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ABSTRACT

All very large organizations are beset with problems, some

of which are beyond the expertise of management. The Navy is

no exception. In an effort to rectify these problems the

priva te sector is placing heavy reliance on ma nagement consult-

ing services. Internal consultants are playing an increasingly

significant role in that process in conjunction with their

external counterparts. There fore , It seems logical to incorpor-

ate, in an integrated approach , the prudent use of in terna l, as

- well as external, consultants to assist Navy ma nagement to

economically solve their problems. This thesis supports such an
- 

integra ted approach .
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I. INTRODUCTION

Hundreds of thousands , perhaps millions of men and women In

• modern society derive their livelihood from the fact tha t the

ma terial world we have created Is often baffling, overly complex ,

even fearful. Lawyers thrive because of the ambiguities of our

system of justice; accountants because counting and what ’s being

counted is hazy and opaque . At the center of this swirling

vortex of socio—economic confusion, profiting from it perhaps

more than others, are today ’s mana gement consultants . What ’s

more , their future will continue to be financially rewarding as

long as business and government leaders perceive their own

environment and decisions as increasingly complex in scale and

in quality .

Companies hire ma nagement consultants for severa l reasons ;

not the least of which is the consultants ’ expertise in problem

solving . For a great many, if not the majorIty of consulting

projects, larger companies almost certainly have the expertise

they need among their own employees. For this, as well as other

reasons to be discussed later, a number of large corporatIons

have set up Internal consulting teams.

Interna l consulting, as such, has evolved. It has had

antecedents tha t have influenced its na ture. To fully understa r~d

the present thrust of this still emerging function, one needs to

know its prior history. It is most appropriate to start with a

historical sketch of the externa l consulting variety .

6
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II. HISTORY OF CONSULTING

The genesis of ma nagement consulting is obscured In the

mists of time . However , the profession ’ s written history begins

with Fredrick Taylor , Henry Gantt , and other pioneers of scien-.

tific management, who began their work around the turn of the

century . The first “Consultants ” worked in factories and

specialized in Improving work me thods and setting time standards

for production work. As time went on, however , business and

government sought assistance from consultants in many other

areas , and the consulting profession grew .

The advent of World War I brought on a rapidly increasing

dema nd for manufactured products which in turn provided a

fertile field for consultants adept in the improvement of work

methods, the estabU.shment of time standards and incentive

compensation systems .

The post—World War I economic surge marked a dema nd for sales

and marketing specialists. The twenties saw labor relations and

personnel considerations spring up as viable areas for consult-

ants. Throughout the depression years consultants had difficulty

in obtaining engagements, as most companies had cut their opera -

tions to the bone and had little money to spend for anything,

let alone consultants . However, even these trying years saw an

expansion in the types of services offered.

With the 1930’s, and business ’ long agonizing slide , there

was plenty of demand for cost cutting advice . But the times also

7

~1T ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~



~~-- ~~~~~~~~~~~~~~~~~~~~~~~~ 
--

forced companies like McKinsey and Compa ny to add a batch of

new services. Chief of them were corpora te organization and

marketing . Banks and boards of directors with bankrupt or

falling companies on their hand s turned to people like McKInsey

and other counselors for help in reorganizing and reorienting

the companies .

Next came World War II caus ing a simultaneous surge in demand

for the products of our industrial machine and a shorta ge of

labor. These condItions provided a great opportunity for con-

sultants to Improve factory operations , resolve production

bottlenecks , and develop methods and programs to train new

workers . Also at tha t time , there was plenty of money available

to pay for consultants . Many government contracts provIded

compensation on a cost—plus basis , and companies were faced with

• an excess profit tax on earning s signIficantly above those of

the pre-wa r period . Both of these factors led to the expa nded

use of consultants , because , in effect , the government was paying

for a large portion of the fees, either through higher costs or

through foregone taxes.

Throughout the 1940’ s industry was becoming increasingly

complex. Problems of finance , marketing, logistics and distri-

bution became more complicated. Even research methodology under-

went a metamorphasis. Organizations could no longer indulge in j.
the luxury of nurturing a product through many years of research.

The research function had to be blended Into top management’ s
4
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~~a saw the emergence or p ro l i fe ra t ion  of consul tants  in f inance ,

accounting, ma rketing research , logistics, and research develop-

ment and eva lua t ion .

By now the large consulting houses were well entrenched .

Na mes such as Booz , Allen and Ham il ton; McKln sey and Company;

McCormick and Paget ;  Arthur  D . Little ; Stanford Research Insti-

tute; and others had become well known and accepted. An indica-

tion of the size and diversity of these consulting firms is

provided by a synopsis of Booz, Allen and Hamilton , circa 1952.

The firm had grown to an operating organization of over 350

people, with facilities nationwide serving both government and

the priva te sector . They had specialists in sales, marketing,

personnel and labor relations, finance and control, research

activity and procedures, as well as manufacturing and production

engineers and economists .

The Korean “policing action ” provided opportunities simila r

to those in World War II, although in a less dramatic fashion.

Here again, manufacturers were working on cost-plus contracts

for the government arid were faced with an excess profits tax.

Consulting costs were considered an expense in the year in which

they were Incurred. Therefore, they tended to reduce profits

and produce an almost corresponding reduction In the income taxes

of an organization faced with an excess profIts tax. To the

extent tha t the organization gained lastIng benefit from improve-

ments made to It by the consultants, tha t benefIt was in effect

largely paid for by the Federa l Government.  Therefore , as tute

9



ma nagers used these tax-fina nced servIces as a sprIngboard to

more p r o f i ta b le ar ~u expanded operattons -iuring the “a c t I o n ” and

post— ”action ” perIods .

The Cold War perIod which followed and such incidents as

the Berlin Blockade , brought consultants new opportunitIes .

The increased expendItures for mIlitary preparedness harnessed

professionals adept In applied ma thematics , operations research ,

game theory, probabIlIty and ma thematical progr3m~’.Ing to analyze

arid develop military strategIes os well as develop cost-benefit

analysis aimed at determining whlch of varIous weapons systems

to employ.

Coincident with thIs development In the milItary sector was

the decision by many large U.S. Co~panies to locate product Ion

facilities overseas , partlo ularly In Europe . As these U.S.

Com pan ies went  overseas, they wIshed to take wIth them the

~3nufacturIng marketIng and organIzatIon technique s tha t they

had successfu l ly  employed In the U .S. To assist them in this

endeavor , they called upon consultants , who helped them to lay

cut plants and establIsh working method s and standards . Consult-

ants alsc helped in ma rket studIes, developing marketing organI-

zations and plans, and in overall corporate long-range plannIng .

Overseas movement prompted ma nagernent consultIng firms to open

offices in the major capitals of Europe , South America and the
- 

- Orient.

• The in t roduction of the computer marked a new era for con-

sultants. The process of selecting and installing a computer

required an expertise tha t most companies did not possess .

1 10
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Because of the c o n s i d e r a b l e  e f f o r t  needed to p r o g r a m  c om p u t e r s ,

this work  was  a l s o  con t ra c ted out  by the c o mp u t e r  u s e r .  This

the n led to the deve lopmen t  of “ s o f t w a r e  houses ” , companies who

programme d compute r applications .

The computer also permitted operations research technique s

such as ma thematical programming and simulatIon to aid in the

solution of ma nagement problems . Interactive display comnute r

termInals further enhanced the computer ’ s abilItIes. Ma nagers

depended In great measure upon consultants to employ these

technique s to solve the pressing operatIona l and technIcal

problems confronting the managers .

During the same period , government programs expa nded slgnif-

icantly into areas where they had never penetrated very deeply

before. PrIme examples were the social programs In the fields

of health , educatIon and we lfare , and more recently, areas such

as transportat Ion and crImIna l justice. These activIties were ,

in most instances , beyond the capabilities cf the respective

government unIts to conduct wIthout assIstance . So, these

entitles turned to consultants for help and , thus , one of the

more lucrative fields of work for the consultIng profession has

developed .

Thus, from this chronology of events and brief synopsIs of

the development of ma nagement consulting, one can understand how

this profession evolved. From its initial IndustrIal , human

engineering orientatIon , ma nagement consultIng has advanced to

become an immensely important and often used internationa l 



multifur.ctlonal, multibillion dollar industry with clients in

the priva te and public sectors .

Interna l consulting is a much more recent animal. It is

considered by most a refinement in the staff concept of ma nage-

ment tha t emphasIzes making available to the manager a specialist

or team of specialists to assist tha t manager by

- Identifying opportunities arid problems

- Studying the reasons for the meaning of those opportunities
and problems

- Preparing recommendations that integrate the ideas of
the team members with the point of view of the ma nager

- Being at hand to assist the ma nager in implementing
the recommendations he accepts .

The more immediate recent history of interna l consulting

includes the area of the ma nagement audit . A management audit

Is a broad and constructive examination and diagnosis of the

policies , organizatIon and operations of all phases of a business .

The object ive is to ar r ive  a t  a dispassicna te and ve r i f i ab l e

basis for comparing wha t is being done and how well it is being

done with the plans, policies and standards of the organiza tion,

and to understand the reasons for positive and negative variances

from those plans, policies and sta ndards.

Management audits tell management how it is doing but do not

solve its problems . From interna l consulting mana gement gets

not only diagnosis, but also the answer on how to cure the

disease, how to improve performance , or how to achieve some other

goal. If the mirror in the hand of Snow White ’ s stepmother had

been an Interna l consultant, it would have told the lady not just

12
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tha t her stepda ughter was prettier , but also how to get that

way he r se l f.  A~ it was , the m irror only gave a management

a ppraisa l

Because of its pervasiveness and its close link to Interna l

consultIng , the systems and procedures staff function has signif-

icantly shaped the practice of interna l consulting . Managers

with vision have long realIzed that , when something Is out of

control , more is needed tha n an awa reness of the fact. They

buttressed their staffs wIth people who could Introduce the

remedy . These systems people gave managerial problem solving

a perspective and a value tha t were quickly recognized and well

used.

The mos t obvious an teceden t , however , is the externa l con-

sultant . The technIques and methodology are similar and so are

the designations . In f a c t , ma ny of the exis tlrtg in-house con-

sultants were established at the suggestion of outside consultants.

The Impe tus for establishing this “captive consultant ” , as

We inga rten calls It , come s from the need to have someone in the

company to assist in implementing recommenda tions , f rom the

oos t outside consulting represents and from the need to crea te

and keep know-how in the organization . This impetus on top of

the availability of f lexible  s t a f f  depa r tments , gave issue to a

forma l interna l consulting function.

Many of the advantages and disadvantages of both interna l

and externa l consultants are to be addressed later. However ,

the basic question should be answered first. Why use ma nagement

consultants ” The question can be answered In a word , time . The

13
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consultant has it, he sells it and the manage r buys it. Be he

Interna l or externa l, the consu l t an t’ s forte  Is in his ability

to a ugment a manager ’ s “ s t a f f ” in short  fashion , for a temporary

finite interval , to attack a specific area or problem.

In government particularly, time is a valuable asset. One

reason is tha t in the federal bureaucracy a lot of people have

to be consulted (no pun intended ) before decisions are made .

Therefore, a fully “staffed” report , which will stand up to the

critical analysis at each successive echelon, is required. If

the ma nager is operationally or otherwise detained or diverted ,

he wlll not be able to devote the requisite concentration of

time to succeed. The consultant has the ability , at a price , to

devote his entire attention to the manager ’s dilemma .

As modern organizations have become larger, more complex and

faster moving, their success has become increasingly dependent

on the ability of innovative decision makers and highly trained

staff technologists to blend their efforts to reach a common

objective . In the past, personne l, financial , legal, etc.,

staff groups have tended to play fairly stable , well-de fined

roles. However, developments , particularly in computer based

methods for decision making and planning, bring sta ffers more

frequently and more intima tely Into wha t was tradItionally the

exclusive territory of line ma nagers. In other words, as the

manager ’ s time dema nds increase in the “flip—a—swItch” world of

today, larger and larger staffs will be required if timely actions

are to be taken. Consultants provide an alternative to those

larger staffs, be they business or governmental .

iLl,
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This alternative of consulting services brings with It,

however , some j u s t i f i ed  c r i tI c i sms  and some ra ther s i g n i f i c a n t

side effects , specifically as It relates to government opera-

tions. One of the more notable  c r i t i c i sms  is tha t  consu l tan ts

are l i t t le  more than a c i rcumvent ion of c ivi l ian ceiling pOint

constraInts. Instead of complying with the full intent of

Congressiona l or otherwise ma nda ted personnel end-strength

reductions , clever federa l ma nagers, including some Navy types,

have “dodged ” the efficiency issue by hiring consultants to

replace the ceiling points tha t have evapora ted. In this regard

the consultant is de finitely viewed in a less tha n amiab le  l ight.

The corollation between this dodge and lease/buy comparison

in hardwa re/services procurement , is very strong . Through the

various processes which dIstribute and account for resources , a

manager in the federal sector , today, fInds it much easIer to

lease the consultant ra ther than buy the ceiling point, even if

the long run cost benefIt analysis Indicates the reverse course

of action.

Over the years, some fairly substantial priva te enterprises

have developed and prospered due to just such reasons. This has

occurred to the point of some of these “priva te” corporations

bordering on actually being pseudo-governmenta l agencIes . That

is, without the government’s work and accompa nying dollars to

sustain the organizations, they would almost surely cease to

g exist.

The subjects of lease/buy considerations and pseudo-govern-

-
; menta l agencies could , in themselves, consume numerous theses .

15
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Therefore, it is appropria te to return to the task at hand by

comparing ~he avenues of Interna l and external consulting.

16 
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III. ADVANTAGES AND DISADVANTAGES
OF CONSULTING

Both the Government and business communities have a number

of stra tegies avai lable for obtaining ma nagement consulting or

s t a f f  services . They may create and ma intain their own

permanent, Interna l consulting s t a f f , contract  externa l con-

sultants for all specialized needs, or select some combinatIon

consisting of interna l s t a f f  supplemented , when necessary,  wi th

externa l talent. Each of these stra tegies has some distinct

advanta ges and disadvantages.

A. INTERNA L

Interna l consultants are preferable under any or all of the

following scenarios:  Knowledge of and fami l ia r i ty  with the

organization ’s intricacies are v i ta l ;  a permanent sta ff readily

available is desired; and/or management requires that certaIn

da ta , processes or pa tents remain conf ident ia l .  Howe ver , the

overriding benefi t  of interna l consulting is economic, i .e . ,

when size and feasibility dicta te, internal consulting is

cheaper. When an organiza tion has the philosophy, structure,

and size to utilize an internal consulting group effectively,

then assignment performance will be less costly than comparable

work by an externa l consultant. The following are further

delineations of the aforementioned scenarios.

Familiarity with the organization is one of the key issues.

The internal consultants should know the firm; its structure,

17
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personnel, ma nagerial philosophy, long-range plans and policies ,

markets, products , and resources . At the Chicago-based Blue

Cross and Blue Shield Plan , W i l m er Ber ry  Jr ., A s s i s t a n t  Vice

President for Management Services notes tha t an interna l

consulting unit can do this work cheaper and faster than someone

from the outsida , who would not be familiar with the plan ’ s

problems [2t5J. Knowledge of where resources are located can

reduce the time needed to undertake a project. Familiarity

with the management system can aid Interna l consultants to more

realistically evaluate alternatives for feasibility of acc petance

and implementation. The Insider knows the compa ny and where to

go for information , says Herbert B. Pier, Allsta te Insurance

Compa ny ’s corpora te planning director . Adds David T. Shelby,

ma nager of Ford Motor Compa ny ’s ma nagement services department ,

knowledge of norma l corpora te procedures is essential . An

outside firm has a much longer le8rnlng period E26J. Awa reness

of compa ny resources and personnel , includIng their attitud3s

and abilities , can increase the swiftness of implementation at

a lesser cost . Maryland Nationa l Bank found tha t an outsIde

firm would have cha rged $35,000 to Identify its problem of

communications between branches . The interna l group defined and

solved the problem for $10 ,000 .

The second scenario occurs when a permanent  s t a f f ,  r ead i ly

ava i lab le , is desired. Such may be the case whe n there exists a

continua l recurring need for cer ta in  typ.~s of technical services .

For example, consider a corpora te/subsIdiary or a headqua rters/

field relationship. The corporation or headqua rters may have and

18
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be able to afford a full time requirement for people like marke t

researchers , da ta communication areclallsts , linear programmers

or other mana gement specialists . These people are then made

available to the subsidiaries or field activities upcn request.

A corollary to this case is when management desires the conven-

ience of a readily available , familiar staff , with specialized

technical expertIse . However , care must be exercised so as not

to al low another  Interna l bureauc racy  to develop . If not

w a t c h e d ,  th is  could occur through the expans ion  of the “ We ’ re

here to ‘h elp ’ y our ” syndrome .

By reports and eva1uatio~s of work already conducted , manage-

ment can check the performance and ability of its interna l

consultants but does not have such documentation for externa l

types. Furthermore , since interna l people are on the ccmpa ny

payroll, thIs can serve as an IncentIve for perfcrmance .

Another significant aspect of a perma nent sta ff revolves

around the use of Interna l consultIng billets as training for

other ma nagerIal cr technIcal positions. An interna l trouble

shooter ’ s deep involvement in most , or al l  ccmpa ny func t ions  3r.d

activities , coupled with broad exposure to ma ny of a company ’ s

key executives , 03fl furnish background and experience few ma nagers

attain in the norma l channels cf career grow th.

The third sce:~ario involves the confidential Ity of interna l

information. When management requires tha t certain da ta , etc.,

remain confidential , the Interna l consultant provides a vehIcle

able to keep such Information from leaking out , even i n a d v e r t e n t l y .

into the hands of the competItIon ,
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Interna l consul t ing is not w i t h o u t  a s soc i a t ed  d i s a d v a n t a g e s .

Some of these are del ineated in the fo l lowing  p a r agr a p h s .

Addi t iona l expenses , both cap Ita l and opera t ing ,  may result.

Capita l expenses may be in the form of of f ice  space and specIal-

ized equipment . Operating expenses may be more Involved, in

tha t aside from the obvious Increases in sa la r ies , benef i t s  and

admIn i s t r a t i ve  support , such things as delay and d is rupt ion

costs may resul t .

Anothe r disadvantage is the poten t ial  for c o n f li c t s . These

c o n f l i c t s  may  take the form of I n t e r - s t a ff  r i v a l r y  or l i n e/ s t a f f

an imos i ty . The in t e rna l consul tants  may be viewed as the “ f air-

haired k n o w — i t - a i l s ” de t r ac t in g  from thei r  e f f e c tIv e n e s s  o r.d

a b i l i t y  to communicate  wi th  othe r s t a f f , as well as lIne members .

Frequently,  such a problem ar i ses  when the interna l group gets

the task of bui lding a ‘Quick a r.d D i r t y ’ model that has to be

usable qu ick ly ,  another  group In the co rpora t ion  has  been working

on the wa l l - to-wa l l  mcdel to do the same thing for some years

now wi th  f ina l completion and imp lemen ta t I on  some years  a w a y .

They are  going to be mad as hell If  the interna l consul tan ts  do

anythIng £23J.

A fina l con f l i c t  may arise whe n p r e f e r en t i a l  t r e a tmen t  Is

given to some funct iona l areas  a t  the expense of others . ThI s

may occur whe n the consultants  select only those p ro jec t s  they

find In te l lec tual ly  s t Imula t ing  or when wan t ing  to dem cn st rate

their  capabi l i t ies , they may only select the pro jects  whose

success is re la t ive ly  assured.
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The interna l consulting organization can become too compla-

cent with Its own members and methodol3gy . There exists the

p o s s i b i l i t y  tha t they may become stale.. There is nothing worse

than a s ta le  con su l t an t , says M ar i an  S . Kel logg ,  v I c e  p r e s iden t

in charge of Genera l  Electric ’ s consulting group

Closely tied wi th  staleness , is the loss of brocdness of

perspec t ive , o b j e c t I v i t y  and d i rectness  due to overThmIllarl-

zation with organ iza t ion  pol icIes , methodologies  and personnel .

This may g ive  the ins iders  more of a cr e d I t a b i l i t y  prob lem tha n

the outsiders . Additionally, this familiarity excess may breed

a f e a r  of a nt ag o n I zI n g  the s t a f f ’ s m ana ge r i a l  and t e chn i ca l

super Io r s.  They may be les~i l ike ly  to t ry  for  changes  they

thi nk wi l l  not f ly .  inte rna ls  may th ink “ we ’ll neve r get i t  by

Joe , ” so they may not t r y ,  accord ing  to Chase Ma nha t t a n ’ s Mead ,

vice president in tn3nagement consulting servIces [2~J. To

comba t thIs , most companies  rota te personne l In and out of the -:

consu l t ing  un i t . Southern New Eng land  Telephone has  an ave rage

tour of three or four years , whIle at Maryland Nationa l Bank the

tenure Is approxima tely two yea r s .

In summ ary,  t h e r e f o r e , of in terna l consul t ing  e f f o r t s , p r oJ e ct

types which appear more economically and feasibly studied and

solved by interna l members a re  those where : thorough familiari-

za t ion  wi th  the orga n iza t ion , Its procedures , pol icIes , goals

and objec t ives  are imperatIve ; and/or c o n f i d e n t i a l i t y  in the form

of protection of Interna l information is requIred .
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B. EXTERNAL

Next , it Is appropriate to review the externa l concept of

consu l t ing  ~ih I ch po ssesses some d i s t i n c t  advan tages  as well as

disadvantage s. This rev iew will follow the forma t of the

interna l consulting section. The l I t e r a t u r e  suggests the use

of externa l consultants is advIsab le  under any  or a l l  of the

following scenarios; existence of insuffIcient skills withIn the

firm; objectIvity and independent credibilIty are imperatIve ;

cost and or time consideratIons favor the externa l cor.sultants ;

confidentiality Is required in the form of protection of the

organization ’ s identity ; and /or the externa l consultants ha ve

access to contacts , Informa tion or other resources which the

organIzation itself does not .

Firs t , l e t’ s excmin e  the case when there  exIsts  i n s u f f i c i e n t

technIca l  skI l l s  w I t h I n  the o rgan Iza t ion .  ThIs may occur for a

va r i e ty  of reasons some of which  fo l low . The type of skil ls

required may be present  wi th in  the entity, however , there exists

i n s u f f I c i e n t  manpower  ava i l ab l e  for cu r ren t  nu eds .

Elwin Pearson , an  in terna l c o n s u l t a n t  w i t h  Genera l E l e c t r i c

has worked with a consultIng team from .\rthur D. LIttle , b . c .

which was hired, he says, because there just weren ’t enough

people avaIlable wIthin COS (G.E. ‘ s consulting outfit) to handle

a project  wi th  this broad a scale [1~J .
There may be a tota l voId of the desIred ski l ls  or competence

wi th in  the organIza tion . The tra de off  be tween m a i n t a i n i n g  1OO~
of the needs or s t a f f ing to a “ p robab i l i t y  of need ” level , is

22 
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the key poin t .  I t ’ s like being sure of the ab i l i t y  to respond

to a l l  par ts  re quirem ents  on a Ship, one would have to tow en

exact duplicate ship behind .

The required type of skills may be unavailable In the

current personnel marketplace or they may be available , but the

cost and/or time to obtain them are perceIved to be excessive .

It makes more sense, for instance, to hire an outsIde consultIng

f i rm cu r r en t ly  knowledgeable in a sub jec t  area when the t iming

is such tha t the learning curve for an interna l type is excessive

or to overcome , would cost as much as the study . That  Is , of

course , given there aren ’t contInued interna l p a y o f f s .  Closely

associa ted with the training aspect is the situation tha t ar i ses

where existIng Interna l personnel are trained with the necessary

talents, but the cost and/or time to bring the skills ~‘on—line~’

are considered excessive . In other words, the externa l consult-

ant possesses the experience the Insider lacks .

Finally, In the technical skills category, the externa l

consultant can be utilIzed to provide organizationa l stimulation

and to train the interna l staff with the necessary skills.

Working In some form of mIcrocosm, a ma nager may becctne stale

relative to his environment . An externa l viewpoint may be jus t

the tr ick to push the situation to a new , or a t  least varied

perspective . The organization in turn receives the shot in the

arm and may be stimulated to new developments and inroads to

problem solving.

The second scenario advanta geous to external consultants

occurs when objectivity and independent credibil i ty  are imperat ive .
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The externals can be objective , for they may possess a f resh

perspective wIth fewe r opportunIties for preconceptions and are

less concerned w I t h  persona l i tIes  and company pol i t ics . A.  T .

Kearny and ~cm pany , Inc . ‘s Robert Rick sta tes tha t objectIvity

is when somebody wants a straight answe r and doesn ’t want to be

influenced by any individual’ s prejudices or bias [43. Manage-

ment often has turned to the outsiders In quest of’ one thing :

3 truly objective assessment . No matter how much leeway is

allowed the intr3rflural consultant, he still lives essentially In

wha t one insIde man calls “a controlled clima te” , Steeped In

the company ’ s ph i losophy  and its p a r t i c u l a r  be l ie fs  and a t t i -

tudes , he can ha rdly mus te r  as much o b J e c t i v i t y  as an outs ider

c a n  br ing  to bear t2OJ.

Or as R . w . L . ~IldIng says , we become so f a m I l i a r  w i t h  the

dIscolored patch on the ceIl ing tha t i t  may never occur to us

tha t it is caused by a leaking ta nk in the a t t i c,  i t  IS , perhaps ,

the main value of the independent and experIenced eye tha t it

wIl l  of ten  see the sym p tom In wha t Insiders  have seen as the

problem i t se l f  E223.

Outside consultants can be used as a sounding board fcr

Ideas or proposals. .-\ccording to John Thackray, management

consultants are essentially a wailing wall for top brass . U.S.

chIef executIves ‘nave In recent years aired numerous preoccupa -

tions with consultants Jeala Welngarten says, a trcubled

company president often takes comfort from discussing his corpora te

woes wIth an indIvidua l of approxima tely equa l executive and

financial sta tus [2g.
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As outsiders, externa l consultants can relIeve management ’ s

fear of ~naktn~- unpopular but necess:~ry decIsIons . Robert E .

doore of UnIon Carbide said , we regard anythIng of a hIghly

political nature as a tIcking tIrr~e bom b tha t we ’ d riuch rather

hand to an outsIde consultant who can walk away after he does

the ~ob wlth cu;  se t tIng  caugh t  by the explos ion L2o3. ~ccor d±n g

to ~r . Robert B. Morton , an ex terna l consultant , or.e of the most

sensItIve areas 13 or~ anIcation polit Ics . He sa ys that  no

matte: how obJectIve a job he sets out to do , at tImes the

insIde m~n has to conform to pressures from abcve ~20J. Th Is

may be dcc ~r. part at least to the fact that the externals ~re

externally fInanced arid seek no promotIons in the company

~onsulte-d , rhey have little fear of retallatlor. frc- m organlza—

tton rc~ e~rer,t,

As Is wcll drll ed Into any busIness student s ~Ir’.d, It Is

the indIvIdUal (s) at the to; w~io mus t be convinced if anytnIn~

13 to occur as a result of consultIng work . Partly due to theIr

breadth of experler .ce and r,otorlety. externa~. consultants

norma i~ 1 possess I~ p~ ic~~ creoI~ 3bi~ I~ y a rid au~ norI~ y an d ha ve

the requIred easIer access to top management. Because o f top

ma nagement attention , crob ema are spotlighted and thus, externa l

consu ltants tay have greater c:operatl:n and access to company

resources , The government is no exceptIon to thIs phIlosophy,

Ralph Nader calls the externa . ccr .sultants brokers of prestIgIous

knowledge , whose self-styled In dep en den ce f rom the rest  of the

corporate world Is 3upposed to render the Government detached and

obJectIve advice and plans t193. .~fter all , top management may
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be more likely to listen to and accept appraisals, suggestions ,

etc. from distinguished outsiders , tha n tc those com ing f rom

Interna l staff.

FIna l ly ,  In the ob jec t ive  and independent ca tegory ,  an

externa l source may be required due to legal consideratIons .

The third scenario involves the cost/time considerations as

they favor externa l consultants. No capita l expendItures are

required for office or special1~ed equipment when outsiders are

called In. ~t worst , the space requirements wIll only be demanded

as long as the consul t ing task Is In progress.  Closely akin to

capita l costs are the personnel costs associated with maIntaining

your own staff. With outsiders there are no recruitment ,

employee recordkeeping or termination costs . Employing externa l

consultants , there fore, keeps interna l staffs to a minimum ,

consequently reducing support personne l costs , overhead costs ,

arid may in the process help promote efficIent communication/

decision making.

Externals who are highly skilled in certain technical areas

are often able to cite references describIng similar work already

publ ished, thus saving their  clients ’ time arid money.

.~ final cost/time consideration favoring externa l ccnsultants

l.a conta ined In a sta tement by A. T, Kearny and Company Incorpor-

ated ’s Robert Rick. Mr . Rick declares , tha t they are also called

in because of some new experience they migh t have , or can provide

well qualified men who can concentra te on the problem and not be

distracted by day-to-day operatIng problems TL~J.
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The fourth scenario auggost~ng the use of oxterna l consult-

ants occurs when confidentialit y Is Imrerat’.ve . Defining

conf i dent ial ity poses a p r ob lem , hc wcver . ~ n this ser.ae 
¶ t

means protection of the fIrm ’ s identity rather than purely a

rela tionsh ip between the consu l t ’~ng outfi t. and the !‘irm . rut

another way , due to the confidential nature of the organizati on ’s

role and/or problem , externa l consultants can be employed to

provide added protection against the dIsclosure of the organi-

zation ’s identity. Mr . Rick , again , sta tes tha t hIs group ’ s

also ca l le d in when c l ien ts wan t the i r name s kept out of It; for

Instance , in making marketing ~tudIe~~. acquisition and plant

locatIon studIes and other studies of a confidential na ture E~J.
The fina l scenario suggesting the use ci’ outside consultants ,

Is closely akin to the discussion of the technical skIlls ques-

tian . That Is , they may ha ve acce ss to contacts, Information or

cther resources which the organIzation itself ace s nc.~~. The
— 

example that comes quickly to mind is in the Electronic )a ta

Processing (ED ?) world , Organizations in the recent decades

have become more and more enamored with the computer 2nd ‘OtiSO-

quently, if unable to possess theIr own EDF expe~’t~ se. a grea ter

reliance on externa l sources.

As with interna l consulting . the externa l variety Is not

without Its associated disadvantages . The next paragraphs wIll

discuss some of the more preva lent negative aspects . Heading the

list is the time sink spent searching for and selectIng a consul t -

a n t . This Is particularly true in the government sector when

traversing the myriad of regulations , pa perwork and requIred

approvals .
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Consult ing servIces are expensive . ThIs ex pense is ma inl y

due to the necess i ty a t’ m a i n t a i n i n g  a compe ten t  o r g a n i z a t i o n

c o n t i n u o u s l y  a v a il a t ’ l e  and the coat s  a s s o c i a t e d  w i t h  s e l l i ng

such a professiona l service. Raymond ~~. McNe ill , when regiona l

ma nager , Corpora te C o n s u l t i n g  Serv ices , Lit ton Indus tr ies , Inc .,

concluded tha t the  d i f f e r e n c e  in the cos t  of an extern3 l con-

sultant consists of extra expenae~ , non-bill abic time , and

prof Its by public ~onsul tants . Extra expenses would include

t r a v e l , s e l l i ng  expense , start up time and office facilIties

Then , there always exIsts the possibilIty of retaining an

incompe tent consultant. This individua l,firm will no t only

provide an unsatisfactory product but will cause exaggera ted

disruption costs to the system as a result of the consulting

engagement . The mere presence of an outsider may elicit

reslstanco to change , resentment from Interna l personnel and

further dIsruption , distraction coats .

W ith externa l corisultant~ there Is a prelimina ry, partially

unproductIve , learnin g perIod ao he , she becomes acquainted wIth

the client’ s organizationa l system and problems . To quct e Ral ph

Peters , a pro Ject ma nager of the General Electric Interna l group,

“ We don ’t  have the l ea rn ing  curve tha t precedes the ou t s ide

f irms ’ p roduc t ion  of resul ts

Another drawback of externa l consultants may be that ma nagement

fears that allowing an externa l consultant to probe the organiza-

tion may jeopardize confidential Ity . ~\cccrding to Weingarten ,

outside consultants ha ve been known to cause interdepa rtmenta l

havoc by not adequa tely protecting the confidence of the clIent E2OJ.
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When h i r e d  to fill a sped No technical skill gap. a

p o t e n t i al  d~ sad~’an~age snr t ’ a ’ es . When the consult ant completes

the p ro j ec t , sU the ~j’t’cIal lzed knowledge may depart with him .

Ev en w i t h o u t  the loss of the knowledge . cne of the newest

a nd f a s t est  g row ing  m ar k e t s , gove r nme n t  ca ses , su ffer s f rom

anothe r woe , co n f i t o t -- of in t er e st . ,\r thur  P . L I t t l e  helped t ;he

~nv ironment a l Protaction Agency set up guideline s for ¶ndustry

and in turn  ha~ s o i l  to compa n ie s  the knowledge  en hew to comply

w t t h  the r e gu l a t i o n s . Ci m i l a r l y . ~co z ,  . \ l len  and  Ithm Ilton he lped

the Food and ~ rug A d m i n . ’ t r a t i cn to recrgant~ e its compli ance

divis ’~on a t  the same t ime as t h e  fIrm wa~ working for drug

t’ompaniea and advising a drug industry trade asacolation —— while

the f I r m  ‘a ohemica 1— b i  el c’~~i cal rerea ro h d t v l c l c n  prov Ided tech—

n i ca l  an a l ys i s  fo r  the same ~n d u s t ry .  The consult Ing indu stry

has op e r a t e d  o u t s i d e  the norma l a c c ou r .t a h l l i t l e a  of g o v e r n m e n t ,

beyond the reach  of Freedom of InformatIon rules and wIth con-

flicts of in te rest  a way of l I f e , R a l p h  Nader ‘omplair’s [ioJ.

i n May of 1978 l’ res~ dent  C a r t e r  I ssued a m~ m or a n i u m  for

heads of e x e c u t i v e  dep :’r t ~nent s  and agcnc~~ea seek~ ng t o  ~et a

ha ndle on and manage  the e x ce ss iv e  consultIng ser v i c e s  used by

the g o v e rn m e nt ,  citIng eviden ce  tha t some consul  t~ ng servl ces

are  used e x c e s s i v e l y .  unn e c e s o ar ~~ly and improperly .

S e c u r i t y  can be a n o t h e r  stumbling h lock . VubuI~’ consul tants

working for Genera l Electri~s Missile and ~pace :1ivt~ I~~n some

years ago exemplify the problem . Due to the securIty requirement s

of certa in operations , the consultants had only access to limIted

—. ,
,‘

~~~ 

-

~~~

— — 
,., ~~~~~~~~~ 

0~~~ 

~~~~ 
— - —--

~~~~~~~~~ 

- ---—-.— —



r 
- - 

-

Information. On assignments for which they were enga ged , reports

G.E., their work had been less t-h~n desirable .

An Issue tha t may be both an advantage and a disadvantage ,

depending on the particular view , occurs when the externa l

consultant is brough t In to ccdify a decision already arrived

at by the hiring entity. This may transpire to take the heat

off an unpopular decision or to support one side of a confronts-

tior. desiring to domina te the cther.

Based on the preceding discussion , It would seem externa l

c o n s u l t a n t s  are more f in a n c i a l l y  an d a ppropr ia t e l y  su ite d for

the fo l lowing  sltuatior.s:

- Projec ts  or problems o c c u r r i n g  so I n f r e q u e n t l y  t h a t  i t  is
uneconom ical for the organization to handle them Internally

- ~1ssignments that involve an interna l analysis of ma nagement;
e.g., organization structure or authority relationships

- . — Pro jec ts  that cross departme ntal lines

— Tasks necessitating impartial certification ; e .g., marke t
research or product testing

- Pro j ec ts  involvir.g installatIon or use of h igh ly  spec ia l Ized
techniques or knowledge ; e.g., engineering desIgn

- Problems requiring outside arbitration ; e.g., an ad judication
of disagreements regard ing  m a j o r  pol ic ies

— Problems involving disagreeable or damaging persona l rela tions
with other executives; e.g., ma nagerial reorganization ,
personnel curta ilment, or adjustment of executive salaries

A fina l comment is offered regarding the comparison of adv-a n-

tages and disadvantages of interr~al and externa l consultants .

Remember, an externa l consultant Is an expert who , when called

upon to provide the time , borrows your watch and tells you wha t

time it is,, An internal consul tant on the o ther  ha nd , borrows

your watc h, tells you what time it is and keeps your wa tch~~
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complexIty of the problem , the need for technical expertise and

the obJectivity level desired. Howeve r, even if externa l con-

sultants are being considered , the internals can ma inta in a

s i g n i f i c a n t  role as coord ina to r s  and suppor te r s  of the externa l

effort. The most difficult aspect of a client assignment for

an outside consultant is to ha ndle efficiently the organizationa l

relationa l relationships and peculiarities of the client. The

Interna l group can assist the externa l consultant in gainin~ an

understanding of his client , the organizationa l relatIonships ,

and the mode of company  ope ra t i on s .

In turn then , the a dded b e n e f I t  appears  in the b roaden ing

of the interna l consulting group through these liaisons . The

ever present possibility of “sta leness ” within the interna l

group, Is countera cted to a large degree throug h the in t e r f a c e

with outsIders.

The Integrated approach provides somewha t of a balance to

the question of interna l organizatIon skill level maIntenance.

That is, It can provide insight into the level of sophistIcation

or capability tha t should be attained and ,or maInta ined i n t e r -

nally. Most companies cannot realistIcally Justify the cost of

an interna l consulting activity which would provide them w i t h

expertlse to attack all questions which might arise .

Organizations , fearing the time lag in acqu i r i ng  a h Igher

level of knowledge , skill, etc., may endeavor to maint ain as

excessive store of the required or anticipa ted skill levels.

They may also desire to be totally Independent or master of their

own des t iny  and m a i n t a i n , internally, the specialized talent to
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handle any situatiofl. Either stra tegy requires an ~x cesa 1 ve

inventory  of resources and it- s consequence of unneces sa ry  cc~ t

as soc Iat ed  w i t h  this  o v e r s t a f f i n g . Whe n an or gan i za ti on i~

overstaffed , It creates a condIti on where pe r formance is at

less than the most e f f e c t i v e  levels m d  there Is lI t t l e  chance

of r e tu rn ing  to or r each ing  new h igh ly  e f f e c t i v e  levels .

The key then , seems to be a b lend of’ cost effective lnsiders

supplemented , when required , wIth their outside cousins . The

need appears justifIed for the presence of both in today ’ s

hec tic manageme r.t world . Interna l consul tan ts have made Ir

mark. Jim Kenr.edy of Consultants News commenting on internal

consul tan t s , sta ted tha t thIs is ~ grow ing segmen t, getting

boldor and stranger , hel pIng to se lec t  and m on i to r  the work of

the externa l consultants their companies hIre , Pour or fIve

years ago internals were seen as competIng with the externa l

consul tar .ta; now more and more the Interna l consultant works In

colla boration with the externa l cha p E19j. Sam Paker.ham-~ al s h ,

an Intemn3l consultant at PhiladelphIa a E.S.B., Inc ., says tha t

as the p ro f os s ion ccme s of age the colla bora t ion grows . For

examp la , I t  would be t~n th In k ab l e  for  3fl~ large compa ny nO t to

have interna l and externa l counsel and accountants E19~ .

The services tha t the proper ly  def Ined  a rid well  organiz ed

interna l consulting group can provide are varied and can be of

lasting signIficance . The interna l consulting actIvIty Is an

essentIa l , i n t eg ra l  pa r t  of the modern tcta l organizatIon and

can contribute greatly to ma nagemen t ’ s e f f e c t i v e n e s s .
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Given the generally increasing level of activity mentioned

earlier and the time availability of the consultant , when

though, does the internal consultant enter as a viable alterna-

tive? ThIs questIon , al though premised on the time aspect , has

more to do wIth  sIze . If the u t i l i za t icn  of consult ing servIces

reaches some minImum level , unique to each ent i ty , then the

establishment ol’ an interna l consultant  may be a ppropriate .

General ly speaking , tha t level should be when there is enough

productive work to keep the consultant fully employed . Surely

most Na va l ac t iv i t ies  would f a l l  to meet this minimum criteria .

However, taking the lead again from the business communIty, the

conglomerate has offered an organizationa l home for consulting

services to divisions and affilia tes because the parent compa ny

can afford to support consultant staffs for use by associated

entities, and can keep them fully employed.

Likewise the Navy can provide such a home for interna l

consultants. While the Navy Supply Center Cakiand nay not have

the where -wi th—al l  to “ ful ly  employ ” a consultant, the Nava l

Supply Systems Ccm~and may.
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V. GOVERNMENT CONSULTING AND CONCLUSION

As has been mentioned previously, the business world Is not

alone in Its use of ma nagement consu l tan t s . Consult ing services

contracted by the government and its mul t i - f ace ted  agencies ,

have developed Into one of the more bountiful employment oppor-

tunities for the consulting profession. Mr. Thackray sta tes

tha t consultants have experienced success , In one of their newest

and faster growing markets -- selling the ir expert ise to govern-

ments . Perhaps as much as one f i f t h  of’ the three bil l ion dol lars

in annua l billings stems from this source El9~ . Six hundred

million dol lars  is no small  change a f f a i r .  Narrowing the scope

a few echelons to the Department of Defense, the use of ma nage-

ment consul tan ts  a l so  has grown to be big business.  During

fiscal year  1975, for instance , over 171 million dollars was

spent for ma nagement  consu l tan t s  by the Depar t m ent  of De fense.

The Navy ’s share of tha t figure amounted to approxima tely 77

million dollars [s7.

Giver , the business world ’ s cost e f fec t iveness  st a t ist i c s

which show that internal consultants usually work for one-third

to one-half wha t an outside firm would charge , and the assumption

of a corollation to the Navy ’s case , savings for the year

mentioned previously could have ranged from 25 - 38 mlll lcn

dollars .

Some reduction would have to be accomplished based upon an

evalua tion of each consulting task .  As wa~ mentIoned in an
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ear l ier  section , al l  ta sks  do not lend themselves  to Interna l

efforts . However ., If even one-half of the engagements , hence

the dollars , could have been done Internally, the savings to

the Navy could still have fallen In the range of 13 - 19 million

dollars .

Several factors are responsible for the Increased desire by

the government for consultIng services . Heading the list,

perhaps , is the ability of the “bel tway band its ”1 to ma rket

their services by IdentifyIng ways they can “help ” the ma nager

(unsolicited proposals) . A second factor is the Increasing

myrIad of regulatory requirements and constraInts . Even if’

versed In the OSHA , Freedom of Information , etc ., paperwork mill ,

the time Is not available to accomplish all operationa l and

regulatory dema nds. Remember , time Is the consultant’ s forte .

Pressures for cost reductions and the consequent reduction of

numbers of personnel (if not absciutely, at least in relatIon to

Increased workload) also ha ve caused federal entities to seek

added resources externa l to their mlcrocosms.

The increase in the appetite of’ government for consultIng

servIces has not gone unnoticed , John Macy, a past president of

the Civil Service Commission , says tha t ma nagement consultants

have taken the Government for a ride, and at outrageous cost L19J.

Mr. Thackray says a powerful (unnamed ) sub—committee of the

Sena te Is going to investiga te ma nagement consultants El9J. And

1 Beltway 3andit Is the term used to Identify the ma nagement
consulting companies tha t reside in and around Washington, p.C.
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finally, as mentioned previously, In May of 1978 President Carter

issued a memora ndum to execut ive depar tments  and agencies seeking

Improved management of the excessively large volume of consulting

and expert services used by the Federal Government .

It seems reasonable, therefore , to explore the alternative

of interna l consulting, whIch the busIness communIty is exploiting

in growing numbers . In the opinion of’ thIs writer at least , the

corporate world d;es not make a commitment of the ma gnitude It

has jfl the interna l consulting arena , without some dIstInct,

substantial paybacks. Current estima tes put the number of

comp~nie~ possessing some form of interna l consulting organiza-

tion In the 500 - 600 company range ~J. That figure is up from

the estima ted 5C companies in 1961 and 90 companies in 1972 [T~J.

The size of these Interna l entities varies with each company .

some have but a few , while General Electric employs over 200

persons In Its Corpora te ConsultIng ServIces DivisIon.

Although varyIng In size , interna l consulting operatIons

tend to be sImIlar In tha t certain ground rules have emerged

whIch IdentIfy the key requIsItes fcr success:

- GIve the group a manda te from top ma nagement

— Write down a set of objectives for each project and have
consul tants and managers agree cn them

— S tar t  slowly wi th  projects  tha t will build the group ’s
reputa tion

- Allow the consul tants to send confIdential reports to theIr
clients

- Do not staff for peak usage or it will be uneconomical

- Utilize some form of in tegrated approach (externa l and
internal) to provision of ’ management  services
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The last of these guidelInes pr ovIdes the clue as to the

missing link in the Department of the Navy, an Integra ted

approach. The current emphasIs is placed almos t entirely on

the external consultant. A few astute Nava l managers have

attempted to fill the void . One such ent ity is the Néva l

Reserve Commander In Chief , U.S. PacifIc Fleet (CINCPACFLT)

Detachment 1420 (DET 420).

The following Information has been excerpted from tha t unit’s

command history. The task of DET 1420 is to provide management

assIstance and advice to requesting comma nds of the Pacific

Fleet . Work fcr other comma nds Is performed with CINCPACFLT

3~~p- ov a1 , time permitting .

Typi ca l ly ,  teams of’ reserve o f f i c e r s , experienced ifl the

ma nagemer.t sciences , are assigned to requesting comma nds for

periods of fifteen to sIxty days . They then work on—sIte or.

such varied protects as staff reorganizations , Interna l communi-

catlor.s flows, manpower utilizatIon and allocatIons and utiliza-

tion of electronic da ta processing equipment. DET 1420 had Its

origin in the Chie f’ of Na va l Operations 1966 Ccmma r.d InspectIon

Program. The program specIfied that Inspections should emphasize

a general appraisal of effectiveness , utiliza tion of resources in

- 
- 

relation to assigned mission and tasks, and determination of

problem areas  requirIng correct ive ac t Ion , ra ther  thai’. an inquiry
- 

- 

Into the details  of administra tion. The resultant inspectIons

demonstra ted the need for ma nagement advice and service in a reas

such as orgarizatlon analysis , persor.nel administration, financial
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m ana gement , Indu s t r i a l  managemen t , long- range  ç1ar~nIng, o f f I ce

mo n ageme n t , and cther manageme nt specialties .

R e a l I z i n g  the ex !stence w I t h i n  the cIvIlian acodemlc ,hus lne ss

commun it y of a pool of profess iona l ma na gement  a n a l y s ts, CINC-

?ACFLT concluded tha t the pool mIght include Naval Reservists

with educatIon and na va l experience sufficient to make signIfi-

cant contrIbutions to Na va l commanders . In July 1969 then , a t

the request of CINCPACFLT, the Ch ief of Na va l Ope r a t ions esta b-

lished the Na va l Reserve Fleet Ma nagement AssIstance Frogram as

a practIcal applIcat Ion of Nava l Reserve a ugmentation with the

Regular Na va l establIshment . DET ~20 was the fIrst unit organ-

ized under this program . its officer component Includes profes-

sior.al m ana gers , pr ofe sscrs , researchers , and oth ers whose

experience qualifies them to advIse ma nagemert .

DET ~42O receIves the requests for services through CINCFACFLT.

The U f l I t  then schedules its a s s I s ta n c e  e f f o r t s  to f I t  the needs

of the requesting ccmma nd . E ach completed task is surmrarl zed in

report  for ~i wI th  copies cons ide~~ d privileged and provIded c-rJy

to the requestIng client.

The cost / bene f i t  b re akout  for the sixty or so ~cbs t~ET 1
~2C

a— ’.cc mp l i sh ed between May of 1970 and August of 1977 provIdes a

productive summary of their opera tions . The tota l cost of

providing the services was computed at approxima tely $390,000.

If conducted through commercia l consulting enterprises the cost

would have been approxima tely $1,L~ 6,ooo (computed at the going

external consultant ra te). Identifiable savings as a dIrect

result of the services were reported to be In excess of ~4,OO0,O0O.
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This concept does provide somewha t of an interestIng s lan t

to the integrated approach. The unit’s members possess a measure

• of Internal Navy knowledge , yet are non-dependent on the client

for their livelihood , therefore , not likely to be challenged as

to their objectivity ,

The opera tion of this mana gement assistance unit is truly a

cost effective ma nagement improvement . It also serves well to

demonstrate the efficIency with which a semi-interna l consulting

unit can productively contribute to the overall success of the

Navy. However, the unit does lack the attribute of a full time

active duty staff . The availability of team members is subject

to many externa l demands and constraints in the form of Active -

duty-for-training funds availability and the individual’s

primary occupa tional demands . A fter all, thIs Is a form of

colla teral duty for the Reservists and as such, wIll realistl-

cally play seccnd fiddle to theIr cIvilian career obligatIons .

Thus, the amount of services available is limited.

Another Navy organIzation , the Naval Audit Service (NAVA UDSVC),

has established an in-house consulting capability . The orIgin

of the Navy Management Ccnsultlng Service , as the Audit Service

calls it, developed in a somewhat different ma nner than DET 420.

As rela ted by its historical literature, the service had Its

ideological roots In the expansion of the public CPA firms into

ma nagement advisory services.

Early in 1973 it was thought by Rear Admira l James Forrest,

then Auditor General of’ the Navy, and Captain Robert Chancier ,

that the Na va l AU dit  ServIce cculd enhance its “ Service to

LLO
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Management ” by providing management consulting services to  Navy

and Mar ine  Corps comma nders . I t  w as reasoned tha t since , for

th e most  p a r t .  the N avy provided for  i ts  advanced  degree educa-

tion at  the same I n s t i t u t i o n s  as those utilized by the priv ate

sector , the basic training requ !remerts were met . In addition

the In-house Navy  consu l t an t  ha s  had a broad range of opera-

ti ona l experiences to supplement  h~~ a c a d e m i c  t r a in i n g .

A nucl eus of o f f I c e r s ,  a l l  w I t h  advan ced  dec:rees , was

~ummcned to initiate the operation . The charter of th is  d i v i s I o n

of the Aud It Service is to provide , at ma nagement ’s request , a

survey, study and , or opInion of what Is needed to be done to

solve the particular problem at hand . The opinIon is to he

consolida ted In a r e p o r t  wh ich  is p rov ided  on ly  to the  r e q u e s t in g

nava l  man ~ ger fo r  his  or her use. The manage r  Is f ree  to do

w h a t  he sees f i t  w I t h  the r e p o r t ,  there  being no f o l l o w - u p  and

no response required , which is the case when an a u d I t  is con-

duc ted at a comma nd . When required the nucleus staff 15 aug-

mented by other NAVAU D SVC personne l and members  of the Reserve

community, who can br ing  s p e c ia l I z e d  experience to bear  on

reviews of selected a reas .

The Ma nagement  Consu l t ing  D i v i s i o n  re cognized the need to

demonstra te a productive cost  b en e f i t  a n a l y sI s . rhe system they

developed compares a hypotheti cal “revenue ” wIth the c-oat of

providing the service . The ur•derlylng assumption of this

approach is tha t the services actually pr ovIde d woul d or shou ld
— have been procured from an outside consultant . The “revenue ”

— 

then , is determined by chargIng the current commercIa l consultant

41

• 
•

.- 
- - “~ — •

,,‘~~

•• 
•• •; - 

_ 
_____

-~~~ ~~~~~~~~~~~~~~~~~~ -
~~~~~- -— -— - ‘-— —- -—-



- -

- —  -: — - - - 
••~~ 

_ , • £ 

•— ,~~~~
-
~~~~~~

-
~~~~ -“ ,~~~- ; : — : _ - — _ _ ~~~

— 4

- - -“ - --  * .:• _• — - —
. - - • -a

4~ _ • •. 4 •~~~
. •-

~~~‘ - :  ~~~~~~~~~
‘ : :- ~~~‘~~~:

~ - 7 ~ ‘~~~ 
- - — ‘

~~~~~
— —  - . -~ -r-

~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~ ~~ ~~~~~~~ ~~ 2 ;— — - - :  ~~
-

‘~~ ~~~~~~~~~ ~~~~ 
:~~~~ :~~::~ : : — ~~~~~~~~

• 
- 

~~
, -

~~
— - —

~~~~~~, :~ 
-
~~:

_ : .
~~~: • -

• -
~~:: .

~ :~~~~~~~
_ -

~ :—
~~~ ~~~~

-
~~~::‘ : e — ~~ — 3  ~~~

~~~~~~~~~~ ~~~~~ 
-~~~:y ~::~::~~ -e: ~~~~~~~~~~~~~~ ::- s~~::~~

-
~~

Y ‘~~~~ - - ~~~
- 

~~~~~~~~~~ e~~~;r: . .

~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ‘ a : ~~:I~~1 : 7 , . . .  ~ : .e  : — a : .  : I - ~~.
-
~~~~ ‘ ~~ -,,° ~~~~~~~~~~~~~~~~~~~~~ ~x :ar~ ~‘e 3~~~ r~’ : :Z :~‘:~ - .~‘. i  .~

~~~~~~~~~~~~~ ~~~~~~~ ~~~~~~ : ;1:1~~~. ’ 
~o~ e o:: ’ e: ’ :~-

l o i a j  ~i~j - / y r~~~ c~r 5 r~ s;~~ 3es ~ ~~~~~ Ma r.3gere:’t ~~~~~~

~~ri ’ ’ ”  ‘ ‘ ~‘~~‘ ;t -‘re lI ed Ir~ Açtendlx ~

rh~ ;n t ~ r of ~a ia 1 Opera t ions suggested t h a t  ev~~r’y ‘y~’t’~ w~ !

~~ t~:,k ~ n ‘.0 e.~pand the management consulting approach . ~uc~ •w

~~~~~ ~n ø 1 u n  ha~i n t  taken place . The s t a f f  of the div ~~~1- -’n d’ IH’

42

~~~~ _ _ _ _ _ _ _  _ _ _ _ _ _ _



Audi t  Service remains  asser .t i : i l ly  unchan ged . This ha s  occur red

for severa l rea s ons , aus te re  budgets , pe r sonne l  shor tages , e t c . ,

comm on to a l l  Nava l unI t s . Ho weve r , th e over r id ing  in h i b I t i n g

fa ctor has been the recent Congressiona l inter’ast In internal

audit In the Depa rtment of Defense .

In a recent General Accounting OffIce Report to Congres s by

the Comp trol ler  Gen~ ra i of the Un ite d St o tes , t he fol lo w In g

c o n c l us ion  was  i r a wn . Th~ Na va l A u d I t  Serv ice  devotes  a su b-

stantial amount of’ staff time to marginally productIve .,.spe~ ial

reque st audits (cor.sultlng tas1~s).. .The Audit Service ’s policy

of conducting audits on specific problems , some with reporting

l imi ted  to the r eques t ing  o f f I c i a l s , r e s u l t s  in reduced e f f e c t i v e -

ness of the a u d i t I n g  and r e p o r tin g  func t i ons  of a cen t r a l a u d i t

agency 
E~~J~~

In subsequent hearings held 7 Fe b rua ry 1978 be fore 3 sub-

committee of the House Committee on Government Cpera t~ons , the

Navy was again taken to task for provIdIng limited distribut Ion ,

special request audits . Finally, in a report by the House

Committee on Government  Opera t ions , the Navy was said to have

fa i led  to make the most  e f f i c ie n t  use of aud I t  resources .  The

report sta ted tha t this was caused by the Naval Aud It Service

spending a considerable abount of time on audits specifically

requested...with limited distribution ElOJ.

It is plain to see that the politi cal clima te, within the

Nava l Audit Service at least, has been non-conducIve to an

expansion of consulting services . Ra ther the impe tus h as  been

to reduce or even e l imina te the concept , so as to divert those

resources to audit functions.
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However, In an ensuing paragra ph of the House Report It

sta tes , basIcally, tha t the Genera l Accounting Office ’s review

of special request work Indicates tha t such effort does bene fit

the requesting comma nder In varying degrees . There fore , it

a ppears not to be the concept which is being denounced , rather

the organizationa l placement of inte rna l consul t ing services.

If the Na vy Management Consulting Service was transplanted , s a y ,

from the A u d I t o r  G e n e r a l ’ s S t a f f  to anothe r Secretariat level

e n t i t y ,  the i m p l i c a t i o n  a t least  is tha t the Genera l A c c o u n t i n g

Office would not o b j e c t.

The organl~atIona l placement , the discipline s required , and

the tota l staffing of the Navy Ma nagement Consulting Service

would be appropriately suited as the subject of an initial Inte-

gra ted consulting task .

The purpose here has been to support the concept tha t an

Interna l ma nagement consulting service , when opera ted in an

integrated fashion with the ~udIcIcus use of contractural

services of outside consultants , ±3 a proven ccst e f f I c I e n t

venture . The corporate community is in the throes of a sIgnifi-

cant expa nsion In this area and the Navy should follo~ tha t lead .

The Management Consulting Division of the Nava l Audit Service Is

an organization of educated profess iona l Navy ma na gers wi th  a

history of proven compe tence and results , avaIlable for such an

expansion .

I
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APPENDIX A

NAVY MANAGEMENT CONSULTING SERVICE

CLIENTS’ RESPONSES

ASSISTANT CHIEF OF NAVAL PERSONNEL
— “The report provided excellent detall...arid was a most useful

vehicle...I strongly endorse the Ma nagement Consulting Group
concept within the Na val Audit Service.”

ADP EQUIPMENT SELECTION OFFICE

“The report prepa red by your Ma nagement Consulting Division ...
is splendid .”

COMMANDANT 4TH NAVAL DISTRICT

“ ...I want to commend your consulting service for its timely
response to our oequest for assista nce. ..from my vantage point ,
I feel an in-house service has long been needed...I strongly
recommend your services...”

CHIEF OF NAVAL PERSONNEL

“ The responsiveness  and p r o f e s s i o n a l i s m  of the Na va l A u d i t
Service in the per fo rma nce of’ the Ma nagement  Ass i s t ance  Task was
very gratifying .”

F-l4/PHOENIX PROJECT MANAGER

“A review of the study Indicate s tha t It is professiona lJy
performed and contains excellent findings and recommendations...
Thank you for a job ‘well done ’ ...”

NAVY FIN ANCE CENTER
“ I am very a ppreciat ive of the frankness  with whIch both

benefits and disadvantage s have been explored and generally of
the overall excellence of the study...”
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