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FOREWORD

By RaLpa K. DAVIES

Consulting Professor, Graduate School of Business, Stanford
University, and Vice-President and Director,
Standard Oil Company of California

American industry is today, in many ways, facing the most
critical period in all of its history. The competitive system of free
enterprise is under severe attack. Abroad it has already suffered
defeat in many lands, submerged by the force of totalitarian prin-
ciples of economics. At home its right to survive is challenged by
rapidly changing conditions and new economic and political forces.
What the future holds none can foretell, but certain it is that the
character of American industrial life for generations will be de-
termined in large measure by its ability to withstand the pressures
of today.

In the industrial field, large-scale organization especially is
now put to the test. How well prepared it is to meet the great
strain of the times remains to be seen. Whether the successes of
the past have undermined its vigor and efficiency and left it unfit
for the contest, or whether it is possessed of sufficient compe-
tence to meet the challenge of the times with further successes,
must be made clear in the relatively near future. While confident .
as to the outcome, farsighted leadership in industry today does
not minimize the seriousness of the difficulties ahead.

This survey of corporate organization and practice prepared
by the Graduate School of Business of Stanford University repre-
sents a most timely contribution. The material here presented,
making available to industry the best thought and experience of a
representative group of the large corporations throughout the
United States, is a decidedly significant work. It will answer an
obvious need for enlightened and dependable information as a
basis for objective planning of management, free from personal
influences and traditional habits of thought.

To those who are actively concerned with the problem of the
organization of management, this book will be of inestimable
value. Beyond this let us hope it may prove generally stimulating
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to creative thought and excite a deeper and more critical interest
in this vitally important subject. For thus will it best serve the
larger purpose of advancing the cause of American enterprise
through pointing the way to betterment in method and increased
efficiency. The law of the survival of the fittest is, in the end,
inescapable.

For this most constructive contribution to the welfare of Amer-
ican industry, Stanford University, and in particular the able
administration of its Graduate School of Business, is entitled to
great credit.



PREFACE

By J. HuGcr JACKsON

Dean, Graduate School of Business
Stanford University

At no time in the history or development of American busi-
ness has the responsibility of top management been greater than
it is today. It is this central management of a business that deter-
mines the common ends toward which effort shall be directed and
which maintains co-ordination between specialized functions or
departments. Therefore, it is essential to have definite knowledge
of the organization and functioning of these top levels of manage-
ment, and to know how policies are formed, how authority is
delegated, how control is effected, how departmental or divisional
points of view are harmonized, how results are measured, how
extravagant practices are corrected, and how waste is eliminated.
To learn from the actual practices of leading American corpora-
tions the solutions to these and other problems has been the pri-
mary purpose of this research study.

Chief executives themselves are generally aware of the many
problems of co-ordination and control which constantly beset them.
However, experience has shown that many times expansions in
management organizations are the result of immediate necessity,
and accordingly the organization planning goes no further than
to solve the problem currently in hand. The allocation of impor-
tant functions on such a basis can only result, sooner or later, in
a management organization which, although it may be moderately
successful in attaining results, will speedily become so cumber-
some and lethargic as to lose much of its effectiveness.

It was with this situation somewhat definitely in mind that
one of the leading executives of the Pacific Coast suggested, in
the spring of 1939, that the Stanford Graduate School of Busi-
ness undertake a study of this type. After several months of
study and discussion, during which time leading executives joined
with members of the Business School faculty about the confer-
ence table, a broad program was formulated and the project under-
taken. The study, accordingly, is not an academic thesis, but is
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rather an attempt to find a practical answer to some of the many
problems constantly facing top management. The project was
financed by approximately a dozen important companies, the ma-
jority of which are located here on the West Coast.

The approach taken by the School has been that no single
company possesses all the best ideas on management policies and
practices, and that every company could benefit from the experi-
ences of others. It was accordingly proposed to ascertain, as far
as possible, the general pattern of present-day management; then
to make the fruits of such research, in the form of plans and
principles, available to business executives as a guide in planning
for future expansion or in gradually revamping their present or-
ganizations along more effective lines.

The program was accordingly projected on this basis; it was
estimated to require approximately a year for its consummation.
A data sheet, designed to give comprehensiveness and compara-
bility, was prepared. Because of the intimate nature and the sig-
nificance of the material desired, it became quickly obvious that
the information could be obtained only by personal discussion
with the top-management groups of the participating companies.
The field work for the collection of the needed factual data re-
quired over seven months, with an additional six months to ana-
lyze and co-ordinate the vast amount of material obtained, and to
write up the findings. Because the problems of the chief execu-
tives are essentially similar in all companies, whereas the work of
the lower levels of management would vary greatly in different
companies, the scope of the study was confined to the problems
and practices of top management, a field which hitherto had been
little explored in the manner of this undertaking.

After the broad program was formulated, the next step was
to select the companies to be invited to co-operate in the study.
Companies representing diversified industrial enterprises, with a
reputation for progressive and enlightened management, were
chosen. Also the present study has been confined to industrial
companies, while banks, merchandising organizations, public util-
ities, and railroads have been omitted. Every effort, moreover,
has been made to preserve the anonymity of the participating com-
panies, as well as the details of their organization and practices.

On this basis, a group of thirty-one nationally known, well-
recognized industrial companies were chosen. They have total
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assets, as shown by their published balance sheets, ranging from a
little less than $100,000,000 to approximately $900,000,000. The
thirty-one companies have aggregate total assets of approximately
eight billion dollars, or an average of about $260,000,000 per
company. They employ normally about 850,000 workers, the num-
ber ranging from 5,000 to 70,000, and averaging about 27,000
employees per company. For the entire group there is an invest-
ment of approximately $10,000 of assets for each employee. A
broad classification of these participating companies by type of
industry gives the following results : Building Materials, 4; Chem-
icals, 5; Food Products, 2; Machinery and Equipment, 9; Non-
ferrous Metals, 2; Petroleum Products, 4; Rubber, 2; and Steel
and Steel Fabricating, 3. It would be difficult to find a group of
better-managed, more efficient businesses than these thirty-one
companies; in fact, it includes many of the “blue chip” companies
of America.

In this volume no attempt has been made to present an ex-
haustive treatise on the whole field of management—as already
stated, the study has been confined to the more important problems
of organization and control facing the top management. Neither
has there been any attempt to pass judgment upon or to criticize
any company’s plan of management. Moreover, we have definitely
refrained from recommending any one plan of management or-
ganization as best or “ideal” for all companies.

Rather, the aim has been to record what seemed to be the most
effective and generally applicable plans and devices found among
the thirty-one participating companies for meeting their more
common management problems, and to present them in a way
that each company can check its own practices by them, and can
take advantage, according to its own needs and inclinations, of
such suggestions for the further strengthening of its own man-
agement plan. It should be realized, at the same time, that in a
study of this type little or no recognition could be given to the all-
important factor of personality; obviously many of the best or-
ganization and control practices found in effect in these companies
were primarily the reflection of some dynamic personality or of
outstanding leadership.

Finally, I come to the most pleasant part of my task, that of
expressing in behalf of the Graduate School of Business our sin-
cere appreciation to the more than forty companies which made
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this research study possible, either by contributing funds or by
giving of their experience in the handling of major management
problems. The extent of the interest and co-operation of the thirty-
one participating companies exceeded all expectations. Moreover,
it was most significant that the companies which have devoted the
most time and effort in the perfection of their management prac-
tices not only contributed the most helpful information, but were
also the most interested in learning, through the medium of this
report on the activities of other companies, how they might fur-
ther improve and strengthen their own management organization
and plan of control. To the top executives of the various partici-
pating companies, to the members of their staffs, and to all who
have given of their time or otherwise aided in bringing the study
to a successful conclusion the School is truly grateful.

This volume is offered by the Graduate School of Business to
those who are responsible for or interested in the best top-manage-
ment organization and control in the business enterprises of the
United States, with the realization that it is perhaps only a begin-
ning in this type of management literature, but with the sincere
hope and definite belief that it will suggest to many major execu-
tives a sound and practical solution for some of their more difficult
problems. To the extent that this is accomplished, the School has
further fulfilled its basic purpose and objective.

STANFORD UNIVERSITY
STANFORD, CALIFORNIA
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PART A
SUMMARY AND CONCLUSIONS

This report is submitted in the interest of top management.
It is concerned with the fundamental problems of this particular
realm of management and the means by which these common prob-
lems are being met in a selected group of thirty-one large indus-
trial enterprises.

Top management, as used in this study, includes three groups
of executives. These are (@) the board of directors, (b) general
management, consisting of those executives who are concerned
with the business as a whole, and (c¢) divisional management,
comprising those executives who are directly responsible for the
major departments, divisions, or subsidiaries of the company.
Upon the vision, farsightedness, aud resourcefulness of this small
top group largely depends the success of an enterprise.

The primary responsibilities of top management are to provide:

Farsighted planning and clarification of objectives, visualiz-
ing the needs of the business and determining its most advan-
tageous future course.

A sound plan of organization, enabling all of its parts, individ-
ually and collectively, to function most effectively in reaching
the common objectives.

Fully qualified personnel in all key positions, insuring each
individual’s proper contribution to the whole program.

Effective means of control, permitting top executives to delegate
wide responsibility and authority, thereby freeing themselves
of administrative detail in order to concentrate on broad plan-
ning and direction.

Out of this research study have come certain definite impres-
sions as to how top management is taking steps to fulfill most
effectively its basic functions. This introductory part of the report
epitomizes the foremost thought and practice found among the
participating companies, for meeting the major needs and prob-
lems in this field.
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FARSIGHTED PLANNING AND CLARIFICATION
OF OBJECTIVES

There is nothing about an organization more important than
its future. Owners, management, employees, and society in gen-
eral are, or should be, more concerned about where a company is
going than where it has been. In any institution, the responsibility
for visualizing, initiating, and achieving future objectives rests
with its top management. The more specifically the future course
of a company is conceived and defined, the more likely is its reali-
zation. One of the greatest needs observed during the course of
this study is for more adequate planning and clarification of future
objectives, both near-term and long-range.

Near-Term Objectives: About half of the companies visited pre-
plan in detail some or all of their operations for periods up to a
year in advance. A few companies have fully integrated systems
whereby every department and agency establishes definite objec-
tives covering not only income and expense items, but all improve-
ments, betterments, and contemplated changes of every nature.
Near-term decisions, however, need to be co-ordinated and
directed toward long-range objectives in regard to such matters as:

Major changes in markets

Important changes in the line of products

Major changes in or expansion of facilities

Financial requirements, capital expenditures, reserves, etc.
Major personnel changes

Basic changes in the organization structure

Long-Range Objectives: Two of the companies which have
outstanding plans of management establish their objectives five
years ahead. Such long-term objectives are necessarily tentative,
subject to modification as time and circumstances require, but they
are invaluable as guideposts to assure the proper orientation,
consistency, and reasonableness of the definite near-term planning.

As a rule the projected future plans are based upon estimates
of expected sales volume, tempered by general economic forecasts.
Able economists and well-qualified statistical agencies develop and
correlate this information.

Several companies have been able to stabilize operations and
employment to a substantial degree through the planning process.
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In general, the successful experience which so many companies
have had and the value they derive from long-range planning sug-
gest a wider adoption of the practice by companies not now fol-
lowing this plan.

The lack of adequate planning frequently results from the fact
that top executives are too preoccupied with matters of a current
nature to concentrate upon the future needs of the business. In
addition they often fail to stimulate and utilize the best thought
and assistance of their organizations in formulating sound plans,
policies, and objectives.

Before top management can find enough time for the planning
of objectives and be assured that those objectives will be met,

it must:

Devise a sound plan of organization
Have fully qualified personnel in all key positions
Institute effective means and methods of control

A SOUND PLAN OF ORGANIZATION

. Top executives, no matter how competent, cannot function to
full effectiveness without a sound plan of organization. A well-
conceived, long-range organization program permits changes to
be made in the right direction as opportunities arise. In the ab-
sence of such a plan, changes must be made on the basis of
expediency, organization errors are often perpetuated, and funda-
mental improvements are seldom realized.

Every phase of a company’s organization plan should be ques-
tioned and tested from a wholly objective viewpoint, without being
influenced by present pattern or personnel, precedent or tradition.
From such an analysis a plan of organization can be developed
which will best meet the current and future requirements of the
business:

A good organization chart for the company as a whole, with
auxiliary charts for each major division, is an essential first step
in the analysis, clarification, and understanding of any organiza-
tion plan. The process of charting the organization is one good
test of its soundness, as any organization relationship which can-
not be readily charted is likely to be illogical and therefore con-
fusing to those working under it.

Organization planning in many companies ends with the prepa-
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ration of a set of organization charts. These give a good general
idea of the primary divisions of the company but do not stipulate
how each unit of the organization should function.

Organization charts should therefore be supplemented by
written specifications defining the essential requirements of each
level of management, each department, each committee, and each
key job or group of similar jobs. Only by a thorough under-
standing of their respective parts in the whole management pic-
ture are individual executives aud agencies able to devote their
full energies to effective discharge of their proper functions, avoid-
ing duplication of effort, friction, and working at cross purposes
which result from lack of organization clarification. Such writ-
ten specifications should cover functions, jurisdiction, responsi-
bilities, relationships, limits of authority, objectives, and the means
for measuring performance.

These same specifications also serve as the basis for training,
merit rating, salary evaluation, and selective placement with respect

to staff and key personnel.

Top-Management Organization: In any company, clarification
of the top structure is the first requisite, since any confusion or
vagueness at the top is reflected downward throughout the organi-
zation. This top structure consists of three distinct levels which
differ as to function, viewpoint, and composition. These are the
board of directors, general management, and divisional man-
agement. A clear conception of the proper province of each of
these levels is essential in clarifying the plan of top management.

As to the board of directors, observation points to the advan-
tage of clearly defined functions and workable size, with member-
ship properly representative and confined to those able to visualize
the needs and to make a major contribution toward the success of
the business as a whole. Theirs is a trusteeship function.

The general management function in several of the best-man-
aged larger companies is handled by a group of general executives
who devote full time to planning and directing the course of the
business as a whole. In smaller concerns, this function may ap-
propriately be the province of the president and a part-time council
of divisional executives.

With divisional management, the trend is toward logical, sepa-
rable divisions or departments, each of which is headed by a
well-qualified top executive reporting directly to general manage-
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ment. These executives are delegated wide responsibility and au-
thority and are held fully accountable for results.

Operating Organization: Primary division of the operating or-
ganization may be on a functional, regional, or product basis.

The regional and product-division plans provide effective
means of decentralizing the management function where it is
practicable to establish separate units, each carrying proprietary
responsibility for both manufacturing and sales. Each unit is, in
effect, a separate business, and can be held accountable on a profit-
and-loss basis.

The functional plan, on the other hand, is logical where the
line of products is simple and closely related, where operations
are highly centralized, or where no practicable basis exists for
division along product or regional lines.

Staff Organization: In many companies, top management is
burdened with problems which an adequate staff organization
could appropriately handle.

Creation of certain basic staff departments appears to be over-
due in several instances. Often, the same functions and effort are
now found scattered among many departments and individuals.
These companies are therefore already paying the price without
securing the benefits of specialized attention.

Again, many existing staff agencies appear to be handicapped
by deficiencies in the plan of organization. Frequently, several
unco-ordinated agencies are involved with different aspects of the
same general function. In other cases, staff agencies are made
responsible to an executive position or management level which
does not provide the authority and jurisdiction needed. Finally,
it is not unusual for a control function to be organized on an ad-
visory basis with consequently weak and ineffective results; or
an advisory agency infringing upon the prerogatives of operating
executives by endeavoring to function in a control capacity.

Effective handling of many staff functions requires the crea-
tion of both central departments and corresponding divisional
agencies. In such cases the central agency should exercise close
functional direction and co-ordination of its divisional counter-
parts.

Committee Organization: More confusion exists in regard to
the proper organization and use of committees than with any other
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type of agency. In most companies there is a logical and definite
place in the management plan for well-designed committees. Their
functions, relationships, and composition should be as clearly de-
fined as for any other unit of the organization.

The proper province of committees is not to perform work but
rather to co-ordinate viewpoints and pass collective judgment upon
definite facts or proposals. A capable agency is needed to develop
the facts and present the proposals for committee consideration.
Such an agency may consist of a full-time secretary or a staff
department.

FULLY QUALIFIED PERSONNEL IN ALL
KEY POSITIONS

Many companies appear to leave the provision of key personnel
largely to providence. Others have fully co-ordinated programs
under central staff direction by which top management may be
assured that every responsible position is capably filled.

In these latter companies definite provision is made for in-
ducting promising talent into the organization.

There is a carefully planned system of training and develop-
ment. Executives and supervisors are expected to train their
subordinates to meet most effectively the requirements of their
respective positions.

Provision is made for annual merit rating. All salaried em-
ployees including key personnel are carefully appraised by com-
petent judges. This appraisal covers capability in meeting the
requirements of the job; qualification for higher jobs; most ad-
vantageous present and future assignments to assure best ultimate
development; and the extent to which promotion and increased
salary recognition has been earned.

A competent and impartial agency certifies as to the adequacy
of candidates’ qualifications for appointment to all responsible
positions, as these become vacant.

Finally, firm but equltable action is taken to replacg those
found to be filling key positions inadequately.

EFFECTIVE MEANS OF CONTROL

A well-designed plan of control covering each major adminis-
trative activity permits top management to delegate responsibility
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and authority, freeing itself of unnecessary detail, yet retaining
the means for assuring that results will be satisfactory.

Each plan of control embraces the following elements; an
objective establishing what it is desired to accomplish; procedure
@am how, when, and by whom the plan is to be executed;
cFiteria as to what constitutes good performance; and appraisal
astoow well it was done.

It is properly the function of a capable staff agency, some-
times in conjunction with a well-designed committee, to formulate
a comprehensive plan of control over each activity; to guide, co-
ordinate, and administer its use; and to make sure that the desired
objectives are realized. I '

Control over Policies: To be fully effective, policies must be
clearly stated in writing, properly distributed to those affected, and
periodically checked as to compliance. This is best accomplished
through means of a well-designed policy manual, compiled and
maintained by a high-caliber staff agency.

Control over Organization: Best practice provides for compre-
hensive, long-range organization planning, rationalization of the
structure as a whole, proper design and clarification of each part,
competent review of proposed changes, and the periodic check of
actual organization practice. This is the logical province of a
competent staff department specializing in organization problems,
working through the medium of a well-designed organization
manual.

Control over Key Personnel: Assurance of qualified personnel
in all responsible positions requires a well-planned and ably ad-
ministered program for the company as a whole. Formulation
and active functional direction of such a program are logical func-
tions of the personnel director working in conjunction with a
?rsonnel committee.

ontrol over Wages and Salaries: The best plans provide for
(@) sound job evaluation and classification, (b) appropriate rates
or ranges for each classification or bracket established in proper
relation to outside wage and salary levels, (¢) competent review
of proposed changes, (d) suitable policies to guide administration,
and (e) adequate checks on performance. This is properly the
work of well-qualified staff specialists, often attached to organi-
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zation or industrial engineering departments and working in cou-
junction with a wage and salary committee.

Control over Costs: The most effective control is achieved
through current comparison of actual against standard costs
based on optimum efficiency in handling all operations and ac-
tivities. This is often supplemented by a sound plan of budgetary
control. Properly qualified and co-ordinated central and divisional
staff agencies make the basic analyses and determine the standards,
while the comptroller’s organization presents the current com-
parisons.

Control over Methods and Manpower: As a basis for elimi-
nating nonessential functions and manpower, some companies
make, periodically, a complete analysis of each department’s ac-
tivities, determining what every employee does as to function,
method, and time. Examination of this data provides the basis
for determining (a) essential departmental activities, (b) the
best methods for performing these activities, (¢) the number and
type of people required, (d) the proper pattern of organization,
(e) relative job values, and (f) standard costs. The same type
of analysis applied to the successive steps of individual procedures
provides the basis for clarification and standardization of prac-
tices. Such surveys are usually made by a well-qualified central
staff agency specializing in organization and cost-control prob-
lems, or by divisional agencies under its functional direction.

Control over Capital Expenditures: Many well-managed com-
panies use an annual capital budget as a basis for approval of a
sound over-all program, which takes into proper account the
financial situation, the economic outlook, and the relative needs
of the business as a whole. Before final release, each individual
project is subject to further careful review. After the completion
of each project, a check is made to assure that anticipated advan-
tages are actually realized. A high-caliber analytical agency work-
ing in conjunction with a well-selected appropriations committee
',s an essential feature.

Control over Service Department Effort: It is often necessary
to establish a method for controlling demands placed upon service
departments by other units of the organization. Budgetary con-
trol is used by approximately one-half the companies to regulate
such staff effort. In others, control is obtained through limiting
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the amount of service that department heads may request, or
through authorizing the service department management to ques-
tion the necessity for work requested when it is thought to be of
?ubtful value.

ontrol over Line of Products: Constant vigilance is necessary
to keep a company’s line of products abreast of market demands
and yet free from overdiversification and unprofitable items. Ade-
quate control usually requires a competent staff agency devoting
full time to analyzing market needs and to simplifying and ration-
alizing the line to meet those needs most effectively. Such agen-
cies work closely with the heads of research, manufacturing, and
sales, either individually or together as a committee.

ﬂ’ontrol over Research and Development: Proper control over
research expenditures is a perplexing problem in many companies.
Some make little effort at control, relying on the quality and judg-
ment of the research personnel (o produce satisfactory results.
Other concerns effect more positive control through a well-pre-
pared annual budget and comprehensive analysis of each project.
Such analyses take into account the objectives to be accomplished
in terms of savings, sales or profit potentialities, probable effect
upon demand for other products, etc.

Control over Foreign Operations: The methods used by many
companies in the control of foreign operations are practically the
same as they employ in the domestic field. The maintenance of a
separate domestic corporation within which to centralize the man-
agement of all foreign operations helps in preserving independence
and freedom from too much influence from the domestic depart-
ments. The high caliber of the personnel and the greater degree
of responsibility and authority accorded them are characteristic of
i?{eign operations.

ontrol over External Relations: More and more consideration
is being given to public reaction with regard to many company
activities. In the field of public relations there is need of central-
ized control and responsibility. Among the companies studied,
gbout half now have public-relations departments.

Over-All Control: One-half of the participating companies make
use of some form of budgetary control as a means of preplanning
and gauging over-all results. The most effective plans have the
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following characteristics: (a) they embrace all requirements and
objectives for the year ahead, not only as to financial aspects but
all consequential changes, developments, and improvements; (b)
each supervisor prepares and takes responsibility for his own well-
considered commitment predicated on sound standards; (c¢) a
properly qualified staff agency is provided to co-ordinate and ad-
minister the plan; (d) flexibility to changes in the rate of opera-
tion is secured through use of a sliding scale of expectancy; (e)
finally, such plans receive the wholehearted and active support of
top management.

Another very effective system of over-all control holds sepa-
rable units of the company responsible on a monthly profit-and-loss
basis. This method is most practicable as applied to product divi-
sions, regional divisions, subsidiary companies, and similar units
having the aspects of a separate business.

However, regardless of formal systems of control, there is no
substitute for firsthand observation of conditions and for per-
sonal contact with people on the job. Relieved of unnecessary
administrative detail through the measures advocated herein, top
executives should have more time for such contacts, which afford
opportunity to refresh their knowledge and viewpoint, to observe
the needs and adequacy of management, and to stimulate the
morale and effectiveness of the organization. Several of the out-
standing executives interviewed follow the practice of visiting
systematically all major operations and field offices. In many
companies, stress is similarly laid upon maintaining a wide ac-
quaintanceship among and exchange of viewpoints with the execu-
tives of other well-managed companies.

The foregoing conclusions are further developed in the three
parts which follow. Part B, “Organization Practices,” deals pri-
marily with the organization structure, while Part C, “Control
Practices,” covers a wide range of perplexing control problems
and the best methods found for meeting them. These particular
problems appear to be of greatest general interest and concern
among the participating companies. Part D, “Board of Direc-
tors,” presents a more extended discussion of certain important
characteristics of this first level of top management.
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PART B

Section 1

TOP-MANAGEMENT ORGANIZATION

The importance of a sound and clean-cut plan of top-manage-
ment organization in facilitating and contributing to the effective-
ness of corporate administration cannot be overemphasized. In
a few of the companies studied this field has obviously been given
the attention and study it deserves. In many others it is evident
that further clarification and development are needed.

THE THREE BASIC ZONES OR LEVELS OF
TOP MANAGEMENT

In order to clarify this stratum of organization, it should be
recognized that there are three distinct and separable zones or
levels of top management. They differ as to function, and as to
the viewpoint, requisite background, and experience of the re-
sponsible personnel. These three zones may be characterized as
follows:

Zone 1. The Trusteeship Function is to represent, safe-
guard, and further the stockholders’ interests, determine the basic
policies and the general course of the business, appraise the ade-
quacy of over-all results, and in general protect and make the most
effective use of the company’s assets. This field is the exclusive
province of the board of directors.

Zone 2. The General-Management or Administrative
Function includes the active planning, direction, co-ordination,
and control of the business as a whole, within the scope of basic
policies established and authority delegated by the board. In other
words, this function involves the determination of objectives, of
operating policies, and of results. This broad co-ordinative func-
tion is variously handled (a) by the chief executive, (b) by the
chief executive and a part-time council of divisional executives,
(¢) by a full-time group of general executives, or (d) by a man-
aging board of directors.

Zone 3. The Divisional- or Departmental-Management
Function includes the management of the major divisions or

i5
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departments of the company by executives fully responsible and
accountable to general management for the successful conduct
of their respective operations. This zone embraces the topmost
level of executives concerned primarily with a particular division
of the company rather than with the enterprise as a whole.

In many companies these three fundamental and separable
levels of top management appear to be indistinct and confused.
In some instances two or even three of these fields are adminis-
tered by the same identical group of executives, as in the case of
some managing boards. This frequently results in the assump-
tion by a single agency of an excessive burden in trying to cover
these three distinct functions. It is also difficult for executives
steeped in the pressing problems and demands of divisional man-
agement to divorce themselves from their divisional interests and
assume the broader viewpoint needed in the determination of
policies, objectives, and long-range plans for the best interests
of the company as a whole.

It is believed that a clear conception of the proper functions,
responsibilities, and relationships of these three levels of manage-
ment affords an effective basis (a) for testing the adequacy of
any company’s plan of top organization, (b) for making sure
that each field is entrusted to a “team” whose composition and
qualifications are best adapted to do that particular job, and (¢)
for passing the burden of management detail down to those in
the best position to assume it.

ZONE 1. TRUSTEESHIP FUNCTION
(BOARD OF DIRECTORS)

In this country the stockholders seldom bother, even once a
year, to attend personally to the affairs of the corporations they
own. As owners these stockholders have definite interests to be
considered and protected. The business of a corporation must be
conducted in such a way as to preserve its assets. Good judgment
must be exercised in setting long-range policies, in selecting the
officers, in checking results of operations, and in guiding generally
the affairs of the business.

Obviously several thousand stockholders cannot personally
manage the business. Therefore, they select a small group upon
whom they rely to look after their interests in the enterprise. This
group is the board of directors.
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The point of view of the board of directors must by the nature
of this relationship be identical with that of the stockholders. At
all meetings of the board this viewpoint should outweigh any other
consideration. In fact, the fundamental concept of the first zone
or level of management is management for the benefit of those
who own the business.

This point of view is not always easily maintained. Many di-
rectors are also full-time executives whose interests as members
of management may momentarily be at variance with those of the
stockholders.

FUNCTIONS OF THE BOARD OF DIRECTORS

It may be argued that all transactions of the business are or
should be for the interest of the stockholders. At what point,
therefore, should the trusteeship of the stockholders’ interests, as
such, cease and other more dircct forms of management begin?
In other words, how far should the board of directors enter into
the management of the business in order properly to discharge
the trusteeship function?

In substantially all the companies reviewed, the board of di-
rectors establishes broad basic policies, handles major financial
matters, selects the officers and sets their salaries, and takes care
of other matters of a similar character. In addition, it receives
reports from the management on the company’s opcration since
the last meeting, and passes judgment as to whether, in view of
circumstances, the results are satisfactory.

These duties are of such a nature that they can be handled
satisfactorily at periodic meectings. Broad policies are not subject
to current fluctuation, but stand for relatively long periods. Re-
sults of operations are usually shown by monthly statistical and
financial reports. Consequently, boards of directors meet at in-
frequent intervals. Of the thirty-one companies studied, twenty-
one have monthly meetings, six meet quarterly, and only four
meet oftener than monthly. Some twenty-six of the companies
rely upon an executive committee of the board to handle matters
requiring board action which cannot await a regular meeting.

In most companies there seems to be an unwritten but well-
understood allocation of certain management decisions between
the board and general management. But in addition there is a
large middle ground within which the chief executive uses his
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discretion as to whether or not a program shall be decided by
general management or presented to the board. In many such
instances the action taken by general management is subsequently
submitted to the board for ratification.

Any sound plan of management might well begin with the
determination and definition of the functions, responsibilities, and
limits of authority to be reserved for the board, and those to be
delegated to general management. It is only by a clear delineation
of functions that each group will know exactly what part it is
to play in the management of the company as a whole. In some
concerns this separation of functions has been made, and the field
and duties of the board have been included as the first section of
the organization manual (see example, page 218). In such com-
panies top management has been made easier, simply because
specific duties have been established, and each level can concern
itself with its own particular assignment.

COMPOSITION OF THE BOARD OF DIRECTORS

Having clarified and defined just what functions the board is
to assume in the management of the business, any company is in
a logical position to consider what make-up of its board would
best accomplish these ends, considering representation and size,
as well as personal qualifications, background, and experience of
its members.

At least two types of representation seem desirable on the
board : one from management, the other from outside of the com-
pany. The first group brings to the board a thorough knowledge
functions, because they are always available for consultation, and
personal sponsorship of proposals arising within the organization.
This management group should embrace a well-rounded experi-
ence and knowledge of the business as a whole and of its major
functions. Such representation might, in a typical case, include the
president and three or four ranking vice-presidents or other officers
having a broad experience in such fundamental fields as finance
or accounting, manufacturing, and marketing, respectively. It
would obviously not be necessary to include all functional heads
on the board in order to assure adequate representation of their-
of operations, the point of view of current management, and
in many companies they appear frequently before the board to
present proposals or explain results.
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The outside representatives should have a background of wide
experience in corporate affairs. Their judgment should temper
proposals of the general management in the light of broad knowl-
edge of practices followed elsewhere; but particularly it should
provide an impartial, detached, analytical viewpoint which the
representatives of management are apt to lose because they are
too close to current operations. In addition, it is this group which
must mainly be depended upon for an adequate appraisal of results,
since the officer-members are in the position of passing judgment
upon their own accomplishments when sitting as members of the
board.

Personal qualifications desired in outside directors by execu-
tives of many of the companies studied include the following:

A personal financial interest in the enterprise.

A limited number of other directorships.

A familiarity with the company and its industry.

An independent viewpoint.

A willingness to criticize.

Sufficient interest to insure regular attendance at meetings and
thoughtful consideration of company problems.

A broad business and executive experience.

No adverse interest.

XN PN

Many companies experience difficulty in finding outside direc-
tors who have the requisite time, background, and experience to
make a real contribution to the successful direction of the enter-
prise, and who, at the same time, are willing to serve on the board,
in view of the usually nominal compensation and personal liability
attached.

In this connection, there is an increasing interest in the idea
of relying upon what may be called professional directors for some
of the outside representation on the board. Such a director may
be described as one who has no present full-time or active execu-
tive position in any enterprise ; whose previous experience, whether
broad or specialized, equips him to contribute constructive ideas
and counsel on corporate policy and problems; who confines his
services to a few noncompeting companies; who devotes a pro-
portionate share of his time between board meetings to the affairs
of these companies; who receives a substantial annual compensa-
tion from each company served; and who does not represent the
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government, the public, the management, or any financial institu-
tion, but rather the shareholders, small as well as large.

In a majority of the participating companies the board appears
to be reasonably representative of both management and outside
elements. In four of the concerns, however, board membership
is confined exclusively to full-time executives, while some other
companies have only one or two executives on the board.

As to the size of the board, it appears advantageous to keep it
to a minimum consistent with pioviding needed representation.
The board is essentially a committee, and as such its effectiveness
is increased if it is kept to a workable size.

MEETINGS AND REPORTS OF THE BOARD OF DIRECTORS

As stated previously, there is a preponderance of experience
to indicate that the trusteeship function can be satisfactorily dis-
charged through board meetings held not oftener than once a
month or even quarterly, with reliance upon an executive com-
mittee to act for it in the interim, if necessary.

In order to be fully effective at these meetings, however, most
enlightened practice among the participating companies suggests
the desirability of providing board members, in advance of meet-
ing dates, with adequate agenda or synopses of matters to be
brought up for discussion, together with comprehensive, well-
designed reports of over-all progress and results of operations
compared with preplanned objectives.

For a more detailed description of board practices and pro-
cedure, as observed among the participating companies, see Part D.

ZONE 2. GENERAL-MANAGEMENT OR
ADMINISTRATIVE FUNCTION

The general-management function may be characterized as
the active planning, direction, co-ordination, and control of the
business as a whole, within the scope of basic policies established
and authority delegated by the board. While both the board of
directors and general management are concerned with the interests
of the company as a whole, the former performs a judicial and
intermittent function, that is, the appraisal and approval of major
proposals and results, whereas the latter exercises an active and
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continuous function, involving the initiation, formulation, co-

ordination, and development of those proposals and results.
Among the functions which appear to fall logically within

this conception of general management are the following:

1. Maintenance of a sound and effective plan of company organi-
zation, with functions, responsibilities, and limits of authority
clearly defined and properly allocated.

2. Maintenance of fully qualified personnel in all management
positions.

3. Farsighted planning and clarification of general objectives.

4. Maintenance of effective systems of control over such general
activities as capital expenditures, operating expenditures and
results, manpower, wages, salaries, product line, and prices.

5. Review and approval of major appropriations, budgets, ap-

pointments, and salary changes as provided under these systems

of control, within the limits delegated to it by the board and
above the limits delegated by it to divisional executives.

Determination of general operating policies.

Recommendation to the board on matters requiring its action.

General co-ordination of major operating plans.

Appraisal of divisional or departmental performance and

results.

Among the thirty-one companies studied, four plans for or-

ganizing the general-management function are found: (1) In

some companies the chief executive handles this field, calling in-
formally upon his fellow officers and divisional executives for
advice and counsel as he may feel the need. (2) In other cases,
the chief executive and a council of divisional or departmental
executives perform the same function. (3) Other companies have
set up a group of general executives to concentrate full time
upon the problems of general management. (4) And, finally, in

a few companies, a managing board of directors handles this field,

as well as performing its natural trusteeship function. These four

plans for organizing general management, as they were observed
in the different companies, may be characterized and appraised
as follows:

GENERAL MANAGEMENT THROUGH CHIEF EXECUTIVE

One-third of the companies rely upon the chief executive,
usually the president, to carry the major burden of general man-

VN
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agement, consulting informally with divisional executives as he
deems necessary. Occasionally this amounts to a “one-man show.”
More frequently there is such close consultation between the chief
executive and his fellow officers in regard to all major moves as
to approximate council action. Unless the latter condition prevails
this arrangement is subject to the following analysis:

Advantage
Tendency to expedite executive action.

Disadvantages

Possibility that action may be taken without adequate considera-
tion of all important aspects.

Lack of well-rounded experience, viewpoint, and knowledge of all
major operations, which are available only through group con-
sideration, and which are valuable aids to and checks upon
the chief executive’s judgment.

Tendency to overload the chief executive with matters that could
be handled satisfactorily by others.

Inability of the chief executive, through lack of time and energy,
to accomplish satisfactorily all the important functions and
objectives of general management.

Failure to develop fellow officers to major stature through sharing
the responsibility of general management with them.

Consequent maximum disruption of the enterprise when the chief
executive finally retires or leaves the business.

GENERAL MANAGEMENT THROUGH CHIEF EXECUTIVE
AND COUNCIL OF DIVISIONAL EXECUTIVES

Another third of the participating companies look to the chief
executive and a part-time but formally constituted and representa-
tive council of divisional executives, called together from their
divisional duties as necessary, to handle the broad administrative
functions of general management. Characteristics of this plan
may be summarized as follows:

1. The president (sometimes together with a chairman, vice-
chairman, or executive vice-president) is the only executive devot-
ing full time to general management.

2. In a few companies, he makes some of the decisions and
exercises some of the functions of general management himself,
taking up other matters with the council. In other companies,
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nearly all the decisions appear to be reached through the council,
in order to assure that all aspects of each matter are given adequate
consideration.

3. In all cases, the council, variously termed executive council,
president’s cabinet, officers’ board, operating committee or man-
agement advisory committee, is a formally constituted agency,
with members appointed by the chief executive, holding regular
meetings weekly or oftener as required to transact business. Au-
thority of the group is that delegated by the chief executive, who
may ordinarily overrule any decision of the cabinet.

4. Council membership ranges from five to seventeen with an
average of eight. Besides the chief executive, it usually includes
the principal divisional executives whose interests or advice are
most often of general concern.

Divisional members of these part-time councils devote their
major time and attention to divisional interests, getting together
as necessary to advise with the president in regard to general prob-
lems. The relative merits of this plan of general management ap-
pear to be as follows:

Advantage

Regular participation of representative divisional executives
in council deliberations should assure adequate consideration of
divisional interests and points of view. In addition, such partici-
pation should result in better understanding of and compliance
with council action.

Disadvantages

In the largest companies the problem of general management
becomes so complex that it is questionable whether or not the part-
time attention of a representative group of divisional executives
is sufficient to find and chart the most profitable course for the
business to follow, involving as it does the forecasting of general
conditions, formulation of operating policies and objectives, co-
ordination of plans, review and approval of major proposals, and
appraisal of results.

It is difficult for divisional executives, absorbed in their day-
to-day divisional problems and responsibililties, to cast this all aside
and take a sufficiently broad company-wide viewpoint to be fully
effective in the field of general management during the few hours
a week in which they may serve on the council.
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Insufficient attention is often devoted to broad planning for
and direction of the business as a whole, because these can, with-
out immediately apparent results, be deferred in favor of seem-
ingly more pressing divisional matters.

There is a natural tendency for divisional executives to bring
into the council divisional problems which properly need never
concern it.

GENERAL MANAGEMENT THROUGH A COUNCIL OF
GENERAL EXECUTIVES

In one-fourth of the companies studied, particularly those
which have devoted the most attention to organization planning,
the boards of directors have delegated the field of general manage-
ment to a full-time group or council of general executives. This
group determines operating policies and objectives and concen-
trates upon the broad direction, co-ordination, and control of the
business as a whole. In order that they may devote their full time
and energies to this important purpose, council members are usually
relieved of direct responsibility for individual divisions or depart-
ments through effective delegation to divisional executives.

This arrangement for handling the general-management func-
tion, which appears to be particularly effective and toward which
there is a discernible trend among the larger concerns, has the fol-
lowing typical characteristics :

1. In all those companies having such a plan, the board con-
fines its sphere to proper trusteeship functions, the intermittent
character of which necessitates meeting not oftener than once a
month. '

2. The executive council usually consists of the three to nine
(average six) top active officers of the company, ordinarily the
president and ranking vice-presidents, so chosen as to embrace a
wide range of experience, background, and knowledge of the com-
pany’s principal operations, such as manufacturing, marketing,
and finance. As a rule, it is largely the same group that represents
management on the board.

3. This group meets daily to weekly as required to transact its
business, but the members devote their full time to the broad
interests of the company as a whole.

4. While the members are not, as a rule, in charge of any
specific phase of the company’s operations, this responsibility be-
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ing effectively delegated to divisional executives, they are usually
looked to by the other members of the council and by divisional
executives for consultation, co-ordination, and advice within the
field of their special experience and background. Thus, particu-
larly in companies which are set up on a product-division basis,
council members with a broad manufacturing, marketing, or finan-
cial background are able to provide the necessary functional co-
ordination between divisions.

5. This is ordinarily done on an advisory basis, however,
divisional executives being accountable to the council, not to its
individual members. In almost no case would a divisional execu-
tive expect to receive a ‘“‘yes” or “no’” decision from an individual
council member ; such decisions emanate only from the council as
a whole. In this connection, it is noteworthy that in companies
working under this plan even the president usually takes action
through the council rather than as an individual.

6. In the words of one company, the council consists of a
president and several “assistant presidents,” each of whom has the
same company-wide interest and viewpoint as the chief executive,
thus multiplying the seasoned consideration of corporate problems.

7. Divisional executives consult members of the council to
secure the benefit of their advice on major problems, to enlist their
support on specific proposals in advance of council action, and to
keep them informed as to what is going on. These contacts are
voluntary, not mandatory, and though usually made with a desig-
nated council member, divisional executives are free to consult
with any of the members at will.

8. Every cffort is made to hold divisional executives fully re-
sponsible and accountable for successful conduct of their respective
operations. They are expected to make their own decisions in re-
gard to strictly divisional matters and to burden council members
only with matters whose character or magnitude, as delimited by
the council, make them of general concern. Even these matters are
presented as well-considered and substantiated proposals for the
council’s final action.

9. Divisional executives appear frequently before the council,
either at their own instigation to present some matter for decision,
or upon request to explain or defend proposals or results.

This plan of general management appears to have the follow-
ing advantages and disadvantages over other plans observed:
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Advantages

Each of the three zones of top management is occupied by a
separate agency, designed and constituted to do the most effective
job in that particular field. This is broadly true even though
usually all members of the general-management group and some
members of the divisional-management group may also function
as directors at periodic board meetings.

With a small group of top executives concentrating full time
on the problems of general management and divorced from the
problems and administrative routine of divisional management,
the broad planning, direction, and co-ordination so vital to the
success of the business as a whole are facilitated and assured.

The small executive group is able to take action easily, effec-
tively, and informally, calling in divisional executives for special-
ized counsel and advice as necessary.

The time and energy of the top and, presumably, highest-paid
officers and executives are devoted to the broad problems of the
company as a whole, instead of being dissipated in handling re-
sponsibilities which divisional executives with their specialized ex-
perience may appropriately assume.

Throwing the full responsibility of divisional management and
administration upon divisional executives serves to develop these
men to their full potentialities.

Disadvantages

Smaller companies may not feel able to afford a separate group
of major executives concentrating on the broad, general aspects of
the business as a whole, preferring to call in divisional execu-
tives to consult with the chief executive on general problems as
necessary.

In such smaller organizations, too, the problems of general
direction and co-ordination are less complex and may not require
the full time of a general executive group to do them justice.
GENERAL MANAGEMENT THROUGH THE

BOARD OF DIRECTORS

Two of the thirty-one companies studied rely upon a man-
aging board of full-time executives to handle the entire burden of
general management as well as their natural trusteeship function,
In comparison with other plans observed, this arrangement is sub-
ject to the following appraisal :
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Advantages

Most of the principal functions and activities are directly rep-
resented in management deliberations through membership of the
responsible executives on the board of directors.

General management is kept thoroughly familiar with all major
aspects of the business.

Co-ordination of interdivisional interests and development of
a company-wide viewpoint are facilitated.

Disadvantages

Such a large group (the full board of directors) is unwieldly
in taking management action.

It is necessary to involve the whole board for frequent and
extended periods in deliberation over problems that affect and are
of prime interest to only a few members.

With the divisional management so heavily represented there
is a natural tendency to burden the general group with the con-
sideration of purely divisional problems which properly need
never concern it.

ZONE 3. DIVISIONAL- OR DEPARTMENTAL-
MANAGEMENT FUNCTION

Divisional management provides the active direction and man-
agement of the respective parts or divisions of the company within
the scope of operating policies and authority delegated by general
management. These parts may be operating departments, such as
manufacturing and marketing, or staff departments, product
divisions, regional divisions, or subsidiary companies.

Divisional executives are therefore defined as the topmost
executives directly in charge of one or more of these divisions or
departments, whether they be called vice-presidents, directors, gen-
eral managers, managers, or presidents (as in the case of some sub-
sidiaries). They are all directly accountable to the chief executive
or to general management for the successful conduct of their
respective parts of the business.

Divisional executives are distinguished from general execu-
tives in that they are immediately concerned with divisional or
departmental rather than company-wide interests. A thorough
knowledge of divisional operations and problems is therefore of
greater moment than a wide knowledge, experience, and view-
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point of the company as a whole which are so important in the
zone of general management.

The following considerations are of primary importance in
the successful functioning of divisional management:

Logical Divisions.—Whatever the nature of the division as-
signed to each divisional executive, whether a functional division,
like manufacturing or marketing, a staff department, a product
division, or a subsidiary company, sound organization requires
that it be a logical, separable, clean-cut part of the whole. This
facilitates the clear conception and definition of functions, objec-
tives, and relationships, and, through the fact that records of per-
formance naturally follow the same channels, makes it possible to
measure divisional results effectively.

In some companies, certain divisional executives appear to
have an unrelated hodgepodge of activities under their direction.
In other companies, the primary divisions are confined to single
major functions, product divisions, departments, or logical groups
of closely related activities. This appears to facilitate their effec-
tive management by permitting concentration and specialization
of executive attention.

Number of Divisions.—The number of divisions reporting
directly to general management varies widely. In one well-organ-
ized company practically all activities head up to four divisional
vice-presidents in charge of manufacturing, marketing, financial,
and purchasing activities, respectively. The other extreme is
reached in the case of a company set up on a product-division basis,
where there are ten product-division managers and fourteen staff
and service department heads, all reporting to the president. It
appears that under this latter arrangement, unless some special
provision is made to the contrary, the demands upon the president’s
time for maintaining necessary contacts with such a large number
of divisional executives might prove burdensome. There is a prev-
alent conviction that the number of subordinates reporting to a
single executive should be definitely limited in order that each may
get the attention he needs without overburdening his principal.

Responsibility, Authority, and Accountability.—General
management, whether it consists of the president or a full-time
group of general executives, should keep itself free of divisional
detail, concentrating its full time and energy upon the larger prob-
lems of over-all direction and control. Divisional executives
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should be expected to handle their strictly divisional problems
without burdening their principals, assuming as nearly full pro-
prietary responsibility and accountability for the successful con-
duct of divisional operations as is consistent with the need for
over-all co-ordination and control. The most effective steps found
among the participating companies for insuring and furthering
this objective are:

Clear-cut delineation of the functions, responsibilities, and rela-
tionships of each divisional executive through job specifica-
tions in the organization manual.

Delegation to divisional executives of adequate authority, com-
mensurate with these responsibilities, within limits specifically
defined.

The establishment of definite objectives and suitable measures of
what constitutes the divisional job well done. This may take
the form of budgetary planning, standards of performance,
or other devices of control.

Effective current comparison and appraisal of actual results against
the preplanned objectives, and the taking of necessary action
to stimulate improvement where it is needed.

A conscious effort on the part of general executives to render
advice and counsel as requested, but to give no decisions, as
individuals, within the ficld delegated to divisional executives.
The latter are expected to make up their own minds, take ap-
propriate action, and stand accountable for results.

Insistence that matters presented for the action of general man-
agement be submitted in the form of well-substantiated pro-
posals or recommendations.

Effective use of staff agencies to analyze and digest proposals as
a preliminary to general management’s consideration.



Section 2

OPERATING ORGANIZATION

The operating organization embraces those divisions or depart-
ments concerned with such primary functions as production and
marketing. These units are usually the largest. Normally, they
have the most people and spend the most money. How they are
organized has an important bearing upon the ease and effective-
ness of management’s direction and control.

The present form of operating organization in many companies
is a result of tradition, merger, or unplanned growth. Many con-
cerns have found or are beginning to find that as their businesses
expand in extent and diversity, the same plan of management that
sufficed in earlier days is no longer adequate. It is increasingly
difficult to find and develop men who have sufficient firsthand
experience and knowledge of all the operations under their juris-
diction to prescribe intelligently for all conditions, or even to pass
judgment upon results. With so many irons in the fire it becomes
more and more difficult to “keep on top of the job.”

There is, therefore, a definite urge and trend toward decen-
tralization of management, breaking the big fields down into
smaller, logically separable units headed up by well-qualified ex-
ecutives who are delegated wide responsibility and authority and
held definitely accountable for results. Limiting factors are, of
course, the caliber of available personnel and the adequacy of the
means of control. The general objective is to assign to each indi-
vidual down the executive scale the maximum responsibility which
he has the capacity to assume, so that a $20,000 executive is not
spending most of histime at $3,000 work. Thus top management
is relieved of administrative detail, while action is facilitated and
maneuverability is increased.

THE THREE BASIC TYPES OF OPERATING
ORGANIZATION

There are three fundamental “chassis” upon which to mount
the operating organization:

30
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Functional—as when one divisional executive is in direct charge
of all manufacturing, another in charge of all marketing, and
so forth.

Product Division—as when each of the separable product lines
is set up as a more or less independent business under a divi-
sional executive who may be responsible for his own manu-
facturing, marketing, and other functions.

Regional—as where a divisional executive is in direct charge of
all phases of the business within a well-defined geographical
district or region.

FUNCTIONAL PLAN

This is the traditional plan of organization and is the type
most commonly found in industry. It merely carries the principle
of division of labor into the realm of management. That it is the
natural and customary form of organization is doubtless due to
the fact that human capacities, abilities, interests, and desires seem
to follow functional lines. It is unusual for an individual to have
the same genuineness of interest and aptitude for sales that he has,
say, for production. For this same reason, men are usually trained
and developed along functional lines, and the normal course of
progression and advancement follows such channels.

Under the functional plan of organization the problem of
functional co-ordination is simplified. With all of the factories,
for example, responsible to a single executive supported by an
adequate staff, the problem of standardizing and co-ordinating
policies, operations, facilities, methods, costs, and procedure is
relatively simple from an organizational standpoint. This plan
does, however, throw the entire burden of co-ordinating the vari-
ous functions into a profitable and successful whole upon general
management, because it is very difficult to measure directly and to
hold each functional division accountable for its individuals con-
tribution to company earnings.

Undoubtedly the functional plan of organization is the most
logical where a single product or a small number of related prod-
ucts are made, where operations are highly centralized, or where
there is no practicable physical basis for establishing responsibility
along product or regional lines. On the other hand, as operations
increase in size, and, as the line of products becomes more and
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more extensive and diversified, it becomes increasingly difficult to
effect adequate direction and control through a single executive
channel over a primary function such as manufacturing or sales.

PRODUCT-DIVISION PLAN

Under this plan of organization, divisional executives are
responsible for all functions, except general staff and service activi-
ties, involved in the manufacture and sale of a single product or
related group of products. Sometimes the product divisions are
integral parts of the company, and sometimes they are subsidiary
companies.

The principal advantage of this plan of organization, where
it is practicable, is that it often provides a very effective basis for
the decentralization of management. Each product division, carry-
ing primary responsibility for its own product determination,
prices, manufacturing, and marketing, has all the aspects of a
separate smaller business. Consequently, it can be held fully ac-
countable on a profit-and-loss basis, which is the ultimate measure
of successful operation. General management is able to delegate
a wide measure of latitude and authority to such units, implanting
a stimulating sense of proprietary responsibility in the divisional
executives. Therefore, general management can confidently rely
upon an effective profit-and-loss control to insure satisfactory
results, knowing that if each of the component “businesses” is
profitable, the enterprise as a whole is bound to be successful.

This plan of organization can be most effectively used in the
case of large companies with a diverse line of products which it is
feasible to make in separate factories and market through scparate
selling organizations. Examples of this type are found in the
major automobile companies, the larger chemical concerns, and in
general manufacturing enterprises making a number of more or
less unrelated products, each involving its own technical, manu-
facturing, and sales problems. Where, however, the various prod-
ucts are derived from a common source, as in the case of the oil
and steel companies, it is relatively difficult to use this type of
organization because it is impracticable to divide responsibility for
the manufacture of different products in a single plant.

One large company with many divergent lines of products,
having had difficulty in directing and controlling its expanding
operations on a functional basis, has within recent years broken
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these operations down into some twenty product divisions. Each
division is responsible for its own product engineering, manufac-
turing, and sales direction, although making use of a common
selling organization in order to eliminate duplication of field cov-
erage.

Another company, although its factories make several lines
of products, has organized sales on a product-division basis. Each
division has primary responsibility for its own product determina-
tion, quality, costs, delivery, prices, and sales operations, while
relying upon a common manufacturing department to operate the
factories. This arrangement calls for a high degree of co-operation
between product-division executives and plant management in
order to avoid confusion of responsibility and interests.

While facilitating control and affording an effective basis for
decentralization of management, the product-division plan of or-
ganization presents a special problem of co-ordination. With wide
latitude delegated to product-division executives in the running of
their own businesses, it is still necessary to provide adequate co-
ordination between divisions with respect to policies, practices,
methods, and costs, within the common fields of manufacturing,
marketing, etc. This purpose is generally accomplished by setting
up central staff agencics to exercise overriding functional direc-
tion, supervision, and control within each of these fields and to
assure realization of the company’s over-all objectives. These staff
agencies generally follow the plan of organization described on
page 41. In some cases they head up to designated members of
the general-management group.

Generally speaking, an operating organization divided along
product lines is likely to develop more all-round men. The assump-
tion of a high degree of proprietary responsibility and authority,
as well as the driving necessity of operating as profitably as pos-
sible, affords experience in all phases of business. In functional
organization, on the other hand, there is a natural tendency for di-
visional executives to become specialists in experience and interests,
rather than all-round businessmen. Then, too, a functional execu-
tive, when advanced to the level of general management, frequently
is reluctant, consciously or unconsciously, to relinquish direction
over the department he formerly managed. This trait of human
nature is so strong that one of the participating companies adopted
the expedient of creating several subsidiary companies with a full
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complement of officers in an effort to concentrate the full attention
of general executives upon broad company affairs.

REGIONAL PLAN

This plan of organization is one in which a divisional executive
has charge of all company activities within a given geographic area.
Its most logical application is in the management of remote opera-
tions which are more or less self-contained, with both manufacture
and distribution serving the same territory. Under these conditions
the regional division becomes virtually a separate business and can
be held fully accountable for profitable operation just as in the case
of a product division.

Like the product setup, therefore, this plan of organization
affords an effective basis for decentralization of management.
High-caliber divisional executives, located on the job and invested
with wide responsibility and authority but guided by sound general
policies, may appropriately be expected to take prompt and effective
action based upon firsthand knowledge of local needs and condi-
tions, without referring any but major matters to the home office.
The retarding effects of absentee management and remote con-
trol are thus largely avoided. At the same time regional executives
are developed into all-round businessmen.

Regional divisions may be integral parts of the company or
subsidiary corporations, depending upon tax or legal considera-
tions or previous status as separate concerns. The plan of manage-
ment and control appears to be about the same under the two
systems, both reflecting the same high degree of autonomy and
full accountability for results on a profit-and-loss basis, and both
having local staff and service agencies looking to the central staff
offices for functional guidance and co-ordination. This study re-
veals a tendency, however, in the case of domestic subsidiaries of
this type, to abandon the corporate form in favor of operation as
divisions of the parent company.

While finding it impracticable to go the whole way toward
regional management, several companies set up on a functional
basis were found to be making effective use of the regional prin-
ciple for decentralizing functional responsibility. One company
with some fifty factories and sales coverage throughout the United
States has established three regional offices headed by vice-presi-
dents in charge of all local activities and supported by a very com-
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plete staff organization. The regional vice-presidents receive
functional direction from the home-office executives in charge of
manufacturing and sales. Likewise, regional staff assistants are
functionally co-ordinated by the corresponding general staff offices.
Under this arrangement most of the local problems are handled
on the job by high-class supervisors and staff specialists thoroughly
familiar with local needs and conditions, leaving only the broader
aspects of direction, co-ordination, and control for the home-office
organization. Incidentally, the number of individuals the head-
office executives need to contact is greatly reduced.

It is not uncommon to find the Pacific Coast operations of a
company set up on a regional basis, even though some other plan
or organization obtains elsewhere in the company. The remoteness
of this area from Eastern headquarters suggests the reason for
this plan.

In many large companies all three of the foregoing plans of
divisional organization may have application. If a trend toward
any one type may be regarded as discernible, based upon the thirty-
one companies studied, it is perhaps in the direction of the product-
division plan.



Section 3
STAFF ORGANIZATION

The two preceding sections Lave dealt respectively with the
directive and operative branches of management. The various staff
departments make up the facilitative or third essential branch. The
organization of this group of departments, even though in the
aggregate they involve less personnel than the operating group,
is of increasing importance in industry. As a rule, organization
of the primary functions, such as manufacturing and marketing, is
reasonably definite and well understood. With the staff depart-
ments, however, this is not the case, and analysis of the organiza-
tion plans of most of the companies surveyed testifies to the need
of better understanding and further clarification in order to make
this important part of the management machinery fully effective.

‘As the managerial process grows in complexity, the time, abil-
ity, and comprehension of single executives become increasingly
inadequate and must be supplemented by staff agencies able to
furnish specialized assistance and advice. An adequate staff or-
ganization, designed to take full advantage of specialized knowl-
edge, concentrated attention, unified effort, and definite accounta:

bility for results within its appropriate fields, can go a long way

toward relieving the burden and increasing the effectiveness of
Wh an organization may be relied upon: (@) tc
determine rfeeds and formulate appropriate plans, objectives, anc
Controls; (@) to review, co-ordinate, digest, and pass expert opin-
W-@ to keep executives informed of sig-
nificant developments; and thus make it possible for management
to concentrate its attention upon matters requiring its considera-
tion.

Staff departments do not create new functions but concentrate
specialized attention upon certain phases of the management prob-
lem as these reach extensive proportions.~Before emerging as the
specific activities of full-fledged staff agencies, the same functions
are found scattered among various individuals in different depart-
ments> As the business grows in size and complexity, it becomes
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increasingly necessary and profitable to set up a well-qualified
agency to concentrate upon achievement of desired objectives
within each logical field, rather than to rely upon the casual inter-
est and variable understanding of individuals and agencies to
whom it is often of secondary concerny In many cases a company
does not realize that it is overdue for specialization in some such
field, and that it is already paying the price of a fully effective staff
igency without securing the benefits of specialized attention.

One of the important considerations in the organization of
reneral staff agencies is the determination of the management level
ind executive position to which each should Togically report. Too
often this allocation is based upon mere expediency—the fact that
a certain executive may know something about the subject, or may
be carrying a somewhat lighter load than his associates. This often
results in burdening major divisional executives with a miscel-
laneous group of unrelated activitiez and interests. It also tends
to impair the effectiveness of staff effort through lack of interest,
restriction of action, and difficulty in obtaining necessary support
of top management.

Observation within the companies surveyed suggests the fol-
low&g principles as a sound guide to such assignment:

1

v(1J If the effort of a staff agency is to be expended primarily
in béhalf ofJone branch or division of the company, it would seem
logical that it be made responsible to the divisional executive con-
cerned. For example, an agency organized for inspection and
control of quality would normally be found on the staff of the
ivisjonal executive'of manufacturing.

CZ;’ If, on the other hand, the agency is intended to serve two
or more divisions impartially, it should report to general manage-
ment either directly or in combination with other closely related
general staff functions.

In order to be fully effective, central staff agencies concerned
with such general functions as personnel, organization, cost con-
trol, and public relations must be free of department obligation,
influence, or bias, and able to take a broad objective viewpoint
based solely upon the best interests of the company as a whole.
Within their respective fields, these agencies must be in a position
to investigate and call attention to unsatisfactory conditions in any
division or department of the company, and to initiate steps toward
their correction. This is rendered difficult if the agesilPreports to
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one of the divisions concerned, because the interests of the staff
executive may often conflict with those of his superior. Further-
more, other divisions affected can hardly be expected to receive
favorably recommendations coming from the same level of man-
agement, particularly where these may be construed as reflecting
upon the adequacy of divisional administration. For example, a
personnel department attached, say, to manufacturing would
probably be handicapped in prescribing for the needs of personnel
in the sales departments.

Such agencies, handling important specialized functions of
general, rather than divisional, concern, therefore, can properly
accomplish their purposes only as the agents of general manage-
ment. Only under such auspices are they in a position to secure
the effective support and co-operation of the various divisional
executives with whose activities they must properly be concerned.

\. 3. Sometimes, in order to minimize the number of agencies
reporting directly to general management, it is desirable to group
certain of the smaller, closely related staff functions under a single
staff executive reporting to general management. As an examﬁe,
the comptroller may approprlately head up tax, insurance, real
estate, and auditing activities, as well as accounting. Likewise,
functional responsibility for organization and cost control may be
vested in a single executive. Such an executive should have the
time, understanding, and interest properly to guide and secure the
necessary support for each of the staff activities entrusted to him.
In addition, by the nature of his position and jurisdiction, he
should be free to maintain an impartial company-wide viewpoint,
without any interests which might conflict with those of his various
staff functions.

TYPES OF STAFF ORGANIZATION‘\/

Another major consideration in the setup of a staff agency is
the determination of its proper status in the organization—its
functions, objectives, limits of authority, and relafionships with
other departments and agencies/ In this regard there appear to be
four more or less well-defined bases from which to choose, either
individually or in appropriate combination:

Control basis Co-ordinative basis
Service basis Advisory basis
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It is most important that each staff agency be established on a
basis suited to its major purposes. A control function set up on an
adyisory basis is likely to be weak and ineffective, while an agency
which should be advisory may easily overstep its proper province
if it attempts to operate as a control organizatiom

These four general types of staff effort may be characterized

as follows: /
CONTROL AGENCIES

One common type of staff agency is that set up to “take over
management’s worries” within a certain field. Such agencies are
expected to conceive needs, crystallize _nggctwes, formulate and

evelop required plans, r plans, methods, and means of control, follow re-
sults, and take all appropriate measures necessary to insure that
the ends desired by management are actually achieved. Agencies
of this type include the following:

Organization - Personnel Administration
Cost Control”” Accounting ‘
Industrial Engmeermg/ Auditing,””

Standard Practice Credit

Budgetary Control / :

In addition, companies organized on a product-division basis
frequently have staff agencies of this type to provide necessary
functional co-ordination and control over those aspects of manu-
facturing, marketing, and engineering common to all divisions. In
many cases, such staff departments are concerned with functions
which are inherent responsibilities of the line organization and
from which the latter cannot appropriately be relieved. However,
if these functions are left entirely to the casual interest, variable
understanding, and unco-ordinated effort of the many line execu-
tives who are often heavily burdened with other matters, results
are usually far from satisfactory. It is therefore customary to set
up a properly qualified staff agency to exercise an overriding func-
tional responsibility and accountability for seeing that the desired
objectives are achieved. Needless to say, this dual responsibility
calls for a clear-cut definition and understanding of the respective
functions, authorities, and relationships involved, as well as the
exercise of proper tact and understanding in their performance.

The following considerations are of primary importance in
organizing such control functions:
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1. If it is to be fully effective, the control agency must be
directly responsible to a level of management having jurisdiction
over its entire field of activity.

v 2. The control agency should be held definitely accountable for
seeing that desired objectives are realized and should take whatever
steps are necessary and appropriate to this end. Too often such
agencies are established merely on an advisory basis. This seri-
ously impairs their value and eflectiveness from a control stand-
point.

\ 3. The staff agency must usually accomplish these ends with
little or no direct authority and without conflicting with the natural
line responsibilities involved. ts means are therefore normally
limited to:

a) Crystallizing plans and objectives for management’s ratifica-
tion.

b) Formulating and developing adequate means and systems of
control for insuring realization of these objectives.

¢) Securing necessary acceptance, co-operation, and support
through discussion, education, and recommendation.

d) Following and gauging the adequacy of performance within
its given field, working with the executives concerned toward
the elimination of unsatisfactory conditions, and keeping gen-
eral management informed of over-all progress and results.

e) Passing upon proposals and developments within the given field
as a basis for final approval.

f) In general, advising and assisting all executives and depart-
ments concerned in reaching the desired objectives.

It is usually impracticable in a large organization to attempt
to exercise such control functions in their entirety from a central
office. Besides overloading the central agency with matters which
can be better handled on the ground, this arrangement gives the
appearance of relieving rather than guiding and assisting the line
executives in the exercise of their proper responsibilities within
such fields, and often causes unnecessary friction and resentment.

In order to obtain the advantages of decentralization without
impairing over-all control, therefore, many concerns have estab-
lished counterparts of the central control agencies on the staffs of
divisional and regional executives. This is particularly true in the
case of accounting and personnel functions. Usually such agencies
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are directly responsible to the line executives whom they serve, and
functionally responsible to the central staff office. Experience
among the participating companies indicates that this arrangement
can be made very practicable and effective, despite the dual-respon-
sibility feature, provided the following principles are observed:

v 1. Just as it is the primary function of the central control
agency to assist general management in achievement of certain
objectives for the company as a whole, so it is properly the prov-
ince of these local affiliates to assist their departmental principals
in realizing these same ends. By being members of the local or-
ganization the local staff representatives are often in a position to
obtain better co-operation and results than a central agency could
obtain.

v 2. In order to assure the necessary over-all co-ordination and
control, however, it is most important that the local staff offices
have the same viewpoint and understanding of the general pro-
gram, objectives, policies, and procedure that the central staff
agency has.

3. To this end, the central staff executive should have a de-
termining voice in the selection of his functional representatives,
at the same time making sure that his nominees are acceptable to
the local management. Wherever practicable, such selections can
well be made from within the department concerned in order that
the individuals chosen may already have the confidence and support
of the local organization.

4. These local staff executives should, wherever practicable,
have the benefit of training through the central staff office in order
that they may have a thorough understanding of general objectives
and policies. Where this cannot be anticipated and arranged as a
logical step in their long-time training and development programs,
it may be necessary to bring such men to the central office for a
few weeks of intensive training before they assume their depart-
mental responsibilities.

5V The central staff executive should maintain close contact
with his local affiliates through field visits, home office conferences,
and direct correspondence. In order to avoid conflict with obliga-
‘tions to the line organization, it is important that this interchange
be confined to equipping the local staff agencies to serve their local
principals most effectively in accomplishing the common objectives,
rather than to giving them definite instructions.
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6. Any matters likely to conflict with local instructions or
interests should be taken up through the local or departmental
executives., Any general policies or mandatory plans of control
should likewise be handed down through line rather than staff
channels.

One of the participating companies, with world-wide opera-
tions, has a most impressive plan of staff organization along these
lines. The central staff executives responsible for accounting,
personnel, engineering, research, and purchasing functions, all set
up on a control basis, have a determining voice in the selection of
their functional representatives. They usually appoint someone
who has had several years of training in the central staff office
and who is therefore able to bring to the local organization a broad
knowledge of the company-wide program in that field. The central
office keeps these men informed of all developments of interest and
expects them to “‘sell” their local principals on any needed changes.
In the event that they are unable to get done the things that need
to be done, these local staff agencies have the right of appeal to
their central staff officeg .

SERVICE AGENCIES

The chief objective in establishing a staff service department
1s usually to relieve each of the operating departments of the ne-
cessity of performing some function common to all, and, through
assignment to a single well-qualified agency, to secure the advan-
tages of specialized attention, better service, closer co-ordination
and control, and usually lower costs. The extent and cost of such
effort, scattered through many departments and consequently hid-
den from view, are frequently very great. It is only when they
are brought out into the open and assigned to a single agency that
their magnitude is appreciated and control measures can be un-
dertaken. Then, too, a central agency can often justify a higher
caliber and wider diversity of specialized talent than would be
feasible for any single department. Such activities as the following
are frequently consolidated and get up on a service basis:

Research and Developments = Tax

Engineering and Construction Real Estatg

Purchasing. Insurancev

Statistical Motor Vehicle Selection, Op-

Traffic eration, and Maintenance
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Where it is practicable to centralize such functions in the home
office, no difficult organizational problems are presented. In the
case of the larger companies, however, such centralization may
result in lack of full understanding and appreciation of the needs,
problems, and viewpoints of the departments and regional or-
ganizations served, or, again, remote handling may occasion undue
delay. To meet this condition central staff departments frequently
establish local service units or departmental liaison men who take
care of routine local requirements and look to the central office to
handle or assist with major or special problems.

Where the staff function is not logically separable from line
activities and responsibilities, however, and it is therefore im-
practicable for the staff organization to take it over in its entirety,
local needs and requirements may best be met by setting up staff
agencies under divisional and regional managements. Under these
circumstances, the central staff office may assume the province of
a control agency, carrying responsibility for the functional super-
vision and co-ordination of these local affiliates, and taking appro-
priate steps to insure the adequacy, uniformity, and economy of
service rendered. A typical example of this type is the plant engi-
neering function usually embracing plant maintenance and power
plant operation. Because of the intimate relationship of these
functions to other manufacturing activities, it is not practicable to
take them out from under plant management. Considerable advan-
tage may accrue, however, from having the chief engineer of the
company standardize methods and practices, eliminate duplicated
effort, and exercise a major voice in the selection and training of
the various plant engineers. /

CO-ORDINATIVE AGENCIES
Sometimes a staff agency is set up to co-ordinate and handle

functions in which two or more departments have a joint interest.

Examples of this type include:

Order and Distribution Department

Production Planning Department-

Merchandise Department

In such cases, no one of the primary departments concerned is

normally in a position to appreciate fully the needs, requirements,
and consequences of contemplated plans, schedules, and changes,
with respect to the others. A separate agency, designed to em-
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brace a comprehensive knowledge and understanding of the vari-
ous interests concerned, is therefore set up to work closely with
the different departments, developing, co-ordinating, and securing
agreement upon plans that take into proper account the different
needs and requirements.

* In some cases such agencies are vested with authority to make
final decisions in regard to products, production schedules, and
similar matters. Others develop the facts and submit their recom-
mendations to general management for decision. From an or-
ganizational standpoint they logically follow the same principles
outlined for service agen\yﬁ.

ADVISORY AGENCIES

The primary purpose of many staff agencies is to render spe-
cialized advice and counsel to management upon request. Such
agencies normgﬂy have no directional, administrative, or control
functions, but give authoritative opinions wher_lﬁas_ked ‘and often
bring to management’s attention deve]opments”of interest within
their respectlve flelds. ~Among the functions which are fargely
adv1sory in character and fall within this group are:

Legal o

Economic i

Public Relations v~
Aabor Relations Aspect of

Aersonnel Administration

The effective organization of such agencies, as a rule, presents
no unusual problems. They normally report to the president or
general management, or to the divisiofial executive most closely
soncerned, buf are usually available for consultation by any in-
cerested executive or department.

The same general principles outlined above with respect to
veneral or central staff agencies may, with equal propriety, be
1sed as a guide in the organization of departmental staff activities.
T'he problems and relationships are essentially the same, the only

lifference being in the scope of operation.

EXTENT OF STAFF ORGANIZATION

The necessary information regarding the extent of staff organ-
zation is available for twenty-six of the participating companies.
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These data reveal that the number of general staff departments in
a single company runs from eight to twenty-five. All told, more
than fifty different staff agencies were found. The extent to which
these companies have specialized agencies to handle the more
common staff functions is indicated as follows:

Accounting ........iiiiiiiiii i it 26
Purchasing ...... ... .. . il 26
Traffic oot i e e 26
Product or Process Research ................... 24
General Engineering ......... ... .. ... .. oL 24
Credit v ovv i e e 23
LA it i i e e e 23
Personnel Relations ...........coiiiiineenn.. 22
Legal ... 21
Patent ...t e 20
Insurance .........ciiiiiiiii e 18
Budgetary Control ......... ..., 16
Cost Control or Industrial Engineering........... 13
Orderand Distribution. . ........coviiiinn ... 13
Public Relations ........coviiiiniiinnnenn. 13
Market Research ........ccciiiiiiiiiiinn... 9
Real Estate ...t 9
Economics or Statistics. . ....ooviiiiiin ... 8
Organization ........... ... 4
Merchandise .........c0oiiii .. 4

OBSERVED NEEDS AND TRENDS IN STAFF
ORGANIZATION

No attempt will be made to discuss the complete roster of staff
functions and agencies, because in many cases their scope and
practices are well known and differ mainly as to detail. Certain
staff activities, however, are of particular interest from an organi-
zational standpoint, either because of new developments or trends,
or because particular needs or weaknesses were observed in the
course of the survey. These are discussed below.

PERSONNEL AND INDUSTRIAL RELATIONS
DEPARTMENTS

While the personnel and industrial relations function has cen-
tral staff representation in most of the companies studied, in only
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a very few cases did this activity appear to be operating under a
plan of organization conducive to the full accomplishment of its
logical purposes.

Most of the personnel agencies appear to be primarily con-
cerned with labor relations and the problems involved in handling
rank-and-file personnel. In this field, for the most part, they seem
to be quite effective. As a rule, however, they apparently play little
part in the constructive development of staff, supervisory, and
executive personnel. This is one of the major problems on which
management must necessarily look to active staff assistance if the
important objectives outlined in Part C, Section 5, are to be fully
realized.

Then, too, instead of having a single, strong staff agency
taking full functional responsibility for all appropriate aspects of
personnel administration and industrial relations throughout the
company, many concerns have several agencies handling different
parts of this general field with little or no effective co-ordination
between them. Sometimes the split is made on a functional basis,
as when there are separate agencies to handle personnel relations,
labor relations, and so on; in other cases, individual departments,
such as manufacturing and sales, have independent personnel
agencies. Under this plan it is difficult or impossible to achieve
the uniformity of thought, purpose, and practice which is so im-
portant in this field.

Another handicap to the full value and effectiveness of such
agencies is the fact that, in order not to conflict with the natural
responsibilities of the line organization in regard to personnel
matters, the personnel or industrial relations department is set up
on an advisory rather than a control basis. Under this arrange-
ment it is not in a position to assume the active, functional direc-
tion and supervision of the entire program, “getting done the
things that need to be done” in this field. On the contrary, it must
sit back and wait to be asked for advice, often aware of unsatis-
factory conditions which it is powerless to correct except by the
dubious expedient of complaining to the chief executive. Other
companies have demonstrated the practicability of organizing this
important function on a control basis, as defined above, and are
apparently able to secure the advantages of this type of setup with-
out relieving or conflicting with the natural responsibilities of the
operating organization.
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In this same connection, central personnel agencies set up on an
advisory basis generally lack the power of selection, training, and,
sometimes, even freedom of contact and correspondence with the
various divisional or department staff agencies handling the same
function. Without such authority the director of personnel is often
obliged to work through departmental representatives whose quali-
fications, background, and viewpoint may be wholly inadequate.
This seriously impairs efforts to achieve the desired over-all ob-
jectives.

Another common weakness in organizing a personnel depart-
ment is to make it responsible to a divisional executive and then
expect it to function effectively for the company as a whole. Be-
cause the major portion of rank-and-file personnel is found in the
factories, some companies place the personnel and industrial rela-
tions department under manufacturing, possibly overlooking the
major need for similar staff supervision with regard to sales, office,
and supervisory personnel, or at least making it difficult for the
personnel agency to function effectively over this broader field.

Again, in two or three companies the personnel department
reports to the legal department, presumably to take advantage of
specialized knowledge of labor laws and bargaining procedure.
Regardless of personal qualifications, this organizational relation-
ship might easily make it difficult to secure the confidence of the
company’s workmen, because emphasis is placed upon legal rights
rather than upon equitable human relationships. It may be signifi-
cant in this connection that, in the two participating companies
which have experienced major labor difficulties in recent years, the
labor relations department works under the legal department.

Observation among the companies surveyed indicates that the
following features are usually desirable in the organization of the
personnel staff:

1. There should be a single, high-caliber, central staff agency,
under a director of personnel responsible to the president or to
general management for functional direction, co-ordination, and
control over all personnel and industrial relations matters.

2. In the case of a large company, such an agency might ap-
propriately have subdivisions as follows:

a) Research and Analytical Section, keeping informed on the
best thought on personnel matters and benefit plans throughout
the country, analyzing labor laws and requirements, following
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b)

d)

)

9)
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the company’s own practice, initiating and formulating needed
changes in plans and policies, and maintaining the personnel
policy manual designed to insure uniform and appropriate pro-
cedure in all departments.

Employee Benefits Section, concerned with the proper appli-
cation of the various employce benefit plans to specific cases,
making necessary analyses, and recommending appropriate
action to the employee benefits committee in each instance.

Training and Development Section, formulating, guiding,
and co-ordinating the company program for assuring properly
qualified personnel in all positions from top to bottom. As
explained in Part C, Section 5, this would involve such ac-
tivities as scouting specialized talent, developing and assisting
in the administration of the rating program, co-ordinating all
training and development activitics, and analyzing candidates’
qualifications for appointment to key positions for the person-
nel committee.

Employment Section, functionally supervising all employ-
ment offices; co-ordinating personnel and manpower require-
ments between different departments, making sure that sur-
plus in one division is absorbed as far as practicable before
new men are hired; helping develop more suitable placements
for personnel in other departments; checking the possibility of
advancing qualified employees already on the payroll to fill
vacancies before hiring outsiders ; making certain that new men
hired are up to standard; and, in event of major layoff, that
the least-valuable employees in the entire organization are re-
leased. '

Labor Relations Section, to advise operating executives in
regard to the maintenance of satisfactory labor relations, col-
lective bargaining, avoidance of labor trouble, and the handling
of difficulties when they arise.

Medical Section, to be responsible for all medical service and
staff.

Safety Section, functionally supervising and co-ordinating the
company’s safety program.

3. The director of personnel should have the power of selec-

tion and training of, as well as functional supervision over, all
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departmental and divisional personnel men—making sure, how-
ever, that his selections are acceptable to the operating executives
concerned and taking care to avoid all conflict with proper divi-
sional interests.

ORGANIZATION DEPARTMENTS

Increasing realization of the importance of organization analy-
sis, planning, and clarification is evidenced by the fact that at least
four of the participating companies have, within recent years, set
up well-qualified central staff agencies for this purpose. In each
case the agency assists the top executives in developing and main-
taining plans of organization which will best facilitate manage-
ment and control of the enterprise.

These agencies are usually headed up by a manager or director
responsible to the president and supported by from one to a dozen
specialists having wide experience and familiarity with the differ-
ent major functions or fields of operation, such as production,
marketing, technical, and office. Owing, no doubt, to their com-
paratively recent origin, none of the agencies observed has as yet
fully achieved its logical ultimate province and place in the or-
ganization. Their functions are found to vary considerably, and
in no one case do they embrace the full field of usefulness for such
a department. Among them, however, practically all the activities
appropriate to such an agency are represented.

The primary responsibility of an organization department is,
logically, to determine needs, formulate plans, and secure necessary
acceptance, co-operation, and support, to the end: first, that the
company may have the best possible plan of organization to meet
its requirements ; second, that'the appropriate functions, objectives,
rclationships, and limits of authority may be properly clarified and
defined for each level of management, each department, each com-
mittee, and each key job; and, third, that'the size of the company’s
organization (manpower) may be kept at a minimum nccessary to
handle the essential work. This normally involves such specific
activities as the following:

" 1. Developing an ultimate or ideal plan of organization to work
toward as appropriate opportunities are presented.

2. Developing and maintaining an organization manual clarifying
and defining the approved plan of organization by means of
organization charts, job specifications, and similar: devices.
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3. Initiating or reviewing proposed changes in the plan of organi-
zation, making sure that they are desirable and as far as prac-
ticable consistent with the ultimate plan, and recommending

. appropriate action.

4. Making a periodic review of organization practice to see that
it conforms to the plan, or that the plan is amended as necessary
to meet changed requirements.

5. Making necessary organization surveys to determine essential
work, manpower, and organization requirements.

6. Developing and administering a plan of control over payroll
and manpower, such as a payroll budget.

Such an agency should also have an important voice in design-
ing the general plan of control over such activities as capital
expenditures, operating expenditures, wages and salaries, appoint-
ments to key positions, and changes in the line of products. These
control schemes are an inseparable part of organization planning,
involving the allocation of functions, assignment of responsibili-
ties, and delegation of authority.

The process of analyzing and clarifying job functions and set-
ting up job specifications affords the best possible basis for deter-
mining relative job values. Therefore, as confirmed by the prac-
tice of two of the companies, the organization department is in a
logical position to serve as the analytical or fact-finding agency in
connection with the company’s wage- and salary-control program,
involving such phases as:

1. Appraising relative job values.

2. Determining prevailing wage and salary levels on the outside.

3. Recommending appropriate wage rates and salary ranges for
all jobs as necessary to maintain a rational and equitable wage
and salary structure.

4. Reviewing all proposed wage changes from the standpoint of
justification, effect on other related rates, and similar factors.

5. Analyzing all proposed salary changes from the standpoint of
conformance with the approved salary structure, and other con-
siderations.

Two companies have found it advantageous to look to their
arganization agencies to exercise functional control over not only
;ﬁmgosts, but over all elements of cost.
~ b cdnpanies which lack an organization department, such



STAFF ORGANIZATION 51

functions are often assigned to the industrial relations or indus-
trial engineering departments.

In order that it may be in a position to discharge all of these
responsibilities effectively and assure the proper co-ordination of
similar effort throughout the company, the organization agency
should be set up on a control basis, with closely related depart-
mental affiliates, following the general pattern outlined on page 41.

The need and appropriate functions of a staff agency special-
izing in organization and related management problems are dis-
cussed more at length in Part C, Section 4, “Control over Organi-
zation.”

COST-CONTROL DEPARTMENTS

While all the participating companies stress the importance of
cost reduction and control, very few have organized this function
on a basis which facilitates and assures most effective over-all
results in this field. Many companies have cost-control agencies
doing an impressive job in specialized fields, such as an industrial-
engineering division working on direct factory expense, an analyti-
cal agency concerned with the reduction of certain phases of selling
expense, and perhaps a group of specialists working toward stand-
ardization and increased efficiency of clerical operations. Very
often, however, there is little, if any, co-ordination among these
agencies as to method, viewpoint, or results, and frequently their
activities embrace only a portion of the entire field of operating
costs.

About half of the companies have budgetary-control plans,
often administered by a budget division responsible to the comp-
troller. The effectiveness of such a plan, however, is largely
dependent upon the caliber of the basic estimates of optimum
performance upon which the budgets are based. Quite often, the
central budget division lacks the knowledge, jurisdiction, or any
effective basis for co-ordinating and satisfying itself as to the
soundness of detailed budget estimates, and must be content with
mere statistical analyses and comparisons.

These conditions suggest the desirability of unifying and co-
ordinating all staff effort devoted to cost reduction and control
under the functional direction and supervision of a single, well-
qualified staff department, upon whom top management may con-
fidently rely to make sure:
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1. That suitable yardsticks, measures, and objectives are estab-
lished for all elements of cost in all departments. These stand-
ards should represent not merely best past performance, but
the best performance of which the organization and facilities
are capable.

2. That all supervisors and executives are currently informed
through simple, well-designed, and co-ordinated reports, as to
how their actual costs compare with the standards or budgets.

3. That action, commensurate with the need, is taken to correct the
conditions which stand in the way of optimum performance.

This general plan of control is approached or realized in sev-
eral of the participating companies. In some cases a budget- or
cost-control division of the comptroller’s organization is respon-
sible for general administration and co-ordination of the program.
This arrangement has the advantage of providing ready access,
familiarity, and control of cost and performance records. On the
other hand, the accounting personnel may lack the requisite knowl-
edge and understanding of operations and industrial engineering
practice, unless special provision is made for this type of represen-
tation. In other companies, a strong industrial engineering depart-
ment may perform some or all of these functions on a company-
wide basis.

Two of the companies surveyed have found it advantageous to
combine responsibility for organization and cost-control activities.
The logic of this arrangement proceeds from the following con-
siderations:

1. Control over the form and the size of organization are
almost inseparable. Thus the organization department is logically
concerned with effecting control over what is one of the largest
items of cost—the payroll.

2. Individuals in organization work necessarily have the ana-
lytical ability and firsthand familiarity with functions and opera-
tions throughout the company which are almost indispensable re-
quirements in the development and administration of an effective
over-all plan of cost control. In many cases they would qualify as
industrial engineers. While in other cases they may not be au-
thorities in such specialized fields as time and motion study, scrap
control, and mechanization of operations, they should be in a
position to recognize the problems and requirements and be able
to secure the necessary specialized advice.
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3. In order, therefore, that top management may be able to
look to a single well-qualified agency to take responsibility for
co-ordinating the entire program, it selects the organization de-
partment which has a natural concern with respect to the larger
part of the field—manpower and payroll. In this case it becomes
an organization and cost-control department. This agency, of
course, looks to the comptroller’s organization to furnish the re-
ports and figures required in the control plan.

Whether or not the cost-control function is assigned to the
organization agency, it would logically follow the same plan of
organization as a typical staff control department. This general
plan, providing for maximum practicable decentralization of con-
trol through departmental affiliates, closely co-ordinated by a
strong central agency, is described on page 41.

DISTRIBUTION-SERVICE DEPARTMENTS

There appears to be a growing tendency to consolidate and
co-ordinate within a strong staff department the various functions
and operations lying between manufacturing and selling that have
to do with keeping the sales department properly supplied with
merchandise. This field might be characterized as the “service
of supply” to the selling organization. This development, group-
ing activities otherwise scattered among several departments, is of
particular interest because it tends to rationalize a field of adminis-
tration which often lacks clarity in organization.

Among the activities that can be appropriately assigned to
such an agency are the following:

Order and Distribution—receiving orders from the sales organi-
zation, consolidating the orders, allocating them to the manu-
facturing plants, and following them through to shipment.

Stock and Inventory Control—anticipating sales requirements,
seeing that they are properly supplied, keeping field inventories
at a minimum and the turnover at a maximum, initiating action
as warranted to discontinue slow-moving items, arranging for
the disposition of obsolete stocks, and so forth.

Warehousing—operation of regional warehouses to supply the
sales organization.

Traffic—the usual functions of a traffic department.
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This arrangement recognizes the natural, close relationship
between these four functions and, at the same time, leaves the two
major operating departments free to concentrate upon their pri-
mary functions—production and selling. One large and well-
organized company has recently created just such a department
under a general manager, with subordinate managers responsible
for each of the four functional fields indicated. A number of the
other companies have combined some but not all of these functions.

MERCHANDISE DEPARTMENTS

Several companies have likewise seen fit to establish a depart-
ment to handle the many analytical and co-ordinative functions
concerned with product and price determination. It occupies the
twilight zone that lies between sales, manufacturing, product en-
gineering, and research in regard to these fields. While no two
merchandise departments have exactly the same functions, there
is a tendency to assign them a wide variety of analytical problems.
The following list of functions is characteristic:

To serve as a clearinghouse for all product suggestions from
customers, inventors, the field force, or the enginecring and
research departments.

To study product lines with a view to the creation of needed new
items, simplification and elimination of obsolete, duplicate, or
unnecessary products, and the redesign of others to cover the
field more effectively.

To study packaging from the standpoint of standardization, sim-
plification, appearance, and protection.

To make market surveys and analyses to find new uses for prod-
ucts, and to study and make recommendations in regard to
customer service and policies.

To work up all price and discount schedules in accordance with
general price policies.

To issue all catalogues and price lists and check advertising mate-
rial from a technical standpoint.

To investigate and test competitive products.

To co-ordinate production schedules, inventories, and other factors
in regard to changes in the line of products.

In other companies many of these functions are handled by
a group of analysts and specialists serving as a products committee
which takes final action in most cases.
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ECONOMIC PLANNING AGENCIES

The growing recognition of the importance of sound economic
analysis and forecasting as a guide to top management in planning
the conduct of the business is attested by the fact that about one-
third of the companies have economic research and statistical
agencies, often heading up to an economist responsible to the presi-
dent or general management. Many top executives have been
brought to a realization of the major effect which general economic
conditions and the business cycles have upon their own operations,
and the importance of shaping their forward plans in regard to
sales, production, labor, inventories, capital expenditures, and
general financial policies in accordance therewith. While it is by
no means infallible, many concerns have found that the use of
such research can materially reduce the chances of being caught
unprepared or overextended, and several companies appear to have
been remarkably successful in anticipating major changes in the
trend and promptly trimming sail accordingly.

The functions of such economic and statistical agencies nor-
mally include:

Analysis and forecasting of general economic conditions and their
probable effect upon company sales, prices, employment, inven-
tories, raw materials, and so forth.

Preparation of reports and charts showing trends and forecasts in
these different fields for the guidance of executives.

Preparation of master forecasts of sales and production for a year
or more ahead.

Industry analyses and statistics, sometimes including participation
in efforts toward standardization and simplification of prod-
ucts throughout the industry.

In some cases such agencies make fundamental analyses as
to the propriety of entering a new field of business or some other
major venture. They may also be involved in studies looking
toward stabilization of the company’s operations and employment,
with respect to seasonal and even cyclical fluctuations. The value
of such effort, assuming it is adequate, lies in the extent to which
it is used as a guide to operation. In several companies, projected
operating plans and capital expenditures are carefully considered
each month or quarter, in the light of the general business fore-
cast, and in accordance therewith are modified as necessary.
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PUBLIC RELATIONS AGENCIES
One of the most recent activities to be accorded departmental

status is public relations. Approximately half of the participating

companies have such staff agencies, usually under a director re-
sponsible to general management. Other concerns are considering
the establishment of such an agency. There is, however, a wide
variation of opinion as to the proper functions and scope of such

a department. In this connection the following conception, ob-

tained from the head of public relations for one of the larger

companies, will be of interest in clarifying this field:

Public relations in its fundamental sense has to do with the crea-
tion and shaping of policies which, if sincerely practiced and effectively
made known to the public, will be reflected in public good will. Pub-
licity is merely the technique by which these policies and actions are
effectively presented to the public. Public relations calls for a point
of view, it asks questions: What is going on inside as well as outside
this business that may affect the public’s viewpoint towards us? What
are the policies that govern the conduct of this business; are the indi-
vidual and collective contacts of the corporation with the public, in-
cluding the employees, such that the impression created will be favor-
able and preferential toward the enterprise and everything connected
with it ? Does the determination to do what will create that impression
permeate the whole organization?

Public relations is a part of management. The public relations
aspect should always be considered when decisions are made. The
public interest and attitudes should be taken into account when estab-
lishing policies and operating practices.

The duties of the public relations men are varied. Many of them
are difficult to dlstmgulsh from sales promotion. Some of the things
handled are:

Speeches : Edit from a public relations view ; what to say—what not
to say and reach the people intended.

Reception: Make contacts pleasant, for callers, for salesmen calling
to sell goods, for customers visiting plants or offices.

Meetings: Get proper executive representation at meetings; at con-
ventions, etc. Persuade top executives to attend and suggest atti-
tude to take.

Stockholders: Prepare good informative letter to the stockholders
for president’s signature to be included with the dividend checks;
issue other letters to stockholders occasionally to notify them of
new developments,

Complaints: See that complaints are handled tactfully.
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Advertising (Contributions) : Handle such cases as that of a preacher
who wants $150 for an advertisement in a church publication.
Government Relations: Keep within the scheme of things and still

on a sound business basis.

Newspapers: Contact newspapers and publishers in advance of
meetings where the president will be. Arrange for them to meet
and talk with the president and other top executives before the
meetings. Top executives should not talk about war, politics, gov-
ernment, etc., and should avoid political or other partisan activities.
A fundamental rule is never to ask a paper to print or not to print.

Publicity : Help prepare and/or censor all institutional releases, an-
nual statements, etc.

PRODUCT-DIVISION CO-ORDINATING AGENCIES

Where a company is organized on a product-division basis,
there is usually need of some special means for co-ordinating the
aspects of manufacturing, marketing, and engineering and other
functions that are common to all divisions. This is usually done
by setting up for each of these functional fields, as necessary, a
central staff agency responsible to general management for stand-
ardizing and co-ordinating operating policies, methods, practices,
facilities, costs, and similar items. These agencies generally follow
the plan of organization described on page 41.

The functions assigned to one such department, co-ordinating
certain manufacturing activities of nearly twenty product divi-
sions, are as follows:

Production control

Allocates production between divisions where several are involved.

Programs flow of raw materials and semifinished products be-
tween divisions.

Referees questions of defective work between divisions and plants.

Passes on whether to manufacture or purchase related or auxiliary
equipment involved in a given project.

Exercises functional supervision over the system of planning and
scheduling in all plants.

Advises general management relative to the status of production.

Quality control

Establishes and standardizes sound inspection practices.

Analyzes defective work arising at the various plants in consul-
tation with local managements.

Watches inspection expense.



58 Topr-MANAGEMENT ORGANIZATION AND CONTROL

Facilities and methods

Studies best practice throughout own and similar industries.

Assists divisions in preparation of annual and special-equipment
budgets, studying needs and advising them as to best selection
based on maintenance, cost, performance, etc.

Reviews all capital budgets; follows up all budget appropriations
and expenditures.

Works with purchasing department in contacting suppliers for

bids and proposals.
Conducts manufacturing laboratory to try out all new tools and

devices offered by suppliers and establishes proper feeds and
speeds, thus making it unnecessary for each division to try out
the same equipment.

Prepares bulletins covering new and better shop and production
methods for distribution to all divisions.

Cost and methods control

Deals with the whole problem of efficiency and cost reduction at
all plants.

Co-ordinates methods of analysis and control and aids in estab-
lishing standards covering such things as tools, materials, and
performance.

Studies best practices of machining, welding, toolmaking, grind-
ing, and other shop operations.

Construction control

Acts as liaison between divisions and outside architects, engineers,
and contractors for reconstruction, additions, or new struc-
tures. '

Checks appropriations and estimates for new construction.

Works with local, state, and city authorities as to codes, permits,
floor loads, and the like.



Section 4
COMMITTEE ORGANIZATION

Of the various mechanisms of management, none is more
controversial than committees. Some companies are intolerant on
the subject; others overdo the idea. Committees are charged with
wasting time, slowing down action, stifling individual initiative,
producing compromises rather than clean-cut decisions, and lessen-
ing the sense of individual responsibility.

The committee plan obviously is not without its limitations,
but when properly used, organized, and administered, committees
provide a most effective device for co-ordinating activities and
points of view. Informal meetings of executives are essentially
no different from formal meetings of the same group sitting as a
committee, except that there may be less regularity and orderli-
ness in the former. A president conferring with individual top
executives separately may conserve the time of the latter, but
incurs an extravagant waste of his own time.

Despite their alleged shortcomings, committees are an impor-
tant device of administration. They are appropriate at every level
of the management scale. The board of directors is a committee,
and most boards have several subcommittees. At the general-
management level, the executive council or cabinet is in effective
use, as brought out in a preceding section of this report. At the
operating level of management, committees are of equivalent value
and from one to ten such committees were found in most of the
participating companies.

Where experience with committees has been unsatisfactory,
the trouble usually lies either in improper use or in faulty organi-
zation and administration of the committees. The following con-
siderations, suggested by observation in the participating com-
panies, appear to be of primary importance in making committees
effective.

Province of Committees.—From the standpoint of organiza-
tion the regular company committees provide general management
with additional advisory, co-ordinative, and control agencies. In

59
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this regard they supplement the staff departments, management
having at its disposal the use of either type of agency. There is
no overlap in purpose or functions, however, between the staff
departments and the committees. The staff organizations are com-
posed of experts, specializing by function, as indicated in the
previous sections. They are called upon when specialized work or
expert advice is required within their respective fields.

Committees should be created only when it is desired to obtain
the co-ordinated best judgment of a particular group. Committees
are no substitute for high-quality executive talent; they are not
effective in offsetting defects in the organization structure ; neither
do they adequately correct weaknesses in the plan of management.
The true function of committees is to deliberate upon previously
developed facts, to exchange viewpoints, and through collective
judgment to recommend action or endorse conclusions. Commit-
tees are not expected to be fact-gathering agencies; neither should
they be assigned work to do. It is a waste of the time of all the
members to endeavor to develop facts from which to find solutions
through group discussion.

Before any committee is established, careful consideration
should be given to its necessity. Very often an existing staff
agency can more effectively handle the subject, and unless there
is some particular reason for wanting group judgment it should
be assigned to the staff agency. But if there are repetitive situa-
tions upon which the opinion of a selected group would be valu-
able, then a committee becomes useful. The purposes for which
committees are most cffective are:

1. To co-ordinate activities and points of view of the members,
For example, it is often desirable to have some agency wherein
the various departments can outline operating schedules, in-
form each other of intended developments or projects, and
otherwise keep each other up to date. This gives each depart-
ment represented a chance to explain its needs and co-ordinate
its activities with those of the other departments.

2. To provide general management with well-considered recom-
mendations on matters of company-wide concern as a basis for
final action. Thus if general management desires the consensus
of judgment of the department managers, there is an agency
through which to obtain that co-ordinated opinion without
soliciting each one separately.
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3. To provide the rounded judgment of a well-qualified group in
lieu of that of one individual, agency, or department. On such
matters as salaries, appropriations, employee benefits or promo-
tions, committees are an essential part of the control machinery
in many of the companies visited. The various department
managers refer their proposals to the committees established in
these fields for their unprejudiced analysis and appraisal.
Within specified limits, approval by the department manager
and endorsement by the committee constitute final authoriza-
tion. In case of disagreement, or beyond the limits specified,
the proposal is referred to higher authority for final decision.
This arrangement relieves the top management of routine ap-
provals. In addition it removes the pressure and the onus which
usually attach to any one individual who has final approval on
matters which affect the destinies of individual employees, such
as salaries, ratings, and appointments. A more sound and im-
partial consideration is also assured.

A committee may serve any one or all three of these needs,
depending upon its purpose. As a by-product, committees give the
people who serve upon them the wider knowledge and experience
which come from considering problems on a company-wide basis.
They therefore have a worth-while training value. Some com-
panies find that particular aptitudes and abilities of the members
are disclosed through committee work.

Need for an Auxiliary Working Agency.—One of the com-
mon misuses of committees is to assign problems to them for
solution. A solution requires development of facts and an inter-
pretation of those facts into conclusions. This involves work. The
usual committee has no one to do such work. Consequently, the
chairman or secretary generally undertakes the job, as and when
other duties permit, and eventually presents the matter in proper
form for committee consideration. To obviate this difficulty, some
of the companies studied implement their committees with a full-
or part-time secretary to keep minutes, gather and analyze data,
follow up action, and relieve the chairman and members of detail.
Where the volume of work warrants, the secretary may have
several full-time assistants.

Another device is to designate an appropriate staff department
as the working agency to develop and present conclusions and
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recommendations together with a brief summary of facts for com-
mittee action. In such cases it is not unusual for the committee
chairman to be head of the staff group performing the analytical
work. Very often the proposals, as well as the facts and support-
ing data, are prepared in the departments concerned and passed
directly to the committee, or are sent to the committee by the
general management.

These devices are used to expedite action and conserve the time
of the committee members. Their use assures that the committees
will receive for attention only well-analyzed proposals in proper
form for consideration. This is important, since many companies
want only the very best judgment on their committees—usually
the highest divisional executives, whose time is valuable.

Well-Defined Functions, Responsibilities, Authority. —
Since committees are a definite part of the organization, their
exact status and relationship with the other parts of the company
should be clearly established. In this regard they warrant exactly
the same treatment as any department or position. The functions,
objectives, relationships, and limits of authority of each committee
must be stated in order that its purpose and proper use will be
understood alike by the committee members and the rest of the
organization. This clarification is particularly important in the
case of committees because of the occasional tendency to unload
problems upon them which are foreign to their real purpose.
When this is permitted, the committee starts to grow; members
are added to encompass the new subjects. As this process con-
tinues there eventually comes a point at which the committee must
be abandoned or reorganized and restored to its original status
and duties. Therefore it is well to emphasize that committees, like
staff departments, are established to deal with particular specialized
subjects, and care should be taken to keep their efforts confined to
the proper field.

Membership Chosen to Assure Objectives.—Since group
judgment of the members is the most important committee con-
tribution, its membership largely determines its worth. The mem-
bers of a committee should be selected for their functional or
departmental point of view, as well as for the dependence placed
upon the personal judgment of the individuals. Thus on some
committees it is essential to have certain departments represented.
Such is the case in a products committee where the points of view
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of the sales, research, and manufacturing departments are re-
quired. On other committees, particularly those having control
functions, the analytical ability, background, and unbiased view-
point of the members may be more important than departmental
affiliation.

The number of members should be kept to a minimum con-
sistent with necessary representation. In the case of the products
committee mentioned above, three members in addition to a work-
ing secretary are sufficient. But if the purpose of the committee
were to co-ordinate the activities of all the company departments,
there should probably be a representative from each major oper-
ating and staff department.

In the interests of expediting action many companies use only
top divisional or departmental executives on their committees. The
members are then qualified to speak for the departments they rep-
resent; their judgment is also presumably the best in the company
within their respective fields. Where care is exercised to make
sure that all proposals are analyzed and worked out in advance,
membership on such committees does not unduly burden the time
of the members.

Appointment of members to such committees is made by the
president or executive council. Needless to say, the members
should be selected with care and with due consideration to the
particular purpose the committee is to serve.

Procedure Designed to Obtain Prompt, Effective Ac-
tion.—Administration of committees has an important bearing
upon their success and effectiveness. When the committee is large,
such as some of the co-ordinating committees, it is important to
keep meetings orderly and businesslike. The chairman is usually
selected not merely on the basis of his position, but particularly
on his ability to keep discussion relevant, to bring out the best
thoughts of the members, and to summarize opinion.

To the extent practicable, agenda are prepared and made avail-
able to members well in advance of the meetings. Where any con-
troversial, technical, or complex proposal is to be presented, a
summary is included with the agenda. The members are thus given
an opportunity to analyze the proposal, and to obtain the views of
their staff aides before attending the meeting. By this means it
is possible to obtain the well-considered judgment of the members,
rather than a hurried concurrence or a postponement of action. In
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the case of the control type of committee, such as those handling
salaries and appropriations, a summary of every case to be con-
sidered at the meeting is supplied each member in advance. The
committee meetings then require only sufficient time to discuss
such features as the members wish to raise; they are already
familiar with the matters presented and have had time adequately
to judge their faults and merits.

In routine cases or in those where the facts clearly indicate only
one possible course of action, the proposal may be circulated to the
desks of the members for signature without the formality of a
committee meeting. The more controversial cases are presented
in regular meetings so that all members have the benefit of the
discussion and exchange of views.

One of the companies requires members to sign the final draft
of any proposal and to assume full individual responsibility for the
decision taken by the committee. Other companies record the vote
in the minutes of the committee meeting, thus tending to increase
the sense of responsibility of the members. Copies of the minutes
in brief form are supplied to the president or members of the
executive council in some companies in order to keep them advised
of committee action.

GENERALLY APPLICABLE COMMITTEES

Data were obtained on more than seventy-five committees
within the divisional zone of top management. There are at least
a half-dozen which might well be considered by any large concern
for inclusion in its plan of organization. In the particular fields
they cover, these committees offer the best means for obtaining the
type of co-ordination and control required.

CO-ORDINATING COMMITTEE

Every company has the problem of co-ordinating the activities
of its various operating and staff departments. Lacking such co-
ordination, there is confusion of effort because the departments
act individually without proper understanding of the plans, prob-
lems, and needs of other departments. For example, new facilities
may be constructed by one department, when another has suitable
facilities idle; plans for producing a new product may be perfected,
while features covering its distribution and sale are neglected.
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Before taking final action on some contemplated move or
policy, it is often important for the top executives to find out from
the department managers what the probable effect of such action
would be upon the departments. A co-ordinating committee is an
effective device for accomplishing these purposes. In general, the
functions of such a committee are:

1. To develop opinion and viewpoint of the key executives in re-
gard to contemplated moves and policies as a guide to top
management in taking action. This includes such matters as
changes in the wage and salary structure, changes in personnel
policies and benefit plans, and feasibility of proposed systems
of control.

2. To discuss and co-ordinate management plans, policies, aims,
and objectives, so that all departments and key executives have
a clear and uniform plan of action. Subjects to be discussed
include such matters as establishment of production schedules,
major developments in the various departments, contemplated
changes in the line of products, activities of competitors, budget
results, and methods of increasing net profits.

3. To consider the need for changes in policy, systems of control,
and other matters of a general nature, making appropriate
recommendations to general management as necessary.

4. To provide each of the members with an understanding of the
operations and problems involved in the other departments, thus
broadening viewpoints and the opportunity for co-operation.

The membership consists of the key executives who are heads
of major operating and staff departments. All principal depart-
ments are represented, since the committee serves in a company-
wide capacity. Because of its importance and scope, a full-time
or part-time secretary is provided. Regular meetings are sched-
uled and the members reserve a definite time when all are available.
In case there is insufficient business, meetings are canceled and
the secretary notifies the members. One of the participating com-
panies insists that every member be present at the first meeting
each month, which is attended by the president and other top execu-
tives, and at which production schedules and plans for the month
are outlined and discussed. Less stress is placed upon attendance
at other meetings. Authority of the co-ordinating committee is
usually limited to recommendations.
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WAGE AND SALARY COMMITTEE

One of the most frequent causes for concern among the par-
ticipating companies was found to be salary administration. In a
majority of the companies each individual case is considered on its
own merits, and control is achieved through personal approval by
some executive in high position. It is not unusual to find that the
president must finally approve every single increase in salary. In
doing so he depends largely upon recommendations of others, for
seldom does he know the person, the position, or the circumstances
which might justify an increase. In ten of the companies, commit-
tees have been established to administer salaries. Most of these
committees are composed of top divisional executives, and in two
cases the president and ranking vice-presidents are the members.

Committee or no committee, this system places a burden of
detail upon the top executives. Their authority cannot be safely
delegated, however, until there are some limits to control its use.
It is therefore necessary to establish salary group limits within
which all the jobs in the company are appropriately classified and
placed. When such a rational salary schedule is once set up and
approved by the top executives, it is a simple matter to delegate
authority for salary administration within the limits provided.
Many companies have a similar schedule covering wages, although
union contracts in many cases govern rates.

Once the limits have been established as a guide, a wage and
salary committee becomes an excellent control agency through
which to provide uniform and equitable wage and salary adminis-
tration. The functions of such a committee consist of :

1. Review of the basic wage and salary scales and recommenda-
tion of changes therein.

2. Classification of new jobs, fitting them into the existing wage
or salary structure.

3. Review of all requests for changes in individual classifications.

4. Review of wage and salary rates in each department to insure
conformity with basic company schedules.

5. Approval of changes in individual salaries within specified
limits (usually up to $5,000 or $6,000 a year).

Best practice observed among the participating companies leads
to the conclusion that membership on the committee should be held
to a minimum. The director of organization, because of his fa-
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miliarity with jobs and their value, his company-wide viewpoint,
and his impartial attitude, makes an excellent chairman. The
director of personnel, because of his knowledge of the people, his
access to rating reports, and his equal impartiality and company-
wide viewpoint, makes a good second member. The third and
last member should be the department or divisional executive
whose requests are being considered.

A competent analytical agency is very necessary to review and
analyze every request, develop all the facts, and present conclusions
and recommendations on each case to the committee for its action.
In a majority of the cases this consists of making certain that the
proposal is within the proper limits. In special circumstances, how-
ever, it may be necessary to analyze the work done on the job, in
order properly to appraise the proposal in light of the true facts.
In two of the companies with organization departments, this ana-
lytical work is performed in that department. In other companies
the personnel department has analysts for this purpose.

Authority of the committee regarding salary increases may
be final up to the specified limit provided the three committee
members agree. In case of disagreement, the case is referred to
higher authority for decision. In one of the participating com-
panies agreement of the chairman of the salary committee and the
manager of the department concerned constitutes final action up
to $5,000; recommendations are also made on salaries up to
$15,000 a year. Any changes in the basic wage structure or salary
schedule are recommended to general management, the committee
having no final authority in matters of this importance.

Meetings are held upon call of the chairman, as business re-
quires. Records are maintained of the net results of the increases
granted.

APPROPRIATIONS COMMITTEE

Another field in which a committee is effective is in control
over capital and other large expenditures. Some companies deal
with each such expenditure as and when the need arises. Control
is embodied in a series of approvals, and usually top management
must finally authorize any project involving as little as $500 or
$1,000. In order to shift this burden downward in the organiza-
tion some other method of control must be substituted in order
that authority may be safely delegated. Establishment of an appro-
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priations committee is not in itself the answer, although such a
committee becomes an excellent agency through which to control
such expenditures after an appropriate plan and limits have been
authorized.

In many of the companies visited an annual capital budget is
used to limit the total amount to be expended by the company for
capital betterments during the year. This budget also provides for
allotment of the total sum among the various departments. An
appropriation request must be submitted before proceeding on
any individual project, regardless of the fact that it was included
in the budget. A thorough analysis is made to be sure that each
and every project is necessary and in order. The appropriations
committee is charged with control over this field and its duties
include:

1. Assembling the annual capital budget from departmental esti-
mates, classifying the projects in order of urgency and merit,
and presenting the material to higher authority for approval in
principle.

2. Reviewing individual requests for appropriations received from
departments, determining whether they are included in the
annual budget, and passing upon their soundness. This involves
a thorough analysis of each project with regard to such con-
siderations as necessity, cheaper alternatives, justification for
each part, cost, effect on operations, pay-out, and improvement
in quality.

3. Approving those appropriation requests which are sound, are
included in the budget, and are within the limit assigned to the
committee (say $1;000 to $25,000).

4. Recommending to higher authority those projects above
$25,000 which are found to be sound and those under $25,000
which are required but which were not included in the budget.

Membership, as with any committee, should include only those
who definitely add to the group judgment. In this case it could
appropriately include the chief engineer, because of his ability in
judging the soundness of construction plans, costs, and alterna-
tives; the comptroller, for his financial and economic viewpoint,
particularly as to availability of funds and correct time for under-
taking the project; the director of organization and cost control,
for the benefit of his viewpoint on cost reduction, effects upon the
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organization and manpower considerations; and the divisional
executive concerned, who attends to present his case and see that
all factors are given consideration. Others may be requested to
attend when necessary, such as the research manager to advise on
new developments.

The most important feature of this particular procedure, how-
ever, is the analytical agency which reviews all the proposals and
by whose analyses the committee must be very largely guided. A
very capable individual—one of the stature of a departmental
manager—is required to head the analytical work. Upon the
projects presented the company will spend very large sums, and
it is therefore essential to have in this position a person able to
present consistently high-quality, accurate analyses. This person
might also be the chairman of the committee, he and his staff
constituting an independent, full-time agency concerned with ap-
propriation analyses. In some companies a section of the engineer-
ing department makes the analyses. Others object to this on the
ground that the engineering department also works out the de-
signs, methods, and savings, and is therefore not in a position te
criticize and reject its own work. For that reason they prefer an
independent agency embodying adequate engineering talent.

PRODUCTS COMMITTEE

Five of the companies were found to have products committees.
In practically every company it is necessary to co-ordinate the
viewpoints of the sales, manufacturing, and research departments
in regard to changes in the line of products. In addition, some
system is needed to relieve top management of the necessity for
passing upon every change, however minor, in the company’s
products. Finally, some capable agency is needed to take over
responsibility for analyzing the needs and simplifying the line of
products to the end that the company may be in the strongest posi-
tion from a competitive and profit-making standpoint. A logical
solution to these needs is a products committee, the functions of
which are:

1. To stand responsible for review and analysis of the product
line, and for initiation of action designed to eliminate unprofit-
able products or sizes, illogical items, and obsolete items.

2. To review and pass upon research and development programs
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aimed at maintaining a line of products best suited to the
market.

3. To review proposals to add, change, or drop products from
the line, or to change brands, packages, or labels, taking into
consideration effect on volume, displacement of other products,
cost of manufacturing, new equipment necessary, market
trends, profit possibilities, and competitive products.

4. To investigate and pass upon requests for test or development
of products requiring work in excess of a fixed sum, e.g.,

$1,000.

Three members are required on this committee. They are the
divisional executives in charge of research, manufacturing, and
sales. It is usual for the research director to be chairman of the
committee. As in the case of the appropriations committee, an
excellent analytical agency is essential for successful results. This
agency prepares the analyses in suitable form for consideration by
the committee, devoting full time to analysis of the product line
and problems concerned therewith. Approval by the three com-
mittee members assures that the interests of their respective de-
partments have been satisfactorily provided for. Authority of the
committee is final when the three members are in full agreement,
except as limited by the procedure covering capital expenditures,
and where major changes affecting company policy are involved.

PERSONNEL COMMITTEE

In many companies selection and appointment of personnel to
key positions is left to the next two higher levels of authority; for
example, the superintendent and the plant manager pass upon
appointments to foremanships. This method of control may be
reasonably effective if means are available for ascertaining the
best-qualified candidates, the most outstanding of whom is ap-
pointed. It usually limits consideration to employees within the
division where the vacancy exists, to the exclusion of perhaps
better-qualified prospects in other divisions of the company. An
even more serious possibility is that the decision may be influenced
by prejudice, personal acquaintanceship or preference, promotion
of the next in line regardless of caliber, and similar factors.

In seeking a better check and control to insure selection of the
best-qualified person for each key spot, several of the companies



CoMMITTEE ORGANIZATION 71

have set up a disinterested agency to pass upon and certify as to
the adequacy of candidates’ qualifications before final selection
and appointment. A personnel committee can serve as a very effec-
tive agency to this end, functioning as follows:

1. Receiving from the executive concerned his preliminary nomi-
nations of individuals he considers qualified for the vacancy.

2. Reviewing the qualifications and experience of these nominees
to determine whether they meet the requirements of the job.

3. Suggesting consideration of other better-qualified candidates.

4. Furnishing the executive concerned with a list of candidates,
all of whom it is willing to certify as qualified to fill the job,
from which to make his final selection.

5. Serving as the agency for conducting the merit rating of the
more important managerial and executive positions in the com-

pany.

The membership of the committee would logically include the
director of personnel as chairman, because of his knowledge of
the personnel, access to and analysis of rating reports, and com-
pany-wide viewpoint. The director of organization is a desirable
second member because of his knowledge of job requirements and
of the background and experience required to fill them properly.
The divisional executive concerned with the appointment is an
essential third member. The staff of the director of personnel
serves as the analytical agency.

Authority of the committee is limited to passing upon quali-
fications of candidates. It makes no selections of personnel, but its
action eliminates from further consideration those who are not
well qualified. This affords a sound basis for delegating to divi-
sional managers authority for making appointments up to a speci-
fied salary level. Above this level confirmation of general manage-
ment is required. Details covering the control methods involved in
rating and appointing personnel to key positions are discussed
in a later section (see pages 117-26).

PENSION AND BENEFITS COMMITTEE

Nine of the participating companies have committees for ad-
ministering their pension and benefits plans. The usual functions
assigned to such a committee are the following:
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1. To investigate and review all pension cases, all extensions of
benefits, all severance allowances, and all other discretionary
applications of personnel policies.

2. To take final action upon all cases falling within established
policies.

3. To recommend to general management action to be taken on
questionable cases, for which there is no precedent.

As chairman of the committee, the manager of the pension and
benefits section of the personnel department is a good choice. His
staff logically serves as the working agency for the committee,
investigating cases, gathering facts, preparing analyses, and pre-
senting recommendations. The director of personnel, because of
his company-wide viewpoint and knowledge of company policy,
makes a good second member. The divisional or departmental
executive whose employee is concerned becomes the third member.

The working agency develops information and maintains lists
of employees eligible for retirement or other benefits and presents
the cases to the committee at the appropriate time. Divisional ex-
ecutives present their special cases. The committee’s action is final
on cases covered by established policies.

By this method top management is relieved of the detail of
passing upon each case within this field, and considers only those
cases for which there is no precedent. Even on the latter a thor-
ough analysis and a well-considered recommendation accompany
the proposal. Future cases of a similar nature are then handled
by the committee in accordance with the precedent established by
general management in the cases it decides.

OTHER REGULAR COMMITTEES

In addition to those of the type described above, a variety of
other committees are in use in the thirty-one companies visited.
For example, nine companies have committees whose primary as-
signment, in one way or another, has to do with analyzing future
business conditions and translating these into terms of company
expectancy. Stabilization of company operations is a major ob-
jective in several instances; others give particular attention to the
field of procurement and inventory practice, being charged with
appraising the outlook for raw material prices and recommending
a program for forward buying.
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Other groups of committees have to do with financial con-
siderations and include insurance committees, dues and donations
committees, and investment committees. Patent, public relations,
rcal estate, advertising, printing, and forms are among numerous
other interdepartmental committees found in use by one or more
of the participating companies.

One other important group of committees embraces the func-
tional or departmental committees, in contrast to those covering
interdepartmental subjects. Such committees are particularly found
in the fields of manufacturing, engineering, sales, and office ad-
ministration. Within their respective departmental fields, the
functions of these committees follow closely those of the company-
wide co-ordinating committee. Membership is comprised of de-
partmental executives and important staff assistants. Committee
action is final in certain respects and advisory in other matters.
Principles covering committee organization apply equally to these
departmental committees, the only difference being that they exist
within one single department and are concerned only with its
problems.

SPECIAL COMMITTEES

Occasionally new situations arise upon which the judgment of
a special group would be of value. Accordingly a special commit-
tee may be appointed to take care of that need. As in the case of
the regular committees, the true function of such special commit-
tees is to pass judgment upon the matters presented to it in proper
form for consideration. They are not the proper agency to work
out details or gather facts. Such development work should be
assigned to the most logical staff agency and presented to the
committee only when there is a concrete proposal for its considera-
tion. If no staff agency can properly undertake the special work,
some individual and the necessary assistants may be divorced from
other regular duties to spend full time on the problem, and thus
constitute a temporary staff unit.

As soon as any special committees have served their purpose,
they should be promptly dissolved by the same agency which cre-
ated them.
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PART C

Section 1

THE BASIC PROCESS OF CONTROL

One of the most challenging problems of management is to
give authority to those capable of exercising it and yet retain
control in the hands of those ultimately responsible.¥If manage-
ment is to function effectively, devoting its major attention to
planning, directing, and co-ordinating activities, it must be freed
at every level of the unnecessary burden of detail. ror

This burden is generally associated with approvals ; it is llght-
ened to the degree that authority for final approval is delegated
to others. “ Usually it is not from choice that executives become
buried in detail; they are more often the victims of an inadequate
system of control “'They cannot safely delegate the authority re-
posed in them because there is no adequate means of control which
permits this to be done.

¥ The obvious remedy for this situation is the installation of
procedures and limits designed to control the use of delegated
authority. A logical place to start is with any feature which is
particularly bothersome and takes considerable time. It may be
approving salary increases, authorizing capital expenditures, or
any one of the recurring items which require executive attention.
Many such problems are company-wide in scope, and a good con-
trol procedure would lighten the burden on not only one, but many
executives.

Control is a basic process and whatever the type or whatever
the subject it embraces the following elements:

1. Objective—what is desired
2. Procedure

a) Plan—how and when it is to be done

b) Organization—who is responsible

¢) Standards—what constitutes good performance
3. Appraisal—how well it was done

Conceiving the control required is the first requisite to its at-
tainment. This involves the determination of the objective, i.e.,

7
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the final results wanted, and then the careful development of a
procedure which will bring about those results.

Such a procedure may require changes in the plan of organi-
zation, additions of staff groups or committees to serve as control
agencies, and numerous other adjustments. This development
work is not a one-man affair. The best talent and thinking on the
subject available in the organization should be enlisted to help de-
sign the procedure. A careful firsthand inspection and analysis
by competent people is usually an essential preliminary step to
determining what the procedure should be. After the planning is
done and the design is complete, each of the parts must be assigned
to individuals for accomplishment. Concurrent with development
of procedure is the establishment of standards of performance,
which indicate for each separate part of the procedure what con-
stitutes good performance and how it is to be measured. The
procedure and the results expected must be made known to all
those who are affected. Authority is then safely delegated down-
ward in the organization, in accordance with the limits specified
and subject to the control procedure.

The final aspect of control is checking to make certain that
the procedure is working as intended and bringing about the re-
sults desired. The necessity for current approval is limited to those
exceptional cases which are not covered by the procedure. Execu-
tive attention needs to be devoted only to those matters where per-
formance fails to meet expectancy. Supervision becomes more
effective through following results and instituting action toward
correction and betterment where needed. As the control procedure
becomes well established, those who are responsible may check their
own performance and report causes for unsatisfactory conditions,
together with the steps planned or already taken to correct them.

One by one this treatment can be extended to the recurring
items requiring executive authorization. The sections which fol-
low immediately are devoted to methods in use for controlling
individually a number of the more important and difficult problems
facing top management. Each time a well-planned control pro-
cedure is substituted for personal approvals, additional time is
made available to the top executives for the far more important
over-all planning and control of the enterprise, which is aimed at
securing maximum effectiveness of the company as a whole, rather
than control of any individual problem.



Section 2

CONTROL OVER POLICIES

There is a good deal of loose talk about policies. The word is
variously used to mean departmental procedure, usual custom,
basic course of action, or management decision. As used in this
chapter it means the guiding principles established by the company
to govern actions, usually under repetitive conditions. For ex-
ample, a decision by top management to reward an employee for
some special act does not constitute a policy ; but an announcement
that each such case under similar circumstances is to receive such
an award may be called a policy.

From the standpoint of management, policies constitute one of
the primary instruments of co-ordination and control. They pro-
vide consistency of action, without which current operation is not
effective and desired ultimate objectives are not likely to be
reached.

The distinguishing features of ‘policies seem to be that they
constitute the basis for governing future actions; accordingly they
must be made known to those who are responsible for handling
such actions. Under this interpretation, policies become the laws
of conduct for the business, and as such they are a device for
permlttmg authorxty to be delegated within the organization. Their
primary purpose is to sanction in advance the action to be taken
in repetitive situations. This makes it unnecessary to refer each
case as it occurs to higher authority for decision; it can be handled
at the point of occurrence without delay.

Under these circumstances it is important that policies be care-
fully and adequately expressed so that those in the organization
will understand under what conditions and to what extent the rules
are to apply. Further, since the policies are to cover actions in the
future, and since man’s memory is not infallible, it seems most
important that the policies should not only be clearly expressed,
but that they be in writing in order that:

1. All members of the organization will have the same interpre-
tation of them.
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2. They can be reviewed from time to time and changed to meet
current conditions.

3. They can be checked for compliance and proper understanding

_. within the organization.

4. They will not become obscure through the passage of time.

DETERMINATION

Policies are of varying degrees of significance in the conduct
of any enterprise. They may be classed as basic, general, and de-
partmental. As such their determination rests at different levels
in the management organization.

Basic policies are those which establish the long-range objec-
tives and chart the destinies of the company. An existing, im-
pending, or future set of conditions may require the establishment
of a company position. The need of such a company position re-
sults from firsthand contact with a new situation and may arise in
some division or department of the company. Initiation of the
basic, long-range policies raay, therefore, emerge at almost any
management zone in the organization. The formulation of basic
policies usually reposes with the chief executive, or with a group
of executives charged with general management of the enterprise.
Most companies have an executive council comprised of its key
men, It is this group which translates the needs into terms of
recommended company position. The final authorization or adop-
tion of basic policies rests with the board of directors. In fact,
this is one of the fundamental functions of that agency of top
management. Examples of basic policies found during the course
of the study are:

Compensation for all employees shall be at or above prevailing
rates.

Additional manufacturing capacity shall be provided on a decen-
tralized basis.

All distribution of products shall be through exclusive agents,

Each year’s depreciation shall be reinvested in plant facilities.

General policies are ones which may be regarded as of short-
range or everyday operating significance, but which affect some
or all divisions of the company. Authorization of such policies
usually lies in the general-management group, and may also be
formulated there. As with basic policies, the initiation may arise
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at almost any managerial level. General policies are always in

conformity with basic policies. Examples of such policies are:

Whenever the annual volume of a product falls below an economic
manufacturing-lot size, the product shall be considered for
elimination.

Until further notice the company will meet all competitive prices.

All supervisors shall be furnished a monthly statement of all costs
for which they are responsible.

No department will hire new employees until its present force is
working forty hours per week.

In practically every company, the head of a department adopts
policies for the guidance and conduct of his own immediate field
of operation. Such departmental policies must not conflict with
either basic or general policies, or with the activities of other de-
partments. Interpretation of policies into terms of departmental
operation is the prerogative of each department head. With prac-
tically every company the establishing of supplementary depart-
mental rules and regulations growing out of policy interpretation
is regarded as a responsibility of department management. The
following are typical departmental policies.

All reports required for the monthly closing shall be dispatched to
the head accounting office by the fifth of the following month.

Any purchasing commitment covering requirements beyond ninety
days’ consumption shall be approved by the general purchasing
agent.

Extension of credit in excess of $50.00 shall be granted on the
basis of a satisfactory credit report.

All customer complaints shall be referred to the office of the gen-
eral sales manager.

PROMULGATION

Once a policy has been established, the next step is to convey
its meaning to those who are to be guided by it. Among the thirty-
one companies studied only a few follow the practice of compiling
or assembling statements of company policy into a policy manual.
A few other companies issue policy declarations in bulletin, general
instruction, or executive memorandum form. Some of these pre-
serve a set of such releases in binders, which serve as a book of
rules or “bible.” In some companies written policy declarations
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are supplemented by statements of objectives and collateral in-
formation helpful by way of interpretation. Other companies
notify executives concerned by means of a letter from the presi-
dent. A few simply pass policy statements down the executive
scale by word of mouth, a method conducive to misunderstanding
and variable interpretation.

For most companies it is usual to find that department heads
issue written policies and policy interpretations for guidance of
personnel in their own departments. Similarly it is a rather gen-
eral practice for personnel policies to be set forth in printed book-
lets which are given wide distribution both within and without the
company. To a lesser degree it is found that purchasing policies
are printed and made available to vendors as well as buyers.

Some companies maintain a manual of company policies. One
of these states that ‘“‘a policy is not a policy unless it is in writing.”
It answers the argument that some policies cannot be put in writing
with the statement that “perhaps the reason behind the policy can-
not be written, but the policy itself must be clearly stated for the
guidance of all.”

The preparation and maintenance of the company policy man-
ual cannot be entrusted to some clerk. It demands the attention
of a high-caliber person to do the job properly. But this effort is
well repaid as top management is relieved of the burden of deci-
sion caused by poor understanding and lack of policy guidance
within the organization.

COMPLIANCE

Control over policies, as of every other phase of business, is not
complete until some check is instituted by which to measure per-
formance in the light of expectancy. This in turn presumes that
the expectancy has been made known to those who are to be
checked.” In order to preclude all possibility of misunderstanding
and to make any such control effective, the expectancy must be
reduced to writing. Once the policies have been clearly stated in
writing, they can be checked to see that the organization complies
with them.

None of the companies studied seems to have hit upon any
inclusive scheme by which policy interpretation or compliance can
be checked. Where monetary matters are involved, the auditing
staff is the natural and commonly used agency. Some companies
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go further than this and look to their auditors to check against
policy violation in many other directions, such as prices, credits,
discounts, and purchases.

All policies are not as easily checked as, for example, whether
or not purchases involving a certain sum are being made on a basis
of bids. However, in the field of employee relations, examination
by higher executives of grievance files would afford a check on
compliance with certain personnel policies. A similar analysis of
customer complaints would provide a check in another field. Peru-
sal of rejected credit applications would serve to check the appli-
cation of credit policies.



Section 3
CONTROL OVER RATE OF OPERATION

Determination of the future operating program and co-ordina-
tion of all departmental efforts in keeping therewith is one of the
important problems of management. Basic policies often have a
determining effect upon this activity. Some companies operate
their factories at economic capacity and expect the sales department
to dispose of the output. The exact opposite is found in other
companies where production is required to accommodate itself
to the primary interests of distribution. Stabilized employment
with its essential of leveled plant operation is the controlling
policy in other concerns. Again, rigid limits on investment in raw
and finished inventories may have a determining effect.

Another factor having an important bearing upon the rate of
operation is the nature of the product line—whether perishable,
subject to style obsolesence, standard or custom-built, durable or
nondurable, simplified or diversified. Other important variables
are the nature of the market, method of distribution, and degree
to which production is decentralized.

In no company studied does the sole responsibility for project-
ing the rate of operation into the future reside in any single agency.
Generally the final approval rests either with the president, the
group of top executives representing general management, or the
board of directors. The formulation of the plan and often the
responsibility for its administration after it has been authorized,
are delegated to staff agencies specializing in this field. Commit-
tees representative of the different staff and operating departments
affected are frequently used to review and co-ordinate the various
aspects of the plan before its presentation for final approval. Al-
though intimately concerned with the problems and interests of
production, sales, and other branches, such staff agencies and
committees usually have an independent status from an organiza-
tion standpoint. Thus, they are in a position to function in the
best interests of the company as a whole rather than those of any
single department. Staff and committee members are usually
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recruited from the different departments served, which tends to
assure a proper understanding of departmental problems.

As a rule the projected operating rate is largely founded upon
estimates of expected sales volume tempered by general economic
forecasts. Many of the co-operating companies have able econo-
mists and well-qualified statistical agencies which play an impor-
tant role in developing and correlating this information. In a
number of cases the value and accuracy of their studies and fore-
casts were found to be most impressive.

Long-range expectations are generally translated into an oper-
ating program for a period of one year ahead, although one com-
pany gives some definition to a five-year plan. On the whole, the
twelve-month programs have a high degree of definiteness and
detail. All are subject to modification on a monthly or quarterly
basis in the light of changing conditions.

In general, the successful experience which many of the com-
panies have had and the value they derive from long-range plan-
ning suggest the desirability of a wider adoption of the practice
by those companies not now following this plan.

TYPICAL PLANS

The extent to which control has been brought to bear upon
this important aspect of management is best indicated by a few of
the plans in use, which are presented in skeletonized form. One
company, whose product lines are numerous and whose markets
are varied, has adopted the following procedure:

The determination of its future operating rate is the product of
three factors: a policy of reasonably stabilized production and em-
ployment, a five-year forecast of general conditions, and a compre-
hensive system of budgetary control. From the standpoint of estab-
lishing the level of operations, the company’s five-year outlook serves
to locate the guideposts for only the most general direction which
advanced planning should follow. Detailed considerations are con-
fined to the ensuing year. Four months before a new fiscal year, the
company’s economist prepares a master forecast of sales and inventory
program. A committee, composed of the economist, together with
the heads of the finance, accounting, and production-planning depart-
ments, reviews the master forecast in the light of anticipated business
:onditions, calling in various department heads for counsel and advice.
Production, sales, prices, inventory, and other component elements
>f the forecast are examined. Out of this joint deliberation, recom-
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mendations covering the broad outlines of the coming year’s operat-
ing program are submitted to the top-executive group. Upon approval
by general management, the program is then passed to the production-
planning department which schedules production by individual items
for each month to all plants. Comprehensive monthly reports of actual
versus planned performance are made by product and by divisions as
a final phase of control.

Another company, whose products are standardized, and fall
into the durable-goods classification, and are produced for stock,
programs its rate of operations as follows:

Projected schedules are tentative for one year ahead, fairly definite
for a month ahead, and definite for the ensuing week.

The foundation for preplanning is the analysis made by its sta-
tistical department, which follows closely all available information
on economic conditions having a direct bearing on the company’s
operations. At a specified time each year this department receives
estimates from all regional sales offices for the next year’s sales ex-
pectancies. These estimates are tempered by the statistical depart-
ment’s appraisal of general economic conditions, together with sta-
tistics of the entire industry, inventory and price trends of the
company’s basic raw materials, market conditions, and similar factors.

Based on this analysis, a forecast is made of sales, production,
and stock requirements by months for a year ahead. The department
then submits to the president a master operating schedule showing
units of each major class of products to be produced by each plant
for the next month. With the president’s approval, this schedule is
turned over to another department whose function is to see that plants
produce and the sales territories are supplied with the products neces-
sary to meet sales requirements. Incidentally, this latter control de-
partment reports directly to the president, thus giving the department
a status independent of both sales and production. Based on a con-
stant analysis of current inventories and sales trends by sizes, types,
and geographical areas, this department breaks down the approved
monthly schedule into production items and places specific orders on
the plants. Coincident with the definite weekly orders, the depart-
ment also gives each plant a tentative forecast for a month ahead.

A third company projects its operating program one year
ahead but places firm orders on its plants only four months in
advance. The production problems of this company are compli-
cated by an extensive line of products made up of many thousands
of component parts. Its procedure is as follows:
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Advanced planning is the function of a staff department reporting
to the sales vice-president. From a division of the comptroller’s of-
fice this department receives economic forecasts in terms pertinent
to company operations. This information, coupled with estimates
submitted by branches over the country, provides the basis for es-
tablishing a twelve-month sales estimate broken down into product
lines. The head of the department submits and explains this estimate
to a committee consisting of the vice-presidents of manufacturing,
purchasing, and sales, the treasurer, and the comptroller. This agency
determines the final sales estimate.

From the gross figures are deducted plant and warehouse stocks
in order to derive the projected manufacturing schedule. This sched-
ule provides the manufacturing department with an over-all picture
for the ensuing year but is not an authorization to produce. Firm
production orders are issued four months in advance and allocated
to specific plants with stipulations covering product items and deliv-
ery dates. The follow-up of production, both as to time and items,
is a function of the same staff department.

A somewhat different procedure is followed by another com-
pany whose products are manifold, about half being made to
special order, and all of the durable-goods classification:

The organization plan of this company is of the product-division
type. Much latitude is permitted division managers with respect to
advance planning of operations which are programmed definitely by
months for three months ahead. Ultimate check is provided through
budgetary and profit-and-loss control.

Because of the high degree of decentralization in programming
future operations, it is necessary to provide divisional managers with
more significant economic forecasts and better forecasting methods
than they could develop individually. A central economic staff di-
rectly responsible to the president has accordingly perfected a tech-
nique for measuring the probable business trend in terms of the com-
pany’s own line of products. Despite the statistical technology
involved, the system has been simplified, set up in book form, and
made available to division managers for their guidance in forecasting.
The economic staff prepares its own over-all company estimates, using
the same forecasting method. From divisional and departmental
heads advance estimates are gathered quarterly coverihg three periods
of six months each—a total of eighteen months. The composite fore-
cast is then sent to all managers to give a uniform basis for guiding
and adjusting their own thinking.
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INVENTORY ASPECTS

For the purposes of this discussion inventories will be sepa-
rated into two classes: (1) raw materials and purchased items,
and (2) finished goods and fabricated parts. Control of the first
group is tied in with procurement policies, while control of the
second group is an integral part of advance-planning operations.

A large group of the participating companies have simplified
the control of raw material and other purchased inventories by a
policy of buying as needed. Another group of the companies en-
gages in forward or market buying of basic raw materials. Inven-
tory control in these instances is a function of general manage-
ment. Maximum and minimum limits are frequently established,
within which the purchasing staff has freedom of action. More
often, however, the control is centered in a committee of major
executives, which acts upon such economic and technical informa-
tion as may be provided by staff departments. In an occasional
instance extraordinary advanced commitments are submitted to
the board of directors for approval.

Finished-goods inventories are planned and controlled in most
of the companies as a specific phase of determining future rate of
operation. This is a particularly important feature of advance
planning with those companies whose products are reasonably
standardized and whose sales are seasonal. The kind and amount
of finished inventory are scheduled quite as definitely as the rate
of production. Hence, whatever procedure is instituted to estab-
lish and control rate of operations will include finished-goods in-
ventories as well. One company uses the simple expedient of
limited storage space as a control of inventories for both raw
materials and finished products. While this plan seems to work
satisfactorily in this instance, there is little to commend it from
a scientific standpoint.

STABILIZATION ASPECTS

A conscious effort is being made by many of the participating
companies to stabilize production and employment over periods
of both seasonal and cyclical fluctuations. Maintenance of a quali-
fied and contented personnel, better operating performance, lower
costs, and recognition of social responsibility are the main objec-
tives. A reduction in the payments under the unemployment-insur-
ance tax is usually a distinctly secondary reason.
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Production to stock is the customary method of cushioning the
seasonal ups and downs of sales. Shut-down vacation plans, vary-
ing working hours, a sliding scale of discounts on advance orders,
and paying salesmen a bonus for off-season sales are a few of the
other expedients used.

Softening the effects of cyclical fluctuations is a much more
challenging problem. Production for stock is effective on a short-
range basis, but impracticable for the long sweeps of the business
cycle. However, among the participating companies, many of
which are in industries subject to the most violent of swings,
positive steps have been taken to stabilize operations, with particu-
lar emphasis on job security. Pre-eminent among such efforts is
the policy of guaranteed employment. Fortunate indeed is the
company whose line of products, method of distribution, financial
situation, and methods of control permit such a policy.

Long-range forecasting receives most frequent mention as an
aid toward stabilization. Several companies assay the value of
forecasting in the following terms:

It enables projected operations to be translated into terms of
needed manpower.

It avoids building up an abnormal plant and working force which
cannot be sustained.

It prevents expansion to accommodate boom peaks; an adherence
to a normal program of expansion is followed even at the loss
of some business. It guides the management in its policy of
keeping production facilities just short of sales requirements
and of buying to cover excess requirements.

Other stabilization practices used to greater or lesser extent
among the participating companies include the following:

Establishing a stabilization fund during good times to be used for
semi-relief purposes during dull times, e.g., giving four days’
pay for three days’ work.

Withholding introduction of new products so as to build up sales
when business conditions sag.

Deferring or spreading certain major capital and maintenance
projects which can be used for fill-in work during slack times.

Varying the proportion of construction and maintenance work
handled by outside contract, to offset variations in the labor
demand.
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Setting aside funds during active periods to cover the cost of con-
structing projected, but not immediately needed, facilities dur-
ing dull periods.

Recording worker versatility to permit job switching and inter-
departmental transfers.

Guaranteeing employment on a variable basis in accordance with
the length of service.



Section 4
CONTROL OVER ORGANIZATION

- A sound and clean-cut plan of organization is essential to facili-
tate the effective management of any enterprise. Only when they
understand thoroughly their respective parts in the whole picture
of management are individual executives and agencies able to de-
vote their full energies to the effective discharge of their proper
functions, avoiding the overlap and duplication of effort and the
confusion, friction, and working at cross purposes which invari-
ably result from lack of a clean-cut plan.

In only a few of the companies visited did it appear that or-
ganization design and clarification had received the attention it is
believed to warrant. As a result, in many cases, obviously capable
executives were observed to be more or less overburdened with
detail and, therefore, handicapped in discharging their respon-
sibilities.

Maintenance of a logical and effective plan of organization is
not a matter of chance, of “letting nature take its course.” It re-
quires continuous study, development, adjustment to changing
conditions, and review of actual practice to see that the plan is
properly understood and working effectively. Control over this
important activity is usually effected through:

Organization Planning Initiation and Approval of
Organization Charts Organization Changes
Job Specifications Periodic Review of Organi-
Control Specifications zation Practice
Organization Manual Organization Training

Staff Agency Required

ORGANIZATION PLANNING

In most companies, major consideration is devoted to planning
and designing the line of products which will best fit the market.
Relatively little attention, however, seems to have been devoted
to planning and designing the organization stracture to facilitate
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the management and control of the business. In this field, as in
any other, a sound plan is the better part of achievement.

While some companies recognize the need for a general over-
hauling and clarification of their organization plans, very little is
done about it, first, probably because they lack a well-qualified
staff agency to do the work, and, second, because any needed
major changes might impinge upon some of the major executives
or their ideas. In this connection, several of the participating
companies have in mind the development of an ultimate or “ideal”
plan of organization—not as it is, but as it should be—to serve
as a guide to the gradual strengthening and clarification of the
structure, as it becomes opportune to make changes, through re-

“tirements and other eventualities.. Thus, when changes are made,

 they will be made in the right direction and in the course of time
a clean-cut, rational plan of organization can be achieved without
any major disruption of personnel.

Comprehensive organization planning entails the following
procedure: - .. -\ s e

‘1. Keeping familiar with the best thought and practice along in-
dustrial organization lines throughout the country—through
review of the literature on the subject, and exchange of ideas

~ with other leading concerns.

2. Questioning and testing the soundness and adequacy of every
phase of the organization plan from a wholly objective view-
point, without being influenced by present pattern or personnel,
precedent or tradition. This involves the careful analysis of
present organization charts, functions, responsibilities, and
relationships.

3. Blocking out, in chart form, an “ideal” or ultimate plan which
will most effectively meet the basic requirements of the busi-
ness. This entails clarification of the various zones or levels
of management and the agencies which are to handle them,
making sure that the primary divisions of the company
(whether functional, product, regional, or staff departments)
are logical, distinct, and designed to facilitate effective man-
agement.

4. “Designing” and writing the specifications for each level of
management and each key job, or group of similar jobs; de-
fining and clarifying functions, responsibilities, objectives,
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limits of authority, and relationships with other parts of the

organization. (See “Job Specifications,” page 94.)

S. Comparing the ideal or ultimate plan thus designed with the
present plan, and noting and classifying the changes needed
to achieve the ideal pattern, as to (a) those which can ap-
propriately be undertaken at once, and (&) those which should
await a more opportune occasion, such as the retirement of in-
cumbent personnel.

It is believed that this process of analysis and clarification
applied to any organization plan cannot fail to develop many op-
portunities for further strengthening and improving the existing
structure, thus increasing the effectiveness of management.

ORGANIZATION CHARTS
Comparatively few of the companies surveyed have compre-
hensive company organization charts, graphically portraying their
plans of organization. Even some of the largest companies, with
world-wide operations and many subsidiaries, have no organiza-
tion charts to facilitate proper understanding and study of their or-
ganization arrangements. This condition is apparently due to lack
of appreciation of the need and value of such charts, reluctance to
indicate relative ranking of executive positions which might give
rise to dissention, or lack of staff assistants experienced in mak-
ing simple, effective charts.
> The companies which do have comprehensive organization
charts appear to have the soundest organization plans." Further-
more, in the course of preparing charts for the companies that did
not have them, many obvious organization weaknesses were
brought to light which would not be readily apparent except
through the charting process. It is therefore felt that“a good
organization chart for the company as a whole, with a break-down
chart for each major division, is an essential first step in the
analysis, clarification, and understanding of any organization
plan. Sample charts showing typical company organization plans

are shown following page 73.
In some companies organization charts are held very closely,

only a few top executives being permitted to see them. In other
companies all staff and supervisory employees are %n copies of
the general organization charts and a comprehepsiv@explanation
of the whole plan of organization. *These latter gncerns' consider
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that a proper understanding of the general organization structure
and the relationship of their own particular units to the whole is
an essential part of the training of these employees.* Certainly a
clear understanding of the general organization plan on the part
of key personnel is eminently desirable, and this would be difficult
to accomplish without the rather general use of suitable charts.

Incidentally, ‘the process of charting an organization plan is
one good test of its soundness, because any organization relation-
ship that cannot be readily charted is very apt to be illogical and
confusing to those working under it.

JOB SPECIFICATIONS

After the organization structure is planned, the next logical
step is to clarify and define the essential specifications and require-
ments of each level of management, each department, each com-
mittee, and each key job or group of similar jobs. This establishes
the conditions which, if fulfilled, will result in the contribution
by each job or agency of its proper maximum to the success of the
enterprise.

Such clarification of job specifications and requirements serves
the following important purposes:

+ 1. It gives each job holder a clear conception of his proper
part and relationship in the organization as a whole. This defini-
tion of just what is expected of him makes it possible for him to
concentrate his full energies and attention toward accomplishment
of these specific objectives.

v 2. It affords an invaluable basis for “breaking in” new ap-
pointees and training ‘them to meet the requirements of the job.

v 3. It provides a sound and logical basis for the periodic ap-
praisal and rating of individual performance and capabilities, in
terms of the requirements of the job.

" 4. It serves as an ideal basis for job evaluation so essential in
an effective plan of salary control.

In defining each job and writing its specifications to fulfill

these purposes, it is desirable to cover the following ground:

Basic functions.

Scope, indicating the general extent of jurisdiction.

General objectives or responsibilities in terms of conditions which
will be met when the job is well done. These general objec-
tives are sometimes supplemented by specific annual objectives
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arrived at in consultation between the job holder and his supe-

rior.

Means of control—how realization of these objectives is to be
measured.

Relationships with other units of the organization.

Limits of authority.

A typical specification developed along this line to,cover a dis-
trict sales manager’s position is shown in Figure 6.%To those who
have no such system of job,clarification, such an analysis might
appear rather formidable. “ft must be remembered, though, that
time spent in crystallizing the plan of operation for each key job
will be amply repaid through facilitating, and making easier and
more effective, the handling of the many matters and problems
with which that job is concerned.

The first spep in developing such job specifications is, normally,
to determine the present practice as to functions, objectives, rela-
tionships, and limits of authority for each agency, key job, or
group of similar jobs. From this information the rationalized plan
or specifications can be worked out to permit the job to function
most advantageously in its relation to the whole organization. It
normally falls to a staff agency, specializing on organization prob-
lems and working in close collaboration with the executives con-
cerned, to develop the required information and evolve the job
specifications.

CONTROL SPECIFICATIONS

¥ In the process of developing job specifications the need becomes
apparent for designing and clarifying the general plan of control
over activities with which each such position is concerned, such as
expenditures, appointments, and salaries. “Fhis need may be ad-
vantageously met through development of V{ontrol specifications,”
prescribing the general plan for controlling each such activity on
a company-wide basis. Such specifications should indicate the re-
spective functions, responsibilities, and relationships of the differ-
ent agencies having a part in the control of a given activity. They
should establish, by levels of management, the source and limits
of authority and the method to be followed in appraising results.
With such control specifications or “enabling atts”’ approved
for activities requiring company-wide control, it becomes an easy
matter to pick out the provisions relating to any one§<ey job and
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Sales Department

Job Specification No.......0e00

DISTRICT SALES MANAGER

(Western District)

BASIC FUNCTION.

Responsible to the general sales manager for distributing and marketing all company products in
the Western District (California, Oregon, Washington, Idaho, Nevada, and Arizona).

SCOPE (figures indicate approximate magnitude)
Business
- Potential business .......$10,000,000/yr.
Business enjoyed ........ 3,000,000/yr,
Operating Expenditures: $  560,000/yr.
Organization: Total personnel, 150
District sales manager ...... 1
Key assistants ....... vee
Branch managers ...
Salesmen ...... ceve
Warehousemen .....
Clertks ..ovvvenanss

Facilities:
District office «.ooovvinnnn..
Branch offices
Branch warehouses ...
Motor vehicles ...... .

* GENERAL OBJECTIVES AND RESPONSIBILITIES

1. To sell the largest possible volume which can be profitably
marketed at the prices prescribed by the home office. Quotas,
based on analysis of available business and accounts, to be
developed and agreed upon with the general sales manager and
incorporated in the annual budget.

Potential accounts ....... i 12,500
~ Accounts served v.iiiverinesesass 3,600

Control through

Comparison of sales performance
against budget.

2. To maintain a high standard of service, with the customers
thoroughly satisfied, the company well and favorably known,
and no complaints,

' Analysis of sales performance and

complaints.

3. To maintain all costs and p at a as repre-
sented by standard costs and reflected in the annual budget.

Comparison of actual against
standard costs and budget.

4. To develop and maintain a fully effective organisation with
fully qualified personnel, thoroughly trained in the requirements
of their respective jobs (as spcuﬁed in the organization manual),
and enthusiastically co-operating in their fulfillment,

Analysis of sales performance,
rating results, number and cali-
ber of men developed for pro-
motion, turnover, morale, and or-
ganization practice.

5. To be active in the promotion of impr ts in products,
methods, and facilities—abreast of the best-known practice.

Number and caliber of improve-
ments suggested or developed.

RELATIONSHIPS WITH OTHER UNITS OF ORGANIZATION
1. Directly responsible to general sales manager for performance of the above.

2. As member of general sales s il, r

ible for partici

1 .

in the , €O~

ordination, and solution of problems common to all districts.

3. Functionally responsible to sales comptroller for supervision of local clerical activities and for

conformance with prescribed accounting practices.

for co-operating in the clari-

4. Functionally responsible to sales organization and cost-control
flcation and co-ordination of organization plans, and for the d

and pli with suitabl

power and cost dards.

5. Functionally responsible to sales personnel manager for co-operating in the general personnel develop-

ment program,

6. Functionally responsible to general credit manager for conformance with established credit and

collection policies.

7. Functionally responsible to sales operating manager for safe and efficient operation and upkeep of

warehouses, motor vehicles, and other facilities,




LIMITS OF AUTHORITY
1. On expenditures.
All expenditures to be covered by annual or supplementary budget allowances approved by general
management, Within this general authorization, further restrictions are imposed as follows:
New facilities: May approve up to $25; above this, submit to general sales manager (Attn. sales
operating manager).
Maintenance: May approve up to $100; above this, submit to general sales manager (Attn. sales
operating manager).
General sales expense: Limited only by approved budget, except specific items as follows:
Policy adjustments (returns and allowances): May approve items up to $100; above this limit,
submit to general sales manager.
Disposition of obsolete and excess stock: May approve disposition entailing losses up to $100 per
lot; above this limit submit to general sales manager.
Donations and subscriptions: May approve up to $10; above this submit to general sales manager.
Purchase contracts, leases, etc.: No authority.

2. On personnel

Additions to force: To be anticipated in and limited by budget. Before hiring, clearance to be
obtained through sales personnel manager (a) that there are no suitable surplus personnel avail-
able in the company, (b) that there are no suitable employees elsewhere who should be considered
for promotion to this job, and (c) that prospects for Class F jobs (salesmen, etc.) or higher are
properly qualified.

Promotions and appointments: Full authority to fill jobs below Class F. Class E and F appoint-
ments must be approved by the sales persounel committee which will satisfy itself as to adequacy
of the nominee’s qualifications and give proper consideration to any markedly better-qualified

didates from elsewhere in the department. Appointments above Class E must be submitted
through the general sales manager for approval.

Dismissals for cause: No limitations.

Layoff and demotion on account of lack of work: Full authority to lay off personnel below Class F,
with under 10 years’ service and merit rating below “average.” Above this limit, clearance must
be obtained from the sales personnel committee to the end that the least-deserving employees in
the organization may be released.

3. On compensation
Wages: Full authority to apply established daily or hourly wage rates for prescribed work. All
changes in wage scales must be submitted through general sales manager for approval,

Salaries: Full authority to change salaries for positions below Class F within prescribed policies
and bracket limits. All salary changes affecting positions in Class F or higher, and all changes
in job classification to be submitted through the general sales manager for approval.

4. On sales prices and contracts
No authority to determine prices—responsible for maintaining prices established by home office. Has
full authority to execute sales contracts in accordance with approved form, terms, and prices.
5. On operating methods and policies

All changes in branch or district boundaries, plan of organization, or general channels and methods
of distribution must be submitted to the general sales manager.

The district manager is expected, however, to initiate r dati looking to ch of plans

or policies wherever, in his considered opinion, this would be to the company’s interest,

Note: Classes D, E, F, etc., refer to particular brackets of the company’s salary scale. Class D, for
example, includes positions with salary evaluation between $250 and $300 per month; Class F,
$200 to $225 per month,

Approved (date)

General Sales Manager
Director of Organization
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write them into the job specification for that position. For this
reason,‘the control specifications should be developed as soon as:
familiarity with the general plan and requirements of organization
permit. A typical control specification prescribing the plan of con-
trol over capital expenditures is shown on page 173.

* The staff agency primarily concerned should ordinarily take
responsibility for designing the general plan of control over any
such activity. ¥ Thus, the director of personnel would ordinarily
formulate the plans of control over the various important phases
of personnel administration. Organization aspects—including the
designation of appropriate control agencies, allocation of func-
tions, and delegation of authority—should logically be passed
upon by the agency responsible for the organization program as
to soundness and consistency with the general company plan of
organization. Finally, any company-wide plan of control should
normally have the approval of general management, or even of
the board of directors, if of sufficient interest or importance.

ORGANIZATION MANUAL

\ To systematize and facilitate control and administration over
the arganization aspects of management, and to insure that all
concerned have a clear conception of their proper parts in the over-
all picture, several of the con)pames have developed a comprehen-
sive organization manual. YA complete manual, of which only
pertinent portions need be issued to any one executive, logically
includes the following:

1. The ideal or ultimate plan of company organization—includ-
ing organization sttucture and specifications for major jobs and
levels of management, and projecting desirable changes to be
made as opportunity permits. This material would normally
have very limited distribution.

2. A comprehensive set of organization charts for the company
as a whole, with a break-down chart for each major division—
representing the current, approved organization plan.

3. Approved job specifications prescribing the functions, respon-
sibilities, objectives, limits of authority, and relationships of
each organization unit, including
Board of Directors Committees
General Management Field Executives
Divisional Management Key Jobs



CoNTROL OVER ORGANIZATION 99

4. Approved control specifications prescribing the general plan
of control over important problems common to all departments,
such as

Plan of Organization Wages and Salaries
Capital Expenditures Promotion and Transfer
Operating Expenditures Hiring and Dismissal
Manpower and Payroll Line of Products

Preparation and maintenance of the organization manual is a nat-
ural function of a staff organization departmenf working in close
collaboration with the executives concerned. "It is probably un-
necessary to emphasize the importance of clear thinking and ex-
pression and the avoidance of all unnecessary detail in the prepara-
tion of such a manual. It is generally conceded that the plan of
organization, establishing as it does the pattern of management,
warrants the attention of men of the highest caliber. In some
companies even the president or chairman devotes an appreciable
share of his time to this important work. In short, it is a job for
management, not a clerical assignment.

The same process of organization and function clarification
applies with equal propriety all down the line to the bottommost
job. In most cases this can appropriately be handled as a matter
of divisional or departmental development, following the general
pattern established for the management organization.

From the foregomg, it is self-evident tha¥ a well-designed or-
ganization manual is a very effective aid in (a) achieving and
maintaining a sound plan of organization, (&) insuring that all
concerned have a proper understanding of the general plan and
their proper parts and relationships thereto, (c¢) facilitating the
study of organization problems, (d) systematizing the initiation,
approval, and issue of necessary organization changes, and (e)
serving as an effective guide in connection with the training, rat-
ing, and compensation of key personnel. .

Two of the participating companies have done a splendid job
of organization clarification through what they term the ‘“‘consul-
tative plan of management.” Under this plan executives meet
frequently with their subordinates and staff assistants to consider
and discuss the problems of management, such as grganization
structure ; proper allocation of functions, responsibiﬁies and au-
thority; long-term objectives; measures of accomplishment; and
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procedure. Out of these discussions evolve the best possible plans
for the solution of these management problems. The plans thus
derived constitute the organization manual This process of “self-
determination” has been found to be very stimulating and effective
in clarifying viewpoint and understanding, and in contributing to
the training and development of the key personnel who participate.’
It is believed, however, that such a program is a logical supple-
ment to, rather than a substitute for, an able staff agency concen-
trating on organization matters. Such an agency, responsible for
developing the general pattern of organization and for guiding,
co-ordinating, and assisting the efforts of divisional executives
within this field, should contribute materially to the speed and ef-
fectiveness of the program for clarifying organization.

INITIATION AND APPROVAL OF ORGANIZATION CHANGES

The initiation and formulation of changes in the plan of or-
ganization may arise from within the department or division con-
cerned or may result from organization planning, surveys, and
similar directed studies. In any event, it is desirable that all im-
portant proposed changes be carefully reviewed as to basic sound-
ness, harmonious relationship with the existing company plan, and
conformance with the ultimate plan of organization." This analyti-
cal function is normally assigned to the organization department
in companies that have such an agency.

Practice in regard to approval and authorization of organiza-
tion changes may be summarized as follows:

« 1. The general plan of organization for the board of directors
is usually prescribed in the by-laws. Within the latitude thus pro-
vided, the board normally establishes its internal organization and
prescribes which functions, responsibilities, and limits of authority
it wishes to reserve to itself and which to delegate to general
management.} As a rule, it also approves the general plan of or-
ganization for handling the general-management function and
passes upon major changes in the plan of divisional organization,
such as the creation of a new major division, or a change from a
functional to a product-division basis.

_ 2.vSubject to the board’s interest or approval, general manage-
ment normally works out the plan for handling its functions, as
delegated by the board. ' General management also prescribes the
basic plan of divisional organization and the functions, responsi-
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bilities, and limits of authority of divisional executives. In some
companies, it also concerns itself with major changes within a
division, such as increasing the number of major sales districts.
v3. Within the broad pattern of company organization and
specific limitations imposed by general management, divisional
executives are normally free to make any adjustments considered
necessary in their organization plans, As a rule they personally
approve any important changes within their respective divisions.

Proposed changes which affect the interests of other divisions or

*the general company plan are referred to general management for
approval.

In this connection, one or two of the participating companies
have not only a central organization department, but also have af-
filiated divisional staff agencies available to advise and assist divi-
sional executives with their organization and control problems.
This arrangement, injecting a common approach and viewpoint
into the consideration of organization matters, tends to insure that
changes approved within a division are consistent with the present
and projected plans for the company as a whole.

\ In companies having organization manuals, changes in organi-
zation are ordinarily submitted for consideration and approval in
the form of revised sheets for the manual. In one company, all
changes in organization, position, title, or salary are referred by
the divisional executive concerned, through a staff agency special-
izing in the analysis of organization and salary problems, to the
salary committee (consisting of the president and two general
vice-presidents) for approval.~ The staff agency then handles the
drafting and distribution of all announcements, notifications, and
necessary changes in the organization manual, thus assuring proper
uniformity and effectiveness.

PERIODIC REVIEW OF ORGANIZATION PRACTICE

v Even with a sound basic plan of organization, there is definite
need for a periodic review to see that practice and understanding
are in accordance with the plan as intended and to note the need
for adjustments in the plan to meet the changing requnrements of
the business. At best,'it is a difficult problem to mak<ertain that
all executives throughout the organization have the proper under-
standing and viewpoint in regard to the general plan of organiza-
tion and management, and their logical parts in it.” Thus even with
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the best of intentions, there is apt to be a divergence of practice
which militates against the effective and harmonious working of
the plan as a whole.

\ Perhaps the most effective way to determine how well the plan
of organization is functioning is to review the demands upon
executive time and attention in each key office, taking into account
personal contacts, telephone calls, reports, and correspondence, and
considering the adequacy of presentation and action taken in each
case. Such analyses should disclose any weaknesses of organiza-
tion plan or practice and suggest means of protecting and relieving
the executives concerned of all matters which do not justify their
attention. This process is described more at length on page 199.

v Another approach in checking organization effectiveness is
through analysis of actual control procedure covering such matters
as operating expenditures, capital expenditures, manpower, ap-
pointments, and salaries. Finally, an excellent check on organiza-
tion practice can be made in conjunction with the comprehensive
analysis of all operations and activities undertaken as a basis for
determining cost and manpower standards.

Such methods should effectively bring to light for correction
and improvement needs and weaknesses in organization plan and
practice. They should thus serve as a basis for making sure, first,
that the plan as set up in the organization manual is adequate and
fitted to current requirements, and, second, that through proper
understanding and use, full advantage is being taken of the plan
to facilitate the management of the business.

ORGANIZATION TRAINING

Top management, advised and assisted by organization spe-
cialists, and consulting with the executives concerned, may devise,
prescribe, and maintain a sound plan of organization along the
lines outlined in the foregoing paragraphs. However, full organi-
zation effectiveness requires the intimate understanding, close co-
operation, and intelligent application which can come only through
systematic training of the entire executive and supervisory per-
sonnel in organization principles and practice.

One or two companies have made notable progress in this di-
rection by enlisting the active interest and participation of execu-
tive, supervisory, and supporting personnel in the consideration
and formulation of organization and control plans. This is done
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through periodic conferences which are a part of the training and
development program conducted by these companies.

STAFF AGENCY REQUIRED

The foregoing discussion establishes the fact that control over
organization is one of the most vital problems of management.
Moreover, the problem is continuous and not intermittent. As with
any other problem of management, its control must_l_)_q a specific
responsibility of some agency. In a large enterprise the prob problem
assumes such proportions, if handled adequately, that it is a full-
time assignment, not of an individual, but of a staff department
comprised of qualified personnel under able direction. The very
nature of the problem and its manifold aspects suggest that the
responsible agency report to the president or the general-manage-
ment group. Several of the conipanies studied have set up staff
agencies of this kind.

For further details as to the logical plan of organization and
functions of such an agency, see “Staff Organization,” page 49.
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CONTROL OVER QUALITY OF KEY
PERSONNEL

Just as it is important to design the plan of organization to

facilitate and meet the needs of management, so it is essential to
develop personnel who can come as close as practicable to meeting
the requirements of the positions which constitute that organiza-
tion, and so to assure its full effectiveness.
v It is recognized that the personal element necessarily plays a
large part in selecting men for key positions, and the ideal specifi-
cations as to individual qualifications, background, and experience
are more often only approached than completely met. However,
experience clearly shows that a great deal can be done toward de-
veloping men who can adequately meet essential job requirements
through having a clear idea of what those requirements are and
then using this as a guide in the various phases of personnel ad-
ministration. While most of the participating companies seem to
recognize the importance of this problem, only a few of them ap-
pear to have programs that are fully co-ordinated and effective.
Others rely largely upon the initiative and judgment of individual
executives, often with far from impressive results.

The most effective plans observed in this study have many or
all of the following features in common :

Careful selection of candidates for training

Comprehenswe trammg to meet job requirements

Gradual, systematic development ’Eﬁrouéﬁ— §e“l€-cted _positions of re
"~ sponsibility .

Thorough, periodic rating of individual performance and capa
bilities in terms of job requirements o

Effective control over appointment to responsible positions

Disposition of those proving inadequate in key positions

Definite _assignment of responsibility for developmg, guiding, anc

co-ordinating the entire program
104
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Practices among the participating companies in regard to each
of these important aspects of control over quality of key personnel
are outlined in the following paragraphs.

SELECTION

The first step in developing an adequate supply of well-qualified
talent for ultimate placement in responsible positions is that of
selection. A few companies still rely largely upon rank-and-file
personnel, hired at random, who have gradually, over the years,
achieved some measure of distinction over their fellows, for suc-
cessive advancement to all positions of responsibility. Nearly all
the concerns studied emphasize the importance of developing and

selecting rank-and-file _employees, wherever possible, to fill the

more desirable positions for which they can adequately quallfy,
thus providing needed incentive and outlet for the best men in
this bracket. They do not, however, confine their selection to this
group.

About half the companies make a , practice of taking a substan-
tial number of selected college graduates into the organization each
year for training and ultimate development as salesmen, staff men,
supervisors, and executives, according to their talent‘s. Adminis-
tration of this activity is generally centralized in the personnel
department.

In ten of the companies, representatives visit leading univer-
sities and technical schools each spring to interview, interest, and
finally sign up the selected graduates, either at the schools or later
at company headquarters. This function is usually performed by
the director and /or assistant director of personnel, although in
many cases candidates are finally interviewed and passed upon by
several interested executives before they are actually hired.

Two major companies discontinued the scouting of talent,
preferring to make their selections from applicants who come
to them for employmcnt \This method has been adopted, first, be-
cause it tends to assure that the recruits really desire to work for
a particular company and have not just been talked into it ;second,
because through previous extensive recruiting these companies had
found themselves unable to provide suitable opportunities for such
a large number of exceptional new men each year; and, third,'as a
result of the depression and their wide reputation as desirable com-
panies for which to work, they are able to secure an adequate sup-
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ply of high-grade men from the many who make application. Even
these companies admitted, however, that during good times they
might have to resume scouting in order to secure the number and
caliber of men required.

The number of exceptional prospects secured in this way by
individual companies runs from half a dozen to several hundred a
year. In most cases the total number is based upon definite depart-
mental estimates of the number required to maintain an adequate
supply of “‘come-along” material in training, and the number of
suitable training jobs available. In this connection,*some compa-
nies which formerly inducted up to five hundred such recruits into
their organization each year, have found themselves oversaturated
with talent in relation to the promotional steps available. As a
result, many of these high-grade trainees have become dissatisfied
with their lack of progress. These companies have accordingly
reduced the annual intake of such talent until they can absorb and
provide adequate opportunity for the men they now have.

One company, whose entire plan of management is outstanding,
has a particularly effective program for assuring that an adequate
supply of high-caliber talent is inducted into the organization each
year. This company believes in hiring the best prospects obtainable
and makes every effort to weed out inadequate candidates during
the process of selection before they are hired, rather than wasting
time and money in putting them through its comprehensive train-
ing program and then finding them deficient. In one year, for
instance, the personnel manager and his assistant visited forty of
the leading colleges and technical schools throughout the country,
interviewed approximately twenty-five hundred prospective gradu-
ates commended to their attention, and offered application blanks

"to about two hundred fifty of the best prospects. These applica-
‘tions (with photographs) were then reviewed with the company
“executives concerned, who selected the one hundred fifty most
- promising for personal interview. These one hundred fifty from
all over the United States were invited to come to the home office at
company expense, where they were personally interviewed and ap-
praised by these same executives. The best one hundred forty (the
cream of the twenty-five hundred) were finally hired. As a result
of this procedure the company has secured a remarkably high per-
centage of able men whose engagement is usually permanent,
In another company the industrial relations department, headed
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by a vice-president, is expected to be on the lookout for excep-
tional talent, either recent graduates or more experienced men, and
to take them onto its own payroll if need be, until they can be
placed in other departments to advantage. For example, this de-
partment recently hired and placed at $600 per month an outstand-
ing prospect for development into a works manager’s position,
keeping him on its own payroll until the division management con-
cerned was thoroughly sold on his value.

In another company the vice-president in charge of operations,
impressed with the need for developing able men for key positions
in the organization, personally scouts and hires for training and
development up to a dozen outstanding men each year from the
leading schools and from other sources. He also takes an active
personal interest in the actual training program for these men.

Another company makes extensive use of mentality and apti-
tude tests which it has found to be quite dependable as an aid to
judgment in appraising candidates. It has decentralized responsi-
bility for recruiting and hiring prospects, relying upon home office
review of application forms, photographs, and the results of these
tests for necessary co-ordination and control.

While most of the companies make a practice of training and
developing their own men for key positions, a few occasionally
resort to hiring outsiders, who have already made their mark, to
fill particular jobs for which adequate talent is lacking within the
organization. As an example, several companies have hired expe-
rienced public accountants and industrial engineers who have pre-
viously worked for them on a professional basis. Others have
hired automobile company executives who could bring them an
authoritative knowledge of mass production and assembly-line
methods. All recognize the hazard to morale in bringing outsiders
in to fill respon51ble positions toward which insiders mlght rea-
sonably aspire. One company learned from painful experience that
this situation becomes acute when the ousider, failing to develop
the loyalty and support of his newly acquired organization, is per-
mitted to bring in a clique of his former associates upon whom he
feels he can rely with greater confidence.

TRAINING
After insuring an adequate supply of potential talent within the
organization, the next step in achieving a uniformly high caliber
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of key personnel is through training. The need for training ap-
phes to all positions from top to bottom. Just as the workman
needs to be taught how to handle his job most efficiently, so every
superv1sor needs to learn how best to perform his supervisory
functions Even managers and presidents are not born as such,
and can profit fit from studying the most effective methods of man-
agement.

v Often, it is assumed that because a man has been on the job a
long time there is nothing further he can learn about it. Yet there
is hardly a job that cannot be made more effective through analy-
sis of its reqmrements and learnmg how to meet them to best ad-
vantage. Many men in key positions are heard to remark, in effect,
“No one has ever really shown me how to handle this job; I'm
just doing what I saw my predecessor do. If he was wrong, I'm
probably wrong too.”

To meet the need for training, some companies have, at con-
siderable expense, set up a company school with a wide variety of
general courses available to all who were interested. In most cases,
this effort is considered to have fallen short of the mark, scattering
the shots too promiscuously—spending time and money to train
employees in subjects for which they might have little aptitude or
ultimate chance for use, and thus raising false hopes.

The general consensus among the companies which have com-
prehensive programs is that the most profitable and effective train-
ing is training on the job for the job, as well as the training of
selected candidates for the job ahead. This type of training is
specific and purposeful rather than general and abstract, and is
fundamental to the interests of both the individual and the com-
pany; it shows each man how he can do his job better.

Obviously, the first requirement in any such program is a clean-
cut conception and definition of the proper functions, responsi-
bilities, relationships, and objectives of each job, as provided in a
comprehensive organization manual. The training process.then
consists of seeing that each man understands and knows how to
do his job, that is, how to discharge his proper functions and re-
sponsibilities and meet his objectives. At the same time, individual
deficiencies disclosed by periodic ratings become the object of
special coaching or assistance.

Such training is a primary function of management. While
staff-training divisions, conference leaders, and special training
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courses all have their essential parts, there is no substitute for the
active interest and participation of the entire management organi-
zation in assuring the full value of any training program. Just as
it is the natural province of a foreman to train each man for his
job, so is it the proper function of the superintendent to train his
foremen, of a manager to train his superintendents, and of a gen-
eral executive to develop his managers to full effectiveness.

Training practices in the companies surveyed are discussed
below under the following captions:

Student Training
Supervisory Training
Executive Training

Student Training

Practically all the companies that take in a substantial number
of selected graduates each year have a cofprehensive training pro-
gram. This is designed to fit these men, together with any promis-
ing material from within the organization, as rapidly as possible
for productive work as salesmen, staff men, or minor supervisors.
From this general level they normally progress to positions of
greater responsibility according to their talents and the opportuni-
ties available. These student-training programs are of three gen-
eral types:

1. Normal progress through earned promotion from job to job
2. Accelerated progress through brief assignment to selected jobs
3. Intensive training school

One company which does a splendid job in the selection, train-
ing, and development of all its personnel, relies upon the first
method, with normal, well-planned progress through successive
actual jobs, to develop its exceptional recruits as well as others.
Another concern states in its manual for employees: “Two funda-
mental principles govern this company’s training activities: (a) the
most effective training is training-on-the-job, combined with in-
dividual coaching; and (b) training is a continuous process, last-
ing throughout a man’s career with the organization.”

Most companies, however, attempt to take advantage of the
superior qualifications of these recruits to accelerate somewhat this
natural training process. In many cases this is accomplished by
successive assignment to a series of minor jobs chosen to give the
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trainee as wide a background and experience as possible within a
reasonable time, along lines which will be of greatest value in his
intended field. He is left on any job only long enough to learn
it, prove himself out under fire, and become familiar with the sur-
rounding operations and activities. This usually includes a year
or more through such factory jobs as helper, laboratory assistant,
timekeeper, and inspector, to acquire the general knowledge of
products and operations necded by men going into production,
engineering, accounting, or sales work. Trainees are expected to
make good on each job and are treated like any other workman.
They are carefully watched and rated by the supervisory staff. In
some cases, to avoid conflict with the unions or displacement of
regular workers, the trainees are assigned as extra men. Compen-
sation practice is divided between paying them the rate of the job,
or paying a special training salary. One company pays them the
rate of the job, representing what they actually earn, and then
gives them a supplementary check to bring them up to an estab-
lished training salary. In most cases trainees are expected to do
outside studying and some classwork, usually at night or Saturday
mornings.

‘One company, using this general plan, insists that all men
brought into home-office staff positions or going into sales work
have at least two years of such factory experience and a brief
period of training through selected gencral-headquarters offices.

In another company training-through-actual-work is supple-
mented by frequent contact and discussion with major executives.
The vice-president in charge of operations, who is active in re-
cruiting the talent to be trained, mcets periodically with the half-
dozen or more trainees at his home. In addition, he takes one at
a time on his frequent trips of inspection to the various operating
properties. This affords an excellent opportunity to appraise capa-
bilities and develop interests. All trainees likewise come into the
home office every Saturday to meet with the other major execu-
tives, in turn, for discussion of the various phases of the business.

The third and most accelerated general type of student train-
ing, applied most extensively to prospective sales personnel, is
through an intensive training school, in which classroom work is
given major emphasis, along with some opportunity to observe
and acquire a general familiarity with different pertinent opera-
tions and activities.
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One of the participating companies has a very effective plan of
this type, embodying the following features:

1. All trainees spend the first week going through a carefully
worked out orientation course conducted by the personnel depart-
ment (training division) and designed to give the students a good
general picture of company organization, operations, policies, and
products.

2. Those destined for sales are then put through an intensive
sales training course under the direction of an assistant general
sales manager. This involves study of products, prices, and selling
methods, including actual and sound-movie demonstrations of
good and bad practices. Considerable time is spent in factories and
laboratories. After nine months of such training, the trainees are
assigned to branch sales organizations where they serve a brief
apprenticeship in customers’ retail stores. They are then turned
over to selected regular salesmen, whom they accompany for one
or two months in order to observe how it is done, and are coached
in making their own contacts. Every two years thereafter each
salesman is brought to headquarters for a one-week “postgrad-
uate” conference to bring his knowledge of products, manufactur-
ing and selling methods, and general policies up to date. Major
executives meet with these conference groups.

3. After the one-week orientation course common to all train-
ees, those going into research or engineering are assigned to differ-
ent engineers to observe and help with projects selected to give
them as wide an experience as possible. This is interspersed with
observation of manufacturing and control operations and weekly
quizzes. By the end of twelve months the trainee is expected to be
fitted for work as a junior engineer.

4. The comptroller’s organization likewise has a carefully de-
signed two-year program which provides for working the trainees
through various factory and headquarters offices as clerks, so as
to make them familiar with the figures from source to final use.
Here again, the practical work is supplemented by special study,
quizzes, and group conferences.

Another company, using much the same plan, tries out pros-
pective salesmen on minor sales work in the field for a few months
to see whether or not they appear to have selling ability before
bringing them to headquarters for a six-week intensive training
course.
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Many companies have instructor-supervisors attached to each
sales district who break in new salesmen on the job, demonstrate
the proper techniques with actual customers, and then coach and
criticize the trainee’s own efforts. This process is repeated peri-
odically throughout the salesman’s career, the instructor spending
several days with each man on the job, demonstrating the proper
methods, pointing out weaknesses, and assisting in their correction.

Supplementing this proccdure, one company, with some three
thousand salesmen operating all over the United States, insists
that every branch manager spend at least one full day a week mak-
ing the normal rounds with one of his salesmen (in turn). Dur-
ing this contact he observes the salesman’s strength, corrects his
faults, assists with difficult accounts, and maintains a firsthand
acquaintance with the trade and its problems. This company like-
wise expects each regional manager to do the same for his branch
managers, maintaining a log to be sure that this is actually done at
the intervals scheduled.

It will be seen from the foregoing discussion that in most cases
the divisional managements concerned are expected to assume a
major part in the direction of training programs designed to fit
men for their respective operations, usually looking to the per-
sonnel department (training division) for general assistance and
co-ordination as necessary.

Supervisory Training

Many of the companies studied appear to appreciate the vital
position of foremen and other immediate supervisors as manage-
ment’s key men in assuring high quality, low costs, and satisfac-
tory employee relations. In general, these concerns have compre-
hensive supervisory training programs to develop such men to full
effectiveness and to impress them with their responsibilities as
members of management. Other companies were found to have
done very little along this line, except for casual individual efforts
or occasional meetings. In this connection it is considered sig-
nificant that among the participating companies, the two or three
that have experienced major labor troubles in recent years appear
to lack fully effective supervisory training programs. Without
adequate recognition and training, members of this important
group are often found to be wanting in loyalty and in their sup-
port of the management and its policies.
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While many comprehensive supervisory training programs
have been described in trade and technical journals, the following
plans or features observed during the survey appear to be of special
interest. One large company has a very comprehensive program
toward which it budgets some $70,000 per year, presumably to
cover the time of men attending the training conferences. De-
velopment, direction, and administration of the program is handled
by the different levels of the supervisory organization. All super-
visors, including department managers and sclected staff men,
participate in the training. A high-caliber training director enlists
the interest and support of general and operating executives and
generally guides and co-ordinates the program which is specifically
designed to help participants do a better job. This program em-
braces the following fields:

Principles of Organization: organization plan of the department
concerned ; the distinction between responsibilities and rela-
tionships of operating and staff departments.

Personnel Administration : existing policies and their background;
advance discussion of changes in policy; analysis and handling
of complaints and grievances; and similar matters.

Cost Control: proprietary viewpoint; purpose of accounts, analy-
ses, records; budgetary control plan and procedure; types of
expense and their control.

Quality Control: principles of quality control; inspection prac-
tices ; salvage methods.

Planning and Scheduling: explanation of the whole system of
production planning and stabilization, from the top down,
presented by those responsible.

Other companies have somewhat less comprehensive programs
along similar lines. Some of them appear to have made effective
use of training courses and material obtained from an outside
service specializing in this field.

In addition to basic student and supervisory training programs,
one company has three special features of particular interest:

1. Men promoted from the ranks into their first supervisory
positions are given a special two- to three-week preparatory course
of special training, usually at company headquarters.

2. The personnel and industrial engineering departments are
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used extensively as training grounds for men going into super-
visory positions.

3. All foremen, supervisors, and selected staff men from all
over the United States are brought in to headquarters every three
to five years, in groups of fifteen or twenty, for a “‘postgraduate”
training conference lasting one week. This is very carefully pro-
grammed to be of greatest value and inspiration to the men, widen-
ing their conception and knowledge of company organization,
policies, and management methods and objectives, as well as bring-
ing them up to date on product and process developments. The
major executives participate actively in this program.

While all the foregoing plans naturally emphasize to foremen
and other supervisors their community of responsibility and in-
terest with and as a part of management, two supplementary de-
vices are of especial interest:

1. Impressed with the fact that employee representatives fre-
quently meet with major executives in their private offices and then
gloat over their foremen who had never had that opportunity, the
senior vice-president of one company has recently inaugurated a
plan under which cach major works manager is expected to invite
all his supervisory people, in suitably sized groups, to lunch and
to spend part of the afternoon in his office informally discussing
their common problems. The vice-president himself started the
ball rolling by bringing groups of foremen from a near-by plant
to his New York office. The response to this plan has been most
enthusiastic.

2. In another congern which has its headquarters at the main
plant, the president, vice-president of manufacturing, treasurer-
comptroller, and budget director meet with the foremen once a
week for two to three hours to discuss such matters as current
problems, present and proposed policies, and costs. The super-
visory staff also has lunch every day with the top executives.

Executive Training

Some companies appear to trust to luck or sporadic individual
efforts to produce adequately qualified candidates for executive
positions when they are needed. Other companies, impressed with
the value of having only the highest-caliber personnel in every ma-
jor position, have a well co-ordinated training and development
program to this end. This assures an adequate supply of candidates
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who have the requisite personal qualifications, training, and back-
ground to make them fully effective in the positions for which
they are in line.

Executive training has two important aspects. One is to train
executives to function most eﬁ'ectwely in their present jobs. The
other is to provide, through successive appointment to selected
posmons in different departments, the wider background and ex-
Rerlence which may eventually qualify them for hlgher executive
positions. Both these activities fall within the natural province of
management, to direct the program and, through contact with their
subordinates, to take an active part in their development. In both
cases, training-on-the-job is of primary importance. Here again,
clarification of job requirements is a first essential.

Many companies attempt to earmark their potential executive
talent or promotable material. Executives are expected to devote
special attention to the progressive development of such men
within their organizations and their progress is the subject of
periodic discussion with major exccutives.

Some of the co-operating companies insist that each executive
train an adequate successor as a condition precedent to his own
advancement. To this end, one company goes to the length of in-
sisting upon double desks for all executives, with a candidate for
ultimate responsibility sitting opposite, usually functioning in a
“foot-loose,” “‘assistant-to” capacity. Even the president follows
this practice, with a high-caliber assistant sharing his own double
dcsk While admlttmg that the practlce of maintaining these extra
training positions is somewhat expensive, the company feels that
the benefits far outweigh the costs."’Advantage is taken of oppor-
tunities to send these trainees out to the field to investigate prob-
lems and to rclieve field executives during their vacations, thus
cupplementmg their inside training.

Two of the participating companies do a most impressive job
of training executives through use of the so-called consultative
plan of management. Under this plan of sharing management
problems and responsibilities with subordinates, functions and ob-
jectives as well as methods and measures of accomplishment are
clarified through joint discussion and agreement. This gives each
man a clear conception of the requirements of his job and the best
thought of his principals and associates as to how to discharge
them.
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Another company achieves something of the same effect
through close contact between subordinate executives and their
principals in connection with its five-year planning and develop-
ment program (see page 207).

In still another company, the top executives meet monthly with
from fifty to two hundred of the key operating and staff heads
to discuss problems of major concern, review proposed changes in
policy, and develop and co-or Jinate the thinking of their key men.

DEVELOPMENT THROUGH RESPONSIBLE POSITIONS

As to the second aspect of executive training—progression
through selected jobs to widen experience and familiarity—the
following practices are most interesting:

1.*A number of the companies follow the progress of their
promotable material closely, and when, through periodic appraisal,
they feel that a promising man has realized the full measure of
training and experience from his present assignment, they try to
find a suitable promotion or arrange a lateral exchange (“swap’)
of JObS “In either event the objective is to widen the individual’s
experience and provide an opportunity for his continued growth.
In making appointments, such companies frequently try to make
as many logical shifts of key prospects as practicable in order to
multiply the number of opportunities for further development.

2. Many concerns recognize the special training value of work
in certain jobs and departments which afford familiarity with a
wide circle of activities, such as organization work, industrial en-
gineering, cost control, personnel activities, and the various “as-
sistant-to” jobs. Full advantage is taken of the opportunity to
rotate promising men through these departments in connection
with their long-term training. In the same way, service in a sub-
sidiary company may afford familiarity, on a smaller, simpler scale,
with most of the problems of the parent company.
one large company gpnsxders not so much who can most quxckly
fill a particular job (usually the “next-in-line”), but who will
plOﬁt the most through the experience and training which the
opportumty affords, and so be of greatest ultimate value to the
company. To this end, it considers all individuals throughout
the department at the level next below the vacancy and selects the
man who, in its judgment, would get most out of the assignment.
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'In the case of the more important positions, this consideration
extends to qualified men throughout the company. It is assumed
that within a few months an able man, with the help of his asso-
ciates, can learn to handle the work. No difficulty is experienced
through disappointment of the “next-in-line” or “heir apparent,”
1s all key men know the system and are hopeful of appointment not
only to the one position directly ahcad but to any of the many posi-
sions on the next higher level. The result of this practice is that
:xecutives have a remarkably comprehensive knowledge of the
sperations and of the key personnel throughout the company.

In order to crystallize and effectuate the program of executive
development through service in a logical succession of well-selected
assignments, it is desirable to consider and record for each key
position in the company the training jobs or fields in which the
candidate should preferably have served, indicating the logical
order of promotion where practicable. For instance, if the key
position carries major responsibility for production, costs, and
labor relations, it would be considered desirable for the candidate
to have had some experience in the production, industrial engi-
neering, and industrial relations departments. While such speci-
fication would of course not be on a hard and fast basis, being
subject to the availability of openings and other considerations, it
would tend to systematize the development program and so make
it more effective.

RATING OF PERSONNEL IN KEY POSITIONS
One of the most important and fundamental requirements in
a sound and equitable program of personnel administration is the
thorough periodic rating or appraisal of individual performance
and capabilities on the job. Important as this is in the case of
rank-and-file personnel, it becomes doubly significant in connection
with staff, supervisory, and executive positions, where errors in
selection and deficiencies in performance are of maximum conse-
quence. As applied to this group, comprehensive personnel ratings
serve as an invaluable guide and basis for
Early discovery and elimination of unsuitable men.
Recognition and correction of weaknesses through helpful discus-
sion, special training, and more suitable placement.
Discovery of talent, and with the most advantageous training,
development, and placement thereof.
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Bringing to attention the “forgotten man” who needs or deserves
- promotion, change of placement, or increase of pay.
Selection and appointment of best-qualified men to key positions.
- Disposition of inadequately qualified men in key positions.
Equitable compensation of individuals within ranges appropriate
to the job.
" Stimulation of morale through assurance that recognition is based
on merit only.
Stimulation of supervisor’s interest in personnel administration.
Establishment of a permanent record of employees’ qualifications,
avoiding sole reliance upon personal knowledge of supervisors
_ who may be shifted.
+Generally assisting management in maintaining and improving the
quality of personnel in all responsible positions.

Practically all of the co-operating companies make some at-
tempt to size up\fﬁeir key personnel from time to time. Where this
function is left to individual initiative, judgment, and method,
however, results are likely to be inaccurate, inconsistent, and un-
reliable. Even with a systematic rating plan, overcomplexity, im-
properly quahﬁed raters, and the tendency of preconceived judg-
ments, pre;udxces and partialities to influence appraisals may
seriously impair its value unless special precautions are taken. A
few of the companies have developed very effective rating plans,
in some cases extending to top executives. Many of the other
companies recognize the limitations of their present efforts in this
field, and look with interest to learning of other more effective
plans. ‘
From observation among the companies studied, the follow-
ing considerations, applicable to the rating of personnel at all
levels, are of primary importance.

Appraising Performance in Terms of Job Requirements

Just as the most effective training appears to be training on
the job to meet the requirements of the job, so rating to determine
how nearly these requirements and objectives are being met seems
to be the soundest basis for appraising performance. Such ratings
are practical and concrete and are in terms which management can
do something about; they are not theoretical generalities.

This process is greatly facilitated through the use of job specifi-
cations, which establish the major objectives and means of meas-_
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aring their realization, for each key job /)r group of similar JObS

Rafing sheets are de51gned and co-ordinated for use in appraising

accomplishments in terms of these objectives. For example, basic

objectives common to all supervisory positions, and forming the
basis of the rating sheet for such positions, might include

1. Accomplishment—getting the required work done satisfac-
torily as to quantity, quality, and time.

2. Costs—keeping costs at a minimum.

3. Betterment—developing improvements in methods, products,
processes, facilities, or other fields.

4. Personnel-—making sure that every job is filled by a well
qualified, thoroughly trained employee, fully understanding
and enthusiastically discharging the proper functions and re-
sponsibilities of his job.

While deficiencies in personal qualifications such as initiative,
judgment, leadership, and personality may be of interest in ex-
plaining why these major objectives have not been met and what
is to be done about it, and thus may be worth noting on the rating
sheet, the extent to which job objectives are being realized is the
primary consideration in appraising performance.

Appraising Potentialities and Best Placement

After rating performance on the present job, any comprehen-
sive appraisal should also take into account, as an entirely separate
consideration, what line of work the employee is best fitted for and
what are his ultimate prospects. This will serve as a guide toward
placing and developing him to best advantage both to himself and
to the company. This portion of the appraisal should logically
cover such questions as the following:

1. Does employee appear to be naturally fitted for his present line
of work?

2. If not, for what other job or line of work does he appear to be
best fitted ?

3. For what higher jobs, both in this and other departments, does
the employee now appear to be a properly qualified candidate?

4. For what type and level of responsibility does the employee ap-
pear to be an ultimate prospect, e.g., foreman, superintendent,
manager, specialist?

5. Through what succession of jobs should the prospect advance
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in order to round out his experience and training and develop
his full potentialities?

Well-Designed Rating Forms

The consensus of the best thought and practice among the par-
ticipating companies as to design of rating sheets is as follows:

1. Simplicity.—They should be kept as simple as possible con-
sistent with the essential information to be developed.

2. Concreteness.—As indicated above, they should deal in
concrete terms of job requirements rather than theoretical gen-
eralities.

3. Uniformity.—They should be uniform as to general scope,
viewpoint, and form for all departments of the company, thus
facilitating advantageous placement, transfer, and promotion be-
tween departments.

4. Co-ordinated Series.—While preserving uniformity as to
basic form and scope, rating sheets should be adapted to the par-
ticular needs and nomenclature of the different well-recognized
fields in order to assist the raters in appraising performance and
capabilities. Thus, there might be a series of well co-ordinated
rating sheets applicable to such fields as management, supervision,
selling, technical work, clerical work, and production

5. Gradations.—The most common practice is to use five
gradatlons in appraising each job factor or objective, representmg

“exceptional,” “better than average,” “average,” “below average,”
and “poor” performance, respectively. This appears to be consist-
ent with the general accuracy of the rating method, as the use of
fewer gradations lacks specificity, while a greater number becomes
unnecessarily elaborate.

6. Gradation Descriptions.—Many companies characterize and
describe the different gradations under each qualification in order
to assure accuracy and uniformity of judgment in making ap-
praisals. A few concerns go further and scramble the order of
gradation under the different qualifications so that raters will not
let their over-all judgment of a man influence their appraisal of
each qualification. While possibly justifiable in some circum-
stances with untrained raters, this practice appears unnecessarily
confusing and prevents a quick appraisal of each man’s strengths
and weaknesses from his rating sheet.

<. 7. Numerical Evaluation or Weighting.—A fter the apprais-
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als have been made, many companies resolve them to a numerical
basis, through assignment of points to the various qualifications
and gradations, according to importance, in order to facilitate
ranking and grouping.

8. Final Ranking and Grouping.—Many companies finally
grade their different classes of personnel on the basis of their
numerical ratings. into five groups, corresponding with the grada-
tions described above, as follows:

Top 5 percent = Exceptional

Next 20 percent = Better than average
Next 50 percent = Average

Next 20 percent = Below average
Bottom 5 percent = Poor

While these percentages may vary somewhat in smaller groups,
experience in scholastic, business, and military circles indicates
that, in any large and representative group of individuals, the
proportions indicated should be reasonably accurate, affording a
good over-all check on the soundness of the ratings and providing
a common denominator to insure a uniform basis of appraisal
throughout the organization.

Consensus of Several Best Judgments

Many rating plans fall far short of meeting expectations be-
cause reliance is placed upon the judgment of one man, normally
the immediate superior, in making appraisals. Under this plan,
each supervisor or executive is handed a bunch of rating forms
and asked to rate his subordinates. As might be expected, results
are apt to be colored by the many differences in viewpoint, inade-
quate knowledge of rating principles, preconceived judgments, and
personal likes and dislikes. To get around this, several companies
secure independent appraisals from the several supefwsors and
executxves most familiar with each man’s work. These opinions
are then reconciled and co-ordinated, usually by the personnel
dePartment consulting as necessary with the individual raters, and
resolved into a final rating.

One company has made very effective use of the conference
method of rating to assure the uniformity and rehablhty of ap-
praisalss’ Under this plan, carefully selected and thoroughly trained
conference leaders or chairmen, usually from the personnel organi.
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zation to assure impartiality and proper viewpoint, meet with the
several supervisors and executives having closest familiarity with
the performance of the individuals to be rated. The chairman’s
function is to educate the raters as to rating principles and view-
point, to develop and co-ordinate the different opinions and judg-
ments through questioning and discussion with the other members,
to reconcile and record results, and, in general, to assure that the
ratings are sound and impartial, reflecting the true facts. As all
judgments are obtained from the supervisory members of the
group, the staff chairman need not necessarily be familiar with the
individuals rated. In order to do a good job, all raters are given
advance notice of those to be rated, together with copies of the
rating forms on which they may indicate their tentative opinions
prior to discussion at the meeting. In order to avoid preconceived
judgments, previous ratings should not be referred to until aiter
the new ratings are completed.

In appraising the more important managerial and executive
positions on this basis, it is usually desirable for the director of
personnel to function as the impartial chairman, soliciting and co-
ordinating the judgments of the several higher executives in best
position to appraise the performance and capabilities of the indi-
viduals in question. This arrangement has precedent in two of the
companies surveyed. In one, the director of personnel, in collabora-
tion with the sales vice-president and general sales manager, re-
cently rated all district sales managers and reviewed the ratings
with the president; in the other, the vice-president in charge of
personnel, in collaboration with the appropriate executives con-
cerned, each year rates the top two hundred fifty executives of the
company.

Effective Use of Ratings

Sound ratings and appraisals are of value only to the extent
that they are actually used as the basis for the following aspects
of personnel administration :

v 1. The individuals rated should be informed of their weak-
nesses and guided and assisted in their correction through special
training and supervision.
\~ 2. Improperly placed personnel should be reassigned to better
advantage.

Vv 3. Key employees who do not fully measure up to requirements
after repeated efforts toward their improvement should be re-



CoNTROL OVER QUALITY OF KEY PERSONNEL 123

moved from these positions in order not to jeopardize the effective
functioning of the organization.

v4. Candidates for promotion and appointment should be se-
lected from among those shown to be outstanding on the basis of
sound appraisals.

5. Financial recognition can be advantageously accorded on
this basis.

6. Once a year the director of personnel should submit a re-
port to general management covering progress and results under
the personnel-development program. This report, based upon a
comprehensive analysis of the annual ratings, should indicate, by
departments and levels, the extent to which key jobs are ade-
quately filled and properly backed up and the measures under way
or recommended to strengthen weaknesses.

While personal knowledge and judgment of a man will always
play an important part in the final selection, advancement, or dis-
position of key personnel a good rating plan, properly adminis-
tered, can be invaluable in providing the basis for a sound and
ggl;l_tgble program designed to assure that every responsible posi-
tion is filled by a fully qualified individual.

APPOINTMENT TO KEY POSITIONS

The most important requisite in assuring fully qualified per-
sonnel in every responsible position is an adequate system of con-
trol over selection and appointment to such positions. Too often
other considerations than the basic qualifications essential to effec-
tive performance of the job appear to govern such appointments.
In many cases outstanding salesmen are made sales managers in
recognition of their individual selling records, only to find that
they have few, if any, of the qualifications needed in a manager.
‘Another common fallacy is to assume that eminence along tech-
nical and scientific lines is all that is required to manage a technical
department successfully.

In many companies, appointment to key positions is left to the
individual judgment and approval of the next two higher levels of
authority, Where selection is made from among the best-qualified
candidates within a division, as disclosed by analysis of compre-
hensive ratings or appraisals, this method of control may be rea-
sonably effective, although it usually precludes consideration of
better-qualifieds prospects from other divisions. Where such a
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sound factual basis is lacking, however, the decision is often ad-
versely influenced by limitations of personal judgment, superficial
impressions, personal familiarity, prejudice, or the fact that some
individual, although of mediocre caliber, has some familiarity with
the job through having served as assistant.

In seeking a more positive control to assure selection of the best
available candidate for each opening, several companies rely upon
some disinterested agency to review the qualifications of the pro-
posed and available candidates and recommend the several who
appear to be best qualified for final selection by the department head
concerned.

In one large company having world-wide operations, practi-
cally all appointments from foreman on up are referred to the
director of personnel, who passes upon the qualifications of pro-
posed candidates and suggests able men who should be given con-
sideration from other parts of the company. His suggestions serve
as a basis for final approval by the divisional executive, or, in more
important cases, by the president. In giving his opinions, the per-
sonnel director consults freely with departmental personnel men.

In another company the local executive and his staff confer
and nominate their first, second, and third choices to fill any key
vacancy, i.e., foreman or higher. These names, together with rat-
ings and substantiating reasons, are forwarded for review and
recommendation of the divisional executive and personnel director
and, in more important cases, for final approval by general man-
agement.

In still another concern, all appointments to salaried jobs above
a certain level are cleared through the salary committee, which
passes upon the individual’s qualifications, proper salary, and title,
and approves the appointment and issues notification thereof. This
committee consists of the president and two vice-presidents. A
high-caliber staff agency makes the necessary analyses.

A Suggested Control Plan
A suggested plan of control over all appointments, incorporat-
ing the best features of several schemes observed, is as follows:
1. All vacancies to be filled by the best-qualified candidates avail-
able, taking into proper account:
a) Job specifications and requirements, as outlined in organ-
ization manual.
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a)

b)
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b) Candidates with highest ratings available within local de-
partmental organization who have been certified upon
their rating sheets as fully qualified for such a job.

v ¢) Candidates from other departments with sufficiently
higher ratings and qualifications to be worthy of consid-
eration.

d) In the case of jobs suitable for training purposes, such as
staff and “assistant-to” jobs, candidates for whom serv-
ice in such a job has been specified as the next logical
step in rounding out their experience and development.

e) Properly qualified surplus personnel in the same or other
departments.

As a basis for final approval, all proposed appointments and
promotions to be passed upon by an impartial reviewing agency
as to adequacy of qualifications and proper consideration of all
suitable candidates. The appropriate branch of the personnel
organization would function as the reviewing agency, thus as-
suring a broad and impartial viewpoint and familiarity with the
general personnel administration and development program. In
the case of higher jobs, a personnel committee such as described
on page 70 would perform this function.

. The executive concerned to submit his preliminary nominations,

in order of preference, to the reviewing agency. This agency
would satisfy itself that these nominees are fully qualified to
meet the requirements of the job, and would suggest considera-
tion of other better-qualified or surplus personnel, giving its
reasons in each case.

. From this list of approved candidates, the executive concerned

to make his final nomination and submit his choice for formal
endorsement of the reviewing agency and final approval in ac-
cordance with a schedule such as the following:

Review and Approval Final Approval of

Appointment to of Qualifications by Appointment by
Positions under $200 Local (or divisional) per-  Subdivisional or field
(nonsalaried, clerical, sonnel man executive
etc.)
Positions between $200 Divisional personnel com-  Subdivisional or field
and $300 (salesmen, mittee (or personnel executive  provided
minor supervisors, man) divisional personnel
etc.) agency concurs (if

no concurrence, then
asinc)
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Review and Approval Final Approval of
Appointment to of Qualifications by Appointment by
¢) Positions between $300 Divisional personnel com-  Divisional executive
and $500 (key super- mittee (or personnel
visors, etc.) man)
d) Positions between $500 General personnel com- Divisional executive pro-
and $750 (assnstant mittee (or personnel vided general per-
subdivisional and field director) sonnel agency con-

curs (if no concur-

executives, etc.) r
rence, then as in e)

¢) Positions over $750 General personnel com- General management

(except as in f) mittee (or personnel
director)

f) Officers, general and General personnel com- Board of directors
divisional executives mittee (or personnel
director) on request

Such a plan should go far toward insuring (a) that all those
properly eligible are given consideration, (&) that final selection is
made only from among qualified candidates, and (¢) that major
executives are relieved of detail in connection with the considera-
tion of minor appointments and yet may be reasonably assured
that good choices are being made. The executive concerned would
retain a major voice in the selection of the members of his staff,
provided he picks properly qualified men. This would not neces-
sarily be the man with the highest rating in each case. It should,
however, be someone who has proved himself thoroughly compe-
tent on previous assignments and who is considered to have all
necessary qualifications for the new job, and potentially for the
job ahead if this is considered desirable.

DISPOSITION OF INADEQUATE PERSONNEL IN KEY
POSITIONS

“/An effective system of control over appointments can go a long
way toward minimizing the number of problem men in important
staff, supervisory, and executive positions. Individuals who are
considered to be fully qualified at the time of appointment, how-
ever, may coast, slip, or fail to keep up with changing needs and
requirements. Where there has been no adequate control over the
caliber of appointees the number of key positions found to be in-
adequately filled is frequently high. Absence of a comprehensive
?ratmg plan prevents proper realization of the full extent and con-
sequence of such inadequacies.
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In the case of executive positions, failure to measure up fully
to the requirements of the job often becomes a very serious matter,
as the deficiencies of the responsible individyal frequently impair
the effectiveness of his entire organization. “'hus an executive who
is not “economy-minded” may easily spend 10 percent more in
running his division|than would a good ‘“Scotsman.” - Likewise,
an outstanding sales executive, who can really develop and get the
most out of his organization, may easily influence the productivity
of his territory by as much as 10 percent. ~This is in contrast to
the popular misconception that the cost of such deficiency is con-
fined to the salary of the individual concerned.

v"Most of the companies contacted recognize this as a major prob-
lem.vSome, out of consideration for the individual or through re-
luctance to exercise a disagreeable responsibility, appear to “just
grin and bear it,” until the inadequately qualified executive finally
retires. Others, equally mindful of their proper obligations to per-
sonnel, but also realizing the tremendous cost of inadequacy in key
positions, insist that the proper functioning of the organization
comes first, and that some equitable disposition be worked out for
those who cannot meet the requirements. As someone expressed
it,¥You can afford to double the executive’s salary and tell him to
go fishing rather than tolerate incompetence in a key position.”

~ Many companies face the issue and attempt to work out a mu-
tually satisfactory arrangement with the individual, along some
one of the following lines:

1. Premature retirement on pension or cash settlement.

2. Assignment to some special work, such as consultant, where
advantage can be taken of the man’s background and experience
without impairing the organization’s effectiveness, In such
cases an impressive title, avoiding any inference of line respon-
sibility, is frequently bestowed and full compensation is often
continued, thereby tending to preserve morale. In one concern,
the salary is the eventual pension, and payments to the pension
fund are continued on the old basis, so that this rate will con-
tinue for life.

3. Elevation of certain major executives with long service to less
strenuous “elder statesmen” jobs, making way for more active,
younger men in key managerial positions.

4. Assignment of each such case to the vice-president in charge of
industrial relations who is personally charged with responsibility
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for and given wide latitude in working out an equitable solution.

He may even take the individuals onto his own payroll if neces-

sary.

STAFF AGENCY REQUIRED
V1t will be evident from the foregoing that there are many logical

and essential steps in assuring that all responsible positions are

capably filled. Full realization of this objective is not likely to re-
sult from casual individual efforts. It requires a carefully con-
ceived, well co-ordinated and directed program for the company as

a whole.

The active interest and support of general management is vital
to such a program. Likcwise, the wholehearted co-operation and
participation of departmental executives is essential. But usually it
requires a staff agency, with the necessary time, specialized experi-
ence and company-wide viewpoint, to develop, guide, and co-ordi-
nate the whole program and thus assure its success.*This is a
logical assignment of the manager or director of personnel and his
organization, including both central staff and divisional personnel
men.

While working in closest co-operation with the interested ex-
ecutives, and in no way relieving them of their natural and appro-
priate responsibilities, the director of personnel must, if he is to
be really effective, be given the fullest support and then be held
responsible for achieving the desired results, instead of function-
ing merely in an advisory, “if asked,” capacity. Logical functions
of the director and his staff in this field include the following:
1. Direction and co-ordination of the program for inducting talent

into the organization for training and ultimate development to

positions of responsibility.

2. Direction and co-ordination of the training and development
program.

3. Development and administration of the rating program in close
collaboration with divisional executives and personnel men.

4. Review and certification as to adequacy of qualification of all
nominees for appointive jobs, as a basis for final approval.

5. Active participation in the advantageous transfer and place-
ment of personnel between departments in the interests of
providing opportunities for further development of talent, of
finding more suitable assignment, or of placing surplus em-
ployees.
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6. Preparation of a comprehensive annual report to general man-
agement regarding the quality of personnel in all staff, super-
visory, and executive positions, which summarizes and inter-
prets the results of the annual ratings. This should indicate
results by departments or divisions and by levels of responsi-
bility, showing what proportion of the jobs are exceptionally
well filled, satisfactorily filled, or poorly filled; stating what is
being done toward correction of weaknesses, training, develop-
ment; and recording the progress achieved.

Many companies feel that in making decisions directly affecting
the destinies of individual employees, as in connection with rating,
appointment, and compensation, it is well to have more than one
judgment and responsibility. This protects the judges against
undue personal influence and onus, and assures sound and im-
partial treatment. With this in mind, they prefer to look to a
committee rather than any one individual in passing upon such
matters.

This suggests creation of a personnel committee to rate and
pass upon qualifications for appointment to all jobs above a certain
level on the master salary schedule. As outlined more at length
under “Committee Organization,” page 70, such a committee might
appropriately consist of the director of personnel, as the primary
factor in personnel administration and development, the director
of organization as the primary factor in establishing job require-
ments, and the divisional executive concerned in each case.

In the case of lower staff and supervisory jobs, reliance may
appropriately be placed in divisional personnel men, or similar
divisional committees, to perform the same functions.



Section 6

CONTROL OVER WAGES

An equitable wage structure, fairly administered, is a major
objective in any well-managed company. While it is beyond the
province of this report to present a detailed analysis of the various
wage-control plans in use, certain features of control observed
among the participating companies are of particular interest or
significance. These will be discussed under the following headings:

Wage Policies
Job Evaluation Procedure
Control Procedure

WAGE POLICIES

* Most of the companies maintain wage scales which compare
very favorably with those prevailing in their own particular in-
dustry and in neighboring plants of other industries.' This is done,
not as a matter of philanthropy, but of sound business policy. “The
relatively small differential between low and high wage scales is
usually far outweighed by the ability to attract and hold a superior
class of personnel, by high employee morale and efficiency, and
by comparative freedom from labor trouble.

v Another major aim of most companies is that the wage struc-
ture be rational and consistent within itself. ' Thus men doing the
same or equivalent work should receive approximately the same
pay, at least within any one locality.- Likewise differentials be-
tween jobs of different degree should reflect the difference in diffi-
culty and responsibility between them, and hence provide adequate
incentive for carrying the heavier load in each case.

In general) every effort is made to keep the whole wage plan
and structure sound and simple so that it will be possible at all
times to “lay all the facts on the table” and satisfy any fair-minded
group of employees that all jobs are properly rated with respect to
each other and that the schedule as a whole compares favorably
with outside wage scales.

130
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Relationship to Outside Rates

While, as stated above, most companies attempt to maintain
wage scales which compare favorably with outside schedules, this
policy needs further qualification. Some companies try to keep
all their wage rates as high as or higher than rates prevailing on
the outside. Some, indeed, use outside rates as their sole criterion
in establishing their own schedules. Under such a policy, however,
maintenance of a logical and consistent wage structure is practi-
cally impossible because prevailing rates, subject to many diverse
influences, are seldom rational. Other concerns make sure that their
rates for “key” or “bench-mark” jobs compare favorably with
similar rates on the outside and then evaluate the balance of their
jobs in proper relation thereto. Through this means they are able
to orient their wage structures with respect to major outside
influences, and yet preserve logical occupational differentials.

A variation of this method, finding effective application among
companies in the same industry whose rates are largely influenced
by each other, may be described as follows: (1) Rates for key
jobs are maintained in favorable relation to their competitors.
* (2) Other jobs are properly ranked and rated with respect to these
key jobs. (3) Finally, the adequaey of a company’s schedule as a
whole is checked, on the basis of relative generosity, with the other
companies. This is done by comparing the average wage weighted
according to the number of men at each rate with similar figures
derived by applying the wage scale of each of the other companies
to the same grouping of workers. With rates for key jobs, occu-
pational differentials, and the schedule as a whole thus favorably
established, a company should be in good position to satisfy its
employees as to the soundness and adequacy of its wage structure.

Company-Wide versus Regional Rates

v'A few of the companies studied make job classification and
wage determination a purely local affair, each branch or plant man-
ager being responsible for establishing and maintaining wage scales .
which compare well with those prevailing in his locality. VIn view
of the importance and complexity of the subject, however, and
the increasing need for uniformity and consistency of policy and
practice, a majority of the concerns have a common system of job
classification, at least throughout any one department such as
manufacturing or sales. This system, functionally directed and
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co-ordinated by a central staff agency, assures that the same or
equivalent jobs will be placed in the same rate group or classifica-
tion throughout major departments or even the entire organization.

In only a few of these companies having uniform job classi-
fications are the wage rates also uniform. These particular com-
panies have operations which are contiguous or closely related and
the natural interchange between employees exerts a definite pres-
sure toward uniformity. In one case, wage rates were found to
be set and standardized for an entire industry through co-operative
action. By far the greater number of companies, having widely
scattered operations, price their wage scales in accordance with
rates prevailing in each locality, even though they may have a
uniform system of classification and job differentials. Thus truck
drivers may be classified in the same wage group throughout the
company, but the group rate may vary according to regional com-
petitive influences.

Fixed Rates versus Ranges

About one-half of the companies surveyed follow a policy of
paying fixed occupational wage rates regardless of variations in
personal ability or length of service. The other half, secking a
means of giving tangible recognition to increasing experience and
better-than-average performance, have adopted wage ranges in
place of flat rates. These ranges vary from about three to five
cents an hour for common labor up to as much as twenty-five cents
an hour for skilled jobs. In some cases they overlap; that is, the
top rate for a given job classification may be slightly more than
the bottom rate for the next higher job classification. Often these
ranges are divided into three or four definite gradations and desig-
nated by A, B, C, or D after the basic rate classification.

In nearly all cases advancement within the occupational wage
range is based primarily upon merit as determined by periodic
appraisal or rating. The service factor is given only incidental
consideration. Promotions from lesser to higher grades are usu-
ally made upon recommendation of the supervisor concerned, with
the concurrence of the personnel representative and approval of
the local superintendent or manager. Demotions in grade are in-
frequent but do occur where reasons are sufficiently compelling.

One company with an interesting variation of this plan has
starting rates for all jobs but no fixed maximums. As a result,
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its able and experienced men are exceptionally well paid and the
others have hopes of similar attainment eventually. This practice,
no doubt, is responsible in no small measure for the fact that al-
though located in the center of a troublesome labor market, this
company has never had any serious labor difficulty.

JOB EVALUATION PROCEDURE

“The principal factors that need to be taken into consideration
in establishing relative job values are:

Difficulty and complexity of the job as reflected in the apprentice-
ship, experience, skill, and general capability required.

Degree of responsibility, for such factors as quantity and quality
of production, machinery and equipment, materials, direction
and supervision of other employees, costs, and safety of others.

Occasionally, such factors as excessive hazard, hardship or ex-

- pense imposed by working conditions need to be taken into
account.

Volume or amount of effort required is frequently advanced as
an important factor in job evaluation. This factor, however,
should not be overemphasized, for two reasons: first, any
company has a right to expect a full day’s work from every
employee; and, second, it is usually against company policy to
assign regularly more than a reasonable day’s work to anyone.
While at some points operating requirements may impose a
lighter load upon individuals in the same classification than at
other points, it is necessary to maintain personnel capable of
handling peak requirements when they do arise. “Stand-by
capacity” is the justification for paying the same rate in such
cases even though the normal work load may differ.

In some cases these broad elements of job value are broken
down into subfactors to facilitate analysis and comparison.

Job Analysis

v The first step in determining the value of any job is to secure
an adequate description of that job, developed with particular
reference to the factors upon which job value depends. *Such an
analysis is usually developed through the joint effort of a staff
agency regularly engaged in the analy51s of the various functions
and operations from an orgamzatlon or cost-control standpoint
and the supervisors concerned." Sometimes the views of selected
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employees are solicited as to the adequacy of the job descriptions.
Some of the participating companies ask each man to describe his
own job and from this information develop a composite job analy-
sis for each payroll classification. *Other companies feel that this
procedure is unnecessarily elaborate and that results are of ques-
tionable validity owing to a lack of sufficient discernment and
analytical ability upon the part of rank-and-file personnel.

\ In general it is found that a satisfactory job analysis for rate
evaluation purposes can best be obtained from someone who has a
thorough firsthand knowledge of the job in question and a like
knowledge of related jobs in the same and other departments. This
is necessary in order that the relative importance of the various
significant factors may be properly appraised and represented.

Job Classification

V'With a thorough knowIedge of job demands thus available, the
next step is to appraise and rank the jobs according to relative
value, vertically by departments and horlzontally across the com-
pany. Among the ten participating companies having comprehen-
sive job-classification plans there are two general methods of
evaluation in use—the over-all appraisal method and the point-
rating method. Highlights in the application of these two plans
as disclosed by brief examination in the course of the survey are
outlined in the following paragraphs.

Four of the companies make effective use of the over-all ap-
praisal method, with procedure substantially as follows:

1. A decision is made as to how close it is necessary and prac-
ticable to measure job values. This establishes the interval between
wage grades and makes it possible to lay out a grading framework
or “ladder,” dividing the total wage range into ten or fifteen equal
grades or “brackets.” * Many companies find it impracticable to
measure job value closer than about five cents an hour or forty
cents a day, and gradations are established on this basis.

2.vA series of “key” or “bench-mark” jobs is carefully selected
and tentatively spotted on the wage ladder at the respective levels
shown to be appropriate by consideration of prevailing rates.
These key jobs are usually well known and well standardized as
to function; they have wide occurrence both inside and outside
the company and generally apply to large numbers of workers.
They thus afford a ready means of comparison and co-ordination
between plants, departments, and companies.
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“3. The remaining jobs are then placed on the ladder in proper
relation to these bench-mark jobs. This is usually a joint function
of well-qualified analysts and supervisors having an authoritative
knowledge of relative job requirements and values.

4. Appraisals are made only to the nearest wage grade because
there is usually no purpose served by attempting to determine the
exact ranking of jobs within each bracket, all of which carry the
same rate. For this purpose a comprehensive firsthand knowledge
of the different jobs, fortified by clean-cut job analyses, is usually
sufficient to determine quite definitely which bracket a given job
belongs in with respect to the others. In borderline cases it is
sometimes necessary to compare individual job factors as an aid
to final over-all appraisal and placement.

5. The final step is to co-ordinate and check the whole struc-
ture both vertically within each department and horizontally across
the company, making sure that each job is (a) equivalent in
value to all other jobs in the same bracket, (&) of less value than
all jobs in the next higher bracket, and (c¢) of greater value than
those in the next lower bracket. A very effective practical check
on this grading process is to determine whether it would constitute
a logical promotion from jobs in one bracket to related jobs in the
next higher bracket. As a further check on job grading many
concerns solicit the views of selected employees recognized as
having long experience and sound, honest judgment.

This general method is simple, flexible, and effective. It is
easily understood by supervisors and employees. It focuses major
attention upon the main objective—determination of the relative
value of each job as a whole—rather than upon the mechanics of
the process, which is apt to be the case with the more complicated
methods. It is usually accurate to the degree warranted, because
even among jobs carrying the same designation and rate there is
almost always considerable variation in actual function and respon-
sibility.

Reliability of the method is directly dependent, however, upon
the judgment of the evaluators as to over-all job value. *As job
analyses, at best, give only a general conception of over-all value,
it is almost essential under this plan to rely upon men who have
a wide firsthand knowledge of the many jobs and their relative
requirements. The companies which use this method most success-
fully have such personnel available.
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In this connection, one company has taken advantage of the
impartial viewpoint, analytical approach, and firsthand knowledge
of jobs and functions throughout the company which are available
as a by-product of the constant study of organization and cost-
control problems. Men engaged in this work collaborate with de-
partmental supervisors in preparing job analyses and determining
proper ranking, making special studies in the field where necessary.
The departmental representatives usually have a more detailed
knowledge of the jobs in their own departments and frequently
have a good idea of their relative importance, and hence are most
helpful in a consulting capacity. However, they seldom have suffi-
cient knowledge of the functions in other departments to make
sound comparisons. This equating process, therefore, falls largely
to a central staff agency having a wide knowledge of functions
throughout the company.

Six of the participating companies achieve the objective of
wage evaluation through the use of the point-rating method of
job evaluation. While there are various plans which differ as to
letail, they may be generally epitomized as follows:

V1. The various factors upon which job value is to be measured
wire determined and assigned arbitrary weightings in accordance
vith their estimated average importance. For example, one com-
)any uses the following factors and weightings:

Mentality ................... 0-100 points
Skill ..., 0400 points
Responsibility ............... 0-100 points
Mental applcation ........... 0- 50 points
Physical application .......... 0- 50 points
Working conditions .......... 0-100 points

Another concern employs the following scale:
Knowledge and training required

*Basic education required .... 0-100 points
" Experience required ........ 0-100 points
Aptitude required .......... 0-125 points
Specific demands of job
Physical application ........ 0- 40 points
Mental application ......... 0- 40 points
Visual application .......... 0- 40 points

Unusual features ........... 0- 20 points
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Responsibilities involved

" For equipment ............. 0- 25 points
For product ............... 0- 25 points
For safety of others......... 0- 25 points

V2. Instead of sizing up each job as a whole, the individual job
factors are appraised and the several component values are then
added to obtain the rating for the job.

\- 3. In some cases a carefully selected list of key jobs is first
rated and the relative ranking of other jobs is then established in
proper relation thereto. This is done by rating and ranking the
key jobs with respect to each job factor and then evaluating the
same factors for the other jobs by direct comparison and interpola-
tion. Thus, if the skill requirement of a job is determined to
approximate that of one of the key jobs, it would be given the
same numerical rating on that factor.

4. In this way all jobs are finally rated and ranked in order
of value from lowest to highest.

Advocates of the point-rating system claim the following ad-
vantages as compared with the over-all appraisal method previ-
ously described :

v 1. Its effective use does not depend so definitely upon the
availability of personnel having a wide and authoritative knowl-
edge of all jobs and their relative importance throughout the com-
pany.
2. Once the rating of key jobs is established, the comparative
ranking of other jobs in relation thereto tends to be more accurate
and consistent, particularly between departments.

3. The basis for each job’s rating is more easily demonstrable
and is a matter of record. Dependence upon the evaluators’ mem-
ories and continuity of assignment is therefore reduced.

4. By the same token, it is easier to delegate responsibility for
establishing comparative ratings of other than key jobs to local
personnel.

On the other hand, the following drawbacks and limitations of
the point-rating system are generally recognized:

v1. The whole system is predicated upon the selection and
weighting of basic job factors and the rating of key jobs, which
at best is a somewhat difficult and arbitrary process.

V' 2. Because relationships shape up in the form of easily com-
parable numbers, there is a tendency to forget that these numbers
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are founded upon rather broad assumptions. In the words of one
company, “it is not a mathematical formula, and its over-appar-
ency of mathematical accuracy must be appreciated.”

+ 3. There is a tendency for attention to be diverted to the me-
chanics of the plan, away from the primary object of establishing

relative over-all job value.
All companies agree, however, that whatever the plan of job

evaluation, it should be kept as simple and practical as possible.

Job Pricing
After these internal job relationships have been satisfactorily

established, it is necessary to evaluate the whole wage structure
with respect to outside wage scales. As previously indicated, this
calls for a determination of policy as to just what relationship it
is desired to maintain, that is, whether to orient the structure on
the basis of all jobs, key jobs only, weighted averages, or smooth
curves.

+As a basis for such evaluation and current checking of relative
position, many companies make periodic surveys of wage rates
prevailing in the localities in which they operate. Where the
policy is to meet competitive rates on key jobs and interpolate the
others in proper relation thereto, the task of comparison is sim-
plified. ¥n some industries there is a growing tendency to make
outside wage comparisons on a co-operative basis rather than to
have each company make its own independent surveys. Under any
circumstance, however, reliable comparisons can be made only on
the basis of truly comparable functions, as similarity of job names
is often misleading.

CONTROL PROCEDURE

Among the company plans for maintaining control over the
administration of wages, the following features are of greatest
interest:

Analysis of Wage Problems
Many companies have staff agencies which devote full time to
wage problems, handling such analytical functions as the follow-
ing:
1. Guiding, co-ordinating, and assisting in the preparation of job
analyses.
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- 2. Establishing relative job values in collaboration with the super-

visors concerned.

Making comparisons and surveys of outside rates.

Maintaining records which currently show how the company’s

wage rates compare with outside scales and recommending

changes considered necessary to maintain established wage poli-
cies.

5. Reviewing proposed changes in job classification or rate and
recommending appropriate action, having in mind the effect of
such changes upon the wage structure as a whole.

6. Advising management in connection with any wage negotia-
tions.

7. In general, co-ordinating and furthering all steps necessary
toward the creation and maintenance of a sound and equitable
wage structure.

Where wage-earning personnel is largely confined to the fac-
tories, such an agency is often found on the staff of the top manu-
facturing executive. In other cases, where several departments
are involved, it usually reports to general management. As a rule,
however, instead of being organized on a separate basis, this ac-
tivity falls within the province of either the organization, cost-
control, or industrial-engineering departments, both central and
divisional. This is a very logical arrangement, as the firsthand
knowledge of job requirements gained in the study of organization
and operating problems is of prime assistance in developing job
analyses and establishing relative job values.

P w

Approval of Wage Changes

There was found to be considerable variation among the par-
tlclpatmg compames as to the extent to which authority for chang-
ing wage rates is delegated. A number of concerns, particularly
those which make no effort to co-ordinate classifications and rates
between plants and departments, leave the determination of rates
largely to the field executives concerned, only major or general
changes being referred to the head office. It is even more common
for such authority to rest at the divisional level of management—
product-division managers or heads of major functional depart-
ments bearing final responsibility for maintaining suitable wage
scales with respect to their own operations. As a rule, general
management concerns itself only with the general control plan and
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structure and major changes therein, delegating to staff and oper-
ating executives responsibility for effecting proper co-ordination
and making needed adjustments in individual classifications and
rates.

Approval procedures followed by several of the participating
companies which have fully co-ordinated programs are listed be-
low.

1. In one concern, all changes in job classification or rate are
reviewed and co-ordinated by a central staff wage and salary com-
mittee, passed upon by a co-ordinating committee of operating
executives and finally approved by the managing board of di-
rectors.

2. Another company organized on a product-division basis
maintains effective control through a plan involving a somewhat
greater degree of decentralization. Classification of key jobs is
co-ordinated and standardized through a central staff agency and
approved by a company wage and salary committee consisting of
the president and two vice-presidents. Authority for classifying
their other jobs in proper relation to these bench marks is then dele-
gated to division managements, subject to an annual review and co-
ordination of all classifications. All changes in the rate schedules
applying to basic classifications, even though adjusted to locally
prevailing wage levels, are reviewed and co-ordinated by the cen-
tral staff agency and approved by the wage and salary committee.

3. A third company not only looks to major plant and sub-
sidiary managements to classify their own jobs in proper relation
to established key jobs but also delegates to them authority for
making necessary adjustments in individual wage rates in accord-
ance with a general wage policy. Major changes in plan or struc-
ture are referred to general management. Effective functional
co-ordination and supervision is provided by a high-caliber wage
and salary administrator who works closely with the different
divisions.

4. A somewhat different plan is followed in the case of several
companies whose wage-earning personnel is largely confined to
manufacturing operations. Here all ordinary changes in classi-
fication or rate clear through a wage-control agency attached to
the central manufacturing staff and are finally approved by the
vice-president or general manager in charge. This executive
delegates to the staff agency responsibility for approving minor
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changes and adjustments. Major or general increases are finally
referred to general management.

From observation of these different plans, the following prin-
ciples suggest themselves:

1. Establishment of wage policies and approval of the general
wage structure (both as to basic classifications and rates, or method
of pricing) would appear to be logical functions of general man-
agement.

2. Interpolation and adjustment of individual classifications

and rates may appropriately be left to the approval of the operating
executives concerned, with the concurrence of a capable central
staff agency or committee functionally responsible for maintaining
proper over-all co-ordination.
v 3. The degree of centralized co-ordination and control de-
pends logically upon the extent to which changes in one plant or
department may affect rates or classifications in other units of the
organization.

Wage Application

Responsibility for proper wage administration does not stop
with the approval of a sound and equitable wage structure; many
inequalities can creep in from misapplication of the established
schedules, carelessness, or lack of proper understanding of the
intended uses. In order to preclude these possibilities, several of
the participating companies conduct a periodic audit of the work
actually being done by each employee to make sure it is in accord-
ance with the specifications of the job for which he is being paid.

Another problem of wage administration has to do with over-
payments. Many companies find that certain long-established rates
are out of line with their approved wage schedules.” While these
instances can be corrected by cutting the rates to the proper levels,
there is often a reluctance to adopt this expedient, particularly as
it may apply to long-service employees.” In such instances several
companies continue the incumbent personnel at the high rates on
a special basis but establish appropriate basic rates applicable to
all new men, thereby paving the way for eventual realization of a
fully logical rate structure.“Ultimate correction of excessive rates
can often be realized by holding them constant through successive
increases in the general wage level until such time as they are in
line with the desired wage schedule.



Section 7
CONTROL OVER SALARIES

Among many of the participating companies one of the most
obvious and generally recognized needs is a better plan of control
over salaries—one that is rational and equitable, and that relieves
top management of the necessity of personally reviewing and ap-
proving each change.

Lacking such a plan and conscious of the abuses to which sal-
ary administration may be subjected, many chief executives or
executive committees were found to be personally approving all
salary changes for the entire organization. Not only does this
practice appear to impose a considerable burden upon the top
executives, but frequently they are hardly in a position to judge
the merits of each case, lacking adequate information as to the
worth of the jobs or the capabilities of the individuals concerned.
About all that can be said for this plan is that, having to go to
such a high level for approval, department heads are likely to be
conservative in their recommendations.

Several of the participating companies, however, have devel-
oped effective control plans which permit delegation of authority
for making salary changes and yet assure that adjustments are
equitable and in line with good business judgment. These plans
are predicated upon a-master salary guide or schedule establishing
relative values and appropriate ranges for salaried jobs through-
out the company. Having approved such a schedule and having
established the policies to guide its use, top management may con-
fidently pass the major burden of salary administration down to
departmental executives.

DEVELOPMENT OF A MASTER SALARY GUIDE

One-third of the co-operating companies were found to have
master salary schedules. One concern carries the formal appraisal
and classification of salaried positions to the very top. Three stop
at the $20,000, $15,000 and $12,000 levels, respectively. Several
others have not yet extended this treatment to positions above the
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$5,000 level, although a number expect ultimately to embrace all
salaried positions in the plan.

Job Analysis

" As in the case of wage administration, the first step in salary
evaluation is the preparation of job analyses defining those aspects
of each position which have an important bearing upon its value.

Where comprehensive job specifications, establishing the proper

functions, responsibilities, objectives, relationships, and limits of

authority for each position are available as a part of the organiza-
tion manual, they provide an excellent basis for job evaluation.

(Sce example, page 96.) Where such specifications are lacking,

job analyses, covering factors upon which job value mainly de-

pends, are specially prepared for this purpose.

In characterizing and appraising salaried positions, particular
consideration is usually given to such factors and criteria as the
following :

" Nature and extent of job: General functions and scope; type and
caliber of problems handled and decisions or recommendations
made; approximate magnitude of production or sales, annual
expenditure, and value of property, for which responsible.

Supervision received: Nature and 'frequency.

Supervision of others: Number and classification of employees
supervised.

Contacts required : Most important contacts regularly made inside
and outside the company.

Special job requirements: Particular knowledge, experience, and
training required.

Source of candidates: Logical source, level, and type of positions
(inside or outside the company) from which candidates should
be selected for. replacement.

Promotion : Logical advancement from this job.

Consequences of incompetence: Probable results of inadequate
performance on the job.

Job Classification

 As in the case of wage jobs, the next step is to disregard
present salaries and appraise and rank the different positions ac-
cording to relative worth, vertically by departments and horizon-
tally across the company.
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In this process most companies use substantially the same
over-all appraisal method described for wage evaluation on page
134. The only difference is that for each bracket or level a salary
range is established in place of a fixed rate. In some companies,
brackets have wider ranges than in others, the spread between
minimum and maximum salaries varying from 10 to 30 percent.
There is some tendency to increase the percentage spreads at the
higher levels.

Only one of the co-operating concerns uses the point-rating
method for salary evaluation. In this connection one company,
which has done a very comprehensive job of wage evaluation by
the point-rating plan, contends that this method is impracticable
as a basis for gradation of salaried jobs in view of the much wider
diversity of functions and greater difficulty of measuring indi-
vidual job factors.

Pricing Bracket Ranges

With all salaried jobs properly graded or bracketed, the final
step is to establish an appropriate price range for each bracket.
In this process, consideration is usually given to prevailing salary
levels both inside and outside the company. Inside rates are taken
into account through examination of the actual salaries paid for
jobs listed within each bracket, discarding obvious under- and
over-payments and deriving a representative range. Outside levels
are established through comparison of salary ranges for common
“key jobs” with other companies. Bracket limits are then estab-
lished in proper relation to these two factors. In some cases the
ranges are made to overlap.

Most companies aim to maintain salary scales which will en-
able them to attract and hold a high class of personnel. In this
connection, it is often found, particularly in the case of specially
qualified new men, that adequate initial compensation alone is not
sufficient attraction. An even more important factor is the com-
pany’s reputation for affording opportunities for the consistent
growth and advancement of personnel according to their demon-
strated capabilities.

As a rough check on the adequacy of factory salaries, one com-
pany in the equipment field has developed the following formula
based on the relationship between supervisory salaries and the
average wage rate of the employees supervised :
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"Assistant Foreman = 20 percent more than the average for his
organization (approximately 40 men)

Foreman = 35-40 percent more than the average for his organi-
zation (7 or 8 assistant foremen and their men)

General Foreman = Double the average for his organization

Factory Division Superintendent = Five times the average for his
organization

In most cases, a uniform salary schedule applies throughout
the company—at least throughout its domestic operations. One
concern, however, uses salary levels generally prevailing in each
operating locality as a basis for determining the schedules for
minor salaried jobs.

SALARY ADMINISTRATION POLICIES

There was found to be a considerable variation of policy and
practice in regard to the application and administration of their
salary plans among the participating companies. Some companies
limit the consideration of salary increases to one or two fixed times
per year except in the case of definite promotions. Other concerns,
seeking to spread the burden of anaylsis over the year and to
assure unhurried examination of each case, consider the propriety
of change in salary on each employee’s service anniversary. Al-
though not a matter of definite policy, there is a tendency to
restrict individual salary increases to around 10 percent and suc-
cessive increases are seldom granted at intervals closer than six
months,

While fully appreciating the importance of establishing ap-
propriate salary ranges representing the “market worth” of the
different jobs as a guide to judgment in considering individual
salaries, some companies recognize the danger of overstandardi-
zation in this field and insist that the individual and his just
deserts be given full consideration. *“Where some employee is
doing particularly outstanding work, beyond the normal expec-
tancy of the job, these companies do not hesitate to increase his
salary above the normal maximum, upon presentation of suffi-
ciently impressive evidence.~'A more common method of accord-
ing special recognition without imposing permanent obligation is
through payment of some form of bonus to selected employees
who are considered to have contributed most to the enterprise or
for other reasons are felt to be specially deserving. Several of the
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participating companies make effective use of such plans as a
means of giving appropriate recognition to special achievement,
particularly in the case of employees for whom an increase in
regular compensation may not be warranted. A suggestion plan
with generous cash awards for worthy suggestions is another de-
vice to the same end.

In regard to the payment of minimum salaries established for
the various jobs, three general practices were found. As soon as
an employee is appointed to a job, one company believes in paying
him the established minimum salary for that job, no matter what
the size of the increase involved, feeling that if he is worthy of
the promotion, he will earn at least the minimum pay. Where
such increase would be unduly large, other companies are inclined
to make a partial adjustment, leaving greater range for subse-
quent encouragement. Still other concerns appear to substitute a
title for compensation in making promotions, delaying any salary
increase sometimes for quite prolonged periods until the appointee
has made good on the job.

Some companies appear to take a short-range view of a long-
range problem in granting salary increases. During prosperous
times raises are granted in great profusion while in leaner years
practically no increases are given. This practice seems to overlook
the fact that salary adjustments constitute a permanent commit-
ment and that there is no more justification for being excessively
openhanded in making individual changes during good times than
for deferring earned recognition during slack periods. In this
connection, a number. of the participating companies emphasize
the importance of establishing an equitable salary schedule and
then each year making the individual salary adjustments that seem
fair and appropriate in the light of that schedule, regardless of
fluctuations in the business cycle. In case of drastic stringency
they prefer to adjust the entire salary schedule as necessary, rather
than discriminate against individuals by withholding earned in-

creases.

CONTROL PROCEDURE

The four principal control aspects of salary administration
have to do with (a) the analytical agency required, (b) approval
of changes in the salary structure or schedule, (¢) approval of
changes In individual salaries, and (d) periodic review of all sal-
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aries. The most effective plans found among the co-operating
companies for handling these activities are outlined in the follow-

ing paragraphs.

Analytical Agency Required

In many companies functional responsibility for development
and maintenance of a sound and equitable salary structure is as-
signed to a central staff agency, such as an organization and cost
control, industrial engineering, or personnel department. These
agencies usually have a group of well-qualified specialists who de-
vote full time to salary problems and related activities, handling
such analytical functions as the following:

1. Developing a suitable salary-control plan.

2. Guiding, co-ordinating, and assisting in the preparation of job
analyses.

3. Determining relative job values in collaboration with similar

departmental specialists and executives.

Making outside salary comparisons.

Reviewing and making recommendations in regard to proposed

changes in job classification.

6. Checking individual salary recommendations to make sure they
conform to the established schedule and policies.

7. Making necessary analyses to determine how the pattern of ac-
tual salaries paid by departments throughout the company com-
plies with established bracket limits, and whether there is a
proper distribution within each bracket.

8. Pointing out undesirable trends and conditions in the entire
salary administration program.

s

As indicated elsewhere, the knowledge of job functions gained in
the analysis of organization problems throughout the company is
of particular value as a basis for this work.

In order to co-ordinate departmental viewpoints and assure a
broad and impartial consideration of salary matters, several com-
panies have established wage and salary committees directly re-
sponsible to general management. These committees review the
findings of the analytical agency and either take or recommend
appropriate action in each case. As outlined on page 66, such a
committee may appropriately consist of the director of organi-
zation, the director of personnel, and the divisional executive con-
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cerned with the salaries under consideration. Other executives are
called into consultation as necessary.

Approval of Changes in Salary Structure

The master salary guide, establishing the appropriate limits for
all salaried positions, is almost always approved by general man-
agement. It then serves as the vehicle by which general manage-
ment delegates responsibility for routine salary administration to
divisional executives. A normal course of development and ap-
proval of such a schedule is as follows:

1. The analytical or fact-finding agency develops the master guide
in collaboration with departmental executives and specialists.

2. Tt is then passed upon by the wage and salary committee, which
secures the endorsement of the different departments involved
and submits the schedule for final approval of general manage-
ment.

3. All subsequent changes in bracket limits normally follow the
same course.

4, Changes in the classification of individual jobs which become
necessary by virtue of changes of function or reappraisal of
responsibilities are often decided by agreement of the wage and
salary committee. Where the interested department cannot se-
cure such committee agreement, and in all cases where such
changes are likely to affect other classifications or large num-
bers of employees, the matter is referred to general manage-
ment for final approval.

Approval of Individual Salary Changes

Among the participating companies there is a wide range of
practice in regard to delegation of authority for approving indi-
vidual salaries. In a number of concerns the president or execu-
tive council approves all changes. In other cases wide latitude is
extended to divisional and even to field executives. It is rather
usual for divisional executives to approve salary changes up to
$400 or $500 per month provided these changes conform to the
limits prescribed for each job by a master salary schedule and
comply with the policies governing salary administration. In some
cases divisional executives must secure the concurrence of the wage
and salary committee as to whether the prescribed conditions have
been met. In other companies, where the salary schedule and poli-
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cies have become well established and executives are thoroughly
trained in the principles of salary administration, this prior check
is sometimes omitted and reliance is placed in an annual salary
audit. In special cases where divisional executives feel that per-
sonal considerations warrant the granting of salary increases that
exceed established limits and policies, they are at liberty to present
the facts to general management for a decision. Major branch and
plant managers are quite often authorized to approve salaries up
to about $200 per month within the scope of established policies
and schedules.

The several companies which have comprehensive budgetary
control plans were found to make effective supplementary use of
this device in connection with their salary-control programs. All
salary increases which are considered to be justificd are anticipated
and included by name, amount, and date, in the departmental
budget estimates for the year ahead. Likewise all anticipated
retirements, transfers, and other payroll reductions are taken into
account. This gives ample opportunity for the salary-control
agency to make the necessary analyses, determine the effect upon
departmental and company payrolls, and recommend appropriate
action. Upon approval of their budgets, divisional executives are
free to proceed with the indicated changes as planned or amended.

Even with a soundly developed master salary guide and a good
budgetary-control plan, there is still need for some device to assure
that advancement of individuals within the established salary
ranges is handled in a rational manner. There is often a tendency
for executives who are not thoroughly familiar with the principles
of salary administration to want to raise too large a proportion
of their people to the maximum for their respective jobs, giving
insufficient recognition to differences in caliber of performance
and often leaving little or no margin for subsequent encourage-
ment of individuals who are likely to remain for a long time in
their current jobs. In general it may be expected that within any
one salary bracket, an average of the actual salaries paid should
fall somewhere near midway between the bracket limits, as the
promotion or retirement of higher-paid individuals would tend to
bring in less experienced and consequently lower-paid individuals
for replacement. Several companies keep watch of this index by
departments and brackets as a check on this feature of adminis-
tration.
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Another more fundamental method of control finding applica-
tion in several of the companies studied is to tie salary recogni-
tion into the merit rating plan. Under this arrangement, a man’s
progress from minimum to maximum for his job classification is
dependent upon a thorough annual rating or appraisal of his capa-
bilities and performance; only individuals with a high rating re-
ceive top pay. Sometimes this factor is taken into account in only
a general way. In other cases, each classification is broken down
into definite pay gradations or sub-ranges, designated A, B, C,
etc., for each of which a certain merit rating is an essential quali-
fication. This plan was found to have a very stimulating effect
upon individual performance.

Periodic Review of All Salaries
Many salary-control plans lay principal emphasis upon pre-

venting unwarranted salary increases. Initiation of increases is

left to individual executives who vary as to judgment of their em-
ployees’ capabilities ; as to ability to convince their superiors of the
need for increases; or as to willingness to present deserving cases
despite previous discouragement. There is accordingly need for
some plan to insure that all employees receive the consideration to
which they are fairly entitled; that there are no “forgotten men.”

Several companies make very effective provision for this need
in their personnel-administration plans. They insist that at least
once a year each employee be given very careful consideration
as to:

1. His demonstrated capabilities, disclosed by a comprehensive
annual rating.

2. His qualification for promotion or transfer to specific jobs—
which may also be disclosed by his rating sheet.

3. Extent to which he has absorbed the full range of experience
from his present job and needs a promotion or a switch of jobs
at the same level to assure his continued growth and develop-
ment.

4. His present salary, time since last increase, relation to estab-
lished limits for his present job, and degree to which he is en-
titled to an increase in keeping with the established policies.

Such analyses are made by the employee’s superiors, usually
in conjunction with the personnel organization. In order to spread
the burden of this important function over the year, several com-
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panies make such a review on or around the anniversary of each
employee’s service date, which gives it added personal significance.
In other cases it follows as a natural resultant of the annual merit-
rating process. In still other instances an annual review is made
by the personnel organization, either independently or in collabo-
ration with the executives concerned, to assure that each employee
has been given the consideration as to promotion, transfer, and in-
crease in compensation to which his progress and the opportunities
available entitle him.



Section 8
CONTROL OVER COSTS

One of the important problems facing progressive manage-
ment is the effective control of costs. Systems of accounting,
statistics, and cost-finding have been devised, with the control of
costs as one of their main objectives. Every participating company
uses these methods, developed to varying degrees of scientific com-
pleteness, to guard against and to detect extravagance and waste,
to point out unsatisfactory expense trends and items which are out
of line, and to supply to the management other essential data upon
which to base profitable operations.

THE HISTORICAL COST BASIS

The simplest basis for the analysis and comparison of cost
records is the historical basis. The information may be taken
from the regular accounting records with little additional expense,
and is generally prepared in comparatlve form, the statements
showing comparisons of costs with previous perxods, with other
units of the company, and so on. Many such comparisons show
the current period in conjunction with former periods—by months,
by years, by cumulative totals—for periods of from one to five
years previous. Usually some common unit of measurement is
adopted, such as the cost per unit of production, cost per hour of
labor, and cost per machine-hour, so that the various factories
will be on a comparable basis. Such statements are usually pre-
pared by the accounting department, not infrequently at some
appreciable time following the close of the period under review,
so that the correction of some unsatisfactory situation is corre-
spondingly postponed.

Special cost analysts are used in several of the companies to
prepare the desired statements, point out any changes which appear
to be significant, investigate unsatisfactory cost performances, and
recommend corrective measures to the operating people. In some
instances where this method of control is used, local managers are
informed daily of unsatisfactory performance; in other cases such
information is furnished only for weekly, monthly, or quarterly

152
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periods. It is not unusual for the manager of production, or a
production committee, to review these cost comparisons and to
question items which appear to be unsatisfactory.

From a control standpoint, however, such systems have many
shortcomings. Not only is the information “post mortem” but
the comparisons are, as a rule, on a historical basis rather than
against the best-known possible performance. Furthermore, they
generally provide no adequate basis for the delegation of responsi-
bility and authority; frequently they do not give thorough cover-
age to all kinds of expense, but concentrate upon the productive
operations. Other technical features, such as prorates, tburden
centers, and machine rates, make them too complex to be clearly
understood by foremen and others directly responsible for expense
items. Therefore, either innumerable approvals of miscellaneous
expenses must be made by management higher up, or an approxi-
mation of the results of some previous period or year must be
depended upon as a control or measure of the operations or activi-
ties of the current period.

A number of the participating companies, however, continue to
obtain reasonably satisfactory results on this historical basis. In
one company, analyses and cost comparisons are made monthly to
cover a three- to four-year period, indicating any cost increases as
related to sales volume. The comparisons, are accompanied by
further analyses, showing which items might be reduced. In set-
ting the next annual budget these items are taken into considera-
tion. Weekly and monthly “logs” are also kept on production, and
any unsatisfactory trends are corrected.

Another company makes an analysis and comparison of its
cost records with previous periods, other plants, and similar fac-
tors. Each of approximately a dozen plants gets its own cost in
comparison with the others, and is then expected to rectify any
costs which are out of line. Because of the small number of
products and the number of competing plants, the management
believes such cost comparisons sufficient to provide adequate con-
trol. The production manager and the manufacturing committee
review these costs, and make inquiry and examination wherever
they consider necessary.

THE PREDETERMINED COST BASIS

For the past quarter-century it has been accepted cost-account-
ing practice to predetermine what the various costs will be, and
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thus have a more scientific basis for appraising current cost per-
formance. Such procedure involves a comprehensive analysis of
what needs to be done, as well as a close inspection and study of
what is done at present. Wasteful practices or unnecessary opera-
tions are detected and eliminated. An endeavor is made to find the
best procedure for accomplishing the remaining necessary func-
tions, due consideration being given to such factors as safety,
quality, time, and accuracy, as well as to cost.

The estimated or predetermined cost, which is chiefly appli-
cable in those plants where production orders are based upon sales
orders previously obtained, was found specifically used in only a
few of the participating companies. However, in greater or lesser
degree the plan was found to exist in connection with the budge-
tary-control systems of a number of the organizations. In one
company, for example, which operates many plants and produces
numerous items, and where the operations fluctuate rather rapidly,
the estimated or predetermined cost is used. The cost-accounting
department works constantly to anticipate economic and business
conditions, and thus to keep the cost rates up to date. Efficiency
studies are constantly being made by the manufacturing depart-
ments, and everything possible is being done to improve the per-
formance and to reduce the costs. On the basis of past experience,
and taking into account knowledge of current conditions, the pre-
determined cost has proved reasonably satisfactory in this com-
pany as a device of management control.

THE STANDARD COST BASIS

Modern management, however, has not been satisfied with
knowing what its product has cost or what it will cost; it demands,
instead, to know what it should cost. Accordingly, the historical
cost and the predetermined (estimated future) cost have largely
given way to the standard cost, which has been defined as a cost
which should be obtained “under a given or assumed set of operat-
ing conditions and volume of output,” but which is an attainable
goal. This does not mean that it is an ideal cost, but a cost which
could be reached if the plant were operated with the highest practi-
cal degree of efficiency. It means that a standard or goal is set for
plant operations, for volume output, for raw material quality and
cost, for labor efficiency and cost, and for each element of overhead
expense. It thus becomes a yardstick for measuring efficiency.
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Such a program calls for a basic analysis of every phase of
operations, including manpower, wage and salary structure, the
pattern of organization, materials procurement and control, ex-
pense control, and other similar aspects. Although more commonly
used in connection with factory operations, the process is equally
effective for sales, clerical, staff, and supervisory functions to de-
termine what needs to be done, and how to do it most efficiently.
Such analyses are made either by a special group selected by top
management, by a department of organization which continuously
makes such studies, by a cost-control group from within each de-
partment or plant, or by an outside consulting firm employed espe-
cially for the purpose.

Three Methods of Analysis

Any one of three methods of making this analysis may be
used. One approach is by divisions of the organization. Each
department is taken in turn and its activities are thoroughly ex-
amined; the usual practice is to ascertain what each and every
person in the department does, and why. The possibility of elimi-
nating functions is next considered; if the activity is essential,
then an analysis is made of the methods used, and all improve-
ments, short cuts, and other expense-saving possibilities are ex-
plored and incorporated in a recommended procedure. A new
basic organization for the department is then established, showing
the jobs required and the duties of each.

Another approach is by analysis of each practice or activity. In
every company certain practices, for accounting, statistical, or legal
reasons, must be carried out in the same way by every division of
the enterprise. Many other practices, at least from a cost-control
point of view, should be carried on according to a standard deter-
mined by scientific practice and tested results. Generally there
cannot be several ways of handling an activity, all equally good.
It is probable that there is only one best way. Accordingly, under
this approach, a detailed analysis is made of each activity, showing
step by step how it is now performed. Then all possible delays,
unnecessary steps, and red tape are eliminated, and the most direct
and economical procedure is established as the standard practice
for that activity throughout a department or the company. As
an example, the practice which covers the handling of procurement
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orders from the time of their issue until the delivery of the goods
can be definitely analyzed and standardized by this process.

A third method of analysis is based upon an examination of
the operating expenses. Such a procedure reveals not only the
two major cost items of labor and materials but also such other
costs as utilities, supplies, outside services, and the like. An analy-
sis of these latter items by the commodity or service purchased
indicates where proper reductions can be made and effective con-
trol instituted. Changes in quality, cheaper substitutes, and lower
contract rates are then possibilities for savings which would be
considered, along with means for decreasing consumption. For
example, in one of the participating companies the manufacturing
department spends approximately $80,000,000 a year. A segrega-
tion of these expenditures is first made into such general groups
as labor, materials, power, fuel, water, and supplies. Each of these
is then analyzed in detail to ascertain if any unnecessary expendi-
tures have been made. To take one relatively small item, an
analysis of the supplies group revealed that more than $10,000
of paper towels had been purchased during one year. A further
investigation was made to determine whether the paper-towel con-
sumption might reasonably be reduced. By applying this method
of analysis to all groups and items the company is enabled to make
real savings in its expenses and also to set up controls where needed
to keep such expenses in line. Moreover, this is done without
injury or handicap to any group within the organization.

All of these approaches have their place in establishing the
basis for cost control, and it is probable that no one of them could
of itself produce all of the facts required to determine what the
costs should be. Further, because every operation of the company
is covered, the analysts who make the investigations and recom-
mend the standard procedures must include specialists on the vari-
ous phases covered. Accountants, sales representatives, engineers,
and production men are all essential for complete coverage.

Use of the Standard Cost

Approximately one-half of the thirty-one companies partici-
pating in this management study use the standard cost to some
extent. Few of the companies have complete standard-cost sys-
tems, though the tendency is definitely in that direction. In some
instances the standard cost at present applies only to certain plants,
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or to certain products, or only to the control of expenses. Only in
two instances did the companies express definite opposition to the
standard-cost concept of control—one of these was on the basis
that if standards were set, and then realized, no further improve-
ment would take place in the plants’ performance even though there
was still plenty to accomplish. This opposition is based, obviously,
on a misconception of the standard cost, because as improvements
of any type are made the standard is adjusted correspondingly.
The primary purpose of the standard cost, as already stated, is to
measure efficiency, rather than to produce an arithmetically exact
cost.

Actually, many departmental activities remain fairly constant
throughout the year. This is especially true of most of the staff
departments, and except for seasonal influences, it is true also of
most sales departments. Where this is true, an analysis which
establishes the necessary functions, the number of people required,
and the best methods of procedure, also establishes what the costs
should be for the department. The total necessary monthly cost,
detailed as to general types of expense, is thus established as a
standard ; variations therefrom can be readily checked each month,
and the causes for the variations definitely ascertained. Correc-
tions and adjustments can then be made as needed, either in the
established standard or in the departmental personnel.

In other instances the costs are directly related to the volume
of production. Where this is true, as in the manufacturing activi-
ties, recognition must be given to the volume factor in establishing
yardsticks to determine good cost performance. Accordingly, the
standards are prepared in written form covering a description of
each operation, outlining the economies and improvements in pro-
cedure effected through the analysis, stating the number of people
required, and detailing the expenses involved. The standard costs
are established on the basis that everything will proceed as pro-
grammed. Usually a set of standards is set for varying rates of
production, as for example, on the basis of full capacity, 90 per-
cent capacity, 80 percent capacity, and so on. Thus, if the unit is
working at 80 percent capacity, a standard is available to show
the foremen what conditions should prevail as to the number of
men, units of production, indirect labor cost, scrap loss, and other
like elements.

To serve as a check upon the operations the production is calcu-
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lated at the standard cost, and this is compared with the actual
cost. Some of the companies furnish these comparative figures
daily to their foremen; others furnish the figures monthly, but
show their foremen how to gauge their own departmental efforts
currently by means of daily checks on the production per man, the
ratio of production to material used, and similar measures. Very
often the statements given the foremen cover only the expense
items over which they have control, and for which they are re-
sponsible. Such costs as depreciation, taxes, and general over-
head, over which they have no control, are excluded; this tends
to make the statements simple, understandable, and effective.

From a control standpoint, the standard-cost system aids in
determining what the expenses should be, and also reveals at what
points and in what items the expense performance is weak. It
places the responsibility for costs on those who are best situated
to control them, and it furnishes the information necessary for
such control. It permits authority for expenditures to be delegated
downward in the organization within the limits of the established
cost standards. It is also useful as a basis for wage-incentive
payments, and furnishes some of the information required for
budgetary control.

The establishment and maintenance of these cost standards are
usually the responsibility of a staff group in each major department
or location. Where there is a number of such units, a central group
audits the standards set by the logal people in order to give a
uniform measure of effectiveness. \The cost standards are con-
stantly under review, and anything which tends to reduce the costs
is reflected in modified standards) Usually the consent of the
manager is necessary either to establish new standards or to
modify old ones. Because of the large sums of money often in-
volved, some of the companies employ specialists on such items
as forms and records, wage standards, maintenance and repairs,
power, steam, water, stock loss, and scrap loss. In some cases the
opportunities for saving are so great that the management assigns
a group of these specialists to each factory or major location.

A TYPICAL CONTROL SYSTEM

Among the companies studied various methods of control are
effectively used in the handling of expenditures. While a complete
analysis and description of a system of control is not feasible in
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this study, it is believed desirable to point out briefly some of the
more important characteristics generally involved in such a plan.
Accordingly, the plan of factory cost control evolved by one of the
participating companies is briefly presented.

Paralleling the five production divisions of the plant are five
divisions of the works comptroller’s organization. Each of these
has attached to it a group of three or four high-caliber “cost engi-
neers” (fifteen to twenty for the entire plant), usually engineering
graduates, some with advanced business training, carefully trained
and picked not only for general ability, but also for personality,
tact, and diplomacy. One of these cost engineers is assigned to
each of the departments, or to a group of smaller departments,
which comprise a production division. Their job is to work closely
with the foremen and superintendent in studying all operations and
determining the most efficient methods for such things as the
handling of direct and indirect labor, maintenance, materials and
supplies, and waste. With the concurrence of the superintendent
they establish standard performance and costs representing the best
that can be done with all conditions favorable.

These same cost engineers also work with the budgetary-
control division in establishing the monthly over-all control and
the yearly forecasts. They assure themselves that the various cost
and expense statements properly represent the facts and then re-
view and interpret the control statements to the supervisors con-
cerned, advising them as to the correction of deficiencies.

In this work they make simple time studies or ask the assistance
of the wage-standards division in making more extensive time
studies. They also request the engineering division to make studies
toward the solution of technical and processing problems, removal
of bottlenecks, improvements of facilities, layout, and similar
matters.

It has been found advantageous to have the cost engineers,
who are to make the physical analyses and who are thoroughly
familiar with all operations, also familiar with the handling and
accounting of the cost figures in order to follow them through to
the presentation and interpretation of results. In this way each
foreman and general superintendent can look to his cost engineer
for the full picture of his operations. It should be added that these
cost engineers are looked upon as comparable in rank to the de-
partmental foremen and are considered prime candidates for higher
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operating or comptroller’s department jobs. They are regarded
by the management as the “business managers” of the departments
they serve.

A very careful study is made of indirect costs such as main-
tenance. Foremen are trained to be specific in their maintenance
requisitions, looking upon the maintenance organization just as
a home owner would the plumber. If the cost engineers are not
convinced that some practice is the most economical possible, they
get all the facts together and attempt to convince the foreman or
superintendent as to what looks best. If they do not succeed, they
may allow for the questionable practice in a tentative standard
(separately reported) until after a period of trial, perhaps a year.
They never allow retrogression in the standard costs or the “white-
washing” of doubtful procedures through their inclusion in the
permanent standards or budgets until after at least a year’s trial,
and then only after being definitely convinced that the procedure
being followed is the best that can be developed. Each supervisor’s
showing against his standards and budget is reported to him
monthly, with interim statements daily or weekly on such items as
direct labor and similar costs of major importance. The cost engi-
neers review the statements with the various supervisors or fore-
men concerned, obtain their explanation of deviations, and meet
with the general superintendent once a month to discuss progress
and results.

The standard costs and budgets are attainable, but lean toward
the ideal side. They cover all elements of out-of-pocket cost,
whether or not such cost can be controlled by the particular fore-
man. Deficiencies in other departments show up as excess cost
and responsibility for its correction is placed where it belongs by
that general superintendent at the monthly meeting of his group.
These monthly cost-control meetings are attended by the assistant
works comptroller, the cost engineers, and the foremen concerned.
In these meetings, as at all other times, every attempt is made to
adapt the nature and language of the control system to the fore-
man’s needs and to educate him on its value, rather than try to
impose technical cost-accounting terminology upon the operating
department.

Performance against the standards in well-established opera-
tions runs within 5 percent; if it gets much above this, the cost
engineers investigate for causes. One thing which the standard
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costs have brought to light for correction is the excessive cost of
short runs and frequent changes. Changes in planning to enable
longer runs resulted in a saving of $40,000 a year in one depart-
ment alone.

In setting standards or budgets on items of indirect labor an
attempt is made to recognize minimum requirements for different
production rates, sometimes by economic steps, and sometimes as
a direct ratio of production or of direct labor. This forces the
supervisors to analyze and determine the possibility of cutting
down on their clerical and other indirect help as production de-
clines, or to get enough production scheduled by the planning
division to occupy their full force at any stabilizing level.

Although much has already been accomplished during the
time that this plan has been in effect, the company hopes that, after
further experience with standard costs as a means of control, it
will be able to estimate deviations with sufficient accuracy to per-
mit using them in its general cost accounting (instead of using
actual figures of cost in the general cost accounts), and thus make
a substantial saving in clerical work.



Section g
CONTROL OVER METHODS AND MANPOWER

Experience indicates that there is a constant tendency to ex-
pand the functions and personnel of any department in response
to the many demands placed upon it. This expansion is ordinarily
a slow and gradual process. It is seldom of such proportions at
any one time as to excite question. All the people may be obviously
busy and it is therefore often assumed that the department is func-
tioning efficiently. In many cases legitimate increases in the vol-
ume of business mask the fact that activities of questionable
justification have been undertaken by a department. There is also
a tendency for forms, reports, functions, and methods to be con-
tinued after they have outlived their usefulness. As a result many
companies find that from time to time it is necessary to inspect
and analyze the work actually being done in order to effect proper
control over functions, methods, and manpower. There are two
processes by which this is ordinarily done—(a) by complete anal-
ysis of each department’s activities, and (b) by analysis of in-
dividual practices. A few companies make such analyses on a
continuing basis, through a central staff agency, and by means
of specialists attached to the larger departments, as described in
pages 49-53.

ANALYSIS OF EACH DEPARTMENT’S ACTIVITIES

All the functions being performed by a department can be ex-
amined by surveying in detail the activities or duties performed
by each of its individual employees. This is usually done by hav-
ing a member of the reviewing agency spend a day or more with
each man to study his activities, both as to their character and the
time they require. This is supplemented by a statistical review of
the work performed over a representative period. When all the
jobs have been surveyed in this manner, the resulting inventory
of activities is carefully analyzed. The many functions, reports,
and other work are considered in relation to the requirements of
the business as a whole, and those which are not essential are
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eliminated. The remaining essential activities are next simplified
as far as possible, and the most efficient methods and procedures
for performing them are established. These eliminations and
changes in method make some entire jobs unnecessary and result
in many fractional jobs. Related activities are then arranged into
logical full-time assignments by combining these fractions, which
permits a further reduction to be made in the number of positions.
Finally, each necessary job or group of like jobs is covered by a
specification which shows not only the activities to be performed,
but also what constitutes satisfactory performance and how it is
to be measured.

From this one basic analytical process comes the information
for determining:
The essential departmental activities.
The best methods for performing these activities.
The number and type of people required.
The pattern of organization.
Relative job values and classifications.
Standard costs.

AN S

In addition, the basis for a system of merit rating in terms of per-
formance on the job, as well as much of the data required for a
comprehensive system of budgetary control, is available from this
analysis.

Current Control

Having established the necessary functions and the personnel
required to perform them, some control must be set up to assure
that the organization is kept currently in line; otherwise it tends
to revert to its old faults during the changes and additions which
naturally follow the fluctuations in business.

In those companies which have budgetary-control systems, each
department estimates its manpower requirements by months or
quarters, usually for a year in advance. These estimates are predi-
cated upon anticipated activity and are revised as necessary, par-
ticularly with respect to the immediate period in advance. Control
then involves checking the reasonableness of the departmental
budgets submitted and comparing actual performance against ap-
proved budget estimates. In addition to control on a departmental
performance basis, the top executives are concerned with com-
pany-wide control of manpower. Accordingly the manpower
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budgets of all the departments are tabulated and summarized into
total company figures. Some of the companies include also figures
on overtime, contract work, and payroll dollars. Such a statement
shows which departments will be needing men and which ones
will have excess personnel. The advance notice provided through
the budget permits suitable provision to be made. Overs and shorts
can be matched up where possible ; the use of overtime or contract
work can be discouraged in times of slack employment ; and many
other means can be adopted to stabilize employment and control
manpower on a company-wide basis, provided the need is brought
to light by advance planning.

In the absence of a budgetary-control system, various means
are employed by the participating companies to control changes
in the authorized manpower. The effectiveness of such methods
appears to depend very largely upon the care taken to investigate
and determine the necessity for the proposed changes. Some of
these plans are:

1. The divisional executive responsible for the department
must personally approve additions to the department’s payroll.

2. Various committees review personnel requirements and ap-
prove new additions. In the home office, this may be an office
administration committee; in the manufacturing department, a
manufacturing committee, etc.

3. A central agency (or its departmental affiliates) reviews all
requests for increased manpower and, when any doubt exists as to
necessity, investigates on the ground the need for the increase. If
possible, adjustment in method or curtailment of activity is ar-
ranged to obviate the necessity for the proposed addition.

In other companies the departments are permitted to make
additions, but must justify them later. For example:

1. Each manager must explain quarterly any increases in the
personnel of his department to the executive committee. State-
ments are prepared quarterly by the comptroller showing the man-
power in each department and the increases in each.

2. Ratios are established between productive and nonproduc-
tive labor and between supervisors and workers, and any manager
who violates these ratios must explain the reason to the home office.

ANALYSIS OF INDIVIDUAL PRACTICES
Another widely followed method for inspecting and analyzing
the work being performed is to study each activity individually
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from start to finish. Every step in the sequence is analyzed with a
view toward determining the most practicable methods and equip-
ment, the proper qualification of personnel, and the best order in
which to perform the various steps or component operations. Such
an analysis is not limited by departmental boundaries, the activity
being traced through all its aspects, wherever they occur. Further-
more it may be applied to any activity, whether sales, clerical, pro-
duction, or specialized staff functions. This method of analysis
finds application where it is desired to examine and improve par-
ticular practices either as to cost, time-saving, quality, or accuracy;
or where it is advantageous to establish a uniform method through-
out the company.

Standard Practices

Having established, by means of careful analysis, the one best
way for handling a given activity, it is often desirable to standard-
ize that practice throughout a department or the company. In
many concerns the same manufacturing, selling, accounting, pur-
chasing, credit, traffic, and other activities are carried out at a
number of plants or branch offices. In certain of these activities
there are legal, statistical, and accounting considerations which
require establishment of uniform practices. Beyond this there are
other reasons why the standardization of practices is worthy of
consideration by top management:

1. Determination of manpower needed.—A given volume
of work, whether it be office or shop work, if performed in a
standard manner under like conditions and at a uniform rate,
should require a certain number of man-hours regardless of where
the work is done. A basis is thus afforded whereby actual perform-
ance can be checked against desired performance.

2. Determination of cost—In addition to the natural ex-
pectancy of lowered cost, it is desirable from a control standpoint
to know what the cost of doing a specific piece of work should be.
This would include not only payroll cost but material, supplies, and
other items as well. Standard-practice determination furnishes
such measures.

3. Determination of time.—The factor of time is important
not alone from the standpoint of cost but for such other reasons
as improving service to customers, meeting delivery promises,
handling orders, preparing reports, and submitting estimates. The
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time element, derived in reliable manner through standard-practice
development, provides the basis for planning, scheduling, and as-
signing work to individuals, departments, plants, or offices.

4. Assurance of quality or accuracy.—In the determination
of standard practice the quality of work expected is established
quite as definitely as the quantity. Hence, for factory operations
quality of performance is prescribed and for office operations, ac-
curacy of performance.

5. Facilitation of supervision.—With methods or procedures
standardized, situations which are variations from normal are
minimized. This enables executives to concentrate attention on
those matters which are exceptional, resulting in a consequent im-
provement in supervision.

6. Interchange of personnel.—If throughout an entire com-
pany an activity is carried out in identical manner, those engaged
in the activity can be shifted from one unit to another with no
reduction in proficiency and with no loss of time for learning.

7. Training new employees.— The standardization of
practices customarily implies standard instructions or procedure
manuals, cither of which provides a new employee with full in-
formation as to his specific duties with respect to any activity.
Moreover, it takes no longer for a new employee to learn a well-
defined standard method than to learn by word of mouth a pro-
cedure which may change from day to day. Then, too, the learning
process can proceed with a minimum amount of coaching and
explanation upon the part of the new employee’s supervisor or
associates.

8. Reliance on procedure.—The frailties of human nature
are such that it is much safer for management to fix definite
methods of carrying out repetitive activities than to depend upon
the uncertainties of memory and variable judgment of those in-
volved in the activities. Only by prescribing fixed practices can
consistency and permanency be given to the conduct of such ac-
tivities.

9. Capture of basic information.—One of the most impor-
tant objectives of establishing standard practices is to corral cer-
tain of the basic operating data which otherwise repose solely in
the minds of long-service employees. Such information is the
rightful property of the company, as it has been gathered on time
paid for by the company. However, unless, through the analyti-
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cal procedure of standardizing practices, it is gathered piecemeal
from those possessing it, certain portions of it are lost every time
there is any turnover of personnel. To be sure, a synthesis of such
captured data may not produce the best way of performing a given
activity, but the foundation for developing the proper standard
practice does lie fundamentally in this information.

10. Incorporation of policies.—The preparation of standard-
practice, instruction, or procedure manuals provides the opportu-
nity for incorporating positive statements of policy. For example,
if company policy decrees that the purchase of an item involving
an expenditure in excess of a certain sum shall be on the basis
of bids from three vendors, such a provision can be written into
the standard purchasing procedure. Numerous company policies
can be given positive definition, and therefore uniform interpreta-
tion, through the medium of standard-practice statements. More-
over, a means is provided whereby checks can be instituted as to
compliance with policies, a method of control not easily realized
otherwise.

Even the most painstaking analyses obviously cannot antici-
pate all of the improvements and methods which are developed
from time to time, but at least for an appreciable period the best
practice can be established. There is nothing in the process of
practice standardization which precludes adoption of better meth-
ods whenever discovered. In fact, by the very process of detailed
and careful analysis, the foundation is laid for the constant search
for and adoption of improved mecthods. It is only when the full
facts about a given method are known that an intelligent appraisal
or comparison with another method can be made.

It is not intended, however, to imply that all practices should
be standardized. Large numbers of practices are of relatively
minor importance and should be left to the discretion and judg-
ment of local managements. Other restrictions are often imposed
by variations in equipment, layout, and other local conditions.
Usually only the most important practices warrant standardization
throughout a department or a company, and even those are custom-
arily submitted to field or division managements for review and
adaptation to local requirements before going into effect.

The degree to which compliance with standardized practices
is mandatory varies among the companies and even within a given
company regarding different types of practices. In several in-
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stances, local plant managements are under no restrictions as to
how they handle the factory operations under their respective
jurisdictions. Preferred practices have been developed by compe-
tent staff agencies, but there is no compulsion as to their adoption.
What methods are followed and what means are used to meet cost,
quality, and quantity requirements are matters left to the manage-
ment of each plant. Control by top management is a matter of
end results reflected by budget or profit-and-loss performance.
Other companies modify this plan to the extent of encouraging
an interchange of ideas among the various plant managements.
Occasionally members of the management group in a given plant
visit other plants of the company to study methods and exchange
ideas. Several companies hold periodic meetings of plant mana-
gers and staff specialists where for several days common problems
are discussed. In one instance specialists work in various plants,
reporting new ideas, methods, and practices to headquarters. Par-
ticularly good discoveries are written up and distributed in bulletin
form to all plants. Local managements, thus apprised, use their
own judgment as to whether or not these ideas are to be introduced
into their own plant operations.

Another plan followed by a few companies is to delegate the
authority and responsibility for determining manufacturing prac-
tices to regional executives. All plants coming under a given re-
gional management adopt the methods of processing, maintenance,
and so on, that the regional specialists decide are the best. Among
these regional specialists an interchange of ideas is brought about
through corresponding staff executives at headquarters who, how-
ever, do not arbitrarily impose standard practices on all plants.

In several companies central agencies carry on exhaustive
studies of processing methods, equipment performance, method-
study technique, waste elimination, procedures of production con-
trol, and similar operating problems. Representatives of these
headquarters staff departments constantly visit the plants of the
company, consulting and advising with local managements. Well-
prepared reports of these studies are written up for distribution
to all plants. The central office staff group works in an advisory
capacity rather than dictating methods and practices.

Several companies centralize control over manufacturing, sales,
and office practices through specialists and staff agencies at head-
quarters. Standard methods are worked out by these home-office
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specialists in conjunction with experts in various plants or branch
offices of the company under typical operating conditions. Stand-
ard practices thus derived have been practicably demonstrated and
their use becomes mandatory. In one company complete authority
and responsibility resides in a home-office staff department for de-
signing and constructing all buildings, providing all necessary
plant facilities, selecting and ordering all equipment, laying out
and arranging all equipment, prescribing all methods of manufac-
ture, and, finally, operating new plants and processes at the start
until all production problems are worked out. In some companies
the head-office sales staff develops and standardizes the practices
for ordering of merchandise, warehousing, loading, delivering,
displaying, and all other physical operations involved in store or
branch-house sales activities.

More than half of the companies use office procedure manuals
which govern the practice to be followed for the regular routine
office methods throughout their respective organizations. In many
of these same companies there are staff agencies at the home office
frequently under the comptroller’s department, whose function is
to study and analyze office methods, establish performance stand-
ards, and investigate new equipment. Out of such studies are de-
veloped the standard practices which comprise the office manuals.
It is the further responsibility of these central agencies to keep all
manuals up to date. In most companies standard practices are
changed only when careful study and factual analysis confirm the
need for modification. This prevents aimless tinkering with office
procedures but does not discourage continuous and critical exami-
nation of prescribed methods.
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CONTROL OVER CAPITAL EXPENDITURES

In contrast to the lack of effective control over many major
management problems, practically every company participating
in this study has established some form of control over capital
expenditures.

CURRENT APPROVAL OF INDIVIDUAL PROJECTS

In many of the companies this control is embodied in a series
of approvals. Under this plan all projects involving more than a
designated minimum amount are presented in formal shape, with
pertinent information and substantiating reasons. Unless an en-
gineering analysis accompanies the request, the engineering depart-
ment or some other suitable agency may be asked to survey the
proposal with a view to determining cheaper alternatives and
checking estimated costs and savings. The requests are then in-
dividually reviewed, successively endorsed, and finally approved
by the authorized agencies or individuals.

Authority for this final approval is delegated in varying de-
grees according to levels of management. Furthermore, a wide
variation exists among the companies studied as to the limits as-
signed to these levels. This variation is indicated in the follow-
ing tabulation: '

Level of Management High Limit Low Limit Representative

Board of Directors....... Only those requiring All over All over
a bond issue $500 $25,000

General Management..... $300,000 All over All between

$25 $1,000-$25,000

Divisional Management... $150,000 0 All between
$500-$1,000
Field Management....... . $2,000 0 All up to

$500

Thus, under representative practice a project over $100,000 origi-
nating in the field would require the successive approvals of the
field manager, divisional manager, general management, and
finally the board of directors.
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When well conducted, this system furnishes an effective con-
trol over individual projects, but it also has several shortcomings.
Since the projects are considered individually, it is practically im-
possible to forecast the company’s cash position or to preplan its
financial operations. Further, while authority for the individual
approvals may be limited to $100 or $500, there is usually no limit
on the number of such authorizations which can be made. To get
around this, some companies require a list of such authorizations
to be submitted monthly or quarterly, but this covers funds already
spent for which plausible reasons can usually be advanced. The
highest exccutives of the company are required to analyze and
pass upon the merits of numerous rather small expenditures, and
this becomes a burden. Finally, and most serious of all, the lack
of thorough preconsideration makes it impossible to select the
most worthy and essential projects and program them first with
due consideration for the company’s financial position.

'\’.ﬁ)ITAL BUDGET

To obviate these objections many companies make use of a
capital budget. Under such a system all divisional managers pre-
pare annual estimates of all capital addifions anhd major mainte-
nance expenditures required in their departments during the year.
These estimates indicate for each individual project a brief state-
ment of purpose, the amount of money required, the anticipated
savings, the improvement in quality or the avoidance of loss, and
the time the work should start and be completed. These depart-
mental estimates are then assembled and considered by a central
analytical agency, such as the engineering department or appro-
priations committee, which classifies the projects according to
urgency and merit. Usually there are three general groups: first,
those which are absolutely essential ; second, those which are de-
sirable because of good payout; and, third, those which are desir-
able but not immediately nccessary.

After analysis and classification, the project lists are submitted
to general management, together with notations on those which
are considered unworthy. This group further reviews the projects
with respect to over-all company considerations, the general finan-
cial condition of the company, and the equitable allocation of funds
among departments, and finally recommends to the board of direc-
tors those projects it is willing to endorse.
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The board of directors considers the proposed capital budget
from the point of view of economic conditions and the company’s
financial position, with particular emphasis on the total amount of
money to be reinvested. Some companies endeavor to reinvest
annually the amount of their total depreciation, thus maintaining
the assets at a certain level. The board may consider the major
projects individually, but its main concern is the total amount to
be approved. This approval, however, represents only an allotment
of the aggregate amount in relation to other demands as well as
the company’s financial and capital position. It does not give
anyone the authority to go ahead on any project.

Even though it has been included in the capital budget, each
individual project of any consequence must be worked out in de-
tail and submitted to the home office for review and approval. The
central analytical agency makes a thorough investigation of each
project to determine its soundness and necessity. The basis for
delegating additional authority to divisional managers is thus es-
tablished, since total departmental limits are authorized by the
budget, and an independent appraisal is made as to the desirability
of each individual project included therein. Under this arrange-
ment divisional executives may have final approval up to a higher
limit (say $25,000), provided the project has been included in the
budget and is endorsed by the analytical agency. This relieves the
general executives of the burden of reviewing and passing upon
any but major requests or those which are not covered in the
budget.

In case of adverse economic changes or financial disturbances,
the individual projects can be curtailed as necessary upon notifica-
tion from general management. Likewise any unforeseen but nec-
essary projects can be submitted for consideration on a special
basis. Sometimes unforeseen projects may be substituted for some
other less urgent or worthy one at the discretion of general man-
agement. Many companies revise their capital budgets quarterly.

The sample control specification on page 173 and the discussion
of an appropriations committee, page 67, outline in more detail
this method of controlling capital expenditures.

CONTROL WITHIN AUTHORIZED AMOUNT

Most companies prepare a cost and time schedule for each
authorized project. Generally the accounting department registers



All Departments Control Specification No....
CONTROL OVER CAPITAL EXPENDITURES

ANNUAL BUDGET

‘1. All capital expenditures will be covered by an annual capital budget.

2. By November first each year, each Divisional Executive will develop within his division and
submit to the Appropriations Committee an itemized estimate of all such expenditures for which
justifiable need is definitely anticipated during the following year, giving substantiating earnings,
payout, or other reasons in each case. Individual projects should be divided into three classifi-
eations:

Class A. Essential to satisfactory operation
Class B. Desirable on an earning basis (payout within years)
Class C. Desirable from the standpoint of logical expansion and development but not urgent.

3. The Appropriations Committee, consulting as necessary with the divisional executive concerned,
will critically review these divisional estimates as to necessity, justification, urgency, cheaper
alternatives, and other considerations and will then consolidate and submit the estimates to the
Executive Council with its recommendations.

4. The Executive Council will review the consolidated estimate from an over-all viewpoint, satisfy-
ing itself as to the necessity, justification, and urgency of each project, considering the propriety
of deferring Class C and less promising Class B projects to be used as “fill-in” jobs during slack
periods to help stabilize employment and so lessen the shock of depression, taking into account
proper co-ordination between divisions, eliminating all items considered questionable or unworthy,
and submitting a final budget estimate with recommendations to the Board of Directors by Decem-
ber first.

5. The Board of Directors will consider the estimated totals from the standpoint of investment policy,
taking into account the availability and judicious allocation of funds, general business, economic,
and financial conditions, and prospects ahead, and will finally pass upon the budget (in principle).

APPROVAL OF INDIVIDUAL PROJECTS

* 6. Within the scope of this blanket authorization, individual projects and expenditures will be subject
to further analysis and approval before they are actually undertaken, as follows:

7. Budgeted projccts under $1,000 will be approved by the Divisional Executives concerned, within
their respective total budget allowances, either individually or on the basis of requirements antici-
pated (and submitted in the form of an itemized list) for each month in advance.

8. All projects over $1,000 must be reviewed and passed upon by the Appropriations Committee, as
a basis for approval, (u) as to whether they are economically warranted (considering assured
earnings, payoul or other advantages, cheaper alternatives, justification of separable parts, risks,
etc.), and (b) to make sure they are generally consistent with, and within the limits of, the
approved budget.

9. Divisional Executives may authorize budgeted projects between $1,000 and $25,000 (within their
total budget allowances) provided the proposals have the endorscment of the Appropriations Com-
mittee,

10. All projects not endorsed by the Appropriations Committee and, in any event, all projects over
$25,000 must be referred to the Executive Council for final approval within the total capital
budget.

“11. Any project over $1,000 not provided for in the approved budget must be referred to the Executive
Council for approval.

12. Whenever adverse changes in business and economic conditions or prospects (unforeseen in estab-
lishing the budget) indicate the desirability of deferring projected expenditures, the Executive
Council will, at its discretion, restrict, suspend, or cancel capital budget balances and projects,
reporting such action at the next meeting of the Board of Directors.

CONTROL OF EXPENDITURES WITHIN THE AUTHORIZATION

13. The Accounting Department is responsible for furnishing appropriate reports to those concerned,
showing the current status of actual expenditures and commitments with respect to budget and
project authorizations.

14. Before any project expenditure exceeds the authorized amount by more than five per cent it must
be referred to the original authority for a supplementary grant.

15, Before any divisional budget is exceeded, a supplementary allowance must be authorized by the
Executive Council.

. 16, Before exceeding the total capital budget, a supplementary grant must be obtained from the Board

of Directors.

REALIZATION OF ANTICIPATED BENEFITS

17. Divisional Executives will be responsible for seeing that the anticipated benefits relied upon in
the justification and approval of capital expenditures are fully realized.

18. Once a year, the Appropriations Committee will submit to the Executive Council a report sum-
marizing the extent to which projects which it has passed upon during the previous two years
have proved out satisfactorily (classified as to ‘“‘definitely satisfactory,” ‘‘questionable,” and ‘‘un-
satisfactory”).

Approved (date)
Executive Council
Director of Organization
Comptroller
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each project and assembles the cost and progress data upon it.
Monthly reports are usually prepared for all such projects, show-
ing what happened during the current month and cumulative to
date. Expenditures are closely watched. If the project overruns
the appropriation a supplementary grant is usually required, al-
though some companies permit a tolerance up to 5 percent. Such
supplementary grants are made on the same basis as the original
authorization. Any department which anticipates overrunning its
total budgeted allowance must notify the general management well
in advance and seek further funds. Similarly, if the total capital
expenditure budgeted appears to be insufficient, the general man-
agement must seek an additional grant from the board.

FINAL CHECK OF RESULTS

Many companies have a regular follow-up procedure for de-
termining whether the advantages anticipated from capital ex-
penditures are realized. Where improved quality of product and
advantages of that nature are involved, some agency is usually
called upon to check the results and report the degree to which
this objective has been realized. In the case of a project based upon
an estimate of savings, the actual amount realized in operation is
compared with those anticipated. This comparison may be fol-
lowed until the estimated rate of saving is attained, until results
are determined for a year or two, or until the project has paid out
in full. The purpose of such final checks is not only to confirm
the judgment of those responsible for the project as a guide for
the future, but also to show up technical or engineering faults
which might be remedied at a little extra cost and thus to realize
fully the intended objectives.
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CONTROL OVER SERVICE DEPARTMENT
EFFORT

Staff or service departments, such as engineering, research,
and statistical, find themselves in a difficult situation in many com-
panies. Expected to undertake any service requested and always
liable to criticism as to speed and adequacy of performance, such
agencies frequently feel constrained to maintain an unjustifiably
large organization and to render an unnecessarily elaborate serv-
ice in order to minimize such criticism. Their willingness to under-
take work invites more, which in turn requires increased personnel.
On the other hand, they are criticized for their tendency to expand
and for the greater cost of their departmental operations.

Under these circumstances it is not unusual to find the sales
department regularly using men from the engincering department
on strictly sales problems; or perhaps the research department
spending a considerable portion of its time on routine control
work for the manufacturing department. One case was found
where an exccutive needed some information regarding the in-
fluence of temperature upon product behavior. He wanted an
approximate answer from the research department which, with
some reference work, might have cost $100. Some months later
he was surprised to receive a very elaborate report on the subject
which cost $10,000.

Such situations point to a need for control within this field.
What is required is some way to determine what work should be
undertaken, and what requests should be refused. Furthermore,
it is necessary to decide how far to go on those projects which are
approved, and about how much money to spend on each. No de-
partment should hesitate to call upon another, if it feels that it
requires the assistance of the other in solving its problems. In
practically every one of the companies reviewed each department
is free to call upon any other for assistance. In most of the com-
panies, however, the request must be made by a responsible exec-
utive of one department upon someone in a comparable position
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in another. Some companies provide limits of authority on
amounts department heads may request. For example, a com-
modity staff manager might request a research study costing up
to $500; his superior up to $1,000.

In about half of the participating companies studied, éach of
the staff departments has its own budget, which covers the usual
run of ordinary requests from other departments. When some
unusual request is made, it requires an addition to the budget, and
in obtaining the extra funds both the asking department and the
one doing the work are likely to be conservative. In some com-
panies the staff agencies budget only the work of a general nature
which cannot be allocated or charged to any specific department.
The various departments include in their respective budgets the
amount they want to spend on research, engineering, or similar
service, defend the amount, and get it approved in their budgets.
The staff departments then charge the requesting departments for
the work done for them.

In many of those companies which have no budgetary system,
each staff department management has authority to question the
necessity for work requested. This may take the form of asking
the requesting department to clear with the president or vice-
president, because of the fact that additional help may be needed
to handle the work. Sometimes the staff department is permitted
to send work to outside firms rather than add employees or pur-
chase special equipment.



Section 12

CONTROL OVER LINE OF PRODUCTS

A company’s line of products has a most important bearing
upon its success. The problem of determining and controlling this
line is therefore of vital concern to management. This problem
has two closely related aspects:

1. Keeping the line designed to meet ever changing market de-
mands—offering strongest competitive appeal as to nature,
variety, quality, and price.

2. Preventing overdiversification and eliminating unprofitable
items.

The first of these considerations involves the development of
entirely new lines of products, the introduction of additional sizes
and varieties into existing lines, or the improvement of items
already in the line. The second involves the constant and critical
examination of all products in order to weed out the slow-moving,
obsolete, duplicate, or only slightly different items, altering related
products as necessary to maintain a logical, unbroken line.

Despite its importance many concerns seem to lack a fully
comprehensive plan of control over this field. It is true that many
have impressive product research and development agencies which
are continually creating new and improved products. There does
not appear, however, to be a correspondingly effective effort di-
rected toward simplifying and rationalizing the line and eliminat-
ing unprofitable items. Thus, the list of products tends to become
more and more extensive, with many relatively obsolete and semi-
duplicated items.

Policies or aims in regard to the extent of their product lines
differ among the participating companies. Some concerns strive
for complete coverage and offer a line of products to meet every
demand of their natural markets. A constant effort is made to
fill out any gaps in market coverage and to match any and all com-
petitive innovations. Other companies aim at selected or limited
coverage, confining their lines to those items which will reach the
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most profitable portion of the market. In general, they concen-
trate upon high volume and consequent low cost. Still other con-
cerns adhere to a policy of manufacturing a limited range of
products for which they are best fitted, purchasing supplementary
items to fill out the line and so enable the sales department to
meet customers’ full requirements.

Any comprehensive plan of control over the line of products
logically divides itself into three major parts:

Product planning, or the analytical function of determining what
products will constitute the most profitable line.

Product development, embracing the technical functions of prod-
uct research and design.

Product authorization, involving the final determination and ap-
proval of the product line and any changes therein.

PRODUCT PLANNING & .0 '+ ¢

- Product planning is the process of determining just what the
line of products should be to secure maximum net realization from
the intended market. Its aim is to insure that the line is confined
to logical, well-designed, and individually justified items which
will place the company in the strongest competitive position. This
is largely an analytical problem, involving the following impor-
tant aspects:

Market Analysis

An obvious need in designing or checking the line of products
is to determine, as accurately as practicable, what the market
wants, giving consideration to such factors as

Needs, preferences, and service requirements

Potential volumes and prices

Competitive offerings—nature, variety, quality, price, and share
of the market

Probable reaction to changes in the line and effect upon demand
for other products

Shifts, trends, and new developments

Such analyses afford the basis for the formulation of a logical or
ideal product line, best suited to market demands, toward which
to work in strengthening and simplifying the actual line as it
becomes expedient to make the necessary changes.
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Analysis of Line of Products

After determining, as far as practicable, what the market
wants, the next logical step is to examine the company’s line of
products to see how closely it conforms to these wants and to
determine the possibilities of simplification, elimination of unwar-
ranted items, the advantageous redesign of others, and the de-
velopment of entirely new items. As a basis for this analysis,
which should be repeated at appropriate intervals, it is desirable
to develop and summarize for each product such pertinent infor-
mation as the following:

Identity and character
Sales for past several years
Prices

Costs
Profit or loss on both a unit and a total annual basis

Simplification

With this basic information available, the first objective is to
weed out all unjustifiable items and varieties through combination,
simplification, or elimination of unprofitable products and those
approaching obsolescence.

Despite the fact that the economic importance of keeping the
product line trimmed down to profitable limits has been preached
for years, it is amazing to discover how little positive control is
exercised over this problem by many companies. One company dis-
misses the question with the statement that it is up to the manu-
facturing department to complain of low-volume items. Another
reports that it has no continuous plan but that once in a while a
concerted effort is made “to get rid of the weak sisters.” As a
rough guide toward keeping their product lines free of unneces-
sary, questionable, or excessive varieties, a few companies have
adopted such expedients as the following:

1. A conscious endeavor is made to drop an existing product for
each new one added.

2. A minimum profitable volume or economic lot size is estab-
lished for each item, and any product whose annual sales fall
below this quantity is dropped from the line.

In some lines, the matter of product standardization and sim-
plification is largely an industry problem and can best be ap-
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proached through co-operative study, often with the guidance and
service of the Division of Simplified Practice of the United States
Bureau of Standards.

Rationalization

Hand in hand with the elimination of unjustifiable varieties
goes the problem of redesigning the remaining products or creat-
ing new items to cover the dcsired market range with a minimum
number of properly graded items. Often the best features of many
products may be combined in a few which will offer the strongest
appeal to the trade and through decreased variety and increased
volume result in reduced costs and improved profit ratios. Like-
wise nonduplicated products may often be redesigned to advantage
and entirely new items developed to round out and strengthen the
line. This process should finally result in a logical list of products
approaching as closely as practicable the ideal specifications devel-
oped through analysis of market requirements.

As indicated in the foregoing discussion, product planning is
primarily an analytical function, involving the factual determina-
tion of what products will most profitably meet market needs. In
the case of any extended product line, this analytical function is a
continuous, full-time assignment for high-caliber staff specialists.
Market demands are constantly changing and require correspond-
ing modification of the product line. There is need for frequent
review to eliminate unprofitable items. In connection with each
proposed change in the line, there is need for careful analysis and
development of all pertinent facts as a basis for approval. And
finally, such an agency may appropriately serve as a clearinghouse
for all product suggestions from customers, inventors, field force,
and technical staff,

A few of the participating companies have organized effec-
tively for handling this important function. Among these, the
following plans are of particular interest. Several companies have
set up staff merchandise departments primarily to handle the vari-
ous aspects of product planning. This arrangement is described
more at length on page 54. Other concerns have a staff group per-
forming essentially the same functions, attached to the product
research and engineering department or to a products committee.
Still others scatter the component activities such as market analysis
and product simplification and rationalization among different
major departments.
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Several product research and engineering departments main-
tain a staff of technical men in the field, investigating complaints,
observing service requirements, talking with users as to their needs
and preferences, and appraising the performance of competitive
products. Their findings, sent in currently to the home office, con-
stitute a valuable guide in planning and designing the line of prod-
ucts to fit market requirements.

PRODUCT DEVELOPMENT

While closely related to the field of product planning previously
described, product development is logically a separable function.
It embraces the technical functions of product research and design
which are logical assignments of a product-engineering depart-
ment. It is concerned with the creation of new products and the
improvement of existing products arising either out of its own
activity or in response to requests from other agencies. The
product-planning function, on the other hand, is concerned with
appraisal of market, cost, and profit potentialities as a basis for
deciding, first, what product developments are worth undertaking,
and, second, whether completed developments or other changes
should be incorporated in the line for more expanded treatment
of control over product developmefit and research, see Section 13.

PRODUCT AUTHORIZATION

Product planning and product development, important as they
are, merely crystallize facts and formulate proposals for final con-
sideration and decision. The determining voice in what products
the company is to make and sell invariably rests with management.
Because of their primary interests, all consequential changes in
the line of products—involving additions, withdrawals, or major
changes in specification—are invariably approved by the top execu-
tives in charge of sales, manufacturing, and product development,
respectively. Sometimes these approvals are secured individually.
More often these three executives serve as a products committee
to review and approve such changes and to guide the work of the
product planning and development agencies. For further detail on
products committees, see page 69. In some companies, the presi-
dent or general council or even the board of directors may give
final approval to the more important changes on the strength of the
products committee’s recommendations. In the case of companies
organized on a product-division basis, on the other hand, a large
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measure of autonomy is usually accorded the different divisions in
determining their own product lines. Thus, each division may
have substantially the same plan of control as described above for
an entire company. In some instances there is an overriding con-
trol to assure proper co-ordination of the various divisional prod-
uct lines in the interest of the enterprise as a whole.

As a basis for decision at any level, each change in the product
line should be covered by a formal proposal, supported by such
pertinent information as the following:

Probable and potential sales volume and price
Probable effect upon sale of other products
Cost to equip for manufacture and distribution
Production and distribution costs

Probable net realization

Such information would normally be developed and presented by
the product-planning agency.
TYPICAL CONTROL PLAN

Two of the participating companies have particularly interest-
ing plans for control of their product lines. One of these com-
panies, organized on a product-division basis, has established a
nice balance between decentralization and over-all co-ordination of
its product-determination activities, as follows:

Each product division, of which there are nearly a score, has its
own product-engineering staff and carries proprietary responsibility
for the determination of its own product line. Under the spur of ac-
countability for conducting a profitable business, each division is con-
tinually active in reviewing its line, dropping unprofitable items, and
developing profitable new or improved products. However, inasmuch
as each division is held strictly accountable on a profit-and-loss basis,
there is a tendency to “fight shy” of long-range developments which
may be mostly outgo for the first few years. Then, too, certain product
problems cut across divisional boundaries. The company has there-
fore set up two strong central staff departments to insure that these
wider interests are properly served.

The technical aspects are handled by a central engineering and
research staff with adequate laboratory facilities. This agency devotes
itself to the more fundamental research problems, the development of
new products not falling logically within the province of any one divi-
sion, the co-ordination of projects involving several divisions, and the
interdivisional standardization of practices, parts, and materials.
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A new-products department examines major new-product pro-
posals from a broad economic and market standpoint in order to de-
termine whether they are in the company’s interest and how to handle
the manufacture and sale. It also undertakes the actual promotional
work on any development which does not clearly fall within the prov-
ince of a certain division or which some division is reluctant to under-
take until it is a proved success. To this end, the staff department may
secure a development appropriation, hire one of the product divisions
to undertake the trial manufacture and sale of the new product or line
on a service basis until it is proved out, and finally recommend its
permanent assignment to one of the product divisions or to a new
division created for the purpose.

In another company, whose organization structure follows a
functional pattern, the procedure of product control is epitomized
as follows:

All proposals relating to new products, regardless of source, are
first submitted to the research and engineering division. This division
considers the practicability of any such proposal and, if promising,
its staff patent engineers explore the patentability of the proposed
product. The division then consults with the sales department relative
to such factors as market possibilities, volume, and price. Similarly,
it consults with the manufacturing department as to feasibility from a
production and cost point of view. Predicated on this collective opin-
ion, the division then outlines the research, engineering, and develop-
ment program. This program is next submitted by the director of
engineering and research to the vice-presidents in charge of sales and
manufacturing for their concurrence, and if of sufficient magnitude,
to the president for final approval.

Each project is classified according to its degree of urgency. It
is then planned, scheduled, and budgeted. Constant surveillance is
exercised over each project program, both as to time and cost. Monthly
progress is reported to those concerned on a standard form. After a
project is once agreed upon and placed on the docket, the director of
engineering and research has full responsibility and authority as to
how far the project is to be carried.

When a project is completed, including its design, models, speci-
fications, etc., the division prepares a complete report, setting forth
the estimated cost, sales, price, and profit. If the new product is then
approved by the heads of development, manufacturing, and sales (also
by the president if necessary capital expenditure exceeds a maximum
figure), it is released for production.

This company is one of the few having a positive and continuous
plan of control over unwarranted diversification of its product line.
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Its engineering and research division is charged with responsibility
for systematically studying the simplification possibilities in its
line, numbering thousands of products. The division regularly
assembles and analyzes the following data on duplicative products:

Product numbers illustrated by catalogue cuts or photographs
Sales for past threce years

Average sales

Rank of products in order of sales volume

Prices

Factory costs

Profit or loss per year by units and products

These data, along with recommendations for eliminating or rede-
signing products, are sent to the sales department, which assumes
responsibility for the continuation of questionable items.

CONTROL OVER REPAIR AND REPLACEMENT PARTS

Somewhat related to the question of product simplification is
the problem of producing repair and replacement parts for items
no longer included in the regular line. This is a situation, ob-
viously, which faces only certain industries such as those produc-
ing assembled products, silverware, chinaware, and similar goods.

Without question, a manufacturer of a machine or other piece
of assembled equipment is obligated to provide repair and replace-
ment parts for a period of time after the discontinuance or obso-
lescence of the particular product. But for how long a period is
this an obligatory and profitable service? Within the limited scope
of this study the actual practice ranges from practically no time to
a period as long as any customer is able to keep the machine hang-
ing together.

It would seem that this problem warrants more careful consid-
eration than appears to have been given to it in many cases. Some
companies have made a start by discontinuing the regular stocking
of any repair or replacement part when the annual volume falls
below one economic run per year. Thereafter any calls for the
part are met by special manufacture. To handle such work they
have established a machine shop separate from their regular manu-
facturing operations. In this shop they make use of their older
mechanics who require light-duty assignments and whose knowl-
edge of the old models is of particular value.



Section 13

CONTROL OVER RESEARCH AND
DEVELOPMENT

The exercise of proper control over the nature and extent of
research effort and expenditure is often a perplexing problem.
. Some companies apparently make little effort at control. In effect,
_they acquire a competent technical organization, turn it loose, and
hope for results that will be of justifying commercial advantage
to the company. Other concerns strive for more positive control
either through an annual budget or current approval of individual
projects or both.

CONTROL THROUGH THE BUDGET

Among the participating companies which rely upon budgetary
control over their research activities, the following features are of
particular interest:

*1. A budget estimate is prepared by the research director to
cover all departmental expenditures for the ensuing year. This is
usually broken down into specific major projects, routine service,
and other activities.

* 2. Where practicable, allowance for service in behalf of specific
departments is worked out with the heads of those departments
upon whom falls the burden of justifying the required expendi-
tures.

3. Budget estimates are subjected to critical review through
the usual budgetary channels and finally approved. In this process,
consideration is usually given to the justification of individual
major projects, and to the comparison of total amounts with pre-
vious years, or as a ratio to expected sales.

4. One company, subject to severe cyclical swings, attempts to
avoid disruption of its trained staff and long-term development
program during slack times by an overriding research budget based
on 2 percent of sales averaged over the past five years. During
exceptionally good years a reserve is accumulated from which to
draw when sales are below normal.

185
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5. The research director is normally given some latitude in the
diversion of funds from one undertaking to another as needs and
prospects materialize during the course of the year, so long as he
stays within his total appropriation. Projects not anticipated in
the original budget are covered in supplementary authorizations
through the same channels. In this connection, limitations imposed
by his budget give the research director an excellent defense
against unwarranted demands for technical service.

CONTROL BY INDIVIDUAL PROJECTS

Other companies place primary reliance upon the current re-
view and approval of individual research projects, sometimes in
connection with an annual research budget. The most effective
practice along these lines embraces the following features:

1. Before any development project of appreciable extent is
undertaken, an analysis is made to determine and, as far as prac-
ticable, to evaluate the objectives to be accomplished in terms of
savings, sales and profit potentialities, probable effect upon de-
mand for other products, and equally pertinent considerations.

2. A formal proposal, incorporating the results of this analysis
and indicating the contemplated research program, schedule, and
cost, is then drawn up. Emphasis is laid upon the importance of
specifying whether the appropriation sought is expected to com-
plete and conclude the project or is merely a “first payment.”

¥ 3. In the case of product-research projects, approval often
rests with a products committee, consisting of the top executives
in charge of product'development, sales, and manufacturing, re-
spectively. In other cases, projects may follow the same course
of approval as for capital expenditures, according to the amount
involved.

~4. In connection with more fundamental research, where re-
sults and costs cannot be so definitely anticipated, approval gen-
erally rests with general management based upon representations
as to need, prospects, and value submitted by the research director.

5. Once approved, each project is closely followed as to per-
formance and cost, and periodic reports are rendered to those
interested.

6. Whenever, in the research director’s judgment, develop-
ments indicate that further work is of questionable value, the
project is suspended pending reappraisal by those concerned. Pe-
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riodically the entire list of projects may be reviewed as to progress
and prospects by the products committee or other authorizing
agency as a basis for decision to continue, curtail, or suspend
the work.

TYPICAL CONTROL PLANS

One company, having several hundred technicians on its re-

search staff and with upwards of a thousand concurrent projects
under way, has demonstrated that the techniques of management
control can be applied with full effectiveness to research activities.
The elements of this company’s control are:

1.

10

Proper organization of the entire staff with adequate admin-
istrative personnel and logical departmentalization of work
and workers.

Manuals prescribing the functions, responsibilities, and proce-
dure of each unit of the department and defining its relation-
ship with other units.

An annual research budget.

Thorough analysis of each individual project before any work
is undertaken, consideration being given to objectives and
their commercial value, required work, time, and cost.

Final review of each project of appreciable size with approval
by the research director, the heads of sales and manufacturing,
and, if of sufficient importance, by the president.
Classification of each approved project by degree of impor-
tance: AAA projects are urgent and take precedence; AA and
A projects rate as active and are given current status; those
with B rating are moved into the A classification as circum-
stances warrant; the C group are “rainy-day” projects.

. Assignment of a project number to each item that goes on the

docket; all records and correspondence relating to any project
bear the assigned number.

A planning of each project from the standpoint of what units
of the department will be involved, what individuals in those
units will be assigned, and for what period of time.

Time schedule covering every stage of the project, including
those phases dependent upon other departments, such as pro-
curement of needed materials through the purchasing depart-
ment.

A posting of current progress and expenditures on a control
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board which records all active projects and shows the status
of each.

11. Weekly check as to progress and cost of each project by the
research director in conjunction with the section head re-
sponsible.

12. Monthly report of all active projects to the president and the
heads of manufacturing and sales departments.

13. Semiannual review of the entire docket by the heads of re-
search, manufacturing, and sales, at which time projccts that
lack promise are dropped.

14. File of project folders containing for each project complete
information as to the source of the project, reason for start-
ing it, when it was authorized, and all other related informa-
tion, thus providing a complete case history of each project
for future reference.

A control such as the foregoing prevents any research activity
from going very far astray. It likewise permits measurement of
costs against results, precludes duplication of effort, and in this
particular company relates to fundamental as well as applied re-
search.

The company whose procedure is outlined above operates under
the functional plan of organization. A somewhat different proce-
dure of control is needed by companies which are organized on a
product-division basis, and where research is carried on by each
division in addition to that conducted by the central research de-
partment. All development effort must be co-ordinated in these
instances; otherwise, some activities will be duplicated and others
will be overlooked entirely.

Ordinarily the central unit concerns itself with problems com-
mon to several or all of the divisions. It conducts most of the
fundamental or underlying research. Projects are undertaken for
individual divisions if they so request. The divisional units con-
fine their research activities to translating the more fundamental
developments into practical application in their respective fields of
operation. The divisional research departments report to their
division chiefs but maintain close functional relationship with the
central research department. In one company the personnel for
the division groups is drawn from the central department. This
enables the central staff to develop sources of good research talent
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and to train technicians in the most effective manner. The basis
for a continuing and understanding relationship between central
and divisional personnel is established.

In this same company all work is programmed on a project
basis. For those originating in a division an appropriation request
is submitted upon approval by the division manager. These re-
quests go to the central research department and, if endorsed, are
passed up to the agency which authorizes all appropriations. Over
and above this project control is the annual budget. Each division
through its manager submits its annual research budget. These go
to the central research department where they are consolidated
with that of the department to make one over-all research budget
for the year. The total amount of the budget is not a fixed per-
centage of sales, although sales, profits, long-range programs, and
similar factors are considered in granting the total annual appro-
priation.



Section 14

CONTROL OVER EXTERNAL RELATIONS

All the preceding sections of this report have been concerned
with internal relationships in the management of the various com-
panies studied. This section touches briefly upon certain phases of
company external relationships—those involving the general pub-
lic, the industry, and government. Events of recent years have
greatly accentuated the need for more than incidental attention of
corporate management to these relationships.

PUBLIC RELATIONS

It is unfortunate that business in general delayed so long the
public presentation of its case, collectively and individually. For
years the public has heard only the misrepresentations, garbled
half-truths, and big-business baiting of unscrupulous politicians,
labor agitators, and those of similar stripe. Corporate manage-
ment for the most part has been inarticulate. It has seemingly
been reluctant, even unwilling, to tell anything to those outside
the innermost circles. It has been unmindful of the natural curi-
osity of ordinary people about our great industrial enterprises.
This interest, with rare exceptions, is healthy and is not prompted
by ulterior motives. If sufficiently well informed, most people are
inclined to think the best rather than the worst of business and
its leaders. On the whole, the public is genuinely interested in the
personalities that direct our large, successful corporations; it is
impressed by the developments of industrial research ; being Amer-
ican, it is success-minded.

One company, conscious of the soundness of telling its story,
has had an established public-relations program for many years.
Its attitude toward this activity is summarized in the following
quotation:

Our public relations policy is simply the provision of means for
the Company to make itself understood and the transmission of the
opinion which the public holds, back to the management.

In its organization the Public Relations Department has provided
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the necessary machinery for such a contact with representatives of the
press, who are afforded easy access to a responsible source of authentic
information about the business. In this way the time of the Company
officials, which would otherwise be taken up with matters of this sort,
is conserved.

This Company believes that it is not sufficient for it to do an effi-
cient job in designing, manufacturing, and distributing its products,
and in other ways properly operating a business. It is equally impor-
tant that the public be acquainted with the nature of the job we are
doing. The character of a business is what that business actually is;
its reputation is what people believe it to be. It is our aim to make
these two as nearly as possible synonymous.

The Public Relations Department aims to give the facts about the
business to anyone who has a right to know them. It recognizes that
there is no short and easy route to the attainment of good will toward
a business, i.e., to sound public relations. It knows there is no magic
about it. In that spirit the Company has been telling its story since
1920 through all the legitimate channels which are available ; and, if the
reputation which the Company now enjoys is to be retained and is to
be still further increased, we believe it probable that a like course of
action will be followed in the future.

Sound public relations for any business begin, of course, with
honest and efficient operating policies. If the internal situation is un-
sound, no amount of publicity can cover up that fact.

The key to sound public relations is an informed and satisfied
personnel from president to sweeper—every employee a booster
for the company. As with any such activity, however, there is
need of some centralized responsibility and control if full ad-
vantage is to be taken of the opportunities in this field. Of the
thirty-one companies studied, about half now have public-relations
departments. In some of these all the top executives are expected
to work closely with the public-relations agency. Company poli-
cies and activities are always considered from the point of view
of public reaction before a final decision is taken. Company an-
nouncements, speeches of officers, refusals to make contributions,
company representation at various functions, and even the per-
sonal outside activities of top executives are previewed by the
public-relations department. In most instances the head of that
department reports to a top-management level, either the presi-
dent, a major vice-president, or a committee of top executives.
In a few cases there is a public-relations staff organized as a divi-
sion of the advertising department. In a few other instances,
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public relations is affiliated with industrial relations, both activi-
ties being headed up by the same individual.

INDUSTRY RELATIONS

While some difference in corporate practice naturally exists,
the predominant policy of the companies studied is to participate
actively in the affairs of industry, particularly their own industry.
Through the medium of trade association memberships, most of
the companies give positive endorsement to the collective study of
common problems. Company representation through its top exec-
utives provides authoritative stimulus to association action.

Most companies, furthermore, encourage their executive and
staff personnel to join professional societies or associations and to
take a prominent part in the activities of such groups. A large
proportion of these companies generously permit members of their
organizations to present before meetings of professional societies
the activities, practices, and procedures developed in their respec-
tive companies.

GOVERNMENT RELATIONS

Corporate relations with government may be classified as de-
fensive, offensive, and co-operative. As such, they involve many
individuals and departments of a company, and, except for gen-
eral policy determination, are not amenable to centralization in
any respect. Defensive activities might relate to tax refund cases
and action on existing legislation. Among offensive activities may
be mentioned sales to government departments and action regard-
ing proposed legislation. Co-operative activities suggest such un-
dertakings as government-sponsored standardization projects and
preparedness programs. These few illustrative activities would
involve various top executives, the legal department, the account-
ing department, and various technical departments.

Government relationships are so diverse that, beyond establish-
ing a broad position, no individual or agency can practicably as-
sume responsibility for them all, and in no company studied has
any attempt yet been made to create a department of government
relations.



Section 15

CONTROL OVER FOREIGN OPERATIONS

While it is important in domestic operations to establish con-
trols which permit delegation of authority to those directly re-
sponsible, this is of even greater significance in foreign operations.

Some companies which rely largely on personal approvals to
control domestic matters have tried to extend the same treatment
to foreign operations, with unfortunate results. The approval
method has some chance to work domestically where the condi-
tions and methods of operating are relatively uniform, where
the factors of time and distance are short, and where the top
executives are familiar with all the conditions involved. In for-
eign countries, however, there are all sorts of variations as to
conditions, traditions, laws, methods of doing business, language,
customs, currency, and, in fact, every type of circumstance. Not
only do these variations exist between countries, but there are
often marked local differences within a country. As a result the
judgment of a responsible person on the ground is usually better
than that of some head-office executive whose decisions are neces-
sarily influenced by the procedure followed at home.

One participating company reports that during its early for-
eign ventures, executives together with the necessary staff as-
sistants were sent out to establish the foreign operations. The
practices followed were patterned after those at home, and had
the unqualified approval of the head-office executives. Sizable
losses continued, however, until a thorough investigation was
made which showed not only that the small foreign operations
were organized on the same elaborate scale as the huge domestic
ones, but that the American methods used were not suitable in
those countries. The American staffs were sent home and na-
tionals engaged in their place. Methods used by competitors in
those countries were adopted. The ventures have been most suc-
cessful under these new conditions.

Another company engaged for many years in extensive for-
eign operations, states the case as follows:
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We early became convinced that operations in numerous foreign
countries could not be satisfactorily run from the United States. Local
organizations are essential. To conduct the business in even one for-
eign country would require daily voluminous reports from someone
in that country able to give adequate details of all changing conditions.
This would require so much time as to make it most uneconomical.

As a consequence, the home office does not attempt to dictate the
local operation of the foreign companies. Instead, qualified executives
are picked and are given full responsibility. These executives are, of
course, informed of any policy changes and adjust their own opera-
tions accordingly.

Foreign executives are expected to handle their own affairs in the
light of local conditions. If these executives are unable to make sound
decisions on their own, they are replaced by others who can and

will do so.

ORGANIZATION ASPECTS

The foreign organization plan is largely influenced by the
nature and extent of the foreign activities. In some companies
this involves merely the sale of domestic-manufactured products
through foreign agents or distributors. The organization in this
case usually consists of an export department with a manager and
staff of specialists and correspondents in the head office. In addi-
tion there is ordinarily a group of field representatives devoting
most of their time to contacting local distributors in their respec-
tive foreign areas.

Where the volume of business is large or where direct com-
pany sales representation is used, sales organizations are estab-
lished in the various foreign countries. A frequent plan of
organization is to set up a subsidiary domestic corporation within
which to centralize all foreign operations. Under this main sub-
sidiary, local companies are organized in the different foreign
countries where business is conducted and where laws and other
reasons make such incorporation necessary.

Several of the participating companies carry on manufactur-
ing as well as sales operations in foreign countries. Under these
conditions the importance of organization is accentuated. Again
the domestic subsidiary company is usually organized together
with the necessary foreign subsidiaries. The more extensive oper-
ations have ordinarily been in Europe, and a common practice has
been to set up a European subsidiary in full charge of all activities
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on that continent. Such subsidiaries have their own manufactur-
ing, sales, finance, accounting, and other departments. Close
functional relationships are maintained with the corresponding
departments of the parent company, officers and department heads
of the foreign subsidiary keeping abreast of latest developments
by frequent trips to the United States. While the heads of these
foreign subsidiaries operate with a large measure of independence,
it is not uncommon to find the comptroller-treasurer of the sub-
sidiary reporting directly to the parent company.

Primary responsibility for foreign operations almost always
rests with a high official at company headquarters. This indi-
vidual is commonly a vice-president of the parent company and
is also the general manager of the domestic subsidiary through
which the foreign operations are conducted. His immediate as-
sistants are specialists on particular parts of the world in which
the company operates. These assistants spend most of their time
traveling and contacting the foreign organizations, taking to them
new ideas, policies, methods, information, and bringing them gen-
erally up to date on what is new. They also check progress, con-
ditions, and personnel and report back to the vice-president. Most
of the companies engaged in foreign work find these personal
contacts essential to good results.

Also at headquarters, reporting to the vice-president in charge,
are various staff assistants. These include merchandising experts,
foreign-advertising specialists, and the people handling documen-
tation, price lists, codes and cables, statistics, paper routine, and
similar functions.

Only in the case of extremely large operations are the treas-
urer, comptroller, and factory manager positions duplicated at
the home-office of the foreign organization. The parent com-
pany’s factory manager, treasurer, and comptroller, as well as
the heads of other staff departments, have functional responsi-
bility for their respective aspects of foreign operations. The vice-
president, however, is fully responsible for the successful and
satisfactory over-all operation of the foreign subsidiaries. The
managing directors of the various foreign companies are directly
responsible to him. Direct instructions, policy information, and
other major matters are transmitted from the vice-president to
the managing directors. Except for the comptroller-treasurer the
other headquarters departments usually act in an advisory ca-
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pacity, providing such help and information on their functions as
is new or requested by the foreign companies. The maintenance
of a separate corporation to handle foreign operations appears to
help in preserving independence and freedom from too much do-
mestic influence by these departments. Where foreign operations
are carried on through an export department rather than through
a separate corporation, it is not unusual to find communications
from all headquarters departments to the foreign companies clear-
ing through the export department.

PERSONNEL ASPECTS

The conduct of foreign operations, particularly if on a sizable
scale, is characterized by the high caliber of personnel in charge
both at home and abroad. The reasons are not hard to find. As
mentioned previously, the very remoteness of operations necessi-
tates the delegation of much authority and responsibility. Local
conditions are peculiar and are changing frequently, thus making
it difficult for a head-office executive to keep closely informed.
Personal contacts with major executives are infrequent. No elabo-
rate staff is available to give assistance. This means that the in-
dividual in foreign service is on his own and must make most
of his own decisions. In the selection of the personnel for their
foreign operations most companies are exceedingly cautious. A
man’s wife is subject to as careful scrutiny as the man himself.
Training for foreign service is thorough and rigorous. Promotion
to management positions is almost always up through the organi-
zation ; foreign managers are seldom hired on the outside. In most
of the participating companies, Americans are used only in the key
positions, although nationals are often trained and take over the
highest posts in time. Some of the companies require one top man-
ager to be an American capable of taking over the entire company
in case of war or other emergency which might involve nationals.

CONTROL ASPECTS

The mechanisms used to control foreign operations are prac-
tically the same as those used by many companies in the domestic
field. Most emphasis is placed on results as reflected by profit-
and-loss statements. Where there are separate subsidiaries with
their individual accounting statements, this method is particu-
larly effective. Those companies operating through agents re-
cord all sales and expenses by country. In addition, they check
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their own sales against total imports into the various countries.
From the profit shown and from comparison with the total trend,
any weak spots are detected. Traveling auditors and manufactur-
ing and sales specialists check and report on conditions within
their respective fields.

A few of the companies make use of budgetary control. Ex-
penditures are estimated for a year in advance, and quarterly re-
visions of a more accurate nature are made. Such items as salary
increases, donations, advertising, entertainment expenses, and the
like, together with the other usual expense items, are anticipated
and included in the budget. A close estimate of sales by class and
size of product is an important factor in many companies because
the goods must be manufactured in the United States well in ad-
vance of the date required in the foreign market. Some companies
follow the policy of fabricating abroad all parts which can be pro-
duced economically and supplying the remainder from domestic
plants. Good estimates are required to co-ordinate production of
the complete product. The sales estimates are based on economic
analyses of conditions within the various foreign countries. Full
information and statistics upon which they are based are usually
checked at headquarters to confirm the interpretations of the man-
agement of the foreign companies.

The extent of authority granted foreign managers is some-
what wider than that enjoyed by a corresponding individual at
home. The intent seems to be to establish these limits on a normal
operating basis for the prevailing conditions. Accordingly there
are different limits assigned to the managers in different countries
according to the size of their operations. Any large or unusual
item is usually cleared in advance, except in case of emergency,
when it is reported afterward. Changes in basic policy, any large
capital expenditure, or any major change in organization or opera-
tions require head-office approval. Appointments or promotions
to key positions likewise require the prior concurrence of the vice-
president in charge of foreign operations. All other personnel
matters are usually handled locally. One company reports that it
allows its foreign managers full authority on salary increases up
to $3,500 a year; in another the limit is $1,300. Establishment of
selling prices is usually left to the local foreign management, al-
though some companies with world-wide distribution control the
prices from the head office.



Section 16

CONTROL OVER DEMANDS UPON
EXECUTIVE TIME

How to relieve major executives of the many unwarranted
demands upon their time and attention, leaving them free to con-
centrate upon the more important matters which they alone can
appropriately handle, is a problem of real consequence to manage-
ment. As indicated elsewhere, the most effective means to this
end are (a) a sound plan of organization with the functions, ob-
jectives, relationships, and limits of authority clearly established
for each agency and each key job, and (&) well-designed systems
of control over the various activities that need it, permitting the
effective delegation and decentralization of responsibility and au-
thority.

Many executives, however, and particularly those who have
risen through successive steps in the same division, find it difficult
to divorce themselves from the problems and detail of their former
positions; or their subordinates have not been developed or en-
couraged to assume their full responsibilities and to bring to their
principal’s attention only major matters, presented in well-con-
sidered and crystallized form; or through lack of more appropri-
ate means of control, reliance is still placed upon personal approval
of every move before it is made. Again, it is often found that
field executives, functionally responsible to a number of staff or
product-division managers in the home office, are so deluged
with inquiries and requests through these functional channels as
to interfere seriously with the proper discharge of their primary
functions.

All of these conditions tend to burden executives with matters
that never need concern them and hence prevent full concentration
of time and effort on the major problems and objectives of the
business. While a clean-cut plan of organization will go a long
way toward minimizing such tendencies—particularly if it is de-
veloped in close collaboration with the executives concerned and
has their full understanding and support—there is always need
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of a periodic check to see how well the plan as prescribed in the
organization manual is working out in practice.

ANALYSIS OF EXECUTIVE ACTIVITIES

In this latter connection, one of the best practical tests of or-
ganization effectiveness is through analysis of the demands upon
executive time and attention—in effect a time study of each
executive’s working day. While this means of control is used by
only a few of the participating companies, it would seem to
warrant more extensive application because of its simplicity and
effectiveness. It would normally fall within the province of an
organization agency to make the necessary analyses, and because
of the personal aspects of the assignment, the whole approach
should be one of assisting each executive, preferably at his in-
vitation, to free himself from unnecessary burden and detail,
rather than publicizing or reflecting in any way upon his personal
methods of management.

A program for the periodic (perhaps annual) review of organ-
ization practice and effectiveness along these lines might properly
involve the following steps:

Board of Directors

1. Through review of minutes, agenda, reports and proposals,
and possibly attendance at a meeting or two, make an inventory
of all matters considered by the board over a representative pe-
riod, noting action taken in each case.

2. Analyze and classify each item as to whether its considera-
tion by the board appears to have been necessary or appropriate
within the scope of the trusteeship function as defined and de-
limited by the board, or whether it could appropriately have been
taken care of at a lower level, under policies established and powers
delegated by the board.

3. Make a report to the board chairman, presenting the re-
sults of this analysis, and suggesting the need of any further
delegation, policy clarification, or other change to facilitate or in-
crease the effectiveness of board functioning from an organization
standpoint,

General Management

1. Make a similar review, inventory, and analysis of all mat-
ters considered by general management over a representative pe-
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riod (possibly a week)—both by the general council, if any, and
by the general executives individually—taking into account per-
sonal contacts, telephone calls, reports, and correspondence, and
considering the adequacy of presentation and the action taken in
each case.

2. Make a report to the council chairman in regard to the
council, and to each general executive in regard to his own ac-
tivities. Such reports should point out matters which could ap-
propriately be handled by divisional management under existing
or needed policies and authorities, specifying the suggested dis-
position in each case. They should also call attention to the need
for better preanalysis and clarification in presenting matters for
decision, and should recommend any other changes nceded to fa-
cilitate the functioning of general management.

Divisional Management

Make similar analyses of the demands upon the time and at-
tention of divisional and field executives.

Committees

Through attendance at meetings and a study of the matters
considered, perform the same service for each major committee,
giving thought in each case to its necessity, setup, and effective-
ness from an organization standpoint.

SUPPLEMENTARY DEVICES FOR CONSERVING TIME
Other devices found in some of the participating companies

for lightening the burden upon major executives, include the fol-

lowing: '

1. The use of high-caliber personal assistants to the major execu-
tives who handle much of the detail that would otherwise
burden their principal’s attention. These assistants, who are
usually not in direct line of authority, digest proposals to fa-
cilitate final consideration and action, interview callers, co-
ordinate matters between subdepartments, and otherwise
conserve the time of their principals. In one large company
each of the five general executives has such an assistant, whose
caliber might be indicated from the fact that the positions are
rated on a parity with such jobs as works manager, traffic
manager, credit manager, and chief engineer. Such an ar-
rangement does not interfere with the direct contact between
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major executives and their line subordinates when matters of
justifying importance are involved.

2. The effective use of a capable staff organization to analyze,
digest, and make recommendations to facilitate executive ac-
tion on proposals submitted.

3. Limitation of the number of subordinates reporting directly
to any one executive.

4. Physical separation of the offices of major executives and their
subordinates, usually on different floors. At the same time, it
is generally insisted that, as far as possible, the latter confine
their contacts to a minimum number (say not over one a day)
and then take up only worthy matters in well-crystallized form,
instead of “running into the chief’s office with every problem
or thought as it occurs.”

5. Insistence that all but emergency matters be submitted to prin-
cipals in written form; “the urgency of many situations and
the importance of many ideas fade in the process of putting
them down in black and white.”

6. The endeavor of one company to govern the allotment of execu-
tive responsibility so that each cxecutive will have at least one-
third of his time available for personal supervision in the field,
another third for constructive thinking, planning, and better-
ment, and not over one-third required for administrative
routine.

7. Reduction of the time and attention of field managers con-
sumed by the deluge of literature, correspondence, requests for
information, surveys, and similar demands emanating from
home-office departments. Some companies clear all such mate-
rial and requests through a central agency whose function is to
question its value and necessity, suggest easier ways to develop
needed information, and finally pass upon each case, bringing
any controversial items to higher authority for decision.

Obviously too many limitations or interpositions between an
executive and his immediate subordinates will destroy those per-
sonal relationships for which there is no substitute in successful
business management. A working arrangement can be developed
which will preserve the natural contacts without wasting the time
of cither executive or subordinate. The president of one company
classifies into three categories the decisions or actions involving
a subordinate in his relationship to his superior:
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a) Those which are clearly within the province of company policy,
where the subordinate knows exactly the viewpoint of his su-
perior—such decisions are made without reference to or con-
sultation with his superior.

b) Those having the characteristics of the first but which involve
considerable importance—these decisions are made but the
superior is fully advised so that he will be familiar with the
action taken if any reference 1s made to it subsequently.

¢) Those which involve considerations outside present interpre-
tation of policy or are of major importance—these decisions
rest upon advance consultation with the superior.




Section 17
CONTROL OF OVER-ALL PERFORMANCE

One of the principal purposes in freeing executives of detail is
to permit them to concentrate major attention on performance of
the company as a whole. This function involves the co-ordination
of all parts of the organization, and direction of their activities
toward attainment of the over-all results desired. As in the case
of the individual control procedures, the first step must be the de-
termination of the task to be done—the planning of objectives.

First, there is the broad general objective for the company as
a whole. It is in terms of this objective that the general effective-
ness of the organization is measured. It is usually established by
the board of directors, through approval of the objective pro-
posed either by general management or originated by the board
itself. Such an objective is ordinarily expressed in terms of profit
for the year, based on a certain volume at an estimated cost and
selling price. It is usually stated by months or quarters, in order
to provide a basis for progressive following of results. There
may also be other auxiliary objectives, such as a decrease in the
accident rate, or improvement in the cash position. Actual ac-
complishment compared with these objectives is the measure of
over-all performance.

The establishment of the objective is an important considera-
tion. Since the organization is to be held for its accomplishment,
it must be reasonably attainable. All conditions having a bearing
on the outcome, such as the sales outlook, forecast of general
business conditions, cost trends, labor conditions, and industry
developments must be taken into consideration. The test of the
objective is to determine what the accomplishment has been in
the past; what the present rate is; what accomplishment is desired;
and then to judge whether the desired improvement is reasonable
to expect.

In some companies a single, dominant individual sets the ob-
jectives and looks to general management to meet them. He stands
by, criticizing, suggesting, investigating, approving, and driving
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‘0 obtain the results desired. In other companies the objectives
for the year are worked out within the organization, reviewed by
yeneral management, and passed to the board as a commitment
for the organization. The board examines the general objective,
letermines whether it is satisfactory, calls for any adjustments
‘hought necessary, and finally accepts it as the goal for the or-
ranization.

It is not enough to establish the general objective. As a mat-
ter of fact, that concerns mostly the first and second zones of
management. To be really successful the co-operation of every
person in the organization is needed. The general objective must
therefore be translated into terms of each and every department.
For example, the sales department’s objective may be to sell a
given volume at a price, and with a certain expense; that of the
manufacturing department may be to produce the quantity and
quality desired, at a given time and cost. These departmental ob-
jectives may in turn be broken down to divisions, locations, and
individuals. The final test is to have every single person with his
own particular objective, all being co-ordinated to produce suc-
cessive cumulative results leading to the general objective for the
company as a whole.

As a practical matter, the preplanning of objectives must
necessarily include the changes, the costs, and all other factors
involved in attaining them. The result must be matched and
weighed against the costs of attainment in order to judge its
merit. A complete and comprehensive plan is therefore the very
essence of establishing objectives. Such a plan likewise provides
the gauge against which to measure performance.

This process is not one of accounting analysis whereby prob-
able expenses are matched against those of last year. It is a well-
rounded plan. It is the responsibility of the executives in charge
to consider all improvements to be made during the year and pre-
plan the action which will bring them about. Aside from afford-
ing a preview of annual results from a dollar-and-cents standpoint,
it permits shaping action in advance to meet impending situations
instead of meeting them unprepared on short notice.

BUDGETARY CONTROL

One of the methods for preplanning and co-ordinating the
activities of the organization is through a system of budgetary
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control. This system provides a way for preplanning all operations
for various periods in advance and for committing the various
departments and divisions of the business to a well-considered per-
formance estimate. It also supplies the means for checking results,
uncovering weaknesses, and making corrections before it is too
late.

Further than that, it provides an effective means by which top
management, particularly the board of directors and general man-
agement, may delegate authority to divisional and departmental
executives without sacrificing over-all control. After having con-
sidered and satisfied themselves as to the preplanned objectives
and requisite conditions and expenditures upon which they are
based, such as payroll, salary increases, repairs, new facilities, ad-
vertising, and similar factors, the two top levels of management
need be concerned only with watching performance against ob-
jectives, delegating to divisional and departmental management
the final review and approval of individual items and expenditures
within the blanket authorization. However, it is usually necessary
to obtain specific approval, as a budget addition, of any item of
consequence not provided for in planning the budget.

Each unit and section of the company has its own budget, and
in some companies certain individuals, such as salesmen, have a
budget. The person responsible for each budget figures his own
objectives, costs, and other criteria of performance, follows up to
see where and why he failed of accomplishment, and takes steps to
correct the weakness. The person who approves each budget also
makes a careful check of actual results against the budget esti-
mates and requests explanation of any unsatisfactory item.

Of the thirty-one companies studied, sixteen use budgetary
control in some form. Some have comprehensive systems covering
all operations and all units of the company. Others limit this form
of control to one or more departments, and have no over-all sys-
tem for the company as a whole. Some of the companies not now
using the system have tried it in some departments and discarded
it, either because they felt it was not accomplishing its purpose,
or because it lacked sufficient flexibility to permit changes in the
plan commensurate with business activity. In the latter case the
system was based on an estimated sales volume, and when anything
happened to the sales estimate the whole plan had to be recalcu-
lated. This being such a task, the plan was discontinued and some
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other form of over-all control adopted. Otherwise it appears that
the dissatisfaction was due to faulty application rather than to
any shortcoming of the system itself.

Among the budgetary-control plans observed, those which work
best and which are truly effective devices of management have
several outstanding characteristics.

“First, they receive the wholehearted support of the top execu-
tives, who insist that the budgets be well prepared and as accurate
as possible, constituting a soundly planned, well-considered pro-
gram, to which those who prepare them are committed and held
accountable.

“Second, a central staff agency, such as a budget department
or bureau having well-qualified personnel, devotes its time to fol-
lowing the budgets for the top executives. This agency analyzes
costs, expenses, and results, compares them with other periods
and other divisions, and establishes the reasonableness of the
budgets submitted. It also co-ordinates the departmental budgets
into company-wide figures with summaries for such items as re-
search, donations, salary increases, manpower, and payroll, and
points out the salient features to general management. It likewise
checks to see that the results of more economical methods and
processes are reflected in the budgets. This check offsets the
tendency of those preparing the budgets to leave themselves plenty
of latitude in order to be sure of meeting the estimate. The budgets
are improved in accuracy and effectivencss to the extent that costs
are based upon thorough analyses of all activities and that ade-
quate standards are established to cover necessary functions.

/Third, it is considered important to secure the maximum pos-
sible participation of the organization in both the preparation of
the budgets and in following progress. For example, the depart-
ment managers in some companies prepare the budgets and com-
mit their departments to certain performance. A more effective
plan appears to be that followed in other concerns where, for ex-
ample, each individual salesman makes a budget of his year’s
expected results as to units, dollar volume, and expense. These
budgets, which are reviewed with the branch manager in detail,
indicate specifically what accounts are to be added, which ones
might be lost, and to what accomplishment the salesman will ac-
tually commit himself. From these reports the branch managers
prepare and submit their budgets to the district manager, who in
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turn analyzes, criticizes, and finally approves them as commit-
ments of the branch managers. The district manager in turn pre-
pares a district budget, and so on up the line. By this process each
person commits himself to a definite accomplishment, against
which he is checked and can check himself. The results are usually
impressive. ¢

Fourth, the system must be flexible to accommodate unavoid-
able fluctuations in business volume. One of the common objec-
tions to the budgetary-control plan is that it is predicatéd on a
sales estimate, and if anything happens to alter the estimate (and
something usually does) it is a long, difficult task to recalculate
the budget on the revised basis. To get around this, the flexible
budget has been introduced. Under this plan there is a sliding
scale at intervals of, say, 10 percent. In other words, there is a
series of budgets covering expenses and results at varying rates
of activity. Under this plan the budget comparison is not made
until the period’s activity has been determined. When this is
known, the budget for that rate is compared with the actual re-
sults to determine the effectiveness of management. The flexible
idea applies particularly to departments, such as manufacturing,
where there is a direct relationship between production rate and
cost. In many departments much of the operating cost does not
change materially, regardless of the change in rate of operation.
As a result some companies have a separate budget which covers
such departments, while the regular operating budget covers only
those departments where a flexible budget is practicable.

There are many variations in the mechanics by which the dif-
ferent companies accomplish their budgetary-control plans. The
important thing about them all, however, is that clear thinking,
analysis of operations, and planning for the future are stimulated
throughout the organization; every part of the company is com-
mitted to a particular accomplishment, which adds definiteness and
purpose to the efforts of management.

FIVE-YEAR PLAN

One of the companies has what it terms a “five-year plan” to
supplement its budgetary-control plan. Each supervisor and man-
ager is expected to lay out a five-year program of development
and improvement for the operations under his jurisdiction. These
plans are definite for a year ahead, and necessarily somewhat less



208 Tor-MANAGEMENT ORGANIZATION AND CONTROL

definite for the longer outlook. The programs and objectives are
carefully thought out and reduced to writing. They cover all con-
templated betterments or changes in the balance sheet and income
statement; the outlook for such matters as sales volume, price
situation, cost reduction; improvement in facilities, processes, and
methods; improvement in product and quality; development of
new products; improvement in personnel and training. These
long-range programs are carefully reviewed in departmental meet-
ings, and finally each manager presents and explains his program
and objectives for five years ahead in a meeting attended by gen-
eral management and all department and division managers.

This affords an excellent opportunity to acquaint top man-
agement with developments under way and in prospect, adds
perspective to the definite one-year program, stimulates and co-
ordinates constructive long-term planning, and discloses which
managers are really contributing to the enterprise. Control over
the current year’s operation is effected through the annual budget.
The long-term objectives serve only as a general guide. Once a
year each executive reappraises his projected program in the light
of existing conditions and submits a revised plan for the next five
years. Any departures from the previous objectives are explained
and justified.

This method of planning applies also to such things as the cash
position, retirement of bond issues and other financing, handling
of reserves, plant expansion, modernization, and the like.

PROFIT-AND-LOSS CONTROL

Under this system of general control, each operating depart-
ment, plant, or unit is held rigidly accountable on a profit-and-loss
basis. The common objective for the company as a whole is to
operate at a profit. What then could be a sounder objective or a
better measure for departmental effectiveness than the profit-and-
loss showing of each?

Some fifteen of the thirty-one companies reviewed have sys-
tems of this kind. One of these, as a typical example, holds each
operating department for results on a monthly profit-and-loss ba-
sis. Approximately two weeks after the close of the month, state-
ments showing income by sources and detailed cost and expense
items, total costs, gross profit, and net profit are available to the
managers concerned. Often these statements are prepared by the
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manager’s own local accounting department, in which event
the manager sends in an analysis to the head office along with the
statements, explaining each unsatisfactory item and indicating
what has been done in correction.

Usually under this system the manager is endowed with a
proprietary responsibility to run his unit in a way to make it
profitable. He also has considerable authority in the ordinary
matters of operation within the limits of the company’s general
policies, which he must know and understand. For instance, he
can add all the people he wants to his payroll, but he knows they
must earn their way and that he must be able to justify their ad-
dition in terms of profit and loss.

As a rule the purely staff and service departments do not have
a profit-and-loss statement. They are usually provided with
monthly statements of expense, which are carefully checked
against the budgets covering such expense items, but their cost
is included as overhead or administrative expense.

In some of the companies both budgetary control and profit-
and-loss control are used. These systems actually complement
each other and, taken together, make a very effective plan of con-
trol. The budgetary control then becomes the forecast or objective,
and the profit-and-loss statements are compared with the estimates
to determine actual accomplishments. The profit-and-loss control
appears to be particularly effective in measuring the performance
of entire companies or fully integrated portions thereof, such as
product divisions, regional divisions, or subsidiaries, each respon-
sible for its own production and marketing operations.

A number of the companies with purely functional organiza-
tions are also using this system. In such cases it meets with some
difficulties in determining the “income” or “sales” between de-
partments. For example, the manufacturing department turns
the product over to the sales department. At what price should
the transfer be made? If the cost price is used, the manufacturing
department always breaks even and has no profit. This problem
is usually handled by having some executive establish the transfer
prices, usually based on what an equivalent product is quoted in
the market. It appears that there is considerable discussion be-
tween departments concerning such transfer prices, and this is
one of the most unsatisfactory features of the plan when applied
to the functional type of organization.
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There is a further complication in that this system creates in-
terdepartmental profits all along the line. If the profit for each
of the departments were added, it would far exceed the total com-
pany profit. Accordingly reserves are used to cover the internal
profits and eliminate them from the total.

One company organized on a product basis, breaks down its
profit-and-loss statements to type of product, so that the company
can tell which of the products are making or losing money. An-
other company, organized on a regional basis, makes an annual
profit-and-loss analysis for each plant by products in order to
determine any weaknesses in the product line or the costs. In still
other companies, profit-and-loss statements are prepared only at
six-month intervals as a check on the effectiveness of the depart-
ments from an over-all standpoint.

It is usual to expect an operating department to cover its direct
expenses and a portion of the general overhead and to show a
profit in addition. Where there are many prorates, such as re-
search or administrative expense, managers are inclined to elimi-
nate them in calculating their own performance. In other words,
they want to be charged only with those costs and expenses for
which they are directly responsible, and which they themseslves
can reasonably control.
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PART D

BOARD OF DIRECTORS

The place of the board of directors in the functioning of top
management is broadly discussed in Part B, Section 1. Much
additional and pertinent information on boards of directors was
gathered during the course of this project and, because of the
interest manifested by many executives, is herewith presented

under the following outline:

1. Functions of the Board
Twenty-two major responsibilities
Job specifications used by on¢ company
2. Composition of the Board
Considerations of size
Management representation
Iixecutive or officer boards
Officers on board
Outside representation
Professional directors
Public and employee representation
Election of directors
Term directors
3. Organization of the Board
Officers
Duties of top officers
Board committees
Executives responsible to board
4. Procedure of the Board
Meetings
Agenda
Conduct
Executives appearing before board
Fees and expenses
5. Reports to the Board
General practice
Outlines of two examples

213



214 Tor-MANAGEMENT ORGANIZATION AND CONTROL

1. FUNCTIONS OF THE BOARD

The powers and duties of boards of directors are set forth in
rather broad and inclusive fashion in the by-laws of most com-
panies. Stipulations as carried by by-laws run from a simple
fifteen- or twenty-word statement to a substantially more ex-
tensive delineation of the board’s functions.

Functions ordinarily exercised by the board (whether or not
covered in the by-laws) include action regarding:

Basic Policies and Objectives.—Without exception the
board of directors determines the basic policies and general ob-
jectives of the enterprise. Formulation and recommendation of
policies frequently originate with management, but final determi-
nation and approval rest in the board of directors. Typical illus-
trations of such policy determination are:

Major changes in line of products

Major changes in method of distribution

Major changes in basic price structure

Establishment of employee benefit plans

Company Performance.—A prime function of all boards is
the over-all appraisal of progress made and results secured by
management, preferably through comparison with established
yardsticks and objectives. (See also Item 5, Reports to the Board,
page 235.)

Organization Structure of Company.—Determination of the
basic organization structure and major changes thereof predomi-
nantly reside in the board of directors, although in one-fifth of the
companies this function is exercised by management. In one in-
stance the management on its own authority has recently changed
the basic organization structure from a functional to a product
basis.

Selection of Corporate Officers.—The selection and removal
of corporate officers in every instance is the function of the board
of directors. The board also exercises the authority in most
companies to define the duties of all corporate officers, including
assistant secretaries and assistant treasurers. Frequently the by-
laws set forth in varying degrees of specificity the duties of such
officers as chairman, vice-chairman, president, vice-president,
treasurer and assistant treasurer, secretary and assistant secretary,
and comptroller or auditor. All other executives are usually ap-
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pointed by management, although in a few instances the board
exercises the right of approval of major executive selection. In
one company the board approves such appointments down to a
salary level of $7,500 per year, which includes department mana-
gers and assistant managers.

Professional Services.—Practice varies considerably with
respect to the engaging of professional services, although a rather
general pattern of action is evident. For instance, in two-thirds
of the companies independent auditors are appointed by the board,
not an unusual practice being to delegate this duty to a nonofficer
committee of the board. In six cases selection of independent
auditors is a prerogative of the stockholders, and in less than 10
percent of the companies covered is the choice of independent
auditors officially delegated to the general management. In two-
thirds of the companies the management exercises the authority
for engaging outside engineering, legal, and advertising services.
However, certain exceptions to this general practice are found
even among these companies, e.g., if an extensive management
survey were to be conducted, or if the expense of the professional
service were to exceed $50,000, then board approval is obtained.
This is largely because of the size of the expenditure, as well as the
nature of the service.

External Relationships.—There is virtually an equally di-
vided viewpoint regarding the handling of relationships with gov-
ernment, the industry, and the general public. In half of the com-
panies the determination of company position relating to this field
is regarded as a board function, while in the other half the manage-
ment has full authority to act, with no restriction beyond reporting
to the board what action has been taken. In one instance respon-
sibility for policies guiding external relationships is divided: those
with governmental agencies requiring board approval, whereas
those dealing with the industry and the public rest with the
management.

Financial Structure of Company.—It is the invariable prac-
tice of all companies that any change in the financial structure of
the enterprise be authorized by the board and approved by the
stockholders. - ”“:5""'

Corporate Income.—The management of t Bjﬁ{e*m-
come, as regards surplus and dividend action, is *bc a boaxd
function in every company.
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Expansion and Rehabilitation.—Authorization, financially
and otherwise, for any major plant expansion or rehabilitation
is another function exclusively residing with the board in all com-
panies. To relieve the board of detail, generally speaking, only
appropriations of $25,000 or more require board action. How-
ever, two companies follow the practice of requiring board ap-
proval to all expenditures over $500 where the equity of the stock-
holders is involved.

Working Capital—The determination of the amount and
sources of working capital is a board function in approximately
one-half of the companies and a management function in the
remainder. There are by-law provisions in several cases which
stipulate this action as a board function. In one instance a by-
law provision even specifies the actual amount of money to be
reserved as working capital.

Subsidiaries and Affiliates.—In only one-fourth of the com-
panies are financial relationships with subsidiary or affiilated com-
panies a matter for board consideration. Where the management
has authority for this function, a few companies state that the
board sets limits for loans or credits within which management
has complete freedom of action. The designation of the officer or
officers who shall vote the stock of subsidiaries or affiliates owned
by the parent company is customarily a board function. Similarly,
the board of the parent company selects the officers who are to
hold directorships in partially or wholly owned subsidiaries as
representatives of the parent company.

Depositaries.—The - board, in most instances, selects the
banks, trust companies, or other depositaries of the company’s
funds. This frequently is provided for in the by-laws.

Employee Benefit Plans.—Introduction or modification of
such benefit plans as pensions, which ordinarily involve substantial
financial commitments, require board action in all instances. In
one-third of the companies stockholder approval is also required.

Salaries.—The board, whether through by-law provision or
by its own action, fixes the compensation of corporate officers.
Similarly, extra or incentive compensation for officers and other
executives generally is a board determination.

Salaries for executives other than officers are customarily left
to general management. However, in several companies the board,
usually acting through a committee, approves all salaries above
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a certain amount, varying from $3,600 to $20,000 per year. In
one company the board must pass on all salaries over $5,000 and,
in addition, must approve any change in the basic salary scale by
which all positions rated less than $5,000 per year are evaluated
and classified.

Size of the Board.—The by-laws of a majority of companies
fix the number of directors. But in an appreciable number of
cases the by-law provision is flexible, stipulating an upper and
lower limit to the size of the board. Where a flexible provision
exists, the directors usually submit to a vote of the stockholders
any change in the size of the board within the limits specified.

Vacancies in the Board.—The uniform practice followed is
for the directors to fill all vacancies in board membership caused
by resignation, disqualification, or other cause. A director thus
chosen serves only until the next annual meeting of the stock-
holders, at which time he must stand for election along with all
other directors.

The practice of filling a vacancy varies in those companies
having term directors. In certain instances the board fills the
vacancy only until the next annual stockholders’ meeting—whereas,
in other cases the board fills the vacancy for the entire unexpired
term of the particular directorship.

Organization of the Board.—Unless otherwise provided in
the by-laws, the board chooses its own presiding officer and any
other officers, such as vice-chairman and secretary. In addition
to such committees as may be stipulated in the by-laws, the board
at its discretion establishes other committees and chooses the per-
sonnel thercof. (See also Item 3, Organization of the Board,
page 227.)

Amendment of By-Laws.—Additions to or amendments of
the by-laws are generally initiated by the board of directors, though
in most instances such amendments must be approved by the stock-
holders. Occasionally a provision appears in by-laws authorizing
the directors to amend the by-laws without reference to the stock-
holders.

Stock Certificates.—The board approves the form of the
stock certificates. The board also must be satisfied and grant ap-
proval for the replacement or reissue of certificates lost, destroyed,
or mutilated.

Stock Transfer and Registration.—The board is charged
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with the responsibility of establishing rules and regulations for
the issue, transfer, and registration of stock certificates.

Appointment of transfer agents and registrars of transfer is
also a regular function of the board. In like manner, the closing
of transfer books and the period of closing is a board responsibility
frequently provided for in the by-laws.

Annual Report to Stockholders.—A further duty or respon-
sibility of the board, one occasionally mentioned in the by-laws, is
the rendering of an annual report to the stockholders showing the
condition of the company’s property, business, and finances for
the fiscal year. This report is generally first presented at the annual
meeting of the stockholders.

Clarification of Board Functions.—It would appear emi-
nently desirable in any company to define clearly and specifically
the functions, responsibilities, and limits of authority which are
to be reserved to the board and those that are to be delegated to
general management, in order that directors and executives may
have a clear conception of their respective parts in the whole
scheme of management. This clarification can appropriately be
provided for in the organization manual if it is considered imprac-
ticable to expand the by-laws sufficiently for such purpose. One
company has thus defined its board functions in its organization
manual as follows:

MATTERS REQUIRING ACTION BY THE BOARD
OF DIRECTORS

All matters involving major transactions or policies require action
by the Board of Directors. This instruction specifies those matters, on
which action of the Board of Directors is required, which occur most
frequently in the regular course of business. Executive and adminis-
trative officers shall refer such additional items to the Board, as in
their judgment require its action.

General

Definite commitments in respect to matters on which action of the
Board is required shall not be made prior to such action except on
the approval of the President or his delegate.

Items to be included in the agenda of a meeting of the Board shall
be submitted to the Secretary not later than the fourth working day
prior to the meeting.

The Secretary shall give appropriate notification of action taken
by the Board to those interested or involved.
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The Comptroller shall show reference to action taken by the Board
on all financial and accounting transactions in connection with which
action of the Board is required.

Specific Items Requiring Board Action

Specific action is required in respect to the matters listed below,
unless otherwise specified in footnotes as having been covered by
blanket action or by delegation to officers.

a) Employees

Employment at rates in excess of $——— per annum.

Specific cases of recommended changes in rates of pay when
present or proposed rates are in excess of $——— per
annum.

All extra compensations.

Retention in service of employees who are 65 years of age ot
over, submitted anuually.

Changes in employees’ pensions and other benefit plans.

b) Organization

Election of officers of the Company.

Appointment of members of the Executive Committee and
other committees.

¢) Operations

Qualification or withdrawal of the Company as a foreign cor-
poration in any state, territory, or country.

Plant acquirements and disposals (routines therefor shall be
specified in general accounting directions).

Annual budget of the Company’s operations.

Development expenditures (routines therefor shall be specified
in general accounting directions).

d) Purchase or Sales
Purchase or sale of a going business.
Purchase or sale of patents when amount involved exceeds
*
Purchase or sale of securities and subscriptions thereto.*
Purchase or sale of Company’s own stock or bonds.*
¢) Borrowing and Loans

Issue of bonds.

Issue, discount, and renewals of notes .

Loan of Company funds.*

* The General Accounting Direction covering “Approvals Required on Pay-
ments . . . .” indicates the items on which the Board of Directors has taken
blanket action or has delegated approval or authority to officers of the Company
in respect to payments involved under these matters.
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Advances to other companies.
Mortgages of lands, buildings, or other assets of the Company.

§) Payments
All dividends.
All payments to the Trustee of Company’s Pension Fund.*

All contributions.
g) Contracts and Leases
Contracts, other than routine contracts entered into in the
ordinary course of husiness.
Contracts or agreements involving the acquisition or grant by
the Company of a license under patents where the amount
of royalties or other money payments under such license

exceeds $——— over the term of the license.
Leases of premises where the rental for the full term of the

lease exceeds $——— or the rental for a period of one year
or less exceeds $——.
h) Legal
Change of location of principal place of business in any state
when Board action is deemed necessary by the Legal De-
partment.
Designation of agents to accept service of process.
Execution of surety bonds and guaranties, other than those
required in the ordinary business of the Company.
1) Profits and Reserves
Accounting transactions involving Undivided Profits or Sur-
plus except routine closing of Profit and Loss and Undi-
vided Profits Accounts.
/) Reports to Stockholders
Reports to stockholders.
k) Depositories '
Designation of depositories for Company’s funds and securities.

2, COMPOSITION OF THE BOARD

The membership of the board of directors is governed by two
considerations—essential representation and workable size. There
are three points of view which generally are represented ; those of
management, ownership, and qualified outside business experience.
The extent to which these viewpoints are found desirable estab-
lishes the minimum size of the board. The upper limit on size is
determined by practicable consideration of workability. The board
is a committee and as such its effectiveness has some relationship
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to size. The general consensus favors small boards. In large
boards protection against ponderous or perfunctory action fre-
quently is provided by means of an executive committee.

Among the participating companies the board size ranges from
seven to thirty-six ; the most common size is fifteen and the average
size is thirteen. The latter figure checks closely with another study
made recently by the authors covering the size and composition of
the boards of several hundred of the largest industrial, utility, and
distribution enterprises in the United States.

The by-laws of approximately two-thirds of the companies
specify or fix the size of the board. In the remaining companies
the by-laws have a provision stipulating that the board may have
any number of members betwcen a minimum and maximum fig-
ure, in which case the stockholders generally determine annually
the number of directors for the ensuing year. This flexible provi-
sion has the advantage of facilitating changes in the size of the
board whenever such action seems desirable.

From the standpoint of representation, practice varies widely
among the thirty-one companies included in this study. An analy-
sis of their boards, however, reveals the following proportionate
representation :

Active officers ...............oL. 42 percent
Former officers .................. 7 percent
Ownership (substantial) .......... 19 percent
Outsiders voveveeeenneneinennnn.. 32 percent

Management, former and present, constitutes about one-half of
the membership of this average board. Perhaps it can be gener-
alized that those who are at present or recently have been engaged
in the active management of an enterprise carry predominant
representation on the board of directors.

Management Representation

Executive or Officer Boards.—The extent of management
representation in the thirty-one companies studied ranges from a
single active executive on the board to 100 percent of board mem-
bership, i.e., to a board composed solely of salaried officers devot-
ing full time to a company and its subsidiaries. Only a few of
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the participating companies had executives or officer boards. The
advantages and disadvantages inherent in this type of board are:

Advantages

1. Generally all key executives are on the board, and hence all
important functions are represented when basic policies and prob-
lems need solution.

2. Matters requiring board consideration receive quick action
(for mixed or representative boards the executive committee is
the agency which fulfills this requirement).

3. Special or emergency board meetings can be held with
greater facility.

4. More frequent board meetings are practicable, with the
result that board consideration and deliberation is being given
constantly to company affairs.

5. The managing board is a recognition of the undesirability
of occasional rubber stamp or pro forma action of board members
representing an outside point of view.

Disadvantages

1. It is difficult to maintain a sufficiently clear distinction
between the needs and essential viewpoints of the three funda-
mental elements of top management—trusteeship of stockholders’
interests, general management of the business, and divisional
management.

2. The interests of ownership, theoretically at least, are not
given adequate protection.

3. The board, in effect, merely endorses the action of the
board members themselves in their capacity as executives.

4. Members of the board occupy a somewhat anomalous
position in that, as vice-presidents and other officers, they are sub-
ordinate to the president, but as directors they are, as a group,
his superior; in one position they report to him, whereas, in
another, theoretically, he reports to them.

5. One of two results might obtain: either top management
may operate, virtually, by committee action, or the president may
dominate and run a one-man show.

6. 1f the company rigidly enforces its retirement policy, it
cannot retain valuable former or retired officers in an advisory or
consultative capacity by inviting them to serve as directors.
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7. The board lacks an outside point of view in the considera-
tion of its problems.

8. The board may be composed of a group of highly spe-
cialized or functionalized executives with little background in
general business administration, i.e., the board may consist of
good specialists, but not of individuals possessing all-round busi-
ness experience and judgment.

Executives of companies operating under the mixed or rep-
resentative type of board were asked their opinion concerning
the managing type of board. Their viewpoints, as the following
examples indicate, range from emphatic endorsement to equally
emphatic disapproval.

Favorable

1. Feasible and entirely practicable
2. Emphatically desirable; would like to change to the manage-
ment type

Unfavorable

Neither desirable nor feasible

Lacks balance in every direction

Lacks proper perspective

Lacks objectivity of viewpoint

Provides no check on management

Gives large shareholders no voice

Company has full-time service and thoughts of officers anyway
Outside point of view and counsel necessary

Our company changed in order to bring in an outside viewpoint

O XONOU AL~

Officers on Board.—Just what officer or executive representa-
tion should have board membership is generally a matter of quali-
fication of the individual, relative importance of his position, length
of service, or tradition in the company. While an exclusive ex-
ecutive board is not generally regarded as desirable, genuine doubt
is also expressed as to whether a single officer can adequately
represent the various functional or divisional viewpoints pertinent
to the problems coming before the board. Hence most companies
favor substantial representation of active management on their
boards.
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Following is a tabulation showing the representation of man-
agement positions on the boards of the thirty-one participating
companies :

Chairman (not always an active, full-time officer)......All cases

President ................. e «....All cases
Executive Vice-President (position occurs in only one-
third of the companies) ...........ocvvvunn... All cases
Major Product or Regional Executive................ Most cases
Manufacturing Executive .............. e 14 companies
Marketing Executive ........coovviiiiiiiiiieana.. 10 Companies
Raw Materials Operations Executive (oil and steel com-
panies) ..... et v vee.... 6companies
Finance Executive
Through Vice-President ..... teeeesssseaesseas.. DcOmpanies
Through Treasurer .......... ettt 5 companies
Through Secretary-Treasurer .....ccoviveinnen.. 5 companies
Accounting Executive
Through Vice-President—Comptroller ........... .. 3 companies
Through Comptroller ............. ... .. ... 2 companies
Purchasing Executive (handling procurement of major
raw materials) ... ... 3 companies
Research and Development xccutive .. ..vvueennn.... 2 companies
Legal Executive .................. cereeeaas ceaees 2 companies
Secretary ... e 3 companies
Foreign Operations Excctutive . vvveveeeeiinnnneennnn 2 companies

Ex-Officers on the Board.—In about a quarter of the com-
panies certain former officers have continued on in a consulting
and advisory capacity as members of the board after their re-
tirement from active, full-time service.

Qutside Representation

Most boards include other types of representation in addition
to management. One of these is ownership, which, if substantial, is
always entitled to some voice in determining the general course
of the business. One executive advanced the opinion that “to look
for a successful company is to find one, part of whose directorate
has a considerable financial stake in the enterprise.” Mere stock
ownership alone, at lecast from a management standpoint, is not
sufficient justification for board membership. However, if those
who, in addition to being large sharcholders, have the other quali-
fications of directors, their counsel is of unquestioned value be-
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cause they are likely to think in terms of long-range company
welfare.

Another type of outside representation is that selected on the
basis of wide business experience and demonstrated ability. In-
dividuals chosen on this basis should bring to board deliberations
an outside and independent viewpoint that is invaluable. Some fa-
miliarity with the company and its industry and a sufficient interest
to attend mcetings and give thoughtful consideration to com-
pany problems are further essentials for this type of representa-
tion. For the most part such directors are active executives in
other enterprises—industrial, commercial, financial, or legal. Some
concern as to the difficulty of attracting competent directors of
this type was expressed by several companies. This situation ap-
pears to be cf sufficient permanency that some alternative source
of such outside directors will be sought.

Professional Directors. — One promising possibility seems
likely to be the professional director. Such a director may be
described as one who has no present full-time or active executive
position in any enterprise; whose previous experience, whether
broad or specialized, equips him to contribute constructive ideas
and counsel on corporate policy and problems; who confines his
services to a few noncompeting companies; who devotes a propor-
tionate share of his time between board meetings to the affairs of
these companies; who receives a substantial annual compensation
from each company served; and who does not represent the gov-
ernment, the public, the management, or any financial institution,
but rather the shareholders, small as well as large.

On the basis of this definition, the attitude of various top ex-
ecutives to the idea of professional directors is surprisingly favor-
able. In a few companies certain existing board members are in
effect professional dircctors, and the following considerations in-
dicate that a definite trend in this direction may develop:

1. It is becoming increasingly difficult to secure competent
men who are busy running their own companies.

2. Recent legislation has imposed additional liabilities on di-
rectors,

3. As compared with services expected, fees paid are nominal ;
particularly is this true where no large stock ownership provides
adequate financial or other incentive.

4. Adverse, personal, selfish, or dual interests may influence
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service; i.e., directors may serve for what they can get out of a
company rather than what they can contribute.

5. Hazards of “strike suits,” i.e., stockholders’ suits, designed
solely as a nuisance and thus coming under the classification of
legal racketeering, are a deterrent. (A recent development in this
connection is the action taken by several companies “to indemnify
directors and officers for expenses reasonably incurred in defend-
ing suits where they shall not be found liable.””)

6. Men of the caliber qualified to be professional directors are
becoming increasingly available as a result of the early and rigidly
enforced retirement age ; among such men are many who have not
a few years of vigorous life ahead and who have no disposition
voluntarily to assume business inactivity; moreover, to permit
such talent and experience to go unused is an economic waste of
high order.

7. The current practice of quite a few companies is to retain
the services of their own “elder statesmen,” i.e., former key
executives who are relieved of the brunt of day-to-day battling
with business problems, but are continued on in an advisory or
consulting capacity, active enough to keep abreast of current con-
ditions and developments, but free enough to do the contemplative
and reflective thinking necessary to long-range planning and policy-
making. While such men would not necessarily qualify as pro-
fessional directors, their retention does indicate a tendency to
look to men beyond normal retirement age for advice and counsel.

8. The two most frequently expressed doubts as to the feasi-
bility of professional directors are related to: (a) the availability
of qualified men; and. (&) the danger that such individuals would
invade the province of executive management, a situation difficult
to prevent because of the intense interest which professional di-
rectors should have.

Public and Employee Representation.—There is little in-
terest or enthusiasm among the participating companies for the
idea of having representation on the board of either rank-and-file
employees or the public at large. One company among the group
does have a director who would essentially qualify as a representa-
tive of the public. Another company at one time had an employee
representative on the board, but discontinued the practice after a
few years. In general the opinion regarding this idea may be sum-
marized as follows: election to a board of directors should be
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chiefly, if not solely, on the basis of what the individual can con-
tribute to the consideration and solution of the company’s prob-
lems.

Election of Directors

Nominations for directors generally arise within the board
itself and election is by vote of stockholders. The voting is fre-
quently carried out on the cumulative voting plan. Vacancies are
filled by the board until the next annual stockholders’ meeting, or
in the case of several companies having term directors, for the
entire unexpired term of the director whose place has become
vacant.

Term Directors.—As contrasted with the practice of electing
the full complement of directors annually, one-third of the com-
panies follow the term or classification plan; i.e., only a certain
group of directors come up for election each year, and election is
for a term of years. The prevailing term was found to be three
years, although in some companies directors are elected for a four-
or five-year term.

Those companies which have term directors find certain definite
advantages in the practice, as indicated by the following quota-
tions :

“Term directors are likely to serve out their full term; hence
their services are available to the company for at least that period.”

“The plan of having term directors prevents sudden and com-
plete changes in board personnel and policy, an event which might
theoretically occur when the term of the entire board expires at the
same time.”

“Stability and continuity in the directorate is insured ; cumula-
tive voting might interfere with this.”

“Because of the present form and content of proxy state-
ments, it is more convenient to solicit proxies for only a portion
of the directors and less confusing to stockholders.”

3. ORGANIZATION OF THE BOARD

Regardless of size, boards of directors have found it practi-
cable to have certain organization within the board itself. To
some extent responsibilities or functions are delegated in accor-
dance with this organization. The following paragraphs treat of
a few phases of this feature.
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Officers of the Board

In three-fourths of the companies studied the office of board
chairman exists. In eight companies the chairman is a full-time
officer, and in six other instances he is a part-time official. The
positions of chairman and president are combined in one individual
in eight companies. Among the remaining companies the by-laws
either make no mention of a chairman or it is optional whether a
chairman shall or shall not oe elected from the directorate. The
term of office for the chairman is, as with all corporate officers,
one year.

In seven companies there is also a full-time office of vice-chair-
man, a position stipulated in the by-laws of several companies.

Duties of Top Officers

The four top officers are: chairman, vice-chairman, president,
and executive vice-president. None of the companies studied has
all four positions, a few have three, most have two, and several
have only one.

In those companies where two or more of the top officers are
full time and active, the assignment of duties and responsibilities
between them is not entirely clear. Such delineation of duties as
may be set forth in the by-laws is usually so general as to convey
very little actual information.

A few companics broadly divide the duties between the chair-
man and president (or between the president and executive vice-
president) by having the chairman direct his attention primarily
to external affairs of the company, e.g., government relations,
industry relations, public relations, association activitics, whercas
the president, as chief executive officer, confines his attention to
internal company affairs.

In one company the chairman assumes responsibility for for-
eign affairs of the company, while the president handles all do-
mestic matters. In another instance the chairman acts as chief
financial officer. In still another case the chairman devotes his
efforts largely to financial and legal matters. In a further case the
vice-chairman is in charge of production and the executive vice-
president is also general counsel. The vice-chairman of anotlier
company is also the chief engineering executive.

In every instance, the chairman, whether a full-time or part-
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time officer, presides at the annual meeting of the stockholders
and at all directors’ meetings when he is present.

Board Committees

An interesting and important feature of board organization
is the nature and extent to which there are subcommittees of the
board. The practice of the companies studied is quite varied;
some have no committees, while others follow the committee plan
rather extensively.

The Executive Committee.—This committee is the most
frequently reported, two-thirds of the companies having an ex-
ecutive committee—a requirement stipulated in most cases in the
by-laws. Ordinarily this committee is small in membership. The
size ranges from three to nine members, the most frequent number
being five and the average six.

The composition of the executive committee is variable. In
eight instances the executive committee is composed solely of
officers ; in three other companies all but one member are officers;
and in an additional three companies 60 percent of the members
are officers. In eight cases outside directors outnumber the officer
directors.

The officers having membership on the executive committee
include the chairman in ten instances, the vice-chairman in three,
the president in all cases, the executive vice-president in nine, the
vice-president of manufacturing in seven, the vice-president of
sales in three, the secretary and/or treasurer in six, and the vice-
presidents of engineering or research, of finance, and of legal
activities in one case each.

The executive committee, generally speaking, is vested with
full authority to act for the board of directors between meetings
of the board itself. It is a powerful administrative agency. Such
committees are obviously established to facilitate action of an
emergency or interim character requiring board consideration.
Membership, even when partially comprised of outside directors,
almost invariably is local to the headquarters of the corporation.
In most instances the active officers constitute a quorum of the
executive committee.

In addition to the broad powers of the executive committee,
a few companies mention certain specific responsibilities of the
committee, such as setting the salaries of all officers; authorizing
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appropriations over $25,000 for capital expenditures, maintenance,

and rehabilitation ; approving all salaries over $10,000; authoriz-

ing the investment of company funds; working out major prob-
lems for presentation to the entire board; and authorizing the
writing off of doubtful accounts.

Meetings of the executive committee are held at no regular
intervals in one-fourth of the companies having such committees.
In the remaining instances regular meetings are scheduled, a few
being held weekly, others monthly, and the remainder at longer
intervals. In every instance it is reported that meetings are con-
ducted under customary parliamentary procedure, minutes being
kept and votes being recorded when so requested. In most of the
companies the secretary of the board of directors serves also as
secretary of the executive committee.

Finance Committee.—Less than one-fourth of the companies
have finance committees. When such a committee does exist, it is
slightly larger, on the average, than the executive committee. On
the other hand, the proportion of officers on the finance committee
is somewhat lower and meetings are held less frequently. Typical
responsibilities and powers of the finance committee were found
to include:

1. Having the annual budget prepared and submitting it to the
board.

2. Considering and making recommendations to the board in
regard to all proposed purchases of properties or securities over
$100,000.

3. Passing upon the salaries of all officers and employees in excess
of $20,000 per annum.

4. Exercising such further powers as may be conferred from
time to time by the board.

Auditing Committee.—The membership of this committee in
the companies where it exists is comprised of nonofficer mem-
bers of the board, usually three in number. For the most part, the
duty of this committee is to employ the independent auditors and
review the auditors’ report. As condensed from the by-laws of one
company, the committee on audits was authorized:

1. To select and employ a firm of certified public accountants to
audit the books and accounts of the company and report to the
committee.



BoArD oF DIRECTORS 231

2. To report to the board of directors the progress and scope of
such auditing work.

3. To transmit to the board of directors the consolidated balance
sheet and related statements with the certificate of the auditor
at the end of each fiscal year.

Investment Committee.—The membership of this type of
committee is mixed, being comprised of both officer and outside
directors. The duties of the committee are essentially the approv-
ing of securities and other corporate investments.

Salary Committee.—This committee is found in quite a few
companies and for the most part is comprised of outside members
of the board. Its duties are variously reported as being to submit
recommendations to the board on all salaries over $4,000 a year,
to fix salaries cf the three top officers, and to approve all salaries
over $3,600 a year.

Incentive Compensation Committee.—The incentive com-
pensation committee found in a number of companies is generally
comprised of nonofficer directors, or at least of nonparticipating
members of the board. The principal duty of this committee is to
determine executive bonuses and extra compensations.

Pension Committee.—In the several companies having this
type of committee, the membership is comprised of outside direc-
tors, and the duty of the committee is the determination of execu-
tive pension plans and provisions.

Special Committees.—Occasionally boards of directors find
it desirable to appoint committees to study and report on matters
of a nonrecurring character. Such assignments of special com-
mittees as the following illustrate this practice:

Setting up of a research department and program
Nomination of officers

Consideration of the personal situation of an ex-officer
Determination of plan of stock ownership for officers
Location of foreign plant

Purchase of an allied company

Dissolution of a partially owned company
Revaluation of capital assets

Executives Responsible to the Board

The president, in most respects, is the only officer regarded
as directly responsible to the board. However, in 15 percent of the
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companies either the treasurer, or comptroller, or both, as well
as the president, is responsible to the board. In one company a
provision of the by-laws stipulates that “‘the general counsel,
treasurer, auditor, and secretary, and their respective offices shall
be under the supervision of the finance committee,” which in turn
is a committee of the board.

4. PROCEDURE OF THE BOARD

The conduct and frequency of board meetings represent quite
varied practice among the companies studied. Certain aspects or
phases of board procedure will be taken up in some detail in the
following paragraphs.

Meetings

Two out of three boards meet monthly. In a few cases, one or
two of the summer meetings are omitted. The next most com-
mon frequency is quarterly, a practice found in 20 percent of the
companies. One board of the mixed or representative type meets
twice a month, and the company reports an attendance record of
better than 75 percent. The executive or managing type of board
generally meets more frequently, weekly in certain instances and
daily in others.

Special meetings of the board, particularly of the mixed type,
are reported as being held occasionally by about half of the com-
panies. Such meetings are a frequent practice in a few instances,
whereas in other companies such meetings are rarely, and some-
times never, called.

The length of board meetings averages about one hour, al-
though here again the practice is varied. The normal length of a
board meeting, as reported by the various companies studied, runs
from twenty or twenty-five minutes to as much as four or five
hours. Some questions might naturally arise as to the actual
interest and contribution which could be derived from a board
of directors which, during the course of a year, might meet four
times, or even twelve times, with an average meeting of less than
half an hour.

Recognition, however, needs to be given to the fact that the
time directors spend in regular board meetings does not always
tell the full story. As one executive put it, “Board meetings often
serve merely to ratify hours of informal discussion, numerous
telephone calls, and exhaustive memoranda which cover all phases
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of problems with which directors must deal. Through such pro-
cesses far-reaching decisions are crystallized which may take less
than a dozen lines in the minutes of a meeting.”

Agenda for Board Meetings

Agenda are prepared to program and facilitate the conduct
of meetings for most boards, although in several companies this
procedure is not followed. In these latter instances, no indication
was given as to the method followed in providing some direction
to the deliberations and consideration of the board.

Furnishing board members with advance copies of the agenda
is not a practice followed in any uniform way by the various com-
panies. It would seem that time would be conserved and that more
considered action could be taken at board meetings if directors
knew in advance what matters were to come before them; yet only
a few companies followed the practice of providing board mem-
bers with copies of agenda in advance of meetings. In one case
the agenda are mailed to the directors ten days before board meet-
ings, and in the other cases they are distributed some two to four
days before meetings. Several companies give notice to directors
concerning matters of unusual importance coming before the
next board meeting, even though the customary practicc is not
to send out advance agenda. About half of the companies place
the agenda before directors at the meetings. However, a few
companies do not furnish agenda to the board members even at
the meetings. Such reasons as the following were given for not
providing directors with agenda in advance of board meetings:
1. Matters of unusual importance, and hence ones requiring much

thought and deliberation upon the part of directors, are custom-

arily discussed and considered over several meetings.

2. Directors are busy individuals and would probably give little
attention to matters listed on an agenda before meetings, even
if they were regularly advised in advance.

3. Considerations of secrecy make it inadvisable to permit any
inadvertent divulgence of important matters before the actual
board meeting.

Conduct of Board Meetings

A rather meticulous adherence to parliamentary procedure
seems to characterize the conduct of board meetings despite an
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occasional suggestion of informality. Action of the board is, with-
out exception, determined by vote of the members. Recording of
individual votes generally is made only in those instances when
a member votes ‘“no,” or wishes to register as “not voting,” or
requests specifically that his vote be recorded.

Minutes of meetings are kept, but in only a few instances are
board members furnished copies. A general practice is to read
the minutes of the preceding meeting for approval at the current
meeting. To save the time involved in this procedure, several
companies send copies of the minutes to the board members for
approval or correction, after which they are returned to the
secretary.

Executives Appearing Before Board

Do executives who are not directors appear before meetings of
the board? A surprising number of companies, more than two-
thirds, follow this practice. The frequency of such occasions
ranges from “rarely” to “constantly and regularly.” Even those
companies where the practice has not been followed manifested
genuine interest in the idea.

One company states that at the start of every board meeting
each vice-president makes a brief report (five or six minutes) con-
cerning matters of consequence under his jurisdiction. This has
the desirable effect of keeping not only board members, but the
other vice-presidents, currently advised of important problems and
developments in the major departments of the enterprise. These
oral reports in the aggregate consume twenty-five to thirty min-
utes, after which the vice-presidents retire and the board meeting
proceeds.

In another company the president makes it a point to have each
of the key executives appear before a board meeting at least twice
a year. Other companies recommend the practice of inviting non-
director executives to appear before board meetings for the fol-
lowing reasons:

1. Outside directors are given advice on and an insight into some
of the more technical phases of the business.

2. These same directors are afforded an opportunity to meet, see,
and learn something at firsthand of the key men of the organi-
zation.
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3. Those directors not in constant touch with the business are
enabled more intelligently to pass upon recommendations for
appropriations, promotions, salary increases, bonus earnings,
and organization changes.

4. The executives themselves are given a feeling of recognition and
encouragement.

Fees and Expenses

Compensation of directors varies. All companies participating
in this study reimburse directors for traveling expenses incurred in
connection with attendance at board meetings. Most companies,
in addition, pay fees for attendance, the amounts being about
equally divided between $20, $50, and $100 per meeting. Several
companics compensate directors for attendance at committee meet-
ings on the samec basis as for attendance at directors’ meetings.
About one-half of the companies that pay fees for attendance at
meetings exclude those directors who are full-time executives and
who are on the salary roll of the company. Two companies pay
annual stipends to outside directors regardless of the number of
meetings attended. Five companies report that no fees are paid
to any director.

5. REPORTS TO THE BOARD

No phase of the board of directors picture appears more varied
than the extent and nature of the current factual data about the
company which are supplied to outside board members. Full-time
officer members of the boards are obviously in possession of or
have ready access to all operating data. In certain of the partici-
pating companies, outside members of the board are kept informed
of company operations only by means of the most meager factual
information reported orally at board meetings by the president or
other officers. On the other hand, many companies compile quite
comprehensive reports and furnish these to each director in ad-
vance of, or at, every meeting.

It can be argued that outside directors, most of whom are
actively engaged in running their own enterprises, will not take the
time to analyze and interpret any extensive assembly of figures.
Obviously, there is a limit to what, and how much, data are genu-
inely significant to these directors in the exercise of their functions.
There should, however, be very little difficulty on the part of
management in determining what are the essential criteria for
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appraising company performance, and nothing less than a full
yardstick would seem adequate or desirable. Under any circum-
stance, if all significant data are regularly reported to the outside
directors, these individuals can act more intelligently and thereby
render greater service to the business which they are helping to
direct. It would appear obvious, therefore, that management, if
it is to err at all, should err in the direction of more, not less,
elaborate reports to the nonofficer directors.

Men who by position, ability, and achievement qualify as cor-
poration directors have, or should have, the facility to analyze and
interpret quickly a substantial body of operating data. The sense
of trusteeship which they should feel as representatives of the
shareholders would suggest a desire for more data than it appears
that many of them now receive.

The practice of making interim reports to board members, i.e.,
keeping directors apprised of company affairs between board
meetings, is also quite varied in the participating companies. Some
managements, in addition to providing comprehensive reports to
directors at regular board meetings, report on important develop-
ments, such as a labor situation, by letter or other means to out-
side directors between board meetings. They also seek their advice
on important matters which may arise between regular meetings
of the board. Other managements, even in instances where the
board meets only quarterly, make no interim reports to nonofficer
directors.

An interesting practice is followed by the management of one
company in presenting operating and financial data to its board
at monthly meetings. A set of large wall charts is prepared each
month. These charts present financial, production, and sales data.
Even the balance sheet is drawn up in magnified form. The pur-
pose of these charts is to focus the attention of board members on
each item being discussed by the president. Prior to adopting this
practice, the directors were provided with reports, and during the
president’s discussion they were often observed thumbing through
the reports and giving their attention to pages or portions not being
discussed. Now, after the full presentation by the president, the
directors are handed the reports as heretofore.

The extent to which the managements of two companies pre-
sent salient operating information to their directors at their regular
board meetings is illustrated in the following report outlines:
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Company A presents:

a) Income statement
b) Balance sheet
¢) Operating Report No. 1
Orders by product division this year and last
Unfilled orders by product division this year and last
Inventories by product division this year and last
Payroll by product division this year and last
Amount and persons
Average hours worked
Tax accruals
Number of stockholders (by quarters)
Adjusted compensation
Amount and percentage
Payments to pension fund
Number of employees
Hourly and salary
By functions
d) Operating Report No. 2
Gross earnings, monthly and year ago
Manufacturing cost, monthly and year ago
Manufacturing profit, monthly and year ago
General expenscs, monthly and year ago
Operating profit, monthly and year ago
Adjusted operating profit, monthly and year ago
Added income, monthly and ycar ago
Gross income, monthly and year ago
Deductions from income, monthly and year age
Net income, monthly and year ago
e) Operating Report No. 3
Sales billed
Cost
Manager controlled
General controlled
Operating profit
Operating cost
Selling cost
Administrative cost

Company B presents:

Sales, in dollars by products and by months
Income, in dollars by products and by months
Production, in dollars by products and by months
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Manufacturing cost, in dollars by products and by months
Purchases, in dollars by products and by months
Selling price, in dollars by products and by months
Balance sheet items, by months and year to date
Full income statement, by months and year to date
Accumulated earnings, by months and year to date
Statistics per share, earnings and dividends
Securities to be sold
Changes in security portfolio
Weekly report on production and shipments by units
Weekly report on net sales in dollars
Woeekly report on accounts receivable
Cash report
Appropriations to be acted upon

Description and amount
Unexpended appropriations
Consolidated disposition of profits
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PART E

DATA SHEET USED FOR FIELD INTERVIEWS

All of the material from which this volume has been prepared
was obtained by means of discussions with key executives in the
participating companies. To give direction to such interviews, to
insure comparability of data gathered, and to expedite the entire
program of field work, it was essential to have a data sheet or
list of questions.

Much time and effort were devoted to the preparation of this
data sheet and it is reproduced below with the thought that it
may be of interest to some readers of this report.

I. GENERAL PLAN OF ORGANIZATION
A. Company Organization Chart
1. Number and titles of management positions in each
division or department
2. Organization manual
3. Date prepared and by whom
B. Explanation of unusual features of organization structure
C. Basic changes in organization structure in recent years
D. Contemplated changes and reasons therefor
II. BOARD OF DIRECTORS
A. Composition
How many directors?
Is size flexible or fixed?
What executive officers are members of board?
What interests do other board members represent?
What is method of selecting board members?
What has been the trend in size of board?
What has been the trend in proportion of officers on,
board?
Would a board comprised solely of active officers and
executives be feasible?
What place would professional directors have in your
company ?

.
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10.

11.

12.

Should professional directors be chosen essentially
on a functional or specialized basis?

How is chairman of board sclected and what is the
term of this office?

Does the chairman devote full time to the company?

B. Organization

1.

w N

AR

What are the regular and continuing committees of
the board?

What is the membership of each?

What responsibilities and authority are assigned to
each?

What are typical special committees of the board?

What have been their assignments?

What is the frequency of committee meetings, con-
duct of meetings, procedure cf action, follow-up,
etc.?

C. Functions

1.

To what, if any, extent does the board delegate:

@) Determination of the major policies and general
objectives of the enterprise?

b) Establishment of basic organizational structure
and major changes thereof?

¢) Determination of external relationships, such as
with government, industry, general public, etc.?

d) Management of the corporate income, e.g., surplus
and dividend decisions?

e) Methods (bonds, stocks, bank loans) to be em-
ployed in financing expansion and rehabilita-
tion?

f) Changes in the financial structure?

g) Determination of amount and sources of working
capital?

k) Determination of financial relationships with sub-
sidiaries or affiliates?

t) Selection of outside auditing and other profes-
sional services?

7) Establishment of pension, insurance, and other
employee-benefit plans?
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What responsibility does the board have for selection
of corporate officers?

What executive selections must be approved by the
board?

What type of executive decision must have board ap-
proval?

What executives report directly to the board?

What other functions, responsibilities, and authority
does the board reserve exclusively to itself?

. What control devices does the board use to appraise

executive performance, such as special reports, pro-
fessional surveys, etc?

Broadly, what is the division of duties and responsi-
bilities among board chairman, president, and ex-
ecutive vice-president?

What is the relationship between the treasurer and the
comptroller? What are their respective duties? Is
either elected by the stockholders?

D. Procedure

Al S
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10.

11.

12.

How often does the board meet?

Are special meetings occasionally called?

Is there an agenda for cach mceting?

Who prepares it?

How long in advance of meeting are board members
advised of the agenda?

Is board action determined by vote and is record made
of members’ vote?

How is action of the board made known?

Are reports, resolutions, etc., issued by the board?

What follow-up procedure on board action is insti-
tuted ?

Are minutes of board meetings kept and are members
furnished copies?

Do executives, not members of the board, have an
opportunity of appearing personally before the
board on matters with which the particular execu-
tive is involved?

How is attendance of members at board meetings as-
sured?
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13.

How are board members kept advised of company
conditions between meetings? Are interim reports
sent to directors?

III. STAFF DEPARTMENTS
A. Which of the following are regarded as staff functions,

to whom does each report, and what central and divi-
sional organization is to handle each?

1. Accounting

2. Advertising

3. Auditing

4. Budget

5. Credit

6. Economics and Statistical
7. Employce Reclations

8. Engineering—I*acilities
9. Enginecering—Product
10. Expense Analysis and Cost Control
11. Industrial Engineering
12. Insurance

13. Legal

14. Merchandising

15. Office Management and Service
16. Order and Distribution
17. Organization

18. Patent

19. Public Relations

20. Purchasing

21. Real Estate

22. Research—Product

23. Research—Market

24. Research—Methods

25. Tax

26. Traffic

27. Other

B. What responsibility does each staff department have?

1.

2.

Complete control of function—relieving other depart-
ments
Consulting advice and service only
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Policy recommendations and interpretation

Policy administration and enforcement

Procedure determination and enforcement

Staff personnel in other departments, branches, or

subsidiaries, as to:

a) Selection or approval

b) Training

¢) Dismissal or transfer

Issuing orders, standard instructions, etc., to the
functional representatives in other departments,
branches, or subsidiaries

C. What is nature of staff relationship to:

1.
2.
3.
4.

Board of directors aud officers?
Other departments?

Subsidiary companies?
Branches?

. COMMITTEE ORGANIZATION

A. What company or interdepartmental committees have con-
tinuing status?

B. For each such committee:

ESENE

0OoNO (3,1

. What is its composition?

How are members chosen?

How is chairman selected?

What are its purposes and functions?

a) Formulate policies

b) Establish procedure for carrying out policies
¢) Make decisions and issue orders

d) Serve in advisory capacity to executives

¢) Provide co-ordination among departments
f) Act as fact-finding agency

g) Develop and train junior executives

. What is the nature of subjects considered and by

whom submitted?

. What is the extent of its authority?
. How often does it meet?
. Is an agenda prepared for each meeting, who prepares

it, and how far in advance of meeting do members
have the agenda?
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9. Is committee action determined by vote and is the

vote recorded?

10. What is the means of follow-up and who is respon-

11

sible?
. How is action made known and effective?

C. What means or expedients are used to insure committee

L=
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effectiveness?

Limitation on number of committees

Limitation on size

Full-time secretary or other fact-finding agency to de-
velop material

Limitation on length and frequency of meetings

Insurance of attendance

Termination of committees that have outlived their
usefulness

Limitation on number of committee memberships held
by individuals

V. MEANS AND METHODS OF CONTROL
A. Organization

1
2

. How is basic structure determined?

. With regard to organization planning?

a) Has a future plan been worked out?

b) Who is responsible?

c) What is the procedure?

Is organization plan subject to periodic review?

a) By whom?

b) At what intervals?

¢) Under what procedure?

To achieve organizational effectiveness, how have you

met these problems?

a) Limiting number of individuals reporting to a
single executive

b) Precluding the danger of too-finely divided func-
tions

¢) Developing company rather than departmental
allegiance

d) Preventing an accumulation of miscellaneous and
unrelated activities under a single executive
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e) Adjusting duties and responsibilities of an execu-
tive position to the individual

f) Maintaining proper balance between inbreeding
and inducting outsiders into organization

B. Policies

1. What is the procedure of policy determination?

2. How are policies made known to executive and sub-
ordinate personnel?

3. What check is provided as to compliance with, and
interpretation of, company policies?

4. Are department or division heads expected to recom-
mend changes in policies?

C. Appropriations and Expenditures

1. Capital Expenditures

a) What rcview and check are exercised?

b) To what extent is authority delegated to the differ-
ent levels or zones of management?

c) If departments have an annual budgeted appropri-
ation, what control is provided over the manner
in which this amount is expended?

2. Maintenance Expenditures

a) What review and check are exercised?

b) To what extent is authority delegated to the dif-
ferent levels or zones of management?

¢) If departments have an annual budgeted appropri-
ation, what control is provided over the manner
in which this amount is expended?

3. Operating Expenditures
a) What review and check are exercised over expen-
ditures for:
Materials and supplies
Traveling expenses
Dues and memberships
Donations and subscriptions
Payroll
b) To what extent is authority delegated to the dif-
ferent levels or zones of management?
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¢) If departments have an annual budgeted appropri-
ation, what control is provided over the manner
in which this amount is expended?

4. Professional Services

a) What review and check are exercised over expen-
ditures for such professional secrvices as ac-
counting, engineering, legal, and medical?

b) To what extent is authority delegated to the dif-
ferent levels or zones of management?

c¢) If departments have an annual budgeted appropri-
ation, what control is provided over the manner
in which this amount is expended?

5. Outside Contracts

a) What review and check are exercised over expen-
ditures involved in negotiating outside con-
tracts?

b) To what extent is authority delegated to the dif-
ferent levels or zones of management?

¢) If departments have an annual budgcted appropri-
ation, what control is provided over the manner
in which this amount is expended ?

D. Employee Relations

1. How is the quality of hourly employees maintained?

a) Selection d) Transfer
b) Traiming e) Promotion
c) Rating f) Dismissal

2. How is the quality of staff and executive personnel
maintained ?

a) Selection d) Transfer
b) Training e) Promotion
¢) Rating f) Dismissal

3. What policies and practices are followed with respect
to executives and others in key positions who, be-
cause of personalities, superannuation, and other
causes, raise serious personnel or organizational
problems?
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4. With regard to wages and salaries:

a) How is general wage level of productive and
clerical workers determined ; of supervisory and
staff employees?

b) What procedure is followed in establishing occu-
pational differentials?

¢) At the several levels or zones of management,
what authority is delegated for individual wage
or salary advances?

d) Are salaries above a certain level, e.g., $4,000 per
year, based on any job-evaluation plan?

5. With regard to collective bargaining:

a) What is the degree of centralized responsibility
and authority?

b) What is the status of the personnel or industrial-
relations department?

6. With regard to grievance handling:

¢) What is the procedure?

b) What is the status of the personnel or industrial-
relations department?

7. At what level or zone of management does the author-
ity exist for administering pension, insurance, and
other employee-benefit plans?

E. Opcrations

1. Manpower

a) How is basic force determined?

b) How is force kept in adjustment to changing rate
of operation?

¢) At what executive levels does authority exist for
expanding and decreasing the force?

d) Is there any periodic review to eliminate nonessen-
tial work and to maintain the force at an eco-
nomic minimum?

2. Products

a) How is the line of products determined and
changed?

b) Is the line subject to periodic review?

¢) Are norms or standards used to indicate the pos-
sible need for eliminating items?
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6.

d) How is the standard of quality determined?

¢) Who is responsible for such other merchandising
considerations as guaranties, servicing, styling,
and packaging?

Facilities

a) Who is responsible for keeping facilities ade-
quately up to date, and competitive?

b) Who is responsible for the abandonment, dis-
mantling, and disposal of facilities?

¢) Who is responsible for the specification and se-
lection of equipment and facilities?

. Prices and discounts

a) At what exccutive level does the authority for
price policies and practices exist?

b) What procedure is followed in changing prices
and discounts?

. Market Areas and Channels

a) Who has authority for entering new market areas
or withdrawing from existing areas?

b) Who decides the location and extent of ware-
houses, and other market service facilities?

¢) Who determines the channels and methods of dis-
tribution?

Planning and Co-ordination

a) How is the rate of operation determined?

b) Ilow far in advance is the rate of operation deter-
mined, i.e., is long-range planning practiced, and
what period is covered?

¢) In this connection are finance, procurement, pro-
duction, personnel, and sales programs inte-
grated both as to rate and time period ?

d) How are operating schedules and delivery dates
determined?

e) How are size and distribution of inventories de-
termined ?

. Foreign operations

a) Through what type of agency are foreign opera-
tions conducted: home-office department, sub-
sidiary company, or holding company ?
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b) What is the extent of responsibility and authority
delegated to the several zones or levels of man-
agement?

¢) What are the principal means of control?

F. External Relationships
1. To what executives are the following relationships as-
signed?
a) Public
b) Governmental
¢) Industry

G. Departmental Service
1. What steps are taken to control demands for the serv-
ices of such departments as research, engineering,
statistical, and legal?

H. Demands upon Executive Time
1. What methods are used to relieve executives of un-
necessary and time-consuming administrative de-
tail ?
2. How are home-office demands upon field force con-
trolled ?

I. General Effectiveness

1. To what extent is performance measured and control
exercised by the following groups?
a) Budget
b) Profit-and-loss control
¢) Cost control
d) Manuals
¢) Reports and charts
f) Standards
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Administrative function, see General
management

Board of directors, 6, 16-20, 213-38

committees of, 229

composition of, 18, 220

election of, 227

exccutives appearing before, 18, 234

cxccutives responsible to, 231

fees and expenses of, 235

functions of, 17, 214-20

management representation on, 18-
19, 221-24

managing, 26, 221-24

meetings of, 17, 20, 232-34

officers of, 228

officers on, 223

organization of, 227-31

outside representation on, 18-19,
224-27

procedure of, 232-35

reports to, 20, 235-38

size of, 20, 220-21

Budgetary control, 11-12, 204-7

capital expenditures, 171-72

manpower, 163-64

over-all performance, 163-64

rescarch and devclopment, 185-86

service department cffort, 176

Capital expenditures

budget, 171-72

control over, 10, 170-74
control specification for, 173
Committees, 7-8, 59-73
appropriation, 67-69

board of directors, of the, 229-31
co-ordinating, 64-65
organization of, 7-8, 59-64
other regular, 72-73
pension and benefits, 71-72
personnel, 70--71

products, 69-70

special, 73

wage and salary, 66-67

Control

agencies, 9, 3942
basic process of, 9, 77-78
budgetary, 11-12, 204-7

of over-all performance, 11-12, 203-
10
over capital expenditures, 10, 67-69,
170-74
over costs, 10, 51-53, 152-61, 165
over development, 11, 185-89
over external relations, 11, 190-92
over foreign operations, 11, 193-97
over line of products, 11, 54, 69-70,
177-84
over manpower, 10, 162-69
over methods, 10, 162-69
over organization, 9, 49-51, 91-103
over policies, 9, 79-83
over quality of key personnel, 9, 45—
49, 70-71, 104-29
over repair and replacement parts, 184
over rescarch, 11, 185-89
over salaries, 9, 66-67, 142-51
over service department cffort, 10—
11, 175-76
over wages, 9, 66-67, 130-41
profit-and-loss, 12, 208-10
specifications, 95, 98, 173
Control specifications, 95, 98
example of, 173
Cost
control agencies, 51-53
control over, 10, 152-61
control system, 158-61
historical, 152-53
predetermined, 153-54
standard, 154-58
Cost-control department, 51-53

Data sheet
for field interviews, 241-51
Directors
board of, 6, 16-20, 213-38
professional, 19, 225-26
term, 225

Exccutive activities
analysis of, 199-200
Executive time
control over demands upon, 198-202
devices for conserving, 200-202
External relations, 190-92
government, 192
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External relations (continued)
industry, 192
public, 11, 56-57, 190-92

Five-year plan, 4, 85-86, 207-8

Foreign operations, 11, 193-97
control aspects, 196-97
organization aspects, 194-96
personnel aspects, 196

General management, 6, 20-27
through board of directors, 26-27
through chief executive, 21-27
through chief executive and council

of divisional executives, 22-24
through council of general execu-
tives, 24-26

Inventory
aspects of rate of operation, 88

Job analysis
for salaried jobs, 143
for wage jobs, 133-34
Job classification
for salaried jobs, 143-44
for wage jobs, 134-38
Job evaluation
procedure for salarics, 14245
procedure for wages, 133-38
Job pricing
for salaried jobs, 144-45
for wage jobs, 138
Job specifications, 6, 94-97
typical examples, 96-97, 218-20

Key personnel

appointment of, 8, 70-71, 123-26

control over quality of, 8, 9, 4549,
70-71, 104-29

development through responsible po-
sitions, 116-17

disposition of unqualified, 126-28

merit rating of, 8, 70-71, 117-23

selection of, 8, 105-7

training of, 8, 107-16

Long-range planning, 4-5
five-year plan, 4-5, 85-86, 207-8
of organization, 5-8, 91-93

Manpower, 10, 162-69
budget, 163-64
control over, 10, 162-69
Merchandise department, 54

Merit rating, 8, 70-71, 117-23
Methods, 10, 162-69
control over, 10, 162-69

Objectives
clarification of, 4-5, 2034
long-range, 4
near-term, 4-5
planning of, 4-5

Opcrating organization, 7, 30-35
functional plan, 7, 31-32
product-division plan, 7, 32-34
regional plan, 7, 34-35
three basic types, 31

Organization
approval of changes in, 100-101
of board of directors, 227-31
charts, 5-6, 93-94, follotwwing 73
committee, 7-8, 59-73
control over, 5-9, 49-51, 91-103
departments, 49-51
divisional or departmental, 6, 27-29
of foreign operations, 194-96
manuals, 98-100
operating 7, 30-35
periodic review of, 101-2
planning, 5-8, 91-93
sound plan of, 5-8, 91-103
staff, 7, 36-58
top management, 6, 15-29
top-management chart, four types,

facing 28
top-management chart, ten
facing 28

Over-all performance, 11-12, 203-10
budgetary control, 11, 204-7
control of, 11-12, 203-10
five-year plan, 4, 85-86, 207-8
profit-and-loss control, 12, 208-10

plans,

Pension and benefits
committee, 71-72
Personnel
committees, 70-71
control over quality of key, 8-9, 45—
49, 70-71, 104-29
departments, 45-49
rating, 8, 70-71, 117-23
sclection, 8, 105-7
training, 8, 107-16
Policies
compliance with, 82-83
control over, 9, 79-83



Policies (continued)
determination of, 80-81
product, 177-78
promulgation of, 81-82
salary, 145-46
wage, 130-33

Practices
analysis of, 16569
standard, 165-69

Products
authorization, 181-82
control over line of, 11, 177-84
devclopment, 181
planning, 177-81
rationalization, 180
simplification of, 179
typical control plans, 182-84

Profit-and-loss control, 12, 208-10

Rate of operation
control over, 84-90
inventory aspccts of, 88
stabilization aspects of, 88-90
typical plans for, 85-87
Reports
to board of directors, 235-38
Research and development
budgetary control, 185-86
control over, 11, 185-89
project control, 186-87
typical control plans, 187-89

Salaries
committee, 66-67
control over, 9, 66-67, 142-51
control procedure, 146-51
master salary guide, 14245
policies, 145-46

Service department effort
control over, 10, 175-76
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Specifications
control, 95-98
typical example of, 173
job, 6, 94-97
typical examples of, 96-97, 218-20
Stabilization, 88-90
Staff
advisory agencics, 44
control agencies, 39-42
co-ordinative agencies, 43-44
departments, 45-57
cost control, 51-53
distribution-service, 53-54
economic planning, 55
extent of, 44-45
merchandise, 54
organization, 49-51
personnel, 45-49
product division co-ordinating, 57—

public relations, 56-57
organization of, 7, 36-58
service agencies, 42-43
types of departments, 3844

Standard
costs, 154-58
practices, 165-69

Top management, 6, 15-29
charts of, facing 28

Training, 8, 107-16
executive, 114-16
student, 109-12
supervisory, 112-14

Trusteeship function, 16-20

Wages
control over, 9, 66-67, 14041
control procedure, 13841
policies, 130-33
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