acheive would be deter-
mined not only by our own work and ability,
but equally by the contribution of all of our
employees toward our objectives. In order
to encourage their contribution, we set up
this Group Incentive system which hasbeen
in effect since 1941, At that time we said to
them, '""We are now spending 30¢ out of every
sales dollar for salaries and wages, I you
can bring in more sales dollars by your ex-
tra efforts we will continue to give you 30¢
out of each dollar that is received,' This
philosophy is accomplished by this method,
Every month we add up the total number of
dollars which we have spent in wages and
salaries, We relate this to the total number
of dollars worth of equipment which we have
produced during the same period. If this
ratio is less than 30% it means in effect that
our people have done a better job, and in the
following month we add an amount to every=
body's salary which will tend to bring this
ratio back up toward 30%, Likewise, if this
ratio gets higher we reduce the bonus which
is added to their base pay, so as to bring the
percentage back toward 30%. Everyone, from
Mr. Hewlett and myself to the janitors, par-
ticipate in proportion to our base salaries.
In general, we have attempted to keep our
base rates at about the industry average.
This month everybody will receive 32% above
their base rate through the operation of this
incentive system. The percentage will vary
up and down from month to month, but the

trend has been continually upward, Now, of
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course, people cannot simply work harder
every month and so this raises the question:
""How can there be continual improvement?',
Improvementis accomplished by better methe
ods, better techniques, better machinery and
equipment (we give the employees the bene=
fits which result from better equipment), and
our people are continuallyfinding better ways
to do each of their jobs and to work together
as a team, I suppose the reaction of some of
you will be to say that we must have been
awfully inefficient tobegin with if we cancon-
tinue to make such improvement, and I sup-
pose perhaps we were. 1 don't know whether
our formula would work well in a business
which had a high level of production and in
which things were well standardized, but we
are not in that kind of a business, We make
over 200 different instruments. Many are
made in small quantities. They require close
technical supervision and great care in their
manufacture. Fortunately, there has been in
the past and I think there will continue to be
in the future a great opportunity for all of us
to do a better job. I am convinced, at least,
that I will never see the day when there is
not yet room for improvement.

And so, in selecting the title "Growth From
Performance' I really had in mind that we
have beenable to achieve a fairly substantial
rate of growth first by setting and adhering
to some rather specific objectives, second
by demanding a high level of performance
from our management group, from our engi-
neers and in fact from all of our employees,
I see great opportunity for us ahead to grow
with you people in the electronic industry as
long as we can continue the high standards of
performance which our people have achieved
in the past seven years,



