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To get full measure from the resources available
to us, we must have all the necessary manesgement
information. We must have financial systems that
illuminate every level and stage of decision-msking:
from the first level supervisor to the President and
the Congress, frcom the long-range forecast to the
critical post-audit. Nothing less will let us go
forwsrd with programs that_provide the niost beneflt
for the taxpayer's dollar,

--Richard M. Nixon
August 12, 1969
Chapter 1
INTRODUGTION

Problem Definition

in the past few years, leading authorities in
financial mansgement systems have expressed increasing con-
cern over the effective and efficient management of
resources within the Department of Defense (DOD). Robert .
Anthony made the following commeént in a recent address:

The difficulty of defining objectives, of deciding
on the resowrces required to reach objectives, and of
measwring the efficiency and effectiveness with which
the organizations perform to moet objectives is, I

believe, the most seriogs managsment problem in a
nonprofit organization.

lU.S., President, 1969~ (Nixon), Memorandum for
the Heads of Departments and Agencies (Washington: Govern-
ment Printing Office, 1969), p. l.

2Robert N. Anthony, "Can Nonprofit Organizations Be
Well Managed?" speech delivered as Distinguished Men of
Mansgement Lecture, Boston Univergity, February 18, 1971.

1
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h The DOD has developed various resource management
systems which are oriented to the needs of management at all
‘ " levels and, at the zame time, which provide information

required by the Congress, Bureau of the Budget, Treasury

1

Department, snd other government agencies. In particuiar,

;. the Priority Management Efforts System (PRIME) has estab-
lished a reporting structure to aild operating managers in
the utilization of resources available to them in accom-
plishing their mission objectives at the lowest overall cost
to the taxpayer. The essential problem to be considered is

the determination of whether or not the management reports

LRSS AR T o o

currently utilized at Air Force wing/base level are adequate

pAged

3 for efficient and effective resource utilization.
Background

e ‘ Foundations of Resource Msnagement Systems

The development of resource menagement systems is
actually a continuation of efforts begun in 1949. Founda-
i‘ tions for the Defense Department's financial management
g, systems were lald by amendments to the National Security Act
k of 1947 and by the Budget and Accounting Procedures Act of
1950, growing out of the first Hoover Commission recom-
f mendations, In addition to establishing the Comptroller of
4 Defense? the National Security Act Amendment of 1949
authorlzed performance budgeting throughout the DOD., The

E lU.S. Department of Defense, Resource Management
s Systems of the Department of Defense, DOD Instruction [000.1
(Washington: Government Printing Oificc, 1966), p. .

Y ve———




Budget and Accownting Procedures Act of 1950 enabled the
Appropriations Committees to realign the DOD appropriations
structure from over one hundred accounts into a streamlined
structure of approximately forty accounts grouped into five
ma jor ca’cegories.l
The second Hoover Commission made a further examina-
tion of DOD management practices in 1955 and found that the
system in use placed emphasis upon the ability of organi-
zational units to expend no more than predetermined ceilings.'
The Commission further noted that the ability to live within
such ceilings was no real gauge of performance and that
accounting systems which disclose all costs were essential
to effective management. Some of the recommendations of the
Commission were subsequently enacted in 1956 as Public
Law 863.2 This act contained\phree sections pertinent to
federal govermment financial management. First, it required
that appropriation requests be developed from cost-based
budgets. Second, the act specified support of budget
justifications by information on performance and »rogram
costs by organizational unit. Third, the act called for the
maintenance of accounts on an accrual basis to show

resources, liabilities, and costs of operations of each

1U.S. Department of Defense, Office of the Assistext
Secretary of Defense (Comptroller), A Primer on Project
PRI¥E (Washington: Government Printing Ofrice, 1966), p. 2.

2U.S. Department of Defense, A Primer on Project
PRIME, ppo 2“30
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agency to ald in the preparation of cost-based budgets.

During this same period, Wilfred J. McNeil, the
‘first comptroller of the DOD, developed what he called a
"Performance Type Budget® which provided a basis for most
of the conceptis that are applied today. Much of the develop-
ment and inmplementution of resource management systems can
be attributed to the task begun by Mr. McNeil.2

In 1961, under Secretary of Defense Robert S.
McNamaratls direction, Assistant Secretary of Defense
(Comptroller) Cherles J. Hitch implemented the Planning-
Programming~Budgeting System. The basic concept of the
programming system was to integrate the multi-year planning
system and the one year budget system then in use. This
was accomplished initially by analyzing the military plans
for the next eight years, performing a rough cost estimate,
analyzing again and then deciding which forces could be
eliminated from the plan. The first five years of the
resulting plan were then subjected to a detailed costing
exercise resulting in the development of the first five

year plan, which served as the basis for subsequent decisions

and modifications.3 These changes helped the DOD make major

lChauncey H. Dean, Jr., Defense Financial Management
(Unpublished preliminary textbook, School of Systems and
Iogistics, Air Force Institute of Technology, Wright-
Patterson Air Force Base, Ohio, 1970), p. 10-8.

2U.S. Department of Defense, A Primer on Projoct
PRIME, p. 3.

3Calvin R. Nelson, "The Planning-Programming
Budgeting System - Updated," Speech delivered before the
Senior Service School, Financial lianagement Symposium,
July 8, 1v69.
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strides forward In the systematic identification of ob-
jectives and determination of rasources reguired, but they

did not directly affect the operating management of re-

sources. This, now, is the task of resource management

systenms.

Resource ﬁanagement Systems in the DOD

Resource menagement systems include "all procedures
for collecting and processing recurring quantitative infor-

mation that (1) relates to resources and (2) is for the use

of management." Resources as mentioned here include men,

materials, services, and money. All non-systems such as

one-time collections of data, submission of test reports,

and exchange of correspondence are excluded from this

definition.t

DOD resource management systems include the follow-

ing: ‘
1. Programming and budgeting systens.

2. Systems for management of resources for

operating activities.
3. Systems for management of inventory and similar

agssets,
li. Systems for management of acquisition, use, and

disposition of assets.2

1U.S. Deportment of Defense, Resource Management
Systems of the Department of Defense, pp. l-2.

2

Ibid., p. 2.

i
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The primery objectives of the DOD resource manage;
ment systems ave: . '

1., ’To provide managers at all levels within the
DOD with information that will help them assure that re-
sources are obtained and used effectively and efficiently in
the‘accomplishment of DOD oﬁjectives.

2. To provide information that is useful in the
formation of objectives and plans.

3. To provide data to support program proposals
and requests for funds.

. To provide a means of assuring that statutes,
agreements with Congressional committees, and other
requirements emanating from outside the DOD relating to
resources are complied with.l .

DOD Directive 7000.1 further states that systems
for management of resources of operating activities will:

1. Focus on outputs and resources used, i.e.,
expenses.

2. Focus on managers who are responsible for
effective and efficient use of resources.

3. PFocus on actual performance in relation to
planned performance.

L. Use expense operating budgets and accounting as
s primary aid in management control at each organizational

level.

lIbido, ppo 2“30
21bid., p. 3.




Project PRIME

When Robert N. Anthony was appninted Assistent
Secretary of Defense in 1965, his task was to make major
changes in prorramming, budgeting, and accounting systems
8o that these systems would be more useful to managsrs at
all organizational levels. This portion of the Rescurce
Management Systems effort was named Project PRIME.1’2
During this same time, a memorandum from President Johnson
urged all depairtments end agencies to accelerate the pace of
the Joint Pinancial Improvement program. The memorandum
specifically requested each agency to:

1, Assure that financial reports and cost data
provided adequate support for the planning-programming-
budgeting system,

2. See that the agency'!s managers are given the
basic tools they need - responsibility centered cost
based operating budgets and financial reports - for3
setting and achieving maximum cost reduction goals.

Shortly thereafter, Robert S. McNamura issued the following
instructions to the militery departments and other defenss
agencles:

Management reports will be structured in terms
of organizational responsibility and will relate

1U.S. Department of Defense, A Primer on Project
PRIME, p. b

2According to Professor Chauncey H. Dean, the
acronym "PRIME" has been dropped from general usage because
its overexposure in the early stages of implementation
negatively affected acceptance of the program by Air Force
managers.

3U.S. Department of Defense, Office of the Assistant
Secretary of Defense {Comptroller), Resource MNanagement
Systems: Project PRIME (VWashington: Govermment Printing
Of'fice, 1967), p. 3.
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actual performance to planned performance and actual
expenges to planned expenses.l

Project PRIME and the other management changes that
have been made within the DOD in the last two decades have
been evolutionary and pragmatic. The nature of defense
activities has required innovation and change in the manage-
ment environment to keep pace with technological advances,

changing strategic considerations, and national policy.2

In
recognition of the dynamic defense environment, Project PRIME E
had the following primary objectives:
‘ 1. 1Integrate programming, budgeting, and accounting

through uniform account classifications. |

2. Include in a single integrated financial system ;
all the costs each organization incurs in accomplishing its
mission. |

3. Provide an historical basis for estimating the
costs of future programs.

li. Relate inputs, or costs, to the outputs, or

3

benefits, of each organizational unit.

lU.S. Department of Defense, Office of the Secretary
of Defense, Memorandum for the Secretaries of the Military
Departments, Chairman of tne Jjoint Chief's of Staff, Director
of’ DeTense nesearcn and =NEineering, ASSistant SeCretarics
of Defense, Assistants to the Secretary ol Defense, and
Directors of the Defense Agencies (Washington: Government
Printing Office, 1966), cune 13, 1966,

. 2U.S. Department of Defense, A Primer on Project
PRIME, p. 1.

: 3conrad P. Petersen, "Project PRIME Update," spesch
delivered before the Senior Service School Financial
Menagement Symposium, July 8, 1961.
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Project PRIME concentrated on operating resources,
as contrasted with investment resources. Furthermore, it
was concesrned vith resources that were financed under the
Operations and Maintenance emd Milivary Personnel appro-
priations.l The focus of PRIME was on expenses, that is,
on the resourcss consumed by organizational units in carrying
out their mission. For many years, the programming system
had attempted to show expenses by progrem element, but the
budgeting and accounting systems had not. Numerous problewms
in the méhagement of DOD re¢sources resulted because of the
non-compatibility of these systems. VWhere functional
managers in the conventional budgeting and accounting systems
were charged with only 15% to 20% of the resources actually
used, the long-range goal under PRIIE was to charge an
organizational unit with 1007 of the measurable expenses
that it incurred.?

Project PRIME was intended to help the operating
managers who actually got the job done and who ultimately
decided how resources were to ve used. The system was also
designed to increase the manager's flexibility in deciding
what resources to use. Furthermore, the system meant to
encourage managers to think about such things as the best

balance between military personnel, civilian personnel,

lRobert N. Anthony, "The What and Why of Project
PRIME," speech delivered in the Defense Management Systems
Course, Naval Post-Graduate School, Montersy, California,
August 5, 1966.

21pid.
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10
or the optimum degree of mechanization that could be in-
corporated in his orgarization. Finally, Project PRIME
hoped to motivate managers to be more concerned about the
effective and efficient use of resources.l

i Perhaps the single most important concept developed
under PRIME was the matching of the output produced by an
activity with the costs incurred (or resources used) in
producing that output. The matching of revenues and ex-
penses in industry hag for years been meaningful as a per-
formance measurement because revenue is the benefit sought

in the incurrence of expenses by a business enterprise.

However, standards that are useful in describing and

2

measuring government activity must take on a different form.
In the DOD, output measures are currently being developed,
tested, and implemented to allow performance evaluation of
operating activities.

The significance of this development lies in the
fact that operating managers will be able to relate efforis
to accomplishments. Specifically, a reporting system thst
incorporates stabilized and validated output measures permits

the manager to:

1. Accumulate costs and performence data over a

lSteven Lazarus, "Planning-Programming-Budgeting
Systems and Project PRIME," Defense Industry Bulletin, Vol.

3, No. 1 (January, 1967), p. 31.

“Lennis M. Knighton, "Performance Evaluation and
the Matching Concept in Government Accounting," The Federal
Accountant, Vol. 18, Ko. 3 (September, 1969), pp. 95-98.
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period of time for trend enalysis,

2. Demonstrate improvements in production ﬁith
consistent relationships to costs.

3., State precisely what additional resources would
be needed to produce a specific change in output.l

Various reporting systems have esvolved and are in
uge within the DOD in order to accomplish the objectives of
resource management systemg and to otherwise assist managers
in the effective and efflcient use of resources. This
regearch effort has been directed toward an evaluation of
one particular management reporting system within this

environment.
The Importance of the Study

This study was primarily intended to help operating
managers gain a better understanding of the background,
characteristics, and usefulness of the wing/base level re-
source management reports that have resulted from Project
PRIME. Many managers tend to look upon financial management
as just another "thorn in the side," interfering with their
day-to~day opereting responsibilities. However, the com-
peting needs for our limited resources make it esgential
thet we use them as wisely as possible. Today's operating

managers mst recognize the value of and know how to use the

management reports that are part of the present financial

)

1Vincent J. Klaus, "Budgeting by Output," Defense
Management Journal, Vol. 5, No. 2 (Spring, 1969), pp. L2-43.
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management systems.l Some serious objections have been
raised to the new financial management systems conceraning a
possible conflict between cost-cutting and military respon-
sibilities. Whereas an cperating manager's first priority
has remained that of carrying out his assigned mission, he
can no 1opger avoid his responsibilities to employ available
resources as effectively and efficiently as possible. A
defense manager must be able to meke the same kinds of
informed, cost-effective decisions that any private business-
man does. It appears that in the defense environment
managers could shave costs in many instances just by knowing
what they are, with no compromise whatsoever to mission

objectives.2
Scope of the Thesis’

This study is concerned solely with the management
reports that are currently utilized at Air Force wing/base
lovel as a result of Project PRIME. Figure 1 illustrates
the wing/base level manager's position within the Air Force
organizational structure. Each wing/base is composed of
responsibility centers and cost centers. A responsibility

center is "an organizational unit engaged in the performance

1Elmer B. Staats, "Potentials for Management
Improvement," Defense lManagement Journal, Vol., 6, No. L
(February, 1971), p. 7.

2"PRIME is Well Underway," Armed Forces lanagement,
Vol. 15, No. 1 (October, 1969), p. 101.
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Figure 1
The Wing/Base Level Manaéers' Position in
a Partial Air Force Organizational Chart
Source: Authors'! synthesis of Alr Force “irectives




of a single function or group of closely related functions

having a single head accountable for activities of a unit.l

A cost center is the finest subdivision of any organizational
grouping.2 Cost centers are subordinate to responsibility
centers and are used to identify and accumulate cost data.3
For example, the Field Maintenance Squadron would represent
a responsibility center, and the squadron's Engine Shop and
Aerospace Ground Equipment Branch would be two of its cost
centers,

The research effort focused on an evaluation of the
adequacy of the wing/base level management reports. For the
purpogses of this thesis, the following definitions apply:
adequacy means how well the repcrts assist managers in the
effective and efficient use of resources in accomplishing
mission objectives; a manager is a person who is responsible
for carrying out a mission or function and who, in doing so,
makes decisions that have significant effect on the resources

used; effectiveness in the use of resources means that the

actual performance of an activity has met with the planned
performance; and efficicncy in the use of resources means

that the output produced by an activity can be related to the

lGordon Shillinglaw, Cost Accounting: Analysis and
Control (Komewood: Richard D. Irwin, Inc., 1961), p. 37.
2Tpid.

3James I. Chatman and Richard E. Ford, "Elements of
Performance Control and Fund Control Financial Management
Systems Compared to Elements of Project PRIME" (Master!'s
Thesis, School of Systems and Logistics, 1965), p. 125.
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resources consumed in production of that output.
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further implies that, given the situation and environment

=

’ of the operating activity, the wisest possible use of the

rogources was made,
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The wing/base level management reports to be

£ ' evaluated may be broken down into two categories: Management

k Reports from the Accounting System for Operations and
3

é Materiel Expense Management Reports. The wing/base level

Management Reports from the Accounting System for Operations
include the following:

1. Cost Center Report

2. Responsibility Center Report

3. Wing/Base Management Report

A fourth base level report, the Program Element Report, was

not included in the analysis since it is used primsrily by
base buidget personnel in the budget administration process.2

Along with the management reports listed above,
operating meanagers receive the following Materiel Expense
Management Reports:

1. Project Funds Management Record/Organization
Cost Center Record (PFMR/OCCR) Status Report and Recon-
ciliation.

2. Project Funds Management Record Report

3. Daily Document Register

lU.S. Department of Defense, A Primer on Project
. PRIVE, pp. 10, 1.

ZU.S. Department of the Air Force, Resource Manager's
Handbook, Air Force Manual 178-6 (Washington: Government
Printing 0ffice, 1969), March 31, 1969, p. L-1.
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. Stock Fund Sales and Returns Analysis
5. Organization Cost Center Due-Qut List
6. Organization Cost Center Record Listl

This thesis was concerned with an evaluation of the

above nine reports. Together, these reports comprise the
wing/base- level resource management reporting system for
managers with the Alr Force. These nine reports will be
referred to us the "Wing/Base Level Reporting System“2
throughout the remainder of this thesis.

Objectives and Hypothesis

The objectives of this research effort were to:

1. Define the fundsmental characteristics that
should be found in r.anagement reports that aid functional
managers in the effective and efficient utilization of
resources.,

2. Describe the management reports that are cur-
rently utilized at wing/base leQel of the Air Force as a
result of Project PRIME.

3. Evaluate through comparison the characteristics

of the management reports resulting from Project PRIME with

1y.s. Department of the Air Force, Test and Evalu.
ation of Revised Resource Management System (T&RRMS), Air
Force Manuael 176-X (fPest), (Washington: Government Printing
. Office, 1971), August 31, 1971 (Draft), p. L-1.

2The management reports are not, of course, the only
: components of the Wing/Base Level Reporting System. The
system also includes people, equipment, methods, procedures,
and information. Referring to the reports in this manner is
done primarily as a matter of convenience,
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the fundamental characteristics of management reports that

aid functional managers in the effective and efficient

utilization of resources.-

Within this framework, the following hypothesis was

tested:

4 .
L The current wing/base level management reports

; resulting from Project PRIME possess the fundamental
: characterigtics of management reports that aid

) operating managers in the effective and efficient
utilization of resources.

Organization of the Thesis

Chapter 1 has briefly described the evolving
finaneclal menagement systems of the DOD. Additionally, this
chapter has stated the problem, formulated the hypothesis
and objectives, and limited the scope of the study. Chapter
2 is devoted to the methodology employed in the research
effort. Chapter 3 will provide a framework for the develop-l

ment of criteria by which to evaluate the adeauacy of the
Wing/Base Level Reporting System by relating information to
“he management process. Chapter L will examine the nature

and uses of management reports and will develop the criteria

AT T

appropriate for evaluating the Wing/Base Level Reporting
System. Chapter 5 will describe and analyze the current
wing/base level management reports. The Wing/Basse Level

Reporting System will be evaluated in Chepter 6 by comparing

S )
-

the evaluation criteria with the characteristics of the

o

A Tl
-

wing/base level management reports. Chapter 7 summarizes

the study and presents the conclusions of the thesis.




Chapnter 2

METHODOLOGY
Regsearch Procedure

The Wing/Base Level Reporting System was analyzed
within the general context of an evaluation of a management
information system. Information is the catalyst of manage-
ment and the ingredient that integrates the managerial
functions of planning, operating, and controlling. An
information system is a network of component parts developed
to provide a flow of information to operating managers.l
The wing/base level management reports that have been
evaluated are not the only components of. a management infor-
mation system. Other components include procedures,
equipment, information, methods to compile information, and
the people who use the information. However, the management
reports are probably the most significant components to the
operating manager since they are the tangible source of
informatiox by which he can evaluate the effectiveness and
efficiency of his operation.

One recognized approach to evaluating a management

information system is in terms of a set of general criteria.2

LJoel E. Ross, Management by Information System
(Englewood Cliffs: Prentice-Hall, inc., 1970), p. 106,

2Arthur B. Toan, Using Information to Manage (New
York: The Ronald Press Co., 1968), p. 131.

18
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The general criterla used f'or evaluation purposes in this

thesis may be defined as the fundamental clkaracterigtics of

management reports that aid managers in the effective and

efficient utilization of resources. The essential task

accomplished, then, was the determination of these funda-

mental chgracteristics so that a comparison could be made

with the characteristics of the current wing/base level

nmanagement reports.
Nature and Sources of Information

The study has relied almost totally on a compre-
hensive review of the literature pertaining to the aresas
of mansgement reporting and management information systems
for the development of the evaluation cpiteria. It should
be noted that the literature review was not limited to
strictly defense related sources. Significant emphasis was
also placea on material relating to management information
systems in the cormmercial sector. This emphasis can be
readily justified despite the differences that exist between
non-profit organizations and profit-oriented compani.z. The
Justification lies in the fact that both type organizations
have objectives, make decisions about the use of resources
to accomplish these objectives, and in both cases an im-
portant management function is to see to it that the organi-

zation uses these resources efficiently and effectively.l

1
Anthony, "Can Nonprofit Organizations Be VWell
Managed?", February 18, 1971,
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The principal sources of information from within the

governmental sector included the directives, instructions,

"memorandums, regulationsg, and manuals issued by the DOD and

the Air Torce. These sources specifically dealt with
resource management systems, Project PRIMZ, financial
management, and management reports. Principal sources from
the private sector included the numerous texts and articles
relating to management information systems, performance

evaluation, and general financial manasgement.
Hypothesis Testing

Based upon the criteria for evaluation developed
through the literature reviewglthe central hypothesis of
this thesis was tested and conclusions were drawn about the
adequacy of the current Wing/Base Level Reporting System,
Seven specific ceriteria were formulated from the literature
review. These criteria were considered fundamental to a
management reporting system that assists managers in the
effective and efficient use of resources. Furthermore,
these criteria were considered of equal importance for
evaluation purposes. For these reasons, it was decided that
the Wing/Base Level Reporting System must either fully
satisfy or partially satisfy all the criteria in order to
accept the hypothesis. Vith this decision rule, a “partially
satisfied" rating would not result in rejection of the
hypothesis, however, it would indicate an area of weakness.

No attempt was made to determine how many criteria could be
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partially satisfied, as opposed to fully satisfied, before

the adequacy of the reporting system was substantially
diminished. _

To test the hypothesis, each report in the Wing/Base
Ievel Reporting System was evaluated against each criterion.
In this evaluation, reports were rated "satisfied," "partially
satisfiasd," or "not satisfied." This approach provided for
an evaluation of each report, each category, and the system
as a whole against each criterion and across all criteris.
Failure to satisfy or partially satisfy all criteria resulted
in a not satisfied (or failure) rating for reporte, cate-

gories, or the system as a whole.




Chapter 3
INFORMATION SYSTEMS AND THE MANAGEMENT PROCESS

Introduction {
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The purpose of this chapter is to provide a frame- {
b ‘'work for the subsequent development of criteria by which to :
evaluate the adequacy of the Wing/Base Level KReporting
System. This will be accomplished by relating information
. to the management process.

Management has witnessed a virtual "information
revolution" in the past two decades. Organizations today
simply cannot operatq efficiently and effectively without
the critical element of information, nor can the functions
il of management be performed unless a useful flow of infor-
mation is provided to decision makers.l Management infor-.

mation systems of various kinds have been designed and

implemented to furnish managemeﬁt with that information

required to carry out their organizational responsibilities.

It is appropriate, therefore, to begin with an examination

of the functions and responsibilities of management.
k: Functions of the Manager

;. The responsibilities of management can be defined

3 lRobort G. Murdick and Joel E. Ross, Information
1 . Systems for lModern Management (knglewood Cliffs: Prentice-

Hall, Inc., 1971), p. 187.
9 22
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in a broad sense as the guidance, leadership, and control

of a group of individuals toward a common objective. This
definition indicates a purpose but fails to show how results
ars obtained. Therefore, it is necsssary to define the
responsibilities of management in terms of their basic
functions_.l Management is "an act that is performed by men,
and that involves the functions of planning, organizing,

directing, and controlling."2

The specific functions have
been debated and various authorities have proposed additions
and modifications to those listed above. Nevertheless,
there is general agreement among managem2nt, scholars that
the functions do, in fact, consist of planning, organizing,
directing, and controlling.

Planning is the process of determining what should
bs done in an organization. It lnvolves selecting the
objectives, policies, programs, and procedures for achieving
them., Organizing is the process of cstablishing an inten-
tional strucfu?e of roles through determination of the
activities required to achieve the objectives, the grouping
of these activities, and the assignment of such groups of
activities to a manager. Organization also involves a
definition of the authority relationships, both horizontal

end vertical, in the organizational structure., Directing

‘Donald G. Malcolm and Alan J. Rewe {eds),
Management Control Systems (New York: John Wiley and Sons,
Inc., 1960), p. 6H.

2Bartow Hodgo and Robert N, Hodgson, Management and
the Computer in Information and Control Systems (Neow York:
McGraw-Hill Book Co., 1969), p. 7¢.




is thae process of guiding and supervising subordinates.
Controlling is the process of compelling operations to con-
form to plans, It, thus, involves measuring performancé

' and initiating corrective action when performance deviates

from the plan.1

Information and lManagement

Uses and Reauirements of Information

Recent studies conducted in the United States and
BEurope indicate that up to ninety percent of the work
involved in any white-collar job involves the seeking ond

obtaining of information.Z

It would appear, then, that
information is a most important aspect of the management

process. Reliable information is, in fact, required for

every step in the management process. Information is used

to establish objectives, to direct the attainment of these

RIS Pt 1 s

objectives, and to measure the results of operationg. More
significantly, there is no way to measure performance or to
3

eppraise results without adequate and accurate information.

Information is inseparable from the management

IHaro1d Koontz end Cyril OtDomnel, Principles of
Management: An Analvsig of Manegerial Functions (New York:
McGraw-Hill Book Company, 1968}, pp. L48-50.

zAdrian M. McDonough and Leonard J. Garrett,

' Management Sysbtems: Working Concents and Practices (Home-
wood: Richard D. irwin, Inc., 1965), p. 6.

3Henry Blackstone, "Gathering Information," Top
Management Eandbook, ed., H. B. Maynard (New York: McGraw-
Hill Book Company, Inc., 1960), pp. 202-203.
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-process. One could contend in the practical sense that none
of the functions of management could be performed without it.
Information helps provide answers to two very basic questions
3 ¢ with which every menager should be concerned: "How am I ;
o doing?" and "Where am I going?" Specifically, information
is used by managers as:

1. A basis on which to make decisions on short-term
and long-range plans.
B 2. An indicator of when things are not going right.
i 3. A stimulus to take action when it should be
? taken, and a better basis for deciding what should be done.

. An incentive for making bettier plans.l

3 The information needs of various organizations differ and

) yet, at the same time, have a great deal in common. They

differ because the objectives of organizations are different;

their sizes, methods and procedures, and technical gpecial-

ization vary; and their stages of development are not the
same. However, management needs for information have much
in common because the underlying questions that should be

y . answered are essentially the same. Therefore, one can

. contend that while information may differ in order and com-
3 plexity bvetween the large and the small, the new and the old,
and the commercinl and the governmental, it 1s all egsen-

b tially similar in purpose and in kind.2

12 ) lArthur B, Toan, Using Information to Manage,

pp. iii, L-5.
21bid., p. idi.
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Value of Information

fanagement 1. ; be defined as the process of con-
verting information ’ 1to action., The conversion process
is called "decision-: idting." I{anagement success depends
heavily on what info¢: iation is chosen and how the conversion
is execu‘qed.‘l Bvery anager hnsg available to him a large
gsource of ir“-vmetic from which he must select and use only
that portion which 'i. useful to him. Hanagers who have
experienced the impa. t of better end faster data processing
can testify to the ¢ ngers of information indigestion. Many
manégers have comple ned of being buried under a gea of re-
ports, facte, and fo 2casts which they cither do not have
time to read c¢r cann i wnderstand, or which do not f£ill
their particular nec.s. One experienced decision maker put
it this way:

If a little ~arning is a dangerous thing, too
much~-that is, ! owledge not put to good use--can be a
costly waste. % » many undigested facts can turn a man
of action into ¢ .amlet, paralyzed by indecision. Tike
the raw material of indusiry, infornetion must be con-
verted into sori¢c "iing. What is required is a dis-
crimine*ing selc cion wnicih can deliver crelevant data
in a £ 1 usable at the echelon of decision.?

It would sec¢.. there is no direct relationship

between the quantity of availeble data end the value of

information. Moreov », information is cubstantially
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, 1Hodge and i. dgson, MHanagement and the Computer,
pp. 33-3k.
v ’ 2I-Iarion Hary », Jr., "A New Profession to Aid

Management," Charler Coolidge Farlin ifemorial Lecture, p. 13
(Philadelpnia: Phil: olphia Chapter, American lMarketing
Association, 1960).
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27 A
different from mere data in that data is raw information
and can be described as "facts in isolation.” Information
is meaningful data, whereas data has no intrinsic meaning
or gignificance in itself., VWhile information is basic to
all good management decisions and action, it certainly does
not insure effective and efficient management. Nevertheless,
it can be equally stated that bad informatioq can almost
certainly nullify the effectiveness of good management.l

An information system has little or no value to an
organization unless it is founded upon an adequate manage- L
ment system. The purpose of the management system is to
develop plans for achieving organizational objectives, to
orgenize and direct for implementing plans, and to control
performance so that actions and results are consistent with !
plans. The major information needs in performing these
processes are’ shown in Figure 2.2 The firgt step, recog- B
nition of a problem, is usually prompted by information from
the control process which indicates that performance is
deviating from plan. Definition of the problem, determination
of alternative courses of action, and selsction of a course
of action are fundamental steps in the decision process.

Once a decizion 1s made, it is necessary to implement and

control the solution. The process starts over again either

L7ames 7. O'Brien, Management Information Systems
(New York: Van Nostrand Reinhold Company, 1970). pp. 2-3.

EMurdick and Rosgs, Information Systems for Modern f

Management, vp. 166-167.
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Major Steps in

Management Process Major Information Needs
RECOGNITION C® A (1) Performance against plan
PROBLEM OR AN (2} =nvironmental, competitive,
0¥ PORTUNITY and internal information
concerning problems and
opportunitics
DEFXNZ PROBL.H OR Evaluation of (1) and (2) in f
OPVORTUNITY AND order to make a prediction or
DEVIIOP ALTERWATIVE estimate of altcrnative ‘
COURSES OF ACTION courses ;
DECISION Prediction of rasulis for
alternative courses of action

JWPLEMENTAYION Communicate detsils of plan
OF PLAN and control standards
CONTROL PERFORMANCE Performance against plan

AGAINST PLAN

Figure 2

The Management Process and Information Necds

Source: Murdick and Ross, Inlormation Systems for
fodern Management, p. 167.




N daed et

ey s 1 w1 g 2w T Aot o e 1 W (s SHRES PO P
I Ay e ey e - .

&
:

:
é\:.
3
s
.
Qﬁ
:
H
I%‘,
b
3
&

29
by a recognition of the need for planning or by the appear-

ance of a new problem as indicated by the control process.l

The value of information has usually been determined
by a highly subjective evaluation of what the information
will do to the bchavior of an crgenization. It ig certainly
true that one of the weakest areas of managerial jﬁdgment is
in placing a dollar value on information. Even so, most
managers are fully aware that information is the substance
from which decisions are made.2 Information technology
directly affects the decision processes by:

1. Quantifying information used for decision
purposes.

2. Broadening the scope of each decision and giving
it new visibility.

3. Shortening the planning period.

L. Reducing the incidence of poor decisions caused
by internal time lags in information flow.

5. Heightening the sense of common goals among
managers through the shearing of information.

6. De-personalizing decisions.3

Manggement'!s interest in information is largely

utilitarian and practical. Managers want to know if the

Irbia.

2Hodge and Hodgson, lanagement and the Computer, p. 18,

3George P. Schultz and Thomas L. Whisler (eds.),
¥anagement Orpenization and the Computer (Tho Free Pross of
Glencoe, Illinois, 1959), pp. 9-10,

2.
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information system will aid them in making the decisions
and taking the actions winich will result in more effective
mad efficient operations. Whether the information provided
verforms this funation satisfactorily or not depends, to a
great extent, upon its relevance to management'!s problems

und management's willingness and ability to use it.l

Information and the Fuactions of Planning and Control

Information technology hes its most significant
impact on the planning and control functions of management,
The types of informetion which menagers require must be
related to their plamning and conirol functions; The
planning functicn is concerned with the establishment of
realistic objectives, with the formulation of alternative
strategies for rcecalizing the objectives, and with the
determination of a cowrsc of action from the available
alternatives. The control function is concerned with
nmeasuring performance, igsolating variances, and taking
corrcective acticn.2

Planning is the procedure through which an organi-
zation consciously selects goals and then budgets resources
to accomplish these goals., The dovelopment of policies,
procedurés, and functional plans is implicit in this procers.

Planning involves the use of information to sssemble and

lToan, Using Information to Manago, p. 133.

2 . 4 “r 0
Peter P. Schordarbek, Manamement Systems (New Yorl::
John Wiley and Sons, Inc., 1968), p. L5,
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3
evaluate alternatives and to make decisions. It entails
deciding in advance what, how, when, and who is going to
accomplish the organizational objectives. A management
information system should directly support the planning
process. The information system should provide beckground
information on prior accomplisnments, current planning
factors, resoﬁrces, and other information required for the
analyticﬁl phase of planning.l The following steps are in-
volved in the planning process: (1) identifying the tasks to
be performed within the time frame of the plan, (2) re-
solving conflicts between these tasks through coordination,
(3) specifying the extsnt to which each task is to be per-
formed (expressed in some unit of measure), (l) assigning
personnel to tasks, and (5) allocating resources for the
accomplishment of sach task.2

Control is the process in which manggement socks to

compel operations to conform to plans.3 Fayol said thié
about control:

In an undertaking, control consists in verifying
whether everything occurs in conformity with the plan
adopted, the instructions issued and principles cgtab-
lished. It has for object to point out weaknesses and

errors in order to rectify them and prevent recurreﬁce.
It operates on everything, things, people, actions.

lO'Brien, Management Information Systems, p. 62.

2Thomas R. Prince, Information Systems for Management
Planning and Control (Homewood: Richard D, lrwin, Inc., 1970),
P. 113,

3Billy E. Goetz, Management Plsnning and Control
(Wow York: McGraw-iill Book Co., 1949), p. 229.

uﬁenri Payol, General and Industrial Hanagement (MNce
York: Pitman Publishing Corporavion, LyyYv), p. 1l07.
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The control process consists of (1) the adoption of a plan,
(2) reporting actual performance as compared with the plan,
and (3) making decisions and taking action.l ’
To a great extent, controls in business are finan-
cial. PFinancial measurcments swmarize, through a common
denominator of dollars, the operation of a number of plans.
Furthermare, they indicate total expenditure of resources in
reaching objectives. Financial messurements are aqually
valic for governmental enterprises since any responsible
manager must have gsome way of reclating -his goal achievement
to his costs in terms of resources. Therefore, in all forms

of enterprise, control is likely to be financial.2

Manegement Information Systems and Decision-Making

The managerial task is one of making decisions about
the allocation of scarce resources to accomplish an objective.3
Tne terms "information system" and "management information
system" are frequently used to describe information networks
that provide relevant, timely, end accurate information to

by

management for decision-making purposes. It may be said

lB° C. Lemke and James D. Edwards (eds.), Adminis~
{rative Control end Executive action (Columbus: Charles K.

‘Merrill Books, Inc., 19¢l1l), p. Y.

2Koontz and O'Donnell, Principles of Management, p. 695,

3john F. Stanhagen, Jr., "Swamped with Data--Starved
for Information" (paper presentod at the Joint Seminar on
Uppofessionalism in Production and Inventory Management,"
Veber State Collecge, Ogden, Utah, October 9, 1971).

uPrince, Information Systems, p. LO.
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that the basic task ¢f any information system is to supply
the organization's deccision-makers wirch the information they

need in order to make decisions.l’2

In terms of the planning
and control function.:, the decision-making process consists
of the formation of ~ set of concepts indicating desired
conditions, the observation of what eupears to be the actual
conditions, and the . oneration of corrective action to
achieve the desired fonditions.B
In an actual operatiag enviromment, much of what the
manager does and whai he learns results from a process of
trial and error. The manager takes scme action and thon
observes the results; this is feedbaci in the sense of
action and reaction. The primary reason a manager uses
feedback is so that !> can make compavisons. The essence of
e decision is compari:on, and compari:on is poésible only
when alternatives ex!st. The success of any management in-
formation system dep-.nds to a large d=gree on the identifi.
cation and use of ex;licit criteria &5 a basis for making
comparisons. Criteria represent selec:cted bench marks to be

ugsed for making comp:wrisons and may b® variously defined as

a gstandard of Jjudgme:.t, a standard of measurement, a basis

1Richard W. .urightman, Inforwation Systems for Modern

Management (New York: The MacMillan Ccumpany, 1971), p. 22.

2K, R. Finn =nd H. B. NMiller, "Is Your MIS Fit for
Human Consumption?" :ndustrial Engineering, III (Novenber,

1971), p. 20.

3Hodge and Hodgson, Management and the Computer,

p. 36.




for choosing, or a bench mark for guidance.l

Sumary

Information iu a vital tool that is inseparable from
the management process. 1t is the basis of all managemnent
decisiongs-and actions. The basic task of any information
system is to supply the managers of an organization with the
information they need in order to make decisions. Infor-
mation has its most significant impact on the planning and
control processes. The types of information which managers

require must be related to their planning and control

funetions.

lMcDonough and Garrett, Managcuont Systems, pp. 184~

186.
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Chapter L

CRITERIA ~OR EVALUATION OF THE WING/BASE
LEVEL [ aNAGEMENT REPORTIRG SYSTEM

Introduction

The purpos. of this chapter is to develop appropriate
criteria by which to evaluate the adequacy of the Wing/Base
Level Reporting System. The criteria to be developed are,
in effect, the characteristics which should be found in a
reporting system that aids manegers in the effective and
efficient use of ragources.

}anagement reports sre the physical output of an
information system ana are intended to provide information
to managoment for decision-imaking purposes. An infornation
system normally produces several reports for each level of
management since managers need a wide range of inforumation
on which to base ducisions. It‘is appropriate to briefly
examine the featurcs of management reports prior to de-
veloping the evalustion criteria. Following this analysis,
the critoria to be used in evaluating the Wing/Base Level
Reportin:g System i1l be formulated. The criteria will be
based upon materizl already presented on information systems
and the lanagement process as well as the following dis-

cussion.

35
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The Natwre and Uses of Management Reports

Management reports are only one elcment of an in-
formation system. However, they are probably the most
important part to the manager since they provide him with
the information %2 needs to make decisions. The outputs of
a management repcrting system provide the inputs into the
planning and control processes of management. The reporting
system, then, 1s the tangible link between management
talents and management systems.l

Reportg convey control information to the managers
who are responsiblie for various activities within an organi.
zation., Effective reports can greatly facilitate the task
of managemgnt. A reporting system with timely, accurate
outputs.enables manaéers %o remain abreast of operations and
provides a basis fof decizion-making. Reports, by telling «
manager what has occurred, also provide him with a sound
basis for planning.2 Figure 3 points out the place of
management reports in a managemént informetion system for
planning and conirol. The management reporting system
should track the status of the ouiput relative to a pre-
determined standerd of performance for the transformation
process. The transformation process ig tho conversion of
manpower, money, material, and equipment resources -by the

organization into products or services., If operating

1

2Louis A. Allen, The Manerement Profession (New York:
McGraw-Hill Book Co., 1961}, p. 3.3

McDonough and Garrett, Management Systems, pp. 28-29.
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results do not conform to atandard, manaegement should meke
decisions regarding one or both of two actions: (1) alter-
native resource allocations are made as system input changes,
or (2) modifications are made in the transformation process.1

Managemcnt reports may be classified as plauning
reports, control reports, or operating reports. The es-
sential differences betiween the three types may be

enumercted as follows:

1. Planning Reports - The basic objective of the

planning report is to evaluate the orgenizational position

N

with -other comparable entities. Also included are the

alternatives availsble to mansgecnment.

2. Control Reports -~ The basic objective of the

control report is to inform top management of functional

R R A A T T T AT

operating performance as compared to predetermined per-
formance standards.

3. Operating Reports - The basic objective of the

operating report is to inform functional management of the
¢ current performance of operations. This report structure

{ normally includes a comoarative analysis of current oper-

‘ ations and operations for a previous period, as well as

% current performance compsred to predetermined performance

standards.2

In practice, the responsibility for mansgement

1Murdick and Ross, Information Systems for Modern
Management, pp. 163-165.
2

lalcolm egnd Rowe, Manarement Control Systema,

rp. 89-90.
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planning and contrel increases as the top echelons ¢ man-
agement are approached, Operationsl control, on the other
hand, receives its greatest emphasis at the wing/bar - level.
It should be noted, however, that planning and conti .l
responsibilities are inhersent in every level of man: ;jement.
The distinction lies in the emphasis on the nature ¢:d degree
of the planning and operational contrel responsibiliuies
found at each distinet level of management.l
An essential link between tne management reporting
system and decigion-making is the rrocess of interpictation.
Unfortunately, a manager's decision-making cepabiliiies are
often governed by how patient he is in sifting throt :h
detailed reports in search of exceptions. It may also .de-
pend on how skilled he is in interpreting e mass of infor-
ration that pertains to other activities an well as .is, It
38 importent in'today's dynamic environment that ma: igement
reports present the exceptions to both congerve the nan-
ager's time and aid him in decision-making.2 Effec’ ive
reports ordinarily are designed so that attention i. focused

on areas where pecformance differs significantly fr-na

standards.3 Though Fredrick W. Taylor is generally credited

-

lIbido’ ppo 89"900

2R. 0. Boyce, Intearated Managerial Control: (New
York: American Elsevier Publishing Company, Inc., 1.68),
P. 19.

S"Tentative Statoment of Cost Concepts Unde ‘lying
Reports for Mansgement Purvoses," The Accounting Re iew,
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with first stating the “exception principlo,"1 it was
clearly stated circa 1400 B.C. when Jethro instructed lMoses,
", . . that every great matter they shall bring unto theo,
but every small matter they shall judge . . . .“2

The‘basic purpose of a report is to show a managor
what 1s actually happening in the accomplishment of estabe
lished plans, However, simply showing a manager what has
happened as of a given moment in time is not very helpful.
The report should also bring to his attention a clear
picture of related performance in the past. This calls for
treﬁd reporting so that current operating results can be
related to previous experience. Furtheriore, information
will be most meaningful if it applies specifically to tbho
3

manager?!s own area of sccountability.
The Wing/Base Ilevel Management Reporting System Criteria

The criteria which will be used to evaluate the
Wing/Base Level Reporting System are stated in this section.
These criteria are characteristics which should be found in
a reporting system that alds managers in the effective wnd

efficicnt use of resources. The seven criteria which follow

lRalston B, Daily and Jonn W. Paul, "Criteria fcv
and Determination of the Adequacy of the Existing Maintcnance
Managoment Information System Ior Base Level Managers"
(Mas%er's Thesis, School of Systems and Logistics, 1969),
p. 17.

®Exodus 18:22.

3Alien, The Manapgement irofessici, pp. 333-335.
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were drawn from material presented thus far pertaining to

information systems, the management process, and management

reports.

¥

1. The Reportin: System Should Provide Timely Information
to ibhe User

The need for timeliness varies according to the
nature of the information being rcported. Information c¢f =
routine, low-impect nature does not have to be reported as

quickly or as often as information that is significant and

vital to successful operations. For example, a continuous
production system such as a continuous flew chemical oper-
ation would require a near constant flow of current infor.

mation since an undetected problen at any point could cause

a costly shutdown of the entire asystem or, worse yot, a
physical disaster. On tlhie other nand, a daily, weckly, or
even monthly information flow may be adequate for an inter..
mittent production system such as a job order shop where
wndetectad probloms are not so critical since a bottleneck
at one point would not nccessarily adverscly affect the rest
of the operation. Timeliness, then, is a criterion which
is relative to the managoment tack at hand. Consider this
example from_the military. An officer manager mey find
monthly financial reports adequate for funds control during
the courge of the year. However, as the end of the fiscal
yoar approaches, he may need tho same reports on a daily or
' woekly basis to insure that he does not overexpend his

budget.
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Timely reports are particularly important for con-
trol purposes. Buffa has noted that the inherent speed of
computer based information systems makes it possible for
management to have the most up-to-~date information available
in the various réports. Furthermore, he éﬁserves that the
reduction_of information time lags to a minimum makes man.
agerial decisions pertinent to the current problem, rather
than to some prob;em that existed but the conditions for

vhich may have already reversed.1

2. The Repurting System Should Provide Accurate Information
to the iser

The information provided to the manager in reports
must be accurate. Management decisions and actiong will al-
most surely be wrong if they are based on inaccurate infor.
mation. Inaccuracy can come about at aﬂy point in the system
from data collection %o repoft preparation. The interest in
this research is not on the cause cof inaccuracy but the de-
gree in the final report. Accuracy does not mean 100 percent
sccuracy, for such a condition is often either not possible
to attain or not worth the time or cost to attain it, The
information must be accurate only to the extent that it suf-
ficiently serves its purpose.2 For instance, civil service
employees may take leave in hourly increments; but for the
managor concerned about manpower scheduling, reports express-

ing leave status in deys should be accurate enough for

lElwood S. Buffa, Hodern Production Management (New
York: John Wiley and Sons, Inc., 1969), p. 240.

2Toan, Using Information to Manone, p. U.
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management purposes. Similarly, it is seldom necessary to re-
port exact dollars and cents figures on cost control reports.
Dollar figures only are normally sufficient for management
purposes and, for ver& large operations, figures rounded off

to tens, hundreds, or even thousands are often appropriate.

3. The Reporting System Should Provide Understandable
Information to the User

-Manasgement reports are communication devices in-
tended to aid managers in making decisions. Specifically,
reports should convey information about the objectives that
management wishes to achieve, tl:c methods used to achieve
these objectives, and the performance of the organizalion in
pursuit of thise objectives. A manager must be able to
understand the information transmitted in reports. Other-
wise, the information would just be useless data.

Understendability can be facilitated by the physical
memer in vhich the information is presented and by the
terminology incorporated into the reports. Anyone who has
struggled through a report fillcd with acronyms and codes
can readily see how clear texi would greatly improve the
understandability of the material., Another hazard to be
considered is reliance upon accounting and financial
terminology, which may have special significance to the
accountent but only vague familiarity to the manager using

the reports.l Reports are often difficult to understand as

1

Allen, The Management Profession, p. 336.

N
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a result of the inherent difficulty of the subject matter,

or from the fact that they are ovarly complex or poorly
constructed. There is a natural and logical tendency to

make the reports more undcrstandable, but this should be done
only within practical limits. There is a point at which
attempts to simplify should cease and tire manager should act
to incrense his capacity for understanding the infurmation ;
presented in reports.l

k. The Reportins System Should Provide for Measurement
of the Activity Beinc Managed

Peter F. Drucker sees measurement as one of the
basic eloments in the work of the~managsr.2 The managcer
must analyze and appraisc organizational performance and
then make decisions basew on his interpretation of the¢ situ-
ation. iHowever, he must neasure the actual performance of
the orgenization before 1.0 can make anslyses and eappralsals.
It is not too difficult Lo measure certain activities such
as men-hours exponded or pounds of raw.material conswred in
a certain production process. On the other hand, there are
many arcas in which it is extremely difficult to make
meaningful measurements. For instence, the establisluient
and use of meaningful measures for the norale of employees,
the quality of management, or the reputation of the organie

zation is a formideble task.

1Toan, Using Infermation to Manapge, p. 6.

2Peter F. Drucker, The Practicc of Mancgement (New
York: Harpor and Brothers Publishers, 1lvbh.), p. 343.
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There are many differenthunits in which transactions
or events may be expressed., Management can measure the out-
put of a mine in tons, the work of a’t employce in hours, the
output of z machine in product units, or the use of elec-
tricity in kilowatt-hours. The performarce of an activity
is frequently moasured in financiel {terms, however, even
though there are many measurcment units that could be used
to convey the same information.l Financial or dollar
megsurement is a natural basis for control since many inputs
and outputs of an activity are easily expressed in the come
mon denominator of money. Expenditures for personnel,
materials, facilitics, and eyuipment are slways an important
factor against which to weigh results, and these are fre-
quently reflected in expendiiures of money.2

The reporting system must provide a measure of the
performance of the activity regardless of which particular
measurement units aro employed. This is becacuse the results
of measurement, when properly summariged and presented in
ﬁanagement reports, form the basis for feedback into the
planning and control process to achicve better future plan-

3

ning and control.

1William J. Vatter, Accounting Measurements for
Financial Reports (Zomewood: Richard D. Irwin, Inc., 1971),

Po U

2

618 Koontz and 0'Donnell, Principles of Menagement,
p. 638.

3Daily and Paul, "Dctermination of tho Adequacy of
theéExistinq Faintenance Management information System,"
p. 60,
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5. The Reporting System Should Provide Information for the
Planning Process

Planning is the most basic and pervasive management
function. IManagers at all levels plan, and the success of
' the other management functions dependcs upon it. Managers ;

mist plan for the allocation of resources and the work of i

other people, in conirast to the nonrmanager who plans only
his own activities.® 1

Planning involves malking a prediction sbout the cone
ditions of a future environmasnt and deciding where anc how
the organization should proceed. The decisions made in the
planning process invariably have future implications, par-
ticularly regarding the commitment of resources and organi- !
zational stz*ategy.2 Basically, planning involves five !
processes:

1. Establishing objectives.

2. Developing planning premises.
; 3. Determining alternative courses of action.

i, Evaluating alternative courses of action.

3

5. Choosing from the various alternatives.
Planning premises are those data, facts, end information
that influence alternative courses of action. They provide

the eritical. planning assumptions and the constraints that

1Ross, Management By Information System, p. 72,

dDavid I. Cleland and William R. King, Systems
Analysis and Project Management (New York: lcGraw-Hill Book
‘ Company, 1908), p. 93.

3Ross, Manar~oment By Informetion System, p. 108.
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surround the selection and evaluation of alternativos.l The
development of planning premises and all subsequent steps
depend entirely uvon the availability and utilization of
. critical planning information. A manager cannot successfully

deveslnp plans without firgt gathering the necesgary plamning
premices that permit an adequate evaluation of alternative
courses of action to achicve the plan.2 The reporting systom
should facilitabtc the plenning process by providing infor-
mation on prior aocomplishmenté, current operating per-
{formance, resource levels and usage, financial position, and
other similar factors nebessary for the development of plan-
ning premises,

6. The Reportin~ System Should Provide Information for the
Control Prociss

lassie states that control is the process that
measures current performence and guides it Howard some pre.
determinod goal., He also notes that the essence of control
lies in comparing current performance againgt yome desired
results determined in the planning process.3 The infor-
mation required for control is different in type and
characterigtic from information needed for plamning. Plan-
ning plsces greater emphosis on siructuring the future,

vhereas control is based more on the recent past and current

1bid., pp. 78, 108.
: 2Tpid., p. 109.

3Josoph L. Massic, Esgentials of llanagement, (Engle-
wood Cliffs: Preatice-liall, Inc., 1971), vp. 6, 87.
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operations.l

The es8ential elements of control are:
* 1. A predetermined plan.
2. A means of measuring current activity. ;

3. A meang of comparing current activity with a }

criterion or standard.

: L. A means of correcting the current activity so
2

e s e ae n

g5 to achieve the desired result or to modify the plan.

e basis for control is {he measurement of the organi-

sution's porformance., However, performance measurement

[N

2lone is not sufficient for mansgerial control and decision-

making. Given that a reporting system provides the manager

with timely, accurate, undsrstandable information, and
rcasures the performance of the activity, a busis of com- i
prrison is still needed to answer the question: "How am I |
doing?" The manager needs something to which he can compare

the facts and draw conclusions. The reporting system will

morely provide data, not information, if there is no com-

parigon to forecasts or other parameters in the reports. In

T R T L P R TR T

such a case the manager is required to construct parameters

Qo

ntuitively each time he cxamines the reports in order to

IR

make judgments about the performance of his organization.
It may be said, then, that the manager must really ask him-

solf the question: "How em I doing - compared to what?"3

1Ross, Management By Information System, p. 11l.

ZMassie, Essentials of Management, pp. 87-89.

3Toan, Uging Information to Manage, p. 1l.
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Ross defines a standard of performance as "a state-
ment ol conditions existing when a job is performed satis-

nl Stendards provide a basis for comperison in

factorily,
evaluaiing the performance of an activity. It is best that
standards'be stuted explicitly. Tor this reason, quanti-
tative statements are usually wreferable. Standards repre-
gsent tue expression of planning goals in such terms that the
actual accomplishments of assigned duties can be compared
againgt them. They may be phyusical revresentations such as
quantities of output, units of service, man-houwrs, volume
o rejactionsg, ctc.; or they may be stated in monetary terms
such ¢ costs, revenues or investments; or they may be ex-
pressed in any other terms which measuve performance.2
Performance standards are important to an efiective
reporting system for geveral rcasonsg. First, they highlight
variances from the plan and allow the nanager to focus his
attention on areas that requirc immediate action. Second,
gstanderds facilitate the sgelf-development of the manager.
By using standards the manager cen identify and correct his
own pecvformance, thus minimizing the neced for his superiors
to dwecll upon his deficiencics. Because standards sre im-
personal, they provide an objective and noncritical basis

3

for sncouraging personal improvement in management,

1Rpss, lianagement By information System, p. 87.
2

Koonts snd 0'Donnell, Principles of Managewent,

p. 6LO.
3Allen, The Management Profession, pp. 327, 337.
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Finally, the analysis and evaluation of information resulting
from comparisons made through standards is the prime source
’ of indication that it is necessary to determine an appro-
priate measure of change and inject it into the planning end
I control progress. Change is required either to correct
A standards which are inappropriate‘or correct situations which
‘é are preventing the achievement of standards.l
1 The reporting system should facilitate the control
E process by supplying the manager with information on per-
4 formence compared to plan or standard. In doing so, ex-

ceptions should be highlighted so that the manager will tvo

alerted to evaluate the situation and take action if neces-

sary.
o 7. The Renorting System Should Provide Informetion on
E Trends

oz

rs

The purpose of a reporting system is to show man-
agers what 1s actually heppening in the accomplishment of

established plans. However, the reporting system must do

T

more than show what has happened at a given moment in tiwme.

Pl r

It must also bring to the manager'!s attention a clear

picture of related performsnce in the past. This calls for

R AR A ST S

trend reporting so that current performance is shown in its

proper relationship to previous experience.,

Trend information will hopefully provide the manager

' 1Daily and Paul, "Determination of the Adequacy of
theéExisting Maintenance Management Information System,"
p. 61,
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with the answers on how to stop or correct something before

1

it goes wrong. The manager can see just how good his

policies, decisions, and actions really are by analyzing

trends. iloreover, he gets from this analysis an indication

of whether they should be retained or changed to be more
éffective and efficient in the future. For insgtance, the

manager is alerted to a potential problem whén he noteg that

ne expended more of a certain resource than planned during

the reporting period. Further investigation may reveal that
the out-of-tolerance situation is a temporary fluctuation
with justifiable rcasons for occurring. On the other hand,
the manager may find it to be a real problem requiring cor.
rective action to align performance with plan. In eitior
case, obacrvation of the trend of expenditure in futurs
periods will eithoer substantiate or negate the manager's

findings and acticns.
Summary

This chapter was devoted to developing the appro-
priate criteria by which to evaluate the adequacy of tue
Wing/Basc Level Rcporting System. The criteria that have
been devi:loped arc cheracteristics which should be found in

a reporting system which aids managers in the effective and

J‘Jo‘nn F. Stanhagen, Jr., "Hanagement Information
Systems: What Should Be Done?" (paper presented at thc Sixth
Annuai Convention at the Society of Logistics sngineeras,
August 25-27, 1971, Philadelphia, Pennsylvania).
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efficient utilization of resources. The reporting systen

should provide for each of the following characteristics:

1.
2.
3.

-
5.
6.
7.

Timely information.
Accurate information.
Understandable information.
Measurement of activity.
Information for planning.
Information for control.

Informetion on trends.

The criteria have purposely been developed in general form

in order that they may be applied to the evaluation of any

management reporting systim.
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Chapter 5
DESCRIPTION OF T:=E CURRE. ? WING/BASE MANAGZMENT REPORTS
Intraduction

The purpose of this chapter is to describe the
ving/bese level finencial management reports prepared as a
result of Project PRIME. These descriptions will provide a
basis for the evaluation ol the Wing/Base Level Reporting
Gystem. A thorough understanding of the nature, structure,
¢nd uses of the renorts in this system is hecessary in orde:-
10 complete the analysis. 4As a result, the material in thi:
cnapter is presented in a very detailed and technical mannec: . '
tieaders who are fémiliar w.th the details of the nine repor:s
being evaluated in this theeis may cdesire to proceed di-
wrectly to the evaluation in Chapter 6.

Management reporting systems contain formalized
reports that seek to communicate information to the respon-
sible individual, the manager.l Such a system can be de-
ined as:

+ » « & combinatioi» of systems components that

function within the orgdanization to process data and to

provide the information and internal control necded by
management to carry out its resvonsibilities of

15. B. Bower, R. ©. Schlosscr and C. T. Zlatkovich,
#inancial Information Syst-ms: Theory and Practice (Boston:
Allyn and Bacon, Inc., 196€%), p. 33,
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stewardship over the assets, of control over operaticns,
and to plan future enterprise activities.l

Thus, the guiding principle in the design of such a manage-
ment information system mﬁst be the manager, his duties and
wesponsibilities, the decisions he is required to make, €the
latitude and authority he possesses, and the informaticn he
needs to make decisions.?

Managers are characteristically faced wiph problems
dealing with the input of various resources in producing
organizational outputs. The resources available to the
manager normally have alternative uses with relative costs
agssociated with each use. The outputs that result from the
verious alternatives are of different values to the organi-
zation. The manager should aim first at the attainment »f
the outputs for which he is responsibie (effectiveness), and
second at minimizing the costs associated with a given
benefit, or st maximizing the benefit associated with a
given use of resources (efficiency).3 Thus, managers should
attempt to be both effective ana efficient in the use of
rosources.

Alr Force wing/base level managers are provided with

reporhs that are intended to assist them in the effective

1Ibido’ ppo 8"90

Crpederi.ck W. Shipman, "Designing M.I.S. for
Managers," Journal of Systems Management, Vol. 20 (July.

1969)’ po 15.

3David W. Miller and Martin K. Starr, The Structure
of Human Decisions (Englewood Cliffs: Prentice-Hall, Inec.,

1967)9 po 7-
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and officient use of resources and in the administration
and control of their operating budgets. The Wing/Base Level
Reporting System is broken down into two categories of

reports: Mansgement Revorts from the Accounting System for

ggeqations and Material Expenss Management Renorts. The

Manegement Reports fram the Accounting System for Operation:
deal with operational aspects of the Lir Force by accountir:
for funds madc available under the Operations and Main-
tenance Appropriation and the Militery Personnel Appro-
priation.l The wing/base level management reports provided
by the accounting system include the following:

1., Cost Centor Report

2. Responsibility Center Report

3. Ving/Base Management Report

Along with the management reparts listed above,
operuating managers receive the following Materiel Expense
Mangiement Reports:

1. Project Pund Management Record/Orgenization Cost
Centor Record (PFMR/OUCR) Status Report and Reconciliation

2. Project Fund Management Record Report .

3. Dailly Document Register

. Stock Fund Sales and Rebturns Analysis

5. Ovganization Cost Center Due-Out List

6. Organization Cost Center Reocord List

The spproach used in the actual description of the

4.5, Department of the Air Force, TERRMS, AFM 178-X,

A5, 4, - .
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reports is one of identifying the purpose of the report, the

frequency at wnich it is pfoduced; and the significance of
’ the information presented in the repert. Illustrative
figurcs of the reports will supplement the narrative de-
gscription. Scme duplication in content and style exists
among the reports since they are designed to support both
cost center and responsibility center managers. Where this
occurs, the lutter report descriptions will not repcat
explanations. The review of the reports is accomplished by
first identifying potential problem aveas from the illus-
trative report figures. Next, these problem areas are
further defincd or dismissed by attempting to pursuc a
serioy of pertinent questions the manager should scck to
answer. It is not the intent of thig approach to develop a
gseries of "hard and fast" rulss for locabting adverss
variances and making decisions on the appropriate corrective
actions. The intended objective of gny management »eport is
to identify when or vhere action shculd be taken--not what A
corrcctive action éhduld be taken. If the reports could
answer when, vhere, and what, there would be no need to have
the wing/basec levellmanagers in the first place. loreover,
1t is the managert!s function to make decisions concorning
the allocation of scarce resources a.id the managemont
reports! function to identify how these resources uzre being
consumed.

The comparison of actual expunses versus programmed

expenses as o measure of efficiency of the operating ectivity
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is essential to the successful analysis of the wing/base
management reports. The ﬁere fact that a variation cxists
does not hecessarily mean that there is a problem. The
variation may ve perfectly justified and acceptable de-
pending on such factors as the time period involved, the
‘responsiple cost center, the actual expense element in-
volved, the total dollar smount of the variation, seasonal
production or demand, unprogrommed flying, contractual serv-
ice delays, or the logic of the expense progran phasing.
The key point is that a potential problem area has been
discovered worranting further investigation in order to de-
termine whether or not an actual unfavorable situation exists.
The Management Reports from the Accounting System for
Operations and the Materiel Ixpense lanagement Reports will
be individually described., The first of the lanagement
Reports from the Accounting System for Oporations to be

described is the Cost Center Report.

Management Reports From the Accounting System

for Operations

Cost Center Renort

The Cost Center Report is normally produced monthly,
but can be madé.available upon reaquest. A facsimile is dis-
played in Pigure L. This report is the basic management
expense report in the series digplaying for the cost center
manager the actual expenses incurred to date in relation to

the approved »aged program by element of «xpense, Thres
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major element subtotal groupings are provided for the
manager's initial overall review of the status of the cost
center and are entitled "Gross Expense," "Total Expense,"
and "Direct Expense," respectively. "Gross Expense" sub-
total representis the total direct and reimbursable expens<:
as well as the service distribution expenses. The "Total
Expense" represents the elenments of the "Gross Expense" er 3 ' j
the service unit cost credits. "Direct Expense" subtotal i |
composed of the "Total Expense" less any reimbursable ex-
penses. If within a cost center there are no reimbursablc
expenses or service unit cost distributions, all three sul..
totals would reflect the identical amounts as is the case in .

Figure l.

Direct expenses are those costs, incurred in the

performance of an organization's operations for which the;
must expend funds. Reimbursable expenses are those costs
that are incurred by the winé/ban@ Lor the specific suppoit
of another orgaenization us..g the same facilities. Thesec
costs are paid back fo tve wing/base by the responsible
level of the other orjanization incunrring the expense,
These expenses are a direct result of the host-tenant
relationships common to almost all wings and bases. A
service unit, wnder the concepts of the Accounting System
for Operations, is an organizational unit which is not
financed by a revolving fund and which provides measurablc

services to other organizational units or activities at o
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installation.l For example, the lotor Pool does not operace
under o fund as the Supply activity does, yet both agencies
] ‘ provide measurable services which must be expensed to other
d organizations. Payment to Supply is reflected in stock fund
3 expensnas, while payment to the Motor Pool takes the form of

sarvics unit costs. Thus, service unit cost credits are

- obligations incurred by the organization and for which a

Do PR

later payiront must be made. The exact amount of the expenses
is determined at a later date and an appropriate amount is

charged to each user agency.

Siavariiai by

The two most significant columns for identification

; of potential problem areas are the "Cumulative Percont of

' Authorization Through the End of the Guarter" (Cum % £E0Q)

and the rcspective "Percent of Annual® (% Ann) authorization

AR

i, of funds. Although not directly reflected on the reuvort

itself, the normal respective percent of the quarter and

PR g

’ yeer standards are readily available from the base budget
5 officer upon request. For illustrative purposes the appro-
priate normal percentages appear in the circles at the top

of the rclated columns in Figure l. In reviewing tle

RIS MR R s v A s

! "Direct Expense" row, one can see that the expenses to date

TR

represent 69% of the total phased expense authorization

. through the end of the second quarter. Since four months

lU.S. Comptroller General (Staats), Comptroller
; General's Renort to the Congress, Implementation of the
k& ) Accountinr System for Onerations in the Dopartment of

5 TR ATy
O e e

el

% Defense, 5-159797, April 12, 1968 (Washington, D.C.: 1968),
P. 33.
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have elapsed from 1 July 1970 through 31 October 1970, and

since the cumlative authorization is based on a six month
period (through 31 December 1970), two-thirds or 67% would
repregent the normal level at which expenditures should be.
Thus, approximately $31,000 over the allotted $175,052 would
be required to operste if the current trend of expenditures
were to continue at the same rato. However, only after a
thorough review of each element of expense can it be de-
termined whether or not this variance is a problem worthy of
further analysis or supervision by the manager. Even if the
total "Direct Expense" row had been at the normal level, the
manager should still gkim the individual line entries to
insure that no items are grossly out of tolerance but in
aggregate have been offset by other line entry variations.
For example, in Figure U the "TDY Per Diem" and the
"GSP EFQ SF BENMO EQ"' line entries are at the 86§ and 503
quarterly expenditure levels, respectively. The currcnt
lag in the equipment expense aréa is offsetting the avove-
normal expenditures for TDY Per Diem. Equipment expendi-
tures, however, may increase substantially in the Ffuture,
thereby creating a serious funding problem for the cost
center manager., .

The coat center manager must make an effort to in-

sure that any future changes in misgsion, facilities, or

luGSP EEQ SF BEMO EQ" is an abbreviation reprc-
senting expenscs from the "General Support Stock Fund, Bage
Eguipment henusgement 0ffice (BrhO) Zquivment." (U.S. Depart-
sent of the Air Force, TERRMS, AW 178-X, p. 4-5.)
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manning have been adequately prepared for as fer ag their

impact on the budget., From en analysis of Figure li, areas
of particular concern to the cost center manager are pos-
sible cost overruns in both the military and civilian per-
sormel expenses or in "per diem" expenses; and possible cost

savings in the equipment, supplies, or TDY travel expenses.

Resvor:isibility Center Revort

Pigure 5 depicts the Responsibility Center Report,
which 1s also produced monthly but cen be made available
upon request. This report seeks to satisfy the needs of the
responsibility center manager in exercising control over tae
various cost centers and expense elements under his purview.
Subtotals for each expense element (such as Civilian Per-
sonnel, Travel of Personnel, and Suppliés) are shown in
aggregate as well as in specific line entries for seach cost
center under the control of the responsibility center.
"Gross Expense," "Total Expense{“ and "Direct Expense" sub-
totals reflect an overall view of how ths cost centers are
performing in both the individual and aggregate senses. As
in the case of the Cost Center Report, the "Cumulative Per-
cent of Authorization Through the End of the Quarter'" and the
"Percent of Annual' authorized funds cxpended to date, when
compared to the normal respective percontages available from
the base budget officer, provide a method for identifying
potential problem areas. Similarly, by scamming each line
entry, the responsibility center manager can ascertain

whether any specific cost centers are oubt of proportion with
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the planned budget allocations. It would then be the
responsibility of the cost center manager to explain why the
variences exist and whetner or not any corrective actions
would be necessary.

Therc are two mejor differences between the Cost

Center Report and the Responsibility Center Report. rirst,
individual elements of expense are listed for each category
of expense incurred by the cost center on thie former report,
but are shown in aggregate on the latter report. Second,
under each expense element there appears a list of status of
funds expended to date for each cost center which comprises
the responsibility center. In addition, the Responsibility
Center Report can be used by outside agencies (especially
the comptroller organization) in the preparation of reports
and bricfings on the status of funding expenditures basewide.
If the need arises, combinations of these reports could re-
flect only the responsibility center rather than cost center

expenditures for higher headquarters review.

Wing/Base Management Report

Unlike the Cost Center and Responsibiliity Center
Reports, the Wing/Bage lMNanagement Report is produced on an
“as required" basis. Its purpose is to provide top level
managers with the status of the responsibility centers' total
expenditure figures as of the end of thne month. The report
does not reflect any speocific expense elements or other line
entrics from which individual variances can be found. How-

ever, it does provide top level managcra with a rccap of the
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funds status of the major organizational components, the
responsibilit§ centers, of the wing/base and their overall
total. Although the rationale for any variances cannot be
agscertained from this report alone, it does identify those
responsibiiity centers that are in total over or under their
budget authorizations. Normal percentage figures for com-
parison must again be provided by the base budget officer.

Top level managers can look at these variences and
see if there might be a wing/base wide shortage or overage
of the total annual expense authorization for Total Expense
or Direct Expense categories. These managers can then
evaluate the possibility of transferring funds between and
among the various responsibility centers where necessary, or
directing curtailment of selected activities in order to
remain within the budget limitations. Top managers can
initiate action to request additional funds from higher head-
quarters if reallocation of funds or curtailment of activi-
ties is not feasible. Although additional. funds can gen-
erally be secured from higher headquarters whenever properly
Justified, top managers cannot considef this avenue as an
Yopen door' since other units with even stronger justifi-
cations and priorities may have exhausted the total supply
of available funds.

A "Total Reimbursements"™ line entry is a unique
feature of this report. This line entry reflects the
reimbursements earned by the host base for expenses incurred

by tenant units. In the sample report shown in Figure 6,

A e Xy P ALl A RIS e S LT vt - e
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the Cumlative Percent of Quarter is 85% instead of the

normal of 67%. The tenané units would consume funds in-
tended for wing/base operations if this unfavorable variance
were allowed to continue without any further increased fund
allocations from higher hesdquarters. On the other hand,

if earned reimbursements had been less than budgeted re-
imbursements, higher headquarters would automatically reduce
the tenant units' expense authorization since it was higher
than necessary.

Finally, the "Base Wide Expense" line entry reflects
thoée activities that do not directly fall under the control
of one of the responsibility centers. The wing/base
comptroller is generally called upon to monitor these activi-
ties since they have no designated responsibility center
manager.

Summary of Management Repcris from the Accounting System
for Operations

The Cost Center Report, the Responsibility Center
Report, and the Wing/Base lManagement Rgport together com-
prise the Management Reports from the Accounting System for
Operations. These reports allow managers to compare actual
expenses to plamned and approved budget allocations.
Through analysis of these reports, managers can determine
how effective their organization has been in the utilization
of its available financial resources. The overview of
aggregate expenses, in terms of quarterly and annual budget

plans, provided in the reports can be used in conjunction
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with both the Cost and Responsibility Center Reports to
identify where and when menagenent action should be taken,
The reports do not establish any "herd and fast" rules for
uncovering variasnces or for deciding upon corrective actions,
but seek to identify potential problem areas for management
review. The review demands an enalysis of the problem to
determine its validity, and then a determination of whether
or not modification of the plan or performance would be
necessary to bring the actual and planned expenses into
balance. ,

The basic philosophy that permeates the design of
these reports has been to give the lowest level of the
organization the information it needs to monitor expenses

in comparison with the planned budget, and then to summerize

the information for succeeding levels of management.
Materiel Expense Management Reports

General Policies

A basic understanding of selected Air Force policies
governing funds and expenses is necess&ry Yo understand the
nature of the various Materiel Expense Management Reports.
Funds are categorized as either supply or equipment funds.
Supply funds represent tihe amow .t of monies approved by
Congress in the form of an appropriation for tae purchase
of ex)°ndable items, which are items that either lose their
identity in use by being consumed or used up, or by becoming

an integral part of another, higher assembly. Bach wing/base

O e
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receives its funds in the form of an approved allotment
vhich was derived from the allocations rezeived at major air
command level. The allocation itself was the result of an
apportionment by the Bureau of the Budget based upoii the
Department of Defense's appropriation as approved by Congress.1
Eguipment, funds are received in the same manner except that

they are designated for the purchase, repair, or procurement

of non-expendable items, which are items that do not lose

their identity in use and must be accounted for during their
entire service life. The wing/base level manager can reguest
from his regpective Numbered Air Force authority to transfer
funds between these two areas, but total actions are limited
to prevent the services from exceeding the total amount of
the appropriation without Congressional approval.

Hateriel items are classified as either expense or
investment. Nonrepairable spares and repeir parts, assem-
blies, and end items of equipment that have a unit value of
less than one thousand dollars ($1,000) and are not managed
by the Air Force Logistics Command comprise the expense
materiel category. All other items aﬁe classified as in-
vestment materiel items., Expense materiel ltems are held in
the Air Force Stock Fund (AFSF) until ultimately issued for
use by a cost center or responsibility center. The stock
fund is a revolving fund established to finance inventories
of supplies and other stores. It is authorized by specific

provision of law to finaence a continuing cycle of operations,

lChauncey B, Dewan, dr., oolfense sSinancinl lane cwnong,
ppo lS“? tO 15"90

et i 1 e b e Sl e
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with receipts derived from such operavions available in

their entirety for use by the fund, without further action

by Congress.l Basically, the stock fund can be viewed as a
warehouser selling directly to cost éenters and responsibility
centers., All issues of stock from the AFSF are paid for by
the purchasers from their budgeted funds, thus giving the
stock fund the needed monies to procure more stock.2 In-
vestment materiel items, on the other hand, are ceniralized
under an individual item manager or system manager who acts

as an inventory control point throughout the Air Force Supply
channel.

Several of the Air Force Stock Fund policies have a
definite influence on the cost center and responsibility
cenfer managers. Foremost, the Issues/Sales policy requires
reimbursement to the stock fund from the appropriate funds
of the purchaser for items issued. The Turn-In Credit policy
for eaquipment provides full credit for serviccable items
turned in provided they can be used againat known require-
ments. COredit is not received until the item is issned to
another agency if there are no known réquirements. mrn-In
Credit for supply items generally follows the‘same procedure
ercept that no credit is given if the quantity turned in

causes the on-hand base asset level to oxceed the computed

1U.5. Department of the Air Force, TERRMS, AFM 178-X,
po 2"‘170

o
“Air Force Rezulation 170-12 and Air Force Manual

67-1, Volume 1, Part 2, Chaviera © and 6, list certain items

that are not reimburgsble to the siock fvnd br the pureianar,
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requisitioning objective. . The requisitioning objective is

equal to the sum of the safety stock level, economic order
quantity, order and ship time, and due-outs. Due-outs
repregent quantities of materiels for which immediate supply
was not available at the time of requisition but for which
a souwrce of supply has been established.

Currently, there are six Materiel Expense lManagerient
Reports:

(1) Project Funds Management Record/Organization

Cost Center Record (PFMR/OCCR) Status Report

and Reconciliation

(2) Project Punds Management Record Report (PFIMR
Report )

(3) Daily Document Register
(L) Stock Fund Sales and Returns Analysis

(5) Orgenization Cost Center Due-Out List (OCCR
Due-Out List)

(6) Organization Cost Center Record List (OCCR List)

The first two reports are designed for the responsibility
center manager, while the other fowr are designed for the
cost center manager.

Project Fund lanagement Record/Orgenization Cost Center
Resord Status Report and Reconciliation

The Project Fund Management Record/Organization
Cost Center Record (PFHR/OCCR) Status Report and Recon-
ciliation, as illustrated in Figure 7, containg a list of
the cost centers and their respective supply and equipment
funds status for each responsibility center. The responsi-

bility center mangger can request this report whenever
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needed. The Fund Target less the Net Issues (issues less
turn-ins) results in the Balance of funds available fcr
further purchases. fThe Due-Outs are those items currently
on back order with the stock fund. Therefore, the dollar
value of available funds for further purchases is actually
the difference between the Balance and the Due-Quts. It must
be realized, however, that certzin due-out back orders may
arrive in the next f{iscal period and others may ultimately
be cancelled entirely. Thus, cost center managers must be
cognizant of the status of due-outs to avoid over or under
expenditures of necessary funds. For example, should the
balance of funds available for expenditures reach zero, any
due-outs to that agency could not be issued vwhen the goods
are received, lioreover, the due-out would be cancelled and
the item would become available to any other agency wanting
the item and possessing the funds., This condition can cause
the stock fund inventory position to be in excess as well as
jeopardize the mission of the reaquisitioning cost center.
Managers can avoid this situation by cancelling due-outs
before they arrive on the base or by sécuring the additional

funds needed to pay for these items.

Project Fund Menagement Record Report

A somple Project Fund Management Record (PFHR)
Report is illustrated in Figure 8. The purpose of this
report is in the monitoring and validating of changes in the
budget targets of the operating cxpense budget carmarked for

purchagses of wmatericl from bthe steck fud,  The roeport
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5
reflects the total operating buds t terget and funds status

currently stored in the computer for a particular responsie
bility center. The Accounting and Finance agency must
monitor the accuracy of this report whenever there are fund
transfers or revisions by operating budget mansgers. This
report is not periodically produced, but is generated to

verify data in the PFMR whenever budget targets sre changed.

Daily Document Register

The Daily Document Register, issued every day, is
primarily used by the cost center manager to review the
transactions processed that day against his account., Figure
9 depicts an abbreviated example of the report. The actual
length of the report can be several pages long one day and
only a few line entries the next because it reflects those
items transferred and recorded during a particular pusiness
day. The report lists each transaction within a cost center
to include the shop code, item stock number with related
information (such as the unit of issue, nomenclature, quan-
tity, extended cost and work order number), and the budget,
supply and transaction codes,

The budget code is a single number between one and
nine identifying the nature of the transaction. Another
transaction code is the Transaction Identifier Code (TRIC),
which is also called the Document Identifier Cods. This
code indicates what type ol transaction occurred in a three
digit alpha code. The more commnon codes deal with issues

(ISU), due-oubs (L), ¢nd twn-‘Ls {F2). %oreiber thesec
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ccdes allow the cost center mansger. to identify the exact
nature and type of transaction and its related effect on the
fund's status. This report, then, gives the manager the
opportunity to research problems and monitor materiel ftrans-

actions on a daily basis if desired.

Stock Fund Sales and Returns Anelysis

The Stock Fund Sales and Returns Analysis report is
depicted in Figure 10. This report is produced when re-
quested by the cost cenber manager. A summary of all transe-
actions affecting sales and returnsg of stock fund items is
shown by Federal Supply Group (FSG), which is a commodity
clasgification used to group federal supply classes that are
homogeneous‘1 Thusg, the manager can ascertain in which area
the majority of funds are being expended. If the manager
must reduce spending to remain within budget limitations,
knowledge of the higher buying categories allows the manager
to focus his attention where the highest potential savings
csn be made. The salss, returns, and net totals in both the
supplies and equipment categories are shown by organization,
Analysis of the report can be extremely beneficial to the

cost center manager in the prepgration and justification of

budget requests.

1y.S. Dapartment of the Air Force, AWM 178-6, p.
5-21,
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Organization Cost Center Due-Out List

The Organization Cost Center Due-Out List is
illustrated in Figure 11l. All of the organization's due-
outs are listed as to whether their status is firm or memo.

A firm duve-out is representative of an item for which im-
mediate supply was not available, but for which a source of
supply has been established and action has been taken to
procure the item. A memo due-out represents an item for
which immediate supply was not available and further action
is being taken to verify fhat the requisitioner has funds
available to pay for the item, is authorized to procure it,
and that a supplier can be found. The cost center manager
mugt monitor all memo due-outs to insure that positive actions
are being taken to procure those items that he still requires.
Firm cdue-outs must also be carefully monitored to insure that
a valid requirement still exists for the items listed. As
shown in Figure 11, a certification of valid need for the
items is required from the cost cenbter manager.,

It is important to monitor the due-out list to in-
sure that items have not heen accidenéally cancelled and that
excessive back order delays have not been incurred. Ansalysis
of the Organization Cost Center Due-Out List in this manner
will provide the cost center manager with an indication of
the trend of supply support he is receiving. Supply diffi-
culty letters can be generated and justified due to exces-
sive back order delays or accidental cancellations of orders.

Although such letters do not guerantee faster delivery
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times, they do tend to insure that“appropriate attention is
being provided in order to procuée the items that have been
ordered. An effective cost center manager must insure that
21l availeble and appropriate supply actions ere being taken
to provide his organization with thosc materiels required
for the successful accomplishment of the cost center's
migsion.

The Organization Cost Center Due-Out List is avail-
able on an "as required" basgis. Generation of the report is
recommended at a frequency not to exceed twice per month
since any changes in the status of a due-out would be re-
flected as a due-out release (DOR) or due-out cancellation
(DOC) in the Daily Document Register. The Organization Cost
Center Due-~Out List reflects the document number, the stock
number, type of item, unit of issuwe, the Expendibility-
Recoverability-Repairability-Category (EKRC) code, request-
ing shop,.cost, and due-out status. This is the only listing
providing detailed information on the status of existing

due-~outs from the stock fund.

Organigation Cost Center Record List

The Organization Cost Center Record (OCCR) List,
as illustrated in Figure 12, is the last of the Materiel
Expense lManagement Reports. This report is designed for the
joint use of the Chief of Supply, Accounting and Finance
materiel accounting section, and the cost center manager.
The report includes an indicative data section which de-

scribes in detaill the nailwre of Line orgunizacicen, A
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Pinancial Summary" recaps the OCCR status from fund target,
net issues, and balance of due-outs for both supply and
equipment monies. A glance at this section indicates whether
or not enough funds are available to pay for existing due-
outs. This is very significan?{ because the supply computers
are prograrmad to cancel issues if funds are not available
and sell the item to someone else, or declare the item sur-
plus tgnthe stock fund recquirements and direct transfer of
the item to Redistribution and Marketing for disposal. This
is not only costly to the Air Force, but detrimental to the
cost center's mission since it must now re-requisition the
items snd repeat the ane-out cycle.

A historical summary of the materiel financial
transactions for the cost center appecars on the right side
of the report. The first section reflects the net issues
during the current fiscal year which have been charged
against the operating budget. All costs are shovn by the
Element of Expense Investment Code (EBIC), which identifies
what types of resources were used.1 The second section
shows those net issues of the current ycar that were not
charged against the operating budget. The final section
reflects the net stock fund issues made to date for the

current month.

lU.S. NDepartment oi' the iy Force, Toiilts, AFH
178":{, po 2"100
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Summary of lMateriel Expense lanagement Reports

The Materiel Zxpense iianagement reports are in-
tended to provide the responsibility and cost center managers
with the tocls they need to evaluate how effectively their
resources are being consumed. The Organization Cost Center
Record List presents a concise picture of the current status
of funds and the nature of expenditures. The Stock Fund
Sales and Returns Analysis indicates the net expenditures to
date by Federal Supply Group, while the Organization Cost
Center Due-Out List depicts the status of items on back
order. The Daily Document Register is a journal of each
transaction affecting the status of requisitions and back
orders, thus making available to the manager a source for
verification and control of the activitics funded by his
cost center. The Project Fund Management Report/Organi -
zation Cost Center Status and Reconciliation and the Project
Fund Management Record provide in surmary fashion the total
materiel activity to date and the authorized funding levels,
respectively. Total dollar values reported can be compared
from one report to another as an accurécy check. Figure 13
surmmarizes the different types of information that can be

found ir the various Materiel Expense Management Reports.
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Chapter 6

COMPARATIVE ANALYSIS OF THE CURRENT MANAGEMANT

REPORTS AND mVALUATION CRITERIA

S ien T,

Introduction

> 5 -
- A i s 0 S It S LI AR - 3 rm

The purpose of this chapter is to compare the
wing/base level management reports with the evaluation
criteria developed in Chapter L. The criteria were defined
ags the fundamental characteristics of management reports that
aid operating managers in the effective and efficient utili-
zation of resources. The current wing/base level menagement

reports were described in Chapter 5 to provide a basis for

comparigon. The compsrison of the current menagement reports
with the evaluation criteria is made in order to test the
following hypothesis:

The current wing/base level management reports
resulting from Project PRIMZ possess the fundamental
characteristics o' management reports that aid
operating managers in the effective and efficient
utilization of resources.

Both the Management Reports from the Accounting

System for Operations and the Materiel Expense Management
Reports seek to provide the wing/base level manager with
the information necessary to plan for and control th¢

utilization of available resources. These two categories

of reports together comprise the reporting system to be

86
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evaluated. Although the crifaria that have been developed
are general in nature, they will now be specifically applied
to the Wing/Base Level Reporting System in order to determine
the validity of the hypc'iesis. This will be accomplished
by stating each criterior. and then comparing the reporting
system directly with it. A conclusion of satisfied, par-
tially satisfied, or ncl satisfied will be drewn for each

criterion,

Applicatic: of Criteria to the Viing/Base

i~vel Reporting System

1. The Reporting S /~tem Should Provide Timely Information
to the User

Satisfied

In general, timely information is any ingormation
that reaches the decision-maker in time for him.to evaluzte
it, determine &« course of action, and implement that ection
in order to attein the desired effect before the problenm
becomes unmanageable. The reports within the Wing/Base
Ievel Reporting System are generated at frequencies ranging
from everyday for the Daily Document Register to only when
requested for the Project Fund Management Report. The more
significant reports such as the Cost Center Report and the
Responsibility Center Report are normally produced monthly.
However, any or all reports can be produced on an "és
required" basis within a day. This near instantaneous

generation of the management reports gives the manager
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flexibility to request and.utilize the reports as the
situation dictates.l

For example, the Organization Cost Center Due-0ut
List, which lists all firm and memo due-outs currently
reflected in the supply channel, is generally produced
semi-monthly. This frequency is enough to satisfy manage-
ment's needs under normal circumstances. HLowever, as the end
of a fiscal year approaches, the cost center manager would
require this report more often for two reasons. First, he
must have sufficient.funds available to purchase those due-
outs arriving prior to the end of the fiscal year. Second,
the manager must have sufficient funds available for the
purchase of current migssion requirements. By receiving the
report more often, the manager is better able to accurately ;
estimete how much funds are required to meet the arriving '
due-~-outs while still keeping sufficient funds available to
meet current demands. Thus, the reporting system has aided
the manager in determining "how much is enough" by providing

him with timely information.

Ao e e Ao T e gt e s

2. The Reporting System Should Provide Accurate Information
to the User

e e araan

Satisfied
Accurate information, like timely information, is

dependent upon the relevant circumstances of the situation.

lmere is a problem, however, with the use of "cn
demand" reports that ghould be mentioned. DManagers must be
aware that certain raporis will nov be output unless they are
requested and must lmow wnen To r.wcueav tnese Youn don ndt pes
ports., Otherwise, tho reports will serve no ugoful purpose.
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As James A, Huston states: ". ., . unless the informatiocn
is accuratec, relevant, and current it serves no purpose."l
From the manager's vieuwpcint, information is accurate only
when it truthfully reflects the resources consumed in
accomplishing organizational objectives. The degree of
accuracy is also a matter of concern to the manager. The
information nceds to be accurate only to the extent that it
sufficiently serves the manager'!s purposes.

In the Air Force supply system, a computer generated
document is prepared to account for the transfer of materiel
items tc the requisitioning agency. The same document re-
flects the stock number, description, and cost of an item
for charging expenses to the various cost center accounts.

The accuracy of the nateriel expenditures can be verified
provided the recipient compares the items he receives with
the items described on the issuing dcocument at the time of
delivery. As already noted, the Daily Document Register
reflects all of the materiel items charged to an organization.
The manager can verify the mathematical accuracy of the
reports by comparing the expense figuré on his copy of the
issuing document with the corresponding entry in the report.
The computer compiles the materiel expenses of each organi-

zation and uses them as the basis for the dollar costs shown

on other wing/base level financiel reports.

lJames A. Buston, The Sinews of Var: Army logistics
1775-1953 (Washington: Government Printing Office, 1966),
p. 667.
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In the non-materiel areas such as civilian personnel
and temporary duty (per diem) costs, the Accounting and
Finance agency charges the appropriste cost or responsibility
center for the actual smcunt of the expenses incurred. How-
ever, in the military personnel area, expenses are based on
a standardized rate of cost for each assigned grade.l

The wing/base level reports reflect the dollar
amount of the expenditures in each area rather than the
exact dollar and cents cost. This practicse of eliminating
cents values on reports is called whole-dollar reporting and
is widely used in financial reporting.2 The lack of exact
precision in the repocrts does not detract from their useful-
ness to the manager since the further degree of accuracy
that cents would provide does not materially change the
gignificance of the expenditures.

3. The Reporting System Should Provide Understandable
Information to tie User

Partially Satisfied

Pinancial reports are communicative devices which
geek tc present the reader with a clear* and concise rzpre-
gentation of the situation., As Bower, Schlosser and Zlat.

kovich state: "Reports should be clear and complete . . .

lU.S. Department of the Air Force, Regource
Maneger's Handbook, Air Force Manual 178-6 (Washington:
‘Government Printing Office, 1969), Marech 31, 1969, p. L-3.

2Bower, Schlosser and Zlatkovich, Financial
Information Systems, p. U7.
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| (and) must be written so as to prevent misunderstanding."l
The wing/base level menagement reports present the cost and
. responsibility center managers with a reasonably under-
standable picture of their expenditures. Although each

report is designed to serve a different purpose, a common

thread runs throughout the reporting system since each

- lwu'. e

report reflects activity in terms of dollar costs. The
dollar unit serves as a common denominator that enables and
facilitates the joint use of different reports.

Several of the re;ports2 contain columnar headings
and line entry descriptions that are easily understood by
the user. However, other reports contain numerous codes,

ii abbreviations, and acronyms that obscure the significance of
the material presented. A prime exemple of this is the

PFMR/OCCR Status Report and Reconciliation report. ¥rom

T2 TS D BT

this report title alone, you may or may not recognize this

T

as the Project Fund Management Record/Organization Cost

iy

PR
N Ak

Center Record Status Report and Reconciliation.3 Other

problem areas are in the use of abbreviated line entries

)

4 such as "GSP EEQ SF BEMO EQ", which represents "General

Support Stock Fund, Base Equipment Management Office

Q{ 1Bower, Schlosser and Zlatkovich, Financial

Information Systems, pp. 233-23lL.

2Responsibility Center Report, Wing/Base iianagement
Report, Project Fund Management Record Report, Stock Fund
Sales and Returns Analysis, and Organization Cost Center
Record List,

3'I‘his report contains the rupply and eguipment funds
status of each costu cenler within a responsibility center,

S ——v—
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Equipment" and sppears on the Cost Center Repori. Further-
more, this abbreviation doesn't match very well the words it
is intended to represent, Also, the Daily Document Register
includes a significant smount of unidentified coded data as
illustrated in Figure 9, page 76. In comparison, the
Organization Cost Center Due-Out List, as illustrated in
Figure 11, page 80, contains a sufficiently identified docu-
ment mumber consisting of four types of coded data.

Some ~»f these problems could bs alleviated by
relatively simple changes in the reporting format while
others would be much more difficult to correct or improve.
For instance, the Proﬁect Fund Management Record/Organization
Cost Center Record Status Report and Reconciliation could
easily be improved by the sddition of one line of heading
substituting a clear text title for the abbreviated title.
On. the other hand, the Organization Cost Center Due-Qut
List and the Daily Document Register would :equire major
changes in report structure in order to replace abbreviations
with clear text and to provide appropriate columnar head-
ings, respectively. The important difference is that there
is a point at which attempts to simplify and improve the
reports must cease, end action taker to increase the user's
capacity for understanding the information presented in the
reports. Taken together, the wing/base level reports
partially satisfy the criterion of providing understandable
information to the user., The reporting system's chief

strength lics in the use of the coimon denominator of dollur
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measurement, while its major weakness is in the sxceszive
i
use of acronyms, abbreviations, and codes.

lt. The Reporting System Should Provide for Measurement of
the Activity Beins Managed

Satisfied

The Ving/Base Level Reporting System measures the
performance of cost centers and responsibility centors in
terms of the dollar costs incurred in the use and con-
sumption of resources. Examination of the Cost Center Re-~
port, the Responsibility Center Report, and the Wing/Base
Management Report revealg that resource consumption by
element of expense, by cost center, and by responsibility
center, respectively, is measured in dollar units.
Similarly, all the Materiel Expense Management Reports
measure transactions involving supplies and equipment in
terms of dollar costs.

Dollar units are acceptable as a measure of the
performance of an activity for several reasons. First, a
dollar measuring unit permits the addition of things or
smounts for reporting purposes. A typical activity uses
materials, equipmont, and manpower in its operation. The
performance of the activity could be stated in pounds of

raw materials consumed, hours of labor incurred, units of

output produced, or other sliilur measures. However, putting

such varied wnits &ll together in one roport would be ¢ n-
A
fusing. Although such a report would bo entirely cor%ect

from a descriptive polint of wview, there would be no way to
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add thesge different units in a numerical sense. In terms of

the types of decisions and actions that are involved, it is

more meaningful to express the performance of the activity

in a common denominator, dollers. Second, a dollar measuring

unit facilitates the comparison of one thing with anothor.

For example, a manager may be considering the substitution

of one raw material fo. enother. It can be readily de-

termined that an expensive material will actually cost less

than an inexpensive material only when the savings and ad-

vantages of reduced worker time, eiectricity, or storege

space are expressed in terms of doilars. Finally, the use

of a dollar measuring unit facilitates mathematical analysis

and computation. For instence, the apggregate operating costs

may be divided by units of output to establish a unit cost.

Or the amount of materials requisitioned may be added to the

amount already on hand minus what has been used in ordus to

establish what should be on hand now. In short, financial

data may be combined or related in various ways to establish

bases for interpretation, comparison, or forscasting future .

results of operations.l

- Although the dollar is generally acceptable as a
it of measurement, it has several draubacks which should
be recognized. A dollar today does not have the same value
ag o dollar did yesterday or will have tomorrow. The dollar,

as with any unit of measurement, can be distorted by

lVatter, Accounting ileasurcmenta for Financial

Repo-ts, pp. l1-6.
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individuals te their oun personal &dvantage.l

rienagers
must be resistant to attempts by individuals within the
organization to distort the mecasure. For example, a trans-
portation manager may cut back on bench stock fills or limit
the amcunt of maintenance performed in the motor pool as the
end of *he fiscal yecer epproaches and budgeted funds become
scerce. While these actions may help the mansger to remain
within the budget, their total effect on the organization
may be extrcmely detrimental, Flight line maintenance end

supply delivery vehicles may be reduced to a critical status,

thus negatively affecting the entire wing/base operation.

5. The Reporting Svstem Should Provide Information for the
Planninm Froccess

Partially Satisficd

Managers must plan for the allocation of men,
materiel, equipment, and facilities in accomplishing organi-
zational objectives. Basically, plaming involves deciding
what to do, how to do it, and when to do 1t.,° The Wing/Base
ILevel Reporting System partially satisfics the manager's
requirements for plaming information. The manager is pro-
vided with some very important information for the dgvo}op-

ment of planning premiscs. The ianagement Reports {rom the

1Georgo C. Hoerngren, Accounting for lManagement
Control: An Introduction (inglewood Cliff{s: Prentice-Hall,
Ine., 19065), p. 296.

1. #. Schwartsz, "KIS Plenning," Datamntion, XVi
Soptember 1, 1970), v. L.
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Accounting Syster: for Operations provide the manager with

information on the consumption of manpower and materiel re-
sources and the budgetary fund balances which can be applied
to the various resources. Furthermore, managers =an see how
actual expenses compare to approved budget allocations. The
Materiel Exyense Management Reports provide the manager with
de®ailed irformation on bthe use of supplies and equipment
resources.

The Ving/Base Level Reporting System is useful to

- the mansger in the formulation of budgets. DBudgets are a

very important type of plan to the militery manager. The
budget of a govermmental body is largely restrictive in
nature, imposing upper limits on expenditures for various
purposes which have been approved by the legislature. Gen-
eral business budgets, on the other hand, are an expression
of standards as to the best means of achieving certain ob-
jectives under the conditions that are expected to prevail

1 The naturo.

during the period to which the budgets relate.
of governmental budgets parbtially explains the heavy
emphasis on funds control that is found in the Wing/Base
Ievel Reporting System.

In order to aid managers in the preparation of
plans, the management reporting system should provide in-

formation which relates past expenditures to the conditions

1Gordon Shillinglaw, Cost Accounbting: Analysis and
Control (Homewood: Richard D. lrwin, Inc., 1961), ». 31.
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which caused the past data. to behave as they did.l While

the VWing/Base lLevel Reporting System provides information
on past and current operating performance, resourcse con-
sumption, and financial position, it does not relate these
factors to the accomplishments of the organization. In
other words, the reports do not show the manager what he did
with the resources he consumed. Such a condition hinders
the planning process since the plans developed by the man-
ager must be based on an analysis of the resource inputs
end the organizational outputs to which they relate.2

The Wing/Base Level Reporting System provides useful
information for the development of planning premises and
budgets. However, since plaming is hindered by the failure
to relate resource inputs to organizational outputs, it must
be concluded that the criterion of providing information on
the plamning process is only partially satisfied.

6. The Reporting System Should Provide Information for the
Control Frocess

Not Satisfied

The Viing/Base Lavel Reporting System does not
facilitate management control. The contrcl process re-
quires (1) the establishment of standards, (2) the meas-

uwring of pefformance against these standards, and (3) the

lLeon E. Hay, "what Is An Information System?"
Pusiness lorizons, Volume XIV, Number 1, February, 1971,

p. 67.

2Shillinglaw, Lost Accounting: Analysis and Control,
po 23. N
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correcting of deviations from standards and plans. The

Wing/Base Level Reporting System adequately measures the
performance of an activity, but it does not report stand-rds
for use by management in making comparisons. The com-
parison of actual performaence sgainst a standard was pre-
viously identified as the essence of control.

An anslysis of the Management Reports from the
Accounting System for Operations reveals a somewhat feeble
attempt to provide the manager with standards from which he
can make comparisons and quickly spyct significant deviations
from the plan. By calculating "percentege norms" for the
specific time period involved, the manager can supposedly
make meaningful comparisons with his actual performance.

The "percentage norms" are available from the base budget
officer and not actually printed on the reports. They are
merely expressions of the percentage of time that hgs elapsed
in relation to the current semi-annual period and to the f{ull
fiscal year. For instance, the "percentage norms" for re-
ports as of 31 October would be 66 2/3% of the cumulative
guarterly programs (July-December period) and 33 1/3% of the
full annual program. However, these norms are of little if
any use in actual practice. The calculation method assumes
that resource consumption is evenly distributed througiout
the year. In other words, seasonal factors and increases

or decreases in mission operations are disregarded. There-
fore, these norms cannot be considered standards.

The Viing/Basc Level Reporting System fails to provide
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the manager with meaningful standards on which he can base

comparisons in evaluating organizational performance. The
manager must construct standards intuitively each time he
exsmines the reports in search of deviations from the plan.
Therefore, it must be concluded that the Wing/Base Level
Reporting System does not satisfy the criterion of pro-
viding information for the control process.

7. The Reporting System Should Provide Information on
Trends

Partially Satisfied

Managers are made aware of trends when current
performance is reported in proper relationship to previous
experience, Ideally, reports should include the following
types of information each time they are output to mansge-
ment:

1. Historical activity for the preceding six to
twelve reporting periods.

2. OCurrent period activities.

3. Cumulative results.l _

The outputs of tho Wing/Base Level Reporting System
include information on the current period's performance ag
well as cumulative totals for the quarter and the year.

The manager gets some indication of the trend of expendi-

tures by analyzing the cumulative totals and current

Ipor example, the Air Forcc Logistics Command D056
Product Performance Reporting System reports tronds in an
excellent manner. In addition to (lose Ieatures rMenticned
above, the D056 reportine sysben +lso inlormias the vendiv in
narrative form of the nature of the trends being cvaluated.
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activity., liowever, he does not get a complete picture of

related performance in the past since the reports do not
include the historical performence of previous periods. The
inclusion of historical data on the reports is a very de-
sirable feature that facilitates the observation and analysis
of trends. Of course, the manager is not precluded from
saving the reports for file reference or charting the infor-
mation over time if he is so inclined. For these reasons,
the Wing/Base Level Reporting System only partially satisfies

the criterion of providing information on trends.
Surmery of Comparative Analysis

The results of the evaluation of the Wing/Base Level
Reporting System arc surmarized in Table 1, where each
report is individually rated against each criterion. The
conclusions drawn for the two report categories and for the
overall Wing/Base Level Reporting System are based on the
arbitrary decision rules stated in Chapter 2.

Two reports from the Materiel Expense Management
Report category, the Project Fund Manégement Record Report
and the Daily Document Register, were considered "not
applicéble" for rating against the criterion of providing
information on trends. The Project Fund Management Record
Report is issued only when budget targets are changed in the
operating expense budget of an activity. This report is
primarily a verification device for the monitoring and

validating of the budmet target chanpes and is not intendod
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to provide information on trends. The Daily Document Regis-
ter also is not intended toﬁprovide information on trends.
This report is primarily used by the cost center manager to
review the nature and type of materiel transactions that
occur on a particular business day.

It can be seen from Table 1 that the Wing/Base Level
Reporting System falls to satisfy the criterion of providing
information for the control process. Therefore, the
hypothesis must be rejected since the VWing/Base Level Report-
ing System fails to satisfy or partially satisfy all the

evaluation criteria.
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Chapter 7

SUMMARY AND CONCLUSIONS

The purposc of this thesis was to define the
characteristics which should be found in a reporting system
that alds mansgers in the effective and efficicnt use of
resources and to determine the extent to which the Wing/Base
fevel Reporting System meets these characteristics, ?he
characteristics which should be found in a reporting system
were developed through a comprehensive review of the liter-
ature pertaining to the areas of management reporting and

management information systems. Thesc characteristics be-

come the criteria by which to evaluate the Wing/Base Level
Reporting System.

i The major emphasis in the literature review was

placed on matorial relating to management information systems
in the commercial business sector. The literature from
gevernmental and military sources primdrily provided back-
ground information and descriptive material. This approach
could be taken because both public and private agencies are
concerned with the effective and efficient use of resources
in the accomplishment of organizational objectives. Despite
the diffeorences that do exist between nonprofit organizations
and profit-oriented companies, the reporting svstem for each
type should share the same basic cheracteristics.

103




Summary

The Department of Pefense has developed various
resource management systems which are oriented to the needs
of managers at all levels. In particular, a reporting
structure to aid Air Force wing/base level managers in the
effective'and efficient use of resources has been established
as a result of Project PRIME. The Wing/Base Level Reporting
System consists of the Management Reports from the Accounting
System for Operations and the Materiel Expense Management
Reports,

The baslic problem addressed in this research“was a
test of the hypothesis that the current wing/base level
management reports resulting from Project PRIME possess the
fundamental characteristics of management reports that aid
operating managers in the effective and efficient use of
resources. Several actions were taken in order to test
this hypothesis. First, a definition of the characteristics
which should be found in management reports thet aid man-
agers in the effective and efficient use of resources was-
formulated (Chapter L). Next, a description of the manage-
ment reports currently utilized at Air Force wing/base level
as a result of Project PRIME was prepared (Chapter 5).
Finally, an evaluation of the Air Force wing/base level
management reports was accomplished through comparison with
the characteristics which should be found in management re-
ports that aid fun.titional managers in the effcctive and

efficient use of resources (Chaptee 6).




Conclusions

An examination of the literature pertaining to
management information systems and reporting systems pro-
vided the bégis for the criteria which were used to evaluate
the wing/begz level management reports. The criteria are:

l; The reportirg system should provide timely
information to the user.

2. The reporting system should provide accurate
inforﬁation to the user.

3. The reporting s»'stem should provide understand-
able information to the user.

li. The reporting system should provide for measure-
ment of the activity being managed.

5. The repcrting system should provide information
for the planning process.

6. The reporting system should provide information
for the control process.

7. The reporting system should provide intormation
on trends.

Each of the criteria was considered of equal importance for
evaluation purposes. Furthermore, i% was decided that the
Wing/Base level Reporting System must satisfy or partially
satisfy all the criteria in order to accept the hypothesis.

It was concluded that the Wing/Base Level Reporting
System satisfies the criteria of providing timely infor-
mation (Criterion Number 1), providing accurate information

(Criterion Number 2), and providing for measurement of the
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activity (Criterion Number l). Howevor, the hypothesis must
be rejecﬁed because the Wing/Base Level Reporting System
fails to satisfy to any extent one criterion. The criterion
of providing information for the control process (Criterion
Number 6) was not satisfied. The Wing/Base Level Reporting
System fails to preovide the manager with standards on which
he can base comparisons in evaluating organizational perform-
ance. It was pointed out in Chapter L. that standards are
necegsary for the contrel process.

Though not contributing to rejection of the
hypothesis, several areas of weakness were indicated by the
criteria which were only partially satisfied. The Wing/Base
Level Reporting System only partially satisfied the criteria
of providing understandable information to the user (Cri-
terion Number 3), providing information for the planning
process (Criterion Number 5), and providing information on
trends (Criterion Number 7). The Wing/Base Level Reporting
System mekes extensive use of codes, abbreviations, and
acronyms that obscurc the meaning and significance of the
information presented. Furthermore, the Wing/Base Level
Reporting System does not relate resource consumption to
the accomplishments of the organization. It was explained
in Chapter 6 that such a condition hinders the planning
process since the plans formulated by the manager must be
based on an analysis of resource inputs and the organi-
zubional outpute to which they relate. Finally, the

Wing/Base Level Reporting System doecs not include infeor.iaticn
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on the historical performance of previous periods. Trend

analysis is facilitated when the manager is provided infor-
mation on historical performance, current activity, and
cumulative rosults. The omissioﬁ of historical performance
makes it difficult for the manager to get a complete picture
of related perforizence in the past.
The Wing/Base Level Reporting System is weak in the
areas of understandability, planning information, and trend
information. These deficiencies can and should be corrected \
through relatively mipor changes in the computer programs E

and data files used to generate the reports.
Recommendations for Further Study

The failure to incorporate standards into the
Wing/Base Level Reporting System is a serious deficiency.
Action will ultimately have to be taken to correct this
deficiency if the system is to be used successfully by Air
Force managers. This problem can be resolved, however it

was beyond the sceope of this research.
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