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!NB«ST-ft¥J-S~V!EW&-0N MILITARY-PROCUREMENT

12 December 1962

GENERAL STOUGHTON: Gentlemen;

The importance of today's subject is certainty most evident when we consider

the attention that has been paid to it in recent years in the Nation's news media

and in the Congress, and of course,, obviously,, by the Department of Defense

itself and industry. And as we know, there has been considerable misinformation

going around, such that, I guess,, the term "malitary procurement" has become

really a dirty word. So it certainly behooves us to be as well informed as possible

on this subject.

We are fortunate today in having as our speaker Dr. George L. Hatler from

the General Electric Company, whose experience both in the academic world and

in industry itself qualifies him highly to increase our knowledge in this area.

It is a great pleasure to welcome him back|i to the Industrial College.

Dr. Hailer.

DR. HALLER: Thank you, General. Gentiemen;

I suppose that quite a few of your lecturers open their talk by saying that they

are pleased to be with you. Last Monday, the day before yesterday, I fell asleep

at 11:00 o'clock in the morning, not ordinarily, except for the unusual hour that

this would be a blue interest to you or even to me. But I did learn two lessons

at that time that I thought J would like to pass on to you. The problem I encountered

when I fell asleep was that I was traveling alone at about 70 miles an hour in one of



thos-e -c€tf?^i«~wMeh~y©ti -eaR-only heay-4fee-4iek -ef-the clock-. After -gta-eKeitiRg several

-s-eeoads^whea" I-had -gene wer a* IQ-foot e-tafeankfaeRt-arod -ee-m îetely nrined a beauti-o i */

ful piece of machinery, I arrived -at i«y unde**s4a«ding -of-t%e-tw-©-4ee-s-©n«: One,

never drive after a dose of antiMstiratee; and, two, always have your «eat belt

. tight.

The only -daaaa-age- •I-s-agte-faaod-wa'B a-tot--of"ldw&BQ&'-) H*os4ly-fi»OBa- the pressure

of that seat belt. Now I fcnow-what it «aea«s-when they~«ay, "It only hurts when

I laugh.lf

So I can -eay with real Reeling that I a*»--genuinely pleased to be- with you this

morning.

Last year liiad the pl-ea& î'e-of 4a4ki»g fee-re on naiUtar-y planning in industry.

I mentioned that long-range plamw»g-was an idea that everybody-eee-ms to have in

almost every walk of life. I mentioned at that time my personal experience with

long-range planning and, while I am sure that it won't help you any, I'd like to

mention it.

When my-da-ugfaier-was -getting jpe-ady t©~g© to college, I wae-at that time a Dean

at Penn State, and she-naturally thought that it-woa-ld be a ^reat thing to^o to school

there with-all her friends. But her mother and I thought differently, inasmuch as we

knew--what stinkers all the Penn-State boys were,- and we .didn't-want to end up with

one of those in .the family. So-we told her to look abroad. So she-did .and came up

with the idea-that maybe Sweetbriar would be the place. So-we-went down to Lynch-

, burg. It's -a very -beautiful college. Well, to make -a shorter story of it, we almost

agreed on Sweetbriar, and then I th04*ght, "The only thing worse than a Penn State
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student would be one of those lazy Southerners in the family." So we said, "Let's

look around. " We sent her to Mount Holyoke. To show youwhat an expert you can

get to be on long-range planning, after she was through at Mount Holyoke, she

married a Penn State boy from Virginia. Let me hasten to add for you Souther-

, ners, he's a great fellow.

While I am in the Executive Office of my company, for many years I was the

operating head of "the Defense Electronics Division, which does about one-half the

company's Defense sales. While I was never an expert on the details of military

procurement, I can say with feeling that I was heavily involved in most of the good

and the poor aspects of it. As you may expect, the good outweighed the poor, but

the poor got all the publicity. *

Military procurement today has more facets than a millipede has legs. I was

wondering whether I ought to add nhas legs, " trying to figure out what facets a

millipede should have without the legs. No morning lecture can more than scratch

the surface of this subject, but I can go over some of it in a way that will induce

you to probe the subject more deeply, and there will always be room for improve-

ment.

I understand that you have had an excellent piece of work to study, and I am

sure that it has more details than my speech. It's this one here that was written
f

for you, and of course you. have gone over it very thoroughly, I know. But, if you

" haven't, I suggest that you do read it again.

, The suggested subject for my talk this morning is a discussion of the reaction

of private industry to the Armed Jjjjervices Procurement Regulations, the Small
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Sa-sfees-s- Act, -and tfe-e -Reae^e-tiat-iea Act. Aft-a;pprai&al--ef-4fee--b»yej*--s«-lier rela-

. tio-n etepexis-tin-g-between §0verns&e«t pre-eiwement a^ne4e-s~a«d industrial sup-

pliers- w-as al-eo added. Natu-r-al-ly, -^Hae-^a^tie^y-^ewB-^ytoefe-j-e^spi^eeg -will be sub-

stantially influenced by my experience in our company^ Defense business. But

I will endeavor to reflect other views to the-extent that they have-been expressed

in various talks, papers, and so on.

Inherently, however, there-is -bemad te~-be-substantial similarity in the views

of various companies and industries,, -since they are all dealing with the same pro-

curement activities and feeing the same problems.

Now, with regard to the Armed-Seiwieefi-Pro>eweme-nt Regulations, I would J

like to make some brief -eomin-ervts to the act for which the Armed Serviees Procure-

ment Regulations i-s the Jimpternentihg document In June of this year the National

Security Industrial-Association submitted to Secretary McNamara a cost-reduction

study which had been prepared over a period of a year. I expect this document may

be familiar to some of you. While the s-tudy was directed at cost reduction, it did

involve consideration of the effect of statutes and regulations on military procurement

costs, and therefore it is quite a comprehensive document.

In the summary conclusions, the -committee responsible for the final editing

made this statement: "There was general accord tbat no changes are necessary
•

in existing basic procurement regulations. Public Law 413 of the 80th Congress

has proven to be a flexible, adequate, and excellent iiaaac-^tatute. "

I feel this is really quite a tribute io the authors of that piece of legislation.

While only 15 years has passexLsince the law was enacted, the changes in the
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y ^poeuroroent-have-beon. tremendous. It 4& -difficult to make

a brief general-statement in appraisal of -the implementing regulati©» -since it is

•so tremendously voluminous and- covers -such a multitude of subjects. I believe it

is fair to say that industry feels that 4he- regulation, generally speaking, is a good

document. There is-, however, -some feeling akin to that of a layman reading a

lease agreement, that is to say, "The big print giveth and the small print taketh

away. "

i?-0r example, if-we-eeHg-ideF-t-he-eeetieB eHr-pa4etrts, -data, «ad copyrights, the

policy- statements- -and general -instruction inforag-atkm-seeHa-geHerally reasonable

and objective. The clauses them-selves-, hewever, prescribed for use in contracts

are much more restrictive, and the implementing praet4ees even more so.

In thinking of the Armed -Services Procurement Regulations one must also

consider the Army Procurement Preeedu-res, the Navy Procurement Directives,

and the Air Force Procurement Instructions, as well as the subordinate regulations

-existing within the various subdivisions of the military departments . These subor-

dinajte documents frequently represent different interpretations and implementation

of the same basic regulation within various purchasing activities.

This fact generates many problems- a«.<J-adds to the. difficulty of contractors

doing business with more than one procu-r ing- agency. This is particularly true of

the smaller contractors, who perhaps cannot afford to maintain the sort of staff

necessary to properly understand and apply these-differing regulations. It would

seem desirable that individual service regulations be confined to matters which have

no significance in procurement-ground rules to be imposed on contractors.
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The Armed ~Se*^4ee^^reeuromcnt Rcgu^ert^a-ltee^f-gfaetttd-pi'ovide 4he- f-te c e s s -

ary policy infermatioti to permit-uniform- apptieatieflr-by all the ̂ ©earing agencies.

Now, -since I-ana net 4 representative ~©f-»sro all basiftesfi, I always hesitate

about commenting on the Smalt-B»ei«es-s-Act aad*jaaail-&tte-i«ees--geflerally, although

at one time I did have-a s3EHatl-fe»s4nes« ef my~own, and I4m©w quite a-few of the

4problems. But I hate to comment on-them-,--speaking for~4he General ^Electric

Company, for fear that my eommewts might -be misconstrued. Oa the other hand,

General Electric's record of c©&pe*sa4i©a"-witfe the IJepartment of*<0efeftee in afford-

ing.-small twaeiae-gs an opportunity to compete for subcontracts which-we place

should speak for itself.

I believe all ©f iad^t-Fy-^«ee<»gfti-gee that~s«aa4t -busiaees- has a very important

place in our Nat-io&'-s econoHiy, »ad tfeat-la4'3?«i-e®« requires that they be given every

opportunity. -Any actitwjf,--he-weves?, ^which tend to circumvent the normal com-

petitive process and the experienced judgment of procurement people are not without

risk.

I might mention-as an aside that one of the things that we-do, and a lot of the

contractors, is to have small business symposiums, -where we bring a lot of small-

business people into a place for a day, or maybe two days, and we show thefla where

their opportunities are. I might-add as a footnote to that that such a symposium is

not arx allowable cost.

When I think of the Small Business Act, I am always reminded of a situation

that occurred several years ago, in 1956, to be exact. Early in 1956 the Navy

Purchasing Office in Washington issued an invitation for bMa to furnish a little
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&- required b-y-the Buroau-ejNVeyeaaaMea . There were

; and -a-se^end from a

pr4ee--of approx-imately $400. The Bureatt-wa-e -concerned that

the~small -ba-&mee-e -was *t0t»aware -of~t-he-4echnical coinpl-eaEities-ef -the -unit, since

they hacLn© previous-exf^rienee-wi-th' -these -units;- whereas- -Bendix had manufactured

them previously. ..... Because -^>f 4he -d0t*b40- -regard ing the ability &£ the small business

to perform, tbe Bureau desired to Hjatee the -award to-Bendix, but, since the small

a email b««iHe«-s, the mtatter -wa&- refer red te-the^&mait-Buainess

ion, in ac«OFdanee with tiae-applieaWe regulations. The-- Small -pus iness

Admiaiatration, certified- t-he-sH3alib:uS'Mje-s-s--a-s competent, although in^the -process

of the investigation it - -was found that their bid had had a clerical error, and instead

©f $400 the ^>riee should have been $7&&.

Th«-Ba.*«au-of~Ae*'-©na«4:-iee"«aeteed =fehe™Sn>a4-t-Bu«-i«e-s«~Admin-istration to re-

evaluate the -situation-and, after further investigation, the competency of the small

• business; -wa-s reaf f irmed; and- the contract >was awarded to thei». -After several

months it became apparent that they would be unable to supply a production sample

for approval, and the contract had to-be terminated for default.

-Tfeese ujoit-a were then reprueured froEQ -Beadix at their originally quoted price.

The Bureau of Aeronautics then requested -per aai&sion from the -Comptroller General

to .waive assessment of the excess liability of approximately $380, 4JOO, giving the

reasons: The small business had been- diligent -and had occurred consid-

cost in their efforts, and the Government paid no more for the units than

had been considered to be proper .prices originally, .and it-,was .doubtful that the
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-e-xee-s-s eos^-eoirid- -fee -e&U&^s&4~'&ifte&~~*&e-~8*&a&~b^inG^^^ only

$11, QQO. The CoaaptFelter -Qeae-Fal- -mdaeated £ha4-tfee- el-aim -fe3?~e*e©s-s cost

could not -be -waived, that t^e^mall-teas-Hiese fead~:beea~givett---every opportunity

to-be-aware of technical comptexitie-s, and had not in any -way -been misled by

the Government.

4s^ in their effort to

obtain the contract, but not many ce-m^aaies -can afford this kind ef -assistance. I

am reminded a little bit of the- two-small boy-s -who-were watching a lot of men

going into a house and coming out looking fairly -satisfied,, and they decided that

they would try it. They got up to the front door and -knocked on it. -A lady invited

them in, asking them how much money they had. Collectively they had 25 cents.

She asked first for $2 and all they had- was 25 cents. So she took the 25 cents

from them , knocked their heads together, and threw them out on the front porch.

One little boy said to the other, "Y©u4ta©w, I -don't think we could have stood $2

worth of that. "

Sometimes t-bes-e s-mail b-usjresses ea«!t ^uite-take all the- help they get.

Now, I have tried to be a little brief In this- Comptroller General's decision,

but I would suggest that you might be interested in reading the full text,, which does

not include the story. The decision nuEober isB-420249, and it is dated October 11,

1956.

This financial catastrophe for the small-Jausiness -concerned suggests another

facet of -government procurem-e-nt w-hich Kaus-t-be-of con-cern 4o small business and

to large business alike. When-small business is-a, s-ufo.contra.ctor for a large prime,
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they are-*-givefir by the p-rka-e een&Me'Fable ^Maaftete-t--he4r^a«e[- preteetienr. Generally,

they will receive ^>roi»pt paygM&at- aad -fee 4a-a- -pes-itien te~-fceef^ their-receivables

and inventory "wit-h-ia **e€te©«ab4e-fe«s*aees limits. As-a- prime-contractor, however,

' they will be subject to the-same problems of ©©Meeting amounts date as-aaay other

prime contractor. For instance, our company currently has accounts receivable

from the Government WL ex-ees-s of $100 million, and that ain't small business.

This has tremendous impact, -even though our company's Defense sales are on an

annual basis of over a billion-dollar a.

-Ma-ny sonatt bHs-isve^ees'- w©ttt4 aot fee-aMe- 4®»«wea4her -su-ch~-a~-sit«atio4, Even

if they were able to borrow the jM-oaey from the bank, interest is not a recognized

allowable cost. Small business- also receives much help in legal, in marketing,

and in other phases of the business. ^As a small business man myself, my biggest

job was to try to get a g43od subcontract from a good prime. As a matter of fact,

that's-to»w I happen to be with the General Electric Company. I not only negotiated

a-saibcantract with them but I apparently put myself in the act a-s part of the contract

and^siayed.

Currently, AH-approach similar to the Small-Business Set Aside Program is

being used in an effort to channel military procurement to labor-surplus areas. It

would seem lo me that it would be more helpful frxan-a lojag-xange viewpoint to

. determine why labor-surplus areas- did have their labor surplus and take steps to

correct the .cause, rather than using military procurement to force feed such areas.

In other words, if it is a deficiency of c-ompetency, I certainly-don't want the

defense of the United States to be ^>ut there. I believe that we all recognize that
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the- volume of-aallitaF-y •pr©e«*te«fi««t-4e-&e™g3ae«tt aad 4n- »aj:iy-"ea««« the- i-sdividual

contracts ape-so large that they -do-have a ^remendeas impact en the overall national

economy. On the other hand, military procurement is too important to the-security

of the Nation to be used for socio-economic purposes. Recently George Washington

University sponsored a seminar on research and development procurement,, One

of the speakers, in commenting on the socio-economic aspects of procurement,

made a rather intriguing remark. He said , "When you say socio-economic real

fast, it sort of sounds like political. "

Now to the Renegotiation Act. This-act, of course, has been-subject to much

controversy for many years. I am sure no one questions the fact that where truly

excessive profits are realized there should be some way of recapture in addition to

the degree of recapture afforded by the income tax.

We have a great Governor up in New York State. Last year, but not this year,

he gave us a 10 percent forgi-venes-s in our personal income tax. I like the term.

We were forgiven 10 percent of our income tax.

Excessive profits can be realized as- a result of inadequate and lax procurement

practices. They can be realized as a result of misinformation or lack of information.

They may also be realized as the result of sheer increase in production volume,

and resultant cost reductions which could not reasonably be foreseen. This latter

situation was quite prevalent during the tremendous production buildup during World

War II, when in many cases the increase in volume justified cost-saving methods

and-automated procedures which had not been generally used in industry previously.

I do not believe these conditions exist to any great extent today. Military
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people -aro becoming incroasingly-gao-re competes^

aad there are Baany addit*&aal-contre4e whleh-signifieafltty reduce the -likelihood of

windfall profits. I recognize that the <3e*ier-a-l Accounting Offiee-frequently issues

reports to Congress citing •ea*ee~whef*e ^roftfcs tfeey consider «nre-a»enafole have

been realized. It &hetri<3 fee~*"«*»e»beFed, however, that in ramny-ea-s-es fee contracts

in question-were entered into a mu»ber of years-prior to the institution of-gome of

the current procurement practices which are much more-effective in arriving at

a fair price.

There 4s~-a4s^-oae other ves»y i*»p0*4aftt tteag--I~wetri4-4itee-tc> -emphas4ge. There

^eei»s to be a tendency for -GA-O^naot to <j©*B*»ent on -contracts which-shew less than

reasonable profit. There is- neve** any averaging. They go through your plant and

they are not interested in the ones that you have lost money on. That's your own

stupidity.

The a4»433iBtrati©n -of-^a-H-a<?t--&**ch -as- this-is-very difficult, «iace -determination

zmist be to a large-extent- •suto-jective. I believe this is illustrated in the following.

A decision of the Tax Cou,rt of the United States filed in October of this year cer-

tainly raises questions regarding the desirability of an act such as this and the

effeetivene&s with which it is adoaamistered. The decision related to the North Amer-

ican Aviation~aad the Renegotiation Board, and the docket is 39 TC No. 19.

The Renegotiation Board issued its unilateral order determining that for fiscal

years ending September 50, 1&53 and 1354, North American Aviation received ex-

cess-profits on its renegotiate business in the amounts of $6 million and $14 mil-

lion respectively, and later amended its determination to claim profits of
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isillieaand -$21. 5--million, fe-etfeer-we^ds, foF*fee=p~e«a»i«atiefi-S'fe«wed that

instead of $6 miilioti-a«^~$i4-mim<m it-efeewld have-been $1& milliea and $21.5

million. Now, there is one little nete I woutd like to add here. This was for

business in 1953 and 1954., and it -was- feeing- determined very pe-eently. Of course

the stockholders should have been paid the following year out of their dividends.

&o this has to be a recapture, -so we have to tell the stockholders, "Please send

some money back. We gave you too much. "

But that isn't the main point. It is-ee-rtaiftly a ti?ef&en4©t*e- increase which in

itself would tend to raise some questions. The Ta-x Court in its opinion reduced

the Board's determination of-$16 million to $4 million for 1953, aad its determina-

tion of $21. 5 million to $12. 5 million. You will note that the amounts established

by the Tax Court were less than those originally unilaterally determined by the

Renegotiation Board before they decided to up them.

Well, so much for renegotiation. It's a very hairy problem, and we probably

will never have a pure solution to it.

Now, with regard to government-industry, buyer-seller relationships, I cannot -J

suggest any more appropriate words than buyer-seller. However, those words are

not too descriptive of government-industry relationships if they are viewed in the

context in which we normally think of them in our daily activities, making consum-
i

er purchases, or even the relationship between industrial buyers and sellers. The

Government is in the unique position of always buying for the benefit of the people

from whom they buy, since the suppliers are part of the general public, and the

Government is buying with funds obtained from the general public, including the
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—f~ttpplie*»fi-. This -yelatieasMp noeeesarity brings about- pyob-loa»6 which de- not

- e^as4 m 4het^aa4r buyeF~seltor ̂ etivity. T-he--eenaum er, or wadwtriat-buyer, does

not need to pwehase from a-supplier Mt~whem~h& -dees ttot-feewe -etMtfideaee, nor

dees he have to-afferd each a supplier an opportunity to com-pete. The reason for

laek of confidence may be valid or it may even fee whimsical. It d©es not make
w

any difference.

The Government, on the ©ther 4wand, -efeee j4-4&.^he-roprefloiat-a4ive ©f the people,

which includes all- t-fee- potential -&applief»s, iw^tst af£ord-evef*yene an-equal opportun-

ity unless it can be clearly demonstrated that -a. potential-supplier 4s not qualified

and to purchase from him would be contrary to the best interest of the Government

and of the public.

The -ceaaiaBer -pttfehaeer -and the- 4«dast-i4a4 pt-H^ehas-er aatura-Uy-eKereise their

best judgment in buyirag-at eoHapetitive prices-. They are also in a-position to make

decisions on the feasis of customer value without regard to what the supplier costs

or profit might be. The Government, on the other hand, is much more restricted,

particularly in military procurement, where the yardstick of customer value is

almost impossible to apply. Much of the equipment being secured is of a combat

nature, and we cannot use normal value concepts to measure the difference between

defeat and victory in the event of a conflict.

This difficulty in determining value, afld therefore price, does make it necessary

that in much of the military procurement prices be established in relation to con-

tractor's estimated cost. Although necessary in many cases, this doeskconsti-

ttjte an invasion of privacy not present in the usual buyer-seller relationship that
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is goiftg thr^agb all y-&&r cos-is-.

DurHig 4fee-~p£ts^--lew~^feerFs~a:aettee-r relationship-hag- -g-apewR te-s-abetantial pro-

portions. Prior fr® -World--War H-^toeape-wei^e-few -ppebtem-s -with--re-spec t to the

relationship between the Government and-suppliers to the government prime con-

tractor. The buyer-seller relationship between the prime aiidMs-swbs was sub-

stantially similar to that prevailing in normal commercial business. Currently,

however, the situation is radically different. The Government maintains the

fiction that it is not a party to the subcontract placed by the prime, and yet

effectively tbe Government attempts to control the conditions of the contract without

assuming responsibility for the problems created between the prime contractor and

the subcontractor as a result of government actions-under the prime.

There is yet another pra-ctical peculiarity of Government-industry relationship,

although perhaps in theory it should not exist. This- difference lies in the fact that ^

in the relationship between industrial consumer buyers and sellers the two parties

may agree on a revision of price, extension of delivery, or some other contract

change on the basis of equities in the situation, and even in a somewhat informal

manner.

I recognize that this may not always be done in-commercial buying. On the

other hand, in Government-industry relationships the literal terms of the contract

always hold. While there are procedures for the relief of inequities, they are not

applicable in all situations, and in many cases the procedures are so burdensome

and so time-consuming that they become impractical.

Perhaps the most peculiar situation in the Government-industry, buyer-seller ̂
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ip- 4&-4he -feet4ha4-febe-seller -Bftaybe bound by-ei*^aroBtanoe& entirely

outside the contract ~«f--which he is r«£her walifeely to have a«y<4sR®wted|fe. I would

like to cite~a case in point. In the-performance of a construction contract the

contractor-was wr-ged&y the contracting officer to-expedite tfee~-performance,

-which 4*e~was- able to do by baying -warehouse-steel and-woi*kH*g overtime. Both

these actions, of cowse, generated increased cost, which had not-^een contem-

plated in the original contract price negotiation. The contracting officer was

aware of these actions and condoned them,---even though he did not is-sue a. formal

authorisation.

After the completion of the-eo-at-Fact-4fee -eofttmetoi?-requested a price adjust-

ment and was then informed by 4he -contracting officer that he could give no such

relief. The contractor appealed this decision to the Armed Services Board of

Contract Appeals. The Board-held that the contracting officer had in fact author-

ized the expedited-w©rk, but-tfee contr-actor-still could not obtain price relief.

The reason for this was that ihe Appropriation Act providing faads to -which this

work was charged included a specific prohibition against the use of any of those

funds to pay for expedited effort, except with the approval of the Secretary of the

department.

It is true that the conteaator -could Jaa^e-kaow-n of this limitation, since he had

access to the ful|.text of the Appropriation Act. I seriously doubt, however, that

even one contractor in iJQQ is specifically aware of such limitations imposed on the

use. o£ funds appropriated in~any -one act.

I have always been brought oip-io-beiieve that the old principle of "Caveat Bmptor"
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-wa-s-feasic to the4>uyer--s«14eF~f^ati«*isMp. I -deaJ4 4n*ew--what the Latin is for it,

but when yeu~a*»e baling with the Government it is, "Let the-setter ^beware. "

I have attempted to give an appraisal of some of the pecularities of the buyer-

seller relationship between government and industry, to point up problem areas

to which continual attention-should be given., although admittedly I have not attempt-

ed to suggest specific ways in which the problem might be minimized. Considering

the nature and magnitude of some of these peculiar problems, I believe the Gov-

ernment-industry relationship in the procurement area is quite good.

In these few minutes, my i?e^a~pfcs--feave pointed to the shortcomings of military

procurement on the part of the Government. I have no intention, however, of im-

plying that industry dees not -deserve criticism with respect to its part in the overall

area of military procurement. Some of you, I am sure, are in the procurement

field currently, and others of you will undoubtedly have procurement-assignments

i n the future. You, therefore, are likely to be in a position where you can influence

the future treatment of those areas to which my remarks have been directed.

To the extent that I have been critical, I sincerely hope that the criticism will

be taken constructively.

Gentlemen, that's all of my prepared remarks. lam looking forward with

pleasure to our next bout in a few minutes.

MR. HILL: Are you prepared for the torpedoes, George?

JDH. HALLEifc Yes.

MR. HILL: Fire ahead,
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: ~&v. -Hattey, -previous speakers- have 4adieate4 that industry as

a whole-would •rather -have fi««d--^riee-^witeiEt€%fi-tfean:'e0&t~ptes--a fixed fee, par-

ticularly in areas which iH^etve-aa a-ppreeiafote amount of research and -develop-

ment. Would you care to com»ent~ on this-?

SR. HALrLESr- Gfe, I doa't-betieve that. -Stew--©a--earth «an you get a fixed-

price contract on something "which y©u-»jti«t don't-know is going to-succeed or not?

I mean, we have to go into things, really. -We have to promise to invent things.

We have to promise to conceive thiags. So I don't <juite-see how you can do this.

I want to say that I do have a--slight introduction here that I want to tell you

men. When I was here last time I gave a very brilliant speech on long-range plan-

ning, and came back to answer about a half-hour's questions on anti-trust. So,

while I am perfectly willing to dig up that dead Indorse again, if anybody would like

to, I would prefer to stick to the subject today. It was- a lot of fun on both sides, I

think. But, further, while I was ass-ociated with military procurement, as I told

you, I had other problems in mind at the same time, like strikes and the like, all

sorts of labor negotiations, and this and that, -with our outfits. I was never an

expext on-military procurement, but, as in all organizations, we do have somebody

wJao is an expert, and our expert is with me this morning, Mr. Wheeler, who is

the man I am going to lean on if you guys get too rough on me. He is right down

' here in the front row.

Did tttai-aaswfer your-question,-enough, or not? My-answer is that I think it is

a very difficult situation to^ry to -get a-fixed price on a contract when you don't know

what you are going to do. Xou may know what you hope to do, but what you are going
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to d-e you -eten't-teew. I migh4-amplify 4fea4 a~ -M*fete-Mt-te-sfeew y@a tfee -difference

between military a-n-d com:mereia4-wea^-a*i4~why you-can't i»ix 4heee th-tegs occas-

ionally, la military wo-rk you get together with your customer and you both have

a gleam in your eye, and you are going to go down this road-and you are ^oing to

try to develop this thing. You may come out -with the right aae-wer, and you may

mat. It might be degraded, it-migM-4a4te--a little longer, it -Haig-tet-^-oet a little more,

and so on. But, as long as you aad your customer are together, this is fine, and

your customer is an expert in the field.

Now, let -& talk about e©i»pti4em for feaafeteg. You-sell a computer te a banker

and, if you have the same salesman or-engineer that was talking to the military

customer, and you go and promi-ae-a-banker pie in the sky, you are in trouble.

You can*t get together with the banker and--say, "Well now, at this point maybe we

had better build the computer a little different, or add~a few more memory drums,

and so on. l f He doesn't give a damn about any of that stuff. He wants what you told

him you were going to give him in the fir-st place.

4Sfhen..you are .developing far--out weapon systems, this-is ja-st a hope, and it's

almost never realized.

QUESTION: Dr. Haller, -will you-^ive us your viewpoint or sort of a reflection

of industry's reaction to the idea of incentive.-contracts ?

DR. HALUS&: I think by and large that-we like incentive contracts. It certain-

ly puts us on the spot to .produce what -we agree to produce and to do it in the best

way, and so on. I think one of the things that we ought to do-^and I really believe

this--is-that we ought to continue a history of performance so that when a contract
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,-- a-nd tfee-feelt-wi-tfe it — 4fea4%-ftttr-aa4"we-«-tayt- over *agam. When

erases- ia4©Hg-~we"~harve -the question; -What ^Md-4he -gay-do last time ?

So my etHswer is that I am for* it. I think it era-girt te-be~exte«ded. I think

that there ought to fee a history of -these things. This would put -everybody on his

toes.

•QUESTION: Tfeie-4e-os"S«a«tll-fe«e4fte«fi-. fa-eabeoHtraetiag my-a-geney feels

that one of the ma-joi* pr©b4e«as- -with~s«»U-'bi3^Hess~ is getting the chance to com-

pete. My question is- this; Since the -passage of the»so-called Proxmire Bill,

more or -less 18 months age, -establishing the Government Subcontracting Program,

what actions, other than the sem inar that you mentioned, has- your part of QE taken

to afford small basine»s -aa-opport-ttnity t«-aot«a-Hry-qaote on yottr- requirements ?

JDS. SEA.LLER: I am going to-ask Fbck to go into some of the details on that.

We have a large program on email-business. We do all sor-ts of things, ^e have

lists of people. I think each department of the company has a small business ad-

ministrator who looks after small business, a roan whose job it is to perform

in -thig area^

GO .ahead, Peck, if you w4ll.

ME> -W-HEHL.E-R: -We do have a small business liaisan. officer for the company

as- a whole, aad each of the individual operating departments has a small business

" representative. It is iheir job to see that the procurement people in their respec-

tive organizations do solicit small-business to the greatest extent that they can.

Dr. Haller in his talk referred to the fact that he ̂ wasn't too hesitant to speak

on the subject because we think that General Electric's record as to the percentage
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o-f sabeontra-efes pta-ee-4 witfe-afH-alt- baa-iness 4s -afeottt as-feed-as anyone's. Every-

1 body is exacting it to be better ̂ iext year, but pretty-soon you get to a point where

it can't be better next year.

There is-this- specific psi©^ftH^-wfeei>e--eareb-departj»e«t--ba&--a---s®jall ^business

representative. Record-s-are tept on--solicitations-made of-small b-u-siness, and

in those cases where small business was not solicited there is a record of why

they were not.

Also, -as--Bar. Ha Her H?entiefied,--we-iia;ve~had-~s-ffi^all-b«S3:Bfi-es-exMb-its, regular-

ly. That has been true «inee l-eag-befere 4he~ 3?rexmire SiH~ was—passed. We

invite small business to come in with-exhibits to actually see what items there

were that they could produce. It is difficult many times to second-gw<ess just

what the competence of a particular small business might be. You can go only so

far in widespread solicitation without incurring administrative expense which

isn't justified.

DR. HAULER: I'd like t© add to this, because small -business- is very inter-

esting to me. When I was a small business man my main effort in life was to work

so .hard that I could get to be big business, so that I would know what all the shoot-

ing was -about for small business.

We feel that a .great -strength -of our company is our small business team. In

any one community you may hav-e,a~big organisation in the community, but really,

the team that can help you in your business plant and,.all the rest is your satisfied

group of small business men who are working with you. So, if you are in trouble

with a strike or something like thats they are on your side, too, so that there is
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-a large-

So that tfeer-e-are-a tot -ef-teei^^i^m-g@lic^4he-«m'̂ l'̂ Hfiines<3 route. Now,

one of the prebteasm-with- s*»all bwsiaes-g that-*©f»e manufacturers carry on, and

' H&©j^e-M^-9»©ey-4fi"4kat 4bey BEmiKtfeti»~a~-s4eady load on ^feeir ©wn piant~and allow

all the fluctuations to be taken by-t-fee-s-Hiall feasfeee-s-.- Tfeie-4e-i*eatty-A rou^h deal,

because *roall bw-eiaess can-fee going te-be-at ^fche band or flat on it-s, tail depending

on just the fluctuation®, where the la^ge prime h l̂-ds a steady business.

You must be careful that y«u don*t get this sort of reputation.

MIL- WHEELER: This is «ot wit-h-yeepeet to the small feueine«fi program of

General Electric, but it is an odd situation that I think is perhaps- thought-provoking

with respect to the overall small feas-ines& activity and participation. We «did have

a small operation in Coxhackie,, New York. That operation I always dubbed the

"Hot Rag. Department, " because they made electrically heated blankets, and so

forth, for various aircraft devices--that is, the Horn est John Missile, for one,

earners covers, and so on. It employed only 50 people, or something like that.

This was in 0r0 Haller's division, previously. It was strictly a small business,

but it was owned by a large.business.

Well, obviously, the type of equipment-that they- wereJauildiag-^scas the type

that a small business could effectively produce. So, after s-oxne of these devices

• had been basically designed and built by Coxhackie, then they were small business

set-asides, and Coxbacke could no longer compete.*

That operation has been closed up, because the market situation,-wasn't such

that it could be justified in the light JcCa small business set-aside program. Now
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the impact of that 0*1-t-tee-General Electric -Com-pany i-s, however, insignificant,

really. And yet, on that particular community, the impact -is- cons-parable to what

it would have been had it-been a small buetee-se, with-respect to the management

personnel, who might later be transfer red and «till work for the General Electric

Company, and also with respect to the individuals actually working in the shop.

I think that's one that should provoke a little thought, and that's the reason

I wanted to mention it.

DR. HALLrEB: Tai-s-is- an interesting project for me, because in my present

assignment I have to look out for tfee-«mall bttsinesses of the General Electric

Company, as to how we get them and how we make them grow, and so on. What

we are doing is getting a few boys together who think they have a good idea, and

instead of letting them resign from the company to start their own business we

set them up in business and say, "Go to it. " But we don't do it in the Defense

area, because they can't compete with small business. They can do great stuff

in the commercial area. They can take a garage s-emewhere and get a few people

and some company-backing,-and -away they-go. In the Defense area this is dynamite.

We found it out in Coxhackie . A few boys went down there and had -a good idea.

They developed a swell business and got their throats cut.

QUESTION: -I would like io -pursjue,-that point a little in this respect: Would

you apply yjQur-Ow-n personal experience, Doctor, to a situation we have, whereby

the Armed Services Procurement Regulations provide for the qualification of a

small business that has never made the product before, this in the face of the

Standard Sales Act that is quite specific in saying that such, a bidder has no implied
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, -and -the teuyer-feas all the risk-?

0S, fiArlaJaER: T"he-~p*»ektes»--w -̂-get-̂ te~isi: Hew-dees- -4fee~&«»iaea* -get started

• in the first place ? You -can't forever withhold 4befH from -d©«g femsiness in a

certain area. I think there is a matter of judgfsent that you^faave to put into it as

to whether or not they could build this thing if they have «ever built it feefore.
*

Whether they have built it or not before I don't think is the complete criterion of

-giving them the business.

t-tee-tjuestion^Mp-aot? I-azs sot-sure i4<de>es. This is- my

feeling. For instance, I am -sorry -t-o-say-/ -we- have-some of our very good people

leave the company and set up a little business of their own. They know more about

it than we do after they've left. So they-are fully qualified.

•QUESTION: The services fpe<n*ently put a government laboratory in the role

of technical director in some of the major R&D contracts. What is the reaction

of the General Electric Company to this procedure?

DR. HALLJSR: On this particular procedure you can-'t -generalize. If they

are good technically we feel they are good all the way through. If they are not

-good technically we have trouble. We don't disagree with this. We have worked

with a~iot of them thai were good. We have worked with some that wer« not so

good. With those that are g-ood there is usually a very good spirit of cooperation,

and we get a lot of help. Sometimes we even proselyte in hiring them. Sometimes

they hire our people, too.

I don't think I can-generalize, -except to say that w-e-Jaave no problem in working

with a good, technically competent man, no maiier-who pays him;
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-QUESTION: D-r. Halter, -what do you thiak the outlook is for more cooperative

research and development with our NATO allies ? And what kind of production

problems does this lead you into?

DR. HALLERtj I still have that one around my neck. I am Chairman of the

Board of our Dutch subsidiary. There are a lot of problems which are very

peculiar. One is that the NATO allies--! know what I am going to say, but I don't

know whether I should say it, but I will probably say it anyway--as I remember,

last time I crossed out a lot of the verbatim stuff before it was releaaed—our NATO

allies are even more political than we are. We get into the situation where France

must have so much and Germany must have so much to build in their own countries.

I presume this is all right.

But this is one of the problems that you have. It is to try to figure out how
in

you can have a system so that one company/France will build a piece and one com-

pany in Italy will build a piece, and another company in The Netherlands or the

Benelux countries will build a piece.

The other problem that used to exist, and that I am not sure does any more,

is that they take a very, I might say, backward view on anti-trust. They tell their

people to get together and to come out with the right-bid, and so on, and so on .

Of course this is very un-American. Yet, if we do it over there, then we are at

risk here. So this is quite a dilemma,,

The research -and-development pr^ogj^ai»« are not-we II coordinated, because,

usually, by the time we get something xeady to go that is an extension of our weapon

system in this country, the development has-gone down so far on the road for
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the

only thi«g7 left 4e -the «a«au£aettH'i&g — &r tt* yi«g to put, say, a fetefttsken computer

in place of a Burroughs ©r as -IBM — 4Me--»ort ©f thing. ' ̂  v

These are- -geae-raWy the-^^efeleHas-^w^-hftve. I tfemk that fey >a**d large we get

extremely good work from the people who build stuff over -there. We get very good
t

idea*. The problem of putting the ideas-together-with OU-PS- is continuing.

The other problem is the security problem. This is quite nasty. Up to about

a month ago, and I don't know whether it has changed «toee then, we couldn't de-

scribe to our NATO people certain of our later things unless they aeked for it.

Of course, how they could find out enough t© ask about it might be attributed to a

leak from oar company, which we couldn't afford.

&Q we were- at a bit of an impasse. And yet, due to the gold situation, the

Defense Department was urging us to go out and sell, but, you know, not to sell

very hard.

-QUESTION: Ther-e-wae one thing -about the Coxhackie operation that I didn't

quite understand. Why couldn't they compete?

DE. HALLER: This-was a set-aside for small business. This was equip-

ment w-hich. naturally could, be built by g *» g \ } bi* -s i n A s s a For aome reason or other

• General Electric just didn't qualify. I think we had about 40-eome employees down

. there. %In the community, we had about -two engineers, and the chief designer

we got from the jpelineator, or something* She was a famous dress designer who

had gone toseed4eaigning-dress.es. She was jaow designing these blankets to go

around the missiles, and so on. B,,was a very interesting operation, really terrific.
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I -«htsKJde-r to think of the final 4f&p-liea4i0ft. --K-wa-e -r-eagfe-em: the-community.

It was- rough on our people. Aftd-soon. 1'M-svsas one of these head-on affairs.

There wasn't anything we could do about it.

QUESTION: Sir, what is the policy of general Electric in providing cost

information on contracts?

MB. WHEELEB: T-hie-is--a-subject on which I feel rather strongly. It is a

little difficult to put it very briefly. W~e recognize certainly that in many instances

there simply has to be a s-ubm-iseion of cost information in order to .negotiate

the price. We recognize that. We do, however, resist-giving cost information

where we feel that there is a legitimate basis on which to judge the reasonableness

of the price without the use of cost.

Yesterday there -was a meeting of a group of National Security Industrial

Association member-company people at which Colonel Thiboney and Mr. Cox of

the Army were present. Colonel Thiboney, as most of you probably know, is

Chairman of the Armed Services Procurement Regulations Committee. This came

up for some discussion there. In the course of the discussion I mentioned a case

that we experiejaced~-2. or 3 years jago. We were quoting on some small transform-

ers. We were the sole source, because they were replacement units. They were

built in the department of the company that is substantially all commercial. The

units were quoted on the price which was based on standard commercial pricing

curves, that is, they were priced an the basis of old amp. rating^ and certain char-

acteristics of that sort, because that's the way you had to quote in the market

place. These were the same curves that were used in the market place.
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?«eir we were-«&teed- fer -eegt~data. We

did resist giving eost -data-? We~-&h©wed*4hem the pricing -curves- aad -explained how

they were arrived at. We-«fe®wed them priees of competitive commercial items of

; similar nature. Bat they etill wasted *omething in the file. So reluctantly, we

then estimated the cost. The eost had not keen -estimated for this- job at the time

the price was established. We <lid~estiiaate cost, and, lo and behold, the price

wasn't high enough. So we increased the price and had no trouble then. We got the

contract for the higher price.

Now, the next time it could ^© the ^tfeer -way. Where you have a line of com-

ponents and various s-Mgee-and-s-© forth, the market e«4ablis4iee a price, a-nd your

margin is not necessarily the-s-ame on each particular size of the device. So next

time it could turn out that our cost would show what the Government might feel

.was an excessive profit.

Maybe I should have been able to say this- in a little bit b riefer- fashion, but

we do resist giving cost details if we feel there is a legitimate basis on which the

contracting officer can judge the reasonableness of price. But, if there isn't

we recognise that cost has to be a factor in the negotiation.

Now, Revision 12 of ASPR puts a little more emphasis on the propriety of

price .analysis. The emphasis is to use that -where it is possible. That's a shift

- in emphasis from what has been true in the past.

-QUEST-JOIli: Dr. BaJler, the re^i^attizatioia of the Department of Army has

been going through since the late part of the spring of this year. It has resulted

in the procurement of ail materiel b$ing the responsibility of a single ^materiel
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, -as opposed te- the o-td-ay&teiB-

services. Can you tell Hie if, a-itfeetjgh this-has-been in business only four months,

it i« making it any easier to do b«s4ne»e- with the A-rmy ?

DR. HALLER: I-arai -sorry, I-eaH^t--aa&wer that, and I-don't think that Mr.

Wheeler can, either. Change is p-rogpese, I-guess. We have-what is called the

Cordiner Award. About six years ago they put in a «ew procedure in Schenectady,

and the man responsible for it got a Cordiner award of several hundred dollars.

Last month it was thrown out, and the man who-was responsible for throwing it

out also got a Cordiner award. So we always hope for the best. I am -sorry that

we don't have the details^

QUESTION: Early in your -ta-ifc y©« mentioned patent rights. Would you

compare or, maybe, contrast industry's-pos-ition with regard to the origin of

patent rights on patents developed on cost-type government contracts, and then

patents developed by employees working on company projects?

DR. HALLER: That's a good sticky question. It comes from a-good outfit,

too. The question is: Why do we insist on shop rights from our employees and

why are,n 't we willing to give up the rights complete to the Government? Let me

give you a broad answer. It's not the real answer. I am sorry. I should have

thought about this before. The broad answer is this: A large company could care

less, really, about these patent rights, because they have the resources to exploit

these things by means of superior marketing, more money to go into the item quickly,

to go to market quickly, and so on. But really, the guy that you are hitting when you

don't give him a right under a-government contract is the small busine-ss man. He
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Now,- 4foie-4eHr't 4fee«H»wer &»-yeay-question, -%«t it*-iS""a*»e«ftd"4he-«4de of it.

I think, really, that yew-sfeewtd as-k your-^iaall basHteess mara ^w&en &e is up here

4*ie-views--are on this.

: Dr. -Batter, y®« *H^*i©ned-4he 4a?ge ae«ew*fcs-receivable, j$10Q,

million on a billion dollars worth of business-. This is--some-what of a shock, it

probably has a lot «f good features behind it. - What I wonder is how much of this

business is DOD business. In other words, you in being brought along increment-

ally on this, most of this cash receivable is really not out-of-pocket GE expense.

I am a little bit curious about what that statistic means.

DR. HALLER: If you are implying that that is equal to our profit, it ain't.

That's 10 percent. It would be a very good trick to get up to that. One of the

basic problems is the definitization of contracts on whicji-there is a hold-back

until the contract is definitized. I think this is one of the big problems.

The other problem is the problem of really going out on a limb without con-

tract coverage. You are told to go ahead, and go ahead, and "Gee, this is fine, "

and so on, but "We're broke. We'd be glad to help you out when funds are appro-

priated. " You would be amazed at the number of contracts that are in this situa-

• tion from time to time.

QUESTION: Do you release to the Government information concerning your

subcontractors.? The reason I ask tblsquestion is that when the military buy? an

end item we are interested in imyiag-repair ̂ rts. To Enable them to go on st com

petitive basis on spare parts, 4o they itave this information from you people ?
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DR. HAL,lj£R: I th-tek they-ek». ¥ee, they fe«*^<jompte^ information. One of

: the -subsidiary pr-ebtem-& to-this, however, 4s-that now, in this-s-pare-parts thing,

many of the manufacturers don't have drawings-any more. Theylve got punch tapes.

We have magnetic tapes. We put the tape on the machine and, zing, zing--out

come billions of these little things. We don't have any drawings.

But in the order it says, "You produce the drawings." So what you do after

the contract is all over is spend a couple hundred thousand dollars whipping up

drawings that never will be used, and will serve no purpose whatsoever at all.

But there they are.

Anybody can build these things -using the newer methods. This is--something

that ought to be studied a little better in the procurement procedures. Industry

is going further and further from drawings-, and even the engineering drawings

are now done on these modules, you know, and they are whipped into a machine

and that's the end of it. The drawing Is in a tape file -somewhere.

But this is not satisfactory for most government procurement. They want a

drawing that they can see.

QUESTION: Do you feel that there is any risk to a contract in undertaking

military business-when the cantractor_also lias a big civilian business? In other

words, do you feel that falling flat on your face in a military R&D contract might
»

affect your civilian business?

DR. HALUER: Oh, certainly. Oae of the things that you get out of a military

contract that gives you a reason for taking military contracts is aiding in the

defense effort, which is good. It-creates a good ^ompanyJlrnage. When our
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ifl--©««bit, amd Glenn

said, "I'm good foi?-eeven remade, '- stnd-s^-on, and~'W"hei<i™fee™&aid fee-was right in

the keyhole, that was a GE keyhole, and we -didn't let the public forget it. It was

„' damja good.

•Ifew, if &e™~ -gee, when I t-h»k ©f that, -l-teipeak o«t ii-Kje-kehs-weat. A month
i

before that keyhole disappeared on that Y-enus- shot. I don't to©w -who -was respon-
,s

sible, but it was our keyhole, and it was a pretty miserable situation. We are all

still trying to analyze it to see what went wrong. But the next shot after that was

Glenn. Now, that morning, when that thing went up, the Chief of that department,

the Chief Engineer, and I eat holding hands-, -just hopiag that everything was going

to go right. It really did and it has -evev since. We had one failure put of 106

or something, like that, but it was the one just preceding Glenn, and we couldn't

analyze it .

The an&wer is, yes, you cant fall on your face and do a good job for the con-

suming public. I think this is a very important thiag. RCA certainly makes quite

a bit of its successes in the good work that they do for the services.

I thought you, might be asking the .question about risk- -.why should we ask for

any profit when we have no risk? I was going to ask you to look in the Wall Street

Jouraal-today and see about RCA's laying off 400 or 500 engineers, and ask w-hether

* that isn't a risk to the company, because of the cancellation of a program that may

„ or may not have anything to do with RCA's business. I think it was the Sink Program

that wa$ cancelled. This had nothing to da, as I understand it, with RCA's ability
on was

to perform /the contract, but rather/a shift in the military emphasis. This is a
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d*>ea4f«l ris4t-to«a ee*&f>a#iy-.- -Wfeeft-yoa'aaa@H»fe4e-a~g**ot^-e£ e-jagMaee-a^s-a-Hd you have

, t© let 400 or &06 go, they are going to i©ek at you pretty peculiarly before they

will come back to work for you.

"* So the companies-do fea^e-a r4sk in military-procurement. A lot of-people say,

* "Hell, you shouldn't ask for any profit, because there is no risks and you get paid, "

and so on.

Q3&3&TIQN: You *ftentioae<3 pre&tfi earlier in your speech. What do you in

speaking for ind,ustrj? consider a reasonable rate of profit? Should this rate be

tied to sales or capital investment, inasmuch as the Government has considerable

capital investment in the defense isdus-try?

DR. HAULER: Let me tell you afeout that. What is- a reasonable profit I don't

know. I had a very interesting experience in a general's- office, who shall be name-

less at the moment. He was a terrific fellow and a good friend of mine. He had a

young- colonel there, and we were negotiating profit. I was asking at that time for

7 percent on sales and this young colonel cam e in, and he made a brilliant analysis

to the general and to me. He had analyzed our company operating statements and

last year we had made 6, & percent on -sales throughout the total company. He asked

* why I didn't settle for that, and why I was trying to chisel them out of . 7 percent.

I said, "Colonel, I accept your offer. " The general said, "Colonel, get out of this
*

room. " The thing he had failed to see, and that the general certainly saw, was that

the 6 percent that we make overall from our consumer product, and so on, was after

taxes, and the 7 percent that I wanted was before taxes. So I was very willing to

accept that.
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y-4fej«^te«fl4aeefl-ef -4he TOtqrtt-ea-^aveH&tBaetrt 4g--s-egaetMag that iff-away

behind the tpaes. I went into one operatipg department that had some government
•s

- money—this was many years ago—and their return on investment was infinite,

- because they owed the Government more money than they had invested in the bus-

iness. But the Government soon rectified this. You don't have these situations
#

any more, where you have great Government investment. You are supposed to

own your own plant. You are supposed to carry your own receivables. Our return

on investment is less than it is on commercial business.

It didn't use to be. In fact, this is one of the reasons why government business

used to be pretty good, because you could, while you got a very low rate of return

on sales—and after taxes this would run around 2 to 2. 5 percent—get a pretty high

return on investment. But you don't any more. You really don't. You have to buy

your own plant.

I think it was a couple years ago when the Government started getting rid of

plants and you had to buy them and provide all your own facilities. In Philadelphia

when I was in charge of the division, we built a plant there for government work,

and we have our own company money in that plant--a little better than $30 million,

in the last couple years. The return on investment is horrible.

QUESTION: Dr. Haller, in the area of general research and engineering, each

. year or periodically the services have negotiation with respect to rates on what

we have accepted before. I have a two-part question. One, what is industry's

reaction to the general research and engineering rate of negotiation? Second,

how much lead time in the service^ in this area of general research do the GE
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people or industry-a* -a-whole provide?

DR. HALLER: Well, I'll «ay two things- rather bluntly on this. It used to be
*

• that there was a certain amount that was negotiated by an amount. Then later it

• was cut down to a percentage. I think right aow it is negotiated at a certain per-

centage of the work that you do on tfo6 thing. I consider that merely a chisel point

on profit. You have to 4o this- anyway, and if they cut out some money here, it's

just cutting the profits down a little- bit.

With regard to the a?-ee«arch aaad-de^eiopraent, you ean't allow a company to

go hog wild on this-. You eanH-attew-tfeem to spend 100 percent of their sales on

research and development, because, first of all, they couldn't do a good job, and

so on. So there has to be some judgment played by the military on the amount of

research and development work they do, and this is negotiation, and I am sure

that the military will always feel that there is a little less and the company will

feel there is a little more,

That's a normal trading negotiating situation. But, in the case of companies

that do their own research and development for the consumer business, this includes

manufacturing research and all the rest, and usually the Government gets more

than it pays for in that they do have access and they do get the benefit of that

' consumer research.

• A lot of people say, "Sure, you get benefits from the government business you

do into your consumer work. " But it is my general opinion that you get more benefit

the other way from manufacturing procedures and materials and that sort of research.
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MR. HHJU Se©r^e, -1 th«ak ye«~e«-beh&lf -ef~A€teir«4."^«»e and the students,

, and you, too, Mr. Wheeler, for your valuable contribution and presentation by

your wonderful corapan y. We hope you will both come back.

DR. HALLER; Thank you.
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