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MANAGEMENT CONTROLS IN INDUSTRY 

28 J a n u a r y  1957 

ADMIRAL DEUTERMANN:  Good m o r n i n g .  Th i s  m o r n i n g  we a r e  going  

into M a n a g e m e n t  C o n t r o l s  in  I n d u s t r y .  You have  the b i o g r a p h y  of o u r  

s p e a k e r ,  so I n e e d  not  dwel l  on i t .  I would  l ike  to ca l l  you r  a t t e n t i o n  

to the f ac t  that  t h e r e  is  i n t e g r a t i o n  and un i f i ca t ion  in i n d u s t r y  too.  M r .  

Dav i s  was  wi th  Cad i l l ac  in  G e n e r a l  M o t o r s  f o r  21 y e a r s  and then  he 

sh i f t ed  o v e r  to F o r d .  He h a s n ' t  any s c a r s  o r  any th ing  on  h i m .  He had  

a few y e a r s  in  the p r o c e s s  at Avco C o r p o r a t i o n ,  but  i n d u s t r y  had  no bad  

r e a c t i o n  on  h i m .  

I a m  happy  that  he  is  wi th  F o r d .  I bought  f ive  s h a r e s  of F o r d .  It m i g h t  

sound  p idd l ing ,  but  i t  is  v e r y  s e r i o u s  to m e .  In 1929, w h e n  I was  an 

ens ign ,  I bought  $20 w o r t h  of D e t r o i t  A i r c r a f t  and two days  l a t e r  the 

m a r k e t  e v a p o r a t e d .  I w r o t e  s e v e r a l  i n q u i r i e s  o v e r  the y e a r s ,  

P o s t  Of f ice  a lways  c a m e  back  and sa id ,  "No a d d r e s s e e  h e r e , "  

th ing  of that  k ind.  

into the m a r k e t .  

and the 

o r  s o m e -  

Af te r  30 y e a r s  had  e l a p s e d  I thought  I would  go back  

The  K r e m l i n  is  s t i l l  c a l l i n g  m e  a cap i t a l i s t ,  so I w e n t  
. 

and bought  f ive  s h a r e s  of F o r d .  

I ge t  a $3 c h e c k  e v e r y  3 m o n t h s .  

T h e y  have  b e e n  v e r y  loya l  I and fa i th fu l .  

I was  t ry ing  to p r o b e  the s p e a k e r  th is  m o r n i n g  about how the p r o s p e c t s  

a r e  th is  y e a r ,  b e c a u s e  i t  t akes  p a r t  of m y  n a t i o n a l  p l ann ing  in.  The  



I n d u s t r i a l  C o l l e g e  h a s  b e e n  a g r e a t  one  f o r  c e m e n t i n g  r e l a t i o n s  wi th  

i n d u s t r y ,  and I h a v e  b e e n  c e m e n t i n g  t h e m  so h a r d  wi th  f ive  s h a r e s  

h e r e  and t h e r e  that  m y  bank  told m e  I have  r u n  out  of c e m e n t  now.  

T h i s  i s  o u r  s p e a k e r ' s  f i r s t  v i s i t  to the C o l l e g e .  C o m i n g  as  he  d o e s  

a s  the V ice  P r e s i d e n t  fo r  M a n u f a c t u r i n g  at  F o r d  M o t o r  C o m p a n y ,  we 

a r e  i n d e e d  f o r t u n a t e  to have  M r .  Dav i s  h e r e .  He wi l l  t a lk  on M a n a g e -  

m e n t  C o n t r o l s  in  I n d u s t r y .  M r .  D a v i s .  

M R .  DAVIS: T h a n k  you,  A d m i r a l .  I cou ld  h a v e  go t t en  you  s o m e  

A m e r i c a n  M o t o r s  s t o c k  y e s t e r d a y  a t  a b a r g a i n  p r i c e .  The  guy tha t  

took m e  th rough  the Cap i to l  B u i l d i n g  wan ted  to s e l l  m e  1, 000 s h a r e s  

wi th  t h r e e  m o n t h s  to s h a r e  off.  I d i d n ' t  buy  any .  

Good m o r n i n g ,  g e n t l e m e n .  
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M A N A G E M E N T  C O N T R O L S  IN INDUSTRY 

Sa lu ta t ion  

I a m  p l e a s e d  tha t  you have  inv i t ed  m e  h e r e  t oday  f o r  two r e a s o n s .  F i r s t ,  I 

c o n s i d e r  it an hono r  to have  th is  o p p o r t u n i t y  to c o n t r i b u t e  to a p r o g r a m  so  

v i t a l  to our  n a t i o n ' s  s e c u r i t y .  Second,  a s  a m e m b e r  of m y  C o m p a n y ' s  m a n -  

a g e m e n t  t e a m ,  I a l w a y s  w e l c o m e  the c h a n c e  to t e l l  a l i t t l e  of the F o r d  S to ry .  

P u r p o s e  and S c o p e  of M a n a g e m e n t  C o n t r o l s  

I have  b e e n  a s k e d  to d i s c u s s  the  s u b j e c t  of " M a n a g e m e n t  C o n t r o l s  in I n d u s t r y " .  

Th i s  is a b r o a d  s u b j e c t ,  h ~ t  a t  the r i s k  of o v e r s i m p l i f i c a t i o n  I wi l l  s a y  tha t  

c o n t r o l  of a b u s i n e s s  is b a s i c a l l y  an  a d m i n i s t r a t i v e  func t ion ,  a l t hough  m a n y  

s p e c i a l i z e d  v e r s i o n s ,  s u c h  a s  cos t  c o n t r o l ,  h a v e  evo lved .  

The  p u r p o s e  of a good c o n t r o l  s y s t e m  is  to g ive  d i r e c t i o n  to the  b u s i n e s s  by 

c l e a r l y  e s t a b l i s h i n g  i ts  g o a l s ,  to d e v e l o p  m e a n s  by  which  it  can  r e a c h  t h o s e  

g o a l s ,  and to m e a s u r e  p r o g r e s s  t o w a r d  t h o s e  g o a l s .  Of c o u r s e ,  when I t a lk  

abou t  s e t t i n g  goa l s  and showing  how to r e a c h  t h e m ,  I ' m  t a l k i n g  abou t  the 

l e a d e r s h i p  tha t  M a n a g e m e n t  m u s t  g ive  to the p e o p l e  who r e a l l y  m a k e  up a 

b u s i n e s s  e n t e r p r i s e  - -  i t s  e m p l o y e e s .  

T o d a y ,  good m a n a g e m e n t  c o n t r o l  i s  m o r e  i m p o r t a n t  than  e v e r  due to the p r e s e n t  

t r e n d  t o w a r d  m o r e  d e c e n t r a l i z a t i o n ,  d i v e r s i f i c a t i o n  of p r o d u c t ,  and e x p a n s i o n .  

Many  new s y s t e m s  a r e  b e i n g  t r i e d  out. S o m e  c o m p a n i e s  have  se t  up s t a f f  g r o u p s  

which  r e p o r t  d i r e c t l y  to the  b o a r d  c h a i r m a n ,  whi le  the  p r e s i d e n t  m a n a g e s  t h e  

d a i l y  b u s i n e s s  of l ine  o p e r a t i o n s .  
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M a n a g e m e n t  by c o m m i t t e e  is  b e c o m i n g  popula r .  In one case ,  a l l  execu t ive  off ice  

heads  s e r v e  on s e v e r a l  i n t e r l ock ing  c o m m i t t e e s ,  which  r e p o r t  to a top execu t ive  

c o m m i t t e e .  T h r o u g h  t h e i r  c o m m i t t e e  work ,  execu t i ve s  l e a r n  m o r e  about  each  

o t h e r ' s  a c t i v i t i e s .  Majo r  d e c i s i o n s  a r e  m a d e  by v a r i o u s  g r o u p s  r a t h e r  than  by 

indiv idual  o f f i ce r s .  The  i n fo rma t ion  on which  d e c i s i o n s  a r e  b a s e d  b e c o m e s  g roup  

i n f o r m a t i o n  which  is  m o r e  quickly  d i s s e m i n a t e d  th rough  the  company .  

A new kind of m a n a g e m e n t  m a n  - -  the o rgan iza t iona l  p l a n n e r  - -  is  work ing  to bu i ld  

b e t t e r  con t ro l  th rough  r e o r g a n i z a t i o n  of the s t r u c t u r e  of the b u s i n e s s  i t se l f .  

Ano the r  a p p r o a c h  to b e t t e r  t o p - l e v e l  con t ro l  is  to  s e t  up a s u p e r  s taff  g roup  which  

has  c on t ro l  a s  i ts  p r i n c i p a l  funct ion .  Th i s  g roup  he lps  to  deve lop  goa ls ,  and  the  

kind of r e p o r t i n g  s y s t e m  needed  to m e a s u r e  p r o g r e s s .  The  g roup  a l so  r e c e i v e s  

t o p - l e v e l  c o n t r o l  r e p o r t s ,  ana lyzes  t hem,  and m a k e s  p e r i o d i c  r e c o m m e n d a t i o n s  

to the  p r e s i d e n t .  

Al l  of t h e s e  s y s t e m s  have a c o m m o n  d e n o m i n a t o r .  In each  ca se ,  the  ch ie f  execu t ive  

has  only a few people  r e p o r t i n g  to h im,  and those  Ioeople a r e  r e p o r t i n g  only 

i m p o r t a n t ,  dependable ,  u p - t o - d a t e  i n fo rma t ion  c o m p i l e d  by good c o n t r o l  s y s t e m s .  

At  Fo rd ,  we feel  that  m a n a g e m e n t  con t ro l  is  jus t  a s  i m p o r t a n t  in the  p lanning  

p h a s e s  of the b u s i n e s s  as  in da i ly  ope ra t i ons .  F o r  that  r e a s o n  it  p e r m e a t e s  a l l  

m a j o r  a r e a s  of our  i n d u s t r i a l  ac t iv i t i e s .  I want  to spend  a few m i n u t e s  in each  

of t he s e  c o n t r o l  a r e a s - - o r g a n i z a t i o n ,  p lanning,  schedu l ing ,  inven tory ,  qual i ty ,  

cost ,  and manpower .  



Management Control Through Organization 

Good organization is the basis for order ly  business operation. Planning such an 

organization means identifying and grouping the activities of a business and then 

assigning their  functions. The three goals of organization planning are:  

Q 

2 .  

. 

To determine what activit ies are  necessary.  

To determine the par t icular  kinds of decisions 

which must be made, and which executives should 

make them. 

To establish the proper responsibil i t ies  and 

interrelat ionships among components in the 

organization. 

The organization of the Ford Motor Company is divided into three principal  

segments:  

F i r s t  - Committees,  to consider long-range objectives and 

policies, to determine products, schedules,  utilization 

of facili t ies,  new plants~ and other associated mat te rs ,  

and to make appropriate recommendat ions  to the Board 

of Direc tors .  

Second - Central  Office Staffs, to adminis ter  and supervise  

the execution of plans, programs,  and policies, and 

to provide necessary  staff se rv ices  to all  the operating 

divisions of the Company. 



Third 
- Operating Divisions, to manufacture, assemble,  and 

market  all Company products, 

Information on the organization structure of the Company and the functions of al l  

components is disseminated through the medium of an organization manual. The 

organization n~nual  is used continually as a reference  source for clarifying 

intra-company relationships. In this way it functions as an important tool of 

Management. 

Another important medium of control in the area of organization is the policy 

letter,  which is issued by the Chairman of the Board or the Pres ident  only when 

necessary  to clarify the Companyfs position. Perhaps the most  fundamental of 

these at Ford is Policy Letter No. 8, which spells out the relationships between 

division and staff organizations. For example, this let ter  points out that some 

staff offices - -  General Counsel, Public Relations, and Tax Affairs - -  perform 

direct  central ized functions for the Company as a whole. Others - -  Engineering, 

Finance, Industrial Relations, and Manufacturing --  perform certain direct  

services  for the entire Company, but act pr imar i ly  as agencies responsible for 

maintaining "functional supervision" over divisional operations within part icular  

fields of activity. It is in this area of functional supervision that the most  

important relationships exist between the central  office staffs and the divisions. 

The extent of functional supervision exercised by the central  office staffs is that 

which is required to assure  effective and coordinated operations throughout the 

Company. The divisions are directly responsible,  however, for managing their  

own affairs within the scope of established Company policies and procedures.  
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As you might expect~ several of our policy letters deal with governmental 

relationships. Since several separate divisions of the Company may hold their 

own contracts with federal agencies or departments, it is imperative from the 

control standpoint that basic policies and definite procedures be spelled out, 

followed, and coordinated with those activities to whom company'wide responsibility 

for governmental relationships has been assigned. For example, settlements of 

terminated defense contracts are negotiated by the Finance Staff, the Office of the 

General Counsel~ and the Mobilization Planning and Defense Sales Department. 

Another medium for control of company-wide activities is the operating guide or 

manual. 

For example, the Control ler ' s  Manual spells out Company policies and procedures  

in the control leffs  area  of responsibil i t ies.  Each division and operating activity is 

responsible through its own control ler  for following instructions contained in the 

manua 1. 

Similar  cools exist for other major  activit ies of the Company such as a Purchasing 

Manual, manuals for manufacturing procedures  and standards,  and for industr ial  

re lat ions.  

Product  and Manuiacturin~ Plannin~ 
• ° 

Nowhere in genera l  business operation is management control more  vitally 

important  than in the development and execution of a new model program.  Quite 

often the financial success or failure of a company depends upoh the coordination 

of such a program.  
• " 7 



At Ford, forward planning of Company products is initiated by those divisions 

responsible for the assembling and marketing of those products - -  the vehicle 

divisions. 

The pr imary responsibility for reviewing new model program proposals is a 

function of the Administration Committee. A smal le r  group, the Product Planning 

Committee, meets  more  frequently and worlm closely with the vehicle divisions in 

considering product plans and proposals between presentations to the Administration 

Committee. 

Each vehicle division is responsible for presenting forward product proposals and 

other related data to higher management before actual styling development and 

design of major  components is authorized. The Administration Committee reviews 

and the Executive Committee passes  upon proposals for basic product lines and 

merchandising and financial objectives. These objectives include such mat ters  as 

est imated production volume, general  package specifications, major  chassis  and 

mechanical features, performance, interchangeability, body types, timing, design 

cost, tooling cost, manufacturing facilit ies investment, and the al l - important  thing 

that keeps us in business, the return on assets  employed. 

Following approval of the basic program objectives by the Administration and 

Executive Committees,  the Product Planning Committee maintains current  and 

frequent review of product planning as it is developed by the vehicle divisions. 



The vehicle divisions coordinate proposed product plans sufficiently in advance of 

scheduled Administration Committee meetings to allow adequate t ime for study by 

the Engineering, Manufacturing, and Finance Staffs, and any other staff offices and 

divisions concerned. The chairman of the Product Planning Committee reviews 

presentations in advance of scheduled meetings and determines that product planning 

has been coordinated before they are presented to the Administration Committee.  

Throughout the product planning phase of a new model program, close coordination 

and control is exercised through the operation of Engineering Liaison Committees. 

These committees are composed of both staff and operating division personnel in 

the engineering and manufacturing areas. These groups control the program at the 

"grass  roots" level, while the Product Planning, Administration, and Executive 

Committees exerc ise  higher management control. 

Manufacturing planning is carr ied on almost  concurrently with product planning. 

However before manufacturing planning can proceed, Management de te rmines  

whether to make or buy each part or assembly.  In making this decision, the 

availability of Company facili t ies and of reputable vendors, as well as comparative 

prices,  are  taken into account. Under the intra-Company pricing policy, pr ices  

a re  negotiated between divisions on the same basis as with outside suppliers.  

This assures  competitive make and buy price levels. 



For those items which are to be made by Ford, detailed manufacturing planning 

includes determination of the sequence of operations to be performed, the type of 

machines required, the volume of units to be produced, the production tooling 

necessary for each operation, and the associated process equipment required, as 

well as material handling, plant layout, and utilization of manpower. This planning 

takes into account presently available machines, equipment, and tooling, and 

considers new or more productive machines if warranted. 

Appropriation requests covering all facilities and tooling requirements and other 

items of cost necessary to the manufacturing program are initiated by the vehicle 

and manufacturing divisions. These requests are submitted first to staff for 

review and recommendations, and then to the Adminlstration Committee for 

approval and to the Executive Committee or Board of Directors for authorization 

of funds. 

A vital part of any new model program is planning for purchasing of those items 

which have been earmarked for supply by outside firms. Here again top 

ma~agement's goals have been spelled out for better control at the operating level. 

Production Scheduling and Inventory Control 

When product and manufacturing plans for the new model program have been 

approved, it becomes necessary to establish an Official Production Program for 

the Company. 
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This program is the pr imary  responsibil i ty of a Scheduling Committee~ which 

reviews the proposed production programs of the vehicle divisions g~vmg 

consideration to such factors as market  demand, sales  forecasts ,  production rates,  

re ta i l  del iveries ,  dea lers '  stocks, physical inventories,  mater ia l  availability and 

commitments,  and the relationship of proposed programs to the genera l  financial 

and operating plans of the Company. 

Upon approval by the Scheduling Con:mittee, the production program becomes the 

basis  for issuance of fabricating and shipping instructions. 

P r imary  staff responsibili ty for keeping the production program "on the t rack"  

belongs to the Production Programming and Control Office, whose Direc tor  repor ts  

directly to the Executive Vice Pres ident  - Basic Manufacturing Divisions. 

Relationships between ordering and supplying divisions generally conform to the 

normal  relationships between customer and supplier.  Each ordering division keeps 

its supplying divisions advised on future production requirements .  In return,  each 

supplying division as a vendor furnishes advice on manufacturing capabilit ies.  

Each division is responsible for taking action within the l imits of its authority to 

a s su re  that production schedules are  met without excess  mater ia l  and manpower 

costs .  This includes action required to provide parts and mate r ia l s  in accordance 

with approved schedules,  the prompt adjustment of schedules when in the Company's 

interest ,  and a cooperative exchange of any data that will promote sound production 

planning and performance.  
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The  F o r d  Motor  Company  s y s t e m  of p roduc t ion  s c h e d u l i n g  invo lves  t h r e e  bas i c  

p r i n c i p l e s .  The f i r s t  is  that  the  s chedu le  o p e r a t e s  as  though  the  e n t i r e  p r o d u c t  

w e r e  m o v i n g  a long  a s ing le  a s s e m b l y  l ine.  The  v a r i o u s  o p e r a t i o n s  m a y  ac tua l ly  

be loca ted  in many  d i f f e ren t  p lan ts  unde r  d i f f e ren t  o w n e r s h i p s ,  but  the  e n t i r e  

p r o c e s s  i s  t r e a t e d  a s  though al l  ope ra t i ons  w e r e  unde r  one m a n a g e m e n t  and  in 

one plant ,  and  as  though the  c a r r i e r s ,  such  as  f r e i g h t  t r a i n s ,  t rucks~ and boa t s  

w e r e  s i m p l y  conveyor  s y s t e m s  within the plant .  

The  s e c o n d  bas i c  p r i n c i p l e  i s  tha t  a l l  mater ia l~ both  raw and  i n - p r o c e s s ,  is  

p r e s u m e d  to be i n - p r o c e s s  m a t e r i a l  fo r  s chedu l ing  p u r p o s e s .  

The  t h i r d  ba s i c  p r i n c i p l e  is  that  we a lways  w o r k  t oward  an a c c u m u l a t i v e  to ta l  of 

v e h i c l e s  to be d e l i v e r e d  f r o m  the end of the f inal  a s s e m b l y  l ine t h rough  a c e r t a i n  

pe r iod .  

Our  sh ip  and  f ab r i c a t e  o r d e r s  a r e  p r e p a r e d  on an a c c u m u l a t i v e  b a s i s  wi th  s c h e d u l e s  

advanced  to c o v e r  s y s t e m ,  ope ra t i ona l  r e s e r v e ,  and  t r a n s i t  t ime .  

T h e s e  t i m e  a d v a n c e s  a r e  what  we cal l  f loa t s .  F loa t s  m a y  ex tend  t h rough  m a n y  

o p e r a t i o n s  and many  p lan t s  but, due to the  a c c u m u l a t i v e  m e t h o d  of schedu l ing ,  

they do not  change  tile a u t h o r i z e d  tota l  quant i ty  r e q u i r e m e n t .  F loa t  quan t i t i e s  a r e  

d iv ided into t i m e  c o m p a r t m e n t s  for  o r d e r i n g ,  schedul ing ,  and  m o v e m e n t .  T h e r e  

is  r ea l ly  no d i f f e r ence  be tween  schedu l ing  p roduc t ion  wi th in  a p lant  and  s c h e d u l i n g  

s h i p m e n t s  to the plant ,  s ince  the s u p p l i e r ' s  sh ipping dock b e c o m e s  in ef fec t  the  

f i r s t  o p e r a t i o n  in the  p lan t  p r e p a r i n g  the schedu le .  

12 



Shipping and  cycl ing  p r o b l e m s  a r e  p r o v i d e d  for  in the ope ra t i ona l  r e s e r v e .  The  

s i ze  of th is  r e s e r v e  is  p r i m a r i l y  d e t e r m i n e d  by the f r e q u e n c y  of s h i p m e n t  to be  

s c h e d u l e d  f r o m  the s u p p l i e r  o r  the  f r equency  of the  m a n u f a c t u r i n g  cyc le  wi th in  a 

p a r t i c u l a r  plant .  Obviously,  if a p a r t i c u l a r  i t em is to be r e c e i v e d  o r  m a n u f a c t u r e d  

once a week ,  one w e e k ' s  supply  m u s t  be r e c e i v e d  or  m a n u f a c t u r e d  a t  one t i m e .  

This  in t u rn  r e q u i r e s  an ope ra t i ng  r e s e r v e  of one week.  A s m a l l  a m o u n t  of 

p r o t e c t i o n  t i m e  is  a l so  added  to the ope ra t i ng  r e s e r v e  fo r  m a c h i n e  b r e a k d o w n s ,  

c a r r i e r  de lays ,  and  o the r  con t ingenc ie s .  Th i s  p r o t e c t i o n  r e s e r v e ,  howeve r ,  i s  

kept  to an abso lu te  m i n i m u m .  It  has  to be kept  to a m i n i m u m  b e c a u s e  we m a i n t a i n  

a t u r n - o v e r  r a t e  of about  twen ty - fou r  t i m e s  a y e a r .  
Q 

Inven to ry  con t ro l  as  a s e p a r a t e  funct ion  does  not  ex i s t  in the  a u t o m o t i v e  i n d u s t r y  

excep t  in the w a r e h o u s i n g  of s e r v i c e  p a r t s ,  b e c a u s e  the f i n i shed  goods  i nven to ry  

is  negl ig ib le .  Se rv i ce  p a r t s  a r e  c o n t r o l l e d  by s t a n d a r d  m e r c h a n d i s i n g  m e t h o d s  

u t i l iz ing  s a l e s  f o r e c a s t s ,  m a x i m u m  and m i n i m u m  inven tory  l eve l s ,  and r e - o r d e r  

poin ts .  The  inven tory  of raw m a t e r i a l s  and  w o r k - i n - p r o c e s s  is  c o n t r o l l e d  t h r o u g h  

the  s chedu l e  r a t h e r  than by s e p a r a t e  inven tory  c o n t r o l s .  

In p r o d u c t i o n  of de fense  i t e m s ,  " s p a r e s "  ca l l ed  fo r  in c o n t r a c t s  a r e  s c h e d u l e d  in 

the s a m e  m a n n e r  a s  " s e r v i c e  p a r t s "  fo r  c o m m e r c i a l  p roduc t ion .  No change  in 

the  ba s i c  p roduc t ion  schedu l ing  s y s t e m  is n e c e s s a r y .  

Th i s  s y s t e m  of s chedu l ing  used  at  F o r d  s e r v e s  to con t ro l  inven to ry  at  the  d e s i r e d  

l e v e l s .  If c o m p o n e n t s  a r e  mov ing  th rough  and out of each  p lan t  at  the s c h e d u l e d  

ra t e ,  and a r e  being r e c e i v e d  into the p lan t s  at  the s c h e d u l e d  ra te ,  tf~el~ i nven to ry  

wi l l  a lways  be a t  the d e s i r e d  leve l  t h roughou t  the en t i r e  s y s t e m .  
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Quality Control 

Each of the complete products offered to the public by the Ford Motor Company has 

been styled, engineered, and exhaustively tested prior to release for production. 

Quality Control, as well as other Manufacturing activities, reviews each individual 

part, sub-assembly~ and final product to make certain all plans pertinent to 

quality requirements are fully met. 

The Quality Control Office, which is part of the Manufacturing Staff, exerc ises  

functional control over the fifteen divisional quality control departments.  Each 

division quality c o n t ~  department in turn coordinates and maintains supervision 

o v e r  the quality control departments in the individual plants making up the division. 

Quality control starts early in the planning stage, with an effective relationship 

between manufacturing and product engineering groups. 

Following approval and re lease  of a product design, part prints are  analyzed with 

manufacturing engineers to determine the cri t ical  dimensions and locating points. 

Unless control of dimensional requirements  is planned at this stage, the required 

quality level cannot be achieved in production. 

During the manufacturing planning period, process, plant layout, material handling, 

and work standards engineers work with production, maintenance, and quality 

control people to assure that the most practical approach will be followed in 

planning for production. For example, before new machines and equipment are 

shipped to Company plants, they are tried out whenever possible on the builder's 

floor. Machines must demonstrate that they can consistently meet part blueprint 

specifications at required production rates. 
14 
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Basically, planning for quality requires  thorough consideration of each part, each 

operation, each machine, each tool, and each work place. The importance of 

control in the planning stage is obvious when it is realized that production quality 

can be no better than planned quality. 

In the production stage, quality control really s tar ts  with an attitude ra ther  than 

a method. We have a saying that quality control means defect prevention, not 

defect detection. Quality cannot be inspected into the product. 

Receiving inspection departments are  provided in every manufacturing plant. 

Complete records  are maintained on each supplier as to the number of shipments,  

parts, and quality. These vendor performance records  are also periodically 

furnished to the respect ive purchasing departments,  resulting in the eventual 

elimination of consistently poor quality sources.  In all cases, we work with the 

vendors when discrepancies are  involved, and immediate correct ion is made. 

!n-process  controls involve scheduled sampling and other control techniques, or 

100 percent inspection at various machining and assembly stages, if required.  

This is accomplished by the operators themselves,  by quality control analysts,  

or by automatic gages built right into the manufacturing process.  Many different 

types of gages are used, including mechanical, air,  electronic,  sonic~ and 

radioactive. 

Final inspection on parts~ sub-assemblies, and complete end items is accomplished 

through various means, including visual inspection, gages~ and dynamometer 

performance tests. 
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Componen t  p a r t s  such  as  f ron t  whee l  sp ind les  and s t e e r i n g  g e a r s  not  only m u s t  

qual i fy to a l l  the d i m e n s i o n a l  and  m e t a l l u r g i c a l  r e q u i r e m e n t s ,  but  each  f in i shed  

i t em is  aga in  checked  by m e a n s  of magne t i c  p a r t i c l e  i n spec t ion  as  an added  

p r e ca u t i on .  No expense  or  e f for t  is  s p a r e d  to m a k e  c e r t a i n  tha t  i t e m s  g r o u p e d  

in the " sa fe ty"  ca t ego ry  r e c e i v e  eve ry  pos s ib l e  advan tage  known to i ndus t ry .  

F i e l d  a n a l y s i s  involves  fol lowing p r o d u c t s  into the  f ie ld  and th rough  two y e a r s  of 

c u s t o m e r  usage .  De ta i l s  of t r o u b l e s  a r e  r e c o r d e d  and f u r n i s h e d  f r o m  the f ie ld  

on a mon th ly  ba s i s  for  each veh ic le  sold.  Th i s  i n f o r m a t i o n  is  r un  t h rough  

I. B . M .  equ ipmen t  and eva lua ted .  T r o u b l e s o m e  a r e a s  a r e  qu ic ldy  no ted  and 

c o r r e c t i v e  ac t ion  is taken i m m e d i a t e l y .  

Quality control is a "must" in any successful operation. It must be planned and 

included in the overall process -- not "hung on" as an afterthought. Good quality 

control has many virtues, including in ,  roved sales, profits, and repeat customers. 

At the Ford Motor Company, we feel that the most economical way to build a 

product is to build it right the first time. 

Financial Planning and Cost Control 

No area of overall management control is more important than that which deals 

with profits and costs, since the profit motive is the basic reason for the existence 

of any private business enterprise. 
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The four essent ials  for an effective financial control system are:  

I t  

2. 

e 

4. 

Leadership and active participation of Top Management. 

Establishment of profit centers  if the business is large 

and complex. 

Use of business projections as a management tool. 

Employment of a highly competent Controller  and Staff. 

At Ford, the manager  of each profit center  has the responsibil i ty and necessa ry  

authority to operate his division as a separate business,  subject only to genera l  

guidance from broad Company policies, and to c r i t ica l  review by top management.  

Each division and plant has a control ler  who is direct ly  responsible to the division 

or plant manager  for financial planning and cost control.  

In the highly centra l ized type of business organization, financial responsibi l i ty  is 

often vested in only a few top executives of the Company. Under the decentra l ized 

profit  center  system, the men who a re  in the best position to know and control  

costs  - -  the operating managers  - -  a re  charged direct ly  with the responsibil i ty 

for making a profit.  Thus more  executives share  in the financial management  of 

the business .  

Functional responsibili ty for financial planning and control res t s  with the Cont ro l l e r ' s  

Office of the Central  Finance Staff, whose chief executive is a Vice -Pres iden t  

report ing to the Pres ident .  
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Financial  planning and control re la tes  to both the long-range and shor t - range  

considerat ions of the business.  

a re  directed to volume, facility, 

profit objectives. 

In the long-range cycle, the con t ro l le r ' s  efforts 

and cash planning, and to the establ ishment  of 

In the shor t - range  cycle, the control ler  is concerned with the preparat ion of 

expense and profit budgets, and the development of pr ices  for Company products.  

After  budgets have been approved they a re  used to measure  per formance  in al l  

operations of the Company. 

Several factors operate to control long-range planning. For example, volume 

planning is based on the competitive nature of the automobile industry and on 

long-range market research. Consequently, the standard volume forecast and 

model year mix are based on demand in the market. Volume estimates provide 

the base upon which all further financial planning and analysis is accomplished. 

Facilities expansion and construction plans are controlled through certain 

Management procedures. Such plans are formalized as Project Appropriation 

Requests. The development of these requests is the responsibility of the individual 

profit center management. 

The control ler  plays a prominent part  in the consideration of requests  for faci l i t ies  

appropriations.  Several  yardst icks  a re  applied. For  example: How will the re tu rn  

on the amount to be invested compare with the average re turn  on Company invested 

funds: Another yardst ick is the so-cal led pay-out period. 
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Finally, tlle control ler  considers the alternatives to each project appropriation 

proposal. Some of these alternatives are to lease rather than buy, to buy rather 

than make, or to repair rather than replace. The controller, together with the 

manufacturing and plant engineer, ascertains that cost estimates for the facilities 

are realistic and accurate. They also determine that the needs and interests of 

other activities have been considered. Finally, they recommend the source of 

action to management. 

Once project  appropr~.ation approval has been given, the control ler  keeps 

Management informed of project  status through final completion of the project .  

Along with long-range volume and faci l i t ies  planning, the control ler  is concerned 

with product planning. During the product planning stage, the probable sales  

volume and sales  pr ice  of each model are  agreed upon. These factors  de termine  

the overal l  cost objectives which Company product engineers  must  work toward. 

The product must  provide the customer with value comparable to or be t te r  than 

other vehicles in its price class.  Yet the product design must  stay within the 

l imits  of the cost objective set  for that model. 

Since design changes can substantially alter production costs and profits, the 

control of design costs becomes an essential part of the system. 

in the long-range financial program, volume, facility, and product planning cannot 

be executed without some consideration of where the money will come from. 
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Therefore ,  another phase of this long-range program is cash planning and 

budgeting, the purpose of which is to project  sources  of cash income and 

disbursement  and determine the composite effect of planned operations on the 

Company's cash position. 

Now that we have considered long-range planning and control, le t ' s  take a few 

minutes to consider  the kind of shor t - run  planning and day-to-day control that 

Management must  exercise .  This includes product pricing, budgeting, 

intra-company pricing, and financial reporting and analysis .  

Since pr ices  for Company products may change for each model year ,  pricing is 

regarded as a shor t - range problem. Adequate p r ices  for products a r e  a 

prerequis i te  for successful  divisional and Company-wide performance.  In our 

selling pr ice  w~ hope to recover  all  mater ia l  and manufacturing cost, and all  

sell ing and administrat ive expense, as well as a sat isfactory profit. 

The principal  basis for setting pr ices  in the automobile industry is the competitive 

market .  Another tool used for pricing purposes is the annual pr ice  study, which 

is a collection of cost data from each profit center  producing a component of the 

car .  These f igures a re  consolidated by the Central  Controlleffs  Office to provide 

Company-wide cost and profit information for specific vehicles and components. 

This information guides the,Executive Committee in evaluating sell ing pr ice  

proposals.  
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Along with product pricing, another major short-term planning factor is budgeting. 

At Ford, we like to think of budgets as financial tools which provide convenient 

yardsticks for measuring actual performance against plans. We use two types -- 

expense budgets and profit budgets. 

All Company components develop expense budgets. The manufacturing and assembly 

act ivi t ies  of the Company operate under direct  labor and manufacturing overhead 

budgets. Engineering expenses are  controlled by the Product  Engineering budget. 

The expenses of all  other a reas  a re  controlled by administrat ive and commerc ia l  

expense budgets. 

In addition to preparing an expense budget, each profit center  p repares  and operates 

under a profit budget. Each profit center  has its own facil i t ies,  de termines  its own 

make or buy pattern and has the right to negotiate the sale of its own products.  

Divisional profit objectives a re  established by top management.  Actual profitability 

is measured  by " re turn  on assets  employed". 

At each level of management, the control ler  p repares  budgets and repor ts  cost 

per formance  against budgets to his management.  

Short-run financial control includes intra-company pricing. These pr ices  a r e  

negotiated each model year  between buying and supplying divisions. P r i c e s  should 

approximate competitive levels in order  that profits may be a measure  of 

performance.  
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D a y - t o - d a y  cos t  con t ro l  is  c a r r i e d  out by the  c o n t r o l l e r ' s  g roup  in both  the  

d iv is ion  and  plant  ope ra t ing  o rgan iza t ions .  Genera l ly  speak ing ,  accoun t ing  

p e r s o n n e l  g a t h e r  data for  cos t  con t ro l  p u r p o s e s .  The  f inanc ia l  a n a l y s t s  s tudy 

and i n t e r p r e t  t h e s e  r e p o r t s  and make  r e c o m m e n d a t i o n s  to M a n a g e m e n t .  

In s u m m a r y ,  the  F o r d  s y s t e m  of f inancia l  p lanning and con t ro l  is  d e s i g n e d  to be  

effect ive  f r o m  the day our  e n g i n e e r s  and s t y l i s t s  f i r s t  begin  w o r k  on a m o d e l  

unti l  p roduc t ion  of that  mode l  has  been  c o m p l e t e d .  It is  d e s i g n e d  to c o n t r o l  

r e v e n u e s ,  cos t s ,  and a s s e t s .  It  is  de s igned  to hold each  leve l  of M a n a g e m e n t  

r e s p o n s i b l e  for  ope ra t ing  within a p p r o v e d  budge t  l i m i t s  and fo r  e a r n i n g  a 

s a t i s f a c t o r y  prof i t .  Th i s  s y s t e m  of con t ro l  t he reby  e f fec t ive ly  r e g u l a t e s  the  

C o m p a n y ' s  spend ing  pa t t e rn .  

The  m e a s u r i n g  s t i ck  of our  p e r f o r m a n c e  - -  both c o r p o r a t e  and fo r  ind iv idua l  p ro f i t  

c e n t e r s  - -  is the p e r c e n t a g e  of r e t u r n  on a s s e t s  employed .  

Manpower  

Of a l l  the  m a j o r  a r e a s  of r e s p o n s i b i l i t y  in the d i r e c t i o n  of a b u s i n e s s ,  the  m o s t  

di f f icul t  s e e m s  to be  the  m a n a g e m e n t  of e m p l o y e e s .  P e r h a p s  th is  is  b e c a u s e  th is  

t a sk  can n e v e r  be r e f ined  into an exac t  s c i e n c e  due to the  inf ini te  complex i ty  of 

human  na tu r e .  

Many f i r m s  today a r e  beg inning  to r e a l i z e  tha t  the s u c c e s s  of the  b u s i n e s s  p robab ly  

depends  m o r e  on i ts  people  than on any o the r  s ing le  f ac to r .  In the  F o r d  Motor  

Company ,  r e spons ib i l i t y  for  the d e v e l o p m e n t  and a d m i n i s t r a t i o n  of an  e f f i c ien t  

t e a m  of e m p l o y e e s  is  a s s i g n e d  to the I n d u s t r i a l  Re l a t i ons  Staff. 

22 



The general functions of the Industrial Relations Staff are to formulate and set 

forth Company policies, procedures, and standards relating to employees. This 

responsibility includes representing the Company in negotiations with labor 

organizations and acting for the Company in the discharge of its obligations under 

Federal and State legislation. 

The Industrial Relations Staff has developed various manuals which are effective 

tools in the administration and control of personnel programs. 

In the salaried supervisor's manual, policies and procedures are set forth for such 

matters as employment, transfer, termination, salary and position classification 

structures, employee benefits, and general persoimel administration. Supervisors 

of hourly rated employees have similar personnel responsibilities. Policies and 

procedures pertaining to these duties are spelled out in the foreman's manual, 

along with responsibility for production, quality, cost, effective use of staff 

services, and Company improvement. 

All  s a l a r i e d  jobs  a r e  ana lyzed  and eva lua ted  so that  they can be f i t t ed  into a s a l a r y  

g r a d e  s t r u c t u r e ,  which is  c o m p o s e d  of s e v e r a l  l eve ls .  Pos i t i on  spec i f i ca t i on  

m a n u a l s  ba sed  on the  job eva lua t ion  p r o g r a m  a r e  deve loped  for  each  m a j o r  

c ompone n t  of the  Company,  and a r e  u s e d  in the  a s s i g n m e n t  of c l a s s i f i c a t i o n s  

to new p e r s o n n e l .  S a l a r i e d  c l a s s i f i c a t i ons  a r e  aud i ted  t h roughou t  the  Company  

at  pe r iod ic  i n t e rva l s .  
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Sala ry  r a n g e s  a r e  p rov ided  for  a l l  c l a s s i f i c a t i o n s .  T h e s e  a l low for  s a l a r y  

a d j u s t m e n t s  as  an emp loyee  p r o g r e s s e s  f r o m  his  s t a r t  on the  job a s  a t r a i n e e  

into the  h ighes t  q u a r t e r  of the r ange  by the t i m e  he b e c o m e s  p r o m o t a b l e  to a 

h ighe r  c l a s s i f i ca t i on .  

P r i m a r y  r e s p o n s i b i l i t y  for  the  e f fec t ive  a d m i n i s t r a t i o n  of the  C o m p a n y ' s  s a l a r i e d  

p e r s o n n e l  p r o g r a m  r e s t s  with the  individual  s u p e r v i s o r .  S ince  the  F o r d  p e r s o n n e l  

p r o g r a m  inc ludes  c o n s i d e r a t i o n  for  the  m o r a l e  and m o t i v a t i o n  of i t s  e m p l o y e e s ,  the  

individual  s u p e r v i s o r  m u s t  p e r s o n a l l y  r ev i ew  the p e r f o r m a n c e  of each  ind iv idua l  in 

his  g roup  at  l ea s t  once a y e a r .  

Cont ro l  of e m p l o y e e  t u r n o v e r  is  a v i ta l  funct ion  of any p e r s o n n e l  p r o g r a m .  At  F o r d ,  

a m e a s u r e  of con t ro l  is  app l ied  in th is  a r e a  th rough  the  m e d i u m  of a s y s t e m  of 

emp loyee  benef i t s  c o m p a r a b l e  with any in i ndus t ry .  

An ex tens ive  t r a in ing  p r o g r a m  of fe rs  the  oppor tun i ty  to a m b i t i o u s  e m p l o y e e s  to  

i m p r o v e  t h e m s e l v e s  and the i r  pos i t ions .  Th i s  e n c o u r a g e s  capab le  peop le  to s t ay  

with the  Company .  

In the a d m i n i s t r a t i o n  of i ts  hour ly  emp loyee  p r o g r a m ,  the  Company  w o r k s  wi th in  

the  f r a m e w o r k  of i ts  c o n t r a c t u a l  a g r e e m e n t s  with the  v a r i o u s  un ions  r e p r e s e n t i n g  

e m p l o y e e s .  In t he se  a g r e e m e n t s ,  the  Company  r e c o g n i z e s  the  un ions  as  the  

co l l ec t ive  ba rga in ing  r e p r e s e n t a t i v e s  r e l a t i ve  to wages  and condi t ions  of e m p l o y m e n t  

for  the e m p l o y e e s  in the c o n t r a c t  un i t s .  Wage r a t e s  at  F o r d  a r e  c o m p a r a b l e  to 

those  p reva i l i ng  th roughout  the indus t ry .  
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Hourly employees may work toward journeyman status in the industrial trades or 

may take other technical training as part of the Company training program. 

A major element in effective management of personnel is a good communication 

system for keeping people informed. At Ford, our plant newspapers are 

distributed to all employees. We also send monthly news letters to salaried 

employees all over the country and a management information booklet to all 

supervisors and other management personnel. Within the organizational framework, 

communication both up and down the line is encouraged. 

It is the objective of the Ford personnel program to retain capable employees by 

offering them fair and equitable salar ies  and wage structures,  good supervisory 

relations, and opportunity for se l f - improvement  and advancement through 

extensive training programs in the professional, trade, and tecnnical fields. 

The success of this .program depends, of course, upon the efficiency with which 

it is adminis tered and controlled. 
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Conclusion 

Now, I r ea l i ze  that it is difficult  to comple te ly  de sc r ibe  in so shor t  a pe r iod  the 

complex  sys t em which the managemen t  of a l a rge  indus t r ia l  co rpora t ion  uses  to 

cont ro l  i ts  bus ines s .  

However ,  I have given you a gene ra l  p ic ture  of the Fo rd  Motor  Company ' s  

conception of the managemen t  cont ro l  function, and the s y s t e m s  it  u ses  to apply 

this function. 

In concluding,  I would like to leave with you the thought that the bas ic  foundation 

for  managemen t  cont ro ls  in industry  is sound, thorough,  detai led,  l ong- range  

planning in a l l  a r e a s  of the bus iness .  

Eff icient  indus t r ia l  management  wil l  a lso have a sound organiza t ion  with def ini te  

functions and respons ib i l i t i es .  

It wi l l  develop bas ic  pol ic ies ,  and wil l  consis tent ly  follow them.  

It wil l  develop an enthusias t ic ,  working,  managemen t  team.  

It wi l l  have r ea l i s t i c  budgeting and financing p r o g r a m s .  

It wi l l  c a r r y  out effect ive ana lys i s  and reso lu t ion  of employee  p rob lems .  

It wil l  es tab l i sh  eff icient  methods and p rocedures  to handle detail ,  and 

It wil l  set  up cont ro ls  to m e a s u r e  accompl i shment .  

Any bus iness  which can l is t  these  e l emen t s  among its management  a s s e t s  is 

bound to mee t  its object ives ,  and wil l  be a success fu l  bus iness  e n t e r p r i s e .  
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