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PEACETIME PROCUREMENT,
6 February: 1946,

GENERAL ARMSTRONG:

Gentlenmen, the speaker this morning spent four years in the Navy
in this war end a very brief time in the Navy, I think, in World War I.
He joinéd the Procurement Division in 1935, His secrvice there was '
interrupted dby the war when, as I told you, he joined the Navy. He
vas a Captaln in the Navy and Assistant Director of the Office of Censor-
ship at the end of the war.

I want tc say in defense of cur-epeaker that he has been torpedoed
without werning. Yesterday, I believe it was, he lesrned that he was to
rmake a speech here todey. So, now he finds himself on the platform,

Mr. Freeman says 1f he niekes any mistakes, or if hils speech is not eo
good as he would like 1t to be, he has an excellent alibi. We are all
very grateful to Mr. Freeman because he is substituting for Mr. Mack, who
is the Director of the agency, and who was unable to be with us: th;s.
morning. Gentlemen, Mr. Freeman, who will speak to ue this morning on
"Peacetime Procurement.”

MR, FREEMAN:

. Thank you very much,:General'Armstrong.

In order to try to keep,fhis within a reasonable time and also to
bring.out some of the points that I know Mr. Mack wanted to mention, I
am going to take the liberty of reading a part of this at least,

The Procurement Division of the Treasury Despartment ia a central
procurement agency. We buy against the requisitions and funds of using
agencles--in other words, of our customers.

SOURCE OF AUTHORITY

Executive Order 6166--The source and degree of authority of the -
Procurement Division is contained in Executive Order 6166, under which
it was established. Dated 10 June 1933, this executive order was lssued
pursuant to the authority of section 16 of the Act of 3 March 1933,
which provides for reorganizations within the Executive branch of the
Government. ZExecutive Order 6166 therefore has the full force and ef-
fect of law. It reads in part:

"In respect of any kind of procurement, warshousing, or
distribution for any agency the Procurement Division may, with
the approval of the President, (a) undertake the performance
of such procurement, warehousing, or distridbution itself, or
(b) permit such agency to perform such procurement, warehous-
ing, or distribution, or (c) entrust such performence to some
other agency, or (d) avail itself in part of any of these re-
courses, according as it may deem desirable in the Interest
of economy and efficlency. When the Procurement Division has
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prescribed the manner ¢f procurement, warehousing, or distribubicn
of .anytiing, no agency shall “hereafter procure, wareincuse, Or
distribute such thing in any mammer cther then so prescribed.”

Director's Ordsr 73--Or 1 June 1939, Director’s Ordsr 73, igsuad parcuens
to the authority of Execubive Order 6166, and approvsd by the Secretary of tie
Treasvry and by the President, stipulated the extent to which the Diractor
of Procurement would undertake to procure for Federal agencles or to prooure
gpesific types of suppiles and services. However, this ordor specifically
oxempted the War and Navy Departments and the Marine Corps froa the pro-
vigions of the order.

Our purchsses, break down into four general categorics: (1) those
purchages waich we make for stocking ovr warehouses, of which we have 2
nwoder “hroughout the country; (2) those purchases which we make on a
consolidated-purchase basis--that is, accumulating the requiremsnts o
scveral agencles over a period of time and then going into the market to
cover thoae requirements; (3) purchases of individual items that we make
from time 4o time which do not lend themselves to stock purchases, or to
consolidated purchaces; and (4) our General Schedule of Supply contracts.

I think the neavest approach to the ideal purchase occurs in our pur-
chasecs Tor warehouse stock, because there we have the benefit of buying in
large quantities, at a definite time, for definite delivery points, Ia
addition to that, since we are buying for our own warchousing purposes, we
have a substantial conirol over the time that we go into the market. Thet
1s gomething which we will be able to develop to a much greater extent in
the reacetime future. S

Next to that type of purchase, looking at it from the "{deal"” point of
view, I think thb next best result we obtain in our consolidated purchase
srocedure where, for ingtance, in the case of motor vehicles we will accu-
mulate the requirements of the various agencies over .a period of time, say
two months, and then, taking those requirements, will congsolidate them in
our invitations so as to offer the greatsst possible attraction to bidders.
Thet has a definite quantity feature, a definite time feature, and also a
definite yoint of delivery feature.

The individual direct purchases I will not dwell on, because td my
mind they simply constitute a purchase. There are no difficult problems,
as a rule, in that comnection, There is no greab thrill in making them
because a good purchase is simply made, and that's that.

The General Schelule of Supplies type of contract, 1s an interesting
one. Also a very difficult one. It goes back to 1910 when the General
Supply Committee was first crganized. Under these contracts we estimate
the requirements for the govermnment service for a period of time, maybe
three months, eix months, or a year, depending upon the commodity and the
conditions. We put out our invitations and effect contracts on an indefinite
quartity basis.

These contracte are listed in schedules and distributed to ail govern-
ment agencies. Some of these contracts apply all over the country, some
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apply in limited areas, some only apply in the District of Columbia; sowme
apply to all agencles, and some'have limited anplication $0 sgencics.

me great advantage of these contracts is *hat they save adminlagtrative
cos%s, becauvse once contracts are established the various agencles, when
they want anything that 1s included in thsse contracts, sinply issue pur-
ehace orders agalnst nhem, thereby sav*ng a number of complete purchage
transactions, _ .

These contracts, i1f properly considered and properly placed, should
generally produce a prics advantage and should never produce a price dis-
advantage, In considering commodities for this msthod of procurement
consideration must be glven to every possible factor, and determinasion
must be made beforehand, first that the result will not produce a price
disadvantage, and, secondly, that every effort is made to galn a price
advantage. . ‘ .

We had a number of items undexr General Schedule before the war which
" ‘during the wair nsturally were eliminated due to lack of avallability. We
are reinstating a number of these items now. This type of purchase
-'coneumee mors man-hours of thouoht than any other type

- Qur nurchesing organization in peacetime is no differeno from that
which exlsted during the Vwar,. The policy. and trend of thought, however,
is materially different, due to the difference in welght that must be
glven to the- defferent factors enteriﬁg into a purchase, A good pur-

. ‘chase resuits in obkaining the right goods in the right volume at the

right time from the right source and at the right price., During peace-
time procurement, all of these elements should recelve equal weight in

the mind of the buyer, and except in unusual circumstances, he will be
able to follow this principle. But in wartime procurement the elements
‘of a purchaese definitely cease to maintain equal weight against one ancther,
The elemonts that receive the greetest welght in the mind of a buyer are
the right goods at the right time. I would say that the next in welght
‘is right volume; the fourth in weight then becomss the right source; and
the element agsuming the least weight is the rigat price. A good buyer,

of course, will try to maintain equal weight between the elements so far

as possible, but strive as he will in a wartime procurement, this is
impossible. Higher prices, for example, frequently must be paild in order
to get early delivery. This was especilally true of the purchases we made for -
the lend-lease program during the war,

I do not mean by what I have Jjust saild that I conslder.many of the
prices that were paild during the war were the wrong prices; but from a peace-
time viewpoint they might appear so., With the conditions existing, they
were undoubtedly the right prices because the Job to be done was to get the
materlals, : A

The transition of an organization from wartlme procurement to peacetime
procurement 1ls not an easy one, because each purchasing offlcer must divorce
himself From the habits of thought and procedure followed during the wartime
pericd and adjust himself to the slower and more methodical tempo of peace-
time procurement,
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In wartime vrocurement where time is of the essence, formal adver-
tising, extensive competitive bidding and patient attempis to ascertain
the lowest responsible bidder must of necessity be superseded by rela-
tively informal negotiation. Negotlation should have its place in ‘
peacetime procurement, but only to a limited extent, such as when enter-
ing into transactions involving small amounts of money, proprietary
items, experimental or research work, the standardization of equlpment;
attenpts to break up price combines; and certvaln other special Instances.
Even in these instances, however, peacetime negotiation should never be
devoid of the element of competition in so far as it is reasonably pogsi-
ble to have it present. ' S '

In peacetime, the majority of governmental procurement should be
achieved by formal advertising, involving all known sources of supply
and resulting in competitive bidding with an award to the lowest respon-
sible bidder meeting the specifications and the conditions of the invi-
tation. The invitetion should be expliclt and definite and should leave
cbsolutely no doubt in the mind of the bidder as to exactly what is
required, when it is required, and where it is to be delivered and at
vhat time. If a number of items are involved in the invitation, care
should be taken to reserve the right to make awards in whole or in part,
or to make multiple awards if such action 1s-desired by the procuring
agency. Care in the preparation of invitatlons 1s one o7 the most im-
pertant pheses of purchasing and can save much time and money caused by
controversies which inevitably result from indefinite and ambiguous
statements of requirements. The time between the issuance of an invita-
tion and the award of a contract should be as short as possible consls-
tent with giving bidders sufficient chance to give proper consideratlon
to their bids and the purchasilag organization enough time to analyze
the bids and make a proper award. Even though all these factors must
be considered in peacetime procurement, we can nevertheless operate

"efficiently and lose as little as possible of the speed we learned during
the war,

Before the war in the General Schedule procedure, the effective
perlod of a contract might be for six months, but the length of time
that elapsed from the time of recelving bids until the contract was made,
added to the term of the contract, might mean that a contractor was
really committing himself for considerably more than six months. Ve
had, before the war, shortened the time between receiving bids and mak-
ing awards and we are now going to shorten 1t still more.

In peacetime procurement greater consideration can be glven to
the characteristics of commodities and to market conditions. Some 1ltems
lend themselves to centralized procurement and some do not. Certain
types of commodities, for instance, can be procured in Washington for
delivery anywhere in the United States, without disadvantageous elements
resulting., Other types of comrodities can best be procured in certain
specific locations. Thie is the case in textilc procurement, which 1is
handled lexrgely in New York, the textile center, rather than in Washington.
Still again, some types of commodities--for example, gasolline--can be
purchased from a centralized location, such as Washington, but must be
procured on a "zona" basis. Under such circumstances, bids may be sent
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from Washington to suppliers within or adjacent to an esteblished zone
for delivery within the particular zone. To attempt to get cne supplier
of such & commodity to bld on deliveries all over the country, is of
course, almost absurd. There are, of course, many other items that fall
into the "zone" type of purcliase, or possibly it could te expressed as

a local purchase. Items of this type would be construction materials
such as lumber, sand and gravel.

Inspection--A vital element in all procurement is adequate inspec-
tion, both at the source of manufacture and at the point of dellvery.
During the war, the Procurement Division made inspections in the various
plants as manufacture progressed. Final inspection was made at the plant
or elsewhere as circumstances dictated. Material carried in storage was
ingpected regularly to protect against deterioration. In peacetime pro-
curement, from the viewpoint of excessive expenditure of government
funds, it is not possible to achleve complete inspection coverage oy
Procurement Division inspectors of all items purchased or delivered--nor,
as a matter of fact, 1s i1t necessary to do this. Howsver, the Procure-
ment Division endeavors to make periodic inspections of various 1tems
in the course of manufacture and also collaborates with using agencles
in thelr inspection at the time of the receipt of commodities.

In connection with General Schedule items, like furniture, we try
to make 1nspections at the manufacturers plants without definite regu-
larity ao we can observe under normal operating conditioms.

The experience gained during wartime procurement, together with
the practices used during that time,will be of great benefit to peace-
time procurement. Because of thls experience, procurement in the fu-
ture should be accomplished in much less time than usually was the case
prior to World War II. In addition, I believe that wartime methods of
negotiation can be adapted to peacetime procurement when necessary with-
out materially changing the statutes and regulations applicable to
peacetime procurement. '

So far I have been discuseing methods and procedures of procurement.
I think you would be interested now in hearing about our Stores Opera-
tions which, in peacetime, 1s one of our major procurement functions.
The basic purpose of this program is to make available to Federal agen-
cies the commonly used standard administrative and maintenance items at
or near the site of use.

At the time our Stores program was initiatsd only ten percent of
Federal employees was located in Washington, D. C. Paradoxically, ex-
cept for the Armed Forces, substantially all of the supply work was
centered in Washington. From this you will observe that merchandise
had to move from the manufacturing centers to Washington, and thence
to the ultimate user somewhere in the field. This meant duplicate and
overlapping handling and cross frelght hauls. In fact, there were sev-
eral instances of distribution facilities located on the west coast
which received certain supplies from sources of production on the east
coast which later were distributed eastward as far as the New England
states.
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It 1e this sort of thing our Stores program is designed +o rrevent and
make unnecessary. A4S the same tine, 1t extends sav*ng in cost and tine
©y reason of the abllity to wake distridution from locations picked ac-
cording to Federal civil employec concentraticns. In otaor worLs, Cur
eleven reglonal warehouse and eupply centere are loczted as nearly 25
rozsible at points wherc Federal civil employees are the nost mwercls,
thersuy reducing.deliwery expense,

‘There are many "ther savings, too, which can be effected tarcush ono
agency bviying ard distriduting the government's requirsmsnts of atandard
diinistrative and maintenance items, Betier prices can be chtainzd vy
g;:"“aslng the agaregate requirements in specific 4uant*t1es *ataev than
ha ivg irdividuwal demands purchascd by the v=2rious sgenicies g8 and whon
reeded, As I have aald, lower prices can be obtained for lairge quentities,
ahd the hest way to increase quantities is to congeclidate reqiuiremo ntsq
Another eaving .that would accrue from such an ﬂperatlon is through th
decreage in .tre aggregate ¢nventﬂry, which in turn would decrease *“p
capital iavestment. The incentive for stock turnover is mush’ gﬁeauer in
a reimbureacle salf-gustaining, “pmration than in the convontional type
of stores operation which is conducted on a%nroprlated funds,.. "hecles-
cence, a source of considersble expense, 1s alss redvced througa the
centralization of stores in comparison with the malntAnanfe of' nmumsroug

3mall and s=zparate inventories.

An imporiant element of a proouremsnt system, ls the extensive uvse
of proper epnecifications .and the concep+rat¢on of purchasss on atandard-
1zed dtems. ' This aids In qc.lib“{in7 our goal in: Fedéral prosuremsnt of:
ma3s buying end truly. competitive purchasing. 'The standards ‘activities

4 the Procurenment Divieion c,n81st of work on‘Federal’ Suecificatlons,
Foderal cataloguloyg. and resear ch and ternnlcal assistance Lo suprl

our own gtat'f iand.other a encies with in*Oﬁm ion and echnical da&d on
specifications, standards and relatod subjec ., . . @fi. S oo o

‘Fedaral Specificationg activities, with which many of you are fami
iar, have made more- rapid advances. in recent montls in térms of imn;ov0d
D“ocedures aad incroeased ovtgut., The Federal Specifications Boaxd has:

egen recrganized to asgurs active. 1nteragencv pa*tchDatiOﬁ,ln tas foi-
mnletiou of policies and prccedures. Coincio ntally, the work of the:

seventy-four tochrlcal committees, which prepare the specificeticns,
nas beon greatly acceleraved through adjusinents in meubershlp, the
caotahlishusnt of werking proceduves, the ccheduling of work, and the
couvening of regular meetings. Through the Fedsral Specifications Board
and also tarough direct contact, this work is beiliigz closely coordinated
with thet cf the Arwy-Nevy Joint Specillcations board. Ultimately we
rope arrengements carn be worked out for forial coordirnation thrcugh offi-
ciel llaieon to agsvre even clossr cooperati cn and frll vnifornity of
reguirerients oa comsonly used items.

Catalog?inb, errcdylng as 1t dces tho classification into related
groups of comnoditiee, and the identificatica of items through proper
e unilorn desccripticn and iltem nurter, and the eatablisiment of
standa~d nomenclature, is at present bﬁing dcne in seventeen nz2jcr
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operations of the Armed Forces and civillan establishments:of the Govern-
ment. This Incl udes the work being done on the Federal Standard Stock
Catalog.

Plans now are under way to establish a Federal Catalog System winich
will provide uniformity of the items regularly stocked and uscd by all
devartments. and estavlishments of the Government. A single method of
identifying all commodities, through a system of classification, uniforn
ltenm description and item number, will thus be provided. Through stand-
ardization of commonly used items and the elimination of unnecessary -
sizes, types and varieties of goods in the simplification program, sub-
stantial reduction in inventory will be achieved and large monstary
savings. realized both in respect to the cost of materiels and the admin-
Astrative expense of supply operations,

The catalog when completed will include all items of supply, involv-
ing, according to current estimates, some three mlllion. A central
catalog file will be maintained and opereting catalogs prepered from it
80 ‘that each using group can have the informatlon it requires in the
most usable Lorm.

It is planned that the policles and procedures to coantrol the
cataloging work and its application will be developed through an inter-
agency board conslsting of designees of the Secretaries of War, Navy,
Treasury, Agriculture, Commerce and the Director of the PBureau of the
Budget. The operation of the cataloging offices in each agency will be
coordinated into the uniform catalog system through a central catalog
of fice located 1n the Procurement Division. :

The critical importance of standardization work involving speci-
fications and item identification was emphasized during World War II
in the difficulties of supply encountered through lack of such coordi-
nation. All phases of Federal procurement and supply will continue to
suffer until full uniformity of standards in the Government ls achleved.

PUBLIC UTILITIES

One phase of the Procurement Division's activities to which we can
give ‘greater emphasgis now that the war is over is our public utilities
work., As you may know, the Federal Government is the laergest single
user of public utility services in:the country. The mejor services used
include electricity; gas; and communicetions by tslephone, telegraph,
teletypewriter, cable and radio. . It is the function of the Procurement
Diviglon to.see that the Government obtains these services as efficiently
as possible and at a minimum reasonable cost. Owr functlon in this
respect 1s not regulatory. We simply negotiate to mecure the best pos-
sible "deal" for the services required. This worx involves making
economic and technical studies and negotiating contracts. We do not
tell any agency how many telepaones they can have in a bullding, but
whén they tell us how many they have, and various other conditions, we
will work out the best possible "deal o .



It might be well to point out here thet although the War and Navy
Departments' use of utilities does not come within the orbit of thz
Procurement Division's activities, in some instances they have chosen
t0 avail themselves of our services.

The Procurement Division negotiates several types of consolildated
utility contracts, the type depending on the situation. One type is
rather unique, and exists at present only in New York City. Under
the Procurement Division's consolidated contract all Federal Government
use of electric energy in that area is aggregated, and billed at a
special block rate., It is estimated that the cost of energy so pur-
chased is $600,000 per year less than it would have been if the various
agencies bought their requirements on an individval basis at the usunal
rates. Beth the War and Navy Departments are covered by this contract.

Economic and ergineering studies are the basis for the contracts
the. Procurement Division negotiates. For example, electricity and gas
are 80ld by a glven utility company at various rate schedules. One of
the dutles of the Procurement Divigion is to determine whether the in-
dividual agencies are on the most economlcal scheduvle for the location
and the type of use. Quite often, too, the characteristics of a given
load are such that no existing echedule 1s properly adaptelle. In that
case, the Procurement Division either negotiates an adjusiment in the
rate schedule, or, if negotiation fails, takes the necessary formal action
before the state regulatory commission.

In the field of communications, the Procurement Division is now
making a complete telegraph traffic analysis, covering all civilian
agencies of the Government for the purpose of designing a nationwide
network of leased teletype lines. This network will be available to
all civilian agencies for their common needs. Messages will be switched
either automstically or semiautomatically be‘*ween major cities. t is
anticipated that a message will travel from origin to destination, any-
where in the country, in a matter of minutes, and at a very low cogt--
certainly below one cent a word, including all costs. It is propossd
to coordinate this system with the land-line systems operated by the
Army and Navy.

Another project well along towards completion is a country-wide
government telephone leased-line network to be used in common by all
agencies and departments. It 1s expected that such a network can be

put into operation in several moanths, with savings estimated congerv-
atively at $500,000 a year. Rapid progress on this projéct is due in
large meagure to the complete cooperation with the Procurement Divi-
sion of the War and Navy Departments, the Fublic Bulldlngs Administra-
tion, and the Bell Telephone System,

A third vroject nearly completed is the analysis and design, in
cooperation with the local telephone company, of a full automatic
switching center for the rapid and economical handling of interagency
telephone calls in Washington. Although this system will save only
about $80,000 a year, it will provide much more efficlent and depend-
able interagency service.
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One of the lessons we have gained from Public U%ility studiés is
that too little thought 1s given to utility chergees when commercial
space 1s leased by government agencies. As an illustration, we have
found Ingtances of overcharges exceeding $40,000 in a single building,

TRANSPORTATION

An activity--tremendously important to procuremen*-~which has not
received its proper emphasis, is transportation. As you probably know,
transportation costs average about 15 percent of the total cost of goods
and in many cases, equal or exceed the cost of goods. Special rates due
to land grant deductions go out 1 October 1946 for military and naval
traffic--they were eliminated on civil property about two years ago--so
after that time the Government will receive no further benefits on
freight rates under the orliginal land grant acts.

As an illustration of what can be accomplished through a close check
of transportation costs, we might consider the.fundamental of the deserip-
tion of articles tendered for shipment. If we are to avoid excesslve
freight charges, commodities must frequently be called by different names
for shipping purposes than the onee used in purchasing. For example, we
buy cheesecloth in bolts as “cheesecloth," but in shipping we should use
freight classification nomenclature and describe it as "cotton goods in
the original piece." Otherwise we are liable for charges 50 percent
higher, : . : ‘

You will be interested to know that the Procurement Division main-
tains a central traffic service which provides daily transportation
information for &ll government agencies in the District of Columbla,
except the military services. This sectlon also conducts surveys of
government traffic practices; negotiates with carriers and thelr agents
for special rates; and prepares and files couplaints before the Inter-
state Commerce Commission and other public regulatory bodles.

Perhaps at some later date this group would be interested to have
a discussion of transportation matters and we would be glad to go more
deeply into the subject then. ‘ =

In the meantime, however, there is being crganized a committee of
the transportation representatives-of the varlous agencies that will
collaborate with the Advisory Committee on Procurement Pollcy, with
the objective of exchanglng ideas, discussing common problems, and
emphasizing cooperation between purchasing officlals and those respon-
sible for transportation. Among other things, it will be the duty of
this committee to analyze tramsportation requirements of the Govern-
ment, It will also be empowered to take whatever steps are necessary
to remedy any situation in which federal agencles are incurring exces-
give transportation costs. '

In summerizing, I would like to leave the thought that purchasing

operations will be efficient only to the extent that we standardize
requirements; use specifications that are adequate and that enable
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active competition; examine carefully the necessity for any special
clauses in contracts; constantly develop new sources of supply and con-
sider the possibllities of new materials; maintain adequate property
control; obtain the maximum benefits of transportation rates; constantly
re-examine our Iinspection procedures; and maintaln active coopoeraition
between the inspection service, purchasing officers, those reaponsible
Tor drafting specifications, and transportation personnel.

T would also like té-lea?e»the'further thought that the Procurement
Division in peacetime contemplates the accomplishment of a complete pur-
chasing service. ’

COLONEL BROWN:

Would you be good enough to answer somé questions?
MR, FREEMAN:

Yes. I would be glad to.
A STUDENT:

I would like to ask if you have any division set up for the purpose
of studying the forms, or tyves of forms, you put out on which you re-
quest invoices be made? There was a time when it was not profitable to
do business with the Government. dJust to give an example, we were forced
to bid on some stuff to be shipped to Philadelphia from the West. Well,
we bid 20 percent higher than we would sell to our own customers. We -
got the order but there was twice the amount of the order just 1in the
freight cherged for shipping it to Philadelphia. That would indicate
that a 1ot of other firms were outbidding ‘themselves on the same sort of
basis, which would indicate that the governmeht system of involcing was
not any tco good. There were so many companies here and so many companies
there. ’

MR, FREEMAN:

No doubt there is a great deal in what you 'say. One of my own crit-
icisms has been the amount of paper work involved. We are trying in
every way possible to reduce the sxtent of the paper work in connection
with purchase transactions. Of course, as all of you know, there are
many elements involved. For instance, in your involce procedure you
have to meet the requirements not only of your own people but also of
the General Accounting Office. During the war everybody was staggered
by the number of . copies of documents that were necessary in connection
with some of the Lend-Lease transactions; and also. in our UNRRA program.

A STUDENT:
Do you have at present, or contemplate,:ln yéur agency anything

resembling the Army-Navy Consolidated Freilght Station for the handling
of miscellaneous government freight?
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MR, FREEMAN: | i

. No,; I cannot say that at the presen+ time we do. Certainly it might
be a beneficial possibility. : '

A STUD“NT

The 1ast sentence of your talk, would: you ylease amplipJ that .a
1ittle. Did I underastand you to say that the Treasury expects to take
over all procurement?

MR o FREEMAN"

No. What I meant by thet was that we oontempla ted doing an en-
tirely complete procurement job within the scope of our authorlty. of
course, as you know, our authority is pretty broad. 4

A STUDENT:

You mean with the exception’ of the Army and Navy, which *s to be
taken off ‘ '

MR. FREENAN:

I think that it is quite possible that ia connection with :ltems of
common use, used by the Army and Navy as well as the civilian service
that the requirements of the Army and Navy may ultimately be included
in our procurement program.

CAPTAI” LOVENSTBIN‘

I wonder 1s there any statement of po’ivy abou+ when you will use
the negotiation techniaue and when you w;ll use the 10west~biddeﬂ
technlque? o .

MR . FREEMAN:

That 1s something that is under dlscusglon right now. Of coursse;
under the existing statute (3702) there are certaln conditlons under.
which coniracts can be negotiated and under which contracts have been
negotiated in the past. Generally, however, under thet provision it
involves an immediate urgency to obtain the materisl.

The competitive basis need not necessarily involve formal adver-
tising and a.lot of paper work., It: might be entlreWJ by telephone over
the course of maybe an hour. or so. : '
CAPTAIN LOVENSTEIN:

How did ydu use the'competitive;bid technigue when you were buying
from, say, one seller who hes the utilities, and so forth?
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MR. FREEMAN:

What you are doing there is buying a proprietary item. I would say
that you cannot use the competitive technique.

If you only have one utility in an area, you do not have any comps-
tition, Your responsibility is to see that your requirements ars ectad-
lished 1n the right rate bracket.

A STUDENT:

What system do you have to check on the 1life of mechanical equip-
ment that the Navy buys to ascertaia that i1t is useful for the service
for waich 1t 'is bought? In other words,. if only the price is used. It
depends, I think, a 16t on the type of equipment, Do you integrate that
in any way? o

MR, FREZMAN:

To such extent as we can. I think what you =ay 1is absolutely so.
When you buy equipment, if you simply take the low price you may have
the highest cost over a perlod of years. Through cooperating with the
vsing agencles and from the reports from theilr own lnapectors, pecple
wno are actually operating the equipment, we use our best endeavors to
build up performance records. A great deal more can and should be done
in that direction, ’

L& STUDEND

I believe my questlon 1s related to goverrment purchasing and were-
housirg. TUntil twenty-four hours ago nobody ever heard of a wheat short-
age. About all any of us knew was that we had the greatest wheat crop
in history. Since then, all you could hear 1 that the world was going
to starve. The poor people of Europe were going to have to go back on
black bread. We had to cut UNRRA's wheat by fifty percent.

I wonder, sir, are you in a position to throw any light on that
subject? .

MR . FREEMAN:
I am afraid I am not.
A STUDENT:

I imagine in each storehouse area you have funds set up. Now how
is it possible for the Navy to draw from them?

MR, FREEMAN:

The warehouses are self-sustaining. They are operated on the basis
of a surcharge on the items which they sell. The surcharge is based on
the operating expenses and is designed to recover these expenses. Thelr
purchases are financed from the General Supply Fund, of the Procurement
Division, which is a revolving fund.
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If we buy an item for the warehouses, the contractor involved is
paid from the Gensral Supply Fund of the Procurement. Division. The item
is put into the different warehouses end its cost 1s charged against
their accouats. Sales of the item to other agencies are billed at the
cost of the item plus the surcharge, which reimbursss the General Sunrly
Fund for the cost of the item plus the cost of handling the item., If
the Navy wanted to procure something from such stocks, it could do so by
subnitting a purchase order to the warehouse involved. Collection from
the Navy would be accomplished by a transfer and counter warrant or by a
1030 voucher,

A STUDENT:

May I gét a little help here? Take the case of a typewriter, which
I suppose you people have been buylng for the Service. For example, 1f
T am at Edgewood Arsenal and I should want a typewrlter, do you have one
of these open contracts you talked about with all the typewriter compa-
nies?. Do I get that typewriter'from your warehouse, or do I get it from
~the Underwood Company, or whoever you have the contract with? And how
do I pay for 1t?

MR, FREEMAN:

I will have to answer that one in two ways on account of our imme-
dlate situation.

Ordinarily, before the war, that would be set up on a General Sched-
ule contract. .As.a matter of fact, as you probably know, the prices of
nev typewriters are . established by law. So that 1s an example of General
Schedule contracting, where you gain the benefit of adminisgtrative econ-
omy only. You do not galn arny price advantage. You would ordinarily
gimply issuve a purchase orxrder against that Ge*eral Schedule contract to
get whatever size typewriter you wanted. :

A STUDLNT:

To the Royal Typewriter Company?
‘MR. FREEMAN:

Well, all companies are on that schedule. Now at the present time
that schedule is not In existence because of the fact that now type-
writers are so difficult to get. We are handling typewriters through
our Stores Operations. These are surplus typewriters that we take in.
Some of them are sold "as is" and some are gold as "reconditioned," which
slmply means they are cleaned up and put in reasonable working order.
Some are rebuilt. At the present time if you wanted a typewriter you
would have to come to our Stores Operations firat,

COLONEL BROVN:

Undoubtedly there are some members of the class who do not know ex-
actly what commodities or supplies you do purchase for supply to the War
and Navy Departments now.
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MR, FREEMAN:

Colonel, that is a difficult question for me to ancwer because of the
many changed that have taken place on account cf the war; and beczause I

have been away from procurenent during the period of the war.

Prlor to the war, for instance, we bought. gasoline reouirempnts:for all
of the government services, including the Army and some of the Navy's
recuirements., We also bought fuel-oil regquirements,

COLONEL EROWN:
But we are now talking about typewriters, envelopes and 80 forth.
MR, FREEMAN:

We definitely conterplate in the future, in connection with comrlete
procurerient, including these various items .of common use, such as type-
writers, off ice machines, office supplies, paper and thinges of that sort,
Trat is why it seems to us so importaat to carcy on standardization as
fzgt as possible, With standardization, we are able 1o get simplifia-

cation of items and a more common use of items. It is perlec*ly logi-
cal, it seems to me, that then we will be adble to buy these in consoli~-
dated purchases rather than various scattered puichahes. S

A STUDENT:
Captain Freeman, how can the using agencies toll what they are.

going to pay for an item if it comes out of a warehouse and. you.tack
on the surcharge? Will your schedule prices reflect that?

MR, FREEMAN:

Yes. I probably should have sald something about that. We issue
a schedule of stock items. That lists all the ltems that we carry in .
owr warehouses and the prices.
A STUDENT:

That is, I suppose, the issue price?
MR, FREEMAN:

The issve prices, the delivery +erms and any other iniormation that
an ordering agency might want to know about. -

A STUDENT:
During the war we had some experience in the use of some defective
wiring--materials and workmanship., Now, if they were used, what vere

the results? I mean was there any great loas suffersd on the part of
the contractor? Just what was done to get the maximum worth?
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MR, FREEMAN:
T am not really in a positlon to answer that.

COLONEL BROWN:

Would you want to say anything abocut the standardization of con-
tract forms? Does your division handle that matter? Dc you contempliate
any simplification in contract forme for the Services in the future?

MR, FREEMAN:

We do handle that; yes. We are contemplating some simplificationa.
Right among my own people right now we are working on that very thing
because we have a number of different contracting conditions that we
have been using. Of course, some of them have teen specifically appli-
cable to the war. But I think that 1t 1s something that has to be all
gone over again and the most simple result possible arrived at and then
have that standardized. Standardization of forms and procedures is almost
as important, as standardizing equipment and supplies. It will save a
considerable amount of money.

COLONEL BROWN:

I think we could in all probability keep Captain Freeman here a con-
glderable periocd of time. We already have kept him overtime. I think
you have been very gracious, Captain Freeman, in answering o many of our
questions,

We want, at this time, to thank you for your able and clear exposition
of your functions in the Treasury Department. We hope that the menmbers of
our class and theé members of our faculty will be permitied to keep 1n con-
tact with you and your branch over there, We may want to call on you In-

formally for some additional help and we hope you will be good enough to
assist us,

Captain, we certainly want to thank you for what you have done here
this morning.

MR, FREEMAN:
Thank you, Colonel Brown,
o0o

(14 June 1946--200.)5
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