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i | CHAPTER 1
INTRODUCT 10N

e need for greater efficiency and economy in government
.perations was expressed by former President Kennedy in his 1963 Budget
i‘essage to Congress:s

'n our society, Government expects continuing scrutiny
and criticism of 1ts efficlency. The search for greater
efficiency is never finished., What was an efficlent practice
a3 few years ago may be obsolete today. New spprcaches (o work
practices, to information handling, and even to decision makin;

: fitself are the order of the day throughout government sr well

- zs private industry,

The magniiudo of increasing costs for operation of the lepartment
of Tefense, expressed In terms of budgetary requirements, are s:ated in
Tavle i. o | .

’ Tt 1s noted in Table 1 that the U.S. Administrative Buc ;et has
increased from $64 billion {n 19% to $98 billion (est.) in 1964, an
increase of over $34 billion in 9 years. During the same peric: of time,
the Defense Budget has increased from a low of $40 billion in 1:'9, to
$55 billlon (est.) in 1964, for an increase of $15 billion during the same
period. Thus, the defense requirements have accounted for approximately
44X of the increase in the Administrative Budget during the ps * 10 years.

This has created the ncodﬁto investigate ways and means to impro.e the

efficlency of operati:n in the Department of Dofense.

lu.s., Ceongressional Record, 88th Cong., lst bess., 17 Jeiuu.y
1%3, ilouse Vol., 109 No. 6' Pe 487,

l
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FEDERAL AIMINISTRATIVE BUDGET EXPENDITURES FOR NATIONAL
DEFENSE FUNCTIONS (MILLIONS OF DOLLARS)®

Administrative Budget
Flscal Year Expenditure National Defense % of Total
1954 67,537 46,906 69.6
1989 04,399 40,693 63.2
1986 66,224 40,723 61.9
1987 68,966 43,360 62,9
1958 71,369 44,234 62,0
1939 80,342 46,491 $7.9
1960 76,539 43,691 99,7
1961 81,51% 47,454 58,3
1962 7,707 91,103 98,2
1963 94,313 93,004 56,2
1964 (”to) ”.m 55.‘33 56,1

3statistical Abstract of the United States 1963, Naticnal Data Book

and Culde to Sources, 84th Bdition, Table #334,

A highly significant portion of Defense expenditure is required
for materiel maintenance. For exasple, from FY 1953 through FY 1963,
$1%6 blllion was »pant for procurement of new weapons systems while $109
billion was spent for operation and meintenance of axisting syoton.2
The severity of these rising costs for Department of Defense operation led
to direct intervention by former President Kennedy to control these costs.
As a result, the President gave two instructions to Secretary of Defense
McNamaras

1. Develop a force structure necessary to the military requirements

without regard to arbitrary budget ceilings.

2Charles J. Kl+ch, "What Tying Dollars to Mil!tary Declsion. Me .re

t0 Defuense Management,” Armed Forces Management, Vol. IX,!Novemper .s». |
p. 97,
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2. Procure and operete thie force at the lowest possible cost.

Secretary of Defense McNamara, in his July 1962 memorandum to the
President, gave the following report:

The steps we hove taken in accordance with your first
instruction have strengthened our strategic nuclear forces,
have balanced thea with non-ruclear forces capsble of meeting
challenges to our national interest in any part of the world,
and have created a new kind of force that can deal with the
speclal challenge of subversion and guerrilla warfare,

The extent of these changes has underlined the importance
of your second instruction., We have moved on several fronts to
carry out this instruction as well,

® ® 0 & 0 ¢ & & 5 & ¢ O & 6 & 5 O ¢ 0 O 0 O 9 9 s O O 0 s 9
Ihixd, we are giving intense sczutiny to our procurement

and logistics policies since seventy percent of every defense

dollar is spent on purchasing, construction, operating depeots

and beaes, maintenance, trensportation and communication services.

Based on the actions we have taken to date and thrie we
contemplate for the future, I can report to you that within five
yoars we can cut the cost of the Departaent's logistical cperations
by at least $3 hillion per vear. These anmual savings will
result from the more efficient sanagement of our logistical system
and will not be achieved through & reduction in the strength of
our combat forces.3
Secretary McNamara sstimated that since 1961, the DoD had taken
action that would reduce costs by $750 million in FY 1963, and that these
savings would represent 23X of the flve-year goal. This cost reduction
would be achieved in three ways!

1. Buying only what we need.

2, Buying st the lowest sound price,

3. Reducing operating costs.4
Item (2) buying at the lowest sound price, has led to a reduction of the

use of Cost Plus Fixed Fee contracts and the increased use of fixed price

.. Department of Deferse., The Secretary of Defense, Mencrandum
for the President, nt C R n P am. 5 July 1962,

4{nid.
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or incentive contracts. Secretary McNamera reported in his memorandum to
the President® that these actions saved approximately $100 million during
FY 1963 alone.

Ihe Incentive Contract

The use of incentive contracts provides a motivating factor to
the contractor in the form of an additional wmonetary reward for increased
effliclency and productivity which are mutually advantageous to both the
contractor and the Government. This was done in an attempt to reduce the
costs to the government and at the same time provide the contractor with
sufficlent profit motivation to increase his efficlency,

An incentive contract is bnod‘ upon a negotiated target price, a
negotiated target profit, and a sharing arrangement based on over-runs and
under-runs, The over-run is the contractor costs over the negotiated
target costs and the under-run, the contractor costs under the target cost.
The contractor's profit {s then based on a oroportionate share of his
over/under-runs from the target cost as determined by the sharing arrange-
ment, Incentive contracts can reduce costs to the government by offering
stimulus to the contractor for greater profits. For example, Table 2 is
2 unit cost history for the procurement of 681 C/XC-13% aircraft from the

Boeing Coapany.

Ihe Purpose

The reason the efficlent use of military {and other
Gcvernment) resources is a special problem is the absence
of any built-in mechanisms, like those in the private
sector uf the ecencmy, which lead $o greater efficiency.
+In government by contrast there {s no profit lure, and
promortions or salary incredses do not depend on profits, ., .

S1bid.
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Thus there is neither an adequate price mechan .- to

revezl the cheapest methods of performing public

functions nor any force which induces or compels the

government to adcpt such methods. . .There must bte scme

way to provide postmasters and depot mariagers with more

appropriate motivations.®

The use of incentive contracts has led to reduced costs to the
government. These reduced costs have been obtained as a result of
providing the contractor an incentive, greater profit for improved
efficlency.

The purpose of this thesis is to investigate the use of incentives
within industry for personnel motivation, establish a basic philosophy
and concept for incentive use, and determine whether or not the USAF
organic msintenance program for aircraft maintenance operates in a parallel
environment. Or stated more succinctlys Incentives are used in induitry
to obtain greater efficiencies of operation and the question to be
resolved is, does the USAF organic maintenance pregram for si.craft mainte-

nance, possess a similar environment to obtain greater efficiency throuyh

the use of incentives?

Methodology Used in the Study
Enviromental comparisons are made between industry and the USAF
maintenance program to determine the feasibillity of an industrial-type
incentive program applicable to the USAF., To accomplish these comparisonss
1, The literature is reviewed to trace contemporary history and
develop a concept »2nd philosophy necessary for the successful applization
of incentives,

2., The parallelism of incentive environments between industry and

6Chttles J. Hitch, and Roland N, McKean, The Economjcs of JDefense
iu_the Nuclear Aqe, (Cambridge, Mass.s The Colonlal Press for Harvard

University Press, 1960), pp. 105-109.
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the USAF organic maintenance program is studied and an examinatlon is

rade of existing differences.

SuBmATY

Kaintenance ecoromics necessitate the review of present management
procedures and practices. The need for greater economy requires innova-
tions and exploring for the new, the different, and the unique. One such
innovation has been, and is, the increased use and reliance on incentive
contracts to reduce costs to the government in procurement actions with
p'rivato industry. The very foundation for achieving these reduced costs
is the profit motive associated with free enterprise in our society. The
heart of this profit motive is the efficiency with which the individual can
produce for the company, plant, or industry., This fact has been recognized
by private enterprise and as a result various methods of rewerc.ng effi-
cicncy have heen studied, developed, and placed into use as a means of
motivating or stimulating the individual to obtain greater efficiency in
production output,

The purpose of this thesis is to irvestigate thy use of incentives
within industry for personnel motivation, establish a basic philosophy and
concept, and determine whoii.er or not the USAF crganic maintenance program

for aircraft malntenance, operates in a parallel enviromment,




P

. 2y
2

CHAPTER II
CONCEPTS AND PHILOSOPHY FOR AN INCENTIVE PROGRAM

The purpose of this chapter is to explore the industrial use of
incentives and to trace their contemporary history, develop a philosophy
and concept necessary to implesent an incentive program, and provide the
background for incentive application within the USAF maintenance program.

The history of worker motivation in industry is directly parallel
to the history of management. However, the philosophy that management uses
and the techniques formulated for industrial operation are dependent on
the question: What provides the worker with the greatest job satisfaction
and at the same time motivates him to work with greater efficiency to
obtain the company's objoctives?l

Mutuslity of interests between the worker and the employer was the
theme expressed by Andrew Ure and Charles Babbage in the middle 19th
Contury.2 At this time, the unions were almost nonexistent and those that
did exist were lcosely organized and semi-secrot. As a result there way
no common basis for the union to act as a collective agent for the employees.
Tn the production effort, wages were usually based on piece-rate production.

The more the worker produced, the more he e¢arned, or so the philosophy

lyi11tam 6. Scott, , (Homewood, Illinoiss
Richard D, I"lﬂ, Inc.’ 1962 » Pe 22,

2%illiam G, Scott, Human Relations in Management, p. 23, citing Andrew

Ure and Charles Bahkage,
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went, But this was not always the case. Englahd, during the middle 19th
Century, was not noted for its outstandihg treatment of the worker. In
fact, L. P. Alford and l. Russeli Beatty referred to the sitvation as the
"degradation of labor"™ arnd "English factory slavery.'3 The greatest
fallacy of the theory of plece-rate production during this period of time
was that no minimum base for worker pay had been set.

The concept of mutality of interest, expressed above, was based on
the premise that it-was in the best interest of the employee to work
harder, to pr;duce wmore, the end result being that the worker would benefit
by receiving more pay and the employer would receive more profit by the
increased production. This was not always the case during this period, and
it usually resulted in a one-sided arrangement, that is, the employer
would recelive greater profit by the increase in production, but the employee
would generally find a plece-rate pay decrease as a result of his increased
effort.

The early writers in the field of scientific iahagcnent equated all
relations between management and labor to a profit motive, that is, the
motivation of the worker in his production effort was directly related to
@oney.4 Money was the answer to the problem of stimulating the worker
regardless of the conditions of the work. Ure and Babbage established a
basic premise for worker motivation: work and the worker were indisputable
economlc commodities, and as such they would respond to economic law, the

economic man., Motivation and money were synonymous.

3L. P. Alford and H. Russell Beatty, Principles of Industrial
Management, (Revised edition, 1951: New York: The Ronald Press Co., 1940),

p. 13.

4$COtt, p. 24,
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Working conditions in the mid-19th Century England were intolerable
for the worker, So much so, that it necessitated the beginning of the
English Fzctory Acts. The first Act and succeeding amendmenis limited
working hours by sex and age because conditions were becoming so bad, they
were intolerable even to:the Eriglish government,

One would ask, "What is the relation between the English Factory '
Act and motivating the worker?” The answer is relatively simple--it was
the beginning of the sclentific management movement. This movepent was
defined by Alford and Beatty as the acceptance and use of accumulated
experience, convictions, and knowledge of fundamentals that became part
of the intellectual system. It replaced the trial and error method by
using established results contained in laws and principles.

Mutuality of interest between employer and employee now became
important because this concept emphasized that one cannot do without the
other. Applying the scientific approach to management this mutuality kecame
even more important due to the interwove: relationship between profit,
efficiency, and productivity in a free enterprise society. The management
theorists of that time held that man would extend himself to greater efforts
if he knew that his labor would result in greater rewards for himself.

The scientific management movement opened the field for the
innovator in industrial management, Ralph C. Davis was one of these innovators.
In his book "Industrial Organization and Management," he developed business
objectives, ethics, policies, and the role of leadership in business.>
He progressed further until he made an analysis of the basic management

functions of planning, organizing, and controlling.

5Ralph C. Davis, Industrial Organization and Management, (New York:
Harper & Brothers, 1939)
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Although not the first to define the need fof management, this was
probably one of the first works to be completely professionally ortented.’

The Chicago Hawthorne Works of the Western Electric Co. conducted
experiments to-determine the physiological reaction of the worker to
changes in environment. The original study was developed to determine
the effects of stages of piant lighting, The original assumption was thgt
as the amount of i}ght within the production area was decreased, the amount
of output by the workers would also decrease. The results did not bear
out this- assumptions in fact, the exact opposite occurred, as light
decreased, production 1ncrolsod;7

These results led to later studies in the psychological aspect of
industrial organization.and worker motivation. The conclusions of the
Hawthorne study emphasized the psychological as well as the physizlogical
needs of the worker,

The parallelisms that were beginning to form befween the human
relationists and the studies being made in industrial production soon
dispioved the theories of the early management philosophers. The economic
man was no more, This philosophy was replaced by a modern philosophy
that the manager must rot only meet the needs of the organization but also
meet the needs of the worker, Davis recognized this in his later work,
*The Fundamentals of Top Management,” in which he described the informal

organization, social status and the psychological needs of the worker.8

6Scott, p. 34,

TEdwin Scott Roscoe, Organization for Production, (Homewood,
Illinoist Richard D. Irwin, Inc., 1959), p. 38.

8Ralph C. Davis, The Fundarentals of Top Management, (New York:
Harper & Brothers, 1951).
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The manager today must-meet not only the requirements of the organizations:®
objoctives, but alsoc the workers' needs to meet these objectives.

Since the end of World War II, an 'increasing number of companies
have become more concerned about thelr incentive compensation practices.
This concern has led to many studies made by the companies themselves to
determine the practices carried out by industry for both managerial and
supervisory compensation, The National Industrial Conference Board, Inc.,9
has made several studies in this area.. In their Personmel Policy Study
No, 177, the Boazd surveyed 363 firms, 262 (72.2X) of which were non-
marufacturing companies employing 767,086 personnel, This survey
encompassed all aspecte of supervisory compensation from determination
of base pay to participation in incentive arrango-ont;.lo Although
prisary interest in this thesis is incentive compensation, it is worthy
of nuce to mention a few of the findings made as a result of the study.

Approximately 85X of the coupanies included in the survey reportad
that salaries of the first-line supervisor were based on the going rate
in the industry or area or hoth,

The majority of the companies surveyed varied the pay of supexvisors
according to individual performance, job duties, and seniority. Eighty-
six percent of the companies mide individual adjustments on merit onlys
approximately one-half of the companles made adjustments at regular

intervals, usually on a calendar basis or on the employment anniversary

9‘i'he National Industrial Conference Boaxrd is a nonprofit, fast-
findiny laboratory. It was organized in 1916, Since then, it has sexrved
asa institution for scientific research in the fleids of business economics

anrd business management,

10yational Industrial Conference Board, Inc., Compensating Firet-
1ine Supervisors in Factory and Qffjce., Studies in Personnel Policy Mo, 177.

New York: National Industrial Conference Board Inc., 1940,
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daie., Many companies made salary adjustments when warranted by the merit
of the employee., Forty-three companies restricted the size of the increase
to 5X to 10X of the individual's base pay. More than half of the 353
companies participating in the study pald supervisors some form of incentive

compensation,

ncen n n P'

Writers in the fleld of personnel/industrial relations agree almost
uasnimously that an incentive is a stimulus that provides motivation to
the recipient. All agree that incentivas may take the form of finaacial
and:non-financial, positive, and negative, and individualuand group recogni-
tion. All agree that a successful incentive program musi be simple to
administer, simple for the workers to understand, and accepted by both
manager and qorker alike. Incentive plans employed by industry r:e numerous,
ranging fromlslmple pilecework to highly complex plans with arrengements for

bonus and premium payments.n

Incentive plan objectives are simplej they
attempt to tie together high productivity, high wages, and low production
costs. However, all incentive uses in tpe production effort are vased on
standaros establisned for a specific job.

Frederick W. Taylor, considered one of the odtstandiqg leaders in
the field of industrial management, was one of the first to employ the use
of job ;tandards in conjunction with careful analysis of the best methods
of accomplishing a given task. Once the standards are established, the

best method determined, the company was then in the position to award the

worker an additlional boaus for meeting or exceeding the glven standards. 2

nCharles W. Brennan, Wage Administration, (Homewood, Illinols:
Richard D, Ir‘ﬂi'\, Inc., 1963)’ Pe 224,

12‘redetick W, Taylor, The Principles of Scientific Management,
(New York: Harper & Prothers, 1942}, p. O,




st L

o - S e St i meis o & e

15
- #

.. e The peint is, before any incUative plan can be effectively introduced,
- two elements must be established: standards must be set for job performance,

and base pay mist be equal to the “going rate" within the industry or the

)

locile in which the company:ls located, or both. The necessity for

est\dlishing accurate sizndards is pointed out by Séott,!3 Alford and
Beat't.‘y,““&lctger,m and others. If these standards are too "loose," the
average uorku: can easily exceed the standards, thereby resulting in
increased production costs and lowered efficlency, If the standards are

too high, the result can lead to morale deterioration among the employecs

oAy ey gy

due to the difficulty in exceeding or in some cases even reaching them,

D""‘N’?

Orée-standaxds have been-set, the employer can develop a sound

-

incentive program. Again, criteria must be followed to determine what

.

constitutas 3 sound program, Brennan establishes six e'ssenthls'16 Alford
5 and Beatiy fou:.” Tha similarities between the two sets of essentials

sugyest consolidatlon,.

1. The plan must be simple, it must be froe of complex and
intricate a‘rrangemntu the employee must be able to calculate his earnings
for himself with little difficulty. Complex plans do not lend credance,
the employee does not trust them.

2, The plan sust be equitable, in no case should an employee receive
less wages undexr an incentive plan than he would have recelved unrder a

guaranteed wage.

lascott, p. 254,
14A1ford and Beatty, p. 671.

15pavid W, Belcher, Wage aps, Salary Administration, (New York:
Prentice-Hall, 195%), p. 374.

1 16Brenna'n, p. 226.
171ford and Beatty, p. 675.
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3. The plan.must provide an incentive; goals and §tandards. set
to qualify for an incentive plan must be carefully set; neither too high
nor too low.

4, The plan must be based on sound standardsj this constitutes
a two-part-plant quaranteed wage or fixed payment for a given amount of
production and additional payment for production which exceeds standards.

5., The plan must have the b@p%?ng of the emp%ifses. This implies
the active participation of tha employees,

6. The plan must have the backing of management to encourage
employee backing,

The primary difference-between Brennan's and Alford and Beatty's
essentials lies in the latter's additional proposal that incentivez must
reward. generously. The reward shculd be in direct proportion to--the

contribution the employee makes to the company,

Incentive Compensation for Supervisors

Many companies believe that the attitude and productlon of the worker
are dependent upon the supervision the employee receives, As a resuli,
these companies have included the supervisor in some form.of incentive plan.
The objectives of a supervisory incentive plan is to encourage cost-con-
sciousness and at the same time reward the supervisor for his constructive
and beneficial efforts to reduce the costs of his operations.18

Ajain, there is no one plan, no one system, no one standard, on
which to base supervisosry incentive compensation. It was found, however,
in Personpel Study No. 177, tha% companies which limit total compensatiun

of supervisors to base pay make extensive use of non~financial incentives.1?

18Brennan, p. 313,

19%tudies in Fersonnel Policy No, 177, p, %6.




et o8 B it B S b e e A e

£ ey

17
There {s a general belief among industrial psychologists that non-financial
ircentives are the strongest among supervisory personnel if base salaries
are equitable and there is some degree of job security.

There are both scoffers and advocates of each form of supervisory
incentive compensation. For example, many companies belleve that year-end
or Christmas bonuses serve very little purpose as a motivatioml stimulator,
acting only as an appeaser because there is elther no, or very little
relation between the worker's production and the year-end bonus. The bonus
as an incentive, must be directly proportional to the individual efforts
of the employee concerned snd not as an automatic boon, to be dispansed as
a token of a company's good will.

Piofit-shazing plansgt Profit-sharing plans can take one or two
forms--current or deferred, Under the current plan, profits are dispensed
as a year-end borws. The deferred payment plan generally provides for pay-
ment after retirement, disability, or death,

Production-sharing planit Produsction-sharing plans are hybrid forms
of the profit-sharing plan.2° This type plan is more commonly known as the
Scanlon Plan, named for its originator, Joseph L. Scanlon. This plan
attempts to mobiiize the entire orgainzation into a cooperative force. The
aim is to reduce costs, tho reward:t a share in the reduced costs as a
borus., The Scanlon Plan is based on job standards, In ad¢lition to reducing
operations to a common denominator that the workers can understand, such
as ynits stered and/or produced, the plan also uses a suggestion syster for
job, depsriment or plant, to reduce costs in the manufacturing process. A
cemmittee is formed [rom each department fo review and pass on the applica-

bility of the employee's suggestions. If the suggestion leads 3o reduced

201bid, p. 99
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costs for the applicable department, a group share of the- savings would
go to the employees as a bonus, The.percentage saved is prorated to each
enployee and the amount recelved is figured on this percentage times the
worker's base pay.

“fhe Scanlon Plan, like others, is dependent upon standards being
established for the production unit and the necessary controls te insure
feedback of information, in this instance, for cost control purposes.

There are, however, certain basic steps that should be fjllowed in
establishing a supervisory incentive phn.21 First, the factors)ito be used
for measurement must be determined. The proper selection of thise factors
should insure that the supervisor directs his attention to the ‘important
aspects of the job, and the supervisor should have control over the factors
used. If material costs are a factor, the measurement should be in re-work
and waste, not on the market -price of the matcrial used. Euch factor
selected should be weighed with respect to the proportion that individual
costs add to the total costs of the individual department or tetal company.
volume.22 After weliching the factors selected, standards must be set 6n
each factor value. This can be accomplished by establishing.a norm of
production over a period of time, by the use of standard leaders in the
department in question, or through the use of learning curves. Standards,
however, must be set on an equitzbie basis, Some writers say that standards
shou}d be between 70¥ to 80X of what is expected to be optimum production.

The basis for rewards and penalties can be set once the standards

2IBelcher, p. 399.

2o7he weighting of factors is a matter of cholce, however, the
welghts assigned should be zelated to the costs of the selected factor.
If direct labor hours are the high-cost factur, more weight should be
placed vn motivating labor than, say, on scrap salvage. For a mire
detalled explanation on incentive weights, the reader is referred to Pelcher's
Nage and Salary Adwninistration, p. 400.
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19 .
have been developed.?3 For example, positive bomus points can be scaled

from 0 on standard production to 20% to 25X for reaching what is describad
a3 optimum production. Negative points can be-assessed for production
below the standard volume.

The last step is the rotification to esch supervisor of what is
expected, the standards which have been set, how bonus points can be
accusulated-and assessing penalty points, The supervisor must then be
notified periodically of the standing of his department in-‘ihe Incentive
program,

The Parsonnel Study No. 17724 qume up the reasons for success of
incentive plans in companies participating in their study as followss

1, Qg.nlnx_;;nﬁgxxxx. - Workers recognire the incentive plan as
being 2 sincers effort on the -part of the .company to share prosrerity.

2. Planning atability. ~ The companies using incentive plans
generally operate the same formula for a poriod of time, ususlly one year.
The companies are honor-bound not to charge just bacause good supervision
pays off to -the supervisor more than the company oxpoctod.~

3. ‘B‘gligxxg_;:;ndlxﬂx. « Performance is measured in terms of

reliable standards and is rewarded wher these standards ars exieeded,

4, gimplicity and clarity. - The formulas used for computing pay
can be readily understood by the participating personnel,

5. Taam participation. - Supervisors feel related to the management
of the company., This by itself prcvides a strong morale factor (o the

supervisors and makes them fsel "part of the management team,”

14 45 apparent that on & group effort, such as the Scanlen Plan,
this application of incentives would certainly create the need for harmeny
and coopsration amony the empioyees.,

24Studies {n Porsonnol Pelicy No, 177, p. 66,
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Executiva Incentive Compensation Plans

Exrcutive incentive compensation which varies from industry to
industry presents a slightly different insight into the problem of provid-
ing supp)emental income to the executive than the supervisory personnel,
The objectives for both groups are the same. Belcher generalizes these
objectives as:

1. To obtain and maintain an adequate source of capable personnel,

2. To provide rewards. proportional to the level of the work within
the organizational structure.

3. To provide incentives to obtain production within the level of
capabillity of the individual.2®

The concept of applying a motivational force to obtain greater
efficiency does not change between the supervisor and the executive. What
does change is the type of stimulation applied. BRut, and this is most
interesting, each company, prior to establishing an executive plan, must
determine (1) that salaries are adequate (comparable to locale or industry)
and, (2) salaries must be proportional to the level of the executive when
considering functions and responsibilities, Once these two facats of
compensation are established by the company, tliey can then proceed to
develop an executive incentive plan.26

Belcher, divides executive incentive plans into two categorics:
incentive plans and tax savings plans.27 The incentive plan is further

divided into cost reduction or profit type and standard accomplishment.

25pelcher, p. 404,
261114,
271bid, p. 405.
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In the former, executives are judged by their cost reduction accomplishments
which lead to greatar company profits and are rewarded accordingly. In
the latter, the executive is judged by his standard accoaplishment. Again,
to make effective use of the standard accomplistment, it is necessary to
set standards in each of the principal divisions within the company. The
identity of ihe executive standard plan is so similar to the supervisory
plan that further discussion would serve no practical purpose.

Ihe cost reduction or profit glan. - The cost reduction or profit
plan is based on two factors, (1) the executive's job profit potential
which can be measured in terms of unlts produced at a lower ;.lce, product
quality, meeting schedules, and facility utilization, and (2) at the end
of the company’'s fiscal year, the measurement of the potential realized.
Based on established formulas, the bonus compansation concluded that a
successful plan required 3 minisum bomus of 30K of base pey.>?

Iax_aavings plan. - It is not enough to provide additional increments
of "base-pay” with the curreat progressive income tax. The tax structure
is s0 designed that as the income increases, the proportional return is
decreased as far :: the executive is concerned. This defeats the puipose
of executive incentive compensation as far as the company is concerned, and
in some cases may even be a2 hinderance to the executive progression pattern
within the company itself. This can come about through top executives
refusing the added bonus to the "pay-check" due to the tax structure, Th's
in turn can reflect upon the scale of the executives down the line in the
organizational hierarchy,

There is almost no limit tc the combination of tax savings plans

which industry offers its executives, In Personnel S-udles No, 173 and 173,

~
”gkrcﬁ Fatton, "Who Should et Sreek Uptions," Pergonmyl Jourrsl,
ol 30, No. 1., {April 1®2Y, pp, 417404,
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the Board listed some of these plans which are being used in various
industriess??

Installment Bonus Plan. - The executive “earns out™ the bornus in
2 period of time, usually four to five years. If he resigns during this
period of time, he forfeits the remaining installments.

Deferred Bonus Plan. - The bonus award is pald at the time the
executive terminates his employment with the company.

Stock Purchase Plans. - This allows the executive to buy stock in
the company at less than market prlco.3°

Each of the above plans are deferred compensation plans designed to
provide the executive a "break™ on the tax structure and at the same time
permit him to "reap” the benefits of his productive effort towerd achieving
the company goals.

Other benefits for the executive can include such features asi3l

Elnance emplovees at low rates of jnterest. - This can be for home
buying, home improvements, and othexr neeis which the employee may have.
This financial asslstance can take place at a much lower interest rate than
could be obtained commercially.

Supply other needs 3t discount costs. - This can include such items
as company operated home maintenance crews, sale at discount costs such
{tems as furniture, subsistence items, hospitalization for the entire family,
company furnished legal counsel, use of company-owned recreational facil-

ities, educational costs, group health and life insurance programs, and

295tudies in Personnel Policles No. 173, dated 1959, and Study No,
179, dated 1960,

30This is closely contrciled by the 1950 Revenue Act, and se's prices
that stock c¢an be sold and options cuncerning the capital gain rates.

31N111!am J. Casey ana J, K, Lasser, Executive Pay Plans . #u-. & 1,

"Resalyr, “ew forv:  Rusinecs Reports Ine, ', pr, 1d-0 8,
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mmerous other "fringe” benefits at either company expense or at a reduced
cost to the employee.

The limit of executive incentive compensation can be reached only
through the limit of one's imaginations but, there is one thing common to
sach of the financial plans and that is, there muit be some form of measure-
ment to determine the executives efficiency within his area of responsibility,
This measurement, or the setting of standards to make this measurement, is

probably one of the most crucial acts in which a company will engage.

-SWEBARY

Worker motivation has been a probles that has plagued the manager
since the first employer/employee relationship was established. This
problem was oxprn'ud by early writers as a "mutuality of interest” between
the worker and his employer. The more the worker produced, the <ore he
earned, but this wes not alweys the situstlon, In the aiddle 19th Century
England, the employer was not interested in th. workers' lot, a fact that
necessitated the English Factory Act and succeeding changes to that Act,
This wes one of the first national regulations that recognized the conditions
under which the worker was esployed.

The English Factory Act, and its resulting changes, brought about
the first studies in scientific management. These studies resulted in the
recognition that conditions, other than purely economic, had to be changed
in order to provide worker motivation,

The scientific management movement opened the field for the innovator
in industrial management, The recognition that the plant or company was
also a community, subject to all tae ills of a community, led to additicnal
industrial research on worker motivaticn, production possibilities through

motivational effort, and reduced operating costs.
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Various plans were introduced to obtain or provide for worker
motivation. Sowe plans weré more successful than others, some were
developed for the worker, others for the supervisors, and still others
for the manager or executive. But each plan had commonality of purpose
and the hoped for effect, reduced operating costs, increased profits, and
the recognition that extra effort and success in meeting goals or standards
sust result in some form of reward to the individual or group contrimuting
to cbjective attainment.

it has been generally concluded by most motivational researchers
in industrial relations, that two elements mist be in being before a sound
{ncentive program can be establisheds (1) standards wust be set for job
performance, and (2) the pay rate must be equal to the "going" rate within
the industry or locale. The setting of standards is probably .he most
critical from the motivational aspect,

The application of incentives for both supervisory and executive
personnel varies from company to company, There is no one magic formula
to determine the best, the one leading to greater production, or the one
9lving the most employee satisfaction. This is dependent upon the company
objectives, size of the coupany, the industry itself, productior. volume,
sales volume, and many other factors that must be weighed individually.

Regardless of the plan used, the end result should he the same,

The company's objectives should he attained and the results produced should
te met by the company with a reward proportional to the contribution the

employee makes to the company's success.




[ CHAPTER IIl
USAF INCENTIVE APPLICATION

The purpose of this chapter is to explore the possibilities for
incentive uses within the USAF maintenance program. In addition, a com=
- parison will be mede to determine if the USAF meintenance environment {s

m——— Iumetebetesy Pty
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compatible to the use of an incentive program such as found in industry.
The concept of work standards being used as an efficiency measurement,

ere——

developed in Chapter II, will be applied and an exsaination will be made
{ subsequently of four Air Force sponsored incentive programs. Two of these
i programs are spplicable thoughout the Air Force, one i{s applicable to all
logistic oraanizations, and one is applicable only to the mainten:znce
effort.

Any minager is concerned with the use of resources such as time,
material, personnel, and money. The determination of what resources will
be used, how they will be used, and when they will be used are all part of
the manager's respon:ibility. If he is cost conscious he will use these
resources sparingly, with only minimum quantities of each being consumed
to accomplish his objectives. 1f he does not give consideration to the
element of expense, he can indeed be wasteful of resources. This by no
means implies negligence, rather it implies that it becomes necessary to

draw his attention to the efficlency which his position dictates.! 1In

l"l’hc over-all objective of Alr Force management is to achieve naximum
operational effectiveness in accomplishing the essential missions assioned. .
+The proof of success of management is operational effectiveness. , .cownanders

25
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this respect, -the problems faced by the military manager are no different

than the problems faced by his civilian counterparts in industry. When
defense per se, is e)liminated from the responsibilities.of the military
manager, he becomes responsible for an industrial, commercial, wholesale, or
retall operation. If he were selling his commodities on a competitive basis,
his problems would be the same as any other manufacturer, wholesaler, or
retailer. To compete, he would have to be aware of the need for efficiancy
of operation.

The military manager cannot be relieved of the responsibility for
defense, He cannot be placed in a position of having to compete with other
commerclal enterprises. He cannot be expected to produce a profit which in
this sense is a monetary return over and above his actual costs, There .are
times when he is confronted with situations not conducive to efficiency, such
as unscheduled maintenance requiring overtime, unprogrammed requirements or
unexpected emergencies using resources for which there is no reimbursement,
either budgeted or funded. But, these are not the conditions over which he
always has control. In most instances these are situations which are gener-
ated cutside his spher2 of authority and he should not be held responsible
for their occurence, only for their coriéction.2 But, he can be sxpected
to meet his quantitative requliements, He can be expectad to operate

efficiently within his control of resources, and where possible, reduce

must be alert to conserve resources--to produce a maximum volume of end-products
without waste of resources and time, To this end, each commander must usge
efficlent ways for deing things. Ths delivery of end-results of work must be
evaluated in terms of thelr correspondence with the requirements, in volume,
quality, and time, as established in the assigned mission. This evaluation

{s the basis for judament as to whether the commander--as a manager--performed
what had been expected. (U.S., Department of the Alr Force, The Mananement
Process, APM 25-1, Washington: September 1954, pp. 2-3),

Oriis upholds one of the basic concepts in the establishment of an
incentive program., The person responsible, elther supervisor or manager, muszt
have control over the factors by which ne will be judged.
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his costs. These costs again, can be expressed in time, material, personnel,
and money,
The variables which are encountered on a day-to-day basis in the
malntenance effort are such that individual efficiency cannot be measured with
the desired degree of accuracy necessary to formulate an incentive plan com-

parable with industry. Variables are both qualitative and quantitative. They

‘include such factors as geographical location of equipment prior to mainte-

nance, Equlipment used in a high humidity or island. environment would preseant
greater problems in corrosion control than would like equipment used in a

low humidity desert environment. The extent of preventive maintenance which
the equipment receives generates another variable. So do outstanding Techni-
cal Order Compliances (TOC) which must be accomplished and the demands of
quallity control. Each of these examples affects work measurement standards
varlably.

It is a generally recognized fact that individual incentives are
received with greater enthusiasm by the worker than group incentives. To
provide an individual incentive program, however, it is necessary to establish
indlvidual work standards. Once standards have been established it then
becomes possible to measure, with a high degree of accuracy, individual
performance against these standards and weight the performance accordingly
for incentive participation. The worker in the military is generally sub-
jected to measurement in terms of comparisons, comparisons with other wworkers
and not standards. Such compari-~ons do not provide sufficient objectivity.
What is desired is a guide by which to measure the worker's effectiveness in
accomplishing his mission in light of the resources he uses to accomplish the
job. Comparison of one indiidual to anothier for the purpose of awarding

some form of recognition !s highly suspect at best and is not always
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enthusiastically accepted by the worker. But, the fallacy of this type
comparison ic the inability to measure  individual productive effort. The
variables that are involved negate éccuracy. ‘

An incentive program is necessary but it is considered not only
impractical but also impossible to provide a program that is tailored after
industry for elther the manager or the worker. The types of .incentives which
industry offers the manager or top executives include stock options, bonuses,
insurance programs, and other fringe benefits, These incentives hecome
avallable only as the organization succeeds in producing a profit. The
final measurement of the military, however, ls dependent upon its success to
(1) act as a deterrent to prevent a war, or escalation of war, or (2) to
emerge the winner once a war has begqun, It is in this enviroiment that the
military manager must operate. It is necessary that lie be concerted with
efflclency, but this efficlency mist be evaluated In terms of requirements

established for the assigned mission.

Development of an Incentive Program

In Chapter II, incentives were classified by financial, non-financial,
group, individual, pcsitive 4nd negative. It was also stated that-one pri-
mary requirement which iwst be met in the establishment of a successful
incentive program was the setting of standards against which production
could be closely measured. This 1s necessary to determine individual or group
performance,

In-a manufacturing process, individual standards can be set. The
funztion tu be performed, however, must be measurable in terms of individual
units produced, assembled, or some other means which recognizes a cest factor
based on unit production for a job that has litfle variation. Costs are

then directly related to individual or specific performance. Standards can
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then be established. for individual worker evaluation either on time or
cost variances for a unit of production. ]

Job=1lot programming is not considered conducive: {¢. the establishment
of indivi&ual performance standards. It is in this envirorment that the
USAF maintenance-effort is conducted, The use of job-lot programming only
attempts to determine an estimate of what the total job would cost, either
in dollu... .# manhours.3 This does not eliminate the use of group incentives
and this approach will be examined later.

In a manufacturing process, industry generally accepts a standard
work measurement that has an accuracy factor of from 3X to 5% varlation from
the standard mean.* This is based rr individual performance. Headquarters
Air Force Logistics Command (AFLC) has developed four major divect labor

standards. These are described in the AFLC manual 66-4 as follows:

Type 1A and 1B ENGINEERED STANDARDS

Type 1A, Labor standards established by the industrial engineering
division, using a recognized techpique such as time study, methods-time-
measurement, work sampling, or standard data, and laior standards applied
by production control personnel using standard data established by the
industrial engineering division. Standards in the Typc 1A category should
be packed up by sufficient data to statistically support an a-.u..sy of plus
or minus 10 percent of the mean, with a 95X confidence level. Re ur else-
where in this section for ihe methods used to statistically support an
accuracy of plus or minus 16 percent of the mean, with 95X confidence level,

Type 1B, Labor standards cstablished by the industrial enginecering
division using recognized techniques such as time study, work sampling, or

Saccountants or persons with accounting experience may take exception
to this terminology. It is belng used here to refer to a method of work
programming to accomcdate a large number of units helng processed on a lot
basis and for which an astimate must be made on the werk to be accomplished.
This allows for variations between individual units and which is normal in 4
maintenancs process. f{Robert N. Anthony, Management Accounting, Homewood,
Illinois: 1960, pp. 364-365).

“Interview with Mr. Harry Stiles, Industrial Engineer, Headquarters
Air Force Logistics Command, Wright-Patterson AFB, Ohio, May 1964,
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s%andard-déta,~and labor-standards applied by production contrel perscnnel
using-standard data established by the industrial engineering:divison,
‘Standards in-the Type -1B category should be backed up by sufficient data
‘to.statistically supporé an accuracy of plus or minus 25X of the mean, with
a 9% confidence level.

Type 2, ENGINEERED ESTIMATES

Type 2. Labor standards established by industrial engineering using
recognized techniques such as time study and standard data established by
industrial engineering, Standards in the Type 2 category should be backed
up by engineered estimates, (refer to chapter 2, section 4, ‘para, 3g, of
this marwal for procedure for esiablishing an engineered labor standard),
one cycle time studies or time studies which do not satisfy the criteria for
Type 1 classification.

Type 3. ESTIMATES

Type 3. Labor standards established by industrial engineering with
coordination and agreement as necessary by production control, quality
control, etc., personnel. This type labor standard is to have very limited
use in cases where it is not economical or feasible to establish Type 1 or
2 standards such as one time jobs.

Yy Aeghweet “ativaiy s Cre.

Type 4. MODIFIED ACTUAL HCUR STANDARDS

Iyl 4, Any ltem of production for which the industrial engineeriny
division has not or cannot establish a standard of another type, the actual
hours required to perform the work modified by the work center's prior pericd
direct labor effectiveness, will be considered a standard when approved by
the industrial engineering divisjon. Thls type standard is to have very
limited use on a one time basis only. No more than 5% of the direct on-bass
work in any work canter should be covered by this type standard in any
reporting period. It is recommended that insofar as possible, this tyze
standard not be used.®

The AFLC labor standards set forth above allow for an accuracy variation
of plus or minus 10¥ of the mean in a Type !A standard and a plus or minus
25% of the mean in a Tvpe 1B standard, This allowable accuracy is not com-
patible with standard= established for a manufacturing process in industry
and creates the problem of determining the validity of individual performance

as a basis for an award., The variation frc the standard must be held te a2

%.S., Alr Force Logistics Command, In. strial Enaineering Manual,
AFLCH o6-4 (Wright-Patterson AFB, Ohio: 37 Septembir 1369), Chapter 2,
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minimum 1f accurate performance measurement is: to be made between individuals
and/or groups.

The inability to establish individual work standards for performance
ovaluat;ron in the Air Force depot maintenance program and the reliance on
job-lot processing tend to negate the use of individual standards for werk
measurement. It does not, however, negate the use of incentives as a means
of recognizing indlvidual performance within a gro;xp.

Performance can be measured by the job-lot method. This measurement
may not be as accurate as one would expect with the allowable accuracy var-
fations bullt into the engireered standard system, but it does px:gvido a
basis for measurement of direct-labor useage.

Air Force Logistics Command Regulation 66-31 establishes additional
requirements for the feedback of data to provide compariszons of actual costs
to standaxd costs in these arcngﬁ

1. Direct labor performance,

2. Labor rate,

3. Direct material useage.

4, Overhead expenditure,

5. Volume {prodiction and overhead) variances.

The inability to set individual performance standards within the
depot complex is further magnified at the bise level, This ls due to variance
of resources, base activity, mission requirements, aircraft types, skill
levels authorized versus assigned, and other non-measureable factors.,

In establishing an incentive program, one must recognize that a different

system of motivational stimulus is applicablé at each stratum within ihe

6y.s., Air Force Logistics Command, Maintenance fngineering, AFLC
Regulation 66-31 (Wright-Patterson AFE, Ohic: 2 February 1961).
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organization and that an inceritive value should;be in proportion to tﬂe
effort that ied to the contribution,” What is effective for the workér might
be ineffective for the supervisor or manager. The worker may respond to a
monetary incentive whereas the supervisor or manager quite possibly would
respond more favorably to a promotion, formal training for a higher position,
or the opportunity to progress from a wage employeo to a salaried employee:
A $25 bonus would be more meaningful to an airman of the-lower four grades
(Atrman Basic through Airman First Class) than it would be to an officer of
field-grade ranx (Major through Colonel).

In addition to the inability to set closely measurable work standards,
personnel, botl military and civilians, in the USAF maintenance program azre
limited by present legislation to.the types of awzyas which may be used.

These limitations take the form of promotion guot;gz—ply and allowance ceil-
ings, and other restrictions affecting compensaticn oractices within the
military, structure. This does not mean that incentive programs cannot be
.developed, but, at this time, it does limit their use. Industry, on the other
hand, .does not face these same restrictions, or if they do, they are self-
imposed,

Incentives which require the measurement of individual performance,
are not considered compatible for USAF maintenance application, However,
individuals can te recognized for outstanding contributions to the group
effort. Although this measurement is subjective, it is beiter than no xecogni-
tion at all. Incentives, therefore, can be used for (1) group performsnce,
and (2) individual recognition within the group. The following programs

provide for this reccgnition,

Tsupra, p. 20.
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USAE Spensored Programs -t o

The Air Force Sucqsestion Programt One o"fxtxho more ;j;ublicizod
programs within the USAF to recognize Federal employees for suggestions which
they make ieading to tangible or intangible savings to the government is
the Alr Force suggastion program. This program s authorized by Alr Force
Regulationsj ACR 35-12, Military Suggestion Programj -AFR-40-470, Civilian
Personnsl Incentive Awardej and AFR 40-472, Civilian Personnel Cash Awards
for Suggestions and Inventions. The basic Alr Force purpoas for each
regulation 1s identicals to encourage participation by employees in improving
Alr Force operations, and recsanizing and vewarding those perscnnel who
contribute outstandingly to efflclency or economy to improve government
operations.

Tables 3 and 4 reflect the monetary awards which can be glven to

civilian employees of the Federal Governmgnsua

TABLE 3
COMPUTATION OF AWARDS--AWARD SCALE FOR TANGIBLZ HENEFITS

BENEFITS AMCUNT OF AWARD

3 50-% 300esmmccas ~aee§1%,
3 301~$ 10,000=vwesecineaea$l® for the first $300 in benefits and 3% for
each additiopal 3190 or fraction thersof.
§ 10,0015 20,000--===e==a==a$500 for the first $10,000 in benefits and ¢35
for each sdditlonal 3200 or friction theresof.
$ 26,001-3100,000«"wccnx ~wewe$750 for the first $20,000 in beneflts and $%
for each additional %1,000 or fraction thereof,
$100,001 or morg~-ss=e------=31,150 for the first $100,C00 in benefits and
%% for each additional 35,000 or fraction thereof.

.

85.5., Department of the Air Force, [ncontive Awards, AFR 40-470,
{#asiington: % October 1962).
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TABLE 4

UGGESTIONS, SPECIAL ACTS, OR SERVICES

EXTENT OF APPLICATION

LIMITED BROAD GENERAL
$ 15-$ 25 $ 158 2% $105-$200
$100-$200 $200-3$300 $350-3$500
$300-3459 $450-$750 $750 UP

Idea, while not new or original, is a better
adaptation or more efficient operation. Improve-
ments in health, welfare, morale, or daily

-gperations which have restricted usefulness.

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

EXTRAORDIHARY=mcemmrcnaces ——-

‘new principle or invention.

EXTENT GF APPLICATION
LIMITED=easmsnoceccnacamonane, Applicable to (a) ¢mall numbers of employees or
small area of operation at employee's instal-
lation, or (b) small numbers of employees or small
area of operation at other installations within

a major air command, several major air commands,
or the Air Force.

belvle)

=) IVA

Safety ‘improvements which reduce hazards that
could result in minor injury or possible loss of
time from work.

Idea, while not new, is an upusual application
of an cld idea. Improvements -in health, welfare,
morale, or dally operations which have a high
degree of usefulness, Safety improvements which
eliminate hazards that could result in injury or
loss of time from work.

Idea is a new application of an old idea, or a

¢ Improvements in
health, welfare, morale, or daily operations which
are of very outstanding usefulness or value,
Safety improvements which eliminate hazards that
could result in loss of life or faculty..

Applicable to (a) large numbers of employees or
large area of operation at employee's insiallation,
or (b) substantial numbers of employees or sig-
rificant area of operaticn ¢ other installations
within a major 1ir command, several major air
commands, or the Alr Force, or {¢) command-wide

in scope or interest.
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TABLE 4 --Continued

GENERAL - : ~---Applicable to large fiumbers of .smployees or
large area of operation within several major
air commands, or Air .Force wide in scope or
interest, S

Air Force-Regulation 35-12, which governs the Wilitary Suggestion
Prcyram, reécognizes that legisiation does not permit payment of cash awards
to military jpersonnel; however, tha use of nonappropriated funds is author-

ized for thii: purpose. The limitations are contained in Table 5.9

TABLE %
"MILITARY SUGGESTION PROGRAM AWARDS

APPROVED AT AMOUNT OF AWARD
Base level~-cermmeecsccncccncaccesrccnnnnneencanonaen R ~-~$ 25
Subordinate command level-r-=mv-c-nvee- e L e LI $ 50
Major command level~-=v~reemecnccnt coccrreanracncerrrecancaaan.- $100

The regulation further racognizes meritorious suggestions with
military incentives in addition to the monetary award such as:

Military decoration--Legion of Merit or the Air Force Commendation
Medal.

Favorable communication--Letters or certificates of commendation or
apprecliation.

Three-day passes, or other non-monetary recognitions.
The Air Force al ., sponsors an annual military suggestion contest for military
personnel, with monetary awards made available through the vse of non-

appropriated funds. These awards are indicated in Table 6,10

.s., Department of the Alr Force, M ary Su on Proaram,
AFR 35-12, {Washington: 22 July 1369;,

10134,




TABLE 6
ANNUAL AIR FORCE-WIDE MILITARY sucsl%’au,qr{ DONTEST

The Air Force will sponsor an annual military suggestion contest, with
monetary awards made through a special allocation from the Air Force Central
Welfare Fund, Any suggestions made by USAF military personnel (and forwarded
by major air commands and the evaluating agencles as described in AFR 35-12)
during each fiscal year will also, if it is considered to have a first-year
tangible saving of $50,000 or more, or an intangible benefit of extraordinary
value® and general appiication™™, be ccnsidered in competition at Headquarters
USAF, The awards for the USAF-wide contect aret

First Place------- B Lt $1,500
Second Place-===c=v=ceu cemmrecmcsecmnammcseneanen $1,000
Third Place--<-=-~ D e L L E L LR SRR LR RN $ 750
Fourth Place (2) @ $500-=~---==cucmccem- amvemmsanmanaa $1,000
Fifth Place (2) 6 $300~===e==merrecccccmcancacacncianag 600
Sixth Place (2) ® $200~~-==vecereccccaneacacacacna- we=$. 400

¥Extraordinary Value--That is, a new and unusual application of 2n old idea,
or a new principle or inventionjy an improvement in health, welfare, morale,
or daily operations, which is of outstanding usefulness or valuej or a
safety improvement which eliminates a hazard to 1ife or faculty.

#¥General Application--That is, if it is applicable to large numbers of
personnel or large areas of operation within several major air commands, or
is Air Force-wide in scope or interest,

Additional Awards for Performances Additional awards, both financial

and non-financial, are available to civilian personnel through Air Force
Regulations 40-470, previcusly discussed and through AFR 40-472, Cash Awards
for Sustalned Superior Performance and Special Acts or Services, The latter
provides for awards specified in Alr Force Regulation 40-470. These awards
are prescribed in Table 7.11

Deputy for Systems and Logistics Award: The Deputy for Systems and
Logistics Award, created by Air Force Regulation 400-22, has peen estaniished
to recognize the organization and personnel contributing to the logictics

mission of tne Alr Force. The award alsc prcvides for the recognition of

IISupta, p. 33,
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Amount | General Schedule | Wage Working
of (Classification Act) Board Leader Foreman Oversea
Awaxd GS w L F Teachers
$100 1~ 4 1-8}1- 7 |} 1 -
$150 5~ 8 9-13] 8-~-12 2- 8 CLASS I,II
$200 9«11 14 UP 13 up 9 - 12 CLASS III-V
$250 12, 13 - - 13 - 16 CLASS VI
$300° 14, 18 - 17 -
Note:
When no pay grade exists, awards will be computed under the following
formula: Hourly rate x 2080 = total computed .salary to be compared with listed

GS pay schadule, The resultant comparative GS grade (lst step) will be the
basis for the award determination.

three individuals within the activity that may bc cited for their outstanding

participation in the organization,

The aw2xd provides for a scroll tc be

.presented annually by the Deputy Chief of Staff, Systems and Loglstics, Head-

quarters USAF, to the selected organjzation,

based ons

Air Force logistics mission will be measured in part, as follows:

Measurement for the award is

The quality of performance and the value of the confiribution to the

de

b.
c.
d.
problem,
€.

Significance of the achievement, in terms of cost savings
and/or manpower reduction,
Applicability to other areas in the Air Force.

Complexity or difficulty of the problem involved,

Degree of initiative and originality employed in solving the

Examples of the develo
concept, method, or procedure,

Egent of a succezsful functioning

Awapd, AFR 400-22,

1., Department of the Air Force, Deputy for Svstems and Logistics
3 March 1964),

(Washington:
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Ihe Daedalian Awards The Major General Clements McMullen Weapon

System Maintenance Trophy, is presented annually to the U.S, Air Force
unit (wing 1gvel), determined by the Chief of Staff, U.S, Alr Force, to have
attained the best ‘weapon system maintenance record within: the Air Force, for
the praceeding year. 13 Measurement for the award is based. on: numerous
factors, However, each factor used is compared with similar factors from other
erganizations. nominated for the award. The.award is then.presented to.t
organization attaining the highest degree of efficiency and effectiveness,
Incentives which are presently being used, for the most part, appear
to be after-the-fact recognition for some contribution, This corresponds to
the year-end bonus which is used in industry. The primary shortcoming of
this form of incentive.is that it is looked upon by many as a bonus or reward
for achievement, and not as an inducement for efficiency.
The military structure, however, contributes to and provides for,
its own motivation, This motivation may rime about through promotion with its
increase in pay, responsibility and authority, and with its inc;easenin personal

prestige.14

For some, this is sufficient--it provides the satisfaction to fill
the desires which are strongest in the individual. Other individuals are
satisfied by other stimuli, cuch as public recognition received for some con-
tribution which was made to the organitational effort. This form of recognition
singles out the individual from the group, a recogniticn that changes self-

status, Each is satisfied to some degrec by each form of recognition.

13y.s., Department of the Air Force, Daed

alian Weapon Sysiems
M_a.m._:;___g.')c nance Effectivéness and Efficiency Award, AFR 66-36., (Washington: 7 August
1953

14The recognition and possession of authority is widely considered a
matter of prestige, which in itself provides satisfaction for many. (David
G. Hays, The Socjoloav of Managemp't, The RAND Corporation Research Project
P-1043, (Santa Monica, Callforni’ The RAND Corporation, Ii July 1757).
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The Alr F%;e}ek-ﬁtizgsxaps reviewed are good programs. Although limited
y -

40 ‘the ‘types of a&n\a_:gs a_va,;ﬂ’able for use, they do provide recognition to

™ :
personnel who contribute to the attainment of greater efficiency within the

maintenance program. However, industrial-type incentive programs using 2 base
pay structure for meeting a production standard and additional increments of
pay awarded for exceeding the standard, are not feasible for military appli-

catlion due to previously stated factors.

SummAry
The comparison made between industrial and military incentive programs

and environments reveals that overall objectives for each are not compatible,
Industry operates to make a profit. As such {ts incentive programs are bhased
on the abllity to continue this profit. The nature of the type uf industry
determines the type of incentive which is epplied. In a manufacturing process,
individual work standards can ba established and measured and an incentive

can be based on the individual performance which exceeds the standard.

In the USAF maintenance program, standards cannot be readily
established, Thls is due to the type of maintenance operations in which the
USAF is engaged. It then becomes necessary to make comparisons between
individuals, and this comparison is highly suspect as far as objectivity is
concerned, Therefore, there is no known satisfactory means to accurately
measure individual productive effort throughout the USAF maintenance organiza-
tion, The program variables negate the close measurement necessary for the:
adoption of an industrial-type incentive plan based on individual work

measurement,
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The efficient use of rescurces in the military structure presents
a special problem due to the absence of bullt-in mechanisms such as found
in the private sector of the economy. In the military, there 'is no compet-
itive price mechanism which invites the search for greater economies. The
increasing costs to operate the DoD during recent years would indicate that
qreater efficiency is needed if optimum benefits are to be achieved. The
severity of these rising costs for operation of the DoD prompted Presidential
action. This action resulted in two instructions being given tc the Secre-
taxry of Defense:

1. Develop a force structure necessary to military requirements
without regard to arbitrary budget ceilinys.

2. Procure and operate this force at the lowest possible costs.

One of the actions taken to comply with the second Presidential
instruction was to increase the use of incentive contracts with industry.
The incentive contract provides for mutual gain for both the government and
the contractor. The government benefits by obtaining the item at less cost
and the contractor benefit: hy .receiving greater profit. The contractor
then,is rewarded for his efficiency.

The question to be resolved is, does the USAF organic aircraft
maintenance program possess a similar environment to obtain greater effi-
ciency throuagh the use of personnel incentives?

Chapter II explored the industrial use of incentlves and traced their

4l
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contsmporary history, developed a concept and philosophy nececsary for the \
implementation of an lnco&}lvo program, and provided the background for
incentive application within the USAF maintenance prograia,

Industry has introduced various programs to provide for worker
motivation. Some plins have been more successful than others, some were
developed for the worker, some for the supervisor, and still others for the
manager or executive, Each plan had commonality of purpose and the-hoped
for effact to reduce costs and increase profits. Each plan recognized that
extra effort expended in exceeding company standards should lead to sowe
form of reward for the individual or group contributing to the objective
attainment,

Standards for work measurement in a production process is the
essential feature of an industrial incentive-program, This is the general
conclusion of most motivational researchers and industrial engineers making
studies in the fleld of motivation and incentive application. Standards
which are set by industry must be closely measureable and generally allow
for a varlation of 3% to 5% from the standard mean. This is the essence of
a successful program for incentive application within industry. Individuals
obtaining greater efficlency which leads to greater profits or reduced oper-
ating costs are rewarded for their efficiency.

In Chapter II1, it was found that problems faced by the milltary
manager concerning efficiency were no different than problems faced by his
civilian counterparts in industry., When the military manager is relieved
of the responsibility for defense, he becomes responiible for an industrial,
coirmercial, wholesale, or retall oparation,

The militury manager cannot, however, be relleved of the responsibility
for defense. There are times when he is confronted with situations not con-

ducive to efficisncy, such as unscheduled maintenance requiring the use of
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resources for which there is no reimbursement, either budgeted or funded.
The lllitary,-nagor.'Bougypf, can be expected to meet. his quantitative
requirements. He can be expected to opgritt'officiontly and where possible,
reduce his costs.

In -the USAF organic maintenance program, 1t wai found that extreme
variables are faced by the maintenance menager. These variables are both
qualitative and quantitative. Each variable becomes a declding factor in
resource consumption, each variable negates the setting of standards compa-
rable to industrial standards. Although standards have been set for the
depot maintenance program, the 10X to 23X variation from the standard mean
1s not compatible with the ¥ to 5% allowable variation-found in industsy.
These variances are further magnified at the base level. Therefore, the
measurement of individuals in the militery program 1is usually cubjective
rather than objective. Subjactive measurement does rot provide the accuracy
necessary to formulate an industrial-type incentive program based on indl-
vidual work standards. The following synopsis allows the conclusions to be
more succinctly stated:

1. The ervironment of tlie USAF maintenance program is such that it
opposes the setting of standards which accurately measure individual
productivity.

2. Incentives based on individual production are not feasible for
use due to the high variation found in the maintenance program.

3. There are other means of providing incentives for elther, or
both, individual or group effort, to impreve economies. These are:

a. Recognizing superior or outstanding performince thxsugh
promotions, letters of commendation, commendation awards, outstanding ef{i-
ciency reports, and other awards recognizing the individual.

b, Emphasizing the informal orgarization as a means of promsoting
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the organizational objectives. This immediately recognizes the informal
organization as a group means to an end.

The following:comparisons were made to arrive :it the above

conclusionss

Conditions Necessary for an Incentive USAF
Progzam n_In . Industry.  Maintenance
Standards i Yos Yo |
1. Are incentives financiai,;non-fjnanginl,

positive-and negative, individual and group? X X

2. Do incentive plans attemit to tie together
high .productivity and low production costs? X X

3. Can standerds be set which allow for little
variation from the standard mean? X X

4, Can performance be measured against )
standards which have close tolerances? X X

5., Can individual performance be accurately

measured on the basis of standard varfation? X X
6. Can standards be set on the basis of

repetitive work to be accomplished? X X
7. Can the basis for rewards and penaliles be

set once the standards have been developed? X X

8, Are the production programs stable? X X

9. 1Is the use of incentives based on the
ability to make a profit and/cr to improve
efficiency and effectiveness? X X

10. Are environmental conditions the same? X X

Industrial-type incentives, using a base pay structure for meeting
a production standard and additional increments of pay awarded for exceeding
the standard, are not feasible for military application.

Other types of incentives are used in the USAF maintenance program.
The extent of their use and efficiency is inconclusive. The concept and

philosophy for the use of incentives, however, can te applied. Group
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incentives should continue. to be used as their purpose is recognition for
supar?{f;:or cutstarding performance. Individual incentives prese'n?fy in
b‘i,ﬁ;&hgu}d also continue to be used. Although they are consideréd to be,

or cutstanding performer,
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This report represents the work of students of the School of
Systems and Logistics. Material.included in the roport has:been.
.developed by the students as a portion of their educational program
during aitendance at the School.

These students have f:ad considerable experience in various
areas of military logistics, Consequently, the opportunity for them
to concentrate this experience on the study of specific Air Force or
Department of Defense current problems offers.a potential not readily
found elsewhere. The conclusions, and any recommaendations, reached
by the students may well be of significance for the military sexvices,
It is with this thought in mind that the individual studies are published.

Fro.n the sciwol standpoint these studies are primarily. an edu-
cational project; therefore, they should not be viewed by the reader as
proposals or findings of the School of Systenis and Logistics itself.
The School’s objectives are met through conduct of the research and
preparation of the thesis; implementation is'then up to the responsihle
agencies witnin the USAF or other services, You, the readers, are
encouraged to give this report an objective appraisal to assess its
applicability to current logistics problems.

This report is not.to be disseminated nor reproduced in whole
or in part without specific permission from the Dean, School of

Systems and Logistics, Wright-Patterson AFB, Obkio, 45433,




