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Honorab le  J .  S i n c l a i r  A r m s t r o n g ,  A s s i s t a n t  S e c r e t a r y  of the Navy 
fo r  F i n s ~ L ~ l  M2n~gement~ was b o r n  in  New York  C i ty  on 15 Oc tobe r  1915. 
He r e c e i v e d  an  A . B .  deg ree  f r o m  H a r v a r d  Col lege  in  1938, and an L L . B  
d e g r e e  f rom the H a r v a r d  Law School i n  1941. F r o m  1941 unt i l  1945 he  
was  a s s o c i a t e d  with the law f i r m  of Lsham~ L inco ln  and B e a l e .  F r o m  
1945 to 1946 he  was on ac t ive  duty with  the U. S. Navy D e p a r ~ n e n t  
a s s i g n e d  to the Off ice  of the G e n e r a l  CoLm~el. In  1946 he r e t u r n e d  to h t s  
law f i r m  and was appoir~ed a p a r t n e r  in  1950. On  16 J u l y  1953j he took 
off ice  as  a m e m b e r  of the S e c u r i t i e s  and Exchange  C o m m i s s i o n  and on 
25 May  1955. he was des igna t ed  C h a i r m a n  of the C o m m i s s i o n .  On 27 
May  1957. he r e s i g n e d  f r o m  the C o m m i s s i o n  and the next  day a s s u m e d  
h l s  p r e s e n t  of f ice .  He is  a m e m b e r  of the b a r s  of the Sta tes  of New York  
and Tnlnois .  Th i s  i s  h i s  f i r s t  l e c t u r e  at the I n d u s t r i a l  Col lege .  
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F I N A N C I A L  M A N A G E M E N T  IN A M I L I T A R Y  D E P A R T M E N T  

6 N o v e m b e r  1958 

A D M I R A L  C L A R K :  You wi l l  r e c o i l  tha t  y e s t e r d a y  when  M r .  
L a w r e n c e  P o w e r s  of the G e n e r a l  A c c o u n t i n g  Off ice  spoke  on the s u b j e c t ,  
" I m p r o v e m e n t s  i n  F i n a n c i a l  M a n a g e m e n t , "  he  dea l t  wi th  the D e p a r t m e n t  
of D e f e n s e  g e n e r a l l y .  T h i s  m o r n i n g  we a r e  go ing  to t u r n  o u r  a t t e n t i o n  
to f i n a n c i a l  m a n a g e m e n t  in  One of the m i l i t a r y  s e r v i c e s - - t h e  Navy .  

O u r  s p e a k e r  h a s  the r e s p o n s i b i l i t y  fo r  the d e v e l o p m e n t  of p o l i c i e s  
and fo r  s u p e r v i s i n g  the p r o c e d u r e s  and p r a c t i c e s  in  the f i n a n c i a l  m a n a g e -  
m e n t  of the Navy .  You have  r e a d  in  h i s  b i o g r a p h y  tha t  he  h a s  had  a 
d i s t i n g u i s h e d  c a r e e r  in  law,  as  C h a i r m a n  of the S e c u r i t i e s  and E x c h a n g e  
C o m m i s s i o n  and in  the Navy .  

I t  g i v e s  m e  a g r e a t  d e a l  of p l e a s u r e  and i t  is  an  h o n o r  to i n t r o d u c e  
the A s s i s t a n t  S e c r e t a r y  of the Navy  f o r  F ~ n ~ n c i a l  M a n a g e m e n t ,  the 
H o n o r a b l e  J .  S i n c l a i r  A r m s t r o n g .  M r .  A r m s t r o n g .  

M R .  ARMSTRONG:  A d m i r a l  C l a r k ,  G e n t l e m e n :  I have  a p r e p a r e d  
t a lk .  I dont t  Like to give p r e p a r e d  t a l k s ,  bu t  t h e r e  a r e  a n u m b e r  of s u b -  
j e c t s  tha t  I thought  would be  i n t e r e s t i n g  to you  about  the f i n a n c i a l  m a n a g e -  
m e n t  of the Navy  and  s o m e  of the  p r o b l e m s  tha t  we a r e  p r e s e n t l y  l ook in g  
t o w a r d  and  f a c i n g .  T h e r e f o r e  I p r e p a r e d  t h i s ,  and  w i th  y o u r  i n d u l g e n c e  
I w i l l  r e a d  i t .  I u n d e r s t a n d  tha t  a f t e r w a r d s  we c a n  h a v e  a q u e s t i o n  and  
a n s w e r  p e r i o d ,  and tha t  w i l l  p e r h a p s  be  g iven  a d d i t i o n a l  s t i m u l a t i o n  b y  
wha t  I a m  about  to r e a d  f r o m  th i s  p a p e r .  

I a m  v e r y  p l e a s e d  to be wi th  you  th i s  m o r n i n g  to d i s c u s s  f i n a n c ~ ]  
m a n a g e m e n t  i n  the  Navy .  I th ink  t h i s  i s  a s u b j e c t  w h i c h  i s  b e c o m i n g  i n -  
c r e a s i n g i y  i m p o r t a n t .  The  a m o u n t  of funds  a v a i l a b l e  to the  Navy  i s  
l i m i t e d ,  and,  as  a r e s u l t ,  i t  i s  e s s e n t i a l  t ha t  we use  ou r  funds  w i s e l y  
and use  t h e m  o n l y  f o r  e s s e n t i a l  p u r p o s e s .  

M o n e y  is  the l i m i t i n g  f a c t o r  i n  v i r t u a l l y  a l l  o u r  p r o g r a m s  a t  the  
p r e s e n t  t ime.  We eantt condone waste  and extravagance  and we c a n t t  
a f fo rd  the l u x u r y  of p l a c i n g  funds  in  p r o g r a m s  of ] I m l t e d  u s e f u l n e s s .  
B e t t e r  m a n a g e m e n t  in  the  s p e n d i n g  of o u r  f i n a n c i a l  r e s o u r c e s  i s  a 
compel l ln~  n e c e s s i t y .  



The Navy has  jus t  f in i shed  p r e p a r a t i o n  of i ts  budget  for  f i s c a l  y e a r  
1960. Th i s  budget  is  now be ing  c o n s i d e r e d  by the Off ice  of the S e c r e t a r y  
of Defense  and the B u r e a u  of the Budget .  Having  jus t  gone through weeks  
of in tens ive  budget  r e v i e w s ,  I am deep ly  conce rned  by the f a c t - - a s  I 
wi l l  d i s c u s s  in  m o r e  de t a i l  in  a few m i n u t e s - - t h a t  the Navy has  so m a n y  
r e q u i r e m e n t s  of high p r i o r i t y  which cannot  be m e t  under  the s t r i n g e n t  
f i n a n c i a l  s i t ua t i on  which conf ron ts  the D e p a r t m e n t  of Defense .  

Be fo re  c o n s i d e r i n g  the budget  in m o r e  de ta i l ,  I would f i r s t  l ike  to 
d i s c u s s  the b road  sub jec t  of c o m p t r o l l e r s h i p  in  the Navy.  

We a r e  in  the m i d s t  of an e r a  of f i nanc i a l  r e f o r m  in G o v e r n m e n t .  
The r e f o r m  m o v e m e n t ,  which  has  been  l a r g e l y  c o n c e r n e d  with p l ac ing  
f i n a n c i a l  m a n a g e m e n t  in  i t s  p r o p e r  p lace  in  the m a n a g e m e n t  p r o c e s s ,  
h a s  been  under  way for  about 12 y e a r s .  It  had i ts  beg inn ing  as  an  out -  
growth of Wor ld  War  II when m a n y  people ,  both in and out of the m i l i t a r y ,  
fe l t  that  the m i l i t a r y  d e p a r t m e n t s  were  not as e f f ic ien t  as  they  should  
be in  c a r r y i n g  out b u s i n e s s  ope ra t i ons .  

In  1949, this  m o v e m e n t  r e s u l t e d  in  e n a c t m e n t  into law of T i t l e  IV 
as an  a m e n d m e n t  to the Nat iona l  Secu r i t y  Act of 1947. T i t l e  IV, in  
addi t ion to requit- ing the adopt ion of p e r f o r m a n c e  budget ing ,  p r o p e r t y  
account ing ,  cos t  account ing ,  i n d u s t r i a l  and s t ock  funds,  and o the r  new 
f inanc i a l  s y s t e m s ,  p rov ided  for  e s t a b l i s h m e n t  of the Off ice  of the 
C o m p t r o l l e r  of the Navy and s i m i l a r  o r g a n i z a t i o n s  in  the b u r e a u s  and 
f ie ld  a c t i v i t i e s .  

I have  been  told that  m a n y  s e g m e n t s  of the Navy did not  r e c e i v e  the 
advent  of c o m p t r o l l e r s h i p  v e r y  w a r m / y .  I th ink  this  is  u n d e r s t a n d a b l e ,  
because  the concept  of c o m p t r o l l e r s h i p ,  which was taken l a r g e l y  f r o m  
p r i v a t e  i n d u s t r y ,  was  not g e n e r a l l y  unders tood .  I think the Navy ac ted  
w i se ly ,  and dec ided  at  the ou t se t  that  c o m p t r o l l e r s h i p  should  not be 
fo r ced  by edic t  ;~pon b u r e a u s  and f ie ld  a c t i v i t i e s .  It was d e t e r m i n p d ,  
r a t h e r ,  that  such  o r g a n i z a t i o n s  should  come about  l a r g e l y  by evolut ion.  
As in  the case  of p r i va t e  i n d u s t r y ,  the m e r i t s  of c o m p t r o l l e r s h i p  have  had 
to be t ' so ld"  to m a n a g e m e n t .  Th i s  has  been  p r i m a r i l y  an  educa t iona l  
e f fo r t .  

At the p r e s e n t  t ime ,  n ine  y e a r s  a f t e r  the e n a c t m e n t  of T i t l e  IVj I 
th ink  compt ro  ' l le rship  i s  wide ly  accep ted  in  the Navy.  C o m p t r o l l e r s h i p  
o r g a n i z a t i o n s  ex i s t  in a l l  b u r e a u s  and of f ices  and in  v i r t u a l / y  a l l  m a j o r  
f ie ld  a c t i v i t i e s .  



Now, what  has  the c o m p t r o l l e r s h i p  concept  accompl i shed?  Looking 
back ,  I think it  is  sa fe  to s a y  that the Navy has  come a long way in de -  
veloping an effect ive  f inanc ia l  m a n a g e m e n t  s y s t e m .  In each  of the th ree  
b a s i c  a r e a s  of c o m p t r o l l e r s h i p - - b u d g e t i n g ,  account ing,  and aud i t i ng - -  
subs tan t i~ !  i m p r o v e m e n t s  have been  m a d e .  

In budget ing,  a new p e r f o r m a n c e  budget  s t r u c t u r e  was adopted in 
f i s c a l  y e a r  1951 which a l igned f i s c a l  r e s p o n s i b i l i t y  with m a n a g e m e n t  
r e s p o n s i b i l i t y  and r e d u c e d  the n u m b e r  of app rop r i a t i ons  f r o m  48 to ap -  
p r o T i m a t e l y  20 we have  today.  In addit ion,  the Navy planning s y s t e m  
has  been  g r e a t l y  s t r eng thened .  One of the p roduc t s  of this s y s t e m - - t h e  
NavyVs p r o g r a m  o b j e c t i v e s - - i s  p rov id !ug  a much  sounder  d o c t ~ e n t  on 
which to b a s e  the budget .  Of  p a r t i c u l a r  s ign i f i cance  is the fac t  that  
t he re  has  been  a s h a r p  i n , t e a s e  throughout  Navy in  the t ime and a t t en -  
t ion which m a n a g e m e n t  p e r s o n n e l  devote to budget  c o n s i d e r a t i o n s .  

In  account ing,  r a d i c a l  changes  have  been  o r  a r e  being m a d e  to p lace  
g r e a t e r  e m p h a s i s  on cos t  account ing  and the deve lopment  of  da ta  which 
m a n a g e m e n t  can  use  as  the b a s i s  fo r  o p e r a t i n g  dec i s ions .  I n d u s t r i a l  
funds ,  which ope ra t e  in a m a n n e r  s imi1~-  to b u s i n e s s  c o r p o r a t i o n s ,  have  
been  o r  a r e  c u r r e n t l y  be ing  e s t a b l i s h e d  a t  a l l  i n d u s t r i a l  ac t iv i t i e s ,  such  
as  s h i p y a r d s j  o rdnance  p1~, ts ,  l ~ h o r a t o r l e s j  and ove rhau l  and r e p a i r  
shops .  D o u b l e - e n t r y ,  a c c r n a l  aecoun t lng  is a l so  be ing  ins t~ l led  th rough-  
out  the Navy  in lln,~ with m o d e r n  b u s i n e s s  p r a c t i c e .  

Many  of  these  account ing  changes  have  been  d ic ta ted  by l aws  p a s s e d  
by  the C o n g r e s s  subsequent  to Ti t le  IV.  The C o n g r e s s  has  ac t ed  l a r g e l y  
on the b a s i s  of conclus ions  r e a c h e d  b y  the Hoove r  C o m m i s s i o n  as  wel l  
a s  on the r e c o m m e n d a t i o n s  of the B u r e a u  of the Budget ,  the T r e a s u r y  
D e p a r t m e n t ,  and the G e n e r a l  Account ing Off ice  to the ef fect  that  the De-  
p a r t m e n t  of Defense  should  adopt  acco!mtlng s y s t e m s  s i m i l a r  to those 
in p r i v a t e  i ~ u s t r y .  Now, I think I should s a y  candid ly  that  we have  
i m p l e m e n t e d  s o m e  account ing  changes  which w e r e  not en t l r e l y  in a c -  
co rdance  with our  own d e s i r e s  o r  w i s h e s ,  in  the Navy.  But  I think that  
fo r  the m o s t  p a r t  what  has  been  done h a a  been  sound.  

In  i n t e r n a l  a u d i t i n g - - a  sub jec t  l a r g e l y  unknown in the Navy unt i l  
1950- -subs tan tLal  p r o g r e s s  h a s  been  m a d e  in  r ev i ewing  the f inanc ia l  
a s p e c t s  of w o r k  be ing  done in b u r e a u s  and f i e ld  a c t i v i t i e s .  In m a n y  
i n s t a n c e s ,  as  m a n y  of  yon  p r o b a b l y  know f r o m  f i r s t - h a n d  e x p e r i e n c e ,  
audi t s  have  r e s u l t e d  i n  m o r e  e c o n o m i c a l  opera t ions  as  wel l  a s  i m p r o v e d  
f i n a n c i a l c o n t r o l s  and r e c o r d k e e p i n g .  Fund  ] imi t a t ions ,  a s  wel l  a s  d i f -  
f icu l ty  in r e c r u i t i n g  capable  p e r s o n n e l ,  h o w e v e r ,  have  held  the deve lop-  
m e n t  of i n t e r n a l  audi t ing be low what  is adequa te  in scope and f r e q u e n c y  
of aud i t s .  Th is  is a p r o g r a m  which we a r e  a t t empt ing  to s tep  up. 
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Now, what about the fu ture  of f i nanc i a l  manRgemen t?  In sp i te  of 
t hese  a c c o m p l i s h m e n t s  that  I have  men t ioned ,  I think much  r e m a i n s  to 
be done,  p a r t i c u l a r l y  in  Ins t~l ] Ing new m a n a g e m e n t  tools  and in  e l i m i -  
nating inadequate  and outmoded s y s t e m g  and p r a c t i c e s .  I tblu]~ we a l l  
know that  cus tom and t r ad i t i on  die h a r d  in  any  o r g a n i z a t i o n  and that  new 
and un t r i ed  i dea s  a r e  not  a lways  e a g e r l y  accep ted .  

The s t a t u r e  of f i n a n c i a l  m a n a g e m e n t  in  the Navy wi l l  undoubtedly  
i n c r e a s e  in  the y e a r s  ahead.  We a r e  l i ke ly  to s ee  m a n y  new innovations 
and m u c h  p r o g r e s s  i n  the b e t t e r  utiliT.ation of the p roduc t  of our  f i n a n c i a l  
m a n a g e m e n t  s y s t e m .  

The m a j o r  w e - k n e s s  in  our  f i nanc i a l  m a n a g e m e n t  s y s t e m  today m I 
think, is the fac t  that  m a n a g e m e n t  personne l ,  pos s ib ly  b e c a u s e  of t he i r  
c o n c e n t r a t i o n  on o p e r a t i o n a l  m a t t e r s ,  v e r y  of ten do not use  the flnnr~¢Inl 
and o the r  i n f o r m a t i o n  p laced  at t he i r  d i s p o s a l .  

C o m p t r o l l e r s  have  a m a j o r  r e s p o n s i b i l i t y  in this  connec t ion .  Many  
t i m e s ,  m a n a g e m e n t  persom~_el s i m p l y  do not know how to use the f inanc ia l  
i n f o r m a t i o n  that  is  av:~i1~bie, and the c o m p t r o l i e r t s  job is  to a s s i s t  
m a n a g e m e n t  in  this  connec t ion .  The l ack  of we l l  t r a ined ,  e f fec t ive  comp-  
t r o l l e r s ,  able to work  c l o s e l y  with m a n a g e m e n t  p e r s o n n e l ,  has  undoubtedly 
been  a fac to r  i n  the s low advance in get t ing m a n a g e m e n t  to make  b e t t e r  use 
of the f i n a n c i a l  r e s o u r c e s .  

A good c o m p t r o l l e r  r e a l l y  has  a lot m o r e  to do than jus t  be ing  a good 
accountan t .  I think account ing  m a y  be a d e t r i m e n t  to a c o m p t r o l l e r  ff it 
b l inds  h i m - - a n d  s o m e t i m e s  i t  d o e s - - t o  the m o r e  fundamen ta l  r e q u i r e m e n t s  
of h is  pos i t ion .  

I 'd  l ike to d e s c r i b e  the qua l i f ica t ions  that  I th ink a good c o m p t r o l l e r  
should  have .  Hers got to be effect ive  in dea l ing  with people .  Hers  got to 
be an ind iv idua l  with in i t i a t ive .  He l s  got to be a l e r t ,  and h e ' s  got to be 
able to think up, dev i se ,  and sugges t  i m p r o v e m e n t s  in po l i c i e s  and p r o -  
c e d u r e s  which wi l l  f ac i l i t a t e  m a n a g e m e n t  p r o c e s s e s ,  b e c a u s e ,  e s s e n t i a l l y ,  
a c o m p t r o l l e r l s  p r i m a r y  r e s p o n s i b i l i t y  is  to aid m a n a g e m e n t  in a r r i v i n g  
at  d e c i s i o n s .  The na tu re  of this  a s s i s t a n c e  extends f a r  beyond pure  f ac t -  
f inding.  It e n c o m p a s s e s  ana lyz ing  and eva lua t ing  data  and p r e s e n t i n g  such  
eva lua t ions  e f fec t ive ly  in w r i t t e n  or  o r a l  fo rm.  

Many of you have known people who gained r epu ta t i ons  as exce l l en t  
c o m p t r o l l e r s .  If you wi l l  ana lyze  t he i r  qua l i t i e s ,  I am s u r e  you wi l l  
a r r i v e  at s i m i l a r  conc lus ions  as  to what made  them ef fec t ive .  
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I would  l ike  to s p e a k  now fo r  a few m i n u t e s  about  s o m e  c u r r e n t  
p r o b l e m s  in  the f i n a n c i a l  m a n a g e m e n t  f i e ld .  I o b v i o u s l y  dont t  h a v e  t i m e  
to d i s c u s s  m a n y  of the f i n a n c i a l  p r o b l e m s  wi th  which  the Navy  is  c o n -  
f r o n t e d ,  bu t  I would l ike  to m e n t i o n  a few.  

F i r s t - - t h e  r e o r g a n i z a t i o n  which  is u n d e r  way  in the D e p a r t m e n t  of  
D e f e n s e .  The r e o r g a n i z a t i o n  of the D e p a r t m e n t  of D e f e n s e  i s  a s u b j e c t  
wh ich  o b v i o u s l y  w i l l  take  a c o n s i d e r a b l e  amoun t  of t ime  to r e s o l v e ,  and 
few f i n a l  d e c i s i o n s  have  b e e n  m a d e  at  th i s  t i m e .  The  p r o p e r  o r g a n i z a t i o n  
of the D e p a r t m e n t  of D e f e n s e  i s  a t r e m e n d o u s l y  c o m p l i c a t e d  sub j ec t s  and 
v i e w s  as  to how the law s hou ld  be i m p l e m e n t e d  n a t u r a l l y  v a r y .  

As you knows the budge t  is  l a r g e l y  a c o n t r o l  d e v i c e .  I t  i s  t h r o u g h  
the budge t  and p l a n n i n g  p r o c e s s ,  t h e r e f o r e ,  tha t  the e f f ec t s  o f  t he  r e -  
o r g a n i z a t i o n  w i l l  b e c o m e  a p p a r e n t  and wi l l  be f e l t .  

I would  l ike  to  d i s c u s s  the p o s s i b l e  e f f ec t s  of the r e o r g a n i z a t i o n  a c t  
on  the f i n a n c i a l  m a n a g e m e n t  p r o c e s s  in  the Navy  b y  c e n t e r i n g  m y  c o m -  
m e n t s  on  two e x a m p l e s .  I do th i s  p r i m a r i l y  so tha t  you  w i l l  g a i n  a b e t t e r  
u n d e r s t a n d i n g  as  to what  is  at  s t a k e  so f a r  as  the Navy  i s  c o n c e r n e d - - n o t  
b e c a u s e  any  f i n a l  d e c i s i o n s  have  b e e n  m a d e .  T h e y  h a v e n l t .  

F i r s t s  l e t  us c o n s i d e r  the un i f i ed  c o m m a n d s  w h i c h  h a v e  b e e n  o r  a r e  
in  the p r o c e s s  of b e i n g  e s t a b l i s h e d .  The  q u e s t i o n  a r i s e s  as  to w h e t h e r  
s u c h  c o m m a n d s s  which  a r e  d i r e c t l y  u n d e r  the s u p e r v i s i o n  of  the  S e c r e -  
t a r y  of D e f e n s e ,  and which  a r e  c o m p o s e d  of  e l e m e n t s  of the  t h r e e  
s e r v i c e s s  s hou ld  be  m a d e  r e s p o n s i b l e  fo r  e s t a b ! i s h i n g  t h e i r  own  r e q u i r e -  
m e n t s  and f o r  do ing  t h e i r  own b u d g e t i n g .  I f  t h i s  w e r e  done ,  t h e s e  un i f i ed  
c o m m a n d s  would p r e s u m a b l y  d e t e r m i n e  how m a n y  s h i p s s  a i r c r a f t ,  
m i s s i l e s ,  weapons s  t r o o p s ,  and  so  f o r t h  w e r e  n e e d e d  to c a r r y  out  t h e i r  
m i s s i o n s ,  and  t h e i r  p r o g r a m  and  d o l l a r  r eq~1 i remen t s  would  t hen  be  s u b -  
m i t t e d  d i r e c t l y  to the Of f i ce  of the S e c r e t a r y  of D e f e n s e  f o r  r e v i e w  a n d  
a p p r o v a l .  T h i s  m i g h t  e v e n  be done t h r o u g h  s o m e  r e v i e w i n g  p r o c e d u r e s  
of the n e w l y  e n l a r g e d  J o i n t  Staff .  

Any  p r o c e s s  of th i s  s o r t ,  wh ich  b y p a s s e d  the Navy  D e p a r t m e n t ,  wou ld  
o b v i o u s l y  s e r i o u s l y  a f f ec t  the r e s p o n s i b i l i t y  a n d  a u t h o r i t y  of the S e c r e t a r y  
of the  Navy .  I t  would  p l a c e  p r e p a r a t i o n  of the  N a v y l s  budgets  a s  w e l l  a s  
t hose  of the o t h e r  s e r v i c e s j  p r i m a r i l y  i n  the  h a n d s  of the  D e p a r t m e n t  of 
D e f e n s e .  I t  would  w e a k e n  o u r  v i t a l  c o n s t i t u t i o n a l  c o n c e p t  of c i v i l i a n  
c o n t r o l  of the  m i l i t a r y .  
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This ,  that  I have  jus t  de sc r ibed ,  is ,  of c o u r s e ,  an e x t r e m e  view as 
to the m a n n e r  in which the f inanc ing  of unified commands  could be 
handled .  But  it could happen.  

Logic  would d ic ta te ,  however ,  that  c e n t r a l ,  o v e r a l l  p lann ing  as  to 
what is  r e q u i r e d  in the way of sh ip s ,  a i r c r a f t ,  m i s s i l e s ,  and so on, fo r  
the p r o p e r  i m p l e m e n t a t i o n  of the r o l e s  and m i s s i o n s  of the Navy in  the 
defense  of the coun t ry  should cont inue  to be a funct ion  of the Navy D e p a r t -  
m e n t  and r e s i d e  b a s i c a l l y  in the S e c r e t a r y  of the Navy,  the Chief  of Nava l  
O p e r a t i o n s ,  and the Commandan t  of the Mar ine  Corps .  I cannot  v i s u a l i z e ,  
m y s e l f ,  how it could work  e f f ec t ive ly  in any o the r  way.  

It s e e m s  to me that  the soundes t  me thod  of hand l ing  the p r o g r a m  and 
budget  r e q u i r e m e n t s  of the unif ied commands  is to cont inue ,  as we a r e  at 
the p r e s e n t ,  with the c o m m a n d s  budge t ing  for  t he i r  h e a d q u a r t e r s  cos t s  
only .  Th i s  l e aves  a l l  o the r  r e q u i r e m e n t s  to be budgeted  for  wi th in  the 
f r a m e w o r k  of the th ree  m i l i t a r y  d e p a r t m e n t s .  

Another  ques t ion  r a i s e d  by the Defense  D e p a r t m e n t  R e o r g a n i z a t i o n  
Act  r e l a t e s  to the ex tent  of the r e v i e w  of both p r o g r a m  and budget  r e q , , i r e -  
m e n t s  of the s e r v i c e s  by  the Join t  Chiefs  of Staff. To what extent ,  fo r  
example ,  should  the Jo in t  Chiefs ,  with t he i r  expancled s taff ,  r e v i e w  and 
have au tho r i t y  over  the de ta i l ed  p r o g r a m s  of the th ree  m i l i t a r y  d e p a r t -  
m e n t s  ? 

H e r e t o f o r e ,  the Jo in t  Chiefs  have  made  b r o a d  m i l i t a r y  and s t r a t e g i c  
po l i cy  d e c i s i o n s .  The deve lopment  of the de ta i l ed  p r o g r a m  and do l l a r  
r e q u i r e m e n t s  to i m p l e m e n t  those dec i s ions  has  been  l a r g e l y  a r e s p o n s i -  
b i l i t y  of the i~div idua l  m i l i t a r y  d e p a r t m e n t s .  T h e i r  budgets  have  in tu rn  
been  r ev i ewed  by the C o m p t r o l l e r  of the D e p a r t m e n t  of Defense  and the 
S e c r e t a r y  of Defense  be fore  be ing  fo rwarded ,  through the B u r e a u  of the 
Budget  and the Nat iona l  Secu r i t y  Counci l ,  to the P r e s i d e n t .  Th i s  has  been  
p r i m a r i l y  a c iv i l i an ,  r a t h e r  than a m i l i t a r y  r e v i e w  of the amount  of 
d o l l a r s  r e q u i r e d  to c a r r y  out the va r ious  defense  p r o g r a m s .  

Th i s  is  an  ef fec t ive  method  of handl ing  de ta i l ed  p r o g r a m  and budget  
r e q u i r e m e n t s .  It p l a ce s  e m p h a s i s  on c iv i l i an  con t ro l  of the p u r s e  s t r i n g s ,  
and I hope no fundamen ta l  change wiLl be made  in these  p r o c e d u r e s  and 
r e l a t i o n s h i p s .  

I m p l e m e n t a t i o n  of the r e o r g a n i z a t i o n  ac t  in  the f i nanc i a l  f ie ld  is  
l i k e l y  to come about s lowly .  Any s u b s t a n t i a l  changes  in  the ex i s t i ng  
p r o c e s s  wi l l  have  to be worked  out with the Approp r i a t i on  C o m m i t t e e s  
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of the House and the Senate.  This  is going to take t ime and we wi l l  a l l  
have to e x e r c i s e  pa t ience  as the p a t t e r n  of the future  unfolds.  

Now I would l ike to speak  about the app rop r i a t i on  s t r u c t u r e  for  a 
m o m e n t ,  and the poss ib le  impac t  of r e o r g a n i z a t i o n  on the Navy D e p a r t -  
men t ,  the D e p a r t m e n t  of the Navy~ i t se l f .  

Tu rn ing  to a m a t t e r  involving the f r a m e w o r k  of the budge t - - t he  
a p p r o p r i a t i o n  s t r u c t u r e - - f o r  a number  of y e a r s  the Navy has  p r ided  i t -  
s e l f  on having a p e r f o r m a n c e  budget s t r u c t u r e  developed in a cco rdance  
with the concepts  of the f i r s t  Hoover  C o m m i s s i o n  r e p o r t  on budget ing 
and account ing  in  1949. This  s t r u c t u r e  is b a s i c a l l y  at tuned to the bu reau  
s t r u c t u r e  of o rgan iza t ion ,  s ince  it  has  long been  a fundamen ta l  p r inc ip l e  
of budget ing that  fund r e s p o n s i b i l i t y  and o rgan iza t ion  r e s p o n s i b i l i t y  
should  be a l igned.  

In the l a s t  few y e a r s ,  growir~g p r e s s u r e  has  been  exe r t ed  on the Navy 
to r e v i s e  i ts  a p p r o p r i a t i o n  s t r u c t u r e  once again,  to p lace  it on what is 
c o m m o n l y  r e f e r r e d  to as a " c a t e g o r y  b a s i s . "  A budget  s t r u c t u r e  of this  
type would be confined to about s ix  appropr iaLions ,  one each fo r  m i l i t a r y  
p e r s o n n e l ,  ma in t enance  and ope ra t i on ,  m a j o r  p r o c u r e m e n t ,  r e s e a r c h  
and deve lopment ,  public  works ,  and r e s e r v e  f o r c e s .  The A r m y  and the 
A i r  F o r c e  now have  app rop r i a t i on  s t r u c t u r e s  along these  l ines .  They  
fi~ in with the i r  types of o r g a n i z a t i o n  under  a Chief  of Staff, and they 
appa ren t l y  work  v e r y  s a t i s f a c t o r i l y .  

In the Navy, however ,  because  of the bu reau  pa t t e rn  of o rgnn iza t ton ,  
such  an a p p r o p r i a t i o n  s t r u c t u r e  would c r e a t e  n u m e r o u s  d i f f icu l t i es ,  not  
only in  p r e p a r a t i o n  and execu t ion  of the budget  but a l so  in jus t i fy ing  it  
b e fo r e  the va r ious  r e v i e w  l eve l s ,  p a r t l c - i - r l y  the Congress .  F o r  
example ,  the one " m a i n t e n a n c e  and ope ra t ion"  app rop r i a t i on  would in-  
c lude funds for  e v e r y  bu reau ,  cove r ing  a l l  f ie ld  ins tnJ la t ions ,  head -  
q u a r t e r s ,  and the mn in t enan ce ,  ope ra t ion ,  and o v e r h a u l  of sh ips ,  a i r -  
c ra f t ,  and a l l  o the r  types of weapons and equipment .  

In sp i te  of the d i f f icu l t ies  which we f o r e s e e ,  ~ however ,  it  appea r s  
that a new s t r u c t u r e  wi l l  be r e q u i r e d  of us,  p r i m a r i l y  on the ground that  
i t  wi l l  p rov ide  added f l e~ ih i l i t y  in  the use of funds.  I t  is  a rgued  that,  
by  hav ing  one l a rge  "pot"  of m o n e y  fo r  ma in t enance  and ope ra t ion ,  the 
S e c r e t a r y  would be able  to sh i f t  funds be tween p r o g r a m s  so  as to get 
m a x i m u m  u t i l i za t ion  out of the amounts  p rov ided  and app rop r i a t ed .  
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It i s  m y  f e e l i n g  that  the e x t e n t  to which  funds m a y  b e  sh i f t ed  is 
l i m i t e d ,  fo r  v a r i o u s  r e a s o n s .  F i r s t ,  the A p p r o p r i a t i o n s  C o m m i t t e e s  
in  the H o u s e  and the Sena te  n a t u r a l l y  look  a s k a n c e  at any s i z a b l e  
t r a n s f e r  of  funds once  an a p p r o p r i a t i o n  act  has  b e e n  p a s s e d .  S e c o n d ,  
we h a v e  the p r a c t i c a l i t i e s  of our  i n t e r n a l  o r g a n i z a t i o n  s t r u c t u r e  in  the 
Navy  to c o n t e n d  wi th .  The p r o s p e c t i v e  change  in the a p p r o p r i a t i o n  
s t r u c t u r e ,  as w e l l  as  the i m p l i c a t i o n s  of the D e p a r t m e n t  of D e f e n s e  
R e o r g a n i z a t i o n  Act ,  have  r a i s e d  b a s i c  q u e s t i o n s  about Navy o r g a n i z a t i o n .  
F o r  e x a m p l e :  Is the b u r e a u  s t r u c t u r e  a r c h a i c ?  Has  the t i m e  a r r i v e d  to 
t r a n s f e r  func t ions  b e t w e e n  b u r e a u s ?  A r e  c e r t a i n  b u r e a u s  n e e d e d  today?  
What  about the func t ions  and r e s p o n s i b i l i t i e s  of the Of f i ce  of  the Ch ie f  
of Nava l  O p e r a t i o n s ?  The  c i v i l i a n  S e c r e t a r i a t ?  The  v a r i o u s  o f f i ces  of 
the D e p a r t m e n t ?  T h e s e  q u e s t i o n s  and m a n y  o t h e r s  have  b e e n  on  the 
m i n d s  of top p e r s o n n e l  for  a long  whi l e .  

R e c e n t  e v e n t s  have  m a d e  it  c l e a r  that  a new look s h o u l d  be t aken  at 
Navy o r g a n i z a t i o n .  The  S e c r e t a r y  has  a c c o r d i n g l y  r e c e n t l y  appo in ted  a 
c o m m i t t e e ,  c o m p o s e d  of top m i l i t a r y  and c i v i l i a n  p e r s o n n e l ,  and h e a d e d  
by the U n d e r  S e c r e t a r y ,  to m a k e  a c o m p l e t e  s tudy  of th is  s u b j e c t .  Th i s  
c o m m i t t e e  is now at w o r k  and i t s  r e c o m m e n d a t i o n s ,  which  shou ld  be 
f o r t h c o m i n g  t o w a r d  the end of the c a l e n d a r  y e a r ,  m a y  p r o p o s e  s i g n i f i -  
can t  c h a n g e s  in the Navy as we know it  today.  

Now a l i t t l e  b i t  about the Navy budge t .  As I am s u r e  you h a v e  
g a t h e r e d  f r o m  what  I have  sa id  up to now,  m o s t  of ou r  p r o b l e m s  in  
c o m p t r o l 2 e r s h i p  s t e m  f r o m  the budge t  p r o c e s s .  

Ou r  p r i m a r y  budge t  p r o b l e m  is s i m p l y  that  the a m o u n t  of funds 
a v a i l a b l e  to the Navy is  l i m i t e d .  As a r e s u l t ,  t h e r e  is n e v e r  a s u f f i c i e n t  
a m o u n t  to a c c o m p l i s h  what  is c o n s i d e r e d  d e s i r a b l e  f r o m  a p u r e l y  m i l i -  
t a r y  v i ewpo in t .  

The  r a p i d  d e v e l o p m e n t s  in w e a p o n s ,  m i s s i l e s ,  n u c l e a r  p o w e r ,  and 
o t h e r  t e c h n i q u e s  have  g iven  r i s e  to m a n y  i n t e r n a l  p r o b l e m s  of g r e a t  
c o m p l e x i t y .  The  Navy is u n d e r g o i n g  a p e r i o d  of t r a n s i t i o n .  It  is a t t e m p t -  
ing  to c o n v e r t  f r o m  the old to the new in the  b r i e f  s p a n  of a few y e a r s - -  
s o m e t h i n g  which  in m o r e  p e a c e f u l  t i m e s  would  have  taken  d e c a d e s .  

With the a p p r o x i m a t e l y  $11 b i l l i on  ava i !~b le  to the Navy today,  it 
m u s t  sound  as though we shou ld  have  enough funds  to f i nance  v i r t u a l l y  
a l l  of our  r e q u i r e m e n t s .  But  that  is  not the c a s e .  M o d e r n  w e a p o n s  c o s t  
e n o r m o u s  a m o u n t s  of m o n e y  and our  d o l l a r s  do not  go n e a r l y  as f a r  as 
we would  l ike  t h e m  to go. 



The l i m i t a t i o n  of funds m e a n s  that,  each  y e a r ,  the Navy mus t  face  
up to some  di f f icul t  d e c i s i o n s ,  p a r t i c u l a r l y  in the r e l a t i o n s h i p  be tween  
c u r r e n t  r e a d i n e s s  and m o d e r n i z a t i o n .  In e s s e n c e ,  the ba s i c  budget  
p r o b l e m  is  th i s :  how f a r  can the Navy afford to r i s k  c u r r e n t  r e a d i n e s s  
by  r e d u c i n g  the s ize  of the Navy in b e i n g - - i t s  m i l i t a r y  p e r s o n n e l ,  i t s  
s h i p s ,  i t s  a i r c r a f t ,  and i ts  s h o r e  e s t a b l i s h m e n t - - i n  o r d e r  to bui ld  a 
m o r e  power fu l  Navy of  the fu tu re ,  th rough m o d e r n i z a t i o n .  

In  the l igh t  of the g r ave  condi t ions  that  ex i s t  in  the wor ld  today,  
th is  is  a v e r y  diff icul t  p r o b l e m  to dec ide .  

At the p r e s e n t  t ime ,  about 53 p e r c e n t  of the Navyls  funds ,  $5 .8  
b i ] l lon ,  is  going into c u r r e n t  r e a d i n e s s - - t h a t  is ,  p e r s o n n e l  and o p e r a -  
t i o n s - - a n d  the r e m a i n i n g  47 p e r c e n t ,  about $5 .3  b i ] l ion ,  is  going into 
the Navy of the fu tu re ,  through new p r o c u r e m e n t ,  c o n s t r u c t i o n ,  and 
r e s e a r c h  and deve lopment .  Th i s  f i s c a l  y e a r ,  the Navy wi l l  spend 
a p p r o x i m a t e l y  $ 1 . 8  b i l l i on  for  new a i r c r a f t ,  $1 .3  b i l l i on  for  new sh ips ,  
and about$500 m i l l i o n  for  m i s s i l e s  of va r i ous  types .  While these  expendi -  
t u r e s  sound l a r g e ,  they a re  not n e a r l y  enough to b r i n g  about the r ap id  
m o d e r n i z a t i o n  of the f lee t  which is  e s s e n t i a l .  

Now a l i t t le  b i t  about how we p r e p a r e d  the budge t - -budge t  p r e p a r a -  
t ion.  One of the m a j o r  i m p r o v e m e n t s  in f inanc ia l  m a n a g e m e n t  which 
has  come about in r e c e n t  y e a r s  s t e m s  f r o m  the b e t t e r  l i a i son  be tween  
the Off ice  of the C o m p t r o l l e r  of the Navy and the Off ice  of the Chief  of 
Naval  O p e r a t i o n s .  Th i s  has  r e s u l t e d  in b e t t e r  p r o g r a m  planning  and in 
b e t t e r  dec i s ions  with r e g a r d  to the u t i l i za t ion  of funds .  

A sound,  wel l  p r e p a r e d  budget  i n v a r i a b l y  r e f l e c t s  " t e a m "  ac t ion  
wi th in  an o r g a n i z a t i o n .  It  takes  the joint  ac t ion  of the p l anne r ,  the 
p r o g r a m e r ,  and the budget  ana ly s t ,  and the wi sdom.and  f o r e s i g h t  of 
those  in  command ,  to come up with a budget  which can be defended 
p r o p e r l y  be fo re  h i g h e r  r ev i e w  l e v e l s .  

The  n e c e s s i t y  of a " t e a m "  approach  to the budget  has  not a lways  
b e e n  r e c o g n i z e d  in  the Navy nor  in  o ther  a g e n c i e s ,  for  that  m a t t e r .  The 
p l a n n e r  is  s o m e t i m e s  inc l ined  to develop p lans  in  a vacuum,  without 
r e g a r d  to f i nanc i a l  imp l i ca t i ons ;  the p r o g r a m  m a n a g e r  is often inc l ined  
to look n a r r o w l y  at h is  own p r o g r a m ,  inf la t ing  i ts  i m p o r t a n c e  and do l l a r  
r e q u i r e m e n t s  to the d e t r i m e n t  of  the Navyls  o v e r a l l  ob j ec t i ve s .  

At the momen t ,  th is  p r o b l e m  has  l a r g e l y  been  so lved  in the Navy.  
P e r s o n n e l  in  the Off ice  of the C o m p t r o l l e r  and in tl~e Off ice  of the Chief  
of Naval  O p e r a t i o n s  have worked  out a s y s t e m  of coord ina t ion  through 
the G e n e r a l  P l a n n i n g  Group (which is known as Op 90) by which top 
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o f f i c e r s  In the Of f i ce  of the C h i e f  of Nava l  O p e r a t i o n s  a r e  kep t  fu l ly  
a p p r i s e d  of b u d g e t  d e v e l o p m e n t s  as w e l l  as of the i m p l i c a t i o n s  of fund 
a v a i l a b i l i t y  on  m i l i t a r y  r e q u i r e m e n t s .  

In tu rn ,  the Of f i ce  of the Ch ie f  of Nava l  O p e r a t i o n s  k e e p s  the 
C o m p t r o l l e r l s  o f f ice  i n f o r m e d  of c h a n g e s  in  p r o g r a m  r e q u i r e m e n t s  and  
of the p r i o r i t y  which  i t  a t t a c h e s  to p r o g r a m s  which  a r e  c o m p e t i n g  fo r  
the a v a i l a b l e  d o l l a r s .  

Out  of the t r i a l s  of m a n y  y e a r s  of e x p e r i e n c e ,  the Navy is  e m e r g i n g  
with a v e r y  f ine  budge t  s y s t e m ,  one wh ich  ha s  p r o v e n  i ts  w o r t h  and one  
fo r  which  the Navy has  b e e n  h i g h l y  c o m m e n d e d  by  h i g h - r a n k i n g  o f f i c i a l s  
both  in  the e x e c u t i v e  b r a n c h  and in  C o n g r e s s .  

Now I would like to mention briefly our Accounting Study Committee. 
This should be of immediate interest to you. 

With the approval of the Secretary, I have recently appointed a 
committee of key personnel in my office to study the accounting system. 
During the months I have served in my present capacity, I have had 
discussions regarding the accounting system with many Navy personnel, 
both Supply Corps officers and officers of other codes serving in various 
capacities. Many of these people have informed me that they were of 
the opinion that the accounting system is not only unduly burdensome 
and complex but that it does not serve management adequately by providing 
timely and necessary information. 

This has disturbed me, because the primary task of the accounting 
system is to provide management with the data it needs for making 
decisions. If this is not being done, it is essential that we determine 
why it isntt and take whatever corrective action is necessary. Account- 
ing obviously should not be performed just for accountingts sake. 

As a b a s i s  for  the c o m m i t t e e t s  w o r k ,  I have  w r i t t e n  a l e t t e r  to a l l  
b u r e a u s  and o f f i ce s ,  to 65 f i e ld  i n s t a l l a t i o n s ,  and to 11 f l e e t  a c t i v i t i e s  
. r e q u e s t i n g  that  they  p r o v i d e  our  A c c o u n t i n g  Study C o m m i t t e e  wi th  t h e i r  
v i ews  and r e c o m m e n d a t i o n s  on th is  s u b j e c t .  P e r h a p s  s o m e  of you h a v e  
S e e n  tl~is l e t t e r .  The  c o m m i t t e e  n e e d s  the v i ewpo in t s  and the e x p e r i e n c e  
of p e r s o n n e l ,  such  as y o u r s e l v e s ,  and I know the c o m m i t t e e  w i l l  
w e l c o m e  any  r e m a r k s  that  you have  or  s u g g e s t e d  c h a n g e s .  We h a v e  
r e c e i v e d  a w o n d e r f u l  r e s p o n s e  f r o m  this  l e t t e r  and  m a n y  s c h o l a r l y  
a n s w e r s  a r e  now b e i n g  a n a l y z e d  by the c o m m i t t e e .  
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An outs ide  consu l tan t ,  whom we have employed  to s e r v e  on the 
c o m m i t t e e ,  and va r ious  m e m b e r s  of the c o m m i t t e e  a r e  a lso  d i s c u s s i n g  
account ing  m a t t e r s  with f ie ld  i n s t a l l a t i o n s ,  which they v i s i t ,  and a r e  
becoming  f a m i l i a r  with p r o b l e m s  posed  by f i e ld  p e r s o n n e l .  

Th i s  c o m m i t t e e ,  which wi l l  submi t  a p r e l i m i n a r y  r e p o r t  by 15 
D e c e m b e r ,  has  a fo rmidab le  job on i ts  hands  when you cons ide r  the 
va r ious  r e q u i r e m e n t s  of law, the cont inuous p r e s s u r e  f rom the outs ide  
to e s t a b l i s h  m o r e  account ing  along c o m m e r c i a l  l i n e s ,  and the i n t e r n a l  
r e q u i r e m e n t s  of the Navy to p rov ide  an ef fec t ive  account ing  s y s t e m  at 
the l e a s t  pos s ib l e  cos t .  

Be fo re  c los ing ,  I would l ike  to s a y  a word about the Navy Reg iona l  
Accounting Off ices .  

As m a n y  of you know, T i t l e  IV r e q u i r e d  the e s t a b l i s h m e n t  of the 
Off ice  of the C o m p t r o l l e r  of the Navy.  It i s  a s t a t u t o r y  office° and the 
law p r e s c r i b e s  the funct ions  of the Off ice  of the C o m p t r o l l e r .  

I have h e a r d  some  Supply Corps  o f f i ce r s  e x p r e s s  the fee l ing  tha t  
the law went  too f a r  and that  account ing  r e s p o n s i b i l i t y ,  o ther  than the 
e s t a b l i s h m e n t  of ba s i c  po l icy ,  should  have  been  left  with the B u r e a u  of 
Supplies  and Accounts .  The law i t s e l f ,  however ,  as we l l  as the in tent  
of the law, as  e x p r e s s e d  in  the h e a r i n g s  and the c o m m i t t e e  r e p o r t s ,  
made  i t  c l e a r  what the C o n g r e s s  expec t ed  the D e p a r t m e n t  to establi.qh 
and to a c c o m p l i s h .  

Accord ing ly ,  beg inn ing  in  1950, v a r i o u s  account ing  and audit  
funct ions  c a r r i e d  on  by  the B u r e a u  of Suppl ies  and Accounts  have been  
t r a n s f e r r e d  to the Off ice  of t he  C o m p t r o l l e r .  The  Cos t  Inspec t ion  
Se rv i ce ,  now known as the C o n t r a c t  Audit D iv i s ion  of the C o m p t r o l l e r t s  
Of f ice ,  was the l a s t  s i zab le  funct ion  to be t r a n s f e r r e d :  

Now ano the r  t r a n s f e r  of m a n a g e m e n t  r e s p o n s i b i l i t y  is  i m m i n e n t  and 
wi l l  soon be accompl~ ,hed .  F o r  some  t ime  it ha s  been  appa ren t  that  
m a n a g e m e n t  r e s p o n s i b i l i t y  for  the Navy Reg iona l  Account ing  Of f i ces  
should  be lodged at t h e  S e c r e t a r i a l  l eve l  under  the Off ice  of the Comp-  
t r o l l e r .  

The  Na~y Reg iona l  Account ing  Of f i ces  p rov ide ,  on an a r e a  b a s i s ,  an 
account ing  s e r v i c e  for  the va r i ous  b u r e a u s  and o the r  components  of the 
Navy as wel l  as  the Off ice  of the C o m p t r o l l e r .  In  doing th i s ,  they  c a r r y  
out the t e chn ica l  r e s p o n s i b i l i t y  of the Off ice  of the C o m p t r o l l e r .  
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I fee l ,  as do the S e c r e t a r y  and the Under  S e c r e t a r y ,  that  m a n a g e -  
m e n t  con t ro l  of the Navy Reg iona l  Account ing  Off ices  can  be improved  
by placLug au tho r i t y  and d i r e c t i o n  over  these  off ices  under  the Off ice  of 
the ComptroLler .  In this  way,  the Navy-wide  s e r v i c e  of the Navy 
Reg iona l  Account ing  Off ices  can be m o r e  c l o s e l y  t ied in wi th  the r e q u i r e -  
m e n t s  of the o the r  f inanc ia l  m a n a g e m e n t  func t ions ,  such  as budget ing  
and p r o g r e s s  r e p o r t i n g ,  which  have made  ex tens ive  use this  pa s t  y e a r  of 
the s e r v i c e  of the Navy Reg iona l  Account ing  Of f i ces ,  p a r t i c u l a r l y  in  the 
a r e a  of e x p e n d i t u r e s .  

A r r a n g e m e n t s  for  the t r a n s f e r  of m a n a g e m e n t  r e s p o n s i b i l i t y  of the 
Navy Reg iona l  Account ing  Of f i ces  a r e  p r e s e n t l y  be ing  worked  out be tween  
our  office,  the C o m p t r o l l e r l s  Off ice ,  and the B u r e a u  of Supplies  and 
Accounts ,  work ing  under  the guidance of the Under  S e c r e t a r y .  T h e r e  
wi l l  a l so  be t r a n s f e r r e d  the Navy Accounts  D i s b u r s i n g  Of f i c e s ,  the Navy 
O f f i c e r s  ! Accounts  Off ice ,  and the Navy F i n a n c e  C e n t e r .  Th i s  change 
in  m a n a g e m e n t  r e s p o n s i b i l i t y  is  be ing  ef fec ted  quite a p a r t  f r o m  the con-  
s i d e r a t i o n s  of the C o m m i t t e e  on Navy O r g a n i z a t i o n  which I r e f e r r e d  to 
a few minu t e s  ago. 

The t r a n s f e r  wi l l  in no way affect  the c a r e e r s  or  c a r e e r  oppor tun i -  
t ies  of Supply Corps  o f f i c e r s .  Th i s  i s  s o m e t h i n g  I want to s t r e s s  v e r y  
e a r n e s t l y .  While m a n a g e m e n t  r e s p o n s i b i l i t y  wi l l  change,  the i n t e r n a l  
m a n a g e m e n t  of these  off ices  wi l l  cont inue to be c a r r i e d  out by  Supply 
Corps  o f f i c e r s ,  j u s t  as  it is  at p r e s e n t .  

Supply Corps  o f f i ce r s  have  made  a s u b s t a n t i a l  con t r ibu t ion  to the 
deve lopmen t  of c o m p t r o l l e r s h i p  in  the Navy.  I hope that  the Supply 
Corps  wi l l  continue to take an act ive  i n t e r e s t  in  c o m p t r o l l e r s h i p .  
C o m p t r o l l e r s h i p  b i l l e t s  p rov ide  an exce l l en t  s t epp ing  s tone  to h ighe r  
p o s i t i o n s ,  as is  ev idenced  da i ly  both in g o v e r n m e n t  and in p r i v a t e  
b u s i n e s s .  

In c los ing ,  le t  me say  that  the s u c c e s s  of command ing  o f f i c e r s  in  
todayls  defense  effor t  depends in  no s m a l l  p a r t  on  the i r  abLlity to be 
good b u s i n e s s  m a n a g e r s .  I know of no b e t t e r  way to become f a m i l i a r  
with the m a n a g e m e n t  p r o c e s s  than by s e r v i n g  as the c o m p t r o l l e r  of a 
f i e ld  ac t iv i ty .  F o r ,  if  any p e r s o n n e l  outs ide  of the c o m m a n d i n g  of f i ce r  
have  a b e t t e r  chance  to o b s e r v e  at f i r s t - h a n d  the ope ra t ions  of the en t i r e  
o rgan iza t ion ,  or  to get a f ee l  for  the over~l l  m a n a g e m e n t  p r o c e s s ,  I 
donlt  know who they  are .  
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So I hope that  each and e v e r y  one of you wi l l  cons ide r  the comp-  
t r o l l e r s h i p  funct ion  as an i m p o r t a n t  one,  c a r e e r w i s e  and p r o f e s s i o n a l l y ,  
for  y o u r s e l v e s ,  as wel l  as  an i m p o r t a n t  one f rom the s tandpoin t  of 
c a r r y i n g  out our ba s i c  purpose  of na t iona l  de fense .  

Thank  you a l l  v e r y  much .  

COLONEL LACKAS: Gen t l emen ,  M r .  A r m s t r o n g  is  p r e p a r e d  to 
a n s w e r  your  ques t ions .  

MR. ARMSTRONG: If I can.  

QUESTION: Mr .  S e c r e t a r y ,  as a Supply Corps  of f icer  I have  a 
c e r t a i n  amount  of i n t e r e s t  in  th is .  Would you c a r e  to e l abo ra t e  on the 
m a n a g e m e n t  i m p r o v e m e n t s  that you env i sage  on t r a n s f e r r i n g  m a n a g e -  
m e n t  con t ro l  and t echn ica l  con t ro l ,  that  i s ,  t e chn ica l  con t ro l  of the 
audi t ing  and account ing  o f f i ce r s  ? Wi l l  you e l abo ra t e  on the m a n a g e m e n t  
i m p r o v e m e n t s  that  you f o r e s e e ,  s i r ,  and tel l  us whe the r  you f o r e s e e  a 
s p e c i a l i z a t i o n  in  c o m p t r o l l e r s h i p  as  i t  a f fec ts  the p r e s e n t  Supply Corps  
o f f i c e r s  ? 

MR. ARMSTRONG: WeI1, taking the second p a r t  of that  ques t ion  
f i r s t ,  c o m m a n d e r ,  I donlt  know what you m e a n  by  "spec i~ l i r . a t ion  in  
c o m p t r o l l e r s h i p ,  tt I wouldntt  look for  Supply Corps  o f f i ce r s  l i m i t i n g  
t h e m s e l v e s  to c o m p t r o l l e r s h i p  any m o r e  than I would l ine  o f f i ce r s  o r  
o t h e r  s p e c i a l t y  o f f i c e r s .  I think the thing that  we a r e  t r y i n g  to accom- 
p l i s h  so f a r  as  the Supply Corps  is  c o n c e r n e d  is  to a t t a in  p e r h a p s  g r e a t e r  
utiH~.ation of t h e i r  t a len t s  in the c o m p t r o l l e r s h i p  funct ions  of the Navy.  
We expect ,  i f  we a re  lucky,  to be able to have ,  for  example ,  ano the r  
f l ag  b i l l e t ,  an addi t iona l  f lag b i l l e t  for  a supp ly  o f f i ce r  in  this  accoun t -  
ing f ie ld ,  and c e r t a i n l y  to m a i n t a i n  the p r e s e n t  l e v e l  of Supply Corps  
o f f i c e r s  in these  account ing  of f ices ,  and our  ob jec t ive  is  to i n c r e a s e  
them.  

But  I want  to get  back  to the pos i t i on  of l ine  o f f i ce r s  in  the comp-  
t r o l l e r s h i p  b u s i n e s s .  I think the f a m i l i a r i t y  with c o m p t r o l l e r s h i p  of l ine  
o f f i ce r s  is  a l so  t e r r i b l y  i m p o r t a n t .  I think that  has  been  r ecogn ized ,  
fo r  example ,  in  the top c o m p t r o l l e r s h i p  ass tgrm~ents  that  have been  made  
in  the Navy.  It is  an i n t e r e s t i n g  s t a t i s t i c  that  m a n y  of the r e a r  a d m i r a l s  
who have  he ld  the job of deputy c o m p t r o l l e r  of the Navy s ince  the p o s i -  
t ion was e s t a b l i s h e d  have lef t  as  v ice  a d m i r a l s ,  a s s i g n e d  to v e r y  
i m p o r t a n t  f l ee t  c o m m a n d s .  In  CINCPAC F l e e t ,  for  example ,  A d m i r a l  
Hopwood, at  the p r e s e n t  t ime ,  is  a f o r m e r  Deputy  C o m p t r o l l e r  of the 
Navy.  So it  is  e x t r e m e l y  i m p o r t a n t  to the l ine .  

13 



03 

As to s p e c i f i c  m a n a g e m e n t  i m p r o v e m e n t s ,  I don ' t  know tha t  I 
c a n  d e s c r i b e  v e r y  s a t i s f a c t o r i l y  wha t  they  would  be  o t h e r  than  to s a y  
t h e r e  would  be  a m o r e  c l o s e l y  kni t  o r g a n i z a t i o n  a long  f u n c t i o n a l  l i n e s ,  
p o s s i b l y  s o m e w h a t  g r e a t e r  e f f i c i e n c y  in  o p e r a t i o n ,  and a c o n t i n u i n g  p r o -  
g r a m  a long  those  l i n e s .  I a m  a l i t t l e  b i t  h e s i t a n t  to p r e d i c t  s p e c i f i c  m a n -  
a g e m e n t  i m p r o v e m e n t s ,  in  p a r t  b e c a u s e  I p e r s o n a l l y  don ' t  f e e l  tha t  the 
i m p l i c a t i o n  of e x i s t i n g  m a n a g e m e n t  i n a d e q u a c i e s ,  wh ich  m i g h t  o c c u r  to 
s o m e o n e  f r o m  an  a l l e g a t i o n  tha t  t h e r e  would  be d r a s t i c  i m p r o v e m e n t s ,  i s  
v a l i d .  

T h e s e  o f f i ce s  a r e  b e i n g  w e l l  r u n  at  the p r e s e n t  t i m e ,  bu t  we th ink  we 
c a n  do as  we l l ,  and p o s s i b l y  b e t t e r .  B a s i c a l l y ,  the m o t i v a t i o n ,  h o w e v e r ,  
i s  c o m p l i a n c e  wi th  the s t a t u t e .  We have  to c a r r y  out the w i l l  of C o n g r e s s ,  
and  we a r e  t r y i n g  to do i t  in  the b e s t  p o s s i b l e  w a y  f r o m  the s t a n d p o i n t  of 
m a n a g e m e n t  i m p r o v e m e n t ,  o r g a n i z a t i o n a l l y  and p e r s o n n e l w i s e ,  p a r t i c u -  
l a r l y  v i s - a - v i s  the Supply  C o r p s .  

I t h i n k  tha t  wha t  I h a v e  s a i d  would be in  c o m p l e t e  a c c o r d  wi th  the 
v i ews  of the C h i e f  of the  B u r e a u  ( R e a r  A d m i r a l  Boundy) .  As a m a t t e r  of 
f ac t ,  he  and I did s o m e t h i n g  of a duet  on  th i s  s u b j e c t  l a s t  n igh t  a t  the s e m i -  
a n n u a l  m e e t i n g  of the Supply C o r p s  A s s o c i a t i o n  i n  New Y o r k ,  w h e r e  we 
had  a couple  h u n d r e d  or  m o r e  Supply C o r p s  o f f i c e r s  a t  d i n n e r  at  the New 
Y o r k  N a v a l  S h i p y a r d .  We w e r e  in  fu l l  a g r e e m e n t  on th i s  th ing .  We h a v e  
h a d  w o n d e r f u l  r e l a t i o n s h i p s  wi th  A d m i r a l  B o u n d y  in  t r y i n g  to w o r k  th i s  
t r a n s f e r  t h r o u g h .  

QUESTK)N: M r .  S e c r e t a r y ,  I was  i n t e r e s t e d  in  y o u r  r e m a r k s  tha t  
the new f u n c t i o n a l i z e d  budge t  would no t  w o r k  too w e l l  unde r  the Navy  o r g a n -  
i z a t i o n a l  b u r e a u s .  As you know,  in  the  A r m y  we h a v e  the t e c h n i c a l  s e r v -  
i c e s ,  wh ich  u s e d  to have  budge t s  l ike  tha t ,  and  wh ich  now have  h a d  t h e m  
m e r g e d  into the f u n c t i o n a l - t y p e  budge t .  

I cantt comment on how well it is working in the Army, but you in- 
dicated that it appeared to be working satisfactorily. But it isnlt clear to 
me, the difference between the Navy bureau system and the Army tech- 
services system that would make it work in one case and not work in the 
other. I wonder if you would elaborate on that. 

MR. ARMSTRONG: Yes, I think "harts a good subject to try to elabo- 
rate on, and I won't be too articulate on a comparison between Navy and 
Army, but I think I can be quite articulate on the Navy problem as we see 
it. 
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T h e r e  a r e  two s i d e s  to th is  q u e s t i o n :  Should we have  a s i n g l e  
m a i n t e n a n c e  and o p e r a t i o n  a p p r o p r i a t i o n ?  We have  at the p r e s e n t  t i m e  
an  a p p r o p r i a t i o n ,  "Ships  and F a c i l i t i e s ,  N a v y , "  a d m i n i s t e r e d  by  the  
B u r e a u  of Ships ,  fo r  the  m a i n t e n a n c e ,  o p e r a t i o n ,  and o v e r h a u l  of the 
f l e e t .  A s i m i l a r  a p p r o p r i a t i o n  is  " A i r c r a f t  and F a c i l i t i e s ,  N a v y , "  
w h i c h  the B u r e a u  of A e r o n a u t i c s  a d m i n i s t e r s .  We have  a s i m i l a r  ap -  
p r o p r i a t i o n  fo r  " O r d n a n c e  and  F a c i l i t i e s ,  N a v y . "  The  B u r e a u  of 
O r d n a n c e  a d m l n l s t e r s  i t .  T h e y  a l lo t  a m o u n t s  out to v a r i o u s  c o m m a n d s  
and  types  of  c o m m a n d s ,  and so on.  A l s o ,  the CNO o r g a n i z a t i o n  has  
s o m e  r e s p o n s i b i l i t i e s .  T h e n  we have  s o m e  o t h e r  a p p r o p r i a t i o n s  wh ich  
h a v e  s o m e w h a t  d i v i d e d  m a n a g e m e n t ,  for  e x a m p l e ,  t hose  f r o m  which  
c e r t a i n  a d m i n i s t r a t i v e  o f f i ces  (Op Nay and EXOS) a r e  funded .  We a l so  
have  an a p p r o p r i a t i o n  fo r  the B u r e a u  of Suppl ies  and A c c o u n t s  and so  on.  

On  the q u e s t i o n  of f l ex ib i l i t y :  Is the Navy C o m p t r o l l e r  about  to be  
f o r c e d  into the  p o s i t i o n  of a r b i t r a t i n g  e v e r y  e f fo r t  d u r i n g  a p e r i o d  of 
p r o g r a m  e x e c u t i o n  by  a b u r e a u  ch i e f  o r  a p r o g r a m  s p o n s o r  to ob ta in  
m o r e  m o n e y  out of the s i ng l e  "IV[ and O" accoun t  to i n c r e a s e  h i s  p r o g r a m  
o r  to ge t  h i m  out of d i f f i cu l t i e s  that  h a v e  o c c u r r e d ?  I c e r t a i n l y  hope  
not .  It would  be a v e r y  d i f f icu l t  p o s i t i o n .  It would  be a lot  t o u g h e r  than  
b e i n g  the  s e n i o r  u m p i r e  in a W o r l d  S e r i e s  g a m e  and it  would  go on  e v e r y  
b u s i n e s s  day  of the y e a r .  

T h i s  is  one of  the d a n g e r s .  P e r h a p s ,  if t h e r e  w e r e  a s i m p l i f i c a t i o n  
of b u r e a u  s t r u c t u r e  a long  l i ne s  wh ich  would  be m o r e  a t tuned  to the 
d i f f e r e n t  types  of  a c t i v i t i e s  that  the Navy e n g a g e s  in,  the p r o b l e m  I j u s t  
m e n t i o n e d  of c o m p e t i t i o n  d u r i n g  e x e c u t i o n  of the budge t  cou ld  be Limited 
o r  r e d u c e d  in s c o p e .  

T h e  o t h e r  s ide  of the f l ex ib i l i t y  a r g u m e n t - - a n d  th is  is  one tha t  
a p p ea l s  to m e - - i s  that  f r o m  t i m e  to t i m e  you lve  go t ' to  do th ings  in a 
h u r r y  and you canmt wai t .  If you h a v e  a L e b a n o n ,  as you had  Suez,  if 
you have  s p e c i f i c  o p e r a t i o n a l  r e q u i r e m e n t s ,  t h e s e  o p e r a t i o n a l  r e q u i r e -  
m e n t s  a r e  va l i d .  T h a t l s  what  ou r  d e f e n s e  f o r c e s  a r e  h e r e  f o r .  You r u n  
in to  th ings  tha t  you have  to do in  a h u r r y  tha t  m a y  not  be  p r o p e r l y  b u d g e t -  
ed  fo r ,  and cou ld  not  have  b e e n  p r o p e r l y  b u d g e t e d  fo r  in a d v a n c e ,  b e c a u s e  
they  canno t  be  a n t i c i p a t e d ,  and  if  you do t r y  to an t i c ipa t e  t h e m ,  they a r e  
k n o c k e d  out in  the budge t  r e v i e w  u n d e r  the r u l e s  l a i d  down by  the B u r e a u  
of the B u d g e t .  

Well, in passing, we proposed for inclusion ~ "Ships and Facilities, 
Navy," last year, $1.25 million, or some similarly modest amount of 
money, for damage resulting from storms and typhoons. The DOD 
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b u d g e t  s t a f f  was  knock ing  it  out in the c o u r s e  of a h e a r i n g ,  and 
A d m i r a l  C o o p e r ,  who was  Depu ty  C o m p t r o l l e r ,  m a d e  the r e m a r k  so t t o  
voce  to m e  that  s o m e  of the p e o p l e  on the DOD s ta f f  o b v i o u s l y  w e r e n l t  
s a i l o r s ,  b e c a u s e  they  s e e m e d  to th ink  that  s t o r m s  w e r e  n e v e r  go ing  to 
happen .  

You can l t  budge t  in  advance  fo r  e x t r a  e x p e n s e s  that  a r e  i n c i d e n t  to 
d e p l o y m e n t s  that  m a y  o c c u r ,  such  as the d e p l o y m e n t  in  Suez and the one 
that  wen t  on i n  L e b a n o n  this  y e a r .  

V a l i d l y ,  p r o g r a m s  m a y  be out of  c o n t r o l .  F o r  e x a m p l e ,  we h a d  
th i s  y e a r  a p r o g r a m  fo r  d e p e n d e n t s  t m e d i c a l  c a r e .  A t r a n s f e r  in  th i s  
c a s e ,  a t r a n s f e r  which  would  h a v e  b e e n  p o s s i b l e  b e t w e e n  b u r e a u s  had  
t h e r e  b e e n  a s i n g l e  "M and O"  a p p r o p r i a t i o n ,  would  h a v e  b e e n  v e r y  
sound .  The f r e e d o m  of c h o i c e  of d e p e n d e n t s  as b e t w e e n  c i v i l i a n  and 
m i l i t a r y  h o s p i t a l s  was  s o m e t h i n g  that  C o n g r e s s  p r o v i d e d  f o r .  T h e r e  
w e r e  no s t a t i s t i c s  in advance  when  the p r o g r a m  was f i r s t  b u d g e t e d  in 
D e c e m b e r  of 1956. We,  the Navy,  r a n  about  $12 m i l l i o n  o v e r  the s i n g l e  
a p p r o p r i a t i o n ,  " M e d i c a l  c a r e ,  N a v y . "  A r m y  and A i r  F o r c e  did the s a m e  
th ing,  but ,  with a b i l l i o n - d o l l a r  "M and O" a p p r o p r i a t i o n ,  they  s i m p l y  
t r a n s f e r r e d  the  funds .  The  Navy had  to go b a c k  to C o n g r e s s  to get  a 
d e f i c i e n c y  a p p r o p r i a t i o n ,  and  C o n g r e s s  s a id ,  "No,  you h a v e n l t  i n t e r p r e t e d  
the r u l e s  r i g h t .  You shou ldn l t  have  g iven  so m u c h  f r e e  c h o i c e . "  We 
s a i d ,  " Y e s ,  but  the law s a y s  that  the S e c r e t a r y  of D e f e n s e  and the 
S e c r e t a r y  of HEW p r o v i d e  the r e g u l a t i o n  u n d e r  which  f r e e d o m  of c h o i c e  
o r  l ack  of f r e e d o m  of c h o i c e  or  l i m i t e d  f r e e d o m  of c h o i c e  is  g r a n t e d ,  and  
a l l  we did was fo l low the  r e g u l a t i o n s . "  We got in to  an awful  "box"  on  
that  b e c a u s e  we didnt t  have  the f l ex ib i l i t y .  At the p r e s e n t  t i m e ,  the A r m y ,  
which  has  a s i n g l e  m a n a g e r ,  has  pa id  the b i l l  and m a y  u l t i m a t e l y  wind 
up wi th  h a v i n g  pa id  a d e f i c i e n c y ,  if C o n g r e s s  d o e s n l t  g ive  us the m o n e y .  

I don ' t  know that  that  a n s w e r s  your  q u e s t i o n .  It  is a l i t t l e  h a r d  to 
a n s w e r  it ,  b e c a u s e  i t ts  a dual  q u e s t i o n ,  i nvo lv ing  s i m p l i f i c a t i o n  of the 
a p p r o p r i a t i o n  s t r u c t u r e  and s i m p l i f i c a t i o n  of b u r e a u  s t r u c t u r e .  You can  
s i t  down in the e v e n i n g  and r e v a m p  the b u r e a u s  any  way you th ink m i g h t  
be  good on p a p e r ,  but  u l t i m a t e l y  t h e i r  e f f i c i e n c y  d e p e n d s  on the p e o p l e  
who m a n a g e  t h e m .  I have  b e e n  told that  s o m e  w i t n e s s e s  b e f o r e  the U n d e r  
S e c r e t a r y l s  c o m m i t t e e  sa id ,  "We l l ,  we s h o u l d n l t  change  the b u r e a u  
s t r u c t u r e .  We lve  won a n u m b e r  of w a r s  wi th  the b u r e a u s  the way they  
a r e .  " Wel l ,  that  d o e s n l t  a n s w e r  the  q u e s t i o n ,  e i t h e r ,  and ye t  i t l s  t r ue .  
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E v e r y  now and a g a i n  you  have  to c r e a t e  an  o r g a n i z a t i o n  in  one of 
the  b u r e a u s  tha t  is  a l m o s t  l i ke  a s i n g l e  m a n a g e r  fo r  a p r o j e c t ,  a s ,  f o r  
e x a m p l e ,  our  S p e c i a l  P r o j e c t s  Of f i ce  tha t  a d m i n i s t e r s  the P o l a r i s  f l e e t  
b a l l i s t i c  m i s s i l e  p r o g r a m .  I t  h a s  funds  f r o m  f ive  d i f f e r e n t  a p p r o p r i a -  
t i o n s ,  p r i n c i p a l l y  s h i p b u i l d i n g ,  p r o c u r e m e n t  of o r d n a n c e  and a m m u n i -  
t ion,  and r e s e a r c h  and d e v e l o p m e n t .  T h i s  s o - c a l l e d  S p e c i a l  P r o j e c t s  
Of f i c e ,  wh ich  i s  h e a d e d  by  a r e a r  a d m i r a l ,  i s  n o m i n a l l y  a p a r t  of the 
B u r e a u  of O r d n a n c e ,  bu t  in  f ac t  i t t s  s o r t  of a s a t e l l i t e  f l o a t i n g  a r o u n d  
in s p a c e  out  t h e r e ,  and i t  w o r k s  p r e t t y  we l l .  I t  r e c e i v e s  gu idance  and 
d i r e c t i o n  f r o m  a Navy  B a l l i s t i c s  M i s s i l e  C o m m i t t e e  of wh ich  the 
S e c r e t a r y  i s  the e x e c u t i v e  m e m b e r .  T h e  off ice  j u s t  d o e s n ' t  f i t  any  
o r g a n i z a t i o n a l  p a t t e r n ,  and ye t  i t ' s  do ing  one of the o u t s t a n d i n g  p r o j e c t  
m a n a g e m e n t  jobs  in  g o v e r n m e n t  a t  the p r e s e n t  t ime  in  b r i n g i n g  a long  the 
P o l a r i s  p r o g r a m .  We have  go t ten  a w a y  f r o m  the d i f f i c u l t i e s  i n h e r e n t  in  
the f ive  a p p r o p r i a t i o n s  by  s e t t i n g  up a p r o j e c t  u n d e r  the Navy  M a n a g e -  
m e n t  F u n d ,  so  tha t  the funds  a r e  a l l  p l a c e d  unde r  a s p e c i a l  a ccoun t  
n u m b e r  and then a r e  c o n t r a c t e d  for  u n d e r  the m a n a g e m e n t  fund concep t ,  
wi thou t  c i t a t i o n  of the a p p r o p r i a t i o n s  f r o m  which  the m o n e y s  w e r e  
g e n e r a t e d  by  C o n g r e s s .  

T h e r e  a r e  lo t s  of d i f f e r e n t  w a y s  of c o n d u c t i n g  ou r  b u s i n e s s  to get  
away  f r o m  the a l l e g e d  d i f f i c u l t i e s  of the m u l t i p l e  "M and O "  a p p r o p r i a -  
t i ons .  

I hope I have  a n s w e r e d  that  q u e s t i o n .  T h e r e  i s  a lo t  to i t .  

QUESTION:  I have  two q u e s t i o n s .  The  f i r s t  one is  b a s e d  on  two 
s t a t e m e n t s  you m a d e .  One was  on the c o o r d i n a t i o n  tha t  you found n e c e s -  
s a r y  b e t w e e n  the C o m p t r o l l e r  and the Ch ie f  of N a v a l  O p e r a t i o n s ,  and 
the o t h e r  one was  tha t  you m e n t i o n e d  b r i e f l y  t h r e e  s e p a r a t e  o f f i c e s - - t h e  
A s s i s t a n t  S e c r e t a r y  for  F i n a n c i a l  M a n a g e m e n t  (you r s ) ,  the Of f i ce  of the 
C o m p t r o l l e r ,  and the Ch ie f  of N a v a l  O p e r a t i o n s .  What  i s  the r e l a t i o n -  
~hip a m o n g  t h e s e  t h r e e  s e p a r a t e  o r g a n i z a t i o n s ?  The  s e c o n d  q u e s t i o n  i s :  
What  is  the p h i l o s o p h y  u s e d  b e h i n d  i n t e r n a l  aud i t ?  

M R .  A R M S T R O N G :  The  f i r s t  q u e s t i o n  i s :  What  is  the r e l a t i o n s h i p  
b e t w e e n  the A s s i s t a n t  S e c r e t a r y  fo r  F i n a n c i a l  M a n a g e m e n t ,  the C o m p -  
t r o l l e r ,  and the CNO ? T h e  C o m p t r o l l e r  ho ld s  a s t a t u t o r y  off ice  e s t a b -  
] i~hed  by  T i t l e  IV.  The  s t a t u t e  g ives  h i m  r e s p o n s i b i l i t y  f o r  a l l  a c c o u n t i n g ,  
aud i t i ng ,  budge t ,  p r o g r e s s  and  s t a t i s t i c a l  r e p o r t i n g  in  the Navy .  T h a t l s  
s t a t u t o r y .  It a l~o p r o v i d e s  tha t  he  m a y  be  a c i v i l i a n  or  a m i l i t a r y  m a n .  
T h e  l aw  p r o v i d e s ,  h o w e v e r ,  tha t  if  the  C o m p t r o l l e r  i s  m i l i t a r y ,  t hen  the 
D e p u t y  C o m p t r o l l e r  m u s t  be a c i v i l i a n .  As  you wi l l  no te ,  i t  i s  
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p e r m i s s i b l e  unde r  the law fo r  bo th  the C o m p t r o l l e r  and Depu ty  C o m p -  
t r o l l e r  to be  c i v i l i a n s .  T h e n  an  Ac t  of 1954 c a m e  a long  and  e s t a b l i s h e d  
two a d d i t i o n a l  a s s i s t a n t  s e c r e t a r y s t f i p s ,  and the j u s t i f i c a t i o n  m a d e  to 
C o n g r e s s  was  tha t  f i n a n c i a l  m a n a g e m e n t  was  b r o a d e r  than  c o m p t r o l l e r -  
s h i p  as  s p e c i f i e d  in  the Ac t  of 1949, Augus t  1949, and tha t  it  i nvo lved  a 
m u c h  b r o a d e r  c o v e r a g e ,  and t h e r e f o r e  i t  would be  w i s e  to h a v e  an  
a s s i s t a n t  s e c r e t a r y  to whom the S e c r e t a r y  would  d e l e g a t e  r e s p o n s i b i l i t y  
f o r  f i n a n c i a l  m a n a g e m e n t  in  i t s  b r o a d  i m p l i c a t i o n s  and  a s p e c t s .  

In  the Navy  the d e c i s i o n  was  tha t  the C o m p t r o l l e r  shou ld  be the s a m e  
i n d i v i d u a l  as  the A s s i s t a n t  S e c r e t a r y ,  h e n c e  a c i v i l i a n  wi th  s e c r e t a r i a l  
and P r e s i d e n t i a l - a p p o i n t e e  r a n k .  In  the A r m y  and the A i r  F o r c e  i t  was  
done j u s t  the o t h e r  way  a r o u n d ,  so to s p e a k .  The  A s s i s t a n t  S e c r e t a r y  fo r  
F i n a n c i a l  M a n a g e m e n t ,  m y  c o u n t e r p a r t s ,  M r .  G a r l o c k  and M r .  R o d e r i c k ,  
a r e  not  the c o m p t r o l l e r s .  The  c o m p t r o l l e r s  a r e  t h r e e - s t a r  g e n e r a l  
o f f i c e r s .  

I t h ink  tha t  the way  we have  done th i s  in  the Navy  w o r k s  v e r y  we l l .  
M y  depu ty  is  a r e a r  a d m i r a l  of the uppe r  h a l f .  G e n e r a l l y ,  the d e p u t y  
h a s  b e e n  an  u n r e s t r i c t e d  l ine  o f f i c e r .  At the  m o m e n t ,  h o w e v e r ,  m y  
depu ty ,  R e a r  A d m i r a l  B e a r d s l e y ,  i s  an  AEDO (Aviat ion E n g i n e e r i n g  
Duty  On l y ) ,  an  a v i a t o r  wi th  b r o a d  e x p e r i e n c e  bo th  in  the f l e e t  and in  the 
B u r e a u  of A e r o n a u t i c s .  T h r o u g h  h im is  the c o n t a c t  w i th  Op 90, who,  in  
t u r n ,  a l s o  i s  a f l a g  o f f i c e r  in  c h a r g e  of  the g e n e r a l  p l a n n i n g  g roup .  O n  
a d a y - t o - d a y  b a s i s ,  t h e r e f o r e ,  the depu ty  c o m p t r o l l e r  i s  d e a l i n g  wi th  
Op 90, who,  i n  t u rn ,  i s  f u n n e l i n g  i n f o r m a t i o n  up to the CNO and VCNO 
and  is  g e t t i n g  i n f o r m a t i o n  b a c k  down.  T h a t  m e a n s  tha t  I ,  a s  the 
C o m p t r o l l e r ,  donl t  have  to be  b o t h e r i n g  A d m i r a l  B u r k e  or  A d m i r a l  
R u s s e l l ,  c~11iug t hem up on the s q u a w k  box a l l  the  t i m e ,  n o r  do they  h a v e  
to be b o t h e r i n g  m e .  But ,  in  the d a i l y  c o u r s e  of b u s i n e s s  wi th  the v a r i o u s  
O p s ,  t h e s e  o f f i c e r s  deve lop  i d e a s ,  and  t h e y  then  c o m e  o v e r  to us 
p r i m a r i l y  t h r ough  Op 90. 

A l so ,  s t r u c t u r a l l y ,  w i t h i n  the Navy ,  u n d e r  G e n e r a l  O r d e r  5, t h e r e  
i s  p r o v i d e d  a d d i t i o n a l  a s s u r a n c e  of d i r e c t  c o n t a c t  b e t w e e n  the C o m p t r o l l e r  
and the CNO, b e c a u s e  th i s  O r d e r  p r o v i d e s  tha t  the C o m p t r o l l e r  i s  a 
t e c h n i c a l  a s s i s t a n t  to the Ch ie f  of N a v a l  O p e r a t i o n s  as  w e l l  a s  to the 
S e c r e t a r y  of the Navy .  

I th ink  tha t  e x p l a i n s  the s t r u c t u r e .  Was  t h e r e  a n o t h e r  p a r t  to tha t  
q u e s t i o n  tha t  I have  m i s s e d ?  
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STUDENT:  The  p h i l o s o p h y  of i n t e r n a l  aud i t  in  the Navy.  

MR.  ARMSTRONG: Y e s ,  but  I th ink  I h a v e  c o v e r e d  the r e l a t i o n s h i p  
of t hose  t h r e e  o f f i ce s .  I havenJ t  c o m p l e t e d  the c o m p a r i s o n  wi th  A r ~  
and  A i r  F o r c e ,  but  I don~t th ink  I wi l l ,  b e c a u s e ,  hav ing  d e s c r i b e d  the  
Navy,  I th ink  p e r h a p s  tha t l s  enough .  

The philosophy of internal audit. I donlt know what you mean by 
philosophy. Internal audit is intended to provide assurance that funds 
that are handled by activities are handled properly in accordance with 
the appropriations and the accounting regulations and are used for the 
purposes for which they are appropriated. And every now and again, 
in fact quite frequently, internal audit is able to point out to the activity 
commander ways in which economies can be effected or in which money 
can be used more advantageously. 

STUDENT:  The  a r e a  I was  i n t e r e s t e d  in  was :  Do you r e s t r i c t  you r  
audi t  to p u r e  f i n a n c i a l  m a n a g e m e n t ,  o r  do you go b e y o n d  f i n a n c i a l  m a n a g e -  
m e n t  to l i m i t  the  d o l l a r s  that  a r e  s p e n t ?  Do you go b e y o n d  the s c o p e  of 
f i n a n c i a l  m a n a g e m e n t  p e r  s e  ? 

MR. ARMSTRONG: I donl t  u n d e r s t a n d  that .  Do you m e a n  do we 
t e l l  t h e m  what  k ind  of sh ip s  they  ought  to buy?  

STUDENT : Y e s ;  tha t l s  r i g h t .  

MR.  ARMSTRONG: No. 

STUDENT:  How e f f ec t i ve  a r e  the p u r c h a s e s ?  How e f f e c t i v e  a r e  
c e r t a i n  o p e r a t i o n s  a m o n g  the t e c h n i c a l  f o r c e s  o r  the  l ine  ? 

MR.  ARMSTRONG: F o r  e x a m p l e ,  I am  t r y i n g  to v i s u a l i z e  y o u r  
q u e s t i o n .  Should  the f l e e t  s t e a m  at 12 kno t s  i n  o r d e r  to s a v e  fue l ,  o r  
c a n  i t  s t e a m  at  20?  Is  tha t  the type of q u e s t i o n ?  

STUDENT:  T h a t t s  a l i t t l e  too b r o a d .  

MR.  ARMSTRONG: The  a n s w e r  to tha t  q u e s t i o n  i s  no,  we wou ldn l t  
p ay  any a t t e n t i o n  to how a c o m m a n d e r  s t e a m s  h i s  f l e e t  o r  how he  f l i e s  
h i s  a i r p l a n e s  o r  f i r e s  h i s  p r a c t i c e  r o u n d s .  Of  c o u r s e  not .  

STUDENT:  I c a n  g ive  an e x a m p l e  of tha t .  The  DOD i n t e r n a l  aud i t  
I b e l i e v e  s t a t e s  that  i t  i s  r e s t r i c t e d  to f i n a n c i a l  m a n a g e m e n t  and m a t t e r s  
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r e l a t e d  t h e r e t o .  In  A r m y ,  the m a t t e r s  r e l a t e d  t h e r e t o  h a v e  b e e n  ex -  
p a n d e d  to inc lude  a n y t h i n g  wh ich  m o n e y  is  s p e n t  on. 

MR.  ARMSTRONG: I w i sh  I cou ld  e n l i g h t e n  you on  that .  I donl t  
know jus t  how.  If you  cou ld  give  m e  an e x a m p l e  it  would  h e l p .  

STUDENT:  I w i l l  bow out .  

MR.  ARMSTRONG: Al l  r i g h t .  Le t  m e  e l a b o r a t e  on  th is  j u s t  f o r  a 
m i n u t e ,  ff you wi l l ,  f r o m  the  s t a n d p o i n t  of the C o m p t r o l l e r  of the Navy,  
f r o m  the s t a n d p o i n t  of  the  A s s i s t a n t  S e c r e t a r y  fo r  F i n a n c i a l  M a n a g e m e n t ,  
w i th  the i m p l i c a t i o n s  of bo th  of t hose  o f f i c e s .  In Navy b u d g e t i n g ,  C l i o  
e s t a b l i s h e s  the p r o g r a m  o b j e c t i v e s .  The  b u r e a u s  t hen  d e v e l o p  the d e -  
t n i l ed  p r o g r a m s  to s u p p o r t  t h e s e  o b j e c t i v e s .  The  p r o g r a m s  a r e  s u b -  
m i t t e d  to us wi th  p r ~ e  tags a t t a c h e d  by  the Chie f  of e a c h  B u r e a u ,  and 
we then  a n a l y z e  t h e m  in ou r  of f ice  to d e t e r m i n e  t h e i r  f i n a n c i a l  v a l i d i t y .  

You c a n l t  d e t e r m i n e  f i n a n c i a l  v a l i d i t y  wi thou t  l ook ing  at what  the  
p r o g r a m s  do in  r e l a t i o n  to the r e q u i r e m e n t s ,  and  th is  is  one of the 
r e a s o n s  why the c o n s t a n t  i n t e r c h a n g e  of i n f o r m a t i o n  b e t w e e n  the c o m p -  
t r o l l e r l s  o f f ice ,  the g e n e r a l  p lnnn iug  g roup ,  and the b u r e a u s - - a  3 - w a y  
s t r e e t - - i s  v e r y  va l id .  Now, l e t l s  take  the s h i p b u i l d i n g  p r o g r a m .  We 
w o u l d n ' t  th ink,  in  ou r  o f f i ce ,  of  t e l l i n g  the  Ch ie f  of Nava l  O p e r a t i o n s  
that  h i s  m i x  in  nex t  y e a r l s  s h i p b u i l d i n g  p r o g r a m  is w r o n g ,  that  he  has  
too m a n y  DDG~s and too few SSNts. Tha t  i s n | t  ou r  b u s i n e s s .  Bu t  we 
m i g h t  s u g g e s t  to h i m ,  b a s e d  on our  e x p e r i e n c e  da i l y  b e f o r e  the A p p r o -  
p r i a t i o n s  C o m m i t t e e ,  that  it is h a r d e r  to j u s t i f y  s o m e  p a r t i c u l a r  p r o c u r e -  
m e n t  p r o g r a m  than  it  is a n o t h e r .  Tha t l s  a l i t t l e  b i t  d i f f e r e n t  f r o m  j u s t  
p l a i n  c o m p t r o l l e r s h i p .  It  is v e r y  va luab le  to the CNO to h a v e  us a w a r e  of 
i m p l i c a t i o n s  which  a r e  m u c h  b r o a d e r  than  ju s t  m o n e y  on p r o g r a m s .  

I dont t  know w h e t h e r  i t  would  be  too r a s h  on  m y  p a r t  to do th i s ,  bu t  
I th ink I wi l l .  The  a t t a c k  c a r r i e r  t a sk  f o r c e  is  the b a s i c  i n s t r u m e n t  of  
the  U n i t e d  Sta tes  d e f e n s e  f o r c e  fo r  l i m i t e d  w a r ,  f o r  t e n s e  s i t u a t i o n s  l e s s  
than war ,  and fo r  a n t i s u b m a r i n e  w a r f a r e  and c o n t r o l  of the s e a s .  The  
a t t a ck  c a r r i e r  t a sk  f o r c e s  a l so  have  m i s s i o n s  and r o l e s  in  c o n n e c t i o n  
wi th  a l l - o u t  w a r .  T h e y  would  m a k e  a c o n t r i b u t i o n  shou ld  s u c h  an  even t  
e v e r  o c c u r .  

T h e r e  a r e  s o m e  h i g h l y  r e s p o n s i b l e  p e o p l e  in  C o n g r e s s  who do not  
f avo r  the e x p e n d i t u r e  of funds to bu i ld  l a r g e  F o r r e s t a l  c l a s s  a i r c r a f t  
c a r r i e r s ,  a m o n g  t h e m  the C h a i r m a n  of the C o m m i t t e e  on A p p r o p r i a t i o n s  
of the  H o u s e  of R e p r e s e n t a t i v e s ,  in  the 85th C o n g r e s s ,  who,  l a s t  y e a r ,  
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m a d e  a s p e e c h  on the  f l o o r  of  the  H o u s e ,  w h i c h  I,  f r o m  the g a l l e r y ,  
h e a r d ,  in  w h i c h  he  a d v e r t e d  m o s t  u n f a v o r a b l y  to the a t t a ck  a i r c r a f t  
c a r r i e r .  T h i s  a n t i c a r r i e r  po in t  of v i e w  of a r e s p o n s i b l e  M e m b e r  of 
C o n g r e s s  p r e s e n t s  a v e r y  s e r i o u s  p r o b l e m  to the  D e f e n s e  D e p a r t m e n t  
and the Navy,  b e c a u s e ,  if the U n i t e d  S ta tes  is  go ing  to maint~]r~ this  
c a p a b i l i t y  out  in to  the d e c a d e  of the m i d s i x t i e s  and  beyond ,  o b s o l e s c e n c e  
of ou r  p r e s e n t  a t t a c k  c a r r i e r s  m a k e s  n e c e s s a r y  the p e r i o d i c  b~li!ding of  
a d d i t i o n a l  a t t ack  c a r r i e r s .  

I m e n t i o n  th is  f r o m  the b u d g e t i n g  a s p e c t  b e c a u s e ,  if  we put in  the 
Navy budge t  in  any  y e a r  a c a r r i e r ,  t h e r e  is  a chunk  of $300 m i l l i o n ,  
w h i c h  is  a b ig  p i e c e  of a s h i p b u i l d i n g  p r o g r a m ,  and i t  p r e s e n t s  v e r y  
s e r i o u s  p r o b l e m s  of j u d g m e n t  and e v a l u a t i o n  as  to w h e t h e r  i t  shou ld  be  
th i s  y e a r ,  o r  s h o u l d  h a v e  b e e n  l a s t  y e a r ,  o r  s h o u l d  be nex t  y e a r ,  in  
r e l a t i o n  to the o t h e r  s h i p s  in  the p r o g r a m - - t h e  c r u i s e r  c o n v e r s i o n s ,  the 
f r i g a t e s ,  the  gu ided  m i s s i l e  f r i g a t e s ,  the gu ided  m i s s i l e  d e s t r o y e r s ,  
the a t t a c k  s u b m a r i n e s ,  the P o l a r i s  s u b m a r l n ~ s ,  the e s c o r t  v e s s e i s ,  the 
m i n e  s w e e p e r s ,  the AGIs ,  the  L P H I s ,  and so  on .  T h o s e  a r e  a l l b u d g e t i n g  
q u e s t i o n s  as  we in  the Navy C o m p t r o l l e r l s  Of f i ce  ana lyze  the b u d g e t .  
T h e y  a r e  a l so  f i n a n c ~ l  m a n a g e m e n t  and b r o a d  p o l i c y  q u e s t i o n s  as we who 
p a r t i c i p a t e  in p r e s e n t i n g  the budge t  to the C o n g r e s s  a d v i s e  the S e c r e t a r y ,  
the C 1 ~ ,  the  S e c r e t a r y  of  D e f e n s e ,  and  h i g h e r  a u t h o r i t y  as to the f eas i~  
b i l i t y  of ob ta in ing  the  th ings  that  f r o m  the m i l i t a r y  s t andpo in t  a r e  d e e m e d  
n e c e s s a r y  and f r o m  the f i n a n c i a l  s t a n d p o i n t  a r e  f e a s i b l e .  

QUESTION: Sir ,  in your  s u r v e y  of the  accoun t ing ,  and in t r y i n g  to 
i m p r o v e  it, you i n d i c a t e d  that  you a r e  a s k i n g  a lot of peop le  in f i e ld  
i n s t a l l a t i o n s  fo r  a d v i c e .  Have  you t u r n e d  to the  GAO, which  has  Gov-  
e r n m e n t  r e s p o n s i b i l i t y ,  for  any  a d v i c e  on how you should  m a k e  the 
i m p r o v e m e n t  ? 

MR. ARMSTRONG: No, s i r .  We m a y  do that  but we have  not done  
it  ye t ,  b e c a u s e  we fe l t  tha t  we shou ld  g e n e r a t e  th i s  as  an e x e c u t i v e  de -  
p a r t m e n t  r a t h e r  than  as  a c o n g r e s s i o n a l  i nqu i ry .  Nor  have  we t u r n e d  
to  the  D e p a r t m e n t  of D e f e n s e  i t s e l f ,  b e c a u s e  we fe l t  that  we had s o m e  
p e c u l i a r  Navy p r o b l e m s .  The  kind of t h ing  that  we run  into we th ink  
p e r h a p s  in s o m e  r e s p e c t s  is  d i f f e r e n t  f r o m  what  o the r  peop le  m a y  run  
i n t o - - t h e  d i f f i cu l ty  that  a supp ly  o f f i c e r  on an a i r c r a f t  c a r r i e r  has in 
c o m p l y i n g  wi th  a l l  the  d i f f e r e n t  a c c o u n t i n g  r u l e s  on s h i p b o a r d  i n v o l v i n g  
m i l l i o n s  of d o l l a r s  and h u n d r e d s  of t h o u s a n d s  of i t e m s  that  he c a r r i e s .  
A r e  the  r e g u l a t i o n s  so  c o m p l e x  tha t  he s i m p l y  can ' t  fo l low t h e m ?  It is 
that  type of th ing.  I t ' s  a r a t h e r  un ique  p r o b l e m ,  I th ink.  
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One  s u p p l y  o f f i c e r  on an a t t a c k  c a r r i e r  t o ld  m e  tha t  if  he  f o l l o w e d  
the a c c o u n t i n g  r u l e s  he  wou ld  be  w o r k i n g  26 h o u r s  a day and  is  now 
w o r k i n g  16. WeLl, thereWs a l w a y s  a l i t t l e  r o o m  fo r  e x a g g e r a t i o n ,  and 
one  a d m i r e s  h a r d  w o r k .  But  he  h a s  a p r o b l e m ,  and  we a r e  t r y i n g  to 
f ind  out  wha t  i t  i s .  

We th ink  we c a n  do tha t  f i r s t  o u r s e l v e s  b e f o r e  we  b r i n g  DOD o r  
GAO into  i t .  

COLONEL LACKAS: M r .  A r m s t r o n g ,  I s e e  ou r  t i m e  h a s  l a p s e d .  
W h i l e  I r e ~ l ~ e  that  t h e r e  a r e  m a n y  q u e s t i o n s  s t i l l  in  the a u d i e n c e ,  I 
f e e l ,  knowing  tha t  you  h a v e  to l e a v e ,  tha t  we  s h o u l d  t e r m i n a t e  now.  

B e f o r e  that ,  I wou ld  l i ke  to s a y  tha t  we c e r t a i n l y  a p p r e c i a t e  y o u r  
c o m i n g  down  h e r e  and p r o v i d i n g  us with  th is  c l e a r  s t a t e m e n t  of the 
p r o b l e m  of f i n a n c i a l  m a n a g e m e n t  in the Navy .  We a l s o  a p p r e c i a t e  y o u r  
f r a n k  and u n d e r s t a n d i n g  a n s w e r s  to o u r  q u e s t i o n s .  

T h a n k  you  v e r y  m u c h .  

MR. ARMSTRONG: Thank you. 

(8 Jan 1959--4,225) O/mas:bbn 
22 


