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INDUSTRY'S- VEEWS -ON MHIATARY PROCUREMENT

12 December 1962

GENERAL STOUGHTON: Gentlemen;

The importance of today's subject 1s certainly 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 "military 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., Haller 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%t to the Industrial College.

Dr. Haller.

DR. HALLER: Thank you, General. Gentlemen:

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 I 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




thoge cars-in-which-you ean-only-hear-the tiek of the-eloek: -After en-exeiting several
-geeonds-when 1-had gone over a 10-foet-embankment and completely ruined a beauti-

‘ ful piece of machinery, I arrived at my ufidevs%anéing of the-tweo-tessonsg: One,

never drive after a dese of antihistimine; and, two, always have your seat belt

. tight.

The only damage I-susteined-was-a-lot-of-bruises; mesgtly-from the pressure
of that seat belt, New I knew what it means-when they-say, ''It only hurts when
I laugh."

8o I can-say with real feeling that I am-genuinely pleased te be with you this
morning.

Last year I had the pleasure -of talking here on military planning in industry.

I mentioned that leng-range planning-was an idea that everybedy-seems to have in
almost every walk of life. I mentiened 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 daughter.was getting ready to.go to college, 1 was-at that time a Dean
at Penn Siate, and she.naturally thought that it.would be a great thing to go to school
there with all her friends. But her mother and I thought differently, inasmuch as we
knew what stinkers all the Penn .Siaie boys were, and we didn't.want to end up with
one of those in the family. So -we iold her to lock abraad. 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 Sweetbri;ﬁtr, and then I theught, ""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. v’

Military procurement today has more facets than a millipede has legs. 1 was
wondering whether I ought to add "has 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

i‘
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 §ervices Procurement Regulations, the Small
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Busiress Act, and the Renegotiation Aet. An-appraisal-ef-the buyer—seller rela-
tion ship existing belween government precurement ageneies-and indusirial sup-
pliers was also added. Naturally,-the-indusiry-views-whieh I-express will be sub~
stantially influenced by my experience in cur company’®s Defense business. But

1 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 beound te-be subsiantial similarity in the views
of various companies and industries, -since they are all dealing with the same pro-
curement activities and facing the same problems.

Now, with regard to the Armed-Serviees- Procurement Regulations, I would [/
like to make some brief comments to the act for which the Armed Serviees Procure-
ment Regulations is the implemerting document*. In June of this year the National
Security Indusirial Association submitied to Secretary McNamara a cost-reduction
study which had been prepared over a perisd of a year. I expect this document may
be familiar to some of you. While the study was directed at cost reduction, it did

involve consideration of the effect of statutes and regulations on mailitary procurement ‘

N . o |
costs, and therefore it 1s quite a comprehensive document,

In the summary conclusions, the committee responsible for the final editing !
made this statement: '"There was general accord that no changes are necessary
in existing basic procurement regulations. Public Law 413 of the 80th Congress v
has proven to be a flexible, adequate, and excellent basic.gtatute,"

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

While only 15 years has passed.since the .aw was enacted, the changes in the
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complexity -of military procurement have-been-tremendous. H is difficult to make
a brief general-stetement in appraisal of the implementing regulatien -since it is
80 tremendously volumineus and- covers-such a multitude of subjects. I believe it
ig fair to say that industiry feels that the-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. "

For example, if we consider the-gectiion on-patents, -data, and copyrights, the
poelicy statements -and general dnsiruction information-seem-generally reasonable
and objective. The clauses themselves, however, prescribed for use in contracts
are much more resirictive, and the implementiag practiees even more so.

In thinking of the Armed-Services Procurement Regulations one must also
congider the Army Precurement Proecedures, the Navy Proeurement Directives,
and the Air Force Procurement lstructions, as well as the subordinate regulations
exigting within the various subdivisiens of the military departments. These subor-
dinate documenis frequently represent different interpretations and implementation
of the same basic regulation within various purebasing activities.

This fact generates many problems and-adds to the. difficulty of contractors
doing business with more than one procuring.agency., This is particularly true of
" the smaller contractors, who perhaps cannot afford to maintain the sort of staff
necessary to properly undersiand 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 -Arraed-Serviees-Proeurement-Regulation-iteeif-should-provide-the necess-

ary policy infermation-to-permii -uniform-application by all the procuring agencies.

‘: Now, since I am net 4 representative-of-amall business, I always hesitate

. about commenting on the Smeall-Business Act and small-business-generally, although
at one time I did have-a small business of my-own, and I-knew quite afew of the

. §problems. But I hate to cominent en-them, -speaking for-the General Hllectric
Company, for fear that my eommments might be misconrstrued. On the other hand,
General Electric's record of ceeperation-with the Department of"Defense in afford-
ing small businegs an opportunity te compete for subcontraets which-we place
should speak for itself.

I believe all of industry recognizes thet-small business Insa very important
place in our Natien's econemy, and that-fairness requires that they be given every
opportunity. -Any actieng —hewever, which tend to circumwvent 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 them where
their opportunities are. I might add as a footnote to that that such a symposium is
not an.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 bids to furnish a little
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over-600-starter-generators-required-by-the-Bureau-of-Aeronauties. There were
~twe-reaponsive-bida; ~one-from-Bendix at-a-price-of-$1300, -and-a-geeond from a
-v:-usma:u-«busineeswa»ta\rpriee'*ef—appmximm%yawo. The Bureaw-was eoncerned that

." ‘the-small businese -was not-aware-of-the-technical complexities of-the unit, since

them previeusly. --Beecause-of the-doubis-regarding the ability of the small business
to perform, the Bureesu-desired to meake the award to-Bendix, but, -since the small
buginess. was-a small-business, -the matter-was -referred {o-the-Small-Business
- Administration; in-acecordance-with-the-applicabie-regulations. The-Small-Business
. Administration certified the-small-business-as competent, althoeugh in the -process
of the investigation it was found that their bid had had a clerical error, and instead
- -0f.$400 the priece should have-been $700.
The -Bureau-of-Aeronauties-asked the-Small Business-Administration to re-
evaluate the -situation-and, after further investigation, the cempetency of the small
~-business. was reaffirmed, -and the contract was awarded to them. --After sevgral
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.

‘Fhese units were then reproeured from Bendix at their originally quoted price.

* The Bureau of Aeronautics then requesied permission from the.Comptroller General

:_ to waive assessment of the excéss liability of approximately-$380,000, - giving the
_ following reasons: The small business had-been-diligent and had occurred consid-
erable cost in their efforts, and the Government.paid no more for the units than
had been congidered to be proper prices originally, and it-was doubtful that the
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-exeess cost-ecould be eotleected-sinee-the-small -business-net-worth-was only
$11, 060, The Comptroller -General indieated that the eclaim for-execess cost
could not be waived, that the -small-business bad-been-given-every opportunity
to-be-aware of technical complexities, and had not in any-way been misled by
the Goverhment,

This-small-business-was-assisted- by-the-Small-Business Aet in their effort to
obtain the contract, but not many coempanies can afford this kind ef-assgistance, I
am reminded a little bit of the twe-small beys -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 , knoeked their heads together, and threw them out on the front porch.
One little boy said to the other, ''You-know, I don't think we could have stood $2
worth of that,"

Sometimes these small busiesses can't guite take all the help they get.

Now, Ihave 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 number is B-129249, and it is dated October 11,
1956,

This financial catastrophe for the small-business concerned suggests another
facet of—gavernmex;it procurement which must.be of concern t0 small business and
to large business alike. When.small business is a subcontractor for a large prime,
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they are-given by the prime-eonsiderable-finaneinl-help-and protection. Generally,
they will receive prompt payment-and-be-in-a position to-keep their reeeivables
and inventory-within reasonable business limits, As a prime-contracter, however,

) they will be subject to the-same problems of eollecting amounts due as-any other
prime contractor. For instanee, our eempany currently has accounts receivable
from the Government in exeess of $100 million, and that ain't small business.
This has tremendous impact, even though our company's Defense sales are on an
annual bagis of over a billien-dollars.

Many small businesses would not be-able ie-weather -such-a-situation, Even
if they were able to borrew the money from the bank, interest is not a recognized
allowable cost. Small business alse reeeives 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 good subcontract from a good prime. As a matter of fact,
that's .how I happen to be with the General Electric Company. I not only negotiated
a.subcontract with them but I apparently put myself in the act as part of the contract
and stayed.

Currently, an.approach similar {o the Small.-Business Set Aside Program is
being used in an effort to channel military procurement to labor-surplus areas. It
would seem to me that it would be more helpful from.a long-range viewpoint to

. determine why labor-surplus areas did have their labor surplus and take steps to
Sc:orrect the cause, rather than using military procurement to force feed such areas.

In other words, if it is a deficiency of competency, I certainly.don't want the

defense of the United States to be put there. 1Ibelieve that we all recognize that
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the volume of military proeurement-is-go-great and in meny-eagses the individual
contraets are-s0 large that they do have a tremendous impaci on the overall national
economy. On the other hand, military procurement is too important to the-security
of the Nation to be used for socie—economic purpeses. Recently Geerge Washingion
University sponsored a seminar on research and development procurement. One

of the speakers, in commenting on the soeio-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 Renegotiatien Act. This-act, of course, has been -subject to much
controversy for many years. Iam 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 forgiveness in our personal income tax. I like the term.
We were forgiven 10 percent of cur 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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proecurement-people -are-becoming-inereasingly more-competent aend-sophigticated,
and there are many additienal-eontrels—whieh-signifieantly reduee the likelihood of

| windfall profits, I recegnize that the General Accounting Office- frequently issues

reports to Congress citing eases-where profiis they consider unreasenable have

been realized. It should be-remembered, hewewver, that in many-eeses the contracts

in question were entered into a number of years prior to the institution of-some of

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

a fair price.

There-is-also one other very important thing I-would-like-to-emphasize, There
seems {0 be a tendency for GAO-not to comment on contracts which-shew less than 1//
reasonable profit. TFhere is never 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 administration of-an-actsuch as this-is-very difficult, since determination
must be to a large-extent subjective. I believe this is illustrated in the following.

A decision of the Tax Coyrt of the United States filed in October of this year cer-
tainly raises questions regarding the desirability of an act such as thig and the
effectiveness with which it is administered. The decision related to the North Amer-
ican Aviation.and the Renegotiation Board, and the docket is 39 TC No. 19,

The Renegotiation Board issued iis unilateral order determining that for fiscal
years ending September 30, 1953 and 1854, North American Aviation received ex-
cess profits on its renegotiable 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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$16 millien and $21. 5million. In other-werds, further-examinatien-shewed that
ingtead of $6 million-and-$14 million it-should have been $16 millien and $21.5
million. Now, there is one little nete I would like to add here. This was for
business in 1953 and 1954, and it wae being determined very recently. Of course
the stockholders should have been paid the following year out of their dividends.
So this has to be a recapture, s0 we have to tell the stockholders, '"Please send
some money back. We gave you too much, "

But that isn't the main point. I is-eertainly a tremendeus increase which in
itself would tend to raise some questions, The Tax Court in its opinion reduced
the Board's determination of $16 million to $4 million for 1953, and ite determina-
tion of $21.5 million 10 $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 sclution 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-
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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—guppliers. This relationship-neeessarily brings-about-problems-which do not
- exigt in the-usual-buyer—selier aetivity., The eensumer, or indusirial-buyer, does
| not need to purehase from a-supplier in-whom-he -does not-heve confidence, nor
| dees he have te-afford such a supplier an opportuhity to compete. The reason for
lack of confidence may be valid or it may even be whimsical. It dees not make
any difference,

The Governmeni, on the other hand, -sinee it-is-the-repregentative of the people,
which includes all the peiential suppliers, must afferd-everyone an-equal opportun-
ity unless it can be clearly demonsirated that a potential-supplier is not qualified
and to purchase from him would be contirary to the best interest of the Government
and of the public,

The consumer -purehaser -and the industrial purehaser naturally-exerecige their
best judgment in buying -at competitive prieces. They are also in a pesition to make
decisions on the basis of customer value without regard to what the supplier costs
or profit might be. The Government, on the other hand, is much meore resgtricted,
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 concepis {0 measure the difference between
defeat and victory in the event of a conflict.

This difficulty in determining value, afid 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 does.consti-
tyte an invasion of privacy not present in the usual buyer-seller relationship that
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is going threugh all yeur costs,

During the-past few-yearg-another relationship-has grewn te-substantial pro-
portions. Prior te World -War II-there-were few problems with-respect to the
relationship between the Government and -suppliers to the government prime con-
tractor. The buyer-seller relationship between the prime and his subs 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 the 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 practical peculiarity of Government-industry relationship,
although perhaps in theory it should not exist. This-difference lies in the fact that b
in the relationship between industrial consumer buyers and sellers the twoe 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 4 ’
always hold, While there are procedures for the relief of inequities, they are not
applicable in all sitwafions, and in many cases the procedures are so burdensome
and so time- consuming that they become impractical.

Perhaps the most peculiar situation in the Governmeni-indusiry, buyer-seller v
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relationship ig-the faet that-the-geller may-be-bound by eireumeatances entirely

outgide the coniraet-of-which he is raether unlikely to have any-knewledge. I would

like to cite-a ease in point, In the-performanee of a constructien contract the
contractor -was urged by the contracting officer to-expedite the-performance,
which he-was able te de by buying warehouse-steel and-working evertime. Both
these actions, of course, generated inereased cest, which had not-been contem-
plated in the original contract price negotiation. The contracting officer was
aware of thege actions and condoned them,-even though he did not issue a formal
authorigation.

After the completion of the-centraei-the eontractor -requested a price adjust-
ment and was then informed by the -eontracting offieer that he could give no such
relief. The contractor appealed this decision to the Armed Serviees Board of /
Contraet Appeals. The Board-keld that the eontracting officer had in fact author-
ized the expedited-work, bui-the contracter-still could not ebiain price relief.

The reason for this was that the Appropriation Act providing funds to which this
work was charged included a specific prohibition against the use of any of thoge
funds to pay for expediled effort, except with the apprewval of the Secretary of the
department.

It is true that the contractor could have known of this limitation, since he had
access to the full text of the Appropriation Act. I seriously doubt, however, that
even one coniractor in 100 is specifically aware of such limitations imposed on the
use of funds appropriated in.any -one act.

I have always been brought up.to.believe that the old principle of "Caveat Emptor"
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wat-basic to the-buyer-seller-relationship. I den't knew-what the Latin is for it,
but when you-are dealing with the Government it is, '"Let the seller beware. "
I have attempted o give an appraisal of some of the pecularities of the buyer-
seller relationship between government and industry, to point up problem areas
te which eontinual attention-should be given, aithough 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 thege few minutes, my remarks-have pointed to the shorteomings of military
procurement on the part of the Government. I have no intention, hewever, 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
in 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. Iam looking forward with

pleasure to our next bout in a few minutes,

MR, HILL: Are you prepared for the torpedees, George?
DR, HALLER: Yes.
MR, HILL: Fire ahead.

16




QUESTION: -Dr.-Haller, -previous-speakers-have indieated that industry as

& whole-would rather have fixed-price-coniraets than eosi plug a fixed fee, par-

| ticularly in areas which involve-an appreciable amount of research and develop-
" ment. Would you care to comment on this?

BR, HALLER: -Oh, I don't-believe that. -How or earth ean you get a fixed-
price contract on somethingwhich you-just 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 things. o I don't quite-see how you can do this.

I want 10 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 speeeh on long-range plan-
ning, and came back te answer about a half-hour's questions on anti-trust. So,
while I am perfectly willing to dig up that dead herse again, if anybody would like
to, I would prefer to stick to the subject today. It was a lot of fun on both gides, I
think, But, further, while I was associated with military procurement, as I told
you, 1had 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

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

, who 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 tHat.answer your question-enough, or not? My.answer is that I think it is
a very difficult situation toiry to get a-fixed price on a contract when you den’'t know
what you are going to do. You may know what you hope to do, but what you are going
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to de you den't-knew. I might-amplify that e lHitle-bit-te-shew you the difference
between military and commereial work-and-why you can't mix these thingg occas-
ionally. In military work you get tegether with your customer and you both have

a gleam in your eye, and you are going to go dewn this road-and you are going to
try to develop this thing. You may come out with the right answer, and you may
not, It might be degraded, it-mighi-takea litile longer, it mighteost a little more,
and so on, But, as long as you and your customer are together, this is fine, and
your customer is an expert in the field,

Now, let's talk about computers for banking, 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 promige-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, "

He doesn't give a damn about any of that stuff. He wans what you told
him you were going to give him in the first place.

When you are developing far-out weapon systems, this-is just a hope, and it's
almost never realized.

QUESTION: Dr. Haller, -will you give us your viewpeint or sort of a reflection
of industry's reaction to the idea of incentive contracts?

DR, HALLER: 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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-4g-done-ii-ien't-gone,-and the-hell-with it-~that's-all;—and-we-start over again. When
--another-eoniraect comes- along-we-have the-question: -What did-the guy-do lagt time ?

S0 my answer is that I am fer it. I think it eught te-be-extended. I think

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

toes.

QUESTION: Thig-is-en-small-business. h-subconiraeting my agency feels
that one of the major preoblems with-small-business is getting the chance to com-
pete. My question is this: Sinee the passege of the-so~called Proxmire Bill,
more or-less 18 monthe age, -establishing the Gevernment Subcontracting Program,
what actiong, other than the seminar that you mentioned, has your part of GE taken
to afford small business an-epportunity {e actuelly-quote on your requirements ?

DR, HALLER: Iam going to-ask Feck to go into some of the details on that.
We have a large program on small-business. We do all sorts of things. We have
lists of people. I think each department of the company has a small business ad-
minigtirator who loeks after small business, a man whose job it is to perform
in thig area.

Go ahead, Peck, if you will,

MR, WHEELER: -We do have a small business liaison officer for the company

" as.a whole, and each of the individual operating departmenats has .a small business

" representative. It is their job fo 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 io 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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of subecontraets placed with-small-business 4s about as -geod-as anyonels., Every-
body is expecting it to be befter next year, bul pretty soon you get to a peint where
it can't be beiter next year.

There is this specifie program-where-each depariment-has-a-small business
representative. Records-are kept on-solicitations made of-small business, and
in those cases where small business was not solicited there is a record of why
they were not,

Alse, as Pr. Haller mentioned, -we have-had-small business-exhkibits, regular-
ly. That has been true since long-before the Proxmire Bill-was-pasgsed. 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-guess 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. HALLER: I'd like to 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 10 be big business, so that I would know what all the shoot-
ing was about for small business.

We feel that a great sirength of our company is our small business team. In
any one community you may have a-big organization in the community, but really,
the team that can help you in your business plant and all the rest is your gatisfied
group of small business men who are working with you. So, if you are in trouble
with a strike or something like that, they are on your side, too, so that there is
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& large pressures
So that there-are a lot of-benefits in-going the-smell~businese route. Now,
one of the preblems- -with small business that-seme menufacturers carry on, and
| -some-big-ones;-ie that they maintain-a-steady lead on their ewn plant-and allow
all the fluctuations to be taken by the -small business.~ This-is-really-a rough deal,
| because small business can-be going te-beat the band or flat on its tail depending
on just the fluctuations, where the large prime holds a steady business.
You must be ecareful that you don't get this sort of reputation.

MR, WHEELER: This is not with-respect {0 the small business program of

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

with respect to the overall small business 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 elecirically heated blankets, and so
forth, for various aircraft devices~~that is, the Hon est John Missile, for one,
camers coversg, and so on. It employed only 50 people, or something like that,
This was in Dr. Haller's division, previously. It was sirictly a small business,
but it was owned by a large busginess.

Well, obviously, the type of equipment.that they were building was the type
that a small business could effectively produce, So, after some of these devices
. had been basically designed and built by Coxhackie, then they were small business

_set-asides, and Coxhacke 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 of.a small business set-agide program. Now
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the impact of that on-the General Eleciric Company is, however, insignificant,
really., And yet, on that particular community, the impact is comparable to what
it would have been had it-been a small business, with respect to the management
personnel, who might later be transferred and still 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. i

DR, HALLER: This-is an interesting preject for me, because in my present
assignment I have to look out for the small businesses 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 goad idea, and
ingstead 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 somewhere 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 to pursue that point a little in this respect: Would
you apply your.own 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 quife specific in saying that such a bidder has no implied
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warranty, -and the buyer-hes all the risk?
DR. HALLER: The-problem-we-get-into-is: Heow-does-the business-get started
: in the first plaece? You-can't forever withhold them from deing business in a
' certain area, Ithink there is a matter of judgment that you-have to put into it as
to whether or not they could build this thing if they have newver built it before,
‘ Whether they have built it or not before I don't think is the complete criterion of
giving them the business.

- Dees-this answer the -gquestion or-not? I-am not-sure it-dees, This is my
feeling. For instance, I am-sorry-te-say; -we-have-some of our very goed 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 frequently put a government laberatory in the role
of technical director in some of the major R&D contracts. What is the reaction
of the General Eleciric Company to this procedure?
DR. HALLER: 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
-gooed technically we have trouble. We don't disagree with this. We have worked
. with a.lot of them that were good. We have worked with some that were not so
good. With those thal are good 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 {0 say that we have no problem in working
with a good, technically competent man, no maiter-who pays him.
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-QUESTION: Dr. Haller, -what do you think the outloek is for more cooperative
research and development with our NATO allies? And what kind of production
problems does this lead you into?

DR. HALLER:] I still have that one around my neck. Iam Chairman of the
Board of our Dutch subsidiary., There are a lot of problems which are very
peculiar. One is that the NATO allies--I 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 1 remember,
last time I crosged out a lot of the verbatim stuff before it was releaged-——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. H is to try to figure out how
you can have a system so that one company/];‘r;ance will build a piece and one com-
pany in Italy will build a piece, and another company in The Netherlands or the
Benelux couniries 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 soon .

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 pregrams are not-well coordinated, because,
usually, by the time we get something ready to go that is an extension of our weapon
system in this country, the dewvelopment has-gone down so far on the road for
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- -curgelves-that; without thinking,-perheps, -of-them;-by the time it-is-done the

only thing lefi is the meanufacturing—eor irying to put, say, a Telefunken computer

" in place of a Burroughs or an IBM~--this-sort of thing, 3

These are generally the-problems-we have. I think that by and large we get
extremely good work from the peeple who build stuff ever there. We get very good
ideas. The problem of putting the ideas together-with ours is continuing.

The other problem is the security problem. This is quite nasty. Up to about
a month ago, and I don't knew whether it has changed sinee then, we couldn't de-
scribe to our NATO people certain of our later things unless they asked for it.

Of course, how they could find out enough te ask about it might be attributed to a
leak from our company, which we couldn't afford.

So we were at a bit of an impasse. And yet, due o the gold situation, the
Defense Department was urging us to go out and sell, but, you know, not to sell
very hard.

QUESTION: There was one thing about the Coxhackie operation that I didn't
quite understand. Why couldn't they compete ?

DR. HALLER: This.was a sei-aside for small business. This was equip-

ment which naturally could be built by small business. For some reason or other
- General Electric just didn't qualify. I think we had about 40-g0me employees down
" there. ‘In the community, we had about two engineers, and the chief designer

we got from the Delineator, or something. She was a famous dress designer who

had gone toseeddesigning dresses. She was.now designing these blankets to go
around the missiles, and so on. I.was a very interesting operation, really terrific,
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Iqhﬂc}d&r te think of the final implication. -H-was rough-on the community.

It was rough on our peeple., And-so on. Thiswaes one of these head-on affairs.
There wasn't anything we could do about it.

QUESTION: S8ir, what is the policy of General Electric in providing cost
information on contracts?

MR, WHEELER: This-is a-subject en which I feel rather strongly. Itis a
little difficult to put it very briefly, We recognize certainly that in many instances
there simply has {0 be a submission of cest information in order to megotiate

t he price. We recognize that. We do, hewever, 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.

Yesierday 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 experienced 2 or 3 years ago. We were guoting 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 on the basis of old amp. ratings. ad 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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Se; after-quetibg;-and-it-was-gole-souree;-we-were-asked for cost-data. We
did resist giving cost data: We-shewed-them the pricing curves and explained how
they were arrived at. We shewed them priees of competitive commercial items of

° similar nature, But they etill wanted something in the file, 8o reluctantly, we
then estimated the cost. The eost had not been estimated for this job at the time
the price was established. We did-estimate cost, and lo and behold, the price

wasn't high enough. S0 we increased the price and had no trouble then. We got the
contract for the higher price.

Now, the next time it could go the ether way. Where you have a line of com-
ponents and various sizes-and-so forth, the market establishes a price, and your
margin is not necessarily the -same 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 briefer-fashion, but

we do regist 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 recognize that cost has to be a factor in the negotiation.

Now, Rewvision 12 of ASPR puts a litile 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.

X -QUESTION: Dr. Haller, the reorganization 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 all materiel being the responsibility of a single materiel
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command, as oppesed te the old-system of being-split-ameong-several different
services. Can you tell me if, although this has been in business only four months,
it is making it any easier to do business with the Army?

DR, HALLER: I.am serry, Lean'tanswer that, and I-don't think that Mr,
Wheeler can, either, Change is progress, I guess., We have-what is called the
Cordiner Award, About six years ago they put in a new 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 respensible for throwing it
out also got a Cordiner award. So we always hope for the best. Iam -sorry that
we don't have the details,

QUESTION: Early in your talk you mentioned patent rights, Would you
compare or, maybe, contrast industry's position 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 siicky question. It comes from a.geod outfit,
too, The question is: Why do we insist on shop rights from our employees and
why aren '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. Iam 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 buginess man. He
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-—-doesn'l have -thig-ability, - Hels-the-buy-thet-needs-the patent.

Now,- this-isn't the snswer to-your -question, -but ii-is-areund-the-side of it
' I think, really, that you-shewld ask your-small business man when he is up here
! -sometime,; Wwhat his wiews are on this.

QUESTION: Dr.-Haller, you mentioned-the large aceounts receivable, AS100,

million on a billion dollars worth of business., This is somewhat of a shock, It

probably has a lot of good features behind it. - What I wonder is hew 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 which 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 this guestion is that when the military buys an
end item we are interested in buying repair parts. To €nable them to go on a com-
petitive basis on spare parts, do they have this information from you people ?
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DR. HALLER: I think they-do. Yes, they have-complete information. One of
the subsidiary problems teo this, hewever, -is-that new, in this-spare-parts thing,
many of the manufacturers don't have drawings any more. They've got punch tapes.
We have magnetic tapes. We put the tape on the machine and, zing, img——out
come billions of these little things. We don't have any drawings.

But in the order it says, ''You produce the drawings.' 8o 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 thege 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 knew, and they are whipped into a machine
and that's th;a end of it, The drawing i.s 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 contractor-also has 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. HALLER: Oh, certainly. One of the things that you get out of a military
contract that gives you a reason for taking military contracts is aiding in the
defenge effort, which is good. It creates a good company image. When our
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company developed the-guidanee-gystem theti-put-the-gatellite in orbit, and Glenn

said, ''I'm good for seven rounds, '' and-se-on, and-when-he-said he-was right in
the keyhole, that was a GE keyhole, and we didn't let the public forget if. It was
: damp good.

New, if he----~gee, when 1 think of that, I-break out in cold-sweat. A month
before that keyhole disappeared on that Venus shot. I don't knew -whe was respon-
sible, but it was our keyhole, and it was a pretty miserable situation. We are all
still trying to analyze it 0 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 sat holding hends, -just hoping that everythilig was going
to go right. It really did and it has ever since. We had one failure out of 106
or something, like that, but it was the one just preceding Glenn, and we couldn't
analyze it.

The answer is, yes, you cat fall on your face and do a good job for the con-
suming public. I think this is a very important thing. 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
" Journal today and see about RCA's laying off 400 or 500 engineers, and ask whether
: that isn't a risk to the company, because of the cancellation of a program that may
. Oor may not have anything to do with RCA's business. I think it was the Sink Program
that wag cancelled. This had nothing to do, as I understand it, with RCA's ability

on was

to perform fthe contract, but rather/a shift in the military emphasis. This is a
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dreadful risk-to-a company. -When-you-assemble-a-group of engireers-and you have
te let 400 or 500 go, they are going to leek at you pretty peculiarly before they
will come back to work for you.

So the companies-do have-a rigk in military procurement. A lot of people say,
""Hell, you shouldn't ask for any profit, because there is no rigk, and you get paid, "
and so on,

QUESTION: You mentioned profits earlier in your speech, What do you in
speaking for industry censider 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 industry?

DR, HALL:ER: Let me tell you about that. What is a reasenable 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 perceni on sales and this young colonel came 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. 3 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,

' The general said, '""Colonel, get out of this

I said, "Colonel, Iaccept your offer,'
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 congsumer 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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-New; -this-buginess-of the-retyrn-on-investrment ig-something that ig-eway
behind the times. I went into one operating department that had some government
' 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 buginess.

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 invegument. 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 pericdically the services have negotiation with respect to rates on what
we have accepted before., Ihave 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 serviceg in this area of general research do the GE
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people or indusiry-as &-whole preovide ?

DR. HALLER: Well, I'll say two things rather bluntly on this, It uged to be

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

© was cut dewn to a percentage. I think right now it is negotiated at a certain per-
centage of the work that you do on-the thing. I consider that merely a chisel point
on profit. You have to do this-anyway, and if they cut out some money here, it's
just cutting the profits down a liftle bit.

With regard o the research and-dewvelepment, you ean't allow a eompany to

go hog wild on this. You can't-allew-them to spend 100 percent of their gales 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 Iittle 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, Hil.L: Geerge,- 1 thank you on-behelf of-Admirel-Rose and the gtudents,
3 and you, too, Mr. Wheeler, for your valuable eontribution and Jpresentation by
your wonderful compan y. We hope you will both come back.

"’ DR. HALLER: Thank you.
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