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Foreword

The first edition of this book was published 30
years ago. The publisher has asked me to com-
ment on the changes that have been made in
this period.

The first edition, written with my colleagues
John Dearden and Dick Vancil, consisted of
short readings, rather than coherent text mate-
rial. It had 42 cases, compared with 80 in the
eighth edition.

Nevertheless, our approach to the subject
was similar to the approach we use now. We fo-
cus on management control systems, which are
systems intended to help implement strategies.
Management control is the middle one of three
types of planning and control processes. It is
bounded on one side by strategy formulation,
which is essentially unsystematic, and on the
other side by task control, which can be highly
structured. The focus is on management, and
the criteria for judging management actions are
efficiency and effectiveness. This was the first
text with such a focus.

The first edition described what are still the
most important ideas: responsibility accounting,
expense centers, profit centers, investment cen-
ters, transfer pricing, key variables, discre-
tionary expenses, and budgets. We had some

material on behavioral considerations, but no-
where near the emphasis that we now give to this
subject. We had scarcely anything about differ-
ences in management control systems associated
with different types of companies (e.g., focus on
product differentiation contrasted with a focus
on low costs; single business, related businesses,
and conglomerates; multinational companies;
service companies; financial institutions; non-
profit organizations; governments). Banks and
other financial institutions have made tremen-
dous progress in their management control sys-
tems in the last 30 years; so have hospitals. By
contrast, governments, especially the federal
government, have a long way to go. We did not
even mention executive compensation as a moti-
vating device, nor the management control of
projects. We did not discuss goal congruence as
such. In recent editions there is much material
on these important topics.

The most important change in substance has
been the emphasis on what we now call strategic
planning, which is chronologically the first step
in the management control process. In the first
edition, there was a short reading and one case
on this topic, reflecting the fact that few com-
panies had formal strategic planning systems.
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Beginning in the 1970s, more companies began
to use this process, then called programming or
long-range planning. The first attempts were
generally unsuccessful. Cases in editions pub-
lished in the 1970s and early 1980s described
these efforts; in general they involved too much
paperwork and not enough rigorous thinking
about the future. Currently, the process is work-
ing well in many companies.

The next most important changes were asso-
ciated with the development of computers. In
the first edition, we had two cases in which the
issue was whether the company should acquire
a computer. The facts in one of these are inter-
esting: the proposed UNIVAC equipment re-
quired 1,400 square feet of space, including air
conditioning of 60 tons and 75 KVA of current
(compared with 3 square feet, no air condition-
ing and trivial power requirements for today’s
desk-top computers); 23 instructions (compared
with an unlimited number in desk-top comput-
ers today); storage of 1.8 million characters
(compared with 120 million); and memory of 10
thousand characters (compared with 1 million
or more). The price of the UNIVAC was
$488,000 (compared with about $2,000 for an
excellent desk-top system). Our first edition had
two readings that warned against going over-
board on computers: “Can Management Infor-
mation be Automated?” and “Seven Deadly
Dangers in EDP”

We did not foresee the implications of the elec-
tronic interchange of information within a com-
pany and among companies. Magnetic character
recognition was used for checks, a tiny forerun-
ner of the widespread use of bar codes. We did not
even imagine that prices of security transactions
originating in stock exchanges throughout the
world would be available to users everywhere in
decision-assisting form in a matter of seconds,
and that in some cases they would automatically
trigger buy or sell decisions. There were no com-
puter-controlled machines.

We expanded the material on information
processing in several succeeding editions, but

we now say very little about this topic. We sim-
ply assume that all companies have computers.

New, useful techniques and ideas have been
developed: satisfactory profits, computer models
for companies and specific problems, expert sys-
tems, net present value, risk/reward trade-offs,
benefit/cost analysis, learning curves, decision
trees, sensitivity analysis, linear programming,
even nonlinear programming.

But we also described several techniques that
at one time were hot topics but that now have
disappeared. Human resource accounting—
treating employees as assets in the accounts—
was much talked about in the 1970s, but was
rarely practiced and is now scarcely even men-
tioned. Many books have been written about
zero-based budgeting, a technique now gener-
ally believed to be impractical. Similarly for
PERT cost and statistically significant analysis
of variances.

We also use new terms found in the literature
and in practice for old ideas: business units for
certain types of profit centers; activity-based
costing for job-order costing; cost drivers for
bases of allocation; total quality management
and value-chain analysis for any organized ef-
fort to improve operations; “empowerment” for
delegating authority.

There have been two other coauthors. Norton
Bedford made significant contributions to con-
cepts. Vijay Govindarajan brings a deep under-
standing of the relationship between strategy
formulation and management control, based on
his own practical experience and outstanding
research.

Inferences

Many educators and critics of education main-
tain that the knowledge that students learn in a
business school will be obsolete within a few
years. The above review suggests that such a
conclusion is overly pessimistic. The manage-
ment control framework that students learned
decades ago is still generally valid today. “Life-
long learning” is important, but it consists of
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fitting detailed improvements into the overall
framework, which is a lot easier than learning a
subject from scratch. Admittedly, a new frame-
work will be developed some day; we developed
ours in the 1950s. Faculty must be aware of this
possibility, and adopt it if it comes, but until
then they need not worry that the framework
they now teach will shortly be irrelevant.
Thus, two implications for the future emerge
from this review. First, technology will lead to

XV

improvements in the effectiveness and effi-
ciency of the management control function in
ways not now foreseen. But, second, although
the ideas will be articulated more clearly, the
framework is unlikely to change; it is grounded
on human nature.

Robert N. Anthony
January 1995




Preface

This book provides concepts, text, and cases for
a course in management control systems. It is
designed to allow students to gain knowledge,
insights, and analytical skills related to how a
firm’s managers go about designing, implement-
ing, and using planning and control systems to
implement a firm’s strategies. It does not deal
extensively with topics such as cost accounting
and budgeting procedures, which are discussed
in separate accounting courses. The book gives
roughly equal emphasis to (1) the techniques of
the management control process (e.g., transfer
pricing, budget preparation, management com-
pensation), and (2) the behavioral considera-
tions involved in the use of these techniques
(e.g., motivation, goal congruence, relative roles
of superiors and subordinates).

The book is organized into three main parts.
Chapter 1 introduces the overall conceptual
framework for the book. Part One (Chapters 2
to 7) describes the environment in which man-
agement control takes place (responsibility cen-
ters). Part Two (Chapters 8 to 12) describes the
sequential steps in the typical management
control process (strategic planning, budget
preparation, operations, analysis of opera-
tions). Part Three (Chapters 13 to 18) describes

variations in management control systems
(controls for differentiated strategies, service
organizations, multinational organizations,
and project control).

Changes to Text Material

While retaining the strengths of the eighth edi-
tion, we have made a number of changes in both
text and case material that we hope will in-
crease their usefulness. In undertaking this re-
vision, we surveyed users of the eighth edition.
This revision has benefited from their construc-
tive comments and suggestions.

Several improvements have been made to as-
sist student learning. These include: expanded
chapter introductions, more diagrams and exhib-
its, real-world examples, consistent terminology,
expanded chapter summaries, and an up-to-date
reference list in each chapter. In particular, we
have made the following changes to the text:

(a) We have re-organized the chapters so
that Chapter 2 now discusses the
strategy formulation process which
provides the context for the design of
management control systems that is the
subject matter of the book;
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(b) In Chapter 7, we have re-labeled
“residual income” as “economic value
added” to be consistent with current
practice;

(c) Chapter 11 is new to this edition. In the
first part of this chapter, we discuss the
balanced scorecard, which blends
financial information with nonfinancial
information, as an aid in strategy
implementation. In the second part, we
discuss interactive control—the use of a
subset of management control
information in developing new
strategies.

We are confident that you will find the text
material in this ninth edition well organized,
concisely written, laden with current examples,
and consistent with the current theory and
practice of management control.

Changes in Cases

A key strength of this book is the collection of
cases that emphasize actual practice. The cases
come from Harvard Business School, The Tuck
School at Dartmouth, and from a number of
other schools, both in the United States and
abroad. The cases not only require the student
to analyze situations, but they also give a feel
for what actually happens in companies, a feel-
ing that cannot be conveyed adequately in the
text. In this sense, the cases can be viewed as
extended examples of practice.

The cases are not necessarily intended to il-
lustrate either correct or incorrect handling of
management problems. As in most cases of this
type, there are no right answers. The educa-
tional value of the cases comes from the practice
the student receives in analyzing management
control problems and in discussing and defend-
ing his or her analysis before the class.

We have retained those cases that users have
found most helpful in accomplishing the objec-
tive of their course. Of the 68 cases in this edi-

tion, 47 are retained from the eighth edition. We
have 21 (30 percent) new cases in this edition.

The following cases are new to the ninth edi-
tion (viz., they were not in the eighth edition):

Case 2-1 T&J’s (a re-write of South
American Coffee Company)

Case 2-3 DairyPak

Case 3-2 National Tractor and Equipment
Case 4—4 Grand Jean Company

Case 5-1 Profit Center Problems

Case 7-2 Investment Center Problems (B)

Case 74 Industrial Products Corporation
(an update of Diversified Products
Corporation)

Case 8-3 Allied Stationery Products,
adapted from Allied Stationery
Products (A), (B), and (C)

Case 9-2 Pasy Company (a re-write of
Empire Glass Company)

Case 9-3 Boston Creamery (a re-write of
Midwest Ice Cream Company)

- Case 10-2 Solartronics
Case 11-1 Analog Devices
Case 11-2 Warren Insurance Company
Case 11-3 General Electric Company (B)
Case 123 Anita’s Apparel
Case 12-4 Wayside Inns, Inc.
Case 12-5 Mary Kay Cosmetics
Case 13-2 Nucor Corporation
Case 13—4 Texas Instruments
Case 13-5 3M Corporation

Case 15-1 Cookie, Inc. (a re-write of Harley
Associates, Inc.)

We are confident that instructors will find
that this case collection does an excellent job of
meeting classroom needs for several reasons:

» Many cases are based on major
corporations such as General Electric,
Champion International, Xerox, ITT,
Skandia, 3M, Texas Instruments,
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Hewlett-Packard, General Motors,
Johnson & Johnson, Nestlé, Motorola,
Mary Kay Cosmetics, Lincoln Electric,
Nucor, Citibank, Chemical Bank,
Richardson-Merrill, Nordstrom, and
Emerson Electric.

+ The collection offers a rich diversity of
domestic, foreign, and international
companies.

* The cases expose students to varied
contexts: small organizations, large
organizations, manufacturing
organizations, service organizations, and
nonprofit organizations.

¢ The collection presents contemporary,
interesting situations that students will
recognize, enjoy, and learn from.

» We have given significant attention to
case length. A major effort has been
made to ensure that a majority of the
cases are short. We still include a few
medium to long cases, “two-day” cases,
and “two-part” cases.

» The case collection is flexible in terms of
course sequencing, and the cases are
comfortably teachable.

We have now included the following cases
and their teaching notes in the Instructor’s
Manual. (These cases were part of the eighth
edition of the book but are no longer part of the
ninth edition of the book.)

Cummins Engine Company
International Telephone and Telegraph
PC&D

American Can Company

Quaker Oats Company

Disctech

Binswanger & Steele

Pullen Lumber Company

Corning Glass Works

Lex Services PLC (A)

XIX

Lex Services PLC (B)
Metropolitan Museum of Art
Bulova Watch Company

Eli Lilly and Company

VDW, AG

Siemens Electric Motor Works
Star Industrial Contractors

The above noted cases, included in the In-
structors Manual, provide additional flexibility
for instructors in course sequencing and select-
ing cases for examinations.

Target Audience

This book is intended for any of the following
uses:

¢ A one-semester or one-quarter course for
graduate students who have had a course
in management accounting and who wish
to study management control in greater
depth.

¢ A one-semester or one-quarter course for
undergraduate juniors or seniors who
have already had one or two courses in
management accounting.

s Executive development programs.

* A handbook for general managers,
management consultants, computer-based
systems designers, and controllers—those
who are involved in or are affected by the
management control process.
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