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PURCHASE,(P&OCUR ﬂrwm) PROBLENS IN THI ATOMIC .LGE.

31 October’l946'

CENERAL McKINLEY:

Gentlemen, this morning onr speaker is Frmm the idir Forces,
Generzl Thomas is a graduate of St, Louis University (1917) with a Bac-
clor of Law degree.  He admitted a little while age he has not practiced
much lsw since, ' ' . ' o

In werld War I, he enlisted as a sergeant in the aviation Sec—
tion of the Signal Roserve,  He was comudssioned First Licutenant, Sig-
nal Beserve, in 1917 znd became a First Lisutenent iv the Regular irmy
in 1920. He has all sorts of aernnautical ratings. You will ses them
on his chest when- hé stands up here,’

In 1942 General Thomas was ordered to the War Eepartmant Gen—
eral Steff and was loter desiznated Chief of Staff of the 12th iir Force
Service Command in the North Africen Thester,  In 194% he hecame Assiste=
ant Chief Air Stoff, i-4, in the Mediterranean Theater of Op@rhtl,ns,
with headyuarters in Italy.! Ee then returned to the United States as
Assistant Chief of -s»ir Staff, a—byend was loter assigned to Headquarters
Air Technical Service Ccmwﬁnd at ¥iright Field: 1In 1946 he became De-
puty ommanllng Gencrul for uuovly, T-4, alr Materiel Commend, drigh
Field. . '

His subject this morning Wnll he "Purcha Se Prﬂ%loms in the At-.
omic age". I take pleosure in preson ting Drigadier CGencrrl . rithur Thogas,

PURCHASE F1O3LEWS Tk TH: oTOMIC oG%

In discussing this sulgect es applicesle to the femy alr Forces,
it is n:cessery to consider whet the atomic sge requires in the way of
supplies and services. The phrase ¥atomic “(u" is »ften used as & slang
expressian to Indicate an era »f scientific development which has aff-
ected, not only the method of worfare, but the kind and neture of 1
supplies to be used 2s implements in any future national emcrzency.

This phrase taxes the imagination. Many of the ideas of the implements
of war which were thoucht te te fantestic or »f the "Buck Rogers" type
are now thought to e fensible and realistie.  Many of these implements
will have no counterpsrt in the commercial world, or will have only a
limited ap;lication so thet the nsture »f our supplies may reasonably be
considered as drawing more into @ s srecialized fiell than hzs ever heen
the: case in the past. Men have usually fought with equipment which was
useful in ths lelj 1ife of a nati-n's citizens, '




In our day the airplane, while originally designed fer the con-
venience of man in his peaceful puywsuits, has had ite dnvelopment greatly
expanded and accelerated because of its adaptability as a new military
weapon, and its adoption and development has had its affect on important
changes in the technique of war. The urge for survival and the need for

i alert national defense leads one to believe that the implements of wer
in the 4tomic Age will bhe far grecter in their destructive z>ilily, more
ingenious in.théeir design and more terrific in thele encrgy than has ever
been the case in the pust, For that reason they will not have their in-
ception for, nor bs primarily suited tﬁ the usual weceful life of the
countryts inhabitants. It is also-reasonable to presume that the facili~
ties and tdeh hniques in producing t”*sa newer 1~nlgment¢ of war will alsc
dénart far from the requirements of a civilized nation in its nezceful
nurqults. Bagic scinnces are quLcted' research and deV'l are stim-
uldtea by such requlr,:

-t

The extent and size of these developments and tk@ facilities and
costs and time for thelr quantityprceurcmehts has poised &, numbcr of purt-
chase problems.  while this nation's prime OD‘GCt;VP is a pesceful world,
+o assure the accomplishment of that objective and to dischar;e our obli-

gation of an alewt defense to our nation, we must 00;stantlj secure new
ﬂna improved and more effective implements of war, The requiremsnts of
the idtomic age has taken us far into ths field of pure.science, research
-and development in search of such inplements, Many of ocur purcnases for
scientific studies, research and development are made with orgenizations,
1nst1tut;ons and c<mwgn1us rever before contracted with. These .sources
have been gelected because of their ability, their personnel and facili-
ties and thelr gemsral interests in these develor -ments., Under the auth-
“ority of eéxisting procurermsnt legislation, wwrohqses from these organ-—

izations have been made on the sslocked bhasis ”Jthout the use of cwmpetit-
ive bidding, Presently, several hundred contracts of this kind have been
nlaced running into millions of dollors )r;ctlcaiiy'ona hundred ¢ontracts

%

of this kind have been placed with uan@T“ltlpS, foundations ﬂnd other
institutions whers profit is not a factor or prohibitced by charter or
otherwise, These instituatic NS ars regquired to zealousl g gzari th33
endownment funds,

Since the hature of thes e DU“C”&SLS are such thatthe costs can~
not he determined in gdvunce with 2 ¥éasonable dezrce of certainty, and
because of circumstances of financing, many of these contracts are placed
on a cest reimbursalls basis. Since the services differ substsntially
from those which might ve required in tn nurchase of supplies from the
1ndustry, the yDUul definition of costs uued in the CDQtVUlus—uvflhchbe
tyoe contract permitted by leg“SLAblﬁn during the war cannot be used, It
is necesgory, therefore, to agree in advince on the definitions of cost
which wil be reccgniped as necessary and incidentzl to the performance of
the contracte. Unless the contract makes thess matters cle'r, the con-
tractor runs into danger of having costs disaliowed,
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Duridg the war) suostqntlally dll of cur cuntr cts, wnether Tor pure
science, reoearch and development and experimantal v.r’f,lclus, or for gquantity
1tems, were entercd ‘into by nchOtLdtlun ruither than by CumpbtlthC bidding,
The use of a COSt-pLuS~”~f1XCG*fCL type contract was very largely rescrted
to for experlmental orocurcmunts, approximately 60 pereent of airframes and
40 percent of ‘aircreift engines. during thé war were alsty let on this tyoe
contract,  This type contract is pdrtlculquy suited for expérimentel and
research work' where the extent of effort cannct be easily defindd, and for
c1rcuntJnces of unczrtwlnty in the lavor and material market. . Thlb type of
contract reimburses the contractor for custs recessary and incidental to the
performance ‘Cf ‘the contract, and fixes the amcunt of ovrofit ¢r fee in ad=
vance, The feé remsains statlvnary regardless of the fact that the con=
tractor's actual costs may be higher or lower thar estimated at the time the
contract was entered into. Rescarch and development and cxpcrlmuntul conm-
tracts, contracts for airplanes, aircraft engines ang yruyellers, ang con-
tracts for supplies in which the contractor has proprietary rig shts or is the
scle soufce for the article, may ncw de madé negotiaticnss thdt is, without
the use cf competitive pidding. Wwhether such procedure Wlll Vcntlnu» will
depend upon legislation provided oy Cunhress.

" As you know, during the. war ma any munufuctur rs Were engaged in the
ranufacture of munitions and implewents of war differin. substantially from
the kind of preducts they previcously manufegtured, The size of contracts
in many instances were sccres and even hundgreds of times wreater than their
cepital invostment, The faucilities with which to manufacture these imple-
ments were elther not available cr not sulted tc-large quantity producticn,
The government,. therefore, supplied facilities costing billicns of dellars,
and financkd thp manufacturer bv means of advanced payments or by the use
of V-loans, Tt is ncw the govnrnmvnt’s policy in these pestwar days to have”
its supplies procured withcut the.use of govermment owned facilities. Cone
tracttrs are, therefcpe, required to supply their own facilities, or if
-operating in "ovcrnmentn'wned facilities, should purchase or leass such
facilities from. the War Assets Cerporation at more than nominal rent. BExe
ceptions, on 2 limited. basis, are hcwchr, provided in connectiocn with re-
search and development contracts. -This is particularly important where
cempetitive bidd ilng is cbntemplgted in order that all Sidders be on af egual
basis, The dtumic Age Will undcubtedly leud to such imploments of war as
will require, at least in part, facilities differing substuntially from those
which the dmerican 1nqustry‘wUuld cr could supply in its normal"pé¢chul
pursuits, There is a bel;cf in many quarters that any future major war in
which this countrj would be 1nvolved will come without warning; and that it
will not be possible to held the enemy at bpay feor the manufacture of im-
plements of war, If this were the cuse, it wculd be nccessary, where
specializea ficilities ure involved, to have them in being or sufficisntly
well arranged to permit rapid expansion at the time the enemy strikes, in




order to insure victory. Rupld changes of design and the creation of new
designs have the effect of obscleting special facilities, - Tt appears that
facilities now in beins will not be wholly suited to the construction ef new
egplements of war, lihether capital will be w1¢11na te invest in specialized
facilities for the manufacture of war weupcns in a competitive market with -

rc ccommercial use for these facilities is problematical, This involves a
purchase problem for the future, the answer tc which will lie in future K
developments and in the kind of legislation which Congress may grant to

meet this problem, The use of ddV&ﬂCb payments, except in & very limited
field, and primarily for development purpuses, has been discontinued,

Whether the typercof contracts which we will be permitted to use in the future
will require government financing, will alsc depend upon the kind of légis—
laticn which we will have during the postwar pericd,

Since the war,the :¢cost-plus-a~fixed-fee type contract has been dis—
couraged, except for experimental ccntracts. This has been dene for two
main rbubuﬂ84 (1) There is a strong feeling in the war Department that this
type of contract is wasteful and 1neff1c1ent, (2) that it has no plase in
cempetitive bidding. as an alternate, there has been devised a number of
centraet price redetermination articles for use in fixed price contract,
These articles for the most part are found in the procurement Regulaticns,
emanating from the Under Secretary of War's Office These redetermination
articlLS, while nct applicable to price cgmpetltion do <ffer an incentive
tc a contractor to lewer the costs and affords the contractor .iuch of the
protecticn of cost changed beyond his control, thet he would recelve under
the ccst-plus-a~fixed-fee type contrdct. Briefly, these articles permit
the ccontractor to proceed at a fixed price, and after a portion of the -
contract has been completed and the cost accurately ¥ept, the price is again
reviewed and ¢ither raised or lowered depending upon the experience,,
Several variaticns: are provided in fixing. the price at this time. Some
articles provide for retrcactive adjustment in the first pericd as well as
the prespective purtion; others provide for the prospective pertiocn only,
and others provide that further redetermination of price may take place
prospsctively. These articles are so devised as to perwit portions of the
contractor, and thereby avoiding the danger of havihg entéred into a cest—
plus-a~percentage of cost contratt, sc expressly prchibited by statute,

The amount of profit included in the price is determined by the efficiency
and the Pcbnumy witn thch the contractor has performned,

There are.other pr@blvms off purchuse in the Atcmic Age that are
partly created.by the type of equlpﬂent and partly due te the fact that
we have moved from wartine procurement to peacétine precurement., These
involve matters such as patents and rcyalties, close pricing. s¢ as to
avoid excessive prcfits, and laber provisions, Nene of these thus far
have become insurmcuntable, but they do reguire detail locking inte be-
cause of the expiraticn of, or change in wartime legislzticn, such as the
Renegotiation 4ct, the Patents and Royalties act, and circuastunces with
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rcgard 0o omoloyment of slicns, and overtime cmploymonl, the explration of the
fxcegs Profit Tax, and the effcetivity of the Vinson-Trommel Act regalating
profits on complete aircraft and parts thorcof,

With the arrival of the Atemic Age has come more comple“iand teehnical
ecquipnont.  These items will toke considerable time to develop and test, and
to manufacture in quantitiess As you may know, there is 2o statuteory time
limit placed on the cxpenditure of funds appropriated by Congress for the War
Dopartment. Id fact, the Constitution of the United States provides that
monies appropriated to raise and support armics shall not be used for a term
longer than two vears; i.e, two years beyond the year for whicn fthey have been
apnropriated. This means that the scguence of development and nrocurcment in
quantitics must be broken down ints nmortions and in some instanccs the pro-
curement must be taken in steps or phaoses, As you may readily sco, much of the
cquipment contemploted in the Atonic Age is made up by assembling various
comhonents which are separately dcvelopcd Delay in the development of any of
those componcnbs may deloy the final development and testing of the entire
article so that the time in which the funds appropriated for thesc procure-
ments moy pass before the articles are comnlebed and the funds will auto-.
matically lapses. In such case, it is ncccssary thot complebion bhe included
in subscquent estimotes for the reappropriation of funds.. Some of the develop-
ments presently contemplated will involve periods from cight 4o bten years to
cover the span from their inception to finished product with which to sunply
our armed forces. In order %o shorten this span of time, it was teccssary
during the war to somewhat abrogate the rulcs of.purchasing only fully

.developed types. This was done by procuring articles which gave promisc of
great improvement, basod-on the genecral knowledge, accclerating the tests of
the early articles and incorporating. i“DrOVuﬁ“ﬂ+S and changes during con-
struction. BSimilar action aspcars rocvssary in the Atomic Age and therefore,
presents 2 problem of purchase to. shorten this time spon. '

Industrial planning is intefded to help in the problem of procurement in
the Atomie Ase,  The proliminary work which has o bc comnlcted before any
contract is made, will have becn acconplished. Even with nogotiation and
letter contracts, the time necossarily consumed both by the contractor and the
Govermment bofore materisls, tooling facilitios anmd labor could be sbarted
cannot be Jjustified in the days of "surprise "wars.

The necessity [or adequate nationnl defense involves the use of public
funds., Under our system of govermment, the usc of nublic funds not only
requires legislation to make those funds available, but also legislation which
spells out the rules on how these funds are to be expended and under whose
authorization and guldance., Before the late war and the declared emergencics,
just preceding it, the Army Air Forces procurcments were accomplished primarily
under the revised statutes and the Alr Corwu Act of 1926, This meant that,
with the ocxecption of experimental items, we worc regquired to obtain our
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supplies and equipment by tho use of competitive bidding. Thother such
procedure has’ brought out the best possible cquipment and 2t the lecst
ultimate cost, is a .guestion long in debatce, It is sufficient however, to
say that when the emergency was upon us Congress passcd now cgislation which -
permitted the. sctting aside of pried competition and permitted procurements tc.
be made-with the prime objective of obtaining supplies of the kind and in the-
guantitics-and at the time rcguired to expedite the winping of the war. :
now operating under these wartime logislotive acts. Insofar as purchasing is
concerned, dur proccdurc is based orimarily on two stotutes, the Nationa
Defense Act and the First War Powers Act.

Scetion 5-2 of the Mational DOfCHQu Act charges the Scerctary of Wor -
Tl th tAC SuprVlQlOn of the procurcment of all mlliuWry sunplics and other
busincss of the Far Dopartmert pertaining theroto and the assurance of adecquate

provision ior the moblllzqtlon of material ‘and indusirial organizatisns
essential %o wartime nceds. *¥#%," This act spoaks in terms of responsibility
for procurement, o ‘

The First War Dowors Act which was passced later, supplies the authority
for contracting., Thc act authorizes the President to confer almost un-
restrictod contracting power on the Govornm“n* Doﬁﬂrﬁnen+° for wartimec pro-
curement, These powers werc conferred on tho M Department by the Presidemt's
Exocutivb Order No. 9001, ' '

The Sccrotary of 'Waf has del cgdted his duties under Scetion b-a cf tho
Nat*on 1 Defﬁnso Act to’ tﬂo Under S“C 5t”rv of War. Tho tvn@ of matcrial
respon31b111ty for the busanss wcblv:tlcs of the Wor De raétmc nt in the field
of procurcment and the delivery of military supolics to supply arms has there-
fore bren passed to the Under Sceretary of War, '

In the same woy the Sceretary of War has also d legated to thc Urder
Secrotary of War with power of redelegation, u¢1 of his authority undcr the
First War Powers fet, The Under Secretory of War is, therclors, AuthOflzod
cither-porsonally or through of Flcluls of the War Department to waom He may
delegate aubhority, to onter into eoutracts and into amendments uo,'or
modification of conbtracts herctofore or hereafteor made and to make advancé
payments, progress, and othcr pujment trhereon withput regard %To the provisions
of law relating to the making, perfornance, amendment, or modlllcatLon of
sontroets whenever he dooms such action wonld foellitate the prosccution of
wor, These arc very brood powers; qowovor, the le ng;ﬂthn bur the cost-
Dluo—i—perccnf go=of-cost svston of co trmotu. '

The Under Sceretary of War hus cauoud ralos and proccdurcs to be

.



set up as instructions and gaidance to all nersonnel engaged 1n procure-
ment and nurchasing activities, These are embodied in the Procurement
Regulations receiving wide distribution. The authority delegated to

the Under Secretary of ar has in turn been redelegated to the Chiefs

of the various services and in turn, on dewn to the lowest echelon en~
gaged in purchasing. Eagch delegation, however, has hold something back.
For instance, the authority to approve contracts for amounts in excess
of £100,000 has béen reserved to a representative of the Under Secretary
of Yar, B :

Tith the advent of V-J Day a number of the policies and nroced-
urss which were appropriate in time of war were immediately inappropriate,
The Under Secrctary of War has, therefore, caused impcriant changes in
the Procurement Regulations teo be made, limiting or changing the action
to be taken n the field of nurchasing. Some of these are:

a. The authority to amend contracts without legal consideration.

b, The making cf advance payments except under very limited
circumstances, ‘

c. The furnishing of government owned facilities with minor
exceptions,

d, The obtaining of supslies without the use of overtinme with

: limited exceptions.

2, The general policy of nrocurement on a competitive basis is
now strongly emphasized and required on a large number of
ltems. '

- :

Title I and IT of the First "ar Powsrs Act explires six montns
after termination of the war, or until such earlier time as the Congress
by current resolution, or the President, may designate, Should this Act
expire before new legislation for procurement is nassed by Cengress,
great -pertions of the procurement regulations will automatically become
invalidated. So far as the Air Force is concerned, it anpears that vith-
out new legislation we will be required “o revert to leglslation existing
before the war; viz-revised statutes and the Air Corps ict of 1925, The
Air Corps Act of 1924 is obsolete in many resnects, It was designed at
.8 time when the aircraft industry was in its infancy and was also to en-
courage development of aviation and to improve the efficiency of Army
and Wavy acronautical maferial., The type of equipment .rocured in the
days of the pazsage of this Act was the so-called $tick and wire airmlane,
Airplane speeds were less than 150 miles per hour, and the rangs with any
load did not exceed a few hundred miles, The art of airplane building
embraced a limited number of sciences. Today the art embraces practically
all fields of science. Zupersonic specds are in conbemnlation; niletless
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‘airplanes are e reality; radar is in use; and the Atomic ips s wezen

gached, Aircrﬂfﬁ as now used in military operations requires productive
capacitics of which the framers »f the 192¢ ‘¢t never dreamed. idequate
nationa aefcn~w re uires a grester latitude and flexibility in Procure
ment matters than in pre-war days. 4t should he possible to enlist the
aidof all sc-entific and development effort in the interest of nati-nal
defense. - This should be permitted with or without the use of competition.
4 statute along this line was drafted for the Army «ir Force, but was
recently set aside in favor »f a statute alonsz more general llnvu for
departments of the Governmont prirarily concerned with the notieonal de—
fense as a wnolej; that is, the War Department, Nav, Department, the Mari-
time Commissicn, and the Wer Shipping udﬂ‘nlotratlﬂ“ Thig ©ill, while it
contemplates procurcment by advertising, and ona chmpetitive bld tasis,
permits 15 important exceptions to this type of procuremunt. Tmportant
zmong these exceptions to the army Lir Porce are:

a. Frocurerment made during the neriod ﬂf a nati-nal emergency
declerzd by thg Frosidents

. For professional services

c, Tho age ncy head detcermimes th 1 the purchsse or contract is
for exncrlr =ntal, develonmental, or research work or for man—
ufacture or iurnlshln% of supplics for experimsntation, dev—
elopment, rosearch or test;

de  TFor suprpli s as to which the rgency head d
procurenent tl‘“u“i witizout advertising is
to assure standardization of -equipment and ﬁnowﬁcm
of partsy

¢. The sgency hesd deterrines th:t it is in the interests of the
national defense thoet any plont, mine, or ‘ﬁcil’ty or any
producer, manufscturer, or other cuylklcr e wade or kept
avallsble for furnishing suipvnlies or services in the esvent
of a national emergen ey, or of the national defénse in main-—
tainin¢ active ﬁnein\Lran, research and development.

Th+s Plll ore
cost system cwﬁt“nct
ferr Vnur"ct Jﬂﬂ XL

twnlus—4~gfrr ntage—of-
cost— Dlas—»~f1yed—
tal; and research work, and

'd termines 1g 5 method of con= ..
tracts as tnc-ag mcy he"d dctfr“$nVL is a method of eontracting liksly

to he less epstly then other methods, or thet it is impractical to secure
the supplies or services of the kind and guality reguircd without the use
nf a cost-plus-a~lixed-fee contract, or an incentive tyne controct.  The
till also provides for the making of advance payments under tertsin condi-
tions, which wore not permitied befare the war.
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There are many other problems of purchase in the Atumic Age nut touched
ch in this discussion, In general, the ability to meet these problems will
be determined by the nature of the supplies and services required, the

general econcmy cf the country, and the legislaticn provided,
policies in the atomic Age requires imagination, exploration,

e

parallel with that of

s
problems in the Atomic Age will require many peints. ¢f decisicn which are

3 o s P 3 Fin
other endeavors in the

N +
Ueparunent

Purchase
initiaticn
I

closely related to the public at large, and therefore vulnerable to review,
second guessing and criticism, Its basic requirements, however are honest

dealing; intellegence and a willingness tc serve.

effert and often dces,

(2 Jan, 1947 ==-= 350) L.

It can create horoic




