
THE XYZ BANK 
A Case Discussion

Prepared Under the Direction 

of Professor Charles Wagner to 

Satisfy the Requirements for 

MBA 299

The Creighton University 

August 8, 197A

Stephen A. Colgan



THE XYZ BANK

In early May, 1974, Mike Hart, the Check Collection 
Department Head for the XYZ Bank asked Sid Collins, the Check 
Processing Section Head to meet with him regarding several 
problems which had begun to surface in the Department. Hart 
was concerned with the pressure he had been getting from 
members of senior management regarding the performance and 
efficiency of the Department and he wanted to prepare a 
response to these questions.

As the meeting got underway, Hart said, "Sid, I've 
asked you to meet with me because we need to provide some 
quick answers to several questions. Top management has
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become concerned with our ability to perform and we are going 
to have to provide some very sound reasons as to why we 
haven't been doing the job."

"What exactly are they concerned about?" asked 
Collins. "We know that the work is not getting done as 
rapidly as it should be, and we are also aware of the balanc
ing problems that we've incurred. We are making every effort 
to correct the situation."

This case was prepared by Stephen A. Colgan, A 
student at Creighton University, under the direction of 
Charles R. Wagner, Assistant Professor of Accounting, as a 
basis for classroom discussion and not to illustrate either 
effective or ineffective handling of an administrative 
situation.
Distributed by the Intercollegiate Case Clearing House, 
Soldiers Field, Boston, Mass. 02163. All rights are 
reserved to the contributors. Printed in the U.S.A.



"They are concerned primarily with the holdover 
and balancing problems we have incurred. They don't like 
the amount of overtime expense we've had and they are con
cerned about the number of hours we have been working part- 
time employees. Also the bank auditors are concerned about 
our balancing procedures and the fact that the Daily Statement 
of Condition is not being published on a timely basis."

"I know you are busy, but we need some answers to 
these questions in one week. If I can get any help for you, 
let me know. I'll expect your report by the end of next week," 
said Hart.

HISTORY OF THE BANK
The XYZ Bank is a large commercial bank located in 

a Midwestern city. In addition to its lending activities 
and other services it markets, the bank sells data processing 
and check processing services to correspondent banks within 
XYZ's market area. These latter services are directed at 
any bank which does not have the capacity or equipment to 
perform its own processing. Check processing services are 
also offered to any bank nationwide which wishes to clear 
checks through the XYZ Bank for collection of the funds 
represented by those checks.

The bank was a tradition-bound, conservative 
institution until five years ago when George Watson became 
President. Watson, although he had several years of 
banking experience, was more of a professional manager than
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a banker. His previous banking experience was operations 
oriented and he was considered to be an expert in the area.

During Watson's first five years, the XYZ Bank 
underwent a drastic philosophical change. The organization 
became an aggressive, marketing oriented operation which 
made every effort to acquire and serve all types of customers. 
This progressive atmosphere was accompanied by several 
organizational and personnel changes designed to increase 
efficiency and productivity. Watson had established a bank 
performance goal of a yearly ten per cent increase in after
tax profit, and one method of achieving this goal was by 
cutting the "dead wood" out of the organization.

Staffing was reduced from 900 employees five years 
ago to the present level of 650. When turnover occurred at 
the middle and upper level management and staff positions, 
generalists with heavy quantitative backgrounds were sought 
as replacements. Only in positions which required specific 
banking experience were specialists hired to provide that 
experience. Each manager became proficient in budgeting 
income and expense for his area; this was necessary because 
the area's performance was measured by budget. A cost 
accounting system was established and all clerical positions 
in the bank were standardized. This standardization became 
the basis for all budgets within the organization, and the 
Check Processing budget was no exception.

3



4

HISTORY OF THE DEPARTMENT
The Check Collection Department and more specif

ically the Check Processing Section, had followed the same 
pattern as the rest of the bank. Five years ago, the Section 
was heavily staffed and all functions were extremely labor 
intensive. The sorting of items was done by employees on 
multi-pocket sorting or proof machines; these machines were 
not automated and could only sort as rapidly as the clerk 
could operate the machine. During this period, there were 
a maximum of one hundred four people in the Check Processing 
area.

Three years ago a major conversion took place 
which allowed the sorting of checks to be done by high-speed 
computerized equipment. This processing system allowed for 
the eventual reduction of employees from the high of one 
hundred four to the present level of forty-eight. Computeri
zation did not change the functions of the area, but did 
change some of the tasks, and it did allow fewer people to 
do the work. For instance, rather than sort items on a 
proof machine as well as encoding the items and balancing 
the deposit, a proof machine operator had only to encode 
the dollar amounts on each item and insure that credits 
balanced to debits.

With the advent of computerized processing, the 
Check Processing area became responsible for processing all 
noncash transactions within the bank each day. These



transactions included internal bookkeeping entries as well 
as deposits made by customers. The Proof Section became 
the initial MICR capture data preparation and entry point 
for all these transactions into the computer system. As a 
result, the Section became much more visible to other areas 
of the bank because it began to impact these areas. (See 
Exhibit #1).

As Exhibit #1 indicates, each item entered the 
Section at the Proof area in a deposit format (i.e. a 
combination of one or more credits with offsetting debits). 
The items were amount encoded with magnetic ink so they 
could be processed on computer equipment. The deposits 
were also "proved", that is credits and debits were verified 
as being equal in amount. After the work was processed in 
Proof, it was set up in "runs" and taken to the sorter area. 
Proof also verified that it had received all work sent by 
the initial source within the bank.

At the 1419 Reader/Sorter station, the items were 
physically sorted by pre-determined sort patterns; as the 
items passed through the sorter, which was connected to the 
central processor, the encoded information was captured and 
stored in a computer file. At the end of each pass of work, 
batch control listings were printed out to be used in 
balancing the work to totals provided by Proof. For a 
variety of reasons, work did not balance after being pro
cessed on the Reader/Sorter approximately fifty to sixty
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per cent of the time. Therefore the balancing function in 
Transit became critical in terms of time required to complete 
it and the need for accuracy.

This balancing function took place in the Transit 
area. Transit's other functions were to physically prepare 
items to be sent to their destination and to balance the 
entire day's processing for the Check Processing Section.
This final balance function produced a "blotter" which pro
vided control figures for internal bank departments (i.e. 
Customer Accounting, General Ledger, Trust, etc.) as well 
as providing thirty per cent of the input for the Daily 
Statement of Condition.

MAJOR CHANGES
Over the past twelve months, the department and 

the section had seen two major reorganizations of management 
personnel. In June of 1973, Hart was brought into the area 
as Check Processing Section Head, and Collins and two other 
employees came in as Supervisors. Only Collins had previous 
Check Processing experience and it was extremely limited. 
Whereas the previous management group was very technically 
oriented, the new group was not, and this created some 
initial problems. At first, it was not unusual to find an 
employee explaining the work process to his supervisor. It 
was felt, however, that the management group had learned 
the technical parts of the job fairly quickly and that 
problems no longer existed.
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In January of 1974, Hart was promoted to Check 
Collection Department Head and Collins was promoted to Hart's 
old position as Section Manager. Due to budgetary constraints, 
Collin's old position was not filled, thereby reducing promo
tion paths for employees in the area. Another problem was 
created in this change in that six supervisors and managers 
could not cover the operation as efficiently and effectively 
as seven had. The Check Processing operation was a twenty- 
four hour a day, six and one-half day a week operation. This 
necessitated having enough management personnel to cover 
all three areas of the Section around the clock.

Also in January of 1974, the 1419 Reader/Sorter 
activity, formerly a Data Processing function, came under 
the control of the Check Processing Section. Qualified 
sorter operators were given the opportunity to transfer with 
the function, but only one chose to do so. It was estimated 
at the time of the transfer that three Full-Time Equivalent 
(FTE) employees would be needed to run the sorters. Experi
ence since January indicated that five FTE were required 
to operate the equipment and Collins had been unsuccessful 
in obtaining the additional manpower.

Finally, in April of 1974, the Bank Controller 
and Auditor requested and implemented a control system to 
insure that all deposits taken in at XYZ's branches were 
received and processed in batches as opposed to deposit 
units and it had apparently slowed down processing at
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several locations within and outside the section. The 
balancing of this control system, which was a manual system, 
was delegated to the Check Processing Section and initial 
experience indicated that it was taking an additional four 
to ten man-hours per day to balance the work.

CUM E N I S i m T I ON
Collins felt that there were two problem areas 

which he needed to be concerned with. First it was necessary 
to eliminate holdover. (Holdover is a term used to describe 
debit transactions received in the bank but not processed 
on the day of receipt. All credit transactions were pro
cessed in keeping with the policy of giving a customer credit 
on the same day that his deposit was received). Holdover 
had not been a common occurrence until the last two months; 
since the first of April there had been holdover every night. 
Collins felt that the implementation of the new control 
system had slowed processing somewhat, but he was certain 
that this wasn't the entire reason for holdover.

Collins knew that morale was down among employees 
and he felt certain that the long hours and constant pressure 
to produce were beginning to affect even the best employees. 
He was puzzled by the holdover problem since actual volume 
did not seem to be greater than that budgeted for. (Exhibit 
#2). He felt that productivity and efficiency were down 
and he had also been told that there was too much overtime 
in the Section. The overtime was a result of volume and



the fact that several fulltime employees had been working 
extra hours to process work and eliminate holdover. Bank 
policy was to pay overtime wages for all hours worked over 
forty hours in one week. Policy also precluded working part 
time employees more than thirty hours per week. When the 
1974 expense budget was prepared, it was felt that part- 
time employees would only be needed twenty-five hours per 
week. However part-time employees were being worked thirty 
to thirty-five hours per week and the work still was not 
being processed on time. Collins felt that the answer was 
to be found in the statistics shown in Exhibits 3-5, but 
he wasn't certain what this information told him.

As his next meeting with Mike Hart approached, 
Collins was concerned about the apparent lack of solutions 
to the two problems and he was not certain that he could 
provide the answers.



EXHIBIT #1

CHECK PROCESSING WORK FLOW

SOURCES :

PROOF :
Balance Deposits (Debits = Credits)

1419's Sort Items by Destination
Provide Support Material for Balancing

Balance Work After Computer Processing
Prepare Items

Federal Reserve 
Banks

or Dispatch

Correspondent Customer 
Banks Bookkeeping

General
Ledger

TRANSIT:



EXHIBIT #2

PROOF VOLUME (ITEMS PROCESSED)*

Actual
2.478.000
2.240.000
2.425.000
2.570.000
2.385.000
2.480.000

Budget
December 1973 2,450,000
January 1974 2,387,000
February 1974 2,575,000
March 1974 2,325,000
April 1974 2,145,000
May (Projected) 1974 2,430,000

* - Volumes for all areas of Check Processing relate directly 
to Proof volumes since the same items are processed by 
the 1419 Reader/Sorter and Transit sections.



EXHIBIT #3

AVERAGE LENGTH OF EMPLOYMENT BY SECTION
(In Months)

PROOF 1419's TRANSIT
December 1973 18 1 20January 1974 18 2 20February 1974 17 3 20March 1974 17 4 19April 1974 14 5 18May 1974 11 6 17

PERSONNEL TURNOVER BY SECTION

PROOF 1419's TRANSIT
December 1973 2 0 3J anuary 1974 1 0 0February 1974 2 0 0March 1974 2 0 1April 1974 3 0 2May 1974 1 0 0



EXHIBIT #4

CHECK PROCESSING PRODUCTIVITY
(Proof, Transit, 1419)

December 1973
100%
97%

January 1974 99%
February 1974 102%
March 1974 105%April 1974 108%
May (Projected) 1974 102%

Standard

PROOF SECTION PRODUCTIVITY

100% = Standard
FULLTIME PARTTIME

December 1973 115% 105%January 1974 114% 106%February 1974 112% 106%March 1974 115% 104%April 1974 113% 98%
May (Projected) 1974 108% 87%



EXHIBIT #5

RATIO OF FULLTIM E TO PARTTIME EMPLOYEES

PROOF 1419's TRANSIT
December 1973 12/12* 3/0* 13/12*January 1974 12/12 3/0 13/12February 1974 11/14 3/0 13/12March 1974 10/16 3/0 12/14April 1974 9/18 3/0 12/14May (Projected) 1974 8/20 3/0 13/12

* - FULLTIME/PARTTIME



TEACHING NOTE

1. OBJECTIVE OF THE CASE —  It is felt that the student 
with a minimum of banking or management experience or 
courses can identify the problem and recommend 
solutions which would allow the department to meet its 
objectives at a minimum of both dollar and human costs. 
The problem may appear to be evident, in that turnover 
has been extremely high, but turnover is at best a part 
of the problem and at worst a symptom. The objective, 
then, would be for the student to determine what the 
real problem is, identify its causes and suggest 
solutions.

2. ISSUES OF SIGNIFICANCE —  The primary question in this 
case is what is the effect of rapid and radical changes 
in management and systems on a production shop and its 
employees. Increased turnover may be a result of 
these changes or a symptom of some other problem. Turn
over in itself then magnifies the problem and makes it 
out of proportion.
An analysis of this case should cover the following 
points:

A. Is there a problem of management ability 
(technical and supervisory)? Was the turnover 
of management too rapid?

B . Was there improper systems design in terms of
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the computerized processing or the control 
system instituted by the Bank Controller and 
Auditor?

C. Is there a problem with the quality of employee 
or the training they receive?

D. Has there been sufficient planning for personnel 
needs?

E. Are current departmental standards for produc
tion accurate or do they need revision because 
of changes that have taken place?

F. Is there a good mix of part-time and full-time 
employees?

3. STUDENT PREREQUISITES —  None.

4. REFERENCE MATERIAL —  None.

5. ANALYSIS —  The analysis should cover the points listed 
above as issues of significance. The student should 
seek to determine the causes of employee unrest and 
turnover, which are symptoms of real problems. It 
appears that there are several possible causes for the 
deterioration of efficiency in the organization. The 
first question to be considered is whether the quality 
of management is sufficient to meet the needs of the 
organization.

The movement through the area of two sets 
of managers within one year has certainly created a



lack of continuity and a certain amount of confusion.
The first group of managers was technically oriented, 
or "up from the ranks", and very capable of performing 
any function in the area or assisting an employee in 
performing his job. This group was possibly weak in 
management ability or experience and "undermanaged" the 
area, depending solely on technical experience to 
operate the section.

On the other hand, the new group of managers 
had little technical experience and an unknown quantity 
of managerial experience. This presents a dilemma for 
students in analyzing the case; new managers with no 
technical or managerial experience would provide no 
direction whatsoever to the area. Managers with no 
technical experience but some or heavy managerial 
experience would probably "over manage" and stifle 
employees completely. In either case, there was cer
tainly a change in management style which would impact 
employees and their perceptions of their jobs. Such 
a change could precipitate enough employee unrest and 
insecurity to create turnover or other problems in 
quality of work or production.

However, the case indicates that the control 
system had slowed down the processing of work in several 
areas. A batch processing system normally requires 
that items be grouped (batched) in batches of 250-300
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items. Deposit units can be of any size from two to
1,000 or more items. In a batching system, items have 
to be grouped in these batches by some person; this takes 
time and interrupts or delays the flow of work. Also, 
control totals have to be created; therefore instead of 
balancing real credit/debit differences, clerks could be 
attempting to balance to incorrect control totals when, 
in fact, the work does balance. These created differences 
impact the work flow in that errors normally increase and 
must be located and corrected.

The control system evidently was designed 
without regard for the amount of manual or clerical work 
necessary to make the system function on a daily basis.
A manual system can only be as effective as the people 
who operate it; if these people are not adequately 
trained or given sufficient time to perform, then that 
system will not be effective. This system has added to 
the workload and contributed no doubt, to the pressure 
and morale problems mentioned in the case.

Consideration must also be given to the 
quality of employees hired and the quality of training 
they receive. As the Exhibits indicate, there has been 
a considerable amount of turnover, particularly among 
part-time employees in the Proof section. The second 
exhibit indicates that the volume of work has not 
decreased, but has remained stable. In this type of



situation, the quality standards for new employees 
have probably decreased in an effort to get more bodies 
into production as quickly as possible. Also, the 
training provided new employees has probably been less 
than adequate in terms of time and quality, thus 
prolonging the production problem. The student should 
realize that this is a short run solution to the problem 
and more would be gained in the long run by obtaining 
better qualified employees and spending the time to 
train them.

The student might also wonder if adequate 
planning fqr personnel needs was done at any time. Most 
organizations have to operate within a budget, and the 
case indicates that XYZ's budget is based on work 
measurement related volumes. The volumes are reasonably 
close to budget as shown in Exhibit #2, which would 
indicate that good budget techniques were used. However, 
there is a legitimate question of whether an organization 
should not be allowed more flexibility within its 
budget to cope with situations which are not anticipated. 
In this case, turnover has created a shortage of 
qualified people to process work, but the work still has 
to get out. It would seem to be more reasonable to 
exceed the budget and make up the exception some other 
way than to continue living with a situation which is 
not economical in terms of human cost and actual loss
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of funds by failure to process work.
Also, the basis for the budget may be 

faulty in that the standards used in the budgeting 
process may be invalid. It should be suggested that 
these standards be reviewed, and rewritten if necessary 
to more accurately reflect expected production. Normally 
a review and revision of standards or job descriptions 
is easier than the initial effort, and oftentimes it 
is more accurate. Collins should demand such a review 
to insure that the new control system, in particular, 
has not adversely impacted his production capabilities.

A final question to be considered is 
whether there is a proper mix of part-time and full-time 
employees. The information in the case indicates that 
most of the turnover is among part-time employees and 
that there is a preponderance of part-time employees 
in Proof. Normally part-timers are used to provide 
flexibility in staffing and scheduling. With XYZ's 
practice of not working part-timers over thirty hours 
per week, part-timers were probably necessary to cover 
the hours. However, any flexibility is lost when 
turnover is so great and in the long run, more would be 
gained through the stability of full-time employees.

6. RECOMMENDATIONS —  A possible short-term solution would 
be to overstaff until more employees reach standard, 
and then weed out non-performers.
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7. SUGGESTED TEACHING APPROACH —  Discussion.

8. QUESTIONS TO BE GIVEN STUDENTS :
1. What are the apparent causes for the high volume of 

turnover in the department?
2. What errors did management make in the planning phase 

of the management cycle?
3. What suggestions do you have for gaining top manage

ment support for solving the holdover and 
productivity problems?

4. What is the purpose of a budget and what impact 
should it have on the operation of a department?

5. What has been the effect of the complete change in 
managers?

6. How should Collins determine the impact of the new 
control system on his production and on an individual 
employee workload?

ANSWERS:
1. There could be several reasons for the turnover in 

the department. Most of the turnover is among part- 
time employees which could indicate less stability 
in this type of employee. Part-timers usually have 
another job, school or some other committment which 
demands time and energy, and therefore, detracts 
from their job.
Other reasons for turnover could be low pay, 
boredom, abnormal working hours (weekend and nights), 
and the constant pressure of having to process a 
large amount of work on a daily basis.

2. When planning for the year's activities, management 
apparently did not consider the effect on employees 
of the systems and personnel changes which would 
take place. Any change, no matter how minor, is 
going to be met with resistance if it affects an 
employee or his job. The move of the area from one 
building to another probably caused some difficulties 
at first. The acquisition of the Reader/Sorters 
resulted in increased workload, and no adjustments
in staffing were made; this is bound to have an 
adverse impact on employees.
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Management apparently did not budget for more 
personnel to handle the increased workload, nor 
did management anticipate the negative impact on 
productivity and the working environment of employees. 
Much thought should have been given to this possible 
impact and appropriate plans should have been made 
to at least overcome the initial shock of each change.

3. Since the primary purpose of the department is to 
process checks so that the funds represented by 
these checks can be collected and used, top management 
should not need any persuasion in providing assistance. 
The cost of funds during this period of time was
high enough to warrant considerable effort being 
made to collect the funds represented by these checks. 
Top management should be made aware of the adverse 
effect on the Bank if this department does not operate 
at top efficiency; the cost to the bank is substantial. 
Once this awareness is created, all necessary support 
will probably be given to solving the problems that 
exist, or at least to providing adequate short term 
solutions until long range plans can be formulated and 
put into action.

I

4. A budget should be a carefully thought out and 
prepared plan of action, in terms of income or 
expense, for a specific period of time. Ideally, 
a budget will take into account all programs, 
changes, or functions that a specific department 
will be involved in during the time frame.
The budget should be a guideline, or even a measure 
of performance for a manager. However, a budget 
should not be so inflexible as to preclude changes 
in personnel or expense if the need arises. It is 
more important in most cases that the job be done 
as well as possible, than that the budget be adhered 
to. It is costing more money not to process work 
in a timely manner, than it would cost to hire more 
people or increase pay.

5. The change in management has been so radical as to 
create problems with the employees. Not only has 
a change occurred, but the management styles have 
gone from one extreme to another. The highly tech
nical management group evidently was able to do the 
job because it knew the area inside out. The new 
group did not have this technical knowledge, and 
probably lost the respect and confidence of the 
employees during the time when it was obtaining 
the know-how.
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6. Collins should have production records for some 
time before and after the introduction of the new 
system. Examination of these records should indicate 
whether production has dropped off, and if so, when 
this change occurred. He should request a work 
measurement study to determine if current standards 
are accurate, and if not, how many employees under 
the new standards will be required.
He should also analyze his time records to see if 
there has been a noticeable increase in the number 
of hours needed to process the work. An appreciable 
increase in hours could indicate a need for more 
people, different methods for handling the work, 
or a revised control system.


