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G~RAL HOL~N: How does industry do its job? That is the 
• question you will frequently ask yourselves in dealing with many of the 
problems involving economic mobilization. ~e have studied procurement 
in the military departments and in,the nonmilitary governmental agencies. 
Today, we are going to learn about procurement in industry. 

Our speaker br~%gs tothispla5form awealth of experience in both 
military and nonmilitary•procurement. Daring the war he ~as the civilian 
chief of procurement for the United States Navy. Since the war he has 
been the Director of}~terials for the Eadie Corporation of America, 
RCA ~ictorDivision. 

It is a pleasure and a privilege to introduce to you and to welcome 
to this platform, Nr. Vincent depaul Goubeau. 

MR. GOUBEAU: Tha~ you, sir. General Vanaman, Colonel ~cKenzie, 
gentlemen: It is a pleasure to meet withthisinteresting gathering 
and to discuss procurement problems with you. Iwould like to giveyou 
a general picture of the procurem~ht function in industry and also 
indicate some respects in~hlch the commercial operationmay be related 
to that of the military. I'll separate this discussion into two parts-- 
organization in the first category, an~ policies, procedures and prac- 
tices will take up the second category, 

! 

O_~_GA__N_I~ATION.~. Any discussion of organization usually introduces the 
question of centralization versus decentralization. That is the modern 
question in business today. In reviewing that subject it isinter@sting 
to note that shortly after the closing of the last war, when the 
materials situation.was so tight as to interfere seriously ~ith produc- 
tion, the producer who was centralized contemplated the advisability 
of changing over to a decentralized operation and vic~ versa. People 
frequently feel that ~hen "theyhave trouble their trouble stems from 
weakness in organization. It took Some time for industryto realize - 
that there was not necessarily an~.2Tthing wrongwith the fundamental 
operation of its companies, but that we were experiencing aneconomic 
situation which prevented an orderly Conduct of •business. In addition, 
as a result of ~ar experience and as a result of ambitious plans for 
the future, everyone expectedindividuallyto be able to produce every- 
thing thecountry~c~uld use without regard to'thatcompany, s ability. 
to meet such p@oduction requirements. Some people discussed with me 
the advisability of.changing from a centralized to a decentralized 
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opera{ion, ~hi!e at the same time other people were talking about 
giving up a decentralized function in favor of a centrailzed one. The 
ansv~er, of course., was not to change organization merely for the sake 
of change because one was having problems, but, rather, to svstematica!ly 
and scientifical~7 analyze one's business to determine its needs. 

Genera!l~ speaking~ t~dere are three or four types of purChas.~ing 
organizations: First complete .centralization whereby one ourchasing 
u~it .does all th.e"buying for,the ~ompany's operation. TN.is type of 
orga'nization is common v~ith the a~erage-size mamufact'urer ~'ho has one 
~lant or multiole olants usu~lly manu~acturing similar articles, This 
has b~e~ a ver~7 co~on type of operation, and v,;ith the e~ception of 
the. purchas~ of maintenance i~ems-at ~lant lev@l all bu~ing is done a~ 
central he.adquarters.. This operation .-is usually-most Satisfactory 
from the purchasimg agent's ooint o~' view i.n that he can purchase to 
the best interest of the company insofar as utilizatioh of its pur-- 
chasin~ po~/~er is concerned,, Centralized orocurement is also usually 
the most economicai. Ho~/~ever, unless planning and schedu~ing are satis- 
factorily geared to the purchasing*-function there' may not be sufficient 
flexibility present to justify a completely centralized, unit. 

pu~.~haslng organization is a variation of the A second type of ~ " 
first method ~Thereby co~on items ".~i'il be ~urchased centra!l~, but 
items peculiar to a :particular plant will be purchased b~T the. resident 
buying group at that plant. That introduces a combination centralized 
an~ decentralized purchasing. 

The third type would be comolete decentralization by product line 
or division, same as General ~otors, General E!ectric~ ~*~estinghouse 
Electric~ and my own company--the ~adio Co'~poration of America~ Beth- 
lehem Steel, U. S. ~ubber, DuPont and other largecompanies fo!!o~' the 
secgnd t~pe of orgaa±zation ~hereby most of, the production buying is 
done~at central he_adquarters with suppl~mentarj buying being performed 
• at olant level of items oecuiiar to that olant. 

-There is a fourth ,t~pe function, perhaps more co~rJmon in the 
merchandis~ field, that of buying in g~ographical areas adjacent to 
principa! markets of individual ~tems. Fo,r example, you might buy 

' "~ ~ U e fish or ~oolens in Boston., t~Xti~@s~amd clothing in. Ne~ YorL'~ fu~n~t r 
inGhicago, and lumber in the Sout.~,. " Unless, ho~/~ever, there is very 
substantial v~lumejust.~.fving the sett~.~ng up of adequate offices in 
the-areas of the markets themselves, this operation ~,iou!d mot !en~ 
itself to most efficient buying methods Of a mamufactu~er, i had a 
discussion ~.d_th an official of a very large produc@r who follo~ed this 
oractice. He had up~:ar~s oZ twen~7-f~ve plamts !coated in. various 
sections of the country, m.anufact~r~n~ the s~.e or similar oroduct._ 
These people made an imvestigation of their procurement functions and 
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neY. f°undthatwhatthe~.had~:erereside~tbuyers!oc~ted invarious 
~ ~ s  O.~r~.h~ c~n trF~i%h,~ost a complet e .absenc@ o f centra! 

~" P ~ " Pervision was'entire!v absent. Th$y changed their 
setup it.favor 0fprettF.much of. ~.cen.tralized. buying fu~ction~ith 

...somel.resident buyers ioca£@d at Various points b~t reoortin~ to t.he 
director of ourchases at the home office. 

-':.:The.determination 6if centralization:versus d . . . .  .... . . ecentra~zat~on - 
gho~idan 's be made 0n~ . the basis, o£.the~. comdltxons" " of a~ indi~idua! oo~ 
P Y .... QDer=tlon, includih~ ~he ~-~ ~ ,~_.~i~._ _~ - . ' 

.~u~:.tne importance of. close ali.gmnent.~ith pianningand,materiai 
control functions a ' ' ~' nd the volume of kindred items used inmanufacture. 
These and other conditions should be th~oughl z weighed. It. Seems to 
me. that. if Sufficidntiyiarge, . . v61ume ofall important, itemsl is .present. 
.ln e@.ch.di[i.sion of a eompanK,.the, advantages of decentralization far 
outweigh the disadvantageS. .Such matters.as purchise.po!icv, reciorocit 
vend0rre.iati°hships, afid.broad, general 2ontroi og purchases can be Y' 
handled, at.a ooli-cy level by a Staff. f~ncbion.:. - 

~ h e  outst~qd~n, dlsad~ t . "  ~ . . . .  ' 
• . . g. an ~ge of centra!~z~,d ouymn o~ .c u . 

• . , . .. ~.... • . ..,. - ,. : .o g, - O rse, 
lies ~ . n  its lack of flexlbillty, LAfe..is mo~e:complex these days than 
in the:pasta:thus ihtrodu~!ng She need for freedom of action and dele- 
gationof a . . . . .  . . . . .  ..,uthorlty. ~entrallzatl.on also, if carried to the extreme,. 
can. limit-the opportunity for acquiring kno~iedge of conditions in 
various ~ocations and may restrict.orogress" Hov~ever, the question of 
~ conomy.is presente@.inconnection with decentralized~urchasing opera- 
ions and here, ~again, a sound aoo~oach is ,necessary, ~s otherwise 

too muchduplicate organization may develop. 

As you probably kno~] our corporation is made up.of various 
divisions :suchas theNationai.Broadcasting.Comoanl, RCA.Cofnmunications, 
RCA Laboratories:located. at Princeton, Ne~, Jersey, RCA InStitute, 
Radiomarine Corporation of L . - . - 

' w amermca, and our o~n RCA Victor Division.. .. The. Radiomardne C . ' " .... ~rooratmon and Victo.rD:ivisionrepresent thet~o 
enterprises engage~ in"manufacturing such asany industr~alcorporation; 
the other branches of the corporation reoresent different tppes of- 
business'. For the puroose0f th~s discussion ! %ill confine my co~. 
to ~ ' • ' • .~. .... " ' -~. ..~ --~ .... m~nts 

~he RCA V~ctor D~v~s~on, ~hich is the principal manufacturing arm 
of the corporation, 

The RCA Victor Division is made up of several separate divisions 
or department s which functi6n on an individuall~ ~ .... ~ ~ .... 

consistent, organization,, polioK_~,,:is.e, ~iTe have four orinciDal product. 
departmentS: . Engineering PrOducts DeDart~ent' ~eco~d ~ ~ " - " 
T ' , ... . . ~ ..... ,. ,.~. ~S, ~ubes, and 
Home ~nstruments, . Each,of tbese,,product departments :.is headed by. a 
vmce president of the Corooration v~ho acts as-general ~anager of his 
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department. All the function~ of his business report tohim, including 
Sales] Engineering, Purchasing, ~anufacturing, ~tc, ~he various func- 
tions ineach department are sufficient unto themselves bu t are 
coordinated by staff functions such as Finance, Accounting, La~, Pu.r- 
chasing, and so on~ 

The thinking in back of a setup ofthis type of organization was 
that in order for the product departments to be held responsible for 
their operation, including profit orloss, it ~ould be necessary to 
include in their structureal], the functions.pertaining to that business 
so that that resp0nsibilitz W~uld mean something, 

As you will note from this description, we have a decentralized 
operation, or0duct department-wise, although not necessarily geographic- 
ally. Three of the four oroduct departments~make their headquarters at 
Camden, Ne~ Jelrsey; the fourth, the Tube Department, is located at 

Harrison, New Jersey, ~hich.is also the location of.our principal 
receiving tube plant. Supplementing manufacturing facilities in Cam4en 
and Harrison, New Jersey, we also have plants in numerous other cities: 
Lancaster and Canonsburg, Pennsylvania; Indianapolis, Bloomington and 
Monticello, Indiana; and Pulaski, Virginia. The operation of each 
plant is supervised by.a plant manager, but he reoorts to the central 
headquarters which, as mentioned., is either at Camden or Harrison, New 
Jersey. 

I give you this organization~-~l background so that you will under- 
.stand how.our purchasing function is carried out. Each product depart- 
ment has a purchasing organization headed by a purchasing agent located 
at headquarters, All pr6duction buying, that is, the .purchase of 
materials and component~sused, in the manufacture..of a .product, is made 
by the home purchasing unit in each product de:partment; the only pur- 
chasing performed at outlying plants would be items of a maintenance 
nature where it is found logical :to purchase locally. This type of 
organization combines centralization and decentralization, permits of 
proper flexibility anda close tie-i~ with plans and schedules, while 
at the sametime permits of concentration of purchases to the degree 
of satisfying ourselves that we a.reobtaining the benefit of our.volume 
• purchasing power. 

Coordinating the~eindividual purchasing units is a General 
Purchasing Division, also located at ce~d:en, New. Jersey, which sets 
up policies and procedhre~ for the product departments to follow. In 
addition, the General PurchasingDivision places co~tracts for con~T~on 
items whi'ch all the product departments draw against, This, again, is 
done to warrant our obtaining the best prices and best service through 
the concentration of volume. This central contracting process has 
another advantage. The department which purchases sma].ler quantities 
is Lna position to receiveequally good service as the volume buyer 
by virtue of an over-all centralized contract. 



Another •function of the r General PUrchasin~ Divisio~ ~'~' +.~ ~]o- 
ng 

burdensome. It 
all product depa 
wise. al!o~ate the bus: 
mightY-find ourselves 

control, " 

prices, etc., would :be 
rat~,, our, purchases by 
~,ucers and _percentage_ 

. sort of. action ~le 
of "People. • Scientific 

• the procurement function gets out of 

Another featureof the activitF of the General. Purchasing Division 
±,,inv°lves.. the. setting.. .~L up of o~Ice, llsts,. • • coverlng.maintenance i~ems~for 

if the common,:- 
hardware, etc., can 
prices as the price 

se locally. The 
a-comparative figure 

tive or he,can-draw 
separate functions 

ztual pmrchasing which are performed by the 
,perations 
~suppliers, 

.......... ± ~e~rollowed by all product departments, and'(3) 
maintenance~items for all. plants so as 
~'hile permitting flexibility in, the 

In addition to these actual functions of ~' ~ne ~General .Purchasing 
DivsionwhichI have mentioned, weare responsible for the developing 

~. ~hich the purchasing groups~ in all product 

~urpurchasing:organization parallels to.a, Considerable degree the 
organizational.Setup of~ the NavyiDepartment. 
Ordnance procures~guns and a~.munition; BuShips 
and~ ~BuAer~plsnes~_~.~, ..... ,,_ and• ~ accessories, . . . . .  Our produ'btdepartm...ents specialize 

of speCial apparatus,, and our Tube 
_. soldtm the~entire electronics 

industry, These product departments pr0cur~ for their o~n use thel 
materialsandcompenents they require. • :. .: 
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• - Eeturning to the Navy organization, we find that coordinating 
the act{vities of these~bureaus, the'Secretaryis Office has a procure- 
men% ~ branch in its ~aterials Division which se%s'0ut policies and 
procedures~which the bureaus will follow in their procurement function. 
The Bureau Of Supplies and Accounts places contracts for common items, ~ 
Our General Purchasing Division combines some of t~e functions Of both 
the~faterials Division of•the Secretary's,Office as well as the Bureau 
of Supplies'and Accounts. 

| 

< This brief description I a~ sure•will shov,: you, at least in a 
genera~way, ~how the procurement function of my organization in a way 

. duplicates the decentraIized proCUrement ooeration in .the Navy Departmen 
: -- I w~llbe .glad to discuss with yOU later the procurement organizations i 

the Army and Air Force although I~may not beup to date with respect_ to 
. . Sheir,b~ying organizations. I assume the larger portion of the Air Forc 

..... procuring is performed at Wright Field, while the technicalservices 
ef the Ar~y procure indlvldual~ya% Various locations. 

POLICY. A good many companies have made it a practice to compile 
and distribute a manual of pPrchasingpelicies. The policies contained 
in our manual are similar to those of a good many other companies, I 
have revie~ed the~manuals of Gulf Oil, Retroit-EdiSon, Aluminum Company, 
Bigelo~San£ord Caroet Company, and one or two others; I find a great 
deal of similarity. These policies include such~broadsubjects as 
ethlcs~:procurement from reliable sources of/supply,-selectlng a limited 
number of qualified sources in each industry, and establishing long-term 
~relationships ~Jith them. T~e manual also includes statements concerning 
contactsnot onlVwlth vendors but also with different functions within 
the company. These and numerous others are the:general type of state- 
ment~coh~non to the purchasing, function. I will b~ glad todiscuss these 
in detail later if you are interested. I have selected a few for spe- 

• cific~escription. 

" . ° . / , 

'~ ~ ': ~urchaslng by Purchaslng People.--One of these s~ates that 
the purchasing functions shall Snitiate, conduct and conclude• all negoti 
tions for the purchase of materials, equipment and supplies necessary 
tothe conduct of the compan~[~Susiness~in cohfon~ance with RCA Victor 
Division policies and procedures 'as well as government lairs and regula- 
tions. In, other words, the purchaslng function shall be performed by 
the qualified, specialized people designated for that purpose and not by 
technical, sales, financial or other personnel engaged primarily in othe 
activities. We have found by experience that through placing definite 
respbnsibilitywe can be assured Of progress towards the ultimate 
objective of lowest costs, adequateservice; and satisfactory relations 
with qulaified suppliers. Confusion and entanglements often result 
from contacts with vendors by representatives of ether departments. 
We, therefore, take a veryldefinite position in this respect. On the 
~ther hand, I call attention to the fact that our policies also require 



with company to be assured of 
ch. ".F acerls product must be 

aoproved by'our Engineering Department before ourchase can be made. 
I departments 
~l~ngs. 

SelectingSources 
i s to avoid wherever possibl 
Labor. unrestand scarcity of materialssince VJ-day have brought home 
to industry the importance of following that sound principle. Bythe 
samektoken,i ~ is., also ;the policy not to,havemore sourcesof supply 
.fo~i~icommod.ity:~hannecessarF to insure'acontinuing, suDply and a 
,competitive oosition.,.~The further westretch our 5us~ness hhe thinner 

ng 
feature 
our 

manu- 
alty 
iently 

To accomplish the objective 
in _)ly,-we •have a policy 
covering the obtaining of bids as they are the tools for reaching 
:that objective. The purchase .of ~ equipment and supplies for maintenance 

he medium of obtaining corn- 
the lowest bidder, provided 

s. in buying for prdduction, 
ng of business with regularly 
rather than sea ~hp. 

market at 
determine 
from one source of 'sGpply to another. That is a tragic procedure for 
a panies still practice it, They 
a~ ~ver-all operation than ar@ those 
that, might I.say, marry their sources Of suoply. If we select two 
or three sources item we developSufficient 
competition and y percentage-wise among 
them so that V.~e will have a mortgage on their production •llne and they 

It seems to 
so, Use the 
ast t'o the 
~plier and the 

• continual use of his assembly lines make for sound policy whether the 
purchase be .for a part or for ~g finished gun, ship, or plane. ~ 
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I realize 5ha t private business has m~ch.more freedom and flexi- 
bility in its dealings ~ith suppliers than might be the;case in Govern- 
ment; If our procurement people ~re satisfied that a certain company 
is not a good source of supply, his know-how, manufacturing efficiency, 
engineering ability, or other qualifications are limited, decision is 
made that. we will not do bqsiness with such company and we are under no 
obligation to do so, ~hereas in procurement by Government:the-t~xpaFer's 
dollar is immediately introduced and everyone geels'he has a right to 
sell the Government. Where those conditions prevail I suppose the 
natural reaction is to use formal competitive bidding.~ i~ie found in 
our analysis of procurement when some of usbusineSsmen first entered 
the Services in the early, part of the ,war that the formalized competive 
bid system-.discouraged many qualified producers fromselling the Govern- 
ment if they had the privilege of selling their ,output in the commercial 
market, ~h~chis the case in peacetime, and the limited producers or 
Jobbers were• very often the only ones who ~ould •submit bids on. governmen 
contracts for commercial items such as textil~s, clothing,' paper, and 
similar products. The passage of Public-Law Al3was a great • forward 
Step 'in my opinion in that it introduced, at least to some degree, the 
opportunity for purchasing b7 ~egotiation, although I realize that the 
Law doesnot permit of ~omplete elimination of the competitive bid 
system nor should it. • " . . . . . .  

Utilization of SmallPlants.--Ineonnection'~ith this subject 
I might mention the question of utilizatiom of small plants, ~ll during 
the war• . we~had before us the problemof the Smaller ?i~arPlantsCorpora- 
tiOD, ~aury ~averickwas everwatchful tosee that Zhe Servi@es were 
giving, the smaller producer his full share of ~usiness, I ~ sure from 
what I ..... have heard that the,small plant problem is. still ~ith you. In 
private business.wedo not have to worry about the distinction of small 
.or large business. Our measure of qualification is that a supplier 
render sufficiently satisfactory service towarrant our receiving 
materials at the right time, in the right quality, and at the right 
price. ?[e do a very substantial ~nount of business withsmall concerns, 
which is a common practice in the electronics indastry, Usually when 
we introduce a. ne~ Source of supply~e have :a survey made of its plant, 
the same as probablythe Services do through the use of their inspection 
personnel. In addition to analyzing ne~ source facilities we look into 
their position with raw material sources. That•, of course, is very 
important today withmaterials, .prinoipally metals, being in •such tight' 
supply. If a fabricator,does not have a s atisf~ctorysteel resource, 
one has to decide whether to supply the ra~ material to him or find 
another source. ~Ye, therefore, icgk at his procurement picture because, 
like ourselves, he ~ill be only as good as his suppl~ers. 

His financial position should also be reviewed. If he is 
weak financially, there must be some reason for it unless he has been 
in business only a short time. If he is faced with bankruptcy, his 
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production will suffer; then we will not receive proper support~ We 
try toavoid financiallyweak companies in our procurement operation. 
In this connectio~ ~e~ a !argenumber Of 
years that Someho~ seems to go hand in 
hand ~/ithqualifi~ msiastic engineer or 
junior buyer, sometimes beComes hot and bothered about a supplier ~ho 
Seems to knov~ how to~ do eve r~hing bu~' ~hose financial oosition somehow 
or or, her is decides to do 
business ~it component he 
has purchased ~ill be rejected because of poor worP~nanship. You recall 
the old you are so s~art, ~hF ain't you rich"; someho~ 

orothe llow that th~ smart producer seems to be able to 

• fellow may 

thousand amonth. 

source of supply, though• limited, and enc0uragehim to the point at 
least Of our being able to determine whether he is a good investment 
~or the future. I think pply!the same as we 
buy pe0ple. It is an • in' 

full-~ with inex- 
pc a small producer 
e~ m~.F he satisfactery to place fifty thousand 

O ~ • o dollars worth I buslness ~ith a small Company over the course of a 
year, but it would ~ a minion dollars worth of 
business because/he ~ such a large VOlume. A 

ce a thousand transformers a month, 
but he ~ill ~ ask him to give you a hund~ed' 

There is a p!ace for the small producer and there is a place 
for the &arge one. ~'henthe little fellow becomes so ambitious that he 
thinks he can build a.battleshiphe is over his head. The result is 
that One yard goes into bankruptcy!and oneNavF is v~ithOut a battleship. 

P.L4CTICES,--CostAnalvsis.-,One questionwhich very often is asked 
~thinglike this. ~en several sources 
givenitem, the~procedure to follow is 

usually a reasonably simole matter. The obtaining of competitive bids, 
evaluatin ~ the bids*and deter~ning the most desirable bidder, which 
frequently is not the lowest in oric&, is reasonably clear.and experi- 
enc~dpurchasinglmen are performing that function allLthe time. But 
how about the handling of a purchase from a single source of supply? 
Hm~ do you determine the reasonableness of the price? Numerous answers 
can be given, one outstanding one being the matter of cost analysis. 

F o r  examp.l.e, we know how. much i t  Cos t s  us to  pr0duce-]-i r a d i o  o r  t e l e ~  
v i s i o n  r e c e i v e r  because . .we"have  e s t a b l i s h e d  s£anda rd  c o s t s  f o r  e ach  o f  
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the important items of purchase which go to make' up ~ that receiving set. 
Vi~e have a group of estimg.ting people who analyze the item by determinin~ 
the raw material tq be used~nd its cost, the type of machines necessar2 
to fabricate it, and estimate the cost of operation for those machines 
and then the labor and o verhead~ To that we add the usual ~.dministrati% 
and profit figures ~d come up with a pretty realistic estimate of ~'hat 
the part should cost. That informatiQ~ is passe~ to the buyer for his 
guidance in negotiating a price for%he article $o be procured; or that 
information may be u ti!ized for price comparison. Occasionally we i :~ 
experience wide discrepancy. Our buyer calls in the estimating engine~er 
~th4y sit down with th~ supplier and after sufficient discussion we find 
the price ends up somewhere in the area of our estimate. VJe don't do 
that with the idea of reducing profit. As a matter of fact we figure 
about 20 percent "in our estimate for the supplier; Our negotiation 
includes discussion of methods and processes and very often the suppiie~ 
might get a tip-off as to a bettermethod for making a part. !Rocke r 
Arm Assembly for auto set.) This is ons method of analyzing the •cost 
which we should pay for an ~ item. Naturally you cemnot do that with 
every purchase; unless there is a substantial volume involved, the sup- 
plier will not agree to sit do%~n %~ith you and negotiate in this fashion. 
So, my answer in purchasing forums as to ho,x to handle the Drocurement 
from a Single source of supply is to make up your own mind through 
proper analysis b~ qualified technical peop!e olus material costs, 
which thepurchasing people can furnish, what an item should cost you. 
This represents tremendous ammunition for buying the product at the 
right price and being satisfied th~.t~ 15" ~is" a reasonable price and v~.hich 
will ~also reflect a reasonable profit to the producer. One cannot stay 
in business by taking business at a loss; that means that we woul4 lose 
a good supplier. We don't ~-ont to buy products which are sold to us at 
a loss because the situation could only be temporary. Anything %~hich 
is Wrong funda~entally, must be ~rong in fact. 

The militgry have a great advantage in this area of negotia- 
tion. You can obtain cost information from your source of supply, 
which is very difficult to obtain in commercial life. ~gbask. for cost 
breakdowns from our suppliers on government p~rchases. Occasionally 
the supplier will give us a Cost bree~down; other ti~s the supplier 
will tell us he will furnish it to the=Government, but not to us. One 
manufacturer does not wish to divulge costs to another as a regular 
practice. Several of us who were in the Services during the war intro- 
duced new methods in connection ~ith the obtaining of costbreakdowns 
and I recall Mr.'Fols0m mentioning to me early in 1942 that this method 
of procurement will be utilized in tNe Services after you and I are 
back home in Private business, That was indeed a real prophecy. I 
think~he ideal procurement team would include a negotiator , a price 
analyst which might be anexperienced fimancibl analyst, and third, 
an estimating engineer, One cannot be£t that type of a team. 

2 . 
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Limii point which.might' " 
be of interest n ofbuyin~ a~thority. 
Such an.~stru< r procedure requires 
the approval by the General Purc~hsing Division of all large dolla r- 

~-.-)~volume orders orcontracts prior toav~ard." This procedure duplicates 
• ~heCoatract Clearance function in the Navy Department whereb~ certefln 

"6ontra~tshave to. be'approved-:b.. . y the i~aterials Division of ~b.e Secretary's 
Of Tice. The requirements in the Navy, I-.understand,~. are somewhat 
.different now .from ~hat they were during..the, war, but at that.time all 
contracZs overS.200,00 
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polic~r not to gamble on markets in antici~.tion of price increases. 
~any a manufacturer Nas gone out of business beCause of too heavy an 
inventory~position. 

Volume Procurement.--A desirable .practiCe in Connection with 
-the.handling of large,pro.curement which was successfull~ used in the 
early days of buying for national defense: and also during the~ar was 
that of negotiating with individual producers for portions of. the requir 

ment instead of publicizing the/entire needs. This practice avoids the 
upsetting ofmarkets. For example, if you are in the market for ten 
million pairs of shoes it would be most upsetting to the market, par- 
ticularly in peacetime, if you were to send out formal requests to 
numerous shoe manufacturers informing them that you arein the market 
for ten million pairs of shoes and asking them what portion of it they 
could furnish. It is much more desirable to bring in shoe manufacturers 
individually and ascertain from'them their current position of manu- 
facture and negotiate ~ith them covering whatever portion of your 
requirement they are in a position to take, whether it be ten, fifty, 
or one hundred thousand pairs. You will find that you willhave placed 
a good portion of the procurementbefore there has developed sufficient 
reaction in the market to cause increased prices. Another practice 
which goes hand in hand With this one is the purchasing-of commercial 
needs during off season. The merchandise business, particuarly the 
mail-order houses, over the years have made desirable contracts with 
manufacturers to take their cutout in the Off seasons. This was of 
particular advantage to the manufacturer because it permitted him to 
continue his production on somewhat of an even keel and spread out his 
overhead. Increased production was possible and attractiveprices re- 
sulted. Since VJ-day almost all lines have been pretty much occupied 
until at least reCently, and that type of scientificbuying was more 
difficult except in those cases where it has been a continual process 
for a long time. I recall a contract ~hich a mail-order house had with 
a manufacturer of sheets and pillow cases.. Arrangement was made With a 
manufacturer whereby he had a standing order which he could start in 
production whenever his regular business suffered; in other v~ords, 
whenever his current orders werecompleted he wohldkee~ his oroduction 
up with the particular contract for the mail-order house. Needless to 
say, the mail-order house received m:very attractive price. To ~hat 
degree the Robinson-Patman Bill may iNterfere with that process I do not 
know, but it is very ~ise buying, 

Vendor and Intr~co.~pany Relations.--Finally, ! would like to 
repea~ m~ earlier statement that there is no substitu~e for a qualified, 
loyal supplier and procurement should.be performed, certainly in indus-: 
trial-life, and 1%hiCk i~ Gov@r~ent too, with the thought in mind 
that the lowest one-shot price may not be to 9no'§ best interest oyer 
the long pull. One can win a Battle but 16seethe"war. One of the out- 
standing policies clout company is that of developing good vendor 
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relations. One can be eminently s "- - sourcesLbackin~ h~ up. uccessful If he h~s the prope~ re~ 

• Equally, good intracompany reiations are most import~_ut to a 
successful procUrement function. If thechief engineer, plantmanager, 
and purchas~ng agent can all see eye to :eye, fl~zlb111ty and freedom of 

personal ambition. 

~at practiceswhich 
er h~nd, jealousne.ss ,- 
the common practice, 
replaced by narrow 

nding out more and more ~ that one of the most 
of an executive, v,,hether he be jurff~or or senior, 

Ong with people. ~Ithout that qu~&~flcatlon, 
progress is impossible. 

Thank you vary much, gentlemen. 

s~ 
t~ 
ha 
did not actually'procur4 anything. 

of discus, 
Bm. Oneo~ 
~edcontrol, 
~ral:agency 

. -  Would you comment on that, pl~se?- 

I~R. GOUBEAU: I ~Tould say that it is all according to your point 
of call an operation centralized if it, 
in ~tral control is onething and central 
operation, in myopinion, isanother, 

I think pro~ ded tQ convey the 
thought f you have a centralized 
control~ w-take, for instance, 

Y 

Dupon mington, but it 
also rris, the 
direc buy a certain 
item nzie does the 
same thing at U. • S, Rubber, in New York. He sits on top of it and he 
Has control. The purchasing agents at the outlying plants report to 'the 
plant manager:.and they do their own buying, subject to the central con- 

__ t r o l  o f  t h e  h o m e ' o f f ~ c e . , .  : . . " . .  ' . .~ 

That isl t ,Ford had before the war. 
Believe it or r.ement exceeding ~50, 
outsid~e of th nited States. It was all 
done right th ~ ere centralized procurement." 

13 
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But the Centralized control~,ou!d mean that the central operation sits 
on top: of it while the actual function maF b~ performed at the plant. 
There are a lot of desirable features abbut~:that because at the plant 

level they can work their Schedule of delivery closer with the supplier 
if they are onthe home ground. 

QUESTION: I •believe you indicated, sir, that the idealservice 
procurement team included a pri¢e analyst. I would like to know h.~ 
the services ~f that individual would vary in tbnne of oeace and in time 
Of war. 

~,~. GOUBEAU: With'the pre'sent structure in the Services, as I 
understand it, I don't see muchvariance between the price analyst now 
and a price analyst during the ~ar. Mou are doing a great deal o~ 
buying through costanalysis now. !know in the ~"ar Department during 
the war there was a negotiator and a price~analyst, working as a team; 
I assume that is a continuing practice. 

Yhe.re you are buying through:negotiation on a cost-analysis basis, 
in peacetime l.don't see any difference at all. I t.hink it ,is very 
desirable because, if it be carried out in that way, should we have a 
war all ~ou would have to/do is augment:the staff, You already have 
the procedure. 

QUESTION: Wouldyou care to express your feelings with regard to 
excess-orofit taxes being substituted for renegotia$ion in government 
contracts? 

~LR. C~fB'~U: Let'me see which "hat I am going to~!earnow. To be 
on the safe side, maybe I had better get out ~T old Navy :hat. Let me 
tell it i~ three steps: .... 

We sat down with the suppliers d~ring the-~ar and negotiated con- 
tracts, ~e would ask them why they"had to,have 3Qpercent Contingency 
in their price, and so on. They said, "~,hy do you fellows worry about 
that~ You!re going ~0 get it ~iI back in renegotiation." We pointed 
out to them, "If we allow you a greatbig cushion in your price, you are 
going to go out andyou are going to hire t~;o men instead of one man 
because you are going t ° say, 'TheyTre goin~ to take .it back from'me, 
any~ayT . Ir 

r~here wa§ no incentive to hold down costs an4 to improve produc- 
tion becauseas you up production you lower costs. Consequently, ~Te had 
.to drive that thought home: The closer you. can buy. in the beginning the 
more efficiency you,encourag e in'the supplier, particularly where you 
need all-out production. 



i C 8 7  

I am sorr.y to, say that until our procurement function was refined 
some of our contracting officers said the same thing, 'q.hat are you 
bothered about? "Forget that stuff. Let' the Price Adjmstment Board 

to say this Specifically but, in effect, you c~uld have a cost-plus- 
a-percentage-of-cost situation. 

in renegotiation, into a pot and everybody then 
gotwhat, was left. ~0 that he could end up ~$th 
the s.a~e profit he,anted in .the first place, 

. .,, 

For that reason, I think.that it is fundamentally right to, first 
of all, try to .do your plecurement right, Don'ttake all of his profit 
away from him, If you have renegot:iation,: evaluate the job hehas done 
a n d  let the Internal ~venue Departmenttake care of the poor fellow 
after he~.is.through ~ith that. : .- 

qUESTION: :How about putting on the other hat now? 

~. C©UBEAU: !am, essentially, a procurement man--~Jell, let me ,' 

• t a k e  ~ hair down. 

We,~ in RCA, ~ould ~refer to do business on the basis of standing 
.n gover~nentregulations, 

ying on.the tax feature 
because we'find that is not sound. And if it isn't sound,_I don't'think 
my office~ill'gain anything. And, incidentally, I might:mention that 
we in RCA, individually., as well as John Q. Public, are all,taxpayers. 

be handled by the'Armed :Services 
epresent a good percentage of the 
would"reco~mend renegotiation as a 

good Safeguard..~On the other hand, if the volume of procurement does 
not reach Substantial volume, I do not believerenegotiation would be 
necessary.. The'thing to bearin mindisthatin ren~gotiationthere 
may be moreogporthnity aff0rded to evaluate the efficiehcF of a proa 
ducer," whereas through the medium 'of ~ excess-profit taxes, everything 
beyond a Certain figure is drained]off, thus dis.co, raging initiative. 

QUESTION: I have two questions on cost analysis. V~hat do you ~o 
when you negotiate for an article which has not been:made previously? 
In other ~ords, how do your cost-estimators get hold of an article on 
which there is no previous knowledge?. 

i5 
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The second question is, Now do-you calculate:your pro~mt~" ~ Is that 
on the cost of an individual item, on the overhead, or what? I mean the 
type of caoital that is employed? Is it on turnover? 

. 7;:R. GOUBEAU: With regard to the first :question: In private busi- 
ness, ~e don't use, and canJt use, the same "am~uniti0n,, I might say, 
that .the Services can use or the Government can use. So consequently, 
in private business ~hen ~e are doing business with someNody::for the 
manufacture of something that has never been:made before, we will take 
a brO~d+view of it and either agree-that.we will revie~ c:osts~sith him 

-or~e~y on his-coming to us after he has had e.xperience and .discuss the 
cost. 

On the other:hand, if we. are satisfied that he knows pretty:well 
what it ~iil cost tomanufact'ure thisthing, even though~h:e hasn't made 
it before, we will accept a firm price from him and, as.they Say j "the 
devil take the hindmost.". ° 

After all, ~Je do exoect to lose something. There has to-be a 
certain amount of gamble in it. That plays a ve~r important part--in 
other words, your confidence in your supplier. If you haven't done busi 
ness with himbefore, you are not going to give him a blank check. 

. 

The second question was what? 
J 

QUESTION: You allow so much profit. How do you calculate that? 
: -> ": 

!'~. C©UBEAU: You understand that this estimate of cost is'a guide 
and not.something that has to be foll~ed or has to be met. Consequentl 
you have variations in the overhead rates ~shen Four nego~iatiohis b&sed 
on a difference b@t~,een what your estimate is and what you ~ctual!yknow 
by virtue of doing businesswith a larger company than a smaller one. 

What we try to do is set uo an average. That is a guide for the 
buyer to follow. He certainly has a lot more a~unition to work with if 
he has at le.ast.an estimate of ~hat goes to make up the finished prbduct 
Then the supplier can show hLm that his compa~v differs ~ from other 
• @ompanies, and why . . . .  

The calculation'o~.profit is made asa percentage (we use 2~p&r- 
cent of the profit on total cost including material, labor, overhead, 
e~c. - "  . . . .  

"" D o e s  t h a t  e x p l a i n  i t  t o  <you? . . . .  
- "  . ' . 

QUESTIONER: Yes, sir. - .  - : ~ 
• - .  , . . 
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QUESTION: You indicated that .your, .central~ purchasing department 
does contract for common items. . - ,  ~ .  -. , 

~"~' ....... "GOUBEAU..~" '" The.:~product departments draw against those contracts. 
. ,  . ~ ,  , ' : "  ~ 

.QUESTION] i, w~here the c o n i m o n ;  

item • is, fairl~ divisions 

" ' ~ 5 ~ ,  GOUBFAU: That' s right,. - ' . .  -.  

. . J . 

. QUESTION: Th:e[particular'.question is, in~t.hose caseswhere one of 
your four divisions takes most of the product, let us say 90:or: 95 
percent, and the. others take a-very~small oerc'ent, does the ~ central 
• purchasing department still-make "the contract, " Qr is. it given. to ,the " " 
division with a primary interest? If the latter, ~bout Wher~ is that 
breakdown made? In other words, -if the primary people :have, 60, or 90, 
or 98 percentl, or approximately, where is the breakdo~,n:made there? 

~.~E. ~GOUBEAU: I'll tell-.~oU ~hat we do. Where 95.percent of it 
would be purchased by one product department, that product department 
would buy its own. ke, through the medium of negotiating with the 
suppli:er., v,,ould, attempt to get, for the Senef!t of the other, product 
departments that buy smallquantities, the advantage of that product 

If it is .~almost an exclusive .user, i t  is :not necessary for the 
General Purchasing Department ~ to step in to do the negotiating for it. 
In that 'case, the General Purchasing Agent ass~..sts ~ tryino~, to get 
price advantages! for the ~small departments in favor, of the ~la~ge. I 
am s.oeaki~g of production'items, particularly <',There'Four sp@oifications 
migh S vary.. For I inst,ance, Fou may have a condenser, oz capaci.$or, or 
• resistor, There,. it would be more a pricin~ arran eme ...... ,. ...... ,. ~ . ~ - g .~ nt. theft aicon- 
t racking arra~,gement.. :~\~e do that. " . [ . 

QUESTIONER: Then you mean that, in general, yours,agency,comes 
along a.nld, pads the orig~al- order with the supplier~[r.ather than ~ave 
the divisionl w~t'h a pr~ary •interest incre'ase" its Order originally; and 
then have the iother divisions buy from that main division .... 

F ~~.:~. C~UBEAU: ~ell, we.do some of that.-.As a matten of fa'ct, 
that is a ve~ logical thing .to do,- provided ~ you can .schedule, deliveries : 
to,,,tdrn' the procurement/Overto, the one deplartment ahd buy for the other. 
~e do that~ to ~ ~ 3 of our having these sep- 
arate Unit 3sible, Buick., for instance, - 
doesn" t bu ~e' same prin~%.ple ~in our 
company. 'But we is perle ~t~ly lO~ical. 
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I']i tell you what we frequently do. ~e frequently, working ~ith 
that product department from t~e General Purchas~gunit~ will arrange 
with the supplier ~ereby we will tell h~n the total usage and actually 
make an informal contract with him and th~n the other product departments 
Will merely send the order to him. But it ~ontt be logical, necessarily, 
to place a contract because ofthe different types of specifications. 
You see, when you get into these electronic parts, Yo~rspecifibations 
vary so much. The Engineering Products Department, ~here th%y are manu- 
facturingsome airborne equipment for the %it Forcbs, has to meet Army 
and Navy specificatiohs, for example. Those specifications ~,ould be 
certainly different from those for our home radio or television sets. 
Consequently, we try to set it :up on a pricing arrangement rather than 
a contracting arrangembnt. 

• QUESTION: During the last two Years several of the very large 
such as the Fo~d companies decentralized t~eir purchase organization, 

Not6r Company and others. The r@ason for doing that is ~to imorove 
their vendor relations and improve ~h~ir local sources of suppl~. 

Is there any general trend within industry toward either centrali- 
zation or decentralization? 

MR. C~UBEAU: There has been a trend for some y~ars toward decen- 
tralization. The Natlonal Industrial Conference Board made quite a 
detailed •study of it recently. As a matter of fact, I gave a talk at 
their ahnual conference on decentralization. So there is definitely a 
tendency towards that direction--at least to review the thing~ 

~en talking about the subject,: I al~ays Couns'el: ' Don't pick a 
fashion. Rather, let us analyze the problem and see ~hether or not it 
is logical. But there is a tendency in that direction. The women, for 
example, buydresses short when it is the style to buy them short, and 
they buy them longwhen it is the Style to bul Zhem long. Sometimes 
industry is carried away with fashion, tob. 

. . ,  ' . . -  Now, decen%r&lization seems.:.to-.be:the, thing to.talk about. It 
._ isn't wholesale by any means. But there is a tendencyin that direction, 

certainlywhere a company is a largbone andis gro~ingand has numerous 
products and numerous Plants. 

Life is complex today. You really sacrifice a lot by deciding to 
keep everythigg under your wing and not delegating authority. Really, 
that is all decentralization amounts to-,take, for example, the General 
Electric Company. Harry Erlicher had prettymuch centralized procure- 
ment. But the General Electric Company is tremendous today and Harry 

can't p0ssiblymanage all of this business. They h&d~to decentralize. 
They decentralized like wehave, by pr0ductdePartments, or b~ division. 
Then, beyond that, they have de~entralizedfurther dovm into the plants. 
They got so big, they ,h~d to. 
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QUESTION ~. ~@ould you express your opinion, please, as to whether 
present procurement planning actSvities in the Armed Services ~ill permit 
the proper placement of contracts in another emergency? 

~. GOUBEAU: ~ As a matter of fact, ! have to be honest and tell 
you that ! am not comoletely up to date ~ith v~hat is going on in the 
Services. I don't sell equipment to the ~ Services, so I don't know 
exactly v~hat is going On. - But I do hear about it. I keep more or less 
up to date with the Navy. Z don't see much change in the Navy between 
wartime procurement planning and what the~ - are doing at the present 
time. If the Department o~ the Arm~ is operating as it ~as during the 
war, by individual ~ service, ~s long as the~ sit on top of their control 
adequatel~, ! don't see anything ~'rong ~ith the~Jr approsch. 

The aporoach through the issuanc~ of the~Armed Service Procurement 
Regulations, I think, is very laudable. It is a very serious problem. 
I heard enough of it during the war to realize how ~serious the problem 
really is. People in imdustry ~.ho are not exposed to that ma~ be a 
little impatient ~ith it. I realize what a tough problem it is. But I 
do think that certainly nnification of po].ic!y and approach has to develop. 
In other w'ords, do a proper planning job and do a proper procurement job. 
I don't think one Service sh~id do its buying one way and another Ser- 
vice do its buying another wag~. Som~h~ or other, they both can' t be 
right or wrong. There ~has robe some co~non approach to it, Le don't 
perm'it one product departm@nt to go o~f in one direction and another 
product department to go off in the opposite direction in our company. 

Concerning unification, my reaction is that an awful lot of 
people are talking about something they kno~ very little about. What 
is it that feilo~ said? "I know nothing about the subject, so I can 
talk freely on it," There are an awful lot of people talking about this 
who don't ~nderstand it. ~'~y message to the Services would be to concen- 
trate on trying to think alike, an~#~ay. 

Hov~ever, I do see some progress. I ~r~encouraged by "it. ! am not 
so impatiemtas maybe the average ........... But certainly the policies 
and the regulations hay@ to be united, somehow or other, in order to 
operate. - '  

QUESTION: Sir, do Zou "encounter any major df~advantages or dif- 
ficulties in procuring items Which are available ~rom many sources of 
Supply? 

}:R. f©UBEA[}: I don'tquite understand your question, Colonel. 
You mean by virtue'of scarcity of rav~ materials? 

QUEST!O}~R: That might be one of them. But supposing there are a 
thousand differentmanufacturegs of a sin gge<item that you are going to 
procure. Do you encounter any difficulties in procurement ~hen there are 
so many sources av~lable? Or is it more the other ~ay2 
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~R. GOUBEAU: That would be a nice oosition to be in because then 
you are in a buyers' market, when there are so many sources. 

l'~en an item is available from many sources of supply ~e select a 
lea, excellent sources &nd obtain comoetitive prices v,ithin those 
sources. ~fe do not permit everybod~ and anybody to bid. We are not 
forced to; of course~ because in privafe business we ha~e'the privilege 
of spending our money to thebest advantage of the company. In Govern- 
ment~ I realize you have a different problem. However, @yen in 
Government commen sense should ru!eand business should not be spread 
out so thin that the business is no longer precious to your supolie#. 

But the thing ! wanted to bring home is that we concentrate on 
tryfng tO convince our people not to spread the v~ork out too thin 
because then the business doesn't mean anything to them. ~e Want to 
concentrate our business enough so that a person really feels loyal to 
us. ]~(e ~ant him to feel so loyal to us that if we asked him to jump 
through ~ hoop he would be ~i!ling to j~mp through a hoop. 

I don't kno~ ~hether I have helped you any or not, but that is my 
beat;answer. 

QUESTIONER: Thank you. 

QUESTI~T: You mentioned the Armed Services procurement act. Have 
you any suggestions as to additional provisions that might be added 
that woul~ assist in obtaining good pricing? 

VR. GOUBEAU: No. ! think the regulations in the act are quite 
adequate. Eaybe they are too adequate. No, I have 0o suggestions 
whatever, I think the act is all right. All you hay@ to do is agree 
on what to do. 

QU~STIO~.[. YOu covered procurement b~r'~rour manufacturing divisions. 
Hov~ do you handle it for units such as your Princeton Laboratory? 

},:[R. GOUB~_IAU: I will say, first'of all, that each division of the 
Corporation is separate. The Princeton Labor~tory doesn't spend much 
money in a.year's time. Its ourchases are small. It sometimes draws 
on our stocks in Cmaden or it might draw on our source of £upply for its 
needs. The Princeton Laboratory thus gets the benefit of our volume 
production, but it does its o~n buying. We would, of course, help the 
Princeton Laboratory if requested to do so, but the purchasing problem 
isn't of sufficient volume to warrant central controls, or anything 
of that nature. 

QUESTION: How much of your budget for the operation Of the pur- 
chasing organization is spent on research, if aoy? 
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~. GOUBEAU: Research in practical purchasing is a constant 
function and not a separate function. In Other words, we don't set up 
a separate unit to be thinking about what to buy in the future while 
the operating unit is buying in the present. And I don't think industry, 
generally, does. 

What we do is to try to have our system so organized ~ that the buyer, 
particularlythe supervising buyer, in a product ~department has sufficient 
time to do his planning and research aste how to improve his purchases 
and how to develop ne~. sources of supply. Our General Purchasing 
Division assists him in that connection. It is not separate. 

QUESTION: In connection with developing sources of supply, you 
get the vendor in the position where his business means a lot to you. 
Is there danger in extending that too far, to the point that Four busi- 
ness is his major source of business and he continues losing his other 
contacts to the point that he not only jumps over hoops but you have 
him over the barrel? 

~R. CDUBEAU: ~fr. Folsom has several favorite expressions--if any 
of .you knowhim, you will agree he is a colorful character--and one of 
them is, "Let's share the worry. If we have a particularly troublesome 
point," he says, "why should I worry about it if you're going to worry 
about it too? Let's don't both worry about it. I'll worry about some- 
thing else." I don't mean to give you a facetious ans~.er, but there is 
a certain amount of truth to it. 

The seller has to protect himself, The buyer has to protect 
himself to his best advantage. If he is satisfied that bK taking the 
bulk of a producer's output, and his purchase is sufficiently large, 
where he has other sources, so that if anything happens to him his 
production line won't go down, it may be very advantageous from the 
buyer's point of view. 

From the seller's point of view, he has to s~udy his customer. 
It may be that he has enough confidence in his customer and kno~s from 
past experience that that customer will alv~'ays be fair. It ~ill be 
just the same as if he were a subsidiary of that company. If he has 
that reliance in that customer, he has no worry about selling his total 
ca~u~ to that company. If I were asupplier, I certainly wouldn't want 
to put my total output in the hands of just any customer because he may 
be loyal today anddisloyal tomorrow. 

So I think that it is the seller's own responsibility to orotect 
himself by analyzing his customer. If his customer is reliable, he isn't 
going to suffer. 
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QUESTION: I ~onder if you would disclose a little more in detail 
the functions of the orice analyst and the engineering estimator in 
your procurement team? 

}~R. GOUBEAU: ~e do not have the procurement team that i mentioned 
would be desirable for the Services. The main reason we .don't have 
that procurement te~n is because we usually don't get cost information 
from the supplier. A manufacturer doesn't want to give:his cost infor- 
mation out to another manufacturer. It is very difficultto buy that 
way in private industry. 

What we have is a unit in the--I'll pick the Home Instr,~nents 
D~partment because that is where our principal day-by-day volume is; 
that is where our biggest repetitive itemsare. In our Home Instruments 
Department, which manufactures consmner radio and television sets, we 
have a group which is attached to the financial f~nction in that deoart- 
men~. That group has these practical engineers and also has the guidamc, 
of the accounting personnel to assist in making up these estimates. 

The estimating engineer, Working with the accounting people, v~ill 
obtain from the Purchasin~ Department the cost of the materials. Viith 
the material cost that he gets from the Purchasing DepArtment, the 
engineer, who has had some experience in manufacturing processes, will 
figure out how it would bemade. By figuringout ho~ it would be made, 
then he can come up with an estimate of the post, including the length 
of time that ~ill be spent in machining or processing it, and so on. 
Through that means he can come up with a pretty good estimate. It is 
not so e!sborate as when they are ta/_king in terms of a four-inch gun 
or even a larger piece of equipment. 

That is our approach to these components. The estimating engineer 
obtains his cost information from the Purchase Department. The accountil 
man helps him. Then he analyzes the type of manufacturing processes and 
from that comes up with his estimate. The accounting man steos into the 
picture when he starts to figure overhead, administrative expenses, and 
so forth. 

I think that is about as detailed as ! can give it to you. 

QUESTION~ Do you, in procurement, keep abreast of the peak pro- 
ductive potential of your suppliers in case of expansion? 

~. COUBEAU: That's right. It is very important. As a matter of 
fact, our whole philosophy is to live with our suppliers. I keep 
preaching the doctrine that we should consider that oar suppliers are 
subsidiary companies. The more we know about them, the better we can 
plan. If we have this loyalty between ourselves~ this reciprocal 
arrangement, we find .that is the best type of procurement. That does 
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not mean you give up buying. It does not/mean you give up ~orrying 
about prices, or anything else." But the more you learn about ~.hat 
~our supplier is doing, the better you are in a position to do business 
with him and to be guaranteed a source of supply for your production. 

Now it is no secret that television receiver •production has been 
mounting by leaps and bounds. By virtue of that, some of the electrical 
components are becoming scarce. The ~ilitary Services also are buying, 
to a degree; anyway, they certainly are planning on it. The manu- 
facturers of components are getting ~orried--the resistor manufacturers, 
the condenser manufacturers, and so on. 

In order for us to get Some assurance that they are going to be 
able to support us, we sit do~,n with them and talk about theiZ ootential. 
One thing I learned in 19&6 was that there were s~ne companies that just 
received orders and simply put them in the desk drawer. They never 
once thoughtthat if they had too many orders they wouldn't be able to 
fill all of them and someone, in the end, would be hurt. Ke don't v~ant 
to do business in that manner. 

~(e have run up against that sort of an operation. %hen we have, 
we said, "Look; if you and I are going to continue doing business 
together, you must plan your production with us, based on vhat ~ehave 
told you. If you can't supply the material, tell us. But don't take 
the order and keep i% locked up, then ~hen we want it we find that it 
isn't ready and our deliveries are late." 

I think that is what you are pointing at. 

QUESTIONER: No. I meant, rither, keeping abreast of the ability 
of the supplier to expand in the event your busin@ss should expand. 

IR. GOUBEAU: That ties in with it. As a matter of fact, we have 
been talking with different companies, on account of this television 
situation, abouttheir~potential for @xpansion. That is a constant 
thing. As long as your buyer is sitting on the top of his commodity 
and he knows what the manufacturer in that area is doing, and knows 
pretty much whether he is taxed or whether he needs further expansion, 
and he talks ~ith him about his plans, you have nothing to v, or~y about. 

QUESTION: I have a hypothetical question on common-use items. 
You have indicated that there might be a point where you are buying in 
such volume that any increase in volmme purchasing Would not bring you 
any increased benefits in th@ ~ay of prices. 

No~, suppose you had three purchases~in that same category. V~ould 
there be any gain inassigningthe purchase ofmall that to one? 
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~. GOUBEAU: There are advantages. Again, l would prefer no~ to 
eater into this, shall I say, "warm climate." 

There are advantages to assigning procurement to a single service. 
That is what you are talking about. For one thing, when you have more 
than one service, you can have dislocations in industry. If you assign 
the purchase to one service, it can then look at the entire industry 
and look at your requirements, and plan on an over-all basis. 

Now you can accomplish procurement by one fel!o~ doing it. You can 
accomplish it by parallel buying, such as in the case of clothing and 
textile purchases in New York, where the Army and the Naw~ discuss what 
each one is doing. Or you can do it through cross-procurement. 

But certainly there are advantages to one service sitting on top 
of an item, or sitting ~ith the other service, or else handling back 
and forth for the other se~,~ice. I wou!d say that there are definitely 
some advantages because then you can evaluate the entire industry ~ 

True, it is not the only ~,aF to do it, but it is one way you can 
do it. " ° 

DR. HUNTER: You~. discussion o~'~ the importance of establishing 
satisfactory supplier relationshins has been chiefly in terms of the 
conditions and problems you meet in a rising market. 

Suppose 7ou have the reverse of that situation. Suopose we have 
another 1929 and the years follov~ing. The problem takes on a somewhat 
different character: competitionbecomes much more keen, more a 
matter of dog eat dog; each one for himself Ho~, does that affect 
your policy? 

[~. GOUBEAU: The pendulum s'~ings ±n both directions. ~'Vhen you 
come into a depression~ your regular supplier has to adjust himself 
to "conditions; he has to be competitive. You can retain your loyalty 
~ith him so that he can be competitive and sell you on the s s~.ae basis 
as the going operation or else he ~,il! go out of business. If he goes 
out of business, he is no good to you, any ~Tay. But at least you can 
plan with him and be loyal to him and not necessarily have to get down 
to the. last dime. You can be reasonably competitive; o ' " 

tnervL~se, it is 
foolish to do business with him because he isn't going to stay in busi- 
ness. He ~i!l have to let his people go; he wi]iL have to cut corners; 
he will have to cut down his entertaimnent expenses, and everything 
else. After all, he may not be down to the last dime. 

Our philosophy is, the loyalty of that supplier is ~.,orth somethin . 
~ g 

God knov~s it paid off dividends to everyone ~ho followed that practice 
before the war and during the war. After the war, he was supported. 
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So, consequently, !'think the same loyaltg is present. Naturai].y 
the supp!ier has to adjust himself to conditions. I d°nlt believe, if 

• ~ n an one else in 
he is going to be one-tenth of one P ercent~nigh%r the y 
throwing him out and doing somebody v~it~ somebod/ else. ! think that 

should be the last resort instead of the first. 

QUESTION: You stressed several ti~s the p~oper relationships 
between the prime and the subcontractor in the d~velopment of comoeZi- 
tion. ~ould you carry that a step further in connection with the allo- 

• cations programs~ that is, the policy as to v~hat vTe should do in another 
Should they t~Y to control the allocation ~f all those 

emergency . . . .  ~ 
subcontractors to a rather larg~ degree~ ~r should the subcontractors oe 
expected to continue their ~ relationship ?~ There is a very ~@ortant 

problem involved there. 

}fR. C©UBV_AU: I don't ~hin~ there is any substitute for having the 
prime contractor car~y that IOad himself and, at the same time, retain 
the loyalty of his subcontractors. Th~ minute you becqme a master-mind 

you upset that arrangement. 

However, you do have the problem of the over-all requirement being 
far beyond the industry's &ubcontracting facilities, such as "you might 
have in the case of components. There, I think the answer is a close 
contact between the Services and the prime contractors, working ~<:ith 
the subs. But I would not, fbr ono moment, take awa~ from the prime his 

" " "t • even though ~fou cannot a£ford to ignore it. l'f you kno~ 
res pons~bmlm y, - 
you are going to go much beyond the capacity of the industry, you have 
to bring himin and you have to clan with hSm about expansion. After 
you have done that, I v~ould put it back in the hands of the crime con- 

tractors • 

QUESTION: Your RCA pro'cu~ement organization is ver~ similar to 
that of Genera!~l[otor s, ! believe. You have a Director of Procurement 
over the purchasing divisions, the s~me as they have in the various 

S divisions of General hotor . 

Nov~ the question is, in your Or~g~nization do you v~brk directiy 
under the comptroller or treasurer of the company or work under, let us 
say~ manufacturing or some other office of the firm? 

U I, apparently, ~ill be accused of being a salesman YR. GOUBEA : 
if I keep harping on this thing of relationships. But here I have 
another opportunity to stress it again, lit. Foisom and ! have talked 
about suppliers in RCA the same as we did v;hen ~e worked together in the 

Navy. 

I report directly to the executiv~ vice president. Consequently, 
that places the orocurement function on a very high level. For industry 
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generally, I believe procurement should be under the direction of a vice 
president, who may concentrate on procurement alone. In that case, he 
would reportto the over-all general manager" 

QUESTIONER: Yes. The Procurement Director of General ffotors 
reports to the executive vice~president. 

f::R. GOUBEAU: That is very imoort~nt. It should be on a suf- ficiently high level. - - 

QUESTIO~TER: Yes. 

'~[R. C©UBEAU: The philosophy Of the company is reflected in its 
dealings ~ith ~hose on the outside. The~ are soending hundreds of 
millions of dollars a year. They are buying tu~f just the same as 
they are selling hundreds of millions of dollars' vJorth a year to custo- 
mers. So you have both s-~des to consider. 

It is ver~7 important that that reaches as close to the to~, in 
the ~'ay of direction, as possible. 

QUESTION: Some of the books in the ICAF Library mention the 
close tie-up bet~.een the Traffic and Purchasing Departments in the big 
concerns. In yours, ho~ close does ~our .affmc Department tie in v~ith your purchasing? T'~ " 

~:[R. C©UBEAU: Traffic reports to me. I t~e up purchasing and 
t ~, . ° 

raf~Ic. The traffic managers of a product department and the pur- 
chasing agent either report to a materials manager or else they report 
to the general manager of the department. So, ~Tou see~ the traffic 
manager and the purchasing agent are on an even basis and closely 
allied. They.both report to the same person. . . , .  

GENERAl HOL}fANi Thank you, ~{r. GouSeau~ for )~our very splendid 
contribution to our understanaing of procureraent. I thLnk this morning 
you have given us, in addition to information on procurement, some very 
valuable thoughts on the philosophy of doing business as v~'ell as business 
organization. This has been really one of the high spots in our course. 
~i~e are, indee*d, very appreciative. 

IJR. C©UBEAU: Thank ~rou very much. 

612 January 19A9--750)S. 
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