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New country.

We are all in new country when it comes to our ideas about 
women. And nothing is changing so fast as old-country 
notions of what women can and cannot do. Today more 
women earn their own money than ever before. That changes 
how they think, live, spend, save, marry, care for their homes, 
bring up their children. It doubles the talent and brainpower 
available to help with all the work we have to do in this 
country. And it promises a beautiful new country of the mind 
where a daughter can accomplish what only a son used to. 
We say welcome.

Womanpower. It’s much too good to waste.
For information NOW Legal Defense and Education Fund Inc., 127 East 59th Street, Dept K, New York, New York 10022



A blueprint tor 
striking successful 
bargains - on all 
kinds of deals!

(retail prices shown)

49400. FUNDAMENTALS OF NEGO
TIATING. Gerald I. Nierenberg. The 
skills and strategies of successful 
bargaining applied to purchasing and 
selling, mergers and acquisitions, 
labor-management relations, real es
tate deals and deals in general.

$10.00

44920. THE ENCYCLOPEDIA OF 
MANAGEMENT, 2nd Edition. Edited 
by Carl Heyel. Over 1,180 pages on 
every area of management with con
tributions from more than 200 busi
ness leaders. Organized for both the 
quick answer and for deep study of 
significant problems. Counts as 2 
of your 3 choices. ($2) $32.50

85120. UNACCOUNTABLE AC
COUNTING. Abraham J. Briloff. A 
brilliant expose of the crisis in ac
counting—where so-called "creative 
accounting" has distorted financial 
statements, dangerously misled in
vestors, and caused the near-fatal 
conglomerate craze in the ’60s. $9.50

88480. THE YOUNG EXECUTIVE TO
DAY. Edited by Robert Tamarkin. Fas
cinating profiles of the men and 
women who are changing the char
acter of business today. $10.00

40151. CONFESSIONS OF A COR
PORATE HEADHUNTER/THE COR
PORATE EUNUCH. First, an extraor
dinary guide to the headhunting firm 
—an inside account of how recruiters 
find, size up, and place their pros
pects. Plus what a manager can do 
to preserve his vitality and sanity in 
the political complexities of the ex
ecutive suite. The 2 books count as 
one. $13.90

60210. MANAGING FOR RESULTS/ 
THE EFFECTIVE EXECUTIVE. Two 
classics of business literature by 
Peter Drucker. What tasks a business 
must discharge if it wants to stay in 
business. Plus what successful ex
ecutives do and don't do. The 2 books 
count as one. $12.45

73640. REAL ESTATE INVESTMENT 
STRATEGY. Maury Seldin and Rich
ard H. Swesnik. “The textbook on 
making big money in building and 
land ... a virtuoso performance." 
—Washington Evening Star $10.95

69562. PO: A DEVICE FOR SUC
CESSFUL THINKING/SAY WHAT 
YOU MEAN. A new thinking tool that 
frees you from the limits of logic, 
permits you to think like a genius, 
encourages you to solve problems— 
creatively. Plus the soundest, most 
practical advice on plain good writ
ing you'll ever read. The 2 books 
count as one. $11.90 

The comprehensive 
reference for execs 

on every rung 
of the ladder- 

a $32.50 value!

Take any 3 of 
these essential 
business books 
(values as high as $46.40) 

tor only $1 each 
and add them to your 

executive library 
as a new member of

The 
Executive 
Program 

(You simply agree to accept 
3 more books — all at hand
some discounts — over the 
next 12 months.)

The most valuable busi- 
ness book club in 
America today, relied 
upon by over 32,000 top 
executives who are at the 
top and mean to stay 
there. This offer is de
signed to make it well 
worth your while to dis
cover the advantages of 
membership for yourself.

Transactional 
Analysis! You’ve 

heard about it, read 
about it-now apply 
it to your business 

problems!

81280. SUCCESS THROUGH TRANS
ACTIONAL ANALYSIS. Jut Meinin
ger. A new and fast way to change 
what you want to change about your
self and others and to make the hu
man interaction of management pay 
off for all involved. $7.95

88130. YOU AND YOUR MONEY: A 
Survival Guide to the Controlled 
Economy. Eliot Janeway. How to 
conserve cash, maintain savings at 
a high level, and buy assets and sec
urities only when they promise in
vestment values on a bargain basis.

$5.95

50710. THE GREAT EXECUTIVE 
DREAM. Robert Heller. Pragmatic, in
cisive, elegant analysis of the mis
conceptions of management — that 
bigness is bad, that decentralization 
means more freedom and efficiency, 
that new product policies are essen
tial, and more. $7.95

55570. INSTITUTIONAL INVESTING.
Charles D. Ellis. The full gamut of 
institutional investing — offering an 
unconventional strategy for sustained 
superior performance. $9.95

55810. THE INTELLIGENT INVES
TOR, 4th Edition. Beniamin Graham. 
The indispensable guide to sound in
vesting. Outlines principles of ra
tional stock selection for both cau
tious and enterprising investors.

$7.95

HOW THE CLUB OPERATES • The 
Book Club News, describing the com
ing Main Selection and Alternate Se
lections, will be sent to you 15 times 
a year at three to four week intervals. 
• If you wish to purchase the Main 
Selection do nothing and it will be 
shipped to you automatically. • If 
you prefer one of the Alternates, or 
no book at all, simply indicate your 
decision on the reply form always en
closed with the News and mail it so 
we receive it by the date specified. • 
The News is mailed in time to allow 
you at least 10 days to decide if you 
want the coming Main Selection. If, 
because of late mail delivery of the 
News, you should ever receive a 
Main Selection without having had 
the 10-day consideration period, that 
Selection may be returned at Club 
expense. • After completing your trial 
membership, you will be entitled to 
take advantage of our fabulous bonus 
.plan which offers savings up to 70% 
and more.

Does the 
balance sheet 

really show your 
financial position?

46710. THE EXECUTIVE’S AC
COUNTING PRIMER. Robert L. Dix
on. Does the balance sheet really 
show financial position? Bottom-line 
answers for the young executive 
who's a babe in the woods about ac
counting — or the man on top who 
depends too heavily on accounting 
“experts." $9.95
48591. FINANCIAL REPORTING 
PRACTICES OF CORPORATIONS. 
David F. Hawkins. Illustrates the 
many areas in which different meth
ods exist for reporting essentially 
identical business situations. $12.95
55951. THE INTERNATIONAL 
MONEY GAME: A Primer in Inter
national Finance. Robert Z. Aliber. 
Vividly describes the international 
money system—its history, strengths 
and weaknesses, and probable future. 

$6.95
69730. THE PRACTICE OF MAN
AGEMENT. Peter Drucker. Analyzes 
the strength and weakness of man
agement, reveals the management 
characteristics that inspire em
ployees to perform, defines the ex
ec's role in society. $7.95

The Executive Program® 3-38F 
Riverside, New Jersey 08075 
Please accept my application for 
membership and send me the three 
volumes indicated, billing me only 
$1 each. I agree to purchase at least 
three additional Selections or Alter
nates during the first year I am a 
member, at special members’ prices. 
Savings range up to 30% and occa
sionally even more. My membership 
is cancelable any time after I buy 
these three books. A shipping and 
handling charge is added to all ship
ments.
3 books for only $1 each 
Indicate by number the 3 books you 
want.

Some expensive books count as 2 
selections.
Send no money. Members are billed 
when books arrive.
Name__________________________

Address________________________

City-----------------------------------------------
State Zip-------------------
Book selections purchased for pro
fessional purposes may be a tax
deductible expense. (Offer good in 
Continental U.S. and Canada only. 
Prices slightly higher in Canada.



Harold I. Steinberg and James D. Carney • Halting a Rise in a Town’s Tax 
Structure Through PPBS............................................................................................................
A suburb of a major metropolitan area foresaw a time 
when its budget requests would outstrip its tax rev
enues. Town leaders had observed the work a CPA

p. 15
firm did for school districts in a neighboring state, 
and asked for the firm’s help. The consultants set to 
work implementing a program budgeting system.

Granville R. Gargiulo • Productivity Analysis: Prerequisite to Meaningful Financial 
Planning ....................................................................................................................................... p. 23
A case study is described which illustrates how pro
ductivity has a gradual effect on profitability. With-

Albert P. Ameiss and Warren A. Thompson • PERT for Monthly Financial Closing .... p. 30
This article describes how the program evaluation 
review technique (PERT) was applied in job costing 
in the electronics industry. PERT shows the steps 

that are necessary for the monthly closing of the 
books as well as highlighting the bottlenecks in meet
ing the reporting deadlines imposed by management.

Allen Weiss • Leadership Style and the Locus of
Accounting controls are indispensable to managers, 
regardless of the precepts of leadership they follow.
Under a system of central authority, reports are used

Control..................................................... p. 38
to enforce conformity; while under self-control, ac
counting reports provide guidance for individuals. Mr. 
Weiss characterizes five familiar types of managers.
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out productivity analysis, the validity of the financial 
planning model is suspect, this consultant says.
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Robert E. Engberg and Roger L. Moore • A Corporate Planning Model for a Con
struction Materials Producer..................................................................................................... p. 43
Capitol Aggregates, Inc., recently decided to fine-tune 
its planning by improving the techniques and speed 
of evaluating alternatives. It proceeded to develop 
an integrated model that could handle any organi

zation that can be described in terms of products 
flowing through cost centers containing fixed costs 
and variable costs which can be represented by a 
linear function. Here’s how the company did it.

DEPARTMENTS

People, events, techniques .......................................................................................................... p. 5

What people are writing about................................................................................................ p. 53
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Now we can tell 
three million more people 

that you’re a good guy 
(If you are)

With your help we can tell mil
lions more next year.

There’s new energy at your Better Busi
ness Bureau. Our recently-formed national 
Council is helping local Bureaus pool their 
strength. Businessmen everywhere are helping. 
We’re increasing our service. We’re doing more 
now than ever to encourage good relations be
tween you and consumers.

Our capacity to handle phone calls has 
increased by over three million a year. That 
means we can tell three million more consumers 
about a company’s reputation or help them 
when they call with complaints.

That’s three million more consumers 
who will have a better chance of getting their 
money’s worth. And a better opinion of busi
ness. Because business itself is the force behind 
the Better Business Bureau.

If we can keep growing like this, we'll be 
able to increase our service to three million 
more people next year. But our growth is more 
than telephone calls.

We’ve expanded our consumer educa
tion programs, through radio announcements 
and printed materials, to reach ten million 
shoppers with good buying advice. We’d like to 
reach even more.

We’ve established fifty arbitration 
panels across the country where consumers and 
businessmen can iron out problems together. 
Hopefully, fifty is just the beginning.

We’ve started to computerize so Bureaus 
can have up-to-date information on consumer 
attitudes and marketplace developments. We 
intend to finish.

And we’ve just begun a public service 
advertising campaign with the help of The 
Advertising Council. It will tell millions of Amer
icans that the Better Business Bureau is their 
place to “speak up” to get their money’s worth.

The more we grow, the more we can let 
consumers know that we—and you—care 
about them.

Would you like to help? To learn how, 
just use the coupon below. (We knew you were 
a good guy.)

 ------------------------------------------------------------------------------------- 

  Council of Better Business Bureaus  
  845 Third Avenue, New York, New York 10022  

  Please tell me how the Better Business Bureau can improve  
  our relations with consumers and how   can help.  

  Name  

  Company  

  Address  

  City_________________ State Zip  

L_____________________________J

Council of 
Better Business Bureaus

advertising contributed for the public good



people, events, techniques

Personal Information Stored in Computer Files Should 
Be Severely Limited, Law Professor Advises Conference

No one has the right to say, 
“The computer made me do it,” 
Alan F. Westin, professor of law 
and government at Columbia Uni
versity, told the Fourth Annual 
Conference of Human Resources 
Systems Users, November 12 in 
New York.

Dr. Westin, a member of the 
National Academy of Sciences re
search team that for three years 
studied how organizations are us
ing computers to process informa
tion about people (see M/A, July- 
August ’73, pp. 57-59), said that if 
society chooses to use the com
puter to store information about 
people it must have clearer rules 
of privacy, secrecy, and materiality 
for these files.

There are three questions that 
must be decided about personnel 
files, the attorney told the person
nel officers. First, what information 
should be stored in a computerized 
file?

Syndrome to be avoided

He warned against the “Dump- 
it-in: It-can’t-do-any-harm” syn
drome. The administrator should 
“look with a jealous eye at what 
information should go into the file 
at all,” he said. Any information 
that is not necessary for personnel 
administration should be wiped 
out. After the decision to hire a 
job candidate is made, his back
ground should be shredded.

In one corporation, executives 

were given a list of questions that 
were under consideration for a 
personnel file. The executives were 
asked which questions they re
sented answering. In several cases 
questions that seemed innocuous 
to the file designers, were found 
objectionable by the executives.

As little personal data as pos
sible should be kept on file, Dr. 
Westin advised. “Not only is it 
cost-effective, but privacy-respec
tive,” he said.

A second issue to be considered 
is what rules of data confidentiality 
should exist inside and outside the 
organization?

Taking what he called a “civil 
libertarian point of view,” the at
torney said that it is advisable for 
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people to have access to files kept 
on them; otherwise fear about be
ing controlled by unknown evalu
ations and judgments is created. 
As for sharing information with 
outside organizations, he said it is 
time for reexamination of the pol
icy of sharing with others so they 
will share with you. For outside 
sharing, you must have rules on 
who has access, what kind of in
formation is given out, what are 
the liabilities, and what notifica
tion should be given to the indi
viduals involved. This has to be 
decided on an area by area, case 
by case basis.

Individuals' rights

Finally, what rights of access 
should an individual have to re
view files kept on him? In this re
spect, Dr. Westin maintains that 
computerized personnel records 
are better than manual records 
because annual printouts can be 
made and the individual asked for 
corrections on his record. When 
the desired corrections are made, 
a new printout can be immedi
ately produced and it affords the 
individual a feeling of security 
about the accuracy of his file.

Dr. Westin was asked what he 
thought of the Health, Education 
and Welfare study on recordkeep
ing. He said that he agreed with 
the study that the use of the So
cial Security number should be 
inhibited and many corporations 
feel the same way. The Mutual of 
Omaha issues unique employee 
and policyholder numbers be
cause they feel that it gives them 
one more level of control of their 
files, he reported.

According to the HEW recom
mendations, a person would not 
have to submit his Social Security 
number for purposes other than 
those of the Social Security sys
tem. In this way, the computer al
lows people to make individual
ized choices that manual systems 
don’t, Dr. Westin explained. For 
instance, individuals could specify 
whether or not they wanted their 
names added to mailing lists. That 

way people who enjoy getting 
mail and are good prospects for 
direct mail advertisers would be 
served and individuals who are 
annoyed with what they consider 
junk mail would not be bothered.

Five Reasons for
Erosion of Foreman’s
Authority Cited

The role of the foreman has 
been eroded in the organizational 
structure, John A. Patton told the 
National Machine Tool Builders’ 
Association, October 11.

“The foreman today is being held 
responsible for functions over which 
he no longer has any real authority 
or control,” observed Mr. Patton, 
president of Patton Consultants, 
Inc., Des Plaines, Ill. “For some 
time he has not been able to hire 
and fire and set production stan
dards. He cannot transfer employ
ees, adjust the wage inequities of 
his men, promote deserving men, 
develop better machines, methods, 
and processes, or plan the work of 
his department with anything ap
proaching complete freedom of ac
tion. All these matters for which he 
is completely or partially respon
sible have now become involved 
with other persons and groups, or 
they have become matters of com
pany policy and union agreement.

“He is hedged in on all sides 
with cost standards, production 
standards, quality standards, stan
dard methods and procedures, spec
ifications, rules, regulations, poli
cies, laws, contracts and agree
ments, and most of those are for
mulated without benefit of his par
ticipation,” the consultant said.

Since the performance of the 
foreman can affect productivity, 
product quality, and profit, man
agement should carefully scrutinize 
its relationships with foremen, Mr. 
Patton advises. He has found that 
five factors affect their perform
ance.

First, there are not substantial 
pay differentials between workers 
and foremen in many organiza

tions. Mr. Patton said, “In over 
60 per cent of companies today, the 
skilled employees in his department 
take home equal to or more pay 
than the foreman . . . Also, in too 
many companies the management 
has a policy of tying the compensa
tion differential of the foreman to 
the unionized personnel by main
taining a 15 to 20 per cent incre
ment . . . Frankly, it puts the fore
man in the frame of mind that his 
well-being is tied in with the union 
rather than with the management 
of his company,” the consultant 
said.

Second, staff specialists usually 
hinder rather than help the fore
man do a more effective job be
cause they treat him like the “little 
man that wasn’t there,” Mr. Patton 
said.

Third, foremen do not feel they 
are part of management and man
agement does not try to convince 
them that they are. Mr. Patton 
commented, “I have witnessed 
companies where sincere attempts 
have been made to keep the fore
men informed on a constant and 
continuous basis. In spite of this 
sincerity, I have never found a 
company in all my years in the 
consulting field where all the fore
men felt they were fully informed 
and really part of management.”

Fourth, a high percentage of 
foreman training is not tailored to 
the company or the man nor is it 
fitted to actual shop situations.

Fifth, the criteria used for se
lecting foremen are unrelated to 
those used for selecting effective 
supervisors, Mr. Patton said. The 
correlation between a good pro
ducer and a capable foreman is 
purely coincidental, he observed.

“The effective supervisor, both 
in terms of production and morale 
is the one who tends to see his job 
primarily in terms of human prob
lems, the management and support 
of people, as contrasted with the 
individual who may see his job 
primarily in terms of rules, pro
cedures, technical efficiency, and 
direct pressure for productivity. If 
you, as management, can convince 
your foremen that you have their

6 Management Adviser



The 
Intellectual 

Giant.
The objective: to design the ultimate computer for accountants—one that can 
contain a complete accounting system in memory—with programs that can do 
better and more intricate work than anyone ever thought possible.
We have designed the ultimate computer for accountants. 
It has a memory so large (two to seven times as large as 
any office computer in its class) you can have an entire 
accounting system in memory—and still have room for 
data storage. All the room you’ll need.
This means, among other things, that you can go from 
books of original entry to general ledger to financial 
statement work, to work sheets, depreciation, amortiza
tion—and so on—just by pressing a few buttons.
It also means you won’t have to rely on a service bureau 
any more—because you can now do complex jobs you 
once sent out.
(But remember, we’re talking about a machine that fits 
in a corner of your office. One that actually costs less 
than machines with half the memory—and one that can 
still be operated by a competent clerk or secretary.) 
Now the programs we’ve designed for this machine: 
As you’d expect, they're better, more sophisticated and 
more useful than anything you’ve ever seen before.
They’ll give you complex Financial Statements in just 
about any design.
And Statement of Changes in Financial Position.

The result: The new Litton ABS 1251.

Scheduling. Allocations. Partner Profit Splits. (All auto
matic.) Branch and Multi-Corporation Accounting.
Automatic condensation of general ledger accounts (for 
easier management reading).
Computer selection of accounts (for detail auditing).
And so much more—including your everyday routine 
work—that you may find it difficult to believe. At first. 
Write or call us—or use our coupon—and we’ll give you 
all the good news. (It’s very good.)
From the people who specialize in computers and sys
tems for accountants—the ultimate in computers and 
systems for accountants: The Litton ABS 1251.

----------------------------  

AGY45-MA1

Litton Automated Business Systems

To Litton ABS: Please send information on the new 
1251, the ultimate computer for accountants.
Name--------------------------------------------------------- ——

Address_________________________________________

City State Zip------------
Mail to: Litton ABS, Accountants’ Division, Box 624 

Pine Brook, N.J. 07058 (201) 575-8100.
______________________________________J



interests at heart, and mean it, 
you will bring about more effec
tive supervision than any incen
tive you could create,” Mr. Patton 
told the machine tool builders.

In another recent speaking en
gagement, Mr. Patton told the 37th 
Annual Industrial Engineering and 
Management Clinic, “Those con
sultants who will not assume re
sponsibility for results should base 
their charges on a price per pound 
of manual produced for the cli
ent.”

The consultant was making some 
observations on the profession 
based on his 30 years in the field.

He said industrial engineers 
“Talk too much with a Harvard 
accent; spend too much time on 
computation to the third decimal 
place rather than working to gain 
wholehearted acceptance by first- 
line supervision; still haven’t 
learned that personal involvement 
and participation will remove 
many of the obstacles on the way 
to obtain results; should insist on 
accountability standards for every
one from the janitor to the presi
dent; and ought to face up to un
pleasant tasks and turn the disad
vantage into an advantage.”

Checkless Society Is
At Least 5-10
Years Away, ABA Told

Roughly one per cent of the 
gross national product, or $10 bil
lion per year, is spent on proc
essing checks and using money, 
the American Bankers Association 
reports. Electronic funds transfer 
systems may help the situation, but 
it will take at least five to ten 
years just to stop the growth of 
paper checks and cash transactions 
in our economy, an ABA spokes
man said.

The average check is processed 
in ten “hands on” steps and the 
processing cost runs about $0.16 
per check, said Dr. William Ford, 
director of the American Bankers 
Association research and planning. 
He cited industry estimates that 

forecast total check volume to be 
above 40 billion by 1980.

Check handling costs can be cut 
by at least 50 per cent through the 
use of electronic money, feasibil
ity studies show. But for the im
mediate future, the nation seems 
not to be moving toward the 
checkless society but, more ac
curately, toward the “less check, 
less cash society,” Dr. Ford stated.

Banks, S&Ls, work on problem

“Both banks and thrift institu
tions are now committing substan
tial resources to the design and 
development of electronic funds 
transfer system (EFTS) compo
nents,” Dr. Ford said. “A good por
tion of EFTS’ elements are al
ready in place. Many major U.S. 
corporations now regularly move 
funds and transmit financial mes
sages over the ‘Bank Wire’—an elec
tronic network connecting 240 
banks in 74 cities. The Federal Re
serve has also increased its capac
ity to transfer funds electronically 
by means of the so-called ‘Fed 
Wire.’ During 1972, 9.5 million 
transactions—involving $17.9 tril
lion—were channeled through this 
system.”

The Federal Government is us
ing EFTS experimentally to pay 
some U.S. Air Force personnel 
(see M/A, November-December, 
1973, p. 12).

In Seattle, a bank’s customers 
can use its computer to pay their 
bills, calculate their household 
budget, or make notations of spe
cial payments for tax purposes. 
The customers are charged $6.50 
per month for the service and can 
dial the computer via a push but
ton phone, the ABA reports.

A savings fund society in Wil
mington, Del., enables its cus
tomers to pay bills with a special 
“money card” that authorizes im
mediate transfer from their ac
counts to the merchants’ bank ac
counts. In Columbus, Ohio, a bank 
is developing a system that would 
use a money card to transfer funds 
right at point-of-sale terminals.

The American Bankers Associa

tion also reports that automated 
clearing houses, for transactions 
among banks in a given area, are 
already operating in Georgia and 
California and are under develop
ment in other states.

“Only after consumer confidence 
has been gained and the host of 
legal and regulatory impediments 
are overcome in the field of EFTS 
can we begin to talk about the 
‘checkless society,’ ” Dr. Ford stated.

Western City Replaces
Radios in Patrol Cars
With Teleprinters

Everything’s up to date in Or
ange County: Last issue we told 
you about the county’s facilities 
management arrangement (see p. 
8), this issue we report on one of 
its communities’ police communi
cations system.

Electronics cuts response time

Huntington Beach, Calif., has in
stalled readout teleprinters in all 
of its patrol cars. Under the old 
manual dispatching system using 
radio voice only, it took a police
man 50 seconds to receive, copy 
down, and acknowledge a dispatch 
message. A policeman using the 
teleprinter system can read and ac
knowledge a message in seven sec
onds, Huntington Beach reports.

Upon receiving a call for assis
tance, the communications operator 
types the response address on a 
video terminal and requests an ad
dress file search to be performed 
by the system’s computer. In three 
seconds the computer verifies the 
validity of the address and sup
plies geographical identification 
codes. The computer will also re
turn a printed list of known police 
and fire hazards at the location.

From his patrol car, the police
man can request the records check 
be made on a person or a vehicle. 
Huntington Beach says this has led 
to higher apprehension rates and 
increased officer safety. 

By December, 1974, the com
munity plans to add a vehicle loca
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tor service to its system. This will 
graphically indicate the location of 
all police units within a quarter
mile radius and indicate their 
availability and the priority of all 
calls requiring police response. It 
is expected this addition will re
duce response time to emergency 
calls and make more effective use 
of police personnel.

The police communications and 
control system was designed and 
manufactured by Motorola Com
munications and Electronics, Inc.

An alarm system is also tied into 
the computer, so that once an alarm 
is tripped a notice is teleprinted to 
all police field units. If a business 
owner has a special alarm audio
monitoring device, when the alarm 
is tripped the communications cen
ter will monitor all voices and 
noise within the establishment. An 
associated random access micro
film file is under development 
which will give the dispatcher 
maps of all escape routes and spe
cific building diagrams.

There is a computer interface be
tween Huntington Beach’s police 
and fire departments which allows 
the proper agency to respond to a 
call made to either one.

For emergency situations, Hunt
ington Beach has support units of 
a three-man K-9 squad, a five-man 
Special Enforcement Detail, a two- 
man bomb squad, and a new 35- 
man mobile field command unit. 
Everything is, indeed, up to date 
in Huntington Beach.

“Huntington Beach’s population 
increased 100 per cent between 
1965 and 1973,” said Mayor Jerry 
A. Matney. “We were faced with a 
huge need for increased police and 
fire protection, as well as numer
ous other services, but without an 
adequate tax base. Businessmen 
seeking new sites naturally con
sider such protection when making 
decisons as to where to locate and 
our new command and control sys
tem has already helped to attract 
several new firms to Huntington 
Beach.”

Huntington Beach may be the 
security-minded businessman’s sec
ond choice—after Fort Knox.

System also permits visual images to be displayed to assist in identifying 
exact apartment locations.

For the Management Consultant—

Environmental Management Major Challenge to 
CPAs in Coming Decade, Gaede Tells MAS Meeting

During the next decade, en
vironmental management affords 
perhaps the major opportunity for 
client services in which all CPAs 
can participate, William G. Gaede, 
Touche Ross & Co., told AICPA 
members attending the manage
ment advisory services (MAS) tech
nical session at this year’s annual 
meeting, October 16 in Atlanta.

“Environmental management,” 
the process of regulating man-made 
pollution with the goal of reduc
ing and eventually eliminating it, 
has become the responsibility of 
Federal, state, and local govern
ment and the concern of most of 
the CPA’s clients, Mr. Gaede, 
chairman of the AICPA’s MAS en
vironmental accounting subcom
mittee explained.

Even if the accountant doesn’t 
specialize in this area, to serve his 
client, environmental laws must be
come part of his body of knowl

edge, just as tax laws are. Most of 
the CPA’s clients in the private 
sector “are subject to some provi
sions of these statutes or their cor
responding state and local ordi
nances with resulting costs and 
pricing consequences for these en
terprises,” Mr. Gaede said.

CPAs must keep informed

There are certain pieces of Fed
eral legislation that are “impera
tive to be aware of and conversant 
with in terms of serving your cli
ents,” he told the CPAs. These in
clude: SEC Release No. 5386 
which requires issuing corporations 
to disclose the material effects that 
compliance with environmental 
laws may have on them and their 
subsidaries’ capital expenditures, 
earnings, and competitive position; 
and the Federal Tax Reform Act 
of 1969 which established tax in-
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. . . reporting of forecast’s precise meaning still needs study: Bernstein

centives for capital expenditures 
associated with pollution control.

A survey conducted last year by 
the environmental accounting sub
committee found that firms that 
were working on environmental 
engagements often needed more 
than traditional CPA skills, the 
subcommittee’s chairman said. For 
certain engagements non-account
ing skills were called for. The 
larger firms hired the necessary 
talent and the smaller ones estab
lished working relationships with 
other experts.

How one local firm did it

Mr. Gaede described how a local 
firm with a staff of about 30 pro
fessionals became involved in this 
area, to the point where today it 
accounts for more than ten per 
cent of its billings, while four years 
ago it wasn’t in the area at all.

First, the firm subscribed to en
vironmental reporting services and 
quarterlies. (A list of these can be 
found in The Journal of Accoun
tancy, July, 1973, pp. 90-91.) It also 
became involved in community af
fairs, including citizen boards and 
commissions, Mr. Gaede explained. 
One of the benefits of this involve
ment was the firm’s development 
of contacts with related profes
sionals also working in the same 
area, including civil engineers, 
landscape architects, and attorneys.

The firm “became aware of what 
the local political situation was,” 
in terms of what were the targets 
of environmental concern. Concur
rently, the CPAs familiarized them
selves with state and local statutes 
covering environmental practices 
and control.

Finally, the firm adopted a basic 
service strategy to take on work 
that could be done with traditional 
CPA skills or where their CPA 
skills were the key element. The 
firm maintained an active relation

ship with related professionals who 
could be called on to provide spe
cialized skills needed for specific 
engagements.

“Why not take advantage of this 
opportunity for client services. If 
you don’t, someone else will,” Mr. 
Gaede told the CPAs.

The session covered another area 
of service gaining new emphasis, 
thanks to the February 2, 1973, 
SEC Release Nos. 33-5362 and 
34-9984. Forecasting and budget
ing techniques were discussed by 
George L. Bernstein, Laventhol 
Krekstein Horwath & Horwath.

The February release requires 
that a company which chooses to 
disclose projections of future eco
nomic performance in its financial 
reports must have been “a report
ing company for a reasonable per
iod of time and that it had a his
tory of earnings and of internal 
budgeting.”

Mr. Bernstein advised, “If your 
clients do not have such a history 
they had darn well better get 
cracking on that in order to dis
close any projections of future eco
nomic performance.”

Forecasting sales

The first thing, and in the judg
ment of some the most difficult 
task, is to forecast sales, Mr. Bern
stein said. This can be done with 
either noncausal techniques, tech
niques which are extrapolations of 
historical sales records and assume 
existing patterns will continue into 
the future, or causal techniques, 
which identify and measure forces 
that have caused the time series to 
behave in a certain way in past 
years. Judgmental approaches to 
forecasting are then used to com
plement the quantitative method
ologies.

Although the bulk of the oper
ating budget can be constructed 
once sales are forecast, there are 

uncertainties that affect the net in
come figure, Mr. Bernstein noted. 
A variety of assumptions related to 
both the internal and external en
vironment affect the estimate of 
the net income, the CPA explained. 
To help management understand 
the cost dynamics of a particular 
company a variety of management 
accounting concepts are useful in
cluding direct costing, responsibil
ity reporting, and variance anal
ysis.

Interpreting forecasts

When asked by a member of the 
audience where the greatest re
search effort involving forecasting 
is needed, Mr. Bernstein replied 
that while the techniques of fore
casting are known, reporting on 
precisely what the forecasts mean 
still needs to be studied.

In response to a question asked 
about small businesses attempting 
to utilize more complex forecast
ing techniques, Mr. Bernstein re
plied: “Each management must 
determine what the cost and bene
fit of each forecasting approach 
will be for their own internal 
needs . . . Certainly, this is an area 
where we in the profession can 
give the guidance in what the in
cremental benefit will be toward 
getting into some of the sophisti
cated techniques, the complex 
causal mathematical techniques, re
gression analysis techniques, the 
techniques used in computer simu
lation, etc.”

A third portion of the MAS ses
sion was given to a discussion of 
minicomputers as business systems 
by Ralph McCormick, Geo. S. 
Olive & Co.

“Some people seem to feel that 
the on-line minicomputer is not 
suited for business data processing. 
Our experience and investigation 
have indicated that although it is 
not a panacea, it has wide appli
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cation in business data processing, 
and that in a number of cases, it 
offers solutions that are far supe
rior to more traditional types of 
equipment.

“It is also very clear that most 
clients will need far more outside 
assistance in implementing these 
systems. And . . . these clients are 
likely to look first to their CPA to 
find this kind of help,” Mr. Mc
Cormick said.

He was asked to give an exam
ple of a minicomputer on-line ap
plication and its costs. Mr. McCor
mick said that one company that 
manages 60 shopping centers in 
the Midwest uses a minicomputer 
at the purchase cost of about 
$33,000. This would be equivalent 
to approximately $950 per month on 
a five-year lease including mainte
nance. The company is using the 
mini to do expense distribution, 
general ledger, and statement prep
aration for each of the 60 corpora
tions and is now in the process of 
putting its payroll and accounts re
ceivable on the mini too.

The speaker was also asked if 
he considered an on-line IBM Sys- 
tem/3 equivalent to a minicom
puter. Mr. McCormick replied that 
while the System/3 does fit the 
definition of minicomputer as used 
by some, relatively equivalent 
equipment is available from mini
computer manufacturers, at costs 
that are frequently less than half 
of IBM’s.

However, the speaker pointed 
out, these machines offer much less 
in the way of applications software, 
implementation support, and ser
vice, and this lack of vendor sup
port accounts for much of the dif
ference in equipment cost. He as
serted that this shortcoming cre
ates a need for a new and more 
difficult type of assistance from the 
CPA.

Mr. McCormick added that total 
costs include development and ser
vice costs and that the minicom
puter is most attractive in applica
tions where these requirements are 
minimal.

The moderator of the MAS tech
nical session was Lowell A. Baker, 
Meaden & Moore, chairman of the 
MAS education and training com
mittee.

For the Executive in Finance— 

Charge-Back, Cost Center 
EDP Budgeting Debated 
At New York Meeting

Today two-thirds of the cost of 
running a data processing depart
ment are attributed to personnel 
expenses and one-third to equip
ment. Over the next decade, per
sonnel will account for an even 
larger chunk of the pie and, conse
quently, to keep EDP costs in line, 
emphasis must be placed on im
proving programer productivity, 
said John H. Richards, manager, 
computing and telecommunications 
services, Weyerhaeuser Company. 
He spoke before The Conference 
Board’s session on “Senior Man
agement and the Data Processing 
Function,” held November 26-27 
in New York.

Despite the possible machine ef
ficiencies of assembly language, to 
make the best use of its EDP staff’s 
time, Weyerhaeuser is developing 
about 70 per cent of its programs 
in COBOL and the rest in FOR
TRAN, Mr. Richards said.

The company is also utilizing a 
report generator package from 
Computer Sciences Corporation 
called “COGENT.” It simplifies de
sign and coding; is well suited to 
small, quick, turnaround applica
tions; saves people time and cost; 
and is generally as efficient of com
puter resources as COBOL is, Mr. 
Richards reported.

Another speaker, John A. Gosden, 
vice president of The Equitable 
Life Assurance Society of the 
United States, discussed the broad 
effects of EDP charge-backs [i.e., 
charging the user department for 
its utilization of the computer de
partment’s staff and equipment] in 
a large commercial environment 
with a high volume of regular jobs 

and a straightforward cost center 
concept for budgeting and control.

Mr. Gosden explained, “The fol
lowing structure is a simplification 
of that used at Equitable and is 
typical of charge-back structures 
in industry:

• “There are two basic types 
of activity for which there are 
charges, development projects and 
running jobs;

• “Development projects have 
two main components, labor char
ges and computer charges for test
ing;  

• “Running jobs have two major 
components, data entry charges, 
and computer charges.”

Computer charges are the seg
ment of the charging structure that 
has given rise to many alterna
tives and arguments, the EDP ex
ecutive said.

Most organizations put system 
development costs in their expense 
budgets, which leads to limiting 
development because of expense 
controls. Also users concerned with 
cost-benefit analyses tend to look 
for early pay-offs to offset their de
velopment expenses, Mr. Gosden 
said. Pressure mounts for “phased 
implementation” and “creeping 
commitment.”

Possible distortions

“A basic predicament in setting 
up charge-back schemes for com
puter charges is whether to use a 
detailed cost-recovery approach or 
a fair-pricing approach,” he said. 
“Basically, the problem with a de
tailed cost-recovery approach is 
that it introduces distortions. For 
example, if a new machine is ob
tained and is lightly loaded, ini
tially the early pioneers will pay a 
high rate; and as it becomes 
loaded, the rate will reduce and 
demand will increase when it is 
least needed.

“Further, a cost-allocation ap
proach often introduces peculiari
ties into the charging policy that 
seem anomalous to the user. Since 
we expect people to ‘game against’ 
the charging policy, it makes sense 
to construct the detailed policy so 
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that a ‘desired behavior’ is ob
tained. If ‘overall cost recovery’ is 
also required, it can be obtained by 
an overall adjustment,” Mr. Gos
den said.

In his company, to keep from 
penalizing “early pioneers,” charges 
are based on assuming all shared 
equipment is fully loaded. In one 
case where management wanted to 
expedite a change from tape to disc 
usage, it underpriced disc usage as 
an additional incentive.

Originally the company charged 
different rates depending upon 
three size ranges for core usage. 
The design review team found that 
program designers were trying to 
keep core sizes just beneath the 
price-change levels. For instance, if 
200,000 bytes was the price change 
point, programers would design for 
190,000 bytes. To prevent this, 
smaller steps for price changes 
were established.

“Although we try to keep our 
computer-charging formula simple, 
there have been occasions when 
some details are important,” Mr. 
Gosden stated. “The most impor
tant case concerned the high over
head associated with short tests 
that require mounting and de
mounting of peripheral devices. 
We made sure that there were re
alistic charges for such handling. 
Combined with other incentives, 
we reduced unit costs of tests and 
decreased the proportion that 
needed setups from about 60 per 
cent to 30 per cent.”

Equitable has a multiprogram
ing situation so that if one program 
monopolizes a single resource it 
prevents others from being run. If 
a program is uniformly balanced, 
Mr. Gosden explained, it should 
utilize the same percentage of al
locatable central processing unit, 
allocatable core, allocatable disc, 
etc., and, consequently, be fairly 
charged as that percentage of the 
desired hourly recovery rate. How
ever, if the program makes un
balanced use of allocatable re
sources it inhibits program mixing 
and should compensate by paying 
higher charges.

“Arbitrarily we decided to dou

ble the marginal charge rate at 
about 33 per cent of a resource; 
this break-point also corresponds to 
the task resource profile bounds 
that we publish in our guidelines 
for designers. If a task uses an un
balanced set of resources, then it 
is obvious that to take the maxi
mum of the proportions is an ap
proach which also induces design
ers to balance resources. We arbi
trarily mitigated this by taking 4/5 
of the maximum and 1/5 of the 
next maximum. The values for 
EXCP [executive channel program] 
is an average measurement made 
dynamically in OS-360 for CPU 
usage due to supervisor calls,” Mr. 
Gosden said. Some artificial sim
plicities are contained in the for
mula, such as one seven-track tape 
is equated to two nine-track tape 
units, he added.

This charge-back formula has 
been used by Equitable for the 
period 1972-4 and has motivated 
redesign efforts to reduce running 
costs of jobs. EDP management is 
becoming more concerned with the 
details of charge-back policies and 
the effects they have on designers 
and users and on attaining overall 
cost recovery objectives.

Mr. Gosden observed, “EDP man
agement also seems to be building 
upon charging schemes to improve 
forecasting of loads and measuring 
capacity of systems and is begin
ning to experiment with cost/per- 
formance analysis of components 
of its EDP operations.”

In conclusion, he said, “The re
cent emphasis on cost control has

Top Financial Officers’ Pay Increased More in 
Recession Year Than in Prosperity, Survey Shows

In 1972 average total compensa
tion for controllers rose 11.2 per 
cent, for treasurers 10.7 per cent, 
for top financial officers 10.5 per 
cent, and for chief executives 9.8 
per cent, reports a survey re
cently published by the Financial 
Executives Institute.

The survey was conducted by 

increased user pressure for faster 
return for current expenses and in
creased management’s efforts to 
look for performance measures in 
EDP operations. The next initiative 
will be pressure from users for 
more charges based upon the user’s 
unit of work, invoice, pay slip, pay
ment, etc.”

He recommended reading the 
November, 1973, EDP Analyzer on 
this topic.

One opponent of the charge-back 
system, for the data processing de
partment, spoke up. Duane R. Borst, 
comptroller, Inland Steel, said that 
he opposed the method for several 
reasons. “People get vehement 
about being charged for things 
they don’t feel they can control,” 
Mr. Borst said. Also, some user de
partments begin feeling that they 
are such good customers of the 
data processing department that 
they demand their jobs be run on 
the computer immediately and 
even want to come down and run 
them themselves. Finally, he said, 
some organizations do not lend 
themselves to being meaningfully 
broken down into profit centers.

We have only been able to sum
marize one part of one session of 
a very interesting multi-session 
conference on “Senior Management 
and the Data Processing Function.” 
Tapes and transcripts of the entire 
meeting are available to Confer
ence Board associates in its library, 
845 Third Avenue, New York City. 
The Board anticipates having a 
published version of the proceed
ings later this year.

Edwin S. Mruk and Donald R. 
Guerette, both with the New York 
management advisory services de
partment of Arthur Young & Com
pany. Questionnaires were sent to 
each of the companies represented 
in the Financial Executives Insti
tute membership (each company 
has a minimum net worth of 
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$2,000,000). Over 1,000 companies 
replied, providing information on a 
total of 5,431 executives. Informa
tion asked for included 1971-1972 
cash compensation data (base sal
ary and bonus payments) for the 
chief executive and 13 financial 
and accounting management posi
tions. The survey’s findings are 
given in Executive Compensation, 
a 111 page report, priced at $25 
and available from the Financial 
Executives Institute, 633 Third 
Avenue, New York, N.Y. 10017.

On a regional basis, for top man
agement the largest average total 
rise in cash compensation, 11.9 per 
cent, occurred in the West. Top 
management executives in the 
Southwest received the smallest re
ported increase, 6.1 per cent.

How closely did these increases 
adhere to the 5.5 per cent guide
line? Messrs. Mruk and Guerette 
point out the major portion of the 
overall increases in average total 
compensation can be attributed to 
increases in bonus levels.

Controls held increases down

The authors say it should be 
noted, “that while average base 
salaries for the positions surveyed 
increased by 5.9% in 1972, a year 
of improved business conditions, 
the average rate of base salary in
crease in 1970, a year of business 
decline, was 8.5%. Thus, the eco
nomic control guidelines appear to 
have had a significant influence 
upon salaries.”

As for middle management, av
erage total cash compensation in
creased by 9.3 per cent in the 
1971-1972 period, the survey re
ports.

Middle management experienced 
the following percentage increases 
in total compensation 1971-72: top 
financial relations executives in 
bonus companies 15.3 per cent, in 
non-bonus 3.7 per cent; top finan
cial analysis and profit planning 
executives 13.1 per cent in bonus 
companies and 10.1 per cent in 
non-bonus; top budget executives 
11.0 per cent in bonus companies 
and 8.0 per cent in non-bonus; and

COMPENSATION OF CONTROLLERS IN THE NORTHEAST

SALES 
VOLUME 

Millions of 
dollars

Average 
Base Salary

BONUS 
COMPANIES

Average 
Bonus

Total
Compensation

NON-BONUS 
COMPANIES 

Total 
Compensation

Under 5 0.0 0.0 0.0 0.0
5-10 24.0 2.5 26.5 22.8

10-25 21.0 2.8 23.9 23.1
25-50 26.7 3.6 30.3 28.9
50-100 26.9 3.3 30.2 27.4

100-200 33.2 7.9 41.1 33.1
200-500 38.9 7.3 46.2 37.0
500-1,000 42.8 8.2 51.1 47.0

1,000-2,000 46.1 12.1 58.1 52.1
2,000-5,000 61.0 21.6 82.6 81.0
5,000 and over 103.4 78.6 182.0 108.8

All levels 36.5 9.0 45.5 35.5

Companies reporting: 195; Percentage paying bonus: 59.0; Average bonus as a per
centage of base salary: 24.7.

Reprinted from Executive Compensation by permission of the publisher, Financial Executives 
Institute.

cash management executives 12.0 
per cent in bonus companies and 
7.1 per cent in non-bonus. Other 
positions are listed in the study.

The FEI study includes an anal
ysis of executive compensation on 
regional pay levels, and a compar
ison of top management compen
sation by industry.

Looking at top management 
compensation, the study states, “In 
1972, Transportation Equipment 
was the highest-paying industry of 
all industries surveyed. In 1970, it 
was the sixth-highest-paying indus
try reporting. Chemicals and Pet
roleum continued to be the sec
ond-highest-paying industry, while 
Retail Sales has dropped from 
first in 1970 to third in 1972.”

On the other end of the execu
tive ladder, Abbott, Langer & As
sociates, Chicago management 
consultants, has completed a sur
vey of starting salaries and re
cruiting ratios for inexperienced 
college graduates.

The firm’s 1973 College Recruit
ing Report can be obtained from 
its office at 135 South La Salle 
Street, Chicago, Ill. 60603, for $25.

On the basis of over 8,000 inex
perienced college graduates hired 
by survey participants during this 
past college recruiting year, the 
firm’s managing consultant, Dr. 
Steven Langer, reported that tech
nical graduates with B.S. and M.S. 

degrees showed the largest aver
age increase in starting salaries: 
4.6 per cent for B.S. graduates and 
6.5 per cent for M.S. graduates. 
The average starting salary for 
B.S. graduates was $923 per month 
and for M.S. graduates $1,080 per 
month, the consulting firm found.

Abbott, Langer, observes that 
for the first time in many years, 
recipients of M.B.A. degrees 
showed little change in average 
starting salaries since the previous 
year. M.B.A. graduates averaged 
$951 per month, the firm reports.

Looking at the results of both 
surveys, the climb from the begin
ning M.B.A.’s $11,412 compensa
tion up to the chief executive of 
a billion-dollar-plus organization’s 
$249,500 seems long indeed.

Space problems have 
made it impossible to 
incorporate our feature 

“New Products and Services” 
in this issue. It will be 

resumed in our next issue.
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High Blood Pressure 
Is a Joke.

... a bad joke. High blood pressure—doctors call 
it hypertension—is a silent, mysterious disease. 
It cripples and kills without warning. One in 
seven adult Americans has it, and half don’t 
know it. There are no special symptoms, but 
when your blood pressure goes up and stays up, 
it’s no laughing matter. Untreated, it can lead to 
heart attack, stroke and kidney failure. This year 
alone, 900,000 will die from these diseases. Your 
doctor can detect hypertension, and can usually 

control it. So get a checkup. And follow your 
doctor’s orders. No one else can do it for you. 
Right? Meanwhile, the Heart Association is work
ing hard to learn what causes hypertension and 
how it can be cured ... to find people with high 
blood pressure and get them under treatment. 
We’re doing it through research, education and 
community programs. Your contribution to the 
Heart Fund will keep us working. No joke.

For information about High Blood Pressure—ask your Heart Association.

Give Heart Fund  
Contributed by the Publisher



Program budgeting systems can be adapted to munic
ipal departments as disparate as public works and 
recreation. Here’s how it was done in one township—

HALTING A RISE IN A TOWN’S
TAX STRUCTURE THROUGH PPBS

by Harold I. Steinberg 
Peat, Marwick, Mitchell & Co.

and James D. Carney 
City of Yonkers, N. Y.

Ppbs and program budgeting are 
two management systems that 
have been widely implemented in 

school districts in recent years (see 
Management Adviser, “PPBS for 
a School District,” March-April, 
1972). The systems work well; the 
school districts are happy; the 
process seems far more effective 
than traditional school budgeting 
procedures have been.

Our firm has participated in many 
of these implementations, and one 
thing leads to another. Our col
leagues and we had given long and 
serious thought to how these sys
tems might work on a larger scale; 
in other words, what has to be 
done if we are concerned with a 
whole town or city budget rather 
than the somewhat limited and 

January-February, 1974

circumscribed area of a school dis
trict.

Concurrently, a suburb of a 
major metropolitan area was hav
ing some second thoughts about 
its budget. Budget requests from 
each of the departments kept ris
ing every year, and the tax base, 
after all, had limitations. There 
was no immediate problem, but 
the Town Finance Board saw a 
point of no return approaching, a 
time when budget requests would 
outstrip tax revenues. What could 
they do about it?

The town, which had some 
knowledge of our work in school 
districts in a neighboring state, 
approached our firm as they did 
another large public accounting 
firm. Could we help?

We believed we could and so 
wrote a proposal letter, as did the 
other firm. After a short period, the 
town chose our group.

So we had to implement that 
which we had been formulating for 
some time. We had a whole mod
ern municipality to work with. For 
our client—let’s call it Anytown— 
while a suburb of a larger city, it
self had more than 20,000 inhabi
tants, and it needed most of the 
services any city would require.

Anytown, like most towns, was 
a mixture at the governing and ad
ministrative level of professionals 
and laymen. Its governing body 
(see Chart on page 17) was the 
Town Meeting, composed com
pletely of lay members. Also there 
were the Selectmen, and the Fi-
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. . . we decided, with the town, to work with the four board-responsible departments . . .

nance Board, appointed by the 
Town Meeting Moderator. The 
Selectmen had charge of certain 
departments, such as Police, Fire, 
and Health. Other departments 
were responsible to their own 
elected boards, although their 
budgets were reviewed and com
mented upon by the Finance 
Board and subject to approval by 
the Town Meeting: Schools, Libra
ries, Public Works, and Recrea
tion were examples.

Scope of project

Since we could begin the proj
ect with either the town’s entire 
governmental structure or a por
tion of it, and the lines of authority 
were most direct between the 
elected boards and the top profes
sionals in those departments, e.g., 
the Board of Public Works and 
the Commissioner of Public Works, 
we decided with the town to work 
with the four “Board-responsible” 
departments first. If we could get 
four boards of lay people and four 
professionals as disparate in nature 
and outlook as schools, libraries, 
public works, and recreation to 
learn the principles of program 
budgeting, they in turn could serve 
as an example for the remaining 
groups in the town. Following is 
a brief summary of some of our 
experiences during the first year.

We found in working with these 
departments that there were wide 
differences in the level of under
standing of modem budgeting. 
Most were looking at expenditures 
first, and not necessarily to the pur
pose of the expenditure, discussing 
for hours the purchase of one ad
ditional typewriter rather than find
ing out why— or whether— the pro
gram in which the typewriter was 
to be used was indeed needed.

We, of course, suggested pro
gram budgeting, an entirely dif
ferent approach. We knew that 

most ongoing programs would have 
to be maintained, at least until the 
community had a chance to evalu
ate the programs and their worth 
in terms of the money spent on 
them. On the other hand, some
thing had to be done. Accordingly, 
we recommended that each depart
ment specify its programs, define 
the purpose of those programs, and 
suggest the appropriate levels of 
service for each—rather than seek 
an evaluation of the program’s ob
jectives or a detailed analysis of the 
line-by-line costs.

For example, we talked to recre
ation in terms of the usage of each 
of the activities and facilities. How 
many children joined the Touch 
Football League? How many peo
ple used the parks each day? At 
what costs? How many people 
availed themselves of the special 
bus tours to the nearby metropolis 
which included a visit to the mu
seum at cut rates? The town did 
not have to pay for the museum, 
of course, but it did have to carry 
most of the overhead for arranging 
the transportation. How many peo
ple availed themselves of sports 
facilities right within the town?

In other words, a sort of cost
participation ratio was inaugurated 
as the basis for making budget rec
ommendations. If it proved that a 
program cost $1,000 a year to ad
minister, but only 20 citizens par
ticipated, obviously something was 
out of phase. The program was 
not providing sufficient value to 
the entire town. Other programs 
were obviously worth a good deal, 
so much so that those who par
ticipated would be willing to pay 
for the privilege. Night sports fell 
into this category. Adults, seeking 
a diversion from their jobs in the 
city, were already paying for ad
mission to private tennis courts 
and for golf instruction at the 
country club in the town. Why 
shouldn’t they pay a modest sum 

for the additional manpower re
quired to operate the same pro
gram when it was sponsored by 
the town?

To take another example: public 
works. It was very different from 
recreation. Snow had to be re
moved when it fell; everyone 
would agree on that. But the 
schedule of snow removal could 
make a tremendous difference in 
the budget.

Basically, a community can fol
low two paths. It can schedule it
self to move immediately and com
pletely—and pay a considerable 
amount for this type of response. 
Or it can plan for snow removals 
on a staggered basis. Why not de
lay slightly before initiating oper
ations—then clear the business dis
tricts first, then the school ap
proaches, then the residential 
areas? That way less men and 
pieces of equipment would be 
needed and the cost would be 
lower than if everything was 
cleared immediately. Garbage col
lection can be speeded up im
mensely with a smaller work force 
if garbage is collected at curbside 
rather than at the householder’s 
door.

Weighing alternatives

There are always choices to be 
made, alternatives to be weighed. 
The adequate service against the 
luxurious service, the snow being 
cleared immediately against the 
snow being cleared somewhat 
later.

Those choices are ultimately the 
citizens’, but at least they know 
what it is they’re deciding under 
a program budget. They were not 
simply voting for or against higher 
taxes without knowing what it 
would mean in terms of snow re
moval or garbage collection.

Similarly with libraries. Here we 
used a reversal of the technique we
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Town Meeting

LAY CITIZENS

PROFESSIONALS

used in recreation. Instead of tak
ing a census of the people using 
the libraries we suggested a tally 
of those who did not. Why not? 
What could the libraries offer that 
would make them more useful and 
more valuable to a greater per
centage of the townspeople? For 
libraries’ costs do not rise as dra
matically as their effectiveness when 
they serve a greater number of 
people. Most of the costs are fixed. 
The library is there and must be 
maintained; the staff too is already 
there. But such things as varying 
the book purchases to match newly 
discovered tastes can make a tre
mendous difference in the utiliza
tion of the library system.

Not that we did not find areas 
of absolute possible savings. The 
library, for example, had been pay
ing for years for a security system 
for its books. Yet a glance through 
the records showed that evidences 
of loss or theft from the town’s 
libraries had been relatively minor 
for years. Would it not be worth it to 
try to do with a slightly less strin
gent security system and instead 
devote the monies to additional 
book purchases? If losses shot up
wards, the security could always 
be reinstalled.

These things sound almost pain
fully simple. But they are not done 
unless people are acclimated to 
program budgeting or a similar 
more up-to-date approach. And 
most people involved in govern
mental units simply are not. We 

were dealing with an entity that 
housed one of the nation’s most 
prestigious institutions of higher 
learning, whose citizens commuted 
daily to one of the nation’s most 
sophisticated cities. Yet in their 
capacity as citizens sitting on the 
town’s boards and committees, they 
had never questioned why pro
grams existed, what they cost in 
terms of the amount of service pro
vided, whether in sum those pro
grams and those amounts of ser
vice were worth it. In short, we 
were going to help these people 
use a budget, municipal or com
mercial, as it should be used: How 
to achieve what you want at a cost 
that is properly representative of 
desires, needs, total resources, 
other uses for the monies, etc.

As a matter of fact, given our 
previous school experience it was 
easy to deal with the school de
partment and its budgeting pro
cess. Here we were dealing with an 
area in which there had been con
siderable thinking about program 
budgeting. Further, there were 
considerable financial and statis
tical records, there was an ac
ceptance of testing and evaluation, 
there were records of attainment 
against local desires and national 
norms. It was like getting back to 
firm ground again after a long pe
riod on the ocean. We experienced 
all of the difficulties described in 
“PPBS for a School District,” but 
at least they were known difficul
ties.

In brief then, program budget
ing is a new approach to many 
people. It requires an entity (in 
this case, a department in a muni
cipality) to identify each of its pro
grams and the community purpose 
or need that program serves. This 
in itself often reveals programs 
that have been maintained for 
years where the need has long 
since vanished, or overlapping 
areas where other programs meet 
the needs more adequately. Then, 
and only then, do the departments 
establish budget guidelines which 
reflect the areas of priority for the
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If a program costs $1,000 a year to administer, but only 20 citizens partici
pate, something is wrong.

future. The departments set these 
priorities in light of the commun
ity’s needs. They then make an 
estimate of the resources that will 
be needed to operate each program 
over the next several years. These 
data are compiled into a program 
budget format which includes the 
purpose of each program, a de
scription of the services it pro
vides, the benefits or service level 
expected from the program, and 
the costs anticipated for the next 
and future years.

When this has been done, the 
entire emphasis of the traditional 
budgeting process has been re
versed. Now programs and levels- 
of-service come first and the cost of 
achieving them comes second. This 
might sound fiscally irresponsible 
but actually it is not. For the re
view of the department purposes 
almost always shows so many pro
grams that are outdated, or not 
used, or in some other way irrele
vant, that eliminating them fre
quently gives the department more 
money to work with in terms of 
previous years’ budgets than it is 
used to having.

The process has similarities to 
zero-base budgeting but it is more 
gradual. As I say, we always start 
with an ongoing program and then 
by a series of refinements bring it 
closer and closer to the zero-base
budgeting ideal, where each part 
of each program is justified anew 
each year instead of merely being 
based on change in the previous 
year’s budget. Obviously, that is 

where program budgeting eventu
ally leads. But we do not start out 
that way.

The benefits

The benefits of both the process 
and its product, the program bud
get, are extensive. First, for the 
government units that must mon
itor and review operating depart
ments, program budgeting pro
vides a better understanding of 
what each department is doing or 
trying to do. Moreover, because it 
lays out the purposes, anticipated 
outputs and costs of each program 
within the departments, it makes 
it possible to compare the costs 
and benefits of the various activ
ities. Such information facilitates 
the tasks of choosing priorities, as
sessing the impact of required bud
get cuts, and developing overall 
budget recommendations. Deci
sion-making is further improved by 
providing, through the multi-year 

financial plans, an estimate of the 
long-term implications of new pro
grams and program changes.

At the operating level, the pro
cess redirects administrative atten
tion toward program output and 
the control of the quality of these 
services. Because traditional bud
get and management methods em
phasize the control of expenditures 
and the use of the inputs (that is, 
personnel, equipment, etc.), the 
purposes of activities were easily 
lost sight of. Finally, the program 
budgeting process helps managers 
identify areas where needs are not 
being met, where services are du
plicated, or where services are 
available yet not recognized by the 
community. Because departments 
are required to state their objec
tives, it creates a basis for depart
mental accountability.

For the members of the com
munity who must ultimately bear 
the cost burden for municipal serv
ices, program budgeting offers a 
clearer picture of what their tax 
dollars are buying, and it provides 
numerous opportunities for the 
community to express its needs and 
desires to the various departments 
prior to and during the budget de
velopment process. Only too often 
does the traditional system of bud
get preparation entail simply add
ing a “reasonable” increase to last 
year’s budget in order to arrive at 
the new budget request, thus usu
ally failing to determine in any 
formal way whether the services 
are still needed by the community, 
or whether improvements are re
quired.

Why shouldn't adults, willing 
to pay for private membership in 
golf and tennis clubs, be willing 
to pay a small fee for use of 
municipal facilities?
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Introducing PPBS in a township 
or municipality is to a large ex
tent an indoctrination job. Accord
ingly, there are a few things that 
should be spelled out first.

Implementation steps

A good implementation plan 
should provide the community with 
a functioning program budgeting 
system within the first year. This 
is desirable because the operating 
departments will be investing sub
stantial time and attempting 
strange new procedures. They and 
the community should be rewarded 
with tangible results at the earliest 
possible date, even at the expense 
of elaborate analysis. The latter 
serves no purpose if the depart
ments lose the desire to implement 
program budgeting before even 
the first program budget is pro
duced.

Second, we think it is wise, when 
going into a new situation as we 
did in Anytown, to work with a 
small number of departments. 
When departments as disparate as 
recreation and public works are in
volved, life can become difficult 
enough; there’s no point in compli
cating matters by taking on an in
ordinately large number of activi
ties. Program budgeting is simple 
enough as a concept; it’s the indi
vidual concerns of the different de
partments that represent the imple
mentation problems.

With the above in mind, the fol
lowing are the major steps for im
plementing a system of program 
budgeting:

• Hold an orientation seminar. A 
one-day orientation seminar should 
be conducted to acquaint those 
most affected by the new budget
ing process with the basic prin
ciples, requirements, and tech
niques of program budgeting and a 
supporting program accounting 
system. During the session, specific 
exercises should be provided to 
give the participants a “hands on” 
feeling for the nature of the work. 
• Develop program structure. In 
each department a small team of 
key personnel should identify the 
various departmental programs and 
group them into broad areas of 
need or purpose served. The iden
tification and grouping of programs 
is called a “program structure.” It 
forms the basis for planning and 
budgeting. After the initial struc
ture is prepared it should be 
reviewed and modifications made, 
if necessary, to insure that the 
structure reflects the purposes 
served by the department. Also, as 
program budgeting must serve the 
town as well as the departments, 
the individual program structures 
should be aggregated, and all pro
grams serving the same purpose 
identified. A single town-wide pro
gram structure composed of the 
different department structures 
should then be developed. A town
wide coordinator, whose role is dis
cussed later, could spearhead this 
effort.
• Define the goals of each program 
and describe the activities under
taken to achieve the goal. For each 
program in the structure, a general 
statement should be prepared of 

the purpose the program serves in 
the community. This statement is 
frequently called a “goal.” In addi
tion, a description of the types of 
services provided by the program, 
as well as the volume and methods 
of providing the services should be 
developed.
• Define statistical indicators and 
establish levels of service. The de
partment manager and the per
son responsible for such programs 
should determine what statistical 
indices are the best indicators of 
levels of service. Naturally, the se
lected indicators should be readily 
available. The levels of service 
presently achieved and those de
sired for the future should then be 
established.
• Develop budget guidelines. 
Overall guidance to department 
staff for preparing program bud
gets is provided by the budget 
guidelines. These identify the pri
ority areas which should be empha
sized in the coming year. In addi
tion, they serve to highlight any 
assumptions or constraints which 
persons should realize as they de
velop the budget. The guidelines 
should be the result of a series of 
reviews and meetings with the de
partments’ staff, their elected or ap
pointed boards if they exist, and 
the community in general. At these 
meetings, all the suggestions and 
comments offered should be culled 
down to those which, in the de
partment head’s opinion, are most 
critical. As a last step, the guide
lines should be submitted for ap
proval to the department’s board.
• Recast current budget. The con-
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Once the department’s 

program budget is compiled, 

it should be submitted to 

the various groups . . . who 

must approve the budget 

before it is submitted to the 

town finance (or budget) 

committee. Whenever the 

reviews result in reductions, 

the program leaders should 

be required to redefine their 

requests to reflect the 

impact of the cut on the 

program.

ventional budget of the year pre
ceding the program budget should 
be recast into a program budget. 
This recast is vital in that the 
amounts shown for each program 
are a valuable and necessary guide 
for the specification of the financial 
requirements of a program in the 
first year of program budgeting.

The recast technique requires 
the assignment of each line item 
object in the departments to the 
various program or programs for 
which the expenditures will be in
curred. The line items are either 
assigned directly to a particular 
program or distributed to several 
programs on an agreed-upon allo
cation basis.
• Design program budget work
sheets. While the statutory require
ments for the budget process are 
already defined, it is not until this 
point that the kinds of information 
required to fulfill the community’s 
decision-making and communica
tions needs are crystallized. There
fore, the next step is to determine 
how extensive the budget prepara
tion process should be in each de
partment, and then to design the 
content and arrangement of the 
forms needed to develop the bud
get. These forms should provide for 
the insertion of at least a statement 
of purpose and description of the 
program, the appropriate financial 
and statistical data, an indication 
of any desired changes, and alter
native ways to achieve these 
changes.
• Conduct budget workshops. 
Workshops should be held to ex
plain in detail how the budget will 
be prepared and reviewed.
• Develop program budget re
quests. During the first year of 
program budgeting, at least two 
elements should be developed for 
each program by the program 
leader. The first is the resources 
required to meet indicated program 
goals within the framework of the 
budget guidelines; the second is 
desired program changes. For each 
change, the leader should define 
how the change would benefit the 
community, the ways he can meas
ure the achievement of those bene

fits, and alternative methods to ac
complish the change. He should 
also project the costs of the change 
for at least three years.
• Design program budget format. 
The specific information and finan
cial requests to be included in the 
department’s program budget doc
ument should be decided upon. 
This would include, if appropriate, 
a budget message explaining why 
certain programs are emphasized, 
and also supporting schedules that 
permit a ready comparison of the 
budget request with that of the 
preceding year. This is particularly 
important in the first year of pro
gram budgeting when the transi
tion could cause some confusion. 
The requests should then be com
piled into the department’s pro
gram budget.
• Conduct review and approval 
process. Once the department’s 
program budget is compiled, it 
should be submitted to the various 
groups ( that is, boards, commit
tees; or selectmen) who must ap
prove the budget before it is sub
mitted to the town finance (or bud
get) committee. Whenever the re
views result in reductions, the pro
gram leaders should be required to 
redefine their requests to reflect the 
impact of the cut on the program.
• Compile and schedulize budget 
requests. On or before the speci
fied submission date, the budgets 
should be submitted to the town’s 
chief fiscal officer who then deter
mines the total for all the budgets 
and calculates the impact of the 
aggregate requests on the tax rate. 
This information, together with the 
actual budgets, is then transmitted 
to the finance advisory committee. 
• Submit to finance committee for 
review. The finance committee re
views should consider the impact 
of the total requests on what it con
siders an appropriate tax rate for 
the town’s needs. To that end, the 
departments should be prepared to 
identify for the committee the pro
gram impact of additional costs, if 
any. Once the reviews are com
plete, the committee should present 
its recommendations to the town or 
village in program budget format.
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• Submit to town meeting for ap
proval. The format of the town 
meeting need not be changed. To 
the extent, however, that there are 
discussions over resolutions, the is
sues should be more program- 
oriented, and hopefully more com
munity benefit-related.
• Design and implement program 
information systems. In each de
partment, the accounting and sta
tistical accumulation procedures 
should be modified so that pro
gram reports can be provided. 
These reports should contain infor
mation useful for monitoring and 
evaluating each program, both fi
nancially and in terms of program 
outputs. As indicated below, pro
viding appropriate financial infor
mation may require the design of 
some new accounting reports, the 
development of a uniform chart of 
accounts to minimize the data 
processing requirements, the estab
lishment of data input controls, 
and the modification of some cur
rent data processing systems. The 
appropriate statistical data can be 
gathered by designing and then im
plementing forms and procedures 
tailored to the collection and com
pilation needs.

Subsequent refinements

As stated previously, a soundly 
conceived implementation plan 
should enable the town or village 
to install a working program budg
eting system within one year, with 
refinements to be made in succeed
ing years. Before any of these re
finements are adopted, however, 
the value they add to the process 
should be carefully assessed, par
ticularly as to costs and effort.

Those departments wishing to im
prove the process during the sec
ond year can conduct a survey of 
community needs. The purpose of 
the survey would be to obtain com
munity comments on the effective
ness of services rendered, to iden
tify any areas which need improve
ment, and to uncover needs which 
are not currently being met. This 
survey should form the basis for 
that year’s budget guideline devel-

Snow had to be removed whenever it fell; everyone would agree on that. But 
a community can schedule itself to move immediately and completely—and 
pay a considerable amount for this type of response. Or it can plan for snow 
removals on a staggered basis, clearing the business district first, then the 
school approaches, then the residential areas.
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An effective town-wide 

program budgeting system 

should provide for the 

appointment of a coordinator 

to help establish and main

tain town-wide structures and 

act as a go-between among 

departments in order to 

bring the experiences of one 

department to the attention 

of all and to avoid duplica

tion during the initial 

implementation period.

opment. In addition, during the 
second year, multi-year financial 
statements can be developed for 
each program in total, and not just 
the changes.

Also, a department can decide 
upon the criteria for evaluating the 
effectiveness of the programs it pro
vides. Departments might set de
sired output levels for each pro
gram, and then check to see if 
these levels are being reached. If a 
program falls short of these objec
tives, alternative approaches might 
then be identified and evaluated in 
terms of cost and estimated effec
tiveness.

Finally, if, as suggested, not all 
the departments attempted pro
gram budgeting in the first year, 
another refinement would be to ex
pand the system to the other de
partments.

Accounting support

Program accounting is an in
tegral part of the program budget
ing process. If the municipality 
does not keep track of spending by 
program, it will not know if any of 
the programs have cost more than 
intended. Also, departments will 
lack historical data to guide future 
planning efforts. The following 
steps can serve as the foundation of 
an effective program accounting 
system:
• The content and timing of the 
program accounting reports should 
be defined in each department, 
based on its management needs. 
The requirements will probably 
differ somewhat among the de
partments, the larger departments 
often requiring more financial data, 
more frequently, and in more sum
mary form than the smaller units.
• A uniform coding structure for 
all departments should be devel
oped to establish comparability 
among the departments.
• The methods required to charge 
costs to the proper programs in 
each department should be devel
oped, based upon the operating 
practices and the program struc
tures. For example, in some in
stances, salaries will be distributed 

based on pre-determined decisions 
as to where people work. In other 
departments where a staff member 
can work in several programs, a 
time-reporting system might be 
needed.
• Program accounting reports 
should be complemented by pro
gram statistical reports which might 
include such program data as the 
level of educational achievement, 
miles of streets cleaned, or the 
number of clientele served.

Conclusion

Two other ingredients are needed 
to successfully implement program 
budgeting—coordination and a com
bination of flexibility and mainte
nance of standards. An effective 
town-wide program budgeting sys
tem should provide for the appoint
ment of a coordinator to help es
tablish and maintain town-wide 
standards and act as a go-between 
among departments in order to 
bring the experiences of one de
partment to the attention of all and 
to avoid duplications during the 
initial implementation period. He 
can also help to maintain momen
tum. Program budgeting is a new 
way of operating for many public 
officials, and until it is fully in
grained, there is always the possi
bility of a regression back to incre
mental budgeting. But perhaps the 
most important ingredient is to re
member to allow the individual 
departments flexibility in terms of 
depth and scope, while insisting 
that a minimum standard of com
prehensiveness and comparability 
be maintained.

Finally, it should be recognized 
that fiscal control represents but 
one essential feature of program 
budgeting. There are other sub
stantial benefits yielded by that 
system, such as the opening up of 
the departments’ program and fis
cal management processes, and the 
consequent strengthening of com
munity understanding and support. 
Any town that finds itself in that 
position will certainly be well pre
pared to handle the lean years 
ahead.
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Close year-by-year study of an industrial plant re
vealed one glaring oversight in its planning; by tak
ing too long a time span for many of its calculations, 
the company was, in effect, masking a sharp drop in 
productivity —

PRODUCTIVITY ANALYSIS: PREREQUISITE TO
MEANINGFUL FINANCIAL PLANNING

by Granville R. Gargiulo
Arthur Andersen & Co.

The complex and competitive 
environment of most indus
trial organizations requires a man

agement team that can deal effec
tively with change. Such a task 
normally requires the development 
of a sound financial or business 
plan which evolves from a plan
ning process characterized by:

• The establishment of manage
ment objectives in a quantified 
measurable form together with the 
assumptions on which the plans 
are to be predicated.

• An identification of the strong 
and weak points of the organiza
tion and a determination of the op
portunities to exploit the strengths 
and eliminate the weaknesses 

which would enhance goal achieve
ment.

• The identification of specific 
alternative courses of action and 
the evaluation of these alternatives 
in terms of their impact on key cri
teria such as return on investment, 
earnings, and other performance 
measures related to management’s 
objectives.

Factors to be weighed
This planning process and the 

realistic financial projection needed 
to adequately assess alternatives 
requires consideration of many 
factors and interrelationships. To 
be meaningful as a basis for deci
sion making, the company’s plan

ning capabilites should enable 
comprehension of the full effects 
of financial interrelationships, op
erating characteristics, and govern
ing management policies. In this 
regard, many companies have uti
lized computers to provide an im
proved planning capability and, in 
particular, the development of fi
nancial planning models.

Building a financial planning 
model involves extensive use of 
historical data and past perform
ance. The specific format or logic 
of the interrelationships contained 
in a model will more than likely 
be based on an evaluation of such 
relationships in prior years of a 
company’s operations. The para-
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Addition of workers to a raw material processing area resulted in an actual decrease in productivity . . .

meters of these relationships are 
generally established from corre
lation studies and similar statisti
cal analyses.

The heavy reliance on historical 
performance and related data as a 
basis for building a financial plan
ning model and for supporting as
sumed effects of alternative man
agement actions in the future, sug
gests the need for a clearer under
standing and evaluation of what 
truly constitutes past performance. 
While the accounting and man
agement information systems of a 
company may provide an identifi
cation of financial and operating 
problems on a relatively short- 
range basis, there is limited capa
bility in most organizations to 

identify and isolate the trends in 
productivity which have a cumula
tive impact on profitability. Rich
ard Gerstenberg, chairman of the 
Board of General Motors Corpora
tion, stated, “I regard productivity 
as a measure of management’s ef
ficiency, or lack of efficiency, in 
employing all the necessary re
sources—natural, human, and finan
cial.” If this measure is not used 
to diagnose the gradual forces af
fecting performance—good or bad 
—then the reliance on historical in
formation as a basis for developing 
a financial model poses risks of per
petuating capital and human pro
ductivity in the future which may 
be well out of line with maintain
able levels.

Elaboration of this real danger 
is illustrated by the following case 
example.

A case example

The company represented by 
this example produces consumer 
non-durable products in a con
tinuous production process en
vironment. The initial phase of the 
investigation focused on a com
parison of the company’s two 
plants to industry averages at the 
four-digit Standard Industrial Clas
sification code level.* In order to 
take advantage of the available 
methodology and published data

*Federal classification.

. . . since expected increased demand was not realized. Productivity per worker declined sharply.
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EXHIBIT I

PRODUCTIVITY INDEX (output per all-employee man hour)
Comparison of 7 and 5-Year Average Annual Trends

A and B PLANTS vs. INDUSTRY
1958-1964 1965-1969

on productivity, output per man
hour was used to compare to the 
industry averages published by the 
Bureau of Labor Statistics.

Exhibit 1, this page, graphically 
portrays the results of this anal
ysis. As a basis for comparison of 
both Plant A and Plant B trends, 
productivity ratios were devel
oped for two distinct time periods, 
1958 through 1964 and 1965 
through 1969, the latter time frame 
to take account of the startup of 
Plant B in 1965.

As presented, the average an
nual trend for this early period 
showed Plant A gaining at a rate 
of 3.7 per cent, which is substan
tially higher than the industry 
average for this period. The trend 
for the 1965 through 1969 period 
showed a markedly different rate 
for Plant A, namely, a decline of 

—3.3 per cent compared to a neg
ative 0.8 per cent trend for the in
dustry. Plant B, on the other hand, 
showed a significant positive trend 
of 5.0 per cent. This experience for 
Plant B was not surprising since 
the plant was constructed more re
cently with substantially greater 
emphasis on automation and im
proved plant layout relative to 
Plant A.

Two distinct phases

The trends for the operation of 
Plant A indicate that there were, 
in fact, two distinct productivity 
averages: a period to the mid-six
ties in which productivity rose at 
a rate substantially higher than 
the industry, and a second period, 
since the mid-sixties, in which pro

ductivity declined more rapidly 
than the industry. These trends 
were particularly surprising since, 
in most recent years, the company 
had experienced increasing levels 
of sales growth. Further compari
sons of the company’s plants-to- 
industry statistics showed that la
bor compensation had increased 
substantially faster than the in-

GRANVILLE R. GARGIULO 
is a principal in the ad
ministrative services divi
sion of the New York 
office of Arthur Ander
sen & Co. He is also the 
firm's director of techni
cal competence in opera
tions research. Mr. Gar
giulo is an adjunct pro

fessor at the Fordham University School of 
Business Administration. He has held positions 
with Kollsman Instrument Corporation, Chas. 
Pfizer & Co., and System Development Cor
poration. His articles have appeared in this 
and other professional publications.
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EXHIBIT 2

PRODUCTIVITY TRENDS 
(output per production worker man hour)PRODUCTIVITY 

INDEX

dustry average with a resulting in
crease for the company in unit la
bor costs relative to competition.

The unfavorable productivity 
trend at Plant A led to a detailed 
cost center analysis in a raw ma
terial processing operation and the 
Finishing & Packaging Department 
of both Plants A and B in an at
tempt to isolate the causal factors 
contributing to the significant dif
ferences in performance. The pro
ductivity trends for the Raw Ma
terial I processing areas at Plants 

A and B are illustrated in Exhibit 
2, above, for the period of anal
ysis, 1958 through 1971. As shown, 
the productivity index for Plant A 
reached a high point in 1961 and 
output per man-hour declined 
steadily ever since. On the average, 
for the entire period, the trend had 
been a 2.0 per cent decline. Plant 
B, on the other hand, had an an
nual improvement of 5.1 per cent 
for the period 1966 through 1971. 
Plant A’s trend for this more re
cent period was 2.0 per cent, the 

same as for the entire period 1958 
through 1971.

The relationship between changes 
in total output and labor hours is 
illustrated in Exhibit 3, page 27. 
The high point in productivity 
trend in 1961 relates directly to the 
data for that year in terms of hours 
and output. More specifically, the 
area between the “labor hours” line 
and “pounds produced” line was at 
its smallest in that year. The sub
sequent increase in the area be
tween these lines in later years re-
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. . . while demand for raw material dropped, no review of operating needs was made . . .

fleets the steady decline in produc
tivity. This expansion resulted 
from the addition, between 1961 
and 1964, of the equivalent of 12 
people in various departments 
comprising the Raw Material I 
processing area of Plant A.

Attempts were made by the com
pany to identify the causes of this 
increase in personnel. However, 
neither operating management nor 
accounting records could identify 
a change in operating require

ments, cleanup, etc., which might 
account for this drastic change in 
the area’s basic labor complement. 
While there were a few minor 
changes in the operation, the asso
ciated increases or decreases in 
labor seem to cancel themselves 
out and could not account for the 
increase of 12 people. The phe
nomenon is even more interesting 
since, once the expansion in work 
force had taken place, the relation
ship between hours and output re-

EXHIBIT 3 

mained fairly constant, i.e., the 
labor line moves relatively parallel 
to the output line.

In general, it appeared that ad
ditional labor was added to the 
area in the early sixties in antici
pation of increased demand. While 
demand for intermediate raw ma
terial dropped significantly in later 
years as a result of reductions in 
raw material content of the finished 
goods, no review of the operating 
requirements of the area was made

TOTAL OUTPUT AND LABOR HOURS
Millions Thousands
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EXHIBIT 4

RAW MATERIAL I PROCESSING AREA
ACTUAL LABOR HOURS vs. ESTIMATED LABOR HOURS

Thousands 
of

to reduce the labor complement 
accordingly. The impact of this 
failure to adjust the labor content is 
placed in some perspective by Ex
hibit 4, above. An analysis of out
put per hour for selected periods 
was made and the highest quar
terly level of output per hour dur
ing 1961 was determined. Actual 
output for each year was then 
divided by this quarterly value of 
output per hour to develop an esti
mate of labor hours which would 
have been required to produce the 
actual output if the area’s 1961 out
put per hour level had been main
tained. Exhibit 4 shows the signi
ficant differences between actual 
hours and the estimated hours at 
1961’s demonstrated efficiency lev
els. The differences in estimated 

and actual hours was then ex
tended by the average plant labor 
rates in each year to estimate the 
cost of this excess labor. On aver
age, this represents approximately 
$150,000 per year.

Similar productivity comparisons 
were developed for the Finishing 
& Packaging areas at both plants. 
The relative comparisons between 
Plant A and Plant B showed Plant 
A productivity trending upward at 
a gradual rate of 3.5 per cent per 
year, which reflected the introduc
tion of automated equipment over 
a 12-year span. Plant B, on the 
other hand, was opened in 1965 
and its Finishing & Packaging op
eration fully automated within 
several years thereafter. Conse
quently, the productivity improve

ment at Plant B was 20 per cent 
per year.

Exhibit 5, page 29, provides fur
ther detail on the relationship be
tween output and labor hours for 
the Finishing & Packaging area at 
Plant A. As is clearly illustrated, 
the record of continued produc
tivity improvement through 1971 
was the result of fairly steady in
creases in output with drastic re
ductions in the levels of labor in
put required. As mentioned ear
lier, this was largely the result of 
the introduction of automatic fin
ishing and packaging equipment. 
Not surprisingly, as shown on the 
insert graph, particularly high lev
els of productivity were achieved 
in those years which corresponded 
to the periods in which various
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. . . particularly high productivity was achieved when automated lines became operational . . .

automated lines became opera
tional, specifically 1958-59, 1963- 
65, and 1969-70. It is also of some 
interest to note that the impact on 
productivity resulting from these 
installations moved in a lag of 
about one year from the actual in
troduction of the new equipment, 
reflecting the natural learning 
curve, and the startup problems 
associated with new equipment.

What can we conclude?

This case study described pro
vides ample evidence that one par

ticular element of a company’s his
torical performance which has a 
more gradual impact on profitabil
ity is productivity. If so much of 
the value of financial planning and 
the effectiveness of financial mod
els to facilitate planning is based 
on a proper reflection and under
standing of historical interrelation
ships, then management must have 
considerably greater insight into 
the factors contributing to produc
tivity performance. The methodol
ogy of productivity measurement 
and comparison at the company or

EXHIBIT 5 

plant level provides initial insight 
into the factors at work which af
fect profitability, both past and in 
the future. Detailed productivity 
analysis of major or key operations 
of a business reveals how specific 
decisions in the past impact pro
ductivity and profitability and, 
thus, pave the way for judging 
the reasonableness of building such 
impacts into the logic of a plan
ning model and/or assumptions 
about the future. Without produc
tivity analysis, the validity of the 
model, and even perhaps the plan
ning process, may be suspect.

— TOTAL OUTPUT AND LABOR HOURS
MiIlions
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PERT is almost invariably thought of as a control tech
nique for monitoring accomplishment of a specific pro
gram. However, it can work equally well in controlling 
recurring work responsibilities —

PERT FOR MONTHLY FINANCIAL CLOSING

by Albert P. Ameiss 
and Warren A. Thompson 

Missouri Institute of Psychiatry

A unique application of PERT 
in job costing in the electron

ics industry is described in this 
article. The contribution of this 
technique in expediting the prepa
ration of the monthly financial 
statements is demonstrated through 
the use of a PERT network, Ex
hibit 1, pages 32 to 35.

To place this application of the 
technique in proper perspective, 
the program evaluation review tech
nique (PERT) was developed pri
marily for planning, monitoring, and 
controlling performance toward the 
accomplishment of stated objectives.

A recent version of PERT, PERT/ 
Cost, was developed by the armed 
services for use on weapon systems 
development projects. Essentially, 
PERT/Cost adds an extra dimen
sion to the schedule produced by 
the PERT procedure, namely, the 
consideration of resource costs.

PERT is an effective tool for one

time, complex projects such as are 
encountered frequently in the aero
space or defense industry. How
ever, it may be equally applicable 
to the work of the systems analyst 
in his efforts to streamline or expe
dite existing procedures, such as 
those described in this article. The 
steps that are necessary for the 
monthly closing of the books are 
shown under PERT but, in addi
tion, the “bottlenecks” in meeting 
the reporting deadlines imposed by 
management are highlighted. This 
encourages corrective action by 
management in scheduling addi
tional resources to the accomplish
ment of those “critical” activities 
which threaten the target date.

While PERT is used in Exhibit 1 
to detail all the activities required 
to close the books (from the date of 
cutoff for materials, labor, and 
overhead item inputs into the sys
tem until the job cost statements 

are completed), the Critical Path 
Method (CPM) pinpoints those 
activities which take the longest 
time as a group to accomplish. 
These frequently require decision
making by management to meet the 
project’s target date at minimum 
cost.1

1 Levy, Ferdinand K., Gerald L. Thomp
son, and Jerome D. Wiest, “The ABC’s 
of the Critical Path Method,” Harvard 
Business Review, September-October, 
1963, pp. 99-100.

PERT demands that each activ
ity necessary for the completion of 
a project be listed with the time 
required to complete that particu
lar task. Each of these appears on 
Exhibit 1, along with the number of 
man-hours required for completion. 
Arrows point to the flow of the 
work, which originates with a cir
cle marked “start” or cutoff date 
for all charges to the system.

A number of different “arrow
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PERT and CPM together can expedite the 10 per cent of critical tasks at closing . . .

paths” are shown from start to fin
ish and the total time required to 
traverse each path is the sum of the 
man-hours shown for all tasks along 
the route. By definition, the critical 
path is the longest one in terms of 
man-hours from start to finish and, 
therefore, dictates the minimum 
time necessary to complete the en
tire project. Only by finding correc
tive ways to shorten jobs along this 
critical path can the overall time of 
closing the books be reduced or 
kept within the deadlines set by top 
management for the review of the 
statements.2

2 Ibid.

Since only about 10 per cent of 
the tasks on most projects are “criti
cal,” the entire closing may be expe
dited by concentration on this “criti
cal path” resulting perhaps in a 
reduction of costly overtime during 
closing time. For accounting per
sonnel the result could also be im
proved quality or fewer errors 
which seem to multiply when ac
countants are working under pres
sure.

Therefore, PERT in an overall 
sense and CPM, with respect to the 
critical or “bad actors,” are tools 
for action in reducing the elapsed 
time required for the monthly clos
ing so that target dates for review 
are met at the minimum cost pos
sible.

Techniques illustrated

The approach described in this 
article combines the use of the 
above techniques but confines the 
resources used to man-hours as op
posed to dollars under the PERT/ 
Cost method. In Exhibit 1 the 
PERT network is shown for the 
monthly closing of the job cost ledg
ers for all end items manufactured 
by an electronics equipment manu
facturing subsidiary, but the prin
ciples illustrated and discussed in 
this article can apply to the opera

tions of any manufacturing subsidi
ary. Complicating the monthly clos
ing for this type company is the 
need to make its schedule conform 
with that of the parent company.

Extreme pressure is often exerted 
on such subsidiaries to have oper
ating results in the hands of the 
parent company’s accounting de
partment in adequate time for in
clusion in the parent’s consolidated 
statements and submission to the 
corporate president on the date de
termined and published monthly 
by him.

As a part of Exhibit 1, footnotes 
are included showing the parame
ters of this PERT network. The first 
is the requirement that the subsidi
ary and parent company start their 
monthly closings on the same date, 
including the cutoff date on mate
rial requisitions, shown in this il
lustration as 4:00 p.m. on the fourth 
working day before the end of that 
month.

Another note indicates that the 
labor cutoff date is based on the 
parent company schedule using a 
5/4/4 week cycle to accommodate 
the 13 weeks of each quarter. Other 
notes are discussed as we step 
through the PERT network, from 
start (S) to the final hour on which 
the financial statements are sched
uled to be released to the chief 
financial officer of the subsidiary, 
for review and approval prior to 
submission to the vice-president- 
financial and later to the parent 
company.

Understanding the network

Important to an understanding of 
the PERT network are the symbols 
described under the legend located 
in the lower right-hand corner of 
Exhibit 1. The first symbol shown, 
the circle, indicates estimated 
elapsed time before the necessary 
printouts become available to the 
accounting department of the sub
sidiary. A central computer facility 

at the parent company handles all 
of the subsidiary’s data processing.

The second symbol, the square, 
shows when each input of the sub
sidiary is required by the parent 
corporation’s accounting depart
ment. Such time constraints im
posed on the subsidiary apply to its 
operating results required by the 
parent’s accounting system in clos
ing at the same time that the sub
sidiary is doing so. A third symbol, 
the diamond, reports the labor cut
off on the aforementioned 5/4/4 
week cycle.

The legend describes the use of 
capital letters as follows: “A” to de
note hours required for each task 
described in the network; “B” for 
the number of personnel presently 
assigned; “C” for elapsed time in 
man-hours using only the personnel 
described under “B,” that is, those 
presently on board; “D” the maxi
mum number of personnel who 
could be used effectively, assuming 
that the critical path indicated a 
need for a crash program. This is
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3 4

60 45
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D
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an important contribution of PERT 
—the “built in” flexibility—to meet 
important deadlines in getting the 
operating statements to the presi
dent on time. The last letter, the 
capital “E,” indicates lapsed time 
in man-hours when the maximum 
number of personnel described 
under “D” above are used.

The use of the above symbols are 
illustrated in the subsidiary’s clos
ing. To initiate or start the closing, 
the labor cutoff date and material 
cutoff dates are determined, after 
which no further charges for such 
costs will be included in the month 
being closed.

Through the network

Following the determination of 
the material and labor cutoff dates, 
a considerable number of hours 
elapse (32) before the printout, de
scribed as “11.96,” is scheduled for 
receipt by the subsidiary’s account
ing department. This printout lists 
all invalid charge numbers to be 
corrected for the week prior to the 
labor cutoff date. Following this 
happening, a square appears with 
an “8” inserted in it. Reference to 
the legend in this exhibit shows 
that the square is used to denote a 
time restraint by the parent com
pany—in this case, the need for the 
parent company to receive cor
rected information from the sub
sidiary in order to meet its own 
closing-schedule deadlines. Within 
this time period, the subsidiary 
must determine the current and 
prior monthly corrections for the 
bad charges listed (run 11.96), 
shown as a previous event, and, 
having made appropriate correc
tions, submit the labor charges by 
jobs to the parent company’s ac
counting department, shown as 
D.72 (Department 72).

Approximately four hours later 
the Cost Analysis Preliminary run 
(15.05) is scheduled, denoted as 
“Phase 1,” suggesting that it is a 
preliminary analysis and that cor
rections are required before posting 
can be made of such charges to the 
subsidiary’s cost ledgers. An indi
vidual cost ledger account is main

tained for each job which the sub
sidiary undertakes, the majority of 
which represent the electronic en
gineering requirements of the par
ent company’s contracts. The job 
number identifies the end item 
being produced as well as other 
pertinent data for internal mana
gerial control.

“Critical path" options

The final legend in the exhibit 
shows in the top portion the man
hours required for a task along 
with the options which manage
ment has in easing “bottlenecks,” 
particularly if these are critical to 
meeting the target dates established 
in the closing schedule. If only the 
personnel presently assigned are 
used, the left-hand side of the sym
bol shown as “B” is used to indi
cate the number of personnel in
volved. Below it, shown as “C” in 
the symbol, is the elapsed time 
using such personnel, indicated in 
this task as 16 hours. However, if 
the decision is made to throw all 
available accountants into this par
ticular task (shown in block “D”), 
four individuals can work conveni
ently on this task and the elapsed 
time using such maximum number 
is reduced to four man-hours for 
our specific task.

This illustrates the flexibility of 
the PERT analysis, giving manage
ment an opportunity right at this 
point to expedite the monthly clos
ing by throwing additional man
power into tasks whose execution 
may be lagging for any number of 
reasons. For example, if runs are 
late, with reference to the sched
uled time for their arrival, it may 
be impossible to use the full 16 
hours on this particular event and 
meet the deadlines for reports for 
both divisional and corporate exec
utives. Therefore, to be able to get 
the job done in only four man-hours 
is possible but requires in this case 
four times the personnel commit
ment otherwise involved.

The same general pattern pre
vails throughout this PERT net
work. The need to obtain printouts 
on time and have these reviewed 

by accountants for the different 
types of corrections which have to 
be fed back into the system re
quires strict adherence to the clos
ing schedule. The balancing of the 
cost ledger sheets from the Prelimi
nary Cost Analysis (15.05) (labor 
only) is accomplished and posting 
made to the job cost ledgers for 
labor charges using the number of 
man-hours shown as elapsed. The 
same type of activity is performed 
with respect to the events shown 
immediately below, where the ma
terial charges by jobs are received, 
corrections made and submitted to 
corporate accounting to facilitate 
corporate closing, and the same bal
ancing act performed as that for 
labor charges, described above. All 
labor and all material charges for 
all jobs are balanced to the sum 
total of labor and material appear
ing on all job ledger sheets.

Overhead rates are computed 
under this type of closing, and 
overhead from various depart
mental pools (engineering, manu
facturing, procurement, and admin
istration) distributed to each job 
and inserted on that job’s ledger 
sheet. Not only is the subsidiary’s 
internal overhead charged to its 
jobs, but also that assessed by the 
parent company for general and ad
ministrative overhead, as well as 
other corporate expense, including 
sales tax on material purchased for 
each job and for “engineering study 
authorizations.” The latter provi
sions include all the research and 
development effort undertaken by 
the engineering departments of 
both the subsidiary and the parent 
company allocated to each job.

After all labor, material, and 
overhead costs are assigned to jobs, 
the next event requires a subtotal 
for the purpose of balancing to the 
control ledger.

A trial balance is developed 
showing total costs incurred for the 
month being closed.

Earnings determination

Earnings calculations on all jobs, 
using the cost completion method, 
become the next task. The earnings
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accrued for each job are based on 
the percentage of completion mea
sured by costs incurred. Using dol
lar costs actually incurred for all 
material, labor, and overhead on a 
given job from its inception, and 
comparing this total dollar figure 
with its original planned or esti
mated cost when the bid for this 
job was made, a per cent of com
pletion results which is applied 
against the total profit estimated for 
the job when bid to the customer, 
less any reserves thought necessary.

This accrual of earnings is made 
to all the major end items and then 
released to the budgeting depart
ment which completes the total 
earnings statement. Their review 
includes using such accrual of earn
ings in the process of reviewing 
each job with respect to its progress 
and anticipated completion dates. 
Thus, if the original completion 
date planned for the job appears in 
jeopardy, or the original target 
costs budgeted for this job are 
being exceeded, the percentage of 
profit accrued for that particular 
job is carefully scrutinized and a 
reserve set up. This flexibility in 
accruing or not accruing profits by 
jobs affords a real opportunity to 
“flag” potential cost overruns on 
jobs before the problem becomes 
too serious and corrective action 
can still be taken.

Having determined the amount 
of gross earnings before income tax, 
the total earnings figure is devel
oped and released to the subsidi
ary’s accounting manager as shown 
in the final events on the PERT 
report.

PERT standards

The maximum number of hours 
involved by using present person
nel in this PERT network are shown 
as 112, the minimum 91, and the 
normal 98, affording accounting 
management a frame of reference 
in evaluating its overall perform
ance in this hectic monthly chore 
of closing the books and meeting 
the deadline dates for review of the 
statements by its own top manage
ment, as well as that of the parent 
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company. Standards are developed 
by the accounting manager, but 
dictated by top management’s re
view date.

Without going into all the details 
in this network, it is apparent from 
the operation of this model that 
none can be eliminated in the draft
ing of the PERT analysis if the 
deadlines are to be met, particu
larly the review scheduled by the 
president of the parent company. 
The flexibility of this technique is 
such that adjustments can be made 
anywhere along the line as indi
cated by the fourth symbol under 
the legend of Exhibit 1. As a 
result, neither PERT nor CPM be
come an “end unto themselves” but 
rather flexible tools for accounting 
management telling them when 
additional manpower should be 
thrown into the breach as problems 
in closing are encountered—critical 
computer runs or other inputs are 
not received on schedule, or things 
don’t balance.

PERT and its ally, the Critical 
Path Method (CPM), thus become 
useful tools, which quickly focus 
attention on activities or “work 
packages” which are most critical 
to the completion of the project on 
time. CPM offers an easy way to 
determine the effects of alterna
tives, such as the use of added re
sources in men or equipment to 
shorten various work packages in 
the project. Such techniques also 
enable accounting managers to 
evaluate the impact and costs of 
a “crash program” if this is abso
lutely required due to some emer
gency.

Planning, evaluation, and review 
techniques described in this article, 
if kept up-to-date, can help signifi
cantly in introducing order where 
chaos frequently reigns. Trying to 
close the books and take off state
ments in adequate time to permit 
the accounting manager a reason
able opportunity for his own review 
and analysis is the “consumation 
devoutly to be wished”—so that he 
can answer intelligently the inevit
able questions from his superiors 
that such statements always en
gender.

. . . accounting management 

has a frame of reference in 

evaluating overall per

formance in the hectic 

monthly chore of closing the 

books and meeting the 

deadline date for review of 

the statements by its own 

top management, as well as 

that of the parent company.
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There are almost as many leadership styles as there 
are supervisors and executives. The style isn’t too im
portant as long as it’s not imposed; the vital thing 
is that there is a control mechanism at work —

LEADERSHIP STYLE AND THE
LOCUS OF CONTROL

by Allen Weiss
Laventhol Krekstein Horwath & Horwath

An accountant reviews a pro
posed information system, and 

he automatically begins to inject 
controls into it. Meanwhile, a be
havioral scientist decries efforts to 
control people or activities in or
ganizations. Is there a problem of 
semantics here, or a genuine dis
agreement relating perhaps to lead
ership styles?

Dictionaries give us something 
to contemplate. The verb “control,” 
for instance, is defined two ways 
by the Shorter Oxford English Dic
tionary:

“1. To check or verify, and hence 
to regulate (payments, etc.). 2. To 
exercise restraint or direction upon 

the free action of; to dominate, 
command.”

If the accountant’s view of con
trol is derived from the first defini
tion and the behavioral scientist’s 
from the second, as seems likely, 
then they are really talking about 
two different things; and they are 
not necessarily as opposed to each 
other’s activities and concepts as 
they appear to be. This is, in fact, 
the case.

Accounting controls are informa
tional, and they are indispensable 
to managers and supervisors, re
gardless of the precepts of leader
ship they follow. To demonstrate 
the usefulness of accounting con

trol records and reports, let’s first 
explore their nature and their re
lation to planning. Following that 
discussion, we will investigate the 
locus of control and its relation to 
the use of control information under 
various leadership styles.

Control records and reports

The management of Complexity, 
Inc., recognized that their opera
tions required detailed planning 
and coordination of effort. Plan
ning also met the need for predict
ability, but only if plans were car
ried out with reasonable certainty. 
The company looked upon ac
counting controls as a means for 
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monitoring performance under the 
plans that were in effect.

Carrying the logic a step further, 
deviations between planned and 
actual performance led to investi
gations that sometimes caused re
visions in the standards and param
eters employed in the succeeding 
cycle of planning and control. Thus, 
planning and control were inex
tricably bound in a continuing ser
ies of cycles.

Typical of the records and re
ports that the company adopted 
for purposes of control were:

—Exception reports indicating devi
ations from expected performance 
in excess of tolerable limits.
—Variance analyses pursuing in 
depth the causal factors that pro
duced significant deviations.
—Scrap and reject reports reflect
ing waste due to quality problems. 
—Trend reports indicating chang
ing relations between production 
factors and incipient problems of 
deterioration in productivity.
—Logs: work logs keeping track of 
individual and group productivity; 
backlogs to help in scheduling and 
staffing.
—Assignment matrices providing 
supervisors with a total picture of 
activities in their departments by 
individual, as they should be go
ing on.

At the top levels, the manage
ment of Complexity, Inc., believed 
in participatory methods of leader
ship. However, below the top lev
els, the management was aware 
that other styles of leadership were 
being practiced. This situation 
caused occasional twinges of un
easiness, but little discussion and 
no action. What could one do, the 
feeling seemed to be, if middle 
managers were invited to partici
pate themselves, and encouraged 
to extend participatory techniques 
to their subordinates, but the mes
sage didn’t get across?

Regardless of the leadership 
style practiced in a given depart
ment, no one appeared concerned 
that accounting control records or 
reports might in any way conflict

Consultative leadership demands self-control among workers.

with that style. This is a significant 
point. For, if control violated con
cepts of behavioral science, then 
the reports would have an affinity 
for certain low-rated styles, and 
they would be perceived as inap
propriate under other, highly re
garded styles.

Locus of control

To see why similar records and 
reports are employed in depart
ments run under different leader
ship styles, let’s look into several 
departments and consider the rela
tions between locus of control, 
leadership style, and use of control 
information. In the departments we 
will review, control is exercised by 
individuals (self-control), groups 
(group dynamics), top manage
ment (central authority), super
visors (local authority), and an in
tangible political interaction.

Individual self-control

Franklin Edison is in charge of 
research and development at Com
plexity. Proud of a string of patents 
in his own name, eager to get to 
work on a number of ideas he has 
yet to find time for, Edison is at 

his best when he guides one of his 
people toward a breakthrough, or 
when he encourages a disheartened 
colleague to persevere along a 
promising, but difficult, path.

Edison has gathered around him 
a staff of creative, innovative peo
ple, and he knows how to handle 
them. Each researcher is free to 
pursue leads that occur to him; 
each is expected to come up with 
his own ideas, approaches, meth
ods, and solutions to problems. At 
the same time, each staff member 
is welcome to talk things over with 
Edison at any stage of his re
search. Out of such exchanges have 
come many new thoughts and 
novel undertakings.

The consensus at all levels of the 
company is that research and de
velopment has achieved extraordi
nary success under the direction of 
Franklin Edison. There are some 
who think that Edison is merely a 
fortunate man with a fine staff that 
runs on its own steam. But Edison 
himself doesn’t trust to luck.

On the contrary, he keeps a rec
ord of all assignments of projects 
to his personnel and of progress 
toward completion. More than that, 
Edison has each project segmented 
into stages, and he regularly com-
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Group control calls for high morale and unity in employees.

pares milestones reached against 
his intuitive timetable. He also 
maintains a backlog of unassigned 
projects; and in approving new as
signments, he tries to balance long- 
and short-range jobs so that he will 
have completed items to report to 
his own superiors while major jobs 
are still in progress.

Nor is Edison unaware of cost/ 
benefit relations. He uses cost re
ports to assess the effectiveness of 
his department’s efforts and to re
vise his own thinking when new 
projects are to be planned and 
scheduled, and when priorities are 
assigned. Moreover, none of these 
records and reports is a secret to 
be kept from his staff. Budgets and 
variances are freely and openly dis
cussed.

ALLEN WEISS, CPA, is 
director of communica
tions for Laventhol Krek
stein Horwath & Hor
wath. He is a member 
of the "Management Ad
visory Services Forum" of 
this magazine. He has 
had numerous articles ap
pear in various profes

sional journals. Mr. Weiss received his B.S. 
from the City College of New York and his 
M.B.A. from New York University's Graduate 
School of Business Administration.

Edison’s researchers exercise self
control. And they have access to 
control information in doing their 
jobs. Their department head has 
the same information, which he 
uses for planning and control. 
When a project threatens to fall 
behind schedule, he knows the 
facts and looks into the reasons. 
When he is called on to account 
for the status of projects, he has 
the information at hand. In prac
ticing consultative leadership, he 
has not abdicated his position.

Group control

The machine maintenance de
partment at Complexity comprises 
two lead mechanics, four assistant 
mechanics, and a varying number 
of apprentices under a department 
head, Alex Graham.

The lead men exhibit a pride of 
workmanship and a strong sense of 
responsibility for keeping the plant 
going. They feel a certain superior
ity toward the workmen in the 
plant and a distant, grudging re
spect for the engineering depart
ment. These attitudes are reflected, 
though less vigorously, in the as
sistant mechanics. Group morale is 
high. Group loyalty is very strong, 

too; and the group imposes stan
dards on its members forcefully 
and promptly.

The group expects each member 
to work to the best of his ability. 
An emergency call on a machine 
that has just been serviced or re
paired will bring strong comments 
of disapproval on the head of the 
mechanic who did the previous 
work. Stalling on the job is some
thing the group feels it can detect, 
and it disapproves. On the other 
hand, the group insists that its 
members break promptly for meals 
and rest periods. And the group 
arranges to equalize overtime 
among its members.

For his part, Graham encour
ages the group to maintain work 
standards. He makes work assign
ments, but only in consultation 
with the group. Even in emergen
cies, Graham consults with the two 
lead mechanics before taking any 
action.

In Graham’s office, there is a con
trol board that shows where each 
man is and where he is assigned 
for the week. In the desk, there are 
preventive maintenance schedules 
for all machines and records of 
breakdowns. There are also records 
of hours worked, materials and 
parts consumed, and special reports 
of absenteeism, tardiness, and over
time. Graham and his crew go over 
these records and reports period
ically.

Central authority

When Abel Strong took over his 
job as regional sales manager, he 
found a wide diversity of practices 
among the salesmen in his region 
and the local offices they worked 
out of. Sometimes this diversity cre
ated problems. For example, when 
two salesmen visited the same cus
tomer; or when a customer re
ceived a better offer from one office 
than its affiliate was getting from 
another of Complexity’s sales of
fices.

Being a direct sort of person 
with an orderly mind, Abel Strong 
relieved his consternation and fear 
of repeated embarrassments by is
suing an order centralizing author-
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Supervisors can do very well with strict authoritarian measures.

ity in him. Every move on the part 
of a local office or its personnel 
now requires Strong’s approval. 
Local office managers are reduced 
to the position of interpreting 
Strong’s directives, predicting his 
decisions, and enforcing conform
ity to his fiat and company policy. 
That is, when they’re not calling 
him for instructions or approvals.

Strong relies on reports of trends, 
variances, and exceptions. Addi
tionally, local managers use logs 
and assignment matrices. Strong 
boasts of running a taut ship; 
others see the situation differently. 
In any case, control records and 
reports are very much in evidence 
at both regional and local levels.

Local authority

Mary Martinet runs the typing 
pool with an iron hand. She knows 
what her typists are doing at all 
times, when they should finish the 
jobs, and what they will do next. 
A strict disciplinarian in all mat
ters, Ms. Martinet restricts tele
phone calls and enforces prompt
ness in reporting in, returning from 
lunch, and ending rest periods. 
There is no nonsense and no horse
play.

Some typists leave within a 
week, but others stay on, either to 
complain to their friends on the 
outside, or to respect Martinet for 
her efficiency. The complaints often 
carry a trace of pride in surviving 
under a stark regime. And many of 
the typists are happy that they get 

direct answers to their questions. 
When asked whether papers should 
be clipped together on the left side 
or the right, Martinet never says it 
doesn’t matter. She gives straight 
answers.

The typing pool is rightly con
sidered one of the most efficient ac
tivities in the entire company. To 
keep it that way, Mary Martinet 
relies on a variety of control rec
ords: a work matrix tells at a 
glance where each job is assigned; 
logs show each typist’s output and 
cumulative variances from stan
dards set by Ms. Martinet in ad
vance; backlogs help in schedul
ing, making commitments to other 
departments, and staffing. Martinet 
reviews all reports of absenteeism 
and lateness relating to her staff.

Although Mary Martinet uses 
many control records and reports 
herself, she regards them as her 
own property and no concern of 
her staff. The typists see only 
what their supervisor allows them 
to see, and only when she per
ceives some special reason for 
doing so.

Political interaction

Aristotle Smart tries hard to put 
a democratic veneer over his lead
ership style. Although he knows 
what he wants in advance, he will 
spend time with his staff to draw 
his ideas out of them. “That way, 
they feel committed to the ideas, 
and they extend themselves to 
make the plans work,” reasons 

Smart. He also has a system for 
rewarding people in various ways 
when they conform to his will, so 
as to “condition” them for the fu
ture. Even when he criticizes 
someone (in private, of course), 
Smart manages to make his re
marks easy to swallow. When dif
ferences arise among the people on 
his staff, Smart would rather recon
cile people than determine rights 
and wrongs. In the face of opposi
tion, he will seek some area of 
agreement and use this commonal
ity of perception to work out a 
compromise.

Aristotle has been called a clever 
politician and a manipulator of

And manipulative management, in 
the right hands, still works
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LOCUS OF CONTROL

LOCUS OF CONTROL MATRIX

Individual Group
Central
Authority

Local
Authority Political

Leadership style (Participative or con
sultative)

(Authoritarian) Manipulative

Type of activity most 
readily adapted to

Innovative Well- 
defined

Structured Routine Diverse

Individual need met Freedom Belong
ing

Orderliness Discipline Self-respect

Primary reporting to Individuals Group Higher man
agement

Supervisor Supervisor/ 
manager

Immediate function of 
accounting controls

Guidance to 
individual

Direction 
of group 
pressures

Conformity 
of imple
mentation

Control
weapon

Basis for 
negotiation

people, but he shrugs off these epi
thets in favor of a pragmatic view: 
his methods work for him; he 
doesn’t bother to ask why they 
work. Perhaps it’s because he is 
skilled at playing a game that peo
ple like. If they are indeed being 
“fooled” into fancying that his 
ideas are their ideas, perhaps they 
want to be fooled that way. At 
least Aristotle is never crude. On 
the contrary, he is at all times 
thoughtful of the other person’s 
feelings and emotional needs. In
deed, because of Smart’s propen
sity for compromise, it is some
times difficult to tell how much 
control resides in him as local 
authority, how much resides in the 
group that works for him, and how 
much belongs to individuals. Dem
ocratic leadership may actually re
quire more manipulation than 
theorists are willing to admit. Such 
is the rationale of Aristotle Smart.

Because Smart prefers to con
vince people of views he has 
espoused, and to lead them to 
adopt his views from the evidence, 
he is ready to make use of every 
type of information that comes his 
way. He welcomes most those re
ports that prove his point, and he 
shows them to his staff; but he has 
been known to change his mind 
in the face of overwhelmingly con
trary evidence. Since his voracious 
appetite for reports brings him a 
burdensome plethora of informa
tion, Smart has learned to prefer 
exception reports over all others.

The Locus of Control Matrix

(above) recapitulates what has 
just been said about each locus 
of control: individual, group, cen
tral authority, local authority, and 
politically interactive. Four styles of 
leadership—participative, consulta
tive, authoritarian, and manipula
tive—are identified with loci of 
control. There is also a type of ac
tivity most readily adaptable to 
each locus, from routine operations 
that adapt to local authority, to 
innovative or creative activity that 
adapts best to self-control.

Each locus fills need

Each locus of control meets a set 
of individual needs; the matrix 
focuses on one principal need in 
each case. For example, individual 
self-control meets a need for free
dom of action; and group control 
operates where the need to belong 
is cogent. Central authority, work
ing through policies, formal pro
cedures, standing orders, or fiat, 
appeals to those with a penchant 
for orderliness; and a stricter, 
closer discipline, with immediate 
instructions or commands, is for 
followers of the dictatorially in
clined leader and his concepts. Pol
itical interaction, an underrated 
methodology, satisfies emotional 
needs for self-respect; the assump
tion is that appearance counts, 
even when it diverges from actu
ality.

Reporting channels conform to 
the locus of control, and they sup
port it. For instance, under a sys

tem of self-control, accounting re
ports provide guidance for indi
viduals, whereas groups use ac
counting reports to direct and 
focus pressures, central authority 
uses reports to enforce conformity 
in implementation of policies, and 
local authority will most likely em
ploy accounting information as a 
club for beating heads with. Pol
itically interactive leadership uses 
data as a means for sending mes
sages, establishing hospitable com
mon ground for its ideas, and ne
gotiating acceptable agreements.

Summary

One thing is clear: the need for 
control information exists under all 
styles of leadership, and it adheres 
to the locus of control. To put the 
matter simply: those who exercise 
control (including self-control) re
quire information.

That information may at times 
offer reassurance that work is pro
ceeding according to schedule. At 
other times, control information 
provides a warning of incipient 
problems. Additionally, such in
formation helps to plan knowledge
ably and to revise plans or sched
ules when necessary.

At organization levels above the 
locus of control, reports serve sim
ilar purposes, and they are just as 
necessary. Where individuals con
trol their own activities, their super
visor (and his superior) should 
have reassurance or warning, too. 
But when an authoritarian man
ager receives control information 
relating to his department, he is 
actually receiving feedback on his 
own performance: having dele
gated no responsibility, he is ex
clusively responsible himself. What
ever message the control informa
tion conveys, that message is for 
him—and for his superior, of 
course.

In short, accounting control rec
ords and reports are not tied to a 
particular style of leadership; but 
the point of use for this informa
tion, and the manner in which it is 
used, are related to the locus of 
control.
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How a model was ‘fine-tuned’ until it could answer 
almost any hypothetical question about its company—

A CORPORATE PLANNING MODEL FOR 
A CONSTRUCTION MATERIALS PRODUCER

by Robert E. Engberg 
Capitol Aggregates, Inc.

and

Roger L. Moore 
Ernst & Ernst

Cement, aggregate, ready-mix 
concrete, and asphaltic con
crete are a large, basic segment of 

the construction materials industry.
Portland cement had its start 

early in the 19th Century when an 
English bricklayer named Aspdin 
first made portland cement by 
burning a combination of limestone 
and clay on his kitchen stove. To
day, cement production is a closely 
controlled chemical process com
bining limestone, iron, silicon, and 
a small amount of other ingredi
ents. It is essential that a plant be 
located close to good limestone re
serves and to the marketplace be

cause of the very high freight costs.
Capitol Aggregates, Inc., a wholly 

owned subsidiary of the H. B. 
Zachry Company, is a prominent 
name in worldwide heavy and in
dustrial construction. Capitol was 
formed in 1957 in Austin, Tex., as 
an offshoot of a parent company 
construction project in that city, to 
produce a limited amount of sand 
and gravel. Soon Capitol entered 
the Austin ready-mix market and 
constructed a new aggregate plant 
in the area. Several other opera
tions have been added since in 
various parts of Texas. The major 
addition to production and sales 

came in 1965, when another cement 
plant went on stream.

The company; the future

Capitol plans to play a major 
role in the growing Texas econ
omy. There seems little doubt that 
it will. It is a company whose man
agement has learned to plan ahead. 
It knows its industry and it has as
sessed where it is going. It has 
taken a clear-eyed look at com
pany strengths and weaknesses. It 
learned, years ago, the need to de
fine in specific terms its hopes and 
goals. It weighs alternatives and 
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The objective of the special 

project was to develop an 

integrated model of the 

revenues, cost, and operating 

characteristics of the com

bined corporate operations. 

The model was to be used by 

corporate management to 

determine how changes in 

the market, changes in 

supply conditions, changes 

in production facilities, 

might affect profitability, 

return on assets, and cash 

flow . . .

evaluates them on a cost-benefit 
basis. It develops forecasts, plans, 
and budgets, which it updates on 
an annual basis.

Capitol Aggregates, in short, 
knows how to plan. But the com
pany recently decided to fine-tune 
its planning by improving the tech
niques and speed of evaluating al
ternatives.

The objective of the special proj
ect was to develop an integrated 
model of the revenue, cost, and 
operating characteristics of the 
combined corporate operations. 
This model was to be used by cor
porate management to determine 
how changes in the market, changes 
in supply conditions, changes in 
production facilities, and so forth, 
might affect profitability, return on 
assets, and cash flow; and how 
those effects could be influenced 
by management.

It was decided that the model 
would be designed to handle more 
than just an aggregate-cement- 
ready-mix company. It was, in fact, 
developed so that it could handle 
any organization that can be des
cribed in terms of products flowing 
through cost centers containing 
fixed costs and variable costs which 
can be represented by a linear 
function.
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ings of the National As
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To design the model the follow
ing tasks were accomplished first:

1. Charting the material and cost 
flows of the corporation (Exhibit 1, 
page 45).

2. Analyzing the types of plan
ning and operating decisions made 
currently and anticipated in the 
future.

The material and cost flow chart 
shows the physical operation, 
knowledge of which is essential to 
model building.

The decision chart enabled us to 
build a model that will be the most 
responsive to the needs of manage
ment based upon the types of plan
ning and operating decisions to be 
made.

Material and cost flow chart

The material and cost flow chart 
is similar to a process flow chart. 
But we incorporated these ele
ments :

1. Each block in the chart gen
erally represents an operation that 
can specifically be identified by 
process and/or equipment, and for 
which there can be identified the 
number of operating and supervis
ory personnel, and in some cases 
(where appropriate) direct depre
ciation. Direct depreciation would 
include depreciation on machinery 
represented in that particular block.

The blocks on this chart could 
be interpreted to refer to idealized 
cost centers in the context of cost 
accounting. We made sure that 
there was a direct correlation be
tween the model and the account
ing system.

2. Outside purchases (referred to 
as “Purchased Materials”) were 
also considered to be an operation, 
and hence a cost center; therefore, 
they were represented by blocks on 
the material and cash flow chart. 
The chart would thus contain all of 
the cost elements incurred by the 
corporation in the conduct of its 
business.

3. The corporation consists of 
the following “businesses”:

Aggregates
Bulk cement

44 Management Adviser



EXHIBIT I
Abbreviated Material and Cost Flow Chart

AREA 1 
AUSTIN OPERATIONS

AREA 2 
CEMENT OPERATIONS
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Bagged cement
Asphalt
Ready-mix
Cemix (a bagged product for 

do-it-yourselfers consisting of 
cement, sand, gravel, and other 
additives)

Clinker sales (cement in a stage 
just before finish grinding).

The material flow chart was con
structed so that blocks common to 
several products, as well as flows 
between “businesses,” would be 
visible.

4. Customer blocks were added 
to the chart. Although they do not 
represent costs as the other blocks 
do, they may be construed to rep
resent negative costs (i.e., rev
enues ).

After constructing the blocks as 
described, activity and cost flow 
lines were drawn in order to com
plete the chart which now repre
sents all of the “businesses,” all 
unique operations (i.e., Cost Cen
ters) and the process flow, includ
ing the interrelationships within 
the company. An abbreviated chart 
is shown in Exhibit 1.

Early in the study it became ap
parent from informal discussions 
with top management that some of 
the evaluations desired of the mod
el were highly specialized. These 
evaluations could be made, but if 
they were the model would tend 
to be less general and far too com
plex. It was felt that we needed to 
determine the types of decisions re
quired for planning purposes, 
identify those that a generalized 
model should encompass, get man
agement approval, and then begin 
work on the mathematics of the 
model. To help develop the deci
sion chart, which would also estab
lish the scope of the model, we 
sent a letter to all top management 
personnel similar to the one below.

“At this point it is desirable that 
management give some additional 
thought to those areas where pres
ent and future decisions will be 
made. All of the points and prob
lems raised to date probably lend 
themselves to solution in one form 
or another. However, as each spe-

EXHIBIT 2

Systems Overview and General Approach

PHASE 2 
DATA BASE MANAGEMENT 

(IMPLEMENTATION)

PHASE 1 
SYSTEMS CAPTURE 
(HOUSEKEEPING)
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PHASE 3 
CORPORATE SIMULATION

CALL AND
HOOK UP WITH 

COMPUTER

cial case is included, the model be
comes far more complex and less 
general, thereby restricting its use
fulness. We also ask that you use 
the material and cost flow chart 
and note where decisions are made. 
This will aid you in listing the 
kinds of decisions that are made.

“The model is to be a tool to 
help corporate management deter
mine the effect on profitability of 
alternative courses of action. To 
assist in defining the scope of the 
model and to keep it within the 
bounds of flexibility and manage
ability, we would like to receive 
your thoughts regarding those areas 
that you feel should be included 
in the scope of the model to bet
ter assist management with their 
planning responsibilities. Many of 
the areas which may be suggested 
may fall into categories such as 
short-range production and inven
tory control problems, or short-run 
reaction to market shifts. These 
should probably not fall within the 
scope of the model to be developed.

“We would like to receive your 
thoughts and ideas for discussion 
at the next steering committee 
meeting.”

As a result of the letter the steer
ing committee—a top management 
group with whom the task force 
met regularly during the project- 
arrived at a number of planning 
decisions. It was agreed that a 
model would be developed, gen
eral enough in nature to help in 
making the kinds of decisions 
listed.

Some of the decisions manage
ment would be making were: 
Should we acquire reserves? Should 
we supplement present reserves? 
When should we abandon reserves? 
Should we build new plants or 
modify old ones? What size and 
type of equipment should we have? 
How large should our trucking fleet 
be? How do we evaluate the effect 
of new markets on our facilities? 
Should we consider a new business 
or business opportunities? There 
were also many other questions too 
numerous to list.

It was further decided that all
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EXHIBIT 3
Constraints Exceeded

CONSTRAINT EXCEPTION REPORT-GRAVEL PLANT

COMMENTS

185 CY PER HR, 10 HR DAY, 5 DAY WK, 51 WK YR
185 CY PER HR, 10 HR DAY, 5 DAY WK, 51 WK YR
185 CY PER HR, 10 HR DAY, 5 DAY WK, 51 WK YR
185 CY PER HR, 10 HR DAY, 5 DAY WK, 51 WK YR
185 CY PER HR, 10 HR DAY, 5 DAY WK, 51 WK YR

alternatives would be evaluated 
from a total corporate standpoint, 
i.e., how changes in one “business” 
would affect other parts of the cor
poration.

Alternatives would be measured 
and evaluated through the follow
ing output:
1. Pro forma reports for specified 

number of years
Statements of income

Corporate
Area (a grouping of plants 

in a geographical region)
Plant
Product

Balance sheets
Cash flow
R.O.A. (Return on Assets) 
Plant operating reports 
Other financial ratios

2. Constraint reports for a specified 
number of years.
The purpose of these reports is 
to list production and/or mate
rial constraints exceeded at any 
cost center, identify the year, 
and then simulate alternatives 
to alleviate the constraints.

The next step was to begin the 
mathematical construction of the 
model.

Development of the model

The material and cost flow chart 
(Exhibit 1) represents the physical 
operation, and the decision chart 
represents the kinds of decisions 
required for planning purposes.

Having developed the above two 
documents, we then needed to de
scribe in even more general terms 
what we wanted the model to do 
before we could begin the mathe
matical construction.

YRS AMT OVER CAPACITY

6 BY 15547 CAP WAS 357000
7 BY 34174 CAP WAS 357000
8 BY 53733 CAP WAS 357000
9 BY 74270 CAP WAS 357000

10 BY 95834 CAP WAS 357000

In general terms, we wanted an 
effective tool for evaluating the ef
fect of changes in:

1. Sales and products
2. Physical facilities
3. Costs
4. Distribution channels
5. Business.

Our objective was to do this 
mathematically within the context 
of the material and flow chart. For 
example:

1. Sales and product changes— 
Sales volume changes by product 
represent changes in product flow 
through the chart.

Addition or deletion of products 
to the present line requires addi
tions or deletions to product flow 
through the chart.

2. Physical facilities changes— 
Addition or deletion of men and/or 
equipment within a cost center 
represents changes in costs in the 
cost center.

Addition of men and/or equip
ment outside of the framework of 
existing cost centers represents new 
“blocks” on the chart.

3. Distribution channel changes 
—Shifts in truck vs. rail represent 
changes in certain parameters in 
the cost equations.

4. Changes in costs without 
changes in facilities or processes— 
such as changes resulting from cost 
reduction programs—represent cost 
changes in the cost centers affected.

5. Changes in business—such as 
adding “pre-stressed concrete” 
which would require additional 
processes—would require adding 
appropriate new blocks to the 
chart.

The model then took on the 
form:

Income = Revenue — Costs 
(fixed, variable, and overhead) 

Since the material and cost flow 
chart corresponds to cost centers, 
certain fixed and variable costs 
could be attributed to each cost 
center. The concern, however, was 
to further identify and separate 
direct costs from indirect costs.

Generally, the costs within a cost 
center can be separated into four 
categories: Direct Fixed, Direct 
Variable, Indirect Fixed, and In
direct Variable.

Some examples of costs in each 
category would be: Direct Fixed- 
supervisory, clerical, equipment 
depreciation; Direct Variable—ma
terials, labor; Indirect Fixed—build
ing depreciation, fixed general and 
administrative costs; Indirect Vari
able-some maintenance, variable 
G & A.

Indirect costs (all of which were 
considered fixed over specified vol
ume ranges) were removed from 
the cost centers, leaving only direct 
fixed and direct variable costs. The 
indirect costs were then classified 
as plant, area, or corporate and 
were applied on that basis.

At this point then, the model 
would take the general form: 
Income = Revenue — Direct Costs 
— Indirect Costs

Based upon this general form, 
we described Revenue in terms of 
units of product and sales price 
per unit of product.

Indirect costs were described as 
plant, area (several plants), and 
corporate.

Direct costs were described for 
each cost center.

Constraints were described in 
units of product and for each cost 
center.

Having described the operation 
through a material and cost flow 
chart, a knowledge of decisions re
quired, the cost equations, and the 
capacity constraint inequalities, we 
were now in a position to: (1) 
complete the data collection, (2) 
define output reports, (3) complete 
the system design, and (4) pro
gram, test, and use the model.

This planning system, was de
signed to be one module of a man-
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EXHIBIT 4
Plant Level Reports

COST DETAIL, PLANT NO. 14 NEW AUSTIN GRAVEL PLANT

Period
5

Period
1

Period
2

Period Period
3 4

FIXED COSTS:
DIRECT LABOR 0 137280 PLANT INCOME, PLANT NO. 14 NEW AUSTIN GRAVEL PLANT
DEPRECIATION................. 0 221286

Period Period Period Period Period
TOT FXD COST 0 358566 1 2 3 4 5

VAR COSTS: SALES:
OPER SUPPLIES 0 1847 SAND 0 167918 176415

214767
185341
225633

194720
KILN BRICK....................... 0 9233 GRAVEL 0 204422 237049
ELEC POWER .............. 0 23294 FILL MATRL  0 58559 61522 64635 67906
REPAIRS ........................... 0 33237 TYPE I SACK ................. 0 91260 95878 100729 105826
ROYALTY ........................... 0 51702 I C GRAVEL ................. 0 199555 209653 220261 231406
SHOP CHARGES 0 7386
GRAVEL PURCH 0 80876 TOTAL SALES ................ 0 721714 758235 796599 836907
MISC EXP ............ 0 7386 DEDUCTIONS . . . 0 0 0 0 0

NET SALES 0 721714 758235 796599 836907
TOT VAR COST 0 214961
TOTAL COST 0 573527 FIXED COSTS ................. 0 358566 334573 314700 298487

VRBLE COSTS ................. 0 214961 226862 239454 252771
TOTAL COST 0 573527 561435 554154 551258

OPRTG INCM . . . ................. 0 148187 196800 242445 285649

agement information system. Since 
this planning system was designed 
to aid in useful decision making, 
via the simulation and evaluation 
of alternatives, it forms a part of 
a larger management information 
system that is truly decision-ori
ented.

If this planning system is to be 
useful to management, manage
ment must be able to analyze and 
evaluate many alternatives under 
various conditions, and to do so 
rapidly.

Although the need for a com
puter is obvious, we believed it 
was essential the system be pro
gramed for time sharing. We 
wanted the system to be an inter
active one, with the manager-user 
sitting at the console and guiding 
the simulations. The user can be 
actively involved while the system 
is running. He can see intermediate 
results and abort the run if an 
alternative indicates unsatisfactory 
results. It is also possible to make 
changes while the system run is in 
progress. This can be done by ob
serving results, or, where desired, 
by testing an alternative under dif
ferent conditions after observing 
preliminary results.

The system was designed to op
erate in three phases:

Phase I—System Capture
Phase II—Data Base Man

agement
Phase III—Corporate Simu

lation.
The complete overview and gen

eral approach are described in the 
flow chart in Exhibit 2, pages 46-47.

Phase I—System Capture—the 
entering and securing of the pro
grams into the computer.

Phase II—Data Base Manage
ment—the entering and securing of 
current data and model parameters.

Phase III—Corporate Simulation 
—the utilization of the model to 
simulate the various alternatives 
evaluated in the planning process.

Data collection was considered 
during the development of the cost 
and constraint equations. We, 
therefore, did not develop any 
equation for which data would be 
impossible to obtain.

The existing costs in each cost 
center were examined, generally 
according to the following steps:

1. Classify costs as direct and in
direct.

2. Reclassify, where appropriate, 

the indirect costs to plant level, 
area level (more than one plant) 
or corporate level.

3. Examine the direct costs and 
reclassify them as fixed and vari
able where appropriate.

4. Update fixed costs from source 
data.

5. Update variable costs through 
time study or estimation. (This 
step, as expected, required the 
most time and effort.)

6. Convert all variable costs to 
cost per unit of finished product.

7. Estimate production capacity 
constraints. (This was done by op
erating management.)

8. Estimate any material capac
ity constraints. (This was also done 
by operating management.)

9. Document all data into a for
mat compatible for input into the 
computer program.

Other data collected:
1. Product prices
2. Sales volume, by product and 

by geographical area
3. Raw material prices by item
4. Wage and salary rates
5. Fringe benefits
6. Original and book value of all 

assets
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EXHIBIT 5
Area Level Summary Report

OPERATING SUMMARY, AREA 01 AUSTIN

Period Period Period Period Period
1 2 3 4 5

PLANT 01 ............ 280211 251442 266468 280805 294453
PLANT 03 ............ 30657 32730 35611 41317 43245
PLANT 04 201112 0 0 0 0
PLANT 06 117611 134145 149651 162477 171631
PLANT 10 16606 17144 19173 22299 22793
PLANT 12 0 0 0 0 0
PLANT 14 0 148187 196800 242445 285649
TOT OPR INC 646197 583648 667703 749343 817771

AR SPRT COST

admin+sales 228161 233655 240433 250649 261595
TOT AD+SL EX 228161 233655 240433 250649 261595
TOT AR INC

OPR RATIOS

418036 349993 427270 498694 556176

INC/SALES 17 14 16 17 17
PLANT ASSETS .............. 3569915 3419370 3297306 3220333 3174439
OVHD ASSETS 62471 62934 66620 70265 73164
TOT ASSETS 3632386 3482304 3363926 3290598 3247603
AVG ASSETS 2533934 3557345 3423115 3327262 3269101
PERCH ROA 16.5 9.8 12.5 15.0 17.0

7. Future depreciation and debt 
retirement schedules

8. Other pertinent balance sheet 
data.

The information collected for the 
present year and entered into the 
model represented the “base case” 
in the planning system.

All “what if” questions for the 
present year are compared in vari
ous ways with the base case. The 
“what if” alternative is compared 
with the “base case” by incre
mental income, profits, return on 
assets, and cash generated. Also, 
any capacity constraints exceeded 
are evaluated.

Since the effects of most “what 
if” alternatives are more than one 
year in duration, it is necessary to 
forecast a “base case” for a speci
fied number of years. This is pos
sible within the planning system by 
stating expected price, cost, or 
growth rates as specified percent
ages in simple or compound rates. 
Net value of assets into the future 
is projected through depreciation 
tables.

The “base case” actually repre
sents what the company would 
look like without changing physical 
facilities, without cost improvement 

projects, and subject to certain as
sumptions about price, cost, and 
growth.

Simulation results are presented 
in formal reports that cover one or 
more specified periods, depending 
on the needs of the user. These re
ports present financial information 
in a variety of forms as well as in
dicating when capacities are ex
ceeded.

Generally, but not necessarily, 
constraint reports denoting where 
physical capacities were exceeded 
are requested first. This is a simple 
line report showing the item af
fected and some general informa
tion regarding the constraint vio
lation. (See Exhibit 3, page 48.)

The ultimate purpose of the 
model is displayed in several key 
pro forma financial reports that 
present the alternative results in 
intelligible, condensed, and related 
form. In the following paragraphs 
we discuss some of the more im
portant output reports at various 
levels and how they can be used.

At the lowest level of reporting, 
we have an opportunity to review 
the results of projections and eval
uate the profit contribution of the 
various products.

The plant income report quickly 

displays to the user the various 
products and their related sales 
contribution, the total fixed and 
variable costs, and the resulting net 
operating income for the plant. 
(See Exhibit 4, page 49.)

Pertinent summarized informa
tion appears on this report about 
the various plants within the geo
graphically defined area. In addi
tion, certain operating ratios are 
presented, as are the totaled plant 
and administrative asset invest
ments. A return on the total area 
assets invested is then displayed. 
(See Exhibit 5, this page.)

Corporate level

Reporting at all levels is essential 
to the successful use of the simula
tion results; however, it is at the 
corporate level that all of the 
factors and interrelationships are 
brought into total perspective. The 
ultimate answers to the “what 
if . . .” questions now present them
selves in various forms in the fol
lowing reports. (See Exhibit 6, 
page 51.)

Corporate Overview—This single
page report brings into focus some 
of the major items of concern re
garding an alternative review, such 
as net cash flow, return on assets, 
and income.

Cash Flow Summary—A sum
mary of all major items expected 
to affect cash, finalized in a net 
cash flow figure for each period. 
This analysis should be of partic
ular interest to the potential bor- 
rower/investor.

Corporate Operating Summary— 
Area results of operation are car
ried forward and presented with 
corporate level income and expense 
considerations (general and admin
istrative, interest, Federal income 
taxes, and others) to provide a 
final expected net income for the 
given period.

The reports in themselves pre
sent a relatively simple financial 
picture of what the future might 
hold for the entity. In fact, they 
represent a massive array of infor
mation that required a great deal 
of sophisticated programing, proj-
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. . . the first “live” test of the model involved a twofold demand . . .

ect planning, data gathering, and 
implementation effort. The end 
products justify the effort; mean
ingful output is the reward.

Application and use

An idea becomes a working tool 
only when it is translated into 
action.

The initial “live” test of the 
model results involved a twofold 
demand upon its capabilities. The 
detailed operating budgets and 
profit forecasts for the coming year, 
normally done manually, were to 
be prepared. And the company was 
considering a $5.5-million expan
sion involving new plants in Austin, 
Tex., and certain improvements at 
the cement plant in San Antonio. 
It was a fitting first test for the 
planning model.

Formal budgets are a “must” for 

a company wishing to grow and 
remain successful; but they are 
easier to discuss than to accom
plish, particularly in a many-fac
eted operation with several loca
tions, each location having several 
plants. The plants, too, may have 
subsections.

Good analysis and budgeting re
quire proper attention to all items 
within the sphere of study. Careful 
consideration should be given to 
each element of cost as it affects 
the demands put upon the facility.

Before the company adopted our 
planning system, difficulties oc
curred frequently in manually 
gathering, reviewing, and extending 
the data, and presenting the realistic 
effects of the forecasted demands. 
The time element alone was a major 
obstacle in budget preparation.

We looked then to the model 
and its programed mathematical 

equations, relationships, and for
mulas to solve these problems for 
us, and many more. In effect, we 
would ask questions of the model, 
and the answer would promptly 
come to us in the form of a useful 
financial/statistical report. These 
reports became a major tool in the 
management of company affairs for 
the next 12 months.

The managers, sales force, and 
superintendents review the existing 
“base case,” asking such questions 
as where they stand at present, and 
what they can expect in the way of 
change for the next year. Simply 
put, we give the model information 
different from that in the base case, 
and ask what the effect of those 
changes would be. To illustrate, 
if we:

Decrease sales volumes in 
all plants by 10 per 
cent . . .

EXHIBIT 6 

Corporate Level Reports

Period Period Period Period Period 
1 2 3 4 5

CAPITOL AGGREGATES CORPORATE OPERATING SUMMARY

OPERATING INCOME: 
.. . AREA .01 418036
...AREA .02 1947960
...AREA .03 97451

TOTAL 2463447

GEN + ADMN 238989
EXPLORATION 14207
OTHR INC + EXP (37015)
PRFT SHRING 264334
TOT ADMN EXP 480515

OPER INC 1982932

INTEREST 485042

INC BEF FIT 1497890

FED INC TAX 718987
INVEST CRT (331722)

NET INC 1110625

PERCENTAGES:

NT INC/SALES 11
PERC R O A I 17
NET INC/EQTY 18
EQTY/T ASSET 47

AVG ASSETS 12013204

CAPITOL AGGREGATES CORPORATE CASH FLOW SUMMARY

Period Period Period Period Period 
1 2 3 4 5

NET INCOME 1110625
DEPRECIATION 948047
SHT TRM DEBT 0
DEPLETION 6080
NEW L T DEBT 3354000
TOTAL AVLBLE 5418752

ASSET REPLMT 448890
PRPSED ASSET 4290000
SHT DEBT RTR 300000
SCH DEBT RTR 1087846
REC REQRMNTS 477280
INV REQRMNTS (97734)
LAND INVESTM 0
OTHER ASSETS 0
ACCTS PAYBLE 335271
TAX LIABLTS 0
TOTAL RQRMNT 6841553

NET CASH FLW (1422801)
DEBT/ASSETS .53

TOTAL DEBT 6960254
POLICY DEBT 6717607
AVAILABLE (242647)

CAPITOL AGGREGATES CORPORATE BALANCE SHEET

Period Period Period Period Period 
1 2 3 4 5

CASH (1122801)
RECEIVABLES 1566772
INVENTORIES 420477
CURR ASSETS 864448

PLT+EQUP 13637602
ACUM DPRCTN 3941461
NET PLT+EQUP 9696141

LAND 2016370
OTHER ASSETS 593920 
TOTAL ASSETS 13170879

SHT TERM DEBT 0
CRR PORT LTD 1168440
ACCTS PAYBLE 664729
FIT PAYBLE 0
CURR LIABLTS 1833169

LNG TRM DEBT 5127085
TOTL LIABLTS 6960254

OWNERS EQTY 6210625
LIABLTS + EQTY 13170879

CURRENT RATIO .5
.47

CAPITOL AGGREGATES CORPORATE OVERVIEW REPORT

Period Period Period Period Period
1 2 3 4 5

CURRENT RATIO .5 .9 1.5 1.9 2.4

EQTY/ASSETS .47 .30 .35 .38 .45

TOTAL ASSETS 13170879 25191364 25247775 28770269 28953701

NT CASH FLOW (1422801) 819801 476423 1129449 1329290

AREA O1 P/L 418036 349993 427268 498695 556177
PERC R O A I 17 10 13 15 17

AREA 02 P/L 1947960 1550535 3495365 3978810 4356416
PERC R O A I 25 11 17 19 20

AREA 03 P/L 97451 106518 112772 116939 116016
PERC R O A I 242 148 190 219 227

NET INCOME
BEF INT+TAXS 1982932 1664312 3438134 3904374 4262708

R O A I
BEF INT+TAXS 17 9 14 14 15

NET INCOME 1110625 1205395 1114257 1603144 1552675
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Many of the “what if" 

questions would go unan

swered if we had to rely 

solely on a manual approach. 

Now they are answered 

promptly, accurately, and in 

good form. The company is 

very pleased with the first 

real test of the model . . .

Increase costs of labor by 
three per cent . . .
Reduce production capac
ity of Plant 1 by 33 per 
cent . . .
Borrow five million dollars 
payable monthly over ten 
years at an annual inter
est rate of eight per 
cent . . .
Expect receivable bal
ances in relation to sales 
to decline by ten per 
cent . . .
Increase inventory at Plant
2 by 100 per cent . . .
Shift all variable costs in 
Plant 3 to a fixed classifi
cation . . . and so on, 

then, have we exceeded any ca
pacities?

What will our profits be at 
various levels of opera
tion?
What will the return on 
assets be?
Will we have sufficient op
erating cash available to 
sustain operations?
What will our current 
ratio be?
Is product X in Plant 1 
yielding a profit? And 
many more.

Yes, it does sound rather simple 
and casual; however, the fact re
mains that many of the questions 
would go unanswered had we to 
rely solely on the manual approach. 
The questions were answered 
promptly, accurately, and in good 
form. The company is very pleased 
with the first real test of the model 
and looks for even greater success 
on next year’s operating budget 
preparation.

$5.5 million expansion

The operating budget involved 
only one year of expanded infor
mation. In this case we were inter
ested in the effects of the proposed 
expansion over a seven-year period. 
The same basic questions again, 
but an answer for each year—will 
we make it over the long term with 
the investment requirement, cash 

flows, and sales forecasts presented 
for the seven-year term?

The results of this expansion pro
gram via the planning system—the 
mathematical expansion in this 
case—also were well received, evi
denced by the fact that the con
struction program is well under 
way and nearing completion. Need
less to say, management felt much 
more comfortable about making 
the investment decision armed 
with the model output information.

A “double-barreled” success 
hopefully leads us to additional 
success and future profitable 
achievements. Simulation results re
garding a $23-million three-phase 
expansion program scheduled for 
the near future are now in man
agement’s hands. Initial review in
dicates a successful model run and 
there are encouraging signs regard
ing feasibility of the expansion 
program itself. Could the company 
make the right decision without the 
planning model? That, of cotuse, 
is difficult to say; it is felt, how
ever, that the final decision will be 
arrived at without many of the un
certainties that would have other
wise clouded it.

Conclusion

The basic objectives of this proj
ect have been achieved. We hope 
in the future to tie in to existing 
live systems (general ledger ac
counting) now on other computer 
facilities. Such an interface would 
allow “on the spot” progress mon
itoring of operations. The result 
would be truly a live and respon
sive management tool. Also, we 
look to such possibilities as break
even analysis (in chart form), ap
plication of the model in other af
filiated companies . . . the list goes 
on and on.

A tremendous by-product of the 
entire effort, certainly worth men
tioning, was the learning experi
ence for the entire team involved 
in the project. They now know 
much more about the company, its 
products, potentials, costs, and peo
ple. This result was unexpected, but 
has proven to be highly valuable.
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what people are writing about

BOOKS

Economics & The Public Purpose 
by John Kenneth Galbraith, 
Houghton-Mifflin Company, Bos
ton, 1973, 334 pages, $10.

Professor Galbraith climaxes his 
many books on economics and the 
social fabric with this massive the
sis. For that it is. Dr. Galbraith’s 
economic credentials are impressive 
but the purpose of this book is car
ried in the second part of its title, 
“. . . and the public purpose.”

Dr. Galbraith thinks the present 
state of economics—its theories, its 

truisms, its workings—flatly contra
dicts any true public purpose, and 
he makes a good case of it. To start 
with, he defines the old Adam 
Smith school of economic theory 
and shows how that had application 
in a world of small entrepreneurs. 
Its rules roughly worked. But that 
world has largely disappeared, he 
believes, or at least it is largely 
subservient now to an entirely new 
world of economic entities which 
can safely defy the old “laws” of 
economics, can set their own prices, 
and can depend on government 
rescue expeditions if anything goes 
wrong.

This new world of economic 
baronies he defines as the dominant 

sector of the economy, the Planning 
System, where management is the 
new Lord of the World. Compa
nies in the Planning System are not 
owned by anyone, he points out, 
their stockholders are merely pas
sive participants in their profits. 
They exist for one reason only, to 
perpetuate themselves and the 
“technostructure” they support.

The lesser sector of the economy 
is made up of the Market System, 
the world of small companies, of 
service enterprises, of individual 
proprietors. Here the neoclassical 
economics do work, he points out, 
here true competition does exist, 
here labor is truly mobile. But the 
fact that this market system is com
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pletely subservient to the planning 
system, that it exists on crumbs 
from the rich man’s table, as it 
were, makes the market system al
ways less powerful, less influential, 
more depression-prone than its 
more potent colleague.

Effect on policy

Since the planning system wields 
so much power, since it embraces 
entire administrations rather than 
one or two venal legislators, its ef
fect on public policy is vital and 
dangerous. To take the most cur
rent example, Galbraith argues 
that the automobile and gasoline 
producers in the planning sector 
forced Government acceptance of 
a vast roadwork system, which in 
turn increased demand for the 
manufacturers’ products. In the 
meantime, the nation’s railroads 
withered away to the point almost 
of no return. Now, with an “energy 
crisis” that threatens severe heating 
shortages in our northern cities, the 
idea of seriously curtailing gasoline 
consumption by automobiles is not 
even considered. Perhaps now it 
can’t be. Cities have grown up 
without public transportation, with 
suburbs located miles from the 
places where people work. These 
suburbs sans sidewalks themselves 
were created by the ubiquitous 
automobile. Most are so isolated 
that not only the wage earner must 
drive but his crypto-servant wife 
must maintain another machine in 
order to shop for food and neces
sities.

And all this while businesses and 
schools may have to close early 
through the winter months because 
there’s not enough fuel to heat 
them.

The crypto-servant wife line may 
have flagged attention a few sec
onds back. It is Galbraith’s theory 
that women have become crypto
servants—chauffeurs driving those 
superfluous cars, laundresses doing 
the family washing in shiny new 
washing machines, or stacking 
dishes in dishwashing machines. 
They are all consumers of the prod
ucts spawned by the planning sec
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tor. That is what they are trained 
to be, and that is their own and 
others’ conventional view of them.

It is the conventional view be
cause the planning system, whose 
products the crypto-servants have 
been brainwashed into consuming, 
regardless of need or utility, has 
willed it so. For the planning sys
tem must still sell its goods well 
enough to keep its stockholders 
satisfied. It does not really compete 
any more. It simply holds its own 
and perpetuates its technostruc
ture. It endures strikes because any 
gains labor makes are simply re
flected in higher prices to its con
sumers. If foreign countries under
sell it domestically, it simply ex
ports its manufacturing arm to the 
country where production costs are 
lower. It can locate anywhere, sell 
most of what it produces, whether 
it’s good or bad, by shrewd adver
tising, and control or directly in
fluence government decisions that 
help its market.

Here the analogy is even clearer 
in the case of defense contractors 
than it is in the case of the high
way lobby which has done so much 
for automobiles and petroleum, for 
air pollution, and for our present 
fuel crisis. Defense contractors de
cide what they want to build; their 
counterparts in the Defense Agen
cies insist they need that particular 
weapon or weapons system desper
ately; each side, contractors and 
Defense Agencies, cooperates on a 
campaign to persuade the public 
that there is some drastic new 
threat from abroad (Russia today, 
China until recently) that can only 
be countered by vast investments 
in the new weapon. The new wea
pon is contracted and built in 
plants financed by the Government. 
Losses are absorbed by the Gov
ernment, overrun costs paid, and, if 
in spite of all this the companies 
still face trouble, the Government 
will lend them the money to keep 
them afloat.

Two bureaucracies, in Galbraith’s 
view, reinforce each other: the 
bureaucracy of the company tech
nostructure and the bureaucracy of 

the particular service that wants 
the system. This is a symbiotic re
lationship in which each side of the 
partnership, business and Govern
ment, aids and strengthens the 
other.

Such symbiotic relationships ex
ist between nearly all businesses 
large enough to require regulation 
and the Government bureaus de
signed to regulate them, Galbraith 
charges. The Food and Drug Ad
ministration has notoriously erred 
for the benefit of the food pro
ducers and the drug manufacturers. 
Perhaps a slight exception might 
be made in the case of the Fed
eral Communications Commission, 
which has been making threatening 
noises about the television net
works since the Watergate scan
dals and the network coverage of 
them. But, by and large, the Fed
eral regulatory agencies have been 
most notable for their cooperation 
with their charges.

Where are the remedies?

These are Galbraith’s charges 
and his theories. Given his first 
thesis, that the conventional theory 
of economics is as out of touch 
with today’s realities as the paddle 
wheel steamer, there seems to be 
little one can argue with in his 
analysis, though most of what he 
criticizes has been pointed out for 
years. His theories as to what to do 
about it are another matter. He 
would equalize pay between the 
planning and the market systems, 
although he doesn’t specify how. 
He would make any corporation 
doing more than 30 per cent of its 
business with the Government a 
branch of the Government, paying 
the original stockholders fair mar
ket value for their shares. He would 
set ecological limits on the harm 
any company could do to the en
vironment, but within those limits 
leave the company complete free
dom to determine how it was going 
to make its products. The remedies, 
without detail, sound as though 
they might lead to greater abuses 
than the disease.

One amusing note: His entire 
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analysis, of course, runs directly 
counter to the Administration’s 
most cherished theories and prac
tices. So it is not too surprising that 
one review, written by an Admin
istration apologist, takes stern is
sue with the crypto-servant role of 
women, and points out proudly 
that women working outside the 
home have risen from 24 per cent 
in 1950 to 42 per cent today. The 
reviewer seems to have overlooked 
entirely the fact that the book spec
ifies on page 267, speaking of the 
planning system:

“Here a permanently subordinate 
caste, consisting extensively al
though not exclusively of women, 
is consigned to a role of advertised 
inferiority. Not only is it agreed 
that compensation for secretarial, 
literary, communication, computa
tion and like tasks should be far 
below that for privileged ranks but 
will remain closed to those who 
perform these functions . . .”

Crypto-servants from nine to five 
only, perhaps?

This is a book that will cause 
much discussion and should cer
tainly be read by everyone con
cerned with modern corporate en
terprise. It is much more convinc
ing when it dissects the myths of 
conventional economic “truths” 
than it is in prescribing remedies 
for what ails the body politic and 
economic. Perhaps another book is 
on the way. Certainly another one 
seems called for.

R.M.S.

Public Budgeting and Manage
ment by Alan Walter Steiss, D.C. 
Heath and Company, Lexington, 
Mass., 1972, 349 pages, $12.50.

This relatively simple and non- 
mathematical explanation of the use 
of management science techniques 
in public administration also has 
application to nonprofit organiza
tions and in some cases to business.

Here is another case of a mis
leading title. This one sounds like 
a textbook for a government class. 
Actually, it is a manual of man
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agement science directed, but not 
limited, to the public sector.

The inappropriateness of the title 
is instantly demonstrated in the 
preface by the author’s definition 
of public management: “the appli
cation of management science tech
niques to the field of public ad
ministration.” First, of course, he 
has to describe the basic manage
ment science techniques, and his 
relatively intelligible explanation of 
such concepts as basic systems an
alysis, decision making, authority 
relationships, information theory 
and communication flow, PERT 
and CPM, matrix analysis, uncer
tainty, and feedback are just as 
applicable to business as to gov
ernment.

Public management

In the first part of the book Dr. 
Steiss explains these techniques 
and applies them to public man
agement. This section concludes 
with a suggested model for public 
decision making.

Public budgeting

The second part of the book deals 
with the process of public budget
ing as a means of resource alloca
tion. The basic systems planning 
approach is elaborated, and the 
cost-effectiveness analysis is ex
amined in some detail. The au
thor concedes that PPBS (Planning- 
Programing-Budgeting System) has 
fallen out of favor in the Fed
eral government, but he feels that 
the basic idea of program budget
ing-presenting budgetary requests 
in terms of program packages rath
er than in the usual line-item for
mat—is sound and should be re
tained. He concludes with an anal
ysis of the politics of public 
budgeting.

Applications widespread

This book, which is not at all 
hard to read, has applicability to 
all levels of government and, to 
some degree, to business and non
profit organizations as well.

L.S.

Corporate Management in Crisis: 
Why the Mighty Fall by Joel E. 
Ross and Michael J. Kami, Pren
tice-Hall, Inc., Englewood Cliffs, 
N.J., 1973, 263 pages, $7.95.

With the benefit of 20-20 hind
sight, these authors retell the grim 
tales of recent business history. 
Their point: don’t make the same 
mistakes.

What do the names Lockheed, 
Ling-Temco-Vought, A&P, Litton, 
and Penn Central bring to mind? 
Billion dollar corporations that suf
fered major reverses. The business 
press has extensively covered the 
gory details of their failures. What 
Messrs. Ross and Kami do is first 
to repeat these well-known stories, 
then show how these errors relate 
to a basic list of management fun
damentals, and finally provide the 
reader with a check-off list to eval
uate his own company’s manage
ment strength.

It’s a well-written book, easy 
colorful reading, and it may be a 
painless way to remind managers 
how easy it is to ignore basics.

For instance, according to the 
authors, AT&T and A&P were two 
companies suffering from “harden
ing of corporate arteries.” This con
dition resulted from, “Permitting 
rigor mortis to set in because of 
complacence, nepotism, apathy, a 
protected market gained through a 
monopoly position or patent, or 
management menopause. Leads to 
rigidity and bureaucratization.”

While for want of better strategy 
organization, Ling-Temco-Vought 
“grew so fast and was so disorgan
ized that there wasn’t time for 
structure, coordination, and there 
was little communication between 
parts,” the authors explain.

Besides listing the “bad guys” 
(those corporate managements that 
made mistakes), the authors list a 
couple of corporate managements 
they feel are the “good guys.” Since 
this book is so closely tied to cur
rent events, deciding which com
panies are to be on each side of 
the fence is a risky business.

For example, ITT is one of the
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“good guys.” In pointing out the 
characteristics that bring about this 
designation, the authors list, among 
other traits, “Doesn’t only react but 
causes change. Noted for reaction 
to and anticipation of ecology and 
other social demands.”

Uncomfortable advice

Some of the advice to manage
ment offered by the authors may 
not sit well with all readers. For 
instance, one of the lessons to 
learn from the collapse of the Penn 
Central, they say, is, “Don’t de
pend on the establishment to pro
tect you. Government agencies, reg
ulatory bodies, consultants, ac
countants, and other watchdogs 
have interests that may conflict 
with your own.”

Among the lessons to be learned 
by executives in a service industry 
from the misadventures of Pan Am 
and Eastern Airlines is, “Maintain 
some management depth. If you 
must go outside for managers, con
sider hiring them yourself rather 
than asking a consultant or ‘body 
snatcher.’ ”

The authors take another swipe 
at consultants when they advise 
against buying a turnkey operation: 
“Some computer manufacturers and 
some consultants will try to sell 
you the ‘turnkey’ system—one that 
is designed and debugged and 
ready for you to ‘push the button’ 
or ‘turn the key.’ Warning: Don’t 
buy it! First, the chances are good 
that you will have to spend a lot 
of time educating him in your op
erations. Second, installing the sys
tem without substantial prepara
tion is likely to result in chaos. 
Third, if you don’t have the capable 
staff to design your own systems, it 
is unlikely that the same staff can 
operate it after it’s ‘installed’ by the 
consultant.”

Avoid accounting manipulations, 
the authors warn. They place the 
ultimate blame for the publication 
of financial statements that are 
“something less than factual” on 
corporate management; although 
they do say, “Perhaps the account
ing profession is at fault. Are they 

not independent professionals and 
can they not arrive at precise fig
ures based upon commonly ac
cepted principles? The answer, of 
course, is yes—and no!”

Although the authors may not be 
enamored with the accounting pro
fession or consultants, their book is 
interesting—especially if you’re a 
few years behind in your periodical 
reading. l.h.d.

Paradise Lost: The Decline of 
the Auto-Industrial Age by Emma 
Rothschild, Random House, New 
York, 1973, 264 pages, $6.95.

This is a bad season for indus
trial giants. Almost simultaneously 
with the publication of Galbraith’s 
Economics & The Public Purpose 
comes Ms. Rothschild’s Paradise 
Lost, which details the breakdown 
of an industry that has all the 
characteristics of Galbraith’s plan
ning sector, an immense techno
structure, and the ability to con
trol both the Government and its 
markets. It is the industrial exam
ple par excellence of an industry 
that controls its prices and estab
lishes its market through adver
tising.

However, there is one distinct 
difference between the two books. 
Whereas Galbraith’s technostruc
ture perpetuates itself endlessly, 
he has, in his generalities, over
looked the factor of time. Ms. 
Rothschild concentrates on it in her 
study of one particular industry, 
that of the American automobile 
manufacturers. For her thesis is 
that the automobile, preeminent 
among all American products, 
gained its reputation in the 20s and 
30s, and is today the product of a 
mature if not obsolescent industry.

Moreover, it’s an industry that’s 
frozen in the patterns of the past. 
It has two gods, Henry Ford and 
Alfred Sloan, both men of the ear
lier part of the century, who set up 
patterns in which automobile manu
facture has been locked ever since: 
Ford established the assembly line 

manufacturing technique; Sloan the 
selling methods by which slight 
styling changes and flashy new 
color combinations replaced honest 
changes in engineering or automo
tive design.

The social difficulty lies in the 
overwhelming effect the automo
bile has had on every phase of 
American life and livelihood. Now 
the nation has almost too much 
committed to the car to sacrifice it. 
Cities without anything else ex
cept air transport would strangle 
without it. Towns without even air 
connections would wither and die.

Ms. Rothschild sees these impli
cations clearly, except that she 
doesn’t seem to absorb their full 
seriousness to this country. Her 
most common reference to the 
present problems caused by the 
automobile is to the great age of 
railroad expansion in Great Britain, 
when whole new cities were cre
ated by the burgeoning railroads, 
cities which she points out, were 
hard hit when the railroads which 
had created them went out of ex
istence.

But England, according to the 
writer, just came into prominence 
in the automobile manufacturing 
picture in the 40s and 50s. In other 
words, it had an alternative ready 
for its overextended railroads when 
they finally collapsed.

We weren’t so wise or our his
tory didn’t permit us to be. For we 
built entire communities on the 
automobile alone; we geared our 
environment deliberately so that an 
automobile became almost an es
sential of life.

One example: Although Eastern
ers and residents of older Mid
western cities with their subways 
and rapid transit systems can ad
just to carelessness (many New 
Yorkers would never consider pri
vate car transportation unless they 
were absolutely forced to), Los 
Angeles, the automotive nightmare 
of the world, has no public trans
portation system of any descrip
tion. A car, any kind of car, is es
sential there.

Yet in 1920, when Los Angeles 
was still a small city, and when the 
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automobile was just beginning to 
become prominent on the Amer
ican scene, Los Angeles was noted 
for having one of the best public 
transportation systems in any mu
nicipality.

The automobile killed it.
Now, of course, it is the much- 

heralded energy crisis that brings 
all these things into focus sharply. 
But the Arab actions are only the 
smallest part of an energy crisis 
that’s been waiting in the wings for 
years.

Blindness in Detroit

Yet Detroit, even while it touted 
new interior trim on its models or 
bumpers that could actually en
dure a bump, steadily ignored this 
possibility as it did so many others.

It refused to consider the Wan
kel engine that the Japanese were 
steadily perfecting. Wankels of 
course do nothing to alleviate a 
shortage of gasoline; they merely 
meet Government pollution emis
sion standards. Detroit put on a be
lated and expensive chase for the 
catalytic converter but now argues 
that it can’t be refined sufficiently 
to meet pollution standards in time 
to meet the law’s provisions.

Catalytic converters are addi
tions to existing cars and justify a 
price increase. Wankel engines 
would involve redesigning entire 
production facilities, and could not 
be used to justify cost increases. 
After all, inexpensive Japanese cars 
already have such an engine.

With a petroleum shortage and 
gas rationing in some form (no 
matter who assures us optimistic
ally that “it won’t come to that”) 
already being planned, the whole 
issue has now become academic. 
But the long-term refusal of Amer
ican manufacturers to build small 
cars competitive with the Japanese 
and German models which had al
ready stolen so much of their mar
ket is not academic.

The difficulty seems to lie in the 
obsession of American makers with 
the principles of Fordism and 
Sloanism. Under Ford, mass pro
duction was everything. Under 

Sloan, forced obsolescence and 
trivial apparent changes were. Un
derneath, the industry has been 
producing the same basic car, in 
three different models, for years. 
Each of the three has different bod
ies put on or over it, different op
tions attached, white wall or stan
dard tires put on. But the basic cars 
remain unchanged.

And the basic factories that make 
them. Radical engine changes, such 
as converting from the ancient in
ternal combustion to the Wankel 
engine, cost money, and for years 
automobile makers have been chary 
about investing their money in 
their own industry.

The record shows it—the inevit
able consequences of an endlessly 
penny-wise, pound-foolish attitude. 
“Americans still want a big car ...” 
when Volkswagens and Toyotas 
had already taken over ten per 
cent of the buyers’ market. The 
hurried suggestion that emission 
control devices prepared by the 
Americans should be scrapped be
cause they would be wasteful of 
fuel—while the Wankel engine re
mained almost completely unex
plored. The assertion that Wankel 
engines couldn’t power standard
sized American cars only weeks be
fore Government tests proved con
clusively that they could.

The one response of the Amer
icans, the General Motors “new” 
automobile plant at Lordstown, 
Ohio, has, far from becoming a 
sign for a hopeful future, become a 
symbol for a past that’s long been 
over. Lordstown, constructed in a 
heavily agricultural area, was de
signed to build an American small 
car, as an offset to the foreign im
ports that were threatening De
troit. But it was organized on the 
same lines that had proved so suc
cessful for Detroit in the early 
halcyon days of the industry: mass 
production, production to a stop
watch. And the supervisors were 
those whom the manufacturer was 
keeping an eye on for the future. 
In other words, the best symbols 
of the shining future were those 
who had been most deserving of 
management’s approbation in the 

past. Lordstown was to be their 
proving ground as Viet Nam was 
to be the professional officers’ route 
to having his “ticket punched” and 
winning quick promotions.

Not surprisingly, Lordstown, the 
key to the future, became, in spite 
of its largely rural population, al
most a bellwether of industrial un
rest.

The workers resented their hard- 
boiled supervisors. They resented 
having to produce repair shop 
receipts to document an absence 
from work (no one could get 
to Lordstown unless he owned a 
car) when they were automobile 
men themselves and could usually 
have fixed the difficulty in 15 min
utes. But then they would have 
been late to work. So they paid 
their exorbitant repair bills and lost 
half a day at work and got their 
all-important receipt.

And eventually, this nice, native 
rural population of workers went 
on strike in 1972 against “condi
tions.” And by that they meant 
working conditions not wages, 
which no one ever denied were 
generous.

It is a serious picture Ms. Roths
child presents, that of an industry 
that has so oversold its market with 
inferior products that its market 
has rebelled against it to the de
gree that it could. Given the arti
ficial dependence on the automo
bile that the industry has carefully 
nurtured and the sudden realiza
tion of a fuel crisis that should 
have been foreseen years ago (and 
was by many), it is a picture of 
blindness to needs and wishes that 
would be ludicrous if its conse
quences were not so serious.

This is a book, convincing in 
every fact reported, that should be 
must reading for everyone con
cerned with an industry where for
eign competition, particularly com
petition that has arisen since the 
War, is a serious threat. It is a pic
ture of a native industry that by 
having its own imperious way and 
by blind devotion to a pair of out
moded principles has been busily 
engaged for nearly 50 years in dig
ging its own grave.
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The Rape of the Taxpayer: Why 
You Pay More While the Rich 
Pay Less by Philip M. Stern, 
Random House, New York, 1973, 
483 pages, $10 (cloth bound), Vin
tage, $2.45 (paperbound).

This indignant attack on the In
ternal Revenue Code is intended 
to provoke public demand for tax 
reform.

In theory, the Federal income tax 
is a progressive tax, based on abil
ity to pay, that hits the high-in
come taxpayer harder than the 
poor. Actually, as this book dem
onstrates, it’s the middle-income 
citizen who suffers most.

On paper, the effective tax rate 
(tax as a percentage of total in
come) should be 45 per cent for 
someone with an income of $100,- 
000 a year; actually it is about 30 
per cent. Some people with in
comes over $200,000 a year pay 
no income tax at all; many others 
pay less than 10 per cent. Why? 
Because the tax law is ridden with 
loopholes and tax shelters, of 
course, and this book maintains a 
high fever of indignation about 
them for nearly 500 pages.

Mr. Stern borrows an idea origi
nated by Stanley S. Surrey, a for
mer Assistant Secretary of the 
Treasury, of classifying as “tax ex
penditures” the cost to the Treas
ury (in revenues that otherwise 
would be due) of the exemptions, 
deductions, allowances, and other 
preferences that undermine the os
tensible Federal income tax rates. 
Mr. Stern refers to these “expendi
tures” (which are costs to all tax
payers) as welfare payments.

On this basis, he claims, the 1972 
cost to the taxpayers in lost rev
enues came to $77 billion. This 
amounts, he says, to a Federal wel
fare program “that gave each of 
America’s 3,000 richest families 
$720,000 a year of your hard- 
earned money.”

In many cases these tax loop
holes are subsidies—to state and 
local governments (the exemption 
of interest on their bonds), to 
home owners (the home owner

ship deductions), and to business 
(oil, shipping, even clam and oys
ter shells). Most profitable corpo
rations pay about a 35 per cent in
come tax rate (on paper it is 48 
per cent); some of the nation’s 
most successful companies pay al
most no income tax. Some of these 
subsidies are deliberate and gen
erally accepted as desirable; some 
are almost accidental, slipped into 
an incredibly complex tax law by 
Congressmen serving special inter
ests (occasionally following Con
gressional or Presidential rejection 
of an actual subsidy bill).

It would be better, Mr. Stern 
feels, if subsidies were open and 
aboveboard rather than concealed 
in the tax statutes. That would al
low more honest debate on their 
merits. More important, it would 
prevent their cost being borne so 
overwhelmingly by the least fa
vored of all taxpayers, the unmar
ried individual with income entire
ly from wages and with personal 
deductions too small to itemize.

Tax loopholes detailed

Mr. Stern outlines in great de
tail the various sources of inequi
ties in the income tax burden; mu
nicipal bonds, capital gains, and a 
myriad of tax shelters (oil, real es
tate, cattle, the leasing of locomo
tives and airplanes, clam and oy
ster shells, the “rent-a-cow” busi
ness, the “Mexican vegetable roll
over,” and other little known but 
fascinating gimmicks).

He attacks such cherished escape 
valves of the middle class as mar
ital income-splitting, deductions for 
costs of home ownership, and the 
personal exemption, on the grounds 
that they, too, help the rich more 
than the poor. He even dares to 
criticize special income tax treat
ment for the aged and the blind 
(why not sufferers from muscular 
dystrophy?), all in the name of 
consistency and complete equity.

Mr. Stem favors taxation of 
all income at a progressive (but 
much lower than the present) rate 
with no exemptions, with open sub
sidies for housing, oil, charities, and 

any other causes deemed worthy of 
them. Not all readers will agree, 
but all will find this book fascinat
ing, eminently readable, and dis
turbing.

The book has its flaws, of course. 
Its research is solidly based, mostly 
on work done by the Brookings In
stitution, but there is so much of 
it that an accountant would have 
no trouble finding instances in 
which arithmetical errors or errors 
of interpretation produced a wrong 
answer. There is so much in the 
way of statistical data that even the 
figure-oriented reader may feel a 
little overwhelmed.

More serious is a certain sloppi
ness in the way that it is all put 
together. As the author admits in 
the preface, the book is essentially 
an updating, with a good deal of 
completely new material, of an ear
lier (1964) work of his, The Great 
Treasury Raid. Unfortunately, to 
save work, many of the tables and 
examples from the earlier book 
have been carried over almost in
tact, with merely a footnote or an 
added paragraph to indicate that 
later tax laws have changed the 
figures.

This is particularly a problem 
for the reader who is thinking of 
using the book as a guide for tax 
avoidance rather than as a polemic 
against it. This is perfectly feasible 
—certainly the material is detailed 
enough—and Mr. Stern would not 
disapprove. He does not criticize 
those who take advantages of the 
law to save themselves money; “In
deed, being blessed with sub
stantial means,” (Mr. Stern is an 
heir of a founder of Sears, Roebuck 
and Co.) “I do so myself.” How
ever, it demands incredibly careful 
reading, since many descriptions of 
tax shelters and loopholes are neg
ated or modified by subsequent 
sentences, paragraphs, or footnotes 
that bring up later tax legislation. 
This kind of updating is under
standable, in view of the sheer bulk 
of the book, but inconvenient for 
the reader; a complete rewrite 
would have been better.

The style, while eminently 
simple, is occasionally irritating: 
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“But what is a billion dollars? How 
can one comprehend such a stu
pendous number?” It is true that 
the message is aimed directly at the 
man in the street and it has to be 
brought down to his level, but the 
result is often tedious for the more 
sophisticated.

Nevertheless, this is an impor
tant book. Its facts are of vital im
portance to every American, and 
its recommendations are worthy of 
serious study (particularly the in
sight that special privileges written 
into the law are inevitable so long 
as Congressmen’s campaigns must 
be financed by the corporations 
and the seekers of special privilege 
—Mr. Stern would have political 
campaigns financed by the govern
ment). Reportedly there are now 
mutterings within the Administra
tion about having another go at 
tax reform. Mr. Stern’s indignation 
will be more than repaid if public 
opinion forces some real action at 
last. l.s.

Supermoney by ‘Adam Smith,’ 
Popular Library, New York, 1973, 
287 pages, $1.95 (paperbound).

‘Adam Smith,’ the author of The 
Money Game, has done it again 
in this tale of tangled financial 
dealings.

Amusing and anecdotal, this 
book reveals no sure route to 
riches in the stock market but it 
does detail some horror stories of 
what not to do, including the tale 
of a Swiss Bank that cornered the 
world market in cocoa at a time 
when cocoa prices were sliding, 
then doctored its books to conceal 
the loss and ended up with a $20 
million loss. ‘Adam Smith’ had a 
particular interest in this; he 
owned part of the bank.

Amusing, well-written, and to 
the point, Supermoney in paper
back would be a perfect com
panion for a plane journey or, now 
that the fuel crisis is with us, an 
Amtrak trip.

R.M.S.

Social Responsibility Audit: A 
Management Tool for Survival 
by John Humble, Foundation for 
Business Responsibilities, Room 
18-11 Portland House, Stag Place, 
London SW1E 5BS, 1973, 60 pages, 
1.25 pounds ($3.20), paper bound, 
quantity discounts available.

With this little booklet, a well 
known British management consult
ant gets on the “social audit” band
wagon, offering his own blueprint 
for an audit of management’s social 
responsibilities.

A lot of businessmen are talking 
about social responsibility and so
cial auditing these days, and most 
consultants are eager to establish 
their credentials in this field. This 
book offers such a bid from John 
Humble, a director of Urwick Orr 
and Partners, the large British 
management consulting firm.

Because, in his view, the profit 
motive must come first, Mr. Hum
ble suggests that corporations limit 
their definitions of their social re
sponsibilities to areas of enlight
ened self-interest rather than rais
ing moral or ethical issues: “Is it 
possible to have a meaningful cor
porate ethical view?”

After reviewing the growing 
pressures on business to recognize 
its social responsibilities more ex
plicitly, Mr. Humble endorses the 
basic idea of the social audit and 
advocates its inclusion in the regu
lar planning process. He briefly dis
cusses the purposes of the audit, 
the responsibility for it, participa
tion in it, limitations on its scope, 
and its intended audience without 
taking any particular position on 
these issues. Then he goes on to 
present his own questionnaire for 
a social audit by a company, gov
ernmental agency, or nonprofit or
ganization.

The principal headings under 
which Mr. Humble recognizes aud
itable areas are the external en
vironment (social responsibilities 
and opportunities, community re
lations, consumer relations, pollu
tion, packaging, investment rela
tions, and shareholder relations) 

and the internal environment (phys
ical environment, working condi
tions, minority groups, organiza
tion structure and management 
style, communications, industrial re
lations, and education and train
ing). Under each category he rec
ommends listing the organization’s 
strengths, weaknesses, opportuni
ties, and threats and what action it 
should take.

This “paper is a personal and 
highly tentative view of a field full 
of uncertainty,” Mr. Humble em
phasizes. His audit plan, which is 
somewhat superficial and does not 
seem to be the product of deep 
thought or extensive research, nev
ertheless should be a helpful ref
erence tool for any manager think
ing of developing his own social 
audit or for any consultant consid
ering offering such a service.

L.S.

Corporate Lib: Women’s Chal
lenge to Management by Eli 
Ginzberg and Alice M. Yohalem 
(Editors), The Johns Hopkins Uni
versity Press, Baltimore, Maryland, 
1973, 168 pages, $6.50 (cloth 
bound), $2.50 (paperbound).

Not just another rehash of the 
arguments for and against women in 
management, this little volume pro
vides one of the most provocative 
assessments to date of their chances 
for making it.

The editors of this book, a sym
posium on women’s prospects of 
entering the executive suite, con
clude — somewhat questionably — 
that “women have challenged man
agement, and it is a reasonable 
prognosis that management, wom
en, and the nation will never be 
the same again.”

The book is the product of a 
conference, sponsored by the Co
lumbia University Graduate School 
of Business, held at Arden House 
in the fall of 1971. Its contents are 
the principal speeches given at that 
meeting by a dozen economists, 
sociologists, and educators, most of 

January-February, 1974 59



them women; a representative of 
the U. S. Department of Labor 
(male); and a personnel executive 
(male).

As is always the case with such 
anthologies, the presentations vary 
widely in points of view as well as 
in quality, significance, and sub
ject matter. To arrive at a sum
mary the editors really had to 
reach, and in the case of the sum
mary quoted above they reached 
too far.

There was no consensus among 
the speakers that women are on 
their way into management. (One 
speaker even suggested consolingly 
that management really is no place 
to be, even for men.)

There was consensus that dis
crimination exists in the corpora
tion structure and that it will not 
be easy to overcome. That, how
ever, besides being well known, 
was the point of departure rather 
than the conclusion. As to what 
could—or should—be done about it, 
opinions differed, in some cases 
sharply.

Edward A. Robie, senior vice 
president, Equitable Life Assur
ance Society, declared, “Business 
and industry should give a high 
priority to revising the channels of 
access to management so that a 
greater percentage of qualified 
women can reach management po
sitions. There are a lot of good rea
sons why we should do this, and no 
good reasons why we should not.”

Why? “From a management point 
of view, perhaps the strongest ar
gument for revision of employment 
practices so as to increase the 
number of women in management 
positions is that industry can sim
ply no longer afford to waste so 
valuable & resource. . . . Every 
available source of talent must be 
tapped if we are to cope effectively 
and competitively with [business’s 
complex] problems.”

How? Among other means, by 
more flexibility in work scheduling 
and compensation arrangements, 
by provision of child care, and by 
a conscious policy of recruiting 
women for entry-level management 
positions to meet the complaint of 

one female manager quoted by 
Mr. Robie, “Nobody knows how 
well we can do in management 
jobs because no company gives 
enough of us a chance to get the 
experience that would prove or dis
prove the allegations that we won’t 
do well.”

The opposing view

Valerie K. Oppenheimer, research 
sociologist at the University of Cal
ifornia at Los Angeles, disagreed 
with Mr. Robie on virtually every 
point of fact.

“If I were in personnel manage
ment,” she said, “it would take 
many more persuasive reasons than 
these to get me moving. For ex
ample, Mr. Robie argues that by 
1980 six million more women will 
be in the work force and no work 
organization can effectively digest 
such a large change in the compo
sition of its labor force without 
making changes in the composition 
of its managerial ranks.’ I should 
like to point out that 31 million 
women are already in the labor 
force without any accompanying 
breakthroughs into management. . . 
if most female employees are in the 
usual dead end female jobs, I fail 
to see what difference it makes 
whether women are 20, 40, or 60 
per cent or more of the workers in 
the enterprise.”

She also scoffed at Mr. Robie’s 
assertion that “management is now 
going to turn to women because 
the problems of today’s world have 
become too complex for men alone 
to solve . . . regardless of whether 
our society would have done bet
ter with the managerial talents of 
women, it has certainly managed, 
up to now, to function without 
these talents.”

Only pressures will work

Continuing high rates of unem
ployment will make it “even more 
unlikely, of course, that a spon
taneous desire to bring women into 
management will occur. ... if they 
do expand the opportunities for 
women in management it will be 

because they have to—because pres
sures will continue to mount for a 
more equalitarian sex distribution 
in jobs.”

Some of these pressures have 
been translated into law. Discrim
ination in employment by Federal 
government contractors and sub
contractors (about one-third of the 
labor force) because of race, color, 
sex, or national origin was prohib
ited by Executive Order 11246, as 
Michael H. Moskow, Assistant Sec
retary of Labor, pointed out. The 
Office of Federal Contract Compli
ance is now demanding “affirmative 
action” programs such as those 
called for in the case of minority 
groups.

Women’s need to work

Whether this will result in “token 
women” in management or some
thing bigger depends on the state 
of the economy and on women 
themselves. Women, although held 
back by their own conditioning in 
home and school as well as by 
male opposition, increasingly need 
to work, Ms. Oppenheimer pointed 
out. Inflation, with its pressures for 
a second income; the rising divorce 
rate; and the falling birth rate all 
push women into the labor market 
while a rising level of education 
and shrinking employment oppor
tunities in the traditional women’s 
fields push them toward men’s jobs.

“With any kind of turndown in 
the economy”—and a recession in 
1974 is widely predicted— “. . . it is 
probably going to be very close to 
insuperable to improve female op
portunities,” James W. Kuhn, pro
fessor of industrial relations, Grad
uate School of Business, Columbia 
University, warned. “One of the 
significant determinants of expand
ing employment opportunities for 
women at the executive level will 
be overall economic activity. In a 
soft labor market there may be ag
gressive competition between the 
educated elite of white and black 
men and women ... a combination 
of more racial polarization, econo
mic recession, and more militant 
demands by women may produce 
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. . . educated and able white wom
en and equally qualified black 
males fighting for token jobs in the 
executive suite.”

It would appear that something 
even tougher than the methods al
ready employed by the Women’s 
Lib groups is going to be needed.

L.S.

How to Win Profits and Influence 
Bankers: The Art of Practical 
Projecting by Richard C. Belew, 
Van Nostrand Reinhold Company, 
New York, 1973, 176 pages, $19.95.

This simple book succeeds in its 
simple objective: to show the small 
businessman how to prepare finan
cial projections for a prospective 
lender.

The author of this book, who is 
executive vice president of Diversi
fied Discount and Acceptance Cor
poration, a Minnesota firm that spe
cializes in business loans, has also 
had experience as a bank officer and 
president of a bank-affiliated small
business-investment company. Ob
viously he has dealt with a good 
many applicants for small business 
loans. And obviously, although he 
does not spell out the problem in so 
many words, many of these appli
cants lacked personnel with the ac
counting know-how needed to sup
port their applications. These are 
the people he wrote this book to 
help.

Financial statements simplified

The book describes, in the sim
plest possible language, how to de
velop forecasts of operations, re
lated cash flow, proforma balance 
sheets, and estimated borrowing re
quirements and how to use this in
formation to support loan requests. 
He also shows how to forecast the 
amount and type of capital the 
company will need a year from now 
—or up to five years in the future.

The style of the book is so simple 
that it verges on the childish. In
deed, the book is dotted with so 
many sentences like, “In a free- 
enterprise economy such as we have 

in the United States, profits are the 
yardstick” and “Making profits can 
be fun,” that it reads as if it had 
been written by a ghost writer. 
(Perhaps it was.) But the content 
is thorough, comprehensive, and 
undoubtedly helpful to the finan
cially unsophisticated.

For the accountant there is noth
ing useful in this book. It offers no 
real inside look into a banker’s 
mind. But for the small business
man it may well prove invaluable.

L.S.

Briefly listed

A Practical Approach to Compu
ter Simulation in Business by L. 
R. Carter and E. Huzan, Halsted 
Press, New York, 1973, 298 pages, 
$15.95.

This book aims to introduce the 
general principles of simulation as 
applied to business. Little mathe
matical knowledge is assumed, 
though familiarity with the com
puter as a tool is.
Topics covered include: a review 
of some statistical concepts; the use 
of FORTRAN and CSL for com
puter simulation studies; queuing 
systems; forecasting and inventory 
control; simulation of other sys
tems (including production control 
and profitability analysis); and 
sample programs in FORTRAN, 
BASIC, and CSL. Relevant statis
tical tables are contained in ap
pendixes.

MAGAZINES

Management Consultants in Non
profit Organizations: A Survey, 
Discussion and Recommendations 
by Carl W. Nelson, Business Per
spectives, Spring, 1973.

Like many profit-seeking compa
nies, nonprofit organizations en
counter problems which require the 
aid of management consultants. Dr. 
Nelson discusses the role of con
sultants in nonprofit organizations, 
examines the related problems, and 
makes recommendations for their 
solution.

Management consulting firms can 
be of great help to nonprofit or
ganizations, in that they offer ex
pertise in specific problem areas 
such as manpower planning, spe
cialized and technical studies, ac
counting and financial matters, etc. 
The techniques that consulting 
firms use to approach problems are 
not usually available to managers 
of the nonprofit organization: gen
eral statistical analysis, simulation 
programs, etc.

The survey of nonprofit organi
zations, made by the author, shows 
some of the problems that exist 
when consultants are used in non
profit organizations.

First, the survey showed that 
only 43 per cent of the respon
dents were well satisfied with con
sulting firms and stated that they 
received “good value for their 
money.” The remaining 57 per cent 
indicated some dissatisfaction: 40 
per cent of the nonprofit organiza
tions rated their experience with 
consulting firms as “somewhat ben
eficial” and the remaining 17 per 
cent rated their experience with 
consulting firms as a “waste of time 
and money.”

It is suggested that there are 
two reasons for this dissatisfaction. 
First, the consulting firms charge 
their services to nonprofit organi
zations at the same rate as that 
charged to profit-seeking busi
nesses. Since the consultant’s fee 
may be a large budget item, the 
nonprofit organization may be ex
pecting too much for its money.

Second, the consultants may be 
approaching the problems with the 
same methods used for solving 
problems in a profit-seeking com
pany. At least one critic feels that 
consultants ignore the human ele
ment in forming their solutions.

Another problem disclosed by 
the survey is that some of the rec
ommendations made by the con
sulting firms were not carried out 
solely because the nonprofit organ
izations did not have the resources 
to implement the recommenda
tions.

The author makes the following 
recommendations, hoping that if 
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they are followed, more expertise 
will be made available to non
profit organizations:

(1) Consulting firms might offer 
their services at a reduced rate to 
nonprofit organizations, especially 
during slack periods.

(2) Nonprofit organizations could 
jointly commission consultant stud
ies and thereby reduce their indi
vidual out-of-pocket costs.

(3) Consultant studies could be 
made available to other nonprofit 
organizations at a minimal fee espe
cially if they are of general appli
cability.

(4) Professional societies or a com
bination of nonprofit organizations 
in a particular social service field 
could independently attempt to or
ganize consulting bodies much as 
individual industries set up special 
study groups.

(5) Consultant organizations could 
increase or develop the expertise of 
their existing personnel in the so
cial services. This could be accom
plished through changes in hiring 
policies or through staff develop
ment programs.

John Marshall 
Louisiana State University 

at Baton Rouge

Developing Managers Without 
Management Development by 
Saul W. Gellerman, The Confer
ence Board Record, July, 1973.

Formal management develop
ment programs are ineffective un
less the manager has the oppor
tunity to apply on-the-job what 
has been taught in the classroom. 
The most important element of 
management development is an or
ganizational environment which en
courages managers to learn from 
their jobs.

The development of a manager 
depends primarily on the quality 
of his experience within a firm, 
and how well he is encouraged to 
use that experience as a learning 
technique. If an organization is to 
have an adequate supply of com

petent managers, then that firm 
should adopt a general approach 
for developing those managers 
based on the following principles:

(1) All instructional opportunities, 
inherent in the work assigned to a 
manager, must be utilized by the 
superiors in order to insure maxi
mum experience. Formal instruc
tion is inadequate without the op
portunity to practice what is taught. 
(2) A person only learns when 
faced with a challenging problem 
demanding a creative solution.
(3) The organization itself must be 
designed to give managers the op
portunity to learn from experience. 
The organization structure must 
create conditions in which talented 
men can “develop.”

Four aspects of organizational 
climate are necessary in order to 
develop talented managers:

Organizational Structure — The 
author suggests that “the ideal 
structure for developmental pur
poses is a small, self-contained unit 
requiring little or no external sup
port, which has an undivided re
sponsibility for the attainment of 
some major organizational pur
pose.” This task force type of or
ganization has several advantages 
over traditional, bureaucratic struc
tures. First, the communication net
work is shorter and faster. Second, 
general managerial skills are devel
oped as opposed to functional spe
cialization. And third, identification 
and recognition of promising man
agers is maximized.

Job Design—A job will stimulate 
manager development if it has been 
designed to be at least partially 
“unmastered” by the manager. As 
long as complete mastery of a job 
has not taken place, the manager 
will be stimulated for additional 
learning. Upon mastery of the pres
ent job, new learning opportunities 
must be available to a manager if 
his development is to continue. 
Also, managerial mistakes should 
be used as a “basis for instruction, 
rather than punishment.” Errors 
should be viewed as simply a part 
of the overall development and 

learning process of managers, with 
the prevailing organizational at
mosphere one of encouraging man
agers to try new and creative solu
tions to their problems, without 
fear of embarassment for failure.

Career Planning—The manager 
should always be faced with new 
learning opportunities, with respon
sibilities being deliberately shifted 
among jobs and activities so as to 
ensure continuing skill develop
ment. Major modifications of a 
manager’s job should occur within 
a three-to-five year period. Al
though it is not always possible for 
promotion to be the means of mod
ification, the same result can be 
achieved simply by changing the 
mix of managerial responsibilities.

Control Systems — The control 
function of a superior is based on 
seeing that subordinates are learn
ing from their jobs. The role of the 
superior is one of coaching not 
controlling. Only in this way can 
the subordinate be allowed the 
freedom necessary for learning to 
occur.

Robert Carver 
University of Missouri

Increasing the Productivity of 
Highly Variable Labor by Steven 
O. Corrie, The CPA Journal, July, 
1973.

Mr. Corrie, of Arthur Andersen 
& Co., describes how the imple
mentation of pre-established labor 
standards to short-run demand 
forecasts improved the operations 
of a small photo-finishing company 
and led to a significant reduction 
in per-unit labor costs.

The article initially compares the 
competitive position of small photo
finishing companies with the in
dustry leader, Kodak. Such factors 
as lower volume and guaranteed 
rapid service lead to more labor in
tensive costs for the smaller com
panies; consequently, maximizing 
labor productivity is essential for 
the smaller photo-finishing compa
nies competing with Kodak.
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The particular company under 
consideration had a highly irregu
lar demand, both in terms of an
nual peaks (Christmas and sum
mer) and weekly peaks (caused 
primarily by weekend picture-tak
ing and subsequent film drop-off 
on Sunday). This weekly pattern 
caused processing requirements 
(and hence, labor requirements) to 
be unusually high on Monday and 
Tuesday (because of promised 
rapid service), with a pronounced 
drop for the remainder of the week.

Comparison of old and new

The author describes briefly the 
old scheduling practices of the 
company, which were basically at
tempts to match fluctuating de
mand requirements with the avail
able labor force (both full-time em
ployees and part-time employees, 
the latter being obtained on one or 
two days’ notice). Demand plots 
were made each Thursday to esti
mate the following Monday’s labor 
requirements, and department su
pervisors were charged with re
viewing daily volume requirements 
and deciding whether adjustments 
in the labor force for the next day 
were necessary. This practice, along 
with hourly wage payments (as op
posed to piecework) and the lack 
of departmental standards, led to 
several problems. Among those 
mentioned by the author were the 
overstaffing of part-time help at the 
beginning of the week, inefficien
cies of full-time help induced by 
the overstaffing, and the tendency 
of employees to pace their work 
habits to fill each day.

In discussing the new scheduling 
practices, Mr. Corrie expounds on 
two areas of improvement. First, a 
system of departmental labor stan
dards was set up for each main 
product line. Second, forecasting 
was improved by the implementa
tion of a statistically based fore
casting system. By applying the 
standards to the projected daily de
mand requirements, the manpower 
requirements for each Monday 
were calculated, as well as for the 
remaining days of each week.

The author concludes by listing 
the positive benefits of the new 
practices. Among these were a re
duction in incidents of overstaffing, 
a reduction of costs per unit, and 
better management control of la
bor. The cost savings per unit are 
especially important, because the 
company competes on the basis of 
quick service and low price.

John Everett 
Oklahoma State University

Sales Reports that Lead to Ac
tion by Sam R. Goodman, Finan
cial Executive, June, 1973.

Sales reports must he removed 
from the area of mere custodial re
porting if they are to initiate effec
tive action. This author describes a 
system of sales reports which per
mit more creative analysis by mar
keting personnel.

“Sales reports, to be effective, 
must make someone act.” In order 
to do this, Mr. Goodman suggests 
several key points which should be 
included in an effective set of sales 
reports. Rather than stressing the 
dollar volume of product activity, 
and what happened yesterday, 
these reports should make the mar
keting executive question what 
might happen in the future.

Items such as percentage in
creases or decreases and incre
mental profitability provide a more 
decision-oriented picture of prod
uct movement. Another item is the 
effective division of information by 
products, customers, geographic 
areas, salesmen, and other catego
ries which will provide “built-in 
warning flags that indicate quickly 
when remedial action is needed.”

The basic document from which 
Mr. Goodman’s sales reports are 
drawn is the direct account report. 
This report breaks down all sales 
data into the basic building blocks 
which can then be used to create 
all other reports in the series. The 
first of these reports to be drawn 
from the basic document is the pur
chase record. This report matches 

product volume with the dollar in
centives given to customers to 
achieve this performance. Percen
tage changes in dollar and volume 
of sales from one year to the next 
are compared to the similar change 
in the market of competition in 
order to compare individual cus
tomers to others in that specific 
area. An additional comparison can 
be made with the various allow
ances which were given to that cus
tomer to promote increased sales.

The second report analyzes cus
tomer mix according to changes in 
volume levels within recent per
iods. This allows managers to get a 
better picture of the results of their 
selling efforts among the largest ac
counts. The third report, one of the 
most important in the series, fur
nishes information as to the quality 
of sales volume. By dividing cus
tomers in an “ABC inventory” man
ner the manager can see what cate
gories of customers, by yearly vol
ume, provide what percentage of 
total volume. In this way many de
cisions can be made about margi
nal customers and where increased 
sales effort should be directed. 
Such a concept differs from the 
more traditional idea of focusing 
on increases in total volumes with
out looking at the sales effort 
needed to produce that increase.

The next report carries the prod
uct dollar sales by class of trade. 
This report can give the manager 
information on the performance of 
any specialized sales force from 
one year to the next, but is meant 
to be a report of perspective more 
than an action report. It is to be 
prepared only once or twice a year.

The last report in the series ana
lyzes geographic profitability. “It is 
designed mainly to evaluate total 
marketing management and the rel
ative profitability of divisions by 
district.” As such, it provides the 
logical conclusion to the integrated 
sales reporting system which has 
been developed. There are many 
useful comparisons which can be 
made from the information on this 
report. One of these is a compari
son by division of geographic sales 
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with direct profit. Other compari
sons can be made for promotion 
costs, by dollar amount and by per
centage of sales, to sales volume 
and volume mix. These compari
sons are useful for evaluating geo
graphic profitability and highlight
ing areas of heaviest promotional 
competition.

In summary, Mr. Goodman states 
that sales reports which will per
mit creative analysis by marketing 
personnel “should not be based on 
an accounting system which has 
custodial reporting as its main re
sponsibility.” Instead, sales report
ing must be prepared and used in 
conjunction with conventional ac
counting systems utilizing current 
EDP technology.

Steven Flory
Louisiana State University 

at Baton Rouge

Complex Objectives, Decentrali
zation, and the Decision Process 
of the Organization, by Clement 
G. Krouse, Administrative Science 
Quarterly, December, 1972.

By assuming away interunit de
pendencies, a model is developed 
with a full separation of relevant 
decision variables which can then 
be uniquely assigned to the deci
sion-making units. These decision
making units at the operational 
level are described as quasiautono
mous units. With this model, the 
final organizational decisions op
timal with respect to the complex 
objectives of the organization are 
determined by upper management 
levels. The sequence of decisions 
that occurs before the organization 
develops its final optimal decisions 
are also described; in comparison, 
models developed by others in the 
past have usually implied a single 
step analysis of a set of simulta
neous equations.

The model describes the adapta
tion behavior of target adjustments 
by which the organization con
stantly revises its activities. Krouse 
describes a target as a general label 

for various terms such as budgets, 
standards, quotas, achievement 
foci, and aspiration level. He dis
tinguishes between two types of 
targets: (1) technical (or first-level) 
targets at the operational level 
which are directly affected by 
agents external to the organization, 
and (2) policy (or second-level) 
targets which are internally adapt
able through changes in policy by 
upper management levels. The pol
icy target is a device by which the 
activities of the organization are de
composed and its direction con
stantly revised. The use of the pol
icy targets enables the organization 
to substitute a sequence of smaller 
problems for a more complex one 
and facilitates the decentralized as
signment of the smaller problems to 
eliminate most interunit dependen
cies.

Decentralization arises in Krouse’s 
model as the result of the formula
tion of subgoals through goal de
composition. However, since man
agers cannot consider all the organ
izational relations simultaneously 
and efficiently, they are cognitively 
unable to decompose the goals 
themselves. Planning and coordi
nating toward the organization’s 
objectives are the responsibilities of 
upper management levels and in
volve the assignment and experi
mental adjustment of targets di
rected toward the achievement of 
the overall corporate goal. Upper 
levels of management establish spe
cific target assignments for the 
operations level units to perform 
accordingly. The task is simplified 
for the operations level units: each 
organizational activity (directed to
ward a target) has only a small 
number of variables to manipulate. 
Furthermore, each activity is as
sumed to be performed autono
mously at any given time.

Upper level management there
fore directs targets down to the op
erations level units. The operations 
level units are autonomous in the 
model, subject only to targets passed 
down to them from upper level 
managers. The operations level 
units determine efficiency prices by 
their activity and feed this infor

mation back to upper levels of 
management. Management, in turn, 
adjusts the targets and sends down 
new targets to the operations level 
units. The organization’s problem
solving process is thus conceived as 
one of trial and error—an experi
mental process that is both itera
tive and closed-loop.

Multiple objective model

A multiple-argument objective 
criterion (a utility function) model 
is recognized. Many past models 
have assumed the maximization of 
a single, integrated, organizational 
objective. However, some other 
models, such as those of William
son and Baumol, have also recog
nized the multiple-argument objec
tive. Krouse describes the organiza
tion’s objectives as the maximiza
tion of performance and the mini
mization of imputed cost.

The adaptation rule in Krouse’s 
model requires upper level man
agers to adjust only the targeted 
variables in order to bring about 
optimal performance. All the other 
variables are held constant at their 
prevailing levels. This revision and 
target-adaptation process of adjust
ment is formulated as continuous 
and systematic.

This model describes the organ
izational decentralization process 
and the iterative target adjustment 
process, while recognizing multiple 
goals and assuming interunit inde
pendence. Although models similar 
in many respects to this model have 
been presented before, Krouse 
claims that the key aspect of his 
model—attention to the sequence of 
decisions—is novel. His treatment 
of decision-making would appear 
to be a more realistic description of 
how organizations may attempt to 
optimize their corporate activity 
than is the optimal, result-oriented, 
single-step analysis by simultaneous 
equations. In summary, this inter
esting article explores an area in 
the decentralization model that has 
received little attention in previous 
literature.

Marleen Izumi 
The Ohio State University
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