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GENERAL, ARI&B’iSRON@

General Hughea e neral Quinton a.nd_ gentlemen: The recently appointed
.Chief of Ordnance, Major General Everett S. Hughes, is not going to lecture
this morning on the procurement ‘of ordnance materiel. That lecture will be
- given by Gemeral GQuinton, who has had the closest contact with Ordnance pro-
curement during the war, first in the office of the Chief of Ordnance in
charge of the ‘work of all the districts, and then in the field in the
Detroit District, where he'ran the operabions there for several years. ‘
General Quinton is now the Commanding General of Aberdesn Proving Ground.

- Before- General Quinton speaks,. .General Hughes, the new Chief of Ordnance,
, :ha.s been good. enough 0 come here to say a few words to thls clasa.

i

e o General Hughes was. at the other end of the line of communlcations.
~ General Highes was deputy theater.commander in North Africa, .&na later he

_u"'"’covered the® entire waterfront: for, General Emenhower in, go:mg from one
v,j,poin‘b tha,t needed mvestlga.‘sion to another. : o

S éGentlemen, itig as plea.sure to present to you th e new C 1ef o:f‘ ord=
E nance g Ma.jor General EVerett Hughes. « "

GENERAL HUGBES

‘ Gentlemen, the last time I was in the Army Industrial Gollege. 1t was
' locate& in the" old. Munltwns Bullding ; e
Ano’cher argument: deve.Loped between General Qm.nton a.mi me a few min-

. utes'dgo:* I sald that. I thought one:of the prmclpm. benefl’oa to be
derived from the Army Industrial College was the ability to talk & common
language. T 8t11l think I am right. When I see Navy, Marine Corps, and
Army men here, all of whom are discussing commen problems, I am sure that
the observations that I made overssas are true--that there should be &
" school established for the: purpose of teaching & common languegs. I

think 1t will be a great bemefit to any future course of off’icers 1f
everybody dees talk a commen language.g 4

During the war 1t was perfectly ev1dent tha.t division coman&ers 3
corps commenders, and army commandel's wers able to-wove from one part of
the front to another part of the fromnt, join a new corps, Jjoin a new
army, or fight-alongside another division, and find out at once what the
 plan of the higher commender was: or‘what the adjomlng commander was doing,
‘8imply because they all used the:seme terminology. There were no errors
“ab-a result’of one men saying-one thing and having it understood by an-

other man to mean something else. ‘It made for unity of command; 1t mad.e
) for sPeed., and it mad.a for ultimate euccese. .

I haVe seen &’ lot of procurement men or men atasociated with procure-
ment during the war, - To me it was. remarkable that army officers could
fl'b in with men from mdustry, could fit in with naval men, ancl could fit
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in with the British Qnd the French on procurement problems and understand
one another and know what each was - trylng to do.

General Quinton took the point of view that thls College is estab-
lished primarily for the purpose of free discussion. Thank God we have
some place in the Army where we can get together and express our own
views without being subjected to pressure from clearing devices or other
things. "I think it is grand.; All I am saying is, what is the ultimate
result after ail the free discussion? I still come back to this--that
it enables men to know one another. It enables men to understand one .-
another, which, after all, is the principal thing: : K

Most of our difficulties during the war with our allies was the
fact that we did not understand them and they did not understand us.
. After we got to understand one another it turned out that most of us’

- were in common agreement; but 1t took a long time to find that out, be-
cause of Language difficulties and termlnology : :

I have had nothlng to do with procuremsnt since the First WOrld war -
During the First World War I was Chief of the Artillery Section of the -
Procurement Divisioh, and I thought I knew something about it. But World
Wer II has been principally a procurement war and a manufacturing war.

I think the only thing that saved us was the fact that we had so much
materiel and got it out so gquickly, inspected it so well, and shipped it
so perfectly that we could land it. on the beaches and get it  broken down -~
~and on to cranes and trucks, haul it several hundred miles, and get it
into the hands of the troops. It all started with procurement. Soif
ve ‘can deviseé ‘any more perfectlon to the present system, I think it T
will be fine.

T would Jjust iike to loave one word of adV1ce with you, and that is
that, before we change the system, let us realize that it did work, and -
it worﬁed in the ‘biggest war to date. There were a lot of people in-
volved in thﬂs war, 80 that generally speaking the plan must have been
a very good’ plan Thank FOU . ,

)

GENERAL ARMSTAON”'

I forgoet to say, gentlemen, that in addition to his other distin-
guished services, General Quinton was for a long time a member of the
Army Industrial College faculty. So to him it is like coming home to
address you gentlemen thie morning. Gentlemen, General Quinton. -

| GENERAL QUINTON:

General Armstrong and.gentlemen: The subject that I am going to
cover ‘today is rather broad; . I have not put . too-much preparation on this
and I do not need much preparation to tell my sbory but; to orgsnize it
properly and to save you confusion, I wmll resort to some readlng of my
notes c

' General Hnghea, the. Actlng Chlef of Ordnance, has Just addressed you
" and said that I am going %o lecture this morning on-the ”Procurement of
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; ; I*a.m qm:te fla red by thl p-a.aa:ignment, be@&usa,
General Armstrong hag said, I was an instructor here for. four years.
Furthemore, ever sincs World War One I have Imown General Armstrong

- extremely well’ and have worked for him and with him all these years. ,
‘The College &nd the new students are definitely to be connnended for hav-
. mg General Armstrong as their Command.ant. . ‘

: In fact » I would say that the t.ime I spent here in this College
were -four of the happiest and most prosperous years of my army career. .
I will never’ forget. them. . They stood me in good stead for a great many .
years. « :

Indeed, the Ordntmce Department intersest in this College is so deep
and has extended over 8o many years that I would like, as a preface to
my remarks today, to recall to you a little history with which you may
not be familiar. Some great Ordnance names are ccnnected with the
beginnings of the Ardy Industrial College. There comes to mind the ,
names of Major Genereal C. C. Williems;' Major General C. T. Harris, Jr.,
Major General James H. Burns;. and Brigadier General R. H. Somers.
Generel Burns, I am told, was the instigator of the idea that lead to
the establishment of this College. He presented his w.ews to General
Williams ; who was. then Chief of Ordnence, in a. memorandum &a,ted, T August
1923. On the seventeenth of that. menth, Gener&l Williams appointed a
board of ordnance offiecérs, consmting of. General Burns,- General -Harris,
.and General Somsrs, to. study the problem of an industrial college “for:
military. personnel. On the same day,: General Williams conferred with
the late Dwight Davis, then Secretary of War. All agreed that it was ,
necessary to eatablish some system of instruction for:’ ouz' mdustrlal !
““war plammers that would do f or them what Wes- being. done i‘or the instruc-
tion of officers regerding wer plans for thé mobilization of, m&npo%r. :
. From these beginnings:the’ -8 l"lege Hooks "formal shape., On 2' February -
J.%lt ite eatablishmnt wa.a announceﬂ. by Mv Dama, RES TSI

U mentzon this E w‘b because the offlcers involved were the origi-
n,ators ‘of -an inaustmal«military policy which becang acaepted army s,ndc
naval doctrine. In the prosecut:,on of Warld War I1 that &oc%r;z;a wag:

the salvation of our Armed Forces and.those of the United Nationss. Hﬂd

- it not:.bsen for the, Willieins phllosophy as varried forward by the Ord- -
‘nance Depertment for . morevthan 20 years, é’ven this College might nokt - .
“have attained the eminence it Won in the- figld of industrial mobillzation.
These references are not:made: o bring undue glory to any individual, .
fmch less to ‘the Ordnante Departments But ‘the Industrial College did not
' ,Just ‘happen. Much went. on'prior to that date when, Mr. Davis made his

~ announcement, and a great deal of what went on was due to. Ordnance
initiative and aound thinking. All told,’ this College has produced t.ha
hlghest resulte m ou:c' milltary and mdustmai potontlal. '

Naturally, then, I am plﬁased to na.rrate to you eomething of the
Ord:aance method and procedure in World War II from the industrial mobili-
ze.tlon point of view. What was done in war was the continuation of the
" very philosophy which brought about the Army Industrial College. Simply-
stated, that philosophy placed the burden of Ordnance production where it R
rightfully belongs, namely, upon American industry itself. In the Williams'
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‘school of thought, simplicity, mutual ccnfldence, and obJective thlnking
were the guldeposts. Under such a philosophy it was heresy to design and
- produce special Ordiance equipment when industry itsell had something to-
offer in normal everyday usage that would f£ill the bill. Similarly,.
Ordnence in peace and wer strove not to duplicate effort, not %o become
‘engrossed in complicated procedures, yet at the same time to agsure the
best of equipment in adequate quentity end always to safeguard the publlc
interest.

Durlng WOrld.war IT the Ordnance Department of the Army, in coopera-
tion with American industry, produced more than 9 billion dollars worth of
smmunition, more than 3 billion dollars worth of small arms, more than 5
. 'billion dollars worth of artillery, and more than 19 billien dollars worth

of tank and various types of combat and noncombat military vehicles. The
total dollar vélume was in exceas of 38 blllion dollars. o

Here are a fow typlcal items. The Industry- Ordnanca team produced
nearly 11 million tons of amtillery ammunition, about 6 million toms of
bombs and rockets, more than 15 million rifles, carbines, pistols, re-
volvers and browning automatic rifles, more than 22 million helmets, more
then 180,000 pieces of aircraft ertillery, more than 270,000 tanks and
self-propelled weapons, more than 2 million trucks, and more than l milllor
other vehicles.

In discussing some of the procurement phases of this gigantic wartlme
"Ordnance program, I should like first to mention the fact that Lisutenant
General L. H. Campbell, Jr., Chief of Ordnancs, is now reading the galley
proofs of his forthcoming bock, "The Industry-Ordnance Team". This book
will give you an excellent over-all picture of ordnance industrial opera-
“tions in World War II.

My own part in the war effort was largely in the field of procurement
. first as Chief of the District Control Division, and later as Chief of the
Detroit Ordnance District. The annual procurement of the Detroit District
alone was larger than the annual sales volume of U.S. Steel, General Motor
and the American Telephone and Telegraph Company combined. In'July 1945,
the month preceding VJ-day, the dollar value of prime contracts and pur~
chase orders under administration by my office was $7,289,074,840.4k4.

The Ordnsnce Department did not initiate requirements for'the 2,000
major pieces of fighting equipment and the 700,000 component parts which
Ordnance supplied our combat, troops, troops in training, -the:.Marine Corps,
. the Coast Guard, the Air Forces, and the combat trgops of 43 allied natior
Requirements were handsd down to.us by the War Department General Staff,
G- and by Army Service.Forces... Upon receipt of these orders, Ordnance
_allocated -actual procurement and the administration of procurement con-
tracte to its 13 decentralized procurement districts located-in verious
industrial centers throughout the country, and to our m&nufaCturlng
arsenala._ﬁl,._. . L ¥ T SRS

The function of the 13 diatricts, orlginally establlshed in 1918, W

vto‘ establish and meintain a close working relationship with private indus
;3try and to dstermine Juat ‘what potantial war productlon capaC1ty exiated
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; ; .eceive broad rPsponsibility'and au—‘.“
thorLty for all phases o; procurement with&n.their boundaries. R ,

Through all the yearﬂ between ths'en‘ of the Flrst Wbrlﬁ war and 1958,
civilians and officers in the districte wereéplannlng for mobilization day.
They did not know when it would come or, hq % would cone. "Not even the
visioned men’ “Who arranged for the. passage of - the Natianal Defense Act of
1920, under’ which the Assistant Secretary. of War was ‘charged “with the ,

_agsurance of adequate provision for ‘the mbbilization of material and in-
dustrial orgenization éssential to wartime. needs", could then foresee the
events. that have taken place within the past few .years. A1l of them; how-
ever, remembered the gtark unpreparcdness, confusion and fumbling of ‘the .

L First WOrld war, and they wanted thie Hation %o be at all tlmes adequately
,prepared e . : R

ek

. The sovereign American People decided ctherwise. 'During the perlod :

of the “long armistice” our Army was -allowed to dwindle in size and effec--
tlvenecs wntil it numbered only about. 174,000 officers and men. ‘- The entire
. strength of the Ordnance Department includlng offivcers, enlisted men and:
civilian worksrs, was 17, Ol5~--about the size of the Wew York Clt$~POlice _
“force. = Interest in national rreparedness waned. Many people thought that
international conferences would guarantee 1lasting peace, 'and this attitude
was reflected in small congrasslcnaL appropriations for our military es-
tablishment. The lessons learned in World War T were only. inadequately
applied. Meanwhile the German General Staff thought so highly of our
dlstrlct system that they proceeded to copy it verbatim.

. Uhder these discouraging. circumetances the dibtrlcts 1nitiated and
carried on-industrial surveys. A record was made of a company ‘s equipment,

. the manuxacturing processes. smployed, and the products manufactured.- Very
frequently a gentleman's agrsement was mede, known.as an acecepted ﬂchedula _
of ‘preduction, which specifisd the quantities and rates of Tuture wer
production. The plant was.then allocated to (Ordnance, upon request, by

the Assistant Secretary of War. .This eliminated conflicis between the .

. various supply branches of the Army and the Havy. The final step consisted
Zof planning'how the company would go about producing unfamiliar ordnance 5
items. is phase of plapnning included such data as plant layout, machine
- kool fequlrements, gages, raw materials, labor and power. In short, com-.

- plste plang were made for altering existing facilities and adapting them «
_apeedily tc“the production of noncommercial items. These plans were revised

- from time £5° tlms and every effort was made to keea them up-to- date. T
‘The turning poznt camﬁ in 1938, the year before the Germans'invaded
Poland.” The Eurcpean situstion was deteriorating sc badly that I was
directed to intensify industrial survey activities and to expand district
organizations--and funds wers made available. In Dscember of. that year
the Adsistant ‘Becretary of War; Mr. Louis Jolmson, urged all district.
chiefs, at a conference in Washington, to bring industrial surveys up-~to-.
date so that “We would be ¢amillar with' every‘potential war- produclng
fa01llty in y%ur d¢st&1ct. e p
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-Shortly after this meeting; the Congress suthorized the Secretary

of War to place educational orders "For munitions of war of- gpecial or
technical design,:or both, noncomme“01al in character, with commer01al‘
concerns to familiarize them with manufacture”. When limited funds:
became avallable«-(Ordnance had been advocating educational orders since
1928--contracts were placed with industry either to initiate complete
‘production studies ‘or to begin production on specific Ordnance ltems.
~Production equipment, purchased directly by the manufacturer, was paid
for out of government Tunds and it was intended that this equipment
should constitute a reseyve for allocatlen in time of emergsncy. An
educational order for the Garand Rifle, for example, was placed with a
private concern. When a production order was later placed with this
company, the cost of the educaticnal order was saved in the first thirty -
cor forty thousand rifles produced, and the time it took to get into pro- v
ductlion was reduced by nine to twelve months. A similar instance 1s cited
in the case of time saving effected by the Saginaw Steering Gear Division.
of the General Motors Corpération in the transition of an educational '
order to full production of .30 caliber .machine guns. However, only a
.few compesnies in each district could take advantage of educational orders
because approprlatlons amounted to only a few million dollare.

Beeore work on educational order contracts had progressed very far,.

the growing national emergency brought about the appropriation of new .
funds for a more urgent and extensive procurement program. . In the sum-
mer of 1940, following the German conquest of the low countries and
Franoe, ‘the districts begen to receive details of the greatly enlarged
program. Educational crder contracts were converted into defense con-
tracte and the mobilization of many additional contractors was started.
The districtd now began to capitalize upon the comprehensive and

thorough surveys. made in previous years. The exact knowledge existing =~
in the district offices regardlng the menufacturing capacity in their areas
wag of. inestimable value in ‘quickly locating likely sources of production.
One month after the first large-scale Ordnance appropriation was approved,
70 ‘percent of Ordnance orders had been placed and 95 percent of these
orders were placed with allocated facilities. Substantial funds became -

available on 1 July 1940; and a contract for the first large smokeless
powder plant wae signed on 17 July 19%0; this plant was producing smoke-
less powder in April.1S4l. I cite this as an example of the promptness
with which this large produdtion activity was inaugurated. We had plans
ready and we moved promptly.. When even larger appropriations became
available, our procurement, constructlon and production programs were
accelerated in step.

One major handicap that we encountered was that mobilization day
was never officially declared. ‘This meant, that prior to Pearl Harbor,
we were trying to achieve quantity production while still operating un-
der many. peacetime procurement restrictions and limitations.. "At the same
time, Tailure to declare an official M-day made it posgsible for Crdnance
~to-allocate procurement orders to the districts gradually over a period
of time end hence the districts were able to make many necessary
adgustmente. : ,



i Prior to July 1940, the d tr cts had llttl  direct,purchaaing auther-
ity. During the ‘years of ungui ,ace, Ordnance purchasing was done ,
;,malnly by our six 0la~ llne arsenals, W&th eome special types of contracts
“executed in Washington. : B -

The tran31t10n Trom centrallzed {o decentrallzed purcha91ng was. not v
achieved without thé ysual growing pains that any new lerge-scale under-
taking would be expected to have. One of the first prewar purchase alloca-
ticns forwarded to the districts, under date of 16 August 1940, was for a
large number of artlllery ammunition components. As experience was gained.

“and as the procurement load 1ncreased, more and more allocations wers sent

to the districts in order to supplement the purchasing being continued by
-the ‘arsenals and 'in Washlngton.‘ On ik December 1940, the arsenals were- ;
directed to assign the administration of all their contracts to -the districts

~within whose boundaries the materiel was being manufactured. - In March. l?ﬁl,
district chiefs wére authorlzed to approve the awards of contracts. up-to- .
$500,000 and, still later, authority was delegated to award contracts up to
$5,000,000 w1thout referring to hlgner authority unless special condxtions
existed. . . .

Durchasing on a greatly increaeed load was pl&ued on the districts in
June 104Y. It was tlien that the districte first experienced deadline datea
on"production. Deadllnes eventually became o frequent that they. were the
rule’ réther than the ‘exéeption. The dlstrlcts rosé - to the. occasion of train-
ing whoily 1r°xperiencen personnel and met the requirement of negotiating
for large quantities of materisl. In addition to expediting|the purchasing
functions, the districts found it necessary. in many.cases to| buy machine ..
tools, perlSﬂable tools and other productlon equipment whﬂchjpartlcular plants
‘fideded to produce large quantities of ordnance combat equipmént in a hurry.v-
The“lack 6fF manufacturlng capacity and the. crltxcal nature of the desired.:
'1tem'determined the degree to Wthh ordnance a;ded elvilian ﬁlants 1n settlng
up facilities.;j”ilh_. DR SasLb el L el

“-In the early months of the war W concentrated all of our: tlme and
“gnergy upon the conatruct¢on of new governmeaefow;ed facilitiea and. ths &%~
parision of privately ownod plants for the production of vast guontities of
urgently necdsd materlel. Froductlon at any’prace was the watchword of . the
eéntire country--and correctly 80, - Dufing,!hoee sarly hectic:months, proper
priolng, in any real sense, wae an utter ihPQSSLbllLty Neither industry.:
‘#or”Ordnance had the fogglest noﬁlon of_vha% prices should have been.
Relatively unsettl ol Bconomic COﬂdltLQﬂS “and shortages affected the avail-
ablllty and cogt of materialg, Wage scalegs. were ucgertsin, stny Ordnance
wéapons had rnever before ‘een mé:infactured on. 2. masg proauction bagid. - Our
troops overseas and in trclning were 1n desperate need of moqern comoat .
equipment. Our Allles were kooking to us for immediate assistance. There
wag no time to sit down and scrutinize Prlcee. The country at large felt -
tHat tHis was a“ mucn less 1mportant‘een51ueration and shouldlbe discussed at
a later’ date,' Long term.contracts ware the order of the day and it is not
eurprlslng that contraéﬁors, for reasona ef self-preservation, ‘required. -
prices - at high leveles in order to~ protect themselvee against unforeseen.-
contingencies. N

Since demand exceeded supgly: the normal forces of competltlon did
not operate to control prices and stimulate productive efficiency. Carefnl
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efxort wag therefore reqalred to Fix prloes in such a way that they would
put pressure on costs. Fairness demanded that prices be. fixed in the
light of the particular circumstances in each case. Since circumstanpes

- varied widely between contractors, comparatlve prices could not be relled

upon as a controlling factor. Reliance on comparative prices would have
tended to level of'f at zhe top-~W1th obvious dlsadvantages.

These early concepts underscored tne need for effective legal action.

-In 1942, contractors wanted a contract providing for adjustment of price in

accordance with the movement of some independent and reliable yardstick. A
contract clause was quickly developed which used labor and material indexes
as the yardstick. We soon learned, however, that natlonal indexes had 1lit-
tle real significance in determining a particular contractor's price neces-
sities and involved difficult problems of cost accounting. Experience sodn
suggested the desirability of negotlatlon as a.substitute for cost
dstermlnatlon.-

Negotiation, at first, was not a howling success. We first experimente
with the redetermination or ceiling clause. . This contemplated an agreement
based on a formula by which the original fixed price would be arbitrarily
reduced after the completion of a preliminary or trial run; to the extent
that costs experienced were less than costs anticipated.- The profit would
be the same percentage of redetermined costs as originally contemplated.

. The new method led to endless discussions and disputeg between auditors and

~accountants ot the dﬁtermlnation of individual contract costs.

A companlon to the redetermination clause was the negotiated price

‘ﬁev181on clause which provided that, after a test run, industry and Ordnance

would negotiate a new price to be applicable to the entire contract term,
the price to be. higher or lower than originally stated. This clause was, ir

' theory, an improvement on the redetermination clause in that it provided a

/-

two-way street and left the determination of price to agreement rather than
to the application of a mathematical formula to determined facts. It was
not 8o popular, however, as the redetermination clause. Contractors reasone
that the provision for upward adjustmsnt wag not important becsuse the ceil-
ing ‘price under the redetermination clause could be negotiated at a suffi-
ciently high level so that any adjustment was bound to be dowriward. Ordnan
contracting officers also felt that their record would loock better if the
initial price could only go downward. There was still a general feeling th

‘a price Tixed by formula was preferable to negetiation.

. Experirieptation with the orlginal measures served to orystallize certa
additional baslc concepts upon which rested the subsequent development of

. Ordnance purchase policy. Three typical concepts may be cited.

First of &ll we were convinced that wartime contracting can be success
fully conducted only if a fiduciary relationship exists, and is recognized,
between industry and Ordnance. Fairness to particular contractors in the
determination of proper prices required the complete dlsclosure of facts '
which were not ordinarily our business.



a8 falr pr;ce for each
ances in his case.

There 1s no ccrrect priee~for5al groduoers of:
‘who is efficxent ‘and ‘eXercises careful’ cont¥ol of'wosts should be givan :
a price whibh contemplates a . greater profit. than WOuld otherwise be jue- -

tified. ' But this reward ¢annot be granted unlsse thé facts are known

and unléss “the contractor realizés that he must share his efficiency 2
with his Government:- High-cost producers must be paid prices which will .
_covér ‘their “costs and a reasonsble profit; but the facts must be dis- -+
ciosed in order to juetify a price which is high~competit1Vely. e S

. A8 s third consideratian, Tt was - belleved that prices should be T Al
negotiated at lévels which would: put preossure oncoste. Unlees: prlces.'ﬁf“
were placed at proper levels, the manufacturer would lack incentives

to cortrol his- coste and thereby conserve manpower and naterials: “Again-

prices which aid not place pressurs on costs tended to destroy ﬁhe costv'-
consclousneas of manufacturers.- Co Coe

Thsn came: ‘the renegotiatlon statute of 28 April 19h2, whlch pro-
vided for the over-all review of the war business of prime contractors
ang’ subcontractors to the end that profits realized on such business,
-which was’ held t0 be excessive, could be reiunded or recaptured by the
Governmen% ;j “ :

i SO e LS e E ; . ; E — B TS
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’ Since we were. responSLble under the statute’ for its administration
with respect to Ordnance contractors, it was necessary to establish an
org&nlzation to dlscharge thls responslblllty effectiveiy. ‘Pride-ad-

. Justment boards were - ‘therefore set up ii the 13 Ordnance districts and -
a gtaff unit was created’ in’ Washlngton to coordinate - thé- work ‘done in 4=
- the districts " The &1atr1ct boards, togeﬁher with- the nécessery account- >
ing and legal assistants, handled the ranegotiaticm1ofabout L, OOQ “eon~ R
tracts & year.'““* o

The paseage of the renego%iation”statute Had & pr@iound eifect upon
Ordnance purchasing activities; giiite”#part from the monsy recaptired.- 3
Some contractors were ‘inclined to ask for hlgher prlces on the theory

that, even’if- prices turned out " to be excssexve, the fioney-would go- back
to the Government ‘through renegotiatlon and that, as a consequence, dis--- - -
_cussiong as to* original prices-were ‘wholly academic. Somé few Ofdnance
of*icers felt that, éven if a satisfactory pPice wag not 1nitially nego- o
tiated,” renegotiatlon personnel would rectify the mistake. ERE

This sort of immature ﬁhinking threatened an upward trend in pr+ces,
since the amount of the. renegotiation refund depended, in part,: upon the
amount of costs.s The exigtence of excessive prices, 4n turn, had a tend<
ency to'create an upward- trend-in costs.: The basic error’ consisted in ™
fD?gSttlﬂé that, while renegotiation ‘could recapture millions of dollars,
a wasted nour of labor could never be recaptured. When prices are nego-
tlated at levels where no-prassure on costs is exerted, not only does the -
war cost more in dollars but it is delayed In 1te execution and concluslon
becausa manpower and materials are ‘not effectively used :

e

‘an “item. Every: contractor i 




- Thg - statute vas intended to provide for the adjustment of future as
well as past prices. Ordnance has dlways believed that there should be
the .closest possible coordination between renegotiation and procurement; .
since in both cases covernment Tepresentatives were- negotiatlng with the
‘same contractors with respect to prices tobe paid for the same items of
war materiel, Unless close coordination was maintained, confusion would
result. Early in 1943 Ordnence renegotiation personnel were advised that
renegotlation should not be regerded as completed by the mere recapture
of excessive profits. They were direscted to cooperate with procurement
perscnnel in developing férward pricing agreements to the end that exces-
- sive profite realized in the past would not be perpetuated in the future.

Thls principle proved to be difflcult of accomplishment. Rensego-
tiation personnel were preoccupied with recapturing excessive profits
and had little interest and less skill in pricing. Due to a late start
for the fiscal year 1942, it was not until the latter part of 1943 that
the bulk of the 1942 fiscal year reached renegotiation and, naturally, .
the data developed had little sigrificance with respect to the soundness
of the then current prices or those to be charged later in 1943 and 1Oohk.
The resull was that little was done at that time on forward prices. except
to insert a general provision in renegotiation agreements to the effect
that contractors would, from time to time, review their costs and make
‘such reductions in prices as seemed Justlfied

The~renegotiation-statute also served to call attention to the fact

that contractors were asked to fix a price for items to be produced over -

& period of ‘many months and had no way of determining what their costs
would be throughout the entire period. Many costs were beyond thelr
control and subject to adjustment by reason of decisions and directives
on the part of government agencies. ‘The result was that ‘contractors
included contingency provisions in their prices. .If close prices were -
to be obtained, contractual methods had to de found for affordlng con-
tractors ample protection in gustlflable cases.

v These various factors led to the development of the Periodic Price
Adjustment Article. By tuis article contractors and Ordnance were abtle
to negotiate a fixed price which would be applicable only for a compsra-
tively brief period of time. Since contractors could reascnably fore-
see their costs for 'a period of from three to six months, they coald
Justify close prices for that single periocd.

In order that contractors might have incentives to exercise their
-ingenuity in controlling costs, the Periodic Price'AdjL“rment Articl
" expressly stated that where a contractor, through his efficiency, had
reduced costs during any contract below the cost estlmated for that
period, he would be rewarded dy receiving a larger profit ratio on
~prices for the succeeding period. The article was particularly adapted
\to exemption from rensgotiation because it was designed to eliminate
~contingency provisions from prices. Since it gave contractors maximum
protection and Ordrariceé close prices, the periodic article found wide
acceptance prior to VJ-day as the most satisfactory contractual provi-
sion for war procurement yet developed.
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L8 i umatances, -and taat priﬁes
,could ot be e bliahe ;unless ‘disclogure was mads by the gontractor of
such circumstances. . This concept led to the development of $hs 5o calledgr””

price analysi& fwnctibn.;=-;;,a, PR : N . :

@?ﬁnamae learned aarly in war procurement uhat oompetltive prices S
were %y domsans a complete and- adeq;ate test of proper prlces. It be--
came "dpparent thax syeclallsts wolld®'have to be.. FTrained, and procedureswg-
established so that &ll information available in -Ordnance- could be. ¥
brought to bear on sach procuremsnt. - An organization of price analyste S
was therefore formed within the framework of existing procurement psrsohw =
nel.  These men. studied a1l the’ ‘Fattora Teldting to a price and thereby ‘
assisted negotiators in arriv1ng at equitable results.. .. Thay'collected
all avatlehle data.on competitive prices and tried to. find explanatione
. for -wide varlatlcns in. Buch.prices.rdThey analyzed cost information,
subinitted as & part of bild proposalag 'and made comparativa studies to-
explain:differences in such costs. The basic.purpose ‘of ‘all these activ-
itiea was to- determine the facte with Pespsct to each particular cage in-
- order-theti.a proper'price cculd be nsgotiated in the light of the’ circum~ : yot
summm u;ﬁmxcmw,”?_n ) - ) DIRTRTELTA _ L
Prmce analysia activ*tiea, anﬁ the ccnsequen$ elimination of‘con-?
tingency prov;sions in price; brought “into proper. focua the tnree“ ypes
of risks.which a contractor was requirsd to assumes: Rlsks SWwithi ‘.’ "
nary menagexiel, contrOL cf the contraetory ‘risks. W;thnfthewgontr: :
the Government, and risks inhePsnt' in- ey work- awpleh, were under. the co:
~ of neither party. The tendency of industry was: toe, lum@ntogﬁt' gi -
“thres classes of rigks and to seek protection solely through ampls” pr@
vxsmmn)for\continggnqﬁag"]'“‘ Nl AR g o
B s SGaE Ly . AL XN
= Uponuanalyq1sfan egregatroﬁ ofﬂﬁhéaefrisxﬁ,« A .contractor
'ﬂ“éeneralLy cognizant, thaﬁ ﬁé mal ribkﬁNW1thim'h1a oontrol.shnul
Yogpongibiliby.. -He. zed b e “fact thaty in cgnsidgvabie measure,
theprofit, which. he rs¢eivea was Comperisation: for the. a@sumption of "
risk. ‘The Government, ofi ths othér-Hand, . itself controlied ¢ertain :e'isks.
It seeméd cbvicug that the” EOVerhmént“shouldrnot pay,. in. price, insurence,
“against contingencies which_mlgnt or mlght hot’ arise and which were with- -
in:dite control. It fcllowed, therefcre, that: the. contractor should be
protected. sgainst such riskd througl’ contract-clanses rather than by the
inelusion of: & contingency PTOVlSth ‘in prive, ‘Ordnance ‘properly undar*v
took to provide reasonabls’ proteoticn by contract cleuses against’ any O
‘riek within Government control, The thirdsfyps of risk, beyon& the con=
‘trol.of :édther.party, . Vas inherenﬁ in the character of the work being
Performed.; Such a risk wag the explosive ‘hazard of the powder manu-
racturer and. sxmilar hazards. It wab estimated -that such risks should
,be recognized, segraggted.and appralsed, ‘and- that a falr provision
-fshould be: made for them in the contract price.-u

We now 00me to thefflnal stgp‘in Ordnance procurement policy.




-Many contractors, for compstitive reasons, because .of OPA price ...
¢eilings, or for other reaaons, chearged unduly low prices on scue items
and unreasonably high prices on others. As cutbacks and terminations
occurred, they learned that they were in denger of having their profit-
able business cancelled, leaving them only with contracts carrying inade-
quate prices. From the Government's stendpoint, atbempts to test indi-
vidual contract prices involved perplexing problems of cost allocation,
Many of these problems could be minimized or eliminated if attention
were given to all of a contractor 8 busxnees rather then to e segment
of it. ‘

These cggsi¢erarioua indicated the airabi of establishing a
prograw for the review of contracters'’ grlcee on an over—all, company—
wide basis. Such a progrem was initlated by Ordnance in June 19kk, and -
subsequently became known as the Company Pricing Program. Ourthought

" was that, at the time of renegotiation, if possible, a review would be
made of the probabls results which would accrue to the company on an
‘over-all basis during a future period. An effort would be made to se-
cure & voluntary agreement which would adjust the contractor's prices

in such & way that excessive profite would not accumulate.' Adequate
provisions were included to furnish the contractor Wlth adeguate pro-
tection against risks beyond his control. This program was not regarded

ag a substitute for the negotiation of sound individual contracts but
rather as a tool to be used in gpacial situations where the application

S - ok el Llast L LS WalT L e Pt Ll

 of its techniqués seemed approprlate. The: progrem was a success and
" resulted in many agreements, mostly on an informal basis, which effec~
tively served their purpose. : ca :
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o If my memory of the. days when I wae a mambar of this faoulty serves
me correctly, the lecturer should recommend to his. hearers somse collat—
eral reading. There are two recent. articles, on the. general subject of
‘my lecture which I recommend to you most enthunlastically. Both were
published in the same megazine. The megazine is “Army Ordnence™, journal
of the Army Ordnance Assoc¢ation. ~In the November-December 1945 issue
(vol. XXIX No. 153, page 397) is an article by the Secretary of War,
Robert P. Patterson, which wag wrltten while he was under secretary.

Its title is “Tax Amortization". “In the same magazine (vol. XXX, No.
‘154, page 47) 1s an article on the Ordnence Qistricts entitled "Weapons
- Win Wars" by Brigadier General Edwerd S. Greenbaum who, until his recent
return to civilian life, was executive officer to the Under Secretary of
War. Both articleés are of unusuel aignificance to the work I have
attempted to describe in this lecture.

In summing up, I should like to repeat certain basic Ordnance pre-
cepte. I belleve th&t procurement can be conducted successfully in a
democracy only by agreement. Government agencies are dependent upon
free enterprise and the profit wmotive for the productlon of war materi-
el. Contracts must protect the contractor againet risks outside of his
control. Prices should be negotiated upon the basis of what the con- -
tractor's individual circumstances indicate to be fair and reassonable.
A price ghould not be the lowest price that hard and relentless bargdin-

ing can produce, nor sHould it be a price so high tlat the ‘contractor
is assured of excessive proflts and, conaequently, has no incentive to

‘\
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‘control coets and 1mprove his m ﬁufacturing techniques. Piéfiteerihg

was. controlled by voluntary . agreémsnt., Industry and Ordnance were part4' 'k”"

ners and recognized that each owed flduciary relations to the 6ther.
The  "Industry-Ordnance" team, today as yesterday, stands for mutual
trust and the free exchenge of information in prOuuremsnt no. less thap
in research, devalopment and, productlon.

GENERAL ARMSTRONG:

Géaeral Quinton, thank you very muchwfor your home-coming address.
We are very glad to have had you with us and to hear your excellent talk,
Thank you very much. - :
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