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T H E  D O L L A R  SIGN IN I N V E N T O R Y  D I S T R I B U T I O N  A N D  
C O N T R O L  

1 D e c e m b e r  1954 

C O L O N E L  S E A R L E :  G e n e r a l  N i b l o ,  m e m b e r s  of  t h e  c o l l e g e ,  a n d  
g u e s t s :  Y e s t e r d a y  we  l e a r n e d  a b o u t  q u a n t i t a t i v e  c o n t r o l  a s  a t o o l  o f  
s u p p l y  m a n a g e m e n t .  T o d a y  w e  a r e  to  h e a r  a b o u t  a n o t h e r  i m p o r t a n t  
t e c h n i q u e  w h i c h  m a n a g e m e n t  u s e s  to  c o n t r o l  s u p p l y  o p e r a t i o n s .  

T h e  a p p l i c a t i o n  of  f i n a n c i a l  m a n a g e m e n t ,  i n  t h e  f o r m  of  f i n a n c i a l  
p r o p e r t y  a c c o u n t i n g  a n d  s t o c k  f u n d  o p e r a t i o n ,  i s  r e l a t i v e l y  n e w  to  t h e  
A r m y .  F o r  t h i s  r e a s o n ,  t h e  A r m y ' s  p r o b l e m s  a r e  c u r r e n t  a n d  a p p e a r  
m o r e  s h a r p l y  a n d  c l e a r l y  d e f i n e d .  T h u s  i t  i s  q u i t e  l o g i c a l  t h a t  we  h a v e  
a s p e a k e r  f r o m  t h e  A r m y  to  a s s e s s  t h e  s i t u a t i o n  f o r  u s .  

O u r  s p e a k e r  i s  C h i e f  of  t h e  S t o r a g e  a n d  D i s t r i b u t i o n  D i v i s i o n  i n  t h e  
O f f i c e  of  t h e  D e p u t y  C h i e f  o f  S t a f f  f o r  L o g i s t i c s .  I n  t h i s  a s s i g n m e n t ,  
a m o n g  t h e  p r o b l e I n s  t h a t  h e  i s  f a c e d  w i t h  d a y  a f t e r  d a y  a r e  t h e s e  f i n a n -  
c i a l  m a n a g e m e n t  p r o b l e m s .  H i s  s u b j e c t  t o d a y  i s  " T h e  D o l l a r  S i g n  i n  
I n v e n t o r y  D i s t r i b u t i o n  a n d  C o n t r o l .  " 

I t  i s  a r e a l  p e r s o n a l  p l e a s u r e  t o  w e l c o m e  to  t h i s  p l a t f o r m  a n d  p r e -  
s e n t  t o  y o u  B r i g a d i e r  G e n e r a l  A n d r e w  T .  M c N a m a r a ,  U n i t e d  S t a t e s  A r m y .  

G E N E R A L  M c N A M A R A :  T h a n k  you ,  C o l o n e l  S e a r I e .  G e n e r a l  
N i b l o  a n d  g e n t l e m e n :  I a m  d e l i g h t e d  to  b e  h e r e  w i t h  y o u  t h i s  m o r n i n g .  
D o l l a r  d a t a  in  i n v e n t o r y  d i s t r i b u t i o n  a n d  c o n t r o l  i s  t r u l y  a s t i m u l a t i n g  
t h i n g ,  h o w e v e r  i t  i s  n e w  to  t h e  A r m y  a n d  t h e r e f o r e  m a y  n o t  b e  s u m m a -  
r i z e d  a s  c a r e f u l l y  a s  y o u  w o u l d  l i k e  to  h a v e  i t .  N o n e t h e l e s s ,  w h e n  y o u  
t a l k  a b o u t  d o l l a r  d a t a  in  i n v e n t o r y  d i s t r i b u t i o n  a n d  c o n t r o l ,  I t h i n k  p e r -  
h a p s  we  h a v e  to  p u t  u p  s o m e  b o u n d a r i e s .  So I a m  g o i n g  to  do t h a t  w i t h  
y o u ,  a n d  t h e n  l a u n c h  r i g h t  i n t o  t h e  s u b j e c t  y o u  h a v e  a s k e d  m e  a b o u t .  

F i r s t ,  I w a n t  t o  s a y  t h a t  we  a r e  d i s c u s s i n g  i n v e n t o r y  d i s t r i b u t i o n  
a n d  c o n t r o l .  T h i s  e x c l u d e s  p r o p e r t y  i n  u s e .  S e c o n d ,  we  a r e  d i s c u s s i n g  
u s e s  of  d o l l a r  d a t a  i n  c o n n e c t i o n  w i t h  i n v e n t o r y  d i s t r i b u t i o n  a n d  c o n t r o l .  
T h i s  m e a n s  t h a t  we  w i l l  b e  d i s c u s s i n g  t h e  e n d  p r o d u c t s  of  f i n a n c i a l  
p r o p e r t y  a c c o u n t i n g  a n d  s t o c k  f u n d s .  T h e s e ,  o f  c o u r s e ,  a r e  m e r e l y  
t i t l e s  g i v e n  to  a c c o u n t i n g  s y s t e m s .  T h e  p u r p o s e  o f  t h e s e  s y s t e m s  i s  
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t h e  m a n a g e m e n t  of  i n v e n t o r y  a n d  t h e  i m p r o v e m e n t  of t h i s  m a n a g e m e n t .  
T h i r d ,  we  i n t e n d  to d i s c u s s  t h e  r e l a t i v e  v a l u e  of  d o l l a r  d a t a  a t  x [ a r i ous  
e c h e l o n s .  

F i r s t  of  a l l ,  l e t  m e  e s t a b l i s h ,  i f  I c a n ,  t h e  m a g n i t u d e  of  t h e  b u s i n e s s  
t h a t  we  a r e  g o i n g  to  a t t e m p t  to  c o n t r o l .  I t  h a s  b e e n  s t a t e d  m a n y  t i m e s  
t h a t  t h e  A r m y ' s  r e s p o n s i b i l i t y  f o r  s u p p l y  m a n a g e m e n t  i s  t h e  l a r g e s t  j ob  
of  s u p p l y  m a n a g e m e n t  e v e r  to  c o n f r o n t  a s i n g l e  o r g a n i z a t i o n .  P e r h a p s  
t h a t  i s  t r u e .  C e r t a i n l y  i t  i s  o n e  o f  t h e  l a r g e s t .  

T h e  v a l u e  o f  t h e  t o t a l  A r m y  b u l k  i n v e n t o r y  on  h a n d  i s  a p p r o x i m a t e l y  
2 0 . 3  b i l l i o n  d o l l a r s .  T h e  m a j o r  p a r t  of  t h i s  i n v e n t o r y  i s  l o c a t e d  in  t he  
c o n t i n e n t a l  U n i t e d  S t a t e s  d e p o t  s y s t e m ,  a n d  c o m p r i s e s  1 5 . 8  b i l l i o n .  
T h e  s u m  of  4 . 1  b i l l i o n  i s  l o c a t e d  o v e r s e a s .  F o u r - t e n t h s  of  a b i l l i o n  i s  
l o c a t e d  in  t h e  m a j o r  c o n t i n e n t a l  U n i t e d  S t a t e s  p o s t s ,  c a m p s ,  a n d  s t a t i o n s .  
T h a t  l a t t e r  f i g u r e  i s  one  t h a t  s u r p r i s e d  m e .  I t h o u g h t  we  h a d  f a r  m o r e  
i n v e n t o r y  c o m i n g  u p  a t  t h e  p o s t ,  c a m p ,  a n d  s t a t i o n  l e v e l .  

None of these figures include supplies on order or supplies in the 
hands of users. Purely by way of establishing the magnitude, let me 
say that according to the November "Survey of Current Business" pre- 
pared by the Department of Commerce, the value of the retail trade in 
the United States is about 22 billion dollars. 

T h e  m a j o r  p a r t  of  t h i s  m u l t i m i l l i o n - d o l l a r  i n v e n t o r y  i s  s t o r e d  a t  
m o r e  t h a n  70 A r m y  d e p o t s  in  t h e  c o n t i n e n t a l  U n i t e d  S t a t e s .  T h e s e  d e p o t s  
a g g r e g a t e  a b o u t  365 m i l l i o n  s q u a r e  f e e t  of  s t o r a g e  s p a c e .  T h a t  t a k e s  
in  b o t h  s h e d s - - w a r e h o u s e s - - a n d  in  t he  o p e n .  A g a i n ,  j u s t  to  s h o w  the  
f a c t  t h a t  t h i s  i s  l a r g e  b u s i n e s s ,  I m a k e  t h e  s t a t e m e n t  t h a t  t h i s  r e p r e -  
s e n t s  s u b s t a n t i a l l y  m o r e  s t o r a g e  s p a c e  t h a n  t h e  t o t a l  of  a l l  c o m m e r c i a l  
s p a c e  in  t he  N a t i o n .  

M o r e  t h a n  175, 000 p e o p l e  a r e  e n g a g e d  in  o p e r a t i n g  t he  z o n e  of  t h e  
i n t e r i o r  d e p o t  s y s t e m  a n d  r e l a t e d  a c t i v i t i e s .  T h e  c o s t  of t h i s  o p e r a t i o n  
i s  g r e a t e r  t h a n  t h e  c o m b i n e d  c o s t s  of  f e e d i n g  a n d  c l o t h i n g  t h e  A r m y .  

T h e  v e r y  m a g n i t u d e  of  o u r  i n v e s t m e n t  in  s u p p l i e s  i n d i c a t e s  t h e  n e e d  
f o r  c o n t r o l .  T h e  p r o b l e m  i s ,  of  c o u r s e ,  h o w  do  we  c o n t r o l  t h i s  g i a n t .  

F i r s t ,  we  m a n a g e ,  a s  y o u  know,  b y  c o m m a n d  s e g m e n t s .  E a c h  
o v e r s e a s  c o m m a n d e r ,  c o n t i n e n t a l  A r m y  c o m m a n d e r ,  a n d  c h i e f  of  a 
t e c h n i c a l  s e r v i c e  i s  r e s p o n s i b l e  f o r  m a n a g e m e n t  of  h i s  r e s p e c t i v e  A r m y  
i n v e n t o r y .  A n d ,  f o r  t he  p u r p o s e  of  i l l u s t r a t i n g  h o w  t h e  d o l l a r  d a t a  a r e  
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u s e d  b y  t h e  c o m m a n d e r ,  r e p o r t e d  to  t h e  D e p a r t m e n t  o f  t h e  A r m y ,  a n d  
m a d e  a v a i l a b l e  f o r  r e p o r t i n g  to  t h e  D e p a r t m e n t  of  D e f e n s e ,  l e t  m e  g i v e  
y o u  a b r i e f  a n a l y s i s  of  t he  c o n t i n e n t a l  U n i t e d  S t a t e s  p o s t s ,  c a m p s ,  a n d  
s t a t i o n s  i n v e n t o r y  a n d  d i s c u s s  i t  w i t h  you. 

We a l l  k n o w  t h a t  m a n a g e m e n t  of  i n v e n t o r i e s  i s  no t  n e w  to  t h e  A r m y .  
T h e  A r m y  h a s  f o r  y e a r s  m a n a g e d  b y  m e a n s  of  i t e m  c o n t r o l .  W i t h  t h i s  
c o n t r o l  b y  i t e m ,  w h y  do we  n e e d  to  p u t  a d o l l a r  t a g  on  supplies? 

W e l l ,  t h e  f o c a l  p o i n t  of  i t e m  c o n t r o l  a t  t h e  s t a t i o n  l e v e l  i s  t h e  s t o c k  
r e c o r d  c a r d .  P o s t  p r o p e r t y  o f f i c e r s  o p e n  a s t o e k  r e c o r d  c a r d  f o r  e a c h  
i t e m  i n  s t o c k .  T h e n  t h e y  a s s i g n  a C l e r k ,  b a s e d  on  a w o r k  m e a s u r e m e n t  
c h a r t  of  s o m e  s o r t ,  to  a g i v e n  n u m b e r  of  i t e m s .  T h a t  c l e r k  e s t a b l i s h e s  
a c o n t r o l  l e v e l  b a s e d  u p o n  i s s u e  e x p e r i e n c e .  

T h e  c o n t r o l  l e v e l  c o n s i s t s  of  t h e  s u m  of  t h e  a p p r o v e d  o p e r a t i n g  
l e v e l ,  n o r m a l l y  30 d a y s ;  t h e  s a f e t y  l e v e l ,  n o r m a l l y  15 d a y s ;  a n d  t h e  
o r d e r  a n d  s h i p p i n g  t i m e ,  n o r m a l l y  30 d a y s .  

Periodically, the quantities on hand and on order are added, and 
the total is deducted from the control level. A requisition is prepared 
for the difference, and supplies flow into the system. 

Y o u  w i l l  n o t e  t h a t  t h e  c r i t i c a l  p o i n t  i s  t h e  c o n t r o l  l e v e l .  T h i s  i s  
a d j u s t e d  p e r i o d i c a l l y  a n d  v e r i f i e d  b y  c o m m a n d  l i a i s o n  v i s i t s .  

T h e  f a c t  r e m a i n s  h o w e v e r  t h a t  we  h a v e  s o  m a n y  i t e m s  in  t h e  
s u p p l y  s y s t e m - - a b o u t  a m i l l i o n - - t h a t  a t i m e l y  r e v i e w  of  a l l  t h e  i t e m s  
i s  v i r t u a l l y  i m p o s s i b l e .  M a n a g e m e n t  h a s  l o n g  n e e d e d  a m e a n s  t h a t  
c a n  b e  u s e d  to  i n f l u e n c e  t h e  i n v e n t o r y  p o s i t i o n  of  t h e  c o m m a n d .  We 
t h i n k  we  a r e  a p p r o a c h i n g  t h a t  i n  t h e  f i e l d  w h e n  w e  u s e  f i n a n c i a l  p r o p e r t y  
a c c o u n t i n g  a n d  s t o c k  f u n d s .  

Now,  f o r  a f e w  m o m e n t s  l e t  m e  t a l k  r e l a t i v e  to  t h e  s u b j e c t  of  
f i n a n c i a l  p r o p e r t y  a c c o u n t i n g  ( F P A ) .  F P A  i s  a m e t h o d  of  s u m m a r i z i n g  
t h e  s t o c k  p o s i t i o n  of g r o u p s  of  i t e m s  b y  p r i c i n g  i n v e n t o r i e s  a n d  r e c o r d -  
i n g  t h e  i n v e n t o r y  t r a n s a c t i o n s .  T h e  m o s t  u n d e r s t a n d a b l e  m e t h o d  of e x -  
p l a i n i n g  t h e  s y s t e m ,  I f e e l ,  i s  to  r e v i e w  t h e  d e v e l o p m e n t  of t h e  s y s t e m .  

T h e  f i r s t  s t e p  in  e s t a b l i s h i n g  FPA is t o  d e t e r m i n e  l o g i c a l  g r o u p -  
i n g s  of  i t e m s ;  t h a t  i s ,  to  b r i n g  t o g e t h e r  a l l  t h e  f l a g s  a n d  p e n n a n t s  i n t o  
a s i n g l e  g r o u p i n g ,  a l l  h e a v y  a r t i l l e r y  i n t o  a s i n g l e  g r o u p i n g ,  a n d  a l l  
t y p e s  of  d r y  b a t t e r i e s  i n t o  a s i n g l e  g r o u p i n g .  W e  r e f e r  to  t h e s e  g r o u p -  
i n g s  a s  c a t e g o r i e s .  
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T h e n  t he  n e x t  s t e p  i s  to e s t a b l i s h  a s t a n d a r d  p r i c i n g  s y s t e m  a n d  
a s t a n d a r d  p r i c e  f o r  e a c h  i t e m .  T h e  d o l l a r  i s  u s e d  a s  a y a r d s t i c k  to  
m e a s u r e  t he  q u a n t i t i e s  a n d  t he  a c t i v i t i e s  w i t h i n  e a c h  c a t e g o r y .  

T h e n  the  n e x t  s t e p  i s  to  d e s i g n  a l o g i c a l  m e t h o d  of p r e s e n t i n g  a 
s u m m a r y  of i n v e n t o r i e s  a n d  i n v e n t o r y  a c t i v i t y .  T w o  r e p o r t s  h a v e  b e e n  
d e s i g n e d  f o r  t h i s  p u r p o s e .  T h e  f i r s t  i s  c a l l e d  " A n a l y s i s  of  I n v e n t o r y  
T r a n s a c t i o n s .  " I t  r e f l e c t s  t he  d o l l a r  v a l u e  of  t he  o p e n i n g  i n v e n t o r y ,  t he  
i n c r e a s e s  a n d  d e c r e a s e s  d u r i n g  t he  r e p o r t i n g  p e r i o d ,  a n d  t he  c l o s i n g  
i n v e n t  o r y .  

E x a m p l e s ,  of  c o u r s e ,  c o u l d  b e  s a l v a g e  d i s p o s a l s ,  r e c e i p t s  f r o m  
o r g a n i z a t i o n s ,  a n d  r e t u r n s  to  d e p o t s .  T h e  l a t t e r  two  r e f l e c t  m e r e l y  t h e  
d e g r e e  to w h i c h  s u p p l y  e c h e l o n s  a r e  e x c h a n g i n g  s u p p l i e s .  

T h e r e  i s  a n e w  e l e m e n t  t h a t  h a s  c o m e  i n t o  t h i s  t r a n s a c t i o n s  f o r m ,  
a nd  t h a t  i s  a n  a c c o u n t i n g  s y s t e m  f o r  s t o c k s  in  t r a n s i t  b e t w e e n  d e p o t s  a n d  
s t a t i o n s :  I t  i s  a c o n t r o v e r s i a l  s u b j e c t ,  I u n d e r s t a n d .  B u t  t h i s  i s  t h e  
f i r s t  a t t e m p t  b y  w h i c h  t h e  v a l u e  of  t h e  s t o c k  in  t r a n s i t  b e t w e e n  s t a t i o n s  
i s  p i c k e d  up  on an  a c c o u n t i n g  f o r m .  

T h e  s e c o n d  r e p o r t  i s  t he  
a r e p o r t  t h a t  m a n a g e s  s t o c k .  
a l i t t l e  l a t e r .  

" S t o c k  M a n a g e m e n t  R e p o r t "  a n d  i s  s i m p l y  
I t  i s  t h a t  s i m p l e .  I i n t e n d  to d i s c u s s  t h a t  

T h e  t h i r d  s t e p  in  e s t a b l i s h i n g  t h i s  f i n a n c i a l  p r o p e r t y  a c c o u n t i n g  i s  
to  d e v e l o p  a m e t h o d  of  a c c u m u l a t i n g  the  f i n a n c i a l  i n f o r m a t i o n  f o r  t he  
r e p o r t s .  So t he  A r m y  e n g a g e d ,  a s  you  know,  s i x  p r o m i n e n t  f i r m s  of  
p u b l i c  a c c o u n t a n t s ;  a n d  t h r o u g h  t h e m  the  m e c h a n i c s  of d o i n g  t h e  a c c o u n t -  
i n g  w e r e  d e v e l o p e d  a n d  w e r e  i n s t a l l e d  w o r l d w i d e  b y  1 J u l y  1954.  

J u s t  a f e w  w o r d s  n o w  a b o u t  s t o c k  f u n d s .  T h e n  we w i l l  ge t  i n t o  t h e  
m e a t  o f  m y  d i s c u s s i o n .  

T h e  m a j o r  d i f f e r e n c e  b e t w e e n  f i n a n c i a l  p r o p e r t y  a c c o u n t i n g  and  
s t o c k  f u n d s  i s  t he  m e t h o d  of  f u n d i n g  t he  r e p l e n i s h m e n t s  of  i n v e n t o r i e s .  
F i n a n c i a l  p r o p e r t y  a c c o u n t i n g  i s  a s y s t e m  of a c c o u n t i n g  f o r  s u p p l i e s ,  
w h e r e a s  t he  s t o c k  f u n d  i s  a m e t h o d  of  f i n a n c i n g .  

B o t h  F P A  a n d  s t o c k  f u n d s  u s e  t h e  s a m e  i t e m  g r o u p i n g s  o r  c a t e g o r i e s  
a s  a p o i n t  of d e p a r t u r e .  A s t a n d a r d  p r i c e  m u s t  be  e s t a b l i s h e d  f o r  e a c h  
s t o c k  f u n d  i t e m .  T h e  a n a l y s i s  of  i n v e n t o r y  t r a n s a c t i o n s  a n d  t h e  s t o c k  
m a n a g e m e n t  r e p o r t  a r e  b y p r o d u c t s  of  t he  s t o c k  f u n d  a c c o u n t i n g  s y s t e m .  

Now,  to  a n s w e r  t he  q u e s t i o n ,  W h y  s t o c k  f u n d s ?  l e t  u s  r e v i e w  f o r  
a m o m e n t  o u r  p a s t  f u n d i n g  p r o c e d u r e s  f o r  p r o c u r e m e n t  of  s u p p l i e s .  

4 
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Chart i, page 6. --In the past, procurement authority, based upon 
an approved procurement budget, has been given to the chiefs of the 
technical services. Appropriations were expended directly to replenish 
depotstocks. Depots effected a free issue to support bulk inventories 
at station level, and the station supply officer made a free issue to the 

consuming activity or user. 

U n d e r  t h i s  s y s t e m  of  f i n a n c i n g ,  t h e  A r m y  d i d  no t  k n o w  t h e  v a l u e  of  
t he  i n v e s t m e n t  i n  i n v e n t o r i e s  o r  t h e  d o l l a r  v a l u e  o f  m a t e r i e l  i s s u e d  to  
the  u s e r .  A s  a r e s u l t ,  t h e  A r m y  w a s  e x p o s e d  to  c r i t i c i s m .  We w e r e  
a c c u s e d  of  s p e n d i n g  m o n e y  a p p r o p r i a t e d  to  s a t i s f y  o u r  p e a c e t i m e  m a t e -  
r i a l  r e q u i r e m e n t s  f o r  a g i v e n  p e r i o d - - f o r  i t e m s  we  s t o r e d  in  o u r  d e p o t s  
a n d  s t a t i o n  w a r e h o u s e s ,  w i t h o u t  a c t u a l l y  p l a c i n g  t h e m  in  u s e  d u r i n g  
t h a t  p e r i o d .  

On the other hand the Army was placed in the position of asking 
for dollars to sustain current requirements without being able to show 
the actual dollar consumption. And consumption is particularly signif- 
icant in the case of common-use, recurring-issue type items. For this 
reason these are the types of items capitalized under stock funds. 

I t  i s  to  t h e  a d v a n t a g e  of  a l l  c o n c e r n e d  to e s t a b l i s h  a s e l f - p e r p e t u a t -  
i n g  f u n d  f o r  r e c u r r i n g - i s s u e  t y p e  i t e m s .  As  a r e s u l t ,  t h e  s t o c k  f u n d  
c o n c e p t  c a m e  i n t o  b e i n g .  A s t o c k  fund ,  a s  y o u  w e l l  k n o w ,  i s  m e r e l y  a 
r e v o l v i n g  f u n d  e s t a b l i s h e d  to  p r o v i d e  w o r k i n g  c a p i t a l  to  p r o c u r e ,  h o l d ,  
a n d  s e l l  c o m m o n - u s e  i t e m s .  

Under the stock fund concept, appropriated funds are allocated and 
allotted to the consumer. The consumer uses these funds to pay the ~ 
stock fund manager only for supplies issued for use. The stock fund 
manager may use these funds to replenish this inventory. 

You will probably recognize how this system of funding is a challenge 
to the stock fund manager. He must really do a job of merchandising. 
If he invests his money in supplies that do not have an active demand, 
it follows that he will eventually run short of cash to buy the things his 
customers need. In commercial practice this is called "nailing dollar 

bills to the stock shelf. " 

We have roughly described the similarity between stock funds and 
FPA. It gives rise naturally to the question, "Is there duplication?" 

The answer is "No; there is not. " 

-" 5 
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S t o c k  f u n d s  c o n s i s t  of  two  a c c o u n t i n g  e l e m e n t s .  T h a t  i s ,  we  a c -  

c o u n t  f o r  s t o c k  a n d  we  a c c o u n t  f o r  f u n d s .  F P A  i s  t h e  " s t o c k "  p a r t  of  
s t o c k  f u n d s .  W h e n  a s y s t e m  of  a c c o u n t i n g  f o r  t h e  d o l l a r s  to  r e p l e n i s h  
t he  s t o c k  i s  a d d e d  to  t he  F P A o  t h e  r e s u l t  i s  a s t o c k  f u n d  a c c o u n t i n g .  
s y s t e m .  S t o c k  f u n d  a c c o u n t i n g  w i l l  b e  d o n e  f o r  s t o c k  f u n d  i t e m s ,  a n d  
F P A  w i l l  b e  d o n e  f o r  n o n s t o c k  f u n d  i t e m s .  

N o w  t h a t  we  h a v e  e s t a b l i s h e d  F P A  a n d  s t o c k  f u n d s  i n  t h e  f o r m  a t  
l e a s t  of  i d e n t i f i c a t i o n ,  h o w  w i l l  t h e y  b e  u s e d ?  

W e l l ,  s p e a k i n g  i n  g e n e r a l  t e r m s ,  t h e  A r m y  i n v e n t o r y  c a n  b e  i d e n -  
t i f i e d  b y  s e g m e n t .  F i r s t ,  we  h a v e  c e r t a i n  i n v e n t o r i e s  c a l l e d  " c l a i m a n t  
s t o c k s .  '~ T h e s e  a r e  s t o c k s ,  o f  c o u r s e ,  h e l d  f o r  d i s t r i b u t i o n  to  t h e  N a v y ,  
A i r  F o r c e ,  M u t u a l  D e f e n s e  A s s i s t a n c e  P r o g r a m  ( M D A P ) ,  a n d  o t h e r  
c l a i m a n t s .  S e c o n d ,  we  h a v e  i n v e n t o r i e s  h e l d  i n  r e s e r v e  f o r  m o b i l i z a t i o n .  
T h i r d ,  w e  h a v e  i n v e n t o r i e s  i n  e x c e s s  of  r e q u i r e m e n t s .  F o u r t h ,  we  h a v e  
s t o c k s  c a l l e d  " A r m y  o p e r a t i n g  s t o c k .  " T h e s e  s u p p l i e s  a r e  m a i n t a i n e d  
t o  m e e t  o u r  d a y - t o , d a y  o p e r a t i o n s .  

T h e  s t o c k  m a n a g e m e n t  r e p o r t ,  p r o d u c e d  a s  one  of  t h e  e n d  p r o d u c t s  
of  t h e  f i n a n c i a l  p r o p e r t y  a c c o u n t i n g  a n d  s t o c k  f u n d  a c c o u n t i n g  s y s t e m s ,  
s e g r e g a t e s  e a c h  of  t h e s e  f o u r  s e g m e n t s  p r e v i o u s l y  m e n t i o n e d  b y  
c a t e g o r y .  

N o w  l e t  u s  e x a m i n e  one  . s e c t i o n  of  t h e  r e p o r t - - t h e  o p e r a t i n g  s t o c k  
s e c t i o n .  

C h a r t  2;  p a g e  8 . - - C o l u m n s  24 a n d  25 i n d i c a t e  i s s u e  e x p e r i e n c e .  
We a l l  k n o w  t h a t  i s s u e  e x p e r i e n c e  i s  a v a l u a b l e  g u i d e  i n  a n t i c i p a t i n g  
f u t u r e  r e q u i r e m e n t s .  

C o l u m n  26 i s  a c o m m a n d  e s t i m a t e  of  f u t u r e  r e q u i r e m e n t s .  I t  i s  
c o m p a r a b l e  to  a r e q u i s i t i o n i n g  o b j e c t i v e .  

C o l u m n s  19 a n d  20 c o n t a i n  o u r  u n s e r v i c e a b l e  a n d  o u r  s e r v i c e a b l e  
a s s e t s .  T h a t  i s  w h a t  we  h a v e  on  h a n d  to  a p p l y  t o w a r d  t h e  o b j e c t i v e ,  a n d  
t h e  c o n d i t i o n  of  i t .  

C o l u m n s  21 a n d  22 c o n t a i n  t he  v a l u e  of  t h e  m a t e r i a l  we  h a v e  on  
o r d e r .  So t h e  i n v e n t o r y  on  h a n d ,  p l u s  q u a n t i t i e s  o n  o r d e r  s h o u l d  
s a t i s f y  t h e  o b j e c t i v e .  

7 
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C o l u m n  23 i s  e n t i t l e d  " D u e  Out .  " T h i s  f i g u r e  t e l l s  u s  how w e l l  

b a l a n c e d  the  i n v e n t o r y  i s .  T h a t  i s ,  do we  h a v e  the  riglht k ind  of  t h i n g s  
in  s t o c k ?  We m i g h t  h a v e  s e r v i c e a b l e  i n v e n t o r y  e q u a l  to the  o b j e c t i v e ,  
bu t  an  a b n o r m a l  r a t i o  of  d u e s - o u t  to i s s u e s  w o u l d  i n d i c a t e  a n  i m b a l a n c e .  

C h a r t  3, p a g e  1 0 . - - T h i s  c h a r t  i s  a g r a p h i c  a n a l y s i s  of  the  o p e r a t i n g  
s t o c k  s e c t i o n  of  the  s t o c k  m a n a g e m e n t  r e p o r t s  s u b m i t t e d  b y  c o n t i n e n t a l  
U n i t e d  S t a t e s  A r m i e s  f o r  t he  m o n t h  of J u l y .  T h e  d o l l a r  v a l u e  of i s s u e s  
to  c o n s u m e r s  f o r  t he  m o n t h  of J u l y  w a s ,  a s  you  c a n  s e e  f r o m  the  c h a r t ,  
a b o u t  100 m i l l i o n  d o l l a r s .  T h e  b a s i s  f o r  p r o j e c t i n g  a r e q u i s i t i o n i n g  
o b j e c t i v e  w i t h  d o l l a r  d a t a  i s  t h e  s a m e  a s  w i t h  q u a n t i t a t i v e  da t a ,  n a m e l y ,  
p a s t  e x p e r i e n c e .  T h e  A r m y  c o m m a n d e r s ,  b a s e d  on the  J u l y  i s s u e ,  
s e t  a r e q u i s i t i o n i n g  o b j e c t i v e  e s t i m a t e d  a t  a p p r o x i m a t e l y  two a n d  a h a l f  
to  t h r e e  m o n t h s .  

S i n c e  t he  r e q u i s i t i o n i n g  o b j e c t i v e  i s  t he  p o i n t  of  d e p a r t u r e  w h i c h  
we a r e  g o i n g  to  u s e ,  we w i l l  r e f e r  to i t  as  100 p e r c e n t . .  

Now l e t  u s  t a k e  a l ook  at  o u r  a s s e t s .  T h e  t o t a l  i n v e n t o r y  i s  e q u a l  
to  132 p e r c e n t  of  the  s u p p l y  o b j e c t i v e .  Not  a l l  of  t h i s  i n v e n t g r y  i s  in  
s e r v i c e a b l e  c o n d i t i o n .  H o w e v e r ,  d o l l a r w i s e  t h e r e  i s  e n o u g h  s e r v i c e a b l e  
s t o c k  on  h a n d  to  s a t i s f y  the  n e e d s  f o r  t he  n e x t  s u p p l y  p e r i o d .  

I n  a d d i t i o n  the  u n s e r v i c e a b l e  s t o c k  on h a n d ,  a f t e r  i t  h a s  b e e n  r e -  
p o r t e d ,  i s  s u f f i c i e n t  to  s a t i s f y  26 p e r c e n t  of the  o b j e c t i v e .  

We a l s o  h a v e  260 m i l l i o n  d o l l a r s '  w o r t h  of  s u p p l i e s  on  o r d e r ,  o r  
98 p e r c e n t  of o u r  r e q u i r e m e n t s  o b j e c t i v e .  A p p a r e n t l y  we  do no t  h a v e  
the  r i g h t  k i n d  of  s e r v i c e a b l e  s u p p l i e s  on  h a n d .  

T h i s  c o n c l u s i o n  i s  s u p p o r t e d  b y  the  f a c t  t h a t  a t  t h e  e n d  of J u l y  t h e r e  
w e r e  o u t s t a n d i n g  d u e s - o u t  i n  the  a m o u n t  of 195 m i l l i o n  d o l l a r s .  C o m -  
p a r e  t h i s  w i t h  the  t o t a l  i s s u e s  of 1 0 0  m i l l i o n  d o l l a r s  f o r  the  m o n t h  of 
J u l y .  D o l l a r w i s e ,  two  out  of  e v e r y  t h r e e  r e q u e s t s  f o r  s u p p l i e s  w e r e  
r e f u s e d .  

So two  r a t h e r  o b v i o u s  c o n c l u s i o n s  r e s u l t i n g  f r o m  t h o s e  d o l l a r  d a t a  
a r e  t h a t  t he  c o n t i n e n t a l  p o s t s ,  c a m p s ,  a n d  s t a t i o n s  a r e  o v e r s t o c k e d ;  
a n d  t h a t  t he  s t o c k  t h a t  i s  on  h a n d  i s  no t  in b a l a n c e  w i t h  t he  d e m a n d .  

T a k i n g  i t  on t he  s u r f a c e ,  t h i s  c h a r t  p r e s e n t s  a r a t h e r  r u g g e d  p i c -  
t u r e  of the  i n v e n t o r y  p i c t u r e  a t  p o s t  l e v e l .  A c t u a l l y ,  the  k e t t l e  i s n ' t  
a s  b l a c k  a s  i t  a p p e a r s .  W e l l  o v e r  o n e - h a L f  of t he  d u e s - o u t  a n d  o n - o r d e r  
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a r e  in  two  A r m y  a r e a s .  E a c h  A r m y  h a s  o n e  p o s t  e n g a g e d  in  r e e q u i p p i n g  
m a j o r  t a c t i c a l  u n i t s .  P o s t  p r o p e r t y  o f f i c e r s  a r e  n o t  s u p p o s e d  to  h a v e  
t h e  m a j o r  e q u i p m e n t  on  h a n d  to  e q u i p  a m a j o r  t a c t i c a l  u n i t .  A s  t h e y  r e -  
c e i v e  r e q u e s t s  f o r  s u c h  i t e m s ,  t h e y  e s t a b l i s h  a d u e - o u t  a n d  r e q u i s i t i o n  
i t  f r o m  a d e p o t ;  a n d  t h e r e b y  e s t a b l i s h  a d u e - i n ,  o r ,  a s  w e  c a l l  i t ,  an  
"on order. " 

T h e r e  i s  a n o t h e r  p o i n t  t h a t  s h o u l d  b e  c o n s i d e r e d  i n  t h i s  J u l y  s e t  of  
f i g u r e s .  T h e s e  a r e  t h e  f i r s t  d o l l a r  r e p o r t s  p r e p a r e d  b y  t h e  c o n t i n e n t a l  
A r m i e s .  T h e y  c o n t a i n  t he  n o r m a l  e r r o r s  w h i c h  m a y  b e  e x p e c t e d  f r o m  
a n y  i n i t i a l  e f f o r t .  

O n e  t h i n g  we  do  k n o w  i s  t h a t  t h e  m o s t  a c c u r a t e  f i g u r e s  s u b m i t t e d  
on  t h e  i n i t i a l  r e p o r t s  a r e  t h e  r e p o r t e d  v a l u e  of  s e r v i c e a b l e  a n d  u n s e r v -  
i c e a b l e  i t e m s ,  s i n c e  t h e y  a r e  e s t a b l i s h e d  by  p r i c i n g  t h e  s t o c k  r e c o r d  
c a r d s .  T h e r e f o r e  l e t  u s  e x p l o r e  t h a t  a r e a  f u r t h e r .  

A b o u t  82 p e r c e n t  of  o u r  o p e r a t i n g  s t o c k s  a t  s t a t i o n  l e v e l  i s  s e r v -  
i c e a b l e .  T h e  r e m a i n i n g  18 p e r c e n t  i s  u n s e r v i c e a b l e .  

C h a r t  4, p a g e  12. - - T h e  p e r c e n t  o f  t h e  t o t a l  i n v e n t o r y  i n  e a c h  A r m y  
a r e a  t h a t  i s  u n s e r v i c e a b l e  i s  g i v e n  on  t h i s  c h a r t .  I t  s h o w s  t h a t  11 p e r -  
c e n t  of  t h e  F i r s t  A r m y ' s  i n v e n t o r y  i s  u n s e r v i c e a b l e ,  a n d  f o r  t h e  o t h e r s  
a s  s h o w n  h e r e .  

Now,  t h i s  t y p e  o f  i n f o r m a t i o n  w i l l  p e r m i t  D E P  L O G  to  c o n c e n t r a t e  
o n  t h e  p a r t i c u l a r  c o m m a n d s  w i t h  t h e  h i g h e s t  p e r c e n t a g e  of  u n s e r v i c e -  
a b l e  s t o c k .  We h a v e  f o u n d ,  h o w e v e r ,  t h a t  we  n e e d  s o m e t h i n g  e l s e .  
We n e e d  a f u r t h e r  r e f i n e m e n t  b y  t e c h n i c a l  s e r v i c e s  w i t h i n  e a c h  c o m -  
m a n d ,  in  o r d e r  to  p o s i t i v e l y  i d e n t i f y  p r o b l e m  a r e a s .  

C h a r t  5, p a g e  13. - - F o r  e x a m p l e ,  l e t  u s  t a k e  t h e  T h i r d  A r m y ,  
s h o w n  a s  21 p e r c e n t  on  c h a r t  4. T h i s  i s  o n l y  3 p e r c e n t  a b o v e  t h e  c o n -  
t i n e n t a l  U n i t e d  S t a t e s  a v e r a g e .  B u t  a f u r t h e r  a n a l y s i s  o f  t he  T h i r d  
A r m y ' s  u n s e r v i c e a b l e  s t o c k  r e v e a l s  t h e  f o l l o w i n g  d i s t r i b u t i o n  b y  t e c h n i -  
c a l  s e r v i c e s :  C h e m i c a l  W a r f a r e  45 p e r c e n t .  T h a t  w a s  n o t  d e l i b e r a t e .  
I t  i s  j u s t  w h a t  t h e  c h a r t  s h o w s .  

With this type of chart, the Department of the Army can criticize 
the Third Army in this specifie area. The unserviceable ratio of 
Chemical and Ordnance is not satisfactory, according to these figures. 
The Army commander, when he finds this condition, can review his 
individual Chemical and Ordnance installation reports and locate the 
problem area by a specific group of items. 
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A s  y o u  know ,  t h e  A r m y  c o m m a n d e r  w i l l  g e t  a l l  t h e  l o c a l  p o s t ,  
c a m p ,  a n d  s t a t i o n  r e p o r t s .  T h e y  a r e  g e n e r a l l y  n o t  f o r w a r d e d  to  h i g h e r  
e c h e l o n s .  So he  h a s  t h e  m e a n s  b y  w h i c h  h e  c a n  a n a l y z e  t he  v a r i o u s  
p o s t ,  c a m p ,  a n d  s t a t i o n  s e t u p s .  

S i m i l a r  a n a l y s e s  c a n  b e  a p p l i e d  to  t h e  p r o b l e m  of  b a l a n c i n g  s u p p l y  
a n d  d e m a n d .  E x c e s s e s  a r e  i m m e d i a t e l y  h i g h l i g h t e d  b y  l o c a t i o n  a n d  
s e l e c t e d  g r o u p  of  i t e m s  o r  c a t e g o r y .  

T h e  e x a m p l e s  t h a t  I h a v e  d i s c u s s e d  w i t h  y o u  h e r e  c l e a r l y  i l l u s t r a t e  
t he  b e n e f i t s  w h i c h  m a y  b e  d e r i v e d  f r o m  f i n a n c i a l  c o n t r o l s  a t  i n s t a l l a t i o n  
a n d  A r m y  l e v e l .  

C e r t a i n  r e p o r t s  a r e  c o n s o l i d a t e d  a t  h i g h e r  e c h e l o n s ;  a n d  t h e  s a m e  
m e a n i n g f u l  i n f o r m a t i o n  i s  p r e s e n t e d  f o r  a n a l y s i s .  E a c h  e c h e l o n  c a n  
p r e s e n t  a t e c h n i c a l  s e r v i c e  s u m m a r y  to  t he  s u c c e e d i n g  e c h e l o n .  

A l l  g e n e r a l  a n d  s p e c i a l  s t a f f  o f f i c e r s ,  a s  c o m m a n d  p r o g r a m  d i r e c -  
t o r s  o r  a s  h e a d s  o f  o p e r a t i n g  a c t i v i t i e s ,  w i l l  b e n e f i t ,  we  f e e l ,  f r o m  F P A  
a n d  s t o c k  f u n d s .  

T h e  c o m m a n d e r  a n d  h i s  s t a f f  c a n  m o r e  a c c u r a t e l y  f o r e c a s t  t h e  
a b i l i t y  of  t h e  c o m m a n d  to  r e n d e r  l o g i s t i c a l  a n d  f i n a n c i a l  s u p p o r t  p l a n s  
a n d  p r o g r a m s  w i t h i n  t h e i r  r e s p e c t i v e  s p h e r e s  of  i n f l u e n c e  a n d  of  i n -  
t e r e s t .  

A t r u e  m e a s u r e m e n t  o f  t h e  c o n t r i b u t i o n  of  d o l l a r  d a t a  to  i m p r o v e d  
s u p p l y  m a n a g e m e n t  w i l l  b e  a v a i l a b l e  o n l y  a f t e r  e n o u g h  t i m e  h a s  e l a p s e d  
to  e s t a b l i s h  t r e n d s .  A l l  of  u s  k n o w  t h a t  t h i s  i s  t o o  s o o n  to  p u t  t h e s e  
r u l e s  i n t o  e f f e c t .  

F o r  e x a m p l e ,  a c e r t a i n  p o r t i o n  of  t h e  A r m y  i n v e n t o r y  w i l l  a l w a y s  
b e  u n s e r v i c e a b l e ,  b e c a u s e  a u s e r  t u r n s  i n  u n s e r v i c e a b l e  i t e m s  in  e x -  
c h a n g e  f o r  s e r v i c e a b l e .  T h e  q u e s t i o n  w i l l  b e :  " W h a t  i s  a n o r m a l ,  o r  
s a t i s f a c t o r y ,  r a t i o  o f  u n s e r v i c e a b l e  i n v e n t o r y  to  s e r v i c e a b l e ? "  We d o n ' t  
k n o w  y e t .  B u t  we  f e e l  t h a t  t h e  r a t i o  w i l l  b e  d i f f e r e n t  f o r  e a c h  of  t he  
seven technical services. 

S i n c e  we  h a v e  r e p o r t s  on  h a n d  f o r  J u l y ,  A u g u s t ,  a n d  S e p t e m b e r  f r o m  
t h e  c o n t i n e n t a l  U n i t e d  S t a t e s  A r m i e s ,  y o u  m a y b e  i n t e r e s t e d  in  s o m e  of 
t h e  r e s u l t s  e s t a b l i s h e d  t h u s  f a r .  

Comparing the unserviceable inventory in all continental United 
States Armies with the total inventory, 18 percent is unserviceable. 
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C o m p a r i n g  t h e  u n s e r v i c e a b l e  r a t i o  of  e a c h  t e c h n i c a l  s e r v i c e  to  t h e  
a v e r a g e ,  we  f i n d  t h a t  C h e m i c a l  i s  18 p e r c e n t ,  E n g i n e e r  i s  5 p e r c e n t ,  
M e d i c a l  i s  4 p e r c e n t ,  O r d n a n c e  i s  2 5 . 6 ,  Q u a r t e r m a s t e r  i s  1 2 . 4  p e r c e n t ,  
S i g n a l  i s  15 p e r c e n t ,  a n d  T r a n s p o r t a t i o n  i s  6 . 4 .  

N o w  l e t  u s  c o m p a r e  t he  r a t e  of i s s u e s  to  t he  t o t a l  i n v e n t o r y  a n d  g e t  
a c o m p a r i s o n ,  i f  w e  c a n ,  o f  t h e  s t o c k  t u r n o v e r  o n  c o n t i n e n t a l  U n i t e d  
S t a t e s  A r m i e s .  T h e  t o t a l  s t o c k  h e r e  i s  t u r n i n g  o v e r  f o u r  t i m e s  a y e a r .  

i n  o t h e r  w o r d s ,  a t  t h e  e n d  of  A u g u s t  t h i s  f i g u r e  s h o w s  t h a t  t h e  A r m y  
h a d  on  h a n d  a t h r e e - m o n t h  s u p p l y  a t  p o s t  l e v e l .  T h i s  c o m p a r e s  f a v o r -  
a b l y  to  a s t o c k a g e  o b j e c t i v e  o f  a 45 -  t o  6 0 - d a y  s u p p l y ,  p l u s  a u t h o r i t y  t o  
r e t a i n  a n  a d d i t i o n a l  3 0 - d a y  s u p p l y .  

So, c o m p a r i n g  t h e  a n n u a l  r a t e  of  t u r n o v e r  of  e a c h  t e c h n i c a l  s e r v i c e  
to  t h e  c o n t i n e n t a l  U n i t e d  S t a t e s  A r m y  a v e r a g e ,  we  f i n d  t h a t  C h e m i c a l  i s  
3 . 3 ,  s l i g h t l y  b e l o w  t h e  a v e r a g e ;  E n g i n e e r  i s  2 . 1 ,  a b o u t  one  h a l f  t h e  
a v e r a g e ;  M e d i c a l  i s  4, e q u a l  to  t h e  a v e r a g e ;  O r d n a n c e  i s  4 . 5 ,  s l i g h t l y  
h i g h e r  t h a n  t h e  a v e r a g e ;  Q u a r t e r m a s t e r  i s  3 . 7 ;  S i g n a l  i s  3. 1 ; a n d  T r a n s -  
p o r t a t i o n  i s  5 . 3 .  

Now,  t h e s e  r a t i o s ,  d e v e l o p e d  a t  e a c h  c o m m a n d  l e v e l ,  r e v e a l  a t  a 
g l a n c e  w h e r e  t h e  p r o b l e m  a r e a s  a r e  l o c a t e d ,  a n d  w h e r e  t he  c o m m a n d e r  
a n d  h i s  s t a f f  m a y  f o c u s  a t t e n t i o n .  

J u s t  a f e w  w o r d s  a b o u t  t h e  p l a n s  f o r  i m p l e m e n t i n g  t h e  o v e r a l l  p l a n  
o f  t h e  D e p a r t m e n t  of  t h e  A r m y .  

Y o u  k n o w  t h a t  F P A  h a s  a l r e a d y  b e e n  i n s t a l l e d  i n  a l l  d e p o t s  w o r l d -  
w i d e  a n d  a l l  m a j o r  c o n t i n e n t a l  U n i t e d  S t a t e s  i n s t a l l a t i o n s .  

The Department of the Army plan for establishing stock funds and 
extending them to posts, camps, and stations and overseas is as follows: 

All seven technical services have established divisions of the Stock 

Fund at CONUS depot level. 

T h e  S u b s i s t e n c e  S u b d i v i s i o n  of  t h e  Q u a r t e r m a s t e r  :D iv i s i on  o f  t h e  
S t o c k  F u n d  h a s  a l r e a d y  b e e n  e x t e n d e d  t o  p o s t s ,  c a m p s ,  a n d  s t a t i o n s .  

T h e  M e d i c a l  D i v i s i o n  of  t he  S t o c k  F u n d  w a s  e x t e n d e d  to  p o s t s ,  
c a m p s ,  a n d  s t a t i o n s  o n  20 O c t o b e r  1954 .  
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Subdivisions or divisions of the remaining ~ technical Services will 
be extended to selected posts, camps, and stations and overseas by 1 
Ju ly  1955. 

In s u m m a r y  I want  to s ay  that  the supply  m a n a g e r  in the A r m y  today  
is  c o n f r o n t e d  with a supply  m a n a g e m e n t  p r o b l e m  he has  n e v e r  b e e n  con-  
f r o n t e d  wi th  b e f o r e ,  c e r t a i n l y  in p e a c e t i m e .  He has  huge m a s s e s  of s t ock  
which  he m u s t  c o n t r o l .  As the r e s u l t  of the s o - c a l l e d  co ld  wa r ,  it 
a p p e a r s  that  a l a r g e  m i l i t a r y  a c t i v i t y  wi l l  be s u p p o r t e d  o v e r  a long 

p e r i o d  of t i m e  at  a v e r y  h igh cos t .  So it is  i m p e r a t i v e  that  the supply  
m a n a g e r s  in the A r m y  take  ac t ion  to obta in  m a x i m u m  r e s u l t s  for  e v e r y  
d o l l a r  spen t  in the l o g i s t i c a l  a r e a .  

F i n a n c i a l  p r o p e r t y  a c c o u n t i n g  and s tock  funds a r e  d e s i g n e d  to a s s i s t  
t h e  s u p p l y  m a n a g e r ,  but  they  a r e  not c u r e - a l l s .  The s tock  m a n a g e m e n t  
r e p o r t  w i l l  i s o l a t e  p r o b l e m s  by i n s t a l l a t i o n s ,  by  t e c h n i c a l  s e r v i c e s ,  and 
by  c a t e g o r y  o r  g roup ing  of i t e m s .  

Now, at  that  point  F P A  and s t o c k  funds have  done the supply  m a n a g e -  
m e n t  job for  wh ich  they  w e r e  d e s i g n e d .  I t e m  b a l a n c e s  m u s t  then  be : 
r e v i e w e d  i t e m  by i t e m  w i t h i n  the g r o u p .  P r o b l e m  a r e a s  exposed  with  
d o l l a r  da t a  a r e  c o r r e c t e d  by  i t e m  a n a l y s i s  w i th in  the g roup .  

When dollar data were first introduced, a number of people ex- 
,pressed the fear that top management would measure management prog- 
ress through a reduction in the dollar value of inventories. None of the 
ratios used to measure effective management of inventory are expressed 
in this term. 

The total value of an inventory, by itself, is of little or no signifi- 
cance from a supply management point of view. The questions are: 

Is  t h e r e  enough s t o c k  on hand?  

Is there too much stock on hand? 

Will the quantities on order improve or distort the inventory 
balane e ? 

Is  the r a t i o  of u n s e r v i c e a b l e  to s e r v i c e a b l e  s t o c k  a n o r m a l  r a t i o ?  

Is the stock being purified through disposal of excess ? 
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T h e  g o a l  t o d a y  i s  the  s a m e  a s  i t  h a s  a l w a y s  b e e n - - . a  b a l a n c e d  in -  
v e n t o r y  t h a t  is  a d e q u a t e  to m e e t  the  d e m a n d .  D o l l a r  d a t a  w i l l  h e l p  
u s  a c h i e v e  t h i s  goa l .  

Thank you very much. 

COLONEL SEARLE: Gentlemen, General McNamara is ready for 

your questions. 

QUESTION: General, we have to get these figures for the Chemical 

Corps straightened out for the benefit of the class. During World War 

II we had the policy that we would use chemical warfare only in retalia- 
tion. Consequently we had to keep an awful lot of stuff on the shelf for 
a long time. So, for the Third Army I think those figures indicate one 
of two things. Either it had to keep the stuff too long on the shelf or 
there was a lot of heavy maneuvering in the area, and these were the 
months in which it was turned in. In other words if you took the figures 
for the whole country, the Chemical Corps would be about average. 

Isn't that about right? 

GENERAL McNAMARA: I think I should just say "Thank you. " I 
merely am using these things as illustrations of the fact that dollars can 

be used to guide you to the problem areas when you are managing things. 
And that in spite of the many comments that you hear from people who are 
enthusiasts on monetary control, I don't sell item control short, but I do 

say that dollars give you a lead to the problem areas. 

QUESTION: General McNamara, my first impression is that infor- 

mation like this may be dangerous in the hands of those who don't know 
how to interpret it. Would you care to comment on that? I can visualize 
several Army commanders to my knowledge who might interpret it the 

wrong way. 

G E N E R A L  M c N A M A R A :  T h e  f a c t  t h a t  t h e . i m p o r t a n c e  of a d v i s e r s  to 
the  A r m y  is  in t he  a s c e n d e n c y  i s ,  I t h ink ,  s u f f i c i e n t  to  h a n d l e  t h a t  t y p e  
of  q u e s t i o n  o r  c o m m e n t .  M o r e  a n d  m o r e  y o u  p e o p l e  who  h a v e  the  k n o w l -  
e d g e  a n d  who  a r e  the  e x p e r t s  in  y o u r  r e s p e c t i v e  l i n e s  a r e  l e a r n i n g  how 
y o u  c a n  a s s i s t  y o u r s e l v e s  b y  p o i n t i n g  out  d o l l a r w i s e  w h a t  w i l l  h a p p e n ;  
a n d  I t h i n k  m o r e  a n d  m o r e  y o u  w i l l  be  c a l l e d  in to  c o n t a c t  w i th  y o u r  
c o m m a n d e r s .  

I can picture an Army commander, or a post, camp, or station com- 
mander--it doesn't make much difference--who, if he were to be told by 
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his G-4 that he had 20 million dollars' worth of spare parts under that 
category according to the report, and someone else, maybe the same 
G-4, handed him a vehicle deadline report which indicated that 20 or 30 
percent of his vehicles were down, might raise some questions that would 

be embarassing, to that G-4 certainly. He might say: "What are you 
doing, stocking this post with 20 million dollars' worth of spare parts 
and my vehicles are down?" You would have to do some humping around 
there to answer him. So there is that field of, perhaps not worry, but 
certainly stimulated interest, on the part of those who are charged with 

c o m  m a n d .  

QUESTION: Sir, an item is almost always an item--the same thing. 
But with a dollar inventory it seems to me there is a big danger that 
changes in these figures will occur by reason of changes in cost figures 
on individual items. How do you handle that situation as prices change? 

GENERAL McNAMARA: Price variations are isolated in each re- 
port rendered so the supply analyst can consider such changes in reach- 
ing supply management recommendations. 

QUESTION: General, we had a previous speaker talk about this 
system. I won't identify the service. It had had this particular system 
in effect for some time. This particular item that I have in mind is 
anchors. In this instance it had a tremendous inventory of anchors by 
this dollar accounting. It seems to me that item accounting would have 

disposed of that long ago. 

G E N E R A L  McNAMARA:  I c a n ' t  s t a t e  b u t  o n e  t h i n g  a b o u t  t h a t  a n c h o r  
b u s i n e s s .  I w o u l d  a g r e e  w i t h  y o u  i f  y o u  c o u l d  r e v i e w  t h e  i t e m s  a s  f a s t  
a s  y o u  t h i n k  y o u  c a n  r e v i e w  t h e m .  B u t  w h e n  y o u  r e a l i z e  t h a t  t h e  t r e n d  
of  m o d e r n  e n g i n e e r i n g  i s  to  g i v e  y o u  m o r e  a n d  m o r e  c o m p l i c a t e d  e n d  
i t e m s ,  t h a t  w i t h  t h e  c o m p l i c a t e d  e n d  i t e m s  y o u  a r e  g o i n g  to  n e e d  m a n y  
m o r e  s p a r e  p a r t s  t o  h a n d l e ,  y o u  w i l l  s e e  t h a t  s o o n  y o u  a r e  g o i n g  to  b e  
d r o w n e d  b y  i t e m s  a n d  p a r t s ;  S o o n  y o u  m u s t  go t o w a r d  m e a n s  b y  w h i c h  
y o u  c a n  c o n t r o l  a r e a s  of  t h o s e  i t e m s  o r  y o u  w i l l  l o s e  m a n a g e m e n t  of  

t he  i t e m .  

Out of the million items that we have in the Army, there are only 
642 items that show up as what we call critical items. Then there are 
2,700 on top of that. But on top of that you will find 997,000 or some 
large figure, of secondary items that never have been accounted for in 
detail. True, we had some small dollar sign on them; but nobody knew 

how many we had on hand. 

18 
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So I w o u l d  b e  a s t r o n g  a d v o c a t e  of  t h i s  d o l l a r  s i gn ,  f r o m  w h a t  I 
h a v e  s e e n .  I w a s  a s t u b b o r n  o ld  r a s c a l  in  m y  o w n  f i e l d  in  a c c e p t i n g  i t ,  
b u t  .I a m  b e g i n n i n g  to  l i ke  t h i s  s t u f f  b e t t e r  and  b e t t e r .  I a m  b e g i n n i n g  
now to  a s k  q u e s t i o n s  of  the  t e c h n i c a l  s e r v i c e s  t h a t  o n l y  t he  t e c h n i c a l  
s e r v i c e s  u s e d  to  a s k  t h e m s e l v e s  b e f o r e .  

Q U E S T I O N :  G e n e r a l  M c N a m a r a ,  in  m y  s e r v i c e  I r a n  in to  a p r o j e c t  
in O r d n a n c e  w h e r e  i t s  p e o p l e  s e t  u s e  e x p e r i e n c e  u p  a g a i n s t  i s s u e  e x -  
p e r i e n c e .  M y  e x p e r i e n c e  w a s  t ha t  i s s u e  e x p e r i e n c e  w o u l d  e s t a b l i s h  a 
f a l s e  l e v e l ,  w h e r e a s  u s e  e x p e r i e n c e  w o u l d  no t .  We  r a n  i t  f o r  a l l  the  
o t h e r  s e r v i c e s ,  a n d  i t  r e s u l t e d  in  m u c h  b e t t e r  a n d  m u c h  f i r m e r  f i g u r e s .  
W o u l d  y o u  c a r e  to  d i s c u s s  t h a t ?  

G E N E R A L  M c N A M A R A :  Not  v e r y  l ong .  I d o n ' t  k n o w  e n o u g h  a b o u t  
i f .  We h a v e  k n o w n  f o r  y e a r s  t h a t  c o n s u m p t i o n  a n d  i s s u e  a r e  d i f f e r e n t  
t h i n g s .  T h e y  j u s t  h a p p e n  to  b e  c o n n e c t e d  c l o s e l y  one  to the  o t h e r .  B u t  
j u s t  b e c a u s e  y o u  i s s u e  t h i n g s  to  a f e l l o w  d o e s n r t  m e a n  [ha t  he c o n s u m e s  
t h e m .  So t h e r e  i s  a f i e l d  of  d e v e l o p m e n t  in  t h a t  a r e a .  

Q U E S T I O N :  W h e n  the  i t e m s  ge t  to  the  p o i n t  w h e r e  y o u  c a n  f o l l o w  
t h e m  t h r o u g h ,  i n to  h o w  m a n y  c a t e g o r i e s  do y o u  b r e a k  down  the  d o l l a r  
s i g n  s y s t e m ?  

G E N E R A L  M c N A M A R A :  A b o u t  350.  

Q U E S T I O N :  H o w  do y o u  t a k e  i n t o  a c c o u n t ,  f o r  the  s a k e  of  the  m a n  
who  i s  m a n a g i n g  a t  t he  d e p o t  l e v e l ,  s h a l l  we  s a y ,  o b s o l e s c e n c e  o r  
d e t e r i o r a t i o n  of  t h i n g s ,  s i n c e  he w o n ' t  g e t  a n y  m o n e y  b a c k  f r o m  the  u s e r  
f o r  the  l o s s  of  t h o s e  i t e m s ?  I t  w o u l d  s e e m  tha t  h i s  fund  f o r  o p e r a t i n g  
w o u l d  c o n s t a n t l y  d i m i n i s h  u n l e s s  i t  w a s  r e p l e n i s h e d  in s o m e  w a y .  

GENERAL McNAMARA- The chief of each technical service, who 
is responsible for managing his division of the Army stock fund, is 
responsible for establishing stock fund prices. He is authorized to in- 
clude in the price, a surcharge to cover losses from deterioration and 
obsolescense. 

Q U E S T I O N :  I d o n ' t  w a n t  to  s e e m  to  b e  n e e d l i n g  y o u ,  b u t  h a v e  w e  
one  f i n a n c i a l  p r o p e r t y  a c c o u n t i n g  s y s t e m  f o r  a l l  t e c h n i c a l  s e r v i c e s ,  o r  
h a v e  w e  s t i l l  one  f o r  e a c h  of  the  s e v e n  s e r v i c e s  ? 

G E N E R A L  M c N A M A R A :  We h a v e  a s t a n d a r d  s y s t e m  of  r e p o r t i n g  
f o r  a l l  t e c h n i c a l  s e r v i c e s ,  h o w e v e r  due  to  p e c u l i a r i t i e s  of  e a c h  s e r v i c e ,  
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t h e  m e t h o d  of  a c c u m u l a t i n g  t h e  d a t a  i s  n o t  n e c e s s a r i l y  t h e  s a m e .  F o r  
e x a m p l e ,  one  d e p o t  m a y  h a v e  a m a n u a l  s y s t e m  of  o p e r a t i o n  a n d  a n o t h e r  
m a y  h a v e  e l e c t r i c a l  a c c o u n t i n g  m a c h i n e s .  O b v i o u s l y  t he  t e c h n i q u e  of  

a c c u m u l a t i n g  d a t a  w i l l  v a r y .  

Q U E S T I O N :  T h e  p r o b l e m ,  s i r ,  i s  a t  p o s t s ,  c a m p s ,  a n d  s t a t i o n s .  
Say  I a m  t h e  s u p p l y  o f f i c e r  f o r  t h e  s i x  t e c h n i c a l  s e r v i c e s  a t  t h a t  p o s t .  
H o w  a m  I g o i n g  to  h a n d l e  t h i s  i n  s i x  d i f f e r e n t  s y s t e m s ?  

GENERAL McNAMARA: At  p o s t  l e v e l  we  h a v e  a s t a n d a r d  s y s t e m  
f o r  a l l  t e c h n i c a l  s e r v i c e s .  I t  i s  a m a n u a l  o p e r a t i o n .  

QUESTION: Would you care to comment on whether any thinking 
has been applied toward introducing the inventory control in MDAP 

countries, particularly where our allies own an integral part of our 

bases ? 

GENERAL McNAMARA: I r e a l l y  w o u l d  no t ,  b e c a u s e  I k n o w  e n o u g h  
a b o u t  t h e  d i f f i c u l t y  of  d o i n g  s u c h  a t h i n g  to  t h i n k  t h a t  i t  w o u l d  b e  t e r r i f i c ,  
We m i g h t  b e  a b l e  to  s a y  to o u r  p e o p l e  in  t h o s e  r e s p e c t i v e  c o u n t r i e s  t h a t  
we  h a v e  s o  m a n y  d o l l a r s '  w o r t h  of  t h i n g s  i n  t he  i n v e n t o r y  t h e r e ,  B u t  I 
w o u l d  h a t e  to  f a c e  up  to  c o n s i d e r i n g  t h i n g s  l i k e  s t o c k  f u n d s  o r  r e c o m -  
m e n d i n g  t h a t  j u s t  b e c a u s e  a n  i t e m  h a p p e n s  to  c o m e  f r o m  t h e  s t o c k  f u n d  
of  t he  U n i t e d  S t a t e s ,  i t  s h o u l d  b e  e x t e n d e d  to  t h o s e  c o u n t r i e s .  

For instance, let us take a country that gets trucks and. spare parts 
in some quantity. They don't have need for those spare parts now. They 
are stocking spare parts for the day when they will have need for them. 
Therefore many of these spare parts will go on the shelf, and they will 
be maintained. But they would certainly come right out of recurring 
common-use types of issue items. They just wouldn't be moving. So 
it would be kind of hard to have a dead inventory in a thing like a stock 
fund. I don't know that it would be essential. It would cost a fortune, 

and I am not so certain that we would gain anything by it. 

Incidentally, that leads me to a point of my own, if I may, for a 

moment. I am not sold myself on the extension of stock funding to all 
levels. There is one thing that you should not throw out in all of this, 
and that is common sense. In any approach that we make in the applica- 
tion of these funding systems, we still recognize that fact--that the 
reason they are in being is to help the manager. When the return to the 

manager is less than the cost, we are not going to put them in. 

2O 



1067 
W~e m e a n  w h a t  we s a y ,  g e n e r a l l y ,  on tha t  i t e m ,  b e c a u s e  we s t a r t e d  

off  w i th  a s k i n g  o n l y  26 pos t ,  c a m p ,  and  s t a t i o n  c o m m a n d e r s  to  m e e t  us  
in  C h i c a g o  a y e a r  ago  l a s t  J a n u a r y .  T h e r e  a r e  m a n y  m o r e  p o s t s  t h a n  
t h o s e  tha t  we c o u l d  h a v e  a s k e d .  Bu t  the  p o s t s ,  c a m p s ,  and  s t a t i o n s  t ha t  
d id  not  c o m e  w e r e  so  s m a l l  t ha t  i t  s e e m s  s i l l y  to pu t  in s u c h  an  e x p e n -  
s i v e  t y p e  of th ing .  I t  m i g h t  g ive  us  c o n t r o l ,  bu t  f o r  w h a t  ? Not  f o r  e n o u g h ,  
in  o u r  op in ion .  So we d i d n ' t  a s k  t h e m .  T h e r e f o r e  I t h i n k  tha t ,  w h e n  you  
c o n s i d e r  the  r e a l  f a c t  t ha t  t h e s e  v a r i o u s  a c c o u n t i n g  s y s t e m s  a r e  o n l y  
to a s s i s t  the  m a n a g e r ,  y o u  r e a l i z e  t h a t  you  s h o u l d  k e e p  u s i n g  c o m m o n  
s e n s e ,  a n d  b a l a n c e  t h a t  a g a i n s t  w h a t e v e r  you  s e e  r e f l e c t e d  i n  t h e s e  
c o l u m n s  a n d  l i n e s .  

Q U E S T I O N :  S i r ,  in  the  o p e r a t i o n  of t h e s e  s t o c k  f u n d s  i t  s e e m s  to 
m e  we ge t  a f a l s e  p i c t u r e ,  a f a l s e  i m p r e s s i o n ,  of  the  v a l u e ,  i n a s m u c h  
as  the  o p e r a t i n g  c o s t s  a r e  no t  i n c l u d e d  in  the  f i n a n c i a l  p a r t  of t h e m - - t h e  
c o s t  of  s t o r a g e ,  p e r s o n n e l ,  a d m i n i s t r a t i o n ,  a n d  t h i n g s  l ike  t ha t .  Do you  
t h i n k  t h o s e  c o s t s  w i l l  e v e r  e n t e r  i n to  the  f i n a n c i a l  p a r t  of  t he  s t o c k  fund  
ope r a t i on  ? 

G E N E R A L  M c N A M A R A :  No. Not  a s  long  as  the  b o u n d a r i e s  a r e  
l a i d  down as t h e y  a r e  now.  B y  th i s  s y s t e m  we d e v e l o p  a c o u p l e  of t h i n g s .  
We d e v e l o p  a m e a n s  of a c c o u n t i n g  f o r  s u p p l i e s ,  a n d  we d e v e l o p  a m e a n s  
of f i n a n c i n g  t h o s e  s u p p l i e s .  

Q U E S T I O N :  You d o n ' t  b e l i e v e  tha t  t r a n s p o r a t i o n  s h o u l d  be  c h a r g e d  
a g a i n s t  the  s t o c k  f u n d ?  

G E N E R A L  M c N A M A R A :  No. 

C O L O N E L  S E A R L E :  G e n e r a l ,  I t h i n k  I s p e a k  f o r  a l l  of  us  w h e n  I 
s a y  tha t  th i s  h a s  b e e n  a m o s t  s t i m u l a t i n g  e x p e r i e n c e .  We h a v e  e n j o y e d  
y o u r  c a s t i n g  a b r i g h t  l igh t  in  p r e v i o u s  d a r k  a r e a s ,  i n c l u d i n g  the  C h e m i -  
c a l  C o r p s .  On b e h a l f  of  the  C o m m a n d a n t ,  t he  s t a f f  and  f a c u l t y ,  and  the  
s t u d e n t s ,  t h a n k  you  v e r y  m u c h .  

( 7 F e b  1 9 5 5 - -  3 5 0 ) S / g m h  
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