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Co l l ege .  O t h e r  p e r s o n s  m a y  not quote or  e x t r a c t  fo r  pub l i ca t ion ,  r e p r o -  
duce,  o r  o t h e r w i s e  copy th is  m a t e r i a l  wi thout  spec i f i c  p e r m i s s i o n  f r o m  
the au tho r  and f r o m  the C o m m a n d a n t ,  ICAF,  in  each  c a s e .  
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H o n o r a b l e  G e o r g e  H o l m e s  R o d e r i c k ,  A s s i s t a n t  S e c r e t a r y  of the  
A r m y  for  F i n a n c i a l  M a n a g e m e n t ,  was b o r n  in Ind i anapo l i s ,  Ind iana ,  
on 22 F e b r u a r y  1900. He a t t ended  public  s choo l s  in Grand  Rap ids ,  
Mich igan  and l a t e r  s tud ied  at  the U n i v e r s i t y  of Mich igan  and was  g r a d u -  
a ted  in 1921 with a B .S .  d e g r e e  in m e c h a n i c a l  e n g i n e e r i n g .  He has  
he ld  v a r i o u s  i m p o r t a n t  pos i t ions  in i n d u s t r y  and is k e e n l y  i n t e r e s t e d  
in c o m m u n i t y  a f f a i r s .  P r e s i d e n t  E i s e n h o w e r  n o m i n a t e d  M r .  R o d e r i c k  
to be A s s i s t a n t  S e c r e t a r y  of the A r m y  for  F i n a n c i a l  M a n a g e m e n t  on 
20 J a n u a r y  1954. His n o m i n a t i o n  was c o n f i r m e d  by the Sena te  on 5 F e b -  
r u a r y  1954 and he was s w o r n  into off ice four  days  l a t e r .  On 26 Augus t  
1954, Mr .  R o d e r i c k  a s s u m e d  the du t i e s  of the n e w l y  a u t h o r i z e d  off ice  of 
A s s i s t a n t  S e c r e t a r y  for  C i v i l - M i l i t a r y  A f f a i r s .  Then  a g a i n  on 1 M a r c h  
1957 he r e t u r n e d  to h is  o r i g i n a l  a s s i g n m e n t  as  A s s i s t a n t  S e c r e t a r y  of 
the A r m y  for  F i n a n c i a l  M a n a g e m e n t .  This  is h is  f i r s t  l e c t u r e  a t  the 
I n d u s t r i a l  Co l l ege .  
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G E N E R A L  HOUSEMAN: Th i s  week  we have  b e e n  d i s c u s s i n g  the 
budge t  of na t i ona l  d e f e n s e ,  and,  if  you r e m e m b e r  this  m o r n i n g ,  in our  
m i n d ' s  eye  we  swep t  the b r o a d  P a c i f i c .  If you r e m e m b e r  a l so ,  in  a 
v e r y  f ine  p r e s e n t a t i o n  by the A d m i r a l ,  he s t r e s s e d  the l o g i s t i c a l p r o b -  
l e m  wh ich  f a c e s  h im  in  so lv ing  h is  m a n y  p r o b l e m s  today.  His  budg-  
e t a r y  p r o b l e m s  m u s t  be t r e m e n d o u s .  

We have  to u n d e r s t a n d  the p r o b l e m s  of budge t  and we have  got to 
u n d e r s t a n d  to s o m e  ex ten t  how we obta in  i n f o r m a t i o n  to p r e p a r e  a b u d g -  
et .  W e ' v e  got to ob ta in  i n f o r m a t i o n  on how to get  enough u n d e r s t a n d -  
ing  to r e v i e w  a budge t ,  once  we have  the thing p r e p a r e d .  Then ,  hav ing  
the budge t ,  how do you c o n t r o l  the e x p e n d i t u r e s  to i n s u r e  p r o p e r  exe -  
cu t ion  of that  budge t7  

We have  tools  w h i c h  a r e  v i t a l  in the c o n t r o l  of the budge t  and in 
the c o n t r o l  of the funds  t h e m s e l v e s .  The  a u d i t o r s  and the a c c o u n t a n t s  
m u s t  have  p r o p e r  too ls  to e f f e c t i v e l y  c o n t r o l  the m o n e y .  

We a r e  f o r t u n a t e  this  m o r n i n g  to have  a s p e a k e r  who h a s  b e e n  con-  
n e c t e d  wi th  the f i n a n c i a l  m a n a g e m e n t  p r o g r a m s  fo r  s o m e  t i m e .  We a r e  
happy  to be  ab le  to p r e s e n t  to you  g e n t l e m e n  this  m o r n i n g  the A s s i s t -  
ant  S e c r e t a r y  of the A r m y  f o r  F i n a n c i a l  M a n a g e m e n t ,  Mr .  G e o r g e  H. 
R o d e r i c k .  

MR. RODERICK: Thank  you  v e r y  m u c h ,  G e n e r a l  H o u s e m a n .  M e m -  
b e r s  of the F a c u l t y  and the School  of the I n d u s t r i a l  C o l l e g e  of t h e A r m e d  
F o r c e s ,  and Gues t s :  I r e a d i l y  a s s u r e  you  of m y  p l e a s u r e  in hav ing  the 
o p p o r t u n i t y  to ta lk  to the I n d u s t r i a l  Co l l ege  of the A r m e d  F o r c e s .  The  
h igh s t a n d a r d  of the I n d u s t r i a l  C o l l e g e  is  we l l  known to m e ,  and,  of 
c o u r s e ,  a l l  of the m i l i t a r y  s e r v i c e s  r e c o g n i z e  it as  the t o p - l e v e l  s c h o o l  
d e d i c a t e d  to the s tudy  of the N a t i o n ' s  e c o n o m i c  p o l i c y  as  it  r e l a t e s  to 
l o g i s t i c  p l a n n i n g  and r e s e a r c h .  The  s t u d e n t s  who a r e  s e l e c t e d  to a t -  
tend have  a t t a i n e d  outstanding r e c o g n i t i o n .  I s i n c e r e l y  hope  that I c a n  
add s o m e t h i n g  to y o u r  i n t e r e s t i n g  c u r r i c u l u m .  

I a m  p a r t i c u l a r l y  p l e a s e d  to be  ab le  to p a r t i c i p a t e  in y o u r  c o u r s e  
on N a t i o n a l  S e c u r i t y  O b j e c t i v e s  and R e q u i r e m e n t s .  Wi th in  the D e p a r t -  
m e n t  of the A r m y  m y  f i e l d s  of r e s p o n s i b i l i t y ,  a s s i g n e d  by the S e c r e t a r y  



of the A r m y ,  inc lude  not only the f i nanc i a l  m a n a g e m e n t  of the A r m y  
but a l so  a l l  na t iona l  and i n t e r n a t i o n a l  s e c u r i t y  m a t t e r s  that  c o n c e r n  
the A r m y .  B e c a u s e  of this  connec t ion  I have  noted with s p e c i a l  i n t e r -  
e s t  the o r g a n i z a t i o n  of this  c o u r s e  and the l i s t  of d i s t i n g u i s h e d  s p e a k -  
e r s  who have a d d r e s s e d  you. 

In this c o u r s e  you have  had p r e s e n t a t i o n s  and, I know, l eng thy  d i s -  
c u s s i o n s  on the founda t ions  wi th in  our  G o v e r n m e n t  fo r  na t iona l  s e c u r i t y  
pol icy .  You have  e x a m i n e d  the i n f l uences  and r o l e s  of m a n y  of the 
a g e n c i e s  and b u r e a u s  of the G o v e r n m e n t  in both  f o r m u l a t i o n  of and in 
p lann ing  fo r  execu t ion  of the Na t ion ' s  s e c u r i t y  po l icy .  Within  the l a s t  
t h r e e  days you have  e x p l o r e d  the F e d e r a l  budget  and the d e f e n s e  budget .  
To c o m p l e t e  the cyc le ,  s t a r t i n g  with the d e v e l o p m e n t  of n a t i o n a l p o l i c y ,  
I have b e e n  a s k e d  to d i s c u s s  the 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  
of the m o n i e s  m a d e  ava i l ab le  to i m p l e m e n t  the N a t i o n ' s  po l icy .  I wi l l  
a t t e m p t  to c o n d e n s e  fo r  you the f i nanc ia l  m a n a g e m e n t  wi th in  the D e -  
p a r t m e n t  of the A r m y - - w i t h  e m p h a s i s  on accoun t ing  and r e l a t e d  m a n -  
a g e m e n t  t e chn iques .  

In the A r m y  and, I a m  su re ,  in  the o t h e r  m i l i t a r y  d e p a r t m e n t s  too, 
the  m a n a g e r s  a r e  the c o m m a n d e r s - - t h u s  the f i nanc i a l  m a n a g e m e n t  r e -  
s p o n s i b i l i t y  g e n e r a l l y  fo l lows our  c o m m a n d  channe l .  I say  " g e n e r a l l y "  
s i n c e  c o m m a n d  r e s p o n s i b i l i t y  fo r  d e t a i l e d  a d m i n i s t r a t i o n  of the non-  
t a c t i ca l  p r o g r a m s  wi l l  n o r m a l l y  s top s h o r t  of the co rps  and d iv i s ion  
t ac t i ca l  e l e m e n t s .  

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 e s  in the A r m y  have  u n d e r g o n e  ex-  
t e n s ive  and f u n d a m e n t a l  changes  in  the pas t  10 y e a r s .  The b a c k g r o u n d  
beh ind  the changes  which  have  b e e n  i n t r o d u c e d  i s a s t o r y i t s e l f .  B r i e f ly ,  
the expanding  scope  of r e q u i r e m e n t s  to suppor t  the p o s t - W o r l d  War  II 
na t iona l  s e c u r i t y  o b j e c t i v e s  m a d e  the then  ex i s t i ng  p r o g r a m i n g ,  budge t -  
ing, and accoun t ing  p r a c t i c e s  i nadequa te  to cope wi th  the s i tua t ion .  
F u n d a m e n t a l  change ,  in fac t  d e v e l o p m e n t  of a c o m p l e t e l y  new s y s t e m ,  
r a t h e r  than a pa tch ing  up of the ex i s t ing  p r o c e s s e s  was r e q u i r e d .  Many 
s t u d i e s  w e r e  m a d e ,  both i n t e r n a l  and ex te rna l ,  to the A r m y .  The  
H o o v e r  C o m m i s s i o n  s tud ie s ,  f o r  example ,  led  to Pub l i c  Law 216 of 
1949. This  law, a m o n g  o t h e r  th ings ,  se t  f o r t h  in g e n e r a l  t e r m s  the 
f i n a n c i a l  m a n a g e m e n t  t e chn iques  which  the A r m y  is now us ing .  

As I m e n t i o n e d ,  we have  b e e n  busy  for  10 y e a r s  in deve lop ing  and 
i n t r o d u c i n g  t h e s e  t e c h n i q u e s - - t h e  change  was  too f a r - r e a c h i n g  to s p r i n g  
f o r t h  in fu l l  b loom ove rn igh t .  Even  today the i m p r o v e m e n t s  have  not 
b e e n  ful ly  r e a l i z e d .  An e x a m p l e  is  c o s t - o f - p e r f o r m a n c e  budget ing .  



2 6 1  

N i n e t e e n  h u n d r e d  and sixty is  the f i r s t  f i s c a l  y e a r  in  which c o s t - o f -  
p e r f o r m a n c e  budget ing ,  appLied to the A r m y  o p e r a t i o n s  and m a i n t e -  
nance  and c o n s t r u c t i o n  a p p r o p r i a t i o n s ,  has  b e e n  a c c e p t e d  fo r  u se  at 
D e p a r t m e n t  of D e f e n s e  and B u r e a u  of the Budget  l e v e l s .  

B e s i d e s  c o s t - o f - p e r f o r m a n c e  budget ing ,  I sha l l  c o v e r  such  t ech -  
n iques  as  i n t e g r a t e d  account ing ,  s tock  funds,  i n d u s t r i a l  funds,  and 
c o n s u m e r  funding.  Whi le  this  m i g h t  sound p r e t t y  g r i m ,  e s p e c i a l l y  
a f t e r  A d m i r a l  F e l t ' s  ta lk  this  m o r n i n g ,  I p lan  to d i s c u s s  t h e s e  t e ch -  
n iques  in l a y m a n ' s  l a n g u a g e - - p e r h a p s  I ' l l  be  gui l ty  of o v e r s i m p l i f i c a -  
t ion.  Howeve r ,  t h e r e  i s  an u n d e r l y i n g  concept  which  is  r e a l l y  qui te  
s i m p l e ,  name ly ,  that  the p lann ing  and d i r e c t i o n  of m i s s i o n s - - m i s s i o n s  
d e r i v e d  f r o m  na t iona l  s e c u r i t y  o b j e c t i v e s - - m u s t  be d i r e c t l y  and con t in -  
uous ly  r e l a t e d  to the p lann ing  and app l i ca t ion  of r e s o u r c e s .  Th is  m e a n s  
that  f i nanc i a l  m a n a g e m e n t  can  no l o n g e r  o p e r a t e  s e p a r a t e l y  and i n d e -  
p e n d e n t l y  of p r o g r a m  m a n a g e m e n t .  

With this  background ,  le t  us e x a m i n e  the t echn iques  of f i n a n c i a l  
m a n a g e m e n t  and s ee  how they fi t  u n d e r  this  concept .  

F i r s t  le t  us look at c o s t - o f - p e r f o r m a n c e  budge t ing  as  app l i ed  to 
o p e r a t i o n s  and m a i n t e n a n c e  and c o n s t r u c t i o n  a p p r o p r i a t i o n s .  As  the 
n a m e  i m p l i e s ,  i t  is  the i den t i f i ca t ion  of cos t s  o r  e x p e n s e s  of r e s o u r c e s  
c o n s u m e d  in  the p e r f o r m a n c e  of a t ask  or  m i s s i o n .  In e s s e n c e ,  we r e -  
l a t e  the cos t  of r e s o u r c e s  ava i l ab l e  to the job to be a c c o m p l i s h e d .  In 
an o r g a n i z a t i o n  as  l a r g e  as  the A r m y ,  o r  any  of the s e r v i c e s ,  with such  
d i v e r s i f i e d  ac t iv i t i e s ,  i m p l e m e n t a t i o n  of this concept  was  not s i m p l e .  
S e v e r a l  suppo r t i ng  t echn iques  had to be  i n t roduced .  

The  ob l iga t ion  type budget  u n d e r  which  we f o r m e r l y  o p e r a t e d  t h e s e  
a p p r o p r i a t i o n s  con ta ined  f e a t u r e s  which  had to be  r e t a i n e d .  We obLi- 
gate  Uncle  Sam when we o r d e r  goods and s e r v i c e s .  Na tu ra l ly ,  he  
wan ts  a con t ro l  o v e r  such  ob l iga t ions .  Many of t he se  obLigations wi l l  
r e m a i n  ou t s t and ing  fo r  long p e r i o d s  b e c a u s e  of p r o d u c t i o n  l e a d t i m e - -  
and,  even  a f t e r  d e l i v e r y ,  we m a y  hold  the  goods fo r  c o n s u m p t i o n  in  
f u t u r e  p e r i o d s .  H e r e i n  l i e s  the p r o b l e m  in s t r a i g h t  ob l iga t ion  b u d g e t -  
ing.  T h e r e  i s  no d i r e c t  r e l a t i o n s h i p  of m i s s i o n  p e r f o r m a n c e  in a 
p a r t i c u l a r  p e r i o d  wi th  ob l iga t ions  i n c u r r e d  in that  p e r i o d .  The  ob l i -  
ga t ions  i n c u r r e d  inc lude  s ign i f i can t  a m o u n t s  which  suppor t  m i s s i o n  
p e r f o r m a n c e  in  s o m e  subsequen t  p e r i o d .  We can take  a s i m p l e ,  p e r -  
sona l  i l l u s t r a t i o n .  You ob l iga te  and expend  m o n e y  to buy food to f i l l  
you r  h o m e  f r e e z e r .  You have  m e r e l y  c o n v e r t e d  pa r t  of y o u r  s a l a r y  
into i t e m s  of f o o d - - c o s t  is  not  i n c u r r e d  un t i l  the food i s  c o n s u m e d  in  
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f u t u r e  p e r i o d s .  L i k e w i s e ,  in c o s t - o f - p e r f o r m a n c e  budge t ing ,  we a r e  
not only  c o n c e r n e d  wi th  e x p e n s e s  du r ing  the c u r r e n t  p e r i o d - - w e  a l s o  
take  into c o n s i d e r a t i o n  o r d e r s  and i n v e n t o r y  c a r r i e d  o v e r  f r o m  p r i o r  
p e r i o d s  and r e q u i r e m e n t s  f o r  o r d e r s  and i n v e n t o r y  l e v e l s  f o r  f u t u r e  
p e r i o d s .  W h e r e  t h e r e  is a d i f f e r e n c e ,  the a m o u n t  i s  i n c l u d e d  in  the 
budge t  as  a f f e c t i n g  the fund r e q u i r e m e n t s .  

I m e n t i o n e d  that  s e v e r a l  s u p p o r t i n g  t e c h n i q u e s  w e r e  r e q u i r e d  fo r  
c o s t - o f - p e r f o r m a n c e  budge t ing .  One of the m o s t  i m p o r t a n t  of t h e s e  
was  the e s t a b l i s h m e n t  of a c o m m o n  l a n g u a g e  f o r  u se  in p r o g r a m i n g  
and budge t ing .  Many of you p r o b a b l y  r e m e m b e r  that  p r e v i o u s l y  the 
p r o g r a m e r s  t a lked  in  t e r m s  of X n u m b e r  of t r o o p s  to be  g iven  b a s i c  
t r a in ing ,  or  so m a n y  f i e ld  e x e r c i s e s ,  whi le  the budge t  p e o p l e  t a lked  
in  d i f f e r e n t  t e r m s  about  l u m b e r ,  ga so l ine ,  h a r d w a r e ,  and so fo r t h .  
As  a r e s u l t  we had a T o w e r  of Babe l .  To enab l e  p r o g r a m s  a n d b u d g e t s  
to be d i s c u s s e d  in the  s a m e  l anguage ,  we e s t a b l i s h e d  a s o r t  of d i c t i o n -  
a r y  which  c l a s s i f i e s  and de f i ne s  and g ives  an i d e n t i f y i n g  n u m b e r  to a l l  
of the th ings  we do. We ca l l  this  the A r m y  m a n a g e m e n t  s t r u c t u r e .  

As an e x a m p l e  of how the  m a n a g e m e n t  s t r u c t u r e  c o d i f i e s  and de -  
f i n e s  an A r m y  ac t iv i ty ,  l e t  us look at the a c t i v i t y  " R e p l a c e m e n t  T r a i n -  
ing  in Uni ted  S t a t e s  A r m y  T r a i n i n g  C e n t e r s .  " The  code  a s s i g n e d  i s  
2010 .1 ,  m e a n i n g  the a c t i v i t y  is  c l a s s e d  as  p a r t  of the " O p e r a t i o n  of 
T a c t i c a l  F o r c e s "  in  the t a c t i c a l  f o r c e s  p r o g r a m ,  (2000) of the A r m y  
o p e r a t i o n  and m a i n t e n a n c e  a p p r o p r i a t i o n .  The  ac t i v i t y  is  de f ined  to 
i n c l u d e  o p e r a t i o n  of t r a i n i n g  c e n t e r s  fo r  the p u r p o s e  of t r a i n i n g  r e -  
p l a c e m e n t s  in ba s i c  comba t ,  a d v a n c e d  ind iv idua l ,  c o m m o n  s p e c i a l i s t  
and uni t  t r a i n i n g - - i t  e x c l u d e s  r e p l a c e m e n t  t r a i n i n g  in  the o p e r a t i n g  
f o r c e s  un i t s .  T h e s e  a r e  de f in i t e  i n c l u s i o n s  and e x c l u s i o n s .  A p e r -  
f o r m a n c e  f ac to r ,  " a v e r a g e  t r a i n i n g  load,  " is  a l so  e s t a b l i s h e d  and de-  
f ined .  The  ac t iv i ty  is  p r o g r a m e d ,  cos ted ,  budge ted ,  and m a n p o w e r  
u t i l i z a t i o n  data  is  m a i n t a i n e d  u n d e r  th is  u n i f o r m  c l a s s i f i c a t i o n .  You 
can  s e e  how s u c h  a s t r u c t u r e  f a c i l i t a t e s  m a n a g e m e n t  of A r m y  a c t i v i t i e s  
in  suppor t  of n a t i o n a l  s e c u r i t y  o b j e c t i v e s .  

A n o t h e r  t echn ique  which  s u p p o r t s  c o s t - o f - p e r f o r m a n c e  b u d g e t i n g  
is  i n t e g r a t e d  accoun t ing .  I n t e g r a t e d  a c c o u n t i n g  is  c o m b i n e d  a c c o u n t -  
i n g - - o b l i g a t i o n ,  cost ,  and e x p e n d i t u r e  a c c o u n t i n g - - u n d e r  a c c o u n t i n g  
c o n t r o l  in d i r e c t  suppor t  of a c o m m a n d e r ' s  p r o g r a m s  and budge t .  
U n d e r  the  old s y s t e m ,  our  a c c o u n t i n g  had b e e n  p e r f o r m e d  in m a n y  
u n r e l a t e d  c h a n n e l s ,  with ob l iga t ion  and e x p e n d i t u r e  a c c o u n t i n g  in  one  
channe l ,  and the m a n y  d i f f e r e n t  cos t  a c c o u n t i n g  s y s t e m s  in  o t h e r  chan -  
n e l s .  None  of th is  a c c o u n t i n g  could be r e c o n c i l e d  with an a c c e p t a b l e  
d e g r e e  of a c c u r a c y .  Tha t  was  one of our  g r e a t  p r o b l e m s .  

4 



T h e  s o l u t i o n  was  to i n t e g r a t e  a l l  of the  a c c o u n t i n g  in  one  o f f i ce  
w i t h i n  e a c h  of ou r  i n s t a l l a t i o n s  and  h i g h e r  c o m m a n d  h e a d q u a r t e r s ,  and  
to adop t  m o d e r n  a c c o u n t i n g  t e c h n i q u e s  f o r  c o n t r o l  and  r e c o n c i l i a t i o n .  
T h i s  l e a d s  to a n o t h e r  t e c h n i q u e - - a c c r u a l  a c c o u n t i n g .  

It i s  n e c e s s a r y  that  we  i den t i fy  o u r  c o s t s - - r e s o u r c e s  c o n s u m e d - -  
w i th  o u r  p e r f o r m a n c e  d u r i n g  s p e c i f i c  p e r i o d s .  A l s o ,  we  n e e d  to know 
the d o l l a r  v a l u e  of r e s o u r c e s  c a r r i e d  f o r w a r d  f r o m  p r i o r  p e r i o d s  and 
p r o j e c t e d  into  s u b s e q u e n t  p e r i o d s .  T h i s  i n f o r m a t i o n  has  to b e a c c u r a t e  
if  it i s  to b e  u s a b l e  f o r  m a n a g e m e n t  p u r p o s e s - - a n d  we have  found  tha t  
the m o r e  e x a c t i n g  d o u b l e - e n t r y  a c c r u a l  a c c o u n t i n g  s y s t e m  i s  e s s e n t i a l  
to u n s c r a m b l e  the i n f o r m a t i o n  to be  p o r t r a y e d  f o r  m a n a g e m e n t  u s e .  
Th i s  i s  not  an  o r i g i n a l  d i s c o v e r y  by  any  m e a n s .  B u s i n e s s  has  found  
i t  out ,  too.  

A c c r u e d  a c c o u n t i n g  m e r e l y  m e a n s  that  we  r e c o r d  c o s t s  a s  r e -  
s o u r c e s  a r e  c o n s u m e d ,  wi thou t  r e g a r d  to w h e n  o b t a i n e d  and  pa id  f o r - -  
w h i l e  at  the s a m e  t i m e  k e e p i n g  t r a c k  of what  we  have  in  the f o r m  of r e -  
s o u r c e s ,  wha t  we  owe ,  and  b a l a n c i n g  the  i t e m s .  We don ' t  n o r m a l l y  
keep  s u c h  e x a c t i n g  s e l f - b a l a n c i n g  r e c o r d s  f o r  o u r  p e r s o n a l  f i n a n c i a l  
m a n a g e m e n t - - b u t  we  go t h r o u g h  the  p r o c e s s  m e n t a l l y - - a n d  then  we 
d e c i d e  to p o s t p o n e  buy ing  that  new c a r .  E v e n  though o u r  e s t a t e s  a r e  
s m a l l ,  t h e r e  a r e  n e v e r t h e l e s s  t i m e s - - t a x  t i m e s  u s u a l l y - - w h e n  we w i s h  
we  did keep  b e t t e r  r e c o r d s .  

A f i n a l  w o r d  o r  two about  c o s t - - o r ,  m o r e  a c c u r a t e l y - - e x p e n s e  a c -  
coun t ing .  I m e n t i o n e d  p r e v i o u s l y  that  we h a v e  s t a n d a r d i z e d  o u r  c o s t  
a c c o u n t i n g  and b r o u g h t  it  u n d e r  c e n t r a l  a c c o u n t i n g  c o n t r o l  to a s s u r e  
v a l i d i t y  of the  cos t  da ta .  

It ha s  long  b e e n  r e c o g n i z e d  that  m a n a g e m e n t  m u s t  c o n t r o l  c o s t s  if 
i t  i s  to a c c o m p l i s h  i t s  p r o g r a m  wi th in  a v a i l a b l e  r e s o u r c e s .  T h e s e  r e -  
s o u r c e s  s u p p o r t i n g  the A r m y ' s  m i s s i o n s  u n d e r  n a t i o n a l  s e c u r i t y  o b j e c -  
t i v e s  have  b e e n  p r o g r e s s i v e l y  c u r t a i l e d ,  p r i m a r i l y  f o r  e c o n o m i c  c o n -  
s i d e r a t i o n s ,  makLug i t  n e c e s s a r y  to e s t a b l i s h  p r i o r i t i e s  in  t h e i r  u s e .  
H e r e  is  w h e r e  c o s t  a c c o u n t i n g  b e c o m e s  a n  e s s e n t i a l  m a n a g e m e n t  tool .  
D e t a i l e d  c o s t s  a t  the o p e r a t i n g  l e v e l s ,  and  s u m m a r i z e d  c o s t s  at  the  
h i g h e r  m a n a g e m e n t  l e v e l s ,  p r o v i d e  b a s i c  i n f o r m a t i o n  f o r  a s s u r i n g  tha t  
r e s o u r c e s  a r e  a p p l i e d  in  o r d e r  of p r i o r i t y  to the  t a s k s  a t  hand .  We  
ju s t  c a n ' t  s u p p o r t  e v e r y t h i n g  w e ' d  l i k e  to do and  th ink  we  n e e d  to do in  
the  a c c o m p l i s h m e n t  of A r m y  m i s s i o n s - - s o  o u r  m a n a g e m e n t  s y s t e m  p r o -  
v i d e s  f o r  f o c u s i n g  a t t e n t i o n  on do ing  t h o s e  th ings  c o n s i d e r e d  m o s t  n e c -  
e s s a r y .  
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Of c o u r s e  the m o s t  a c c u r a t e  and r e f i n e d  p r o g r a m ,  cos t ,  and r e -  
s o u r c e  data ,  i s  u s e l e s s  u n l e s s  i t  i s  r e l a t e d ,  ana lyzed ,  and u s e d  fo r  
m a n a g e m e n t  d e c i s i o n s - - a n d  d e c i s i o n  m a k i n g  i s  not  the s o l e  p r e r o g -  
a t i ve  of the d e p a r t m e n t a l  and h i g h e r  l e v e l s .  In fac t ,  r e a l  m a n a g e m e n t  
e x i s t s  at the  o p e r a t i n g  l eve l ,  w h i c h  i s  the  po in t  w h e r e  e c o n o m i e s  o r  
e x t r a v a g a n c e s  take  p l a c e  in  the u se  of r e s o u r c e s .  T h i s  i s  when  ex -  
t r a v a g a n c e s  can u s u a l l y  be  t r a c e d  to i m p o r t a n t  d e c i s i o n s  b e i n g  m a d e  
at a c l e r i c a l  l e v e l  i n s t e a d  of by r e s p o n s i b l e  o f f i c i a l s ,  not d e l i b e r a t e l y ;  
r a t h e r ,  by defaul t .  

To p r o v i d e  i n f o r m a t i o n  in  r e l a t e d  f o r m  fo r  a n a l y s i s  and u s e  by 
m a n a g e r s ,  we  e s t a b l i s h e d  cos t  and p e r f o r m a n c e  r e p o r t i n g .  T h i s  r e -  
p o r t i n g  s t a r t s  out in  d e t a i l e d  f o r m  at the  a c t i v i t y  l e v e l s  of ou r  i n s t a l -  
l a t i o n s .  The  p e r f o r m a n c e  da ta  g a t h e r e d  wi th in  the  a c t i v i t y  and  the 
cos t  and  r e s o u r c e  da ta  p r o v i d e d  by the a c c o u n t i n g  o f f i ce s  a r e  " m a r r i e d "  
and p r o v i d e d  in  s u c c e s s i v e l y  s u m m a r i z e d  f o r m  to the ac t i v i t y  d i r e c t o r s ,  
the p r o g r a m  d i r e c t o r s ,  and then  the i n s t a l l a t i o n  c o m m a n d e r s .  E a c h  
a c t i v i t y  head  and p r o g r a m  d i r e c t o r  r e v i e w s  and a n a l y z e s  the p o r t i o n  
c o v e r i n g  h i s  a r e a ,  and an o v e r a l l  r e v i e w  and a n a l y s i s  i s  m a d e  f o r  the 
c o m m a n d e r .  

T h i s  has  an i m p o r t a n t  a d v a n t a g e .  The  a c t i v i t y  and p r o g r a m  m a n -  
a g e r s  and the c o m m a n d e r  r o u t i n e l y  ge t  u p - t o - d a t e  i n f o r m a t i o n  c o v e r -  
i ng  the c u r r e n t  p e r i o d  and the p r o j e c t i o n s  fo r  f u t u r e  p e r i o d s  u p o n w h i c h  
to b a s e  o p e r a t i n g  d e c i s i o n s .  The  a n a l y s i s  c o v e r s  what  was  p l a n n e d  in  
r e l a t i o n  to what  was  a c c o m p l i s h e d ,  and,  m o s t  i m p o r t a n t ,  po in t s  up 
s p e c i f i c  a r e a s  w h e r e  c h a n g e s  m u s t  be  m a d e .  T h i s  f a c i l i t a t e s  m a n a g e -  
m e n t  by excep t ion ,  so n e c e s s a r y  in any  l a r g e  o r g a n i z a t i o n .  The  c o m -  
m a n d e r ,  not  the budge t  o r  supp ly  c l e rk ,  m a k e s  the  f i n a n c i a l  d e c i s i o n s .  

T h i s  data ,  in  s u c c e s s i v e l y  s u m m a r i z e d  f o r m ,  t h e n f l o w s  up t h rough  
c o m m a n d  c h a n n e l s  to the d e p a r t m e n t  l eve l .  And jus t  as  was  done  at 
the  i n s t a L l t i o n - - t h e  c o m m a n d e r  at e a c h  l e v e l  is  p r o v i d e d  an a n a l y s i s  
on wh ich  to b a s e  his  d e c i s i o n s .  

So f a r  I have  t a lked  about  f i n a n c i a l  m a n a g e m e n t  p r i m a r i l y  as  i t  
s u p p o r t s  the  o p e r a t i o n s  and m a i n t e n a n c e  a c t i v i t i e s  of the  A r m y .  I 
have  b r i e f l y  c o v e r e d  the  a c c o u n t i n g  p r o c e s s e s  i nvo lved .  Now le t  us  
look at f i n a n c i a l  m a n a g e m e n t  a s  app l i ed  to m a n a g e m e n t  of bulk  s t o c k s  
by  o u r  t e c h n i c a l  s e r v i c e s .  H e r e  we have  e s t a b l i s h e d  the A r m y  Stock  
F u n d  to f i n a n c e  the p u r c h a s e  and ho ld ing  of a l l  c o m m o n - u s e  s t a n d a r d  
i t e m s .  The  p u r p o s e  i s  qui te  s i m p l e .  It p r o v i d e s  the m e a n s  of f i n a n c -  
ing  long  p r o c u r e m e n t  l e a d t i m e  and depot  bulk  s t ocks ,  to i n c l u d e  m o b i -  
l i z a t i o n  r e s e r v e  s t ocks ,  i n d e p e n d e n t l y  of a n n u a l  a p p r o p r i a t i o n s - - i t  



o p e r a t e s  to a s s u r e  that  s u p p l i e s  wi l l  be  a v a i l a b l e  at the t i m e  and p l a c e s  
n e e d e d  f o r  c o n s u m p t i o n ,  w h e t h e r  at  h o m e  o r  o v e r s e a s .  

The  s t o c k  fund i s  in  r e a l i t y  a r e v o l v i n g  fund th rough  w h i c h  i s s u e s  
a r e  m a d e  to conspire e r s  on a p u r c h a s e  b a s i s .  The  s t o c k  fund m a n a g e r s  
b e c o m e ,  in  e v e r y  s e n s e  of the  w o r d ,  b u s i n e s s m e n  engaged  in the sup -  
p ly  of  c u s t o m e r s  and dependen t  upon t hem fo r  t h e i r  b u s i n e s s .  

P r i o r  to the e s t a b l i s h m e n t  of the s tock  fund,  m o n i e s  f r o m  annua l  
a p p r o p r i a t i o n s  w e r e  d i v e r t e d  to the t e c h n i c a l  s e r v i c e s  f o r  p u r c h a s e  of 
supply  i t e m s  and s u b s e q u e n t  i s s u e  to A r m y  a c t i v i t i e s .  The  i s s u e s  w e r e  
m a d e  on the  b a s i s  of a l l o w a n c e  l i s t s ;  h o w e v e r ,  it  was  dif f icul t  ff not 
i m p o s s i b l e ,  to keep  the a l l o w a n c e s  c u r r e n t  wi th  the p r o g r a m  c h a n g e s .  

With the e s t a b l i s h m e n t  of the s t o c k  fund,  the m o n i e s  to buy  sup -  
p l i e s  f o r  c u r r e n t  c o n s u m p t i o n  a r e  g iven  d i r e c t l y  to the c o n s u m i n g A r m y  
a c t i v i t i e s .  We ca l l  th is  c o n s u m e r  funding .  Of c o u r s e  t h e r e  w e r e  p r o b -  
l e m s  g a l o r e  when  we s t a r t e d  th is .  F o r  the f i r s t  y e a r  of o p e r a t i o n  the 
fund r e q u i r e m e n t  e s t i m a t e s  r e c e i v e d  f r o m  the c o m m a n d e r s  added  up 
to a l m o s t  $700 m i l l i o n  m o r e  than  was  a v a i l a b l e  in  the a p p r o p r i a t i o n - -  
and even  now, when  the c o m m a n d e r s  a r e  b e t t e r  ab l e  to d e t e r m i n e  t h e i r  
f i n a n c i a l  n e e d s ,  the c o n s u m e r  fund ing  and s tock  funds  a r e  c r i t i c i z e d  
f o r  fund s h o r t a g e s .  I can  only  s t a t e  that  the change  did not c a u s e ,  n o r  
wi l l  it  c u r e ,  ou r  p r o b l e m s  of fund s h o r t a g e s .  No f i n a n c i a l  s y s t e m  wi l l ;  
it  c an  only  show w h e r e  the r e s o u r c e s  w e r e  app l i ed  and w h e r e  the s h o r t -  
a g e s  ex i s t .  

A n o t h e r  t echn ique  wh ich  r e l a t e s  to i n v e n t o r y  and s t o c k  fund m a n -  
a g e m e n t  i s  f i n a n c i a l  i n v e n t o r y  a c c o u n t i n g .  Th i s  i s  s i m p l y  the m a i n -  
t e n a n c e  of ou r  p r o p e r t y  a c c o u n t s  on a d o l l a r  b a s i s .  Whi le  i t e m  a c c o u n t -  
a b i l i t y  is b a s i c  and s t i l l  r e t a i n s  i t s  i m p o r t a n c e ,  it does  not p r o v i d e f o r  
a quick  look to spot  i n v e n t o r y  p r o b l e m s .  The  d o l l a r  p r o v i d e s  a c o m -  
m o n  d e n o m i n a t o r  f o r  c o n v e r t i n g  the g r e a t  m a s s  of da ta  of i t e m  t r a n s -  
a c t i o n s  and b a l a n c e s  to b e  m l m m a r i z e d  in d i g e s t i b l e  f o r m .  

In  the f i e ld  of r e a d i l y  supp l i ab l e  i t e m s ,  •tock t u r n o v e r  i s  a s  i m -  
p o r t a n t  in  the A r m y  as  it  i s  in  the c o m m e r c i a l  w o r l d .  The  l o n g e r  an  
i t e m  r e m a i n s  on the she l f ,  the m o r e  is  a d d e d  to i ts  o r i g i n a l  cos t  t h rough  
w a r e h o u s i n g ,  hand l ing ,  and d e p r e c i a t i o n .  T h e  d o l l a r  i n f o r m a t i o n  now 
a c c u m u l a t e d  and r e p o r t e d  p r o v i d e s  m a n a g e m e n t  a t  s u c c e s s i v e  l e v e l s  
wi th  t i m e l y  and s l l m m a r i z e d  da ta  fo r  y a r d s t i c k  a n a l y s i s  and e f f e c t i v e  
a c t i o n  in  supply  m a n a g e m e n t .  
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It is t r u e  that  f i n a n c i a l  i n v e n t o r y  a c c o u n t i n g  r e q u i r e s  a c o n s i d e r -  
ab l e  ou t l ay  in t e r m s  of m a n p o w e r  e f fo r t  devo ted  to d a t a - g a t h e r i n g ,  a c -  
count ing ,  and r e p o r t i n g - - b u t  then  we have  a c o n s i d e r a b l e  l o g i s t i c s  
p r o b l e m  to o v e r c o m e .  S ince  W o r l d  W a r  H, t e c h n o l o g i c a l  d e v e l o p m e n t s  
in  weapons  and e q u i p m e n t  have  a d v a n c e d  so r a p i d l y  that  s o m e  i t e m s  
a r e  a c t u a l l y  o b s o l e t e  b e f o r e  they b e c o m e  o p e r a t i o n a l .  T h e s e  i t e m s  a r e  
both c o m p l e x  and e x p e n s i v e .  As  an e x a m p l e  of c o m p l e x i t y ,  l e t ' s  look 
at  the A r m y ' s  b a s i c  s u r f a c e - t o - a i r  m i s s i l e ,  the Nike .  The  weapon  and 
the s y s t e m  to get  i t  off the g round  and to i t s  t a rge t ,  con ta in  a p p r o x i -  
m a t e l y  i .  5 m i l l i o n  p a r t s ,  219, 000 f ee t  of c o n d u c t o r  w i r e  and cab le ,  
2 ,000  e l e c t r o n  tubes ,  and 17, 000 r e s i s t o r s  and  c a p a c i t o r s .  You  c a n  
s e e  that  i t e m  m a n a g e m e n t  and c o n t r o l  w e r e  no l o n g e r  a d e q u a t e .  A c o m -  
m o n  d e n o m i n a t o r  was  r e q u i r e d - - a n d  h e r e  we have  the  b a s i c  r e a s o n  and  
j u s t i f i c a t i o n  f o r  d o l l a r  c o n t r o l  and f i n a n c i a l  i n v e n t o r y  a c c o u n t i n g  a n d i t  
pays  offl I have  a r e p o r t  that  one c o m m a n d  r e d u c e d  i t s  s t o c k  i n v e n t o r y  
b y  $500 m i l l i o n  as a r e s u l t  of t i m e l y  f i n a n c i a l  i n v e n t o r y  data ,  m a d e  
a v a i l a b l e  f o r  m a n a g e m e n t  a n a l y s i s  and d e c i s i o n .  

St i l l  a n o t h e r  t e chn ique  i s  app l i ed  to o u r  i n d u s t r i a l - t y p e  o p e r a t i o n ,  
such  as  conduc t ed  by a r s e n a l s ,  r e s e a r c h  and d e v e l o p m e n t  f a c i l i t i e s ,  
t e r m i n a l s ,  and, m o s t  r e c e n t l y ,  our  depot  m a i n t e n a n c e  f a c i l i t i e s .  We 
ca l l  it  the A r m y  I n d u s t r i a l  F u n d  (A/F) o p e r a t i o n .  T h i s  i s  a w o r k i n g  
cap i t a l  fund f o r  f i nanc ing  the p r o d u c t i o n  of goods and s e r v i c e s  f o r  c u s -  
t o m e r s ,  the c u s t o m e r s  i n c l u d i n g  a l a r g e  p r o p o r t i o n  of o t h e r  t h a n A r m y  
a g e n c i e s - - t h e  A i r  F o r c e  and the Navy ,  f o r  e x a m p l e .  

T h e  A r m y  I n d u s t r i a l  F u n d  t echn ique  i n c l u d e s  a d v a n t a g e s  s i m i l a r  to 
t hose  of the s t o c k  f u n d - - a n d  c o n s i d e r i n g  that  the A r m y  and the non-  
A r m y  c u s t o m e r s  a r e  v i t a l l y  i n t e r e s t e d  in the c o m p l e t e  e n d - i t e m  cos t s ,  
i t  goes  f u r t h e r .  That  i s ,  it a c c o u n t s  f o r  a l l  p lant ,  p r o d u c t i o n ,  and o v e r -  
head  c o s t s  in the s a m e  m a n n e r  as  any w i d e - a w a k e  c o m m e r c i a l  e n t e r -  
p r i s e .  

The  s y s t e m  p r o v i d e s  the i n d u s t r i a l  f unded  i n s t a l l a t i o n  c o m m a n d e r  
a s i m p l i f i e d  m e a n s  of f i n a n c i n g  o p e r a t i o n s  to f i e  c u s t o m e r s '  o r d e r s ,  
and,  s i n c e  h is  c u s t o m e r s  a r e  not cap t ive ,  an e f f ec t ive  m e a n s  of d e t e r -  
m i n i n g  and c o n t r o l l i n g  h is  c o s t s .  

Thus, we see that the financial management systemis also designed 
to m e e t  the s p e c i a l i z e d  r e q u i r e m e n t s  p e r t a i n i n g  to o u r  l a r g e  l o g i s t i c a l  
a c t i v i t i e s - - t h e  b u l k - s u p p l y  a r e a ,  and the a r s e n a l ,  r e s e a r c h  and d e v e l o p -  
m e n t - - a n d  o t h e r  i n d u s t r i a l - t y p e  p r o d u c t i o n  a c t i v i t i e s .  



So f a r  I h a v e  c o v e r e d  on ly  t h r e e  of the e l e m e n t s  of f i n a n c i a l  m a n -  
a g e m e n t - - b u d g e t i n g  and funding ,  a c c o u n t i n g ,  and p r o g r e s s  r e p o r t i n g ,  
to i n c l u d e  i n t e r p r e t a t i o n  of da ta  f o r  m a n a g e m e n t .  T h e r e  i s  a f o u r t h  
e l e m e n t - - a u d i t i n g - - w h i c h  I shou ld  m e n t i o n .  In the  A r m y ,  aud i t i ng  i s  
e f f ec t ed  m a i n l y  by  the A r m y  Audi t  Agency ,  wh ich  i s  c e n t r a l l y  c o n t r o l l e d  
a t  the D e p a r t m e n t  of the  A r m y  l e v e l  I t  h a s  g rown  up f r o m  r e s t r i c t e d  
a c c o u n t - t y p e  a u d i t s  to the c u r r e n t  c o m p r e h e n s i v e  v e r t i c a l  and l a t e r a l  
e x a m i n a t i o n  of the  f i n a n c i a l  a s p e c t s  of the  A r m y  o p e r a t i o n s .  Tha t  i s  
to say ,  i t  f o l l ows  s e l e c t e d  o p e r a t i o n s  o r  t r a n s a c t i o n s  f r o m  the top to 
the  o p e r a t i n g  l e v e l s  and c o n c u r r e n t l y  e x a m i n e s  c o m m o n  o p e r a t i o n s  
a c r o s s  the b o a r d .  T h r o u g h  th i s  p r o c e s s  s i g n i f i c a n t  t r e n d s  in  a l l  a r e a s  
of f i n a n c i a l  m a n a g e m e n t  a r e  d i s c l o s e d .  

A d d i t i o n a l l y ,  a c e r t a i n  a m o u n t  of a u d i t i n g  i s  a c c o m p l i s h e d  wi th in  
c o m m a n d s  at  the l o c a l  l e v e l s  t h r o u g h  i n t e r n a l  r e v i e w  p r o c e d u r e s .  T h i s  
i s  p r i m a r i l y  c o n c e r n e d  wi th  i n s u r i n g  tha t  p r o p e r  s a f e g u a r d s  e x i s t  to 
p r e v e n t  the u n w i s e  o r  i m p r o p e r  u s e  of r e s o u r c e s  in  the f u t u r e  and wi th  
i m p r o v i n g  the o v e r a l l  e f f e c t i v e n e s s  of the s y s t e m .  

To s u m m a r i z e ,  l e t ' s  s ee  how f i n a n c i a l  m a n a g e m e n t  c o n t r i b u t e s  to 
the  f ive  r e c o g n i z e d  i n g r e d i e n t s  of m a n a g e m e n t - - p l a n n i n g ,  o r g a n i z a t i o n ,  
c o o r d i n a t i o n ,  d i r e c t i o n ,  and c o n t r o l  

F i r s t ,  i t  p r o v i d e s  f o r  the  e x p r e s s i o n  of p r o g r a m  p l a n s ,  bo th  s h o r t  
and  long  r a n g e ,  in  t e r m s  of the d o l l a r s  needed  to g ive  t hem ef fec t .  T h i s  
i s  c o s t - o f - p e r f o r m a n c e  b u d g e t i n g - - t h e  b r i n g i n g  t o g e t h e r  of p r o g r a m s  
and b u d g e t s .  

Second,  i t  i s  o r g a n i z e d  a s  a n  i n t e g r a l  p a r t  of the f u n c t i o n  of c o m -  
m a n d  and u t i l i z e s  f o r  m a n a g e m e n t  p u r p o s e s  the  e x i s t i n g  s t a f f  o r g a n i -  
za t i on .  

T h i r d ,  i t  p r o y i d e s  t h r o u g h  the m a n a g e m e n t  s t r u c t u r e  the n e c e s s a r y  
c o m m o n  l a n g u a g e  f o r  r e l a t i n g  p r o g r a m s  and r e s o u r c e s .  And,  t h r o u g h  
th i s  c o o r d i n a t i o n  p r o c e s s ,  the  p r i o r i t i e s  f o r  p e r f o r m a n c e  and r e s o u r c e  
c o n s u m p t i o n  a r e  e s t a b l i s h e d .  

F o u r t h ,  i t  p r o v i d e s ,  by  m e a n s  of the budge t  a d e c i s i o n - f o r c i n g  
p r o c e s s .  F u r t h e r ,  an  o p e r a t i n g  budge t  i s  u sed  to p r o v i d e  d i r e c t i o n  to 
s u b o r d i n a t e  c o m m a n d s  and a c t i v i t i e s .  

F i f t h ,  i t  p r o v i d e s ,  t h rough  cos t  of p e r f o r m a n c e  and f i n a n c i a l  r e -  
p o r t i n g  c o n t r o l  and r e v i e w  and a n a l y s i s ,  a m e a n s  to t e l l  us  w h e r e  we 
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have  b e e n  and w h e r e  we a r e  going,  and how wel l  we did in r e l a t i o n  to 
what  we sa id  we would  do. And th is  is  a l l  i m p o r t a n t ,  f o r  we m a y  f ind  
i t  n e c e s s a r y  to a l t e r  the c o u r s e  if o u r  m i s s i o n  i s  to be a c c o m p l i s h e d .  

Sixth  and f ina l ly ,  t h rough  a c c o u n t i n g  and audi t ing ,  i t  p r o v i d e s  fo r  
the  d i s c l o s u r e  of e s s e n t i a l  f i n a n c i a l  i n f o r m a t i o n  fo r  p l ann ing ,  c o o r d i -  
na t ion ,  d i r ec t i on ,  and c o n t r o l .  

In c los ing ,  le t  m e  r e v i e w  what  i s  a c c o m p l i s h e d  by t h e s e  c u r r e n t  
s y s t e m s  e m p h a s i z i n g  f i n a n c i a l  m a n a g e m e n t .  L o o k i n g  back ,  we f ind 
that  we have  a lways  m a n a g e d  and have  done a p r e t t y  r e s p e c t a b l e  job 
of it too. Ind iv idua l  c o m m a n d e r s  and staff  o f f i c e r s  have  a c t u a l l y  p l a n -  
ned ,  c o n t r o l l e d ,  execu ted ,  and r e v i e w e d  a c c o m p l i s h m e n t s  wi thout  any 
r e a l  c o n s c i o u s  e f f o r t - - s o  too, in b u s i n e s s  w h e r e  m a n y  t r u l y  s u c c e s s f u l  
e n t e r p r i s e s  o p e r a t e d  a l m o s t  e x c l u s i v e l y  on the  i n t u i t i v e  j u d g m e n t s  of 
a few m a n a g e r s .  H o w e v e r ,  as  t h e s e  b u s i n e s s e s  b e c a m e  l a r g e r  and  
m o r e  c o m p l e x ,  wi th  g r e a t e r  v a r i e t y  in t h e i r  f u n c t i o n s  and m o r e  w i d e l y  
d i s p e r s e d  g e o g r a p h i c a l l y ,  th i s  old p e r s o n a l ,  i n t u i t i v e  m a n a g e m e n t  was  
not  a d e q u a t e .  The  m a n a g e r  could no l o n g e r  r e a c h  out and touch or  look  
and s e e  a l l  of i t - - t h e  r e s u l t  was  the  g rowth  of s y s t e m s  f o r  c o n t r o l  and 
m a n a g e m e n t  that  would  f i l l  n e e d s  o v e r  and above  the m a n a g e r ' s  p e r s o n -  
a l  c o n t r a c t  and c o n t r o l .  I th ink we a l l  r e c o g n i z e  how c o m m e r c i a l  i n -  
s t i t u t i o n s  u s e d  to be  o p e r a t e d  m a n y  t i m e s  by one m a n ' s  i n tu i t i ve  j udg -  
m e n t .  

T h e  A r m y - - a l l  the  D e f e n s e  s e r v i c e s ,  fo r  that m a t t e r - - h a v e  f a c e d  
p r e c i s e l y  the s a m e  p r o b l e m .  We have  a " p e a c e t i m e "  o r g a n i z a t i o n  
(and I put  the w o r d  p e a c e t i m e  in  quotes)  e s t a b l i s h e d  v a s t l y  l a r g e r  and 
d e c i d e d l y  d i f f e r e n t  than e v e r  b e f o r e  k n o w n - - i n  f ac t  the l a r g e s t ,  m o s t  
c o m p l e x ,  the m o s t  w ide ly  d i s p e r s e d  s i ng l e  e n t e r p r i s e  in  the w o r l d .  
T h e  d i f f e r e n c e  a c t u a l l y  b e g a n  to deve lop  with the bui ldup in 1939 and 
1940. The  r e a l  i m p a c t  of the c o m p l e x i t y ,  of c o u r s e ,  was  not fe l t  un t i l  
1 9 4 6 - - a f t e r  the war  when our  old t e c h n i q u e s  of m a n a g e m e n t  w e r e  p l a i n l y  
i n a d e q u a t e .  

L a d i e s  and g e n t l e m e n ,  h e r e i n  l i e s  the r e a l  a c c o m p l i s h m e n t  of ou r  
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 s - - t h e y  a r e  k e e p i n g  us r e s p o n s i v e  to the 
new a t m o s p h e r e  in which  we f ind o u r s e l v e s .  They  a r e  p r o v i d i n g  the 
e s s e n t i a l  s y s t e m a t i c  a p p r o a c h  to c o l l e c t i n g  and d i s s e m i n a t i n g  i n f o r m a -  
t ion  on which  to b a s e  j u d g m e n t s  in i m p l e m e n t i n g  na t i ona l  s e c u r i t y  ob-  
j e c t i v e s .  
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T h e  t e s t  of  t he  c o r r e c t n e s s  of  t h e s e  j u d g m e n t s  i s  h o w  w e l l  t h e  
n e e d s  o f  t h e  c o u n t r y  h a v e  b e e n  m e t  a n d  h o w  e f f i c i e n t l y  t he  s e r v i c e s  
h a v e  u s e d  t h e  r e s o u r c e s  p l a c e d  a t  t h e i r  d i s p o s a l .  N e i t h e r  o f  t h e s e  
t e s t s  i s  s u b j e c t  to a n y  i m m e d i a t e  o r  p r e c i s e  s t a n d a r d  o f  m e a s u r e -  
m e n t ;  h o w e v e r ,  i t  b e h o o v e s  e a c h  of  u s  h e r e  to do h i s  u t m o s t  to  i n -  
s u r e  t h a t  w e  s q u e e z e  t h e  l a s t  d r o p  of  d e f e n s e  f r o m  e v e r y  d o l l a r  e n -  
t r u s t e d  to  u s .  

T h a n k  y o u .  

COLONEL LACKAS: Gentlemen, your questions. 

Q U E S T I O N :  M r .  S e c r e t a r y ,  y o u  s a i d  t h e  A r m y  w a s  o n  a c o s t -  
b a s e d  b u d g e t .  I g u e s s  y o u  a r e  f a r  a h e a d  of  t h e  N a v y  i n  b u d g e t i n g  a n d  
d e c i s i o n - m a k i n g  in  t h e  f i n a n c i a l - m a n a g e m e n t  f i e l d .  W e  h a d  a d i s t i n -  
g u i s h e d  s p e a k e r  w h o  s a i d  t h a t  w h e n  h e  s e t  up  a t a s k  f o r c e  f o r  a n  o p e r a -  
t i o n  to s u p p o r t  t h e  n a t i o n a l  o b j e c t i v e  i n  a f o r w a r d  a r e a ,  h e  h a d  to p u t  
t h e  M a r i n e s  i n .  T h e  r e a s o n  he  g a v e  f o r  i t  w a s  t h a t  t h e  A r m y  c o u l d  n o t  
s u p p o r t  a d i v i s i o n  i n  a f o r w a r d  a r e a .  W h a t ' s  w r o n g  w i t h  t he  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  w h e n  i t  p e r m i t s  s o m e t h i n g  l i k e  t h a t  to happen. '?  

MR. RODERICK: W e l l ,  I d o n ' t  k n o w  w h e t h e r  I c a n  s a t i s f a c t o r i l y  
a n s w e r  t h e  q u e s t i o n  o r  n o t ,  b e c a u s e  I d o n ' t  q u i t e  k n o w  h o w  f i n a n c i a l  
m a n a g e m e n t  t i e s  i n t o  t h a t  p a r t i c u l a r  q u e s t i o n .  

S T U D E N T :  T h e y  d i d n ' t  b u d g e t  i n  t h e  A r m y  b u d g e t  f o r  t h a t  k i n d  o f  
s u p p o r t .  

MR. RODERICK: I w o u l d  s a y  i f  t h a t ' s  t h e  c a s e  i t  i s  n o t  t h e  f a u l t  
o f  a f i n a n c i a l  s y s t e m .  I w o u l d  s a y  i t  i s  t h e  f a u l t - - i t  i s  a f a u l t ,  a n d  I 
d o n ' t  k n o w  t h e  c i r c u m s t a n c e s - - o f  s o m e  b a s i c  d e c i s i o n  r a t h e r  t h a n  t h e  
f a u l t  of  t h e  s y s t e m  i t s e l f .  W h e n  y o u  g e t  a l l  of  t h e s e  r e p o r t s  in ,  w h i c h  
I d e s c r i b e d ,  t h e n  s o m e b o d y  h a s  to m a k e  d e c i s i o n s  f r o m  t h e m .  I w o u l d  
s a y  i f  t h e r e  i s  a w e a k n e s s  i n  t ha t ,  i t  w a s  u s i n g  t h e  i n f o r m a t i o n  f o r  a n  
i n c o r r e c t  d e c i s i o n - - o r  a c o r r e c t  o n e ,  d e p e n d i n g  o n  w h a t  i t  m i g h t  b e .  
I d o n ' t  b e l i e v e  y o u  c o u l d  q u i t e  s a y  i t  i s  t h e  f a u l t  o f  t h e  f i n a n c i a l  s y s t e m  
t h a t  s u c h  a t h i n g  h a p p e n e d .  

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

11 



b l a m e  any  c o m m a n d e r  f o r  t h i n k i n g  tha t  h i s  job,  w h a t  h e  i s  r e s p o n s i b l e  
f o r ,  i s  the  m o s t  i m p o r t a n t  t h i n g  in  the  w o r l d  a t  tha t  t i m e ,  and  f o r  b e -  
l i e v i n g  tha t ,  if  he  c a n ' t  ge t  t he  f u n d s  to t a k e  c a r e  of i t ,  he  i s  b e i n g  
h a n d i c a p p e d .  

N e v e r t h e l e s s ,  s o m e b o d y  m a k e s  t h o s e  d e c i s i o n s  h i g h e r  up ,  and  he  
o f t e n  s u f f e r s  f r o m  t h e m .  

QUESTION: Si r ,  the  g e n e r a l  a r e a  i s  m a c h i n e  a c c o u n t i n g  and  m a -  
c h i n e - r u n  o p e r a t i o n s .  In m y  l i m i t e d  e x p e r i e n c e  i n  the  A i r  F o r c e  in  
t h i s  a r e a ,  we  h a v e  b e e n  r e n t i n g  o r  b u y i n g  m o r e  m a c h i n e s  e v e r y  y e a r ,  
w h i c h  h a s  b e e n  a f i n a n c i a l  d r a i n ,  and,  of c o u r s e ,  it  h a s  a d d e d  p e o p l e  
a l l  the  t i m e .  We h a v e  n e v e r  s a v e d  a n y  p e o p l e  in  t h i s  p r o c e s s .  Wi l l  
y o u  t a lk  a l i t t l e  b i t  abou t  m a c h i n e - r u n  a c c o u n t i n g  in  the  A r m y ,  p l e a s e ?  

MR. RODERICK: N o t h i n g  c o u l d  be  a b e t t e r  s u b j e c t  t h a n  tha t  r i g h t  
now.  We h a v e  b e e n  d i s c u s s i n g  m a c h i n e  o p e r a t i o n s  t h i s  w e e k  a l o n g  the  
s a m e  l i n e s  you  h a v e  b e e n  d i s c u s s i n g .  In f a c t ,  the  m a n  in p a r t i c u l a r  
who  w a s  d i s c u s s i n g  it  w i th  m e  w a s  f r o m  D e f e n s e .  He c o n t r o l s  t h i s  
a r e a .  I b r o u g h t  up the  v e r y  po in t ,  C o l o n e l .  I s e e  t h e s e  s o - c a l l e d  
w o n d e r f u l  s a v i n g s  go o v e r  m y  d e s k  on  the  way  to D e f e n s e ,  the  t r e m e n -  
dous  c o s t  s a v i n g s  tha t  a r e  g o i n g  to r e s u l t  f r o m  t h e s e  m a c h i n e  i n s t a l l a -  
t i o n s ,  bu t  I n e v e r  s e e  the  r e c o r d s  c o m e  b a c k  a b o u t  how t h e y  c a m e  out .  
N o w  and  t h e n  we ge t  one ,  b e c a u s e  t h e r e  i s  s o m e  q u e s t i o n ,  bu t  i n v a r i -  
ab ly ,  the  o r i g i n a l  e s t i m a t e s  h a v e  not  b e e n  m e t .  

I t h ink  you  h a v e  to t a k e  a r a t h e r  b r o a d  v i e w  of i t .  It i s  s t i l l  in  i t s  
i n f a n c y ,  and  t h e s e  m a c h i n e s  a r e  c h a n g i n g  j u s t  a b o u t  a s  f a s t  a s  a r e  the  
m i s s i l e s .  By the t i m e  they  ge t  i n s t a l l e d  t h e y  a r e  p r o b a b l y  o b s o l e t e  b e -  
c a u s e  a new d e s i g n  i s  on  the  b o a r d s  r i g h t  t hen .  I a m  no t  s a y i n g  tha t  we 
s h o u l d n ' t  pu t  in  m o r e  of t h e m .  We a r e  s t i l l  a s k i n g  f o r  m o r e .  But  y o u  
h a v e  b r o u g h t  up a v e r y  i m p o r t a n t  p o i n t .  T h a t  i s :  A r e  we p u t t i n g  t h e m  
a l l  in  in  the  c o r r e c t  p l a c e s ?  A r e  a l l  of t h e s e  i n s t a l l a t i o n s  w h i c h  a r e  
r e c o m m e n d e d  as  good  a s  we t h o u g h t  t hey  w e r e ?  

A n o t h e r  t h i n g - - a n d  t h i s  i s  a q u e s t i o n  o n l y  in  m y  o w n m i n d ,  a l t h o u g h  
m y  o f f i c e  b a c k s  m e  up on th i s  and  h a s  the  s a m e  q u e s t i o n - - a f t e r  y o u  ge t  
t h e s e  m a c h i n e s  and  t h e y  h a v e  a v a i l a b l e  t i m e ,  w h i c h  i n v a r i a b l y  t h e y  do, 
t h e n  y o u  s t a r t  s a y i n g ,  " W o u l d n ' t  i t  be  a w o n d e r f u l  th ing ,  b e c a u s e  the  
m a c h i n e  i s  r i g h t  h e r e ,  to ge t  ou t  a n o t h e r  r e p o r t ?  It  wou ld  b e  so  e a s y  
to ge t  on  t h i s  type  of m a c h i n e . "  Now,  I t h ink  in  a c a s e  l i ke  tha t  y o u ' v e  
got  to l o o k  at  tha t  p r e t t y  c a r e f u l l y  to f i nd  out  i f  tha t  new  r e p o r t  i s  g o i n g  
to c r e a t e  m o r e  p a p e r  w o r k ,  ge t  m o r e  p e o p l e  i n v o l v e d - - s o m e w h e r e  e l s e ,  
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m a y b e  no t  r i g h t  a t  t he  m a c h i n e - - a n d  w h e t h e r  t h a t  r e p o r t  s h o u l d  b e  
s t a r t e d  j u s t  b e c a u s e  i t  w a s  c o n v e n i e n t  to  h a v e  a n d  e a s y  to g e t .  

I d o n ' t  k n o w  w h e t h e r  o r  n o t  t h a t  i s  a s a t i s f a c t o r y  a n s w e r  to y o u r  
q u e s t i o n ,  b u t  I t h i n k  y o u  h a v e  p o i n t e d  up a v e r y  i m p o r t a n t  a r e a .  T h a t  
i s ,  a r e  we  g o i n g  to p u t  i n  m o r e  a n d  m o r e  o f  t h e s e  m a c h i n e s 7  T h i s  i s  
o n e  of  t h e  m o s t  r a p i d l y  d e v e l o p i n g  a r e a s  i n  o u r  e c o n o m y .  W e  w a n t  i t  
to c o n t i n u e  t h a t  way ,  b u t  I t h i n k  w e ' v e  g o t  a r e d  f l a g  up s h o w i n g  t h a t  
m a y b e  we  a r e n ' t  u t i l i z i n g  t h e s e  m a c h i n e s  i n  t h e  b e s t  w a y  i n  e v e r y c a s e .  

F o r  i n s t a n c e ,  s o m e  of  m y  f r i e n d s  i n  i n d u s t r y  h a v e  t o ld  m e  t h a t  
i n d u s t r y  a s  a w h o l e  i s  j u m p i n g  i n t o  t h i s  t h e  s a m e  w a y  a s  t h e  m i l i t a r y  
s e r v i c e s  a r e .  I n  o t h e r  w o r d s ,  y o u  a r e  ou t  o f  d a t e  ff  y o u  h a v e n ' t  go t  
d a t a - p r o c e s s i n g  m a c h i n e r y .  S o m e t i m e s  t he  d e s i r e  f o r  m a c h i n e s  i s  
g r e a t e r  t h a n  c a n  b e  j u s t i f i e d  by  t h e  s t u d y  t h a t  h a s  b e e n  m a d e .  I a m  
a l l  f o r  d a t a - p r o c e s s i n g  m a c h i n e r y .  I t h i n k  i t  i s  o n e  of  o u r  g r e a t  
o p p o r t u n i t i e s  to  g e t  m o r e  d e f e n s e  f o r  t h e  d o l l a r s  w e  h a v e .  B u t  I t h i n k  
w e ' v e  g o t  to  h a v e  a r e d  f l a g  up  to b e  s u r e  w e  a r e  no t  i n s t a l l i n g  t h e m  
w h e r e  t h e y  d o n ' t  p a y  a n d  a l s o  w h e r e  t h e y  m a y  b e  m i s u s e d  a f t e r  t h e y  
a r e  i n s t a l l e d .  

QUESTION: W h e n  t h e s e  f i n a n c i a l  m a n a g e m e n t  d a t a  w e r e  f i r s t  
m a d e  a v a i l a b l e  to t h e  c o m m a n d e r s  u n d e r  t h i s  n e w  p l a n ,  w e  f o u n d  a 
r e l u c t a n c e  on  t h e  p a r t  of  t h e  c o m m a n d e r s  to  e i t h e r  a c c e p t  o r  u t i l i z e  
t h e s e  a c c o u n t i n g  d a t a .  Do  y o u  f e e l  t h a t  s i t u a t i o n  h a s  b e e n  i m p r o v e d ?  
A r e  t h e y  r e a l l y  u t i l i z i n g  the  d a t a  t h e  w a y  t h e y  w e r e  i n t e n d e d  to u s e  
t h e m  ? 

M R .  R O D E R I C I Q  C o l o n e l ,  I t h i n k  I c a n  g i v e  y o u  a p r e t t y  g o o d  e x -  
a m p l e  t h a t  t h i s  i s  h a p p e n i n g .  I r e m e m b e r  w h e n  t h i s  f i r s t  s t a r t e d ,  m o s t  
o f  t h e  c o m m a n d e r s  t h o u g h t  i t  w a s  j u s t  a n u i s a n c e  to b e  a d d e d  to t h e i r  
a l r e a d y  t r o u b l e s o m e  d a y s .  I t  h a s  b e e n  a v e r y  d~f f icu l t  t h i n g  to s e l l  
W e  h a v e  s t u c k  to  i t ,  t h o u g h ,  a n d  I t h i n k  t h e  o t h e r  s e r v i c e s  h a v e ,  t o o .  
N o w  we  a r e  f i n d i n g  t h a t  t h e  c o m m a n d e r  i s  s t a r t i n g  to a s k  f o r  c e r t a i n  
c o m p t r o l l e r  p e o p l e  a n d  h e  i s  s t a r t i n g  to a s k  f o r  c e r t a i n  s y s t e m s .  H e r e  
i s  o n e  e x a m p l e  o f  t he  i n t e r e s t  of  c o m m a n d e r s .  T h e  A r m y  h a s  a c o u r s e  
a t  t he  U n i v e r s i t y  of  S y r a c u s e ,  w h i c h  i s  a 1 4 - m o n t h  c o u r s e ,  w i t h  a m a s -  
t e r ' s  d e g r e e  f o r  a ] i m i t e d  n u m b e r  of  p e o p l e  w h o  a r e  in  t h i s  b u s i n e s s  o f  
c o m p t r o l l e r s h i p .  W e  a r e  n o w  g e t t i n g  r e q u e s t s  f r o m  c o m m a n d e r s ,  " C a n  
we  h a v e  o n e  of  t he  c o m p t r o l l e r s  f r o m  t h e  S y r a c u s e  S c h o o l ? "  T h i s  i s  i n  
a d d i t i o n ,  o f  c o u r s e ,  to  t h e i r  r e g u l a r  s c h o o l i n g .  I t  s h o w s  t h a t  a l l  o f  a 
s u d d e n  i t  h a s  b e c o m e  a h e l p  in  m a k i n g  c o m m a n d  d e c i s i o n s ,  T h a t  i s ,  o f  
c o u r s e ,  t he  p u r p o s e  o f  the  e x e r c i s e  a n y h o w .  I w o u l d  s a y  y e s ,  w e  a r e  
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n o w  s e e i n g  s o m e  r e a l  s i g n s  o f  a c c e p t a n c e .  I t  i s  n o t  c o m p l e t e .  I t h i n k  
o u r  p r o b l e m  now i s  h o w  f a r  d o w n  i t  i s  e f f e c t i v e .  

rive 
it is 
fore 

We w e r e  d i s c u s s i n g  o u t s i d e  t h e  d o o r  t h i s  m o r n i n g  t h a t  i t  i s  e f f e c -  
a t  t he  h i g h e r  l e v e l s  i n  t h e  A r m y  a n d  I g u e s s  i n  t h e  o t h e r  s e r v i c e s  
a l s o  a g r e a t  h e l p  i n  m a k i n g  d e c i s i o n s .  H o w  f a r  d o w n  i t  g o e s  b e -  
i t  l o s e s  i t s  e f f e c t i v e n e s s  i s  s t i l l  q u e s t i o n a b l e .  

QUESTION: A l o n g  t h e s e  l i n e s ,  I w o n d e r  i f y o u h a v e  e v e r  a t t e m p t e d  
to d e t e r m i n e  t he  c o s t  of  t h i s .  S p e a k i n g  of  i n d u s t r i a l - f u n d  i n s t a l l a t i o n s ,  
i n  t he  O r d n a n c e  C o r p s  a l m o s t  e v e r y  i n s t a l l a t i o n  h a s  8 p e r c e n t  o f  i t s  
p e r s o n n e l  i n  c o m p t r o l l e r  a n d  m a n a g e m e n t  o f f i c e  t y p e  of  o p e r a t i o n s .  I n  
o n e ,  w i t h  w h i c h  I a m  f a m i l i a r ,  we  in  t he  o p e r a t i n g  b r a n c h  u t i l i z e d  10 
p e r c e n t  of  o u r  p r o f e s s i o n a l  p e r s o n n e l  to k e e p  the  c o m p t r o l l e r  t n  l i n e .  
T h i s  m e a n s  t h a t  10 p e r c e n t  of  y o u r  p r o f e s s i o n a l s  w e r e  n o t  p r o d u c t i v e .  
C o u l d  y o u  c o m m e n t  on  this.'? 

M R .  R O D E R I C K :  Y o u  n e e d  a c o m p t r o l l e r  f o r  t h e  c o m p t r o l l e r .  
Y e s  I k n o w  the  O r d n a n c e  f e e l i n g  o n  t h a t .  G e n e r a l  H e n d r i c k s  h a s  t a l k e d  
to m e  p e r s o n a l l y  a b o u t  i t .  T h e  O r d n a n c e  C o r p s  f e e l s  v e r y  s t r o n g l y  
t h a t  t h e y  w o u l d  r a t h e r  u s e  t h e  r e g u l a r  A r m y  c o m m a n d  s y s t e m  t h a n  a n  
i n d u s t r i a l  f u n d .  I w o u l d  s a y ,  C o l o n e l ,  p r o b a b l y  b o t h  s y s t e m s  w i l l w o r k .  
D e p e n d i n g  on t h e  s i t u a t i o n ,  t he  p e r s o n a l i t i e s  i n v o l v e d ,  t he  c o n s c i e n t i o u s -  
n e s s  w i t h  w h i c h  i t  i s  w o r k e d ,  a s  w i t h  m a n y  t h i n g s ,  t h e r e  a r e  d i f f e r e n t  
w a y s  of  a t t a c k i n g  t h e  p r o b l e m .  

I w o u l d  g u e s s  t h a t  p r o b a b l y  o n e  of  t h e  w e a k n e s s e s  y o u  h a v e  p o i n t e d  
ou t ,  w h e r e  y o u  u s e  a n  i n d u s t r i a l  f u n d ,  i s  p e r h a p s  t r y i n g  to h a v e  t h e  c o n -  
t r o l  too  f i n e ,  to  t h e  p o i n t  w h e r e  i t  d o e s  r e q u i r e  too  m a n y  p e o p l e .  I a m  
v e r y  w e l l  a c q u a i n t e d  w i t h  t he  O r d n a n c e  C o r p s  f e e l i n g  o n  t h i s ,  a n d  we  
a r e  s t u d y i n g  j u s t  s u c h  a s i t u a t i o n  in  o u r  o f f i c e  r i g h t  n o w ,  a s  to  p r o p o s e d  
i n s t a l l a t i o n s ,  a n d  w h e t h e r  o r  no t  t h e y  s h o u l d  b e  p l a c e d  u n d e r  a n  i n d u s -  
t r i a l  f u n d .  

I t h i n k  m y  b e s t  a n s w e r  to  t h e  q u e s t i o n ,  i f  i t  i s  a n  a n s w e r ,  i s  to  s a y  
t h e r e  a r e  two w a y s  of  s k i n n i n g  a ca t ,  a n d  t ha t  t h e  O r d n a n c e  C o r p s  h a s  
d o n e  a v e r y  g o o d  job  u s i n g  t h e  s t a n d a r d  m e t h o d .  T h e y  h a v e  b e e n  u n -  
h a p p y  w i t h  s o m e  of  t he  i n d u s t r i a l  f u n d i n g ,  due  to t he  c i r c u m s t a n c e s  y o u  
j u s t  c i t e d .  I t h i n k  i t  b e a r s  a lo t  o f  s t u d y .  

QUESTION: I propose a conceptual problem. It seems to me that 
in the Air Force,  in any case, we have been concerned with essentially 
giving the lowest echelon a balance sheet, essentially trying to portray 
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a l l  the a s s e t s  at  a p a r t i c u l a r  i n s t a l l a t i o n .  On the o t h e r  hand t h e r e  a r e  
c e r t a i n  d e c i s i o n s  that  a r e  n e v e r  p r e d i c a t e d  on d o l l a r s - - w h e t h e r  to r e -  
p l a c e  an  a i r c r a f t  eng ine ,  f o r  e x a m p l e .  No one  r e f l e c t s  on the c o s t  of 
an  eng ine .  T h e r e f o r e ,  i t  is  m y  c o n t e n t i o n  that  you  should  a c c u m u l a t e  
d o l l a r s  on ly  w h e r e  d e c i s i o n s  a r e  m a d e  p r e d i c a t e d  on d o l l a r s .  T h u s  you  
cu l l  out  f r o m  the 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  a l a r g e  n u m b e r  of m a c h -  
i n a t i o n s  that  we go th rough  and s ave  t h e m  f o r  s o m e  h i g h e r  e c h e l o n ,  i f  
n e e d e d  at  a l l .  I w o n d e r  i f  the A r m y  has  a p p r o a c h e d  it f r o m  this  point  
of v i ew .  

MR. RODERICK:  I don ' t  th ink we have ,  but  I think y o u ' v e  got a 
v e r y  i m p o r t a n t  po in t .  You could  put  too m u c h  ef for t  into a n  o p e r a t i o n  
ju s t  t r y ing  to c o n t r o l  s o m e t h i n g  you c a n ' t  c o n t r o l .  That  i s  r e a l l y  what  
you  a r e  say ing ,  I th ink.  H o w e v e r ,  if you  a r e  going to m a k e  this  p l an  
w o r k  t h roughou t  the A r m y ,  o r  the A i r  F o r c e ,  y o u ' v e  got to have  a 
s i m i l a r  s y s t e m .  I f  d o l l a r s  a r e  going to be  the m e t h o d  you u s e  f o r  
e i t h e r  m a n a g e m e n t  by e x c e p t i o n  o r  s e l e c t i o n ,  d o l l a r  i n f o r m a t i o n  would  
s t i l l  be  he lpfu l  to a d e c i s i o n  wi thout  be ing  the b a s i s  f o r  w h e t h e r  you  
m a k e  a new eng ine  r e p l a c e m e n t  o r  not .  I th ink you could  s t i l l  u s e  those  
d o l l a r  c o m p a r i s o n s  f o r  m a n a g e m e n t  d e c i s i o n s .  I c e r t a i n l y  a g r e e  you  
canno t  u se  a d o l l a r  p r o g r a m  to d e c i d e  when  to r e p l a c e  an  a i r p l a n e  en-  
g lue .  I a s s u r e  y o u  that  m u s t  be  p a r t  of the o v e r a l l  d e c i s i o n  w h i c h  the 
d o l l a r s  wi l l  not c o n t r o l .  

I a g r e e  wi th  y o u r  m a i n  concep t .  You c a n ' t  c o n t r o l  e v e r y t h i n g  by  
d o l l a r s .  

QUESTION: Si r ,  I u n d e r s t a n d  that  as  a r e s u l t  of the R e o r g a n i z a t i o n  
Ac t  l a s t  y e a r  they a r e  going to get  the Jo in t  Chie fs  in to  the budge t  p i c -  
t u r e ,  the f i n a n c i a l  m a n a g e m e n t  p i c t u r e ,  and that  the un i f i ed  c o m m a n d -  
e r s  wi l l  be  c o m i n g  up wi th  t h e i r  budge t  s u b m i s s i o n s  in  the f o r m u l a t i o n  of 
the  budge t .  I w o n d e r  i f  you  could  te l l  u s y o u r  i m p r e s s i o n o f  the i m p a c t  on 
the s e r v i c e s  of s u c h  a s y s t e m  and w h e t h e r  you  think it  i s  at  a l l  f e a s i b l e .  

MR. RODERICK:  Wel l ,  it  i s  c e r t a i n l y  p a r t  of a p lan .  H e r e  is  
R o d e r i c k  s p e a k i n g - - n o t  the A r m y .  I would  hope that  ff the J o i n t  Ch ie f s  
do get  in to  the  budge t  r e v i e w ,  and  I think they w i l l - - a n d  m a y b e  p r o p e r l y  
s o - - I  th ink they  s h o u l d - - I  hope  it  wi l l  be  in m o r e  o r  l e s s  a p o l i c y  o r  a 
c h e c k i n g  m e t h o d  r a t h e r  than a g r e a t  b ig  s taf f  to go o v e r  all  the f ine  de -  
t a i l s  and ge t t ing  into  the budge t  p r o c e s s .  In o t h e r  w o r d s ,  I hope  they  
c a n  a c c e p t  the s e r v i c e  b u d g e t s  and r e v i e w  them fo r  c e r t a i n  i m p a c t  on 
t h e i r  p r o b l e m s  r a t h e r  than b e c o m e  a n o t h e r  budge t ing  group .  In fac t ,  
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I have  the s t r o n g  f e e l i n g  that the o r i g i n a l  1947 Act  m e a n t  j u s t  what  i t  
s a i d - - t h a t  D e f e n s e ,  and now the Jo in t  Chiefs ,  a r e  s u p p o s e d  t o b e p o l i c y -  
m a k i n g .  If you  dup l i ca t e  e v e r y t h i n g  the s e r v i c e s  have  and t ry  to go 
o v e r  a l l  the w o r k  aga in ,  it s e e m s  to m e  you  have  jus t  a n o t h e r  l a y e r  in 
o u r  G o v e r n m e n t .  

I would  hope that  the Jo in t  CbAefs do get in to  the budge t  p r o c e s s ,  
b e c a u s e  I think it i s  m o s t  i m p o r t a n t  to t h e i r  d e c i s i o n s .  I don ' t  know 
how they can  e s c a p e  i t .  They  get in to  it  to s o m e  d e g r e e  now, e v e n b e -  
f o r e  the r e o r g a n i z a t i o n .  But I hope it  wi l l  be  a p o l i c y m a k i n g  r e v i e w ,  
r a t h e r  than a n o t h e r  budge t  p r o c e s s .  I th ink we have  enough now. 

QUESTION: M r .  S e c r e t a r y ,  I was  p a r t i c u l a r l y  c o n c e r n e d  about  
y o u r  r e m a r k s  r e l a t i n g  to the Navy s tock  fund.  I s a y " N a v y  s tock  fund, " 
b e i n g  in that  s e r v i c e .  

MR. RODERICK:  I m e a n t  the A r m y  s tock  fund.  Did  I s a y  the 
Navy  s t o c k  fund? 

STUDENT: No. I am the one who is saying the Navy stock fund. 
Y o u  r e f e r r e d  to the f l e x i b i l i t y  of the fund, p a r t i c u l a r l y  r e l a t i n g  to the 
p r o c u r e m e n t  of long l e a d t i m e  i t e m s .  Now, as  an o p e r a t i n g s u p p I y m a n -  
a g e r  who has  dea l t  wi th  t h e s e  s t o c k  funds  in  r e c e n t  y e a r s ,  I c a n ' t  s e e  
that  I a m  any  m o r e  f l ex ib l e  than I was  when  I was  buy ing  f o r  end u se .  
I a m  s u b j e c t  to the s a m e  a l l o t m e n t  s y s t e m s  that  I had b e f o r e ,  and,  as  
a m a t t e r  of f ac t ,  the fac t  that I r e c e i v e  Navy  s t o c k  fund a l l o t m e n t s ,  in  
m a n y  v e r y  r e a l  i n s t a n c e s ,  pu t s  m e  in  the p o s i t i o n  of f ind ing  that  I have  
a d i s p a r i t y  b e t w e e n  the m o n e y  in m y  fund and the m o n e y  in  the  hands  of 
the c u s t o m e r s  who buy the m a t e r i a l ,  In o t h e r  w o r d s ,  we a r e  a c t u a l l y  
b e i n g  c o n f r o n t e d  in this  day and age  with  the f ac t  that we  c a n ' t  buy  f o r  
s t o c k  in  o r d e r  to put an  i t e m  in the h a n d s  of the c u s t o m e r .  I ' d  l ike  you  
to c o m m e n t  p a r t i c u l a r l y  on the b u s i n e s s  of a l l o t i n g  funds  u n d e r  a s t o c k  
fund o p e r a t i o n ,  ff you  would ,  s i r .  

MR. RODERICI~  Now, I a m  not too we l l  v e r s e d  in  a n s w e r i n g  that  
p r o b l e m ,  b e c a u s e  I am not a c q u a i n t e d  wi th  what  the A r m y ' s  f ie ld  p r o b -  
l e m s  a r e  in that  l ine .  Most  of the A r m y  peop le  te l l  m e  that  the s tock  
fund i s  an  a d v a n t a g e  to t h e m .  

P e r h a p s  you a r e  r e l a t i n g  to one  of ou r  r e a l l y  s e r i o u s  p r o b l e m s ,  one  
on w h i c h  we hope D e f e n s e  wi l l  g ive us  s o m e  r e l i e f .  I a m  s u r e  they wil l ,  
b e c a u s e  they  f e e l  the s a m e  way .  In m a n y  i n s t a n c e s ,  when  we d i s p e n s e  
s o m e  of our  s tock  off the s h e l v e s  to o t h e r  c o n s u m e r s ,  we c a n ' t  get  the 
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m o n e y  to r e p l a c e  i t  w i t h o u t  g o i n g  b a c k  a n d  s t a r t i n g  a l l  o v e r  a g a i n .  T h e  
m a n  a t  t h a t  l e v e l  l o s e s  t h e  f l e x i b i l i t y  w h i c h  y o u  h a v e  j u s t  r e f e r r e d  to .  
W e  do h a v e  t h a t  p r o b l e m ,  b u t  I d o n ' t  b e l i e v e  i t  i s  g e n e r a l  t h r o u g h o u t  
o u r  s t o c k - f u n d  a r e a .  

M a y b e  s o m e  of  t h e  A r m y  m e n  h e r e  w i l l  c h e c k  m e  o n  t h a t  s t a t e -  
m e n t .  T h a t  i s  m y  t h o u g h t  o n  i t .  

S T U D E N T :  T h e  p a r t i c u l a r  a r e a  I t a l k e d  a b o u t  i s  c l o t h i n g ,  w h i c h  
i s  u n d e r  a s i n g l e  m a n a g e r  i n  t he  A r m y .  

MR. R O D E R I C K :  C l o t h i n g ?  I d o n ' t  b e l i e v e  I c a n  a n s w e r  t h a t  
q u e s t i o n ,  C a p t a i n .  I ' m  s o r r y .  

C O M M E N T  F R O M  T H E  F L O O R :  In  t h e  f i e l d  of  s t o c k  f u n d s ,  w e  
h a v e  r u n  i n t o  t h e  p r o b l e m  t h e  C a p t a i n  i s  t a l k i n g  a b o u t .  T h a t  h a s  b e e n  
p a r t i c u l a r l y  t r u e  in  r e l a t i o n  to t he  f i e l d  c o m m a n d s ,  t h e  o v e r s e a s  f i e l d  
c o m m a n d s .  T h e y  h a v e  b e e n  g i v e n  c e r t a i n  a l l o t m e n t s  a n d  t h e i r  a l l o t -  
m e n t s  e x c e e d e d  t h e  a u t h o r i z a t i o n  w e  h a d  f o r  p r o c u r e m e n t  i n  t h e  s t o c k  
f u n d .  T h e y  a c t u a l l y  h a d  m o n e y  o n  t h e i r  b o o k s .  C u s t o m e r s  w o u l d  c o m e  
i n  a n d  s a y ,  " W e  w a n t  s u c h  a n d  s u c h  a t h i n g ,  " b u t  we  h a d  no  a u t h o r i z a -  
t i o n  to p u r c h a s e .  A s  a r e s u l t  w e  h a v e  h a d  to s a y  to t h e f i e l d  c o m m a n d e r ,  
" W e  a r e  s o r r y  w e  c a n ' t  g e t  i t  n o w .  W a i t  two  o r  t h r e e  m o n t h s  a n d  t h e n  
w e  c a n  b u y  i t .  " A n d  we  h a v e  h a d  to w a i t  two o r  t h r e e  m o n t h s  to b u y  
t h e  m a t e r i e l  o n  r e q u i s i t i o n  a n d  t h e n  t h e y  m a d e  q u o t a  a l l o t m e n t s  to  u s  
u n d e r  t h e  c o n s u m e r  f u n d .  

M R .  R O D E R I C K :  W i t h  t h a t  r e p o r t ,  I ' d  s a y  i t  i s  a d e f i n i t e  w e a k n e s s  
w h i c h  m u s t  b e  o v e r c o m e .  

C O M M E N T :  T h e r e  i s  o n e  o t h e r  f a c t ,  M r .  S e c r e t a r y ,  w h i l e  I a m  
up  h e r e .  W e  h a v e  g o n e  t h r o u g h  t he  e x p e r i e n c e  o f  the  T r e a s u r y  D e p a r t -  
m e n t  b e i n g  s h o r t  of  m o n e y .  A s  a r e s u l t ,  w e  h a v e  b e e n  t o ld  to  d r a w  d o w n  
o n  t h e  s t o c k f u n d ,  t h a t  w e  s h o u l d  s e l l  o f f  t he  s h e l f  a n d  w o u l d  n o t  b e  r e i m -  
b u r s e d  s o  t h a t  we  c o u l d  r e s u p p l y  o u r  s h e l v e s .  I s  t h e r e  a n y  p o s s i b l e  
w a y  we  c a n  g e t  o u t  of  t h e  p o l i t i c a l  a s p e c t s  of  t h i s  t h i n g  a n d  g e t  to  a t r u e  
r e v o l v i n g  f u n d ?  

MR. R O D E R I C K :  I c a n  a s s u r e  y o u  w e  w o u l d  l i k e  to .  I w o u l d  a l s o  
l i k e  to c o n f i r m  w h a t  y o u  s a i d .  I t  h a s  b e e n  a v e r y  e a s y  t h i n g  f o r  b a l a n c -  
i n g  t h e  b o o k s .  If  y o u  c a n ' t  c u t  s o m e w h e r e  e l s e ,  c u t  t h e  s t o c k  f u n d .  I n -  
d u s t r y  c o u l d n ' t  o p e r a t e  t h a t  w a y .  A l l  a s t o c k  f u n d  i s  i s  m o n e y t o f i n a n c e  
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a s h e l f - s t o c k i n g  p r o g r a m .  If  e v e r y  t i m e  y o u  a r e  i n  t r o u b l e  y o u  j u s t  
t a k e  s o m e  of  t he  m o n e y  ou t ,  t h e r e  i s  n o t h i n g  to do  b u t  c u t  t h e  g o o d s  o n  
y o u r  s h e l v e s ,  a n d  t h e  f i r s t  t h i n g  y o u  k n o w  the  s u p p l y  i s  i n a d e q u a t e .  

T h i s  h a s  to b e  c l e a r e d  up .  I t h i n k  m a y b e  we  w i l l  n e e d  c o n g r e s -  
s i o n a l  a s s i s t a n c e  to  do  i t .  T h e y  a r e  i n t e r e s t e d  i n  i t .  T h e  A p p r o p r i a -  
t i o n s  C o m m i t t e e  t h a t  w e  w o r k  w i t h  i s  i n t e r e s t e d ,  a n d  I k n o w  i t  i s  t r u e  
a l s o  of  t h e  N a v y  s u b c o m m i t t e e  a n d  t h e  A i r  F o r c e  s u b c o m m i t t e e .  T h e y  
a r e  w e l l  v e r s e d  o n  t h e  s t o c k  f u n d .  T h e y  k n o w  i t  w e l l .  T h e y  k n o w  the  
p r o b l e m s .  B u t  i t  h a s  s o  f a r  s t i l l  b e e n  s u b j e c t  to  t a m p e r i n g ,  to  t h e  
p o i n t  w h e r e  i t  h a s  b e e n  a n d  i s  a r e a l  p r o b l e m ~  

O n e  of  t he  p r o b l e m s  we  h a v e  h a d  i s  w i t h  t h e  t r e m e n d o u s  s t o c k s  
f o l l o w i n g  K o r e a .  I t  go t  to  b e  a h a b i t  e a c h  y e a r  to  s a y ,  " W e l l ,  y o u d o n ' t  
n e e d  t h i s  a n y  m o r e ,  b e c a u s e  f i g h t i n g  in  K o r e a  i s  o v e r .  " So y o u  s t a r t  
c u t t i n g  d o w n .  A n d  n o w  i t  h a s  b e c o m e  p r e t t y  m u c h  a r e g u l a r  t h i n g e v e r y  
y e a r  to m a k e  a d j u s t m e n t s .  

I t ' s  a v e r y  g o o d  p o i n t .  S u c h  a c t i o n s  s h o u l d  b e  s t o p p e d  o r  t h e y  
m i g h t  e n d a n g e r  t h e  w h o l e  s t o c k  f u n d  c o n c e p t .  

Q U E S T I O N :  M r .  S e c r e t a r y ,  f o u r  o r  f i v e  y e a r s  a g o  t h e  D e p a r t m e n t  
o f  t h e  A r m y  c a m e  to t h e  E u r o p e a n  C o m m a n d  a n d  w a n t e d  to  p u s h  f i n a n -  
c i a l  m a n a g e m e n t  d o w n  b e l o w  the  f i e l d  A r m y  l e v e l  to t h e  c o r p s  a n d  d i v i -  
s i o n  l e v e l .  T h e  c o m m a n d i n g  g e n e r a l  o v e r  t h e r e  r e s i s t e d  i t .  H i s  e x a m p l e  
t h a t  h e  u s e d  to r e s i s t  i t  w a s :  " I f  I h a v e  o n  o n e  h a n d  t h e  d i v i s i o n  c o m -  
m a n d e r ,  h e r e ,  w ho  w a n t s  to go ou t  a n d  t r a i n  u n d e r  r u g g e d  c o n d i t i o n s ,  
o v e r  t o u g h  t e r r a i n ,  a n d  a t  n i g h t ,  h i s  c o s t  f o r  m a i n t e n a n c e  of  p a r t s ,  a n d  
s o  f o r t h ,  i s  g o i n g  to b e  h i g h .  O n  t he  o t h e r  h a n d ,  a n o t h e r  d i v i s i o n  c o m -  
m a n d e r ,  w h o  i s  a w a r e  o f  t h e s e  t h i n g s ,  w i l l  t r a i n  i n  t h e  d a y t i m e ,  o v e r  
e a s y  t e r r a i n ,  a n d  a v o i d  t h e  b a d  w e a t h e r .  W e  m e a s u r e  t h o s e  f r o m  a 
f i n a n c i a l  p o i n t  o f  v i e w ,  a n d  t he  f i r s t  o n e  i s  no  g o o d  a n d  s h o u l d  b e  r e -  
l i e v e d ,  a n d  t h e  s e c o n d  o n e  s h o u l d  b e  p r o m o t e d  to  a l i e u t e n a n t  g e n e r a l .  " 
W e  h a v e  no  w a y  d o l l a r w i s e  to m e a s u r e  t h e i r  p e r f o r m a n c e .  H a v e  w e  
t a k e n  m e a s u r e s  to p r e v e n t  t h i s  f r o m  g o i n g  d o w n  to t h a t  level. '?  

M R .  R O D E R I C K :  I d o n ' t  t h i n k  w e  h a v e  t a k e n  s p e c i f i c  m e a s u r e s ,  
b u t  I t h i n k  i t  i s  j u s t  a b o u t  a s  s i m p l e  a s  y o u  h a v e  s a i d .  I w o u l d  s a y  t h e  
r e a l  a n s w e r  i s  e i t h e r  i t  s h o u l d  n o t  b e  c a r r i e d  t h a t  f a r ,  o r  t h e  s i t u a t i o n  
s h o u l d  b e  r e c o g n i z e d .  I c a n ' t  s e e  w h y ,  i f  i t  i s  a v a l i d  d i f f e r e n c e - - a n d  
I d o n ' t  q u e s t i o n  the  v a l i d i t y  o f  i t - - i t  c a n ' t  b e  r e c o g n i z e d  i n  t h e  m o n e y  
t h a t  i s  a v a i l a b l e  f o r  t h a t  p u r p o s e .  A f t e r  a l l ,  y o u  canTt  e x p e c t  t h o s e  o n  
t h e  f r o n t  l i n e  no t  to t r a i n  i n  t h e  p r o p e r  m a n n e r .  I k n o w  we  h a v e  s o m e  

18 



o t h e r  p r o b l e m s  in t r a i n i n g ,  too, bu t  th is  one  shou ld  not  be  a h a n d i c a p  
to you .  I 'd  s a y  that  the d e c i s i o n  t h e r e  is  o n e  of two th ings .  E i t h e r  you  
c o r r e c t  it  so  the t r a i n i n g  c a n  b e  p e r f o r m e d  o r  i t  s h o u l d n ' t  be  c a r r i e d  
to that  l e v e l .  You c a n ' t  m o n k e y  wi th  y o u r  f r o n t l i n e  d e f e n s e .  

C O L O N E L  LACKAS:  M r .  R o d e r i c k ,  I s e e  you  have  a n s w e r e d  t h e i r  
q u e s t i o n s .  

MR. R O D E R I C K :  I don ' t  th ink  I have ,  but  I t r i e d  to. 

C O L O N E L  LACKAS- I f e e l  tha t  you h a v e  p r o v i d e d  t h e m  in y o u r  
ta lk  wi th  the  b a s i c  i n f o r m a t i o n  c o n c e r n i n g  f i n a n c i a l  m a n a g e m e n t .  In 
m y  e x p e r i e n c e  h e r e  y o u r s  i s  the b e s t  s t a t e m e n t  of i t .  On b e h a l f  of 
t h e s e  s t u d e n t s  and  of the C o m m a n d a n t ,  I want  to thank  you fo r  y o u r  
t a lk  and  fo r  y o u r  v e r y  f r a n k  a n s w e r s  to the q u e s t i o n s .  

MR. RODERICK:  T h a n k  you  v e r y  m u c h .  It has  been  a g r e a t  p l e a s -  
u r e .  

(27 Apr  1960 4 , 6 0 0 ) O / p c : e h  
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