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Simple way 

to 

update mailing lists

No payee mixups

No more B/L hangups

Multi-store
inventory control

Ideas keep a

 

business growing

Moore New Ideas

 

for 
Business

Mailing lists age rapidly unless they are

 

cleaned regularly. And an out-of-date list wastes
 time, postage, 

printing,
 and labor. Moore has a  

simple system that makes it easy to verify names  
and addresses and then keep the list up to date.

 It even paves the way for turning the mailing
 chore over to an ADP service bureau. Ask about

 "update mail lists."

Moore can show you how to use ADP to: meet

 

customers’ need for duplicate invoice copies;
 provide additional copy to return with payment;

 include needed record copies; keep customer 
copies intact for easy handling 

and
 mailing. Ask about  

"collections mixups."

Bills of lading can be troublesome when there

 

are freight allowances to compute. Moore has a way
 to get exact information on bills of lading so

 there’s instant verification. No correspondence.
 No 

delays
 in payment. Ask about "shipping hangups."

Keep track of goods even when transferred

 
between stores or drop-shipped by vendors. This

 Moore system provides a central record of supplier,
 which store sold goods, who bought them, when

 delivered. There's a thank-you note for the
 customer, too. 

Ask
 about "stock-keeping control."

More than 2400 Moore specialists comb the

 
business world daily for ways to cut costs, improve

 control, stem the rising tide of needless
 paperwork. These are the kinds of ideas Moore can

 share with you. One Moore idea may be what
 you need.

MOORE BUSINESS FORMS, INC.
Over 675 offices and plants, 2407 salesmen in North America
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LETTERS

Crucial points
  I have read both R. L. Mathews’

 

article (“A Computer Programming
 Approach to the Design of Ac

counting Systems,” M/S July-Au
gust ’68, p. 32) and G. M. Levin

son’s answering letter (M/S No
vember-December ’68, p. 2). Their

 discussion raises two crucial points.
The first deals with cost/effec-

 
tiveness of different programing

 techniques. The argument is not
 really between COBOL and FORT

RAN but between programs writ
ten in higher-level (compiler) lan
guages and the far more machine-
 oriented assembly languages which

 bear essentially a one-to-one rela
tion with the machine instruction

 set.
Certainly, to use a program on a

 
production basis for a large part 

of available computer time, running
time efficiency must be the major

 concern. Running-time efficiency
 can be heavily hardware-depen
dent, 

as
 in situations where inade 

quate core storage is available and
 

excessive disk access must be used

 

instead. In these situations the
 heavy investment in programer

 time and debug time is justified
 from a cost/effectiveness point 

of view.
However, most programs do not

 
fall into this category. Very few

 programs start in this category.
 Those programs that do fall into

 this category usually do so as they
 evolve, growing slowly from ex
perimental programs. For this type
 of program the compilers, even if

 they generate less efficient codes
 (i.e., more instructions*) than a
 good programer working in as

sembly language would, would still
 be cost/effective because the pro

grams can be written and debugged
 much faster by less skilled pro

gramers.
The proper time to write the

 
machine code is when the program

 is fully debugged and its form
 frozen. Then the program should

 be carefully analyzed for time con
sumption and the necessary por
tions of the program time-opti

mized. Thus, in the early stages
 of program trial and design, ease

 of manipulation and analysis far
 outweigh running time and core

*Mr. Levinson might give the wrong

 
impr

ession when he states that “com 
pilers utilize a great deal of storage in

 themselves.” This storage is used only
 during the actual compiles, not during

 program execution.
 

storage considerations from the

 

overall point of view of cost/ef
fectiveness, and in this stage the

 matrix approach may permit great
 savings of time and money.

The second point raised by the

 
article and its discussion deals

 with the overall approach to com
puters. To date, the vast prepon

derance of commercial computer
 utilization has been for doing what

 we’ve always done, only faster and,
 we hope, at a lower cost. However,

 with the availability of third gen
eration hardware and the increas

ingly easy access to time sharing
 services, it is vital that we move

 beyond this stage.
The time has come when it is

 
no longer sufficient to ask, “Can the

 computer do this job better?” If
 we are to stay competitive and use

 all of the management tools avail
able to us, we must start asking,
 “What problems can the computer

 solve for us which we have been
 unable to solve before?”

We must consider not just what

 
functions the computer can take

 over but what problems the com
puter can solve—in forecasting,

 marketing, decision making, prod
uct design, etc. It is only with this

 approach that management can
 fully utilize the economic benefits

 inherent in computer technology.
Richard J. Pegis

 
Optimization Associates, Inc.

Rochester, New York
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H. G. Trentin • Are You A Full-Time Consultant?
Accountants have become heavily involved in man



agement services since World War II—and they have
 no reason to feel guilty about this trend, this author

 argues. The reasons are real and compelling. Business
 managers badly need help in developing systems to

p. 19
provide information for decision making, and the

 

accountant is well qualified to provide such help. If
 accountants have any grounds for guilt, this article

 maintains, it is only because they are not doing
 more in this field.

John P. Fertakis • Task Force Accounting for
The task force has become a popular organizational

 

device for accomplishment of specific missions. Con
venient though it is, however, task force organization

 creates a number of problems of authority and re


Task Force Management

.........................

 p.  27
sponsibility relationships and of control. Performance

 measurement, in particular, requires some major
 changes in approach. Some possible techniques are

 outlined in this article.

William F. Gamer • Fitting Operations Control
Planners of early computer installations provided for

 

routine print-outs of all data, resulting in a deluge of
 paper. Now systems men realize that electronic data

 processing is the ideal vehicle for the long-sought

Reports to Management’s Needs

.............

p. 38  
goal of management by exception and are programing

 the machines to call attention only to significant
 facts. This article offers dozens of examples of excep

tion reporting.

A publication of the American Institute of Certified Public Accountants. Opinions expressed in Management

 

Services are those of the editors or contributors, and may differ from policies of the A1CPA and its committees.

Management Services. March-April, 1969. Published

 

bimonthly, Vol. 
6,

 No. 2. Subscription rates: $12.50 
a year, $2.25 a copy. Publication, editorial and  

business office: 666 Fifth Ave., New York, N.Y.

10019. Second-class postage paid at New York,

 

N.Y.  
Change of address notices 

and
 orders for subscriptions  

are to be sent to 666 Fifth Ave., New York, N.Y.
 10019. Subscribers ordering 

an
 address change must  

give four weeks’ notice and both old and new ad



dress, including ZIP code number. Copyright, 1969,
 by the American Institute of Certified Public Ac
countants, Inc. Member

 
Audit Bureau of Circulations.
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Jonathan Bayliss • Expanding the Uses of the
The bill of materials processor, a group of computer

 

programs offered by various computer manufacturers,
 is a valuable tool in materials control. But, this au

thor has discovered, it has much broader usefulness
 if it is viewed as a new method of file organization.

Bill of Materials Processor

..........................

p.  44
His company is employing it for operational cost

 control and logistical control and is experimenting
 with other uses. This article explains the theory be

hind the network file and suggests a variety of other
 possible applications.

Statements on Management Advisory Services No. 1
For the guidance of AICPA members, the Institute’s

 

committee on management services is preparing a
 series of statements of recommended standards of

 practice in this field. The first of these statements,

p. 54
“Tentative Description of the Nature of Management

 

Advisory Services by Independent Accounting Firms,”
 appears in this issue of Management Services; the

 second, on competence, will appear later.

DEPARTMENTS

People, events, techniques

.....................................................................................................................

 p.  5

What people are writing about 
...........................................................................................................

 p.  59
Current books and magazine articles on subjects of interest to management and management consultants.
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What happens

 

to our cities
 happens to our

 suburbs.
The year 2000 is little more than a generation away. For our

 

cities, the question is precisely this: will the New Millenium
 mark a celebration or a wake?

If you think you can sit snug in a suburban split-level while

 
the cities slide downhill, you’re only kidding yourself. Slums

 won’t stop at the city line any more than commuters do.
Together we can remake our cities. We will. We must. If you

 
think there’s nothing you can do to help, think harder.

For more information, send for “The Turning Point.” Write: Urban America Inc., Box 6087, Washington, D.C. 20005

advertising contributed for the public good

Management Services
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people, events, techniques

Justice Department, Software Concern File Two Additional Suits
Against IBM; Manufacturer Announces Pricing Structure Changes

IBM, the leading maker of com



puters, has been hit again with two
 more antitrust suits:

•

 

The Justice Department filed  
suit against the giant
 

computer cor 
poration, alleging

 
IBM monopolizes  

the $3-billion general purpose digi
tal computer market.

•

 

Data Processing Financial and  
General Corporation filed a suit

 charging IBM with numerous vio
lations of the antitrust laws in the

 manufacturing and distribution of
 computer software and related
 products and services. DPF & G
 has petitioned the court to require
 each IBM product and service to

 be marketed and priced separately.
The new suits bring to a total of

 

three the antitrust actions taken

 

against IBM in less than two
 months. The first to file a civil anti

trust suit was Control Data Cor
poration, which, like Data Proces

sing
 

Financial, is asking triple dam 
ages. (See news story M/S January-

 February ’69, pp. 14-15.) All three
 plaintiffs have asked for jury trials.

Justice charges monopoly
The Justice Department’s anti



trust action climaxed a long investi
gation—the biggest of the Johnson
 era—by alleging that since 1961

 IBM “has attempted to monopolize
 and has monopolized” the market

 for general purpose digital com


puters, which represented more

 

that 95 per cent of all computer
 sales and leases.

Like Control Data’s suit, the Jus


tice Department action was filed

 under the seldom used Section 2 of
 the Sherman Act, covering mono

polies. (Most Sherman Act suits
 are for price fixing and other con

spiracies in restraint
 

of  trade, under  
Section 1.)

The practices complained of by

 
the Justice Department are:

1.

 

IBM quotes a single price for  
a “package deal” offering hard

ware, software, and maintenance
 services. The Justice Department
 contends that this device was used
 to discriminate among customers

 
March-April, 1969 5
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“by providing certain customers

 

with extensive software and related
 support in a manner that unreason

ably inhibited the entry or growth
 of competitors.”

2.

 

IBM was charged with quash 
ing the sales prospects of newly de

veloped rival machines by simply
 announcing new products of its

 own—even though production was
 a long way off.

The company was also said to

 
have introduced new models of

 computers “with unusually low
 profit expectations, in those seg

ments of the market where com
petitors had or appeared likely to

 have unusual competitive success.”
3.

 

IBM was finally charged with  
having “dominated the educational

 market” for digital computers “by
 granting exceptional discriminatory

 allowances in favor of universities
 and other educational institutions.”

The Justice Department suit asks

 
the court to order any necessary

 “divorcement, divestiture, or reor
ganization” of IBM.

IBM rejoinder

Calling the government’s charges

 

“unwarranted and without founda
tion,” IBM replied, “This lawsuit

 is the outgrowth of previously re
ported discussions going on for
 nearly three years between the Jus

tice Department and various com
panies in the data processing in

dustry. IBM has cooperated fully
 in this review.

“One of the key issues in these

 
discussions has been whether there

 is sufficient competition in the data
 processing industry or whether IBM
 has such monopolistic power that
 fully effective competition does not
 

exist
.

“Evidence of the open and
 strongly competitive nature of the

 computer business is abundant.
 Virtually nonexistent 20 years ago,

 it has grown into a multi-billion
dollar industry that has attracted

 more than 60 manufacturers of
 computer systems and some 

4,000 companies dealing in related equip
ment support and services.”

Data Processing Financial, a soft


ware producer, objects chiefly to

 

IBM’s combining of software and

 

hardware in sales. It charged IBM
 with discriminating in maintenance

 policies, intimidating users plan
ning to acquire competitive peri

pheral equipment “by threatening
 to withdraw general technical sup

port,” and giving away software
 “free” to its users, which “merely
 forces users to pay for the software

 as part of a single, ‘bundled’ price.”
IBM found DPF & G’s allega


tions to be “completely without

 merit.” A spokesman for IBM said
 that “the conditions to which Data

 Processing Financial apparently
 now objects were in effect at the

 time the concern went into busi
ness in 1961. Furthermore, they

 have been the basis of the relation
ships between IBM and all of its

 customers for many years and have
 been well known.”

IBM noted it had already an


nounced that by July 1, 1969, at

 the latest, it would make changes
 in the way it charges for and sup

ports its data
 

processing equipment,  
“which is apparently DPF & G’s

 current principal complaint ”

Government Issues
ADP Standards

Data processing standards

 

adopted in the Federal Govern
ment in accordance with recently
 enacted legislation will

 
be reported  

in a new publications series re
cently launched by the National

 Bureau of Standards. It is called
 Federal Information Processing

 Standards Publication series (FIPS
 PUBS).

Collectively the series will con


stitute the official Federal Infor

mation Processing Standards Reg
ister. It will report on federal ADP
 standardization activity and review

 standards (in most cases with
 technical specifications) of four
 types: hardware, software, appli

cation, and data. The publications
 issued 

so
 far are available from the  

Superintendent of Documents,
 Washington, D.C. 20402, at a price

 of $1.30 for the seven.

New Group Formed to

 

Set Consultants’
Admission Standards

A new association of manage



ment consultants based on indi
vidual rather than firm member

ship, the Institute of Management
 Consultants, Inc., has been formed
 by a group of consultants.

Its chief purpose is to set and

 
administer standards for admit

tance to the field. Starting in 1970,
 it will grant accreditation to man

agement consultants on the basis
 

of,
 among other standards, the re 

sults of oral and written examina
tions.

Five sponsoring groups
The new institute is the outcome

 

of a professionalization program
 launched three years ago by five

 major management consulting as
sociations, the Association of Con

sulting Management Engineers, the
 Association of Management Con

sultants, the Society of Professional
 Management Consultants, the New
 England Society of Management
 Consultants, and the Canadian As
sociation of Management Consul

tants. None of these groups, how
ever, was in a position to undertake

 a certification program because all
 accept firms as members, and cer

tification must be individual.
The result is INCON, organized

 
in January with Marvin Bower, a

 director of McKinsey & Company,
 Inc., as president; Albrecht M.

 Lederer, president of A. 
M.

 Led 
erer and Co., as vice president; and

 Harvey C. Krentzman, president,
 Advanced Management Associates,

 Inc., 
as

 secretary-treasurer.
INCON starts with some 140

 founding members, most of them
 senior consultants with firms that

 are members of ACME, AMC,
 SPMC, or NESMC. Another group
 of experienced consultants will be

 admitted under a “grandfather”
 clause later this year. Thereafter,

 it is planned, no members will be
 admitted who have not passed the

 qualifying examinations.

6 Management Services
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For FAST*  writeup work,

*FAST™ (Financial Accounting Services and Ter



minal), Wang’s unique new approach to data
 processing, lets you enter data and forget it. Our
 computer will call your office and gather the day’s

 figures automatically. You can enjoy more worry-
 free time while your accounting information is
 processed quickly and efficiently. By return mail,
 you’ll have completed reports in time for your

 clients to make better informed, more timely
 decisions.

The underlying concept of Wang’s new system is

 
to provide meaningful information as quickly as

 possible, in completely flexible formats for each
 type and size of client.

Our computer center operates continuously

 
around-the-clock with an experienced, full staff,

 always ready to process your accounting infor
mation.

don’t call us;
we’ll call you

... and you can depend on it.

FAST™ is powerfully simple. In your client’s

 

office, accounting detail is entered on a convenient,
 compact, portable data input keyboard specially

 designed for accountants. Each keystroke is record
ed directly on a magnetic tape cartridge and 

also provided on a printed audit trail tape for complete
 control. Entries are treated as debits and credits so

 that all complete entries can be proven at any time.
 FAST ™ can also double as an adding machine.

At the close of the day, the FAST terminal is

 

connected to a telephone. During the night the
 computer automatically phones your terminal and

 commands it to transmit the stored data to the
 computer. Instead of days later, completed financial

 reports will be on the way back to you in the
 morning mail.

Now is the time to give us a call.

 WANG
LABORATORIES, INC.

 

BUSINESS SYSTEMS DIVISION

Dept. 3CO, 

836

 North St., Tewksbury, Mass. 01876 Tel: (617) 851-7311

March-April, 1969 7
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It is the founders’ hope that

 

INCON will provide a nongovern
mental means by which prospective

 clients of management consultants
 can identify individuals of demon

strated qualifications. There are,
 ACME notes, some 

2,700
 manage 

ment consulting firms in North
 America and several thousand indi
vidual practitioners. Most of these

 do not belong to any professional
 group. Individual consultants vary

 widely in background and ability.
At present, an ACME report

 
points out, “anyone is free to call

 himself a ‘management consultant’
 and to seek and serve clients, and

 there is no publicly acceptable
 means by which interested parties

 can identify qualified practitioners
 in the field.”

In the absence of governmental

 
licensing (which the consultants

 are not seeking), INCON’s certifi
cation program will be more com

parable to the voluntary certifica
tion systems of the Public Relations

 Society of America and the Insti
tute of Chartered Life

 
Underwriters  

than to the certification granted by
 the American Bar Association,

 American Medical Association, or
 AICPA. Its proponents hope, how

ever, that eventually the INCON
 certificate will become well enough
 known to give its holders a com

petitive edge over presumably less
 well trained and less ethical con

sultants.
The Canadian consultants, who

 
participated in INCON’s early

 planning, now have the jump on it.
The Institute of Management

 
Consultants of Ontario has an

nounced it will require written ex
aminations as a condition of ad
mission; the first examinations were

 scheduled for mid-December of
 1968. A candidate for the examina

tion must have a university degree
 or be a chartered accountant and

 must have had three years’ recent
 experience as a practicing manage

ment consultant.
Officers of the Ontario group are

 
Peter J. Taylor, Price, Waterhouse

 Associates, president; Dr. J. Kates,
 Kates, Peat, Marwick & Co., vice

 president; D. A. Sloan, Urwick,
 Currie & Partners, secretary; and

•

 

Management Services in 
augurated a new cover for

mat with its January-Febru
ary issue. The covers from

 now on will employ original
 art based on one of the maga

zine’s several fields of inter


est. The designs are the crea
tions of Herb Kearse, Publi

cations Division staff artist
 and art director for Manage

ment Services.

K. R. Oswell, P. S. Ross & Partners,

 

treasurer.

Management Information

 

Systems Professional
Group Organized

A new professional Society for

 

Management Information Systems
 is being formed by a nine-member

 founding committee headed by
 Robert V. Head, author and con

sultant, and 
M.

 H. Schwartz, as 
sistant controller, Atomic Energy

 Commission.
Areas of interest for the new

 
organization are theory, applica

tions, methodology, and techniques
 of management information sys
tems. Prospective members include

 management systems directors, top
 executives served by MIS, educa

tors in graduate schools of busi
ness, MIS resource people, and

 members of the general public with
 an interest in such systems.

Industrial Accountant
Is Hero of British
Television Series

While detectives, criminal law



yers, and Western heroes continue
 to dominate American fictional tel

evision series, the British Broad
casting System has found a leading

 character who inhabits a quieter,
 

if considerably more realistic, set



ting.
“Hardy Heating Co. Ltd,” the

 
new program, is telecast at 11:30

 on Sunday morning, a prime view
ing hour in Britain. The story line

 deals with the career and crises of
 a chartered accountant who joins

 the Hardy Heating Co. as chief
 accountant. The villain of the piece
 —or at least the character who sup
plies conflict—is a works director

 who sees no need for an account
ant in the company.

Comments link episodes
A linking commentary for each

 

episode explains the major points
 made in that program’s story. In

 addition, the BBC has produced a
 handbook containing explanatory

 texts and cases bearing on the sub
jects dealt with in each of the se

ries episodes. The handbook is also
 designed to tie in with the com

mentary accompanying each pro
gram. One reassuring note for

 those who might feel a series built
 around the corporate adventures

 of an accountant represents too
 great an overreaction against too
 much TV violence. The actor who

 plays the main character, John
 March, is best known to British

 audiences for his work in two TV
 programs known, respectively, as
 The Avengers and Danger Man.

Total Systems Revision

 

Repays Better Than
 Speeding Operations

Companies that focus their com



puter efforts on improving their
 basic information systems rather

 than on speeding up the flow of
 the information they already get

 are most likely to show a profit on
 their computer investment.

That is one conclusion drawn by

 
Lou 

R.
 Hague, a principal in the  

CPA firm of S. D. Leidesdorf &
 Co., from a Leidesdorf survey of
 130 companies that use computers

 in their businesses.

8
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The companies studied repre



sented a variety of industry clas
sifications and varied greatly in

 size; most had annual gross sales
 volumes of less than $100 million.

 Their experience with computers
 ranged from one to twelve years;
 the largest group had between
 seven and nine years’ experience.

Of the 109 companies that had

 
measured the profitability of their

 computer installations, all started
 off with their equipment running

 at a loss. In 16 companies the
 computers continued to be unprof

itable; indeed, they have become
 steadily less profitable over time

 as poor systems continue to be ap
plied to an increased volume of

 activity.
Sixty-one companies succeeded

 
in reversing the initial profitability

 trend by changing equipment and
 expanding operations, thus im
proving the efficiency of their data
 processing operations. Because

 their changes were only in equip
ment, not in the management in-

The Leidesdorf study found these patterns of computer profitability from

 

the time of installation to the present in those companies that measured it.

formation system itself, the profit



ability curve of their installations
 soon leveled off. Their systems con

tinue to operate at a small profit.

In 32 companies, changes were

 

made in the basic systems rather
 than merely in the equipment.
 This took longer than equipment

Stat Tab’s answer

 

to an over-worked
 billing department:

The Automated

 

Accounts Receivable
System.

STATTAB

You’d expect a program like this  
to come from Stat Tab. It’s fast,  

accurate, economical and informa
tive. Your statements are

 
accurately  

prepared-on time —each month.
 In addition, you receive: An Aged

 Accounts Receivable Report; An
 Activity Card, listing the 12 month
 activity of each account; Manage
ment Reports that analyze each

 account, and Flexibility... allowing
 you 

to
 make  changes whenever you  

want. Stat Tab’s been answering
 problems since 1936, our Auto

mated Accounts Receivable System
 could be the answer for you. For

 information, contact:

DATA SERVICE CENTERS
A Division of Statistical Tabulating Corporation . The Answer Company  STC 
National Headquarters: 104 South Michigan Avenue, Chicago, Illinois 60603

 

Since 1936. Offices in principal cities coast-to-coast.
(312) 332-2484
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This pie chart identifies the functional areas in which the 32 companies with

 

good results from their management information systems made gains.

improvement, and the computer

 

installations in these companies
 took longer to become profitable

 than those of the 61 with level
 profitability curves. Once the prof

itability curve started upward,
 however, it rose sharply and is still

 rising.

Poor planning blamed
Mr. Hague attributes the rela



tive lack of computer success 
of the 98 companies with unprofit

able or low-profit installations to
 planning deficiencies and the ab

sence or incompetence of func
tional and/or executive participa
tion in the project. He attributes
 the success of the other 32 to

 strong management, planning, and
 control. This is typical of their ap
proach to business in general, he

 notes; their after-tax profits on
 sales over a five-year period were

 nearly 6 per cent higher than the
 profits on sales of the other 98
 companies.

Successful management of a

 
computerized management infor

mation system, Mr. Hague con
cludes, requires an eight-step pro
cedure: Determine the company’s

 objectives; pinpoint the objec
tives of the information system; set

 up a plan; assign responsibility;
 carry out the plan; evaluate the

 results; respond to the results;
 

and monitor changes carefully.
Some of the study’s other find



ings:
The most profitable areas 

of computer application in the com
panies surveyed are: accounting

 and finance, production control,
 and inventory and merchandise

 control. This is not only because
 these are areas of high-volume

 data production and use, according
 to Mr. Hague; it is also because

 they are the areas most sensitive
 to improving control by improving
 information.

There is a trend toward removal

 
of the computer function from the

 control of the financial organiza
tion. In 1960, 76 per cent of com

puter executives in the companies
 surveyed reported to finance; in

 1968, 52 per cent. Executive man
agement now supervises the func
tion in 30 per cent of the compa

nies, and in 18 per cent it reports
 

to
 other areas.

Rental costs declining
Rental or depreciation of com



puters and peripheral equipment
 makes up a declining proportion of

 the total cost of operating an EDP
 system, from 55 per cent in 1960
 

to
 41 per cent in 1968. This is the  

result of two factors: the declin
ing costs of hardware on a per-
 computation basis and the con



stantly increasing costs of software.
Communications expense (for

 

communications tied into the com
puter either directly or for batch

ing) amounted to only 1 per cent
 of the total computer expense 

in 1960. By 1968, it had grown to 13
 per cent of the total.

D&B Computer Data
Files Now Available
To Subscribers

Dun & Bradstreet’s files of basic

 

information on more than three
 million commercial business estab

lishments in the United States and
 Canada are now in a computer

 data bank—the basis of a new mar
keting service being offered by

 D&B.
The data bank, known 

as

 Dun’s  
Market Identifiers, contains cur

rent market, sales, advertising, and
 research data gathered by D&B’s

 1,800 business reporters and thou
sands of correspondents in the

 course of their business reporting
 operations. The information, con

tinually updated and quickly re
trievable, can be used by sub

scribers to find new sales prospects,
 define markets, determine market
 potential, measure market penetra

tion, and maintain current mailing
 lists.

For an initial fee of $165 per

 
1,000 market profiles, subscribers

 can select establishments by line
 of business, location, and/or size

 and obtain such facts about them
 

as
 nature of business and standard  

industrial classification, number 
of employees, sales volume, credit

 rating, year of founding, and ad
dress and zip code. Establishments

 included in the data bank are man
ufacturers, wholesalers, retailers,

 and most business service organi
zations.

In addition to its marketing ap


plications, D&B points out, the ser

vice can be helpful to banks and
 other financial firms and to re
search and consulting organiza

tions.
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Management by Objectives, First Visualized as Rating Method,

 

Proves Valuable as Approach to Management, NICB Report Says

Management by objectives, ori



ginally proposed as a method of
 appraising management perform

ance, has become in some com
panies an approach to the total job

 of managing the firm. The result,
 the National Industrial Conference

 Board says, has been better per
formance by both companies and

 individuals.
(The full report, published by

 
the NICB, has been released to all

 Conference Board associates. Non
associates may order Managing by

 —and with—Objectives from the
 NICB, 845 Third Avenue, New

 York, New York 10022. Cost for
 non-associates is $17.50.)

This result, however, has not

 
been easy to achieve. The basic

 idea behind management by ob
jectives—the better you know what
 

you are trying to do the more

 

likely you are to succeed in doing
 it—is simple. Yet its application in

 management presents many prac
tical difficulties. It takes most man
agers about two years of hard
 work, NICB says, before they
 really master the technique.

How plan works
In essence, management by ob



jectives works this way: Managers
 at various levels of a company, in

 conjunction with their superiors,
 set specific goals for themselves.

 They then measure their perform
ance in relation to these goals.

Many companies are using this

 
technique for performance apprai

sal, manpower planning, or com
pensation administration. As an

 

overall approach to the total job

 

of management, however, it is rel
atively new. NICB says it had to

 wait six years for enough com
panies to accumulate enough ex

perience to make a full-scale study
 worthwhile. Its study, which con
centrated on companies with the

 “global” approach, is based on ex
tensive interviews in seventeen
 companies and intensive case
study analyses of five.

The chief benefits of manage


ment by objectives, the study

 found, are more precise, more use
ful planning and tighter control.

 The tightening of control is com
bined, somewhat paradoxically,

 with greater freedom of action for
 most managers. That is because

 the control tends to be self-control
 by each manager rather than au



Are your Records

 
still spinning

 at 78 RPM?
Are your property records as

 

outmoded as the 78 rpm phono
graph disc? If so, you won’t get

 the quality playback you need
 today.

Recordings made with the

 
techniques of 20 years ago are

 not acceptable in today’s mar
ket. Likewise, inadequate or

 improperly produced records of
 plant assets are not acceptable

 for tax assessment, insurance,
 accounting, financing, sale or
 purchase, acquisition or merger,
 allocation of purchase price.

Marshall and Stevens’ ap


praisal services are finely-tuned

 to provide precision playback.
 Write or call our nearest office

 for more information.

BOSTON
185 Devonshire Street

 

CHICAGO
120 S. Riverside Plaza

 
DALLAS

312 Stemmons Tower East

 
DETROIT

17500 W. Eight Mile Road

 
LOS ANGELES

1645 Beverly Boulevard

 
MINNEAPOLIS

930 Plymouth Building

 
NEW YORK

25 Broadway

 
PHILADELPHIA

1420 Walnut Street

 
PORTLAND, ME.

53 Baxter Boulevard
ST. LOUIS

314 North Broadway
SAN FRANCISCO

41 Sutter Street

 

WASHINGTON, D.C.
1629 K Street, N.W.

MARSHALL AND STEVENS INCORPORATED / APPRAISALS

The national appraisers with fully-staffed local offices
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thority imposed by his superior.

 

The companies studied also re
ported improved relations between

 superiors and subordinates and be
tween managers on the same level
 whose objectives must interlock.

In achieving these results the

 
companies reported two major dif

ficulties:
The objectives were not easy to

 
decide on. It was particularly diffi

cult to make sure that the goals set
 for all managers were compatible.

Valid measures for determining

 
whether objectives were actually

 achieved were hard to find.
There were disadvantages as

 
well as benefits: Some managers

 concentrated exclusively on achiev
ing the specified goals, neglecting

 other responsibilities that had not
 been spelled out in the form of

 objectives. And, in many compa
nies, to give managers the freedom

 they needed to set and reach their
 own goals required major

 
organiza 

tional and administrative changes.
Even so, the companies sur


veyed agreed, the benefits far out

weighed the difficulties.

Four Manufacturers
Expand Activities
In Time Sharing

Time sharing continues to boom

 

as more and more suppliers of in
formation processing services offer
 new services or expand old ones.

Honeywell, Inc., will offer time

 
sharing service along with batch

 data processing and contract soft
ware (including systems analysis

 and customized or proprietary soft
ware packages) in regional com
puting centers to be established
 throughout the nation. Other types

 of service, such as remote batch
 processing and specialized systems,
 are being considered.

The January opening of Honey


well’s first service center, at Min

neapolis corporate headquarters,
 marked the company’s entry into

 the field of “retailing” data proc


essing services, a field already oc



cupied by most of the other major
 computer manufacturers along
 with a host of independents.

Six other Honeywell time-shar


ing centers are scheduled to be

 opened this year in Chicago, Bos
ton, New York, Cleveland, Los An

geles, and San Francisco. Over the
 next 18 months service centers will

 be organized in each of the nine
 cities besides Minneapolis where

 Honeywell now operates customer
 education and computing centers.

 An eleventh center will be estab
lished in Atlanta next year.

Honeywell’s time sharing ser


vice, tailored to the remote prob

lem-solving needs of scientists, en
gineers, and the like, will employ

 the new Honeywell 1648 time
sharing equipment announced in

 January by the company’s compu
ter control division.

Six cities in CDC net
Control Data Corporation also

 

has established a national com
puter network to provide remote

access data processing to all major
 metropolitan areas.

The system, known as CYBER


NET, consists of large-scale Con

trol Data 6600 computers in stra
tegic cities and medium-scale Con
trol Data 330 computers and termi

nals in lesser cities. All are linked
 by high-speed telephone lines so

 that problems too big for the
 smaller units can be transferred to
 the larger ones.

Six cities have 6600 systems:

 
New York, Boston, Washington,

 Minneapolis, Houston, and Los
 Angeles; one will be added soon
 in Palo Alto, Calif. Eighteen other

 cities have CDC data centers.

UNIVAC service expands

UNIVAC’s Information Services

 

Division has announced a new re
mote batch processing service by

 which customers can use large-
 scale UNIVAC 1108 systems from

 their own offices.
With this service, called RPS

 
(Remote Processing Service), the

 

customer leases a terminal tied in

 

to a computer in a UNIVAC com
puter center. Each terminal, con

sisting of input-output equipment
 interfaced to the central computer,

 can communicate with any point
 in the UNIVAC national network

 of service centers. Terminals of
 varying speed and capacity are

 available.

New GE service

Another new service being of



fered by General Electric Com
pany makes time on large-scale

 GE-600 computer systems avail
able to businesses on a service

 bureau basis.
These systems can execute all

 
three modes of data processing-

 local batch,
 

remote batch, and time  
sharing—concurrently and against

 a common base. This means a user
 can handle all his data processing
 with a single system, a capability

 that cannot be obtained from any
 other system on the market, ac
cording to the General Electric

 announcement.
Local batch processing may be

 
done at the GE-600 site; remote

 batch processing, on the user’s site
 by means of GE-115 terminals or

 teletypewriters; and time sharing,
 at any site by means of teletype

writer terminals.

Available first in East
Initially the service, called RE



SOURCE, will be available only in
 the Washington, D.C.-Philadelphia

 area; customers outside this area
 may have it if they pay commu

nications charges. Other RE
SOURCE computer centers in

 other metropolitan areas will fol
low.

RESOURCE will be offered un


der a new pricing structure which

 also is being applied to GE’s reg
ular time sharing services. Custo

mers will be charged according to
 their use of “resource units” (proc

essor time, file access time, mem
ory, priority factors, and applica

tion factors), with quantity dis
counts.
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Simulation Systems Used By Litton to Encourage

 

Foreign Investment In Greek Industries

With the aid of an elaborate

 

group of computer programs for
 simulation of an enterprise, Litton

 Industries is trying to induce for
eign investors to establish busi

nesses in two underdeveloped
 areas of Greece.

Under a contract with the Greek

 
government signed in May, 1967,

 Litton undertook to bring at least
 $60 million of outside investment

 into Crete and the western Pelo
ponnesus within two years. In

 order to do so, Litton has been
 making economic studies and sug
gesting development projects.

To ensure that these projects will

 
turn out to be economically viable

 enterprises, the Litton unit doing
 the development planning, Litton-

 Greece, designed LEO (for Litton
 Enterprise Optimiser). LEO is a

 simulation system used to project
 the operating and financial results

 of proposed projects and evaluate
 their costs and benefits to both the

 investor and the Greek govern
ment.

Complete analyses furnished
For the investor, LEO produces

 

operational analyses, including
 profit and loss statements, fixed

 and variable cost analyses, and
 breakeven analyses; such financial

 analyses as debt service schedules,
 dividend and depreciation calcu
lations, annual tax returns, cash
 flow sheets, and pro forma bal

ance sheets; and analyses of such
 key operating ratios as return on

 investment, return on gross assets,
 internal rate of return, and debt

 service coverage.
For the government, LEO cal


culates the proposed project’s ben

efits to the economy, including
 value added, foreign exchange
 earnings, government receipts, and

 contribution to gross national
 product. It also sums up the costs

 that the government may have to
 

bear, such as the costs of develop



ing an infrastructure, temporary
 losses in tax revenues, losses in

 foreign exchange through a variety
 of leakages, risks taken in guaran

teeing loans, and direct govern
ment contributions to the project.

Costs, benefits discounted
Costs and benefits to the govern



ment and/or the economy are pre
sented on a discounted present

 value basis. These values serve as
 a guide to the government in de

ciding whether to grant any spe
cial incentives that may be sought

 by the investor. Such decisions
 may have a significant effect on

 the mode of financing the project,
 which in turn will demand a re-
 evaluation of the project’s benefits
 on the part of the investor.

SELECTING
COST EFFECTIVE

 

COMPUTER
 APPLICATIONS

This concise document presents usable techniques for quantifying

 

an area of systems analysis usually left to guess-work. It includes
 both subjective commentary on the underlying 

reasons
 for de 

tailed analysis of comparable applications and methodologies for
 performing such analyses. Sample forms for documentation are

 provided. Computational techniques, such as a comparative anal
ysis matrix, to assist in the selection of cost-preferred applications,

 are described in detail. Approaches and methodologies are pre
sented in the context of both long range, profit oriented analysis

 and shorter range comparisons of required efforts.

The document will provide the reader with tools for the imple



mentation of 
sound

 application comparisons within the boundaries  
of applied time constraints.

$6.00

HAAS BUSINESS CONSULTANTS, INC.

 

8 PLEASANT ST., KATONAH, N. Y. 10536
 AREA 914 232-4096

Many of the calculations per



formed by LEO are straightfor
ward computations that could be

 done—although more slowly—by
 hand. But the use of the simulation

 technique and of a computer (a
 Control Data Corporation 330)

 makes it possible to test a variety
 of management policies and com

pare their results.
For example, policies that can

 
be varied include dividend pay

outs vs. retention of earnings for
 expansion or reinvestment, repatri

ation policies for profits and capi
tal, depreciation and replacement

 policies, alternative methods of fi
nancing, and pricing policies. The

 results of each policy alternative
 can then be measured in terms of

 return on investment, profitability,
 or any other criterion the investor

 wants to use.

March-April, 1969 13 15

: Management Services, Vol. 6, No. 2, March-April 1969 [whole issue]

Published by eGrove, 1969



Even some of the more routine

 

calculations are relatively complex
 because of Greece’s investment

 laws and practices, which are con
fusing to most investors. For ex

ample:
•

 

Depreciation laws in Greece  
do not require the use of a con

sistent formula. A given piece of
 equipment may be depreciated for

 tax purposes by 3 per cent, 17 per
 cent, 2 per cent, 23 per cent, 0 per
 cent, and 12 per cent in successive
 years. The usual procedure is to

 take as much or as little deprecia
tion as is needed to minimize taxes

 in the current year.
•

 

There is no double taxation;  
dividends are deductible from in

come before taxes. (Since a com
pany’s dividend and depreciation

 policies are interdependent, opti
mum decisions require simultane

ous analysis of these variables.)

In Rating Stocks, Security Analysts Look First

 

At Caliber of Management, According to Survey
“Caliber of management” is the

 

prime factor in determining secur
ity analysts’ evaluation of a com

pany’s stock, according to a ma
jority of 116 security analysts from
 brokerage houses in New York,

 Chicago, Los Angeles, and Boston.
The survey was taken by The

 
Whitehead Group of Companies,

 a New York management consult
ing firm.

Among major factors affecting

 
stock growth, as ranked in the

 security analysts’ view:

Top factor
Management caliber was rated

 

among the top three factors by 78
 per cent of the analysts.

After management capability, 64

 
per cent voted for the type of in

dustry as a vitally important factor.
The third key factor, according

 
to 50 per cent of those surveyed,

 was the company’s earning history.
Forty per cent of those respond


ing thought new products intro

duction was the next most impor
tant criterion of stock value.

•

 

Investment incentives are ap 
plied differently in various regions

 and among various industries.
 Even social security taxes vary in
 these ways.

•

 

Repatriation of profits and  
capital presents distinct decision

 requirements for a company man
agement. Often policies must be

 analyzed in detail even before the
 investment application is made to

 take maximum advantage of avail
able incentives.

Variety of projects
So far LEO has been used in the

 

evaluation of a number of projects,
 including several hotels, a cattle

 feed lot, a can manufacturing fa
cility, a canning plant, a sulphuric

 acid and cement plant, and two
 versions of a diversified develop

ment corporation.

Only 23 per cent considered

 

price earnings ratio to be among
 the top three critical determinants.
 Forty-seven per cent ranked it in

 fourth, fifth, or sixth place after
 other factors.

Sixty-six per cent rated recent

 
mergers or acquisitions as fourth

 in importance or lower in deter
mining stock value.

A

 

full  78 per cent found company  
net worth the least important fac

tor in stock growth contribution.
 The

 
explanation: This balance sheet  

evaluation comes into play only
 when a company is liquidated.

Two-thirds of the analysts sur


veyed said they personally inter

view executives in companies they
 research. They generally try to

 reach the financial vice president
 and if they cannot get in touch
 with him attempt to see the chief
 executive officer. Others, in de
scending order of

 
importance in the  

analysts’ view, are operations vice
 president, marketing vice president,

 research and development execu
tive, and, finally, vice president in

 charge of public relations.

"Fourth” Federal Branch

 

Suggested to Deal With
 Socio-Economic Problems

Creation of a fourth branch of

 

the Federal Government
 

to serve as  
a “national information generator”

 on technological and socio-eco
nomic problems has been recom
mended by one of former Presi

dent Johnson’s science advisors.
The suggestion was made in an

 
address to the American Society of

 Mechanical Engineers by Dr.
 Nicholas E. Golovin, who was
 technical advisor for aviation and
 space technology in the Office of

 Science and Technology, Execu
tive Office of the President, and is

 currently working, under a Ford
 Foundation grant, on an organiza

tional and functional model of his
 proposed fourth branch of govern

ment.
This new organization, perhaps

 
to be called the “evaluation

 branch,” would be concerned with
 “the longer-range, inter-branch, in

ter-agency, interdisciplinary issues
 which the existing organizational

 structure finds difficult to face, to
 understand, and to resolve.” It
 would collect, interpret, and ana

lyze information; define potential
 problems and needs; develop per

tinent alternative action plans;
 evaluate results of established pro
grams; and keep the government,

 business community, and public
 informed.

Provide planning guidance
As envisioned by Dr. Golovin

 

this new mechanism would pro
vide guidance for national, re

gional, and local planning and
 evaluation from a position outside

 the existing governmental struc
ture. It would be relatively power

less itself; its basic role would be
 that of “a catalyst in helping to
 solve many of our complex na

tional problems.” It would, how
ever, be “the natural locus for a

 national economic and technical
 data bank, for data processing, and

 for information dissemination.”
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Kimball Systems Offers

 

Retail On-Line
Processing 

Program
A system for on-line processing

 
of retail sales data direct from the

 point of sale has been introduced
 by Kimball Systems Division 

of Litton Industries.
The system, known 

as

 SPAN,  
combines punched sales tickets

 with data transmission equipment
 to provide instantaneous remote

 computer processing of sales sta
tistics.

A number of stores are now using

 
sales tags prepunched with prod

uct-descriptive codes for computer
 data processing. Typically, if the

 computer is not on the premises,
 the tags are bundled and mailed to
 its location.

Delays, mistakes eliminated
The SPAN system is designed 

to 

eliminate tag handling, mailing de
lays, and data inaccuracies resulting

 from loss of tags. Data captured
 directly from the punched tags,

 combined with variable information
 entered by keyboard, are recorded

 on magnetic tape for instantaneous
 or subsequent transmission, via
 ordinary telephone lines, to a dis

tant computer. Kimball’s data col
lection terminal device is interfaced

 with communication equipment
 manufactured by Digitronics Cor

poration.
All the elements of the system-

 
punched tags, a punched tag

 reader, a keyboard for entering va
riable data, a magnetic tape re
corder, an acoustic transmitter, and
 a computer-compatible converter

receiver—are now available indi
vidually. This is the first time, how
ever, according to Litton, that they

 have been combined into a single
 system.

SPAN is primarily designed for

 
use by multi-unit chains with a

 central computer or by retailers
 that process data at service bu
reaus. It would also be suitable,

 Litton suggests, for such industrial

Using

 Kimball Systems' new SPAN system, a shoe store manager transmits a  
day's sales statistics to a remote data processing center over telephone lines.

 The telephone handset is inserted in the cradle of the transmitter.

applications as production control

 

and control of work-in-process and
 finished-goods inventory. Terminal
 devices could be installed at pro

duction points for direct data entry.

DOLLAR SAVINGS 
COMPUTER STYLE!
Completely reconditioned and

 

fully guaranteed data process
ing equipment can be yours for

 a fraction of the cost of new
 equipment.

Available 
are

 IBM key-punch  
units, IBM 360 and 1401 comput

ers, plus many lines of data pro
cessing equipment from other

 well-known manufacturers. Each
 is reconditioned with factory

 parts to give you long, like-new
 service at tremendous savings.

Contact us today for further

 
information and a complete cata

log sheet.

TLW
COMPUTER

 

INDUSTRIES
4 Executive Park East, N. E. P. O. Box 29763

 

Atlanta, Georgia 30329. Phone (404) 633-2579

Since last June the system has

 

been in operation on a test basis in
 six J. C. Penney stores and six shoe

 stores operated by the Meldisco
 Division of Melville Shoe Corpora

tion. It is being offered for mid
summer delivery to other cus
tomers.

Flexible Sound-Slide
System Introduced
By 3M Company

A projection system for sound



slide presentations that can be re
vised without resynchronizing a

 sound track has been developed by
 

3M
 Company.

Instead of a synchronized tape,
 the system records sound on a de

tachable magnetic track around
 each slide holder. Thus, any por

tion of a sales, management, or
 training presentation can be re

vised individually.
The picture can be changed by

 
inserting a new slide; the sound

 can be changed by erasing the mes
sage on a single sound track and

 recording a new message or by sub
stituting another detachable sound
 track; and both picture and sound

 can be changed by removing, add
ing, or replacing a slide holder.
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A standard television set has been adapted to serve as a computer graphic

 

display terminal in this experimental system designed by IBM for RAND.

New Video Display System Employs Ordinary

 

Television Sets as Data Receivers

An experimental computer-based

 

“image distribution system” that
 could some day make the televi
sion set as useful in the office as

 the telephone has been developed
 by IBM for The RAND Corpora

tion.

Images can be altered
As with other video display sys



tems, the user can call up pictures,
 graphs, or text stored in the com

puter and can change them or su
perimpose on them by means of a

 keyboard or a light pen. The gim
mick is the use of standard 21-inch

 television sets as computer ter
minals.

Defense-supported
Turning out the programing for

 

the tv screen are an IBM 360/40
 computer, an IBM 1800 data ac

quisition and control system, a
 scan converter to convert digital

 data into television signals, and a
 video-buffer disk. The system can

 feed 32 remote tv sets simultane
ously; RAND has three now and
 plans 

to
 add 29 more next year.

The entire project is supported by

 

the Department of Defense.

National Listing of
Lawyers Available

A nationwide directory of more

 

than 300,000 lawyers, recorded ini
tially by the nonprofit Practicing

 Law Institute, has been fully com
puterized.

From now on, under a new con


tract between the institute and

 Fisher-Stevens, Inc., a computer
ized direct mail service organiza

tion, the latter will be the only
 authorized source for the P. L. I.

 list, maintaining and updating it.
Lists of attorneys may be re


trieved by field of specialty (pat

ents, antitrust, corporate, estate
 planning, international, labor, mat
rimony, real estate, taxation); by

 year of admission to the bar; by
 employment category (law firm,
 corporation, or individual practi
tioner); by state; by size of law
 firm; by sales volume of corpora

tion; by number of employees; and
 by various other criteria.

Western Union Will

Take

 Over TWX from
The Bell System

The nation’s two major telegraph

 

exchange services, Western Union’s
 Telex and the Bell System’s TWX,

 are finally about to be combined.
 The two companies have worked

 out an agreement for WU to buy
 TWX (Teletypewriter Exchange)

 for about $80 million.
Subscribers to each of the ser


vices can exchange typewritten

 messages and data with other sub
scribers of that service. TWX, es

tablished in 1931, has about 40,000
 teletypewriter machines in custo

mer service, with annual revenues
 of approximately $72 million. Telex,

 introduced in 1958, has more than
 26,000 subscribers and annual rev
enues of about $41 million.

Unified
 service

The purchase, said Western

 Union Chairman Russell W. Mc
Fall, “will make it possible for the

 nation to enjoy the benefits of a
 unified record message service, just

 as it has long had a unified voice
 service. Western Union is engaged

 in building an integrated record
 communication system to serve all

 types of customers . . . The acqui
sition . . . will . . . broaden the base

 for providing the nation with new
 shared-use, computer-controlled

 record communication services.”

History of negotiations
Western Union has negotiated

 

with AT&T for TWX off and on
 since 1943. The acquisition was

 recommended by the telephone
 and telegraph committees of the

 Federal Communications Commis
sion in 1966 to create an “inte

grated record message service.”
Teletypewriter machines used

 
by Bell System customers of data-

 phone service are not included in
 the sale, nor are teletypewriter

 machines used by Bell to provide
 private line teletypewriter services.
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Korvette Discount Chain

 

Installs Electronic
Credit Checking Plan

Sales clerks in stores of the E. J.

 

Korvette, Inc., chain now can ver
ify a charge customer’s credit in 25

 seconds with the help of a “talking
 computer.”

The new electronic credit veri


fication system is operated by

 
NAC  

Credit Corporation, which is, like
 Korvette, a subsidiary of Spartans
 Industries, Inc. It combines an
 IBM System/360 Model 40 com

puter with an IBM Audio Re
sponse Unit, IBM 2260 CRT televi

sion-like display units, and Dicta
phone units.

When a customer presents a

 
credit card, the cashier dials the

 computer center in Baltimore on a
 touch-tone telephone, punching in

 the sales data and account num
ber. The computer automatically

 compares stored account data with
 the credit request; if criteria are

 satisfactory it authorizes credit by
 voice, using a 48-word prerecorded

 vocabulary. If the credit request is
 questionable, it is passed on to the

 authorization department, where
 human clerks, viewing the credit
 data automatically displayed on

 the display units, make the deci
sion.

 

First use in chains
This is the first application of

 

the IBM electronic verification sys
tem to the chain store field, link
ing a multiple-city network 

of stores, according to Spartans. More
 than half the 45 Korvette stores

 have it.
The advantages for the store are

 
better control of credit and faster

 service to customers; the new sys
tem makes credit purchases nearly

 as fast as cash purchases.
From this system, says NAC, it

 
is “a small step, technologically

 speaking” to a system capable of
 letting customers make purchases

 from their own homes by phone,
 with the computer automatically

 

arranging tor delivery and taking

 

care of billing. However, NAC
 “does not plan to undertake this

 step in the immediate future.”

Remote Terminal Unit

 

Designed for Accountants
 Introduced by Wang

Wang Laboratories, Inc., a small

 

New England computer manufac
turer, has announced that it will

 introduce this month a remote-ter
minal data processing system that

 was designed especially for ac
countants.

Special keyboard
Under its projected FAST (Fi



nancial Accounting Services and
 Terminal) System, accounting de

tails are entered on a specially
 designed keyboard at the Wang

 input terminal in the accountant’s
 office. There are separate keys for

 debits, credits, account numbers,
 I.D. numbers, categories, etc. Each

 keystroke at the terminal is re
corded on a magnetic tape cart

ridge and also is registered on a
 tape to provide a complete audit

 trail.
At the close of each business

 
day, the FAST terminal is con

nected to a telephone. During the
 night a computer at Wang head

quarters calls the phone, identifies
 itself, and commands the trans

mission of all data stored during
 the day. At the central computer,

 all data are updated, reports are
 printed in the form desired by the
 individual accountant, desired ra
tios for analysis are computed, and
 shipping labels and charges are
 prepared. The morning after the
 initial recording of the data, dupli

cate statements, with supporting
 documents, are returned to the ac

countant by mail.
Further information can be sup


plied by Stuart Roberts, Wang

 Laboratories, Inc., 836 North
 Street, Tewksbury, Massachusetts

 01876.

Programed Management
Courses Offered by
Educational Group

A group of

 

45  programed courses,  
developed by faculty members of

 the Harvard Business School and
 M.I.T., are being introduced by

 Education for Management, Inc.,
 Boston.

So far, ten of the courses, in the

 
disciplines “Marketing and the

 Computer” and “Marketing Man
agement,” are available. The other
 thirty-five, divided into seven dis
ciplines, will be offered through

 the remainder of this year.
Education for Management, the

 
sponsor, is a subsidiary of the

 Robert A. Farmer group of com
panies, management training spe

cialists, whose clients include the
 AICPA, the American Institute of
 Banking, and the American Man

agement Association.
Each of the course packages has

 
been designed for use by all levels

 of management. This can be done
 through the selection of case ma
terial for each course appropriate

 to the management level being
 taught. Basic conceptual material

 for each course is the same for
 all levels.

Cases used in the courses are

 
selected from the Intercollegiate

 Case Clearinghouse at the Harvard
 Business School.

A
 final case problem will be used  

for the examination in each course.
 Participants will propose a writ

ten solution to the problem, which
 will be evaluated by the staff.

EFM says the average partici


pant will devote approximately 12

 hours to each course, plus an esti
mated three hours to prepare his

 written analysis of the examination
 case.

Courses which will become

 
available later in the year include

 “Organizational Behavior”; “Gen
eral Management”; “Production

 Management”; “Managerial Fi
nance”; “International Business”;

 “Business Policy”; and “The Con
trol Function.”

March-April, 1969 17 19

: Management Services, Vol. 6, No. 2, March-April 1969 [whole issue]

Published by eGrove, 1969



What’s one life

 

to a guy who thinks
 he’s a cat.

You think it’s easy for us to talk to a person who treats his

 

life as though he’s got eight more to go?
Or to reason with someone who tells you it can’t happen 

to 
him, he’s different?

Or to make any headway with a fellow whose mind is closed

 
tight?

Or to try to convince one of those dare-devil types that his

 
life is precious?

Or to talk a Scrooge into paying

 

someone just to find out he’s  
as healthy

 
as he thinks he is?

Or to tell a guy who thinks he’s some kind of superman that
 his life isn’t really charmed?

Believe 

us,

 it’s no picnic.
We know

 
how  deadly cancer can be if it’s not  caught in time.  

And we know that thousands more could be helped every year
 merely by going for a checkup when they thought they were

 healthy.
There are 1,500,000 people, leading active lives today, who

 
are living proof that many

 
cancers are curable.

We know
 

how important checkups are. But for the life of us,  
we can’t seem to convince enough people.

200,000 were saved last year. Annual checkups can help us

 
save thousands more. What are you waiting for?

Help 

yourself

 with a checkup.  And others with a check. American Cancer Society  
THIS SPACE CONTRIBUTED BY THE PUBLISHER AS A PUBLIC SERVICE
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Some feel accountants have become too heavily

 

engaged 
in

 management services since the War.  
Not so, says 

this
 article. If anything, they have  

missed many opportunities that were actually their
 responsibility —

ARE YOU A FULL-TIME CONSULTANT?

by

 

H. G. Trentin
Arthur Andersen & Co.

There are some CPAs still who

 

feel somehow uncomfortable
 and uneasy that their profession

 has become so heavily involved in
 management services in the years

 since the end of World War II, as
 though such activities were in
 some way unprofessional and un

becoming.
Ours is a different thesis. Believ


ing as we do that the reasons for

 such CPA involvement are very
 

real and very compelling, we

 

think that CPAs generally, both in
 private practice and in industry,

 have on the average neglected
 their professional responsibilities

 and opportunities by becoming
 too little involved in management

 services. In the one instance, they
 have not done the best possible

 job for their clients; in the other,
 for their employers.

Let’s take the accountant in in



dustry as an example, since his re



sponsibility in the management
 services area is more clear-cut
 than is that of the CPA in private

 practice. The record seems to us
 to be clear; he has not kept pace

 with management’s needs for ser
vices from the financial and ac

counting sector.
One example (repeated ad in


finitum in our experience): The

 president of a manufacturing com-
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We have found in our

 

experience as consultants

 that the company image of

 its own accounting staff is

 generally quite poor . . .

 we all too often hear the staff

 man described as too

 technical, too conservative,

 or else as lacking under

standing of business and

 management problems.

pany decides that he needs out



side assistance in developing an
 improved management information

 system and better cost accounting,
 to service both his marketing and

 manufacturing people. He calls in
 his company accountant one sad

 day and goes through the list 
of complaints about the cost account

ing system: The standards are not
 constructed in such a way as to
 support the objectives 

of
 a vari 

able budget or direct costing; gen
erally, both marketing people and
 manufacturing people complain

 that what they get is too little, too
 late, and sometimes wrong.

The company accountant, of

 
course, is aware of some of these

 deficiencies, even though he’s con
vinced the president’s recital is ex

aggerated. He begins 
to

 explain  
to the president that he agrees

 that the time has come to mod
ernize the system.

Already too late
The trouble is that he’s already

 

too late. Before he has an oppor
tunity to launch into an appeal for

 the opportunity to change the sys
tem, he is hearing from the presi

dent that the operating committee
 has decided to engage outside con

sultants to review the system and
 suggest changes.

We do not want to suggest this

 
is a bad thing. There are a variety

 of reasons for calling in outside
 consultants and most of them are

 justified. But all too often we are
 called in to recommend changes

 which could and should have been
 made by the company accountants.

 The company has had to call in
 outsiders because of the default

 of its own people.
By not anticipating the needs

 
of management, they have, to a

 degree, fallen down on their obli
gation to management.

The consultants called in from

 
the outside could be from a man

agement consulting firm, or the
 management services division of a

 CPA firm, which would usually be
 the firm that audits the accounts

 of the company. The company
 man ordinarily finds it easier to ac



cept the non-CPA firm in the out



side consultant role, even though
 it may become deeply involved

 with his cost accounting system.
 The deeper wound is felt when he
 is superseded by CPAs, people

 with exactly the same training as
 himself.

Sign of failure
But perhaps the most striking

 

sign of the failure of the company
 accountant to serve management

 needs occurs when his president
 tells him that he intends to make

 a start on solving the problems by
 giving project responsibility, not 

to an outsider, but to some other
 company professional: an indus

trial engineer, a systems man, a
 data processing specialist, or a
 bright young MBA. Many success

ful projects are organized in this
 way, but each one is a clear sign

 that the company accountant has
 somehow failed to keep pace with

 his responsibilities.
One further observation that

 
bears on this all-too-common fail

ure: We have found in our experi
ence as consultants that the com

pany image of its own accounting
 staff is generally quite poor. In

 discussions with management as to
 whether their accountants could

 direct a project to cure existing de
ficiencies, we all too often hear the
 staff man described as too techni

cal, too conservative, or else as
 lacking understanding of business
 and management problems.

H. G. TRENTIN, CPA, 

is 

partner in charge of ad
ministrative services at
 Arthur Andersen & Co.,
 New York. Mr. Trentin
 served on the original
 board of consulting edi
tors for MANAGEMENT

 SERVICES. He is a mem
ber of the National

Association of Accountants and has served on

 
the management services committees of the

 American Institute of CPAs and the New
 York State Society of CPAs. In addition, he

 holds membership in several state CPA soci
eties. Mr. Trentin has written and lectured

 extensively on management control subjects
 and is the co-author of two books on man

agement control published by the American
 Management Association.
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Our own experience in qualify



ing as consultants bears out this
 image problem. On our consulting

 staff we have accountants and non
accountants; very often our assign

ment requires men with a non-ac
counting background. Sometimes

 the company officer sponsoring us
 in a client situation where our non

accountants are to be important
 members of the systems task forces
 suggests that we emphasize to the

 president in establishing our qual
ifications that, even though we are

 members of an accounting firm,
 we are from a different division of
 our firm, a division where many

 non-accountants are used.
Unfortunately the neglected ac


countant very often deserves his

 minor role in important new de
velopments.

Broader horizons

We firmly believe that manage



ment deserves better service than
 it is getting from many manage

ment accountants; we underscore
 many since there are notable ex

ceptions. Actually, accountants 
as a class should advance their own

 cause by doing a better, broader-
 gauged job. Some have the edu

cational and skill requirements but
 need a change in objective and

 outlook. For these, all that is
 needed is some example of what is
 possible and encouragement to
 “get with it.” Other accountants

 may be obsolescent and may need
 training.

There are many good opportu


nities for training which should do

 the job. Universities, the AICPA
 and state CPA societies, the Na

tional Accountants Association all
 offer training courses. So do such

 organizations as the American
 Management Association, the Sys

tems and Procedures Association,
 etc. Much, too, can be accom

plished by home study of the
 wealth of literature in the field.

Facing the challenge
It is a tragedy that more ac



countants do not avail themselves
 of the excellent training material
 

which would equip them to play

 

a dynamic role in modern develop
ments. To illustrate, we would like

 
to

 recall an experience during a re 
cent talk to a group of some 70 ac

countants from industry during
 which we stressed this educational
 theme. One of the accountants said

 he did not understand the state
ment that many accountants were

 poorly equipped to cope with the
 new demands on them and said

 that he was impressed with the
 educational program of the NAA.

 Since this was an NAA audience,
 we suggested that the problem

 might lie in the fact that members
 did not take sufficient advantage

 of their training opportunities and
 asked permission of the chairman

 to poll the meeting. We asked how
 many had taken at least one 

NAA course; the show of hands indi
cated about five. We then asked

 how many had taken more than
 one course and one hand was
 raised.

This individual indicated that he

 
had attended two courses.

Selecting personnel

One opportunity the obsolescent

 

accountant should not overlook is
 that provided by the large number

 of bright young men emerging
 from our colleges today. These

 men, particularly the MBAs from
 some of our better schools, have
 excellent technical skills. They lack

 only the experience and the busi
ness knowledge which could be

 provided them on an accounting
 staff. Hiring some of these young

 men, together with some addi
tional education on the top man’s

 part and a change in attitude, is
 all that it takes to earn a chance

 
to

 participate in exciting new ac 
tivities.

At this point it might be well to

 
ask what has changed to cause

 some accountants to be 
as

 inade 
quate as implied in our previous

 comments. The initial role of ac
countants involved record keep

ing, the furnishing of historical
 financial information, and a cus

todial function which guarded
 against the loss of assets. Business

Sometimes the company

 

officer sponsoring us . . .

 suggests to us that we

 emphasize to the president
 in establishing our

 qualifications that, even

 though we are members of

 an accounting firm, we are

 from a different division of
 our firm, a division where

 many non-accountants

 are used.
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men were satisfied to have a rec



ord of what happened to the re
sources of the business and what

 was left and that there was some
 assurance that the assets and rev
enues were audited and subject to

 prudent controls. As businesses
 became more complex, business
 managers required more informa

tion for the interpretation of re
sults and deciding future courses

 of action. They were no longer
 satisfied with explanations of

 “what happened” but began to ask
 “Why did it happen?”, “What

 should have happened?”, “What
 can we expect in the future?”, and

 “How can we make it come out
 differently?” Shortly after World

 War II certain developments pro
vided the business manager with
 the means for answering some of

 his questions.

Inherent advantages
Actually, accountants 

as

 a class  
should have been the natural heirs

 to a new role within the business
 because of their preparation for

 participation in these new develop
ments, which were:

Increased emphasis on quanti



tative analysis for business de
cisions;

Greater appreciation of the role

 
of a management information

 system in business planning
 and control; and the

Advent of electronic computers.

Now let’s take a look at each

 

of these three developments and
 where the accountant might fit into
 the picture.

Quantitative analysis
Most of 

us

 are familiar with the  
story of how mathematicians and

 operation researchers applied math
ematical techniques to the solution

 of military problems in World War
 II and then carried these tech

niques over to the solution of busi
ness problems in the postwar pe

riod. The operations research ap
proach, simply stated, involves a

 study of costs and revenues likely
 to result from alternative decisions.

The purpose is to develop systems

 

or models to help the business
 manager with decisions.

An obvious partnership
The industrial accountant obvi



ously deals with the same elements
 of costs and revenues and is gen

erally asked by the operations re
searcher to provide the values

 needed in his formulas. For ex
ample, in the development of an

 inventory management system, the
 operations researcher will ask the
 accountant to provide such things

 
as

 the cost of placing an order,  
the cost of carrying inventory, and

 similar values. Actually, the best
 result is obtained in operations re
search studies and solutions when

 the company accountant and the
 operations researcher work closely
 together.

The unprogressive accountant

 
who is either unprepared or not

 equipped to work with the OR
 man is left out of the picture. The
 progressive accountant who winds

 up as a valued member of the
 management team generally has
 learned as much 

as
 he can about  

operations research and mathe
matics, possibly from courses like

 “Mathematics for Business Man
agement” offered by the 

NAA
 Edu 

cational Program. This excellent
 course offers all that any account

ant need know to participate ef
fectively in this area. Probably

 the progressive accountant will
 have a young operations research

 man on his staff so that the ac
countant’s general understanding

 will be supplemented by profi
ciency in the application of tech

niques. With such an arrangement
 there is no reason why he cannot

 take the initiative in providing bet
ter quantitative analysis for man
agement, rather than wait for the

 president or some one else in the
 company to feel the need and re
quest assistance from some other

 sources.

Summary of techniques
So as to make clear what some

 

of the principal techniques are in
 

this area, we have summarized

 

them below with a brief descrip
tion:

Probability Statistics—The busi


ness man has to make frequent de

cisions regarding borrowing, plant
 additions, inventory commitments,
 and other matters of important fi

nancial consequence based on fore
casts of sales and alternative op

tions. Such forecasts are most re
liable when they are developed

 through the use of probability sta
tistics applied to a sound analysis

 of past occurrences.
Correlation Analysis—Every ac


countant is familiar with the diffi

cult problems involved in separat
ing variable elements of cost from
 those that are fixed and semivari

able. In many of these situations
 the scatter diagram method of

 reaching a conclusion is inade
quate, and there are now available

 more sophisticated methods such
 as the “least squares” technique,

 which is particularly useful when
 three or more elements are in

volved.
For example, such an analysis

 
may permit identification of costs

 that are fixed and independent of
 both production level and the

 number of machine set-ups; costs
 that are variable with production
 level but not with machine set-ups;

 and those that are variable de
pending on the number of ma
chine set-ups but not on the pro

duction level.
Linear Programing—Techniques

 
in this class of approach are ex

tremely useful in arriving at the
 optimum solution to problems

 where the business man wants to
 find the least-cost distribution sys

tem in a scattered network 
of plants, warehouses, and customers.

 In a situation where he has sev
eral plants, many warehouses, and

 customers spread throughout the
 country who could be served from

 different plants and warehouses,
 the right answer is available only

 through the use of these tech
niques. Their application has be
come relatively simple and inex

pensive through the development
 of standard computer programs
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which are generally available

 

through computer service bureaus.
Network Diagramming — These

 
techniques have proved to be most

 valuable in the construction in
dustry but are also useful in many

   other situations involving interrela
tionships among many activities

 needed to complete a project.
 Again, critical path methods and

 PERT techniques have become rel
atively easy and economical to ap
ply because of the availability of

 computer programs at service bu
reaus.

Probability statistics
The interested accountant could

 

capture the thrust and possibilities
 of any of these techniques by

 
work 

ing through a few problems or
 analyses in connection with his

 study or reading program. To il
lustrate the applicability of prob

ability statistics in business deci
sion making, we have used on sev
eral occasions in the past the fol
lowing highly simplified example:

Computing saleable output
Consider the problem of a baker

 

who decides how many loaves of
 bread to produce on a given day

 of the week, say Friday, on the
 basis of the number sold on Fri

days in the past. An analysis of
 historical sales may result in the

 probabilities shown in the follow
ing table:

PROBABILITIES OF ACHIEVING

 

VARIOUS LEVELS OF 
SALES

Probability

1

 

out of 10
5
 

out of 10
8
 

out of 10
10
 

out of 10

Number of Fresh Loaves

1,500 or more

 

1,000 or more
900 or more

 
700 or more

The average number of loaves

 
sold on Fridays was 1,000. The

 baker also knows that it costs him
 32 cents to bake a loaf and that
 he can sell it for 40 cents 

as
 a fresh  

loaf on the same day but has to
 reduce the price to 20 cents if it
 is to be sold as one-day-old bread

 on the next day. With this infor
mation, the baker can now deter
mine what his best course of ac

tion would be.

Mathematical analysis would

 

show that he would do best by
 baking about 975 loaves of bread,

 even though the first reaction
 might favor the average of 1,000

 loaves. At this level he would have
 a 60 per cent probability of mak

ing the sale of an additional loaf
 with a profit of 8 cents and a 40
 per cent probability of finding
 himself left with one loaf to be
 sold the next day at a loss of 12
 cents. The “expected value” of the

 gain (8¢ X 69% = 4.8¢) would
 equal the “expected value” of the

 loss (120 X 40% = 4.8¢).

Information systems
The second major development

 

which has contributed to the new
 environment in which the account

ant must operate is the increasing
 appeal of management information
 systems to the business manager.

 He must make a variety of deci
sions daily and generally wishes

 that he had more pertinent and
 timely information at a reasonable

 cost. Accordingly, such systems
 have flourished to help in his plan

ning and control decisions, and
 any examination of them reveals
 the very high financial and ac

counting content.
Typical of the kinds of reports

 
which would be included in a

 comprehensive system of informa
tion would be the following:

Historical reports for planning

 
Financial and operating budgets

Long-range

 
Short-range

Monthly financial and operating

 
statements
Forecasting and sales order sta


tistics for:

Sales quotas;
Salesmen’s compensation;

 

Purchasing;
Manufacturing; and

 
Shipping

Reports to service various con


trol systems such as:

Sales forecasting;
Shipping and warehousing;

 

Finished goods replenishment;
 Production control;

Materials management;

Manufacturing cost control;
Personal skills and manning

 

controls; and
Management incentives.

Because of the need to use per



sonnel from the various functional
 areas of the business and with va
rious technical skills, we like to

 organize a management informa
tion system development effort in

 a steering committee and subsidi
ary task force arrangement under

 which these persons are assigned
 

to
 the respective task forces or  

steering committee 
as

 required to  
accomplish the missions. In this

 process leaders of the steering
 committee and of the various task

 forces must be selected. Here is
 another point at which the ac

countant faces the moment of truth
 as to his influence with manage
ment. The progressive accountant

 should be an important member
 of these teams and leader of some;

 if he is not selected for these
 roles, he has rather clear evidence

 that his service to management in
 the past has not been particularly

 inspiring.

One specific example
We would like to be somewhat

 

more specific on how the account
ant could serve a very useful func

tion in management information
 systems projects. The marketing
 function is generally regarded by
 many observers as being beyond

 the scope of service of the average
 accountant. However, a close ex
amination will reveal that this is a

 legitimate field of activity for the
 accountant and that he would be
 failing to serve management prop

erly if he did not become involved.
 Let’s try to sketch the development

 of this notion by describing the
 marketing function in its broad

 modern context and how the ac
countant would fit into this kind of

 a program.

The marketing concept
It is becoming increasingly com



mon to define marketing operations
 as having substantially wider scope

 than merely selling products to
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Very often the cost of

 

marketing operations

 exceeds the cost of raw

 materials and manufacturing.

 It is also normally true that

 much less attention is

 directed to the control and

 evaluation of marketing

 operations than is devoted

 to manufacturing.

consumers. This newer concept be



gins when the company
1.

 

Interprets the consumers’  
needs and desires, both qual

itatively and quantitatively;
2.

 

Follows through with all the  
business activities involved

 in the flow of goods and ser
vices from producer to con
sumer; and

3.

 

Ends with those services nec 
essary to aid the consumer in

 getting the expected utility
 from the products he has

 purchased. Along with this
 expended scope, the market

ing operation has begun to
 feel the effect of more so

phisticated approaches to or
ganization and the uses of

 quantitative techniques —
 ideas that have had much

 wider application in manu
facturing. For these reasons

 the marketing function re
quires planning and control

 systems that have been
 largely neglected by many

 companies.

Very often the cost of marketing

 

operations exceeds the cost of raw
 materials and manufacturing. It is

 also normally true that much less
 attention is directed to the control

 and evaluation of marketing oper
ations than is devoted to manufac

turing. This situation arises from
 the fact that manufacturing is
 often easier to quantify in terms of
 units, dollars, budgets, and results

 and from the fact that manufac
turing has fewer mysteries for

 most members of top management.

The accountant’s role
Even more important than the

 

dollar expenditures are the deci
sions that come from the market

ing function. The sales forecast is
 the starting point for every man

power plan, manufacturing sched
ule, and inventory plan. Pricing

 policies directly influence cash flow
 and capital budgeting. Product

 planning establishes the basis for
 growth through new or improved

 products.
The accountant can play a vital

 

role in serving marketing manage



ment by providing or helping to
 provide the necessary data, docu

ments, systems, and procedures
 (usually called the Marketing

 Management Information System)
 to enable management to establish,
 execute, and evaluate marketing

 decisions. The accountant generally
 should not comment on the quality

 of these decisions. Because both
 the experience and responsibility

 of the accountant are directed to
 activities other than the marketing
 function, he should examine only

 the major aspects of the firm’s
 marketing operations. Even with

 such a top-level review, it is pos
sible for him to identify significant
 opportunities for improvement.

His specific contribution
An easy guide to the manner in

 

which the accountant can make
 his contribution is provided by the

 information requirements necessary
 for the effective management of

 the marketing function. The fol
lowing outline indicates the na
ture of such requirements:

Sales forecast
Marketing management should

 

prepare a sales forecast for both
 short- and long-range time periods.
 The forecast serves as the basis for

 production planning, manpower
 planning, and financial forecasting.

 Forecasts should be reviewed for
mally. Each forecast should in

clude:
Sales by product group or

 

brand;  
Sales by territory;
Comparison to previous forecast

 
or marketing plan;

Sales by end-use group or cus


tomer classification (for plan

ning purposes).

Sales analysis
Marketing management should

 

be provided with reports that de
tail where, how, and to whom sales
 are being made, in order to evalu

ate the performance of salesmen,
 promotional efforts, and marketing

 plans. These reports should show:
Where sales are made, geo


graphically;
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Who is buying,

 

by class of trade,  
channel of distribution, or

 end-use category;
Effects of special promotions or

 
price policies;

Comparative statistics on sales


men, territories, or channels of

 distribution.

Marketing costs
The accountant should provide

 

marketing with the following in
formation to permit effective eval

uation and control of marketing
 costs:

Profitability by product group or

 
brand, package size, territory,

 and salesman;
Fixed and variable sel

l

ing ex 
penses by product group or

 brand, detailed by nature,
 such as commissions, freight,

 etc.;
Costs by class of trade or chan


nel of distribution;

Customer profitability; and
Hiring and firing costs for sales

 

personnel.
Marketing management should

 
prepare and be responsible for

 budgets detailing planned fixed
 and variable selling costs.

Distribution
Marketing management should

 

budget and control distribution
 costs through a reporting system
 that includes:

Policies and results on minimum

 
order quantities and returns;

Outbound freight by channel of

 
distribution and geographic

 area;
Channel margins and inventory

 
levels;

Warehousing and handling costs;

 
and

Inventory positions of distribu


tors, including stocking poli

cies.

Pricing
Pricing policy should be con



tained in specific documents that
 include approval schedules for
 adequate control. The authority to
 change prices should be clearly
 defined 

as
 to individual and oper 

ative range.

Price reporting should facilitate

 

the following kinds of analysis:
Marginal costs and profits at

 
various price levels;

Historical price/volume relation


ships; and

Effects of intra-company trans


fer pricing policies.

Customer service
The marketing function should

 

document the quantitative aspects
 of customer service policies, i.e., to
 service all or some percentage 

of customer requests within a given
 period of time; to include $X per
 unit for expected service expendi

tures, etc. 
A

 non-quantitative ser 
vice policy has no use for cost con

trol and evaluation.
Historical records of the cost 

of 
service by model or brand should

 be available to the marketing func
tion, as well as performance re

ports on customer service seg
mented by product and class of

 customer.

Responsibility reports (general)
Lines of responsibility and au



thority should be followed by defi
nition of task and control docu

ments. Performance reports should
 be structured to measure individu

als 
as

 well as functions for which  
overall responsibility can be de

fined.

Competitive intelligence
Procedures should be developed

 

for the collection and evaluation 
of information concerning the activi

ties of present and potential com
petitors. A spotty system of occa
sional memoranda does not suffice

 for this purpose.

Market plan
The company should have a

 

marketing plan spelling out the
 current situation, assumptions con

cerning the future, and goals for
 each area of marketing activity.

 The lack of a formal marketing
 plan suggests a missed opportunity

 to examine and formulate policy
 for the company 

as
 a whole, rather  

than for individual pieces.
The plan should be prepared by

The company should have a

 

marketing plan spelling out

 the current situation,

 assumptions concerning the

 future, and goals for each

 area of marketing activity.

 The lack of a formal

 marketing plan suggests a

 missed opportunity to
 examine and formulate

 policy for the company as a

 whole rather than for
 individual pieces.
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. . . the tendency toward the creation of large data banks accessible to all interested

 

parties places increasing importance on the validity of data in the computer system.

a group of top executives (hope



fully served by the accountant)
 selected for this purpose, whose

 responsibility it is to review and
 revise the plan at specific times

 during the year.

Setting exact objectives
The plan should set objectives

 

in quantitative terms that provide
 the basis for decision making by

 the various functions of the busi


ness
. These objectives must be sus 

ceptible of measurement 
as

 a  
means of control and evaluation.

 (An “improved image” is a useless
 objective unless the measurement

 technique and basepoint are also
 specified.)

The plan lays the groundwork

 
for all of the information system

 requirements already outlined.

The electronic computer
The third important develop



ment providing an opportunity for
 closer involvement by the account

ant with management has been the
 advent on the business scene of
 the electronic computer. Actually,

 most business computers immedi
ately after World War II were

 applied to accounting operations
 like payrolls, billings, inventory
 records, and similar applications.

 Today, although they have con
tinued to be used for this purpose,

 there is somewhat general agree
ment that they have a higher pay

out in applications involving quan
titative analysis and management

 information systems such 
as

 those  
we have discussed in this article.

 The fact that there has been a
 recent trend to remove the com

puter from the financial and ac
counting jurisdiction, where it was
 first most frequently found, to an
 area in the business where man



agement feels all functions would

 

be served to greater advantage is
 another rather pointed indication

 that the accountant has not kept
 pace with his opportunities in this
 area. This trend is not a sporadic
 thing but is being recommended

 in certain major industries by es
teemed consultants who say that
 the non-financial computer needs

 of the business are not adequately
 recognized by the accountant.

EDP responsibility
To illustrate this trend, a re



cently released American Manage
ment Association research study

 (#92) entitled Organizing For
 Data Processing opened with the
 following paragraph:

“Will a computer-based infor



mation system function differ
ently if the responsibility for it

 rests with the controller rather
 than with the operations vice

 president or a vice president 
of information systems? Based on

 findings reported in this study,
 the answer is that it will. The

 location of the responsibility for
 EDP activities has a great deal

 to do with the nature of that
 responsibility and the effective

ness with which it is carried
 out.”

The study concludes that the func



tion should report directly to top
 management.

Why not the accountant?
We feel very strongly that there

 

is no reason why the accountant
 should default in this area for the

 following reasons: He is a major
 user of computer services for his

 own operations. If he has the type
 of training and outlook suggested

 

in this article, he is in as good a

 

position as anyone, if not better,
 to provide computer service to all

 areas of the business and to man
agement. As a matter of fact, the

 tendency toward the creation of
 large data banks which will be ac

cessible on a common basis to all
 interested functions places increas

ing stress on the validity of data 
in the computer system. Some recent
 experiences have indicated to us

 that the accountant is best qualified
 to ensure the integrity of informa

tion in such data banks regardless
 of the departmental source of origi

nation. Accordingly, the account
ant who feels that he might be

 losing ground in his own company
 might take a look at this aspect

 of computer plans.

Conclusions
In summary, because of the in



creasing complexity of business
 and the problems of the economic

 and political environment he con
fronts, the business manager needs
 better service (1) in the area 

of timely and pertinent information
 to help in decisions and (2) in the

 development of systems which will
 provide such information in an or
derly and useful manner. New
 techniques and equipment have

 been developed to meet these
 needs, and the accountant who will

 make the effort to prepare himself
 and take an interest in these de

velopments is probably as well
 qualified 

as
 any other member of  

the company to play an important
 part in satisfying management re

quirements. Accordingly, we sug
gest that accountants as a class
 should be striving to reclaim their

 leading roles on the management
 team by participating in or spear

heading these important new de
velopments in their companies.
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The task force—a working group formed to handle

 

one specific project—is a new and promising ap
proach to management problems. But, new as it is,

 it demands an original approach to accounting
 measurement—

TASK FORCE ACCOUNTING FOR

 

TASK FORCE MANAGEMENT

by John P. Fertakis
Washington State University

Anew approach to management,

 

the task force, is coming into
 use in many organizations today.

 This approach, at least in its pres
ent form, probably originated with

 the Navy. 
A

 tailor-made grouping  
of personnel from different units

 for accomplishment of a particular
 task was found to improve com

munication and coordination among
 diverse specialties in combat oper
ations. The task force, 

as
 the Navy  

called it, became an important tool
 

of military operations during World

 

War II.
Later, as business firms found

 
themselves confronted with rapid

 changes in the economy, in popula
tion, and in technology, they also

 sought a systematic, unified ap
proach to problem solving

 
and proj 

ect management. One result was
 the formation of “free form” man

agement groups with diverse tal
ents brought together for the solu

tion of specific assigned problems
 

under the command of project man



agers. This was found to be an ef
ficient method of work accomplish
ment as well as an excellent train

ing experience for middle-level
 managers. The construction in

dustry for many years has organ
ized its projects in this way, with

 groups led by project engineers.
Task force organization has

 
proved effective in situations in

 which there is a definable mission
 to be accomplished. It does, how-
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This article... identifies the inadequacies of some currently used accounting control tools...

ever, create problems in organiza



tional relationships and particularly
 in performance measurement, a

 topic of special interest to ac
countants.

Special control problems
This article examines some of the

 

control problems presented by task
 force management. It identifies the
 inadequacies of some currently

 used accounting control tools and
 suggests some ways 

in
 which ac 

countants might adapt their work
 to provide realistic and practical

 methods for measuring task force
 effort and accomplishment. Several

 potentially useful methods already
 existing in certain areas of account

ing are cited, and other manage
ment control methods are suggested

 in broad outline. The article con
cludes with suggestions as to how

 accountants can aid management
 in improving the use of the task

 force concept.

Task
 force concept

Wickesberg and Cronin describe

 the task force approach as a team
 effort for accomplishment of a spe

cific objective or mission.1 The task
 force has an independent organiza-
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tional status that cuts across the

 

usual functional and departmental
 

lines
. Membership of the task force  

group is fluid. New personnel are
 assigned 

to
 it as needed, and other  

personnel, upon completion of their
 particular functions, depart for their
 permanent functional or depart

mental posts.2 The task force man
agement group, however, is rela

tively permanent for the duration
 of the task.

Product mission group
Another term applied to the task

 

force is that of a product mission
 organization.3 The task assigned is

 related to a mission in terms of per
ceiving a need, designing or de

veloping a successful product, pro
ducing it efficiently, stimulating de
mand, providing for distribution,
 and educating potential users.

Yet a third conceptual scheme is

 
that of a matrix organization.4 This

 view of task management is related
 to organizational structure some

what as shown in Exhibit 1 on page
 29, using a product mission as de
scribed above for an example.

In a research orientation, E. Duer

 
Reeves describes the duties of the

 task force manager as the follow
ing: (1) analysis of the business

 objectives of an area of operations,
 (2) determination of opportunities
 for the effective use of technology,

 (3) proposal of strategies and spe
cific technical projects to support

 those strategies, and (4) the co
ordination and execution of those

 strategies accepted.5 Johnson, Kast,
 and Rosenzweig mention five func

tions along slightly different lines:
 (1) perception of need, (2) design,

 (3) production, (4) delivery, and
 (5) utilization.6

Thus the task force concept in

 
business use may be defined in a

 number of ways. A common outline
 

may be discerned, however, indi



cating some basic attributes of task
 force management systems:

(1)

 

a project or mission orienta 
tion

(2)

 

lines of authority and com 
munications cutting across organi

zation functional areas
(3)

 

an ability to draw on needed  
resources and release those not

 needed
(4)

 

A management carrythrough  
of project or task responsibility

 from beginning to end.
(5)

 

Orientation to solution of  
one-time problems or projects

(6)

 

An unknown but finite life  
span for the task force.

Organizational configuration

The task force group cannot be

 

meaningfully considered in a com
mittee context or in a line-staff re

lationship with the rest of the or
ganization. Authority relationships

 and the relationships of task force
 members to others tend to be

 unique with each such group.
Such units range from an infor


mally constituted temporary group

 to study and resolve a production
 or marketing problem to the crea

tion of a long-lived corporate divi
sion to design, produce, and mar
ket one of a family of products. At

 these extremes, few special ac
counting, reporting, or evaluation

 problems are encountered. Mem
bers of the informal group remain

 attached to their departmental
 units, and their work can be con

sidered 
as

 a contribution of their  
“home” departments to the solution

 of a problem. This can be viewed
 as similar to lending a manager

 for committee service. The cor
porate division becomes a separate

 accounting entity, and traditional
 accounting methods and reports are

 adequate for the needs of the par-
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...and suggests some ways in which accountants might provide realistic measurements

ent management group. Between

 

these extreme positions, however,
 certain task-related features require

 unique organizational and account
ing solutions.

In practice, four general types of

 
task force configuration can be use

fully considered:
(1)

 

Task force members remain  
in their usual employment locations

 under departmental management,
 but their work on task force assign
ments takes priority over depart

mental work. Examples might be
 draftsmen, purchasing agents, per

sonnel clerks, and so forth.
(2)

 

Task force members remain  
in their usual work locations but

 are assigned to the task force man
ager for work scheduling and other

 

administrative purposes. Computer

 

programers and research staff
 

mem 
bers might be assigned in such a

 manner.
(3)

 

Task force members are lo 
cated temporarily away from their

 usual employment locations and
 are grouped with other project per

sonnel in an area assigned to the
 project. Engineers, sales managers,
 and accounting personnel might be
 so located.

(4)

 

Task force members are lo 
cated physically outside the firm

 but under the authority of the proj
ect manager for the duration of

 their ability to contribute to the
 mission. Technical advisors to ven

dors, project engineers, and tech
nical sales representatives might be
 

in this type of relationship to the

 

parent firm and the project man
ager.

Long-range planning

Yet another concept of the task

 

force arrangement within a firm is
 presented by Ronald J. Ross,7 who

 describes a permanent, task-like
 structure for the management of

 continuing long-range planning ac
tivities.

Additionally, within the area of

 
responsibility of the task force man

agement group a combination 
of these organization patterns may be

 developed. Such combinations are
 described by Johnson, Kast, and

 Rosenzweig as follows:

Product

 

Development

Project

 

Coordinator
Market  

Research
Product

R & D  
Production  

Engineering
advertising &  
Promotion

Physical.  Customer
distribution Relations

Project
Manager --A  

 
 

Project

 

Manager —B
 

...........  
 

Project
Manager —C 1

 
 

EXHIBIT I

A Matrix Organization

 

 

 
Project

 
  

 
 

Manager —N
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The heart of the task force concept is the ability to add 

new

 members  
when their contribution is needed and subtract members not needed.

“When an organization has a

 

variety of projects, ranging from
 large to small, it is often desirable

 to use a mixed organization. For
 programs of major magnitude a

 program type management may be
 established, but the rest of the op

erations may be carried out by the
 functional organization. When an
 organization is dealing with numer

ous smaller projects, a matrix may
 be used where there are well-es
tablished functional departments
 which have special skills and capa

bilities for performance on a va
riety of programs. Essentially, pro

grams flow through the functional
 complex and receive the services of

 these specialized departments. . .8
 Reeves cautions, however, that for

 a task force to be effective the man
ager must have a large amount of

 autonomy within his area of re
sponsibility. Of course, a carefully
 outlined area of responsibility is re
quired to promote such autonomy

 and to further ensure management
 control of the efforts of the task

 force group.9
At the center of the concept 

of 
autonomy for task force manage

ment is the fluidity of its structure.
 Wickesberg and Cronin note, “The

 heart of the concept rests in the
 ability to add new members when

 their potential contribution is high
 and to subtract members from the

 core group when specific contribu
tions have been secured. ... In this

 way, the team approach permits
 rapid adjustment to changing de

mands and requirements.”10
The task force idea is of necessity

 
related to a specific task or goal.

Efforts of the group must be man



aged in such a way as to ensure
 both efficient operations and effec

tive performance toward goals. The
 “mission” or task represents the
 orientation toward the completion

 of an assigned objective and a
 clean cut-off at the culmination 

of the project. Toward this end au
tonomy and flexibility are consid

ered essential.

Need for end point

Also essential is the need for a

 

clearly assigned end point, an event
 or state that signals the end of the

 mission.11 Failure to establish such
 an end point may result in the task
 force’s becoming a permanent part
 of the organization. Of course, this
 result may be the intention of man

agement—as in some product-ori
ented missions that assume an on

going departmental or corporate
 identity of their own. But such an

 intent must be recognized at the
 inception through the “mission” as
signed if control

 
is to be achieved.12

A product mission13 especially
 

re 
quires the predetermination of a

 stage of product research, develop
ment, production, or marketing at

 which the mission ends. A tendency
 may be noted to continue the mis

sion through customer relations and
 product redesign, in effect creating

 another permanent organizational
 unit.

A more difficult problem of end-

 
point-of-mission identification oc

curs in technological and research-
 oriented tasks. A “satisfactory” so
lution as opposed to a perfect solu



tion is in large part an area of

 

judgment which is impossible until
 at least one solution is available.

 Selection of such an end point will
 require a clear organizational view

 of the goals to be reached and the
 parameters within which the solu

tion should fall.

Research objectives

Research tasks have in reality

 

two separate objectives, according
 to Reeves.14 Management effort in
 research is first expended on the

 creation of
 

a desired “research capa 
bility.” Such a research capability

 becomes similar to a fixed asset,
 with attendant “fixed” costs associ
ated with upkeep of the resource.

 This research capability is then op
erated through annual variable ex
penditures for specific projects or

 missions. Control and evaluation
 problems are encountered in these

 two separate functional aspects of
 R & D efforts. In such a view, the

 “mission” must be clearly identified
 in each case and the nature of the

 end point marking the adequate
 development of capability must be

 distinguished from the end point of
 specific research results. Finally, an
 explicit understanding must exist

 within management with respect to
 the “costs” of terminating the “ca

pability” mission as opposed to ter
minating a project mission.

Problems

The need to control task force

 

groups and assure progress toward
 goals gives rise to several problems
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related to measurement. Scott15

 

enumerates three organizational
 problems of task force groups with

in a “traditionally” constituted or
ganization framework. First, the
 principle of unity of command is
 violated. Each man has an admin

istrative head and a task force man
ager, too. Second, the scalar prin
ciple is inapplicable because the

 task force does not lend itself 
to hierarchical concepts.16 Third, no

 meaningful line-staff or committee
like17 relationship exists between
 the task force group and the rest of
 the organization. The task force

 tends to be functionally managed
 along the lines suggested by Fred

erick Taylor in his principles of
 scientific management.

Scott goes on to say that the task

 
force orientation of certain groups

 accentuates accommodation activi
ties less common in the conven

tional organization structure. “The
 scalar indeterminacy which exists

 between project managers and de
partment managers gives rise to a

 transactional climate where bar
gaining and compromise are com
mon in resolving conflicts over the

 allocation of personnel and per
formance appraisal.”18

Other problems
From an accounting standpoint,

 

other issues arise in the area of con
trol through traditional reporting

 methods. First, periodicity is not a
 valid rule

 
for providing information  

to managers when the project or  
task life might be in terms of days,

 months, or years. Second, expense
 classification systems based upon

 natural or departmental lines re
quire some modifications when

 functional authority may be di
vided. Third, the revenue-recogni

tion aspect of a project that may
 end when marketability is assured

 causes some matching problems. A
 good case could be made in such

 circumstances for capitalizing proj
ect costs—if the eventual market

ability of project results could be
 assured. The cost structure of a
 task force project is not amenable

 to the setting of cost performance
 standards and measuring degrees

 

of task accomplishment for control

 

purposes. Other problems of cost
 allocation, classification, and report

ing permeate the function of sup
plying information for a task-ori
ented management group. The need

 for and relevance of nonfinancial
 criteria for task evaluation can po
tentially divide the information

gathering function. Multiple infor
mation sources often make control

 and evaluation processes cumber
some.

New evaluation and reporting

 
concepts are needed in accounting

 for task force management. The
 medium of accounting reports ap
pears to offer the greatest potential

 for facilitating a coherent control
 process. A part of the design of the

 task force group should be a deter
mination of the information needs

 of 
its

 management and of the par 
ent group. These data must be ade

quate “in terms of relevancy for
 setting objectives, for shaping al

ternative strategies, for making de
cisions, and for measuring results

 against planned goals.”19

‘Traditional’ accounting

Some of the methods used in ac



counting for functional areas 
of business performance at first ap

pear suitable to the purpose of ac
counting for a task force type 

of management unit. Only a brief ex
cursion into some of these areas of
 accounting is possible here, but

 some shortcomings of these ap
proaches should be presented be
fore an attempt is made to suggest

 additional methods of accounting
 measurement and evaluation.

Budgets and appropriations—A

 
primary control tool over task force

 management has been the review
 and analysis associated with budget

 formulation and the measurement
 and reporting systems associated
 with budgets. An appropriations

 budget or “program” budget allows
 management to periodically review
 the resources devoted to a task in
 view of past and/or anticipated
 performance. Under such a system

 control is periodic and minimal
 since a real analysis of technical

 aspects of task accomplishment is

Failure to establish a clear-cut end

 

point can result in the task force
 becoming a permanent part of the

 organization.
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Each man has an administrative head

 

and a task force manager, too.

difficult at best for general man



agement. In most cases budgets are
 routinely approved, and control is
 left to a tenuous assumption of pro

fessionalism of the task force man
agers. Or, worse yet, the appropri

ation may be tied to some other
 operating figure such as sales. Un
der this concept the mission of the

 task force group is relegated to the
 class of a necessary evil. Budgeting

 here becomes a sort of expenditure
approval type of control and is

 thus completely unrelated to the
 mission concept.

Cost centers—Under the cost

 
center method, costs of task force

 efforts are accumulated and re
ported—sometimes by budget ex
pense or functional classifications

 for purposes of comparison. A diffi
culty here is that the nature of task

 force performance tends to be
 unique, and standards of perform

ance, if they exist, tend to be in
adequate or not applicable to the
 specific work of the task force. Cost

 data are thus relegated to a role
 of classification rather than control

 over performance.
Internal control over expendi


tures— Expenditure control usually

 operates through specific requests
 and authorizations. These tend to
 be procedural and ineffective since
 the personnel making payments are

 unfamiliar with task force needs. If
 authorization for expenditures is
 vested 

in
 a person outside the task  

force group, the function becomes
 procedural and custodial 

in
 nature  

since he is even less likely to un



derstand the nature of the items
 he is approving than an inside

 source of authorization.
Hierarchy—Attempts to achieve

 
control through formal superior

subordinate relationships may be
 effective if the task force is con

sidered an organizational unit un
der a line department. To the ex
tent that the superior understands
 the mission and the nature of the
 tasks entailed, some effective con

trol may be possible. This latter
 condition is not likely to be met,
 however, and this method then
 carries all the shortcomings associ
ated with cost centers and expendi
ture control. Since the task force
 group may operate across organi

zational lines of hierarchy in at
 least some stages of its work, there

 is little reason to expect a single
 superior outside the task force
 group to be an effective control

 over its activities unless he has an
 adequate information system for
 the purpose.

Periodicity—A type of accounting

 
control over the usual organiza

tional component is obtained by a
 periodic closing of the books. An

 “accounting” or “audit” of the func
tion often serves to put managers

 in the position of having to show
 results or at least a position. In

 addition to the audit, revenues and
 expenses are compared, or costs

 are classified and compared with
 budgets.

Varying life span
The indeterminate life of a task

 

force group and the lack of real
 information (cost and performance
 standards) for the accounting audit

 function permit no control points
 such as in the periodic closing of

 other organizational units’ records.
 Since revenue is seldom a consid
eration in task force management,

 such a check point is not usually
 found. Where revenue or specific

 savings are a part of the mission,
 of course, this approach is useful.

 Furthermore, the entire life of a
 task force group may occur be

tween the dates of the periodic ac
counting closing and audit. The
 

task force may complete its mission

 

or be abandoned without such a
 formal audit of the task force rec

ords’ having occurred. The post
 audit is, of course, unable to serve

 a control or performance review
 function.

Responsibility reporting—While

 
the responsibility accounting con

cept appears suitable for task force
 management control, its shortcom

ings are obvious when it is remem
bered that specific cost responsi

bility is normally procedural and
 not significant for management

 evaluation when standards of ade
quate performance do not 

exist. Assuming that costs could be re
lated to measures of performance,

 say, at the laboratory technician,
 draftsman, or copywriter level, re

sponsibility reporting does have
 limited usefulness for the task force

 manager, though not for his organ
izational superior. Where neither
 specific standards nor measures of

 adequacy of performance are avail
able, the responsibility reporting

 concept simply cannot serve as a
 control 

tool. Natural 
or
 functional cost classi 

fication— Finally, the gathering of
 control data along natural or func

tional lines may be useful if in fact
 the task force is so organized. How

ever, the usefulness of these data

In most cases budgets are routinely

 

approved. The mission of the task
 force group is put in the class of a

 necessary evil. Budgeting 
here

 be 
comes a sort of expenditure-approval

 type of control and is completely
 unrelated to the mission concept.
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The relationship of various costs to the “mission” of the task force group

 

must he carefully thought out if a proper control system is to be developed.

would lie primarily along the pre



viously mentioned dimensions 
of budget control, expenditure con

trol, or cost center control. Again,
 however, a cost figure means little
 in terms of control just because it
 happens to fall within the budget

 or appropriation limits. Control still
 requires a determination of cost as

 an input compared to work per
formed or value received as an out
put. Neither of these measures is

 obtainable for one-time task force
 problem solutions except by highly

 technical personnel within the task
 force working closely with ac
countants.

New control measures

New accounting concepts are re



quired for the control of “manage
ment by task force.” Some measure

ment and evaluation techniques al
ready being used in other account

ing and management areas are
 amenable to the problems of task

 force control when used in con
junction with concepts of general

 management. In addition, new ac


counting concepts might be de



veloped to promote optimum or
ganizational control of task-force-

 oriented operations. A few of the
 possibilities are discussed below.

Account classification and inter


nal check—A sine qua non of con

trol for task force management
 groups is a good system of func

tional and organizational cost clas
sification. The task force project

 will probably consist of functional
 specialties with coordinators, “

in charge” personnel, and/or areas of
 assigned responsibility. The mech

anics for tracing and allocating
 costs along these lines already ex
ist and simply need to be adapted

 to the organization of the task force
 unit or to the elements of the mis
sions assigned. Source documenta
tion and procedures and charts 
of accounts should be established for

 the task group. The system must
 be quite flexible to handle one-of-a-

 kind transactions often requiring
 special analysis before being en
tered. Fixed assets might be

 “owned” by the task group or “bor
rowed” from the parent. The as



signment 

of

 such costs to the proj 
ect in meaningful ways will re

quire original investigation and
 thinking on the part of the account

ing staff. The relationship of vari
ous costs to the “mission” of the

 task force group must be carefully
 thought out if a proper control sys
tem design is to be developed.20

 Perhaps a general classification sys
tem might class costs as task-opera

tional costs and task-allocable costs.
 With such an underlying system of

 information gathering and report
ing, coupled with internal checks,
 the basis for more advanced con

trol concepts will have been estab
lished.

Intermediate objectives—In many

 
task force projects, systems such as

 the Critical Path Method (CPM)
 and Program Evaluation and Re

view Technique (PERT) are al
ready being used for scheduling

 costs, efforts, and activities. These
 techniques clearly set forth degrees
 of accomplishment expected at each
 step or time period in a manner

 similar to a budget. Also, an over
all measure of status is usually

The entire life of a task force group may occur between the elates of the periodic accounting closing and

 

audit. The task force may complete its mission or be abandoned without a formal audit having occurred.
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EXHIBIT 

2

The TOTE Unit*

An activity

 

on a time dimension

maintained with these techniques

 

showing time ahead of or behind
 schedule in comparison to planned

 performance. These methods of
 project planning usually include

 both cost and result expectations
 at stages during the project life.

 The accounting system can thus ar
rive at a performance measure in

 terms of costs expended and the
 effectiveness of costs already in
curred. An adaptation of PERT,

 PERT/Cost, is particularly suited
 to such reporting. Management

 control of task force groups is en
hanced to the degree that these

 techniques are incorporated in
 project plans. Scott states:

“In summary, the matrix organi


zation must be conceptualized as

 a total system which is constructed
 to achieve maximum coordination.

 Because of its reliance on networks
 of functions, communication, and

 decision making, it is particularly
 adaptable to such advanced plan

ning and control techniques 
as PERT and CPM. These devices

 place great stress on coordination
 and synchronization of activities to

 achieve the optimum utilization of
 resources available in that part of
 

the organization defined as the

 

project system.”21
Operational objectives—In those

 
organizations that assign task forces

 to operational groups for specific
 problem solutions, it may be pos

sible also to assign task force costs
 to the operating group. This pro
cedure would ensure that the task

 force efforts would be coordinated
 with the needs of the operating

 groups. In addition, the operating
 manager would be better able to

 ascertain degrees of task force ac
complishment, efficiency, and effec

tiveness. A built-in control exists if
 the operating manager can request
 management to terminate the task
 force group when in his judgment

 it is finished or unable to show
 progress toward its mission or if

 costs and benefits are too tenuous
 in the profit area of his depart

ment.22
Random audits—A system of sat


uration measurement such 

as
 that  

used in bank audits has some po
tential in task force control. In
stead of periodic accounting meas

urements, a system of random au
dits by specialists might provide

 measures of task force progress and
 

efficiency of resource use.23 

A

 con 
cept developed by Miller, Galanter,

 and Pribram24 called the TOTE
 unit (Test, Operate, Test, Exit) is

 interesting in its possible applica
tion to task force evaluation.

Exception correction
Briefly, an ongoing activity may

 

be considered 
as

 in Exhibit 2 on  
this page. Periodically a test or

 measurement is obtained and eval
uated. Should the result indicate

 congruity, or satisfactory relation
ship with policies and objectives,

 no change is made. If incongruity is
 found 

as
 a result of the measure,  

management should operate—ini
tiate activity—to correct the unsatis
factory conditions giving rise to

 the incongruity. Such a procedure
 is based on an active investiga-

* Adapted from Figure 1, 

“

The TOTE  
Unit,” from Plans and the Structure of

 Behavior by George A. Miller, Eugene
 Galanter, and Karl H. Pribram. Copy
right © 1960 by Holt, Rinehart and

 Winston, Inc. Adapted and reprinted by
 permission of Holt, Rinehart and Win

ston, Inc.
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Since periodicity is not an important or relevant aspect of task force management, ran



dom audits could be scheduled whenever accounting and other staff was available . . .

tive and goal-seeking management

 

rather than a passive management
 responding to periodic stimuli such

 as budget variances. The test pro
cedure might vary from a full fi

nancial audit of the activity on the
 system to an audit of some aspect

 of individual performance areas.

Management reassurance

Such a random audit measure



ment technique would serve to as
sure management of the task force

 that its policies were being fol
lowed and would communicate to

 task force members the impor
tance of having short- and long

term goals against which progress
 could be measured.

Random closings—A random clos


ing of financial records, together

 with an audit of work performed
 and/or a management audit, could
 lead to a random pattern of obtain

ing balance sheets, income state


ments, or expense reports and per



formance reports of task force op
erations. These periodic measures

 of attainment should serve to im
prove the control aspects of systems
 performance. To make such an

 evaluation approach feasible, the
 latest of these reports for each task
 force group could be incorporated
 in year-end reports of the firm,

 thus avoiding the year-end rush on
 the measurement system. Such

 timing differences are already be
ing satisfactorily handled by ac
countants in the preparation of

 consolidated statements for parents
 and subsidiaries with differing fis

cal-year accounting bases.

Periodicity not important
Since periodicity is not an im



portant or relevant aspect of task
 force operations, these random au
dits could be scheduled whenever

 accounting and other staff was
 

available. This would also smooth

 

out the work of the accounting de
partment and allow more efficient
 scheduling of work and more ef
fective internal audit performance.

 “Random” in this case need not be
 “surprise.”

Management audits—Most finan


cial audits deal with cost inputs

 and revenue outputs of an activity.
 The result is often considered a

 measure of efficiency. A manage
ment audit, on the other hand, be

gins with efficiency and goes on to
 develop criteria related to ade

quacy of procedures and effective
ness 

of
 the unit in meeting mission  

objectives. There would appear 
to be a problem in management au

dits by accountants of the com
plex and technical programs that

 are typical of task force assign
ments. However, the experience
 of the Government Accounting Of
fice (GAO) and of CPA firms 

in their management advisory services

Task force managers should be encouraged to incorporate in task force proposals some

 

type of schedule showing intermediate progress points and clear end-point criteria.
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Task force budgeting for

 

control purposes should

 begin with actual costs of the

 specific research hours,

 design hours, test time, and

 so forth, as compared with

 expected or budgeted hours

 at that point in time, plus

 planned costs and variations

 therefrom.

(MAS) work have tended to sup



port the use of accountants for
 these broad-gauged audits of man

agement performance.25 The fore
most requirement of such an audit
 is an understanding of the “mis
sion” of the task force and of some
 financial and nonfinancial measures

 of the congruity of operations to
 the mission objectives.

Nonfinancial criteria of perfor


mance—The detailed budget usu

ally serves as a criterion or stan
dard against which operating de

partment performance can be eval
uated. For control purposes it

 should be a formula budget or a
 variable or flexible budget. The

 budget for a task force, however,
 is usually a “program” budget or

 fixed budget which cannot of itself
 measure efficiency except in spend

ing the appropriated amount and
 no more. Task force budgeting for
 control purposes might well in
clude more of the underlying data
 upon which money requests are
 based. For example, the task force

 budget might include such things
 

as
 research time, laboratory time,  

man-hours of technical and scien
tific performance, hours of test
 time, and perhaps the “opportunity

 costs” associated with diverting re
sources from other organizational

 areas.

Effectiveness criteria
Task force budgets should then

 

begin with actual costs of the spe
cific research hours, design hours,

 test time, and so forth, as compared
 with expected or budgeted hours

 at that point in time plus planned
 costs and variations therefrom. Be

ginning with this base of cost con
trol information, the appraisal

 function should bring accounting
 and technical knowledge to bear

 on the evaluation of managerial ef
fectiveness with respect to the use
 of such

 
hours and costs toward mis 

sion objectives.
Effectiveness criteria could be

 
based on such things as the num

ber of completed research or de
sign problems, the ability of the
 group to progress to a subsequent

 phase of their mission, and other
 

such nonfinancial evaluations 

as 

these.
The major point in the foregoing

 
analysis is that some intermediate

 progress points and transition stages
 must be included in task force
 plans at their inception. At least

 there should be some objectives
 and anticipations of costs at vari

ous stages in the task force mission
 planning. These must be elicited

 by management and placed in
 budget format so that major devia

tions from such anticipated points
 of accomplishment can be noted
 as the activity progresses. These

 points of departure should require
 explanation and/or analysis just as
 in any other aspect of the depart
mental operations of an organiza

tion.

Accounting task force
Use of the preceding concepts

 

and approaches to the measure
ment of task force effectiveness will

 allow management evaluation and
 control processes of some sort to

 take place. Not all of these tech
niques will be usable in every cir

cumstance. In essence, the meas
urement process must become in it

self a short-lived task force. Its
 membership must be recruited

 from accounting, technical, operat
ing, and management groups. Each

 individual involved in such a task
force type of control mission

 
should  

be familiar with the mission of the
 task force under review and the
 estimates and anticipations of prog

ress as budgeted by the task force
 manager in his initial charge or

 proposal.

Conclusion
Management by task force will

 

probably become a common fea
ture of tomorrow’s organizations.
 Some factors that make the task
 force approach increasingly attrac

tive to management are shorter
 product life cycles, the increasing

 technological problems of develop
ing new and sophisticated prod

ucts, and the increasing tendency
 of managers to think in terms of
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organizations 

as

 systems. In addi 
tion, more attention is being given

 by managers to the use of syste
matic problem-solving techniques.

 These same factors will also re
quire more adequate and timely

 generation of control information.
 Accounting controls that were suit

able to permanent organization
 structures with well defined depart

mental units and clear authority
 and responsibility frameworks are

 not likely to yield the types of in
ternal information needed by task
 force managers. An even greater
 problem is the generation of in

formation needed by the “parent”
 organization manager for purposes

 of evaluating and controlling the
 task force and its management.

Steps needed
For task force control purposes,

 

accountants should undertake the
 following

 
steps to establish  a proper  

reporting environment:
1.

 

Managers should be influ 
enced to incorporate in task force

 project proposals some type of
 schedule showing intermediate

 progress points and clear end-point
 criteria. If at all adaptable, CPM

 or PERT techniques should be used
 in the planning of projects.

2.

 

The accounting staff should  
establish a system of control and

 subsidiary accounts and related
 source documentations to provide

 for the classification of costs by
 project and by phase. Costs should

 be accumulated by major phases
 or components of the overall proj

ect, and such accounts should be
 closed and summarized upon ter

mination of each phase. Compari
sons should be made between each

 phase and the original project pro
posal as a routine matter.

3.

 

Based on project plans and  
a system of documentation and ac

count classification, a task force
 budget should be established, both
 in monetary and operational units
 of measure.

4.

 

As in construction contracts,  
task force project reporting should

 show costs to date and expected
 costs to complete, with explana

tions of expected variations from
 

total planned costs. Reports of re



sults should correlate with task
 force budget classifications.

5.

 

Prior to an audit, accounting  
personnel should be briefed on the

 work of the task force, its organiza
tion, its objectives, and

 
the terms of  

the original project proposal. Com
pleted phases of the project should
 be identified, and some bases for

 determining effectiveness in these
 areas should be established. The
 accounting audit staff itself should

 be organized 
as

 a task force, en 
abling the audit manager to draw

 upon any talent needed for a
 thorough audit.

The “new” accounting techniques

 
described for the evaluation and

 control of task type organization
 subunits are in reality new applica

tions of
 

some already accepted  tech 
niques of accounting measurement.

1

 

A. K. Wickesberg and T. C. Cronin,  
“Management by Task Force,” Harvard  

Business Review, November-December,
 1962, p. 111.

2

 

Ibid., p. 113.
3
 

Richard A. Johnson, Fremont E. Kast,  
and James E. Rosenzweig, The Theory

 and Management of Systems, Second
 Edition, McGraw-Hill Book Company,

 New York, 1967, p. 140.
4

 

William G. Scott, Organization Theory  
—A Behavioral Analysis for Management,

 Richard D. Irwin, Inc., Homewood, Illi
nois, 1967, p. 131.

5

 E.

 Duer Reeves, Management of In 
dustrial Research, Reinhold Publishing

 Corporation, New York, 1967, p. 88.
8

 

Johnson, Kast, and Rosenzweig, p. 142.
7
 

Ronald J. Ross, “For LRP—Rotating  
Planners and Doers,” Harvard Business

 Review, January-February, 1962, pp.
 105-115.

8

 

Johnson, Kast, and Rosenzweig, p.  
147.
9

 

Reeves, op. cit., p. 75.
10
 

Wickesberg and Cronin, op. cit., p.  
113.
11

 

Ibid., p. 116.
12
 

Reeves, pp. 74-75.
13
 

Johnson, Kast, and Rosenzweig, pp.  
140 f.f.
14

 

Reeves, p. 76.
13
 

Scott, p. 132.
18
 

Johnson, Kast, and Rosenzweig, p. 146.
17
 

Wickesberg and Cronin, p. 113.
18
 

Scott, p. 132.

Beginning with a well-thought-out

 

account classification system, com
parisons can be made with inter
mediate planning objectives and

 with operational objectives and
 criteria of “satisfactory” progress

 toward them. Further techniques
 might include random audits, ran

dom account closings, management
 audits, and the use of other non-

 financial performance criteria. Each
 of these areas requires rethinking

 of basic accounting control sys
tems and special application of the

 skills and knowledge of accountants
 working with others in the devel

opment of control-oriented meas
urements. It is to be hoped that

 this article will serve as a stimulus
 to encourage those who have al

ready developed task-force-related
 controls to give others the

 
benefit of  

their experience.

19

 

R. Ronald Daniel, “Management In 
formation Crisis,” Harvard Business Re

view, September-October, 1961, pp. 111-
 121.

20

 

The development of some cost guide 
lines is discussed in Don T. DeCoster,

 “PERT/COST: The Challenge,
”

 Man 
agement Services, May-June, 1954, pp.

 13-18.
21

 

Scott, p. 132.
22
 

Reeves, pp. 83-84.
23
 

Such a random audit technique has  
been suggested by Peter P. Schoderbek

 in “PERT/COST: Its Values and Limi
tations,” Management Services, January-

 February, 1966, p. 32.
24

 

George A. Miller, Eugene Galanter,  
and Karl H. Pribram, Plans and the

 Structure of Behavior, Henry Holt and
 Company, New York, 1960, pp. 21-40,

 “The Unit of Analysis.”
25

 

For example: “The primary purpose  
of GAO Audits is identified as making

 independent examinations for the 
Congress into the manner in which Govern

ment agencies discharge their financial
 responsibilities. These responsibilities are

 then broadly defined to include admin
istration of funds and utilization of

 property and personnel only for author
ized programs, activities, or purposes,

 and the conduct of programs or activi
ties in 

an
 effective, efficient, and eco 

nomical manner,
”

 Ellsworth H. Morse,  
Jr., 

“
GAO Audits of Management Per 

formance,
”

 The Journal of Accountancy,  
October, 1961, p. 43.
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Computers, which have the capacity to overwhelm

 

all levels 
of

 management with superfluous reports,  
are, paradoxically, ideally suited for management

 by exception, if the planning and programing are
 handled well—

FITTING OPERATIONS CONTROL REPORTS

 

TO MANAGEMENT’S NEEDS

William F. Gamer
Lockheed Aircraft Corporation

Management by exception—via

 

management reports that
 

call  
attention to the exceptional as dis

tinguished from the routine—is still
 honored more in the breach than

 in the observance. Yet the elec
tronic computer is an ideal vehicle
 for precisely this kind of informa

tion system.

In an effort to reduce systems

 

analysis and programing expense,
 the planners of many of the ear

lier computer installations adopted
 what now appears to have been a
 penny-wise but pound-foolish ap

proach. They provided for routine
 print-outs of all data, both the

 usual and the exceptional. Thus,
 

recording masqueraded as report



ing, and managements were inun
dated with reams of tabulated data

 that failed to satisfy their need for
 identification of potential trouble

 spots while there was still time
 for corrective action.

In newer installations, in con


trast, planners are incurring heavy
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Many early data processing installations provided for print-out of

 

all data, the routine and the exceptional. Planners now are wiser.

(nonrecurring) systems installa



tion and programing expense 
to leave 99 per cent of the data in

 the computer’s memory and report
 to management only the significant

 1 per cent of unusual or excep
tional information actually needed

 for management decisions. (Addi
tional details can, of course, be re

called from the computer memory
 whenever they are needed.)

Managers at each level of the

 
organization need timely control

 reports to warn them of areas in
 which the attainment of goals is in
 jeopardy. A number of reports are

 discussed briefly in this article.
 They range in subject matter from

 purchasing to accounts receivable
 and in recipient from mail room

 supervisor to financial vice presi
dent. Some are manually prepared;

 some are computer-prepared; and
 some are prepared by combinations
 

of
 manual, computer, and/or peri 

pheral equipment methods.
But all have certain characteris


tics in common. They are short.

 They are timely. And they are
 based on the exception principle;
 that is, their objectives are to pin

point potential problems before
 they become critical, disclose signi

ficant deviations from plans, and
 spotlight unusual situations requir

ing management’s attention.
Here are some examples from a

 
cross section of control reports:

Procurement
Daily reports show:

Percentage rejects in items re



ceived
Percentage shortage in scheduled

 
production material

Significant variances between

 
number of requisitions per month

 and forecast
Significant change in average

 
total costs of issuing a requisition

Significant difference between

 
suppliers’ performance and prom

ised quality and time
Significant change in flow time

 
from request to purchase to pur

chase order issuance.

Timekeeping
Foremen report only exceptions

 

to employees’ normally scheduled
 workdays.

Idle machine report
A daily report from each fore



man to the factory manager (shown
 in Exhibit 1 on page 40) gives idle

 time, cause, and cost for each ma
chine in the foreman’s area.

Quality control
Each inspector’s daily report in



dicates the quantity of rejected
 units, the number of units in

spected, elapsed hours, units in
spected per hour, standard units

 per hour, and comments on signi
ficant developments observed.

The quality control manager’s

 
daily report shows scrap totals and

 percentages, rework totals and per
centages, percentages of non-in

spection time, inspection cost per
 

unit removed, and any abnormal

 

ratio of inspection and quality con
trol personnel to factory employees.

Construction project
Deviations from the day’s sched



uled progress, accidents, absentee
ism, and unusual developments at
 the construction site requiring

 changes in plans are reported daily.

Research 

and

 development
Project engineers submit daily re

ports of unforeseen developments
 that could cause changes in plans.

Facilities
 utilization

A traditional steel industry daily
 report shows the actual versus

 planned percentage of production
 to total capacity. Prior periods’ per

centages are also shown for com
parative purposes. Since the idle
 capacity is more symptomatic of

 potential problems than the pro
ductive portion, it would appear

 that—for control purposes—the com
plement of the present figures

 might be more appropriate.
In the hotel business, a daily in


ternal audit report shows differ

ences between the housekeeper’s
 report of rooms occupied and the

 night clerk’s report of rooms that
 were authorized to be occupied.

Power plant
The daily report from a factory’s

 

power plant to the chief engineer
 compares actual vs planned figures

 for fuel used, fuel on hand, steam
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pressure, temperature, and other

 

information useful in controlling
 power plant operations. The ex

ception reporting principle is used
 on a flash basis, however, when

ever any of the readings are ab
normal.

Chief cashier’s office
A daily control report indicates

 

the number of uncompleted mail
 remittances, personnel changes, the

 number of change funds issued,
 and the time the last change fund

 was returned.

Accounts Receivable
The accounts receivable super



visor’s daily report to his manager
 shows the number of sales invoices

 held pending receipt of missing in
formation, the number of unposted
 remittances, and the number of
 days’ charge sales not yet posted
 to customers’ accounts.

Delivery performance
Differences between actual and

 

planned quantity of undelivered
 units at the end of each day are

 reported.

Mail room
A daily report shows any signi



ficant deviations from: (a) normal
 time of receiving mail from the

 post office, (b) completion of sort
ing, (c) number of mail readers,

 (d) time outgoing mail was com
pleted and closed, and (e) amount

 of outgoing hand-stamped mail.

Restaurant or cafeteria
The daily report shows any vari-

WILLIAM F. GAMER,

 

CPA, is program cost
 controller at Lockheed

 Missiles & Space Com
pany in Cupertin, Cali

fornia. Mr. Gamer for
merly worked as a

 senior cost analyst at
 Autonetics Division of
 North American Avia

tion Inc. and was engaged in public account
ing. He is a member of the California So

ciety of CPAs, the National Contract Manage
ment Association, the American Accounting
 Association, and the National Association
 of Accountants. Mr. Gamer is a frequent

 contributor to technical publications. He is a
 commerce graduate of New York University.

 

ance between actual and planned

 

number of meals served. For com
parison, the same information is

 shown for the previous day and the
 same day of the previous year.

Credit review
After customers’ orders have been

 

compared with credit data stored
 in the computer’s memory bank,

 only those orders rejected by the
 computer are referred to the credit

 department for approval or rejec
tion.

Sales
Many retailers are giving daily

 

reports on “fast-moving” or “slow-
 moving” items to their merchan

dise managers.

Production control
Exhibit 2 on page 41 illustrates

 

the principle of visual “off-limit
situation” reporting built into rec

ords. Although variations of this
 visual control reporting device have

 been adapted to more sophisticated
 systems, this example’s simplicity

 focuses attention on the use of the
 exception principle. When the two
 shaded celluloid signals do not oc
cupy the same space, actual results
 do not coincide with plans, and
 management’s attention is alerted
 to a problem.

The production control unit ticket

 
shown here enables a factory pro

duction manager to keep jobs mov
ing through the plant at the planned

 rate. This facilitates on-time deliv
eries of finished units. A visible file

 contains one of these unit ticket
 cards for each job in progress. Be

fore a job is started, the scheduled
 dates for start and finish of each

 operation are recorded on the card.
 The following information is re

corded for each operation:
Date started (scheduled and ac


tual)

Date completed (scheduled and

 
actual)

Time required (scheduled and

 
actual)

A gray translucent plastic signal

 
at the bottom of the card shows

 when the next step should be fin
ished; and a colored signal shows

EXHIBIT I
Idle Machine Report

IDLE
CAUSE

 

HOURS

No operator

No materials

Repairs

Awaiting set-up

Awaiting tools

Awaiting instructions 
Total idle hours

% of standard 

Burden rate for idle time 

Cost of idle time 

FOREMAN'S COMMENTS 

 

when the most recent operation was

 

completed. The production control
 manager frequently glances at the

 signals on the cards to see whether
 work is ahead of schedule or be

hind schedule. If a job is behind
 schedule, he checks the detailed in

formation on the card, ascertains
 the causes for delay, and takes cor
rective action.

Alternatively, manufacturers with

 
computer capability are using com

puters to report “work behind
 schedule” and “work ahead of

 schedule.”
Another effective production con


trol display, which has passed the

 test of time, is the well known
 line of balance chart, which shows
 deviations from planned progress

 graphically.

Project management
Exhibit 3 on page 42 shows a

 

manually prepared schedule out
look report based on computerized

 PERT (Program Evaluation and
 Review Technique) projections.

 This manually prepared chart uses
 both color coding and above or be
low the line positioning to distin

guish between behind schedule and
 ahead of schedule situations.

Exhibit 4 on page 42 depicts the

 
use of above or below the 

l
ine  

positioning without color coding to
 permit computerized preparation

 of the schedule outlook report.
(Both these schedule outlook re


ports are modifications of the ace-
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EXHIBIT 2

Production Control Ticket with Visual,

 

Color-Coded, "Off-Limit-Situation" Reporting

Started

Date Time

Planned completion

Date

 

Time

Actual completion

Date  Time

UNIT TICKET

Unit number

OPERATION
Date started Date completed  Tine required

Sched. Actual Sched. Actual Sched. Actual

Truck purchased
In transit
Springs purchased
In transit
Subcontracting: (at X plant)

 

Fishplating  
Lift
Mounting of lift —
Test
Mounting of tires
In transit —  

Subcontracting: (at Y plant)

 

Bodies installed
Test  

Ladders purchased
Platform purchased
Final inspection & paint

—

..... ...

 

graycolor

Gray:
Schedule

Color: Actual

tate-covered chart illustrated on

 

page 9 of Volume II [Instructor
 Guide], Computer Assisted Pro

gram Evaluation Review Tech
nique Simulation, issued in Janu
ary, 1965, by the U.S. Government

 PERT Coordinating Group.)

Cash flow
Daily reports of significant devi



ations from previously projected
 cash balances enable financial man

agers to investigate and take cor
rective action.

Sales
The extremely high speeds 

of 

computers in performing memory
 searching, comparing, and arith

metic computations make it feas
ible to obtain prompt reports of
 significant deviations from planned

 sales (by territories, products, sales


men, or other classifications). Devi



ations previously programed as
 being not sufficiently significant to
 warrant management’s attention

 would not be reported unless speci
fically requested.

Equipment other than computers

 
can, of course, accomplish similar

 results. If computer speed is not a
 requisite, possible computational

 expense savings can sometimes be
 an important decision making fac

tor.

Inventory control
In some industrial stock control

 

departments, the presence of a blue
 “purchase history” card behind a

 related red “inventory record” card
 showing a below-minimum balance

 on hand tells inventory control per
sonnel that no purchase requisition
 has been prepared. (The blue
 

“purchase history” card accompa



nies the purchase requisition to the
 purchasing agent.)

Similarly, in some airline ticket

 
offices, the absence of a red-

 wrapped package of reserve supply
 airline tickets tells the ticket office

 manager that his supply of ticket
 forms has dropped to the reorder

 point.
A computer-reported ratio that

 
has been useful in managing mili

tary inventories in 
excess

 of $15  
billion is the ratio of current de

mand to average demand. This ra
tio tells military supply managers

 when average demand is not being
 experienced, thereby inviting their
 attention to potential management

 problems.

Organizational ills
Because organizational structure
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EXHIBIT 3

Manually Prepared, Color-Coded

Schedule Outlook Report

1/15 1/30 2/15 2/28 3/15 3/30 4/15 4/30

Reporting Dates

EXHIBIT 4

Computer-Feasible Schedule Outlook Report

Using above-or-below-the-line positioning

 

without color coding

15
14
13
12
11
10 x

9
8
7
6

 

x
5
4
3
2

 

x
1

 
x

0 
----------------------------------------------------------------------------------------

1

 

x
2
3
4
5
6
7
8
9

10

1/15 1/30 2/15 2/28 3/15 3/30 4/15 4/30

Reporting Dates
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Days

 

Behind
 Schedule

15
14
13
12
11
10

9
8
7
6
5
4

3 
2

1

0
1
23
4

5
6
7

8
9

10

Days
Ahead of

 

Schedule

Days

 

Behind
 Schedule

Days

 

Ahead of
 Schedule
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can facilitate or hamper operational

 

success, it might be well to con
sider management control reporting

 of organizational problems. Report
 format and methods of communica

tion would be anything but
 

routine.  
These reports, however, should be

 designed to give top management
 visibility into symptoms of organi

zational problems that could inter
fere with successful operations.

Problem symptoms
Top management might want to

 

be kept informed of any symptoms
 of the following situations, any or

 all of which can spell serious cor
porate trouble:

Absence of teamwork
Overlapping or duplication of

 

authority
Workers reporting to more than

 
one superior

Vague or ambiguous definition

 
of departmental functions

Invisible lines of authority ac


tually being observed at variance

 with those shown on the organi
zation charts

Not enough Indians, but too

 
many chiefs

Bottlenecks
Incompetent personnel in key

 

positions
Faulty distribution of administra


tive workload

Organization structure not com


patible with goals

No responsibility accountability

 
system

Insufficient delegation
Responsibility for reliability of

 

performance not defined
Major functions not in keeping

 
with changed circumstances.

Conclusion
If executives have to waste their

 

time scrutinizing piles of com
puter print-outs or other “raw,”’

 unscreened figures to find out how
 well their performance goals are
 being attained, chances are that

 the reporting system needs a major
 overhaul.

Staff specialists should coordi


nate the design and

 
implementation  

of control reports—some manual,
 others computerized. (Examples of

 

both types of reports have been

 

presented in this article.)

Needs must be known
Computers can be programed to

 

report only what management con
siders to be worth reporting. The

 best time to establish criteria, sys
tems, and programing for selective
 (“off-limit”) reporting is, of course,

 before the computer is installed. A
 new system’s input specifications,

 input-sorting procedures, demand
 and batch processing methods, and

 the like depend on the desired out
puts. If management’s desire for

 exception reporting is not made
 known until after a computer sys

tem has been installed, the cost 
of adding the capability for such out

put to the system could well be ex
cessive. In such cases manual ex
ception reporting and peripheral
 equipment are well worth consid

ering.

The necessary focus
The focus should be on the

 

few significant bits of information
 (based on each management level’s

 responsibilities) that will warn the
 responsible executive of symptoms

 indicating potential failure to at
tain goals. At the lowest levels con

trol reports can be simple but spe
cific.

Reports 
to

 higher management  
are usually less detailed but broad

 enough in scope to communicate
 the problems and offer indications

 of corrective measures being con
sidered.

This is by no means the same

 
thing as saying, “Never mind the

 doughnut; pay attention to the
 hole.” A better way of putting it

 might be, “The unexpected should
 have first priority on management’s

 time because it probably needs
 management action more than the

 areas that are normal or expected.”
 Since managers cannot (and should

 not) review every event or bit 
of data, the reporting system should

 be designed to focus management’s
 attention automatically on problem

 areas. More mundane matters can
 wait until the emergencies have

 been handled.

The reporting system should be so

 

designed that it focuses management
 attention immediately on problems.
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The bill of materials processor, a software package

 

offered by many computer manufacturers, fills 
the obvious uses for which it was designed. But, beyond

 that, the author’s company has applied it in many
 cases where traditional methods can’t work well—

EXPANDING THE USES OF THE BILL OF
MATERIALS PROCESSOR

by Jonathan Bayliss
The Gorton Corporation

The so-called bill of materials

 

processor, a computer soft
ware package offered by IBM,

 Honeywell, and other computer
 manufacturers, is a tremendously

 powerful tool.
The bill of materials processor

 
is a package of programs that will

 create, maintain, and retrieve in
 various forms the bills of materials

 of a manufacturer, particularly
 

those of a fabrication and assem



bly manufacturer. With suitable
 customizing it will provide three

 kinds of explosions — single-level,
 indented, and summarized. It also
 will give the same three kinds of

 implosions. In other words, the
 bill of materials processor will re
trieve, extend, and organize a man

ufacturer’s material requirements,
 past or future, six different ways.

All this is impressive enough.

 

But it is only the beginning of
 what the bill of materials proces
sor can be made to do by a skill
ful user.

More than a package
Actually the bill of materials

 

processor is not a programing
 package in the ordinary sense of
 

44 Management Services

46

Management Services: A Magazine of Planning, Systems, and Controls, Vol. 6 [1969], No. 2, Art. 9

https://egrove.olemiss.edu/mgmtservices/vol6/iss2/9



FIGURE I
the word but a basic piece of soft



ware of far more general signifi
cance. It is a method of file or

ganization; it is a package system
 that can be applied to many re

quirements for which the usual
 methods of file organization are

 unsatisfactory.
At Gorton (a frozen seafood

 
processor with national distribu

tion and international resources,
 which recently merged into Gen

eral Mills) we use the bill of ma
terials processor for operational
 cost control and logistical control,

 and we plan to use it soon for
 property administration. These

 three applications are described
 in some detail in this article. They

 do not begin, however, to exhaust
 the possibilities of this versatile

 tool. Once the principles of its use
 are understood, it can be adapted

 by an ingenious systems man to a
 wide variety of applications.

File organization
On our IBM System/360 Model

 

30 we basically use three different
 kinds of disk files:

We use sequential files (Figure

 
1 on this page) generally for high

 volumes of data with very high
 growth rates, when the records

 have coded connections 
to

 each  
other, when mass high-speed proc

essing is required, and when there
 is little need for random access.

 With such files we rely on selec
tion and sorting techniques to a

 very high degree, and it is in this

JONATHAN BAYLISS is

 

director of management
 services at The Gorton

 Corporation in Glouces
ter, Massachusetts. He

 is a member of the
 American Production and
 Inventory Control Soci

ety, The Institute of
 Management Sciences,

and the administrative systems committee of

 
the Grocery Manufacturers of America. Mr.

 Bayliss had previously been a consultant,
 a sales analyst at The Carter's Ink Com

pany, and an administrative assistant to the
 sales manager at the Malsbury Manufactur

ing Company. He attended Harvard College
 and was graduated from The University of

 California (Berkeley), where he was elected
 to Phi Beta Kappa.

Sequential File

manner that we establish the re



lationship between records. Our
 general data base for sales statis
tics, accounting, and inventory is a

 multi-pack sequential file.

Random access 

files

We use index sequential file or

ganization (Figure 2 on page 46)
 when the records are sometimes

 used in sequence but often accessed
 randomly. In this case the rela
tionship between records depends

 primarily upon the key. These files
 are used primarily for master ref
erence and are almost always on

 line for purposes of supplying con
stant information in a nonredun

dant manner. Master reference
 data, such as product description
 and standard costs, appear only

 once in the system, and the file
 

which contains them is usually

 

running in parallel with one of the
 other two types of files.

The third type of file is the bill

 
processor (Figure 3 on page 47).

 It is used for establishing relation
ships between records which need
 not be related by key or by other

 coding characteristics. These rela
tionships may be changed, and so
 may the data content of the rec

ords. This statement will be ex
plained more fully later in the
 article. For the moment, suffice it
 

to
 say that this kind of file organi 

zation is really an organization of
 two files—a master file and a struc

ture file. The master file contains
 constant, semi-constant, or com

pletely variable data pertaining to
 an entity. The master file is like

 a dictionary that contains only
 nouns. The structure file, on the
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FIGURE 2

Index Sequential File

other hand, is like a dictionary

 

that contains only verbs, in that it
 shows connections between, or the

 actions 
of,

 the words in the other  
file. These structural relationships

 may be semi-constant or fully vari
able, and this characteristic is the

 key advantage of this kind of
 chained file.

The three types of files are com


pared in Figure 4 on page 48.

 The sequential file is like a straight
 line whose points can be re

arranged to a limited degree.
 The index sequential file resembles

 a curved 
l

ine that can be followed  
in one direction only. The proc

essor files, however, are like a
 network. It is possible to travel in

 either direction and to get from
 any one point to any other point.

 For this reason we often call the
 “bill processor” a network file.

Network files
With a network file—or two files

 

or even three if it is desirable to
 add a third dimension—the user

 can reverse or alter his search (un
like with a sequential file) without
 sorting, and (unlike with an index

 

sequential file) he can make a

 

search without knowing what he
 is looking for. A given point, which

 represents an entity in the real
 world, need appear only once as a
 master record, regardless of the

 number of other entities it is re
lated to. Connecting lines can be

 changed without changing the
 identification of the entities in
volved. In other words, the file
 provides the tools of construction;

 it offers a way of putting building
 blocks together like a limited num

ber of atoms which can make up
 an astronomical number of differ

ent molecules. There are converg
ing networks and diverging net

works and hierarchical networks
 —all of which can be modeled with

 this kind of file. (See Figure 5 on
 page 49.) And there are also net

works that are composites of these.
The thing that makes a network

 
file much more powerful than it

 may have seemed from the discus
sion 

so
 far is the possible uses of  

the structure records, which are
 represented by the lines between
 the points in the diagrams. In the
 earlier figures most of the records

 were left blank. In Figure
 

6 on page  

50 these fields are filled in. The

 

master records can have as many
 fields as the user wishes, and these

 fields can each be updated in the
 course of processing—each accord

ing to its own programed rules. In
 other words, variable quantities

 can be assigned to points in the
 network, and each point can actu

ally be a cluster of smaller points.

Field as valve
More important, however, is

 

what can be done with the fields
 in the structure records. One field

 (S1 in Figure 6) would normally
 be a coefficient. It could be thought
 of as a valve that is set at any

 point between fully on and fully
 off. The several valves through

 which the data flow—let’s say, on
 the way down from the top—thus

 determine the proportion of the
 flow that takes one branch or the
 other. When there is only one con

necting record, naturally, 100 per
 cent has to flow in that one direc

tion only.
The second field, shown in the

 
structure record (C1), which

 again may be made up of several
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FIGURE 3

Bill Processor File(s)

STRUCTURE RECORDS
KEY

 

 

MASTER RECORDS

sub-fields, may contain control

 

data of its own. This data also
 may be updated during process

ing. It may measure the flow
 through its leg of the system. Or
 it may shape or modify the infor

mation that is flowing through the
 system according to certain char

acteristics.
The diagrams of these network

 
types should suggest many appli

cations of the bill of materials
 

processor. A manager who needed

 

a PERT or a CPM program and
 lacked a specialized package could

 use the network file to tailor his
 own planning system. It could be
 used in library management for
 cataloging books and retrieving

 bibliographic cross-references by
 subject, by author, by title, etc. It
 could be used for organization

 charts that show functional and
 working relationships as well as

 

nominal chains of command. It

 

could be used for complicated cost
 allocations in an accounting sys
tem.

Uses of program
It can be used for almost any

 

purpose that is best served by a
 structural model when both the

 structure and the content are vari
able. It can be used for chaining
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FIGURE 4

Comparative File Geometry

historical facts in a cumulative

 

fashion so that when reference is
 made to the present condition of,

 say, a person in a hospital, it is
 also possible to retrieve an unlim

ited number—a variable number—
 of previous status reports as well

 
as

 all the connecting events be 
tween them, such as medication or

 surgery. Theorists say that a sys
tem can never be fully designed.

 This is all the more reason to use
 a network file, which can grow

 and change 
as

 the real world  
grows and changes.

Bill of operations

At Gorton we are applying net



work file technique in three ways.
 One subsystem has been opera

tional for over a year. Another
 is approaching the first stage of

 

implementation. For the third pro



graming has barely begun.
The first subsystem is our bill

 
of operations, illustrated in Figure

 7 on page 51. This includes the
 conventional bill of materials, but
 we call it a bill of operations be
cause it includes more than just
 materials. It also contains, in effect,
 elements of processing itself—such

 intangibles as fixed overhead,
 labor, storage and handling, and
 other nonphysical components 

of our finished products. With this
 subsystem we update our standard

 costs, usually once every four
 weeks, by changing the cost of in
dividual components that may be

 common to many finished prod
ucts. We thus can very quickly ex

plode the effect of a change in the
 world commodity market and

 swiftly adjust our prices to follow
 

the domestic market without dis



torting our gross margins on sales.
 Our reaction time has improved

 by at least a month.
The bill of operations can be

 
used to simulate tentative cost

 schedules and—once the sales bud
get is locked in—to project mate
rial requirements for the year

 ahead and cost them out, period
 by period, to form the basis of the

 company’s expense budgeting. Nat
urally, we also explode short-term

 revised production forecasts for a
 limited number of time periods.

 These are known as “summary ex
plosions.”

“Indented explosions”
“Indented explosions” are used

 

for audit trails or special analyses
 (such as in the case of anticipated

 shortages) to give us the cost and
 quantity of materials and services

 required for any given quantity 
of any given finished product.

A “where-used” retrieval listing

 
is made periodically for each com

ponent as a reference manual for
 the purchasing and cost account

ing departments.
“Summarized explosions” are the

 
ones often used. They take several

 forms. In one form, the summary
 goes down one level only in the

 product tree, to what we call
 

“cost  
categories.” These are accounts

 from our chart of accounts. This
 summary gives us our standard

 cost absorptions for posting to the
 books. Other summarized explo

sions pick up materials only at
 their lowest level, that is to say,

 as purchase requirements. Still
 other summary explosions may be

 run at an intermediate level, such
 as an explosion of production de
partment requirements for mate

rials that must be immediately on
 hand in the warehouse, in the form

 and at the value of productive
 line usage.

In the bill of operations subsys


tem, since each item appears only

 once, it is possible to tie together
 rather complicated processes. For
 example, we are able to combine
 batch process accounting with pro

duction line items when some of
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FIGURE 5
the components are mixed in

 

batches at a previous point in time
 whereas others are used only on

 the day of final production.
Underlying our subsystem is the

 
concept of “value added” at each

 step of the way. This network file
 is so flexible that we can usually

 introduce new elements of com
plication, new cost accounts, new

 processes, new value increments 
of any kind without changing the

 programs. We are able, for in
stance, to use a “plant cost differ
ential” cost category for plugging

 and equalizing the standards for
 finished products made at more

 than one plant, with different
 labor rates, yields, and overhead

 charges.
After all this time we still have

 
a lot to learn about how to use

 this versatile tool. We have a long
 way to go 

in
 bringing our actual  

cost data collection to the level 
of sophistication that will do full jus

tice to the bill of operations in
 measuring variances by individual

 items.

Logistical model
Our second application of net



work files is the most monstrous.
 It is huge. It is nothing less than a

 working model of our entire logis
tical system (shown in Figure 8

 on page 52). It will project sales,
 production, purchases, and inven

tories for every stock-keeping unit
 sold in every one of several hun

dred markets from any one of a
 couple of dozen local warehouses

 or from any one of three distribu
tion warehouses supplied by any

 of three base warehouses and pro
cured from any production line or

 vendor.
But we are an inventory man


agement business, and it’s worth

 the effort. And this vast detail-
 thanks to network files—is not as
 overwhelming as it appears. Once

 the model is built in simplified
 form, it can be expanded in struc

ture step by step, and it can be
 updated in data content by selec
tive changes as conditions warrant.

 In other words, our annual fiscal
year budgeting (which centers in

Network Types

sales and logistics) will be in

 

process all year long. Once the
 initial budget is fixed for the fiscal
 year, the operations planning sys

tem will be used to revise it mar
ket by market, item by item, ware

house by warehouse, freight rate
 by freight rate, etc. This continu

ously revised budget constitutes
 the operating plan according to

 which all operating decisions are
 made.

Hitherto our operating forecasts,

 
although we have revised them

 periodically, have not represented
 

a synthesis of local forecasts. The

 

planning has been limited—as most
 such planning is, everywhere—to

 the major base and distribution
 warehouse level. There has been

 no way to reflect changes in mar
kets, local promotions, loss 

of major customers, gain of major
 customers, or special local compe

titive situations. In other words,
 we have had no way of formally

 gathering and reflecting the
 

knowl 
edge of the man in the 

field.
 Now,  

in contrast, the effect of a change
 in major customers in San Fran-
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cisco will be felt in the production

 

planning for the following period.

One-year projection
These forecasts, then, are pushed

 

up through the network warehouse
 by warehouse, week by week. The

 total draft on our production and
 procurement system for each week

 in the year is then projected for a
 minimum of one year ahead. This

 is a moving one year ahead. But
 the system also must preserve the
 span of the fiscal-year financial

 budgets and sales objectives; there
fore we will actually keep up to

 two and a half years (including
 long lead times for raw materials)

 stored in the computer at all times.
This “draft” phase of the system

 
is now finished and we are about

 
to

 introduce it progressively into  
the lifestream of the company.

The second phase is another six

 
months off. We shall take our pro

duction and purchase plans, as
 tentatively adopted, and feed them

 into the other end of the network.
 By forcing them through the sys
tem in the opposite direction we

 shall be able to correlate projected
 demand with tentative supply at
 each point in the system for each

 week in the year. This simulation
 will probably result in several re



visions of the supply plan. Once a

 

supply plan is found which will
 not permit an out-of-stock situa

tion and yet will not build up in
ventories beyond safety stock re
quirements (except 

as
 may be  

necessary for production and pur
chase smoothing), we shall lock

 in that supply plan for the ensuing
 planning period and calculate its

 effects upon costs and (using the
 bill of operations) upon operating
 requirements.

Obviously, in order to arrive at

 
such a plan, we have to calculate

 inventory balances projected at
 each point in space for each point

 in time. In phase three, we will
 use these inventory balances for
 inventory storage cost projections

 and for variable budgeting in gen
eral. (We shall use our distribution

 cost simulator, off 
l

ine, to compute  
financial holding costs and other

 refinements which could not be in
cluded in this operating model.)
 As a result of these calculations 

of financial implications, we may find
 that efficiency in production, pro

curement, and traffic has been
 achieved at the expense of finan

cial efficiency, and therefore we
 may wish to revise our procure
ment and shipping plans once

 again in order to reduce the total
 cost of the entire company opera



tion. In short, the operation plan



ning system is itself a simulator.
It is 

also

 the framework within  
which all other logistical uses of

 the computer will fit. For example,
 as an extension of our present dis

tribution warehouse replenishment
 calculation, we are about 

to
 install  

the new IBM Inventory Control
 System, which is a sort of manu
facturer’s version of IMPACT.*

 The intrinsic forecasting involved
 in this subsystem will act as a
 kind of governor on the long-range

 extrinsic master forecasting that I
 have just described. They will

 couple with each other, and we
 hope to get the best of both

 worlds. Also, sooner or later we ex
pect to develop our own produc
tion scheduling matrix (probably

 a simulator of some type) for bal
ancing up production lines in time
 and relative load for the purpose

 of achieving the best practical pro
duction efficiency consistent with
 the seasonal variables of both sup-

*IMPACT (Inventory Management Pro



gram and Control Techniques) is a
 programing package for inventory con

trol supplied 
by

 IBM. Its operation was  
described in some detail in an earlier

 article in Management Services (“An
 Inventory Control System with Profit
able By-Products” by Anthony A. Val


lar
io, January-February ’67, p. 31).

Data Control

FIGURE 6
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FIGURE 7

Bill of Operations

ply and demand. This production

 

scheduling subsystem will then
 create the production plans that
 are fed into the main frame of the
 operations planning system in or
der to test their ability to meet

 demand for all products in all mar
kets every week and their effect

 on total cost.
We expect many heartaches in

 
developing this system —

 
particu 

larly in terms of storage capacity
 and processing speed problems,

 and even more in making it work
 for operating people. I am sure it

 will take five years and a larger
 computer to exploit the system

 fully. However, because of the ver
satility of network files, we can

 proceed gradually, we can intro
duce concepts step by step, and
 

yet we can begin to benefit almost

 

immediately from the system’s tre
mendous value for many different
 aspects of management.

Property administration
Our third application of network

 

files is not yet fully developed
 even in terms of our own think

ing. This is our projected property
 administration system, illustrated
 in Figure 9 on page 53.

Our objectives in property ad


ministration are these:

(1)

 

To record, maintain, and re 
trieve property lists by location

 and/or by custodial entity and/or
 by department charged (This in

ventory of properties is to include
 capitalized items, written-off items,

 

and expensed items of sufficient

 

interest.)
(2)

 

To calculate, retain, accu 
mulate, and retrieve depreciation

 and reserves of capital items
(3)

 

To maintain, on a current  
basis, records of property configu

rations— such as properties that are
 assembled into a single production

 line or office equipment made up
 of modular units

(4)

 

To produce, publish, and  
control equipment maintenance

 schedules and records of mainte
nance performed; also, to log

 equipment operating time or pro
duction figures for purposes 

of actual depreciation studies and
 maintenance control

(5)

 

To control capital expendi 
tures by means of matching au-
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FIGURE 8

Operations Planning

thorizations and estimates with ac



tual purchases and with all actual
 costs pertaining to the purchase

(6)

 

To create a job order sys 
tem which gathers and controls 

all costs pertaining to individual con
struction orders or work orders,

 providing for partial capitalization
 without losing any significant ele

ment of job expense history (This
 generalized job order accounting

 aspect could form the basis of the
 entire cost accounting system in a

 different type of business. Note
 

the similar function of our bill 

of 

operations.)
(7)

 

To record and control leases  
and rentals, with a cumulation 

of payments and a continuous record
 of payout status

(8)

 

To review and control in 
surance on all properties individu

ally
(9)

 

To provide for control of  
off-premises properties (such as

 electric motors sent out for re
building)

(10)

 

To provide for intracom 

pany transfers of properties as well

 
as

 trade-ins, sales of properties,  
etc.

Cost advantage
There is nothing unusual about

 

these objectives. But we cannot
 afford major effort or major over

head in all or several of these
 areas; we must try to achieve them
 all with one computer subsystem

 and with an irreducible minimum
 increase in clerical staff. I think
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FIGURE 9

Property Administration

that with network files we can kill

 

all these birds with one stone.
Again, we shall start slowly and

 
work in limited progressive steps.

 Our company has a tremendous
 need in all these areas, yet we

 cannot make this need a top pri
ority computer application. Its

 purpose is more defense and con
trol than direct profit making. The

 bill of operations, the operations
 planning system, and other pro

graming projects will have far
 faster and greater payoffs. Yet by
 taking advantage of the powerful

 software available to us 
in

 the  
form of network file organization,

 we can move 
in

 this direction  
many man-years faster than we

 could with a conventional and
 piecemeal approach.

Conclusion
In all three of these applications

 the key is flexibility — ease of
 

change of value and structure. File

 

maintenance is more sensitive,
 more comprehensive, and admin

istratively far cheaper than it
 would be with any other kind 

of file organization (that I know of)
 designed to serve the same pur

poses. It gives fingertip control,
 fine-tuning capability. And it gives

 the accuracy that can be achieved
 with nonredundant records serving
 multiple purposes.

Thesaurus approach
But its development is not easy.

 

Although the software is written
 by the manufacturer, these pack

ages take a great deal of study,
 and their programing structure is

 very difficult to master. Very good
 people are required to tackle

 something like this. No one should
 bother with the network file—I

 would say—if he has constant re
lationships between records or

 

very few changes to make in exist



ing records. In such a case, for in
stance, it might be better to use
 matrix algebra for explosions and

 retrievals.
However, when the nature of

 
the operation justifies the effort,

 network files will provide a the
saurus instead of a dictionary.
 When someone knows the mean

ing of a word he wants but can’t
 think of it, a dictionary does little

 good. Instead, he goes 
to

 Roget’s  
Thesaurus to find a key word in

 the definition he is thinking
 of,

 or a  
related word, or even the opposite

 word, and the book will retrieve
 for him almost every conceivable
 cross-relationship. A thesaurus is

 an information retrieval system de
veloped a hundred years before

 the computer. A network file ap
proach may provide 

all
 the advan 

tages of Roget’s logic of association
 without hedging the incredible

 power of the computer.
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TENTATIVE DESCRIPTION OF THE NATURE

 

OF MANAGEMENT ADVISORY SERVICES
 BY INDEPENDENT ACCOUNTING FIRMS

Statements on Management Advisory Services No. 1

 

by the AICPA Committee on Management Services

Introduction

1.

 

An independent accounting  
firm’s purpose in engaging in man

agement advisory services is to
 utilize the essential qualifications it
 has available to provide advice

 and technical assistance which will
 enable client management to con

duct its affairs more effectively.
 These essential qualifications are

 based in part on attributes ac


quired in conducting other aspects

 

of practice and include technical
 competence; familiarity with the

 client’s finance and control sys
tems and his business problems;
 analytical ability and experience in

 problem solution; professional in
dependence, objectivity, and integ

rity. Although not always identi
fied as “management advisory ser

vices,” independent accounting
 

firms have rendered advice and

 

assistance to clients outside the
 accounting, auditing, and tax areas
 for as long as the accounting pro

fession has existed.

Role of CPA

The role of an independent ac



counting firm in performing man
agement advisory services is to
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provide advice and technical as



sistance, and should provide for
 client participation in the analyti

cal approach and process. Specify
ing this as the proper role recog

nizes both the appropriate place of
 management advisory services and

 the realities of practice. This is the
 only basis on which the work

 should be done and it is the only
 basis on which responsible man

agement should permit it to be
 done.

When the services to a client

 
also include expression of an opin

ion on the fairness of financial
 statements, the matter of role has

 special significance, since it also
 relates to the independence of the
 accounting 

firm.
 Opinion 12 of the  

American Institute of Certified
 Public Accountants’ committee on

 professional ethics is explicit on
 this point. The accounting firm’s

 role is to provide advice and tech
nical assistance and to avoid mak
ing management decisions or tak

ing positions that might impair the
 firm’s objectivity.

2.

 

In recent years, management  
advisory services have been in an

 accelerating process of evolution,
 with the profession’s participation

 growing in response to requests
 from clients for assistance. In many

 instances, management needs and
 problems are more complex and
 the techniques involved in their

 solution more sophisticated than
 ever before. The profession’s re
sponse to the demand for advice

 has been to develop a broader
 range of services.

3.

 

The American Institute of  
Certified Public Accountants set

 forth the Institute’s basic policy re
garding management advisory ser
vices in the following resolution

 adopted by Council in April, 1961:
“It is an objective of the Insti


tute, recognizing that management

 service activities are a proper
 function of CPAs, to encourage all

 CPAs to perform the entire range
 of management services consistent

 with their professional competence,
 ethical standards and responsibil-

The committee on management

 
March-April, 1969

services believes that an interpre



tation of the phrase “the entire
 range of management services con

sistent with their professional com
petence, ethical standards and re

sponsibility” will contribute to the
 orderly implementation of this pol

icy throughout the profession.
Subsequently, Council, in Octo


ber, 1966, adopted “

A
 Description  

of the Professional Practice of Cer
tified Public Accountants.” Within

 the framework of this description,
 the committee believes that a fur

ther description of that portion of
 the practice generally referred to

 as management advisory services
 is desirable. Such an interpretation

 and further description will, among
 other things, serve to:

a.

 

Guide independent account 
ing firms in selecting and practic

ing in areas of service in which
 they can and wish to render advice

 and technical assistance to clients
 beyond those relating to auditing,
 financial accounting, and taxes;

b.

 

Assist those responsible for  
developing and conducting educa

tional programs for CPAs;
c.

 

Provide a basis for the general  
business community to become

 better informed regarding the na
ture of management advisory ser
vices as performed by independent

 accounting firms.

Description of management

 

advisory services
4

 

. Management advisory services  
by independent accounting firms

 can be described as the function of
 providing professional advisory

 (consulting) services, the primary
 purpose of which is to improve the

 client’s use of its capabilities and
 resources to achieve the objectives
 of the organization. This can relate

 to areas such as:
•

 

The management functions of  
analysis, planning, organizing, and

 controlling
•

 

The introduction of new ideas,  
concepts, and methods to manage

ment
•

 

The improvement of policies,  
procedures, systems, methods, and

 organizational relationships

•

 

The application and use of  
managerial accounting, control sys

tems, data processing, and mathe
matical techniques and methods,

 and
•

 

The conduct of special stud 
ies, preparation of recommenda

tions, development of plans and
 programs, and provision of advice
 and technical assistance in their

 implementation.
In providing this advisory ser


vice, the independent accounting

 firm applies an analytical approach
 and process which typically in

volve:
•

 

Ascertaining the pertinent  
facts and circumstances

•

 

Seeking and identifying ob 
jectives

•

 

Defining the problem or op 
portunity for improvement

•

 

Evaluating and determining  
possible solutions, and

•

 

Presenting findings and rec 
ommendations,
and following the client’s decisions

 
to proceed, the independent ac

counting firm may also be involved
 in:

•

 

Planning and scheduling ac 
tions to achieve the desired results,

 and
•

 

Advising and providing tech 
nical assistance in implementing,

 in combination with knowledge
 and experience in such areas as:

•

 

Organization and  management  
methods

•

 Office

 and management func 
tions

•

 

Systems and procedures
•
 

Data processing methods
•
 

Quantitative methods (mathe 
matics, statistics, etc.), and

•

 

Financial management,  
to produce solutions such as:

•

 A

 management information  
system

•

 A

 sales reporting system
•

 A
 cost accounting system

•
 

A work measurement program
•
 

Improved production control
•
 

An organization plan with  
statements of duties and responsi

bilities, or
•

 

An electronic data processing  
system.

5.

 

The above represents a con-
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This statement, whose exact

 

text is reproduced here

 without editing by

 Management Services,

 represents the opinion of the

 committee on management

 services as to the best

 practices in this field.

ceptual description of management

 

advisory services rather than a def
inition in terms of area of applica

tion of the services. The committee
 believes that the adoption of an

 itemized “list of acceptable areas
 of service” would be useful; how

ever, no generally accepted classi
fication of subject matter currently

 exists for this purpose. Also, the
 validity and acceptability of such

 a list would have to be dependent
 on there being clearly discernible

 criteria for differentiating among
 the range of possible subject mat

ter, and no such precise bases have
 yet been found.

There are several further reasons

 
why the development of such a 

l
ist  

appears to be unattainable. In the
 first place, many of the subject

 areas themselves do not have defi
nitions which are precise and 

exclusive enough to be usable or ac
ceptable in preparing the list. Sec

ond, the decisions regarding many
 of the subject areas, as being an

 “acceptable area of service,” could
 depend on considerations of the

 underlying subareas with which
 the independent accounting firm

 was concerned (e.g., research per
 se vs. a system for the planning
 and control of manpower partici

pating in research). Third, the cir
cumstances under which services
 are to be rendered in a particular

 subject area (a large 
vs.

 small ch-  
ent; a simple 

vs.
 complex prob 

lem) and the role of the independ
ent accounting firm (as a fact

gatherer vs. a recommender 
vs.

 a  
technical implementor) would also

 be pertinent in the determination
 of the fist.

Determining a scope of service

6.

 

The committee believes that  
an independent accounting firm in

 reaching a decision as to the scope
 of its management advisory ser

vices should be guided by certain
 significant criteria established by
 the profession, such as competence
 and independence. Certain criteria
 will apply primarily to the profes

sion 
as

 a whole, while others will  
be more relevant to the particular

 

independent accounting firm or

 

engagement.
7.

 

The CPA’s ability to learn  
and successfully apply the basic

 analytical approach and process is
 well recognized. The more difficult

 questions which must be answered
 by an independent accounting firm

 in determining a scope of manage
ment advisory services, however,
 relate to the depth of knowledge

 and experience required in the
 various subject areas and kinds of

 problems and solutions with which
 the firm might become involved.

 Since it is not possible to specify
 all the subject areas and types of
 problems with which independent

 accounting firms may be called up
on to deal, the committee suggests

 the following guidelines which
 should be useful in selecting a

 scope of services.

General guidelines
8.

 

Responsibility to Establish  
Scope of Services. Each independ

ent accounting firm has the re
sponsibility to determine the scope

 of services it is competent to offer
 to the public, subject to the pro
nouncements of the profession.

 Each independent accounting firm
 should make its own decisions in

 accordance with the type of prac
tice which it desires to conduct.

 It is anticipated that many firms
 will not choose to render manage

ment advisory services in all sub
ject areas.

9.

 

Independence. When provid 
ing management advisory services,

 the independent accounting firm
 must, 

as
 in all areas of practice,  

give particular consideration to
 both independence and the ap

pearance of independence as set
 forth in the Code of Professional
 Ethics particularly in Rule 1.01.

 This rule states in part:
“Neither a member or associate,

 
nor a firm of which he is a partner,

 shall express an opinion on finan
cial statements of any enterprise
 unless he and his firm are in fact

 independent with respect to such
 enterprise.

“Independence is not susceptible
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of precise definition, but is an ex



pression of the professional integ
rity of the individual. 

A
 member  

or associate, before expressing his
 opinion on financial statements,

 has the responsibility of assessing
 his relationships with an enterprise

 to determine whether, in the cir
cumstances, he might expect his

 opinion to be considered inde
pendent, objective and unbiased

 by one who had knowledge of all
 the facts.”

Ethics committee statement

In addition, the committee on

 

professional ethics concludes with
 the following statement in its

 Opinion No. 12:
“The committee does not intend

 
to suggest... that the rendering of

 professional services other than the
 independent audit itself would

 suggest to a reasonable observer a
 conflict of interest.... In the areas

 of management advisory services
 ..., so long as the CPA’s services
 consist of advice and technical as

sistance, the committee can dis
cern no likelihood of a conflict of

 interest arising from such services.
 It is a rare instance for manage

ment to surrender its responsibility
 

to
 make management decisions.  

However, should a member make
 such decisions on matters affecting
 the company’s financial position or

 results of operations, it would ap
pear that his objectivity as inde

pendent auditor of the company’s
 financial statements might well be

 impaired. Consequently, such sit
uations should be avoided.

“In summary, it is the opinion of

 
the committee [on professional

 ethics] that there is no ethical rea
son why a member or associate

 may not properly perform profes
sional services for clients in the

 areas of . . . management advisory
 services, and at the same time

 serve the same client as independ
ent auditor, so long as he does not

 make management decisions or
 take positions which might impair

 that objectivity.”
10.

 

Competence. The scope of  
management advisory services of

 

an independent accounting firm

 

also depends on another funda
mental and obvious matter—com

petence. Independent accounting
 firms have the responsibility to

 evaluate their ability to render
 management advisory services of

 a professional quality in each spe


cifi
c area. They also have the re 

sponsibility to refrain from repre
senting themselves as qualified and

 willing to accept work in areas
 where they do not possess the re

quired competence. Competence
 in professional work involves both

 the technical qualifications of staff
 personnel and the firm’s ability to

 supervise and evaluate the quality
 of the work performed. Compe

tence embraces both the analytical
 approach and process and the sub

ject matter of the areas involved.
The degree of competence re


quired will naturally vary accord

ing to the degree of difficulty of
 the engagement and the impor

tance of the recommendations for
 which the independent accounting

 firm will assume responsibility. It
 will also vary according to the role

 assumed by the firm—i.e., as an ad
visor, fact-gatherer, or technical

 implementor.
The independent accounting

 
firm

 will not always begin an en 
gagement with a full and detailed

 knowledge of the characteristics 
of the business or of all of the tech

niques available for the solution of
 the problem, for no two situations

 faced by a firm are ever exactly
 the same, nor are the technical

 procedures required to achieve the
 desired result identical. The firm

 is expected to adapt its procedures
 and knowledge to the circum

stances of the particular case and
 to research unfamiliar subject mat

ter involved in the solution of the
 problem. In those instances in
 which the acquisition of the nec

essary knowledge is not a natural
 part of the conduct of the engage

ment as a result of the fact-gather
ing procedure or of the normal

 research process, the independent
 accounting firm should question its

 competence to carry out the en
gagement.

With this statement, the

 

AICPA committee on

 management services

 launches a new series of

 opinions comparable to those

 that provide guidelines in

 accounting, auditing, and

 taxation. The second

 statement in the series, on

 competence, will appear in

 the next issue.

March-April, 1969 57 59

: Management Services, Vol. 6, No. 2, March-April 1969 [whole issue]

Published by eGrove, 1969



This matter is considered more

 

fully in Statement on Management
 Advisory Services No. 2, Compe

tence in Management Advisory
 Services.

Other considerations
11.

 

Other Considerations. The  
scope of management advisory ser

vices is such that no one person
 can be expected to develop suffi

cient specialized knowledge and
 skill in all areas in which clients

 might require assistance. A wide
 range of management advisory ser
vices can normally be performed

 only by a firm which includes both
 generalists and individuals who
 have acquired specialized qualifi

cations in the subject matters or
 techniques involved. Accordingly,

 the requirements for specialization
 in certain areas may limit the scope
 of management advisory services
 offered by any given independent

 accounting 
firm.

 As a result, many  
independent accounting firms will

 decide on a scope of practice
 which does not include areas of
 service offered by others in the

 profession.
The scope of services offered by

 
the independent accounting firm

 also should be adequate to iden
tify and resolve the clients’ basic

 problems and not just problem
 symptoms. If the scope is exces

sively narrow, there is a danger
 that the problem may be defined

 and solutions developed from too
 narrow a point of view to be really

 useful to the client.

Referrals
12.

 

Referrals. Referral of man 
agement advisory services work to

 other independent accounting
 

firms  
is an alternative course of action

 
to

 that of developing individual  
or 

firm
 capability. Recognizing the  

depth and breadth of skills re
quired to deal effectively with the
 clients’ basic problems and the

 economic limits of practice, the in
dependent accounting firm’s sense

 of responsibility to its clients may
 in some or all instances lead it to

 

refer the management advisory

 

services requirements of its clients
 to others. The referral arrangement
 may provide for a joint effort or
 provide for the services to be per

formed solely by the referee
 brought in for that purpose. In

 any event, to the extent that the
 independent accounting firm finds

 an effective way to co-operate with
 others, it may thereby expand its

 own knowledge and extend its own
 scope of service toward providing

 the full range of management ad
visory services.

13.

 

The Code of Professional  
Ethics. The applicability of the

 Code of Professional Ethics to
 management advisory services was

 clarified by Opinion No. 14 of the
 American Institute of Certified

 Public Accountants’ committee on
 professional ethics, which states,

 “. . . It is the opinion of the com
mittee that all provisions of the

 Code of Professional Ethics apply
 to management advisory services,

 except those rules solely applica
ble to the expression of an opinion
 on financial statements.” It is,
 therefore, the responsibility of the

 independent accounting firm to
 itself that the nature and scope of
 the management advisory services

 it elects to offer are in conformity
 with this requirement.

Conclusion
14.

 

The American Institute of  
Certified Public Accountants, rec

ognizing the needs of the business
 public and the long record of sub

stantial and varied accomplish
ments by independent accounting

 firms in rendering management ad
visory services, has encouraged

 and continues to encourage firms
 to develop their capabilities in this

 expanding 
field. The appropriate range of ser

vices for the profession and the
 accounting firm should depend on
 considerations of:

•

 

Responsibility of the inde 
pendent accounting firm to estab

lish its scope of services
•

 

Independence
•
 

Competence

•

 

Requirements for specializa 
tion

•

 

Attention to the client’s basic  
problems

•

 

Referral arrangements, and
•
 

The Code of Professional Eth 
ics.

This Statement has described

 
the nature of management advis

ory services by independent ac
counting firms and is intended to

 provide guidelines for determining
 a scope of service and to serve as

 a basis for future statements in
 this area of practice.

The Statement entitled “Tenta



tive Description of the Nature of
 Management Advisory Services by

 Independent Accounting Firms”
 was adopted by the assenting votes

 of nineteen members of the com
mittee. One member, Mr. Carrico,

 dissented.
Mr. Carrico dissents because he

 
feels the Statement does not pro

vide the needed delineation of
 proper scope of CPA practice in

 the management services area.
He believes that the CPA should

 
limit himself to areas of practice

 which would be pertinent to man
agement information and control

 systems based largely on account
ing, economic, and other pertinent

 data. This would also include pro
cedural, data processing, and or

ganizational assistance necessary
 for the effective development and

 utilization of such information.

NOTES
This Statement is published for

 

the guidance of members of the
 Institute in carrying out a manage
ment advisory services practice. It

 represents the considered opinion
 of the committee on management

 services and, as such, contains the
 best thought of the profession as to
 the best practices. Members should

 be aware that they may be called
 upon to justify departures from the

 committee recommendations.

Committee on Management Ser



vices (1968-69)
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what people are writing about

BOOKS

The American Challenge by 

J.-J. 

Servan-Schreiber, Atheneum
 House, Inc., New York, 1968, 291

 pages, $6.95.

American business is on the

 

verge of reducing Europe to the
 status of a colony, this French

 journalist warns in a best-selling
 book that is interesting to Ameri
cans as much for its breathless ad

miration of American society as for
 its call for Europeans to man the

 economic battlements against the
 bloodless invasion.

American, not European, man



agement has seen the potential of
 the European Common Market

 and is capitalizing on it. Already,
 with $14 billion of U. S. capital

 (in fixed assets) invested, the Eur
opean market is basically Ameri

can in organization, Mr. Servan-
 Schreiber asserts. “Fifteen years

 from now it is quite possible that
 the world’s greatest industrial

 power, just after the United States
 and Russia, will not be Europe,

 but American industry in Europe.”
While European companies are

 
still waiting for a Common Market

 statute to permit European-wide
 businesses, American companies
 manufacturing on the Continent

 

are treating Europe as a single

 

market. And they are, says Mr.
 Servan-Schreiber, capturing “those

 sectors of the economy most tech
nologically advanced, most adapt

able to change, and with the high
est growth rates.” He is most con
cerned about their growing domi

nance in the electronics industry,
 “the base upon which the next

 stage of industrial development
 depends.”

This trend, the author feels, is

 
not likely to be reversed. “Dur

ing the next few years American
 investment in Europe will continue

 to grow far more rapidly than
 European investment. Its profits

 are already half again 
as

 large as  

REVIEW EDITORS

In order to assure comprehensive coverage of magazine

 

articles dealing with management subjects, Management
 Services has arranged with fifteen universities offering the

 Ph.D. degree in accounting to have leading magazines in
 the field reviewed on a continuing basis by Ph.D. candi
dates under the guidance of the educators listed, who

 serve as the review board for this department of Manage
ment Services. Unsigned reviews have been written by

 members of the magazine’s staff.

Jim G. Ashburne, The University of Texas, Austin

 

E. J. Blakely, University of Wisconsin, Madison
 Thomas J. Burns, The Ohio State University, Columbus

Leonard A. Doyle, University of California, Berkeley

 

Dale S. Harwood, Jr., University of Oregon, Eugene
 Walter B. Meigs

,
 University of Southern California, Los

Angeles
Herbert E. Miller

,

 Michigan State University, East  
Lansing

John H. Myers, Indiana University, Bloomington

 
C

arl
 L. N elson, Columbia University, New York  

George Prater, University of Washington, Seattle
 Lawrence Revsine, University of Illinois, Urbana

 Michael Schiff, New York University, New York
 Willard E. Stone, University of Florida, Gainesville

 
R

ufus Wixon, University of Pennsylvania, Philadelphia
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ours. It is assuming the major role

 

in strategic areas of development.
 This is not happening through or
dinary investments, but through

 actual takeovers of European firms
 that Americans then transform into

 rich and powerful corporations.”
They do this, Mr. Servan-Schrei


ber points out, “with European

 money that our own businessmen
 do not know how to use . . . Nine-

 tenths of American investment in
 Europe is financed from European

 sources. In other words, we pay
 them to buy us.”

Consumer benefit

Mr. Servan-Schreiber does not

 

deny that European consumers
 have benefited from the resulting

 prosperity. Even so, he feels, this
 peaceful invasion is a bad thing.

“To ask if the Europeans should

 
turn an increasing share of their

 industrial development over to the
 United States is like asking

 whether it is better to be a wage
 earner or a factory owner . . . for
eign investment imposes strict lim
itations on national development,

 limitations inherent in the very
 process of industrial creativity.” As
signed to produce only established

 products, Europeans will be cut
 off from the possibilities of rapid

 expansion that result from inno
vation.

Search for solution

What, then, can be done? Mr.

 

Servan-Schreiber is not in favor of
 national restrictions on American
 enterprise, which would simply re

sult in a shift of production to
 another Common Market country,

 or even Europe-wide restrictions.
 For the fault, he feels, lies in Euro

pean, not American, industry.
This is not an anti-American

 
book. Indeed, Mr. Servan-Schreiber

 yields to no man in his admiration
 of American enterprise and Amer

ican institutions. He wants Euro
peans to imitate the very charac

teristics of American society about
 which Americans themselves are

 uneasy—the educational system
 

and the research partnership

 

among business, government, and
 the universities which he calls the
 “industrial-intellectual complex.”

This book has been faulted by

 
economists and other critics for

 failing to back its sweeping asser
tions with supporting data. It is

 true that Mr. Servan-Schreiber’s
 sources are few and loosely iden

tified. They also vary widely in
 quality; he leans heavily, for ex

ample, on forecasts made by Her
man Kahn’s Hudson Institute,

 treating them 
as

 if they were facts  
rather than projections. The force

 of some of his examples has al
ready been destroyed by

 
the march  

of events; his choice of the sweep
wing plane to demonstrate Ameri

can technological superiority was
 unfortunate, to say the least.

However, Mr. Servan-Schreiber

 
is a journalist, not a scholar, and

 his book does not pretend to be
 more than a popularization. Fur

thermore, the real thrust of his
 book lies in its psychological

 
rather  

than its factual truth. Whether
 these things are really happening

 or not is less significant than
 whether Europeans believe they
 are. And the extent of European

 belief is demonstrated by the im
pact of the book, which in its first

 three months sold more copies
 than any French book published

 since World War II.
Thus, this is a significant guide

 
to European attitudes and Euro

pean thinking for any businessman
 operating—or thinking of operating
 —there. Even those who have no
 interest in Europe will be fasci

nated by its picture of the United
 States.

Managing Growth Through Ac



quisition by David F. Linowes,
 CPA, American Management Asso

ciation, New York, 1968, 192 pages,
 $8.25.

A
 CPA with a lot of experience  

in acquisition counseling distills
 some of that experience for the

 benefit of merger-minded man
agers.

Growth is the current corporate

 

passion, and merger is the most
 popular route to it. These trends

 make this discussion of when and
 how to go about acquiring both

 timely and useful.
After a down-to-earth analysis

 
of when to expand (and when not

 to) and when expansion should be
 internal, when by acquisition, Mr.

 Linowes gets down to specifics:
 how to organize an acquisition

 program, how to get leads to pros
pects, how to negotiate a deal, how

 to evaluate a candidate’s financial
 position and its management, how

 to avoid government intervention,
 and finally how to integrate the

 new and old companies.
Mr. Linowes is a lively writer;

 
his book is liberally sparked with

 anecdotes based on his own ex
tensive experience in this field. His
 approach is practical; the book is

 full of checklists and lists of do’s
 and don’ts. And he is highly knowl

edgeable; if every would-be ac
quirer heeded all his caveats, there

 would be many fewer—but many
 better—mergers.

For the executive or consultant

 
who is a neophyte in this field, this

 book offers a valuable basic guide.
 Even the expert may find some

 new insights in it.
(Note: A large part of this book,

 
in somewhat different form, ap

peared in various articles contrib
uted by Mr. Linowes to Manage

ment Services.)

MAGAZINES

Old and New Productivity Tech



niques Start Closing Gaps by
 James H. Duncan, Columbia Jour

nal of World Business, January-
 February, 1969.

Europe can meet the “American

 

challenge” if it tries, says this man
agement consultant specializing in

 work measurement. Not surpris
ingly, his recommendation is more

 use of work measurement to im
prove productivity without increas
ing payrolls.
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Capitalizing on the attention

 

gained by J.-J. Servan-Schreiber’s
 The American Challenge, Mr.

Duncan takes the opportunity to

 
sing the praises of industrial en

gineering, particularly work meas
urement, and suggest it 

as
 the solu 

tion to Europe’s economic dilemma.
Mr. Duncan agrees with Mr.

 
Servan-Schreiber that the gap be

tween Europe and the United
 States is not basically technologi

cal, citing a number of technical
 advances—from cryogenics to the

 computer—that were pioneered in
 Europe. Nor, he agrees, is it totally
 managerial.

Boost productivity
Like Servan-Schreiber, he criti



cizes the educational system and
 social structure that lead to top
 management rigidity and condes

cension toward middle manage
ment, supervision, and technical

 specialists. If European manage
ment really wanted to, he con
cludes, it could do much to boost
 productivity, “always a fundamen

tal element in economic growth.”
To advance productivity, Mr.

 
Duncan prescribes, European in

dustry must overcome these weak
nesses:

Overcome weaknesses
Lack of motivation for improve



ment (partly the result of high
 income taxes)

A tendency to prefer theoretical

 
to pragmatic solutions

Lack of understanding of the

 
need for efficiency and clear-cut

 objectives
Ineptness in dealing with unions
Reluctance to train and disci



pline employees
Lack of know-how in such areas

 
as

 computers, automation, industri 
al engineering, and marketing.

Mr. Duncan’s basic prescription

 
for these woes is more and better

 use of sound work measurement
 techniques. He cites examples of
 European managers who attained

 dramatic productivity increases in
 this way. For example, one elec


trical components manufacturer in

 

Great Britain doubled his output
 in three years without increasing

 his labor force.
Sound work measurement tech


niques, says Mr. Duncan, consti

tute an option open to every na
tion of the world. With them,

 “what is now considered ‘the
 American challenge’ could, in the
 coming decade and a half, be met

 by ‘the European challenge.’”

Robustness in Sequential In



vestment Decisions by Shiv K.
 Gupta and Jonathan Rosenhead,

 Management Science, October,
 1968.

A new investment criterion called

 

"robustness” is presented for long-
 range sequential investment deci
sions where there exists consider

able uncertainty about the out
comes of certain future events. Un
der these conditions it is suggested

 that initial investments should be
 chosen according to the magnitude

 of their robustness, i.e., the num
ber of good end states left open in

 the uncertain future when the ini
tial irreversible decisions are made.

This decision criterion was de



veloped from a linear programing
 model in which this concept was
 used to choose geographical loca

tions for the construction of new
 facilities to meet expected in
creases in product demand over
 a ten-year period where the out

comes could be estimated but their
 probabilities of occurrence could

 not. The advantages of robustness
 might suggest the adoption of this

 criterion on a broader basis in
 other decision making situations.
 But the assumptions upon which

 its use is based may prevent such
 a general adoption.

In the example given, the deci


sion to expand production facili

ties for a product line had evi
dently already been made. If this
 were a one-product firm there

 might have been no substantial al
ternative investment available, and
 

if the initial investments looked

 

profitable, the robustness criterion
 could apply. But in most firms a

 limited supply of investment funds
 exists, and investments into several

 new and existing product lines vie
 for these funds. In order for an in
vestment proposal to be selected

 to use a portion of these funds it
 must meet two requirements: (1)

 It must meet some minimum stan
dard such 

as
 covering the cost of  

capital, and (2) it must have a
 criterion outcome greater than or

 equal to the outcomes of other
 proposals not selected. The robust

ness criterion will not enlighten
 management on an investment’s

 ability to meet the first require
ment. In order to make such de
cisions, criteria such as absolute

 profit and rate of return on invest
ment are used. The outcomes of
 these criterion events are best ex

pressed in the form of density
 functions, for which David Hertz*

 has developed a method of deriva
tion. Usually, when outcomes of

 future events can be estimated,
 some subjective probabilities for
 the events can also be estimated,
 and, even though these are sub

jective in nature, they provide
 more information for better deci

sions than if uncertainty
 

is assumed  
to prevail. Therefore, “robustness”

 cannot “replace” the traditional de
cision making criteria.

*Hertz, David, 

“

Risk Analysis in Capi 
tal Investment,

”
 Harvard Business Re 

view, January-February, 1964, pp. 95-
 106.

Aid in planning

But the concept of robustness

 

can make a contribution to deci
sion making. Long-range planning

 is becoming increasingly impor
tant, and future events, even

 though they may be uncertain,
 must be taken into consideration.

 The robustness criterion can aid
 the decision maker in taking these

 events into consideration in two
 primary ways:

First, the robustness data can be

 
used as supplemental information

 for making initial investment deci
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sions. Two main alternative uses

 

can be made of this supplemental
 information: (1) It may be used

 as the final criterion to break ties
 between alternative investment

 proposals, and (2) its importance
 may be elevated to the point where

 it is given a weight in determining
 the final ranking of alternative in

vestments. How this weight is to
 manifest itself may vary with each

 firm.
Secondly, the technique may be

 
used as it was in the example given

 in the paper, where it is used for
 selection of investment alternatives

 under assumptions similar to those
 in the example. In such a role it

 aids in the implementation of a
 sequential investment plan.

Robustness should not be con


sidered as an alternative for the

 traditional methods of investment
 analysis but as a technique for pro
viding additional information on

 which decisions can be based. The
 limitations on its value should be

 recognized, and restraint must be
 used in its application to the de

cision making process.
Stephen R. Heimann

 
The Ohio State University

Clerical Cost Control by Bruce

 

Payne, Business Automation, No
vember, 1968.

The author argues that manage



ment can reduce clerical costs by
 20 to 25 per cent through work

 measurement.

Whereas work measurement

 

techniques, including methods-
 time-measurement (MTM), are
 used to measure performance of
 over 80 per cent of all blue collar

 workers today, less than 5 per cent
 of white collar workers are meas

ured against accurate standards.
 By 1970, however, it is expected

 that there will be 37 million white
 collar workers 

as
 compared to 30  

million blue collar employees.
Mr. Payne recommends the use

 
of MTM to measure office workers’

 performance, although the basic
 

“time measurement units” (the

 

time it takes to perform basic
 tasks) must be broader than for

 blue collar workers because of the
 varied nature of office workers’

 tasks. Such a program must be
 permanent, with work standards

 audited frequently; it must be ac
cepted by all levels of manage

ment and workers; and it must be
 positive (management improve

ment) in approach rather than
 negative (cost cutting).

Paul Pacter
AICPA

Internal Auditing and the Infor



mation Explosion by R. L. Mar
tino, The Internal Auditor, March-
 April, 1968.

The electronic computer has

 

been the catalyst for todays tech
nology and information revolution.

 The production of knowledge and
 information as a service industry

 is rapidly overtaking manufactur
ing as the primary economic focus
 of attention. The manager, faced

 with this mass of data, needs help
 in translating facts into informa

tion that is relevant and meaning
ful to him. The internal auditor

 can augment his traditional role by
 assuming the role of translator, or
 management advisor.

The auditor’s role has been

 

changing over the decades. From
 the historic responsibility of the

 post audit to determine the oper
ating effectiveness of a company’s

 control system, his role has ex
tended to determining whether the
 requirements of the total control

 system are being effectively met
 and to appraising the adequacy of

 the system in meeting manage
ment’s needs.

The advent of the computer has

 
accelerated the information explo

sion. The challenge of management
 today lies in its ability to separate

 out from the voluminous data
 which have been thus generated
 the facts that

 
provide pertinent and  

meaningful information as a basis
 

for successful decision making.
To demonstrate his thesis, the

 

author first analyzes a typical busi
ness decision as composed of three

 steps—anticipation (or forecast),
 preparation, and action. He main

tains that the main problem area
 centers around the forecast; costly

 errors may result if there is no con
trol mechanism to minimize the

 gap between actual and forecast
 events when deviations occur. Ac

cording to the author, the key to a
 successful decision is reaction time

 —the time necessary for this ad
justment.

New tools

Three new operating tools are

 

invaluable aids in solving this
 problem:

(1)

 

the electronic computer to  

perform complicated arith
metic calculations and logi

cal selection
(2)

 

mathematics as a common  
language in business to for

mulate and solve problems
(3)

 

systems analysis.
How does the auditor fit into

 this picture? His involvement in
 three associated problem areas can

 prove very beneficial. The increas
ing complexity of computer equip

ment (hardware) and systems de
sign and the problems of compre

hending computer language have
 created the need for an enlarged

 scope of audit verification. This re
quires an increase in the auditor’s

 educational requirements to enable
 him to understand not only the
 computer itself but also the way it

 is operated by the company’s per
sonnel.

New language needed

This author feels that there is a

 

need for a new universal language
 to better identify the interrelation

ships within a system and to re
place the present, to him, inade

quate, method of block diagram
ing, which does not facilitate inter

personal communications. Decision
 tables are recommended as a com

mon language and visually ori-
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ented reports to simplify communi



cation between technician and
 manager.

He further proposes design of

 
management information systems

 (MIS) oriented toward manage
ment’s objectives and requirements.

 However, first the manager must
 have an appreciation of the com

puter’s utility as a day-to-day tool
 in the production process and of

 the paramountcy of the design 
of, rather than the hardware in, the

 system.

Key elements

The key elements in an MIS,

 

says the author, are the communi
cation of information—facts and

 figures—to management and its dis
semination, together with an ex

planation of individual responsi
bilities, to all concerned.

Management needs pertinent,

 
up-to-date information to evaluate

 the risks involved in a decision and
 a feedback process to inform it of

 the outcome.

Basic features
The author outlines three princi



pal features that an MIS must
 have. It must be capable of:

(1)

 

measuring the effect of a  
decision ex post or ex ante

(2)

 

measuring changes in the  
external environment

(3)

 

permitting timely reaction  
to potential problems.

The computer can help the sys


tem meet these requirements by

 testing decision patterns prior to
 selection of a course of action and

 checking decisions during the ac
tual processes they affect

Auditing is part of this entire

 
management information process

ing system. The system’s control is
 the subject of the internal auditor’s
 evaluations; its performance, that

 of the manager’s.
The problems involved in estab


lishing and auditing a management

 system—a system designed to re
instate the manager as the holder

 of the corporate reins by providing
 him with the necessary pertinent
 

information—provide the theme for

 

this article. The internal auditor
 appears 

as
 the middleman between  

technician and manager—the new
 translator.

Ivan 

N.

 Gellert  
University of Florida

Assignment of Costs to Joint

 

Products in a Decentralized Firm
 by Myron J. Gordon and Charles
 Ying, Journal of Business, July,

 1968.

A model is presented which as



signs costs to joint products for
 transfer pricing purposes so that

 the decision on the level of market
ing expenditures made by the sales

 manager of the product, who has
 been delegated authority over mar

keting policies, will be goal-con
gruent to the central authority’s

 goal of maximizing profit. Rules for
 the assignment of a transfer price

 are developed so that the level of
 sales decided upon by the sales

 manager will be the same as that
 determined by the central author

ity.

The very restrictive assumptions

 

made by the authors in developing
 this model made it relatively easy

 to derive the optimal sales expen
diture and the appropriate transfer

 price, given a certain level of ex
penditure, and to develop the
 proof of goal congruence of the

 decisions of the sales manager of a
 particular product. Elaborations of

 the model can easily be made by
 relaxing some of these assump

tions, although the proofs of con
gruence may become involved. But

 this difficulty does not restrict the
 ability of the techniques presented

 to derive rules of transfer pricing,
 given certain conditions, whose

 use will result in goal-congruent
 decisions, which has been an old
 and basic accounting problem.

The values which are assigned

 
as the transfer prices in the set of

 rules developed are not necessarily
 unique, and no reason is given for

 those values selected. In an actual
 application, external conditions

 

such as the psychological effect of

 

the price assigned would dictate
 which of the alternative values

 would be chosen.
The “certain conditions” previ


ously referred to, under which the

 model is applicable, are that both
 the central authority and sales

 manager have the same knowledge
 about the demand function or its

 distribution. It might be said then,
 as pointed out by the authors, that

 the calculation of the appropriate
 level of expenditures by the sales

 manager is redundant and un
necessary since the central auth

ority must also calculate it for the
 assignment of an appropriate cost.

 But for psychological and motiva
tional reasons this redundancy may

 be acceptable or even preferred
 since it allows the sales manager

 to make the decision. The model
 provides a mathematical approach

 to the determination of transfer
 prices which should result in goal-

 congruent decisions, and it may in
spire the creation of other more

 general models that will help solve
 the accounting problem of deter

mining appropriate transfer prices.
Stephen R. Heimann

 
The Ohio State University

Audit Responsibility and Utiliza



tion of EDP Equipment by P. R.
 

A
llen, The Internal Auditor,  

March-April, 1968.

The auditors task is to provide

 

top management with a service.
 Yet changes in auditing theory

 have not kept pace with the rapid
 technological developments in the

 field of data processing, which
 have become a part of the auditor’s

 environment. To fulfill his audit
 responsibility, the auditor must
 learn to utilize the capabilities and
 potentials of the computer.

The author emphasizes that by

 

using EDP equipment in his audit
 the auditor can realize important

 control benefits in addition to hav
ing much of the massive volume of

 detail audit work performed by
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the computer. A prerequisite for

 

the success of such an engagement,
 in terms of management services,

 improvement of the quality of the
 audit, and substantial saving in
 man-hours, is a closer alliance be

tween the operational auditing and
 management services divisions.

Tests emphasized

New audit techniques will be

 

necessary if the computer system
 is to be successfully utilized. The

 emphasis will be on designing tests
 of the system’s control aspects

 rather than of the human factors
 involved.

The author outlines three areas

 
with which the auditor should be

 familiar to increase his compre
hension of the EDP system:

(1)

 

work flow charting—involv 
ing the symbolic representa

tion of procedures
(2)

 

testing techniques, includ 
ing block testing, random

 sampling, and statistical
 sampling (random sampling

 with statistical measure
ment)

(3)

 

hardware (the machines in  
the system) and software

 (the programs with which
 to operate the system).

Procedures suggested
In the actual audit and evalua



tion of the computer’s performance,
 the author suggests the following

 procedures:
(1)

 

employment of test checks  
to evaluate the quality of

 the data processing system
(2)

 

use of special audit pro 
grams designed to examine

 the quality of the informa
tion output of the system

 through detailed tests, com
putations, and exception re

ports
(3)

 

evaluation of the internal  
control of the entire physical

 maintenance and processing
 procedures in the system—

 this internal check to be
 built into the processing

 routines themselves.

The author maintains that with

 

increased understanding of the
 operations of a computerized data

 processing system the auditor can
 utilize new developments, such as

 daily processing of exception re
ports, to achieve the dual purpose

 of using the computer as a con
tinuous audit tool and performing

 a 100 per cent audit.
Though somewhat generalized

 
in its approach, this article suc

cessfully points up the need for a
 new breed of auditor, instilled with

 a greater knowledge of, and in
sight into, the mechanics of the
 computer age and the benefits

 that accompany it. The auditing
 profession must adapt to this
 changing environment if it is to

 continue to provide a vital and
 flourishing service.

Ivan N. Gellert

 
University of Florida

CLASSIFIED
HELP WANTED

SYSTEMS &

 

PROCEDURES
 ANALYST

A professional career opportunity for an

 

aggressive individual to assume total re
sponsibility for challenging systems and

 procedures projects.

Requires a BS degree with 3-6 years of

 

significant experience in management en

gineering and problem solving specifically:
 engineering economy, major 

business

 sys 
tem design and implementation, policy

 development, organization analysis and

 methods and procedures analysis. Salary
 about $13,000 annually.

Send resume in confidence to:

 

R. J. Lennon

 Manager-Employment

SAN DIEGO GAS &

 

ELECTRIC COMPANY
 101 Ash Street

San Diego, California 92112

an equal opportunity employer

ACCOUNTING SYSTEMS—California

 

electronics firm offers corporate staff
 position for creative individual to ana


lyze

, design and implement advanced  
accounting systems for multi-division or

ganization. Requires degree, heavy expe
rience with EDP based accounting ap

plications. Send resume with salary 
history to Varian Associates, 611 Hansen

 Way, Palo Alto, California, 94303. An
 equal opportunity employer. VARIAN.

SYSTEMS ANALYST — 360/30/40 —

 

$18,000. Box 935.

SYSTEMS ANALYSTS — $35,000 V. P.

 

Level Exec. for Retail Chain. Box 933.

MANAGEMENT SERVICES — $35-

 

40,000 medium-sized CPA firm
—

Travel.  
Box 934.

SITUATIONS WANTED
CERTIFIED SOCIAL WORKER, di



versified experience: medical & psychi
atric case work, public and personnel

 relations, government agencies, manage
ment, etc. Available to industrial-com

mercial personnel services. 
Full

 or part-  
time. New York City area. Box 905.

PROFESSIONAL

 

OPPORTUNITIES
COMPUTER - ACCOUNTING system

 

consulting at reasonable rates available
 only to practitioners in U.S. & Canada,

 enabling them to expand services to cli
ents. Box 894.

MISCELLANY
THE FUTURIST—Published bi-monthly

 

by the World Future Society, reports sci
entists’ forecasts for coming decades.

 Subscription: $5 yearly. Box 19285-M,
 Twentieth Street Station, Washington,

 D.C. 20036.

INT
ERESTED in doing an even better  

job than you’re already doing? Read
 these books published by the University
 of 

Michigan.
 “Manpower Planning for  

High Talent Personnel” by Eric W. Vet
ter. Dr. Vetter’s book is a comprehensive

 report 
on

 planning for key positions.  
$8.00. 

“
The Mobile Manager” by Eugene  

E. Jennings. Dr. Jennings 
study

 of how 
men get to the top has been widely ac

claimed for its insight into two vital
 areas: developing key people and per

sonal career planning. $6.00. “Effective
 College Recruiting” 

by
 George S. Odi 

orne and Arthur S. Hann is a handbook
 designed to aid the recruiter during his

 annual safari in search of new talent
 from the campuses. $5.00. To order

 these or for more information about
 other books and professional journals

 write: Thomas D. Connellan, Bureau of
 Industrial Relations, University of 

Mich
igan,  508 E. William, Ann Arbor, Michi 

gan, 48108.

RATES: Help Wanted, Professional Oppor



tunities and Miscellany 50 cents a word,
 Situations Wanted 30 cents a word. Box

 number, 
when

 used, is two words. Classi 
fied advertisements are payable in advance.

 Closing date, 5th of
 

month preceding date of  
issue. Address for replies: Box number, Man

agement Services, 666 Fifth Ave.,
 

N. Y.  10019.
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To help you provide the informed advice

 

today's sophisticated managers need .. .

PRACTICAL TECHNIQUES

AND POLICIES

FOR

 INVENTORY CONTROL

... The American Institute is continually adding to the scope

 

of its Management Services Technical Studies. Now there
 are seven of these practical guides that are designed to ex

pand the skills of the accountant-adviser and help him in

 dealing with typical management advisory situations.

Each of the studies consists of a concise text section and

 

a detailed discussion of real cases gleaned from the files of
 management services practitioners. You the reader are then

 invited to compare your analyses, conclusions and recom
mendations with those actually developed in the field.

 Through this self-study approach, you will quickly develop
 the competence to handle future engagements of this type.

MANAGEMENT SERVICES TECHNICAL STUDIES
No. 6—PRACTICAL TECHNIQUES AND
POLICIES FOR INVENTORY CONTROL

This concise study discusses the two chief ways in

 

which the management adviser can help his clients in
 inventory control; first, by assisting them in identifying

 the costs on which inventory policy must be based; and
 then, by bringing a fresh "outside" approach to inven

tory problems and identifying situations where change
 is required.

The guide examines the many different types of in


ventory and describes the practical techniques for deter

mining the relative costs of ordering or producing
 inventory, the costs of carrying inventory and the cost
 of being out of stock. Many helpful formulas are pro

vided as well as helpful case studies.

No. 7 —TECHNIQUES FOR FORECASTING

 

PRODUCT DEMAND
In the preceding study 

on

 inventory control, the factor  
of demand estimate was employed in some form in the

 calculations. This separate volume fully explores this
 important factor (which affects virtually all aspects

 of company planning and decision-making) and shows
 how the accuracy of demand forecasting can be im

proved.

The text demonstrates how the management adviser

 

can combine the manager's "hunch" with other relevant
 information (e.g. past data) to give more reliable esti

mates than either source could give by itself. A number
 of useful mathematical and statistical techniques are

 provided and additional cases studies are appended.

AICPA members

 

may order this
 material at a

 special 20 percent
 discount.

EARLIER STUDIES IN THE SERIES

No. 1: Cost Analysis for Product Line Decisions
No. 2: Cost Analysis for Pricing and Distribution 

Policies

No. 3: Analysis for Expansion or Contraction of a Business
No. 4: Analysis for Purchasing and Financing Productive Equipment

No. 5: Analysis for Purchase or Sale of a Business

EACH STUDY

 

$3.00

POST BINDER

 

$3.50

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
666 FIFTH AVENUE

 

NEW YORK, N. Y. 10019
Please add 5 percent sales tax in New York City. Elsewhere in New
York State, add 2 percent state tax plus local tax if applicable. 67

: Management Services, Vol. 6, No. 2, March-April 1969 [whole issue]

Published by eGrove, 1969



You can tell

 

about
 a company

 by the people
   it keeps

A business can be no better than the

 

combined abilities of its personnel.
When a company hires the wrong

 
person... when an employee selects

 the wrong position. . both are harmed.

We can assist you in avoiding misfit

 

situations in the Financial and EDP fields.
 We concentrate all of our energies in this

 specialization. We believe that the
 R-H System makes the most placements of
 Financial and EDP personnel. It’s the

 largest source of its kind in the world.

For the most efficient service in the

 

Financial and EDP field... contact your
 Robert Half specialist.

Atlanta: 235 Peachtree St., NE........ (404) 688-2300 
Baltimore: One Charles Center........ (301) 837-0313 
Boston: 140 Federal St................... (617) 423-6440
Chicago: 333 N. Michigan Ave

.

.......... (312) 782-6930 
Cincinnati: 606 Terrace Hilton....... (513) 621-7711
Cleveland: 1367 East 6th St............ (216) 621-0670 
Dallas: 1170 Hartford Bldg............. (214)

 

742-9171
Detroit: 1114 Guardian Bldg........... (313)

 
961-5430

Garden City, N.Y. 585 Stewart Ave.... (516) 248-1234 
Hartford, Conn: 75 Pearl St............ (203) 278-7170 
Los Angeles: 3600 Wilshire Blvd..... (213)

 

381-7974 
Miami: 1107 Northeast

 
Airlines Bldg. (305) 377-8728 

New York: 330 Madison Ave............. (212) 986-1300 
Newark: 570 Broad St......... ............. (201) 623-3661
Philadelphia: 2 Penn Center (215) 568-4580 
Pittsburgh: 429 Forbes Ave. (412) 471-5946 
Portland, Ore: 610 S.W. Alder St...... (503) 222-9778 
St. Louis: 1015 Locust St............... (314)

 

231-0114 
San Francisco: 111 Pine St............. (415)

 
434-1900 

Stamford, Conn: 111 Prospect St...  (203)
 
325-4158

ROBERT
 HALF
 PERSONNEL
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