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~J~l ~ic~r~ El I C,~a~, ~f~ Of~ of S~p~ of theViCe 
for S~ply Management, Munitions Bo~rdj was born in Wellsp E ~ ~  23 
J~me 1899. He ~ to the Uni~d States in 1902. He served in the 
Artillery during World War Ij was ccmnissioned in the.Reserv~ Carps in 
1927, and served in the National Guard and Organized Reserves ~til 
1920. He attended Iowa State Teachers College and Iowa State Collep 
and was graduated with a Bachelor,s degree in 1933. He served as an 
ins~c~ in Economics, Iowa State Teacher's College; purchasing agent, 
foundry engineer, and mechanical engineer in indus~-y. He entered 
Federal service in 1935, serv~ in the War Dep~nt as auditor; 
civilian chief of Audit Division, Office of Chief of Finance; principal 
civilian~ Audit Division, Office of Fiscal Direo~or~ ASF; supply special- 
ist, Control Division, ASF; chief, Management Engineering Branch, Control 
Office, G-2, Army. Mr. ~mp~-n was responsible for financial management 
programs in  G-2~ review and ana lys i s  of systems for  supply~ requirements,  
procurement and productionj and the f i s c a l  aspeots of  l o g i s t i c s  functimas. 
He was sppointed to his current  assignment in 1952. 
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HAR~r Gentlemen, ~ n~aEl~r and Tari8%y Of i ~  4.~ ~he 
,414 t a r y  s~ppXy s y s t u  a re  so ~ t h a t  i% i s  d i f f i c u l t  f o r  us t o  
c ~ p r e h e n d  the  magnitude and the  c o ~ l e x i t y  o£ the  problems invo lved  
in handling tha~ ~he problems become even greater when i~ms remLl~- 
tng f r m  modern t eebne logy  wi th  t h e i r  s~p~ort ing spares  a re  added %O "the 

To give us a new approach to  the  s u p p l e m e n t  p rob le~ j  our 
speaker  todsy  has e l e c t e d  to  ~me i n  h i s  d i s c u s s i o n  d o l l a r  va lues  and 
~ z ~ a g e s  as ~wo p o s s i b l e  media o f  supply  c o n t r o l .  I m sure  he w i l l  
provide  us wi th  same food f o r  tho-~.=ht~ as w e l l  as  some d i f f e r e n t  con- 
cepts i n  s~pp1~" m a t t e r s .  

Our speaker  has been i n t i m a t e l y  a s s o c i a t e d  wi th  %he f i s c a l  a s p e n s  
of supply ~ e n %  since 1935 through his various assiEmwnts in 
War Department and on the Army General Staff. Even prior to then he 
was associated with military s~pply through his service in World War I 
and s~]~sequen% assigmmen%s with the Officer Reserve Corps. He is now 
serving c= the Munitions Board as Chief, Office of Supply~ under the 
Vice Chaiman for Ssppl~ Management. 

I take great pleasure in introducing Mr. Richard K. Chapman, who 
will speak to us today en .Dollar Data as a Tool of Supply )~anagement." 

MR. (N~PIE~: Thank yOU~ Col~nele ~eneral, ladies~ and ge]~].aaen: 
I t h i n k  t h a t  a l l  o f  ~s csn ~ r  f a r  enough back when s~pp~Y was a 
r a t h e r  ~ epera%ion~ Going far back %o the early days of this 
Gove~ t~ere were.very few i~e~s in %he s~ply s ~  in its en- 
tire~. Prior to that soldiers fur~ished ~eir own individual e~L~%. 

~=4w#--4-@d i%~ and generally %hey maintained %heaselves, wlthou% 
any serie~ ~ply prates. 

What ~ do to~ is t o  groan a t  the n ~ e r  o£ ite~s~ ~he oa=p~ex~y 
of i~ms~ and the ~:-~%i~Y of each. The mmber has gro~n so as %o 
stagger the imagina%i~. Our oa%al0glng agency shows that %here are 
about 3.5 milli~ items in the current supply system of the Defense 
Department.  ~ a ~  is an astonishing figure. Some of  them are  ~ '  
and some of them are major items. No one knows ~he volmne~ at this 
ti~e~ of the ~al s tock .  Probably the best figures indicate that i% 
is a~ou% equal %o the total volmae of the stores held in stock in the 
civilian ec~omy of the country ~ bo~ i~lustrial and c~a~ercial~ s~e- 
where be~wean ~he figure of 50 and 5 billio~ dollars. That's a great 
deal of  mo~ey and it is a I~ of s~plY. 
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Now, we manage and f~nd supply, gener-11y~ on the basis of i~ 
informati~. We review the supply history of items. ~e most i~porta~t 
items, the ones critical to the military forces, are reviewed in great 
detail. Supply people habitually have their ears very close to these 
items and they understand most of their characteristics. It is not 
often we are in an oversupply positi~ on one of those items, u~less 
there is a very good and sound reason for it. ~ustomarily, also because 
of the pressure and the energy required to keep current on those items 
critical to the military forces, supply people don,t pay ar~aere near 
as mush attention to the items which are in long supply as they do to 
i~as ~ hand for ~hich the requirement is diminishing and the experience 
f a ~ . i ~  o~,  

The ~hole fact of it is that if we have 3.5 million items or a~F 
major portion of them in the supply system# it is very dlffie~It to 
flud enough talent to review the supply history of every one of those 
items once a year or once every two or three years. We can,t get an~agh 
talent to do its To make a supply and demand study of an item is quite 
an u ~ l e r ~ .  It takes a great deal of Judgment; it takes ~aturity; 
it takes a pretty good knowledge of what to s~pply in the way of eou- 
s~mpti~ needs in the progrs~s of the services. Obviously, the number, 
of people capable of making an intelligent analysis on that basis is 
limited, but I think we can assume that we do a re as ora~bly good Job 
supplying the armed services with the things they need. 

That brings us to the point of supply management. In its simplest 
terms~ I think we can say that supply management is the directi~ which 
is given to insuring that the fighting forces have all the supplies they 
need, when they need them, and where they need them; that is an old cliche. 
But there is another aspect to it and it is the corollary. This is what 
we are going to talk about today. It is to make sure we don't have in 
our supply pipeline a large volume of supplies which we don,t act-ually 
need--for which there is no foreseen requirement. 

I think that we can assume that we cannot analyze every item in 
the supply pipeline in the detail that would be required to make sure 
that we have only the quantities we need 9 nor can we anticipate what 
the future supply tremls of every item in the supply system ma~ be. I 
thi~k we can discard that as being impractical fr~ the staudpolnt of 
cost and the number and competence of people required to do it in that 
v ol~Re. 

Hav~ in mind that some different trea~aent of this subjec~ was 
needed, the Defense Dep~nt asked the Cow, rows for legislati~ same 
years back--in 1949. As a result of that, we have Public I~w 216, 
title IV# sections 405 and 410. We have the authority to use revQlvi~g 
stock i~sids, industrial funds, and financial property accounting. 
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I w o u l d l i k e  to speak first on the  f i m m c t ~ l  prc~perty s ide  and 
dh the stock i~nds second. ~e theory behind this law was %hat if 
could f i n d  a common denanina tor  by  which we o o ~  e v a l u a t e  i n  broad  ~ r a s  
what the  e f f e c t  o f  our  supply opera~tens was~ we might  be able  t o  ~ '  
the va~i~s Characteristics in the  behavler p a t t e r n  of s~pply actlvi~les. 
We would then be .able t o  e v a l u a t e ,  f a r  b e t t e r ,  ~he t o t a l  e f f e c t  o f  the  
ope ra t ions  as measured under i t em in fo rma t ion .  

To explain that, I would like to say thisr Some people have the 
ability to reneBber a grea~ deal of detailed inforaatien at mae time. 
M~ybe scae people could reeall the supply history of several thouaa~d 
items at a~ one time and they would know what the total situation was.  
C e r t a i n l y ,  t h a t  depends e n t i r e l y  on the i n d i v i ~ I R l ,  and t h e r e  i s  a lIIit 
t o  that. Obvieusly, a G-4 of  an ~, an A-4 of an =~ force, and ~he 
counterpart number in a navy could not be ezpected to have a gre~ 9 
accurate picture of the entire swpply system and how it func~iens, Jut 
what is takimg place, from TAm da t a  t h a t  ,he gets onan  item basis. He 
could net possibly receg3~se the significance, for instance, in every 
transaction that takes place,,  ~here is an element of error~ either me- 
chanical or  human. Usua l ly  they  are not g r e a t  e r r o r ,  because ,  ~ e ~ ,  
supply people are very well-trained and use p r e t t y  g~od J=dgmen~. I 

the facts prove i%--b~t they do make errors. 

If we make errors on almost every transaction one ~ay or ano~herj 
it will be an error either on the plus or ~he minus side. If we make 
an error on the majority or the larger porti~ of the trs~sactions, 
sidering -I ~ ~ i~ms we have in the s a ~ l y  Sys~, the total exte~ of 
that error is asto~adi~g. Wenever w~1~ be able to measure it by iook4-8 
at stock status reports on an item basis. 

Realizing this some years back, i n ' t h e  ea r l y  days of World War II, 
we t r i e d  t o  find a e c ~ c m  denom:i.natar to  ~ a m n . e  i n  b road  terms ~he 
effectiveness of the s~pply system. We went "to tens. We e~mld show the 
t o u n s ~  goisg i n t o  and caning out  o f  depo t s ,  which is a very good. Index. 
It is =a~lar .'to the c~rlea~ index used in in@as~r7 as a broad ~ e ~  
of  the eoon~ aetivity o f  the c~try. The Industrial activity for %he 
carload goes ~p and de~, and wages and ~ l o y m e n t  go up and dram wi th  it. 
It is a c~iteri~a. 

In the same wa~, we used tca~age~ but  we found serious llmi%ati~ms 
ia ~ use of tonnage. For i~s~anse, a ton of elee~enles e ~  
and a ~on of  heavy eq-~.,~en% i n d i c a t e  t h a t  t h i s  ~ e d i ~  is used f a r  on ly  
cer+~4~ things. Voltage or activity can be m e ~  but even .%A'.~ it 
has limitations. One crame weighs many toms and obvi~Isly that must 
be taken i n t o  ce~sideratien, We mmst know the tTpe of  supply  we are  
talking a~mt if we are goimg to  fake def~-4te ac~iem. 

So the fryers ~ of P~lie I~w 216 came up with a ~ll~r medium. ~he 
Navy has  had ceusiderable experience ever a le~g period of  ~ i n  
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use of dollar figures and it has been very e&tisfactory. So we have a 
req~t in section 410 of the cited law that the ~ilitary serwlee8 
w i l l  a c c e u n t  f e r  proper~y in  terms of  d o l l a r s  as we l l  as by i tem t ~  the  
ex ten t  practicalj and the law req-~res that the Secretary o f  Defense 
will prescribe the system which will be used. ~here hae not be~ a 
g r e a t  dea l  of e~fort~ up to nowj p l aced  c a  finaacial acc~ti~g~ as such. 

I would l i k e  to  go back Ju s t  a moment to  t r y  to  see what f i n a n c i a l  
p r o p e r t y  account ing  would mean. I ~hink we a l l  r e a l i z e  t h e r e  a re  a 
great many items in the supply system that sh~d not be in it. We 
dea,t seem to have difficulty getting a~ one item into the Apply ~eSy~, 
but we have a great deal of diffieulty in getting one out. One of 
troublesis, when we put a new item on a table of alle~cee er table 
o~ organxzation and eqnJAmeent (T/0~E) and anthorize it for use, we 
d o n ' t  always make a d e c i s i o n  t h e n  and t h e r e  as to  what the e f f e c t  o f  the  
new Stem w i l l  be on the  i tems a l r e a d y  i n  the  system~ and we d o n t t  make 
a declsiou to hold up the in~iou of the new item until the s~ock 
of the present items ar ether items affected is depleted. Ae a renltj 
we f i n d  ~hat  we have d i f f i c u l t y  us ing  the  o ld  i tem.  We are  i n  heavy 
p r o d u ~ i o ~  on the  new ene~ bu t  st~11 h a v e n , t  got  r i d  0£ the  o ld  ~ e .  

The ~ has such th ings  as McClellan s add le s .  The Navy has anchor 
cha ins .  ~he Air  Force h a s n , t  had an oppo r tun i t y  to  accumulate so much, 
bu t  t h e y  a re  d o ~ g  qui te we].].. Dur~n~ ~ ea r l y  days of  the war~ the 
a~ Force came ~p with the idea t h a t  it minted ~e leg the flight o f  
p lanes  b y  ~ w ~ s ,  so i t  bought a l o t  of  c~q~aters  o r  post~-~ m~¢Mn~s, 
s e v e r a l  thoummd c f  t h e ,  ~hat c ~ p u t e d  i n  m~_mltee rancher ~ m  i n  ~ S  
and e e ~ t s .  S h o r t l y  a f t e r m n ~ ,  t he  Ai r  Force d i scon t inued  t h i s  p r a c t i c e  
and l ~ r l ;  the machines back to  the depot .  I t  s t i l l  has the  machines 
• h~ch a re  o f  ne e a r t h l y  use .  They could have bean modi f ied  by  i n s t a l -  
l a t i o n  of  new key p a r t s ,  bu t  i n s t e a d  the  Ai r  Force i s  bu~i~g new pest~%~ 
~aehi~es and haven , t  disposed, o f . the old  e~es. One of ~ reasens is, 
the pee~le responsible d~m,~, ] ~ i "  ~he c~fl~tive effect, of the ez~o~. 

To co~e down to the use of the dollar data--if we price out the 
supply doc~ents, issue slips, recIulsitions, and so on, ~e get the t o t a l  
d o l l a r / v a l u e ,  provided we can s o r t  ~hat ~n¢onaation eut  i n  t h i s  manner. 
A s ~  was made in one service r e c e n t l y  on a certain class of supply; 
in that st=d~ t h e y  wished t o  show ~ t o t a l  dollar value of  a l l  the  items 
In that class of supply, phased out as to quantities they had ou account, 
in relation to issue experience. ?hey had total on hand and total issue 
f ~ S ,  phased out  by :~arS, qua=t:Lty in  procurement ,  and t o t a l  s ~ e d u l e d  

~-~--nce. The identity of items was not  i n d i c a t e d .  ~he r e p o r t  
showed that a large quantity had no issue experience--in other words, :~ ck_ ~ infinitT. 'It would last forever; no one would use it. It. 
s o t~d  5 m i l l i o n  d o ~ a r s  in  p r o ~ n t  and ? mi~.~iou d o l l a r s  i n  scheduled 
maiutenance. I don't know how. t~at happens, but it does. It is a pretty 
bad/~tma~en. Howpreva len t  is it? I defy you to find out fr~n i~em 
infeewa~ou unless y~u price it out, make an analysis, and establish 
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supply-behavior characteristics. We can't fall %o take cognizance 
of a report of that kind which will show the effect of -]] the errors 
in Judgment made on ,11 the i~s of a class of supply, focused into 
a single figure. We can't fail to realize that officials will take 
action as a result of that type of paper. 

If we had similar information across the board, we would find that 
we would have to take saae action on undesirable situations brought to 
light. We would have to clean items out of the pipeline. There are 
two theories, depending on where we sit and what our profession is, as 
%o how financial information should be used in this respect. There are 
those who feel that we should assemble i% in broad terms, across the 
board, in the kind of report I was %talking about, and that i% should be 
used by commanders and people in the higher echelons to tell %he men 
below that they had better clean up the situation. 

On the other hand if the man who makes the errors--and all ~hese 
errors are made away down the line at the point of requisition--does 
not add them all up and analyze them to advise himself at the time as 
%o the effect of his minor errors, we can'% expect him to correct then. 
1% isn't necessary to have some topside order telling him. The man has 
to know which items are causing trouble. So, the advocates of this 
~eo~y say ~hat the only valne from a supply-management standpoint of 
financial information derives frum its use by the people who perform the 
supply operations at the point where the work is performed. ~his neces- 
sitates having the necessary information in terms which will be under- 
standable to them, so they can regulate their activities. When they 
see something getting out of hand, they can take the necessary action. 

If we can isolate a class of supply at the point where a stock 
clerk or warehouseman can watch the trends and tell what items are 
getting out of hand, he can go forward and say, "Do something about it," 
and he can clear it out. If we don't do that, the informatian in the 
hands of higher echelons might be a dangerous instrument. We then come 
te the theory of whether to use the management information as a club to 
beat other people over the head to make them do the job better, or to 
give the man at the working level the necessary information so that he 
may do it h~mqelf, 

There are a surprising number of people who believe we don,t need 
to give this information to the man who does the work s and that we 
should give it to the superior so that he can police the m-n below. 
I don't think it admits of any argument, I think it is essential that 
every workman has the neoessary information so that when something does 
go wrong or a trend is developing, he can isolate it so that he can 
look at the item records. Don't forget we have to came back to those 
item records. None of these devices will supplant them o r  take away the 
necessity for %2mmu. We simply must know by item how much we have, 
where it is, what its condition is. 
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I mn reminded of a story of a man who was coming home late one 
night and he noticed another man down in the gutter, under a street 
lamp~ hunting through the litter. He thought, that man must have lost 
something valuable to be poking in that gutter at this time of night. 
I will try to help him. So he walked up and said, "Did you lose some- 
thing important?" The man said, "I dropped my wallet." They both 
hunted through the litter and they came up with nothing. So the first 
man saidj "Are you sure you dropped your wallet here?" and received the 
following reply. "No, I dropped it over across the street." "Well," 
the first man said, "Why are you looking for it here?" The answer 
was, "Because it's the only place I can see. There's no light over 
there." 

That's the point of this portion of the discussion. If the light 
is not put where the eZTOCS occur~ the result is not going to be bene- 
ficial. The information must be put into the hands of the man who is 
doing the work. It doesn't do any good to put it somewhere else. We 
might discover the extent of the error, but not where it is~ which is 
the important thing. 

I have been t-1~ug about the use of item information and financial 
property accounts. We have a couple of devices we employ that do add t o  
the benefits. I hope I have convinced you there is some value in being 
able to analyme 9 without regard to the item, the composite picture on 
any type of supply, either at the working level~ or at the higher level. 

Now~ about the stock fund under Public Law 216--the Navy has had 
one prior to that law for io these many years. The stock fund simply is 
a device which takes financial property accounting and adds to it a 
funding plan. It is a revolving fund. When we establish a stock fund 
we put a price on all our supply on hand and capitalize it. In other 
words supply on hand becomes an asset to the stock fund. We are then 
given a sum of money calculated to pay for all our procurement until 
such time as we can get the money back from customers. In other words 
there is a buyer-seller relation. We buy stock for the stock fund and 
sell it to the customer. Appropriations reimburse the fund. 

The theory behind the stock fund si,~ly is that we w~ll not budget 
for a balanced stock; we will not budget for procurement; we w~!! budget 
for the use of the items of supply as issued to users. It will be in a 
censm~er budget so that we can repay the stock fund for every issue 
wlthdrawm fram it. The stock fund is revolving. We always get our 
money back. Normally, it has around 90 days' reimbursement time. So 
there is enough liquid capital available to last for 90 days. ~he theory 
is not to buy the entire annual req~,~rement at one time. We can maintain 
a lower level of s~pply. Also, because new items cannot be bought "~util 
money comes back, we must sell the items in our pipeline. 
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That means we cannot keep items that don't move. If there are 
items that don't move, the stock fund dries up. It freezes the capital. 
Pretty soon there will be no money %o ~ what we critically need. The 
stock fund allows us to keep a lower level of supply because we can go 
on the market at any time, without regard to fiscal year appropriations, 
and replenish stock. 1% is particularly adaptable to off-the-shelf 
commercial items. We may run into %rouble on items if they have a large 
number of m41 itary characteristics and where obsolescence is a serious 
factor. Obsolescence will dry it UP. We can't sell obsolete items; 
therefore we can't get our money back and are without capital to b~ 
 i.g. 

The stock fund d~es have a lo% of value. Some people who have 
been using i% den'% think it has. I ~ %  they have not used it properly. 
I would like to go into that for a moment. The Defense SEpply Service, 
a very small operation, has a total capital of 2.5 million dollars. It 
handles supplies of office equipment, pencils, and so on, that are used 
in the PenTagon. 1% started out capitalizing the stock on hand. It had 
700 thousand dollars of cash given to it by the Defense Department, Far 
the year or year and a h~9 that it has been in operation, it has liqui- 
dated a lo% of old stock. 

In The stock fund, the manager found that he couldn't continue %o 
maintain all the items he had previously. All the material wasn't 
moving. So he told the people that he had to liquidate this slow-movlng 
stock and issued what he had. Because they couldn't get what they 
wanted elsem~ere, they had to take it. As the result of a year,s operatim~ 
he has returned to the Treasury 700,000 dollars cash, and before %he end 
of this fiscal year he w~;l_l have returned 300,000 ~ellars more, making a 
total of about a million dollars, which is a pretty substantial return 
in a 2.5-million-dollar operation. 

I wonder how much the military services could do if they operated 
about the way this Supply Service is operated. Obviously, this operation 
is simple since it has no m~litary items in it. The items it handles 
can be bought from any dealer downtown in any quautity. But this man 
has demonstrated that a lot of old stock can be liquidated if so desired. 

The Navy has added to its stock fund this year the supply of a 
n~,her of i%ams for the support of MST's. It has assimilated medical 
and dental supplies in its stock funds. There have been five other minor 
categories of supply added this year, but they have not had to get a 
single cent of additional capital. In other words they have been able 
%o liquidate supplies they previously had on hand in the stock f~md %0 
get enough money to finance the procurement of seven new categories of 
supply in the stock fund. 

~he Quartermaster of The Army uses stock funds for clothing and 
equipage. I think this particular stock fund is probably the least 
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effective of amy~ and one of the reasons is--in defense of the Q-~ter- 
master--it got off to a bad start under extremely unfavorable conditions, 
to s~ the least. It is a very large operationj somewhere around 1.5 
billion or 2 billion dollars. However 9 the ann,,al report shows that the 
volume of activity iu the stock fund does not indicate that the capital 
ought to be anythimg like 1.5 billion dollars. It looks as though it 
ought to be very much under a billion, which means there is a lot of 
dead stock in the fund. It does not have~ in tha~ stock fund~ enough 
information of the type I have been talking about to weed out all the 
items of stock that are not moving and which should be liquidated. 

The Navy has~ of course, much more experience and it has gone a 
lot further, although I think there is much more to be desired in its 
stock-fund operationj too 9 in the way of liquidating unnecessary supplies. 

In present programs of the stock fund, the Air Force is including 
medical and dental supplies. I believe it is also considering petroleum 
and its products (POL). 

The Quartermaster of the Army is arranging for substantially larger 
stock fund program this year. ~hey are considering putting all other 
~,-~termaster General supplies in the stock fund. ~he Army plans now 
to have a stock fund for POL~ and it looks as though in the next year 
and one-half the Q~=rtermaster will have all supplies under the stock 
fund. 

In the other technical services, they are getting into a number 
of items which have high obsolescence factors and many military charac- 
teristics. The stock-fund principle is not as well adapted to their 
operation as it is to the Quartermaster. 

There are stock funds planned in Ordnance for spare parts. These 
are strictly in the planning stage. There has been one discussed for 
photo supplies and for various other categories. So the stock-fund 
principle and program is expanding. I think it still remains to be 
Justified from the standpoint of utilizing the capabilities of the 
system to develop the kind of ~n~ormation which will permit the action 
necessary to weed out the supplies that are not needed, 

I think that is a most critical point and, as I said before, it 
might be the dangerous side of the picture. You must face the facts. 
The facts are simply these: If the stock-fund reports or if the finan- 
cial property-accounting reports show the total volume of supply is far 
in excess of the issue experience (the total value of issues), and I 
am t~ng about recurrin~ issues rather than the one-time issues~ if 
they show a vast difference between themj and my guess is that the 
Defense Department would probably show an a~oss-the-board average of 
about a ten-year supply or more~ that is a pretty serious situati~ 
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The a va~.lab4_~ty of such in format ion  i n  the  hands of the  Defense 
B e p ~ t ,  the  Bureau o f  t h e  Badge¢~ -and Congress i s  ~s~ply  g o n g  
to mean that there is going to be reslstance ~cm ~ese ~cies when 
additional ~ warehouse space is requested. ~hey,re going to say that 
obviously we don't need that much space; that we need to cleau out our 
stock. They're going to say that we don't need transportation, that we 
don't need to haul that stock around the country; that we should get rid 
of  ~t. They d o n ' t  know that sitm~tiom as well as we do. Pressure will 
be on if we need facilities of ~ ~ n d .  Requests for , a d ( : L i t i , ~  space 
will be subject to criticima. ~he authorizing agencies are golng<to 
get that relationship down--the total vol~me to our issues. It me,ms 
we will have to clarify, specifically, definitely, the vol~me we can 
have in our warehouse, the types of reserve. There will have to be a 
limit on it. We cannot say, ,This one is closed. We have so much in 
reserve." Reserve is active stock. In amy program it will have to be 
d e f i n e d .  

I think we are ~II cognizant of the fact that we have an awful ~ lot 
of stock on hand. The Army has McClellan saddles, as I said before. 
Smuetime back the Army realized it should not keep the saddles and sent 
them to the leather wor~ng shop at one of its bases and had saddle bags 
made out of them. But the Army didn,t have requirements for saddle bags, 
either, so it finally sent them to the Greeks under fore~ aid. 

I thlnkwhen we consider the total volume of supplies to the extent 
of 50~ 60, or 65 billion dollarsj it is something to think about. You 
know what our conmmpti~n is, as related to that. It doesn't begin to 
look like that but our budget does. 

I think we should take away with us the thought that we will be 
much more effective in meeting troop requirements if we do not have ,71 
these extraneous items which absorb our strength remaining in the pipe- 
line. That is the thought I want to leave ~ith you. It takes materi~s 
handling equipment, labar, statistical work, clerical work, and super- 
visory work; i t f~11s up warehouses. The situation is one for war plan- 
ning at present for the reason that we have not enough warehouse space 
for new procurement but have excess stock on hand. All this points ~p 
to the fact that something drastic needs to be done about disposing of 
excess and surplus property. I au not going to discuss that. It %~11 
be discussed with you in a later meeting. Strides have been made in 
that direction to speed ~ that action. 

Another aspect of the stock fund and financial property accounting 
that I want to leave with you is the polic4-g of the user. ~xpply systems 
generally have attempted to some degree to police the user. In the Arm~ 
and Air Force, particularly, we edit and re-edit requisitions time after 
time. Every echelon performs an edit. The troop c~mander submits an 
issue slip. The first colm~u shows the quantity on hand. That's the 
T/O&E allowance. (The Air Force has about the same thing. ) The next 
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colu~i shows the quantity on hand. The next column is the difference 
between the two, the quantity requisitioned. The supply officer is 
required by regulation to place a certificate thereon which shows that 
the items ordered are within his allowance and when received will not 
constitute an excess of the authorized allowance. You would think that 
would be good enough, and that it could be issued, but oh, no; it goes 
to the supply office and it gets out the T/O&E and recomputes it to be 
sure the tactical supply officer didn't make a mistake. They check the 
computation to make sure the quantity ordered is correct. 

It overlooks one fact. There,s one figure it can,t check. That is 
the quantity on hand. If the certificate was falsified, he certainly 
wouldn,t put the right muount on hand. All that checking, all that effort 
is wasted. But it is done several times through the supply cycle. It 
slows things up but it is an attempt to police the user, to make him 
more careful. 

Now, supposing we priced out all these issue doc~ents. Suppose 
we gave to every c~ander of a using-activity a dollar report to show 
him each month the total value of all supplies of all kinds issued so 
that he can watch from month to month what the consuming habits of his 
organization are, so that he himself can police them. Obviously w he 
can,t do it by item information, but under the present policy we can,t 
do ar~img in a supply system except by items. He can watch them so 
that if they crop up in consumption he can call in his commanders and 
he can tell his subordinates that he wants issues cut back and that he 
wants them to see to it. He doesn,t need to know by item. He can 
leave that to the supply system. S~at can be used to police the user. 

If we have a stock fund, we are in a far stronger position to 
police the user for the reason that he must include in his budget the 
necessary funds to replace the stock-fund issues. In other worde~ he 
has to buy it. If he runs out of money~ he is not going to bray. He 
mus~use a lot more judgment in ordering. The requisitions, before 
they are submitted~ will have to be screened to make sure there are f~nds 
to pay for them. As it is now, if it is in the piPeline it can be jus- 
tified by a good story. Under the stock-fund system, if we don't have 
the money, we can,t get the item; we have to get more money. 

COLONEL MAR?Z: Gentlemen, Mr. Chapman is now ready for questions. 

QUESTION- I can see the advantage of the stock fund and how it 
would work where there is a relatively stable organization; but, ass~ 
that there is an army today of 600,000 and tomorrow one of 3 million, 
how do we work the stock fund to both increase it and, when the army is 
demobilized, get rid of the goods? Please c~ment on that? 

MR. CHAPMAN: Since we have the infomuation on the material, and 
the strength, which of course will be reflected by an issue demand, we 
start the procurement program in the same way. We might ask for additionsS 
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capital to do it. Our performance in getting additional capital up 
to now has not been serious. At the moment we have a very large 
quantity~ 700 or 800 million dollars of available capital~ that we could 
allocate to any stock fund in the Defense Department. If we got into 
full-scale war~ we would have to have a great deal more. I don't think 
we would have trouble getting it. I think if we got into a j~ we would 
have to go ahead and obligate anyway~ until Congress appropriated the 
money for increasing the working capital for the stock fund. It would 
have to come fr~ appropriations to support the services. If you didn't 
get money fast enough you would be in a serious position. The Navy had 
some such difficulty, during the war i and this put it out of joint here 
and there. 

! think the answer to that problem depends on what there is in the 
supply pipeline under the stock fund. If we have military characteristic 
items, we w~1~ be in real trouble because we have long lead time. The 
longer the lead time, the more capital will be needed in our stock fund. 
If we confine it to commercial items that don,t need processing, the 
lead time is short. We can buy the item on the market any time it be- 
comes essential to have it. If we get into items with long lead time, 
more capital will be needed in our stock fund. 

Obviously~ the stock fundworks far better in peacetime than in 
wartime. In wartime it gets so large that much of the significance of 
the stock fund is lost. It grows so fast we can,t keep on top of it. 
At the s~ue time we are faced with the situation where we lose many of 
our best people. Many Reserve officers go back on active duty; others 
who are not Reserve officers get more attractive offers in in@~stry; and 
we are faced with a serious personnel problem and a retraining program 
in addition to stepping up the activity. ObViously, in wartime, there 
are some really difficult problems. 

QUESTION. I would lime to carry that on for a m~ent. It appears 
to me~ then~ that the stock-A~nd method will ~rk fine in peace for 
certain items but is not suitable for war; and that is~ of course, the 
purpose for which the military services have been trained. 

MP~ CHARIAN: To this point I think there is merit. In peacetime 
we by the use of stock fund can operate with a great deal more econ~y. 
~here is going to be a lot more money to spend for the things we need 
andwe are not going to be buying stuff we don,t need. So the military 
strength should be improved in peacetime s and the effectiveness should 
be much greater, because we are always press~ the limit of the f~ds 
we can have for m~Lintaining our services. 

So~ if we can get more effective use of the money availablej our 
striking force is going to be much greater than it would be if we hadn,t 
had a stock fund. I am not saying the stock fund ~ will give better 
managementj but if it is properly exploited I th~will have a better 
stri~ force on M-day %hart we would have otherwise. We are always 
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saying we are going to ~arn over a new leaf and do better than we did 
before, but I don't believe it. 

QUESTION: My question is closely related to the last one. Would 
you explain a little more fully how we set up reserves? It is plain 
that we have to have a stock of uniforms on hand, guns amd aMnunition 9 
and the equivalent of A-bo~bs~ while at the same time we should get 
rid of the McClellan saddles. It sews to me the accumulation of either 
looks equally bad under the concept of revolving funds, 

MR. CHAPMAN: Do you mean war reserve, auy special reserve? 

C(~@rENT: Yes. 

MR. CHAPMAN: Well, we have to put a limit on i%. We have to 
decide how much is going to be in that reserve. That statement shows 
that so much of this is reserve. In other words that will be a comstant 
figure. You may issue out of the reserve and replace it# but the total 
vol~me in the reserve will be constant. If the procurement objective 
has been ~ach that we reach mobilization reserve# for instaucej that will 
be a constant figure. It is a static thing. We are then concerned, not 
with the management of the reserve~ but with the management of the stock 
itself rather than the reserve. It is an accounting techr~que. We say 
X million dollars is reserve; this much is active; this much is for 
M-day's procurement, or whatever else we have. Does that answer your 
question? 

C(P~ENT: Yes, sir. 

QUESTION: Mr. Chapman, I wonder what is the real magnitude of 
the problem you are stating, in terms of~ say, warehousing space. 
If we could get the dead stuff to move~ could we get new stuff under 
present warehouse roofs? 

MP~ CHAPMAN: To be rational about it~ there are lots of items 
in the supply line that are not moving~ but which have military potential- 
ities and which the services are not quite w~1]ing to let go. I don,t 
think they anticipate that they are going to send any more pack saddles 
to Greece~ but they still have military potential# and the services tend 
to hang on to those until the services are sure the saddles have no 
f~er v~1 ue. 

Our opinion is that they reach a point where we have to liquidate 
themj get rid of them. We are never going to reach the optimum whereby 
we will always have on the shelf goods in the quantity people are going 
to demand and when we issue our last pair of shoes there is going to 
be another one to put in the place of it. 

I believe we would have enough warehouse space if we could get 
rid of the stuff which has no m~1 itary potential at all. There's quite 
a lot of it. 
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QUESTION: Some of my question has -l~eady been asked but I don't 
think it has been i~,11y answered. I am worried about the McClellan 
saddles right now. I am worried in the same way about, let's say~ the 
antiaircraft guns that we may have in stock after the pilotless fighters 
and pilotless bombers and whatever else take over the defense. First, 
how do we dispose of them? Second, if we keep them in stock, what 
capital value is placed on them? Third, how do we catalog something 
purchased i0 y~ars ago in present-day values? Do we use the purchase 
pricej the replacement price, the deteriorated price~ or the fact that 
they have no value whatsoever? How do we take care of obsolescence? 
How do we take care of the fac~ that military is only insurance+and we 
are buying term insurance from day to day with the best weapons avail- 
able at the time? Or are we not fettering ourselves with financial 
bonds that will tie us up at the beginning of the mobilization? 

MR. CHAPMAN: That's quite a question. As to the term insurance, 
all we want to make sure of is that we are not paying too heavy a 
premi~n for it. As to the pricing, we use in the stock fund a standard 
price. It is a weighted price which is generally calculated to give 
us a return of an amount of money which w~11 permit us to replace the 
item. ~e do not depreciate the value of an item simply because we are 
not using it any more. It still is carried on the books. It does 
have the value it had the last time we had a price adjustment on it, the 
last time there was a significant action on the item. It is an account- 
ing device so the volume can be measured. If we used different prices 
on it we couldn,t analyze the information at all. We can use only a 
given price level and analyze within that. Everything is introduced 
and picked up on the+books at a given standard pricee It is maintained 
at that price until such time as it comes off the books 9 whether it is 
by excess, surplus, or obsolescence. 

In other words if we knew the total dollar value of the antiaircraft 
guns in the stock fundj a~ the unit price was 75 thousand dollars, we 
could divide the total value of antiaircraf~ guns by 75 thousand and 
know how many we had. If they were carried at various prices that couldn't 
be done. That is the reason standard prices are used. It is not a 
question of what they are worth; the present market value is not con- 
sidered+ 

QUESTION: In that case are we not jeopardizing any justifications 
we take before Congress for new funds by placing this false value upon 
obsolete and worn-out equipment that is in stock? 

NR. CHAR~%N.- I really don't think so. The people who present 
the budget to C~ress know that stuff doesn't have that market value. 
We are not defending it. The only way that it enters into the matter 
is when we come up for a new progrs~, C~gress is going to ask what 
we are going to do with it. The decision has to be made. We have to 
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face it. Are we going to keep the stuff we have, or get rid of it? 
I2we get rid of it~ we are not ~oing to get much for it. I think on 
items like that we can get only the scrap price~ but I think we are 
going to have to face that problem shortly anyway. Right now, in budgets 
for construction of warehouses, we are having to face that problem. 
We are not getting them approved. 

QUESTION: I think it is safe to say the inventories are a prob- 
lem no matter where they are, in both cam~ercial stores and the Army 
and the Air Force. I wonder what we are talking about as to the magni- 
tude of the problem, and what the errors are. We are t~Tking about 
60 billion dollars worth of inventory. What is the error? How does 
it compare with industry~ and how bad are we off? I appreciate ~ a 
small inventory i ~ercent error would be bad, but if we have a lot of 
equipment that would be proportionate, and it is not bad. 

MR. CHAPMAN: I don't think our value should be compared with 
industry's loss, because industry has ways of covering up losses that 
we don't have. Our problem is to manage our own operations and reduce 
the volume of error into sizable proportions. We always have error. 
I am not  complaining about error. I am complaining about the fact that 
it absorbs our funds and prevents us from doing other things that we 
desperately need to do, simply because we don't take the necessary 
actions. 

As far as industry is concerned, it has errors, too; many industries 
go bankrupt; they have financial reorganization and freeze out their 
stockholders. All our losses in the ~]4tary services sppear on the 
books and we never get them off. Industry sheds them like a snake sheds 
its coat. We can't do that. Unless we get money appropriated to bug 
s~ething, we are hooked with it. We have to write it off. 

QUESTION: I would be the last one to say I don't think stock funds 
are good for us. I don't see how obsolescence can be taken care of. 
Can you just slough stock funds off? Let's take a specific case. The 
Signal Corps has sc~e 5 or 6 million dollars worth of World War II 
quartz crystals that are no good to anybody. They have only junk value; 
yet if they were capitalized in the stock fund, increased capital would 
have to be requested. The story would come out and everybody would 
holler about it. 

MR. CHA~aN: You are partly right. I will give you a tip. The 
Air Force is buying quartz crystals right now--2.5 million dollars' 
worth of them. Anyway, if there is obsolescence in a stock f~ud which 
was not bought out of the stock-Oand money, there is no problem. It is 
merely written off because it was erroneously capitalized--it should not 
have been capitalized in the first place. However, if in the course of 
the stock fund, those crystals had been bought frcn the stock fund, 
there would be a loss by obsolescence. 
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Now, the point simply is that before we buy so many q--~te crystals, 
we have to ke~ our fingers much closer to what our probable issme 
demand ~ quartz crystals will be, and we have to cut our procurement 
baak before we ge~ to the point ~ we are ccmisg up witha large 
obsolescence. Ne are not going to cure it; we will always have some; 
but we have information to tip us off regarding the declining issues 
that we couldn,t get in the item system, because we een't look at enough 
item statistics. There are not enough people to do it. We can combine 
quartz crystals with other items which have similar characteristics and 
which will tip us off to what the trend on that supply is~ so that we 
cs~ cut back ~ procurement a little faster. That is one of the func- 
tlons of  the stock fund. 

When you get in to  items with military characteristics which have 
peculiarities and which render them readily obsolete ,  they are dangerou~ 
frmm a financial standpoint. They have a tendency to dry up a stock 
fund. 

QUESTION: My ~uestion follows that up. Do we have any estimate 
of how much of the 60 ~dllion dollars represents obsolete equipment? 

MR. CHAPMAN: The answer to that is silly no. That is ~hat I 
have been ~lalning abont. We have a great deal of statistics within 
the Army, within all the servioes~ by item, but we still douft know the 
answer to your qmestiou. If I knew the answer to that q uestlea I would 
be happy. We could do smmeth~ng about it. Nobody knows. That's the 
po:tz~ of the whole thlnge We have to have a system where we will know 
the extent of it so we can do sanethlng about it. 

QUESTION~- I got the i~ression from your earlier remarks that 
there is a reasonable line of demarcation between types of items ~hich 
are susoep~hle to being handled in a stock i~d and those items which 
might become obsolete. I believe you mentioned that Army Ordnance was 
cansidering setting ~ a stock fund for spare parts. 

MR. CHAPMAN: It is under consideratima. 

QUESTION: This is a type of item where we would run into a high 
degree of obsolescence. Do you care to coa~nt on tha~? 

MR. CHAPMAN: Yes~ we will run into obsolescence on it~ but if 
we don,t have a stock fund~ the obsolescence will be a lot worse. I 
hear some grumbl4~g. My point is simply this: We will shuck out ob- 
solescence a lot faster. It will be a loss to the fund; there is no 
question about it. It is something we have to face. One of the ad- 
vantages I can see in a stock fund for spare parts--confined to vehicular 
spare parts--is that we have to evaluate more carefully the quantity we 
buy. We have to use more care in the stock decision. We have to face 
the fact that we are going to have %o go with our hand out and ask for 
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more money one of these days. But in the present situation ~dor the 
stock-fund system~ we would not be in the position where the Air Force 
would be still stocking millions of parts for P-40's--which it ~ces. 
And Army is even worse off. As I said~ the Army has had more time at it. 

QUESTION: Is that going to change the concept of many programs 
to procure lifetime spares at the time the ~rogram is made,? 

MR. C ~ :  I think they have to examine the program. 

QUESTION: Would you suggest that we procure spares and pick them 
in a stock fund? In most of our technical equipment we buy lifetime 

spares. It is general practice. The Navy~ in buying electronics equip- 
ment~ tries to buy enough par~s at a time for thousands of pieces of 
equipmento It expects them to be lifetime spares for the equipment. I 
don't believe the Navy picks those items up on stock funds. 

MR. CHAPMAN: I wonder whyitdcesn,t. 

COMMENT: Because of the obsolescence, possibly. 

MR. CHAPMAN: I don,t think it is a question of obsolescence. It 
may be that the Navy might not like to have its Judgment reviewed, 

C~ENT: It would require an amount of thinking. 

MR. CHAPMAN: I would like to give you an example. One of the 
services bought some great big buck gears for a Bucyrus crane. It 
happened to be that BucTrus doesn't make them as repair parts because 
they seldom fail. If Bucyrus has to make one~ it makes up the gear and 
if necessary flies it out to the user so that it will get there by the 
most expeditious transportation. We bought several thousauds of these 
gears~ which was more than Bucyrus had ever made in its entire spare 
parts history. 

Obviously, if this material were in a stock .fund, the services 
wouldn't buy that quantity. They would have to have issue experience 
to back it up. Don't misunderstand me. I don,t say the stock fund or 
financial property accounting is the answer to all our problems. It is 
a system by which we can modify the extent of error if we can plan a 
little more cRrefully~ and the reason we plan a little more carefully 
is because the effects of our planning catch up with us, which they 
donIt do now. 

QUESTION: My question goes back to the 60 billion dollars, worth 
of property and the question that ~as asked as to how much of it is 
obsolete. It seems to me if we don't know the answer to that~ aren't 
we Just a little ahead of ourselves? Here we are setting up the ~are 
for something we don't even know about. 
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MR. CHAPMAN: No; first we are trying to find the answer to that 
problem. 

CCMMENT: We don't know whether the problem exlste in the first 
place if we dmm't know the degree of obsolescence we have. 

MR. CHAR4AN: I agree to that. The only answer I can give you is, 
if we don't know the answer to those qussticas, apparently Our ~tems 
are not such as w~11 give us the answer. So long as that problem/re- 
mains unsolved, we are in a vulnerable position. 

QUESTION: Are we in a position to set up a cure for some~4-zwe 
don't know about? We are setting up a cure for an ailment we don,t 
know the degree of or the extent of. 

MR. CHAPMAN: The system we are talking about is intended %0 pemmit 
us to isolate the problem, %o reduce it, %0 find out whether what I have 
referred to as cmuulative errc~ is error and if so~ lhether %here is a 
logical reason for it. That portion o f  the equipment backed ~p by sound 
logic w~11 remain. We won't have %0 bother about %ha%. We can t~rn our 
attention t o  t h e  o t h e r  thingu which we can  e~rreot. 

First of all~ we have to find out if we have a problem. We must 
have a syst~ that ~I~ identify the problem, how big it is, and where 
it lies. i defy you %0 find it under %he present system~ I believe the 
other system we are talking about will provide answers. It depends en 
the ability of the people who use it %o develop it intelligently and 
employ it. It is based on the simple theory that everybody has normal 
intelligence and that %he man who does the work needs to have the neces- 
sary i n f o r m t t i o n .  Our losses occur far d o ~  t h e  line. Basic~11y~ %hey 
are not made in the Pentagon; they are made in the field. If the man 
who does the work has the necessary informaticm, he w41~ be more careful 
t h a n  he  w o u l d  b e  o t h e r w i s e .  I n  o t h e r  w o r d s  i f  he  s a v e s  s e v e n  and o n e -  
h .1  ~ d o l l a r s ,  o n - a  n a t i c ~ - w i d e  b a s i s  t h a t  m n ~ n t s  t o  many m i l l i o n  d o l l a r s .  
~ h a t ,  s the theory of it. 

QUESTION: Mr. Chapman, I wonder if you might be %b~n~n~ of pro- 
curement funds, of indnstrial funds, in suggesting that technical materials 
and parts, big spares and such, can be handled properly in a revolviug 
fund. If we were using a procurement fund that would give flexibility 
from the purchase standpoint with certainty of repayment upm~ receipt 
of the equipmentj we would have a fund that would remain clear of obsolete 
materials. But if we use a revolving fund such as the Navy stock fund 
(NSF), it is likely te become clogged with obsolete technical material 
such as the NSF was Just prior to World War II. There is such an oppor- 
tunity, because procurement is scattered all aboutj and hundreds of 
activities have lead times for procurement under NSFj for little quantities 
o f  material to creep into the f u n d  and t h e n  Just grow o l d . w h i l e  t h e y  a r e  
there. 
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MR. CHAPMAN: ~ou are quite right. What you are ~ about, 
I have not discussed. We call it a management fund. It is a clearimg 
account, an ~uthority to obliEate and expend lauds for the procurement 
of items which will be paid for by the orderimg agency on delivery. It 
is a clearing account. It act~=]ly has no cash on hand at any time. 
The amount of money it expends is the value of the military Interdspart- 
mental purchase request which the procuring agency gets. It is self- 
!lquidatiug; it doesn't have to have funds; it has no obsolescence factor, 
siuce everything the services buy must be taken by the ordering agency 
andpaid for by them. 

That would handle the procurement of spare parts. I don lt want you 
to misunderstand me en this question on spare parts. I am not saying 
that is the answer to the problem. I mn reporting that it is under con- 
sideration. I don't know how effective it will be. I think it will 
disclose some very serious situations. In putting them in the stock 
fund, it will help get rid of these things--to clear them out. For spare 
parts we would have to capitalize ~l] we have ou hand and relate it to 
the issue experience; sort the information back to find out the volume 
of spare parts we have which are not usable. We can liquidate them, but 
liquidation would not hurt the stock fund; if we had liquidated them 
when we should have~ they would not have been capitalized In the fund. 
We can write them off and they wom't impair our cash. 

I am not sure I don't voice the s~me apprehensious gem do about 
funds that have a high obsolescence factor; but they are under co~sidsr- 
ation. 

COLONEL MARTZ- M~. Chapman, on behalf of the students and the 
college, I thauk y~ra for an interesting and spirited discusslen. 

MR. CHAP~r-AN. ~ Thank  you very much. 
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