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			Book Presentation
The HP Way by David Packard

			Important Note About This Ebook

			This is a summary and not a critique or a review of the book. It does not offer judgment or opinion on the content of the book. This summary may not be organized chapter-wise but is an overview of the main ideas, viewpoints and arguments from the book as a whole. This means that the organization of this summary is not a representation of the book.

			Summary of The HP Way (David Packard)

			1. Getting Started

			In the last half of 1930, David Packard left his home town of Pueblo, Colorado to attend Stanford University. There, he became a good friend with another freshman who started his university studies at the same time, Bill Hewlett.

			David Packard’s parents were well educated - his father was a lawyer and his mother a high school teacher. He was a good student at High School, excelling in science and on the sports field. His passion, however, was the relatively new field of radio and he decided to go to Stanford University to study electrical engineering.

			Bill Hewlett’s parents were also academically inclined. In fact, his father was a Professor at the Stanford Medical School until he died when Bill was 12-years old. Despite the fact that he was dyslexic, Bill did quite well at High School, graduating with honours in science. He entered Stanford not really certain whether he would pursue a career in maths, chemistry or engineering.

			While at university, Packard and Hewlett formed a close friendship with Ed Porter and Barney Oliver. In fact, the four friends got along together so well they thought of starting their own business in the new field of radio during their senior year. Professor Terman, head of engineering at Stanford, encouraged their plans but advised it would be better to obtain some real-world experience first. Therefore, upon graduation in 1935, Packard went to work for General Electric.

			While David Packard was busy gaining some experience at GE, Bill Hewlett stayed on at university. He earned a Master’s Degree at Massachusetts Institute of Technology and then went to work for Jensen Speaker in Chicago.

			Even though they were working apart, Packard and Hewlett still had the ultimate objective of starting their own company. Therefore, in August 1937, they got together in California and held their first meeting to discuss forming a company, tentatively called The Engineering Service Company. They decided to concentrate on high-frequency receivers, medical equipment and the newly announced field of television.

			In fact, Professor Terman from Stanford had taken a close interest in Packard and Hewlett and he helped organize jobs for both of them in California so they could support themselves until their company started making money. Together, they rented a small house on Addison Avenue in Palo Alto, California which had a garage that became their workshop. (This house and garage would later become famous as the birthplace of Silicon Valley).

			In these early days, Bill Hewlett and David Packard did almost every small job they could become involved with. They found their talents complimented each other well - Hewlett had a stronger background in circuit technology whereas Packard was good at manufacturing processes.

			By 1939, it actually looked like they might be successful in business together, so Hewlett and Packard signed a partnership agreement. They flipped a coin to see whose name would come first, and Hewlett-Packard was born.

			“From our efforts in building various devices, we’d made a little money, and in the back of our minds was growing the notion that just maybe one of these devices could be developed into a viable product. In recognition of our progress, small as it was, Bill and I began 1939 by signing a partnership agreement. I don’t remember the exact terms of the agreement, but I know it was pretty informal. Bill advanced some money to buy some components and tools, and I contributed the equipment I brought from Schenectady. We flipped a coin to see whose name would come first in the company name. Needless to say, Bill won.”

			– David Packard

			2. A Company Is Born

			Hewlett-Packard’s first product turned out to be an audio oscillator designed by Bill Hewlett. It was the first low-cost machine of its type which could generate high-quality audio frequencies necessary for scientific research. They called it the Model 200A so nobody else would realize it was their company’s first product.

			“Bill’s audio oscillator represented the first practical, low-cost method of generating high-quality audio frequencies needed in communications, geophysics, medicine and defense work.”

			– David Packard

			When displayed at a Radio Engineer’s conference, there was a lot of interest in the Model 200A. Acting on a whim, they arbitrarily priced their product at $54.40 because they liked the sound of that price and it reminded them of the 1844 slogan used to establish the North-Eastern border of the United States in the Pacific Northwest.. The only problem was it actually cost more than that amount in materials alone to build a Model 200A. Luckily, their nearest competitor’s product was priced at $400 so they had some room to maneuver.

			Hewlett and Packard did everything themselves on that first product from building the wood cabinet through to individually calibrating each machine. Fortunately, there was a healthy demand for the machines, with several orders coming in during their first few weeks of sales.

			“When we started making the studio oscillators, we bought the cabinets but made the panels ourselves. We sawed them out of aluminum and drilled the holes. Then we’d spray paint them at home and use the kitchen oven to bake on the paint. Then I’d take the panels up to Charlie’s and engrave all the designations on the panels through the paint. Next, we calibrated the dials by setting up a frequency standard. then we marked the dial with a pencil and I’d go back up to Charlie’s and engrave those pencil lines. In the beginning, each of those oscillators was individually calibrated.”

			– David Packard

			Included in the early sales for that early audio oscillator was the Walt Disney Company who were assembling equipment to make their innovative new full length cartoon feature, Fantasia. They ordered eight of Hewlett-Packard’s products.

			“Through the years there has been considerable over-statement about this sale to Disney. Contrary to some views, H-P did not make a technical contribution to the production of Fantasia. Instead, we enabled Disney to buy a good product at a price considerably less than our competitor’s. It’s also been said if it wasn’t for this sale to Disney, we might have gone out of business. The truth of the matter is that with or without the Disney sale, Bill and I were determined to move ahead with our company.”

			– David Packard

			By the end of their first full year of business in 1939, Hewlett-Packard had sales of $5,369 and a profit of $1,563. This was to be a firm habit of theirs, and the company is highly unusual in that it has shown a profit every year since then.

			3. The Early Days

			By the end of 1939, the company had outgrown the car garage, and a small building was leased about 3 kilometers away. Bill Hewlett and David Packard plunged enthusiastically into building the company. They did everything themselves, from developing products through to writing ads, building their products through to handling the shipping and even sweeping the floors.

			As with any new company, working capital for Hewlett-Packard was at a premium. To address this issue, David Packard established a line of credit of $500 with Palo Alto National Bank. That banking association would later expand to the point where the bank was providing millions of dollars in development and production funding.

			The business environment in those days in the United States was rather more relaxed than today. For example, on of H-P’s competitors was General Radio, founded by Melville Eastham. Mr. Eastham actually provided a lot of good advice and help to David Packard and Bill Hewlett, even though they would be direct competitors in almost all regards. Eastham worked on the premise that it was better to have two companies taking a new technology to market than just one because that enhanced credibility from the customer’s perspective.

			By the end of 1940, H-P had grown to having 10 employees, including its first secretary. However, with the entry of the United States into World War II in December 1941, Bill Hewlett was called into active duty with the Army Signal Corps, leaving David Packard to manage the business alone.

			Due to the fact that H-P produced products which were applicable to the war effort, the company expanded rapidly throughout the war. In fact, by the end of the war, H-P employed in excess of 200 people and the company had an annual sales volume which was very close to $1 million.

			Even at this early stage of the company’s development, Packard and Hewlett were keenly aware of the efforts being put in by their employees. To recognize this, H-P instituted an incentive program which paid everyone a bonus when the company exceeded its production targets.

			While a performance based incentive program is quite common today, in 1945 it was quite a revolutionary concept. For the duration of the war, wages had been frozen. Therefore, the only way to reward people for higher productivity was the bonus scheme. Eventually, the bonus would rise to be as much as 85-percent of base wages.

			Packard and Hewlett also instituted another corporate funding principle which would colour their efforts for many years to come - they insisted that H-P should not resort to any long-term borrowing. Therefore, any expenditure on the development of new products had to be funded from reinvestment of profits. This strict disciplined approach to debt has allowed the company to weather numerous economic cycles and flourish regardless of external conditions. It also imposes an excellent discipline on the company and keeps H-P sharply focused on profitability.

			“Bill and I had decided we were going to reinvest our profits and not resort to long-term borrowing. I felt very strongly about this issue, and we found we were clearly able to finance 100-percent growth per year by reinvesting our profits.”

			– David Packard

			The Second World War also stimulated H-P’s Product development programs. The company began developing several useful technologies in conjunction with groups such as the Naval research Laboratory. When the war ended, H-P had acquired valuable technical knowledge which would pay handsome dividends for the company after the war.

			H-P was, however, still tightly focused on electronic test and measurement equipment. With the end of the war, not only did Bill Hewlett return to work for H-P but he also hired several very competent electrical engineers he had become familiar with while working on top-secret government projects. H-P used these additional technical resources to move into the new field of microwave signal generators.

			4. From Partnership to Corporation

			The company was now expanding rapidly, and both men decided the original partnership agreement should be replaced with a corporate structure so other people could directly share in the company’s progress. Therefore, Hewlett-Packard was incorporated in 1947 to reflect these changes.

			Throughout the late 1940s and the early 1950s, H-P continued to grow very rapidly. By 1952, H-P had a product line of more than 100 items, and sales revenue that was doubling year by year.

			To ensure H-P had access to the nation’s top engineers, the company established a scholarship program at Stanford University. Under this program, H-P paid engineers to attend graduate school on full pay so long as they would agree to work for H-P on completion of their advanced degrees. In this way, H-P had first pick at the very finest students graduating each year from universities around the United States.

			H-P also strengthened its ties to the university by building two new buildings in the Stanford Industrial Park situated right next to the university. This gave H-P access to the engineering and business schools based at Stanford University.

			By 1957, H-P employed 1,268 staff, and the company was moving forward at an increasingly quick rate of growth. The decision was made to take H-P public, and 10-percent of the company’s ordinary shares were offered to the public in November at $16 per share.

			H-P also moved around this same time to set up international sales offices in Switzerland and west Germany. (By 1994, H-P sales in Europe would account for more than one-third of H-P’s total business. H-P now operates in more than 120 countries.)

			By 1956, H-P offered more than 300 products, employed in excess of 1,200 staff and had annual sales approaching the $30 million mark. To introduce some structure into operations, the company was split into four divisions:

			
					Frequency counters and related equipment

					Microwave equipment

					Audio & video products

					Oscilloscopes

			

			In a management meeting held in 1957, Bill Hewlett and David Packard introduced a set of six corporate objectives which they felt should form the basis for H-P’s future growth. These objectives were:

			
					Profit.To recognize that profit is the best single measure of our contribution to society and the ultimate source of our corporate strength. We should attempt to achieve the maximum possible profit consistent with our other objectives.


					Customers.To strive for continual improvement in the quality, usefulness and value of the products and services we offer to our customers.


					Field Of InterestTo concentrate our efforts, continually seek new opportunities for growth but limiting our involvement to fields in which we have capability and can make a contribution.


					GrowthTo emphasize growth as a measure of strength and a requirement for survival.


					EmployeesTo provide employment opportunities for HP people that include the opportunity to share in the company’s success, which they help make possible. To provide for them job security based on performance, and to provide the opportunity for personal satisfaction that comes from a sense of accomplishment in their work.


					OrganizationTo maintain an organizational environment that fosters individual motivation, initiative and creativity, and a wide latitude of freedom in working towards established objectives and goals.


					CitizenshipTo meet the obligations of good citizenship by making contributions to the community and to the institutions in our society which generate the environment in which we operate.


			

			5. Self-Funded Growth

			Due to the fact that both Bill Hewlett and David Packard had frown up during the Great Depression of the 1930s, they were keenly aware that only those firms which had not borrowed money were able to survive serious economic downturns. Therefore, right from the outset, they insisted that H-P should not incur any long-term debt.

			Therefore, H-P has always financed its growth out of earnings rather than by borrowing money. This runs counter to many business approaches which suggest some debt may be warranted, but in the case of H-P the self-funding approach had worked well.

			As the number of employees has

			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
					The most capable people available must be selected for each assignment, especially in technical fields where the rate of progress is rapid.

					Every person in the company must be constantly on the lookout for new and more effective ways to do their work.

					People in management positions must be enthusiastic and be capable of fostering enthusiasm amongst their staff members.

			

			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
					The company always makes its storerooms and parts bins open to employees so they can use the equipment to work on job-related projects at home or skill-enhancing hobbies. This is a symbol of the company’s trust in its employees, as well as allowing people to be creative outside normal work hours.

					The company also allows all employees to set their own work hours. An individual employee is free to choose whatever work hours they prefer without any direction from the company’s management.

			

			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
					All H-P staff members are actively encouraged to participate in projects and organizations which are designed to provide benefits for their local communities.

					For example, David Packard served for six years as a trustee on the Board of Directors of Stanford University. Bill Hewlett served as President of the Stanford Medical Centre and Hospital for four years. Many other senior H-P people have set a similar example of public service.

					Whenever the company selects a location for new plants or other facilities, some consideration is given to the effect on the community. Specifically, sites are chosen which are environmentally sound and which will represent attractive places for people to live and work.

					The company also ideally seeks communities which welcome the new facilities as providing employment opportunities. If a site can be found which has this type of community enthusiasm, it is far better for H-P than locating somewhere the facility will simply be tolerated as a necessary evil.
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