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In connection with an explanation of our new Plan or Organization, 

we told you about the objective of profitable operation for American 

Airlines, and we said that we would talk with you on that subject later 

along. 

Decentralized management, with more responsibility and authority 

in the field, is dependent for success on the ability and results of 

the local and regional managers. 

Here is a booklet which you will find interesting. It will also, 

we believe, aid you in a better understanding of the responsibilities 

of the managers, all of them. 

C.R. Smith 
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DECENTRALIZED MAN AG EM ENT 

The basic philosophy of decentralized management is confidence in the sound judgment of ex
perienced, able field management. In the end there will be fewer decisions made in the General Office 
and a greater number of decisions made in the field offices, The basic policies of the company wi II serve 
to hold these widespread areas of decision together in a common pattern. There is no intention of setting 
up several sets of management in several sections of the country to go off in various directions. 

We believe that if a field manager is given more latitude to apply his experience, initiative, and 
judgment to the tasks of management in the local area, there will be better results than if the majority 
of the decisions ore made at one central point. It is obvious that a field manager is more intimately ac
quainted with the problems and prospects of his areas. If his judgment is good and his decisions are 
sound, obviously, decentralized management will be good for the public, for all employees, and for 
American Airlines. That is the reason for its adoption, We expect much of the system; we expect much 
of you. 

In reading through this discussion you will find much that may not directly pertain to your partic
ular job, That is well recognized in the writing of this text. But it is all included, for the reason that 
if you are familiar with the job of the other fellow, as well as your own, you will bein better position to 
be a member of a wel I-knit, well-informed, well-operating management team. 
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II, YOU ARE RESPONSIBL·E FOR PROFITABLE OPERATION 

The new plan of organization has introduced a number of changes in the responsibility for profit 
planning and control. The principal change is that more responsibility and more authority has been de
legated to field managers to make decisions which will have a direct and lasting effect on profitable 
operation. 

It is important that all members of management, at all levels, understand the need for profitable 
operation, and understand the important contributions which they can make toward the achievement of 
that objective. 

We must, of course, have a safe operation, a dependable one, and one which will please the customer 
in all respects, There will not be much said about that in this discussion; not because it is not of 
primary importance, but for the reason that it is so well understood by you, 

The objective of this discussion is to aid you in the management of your part of the business. 

Ill, PROFITABLE OPERATION IS NECESSARY 

To Insure a worthy public service: 

Nothing will come from lofty ideas about providing a superior public service unless we are able to 
accomplish just that, Adequate service is, for example, often dependent on the ability to pay for modern, 
efficient aircraft, better passenger and cargo facilities and hangar and shop buildings, 

Funds for these purposes can come only from earnings or from additional investment in the business, 
There wi II not be additional investment unless the investor believes, and that belief is supported by 
results; that the company can and wi II operate with profit, and that it will pay him a reasonable return 
on his capital. 

To insure that the business will survive and grow: 

Most business failures are due to proven lack of ability to operate with profit, 

To insure that American Airlines is the leader: 

Inevitably the leader in an industry, any industry, operates with a maximum profit, Customers prefer 
to do business with a successful enterprise, 

To provide opportunities_ for advancement - for you: 

Good intentions alone will not produce a climate of progress, growth, promotion, and better pay, 
That can come only if there is profitable operation, 

To give a provable index of achievement: 

Capable people want to be able to prove that their work is effective. There is no better proof than 
the .ability to manufacture a good product at an economical cost, with customer appeal which will permit 
it to be sold with profit. 
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Profitable operation wi II permit us to do 
the things we would I ike to do, must do, 
in order to render a worthy public service, 
to have reasonable security and fair op
portunity for individual and corporate 
success, 

There is no other way, 

IV, PRINCIPAL FACTORS AFFECTING PROFITS 

I 

In order to plan for a profitable operation we must first identify the various elements of cost and in
come, and the factors which affect them, We must then identify who makes the decisions which control 
cost and income, 

Factors Affecting Income 

1, The potential market available to the company, principally the certificated route structure, which 
provides the opportunity to sell our product in the principal cities and to transport people, mail, and cargo 
between those cities, 

This factor is so important that final decisions affecting potential changes in routes are made by 
the President of the Company, with the aid and counsel of others, 

2, Schedules, whose convenient departure and arrival time, frequency and "on time" performance, 
are the company's most powerful competitive service tools; and, in many cases, the most important im
mediate factor affecting both income and cost. All major deportments are involved in decisions about 
schedules, guided by the basic service policies of the company. 

3, Equipment - The experience of American Airlines amply demonstrates that it is of great competit ive 
advantage to be first over important routes with faster and otherwise improved equipment and service, 

The basic research on new and better aircraft is done by Equipment Research and Development, 
Their proposals and recommendations are checked by Operations, for most efficient operating feasibility; 
by Soles and Customer Service, for service requirement and passenger appeal, and by Finance for economic 
feasibility and profit potentiality, After all of that, Engineering prepares the final specifications and 
Purchasing, often with the aid of other officers, negotiates the purchase. 

4, Customer Service - Other than safety, a high standard of service is the most important thing an 
airline has to sell. 

If a passenger's reservation is handled well; the customer is boarded without interruption, delay, 
or irritation; the airplane is clean, within and without; personnel in neat uniforms are there and busy; 
the stewardess is attractive and personable and performs her job well; the food is appetizing and well 
served; and the airplane arrives on time; then we will be favored by the customer when he travels again, 

That kind of service, superior service, provides the best kind of advertising, word of mouth 
adv er ti sing, 
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5. Creative Marketing can stimulate new business for us. The Family Fare Plan, the aircoach pro
gram, the Air Travel Plan and Airfreight are all good examples of new services which have increased 
the total of air transportation, These and similar service innovations will increase the revenue, and 
profit, of the compa,y if they are priced on a basis which will produce an adequate return. 

6. Rates and Charges - To the extent that costs continue to increase for reasons beyond the control 
of good management (and not due to inadequate control over costs) and other carriers in the industry 
are similarly affected, consideration must be given to the increase of rates, to offset rising costs, 

Raising the price of the product should, however, be the last resort, taken only after all other 
methods of achieving a fair profit have failed. 

In a business lifetime there can be only so many price increases. If an airline compa,y tries to 
"bail itself out" v.ith rate increases before it has done all possible to improve the efficiency of its 
operation, then it is apt to condone and continuebad operating habits, inefficient and expensive, which 
should have been eliminated before asking for a higher price. Raising rates to overcome the effects 
of lax management will not bring success. 

7. Every One A Salesman - The merchandising of the product is a principal function of profit manage
ment. There can be no profit if the product is not sold. 

Selling is directly the function of the Sales Department. But, in American Airlines, every employee 
is a salesman. Many good ideas for sales, advertising and promotion originate in other departments, 
and they are welcomed. The work of the Public Relations Department also provides effective selling, of 
the company and of its product, Many tickets are sold by the initiative of the employee in calling our 
service to the attention of his friends, 

The Cost of Producing the Service 

The principal elements of cost are: 

l, Payroll - The largest element of cost, aid by far the largest one which can be influenced by good 
maiagement, is the payroll. It is determined by the number of people employed and by the level of their 
compensation. 

The number of people employed is determined by: 

a, The basic planniAg decisions, the schedules to be operated, when they will operate, the 
number of aircraft required, the daily service they wi 11 need, the time and extent of the overhaul period 
and the general standad of service which will be maintained on the line, 

Recommendations about this come from the various functional departm~nts, predicated I argely 
on recommendations from the field, Final decisions, on a policy basis, are made by the President and 
the Senior Officers Council, 

b. Capable people, well trained, Good people will aid you in getting a good job done, Poor 
workmen will "drag down" the average of your record so long as they are employed. The best time to 
eliminate a poor workman is before he is employed, 
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And, do not forget, that overage men con often be mode good men and good men may be mode 
better men, by toking the time to train them; telling them "why" as well as "how", 

c, The productivity of individuals - A good manager must know the right number of individuals to 
be employed for a given operation, We wont ne ither too few nor too many; we wont the "right" number, 
sufficient with a good record of individual and group productivity to get the job done, and well done. 

Too many people at any one location will soon odd up to too many for the system, A 10% 

change in numbers required for the system will mean on effect on profit-making possibility of several 
millions of dollars a year, We con hove adequate control only if YOU control your part of the cost. 

To permit a stondCl'd, for guidance, the manager is given a "norm" for the common classifi
cations of work to be done. This is a series of "overages". The good manager will do better than the 
overage, 

The levels of compensation are determined by : 

a, A fair price for the work to be done; predicated on comparable standards, in the community, in 
. the industry, and in other comparable industries; 

b. The general compensation policies of the company, predicated on the judgment of the local, 
regional, and headquarters managers, co-ordinated by staff studies of the Personnel Deportment and in 

keeping with the policies determined by the deportment heads and officers; 

c, The good judgment of local, regional, and headquarters managers in administering the pro
visions of the pion for "merit increases", predicated on superior performance, 

2, Fuel Costs - For the year 1954 a saving of 1¢ per gallon on the fuel used for our operation would 

have meant a saving of $1,533,000 for we used 153,300,000 gallons of fuel. 

Fuel economy in flight, within the limits of safe operation, is the responsibility of the Captain, 
aided by knowledge of the basic informat ion and charts provided by Operations and Engineering, There 

is often great opportunity to make substantial sav ings in this area, as is shown by variation in fuel con
sumption between d ifferent flights over the same route, It is the responsibility of the Operations Depart
ment, working with the engineers and pilots, to have maximum fuel economy in flight operation, 

The cost of fuel varies by location, By planning the re-fueling so that gasoline is taken on at 
the station of lowest cost, large savings can be made. All managers in the Operations Department are 

provided with tables of relative cost of fuel at different stations. 

High octane fuel is very volat i le; it evaporates readily and qu ickly. Make sure that there is no 
wastage of fuel through spilling or evaporation at your station. 

Save fuel in the operation for which you are responsible; in the meantime the Purchasing 
Deportment will work diligently to buy the fuel needed at the most advantageous price, 

3, Capital Costs- When you recommend that the Company buy a new piece of equipment, or make 
physical property additions, remember that this will affect future profits in two ways : 
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a, You have increased the total capital that the Company wi ll requi re, and have increased the 
total on which an adequate return must be earned; 

b. Therewill be annual charges (depreciation and obsolescence) for the physical wear and vlti
mate replacement of the property. These charges will go directly to cost. If the property is necessary 
and is usefully used, the earnings (or savings) from use of the property should be more than the added 
cost, and increased profit will result. 

The justification for capital improvements, equipment or property purchased, falls largely into 
two categories: 

An investment for the purpose of increasing productivity, and consequent lowering of 
over-all cost, even after providing for return on the investment and the annual deprecia
tion cost for its use; 

An investment which will provide a substantial increase in the quality of the service, 
at a reasonable price, This with the belief that the better service wi II attract a greater 
number of customers, and the investment will pay out on the basis of a greater volume of 
business, 

When you recommend a capital expenditure, make sure that you have the answers to these 
questions : 

Is it needed, and why? 
What wi II be the annual cost? 
How will this increased cost come back in the way of increased profits? 
Over what period of time will those benefits be available; in other words, how 
long wi 11 it take to "pay out"? 

4, Little Savings - But we should not be look ing far afield for big savings when there may be op
portunity for small savings all around us. The real opportunity for increasing profit in the Company is 
close attention to the I ittl e costs. 

In a well-managed company it is difficult to readily discover "big" savings. That does not mean 
that we should not continue to be alert to discover them; for, obviously, a big saving is better than a 
sr,all one, 

For example, in 1954, we spent about $8,000,000 for travel and moving, telephone and telegraph, 
printing, stationery, forms and other supplies. If we could reduce that expenditure by 10%, at your sta-

. tion and at every other station on the line, the annual saving would be $800,000, and that much could be 
added to profit. 

5, Investments in the Future - In profit planning, American Airlines, like other bus iness firms, 
must also make decisions about engaging in activities, or making expenditures, which will not be pro
fitab le during the current year. 

An example, in American 'Airl ines, would be to authorize a new service or schedule, with the 
knowledge that it would not at the time be profitable but, we believed, it would develop traffic suffi
cient to have it operate with profit at a future t ime. Another example might be raising the standards of 
customer service, either to protect the competitive position of the Company ' s business, or with the ex
pectation that increased business would compensate for the added cost. 
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The sharpness of profit planning can be increased by segregating these "investments in the 

future" from those which the company makes in the interest of producing profit for the current year, Thus, 
in making decisions on these investments (whether they should be made or whether they should be con
tinued or discontinued) the management can know more precisely what will be the effect on profits, both 
the effect of individual decisions and the effect of all such decisions, In some cases it may be necessary 

to decide, in light of the effect on current profits, whether the Company can then afford to make the in
vestment under consideration, 

This segregation also enables management to evaluate more precisely the efficiency of its normal 
operation, As long as the costs and revenues resulting from normal operation are mixed together with the. 
results of "investments in the future" there is no adequate basis for determining the relative efficiency 
of the usual operation, 

It is not always possible to differentiate between operations which are normal and those which are 
sensibly considered to be "investments in the future", but to the extent possible it should be done for all 
major expenditures, 

And, MAKE SURE, do not get into the habit of excusing poor current performance on the ground 
that it represents an investment in the future, for that is not often legitimate, 

V. RESPONSIBILITIES FOR PROFIT PLANNING 

Broad Elements of Profit Planning and Control 

In its broadest outline, profit planning and control consists of: 

1, Translating into dollars the anticipated cost of the Company's plans for each of the necessary 

costs and the anticipated revenue these plans will produce, (This is a forecast of the Profit or Loss 
Statement.) 

2, Determining if the result represents a satisfactory level of profit and, if not, what modifica
tions are needed to make it satisfactory. 

3, Comparing actual performance with that planned; finding the reasons for difference, and making 
adjustments required to bring it in balance again. 

Local Management 

The responsibilities of local management are : 

1, Develop realistic, profit-conscious plans for the activities for which you are responsible, 
These plans will require ingenuity and resourcefulness in utilizing personnel and facilities in such a way 
as to accomplish the work load and get prescribed quality standards at the lowest possible cost, Also it 
will require that you balance local convenience against cost and take some intelligent risks, An example 
would be deciding how far in advance it is necessary to hire people in order to have them trained to meet 
seasonal increases in work load, 

2, To contribute your viewpoint to any modifications in plans that wi II improve Company profits, 
Typically this will be done in consultation with your regional management, 
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3, Once policies, plans, regulations aid procedures ore approved, operate in accordance with 
them, or if chaiged conditions make this impossible, initiate a request for modification of the pion, 

4, Exercise management skill and resourcefulness in the seLectfon; training, and supervision 
of your personnel. 

5, Analyze continuously your own operations for opportunities for improvement, to put into 
effect those that ore within your authority and recommend appropriate action on those beyond your author
ity. 

6, Make recommendations through your sup~rvisors for changes in Company policies, proced
ures, or standards that in your opinion will improve quality efficiency or profits. 

Regional Offices 

The profit-planning responsibilities of the regional offices ore: 

1, To advise General Office deportments on the feasibility of system-wide policies, procedures, 
standads, and plans. Being closer to focal operations, they may in many cases be better able than the 
General Office to judge this. 

2, To inform the local organizations of General Office policies, procedures, standards and 
plans and coach, advise and assist in their application, This will be one of thei~ most important responsi
bilities. 

3, To see that local offices make intelligent plans for their activities and to advise and train 
them on how to improve their plans. 

4, To follow up to see that th~ local organization is carrying out the plan, and that where 
changes ore necessary appropriate action is taken. This may involve corrective action that can be taken 
at the local or regional level. Or it may involve action that requires General Office approval, in which 
case Regional manogement ' is responsible for communicating the problem oryd appropriate recommenda
tions to the appropriate Senior Vice President, 

5, To continuously evaluate the performance of local activities, point out opportunities for 
improvement and train and advise local managements in effecting these improvements, 

Regional management will ploy a very important role in the decentralization program. One of the 
important jobs of regional maiagement will be to aid and train local managements to assume the larger 
responsibilities implicit in decentralization. 

In effect, the regional executive is the representative of his Senior Vice President for his area, 
This will require that regional maiagements be thoroughly familiar with Company objectives, policies, 
procedures, standards, planning assumptions and plans. It will require that he exercise good judgment 
in making the decisions delegated to him aid maiaging his region with the company-wide, profit
oriented viewpoint and skill that the Senior Vice President would • 

• 
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General Office 

The success of headquarters staffs, under decentrol ized management, requires a few very capable 
people, who see activities as a whole rather than merely narrow segments, and who are able to operate 
on the authority of knowledge and obi I ity to guide rather than power to approve or refuse. It is better 
for these staffs to be too smol I than too I orge. If they ore too I orge, they wi 11 be tempted to make work 
for themselves--ond work for the field! If they ore too small, they wi II not be tempted to get into details 
unnecessarily and will need to limit themselves to the important problems. 

The staff recommendations of General Office deportments on such matters as schedules, customer 
service, maintenance, personnel and other policies, procedures, aid methods con hove a tremendous effect 
on other departments' costs and on Compaiy profits. Therefore, it is most important that these departments 
exercise great ingenuity aid resourcefulness in devising better methods so thotthe 'some or improved ser
vice con be rendered at lower costs, Al so in developing and presenting recommendations for changes, it 
is important that they forecast the effect of this change on income, costs, and profits. 

The profit implications of "investments in the future" in terms of incurring expenses that will not 
pay off in current profits are generally so great that these should not be made by any single functional 
group on its own authority. 

The impl ications of decisions on the above-mentioned matters are so important that the final decision 
should be mode by top management. Therefore, while a staff deportment hos the responsibility to initiate 
recommendations on policy matters such as quality of service, final decisions must be mode by the Senior 
Officers Council aid/or President, 

Any matter presented to the Senior Officers Counci I must be presented in such a way that the ques
tions for decision and the facts on wh ich the decision must be based are clearly stated, For example, 
if Customer Service is recommending a change in reservations aid ticketing standards which wi II have an 
important effect on costs, a staff study should be presented pointing out why the change is needed, and 
what the estimated revenue and cost implications of the recommended action ore,* In some cases several 
alternative courses of action should be presented. 

The Senior Officers Council should return any recommendations which have not considered the profit 
implications as fully as possible and request the department(s) concerned to "complete staff work". 

It should not be inferred from the foregoing that it is expected that every management decision will 
be mode with on eye to maximum current profits, Rother the intent is to be sure that the profit irrplicotions 
of each decision ore considered. 

In addition, each General Office functional departme~t is responsible for issuing clear instructions 
and guidelines to the field as to how to apply the policy or m'ethod so as to stay within the cost estimate, 
Periodically the deportments concerned and the Senior Vice President having line responsibility should 
check up to see how these estimates turned out in practice, If actual results differ widely from the esti
mate, the deportments and Senior Vice Presidents concerned should determine whether (1) the pion, policy, 
method, or standard was poorly conceived; or (2) whether the estimates were unrealistic; or (3) whether 
the instructions were poor; or (4) whether they were badly applied, Thus, over a period of t ime prof it 
planning aid control wi II become more realistic and effective, 

*The Finaice and Planning Deportments, as a service group, hove a responsibility to assist other 
deportments in making these computations. 
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Profits are made or lost depending how well the various line aid functional departrrents, the Senior 
Officers Council, and the President make recommendations and decisions, see that plans are adhered to, 
and adjust plans quickly when this is dictated by changing conditions, 

In summary, it should be recognized that profit planning inevitably involves difficult problems ~f 
reconciling different aspects of problems, such as balancing the benefits of better quality against the 
costs concerned, These problems exist whether one dep crtment is responsible for al I aspects of an 
activity or whether different departments are responsible for different aspects, such as separating planning 
from execution. Actually the division of responsibility has the advaitage of ensuring that all aspects of 
the problem are given full consideration. However, it has the disadva,tage of complicating and slowing 
down decision making, This disadvantage can be overcome if provision is made for: 

l, Taking a fact-founded approach, which increases the probability that the departments con
cerned can find a mutually satisfactory solution, 

2, Referring cases on which agreement cannot be reached promptly up the line until either 
agreement is reached or the comr~on superior of both departments makes a decision. 

3, Seeing that those to whom the problem is referred have all the necessary facts on which to 
base a decision. 

In other words, good management calls not for eliminating the possibility that differences will arise, 
9ut proyjding orderly processes for the prompt and sound resolution of these differences, 

The President and Senior Officers Council 

Individual parts of the Company, local, regional, and departmental, play their parts in developing 
profit plans, But whether these all add up to a satisfactory profit cannot be determined until all of the 
parts are put together, Frequently, for example, the composite of the budgets of all departments will 
forecast an unsatisfactory profit, In such cases, the actions necessary to correct this condition involve 
considering the effect on profits of (1) changing schedules; (2) cha,ging standards; (3) whether it is 
realistic to require operating components to achieve greater efficiency (the sCJT1e work load and quality 
standards at lower costs than were planned); or (4) adjusting fares, Weighing these alternatives typically 
involves all departments. Therefore, it logically becomes the responsibility of the Senior Officers Council, 
as the official policy setting agency of the Company to analyze various alternatives, Action can be taken 
to produce a sati sfactory result. The President, of course, individually carries the final responsibility 
to the Board of Directors and stockholders and, therefore, final decisions on the Company's basic profit 
plans rest on his authority, 

Naturally, in the course of their deliberations the Senior Officers wi II consu It other executives as to 
the feasibility and probable effect on revenues and expenses of various alternatives, Also, as we have 
pointed out, the role of the Council is to make decis ions or to advise the President on matters in which 
co-ordinated action is required and on "investments in the future". 
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VI. THE TOOLS FOR PROFIT PLANNING AND CONTROL 

The Company's principal profit-planning tools are: 

A. Yardsticks, or work measurement data, 
B. Operating budgets. 

C. The Planning Publication. 
D. Appropriation requests (CR-9' s) for capitol expenditures. 
E. Choice of aircraft--types and configuration. 
F. Schedules, which establish the basic work load and the sales opportunity. 
G. The Soles Program, which determines the objectives and direction of the 

Company's marketing effort. 

This section discusses the tools themselves. It is d ifficult , of course, to disassociate these tools 
from the understanding and skill with which they are applied. The experience of other companies is that 
even under the most favorable circumstances it takes several years for all leve ls of management to accept 
and acquire skill in the use of these profit-planning tools. That time should be shortened here because 
most field managers are men of ability and long experience. 

A. Yardsticks: Within reasonable limits, there is almost no activity that could not be made better. 

Profit planning involves gauging the extent to which additional expenditures would be justified by better 
results and/ or increased profits , and determining the po int beyond wh ich addit ional increments of cost 

could not produce enough additional income of suffic iently better results to warrant the expenditure in
volved. 

In many lines of business this can be determined relatively eas ily. Either a relatively d irect rela
tionship can be established between income and expense or compar isons can be made between actual and 
standard costs or between the unit costs of two comparative operations. 

The Company has made substantial progress in developi ng methods for measuring the work load on 
those activities which involve a higher percentage of the personnel in the field. However, considerable 
work needs to be done before these " yardsticks " are fully effect ive tools e i ther for planning local opera

tions or for enabling high er authority to measure the effectiveness of local results. 

Field management must reg ard them as analyt ical and planning tools rather than "mann ing tables " 
and acquire real skill in using them for these purposes. All too frequently , high costs ore justified by the 
statement that "we are within the standard". This fails to recognize that in any bus iness the standard is 
merely a "bogey" to beat, Moreover, it is questionable whether in a business l ike American Airlines 
standards for many activities can ever be sufficiently precise and universally applicable to be much more 
than a rough work measurement tool . Nevertheless, used intell igently and with a full realization of t heir 

limitations, standards can be very helpful. 

The experience of other companies also indicates t hat even very rough work measurements can be 
effective in making comparisons between approximately l ike activit ies performed at different places. 

Apparently high or low measurement results do not of themselves serve as a basis for action. But they 
"flag" situations to investigate to determine whether the apparently hi gh fi gures actually show poor per
formance or low ones indicate that this unit has devised better methods that might be appl icable elsewhere. 
Also, these investigations con prov ide a basis for ref ining the method s of measuring and reportin g so 
that the data become more nearly comparable. 
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Once a reasonable degree of ~omparability is reached, other companies have found that, if it is 
properly handled, considerable benefit can result from making comparat ive figures available to the mana
gers of all similar activities, This will be done in American Airlines, 

B. Operating Budgets : The operating budget, of course, is the planning and control tool which integrates 
all aspects of planning for current cost and income. Therefore, it is the Company's most important tool for 
over-all profit planning and control, 

Budgets al so provide an important cross check and control on the realism of costs and income esti
mates made in connection with establishing schedules, standads of service, and the like. This is 
particularly important under the Company's present plan of organization, For example, staff departments 
such as Customer Service and Maintenance, initiate policies, procedures, and standards that are executed 
by other parts of the organization. Reservation and ticketing activities are divided between Operations 
and Sales, Compensation practices initiated by the Personnel Department affect the costs of all depart
ments. And scheduling decisions reachedon a joint basis in the General Office impose work load and 
costs on the field. Operating budgets represent a commitment by the organization having line responsibility 
for control I ing costs that they wi 11 accomplish a certain work load and maintain certain quality standards 
for a certain cost. Thus, if either budgeted or actual costs do not "shake hands" with the estimates on 
which other planning decisions have been based, or do not forecast an adequate profit, the need for further 
study, which may well lead to the revision of previously made plans or standards, is indicated, 

C. Planning Publication : In giving local and regional managements more authority to make their own 
manning and budget decisions, it is most important that they have the planning assumptions upon which to 
base their plans. The Company will provide this information in the form of forecasts by regions and im
portant stations. The scope and detail of these forecasts will improve as more experience is available, 

In addition to specific planning assumptions, decentralized management will be more successful 
by keeping regional and local management currently informed on Company plans as to the profit outlook, 
Thus, if regional and local managements know that the profit outlook is poor, ordinary business prudence 
will call for their scrutinizing operating costs and capital expenditures more carefully and eliminating or 
deferring certain expenses. 

VII . GENERAL 

Communication : 

People do their best work when they ore well - infocmed; when they know "why" as well as "how". 

One-way communication, from the top down, is not sufficient; there must be a ·flow of understanding, 
cooperation and suggestions upward, Encourage that. 

And encourage it in an orderly, specific way, All levels of management should have periodic 
meetings with the people who work for them; to give informat ion, counsel and aid; to receive discussion 
and suggestion. 

If the employees are not adequately informed they should suggest meetings with you , so that they 
will be informed. Do not wait for that; evaluate the reasonable requirement and do something about it. 
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And, about suggestions, if you have any or receive any, send them along. There are never enough 
good ones and all wi 11 be welcomed and considered and acted upon, 

There are two things that this suggestion about communication does I_!£!~ 

1, Do not spend all of your time in meetings. Do not do too little nor too much; do what 
you believe to be sensibly necessary. 

2, You are under no obligation to tell every one all that you know. There is too little at
tention in American Airlines to matters of confidence. If you continue to repeat everything that is told 
you, it will be necessary to be more careful about discussions with you, Some of the plans of the 
Company, for very good reasons, must be kept confidential until they can be announced, Pay attention 
when someone tells you something in confidence, and keep it in confidence until either it has been 
released or you have been told that it can be discussed. 

But, to the extent necessary, and barring the use of confidential information, tell the people who 
work with you what they need to know to understand the program and to understand what they can do to 
aid it. 

Be Objective in Personnel Evaluation: 

There is a tendency among some managers to believe that a man or woman is good, or even excep
tional, just for the reason that they work for him. Do not get into that habit, and if you have it, try to 
correct it. The mark of a good manager is that he can have sound, objective judgment. 

Do Not Promote People to Jobs They Cannot Hold Well: 

No one expects you to be perfect in judgment; all of us make mistakes, 

But be quite sure that you never willingly promote a man, or encourage his promotion, to a job 
beyond his capacity, There is nothing more tragic, or harmful, to the man and to the organization, than 
to impose upon an individual a job beyond his capacity. 

Whether we like it or not, there are some individuals of limited capacity, They may be perfectly 
fine, valuable employees within the limits of their capability. But you do them an injustice if you get 
them beyond their depth. 

Do not Get a Man's Pay Classification Ahead of His Ability: 

One of the worst examples of I ax management in American Airlines is the tendency to recommend 
a raise simply for the reason that the individual has served with the Company another year. As a result 
of this, going back many years, some of the individuals working for us are drawing pay at a rate higher 
than that called for in any job for which they are suitable. If the job that this individual is now doing 
should necessarily be eliminated, think of the difficulty in finding another job for him at the pay to 
which he has become accustomed, Quite often, no such job can be found, and a man leaves the service, 
He would have been a valuable, happy man, if his pay had been kept in. keeping with his ability; by 
too many raises you have raised him out of a job. 
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Merit Increases: 

One of the tools afforded to aid you as a manager is the authority to make merit increases. The 
intention of this plan is to reward superior service, service well above the average. 

When you compare the productive work of an individual for one year with another you come up with 
one of three conclusions: 

1. He has been slipping. 
2. He has been standing still. 
3. He has been progressing. 

Merit increases are intended for the men and women in the third category. Confine your recommenda
tions to that area in connection with your administration of the "merit increase" system, and be able to 
prove, to yourself and to your superior, that your judgment is founded on facts, and accomplishment. 

Going Outside the Company for Personnel: 

It is the policy of the Company that those in the employ of the Company wi II be given preference 
in fill ing a better job. It is also the policy of the Company to train its employees for better jobs. And 
both of those policies will be continued and enforced. 

But that does not mean that we will never go outside the organization for people to fill new jobs. 
In a business which is growing rapidly often special requirements come to the fore, and there is no 
one in the organization experienced in the work to be done, or suitably experienced. And the nature of 
the work is such that an employee cannot readily be trained to accomplish the work required. 

Our primary responsibility is to have American Airlines operate well; to be the best operated airline 
in the industry. We hope that we can fill new jobs from people within the Company, and we will always 
endeavor to do so, but there will be times when it will be necessary to go "outside" to fill some special 
requirement and when that is necessary it will be done, and when it is necessary in your part of the work 
it can be done. 


