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BOOKS

The Peter Prescription: How to
Be Creative, Confident, and
Competent by LAURENCE ]. PETER,
William Morrow and Company,
Inc., New York, 1972, 221 pages,
$5.95.

This sequel to Dr. Peter’s cele-
brated The Peter Principle accen-
tuates the positive. The result,
while less funny than the first
book, may be equally useful.

Three years ago Dr. Laurence
J. Peter announced the Peter Prin-
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ciple: “In a Hierarchy Every Em-
ployee Tends to Rise to His Level
of Incompetence” and used it to
explain how an “incompetence syn-
drome has quietly burrowed its
way into our bureaucratic struc-
tures and individual lives.”

In so doing, he says, he founded
“a new science, hierarchiology, the
study of hierarchies.” Hierarchiol-
ogy can be briefly summarized as
follows:

“Each hierarchy consists of an
arrangement of ranks, grades, or
classes to which the individual
may be assigned. If he is compe-
tent he may contribute to the posi-
tive achievement of mankind. Pro-
motion up the ladder may remove

him from this level of competence
and place him at his level of in-
competence.

“For every job that exists in the
world there is someone, some-
where, who cannot do it. Given
sufficient time and enough promo-
tions, he will arrive eventually at
that job, and there he will remain,
habitually bungling the job, frus-
trating his coworkers, and eroding
the efficiency of the organization...”

“Although all consistent achieve-
ment is the product of those who
have not yet reached Final Place-
ment, everyone is subject to the

. influences of the Peter Principle. All
are latent promotees. As numbers

of individuals arrive at their levels

In order to assure comprehensive coverage of magazine
articles dealing with management subjects, MANAGEMENT
Apviser 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 ADVISER. Unsigned reviews have been written by
members of the magazine’s staff.

Jim G. AsuBurN, The University of Texas, Austin
Traomas J. Burns. The Ohio State University, Columbus
Leonarp A. Doyre, University of California, Berkeley
WiLLiam FeLix, University of Washington, Seattle

September-October, 1972

Ernest 1. Hanson, University of Wisconsin, Madison

Dare S. Harwoop, Jr., University of Oregon, Eugene

Danier JENseEN, University of Illinois, Urbana

WaLTer B. ME1Gs, University of Southern California, Los
Angeles

Jounx H. Myegs, Indiana University, Bloomington

Caru L. Newson, Columbia University, New York

Huco NUrNBERG, Michigan State University, East Lansing

James W. Patrinro, Louisiana State University, Baton
Rouge

MicuaeL ScuirF, New York University, New York

WiLLiarp E. StonE, University of Florida, Gainesville

MiLton F. Usmy, Oklahoma State University, Stillwater

Rurus Wixon, University of Pennsylvania, Philadelphia

55



of incompetence, deadwood ac-
cumulates, inefficient bureaucracies
grow, quality deteriorates, medioc-
rity triumphs, companies fall, civil-
ization crumbles, and the promise
of man’s future is obscured.”

First book triggered second

This insight, comparable in sig-
nificance to Parkinson’s Law, might
be considered by some enough for
a single scholar’s lifetime. How-
ever, as Dr. Peter explains, “Fol-
lowing the publication of The Peter
Principle, 1 received thousands of
letters from victims of the Peter
Principle requesting solutions to
personal problems . . . All of the
requests fell into two general cate-
gories: (1) What can I do to avoid
the Final Placement Syndrome?
(2) As a manager, how can I keep
my employees at their appropriate
competence level? This book, The
Peter Prescription, was written in
response to those questions.”

Dr. Peter’s response is to offer
66 formulas for improving the
quality of our lives, for making
things go right. All amplify the
basic Peter Prescription: “Forward
to a Better Life.”

“True progress,” says Dr. Peter,
“is achieved through moving for-
ward—not through moving upward
to incompetence. The Peter Pre-
scription will reveal that your path
to real success lies ahead and is
achieved through creating a better
life rather than climbing upward
to total life incompetence. The
Peter Prescription replaces mind-
less escalation with life-quality im-

provement.”
The book is divided into three
parts: Incompetence Treadmill,

which “will advance your knowl-
edge of the evils wrought by the
Peter Principle and give you a
clear understanding of why most
conventional attempts at solutions
only serve to escalate the prob-
lems”; Protect Your Competence,
designed to “show you how to be
creative, confident, and competent
in your own life”; and Manage for
Competence, intended to show you
“how to be successful in your deal-

56

ings with others and how to in-
crease your efficiency and compe-
tence as a manager.”

The first section is, of course, by
far the funniest since it is always
easier to be funny when being neg-
ative. In it Dr. Peter covers some
fields that were neglected in his
first book, which dealt primarily
with incompetence in business and
government.

He takes swipes at:

Women’s Lib—“The formula is:
Women are smarter than men,
children are smarter than women,
animals are smarter than children.”
The Peter Principle, Dr. Peter
notes, does not deny man his right
to become incompetent. “It would
be equally unfair to deny women
their right to become victims of
the Peter Principle.”

Equal in incompetence

However, “The equalization of
opportunity for the sexes could re-
sult in women becoming equally
incompetent to men . . . If women
liberationists strive to become bank
presidents, chief executives of the
political-industrial complex, and
Navy admirals, Army generals, and
flight commanders, they will inevi-
tably add to the total life incom-
petence of civilized society. Should
the liberated woman seek equality
with the male incompetent incum-
bents and join in a battle of the
sexes on the treadmill to oblivion,
or should she accept the Peter Pre-
scription and assume leadership
in a movement toward a better
world?”

Management Consultants—“. . .
although many business consultants
were competent, a substantial num-
ber were victims of the Peter Prin-
ciple. These experts had reached
their professional status through
escalation—the same route their
clients had utilized in achieving
the incompetence the experts were
supposed to cure . . . The indis-
criminate escalation of the number
of consultants offers no assurance
of competence. The attempt to pro-
duce competence through escala-
tion of consultation holds no more

promise of success than does any
other form of escalation.”
Schools—“The establishment of
graduate schools of education and
escalation within the education
profession resulted in educationists
gaining control of the schools. Be-
fore this happened, it was believed
that a teacher was someone who
could understand those not very
good at explaining and explain to
those not very good at understand-
ing. Today the educationist is
someone who can take an easy
subject and make it difficult.
“When educationists gained dom-
inance of the schools they con-
vinced the teachers that their pro-
motion policy was psychologically
unsound. The educationists fav-
ored a plan called social promo-
tion, in which the competent as
well as the incompetent were pro-
moted. Standards declined. Re-
medial reading courses became a
necessity in universities and ‘Bev-
erly Hillbillies’ became a top-rated
television program.”
Computers—“The computer, like
the human employee, can be pro-
moted from doing the kinds of
things it does well to performing
the kinds of tasks for which it is
unsuitable . . . Because the com-
puter’s capability has far outstrip-
ped our ability to use it wisely,
bureaucrats mindlessly make work
for it by designing elaborate forms
to collect vast amounts of irrelevant
information.”
And even R. Nixon (not a fict-
tious name), “the most carefully
packaged politician of all time.”

An old theme rephrased

The 66 Peter Principles, ranging
from “Revitalize your body” to
“Shape behavior by reinforcing
successive approximations toward
a desired objective,” are not funny,
nor are they really meant to be.
They were originally summarized
by Shakespeare, “To thine own self
be true.”

Dr. Peter, according to the dust
jacket of this book, says that his
“modest ambition is to save man-

kind.” Perhaps he will.
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Reference Guide to Advanced
Management Methods by Forest
W. HorrtoNn, JR.,, American Man-
agement Association, New York,
1972, 333 pages, $17.50.

This mini-encyclopedia of man-
agement techniques would be a
useful—though not an essential—
addition to the library of an ac-
counting or consulting furm.

The aim of the author of this
book, he says in the preface, was
to produce a “general-purpose, com-
prehensive, and simplified primer
of modern management technology
that could be used as a day-to-day
reference work by lower and mid-
dle-level managers as well as by
management technicians.” The book
provides simple definitions for the
more common and representative
management concepts, techniques,
tools, and methods; “some clues to
the relevance and applicability” of
these tools to everyday manage-
ment problems; and brief discus-
sions of other dimensions, such as
the correlated use of related tools.

The terms covered range from
automation to voice-visual-graphic
systems. Some are drawn from spe-
cific functional areas of manage-
ment—integrated materials man-
agement, inventory management,
standard costing and variance an-
alysis, value analysis. Others are
more general—communications, cri-
sis management, decision trees,
long-range planning. They are pre-
sented in alphabetical order, ency-
clopedia style.

Each is defined, discussed, and
illustrated by examples, occasion-
ally with charts or other visuals.
The opinions of the leading writers
on the subject are summarized, and
guidelines for application of the
technique are suggested. Each en-
try has its own little bibliography.
At the end of the book is a 15-page
glossary of terms.

This book is no substitute for
the full-size management encyclo-
pedias now available—with their
hundreds of pages of contributions
by specialists. It is limited in its
coverage, both as to number of
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topics and as to detail about them.
But, as a less ponderous desk-size
adjunct to them, it would be a
worthwhile addition to the library
of a consulting firm or business
organization.

The Working Woman: A Male
Manager’s View by Ray A. Ko-
LIAN, American Management Asso-
ciation, New York, 1972, 214 pages,
$14.50.

Women are in the work force to
stay, and men are going to have
to learn to put up with them. This
book attempts to tell them how to
go about it.

The author of this book, vice
president of personnel and public
relations in Belk Stores Services
Inc., represents an industry (retail-
ing) in which most of the employ-
ees and 50 per cent of the exec-
utives are women. This undoubt-
edly helps to account for his rel-
atively enlightened approach to the
problems of working women.

In the opening chapters Mr. Kil-
lian cites the economic and other
evidence suggesting that—barring a
major depression—women are and
will remain a significant part of the
work force. Despite his determina-
tion, stated in the preface, to be
objective, “prejudiced neither for
nor against women,” this fact clear-
ly does not upset Mr. Killian very
much.

Indeed, he says, women “are an
important but underutilized human
resource. They are capable of mak-
ing an outstanding contribution to
the profit goals of a company or
the functional purposes of any
group. Women—properly employed,
trained, supervised, compensated,
promoted, and judged—represent
the best bargain available to the
company.”

However, he claims, women have
certain disadvantages from the
company’s point of view. “Many
women have different reasons for
working than men which can influ-
ence quantitative performance and

-

length of time they stay on the job.
They are more family-oriented than
men and are, therefore, subject to
pressures and demands on their
time, their energy, and their com-
mitments.” This disadvantage can,
however, be overcome by good
management, and the bulk of the
book is devoted to explaining how
this can be done.

In typical personnel style he or-
ganizes his discussion according
to the subdivisions of the person-
nel field: recruiting, employment,
placement, induction, training, de-
velopment, etc. His main stress,
however, is on supervision.

Noting that many male supervis-
ors find it difficult to discipline or
correct women because of the lat-
ter’s alleged tendency to take ev-
erything personally, Mr. Killian
devotes a chapter to this particular
problem. His solutions, however,
sound very much like the chapters
on correction and discipline in any
other personnel book. Indeed,
ninety-plus per cent of the author’s
advice on supervision of women
does not differ in any significant
respect from advice on supervision
in general. As Mr. Killian himself
puts it, “Women require the same
kind of supervision as men, only
more SO.

Two chapters are devoted to
women in management. Here, the
author concedes, the woman faces
handicaps, mostly in the way of
attitudes: “that men are preferred
to women as supervisors, tradi-
tional attitudes of male superiority
and male dominance, and the reluc-
tance of top management to pro-
vide training and positions for
women.”

However, he points out, they also
have a few advantages, particularly
with the trend toward less authori-
tarian and more participative super-
vision: “a greater empathy and
human insight, sincere feeling for
the needs of people, and the mental
ability required for leadership,”
(including, in Mr. Killian’s view,
superior organizational ability).

“Effective leadership,” Mr. Kil-
lian points out, “demands a disci-
pline, commitment, and quantitative
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orientation. Many women excel in
these areas, but some are limited
by home circumstances, lack of ex-
perience, or self-imposed restric-
tions on their career aspirations.”
Although most of the blame for
women’s failure to penetrate high-
er management rests on “men, com-
panies, and traditions that have un-
justifiably restricted the opportuni-
ties of women,” women also can be
faulted for their lack of aspiration,
mutual jealousies, and failure of
determination.

Women, the author concludes,
“must seek employment and equal
opportunity in the business en-
vironment as it exists today, not in
the hoped-for or perfect state that
hasn’t arrived. If they wait for the
red carpet to be rolled out, the
open arms, and the welcome mat,
they will have a long wait. They
must assume sufficient initiative for
being qualified, for seeking em-
ployment, for asking for equal op-
portunities regarding all conditions
of employment.”

This balanced, nonpropagandistic
analysis should do something to
balance the excesses of some of the
extremists on both sides of the
working woman hassle. Whether it
will do much to undermine in-
grained male prejudices is another
question.

Planning and Control in Man-
agement: The German RPS Sys-
tem by WALTER ScHLEIP and
Ranier Scuiere, Peter Peregrinus
Limited, P.O. Box 8, Southgate
House, Stevenage, Herts. SG1 1HQ
England, 1972, 80 pages, $2.25.

This little book outlines a Ger-
man project control system which
is, its developers claim, more com-
prehensive and easier to apply than
PERT or CPM.

In designing RPS (Regeltech-
nische Planung und Steurung or
planning and control techniques
for management) the German
father-and-son consulting team of
Walter and Rainer Schleip were
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aiming at nothing less than a com-
plete closed-loop management con-
trol system that continually regu-
lates itself. What they have come
up with is a PERT-like planning
tool that may indeed have some
advantages over traditional critical

path methods.

Developed on demand

In 1960 the authors’ consulting
firm had the job of developing a
process, for a company in a highly
competitive field, which satisfied
the following conditions:

It had to be a graphical process
through which an unlimited num-
ber of procedures that influenced
each other could be easily recog-
nized and followed.

The graphical representation
should be simple enough to be
readily understood by everyone af-
ter a short explanation.

The system should not only help
in planning the optimal flow of the
procedures but should also act as a
direct work indicator and a means
of direction without using any
other type of representation such
as written instructions.

It should be directly usable for
constant information feedback for
administrative purposes.

The resulting technique, a com-
prehensive work flow chart, has
many resemblances to PERT (Pro-
gram Evaluation and Review Tech-
nique), which was being devel-
oped independently in the United
States at the same time. In fact,
once PERT and CPM (Critical
Path Management) had been pub-
licized the Schleips added to their
own method of representation a
modified CPM method of time-
value calculation.

RPS is a signal-flow diagram
consisting of blocks (representing
procedures), arrows (portraying
logical connections to subsequent
procedures), dots (marking branch-
ing points from which two or more
arrows run to other procedures),
and circles (collecting points into
which run arrows from several pro-
cedures which must be completed
before the start of the next pro-

cedure). Within each block are
listed the number of the procedure,
its estimated duration, and its
earilest and latest possible starting
dates. Since the blocks are rela-
tively large, other information may
be entered as well, for example,
departments involved, special in-
structions, etc.

The time-calculation procedures
used are those of CPM rather than
PERT; ie., the times are calcu-
lated without use of probabilities.
This, the authors claim, is an ad-
vantage over PERT in terms of
simplicity; it is, however, an ad-
vantage that CPM shares.

Advantages over PERT

The authors claim many advan-
tages over PERT. Their system is,
they say, clearer than PERT and
has fewer ambiguities, thanks to
their use of dots and circles as
well as blocks and arrows. In net-
working, the authors say, an arrow
can represent either a procedure
or a logical connection between
procedures; a circle can mean an
event, a collecting point for pieces
of information, or a distribution
point for information. In RPS each
symbol always has the same mean-
ing, and there is no need for repre-
sentation of dummy activities. In
RPS there is also provision for in-
troducing representation of a wait-
ing (or delay) period, which can-
not be depicted in PERT. Further-
more, the size of the blocks makes
the system more versatile since ad-
ditional information can be entered
on them if appropriate.

The special advantage of RPS,
the authors emphasize, is that one
single diagram carries all the in-
formation for all function centers,
for all planning meetings, and for
direction and information feed-
back. The RPS diagram is also
easier to alter than PERT, is easier
to expand, and permits almost in-
stantaneous informing of all inter-
ested parties by simply distributing
copies of the corrected diagram.

The book also discusses possible
extensions of the system to repre-
ent alternative work flows, to re-
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port project progress, to optimize
resources, to reduce the duration of
a network, to optimize capacity,
and to reduce costs.

Companies that have used the
system, the authors say, have re-
ported cost and time savings, sim-
plification of cost accounting pro-
cedures, improvement in the flow
of information, an increase in team-
work, and encouragement of sys-
tematic thinking among staff mem-
bers.

Whether or not it is superior to
PERT and CPM—and the authors
have perhaps devoted too much
space to this question—the RPS
system does seem to be a technique
that American companies would do
well to investigate. Every consul-
tant who now uses or recommends
the use of networking techniques
should read this book (particularly
in view of its modest cost) and
consider combining RPS with the
rest of his bag of planning and con-
trol techniques.

Behavioral Patterns in Internal
Audit Relationships by FreperiC
E. Mints, The Institute of Internal
Auditors (Research Committee Re-
port 17), New York, 1972, 119
pages, $5 ($4 to ITA members)
(paperbound).

It is a safe assumption that the
work of internal auditors will be
most effective if their recommen-
dations for improvement are ac-
cepted and actually put into effect
by the auditees. This research
study, conducted by means of tech-
niques that are novel for an asso-
ciation, is a relatively successful
attempt to find out how the auditor
can best overcome the natural re-
sistance of his subjects.

The practice of internal auditing
has changed a great deal in recent
years. Once the auditor was viewed
—by himself, by his superiors, and
by the operating managers whose
work he reviewed—as a sort of
policeman whose aim was to un-
cover fraud and identify perform-
ance failures. The modern approach
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is more positive; auditors are en-
couraged to employ courtesy, con-
sideration, and tact and to cultivate
good relationships with auditees.
However, as this report clearly
shows, “being nice” is not in itself
enough to overcome unfavorable
attitudes, particularly in view of
the inherent difficulties of the audi-
tor’s role, which tends to provoke
fear of criticism and of change
among most auditees.

Improving audit relationship

What can be done to improve
relations between auditor and au-
ditee—or is such improvement really
necessary? The designers of this
unusual study adopted a three-
pronged research technique. They
conducted a written survey of audit
practices and attitudes, conducted
a controlled laboratory experiment
to test the effectiveness of different
audit styles, and then tried to ap-
ply the laboratory results to actual
company situations in field studies.

The mail survey tended to con-
firm what was already well known
from the literature: “Despite sub-
stantial efforts to improve the in-
ternal auditor’s image, over at least
the last 20 years, the usual reaction
of operating managers and em-
ployees is still often one of con-
flict and hostility. Unfavorable atti-
tudes on the part of auditees ma-
terially hamper auditors in carrying
out their responsibilities and seri-
ously limit their ability to con-
tribute effectively to overall goal
accomplishment.”

The researchers identified three
basic styles of dealing with audit-
ees, the traditional or older ap-
proach, the moderate approach
(considered to represent general
current practice), and the partici-
pative teamwork approach (the one
favored by the research group).

In the traditional approach the
auditor views his primary mission
as protecting his employers against
possible loss. He checks the con-
trol system, determines whether
procedures are followed, and seeks
to detect errors for correction. He
is polite but reserved toward the

auditees, keeps what he is doing
strictly secret, and reports all in-
fractions of the rules to higher
management, .

In using the moderate approac
the auditor tries to be constructive
as well as protective. He tries to
help the operating managers solve
their problems and makes sugges-
tions to them. He tries to be friend-
ly and sympathetic while remain-
ing objective and emotionally un-
involved. He asks operating man-
agers for suggestions about the
audit, discusses his findings with
them, and may show them his re-
port before it is submitted.

Under the participative approach
the auditor sees his primary objec-
tive as that of providing assistance
to operating management in achiev-
ing overall organizational goals.
He tries to be warm and empa-
thetic in his relationships, avoid-
ing even a hint of personal criti-
cism. He discusses his work with
the auditees throughout the job
and reviews his recommendations
with them. Often the report, which
is carefully framed to avoid any
implication of failure or bad man-
agement, has been adopted and
implemented by the auditees be-
fore it is submitted to higher man-
agement.

To test the effectiveness of the
three approaches the researchers
set up a laboratory experiment in
which “auditors” were assigned to
groups of people performing vari-
ous group exercises, including sev-
eral Tinker-Toy-like puzzles. Each
auditor or observer used one of
the three audit styles in advising
his group. The researchers found
that the participative style not only
engendered the most favorable at-
titudes toward the auditor on the
part of the group and produced
the readiest acceptance of his ad-
vice but also that the task perform-
ance of the groups advised by par-
ticipative-style auditors was the
best.

They then tried to test the three
audit styles under actual condi-
tions in four companies. There the
results were less clear cut, appar-
ently because some of the auditors
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had difficulty playing the roles as-
signed to them. For example, one
Monsanto auditor who was basic-
ally a participative-type auditor
was assigned to practice the tra-
ditional style—and still came out
with the best results. Many audi-
tors accustomed to nonparticipative
techniques were unable to use the
participative style successfully, de-
spite a brief training program.

The researchers concluded:

“The numerous unfavorable au-
ditee comments and the large num-
ber of relatively unfavorable atti-
tude ratings, even when the audit-
ors were using what they consid-
ered to be empathetic approaches,
confirms the belief that a substan-
tial degree of conflict exists. The
considered conclusions of the chief
auditors at Monsanto and Honey-
well substantiate the researcher’s
theory that acceptance of the au-
ditor’s recommendations and sug-
gestions is directly linked to the
auditees’ feelings of like or dislike
toward the auditor. And the use
of the participative teamwork ap-
proach by the auditor is shown by
the free auditee comments to be
an important factor in assuring that
the auditees will be favorably im-
pressed by the auditor.

“In addition, the field studies
also demonstrate that there is a
direct relationship between the
auditor’s personal characteristics
and his acceptance by the auditees.
Those individuals who had strong
inner preferences for other audit
styles had difficulty in adopting
the participative teamwork ap-
proach, even though encouraged to
do so by their superiors. Further-
more, the studies at Goodrich did
not demonstrate that brief exposure
to a training course in the general
components of the participative
teamwork approach, plus the in-
struction by superiors to adopt this
approach, made any major change
in the way auditors getting this
training were perceived by the
auditees.”

The participative, teamwork,
problem-solving approach “may
well be the light at the end of a
dreary tunnel,” the research report
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concludes. However, many ques-
tions remain and are suggested for
further study:

“How can the participative ap-
proach be applied to auditing?
Empathetic behavior is important,
of course, but it is not the full
answer. . . What is the effect of
management actions, apparently be-
yond the auditor’s control? . .. How
can internal auditors be trained to
adopt new patterns of behavior?...
How can auditees be taught that
instead of a critic they are dealing
with a management consultant who
will help them—without fee—to im-
prove their own performance?

“Can the participative method
apply to all types of audits? What
about fraud investigations? What
about cash audits? What about
audits of vendor claims? . . . If
audit approaches must vary . . .
then can the same types of auditors
do those and the participative audit
as well? Will it be necessary to
subdivide audit staffs for such pur-
poses?”

This is a valuable little book for
consultants and CPAs as well as
internal auditors since many of the
problems are similar. It seems to
point the way to success—although
it leaves very open the question
of how individuals are to learn to
adapt their personalities to fit the
desired pattern.

Operations Research: Implica-
tions for Libraries by Don R.
SwansoN and ABRAHAM BOOKSTEIN,
(Editors), the University of Chi-
cago Press, Chicago, Illinois, 1972,
160 pages, $7.95.

The proceedings of a 1971 con-
ference of the University of Chi-
cago’s Graduate Library School,
this book offers ten papers on
operations research and the possi-
bilities of applying it in libraries.

Operations research in libraries,
as the editors of this book point
out, is still a “very young endeavor.”
They feel, however, that, “Com-
bined with library experience, sen-
sitivity to library needs, and a will-

ingness to modify traditional opera-
tions, OR has great potential for
assisting library management.”

The articles reproduced in the
book are the speeches that were
given at a librarians’ conference on
OR. As is always the case when
a new technique is being intro-
duced to a fresh audience, much of
the material—indeed, about half of
it—is devoted to basic explanation
of the technique itself and, there-
fore, is of equal value to readers
outside the library field.

Two papers, for example, de-
scribe the methodology of OR, its
limitations, its potentials, and its
relationship to other developments
in a rapidly changing society. Other
general topics include the creation
of models, their use, their values,
and mathematical programing.

Actual examples cited

An effort is made in some of
these introductory presentations to
use library examples; for instance,
one talk on models describes stor-
age models created in the course
of the speaker’s own research in
libraries; the linear programing
paper outlines a model for decid-
ing whether to buy a particular
issue of a given journal and, if so,
in which year after its publication.

Other contributions stress actual
applications. One describes how
the University of Lancaster library
used OR techniques to create a
more flexible circulation policy.
Another suggests models for fund
allocation and tells how the speaker
produced a measurement of effec-
tiveness for a large public library
system. Two papers deal with
gathering data for analysis of lLi-
brary operations, in one case of
catalog use.

For the most part, the articles
are clear and well organized, al-
though not all are as nonmathe-
matical as the sponsors of the con-
ference would have - liked. The
result is a worthwhile purchase for
anyone involved in the manage-
ment of a library of reasonable size
or for any consultant interested in
library clients.
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Computer Job Costing by AN-
THONY E. DiGucLiELMO, Manage-
ment Controls, March, 1971.

Now that third generation com-
puter systems have established time
sharing capabilities, a single job
no longer has unrestricted use of all
the computer's resources. This
paper introduces and compares two
approaches to cost distribution for
computer jobs in a multiprogram-
ing environment.

Job costing for computer runs
on single-programing systems was
based on the allocable cost of the
system for the length of the run.
Here, the total of the elapsed times
of all jobs run was equal to or less
than the total system processing
time. With the time sharing capac-
ity of multiprograming systems,
several jobs utilize the entire sys-
tem simultaneously which pre-
cludes the earlier job costing
method (ie, the sum of the
elapsed times of all jobs run ex-
ceeds the total system processing
time).

Internal reporting

The software package for oper-
ating the system may include in-
ternal clocks to calculate the pre-
cise number of seconds a job had
use of the central processing unit,
peripheral devices, and core mem-
ory. When each component utiliza-
tion time is multiplied by its
standard cost rate, a valuation for
the job’s cost can be calculated by
summing these products. The re-
sulting dollar figure is generated
by the system during the run and
printed with the job’s output; no
longer is an operator required to
manually log the start and finish
times of the job.

External reporting

For systems without the software
internal clocking capability, the
alternative is to construct a table
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of configuration and distortion fac-
tors to be multiplied by the stan-
dard cost rate for the entire com-
puter system and the elapsed time
for a specific job. The effect of
these factors is to quantify the por-
tion of the system utilized by the
specific job (configuration factor)
and to normalize the elapsed time
by weighing properly the user’s re-
quest for priority, core memory,
input source, processing tape drives,
and output medium ( distortion fac-
tor). Development of proper fac-
tor values requires detailed studies
of individual system component
costs for each possible component
combination (for configuration fac-
tors) and of elapsed time data for
each possible priority, memory,
and peripheral combinations (for
distortion factors),

The author advocates external
reporting on the basis that the
data is “readily obtained and easily
applied” resulting in “low cost
to install and maintain” for all com-
puter systems, regardless of their
software capabilities. In fact, how-
ever, the cost of initial factor esti-
mation, in order to be accurate to
any useful degree, must be exten-
sive and exhaustive of all com-
ponent mixes and this is rather
costly. If such initial studies are
not conducted properly or if they
are inadequately prepared, the re-
sult will be inappropriate billing
costs to the users.

Comparison

One of the major arguments
against internal reporting is that
such reporting increases system
overhead and that software modes
may prove expensive. While these
increased costs do exist, the external
reporting scheme has its compara-
ble expenditures: delays created
by the necessity of logging run
times by the operators, thus in-
creasing system overhead and
idling system capacity, this critic
believes. Unless the choice to elect
internal reporting is precluded by
the system’s unadaptability to such
software, a system using internal
reporting allows no human operator

-

logging errors and presents an ac-

curate depiction of the actual mode

of operation with minimal inter-
ference.

BenN L. TRYKOWSKI

Michigan State University

Managerial Work =— Analysis
From Observation by HENRY
MiNTzBERG, Management Science,
October, 1971.

This is a report of a “structured
observation” for a one-week period
of the activities of the chief execu-
tives of five medium to large cor-
porations. It is argued that the
“actual content of managerial work”
should be understood by the man-
agement scientist before he at-
tempts to model the manager as a
programed system.

Fayol's 50-year-old description
of managerial work is contrasted
with a morning’s work for the
present day president of a large
organization. There is a great need,
this author feels, to have a system-
atic and meaningful description of
the actual content of managerial
work. Fayol’s four words—planning,
organizing, coordinating, and con-
trolling—do not describe the actual
work of managers at all; they only
describe certain vague objectives
of managerial work. Several ap-
proaches for reviewing the work
of managers are considered, includ-
ing the managerial decision-mak-
ing process, the manager’s inter-
personal activities approach, and
the “diary” method. The conclu-
sion is that the question—what do
managers do?—remains unanswered
in the literature.

The “standard observation” meth-
od was utilized to observe one-
week-period activities of five med-
ium to large organization chief
executives. From the original data
gathered—the “chronology record,”
the “mail record,” and the “contact
record”—conclusions are derived
concerning the actual substance of
managerial work.
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From the study ten roles are
selected to represent the distinct
components of managerial work.
These roles are classified into three
groups: (1) those roles that relate
to the manager’s behavior that fo-
cuses on interpersonal contact, i.e.,
figurehead, external liaison, and
leader; (2) roles that relate pri-
marily to the processing of infor-
mation, i.e., nerve center, dissem-
inator, and spokesman; and (3)
managerjal roles that are dealing
with decision making, say strategy
making— these are role playing as
an entrepreneur, a disturbance
handler, a resource allocator, and
a negotiator.

These ten roles suggest that the
manager has a great burden of re-
sponsibility. He must oversee the
systems of the whole organization
or its subunits; he must interact
with a variety of people within
and outside his organization; he
must serve as an information link
between his organization and its
environment; he must make many
critical decisions which occur every-
day in order to maintain and con-
trol the operations of his organi-
zation.

Some relationships between the
author’s three groups of managerial
roles and Fayol's description of
managerial work can be perceived.
The author concentrates on the
structure and content of managerial
work while Fayol divides manager-
ial activities into a number of func-
tions. For example, interpersonal
roles are related to the command-
ing (directing) and coordinating
functions; information processing
roles are related to the organiza-
tion, coordinating, and controlling
functions; and decision-making roles
are related to the planning, organ-
izing, directing, coordinating, and
controlling functions.

The analysis of the study data
discloses that the manager performs
his work at an unrelenting pace;
his activity is characterized by
variety, discontinuity, and brevity;
and he prefers issues that are cur-
rent, specific, ad hoc, and that are
presented in verbal form.

This implies there is as yet no
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science in managerial work. There
is a big gap between the manager
and the management scientist. The
latter tries to analyze and change
the manager’s working behaviors
without understanding it. So the
manager finds that he must rely
on verbal forms of communications
and complains of naive planning
while the management scientist
complains of disinterested man-
agers.

The first step for the manage-
ment scientist is to understand the
actual content of managerial work.
However, this is not sufficient. He
must also examine what roles the
manager should play, what is the
effective way of reducing the
manager’s workload, and what are
the optimal time and resource allo-
cations for an effective manager.

Not only management scientists
but accountants must understand
managerial work. Accountants play
major roles in providing informa-
tion to managers. The more they
know the true content of manager-
ial work the better able they will be
to provide needed information. We
must describe managerial work
more precisely and we must model
the manager as a programed sys-
tem. Only then shall we be able to
make a science of management and
management accounting,

W. TaoMas Lin
The Ohio State University

The Financial Control of Adver-
tising by Davip BrirTon, Account-
ancy, November, 1971.

Based on his broad experience
in advertising control, the author
has formulated a model which will
simplify the development of real-
istic advertising budgets.

In the introduction to this article
the author, David Britton, lists three
reasons why accountants should be-
come involved in marketing. His
first reason is that marketing is a
fascinating subject requiring con-
siderable financial perception; sec-

ond, accountants must learn to
speak with authority in marketing
to prevent other professions from
wresting back the initiative and
leadership which accountants have
gained; and, third, accountants
should be concerned because of the
sheer monetary size of the adver-
tising budget.

Service motives

While he expounds on the third
reason, Mr. Britton mentions sev-
eral service-oriented reasons for
accountants’ involvement which,
hopefully, are more typical of the
accountants’ attitude than such
egocentric motives as the second
one. Examples of these service
motives follow:

1. Accountants have become
more accurate in their prognostica-
tions. Therefore, they can offer
valuable predictive services to mar-
keters.

2. Accountants are disciplined
in quantitative presentations which
require judgment based on facts,
not hunches or dreams. Conse-
quently, they can supply more real-
istic interpretations of marketing
experiments.

3. Accountants are skeptical of
the figures presented to them. This
skepticism demands a deeper look
into the origin of the figures and
calls for judgments based on the
constraints imposed upon those fig-
ures. So accountants can serve
marketers by evaluating the esti-
mates upon which marketing deci-
sions are based.

Whatever a reader’s opinion of
Britton’s concept of the accountant’s
function in marketing, he will
probably agree with Britton’s de-
duction: Advertising expenditures
are often extravagant when com-
pared to their results.

A practical decision model

Having reached this conclusion,
Britton advocates a model designed
to help advertisers determine the
amount of their expenditures in
keeping with their objectives and
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select the most effective media in
which to spend their allocation.
The starting point in the model is
a zero advertising allocation. The
objective is to answer the ques-
tion, “Is advertising appropriate? If
so, how much?” Britton’s model
provides quantitative answers to
the following questions:

1. How much do competitors
advertise?

2. Through what media and
agency do competitors advertise?
3. What are the results of com-
petitors’ advertisements?

4. How much advertising should
our firm buy in various media?
5. What results should we ex-
pect from that expenditure?

6. After comparing expected re-
sults to actual results, should we
alter our advertising scheme?
7. How well has the agency we
selected performed?

The model is segmented into three
stages which are diagramed clear-
ly. The three stages provide feed-
back to financial/marketing con-
trol pertaining to the feasibility of
advertising, the effectiveness of the
media chosen, and the change in
sales of the product after adver-
tising.

Accountants® responsibility

According to Mr. Britton, ac-
countants have a responsibility in
developing the advertising budget.
The accountant in industry should
seek confirmation that adequate re-
search has been carried out by
marketers. If he does not receive
such confirmation, he must do the
research himself. The public ac-
countant should regard provision
of advertising evaluation informa-
tion as a part of the complete finan-
cial service which his clients appre-
ciate. Neither accountants in indus-
try nor public accountants should
be surprised if the board starts
asking for an evaluation of the
advertising policy in addition to the
other services presently supplied.

Bruce E. CoLLIER
Oklahoma State University
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An Optimum Switch from Dou-
ble-Declining Balance to Sum-of-
the-Years Digits Depreciation by
EmiL Suniey, Jr.,, The Accounting
Review, July, 1971

The author concludes that the
optimum year in which to switch
from  double-declining  balance
(DDB) to sum-of-the-years’ digits
depreciation (SYD) depends upon
three variables. The relevant vari-
ables are 1) the asset’s useful life,
2) the salvage value, and 3) the
discount rate chosen to find the
present value of taxes. Optimizing
the switch equates with maximiz-
ing the present value of the tax sav-
ings resulting from making the
switch at the appropriate time.

Before the findings of the article
are discussed, the reader should be
aware of three points:

1. The article is based upon Rev-
enue Procedure 67-40 which per-
mits switching from DDB to SYD
depreciation. In early 1971, the As-
set Depreciation Range System was
introduced. The “System” provides
only for the switching from either
DDB or SYD depreciation to the
straight-line method. However, the
article remains timely since Rev-
enue Procedure 67-40 still pertains
to assets put in service before 1971
and to assets put in service after
1971 (if not depreciated under the
new “System”).

2. Whether a switch to straight-
line depreciation instead of to SYD
depreciation, is more beneficial in
a particular situation is not given
paramount  consideration.  The
switch to straight-line always re-
sults in a smaller present value of
tax savings than does a switch to
DDB depreciation.

3. The assumption is made that
the useful life of the asset is not
revised upon the occurrence of the
switch.

The results indicate a constantly
increasing function of both salvage
value and useful life. Intuitively,
one would expect the decision of
which year to make the switch
would depend upon the amount of
the discount rate. However, the dis-

-

count rate very seldom influences
the decision to switch in a partic-
ular year.

The author provides a table
(Table 3) which indicates how
much the switch is worth when
made at the optimum time. The
measurement of worth is the “per-
centage increase in the present
value of the tax savings resulting
from an optimal switch.” The tax
savings is the difference in taxes
paid when using DDB depreciation
with a switch to SYD depreciation
and the taxes paid when using the
best alternative depreciation policy.
There are two alternatives to be
considered: 1) DDB with a
switch to straight-line depreciation
and 2) the use of the SYD meth-
od throughout the life of the asset.

Little difference

The table shows that there is
little difference between the opti-
mum depreciation policy and the
best alternative depreciation policy.
Generally, the switch results in only
a small percentage increase in the
present value of the tax savings.
The percentage increase is greatest
when the salvage value is 10 per
cent and the useful life is 32 years,
but the increase is only 2.47 per
cent.

A second table (Table 4) shows
a decision of greater significance.
If a company sub-optimizes by
choosing the second best deprecia-
tion policy, the penalty is not large.
However, if the company sub-op-
timizes by choosing the third best
depreciation policy, the penalty
can be relatively large. For in-
stance, Table 4 shows that for an
asset with a useful life of 40 years
and a salvage value of 15 per cent,
a switch from DDB to SYD at the
end of 13 years yields an increase
of 0.36 per cent over the best alter-
native (a switch from DDB to
straight-line). However, a switch
from DDB to straight-line increases
the present value of the tax savings
by 8.64 per cent over the next best
alternative (using SYD for the full
life of the asset).

The article has practical signif-
icance for two reasons:
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1. The discount rate has little
significance. This fact is very im-
portant for those firms lacking the
tools or inclination to develop the
appropriate discount rate,

2. The author provides a table
that indicates the optimum time to
switch for varying useful lives and
salvage values. This would save
considerable computation time for
any firms interested in choosing the
appropriate depreciation policy.

Joun K. CHEEVER

University of Southern California

Decision Making When Joint
Products Are Involved by RonaLp
V. HartLEY, The Accounting Re-
view, October, 1971.

Using a series of four cases, Pro-
fessor Hartley develops a linear
programing model for analyzing a
complex four-product joint proc-
essing situation. In a fifth case he
presents a generalized model for a
two-stage joint product process
which includes reprocessing of
waste materials. Consideration is
given to input resource constraints,
productive resource constraints,
market constraints, and a variable
production function in the model.

Case 1 presents the traditional
contribution approach as it relates
to a joint product decision. The de-
cision concerning additional proc-
essing beyond the split-off point is
analyzed for two products, each of
which may be further processed at
additional cost. In Case 2, resource
constraints are added to the prob-
lem by placing a limit on the
monthly quantity of the joint raw
material which is available for
processing. In addition, the ma-
chine hours available for processing
the input resource are constrained.
Solution of the linear programing
model results in an optimal solution
when no final product market con-
straints have been imposed.

Case 3 introduces a maximum
level of sales for one of the joint
products and for the product which
can be created with additional
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processing of the joint product.
With constraints placed on the
sales of one of the joint products
and its further processed product,
the solution is not necessarily op-
timal unless the ability to inventory
the constrained products is added
to the model. Temporary inven-
tories of the constrained joint
product are added to the model
and the optimal solution is found.
Utilization of the temporary inven-
tory by management is discussed in
detail. First, alternative uses in an
unconstrained market may be de-
veloped and added to the model
along with its productive resource
requirements and contribution mar-
gin. Second, a sensitivity analysis
of price-quantity relationships
could be conducted to see if a new
price and market constraint would
result in a better solution. Third,
the unsold items could be disposed
of and the cost to dispose of the
unused product added to the ob-
jective equation.

When a joint production process
is such that the output mix of the
joint process can be changed, a
variable production function enters
the decision model. Case 4 discuss-
es a linear variable production
function which has a linear vari-
able cost associated with changing
it.

In the example, the original
product mix is 3 units of Product A
and 2 units of Product B. The mix
can be changed in favor of Prod-
uct B to a maximum of 2.5 units
of A and 3 units of B. A constant
per unit amount of $6 is introduced
as the cost of changing the func-
tion. ]

For example, the maximum
cost of the change from a mix
which includes 2 units of B to one
with 3 units of B would be $6. The
variable production function and
its costs are added to the model
and the optimal solution is pre-
sented. :

A generalized model which in-
cludes the constraints introduced
in Cases 2 and 3 is presented in
Case 5. In addition, multidepart-
ment processing of joint products
is presented for analysis. The proc-

ess begins with a joint resource
which is processed into two out-
puts. These two outputs are proc-
essed, with the addition of a con-
strained input resource, through
additional processing departments.
Additional processing of one of the
products creates a waste material
which can be reprocessed into the
original input resource. Selling
prices, costs, and constraints are
considered in a general linear pro-
graming model which can be used
to analyze the situation.

Poor examples

The linear programing models
developed in the article should be
useful in analyzing complex joint
product problems. However, the
reader of the article should be con-
stantly aware of the examples used
to illustrate the problems and, in
some cases, the inconsistent mtro-
duction of constraints. The "ex-
amples used are not complex
enough to illustrate fully the value
of the linear programing approach.
Market constraints are placed upon
only two of the four products,
which causes the solutions to go to-
wards the unconstrained products.
Further processing of one of the
products results in a negative con-
tribution margin and for this rea-
son the product, even though in-
cluded in the objective function
each time, is never a part of the
solution. For these reasons most of
the examples can be solved using
contribution margin per constrain-
ing factor, a traditional approach.

Roeert E. HamiLToN

University of Southern California

CLASSIFIED

HELP WANTED

YOUR RESUME—Write it yourself! In-
structions, samples, forms $3. Resume
Company, 359 Jersey Avenue, Fairview,
New Jersey 07022.

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 Adviser, 666 Fifth Ave., N.Y. 10019.
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