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PROCURRMENT BY INDUS

: ~‘8 December 1948f;

GENERAL HOLMAN: 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, We 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 brings to this platformm a wealth'of experience in both
“military and nonmilitaryuprOCUrement..-During.the‘war he was the civilian
- chief of procurement for the United States Navy. Since the war he has
been the Director of lfeterials for the Radio Corporation of America,
RCA Victor Division. / : : ; :

. It is_a7pleasure_anékafprivilege.tq'introduce to you and to welcome
to this platform, Mr. Vincent dePaul Goubeau. : -

' MR. GOUBEAU: Thank you,.sir. General Vanaman, Colonel McKenzie,
gentlemen: It is a pleasure to meet with this interesting gathering
and to discuss procurement problems with you. I would like to: give you
a general picture of the proeuremdnt function in industry and alse
indicate some respects in which the commercial operation may be related
to that of the military. 1'l1l separate this discussion into two parts—-

organization in the first category, and policies, procedures and prac-

tices will take up the second category,

ORGANIZATION.w 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 is interesting
to note that shortly after the closing of the last war, when the :
materials situation was so tight as to interfere seriously with produc—
tion, the producer who was centralized contemplated the advisability
of .changing over to aidecentralizedfoperation and vice versa, People
frequently feel that -vhen "they have trouble their trouble stems from
- weakness in-organization. It took some time for industry to realize
that there was not necessarily anything wrong -with the fundamental
operation of its companies, but that we were eXperiencing an economic
situation which prevented an orderly ¢onduct of business. In addition,
as a result of war experience and as a result of ambitious plans for
the future, everyone expected individually to be able to produce every-
thing the country ceuld use without regard to 'that ‘company's ability
to meet such production requirements, Some people discussed with me
the advisability of changing from a centralized to a decentralizsd




ooerutlon, while at the same time other people were talking about

giving up a decentralized function in favor of a central*zed one The
answer, of course, was not to change organization me elf for the sake

of change because one was huv1ng oroblems, but, rather, to systematically
and sc1eqt3flcallv analyze one's bu51neso to cetermlne its needs. -

GeneraWIV soeaklng, ‘there are three or four typeg of ﬁurcha91ng

\organizatlons. First, complete centralization whereby one ourcha51ng
unit does all the buying for the ‘eompany's operation. This type of
org3q1zatlon is tommon with the average-size manufacturer who has one
plant or multiple plants usually manufacturing similar artic cles, This
has been a very common type of cperation, and with the exception of
the purchase of maintenance items &t ‘plant level all buying is done at
central headquarters. . . This operutlon 1s'usuully most satisfnctorv

from the purchesing agént's point of view in that he can’ purchase to.

the best interest of the comnany insofar as utilization of its pur-
chasing power is concerned. Centraliged procurement is also usually

the most economical. However, unless planning and scheduling are satis-
factorily geared to the purchasing i funchion there may not be sufficient
fles 1b111ty present to Justzfy a comoletelv central zed unlt.

A second tvpe of’ pu hdsin organlzatlon is a vurla+1on of the

fipst ‘method whereby commen itéms will be purchased’ centrally, but

items peculiar to a: partlcula“‘wlant will be. purchased by the, res ident -
buying group at that plant, That introduces a comblnutlon centrallzed
and decentralized purcna51ng ‘

'

The third tyoe woulc b complete decentralization by product line
or division, same as General otors, General ulectrlc, TViestinghouse
. Blectric;, and. my own company--the Radio Jorporation of America: . Beth=
lehem Steel, U. S. Rubber, DuPont and cther large-companies follow the
second type of orgahization whereby most - of - the production buv1ng is
done.at central headquarters with: su0p¢&mentarr buylng belng ‘performed
~at olant level of items oecullar to that olant.,

~There is a fourth type function, perhaps more comimon in the
mercnandlse field, that of buying in geographical areas adgacant to
prin¢ipal markets of individual. items., For example, you might buy
fish or woolens in Boston, textilésiand clothing in New York, furniture
in Chicago, and lumber in thie.Soutk. Unless, however, there is very.
'substantial volume justifying the setting up of adequate offices in
the areas of the markets themselves, this operatlon would not lend
itself to most efficient buying methods of a marafactuber, I had a -
discussion with an official of a very large producér who followed this
practice. He had upwards of twenby-five plants 1OCatbd ia various
sections of the country, manufactiuring the same-or similar product.
" These people made an investigation of their proccurement functions and
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/ itheyifound‘that;what_théy;had;wene;resident‘bqyérs’lbc@ted'in»various

. ;sectiqns.of*thefccuntryvwithgalmcstfafcomplete'abSénce'of central
~.control - PfOperVSupéfviSidn7wasnentirely.absent, They changed their
- setup in favor of pretty much of a. centralizéed buying function with
..Some ‘resident buyers locatéd at various points but revorting to the
director of purchases at the home office, e

.- - ‘The determination of centralization ‘versus ‘decentralization -

.should be made on the basis,of;thercomditidnsjof»an individual coms-
,panyjsdqperation"inéludihgfﬁhe]type,and.Vafiety of products manu-~- \

- factured,. the importance of close alignment with planning and, material
~control functions,:and the volume of kindred items used in manufacture,
These and other conditions should]ba~thcroughly weighed, It seems to
‘me that if suffibiéntly'laﬁgé]vblume‘ofjall'important items: is priesent
fin.égchﬁdiviSion‘of‘é"compgny,wthé.advantages~of decentralization far \
“outweigh the disadvantages. Such matters as purdhase‘policyg‘reciprOcity,*
venddr_relatiohships, and broad, general control of purchases can be :

handled at a policy level by a staff function. - s o
( The outstanding disadvantage of ¢eatraliied;buying, of course,
lies in its lack of fl@xibiiiﬁy,:~Lifefis‘mofe:cdmplex these days than
in the{past;=thus'ihtroduéingkthégnaéd for freedom of action .and dele-
gation of authority. {Centralization‘also, if - carried to the extreme,
can limit- the opportunity for aecquiring knowledge of conditions in
various locations and may restrict orogress. However, the question of
econonmy . is presentegyinfconnecticn;with decentralizedvgurchasing'opera~

tions.andrhere,‘again,_a sound anproach is necessary, as otherwise - -
, ton:much‘duplicate\organizatiOn may develop, : RS ' ,
_As you probably know, our corporation is mede up.of various L

divisions ‘such: as thefNational;Broadcasting’Compahy3‘RCA}CQmmunications,
RCA Laboratoriesﬁlocated»at,PrincetOn; New Jersey, RCA Institute,
Radiomarins Corpdratioﬁ,Qf;America,‘and‘our own RCA Victor Division.

The. Radiomarine Corporation and,Victor*inision'represent the ‘two ‘
enterprises engagedﬁin"manhfacturing.such,as'any industrial corporation; -
the other branches of the corporation represent different types of -
business. For the purnose of this discussion T will confine my comments
-to the RCA Victor Division, which is the principal mantfacturing arm ‘
of the corporation, ‘ » ‘ : -

The RCA Victor Division is made up of‘several separate divisions
or departmentS\Which,functidn on an individually independent_basis;but.

with coordination and close relationship to make up for a unified and
con$istent‘organization,rpolicyéwiSe, Ve have four principal product
“departments:. Engineering ProduCtS~Department;.Recorgs,fTubes;.and
Home Instruments, ‘FBach of these product departments is headed by a

vice president of_the porporation;th,acts‘as-general tanager of his
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‘department. All the functions of his bu31ness repo“t to hlm, 1nclud1ng
Sales, Engineering, Purchasing, Manufacturing, etc,. The ‘various func-
tions in each department are sufficient. unto themselves but are

" " coordinated by staff functlons such as anence, Accounting, Law, Pur-

' hﬁs1ng, and so oni . . o

The thlnklng in ba ck of a setup of thls type of organlzatlon was
that in order for the product deogrtments to be held responsible for
their operatlon, including profit or loss, it would be.necesseary to
include in their structure all the functions. Dertainlng to that business
so that that responsxblllty would mean somethlng. o

o As you will note from thls descr:ptlon, we have a decentrallzed
oneratlon,'oroduct department-wise,. although not necessarily geographic—
~ally« Three of the four product departments meke their headquarters at
, - Camden, New Jersey; the fourth, the Tube Department, is located at
e Harrlson, New Jersef, which ‘is “also the -location of our or1n01pa1
- receiving tube plant. Supplementing manufacturing fac111t1es in Camden
" and Harrison, New Jersey, we also have plants in numerous other cities:
- Lancaster and Canonsburg, Pennsylvanla, Indlanaoolls, Bloomington and
Monticello, Indiana; and Pulaski, Virginia. The operation.of each
o plant is supervised by plant manager, but he reports to the central
- headquarters whlch as mentloned lS eithcr ‘At uamden or Harrlson, New
JerSey. ~
= I give you thls organlzatlonul bacﬁground 50 that you will under—~
~stand how .our purchasing function is carried out, Zach product depart-
-ment has.a purcha31ng organization headed by & purcha81ng agent located -
at headquarters, All production buying, that is, the purchase of
... materials and components used.-in the. manufacture of a product, is made
- by the home purchasing unit in each product department ~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
erganization combines centralization and decentralization, permits of
proper flexibility and a close tie-in with plans and schedules, while
at the same time permits of concentration of’ purchases to the degree
“of satisfying ourselves’ that we ere obtalnlny the bene?lt of our- volume
'purcha81ng powers. :

Coordlnatlng these Andlvlaual purchaslng unlts is a General

- Purchasing Division, also located at Camden, New. Jersey, which sets
up .policies and o"ocedures for the product departments to follom In
addition, the General Purchasing Division ‘places contracts for common
items which all the product departments draw agawnst, Thls, again, is
done to warrant our obtaining the best prices and best sérvice through
the concentration of volume. This central contracting process has
another advantage, The department which purchases smaller quantities
is in a position to receive equally good service as the volume buysr’
by virtue of an .over-all centralized contract. :

A
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_Another function of the General Purchasing Division. is to allo-

"vﬂééﬁé“éuf‘pquhaSes~of~iﬁems;cémmgnito more then one department among

: qualified*prOngers\Where,sPecific,céntracts;may not be feasibles~ .
”take,?fdr?éxamplé,fcapaéitors;fer_resiStprs,-op other electrical -~

~<cdmponents;,*Types;:kinds,_and,spﬁcificatipns vary within a product
departmentfasLWellfas‘between,product‘departmentslto;suchhaydegreg

that an’over-all stipulated contract, including prices, etec., would:be

burdensome. It then becomes logical to concentrate. our-purchases by
all,prOduct:departmentsiemong‘phe;qualified producers and .percentage~

~ Wise allocate the business to them. !ithout thet sort of raction we
"might“findfourSelves,doing7businessuwith hundreds of “people, - Scientifie

purchasing then disappears end’ the procurement function gets out of

. _Another feature of the activity of the General Purchasing Division
 involves the sétting}up of,prige'lists,,coveringsmaintenanCe&items:for
all plants to use if advantageous, ' In other words; if the common,: -

ordinary’maintenance,iﬁemsQl;ke,plumbingféupplies, hardware, ete., can
_bp‘purphased'locally,by_e@ghfplant?at.as‘attragtive.prices as the price
. 1ist 'seb up in Camden, then it is logical to purchase locally, The

fresident;buyer}at,each,piantgthrgugh:thisﬂm@ans,has a- comparative figure
- to use so that. the local area can either be competitive or he can: draw

_from Gamden's sodréé‘bffsupplyy " 80, we have three separate functions
definitely related to actual purchasing which are performed by the _
Geheral<PurchasingcDiVisiontiﬂ(l).céntral contracting for all, operations
©. . to draw against, (2) allocation of our business among qualified suppliers,
.- which éllopapion,wil;{bevfollbwed/by:all‘prcdﬁct departments, and (3)
{jthe,SQtting‘upfof-pfiCekguides;fcr;maintenance~items for all plants so as
- to develop the competitive picture while permitting flexibility in the

';gbtaining o£fthe_it§ms'needed;;l1' S

. In addition to these actual functions of theJGenérélqufchasihgp
Divsion which I have mentioned, we are responsible for the developing
Qf’policies,and\procedur05~whichfthe;purchasing’grbupS«in~all,product .

departments will follow,. .
i ‘ffOUr'ﬁurchasingforganiZaﬁiQn;parallels to-a considerable degree the
~organizational setup of the Navy Department.. For' example, the Bureau of
‘Ordnance procures’ guns and ammunitions BuShips—~+ships and components;
» 2nd, BuBer—~planes and accessories. Our product ‘departments specialize
, similérly;'Our,HQMG'InétrumentpDepartmentﬂproduces;madio and television
?receiverwahiChfthe,consumsrs,use,»Engineéring'Producté Department. manu-
factures transmitters and all types of .special apparatus,. and oyr Tube
' ;Department:prOducas‘tubes,whichkare sold to the ‘entire electronics
jindustry,nghese;producttdepartments,prdcuﬁe;forlthéir own use the -
matetialS"and'compénehts.theyjrequire.~ 5 SR P
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e Aeturnlng to thp Yavy organlzatlon, we flnd that coordlnatlng

. the activities of these bureaus, the ‘Secretary's Office has a procure-
o ment branch in its laterials Division which sets’ out p011c1es and

procedures which the bureaus will follow in their procurement functlon.
The Bureau of Supplies and Accounts places contracts for common items,’
Our General Purchasing Division combines some of the functlons of both

~-the Materials Division of ‘the Secretary's Offlce as well as the Bureau
of Suoplles and Accounts. , : o

Al

This brief description I am sure w1ll shom you, at least in a
general way, thow, the procurement function of my organlzatlon in a way

,.dupllcates the decentraligzed procurement operation in .the Navy Departmen
© T will be glad to discuss with you later the prccurement organizations 1
‘the Armv and Air Force although I may not be up to date with respect to
. thelr buylng organizations. I assume the larger portion of the Air Forc
- ~procuring is performed at Viright Fleld, while the technical- serv1ces

aof the Army procure lndividually at various locatlons. ‘

POL CX. A ~good manv companles ‘have made it 2’ oractlce to comolle

1and distrlbute a manual of purchasing pollcles. ‘The policies contained
"in our manual are similar to those of a good many other companies, I
have reviewed the manuals of Gulf 011, Detr01t»Edlson, -Aluminum Company,

Bigelow=Sanford Carpet Company, and one or two others; I find a great

-~ deal of 31milar1ty. These policies include such broad subjects as

" ethics, “procurement from reliable sources of supply, selecting a limited

~ number of qualified sources in ‘each industry, and establishing long~term

. relationships with them, The menual also. includes statements eoncerning
~.contacts ‘not only with vendors ‘but also with different functiorns within
-the company. These and rumerous others are the general type of state-

ment ‘commen to the purchasing function. I will be glad to discuss these
in detail later if you are 1nterested. I have selected a few for spe-—

~

Purcha31ng by Purcha51ng Peoole.—nOne ‘of these states that

‘the purchasing functions shall 1n1t1ate, conduct and conclude all negoti

tions for. the purchase of materlals, equipment and supplies necessary

to the conduct of the company's business-in conformence with RCA Victor

DlVlSlon policies and procedures ‘ag well as government laws and regula—

“tions. In other words, the puréhasing function shall be performed by

the’ quallfled, speclaILZed peoplé designated for that purpose and not by

. technlcal, sales, financial or other personnel engaged prlmarlly in othe

activities. We have found by. experience that through placing definite
respohsibility we cen be assured of progress towards the ultimate
objective of lowest costs, adequate service, and satlsfactory relations
with qulaified suppliers. Confusion and entanglements often result
from contacts with vendors by representatives of other departments.

We, therefore, take a very definite position in this respect. On the
nther hand, I call attention to the fact that our policies also require




'constant contect w1th other functlons in the comoanv to be assured of
2 unified approach For example, a new producer‘s product must be

‘/”'aooroved by our Engineerlng Department before purchase can be made,

:«,Ve accordlngly urge and -encourage close contact betweén depertments
j_whlle placlng the purqha51ng responsxblllty'where 1t belongs.

Selectlng Sources ef Supplv.~~A second outstanuzng pollcy

‘h‘ileyto avoid wherever possible the use of single sources of supply.
" Labor. unrest and scarcity of materials since VJ-day have brought home

to 1ndustry the importance of following that sound principle. By the
- same. token, it ‘is also the: policy not to have more sources of supply -
. for.a commodlty ‘than necesserv to insure a contlnulng supply and a
:compet1t1Ve p051t10n.. The further we stretch our business the thinner

‘wjh;lt becomes: ond the: less- opportunity there is to use our: purchasing
... power. to ‘best - advantage.' Further than that, the most 1mportant feature

. of good. procurement is to- develom rellablllty and loyalty among our
,jsources of - sueply because they are a very important link in our manu-
‘ facturing _processes, If° our’ buslness s spread so thin that loyalty
and keen interest are. not, . present, ‘we cannot purchase most efilclentlv
'V*and guarantee support to o‘r productlon llnes. o

. Open Blddlng Versus Megetlatlen.vao e compllsh the obJectlve
in connectlon with selectlng sources of supply, We ‘have a pollcy
covering the obtaining of bids as they are the tools for reaching ,
. that objective, The purchase of" equipment and supplies for maintenance
. purposes is: usuallv accompllshea through the medium of obtaining com~

‘fflkpetltlve bids and awerdlng the business to the lowest bidder, provided
.such bids meets tne requlred specifications. In buying for production,.

f;however, the object1ve should ‘be the placing of business with regularly
“established sources of. supply so- selected rather than searchlng the

:f;fmerket at frequent intervals, - There are means of checking prlces to

determine that our: suppller is competitive without- contlnuallf hopplng
from one source .of 'sipply to another. That is a trag*c procedure for

a manufacturlng ooeratlon. Some companies st111 practice it. mhey S
‘are usually less efficient: in their over<all eoerct;on than are those
g5 that might' T sav marry their sources of supply. If we select two

o or three sources of supply to furnlsh a given item we develop sufflclent

”ff~compet1t10n and yet can allocate our business perccntage*WLSe among ,
 them so that we will have a mortgage on their productlon dine and they

- will like our ‘business because it is reasonably constant. It seems to

t ﬁ.me the mllltary reDresentatlves ‘should, and I am sure do so, use the

.sdme approech in’ eonnectlon with thelr nroourement, 2t least to ‘the
‘degree that they are able to do 56, The loyalty of a suppller and the
ccontinual use of his ‘assembly lines meke for sound policy whether the
purchase be for 2. part or for & flnlshed gun, shlp, or plane.
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‘I reallze that Drlvate bu31ness has much Jhore freedom and flex1—
blllty in-its deallngs with suppliers than might be-the case in Govern—
ment.q. If our. procurement people are satisfied that a.certain company .
is not a good source of supply, his know-tow,- manufacturing - efflclency,
englneerlng ability, or other qualifications are limited; decision is

. made that. we will not do business with such’ company and we are under no

- obligation. to. do so, whereas in procurement by Government the taxpayer's

- dollar is immediately introduced and everyone feels he has a right to

. sell the Government. - Yhere those conditions: prevall 1 suppose the
~ na%ural reaction is to use formal competitive bidding.. T.e found in
~ our analysis of Drocurement ‘when some of us businessmen first entered .

- the Services in the early part of the war that the formalized competive
bid system discouraged many qualified producers from selling the Govern~
ment, if they had the privilege of selling their output in the commercial

. market; whlch is the case in peacetime, and the limited producers or-
ﬁjobbers were very -often the. only ones who would submit bids on. governmen

. contracts for commercial items such-as. textiles, clothing,' paper, and

© similar products. .The passage of Public-Law 413 'was a-great forward

, step in my opinion in that it introduced, at least to .some degree, the

- opportunity for purchasing by negotiation, although I realize that the

-.Law. does .not permit of complete ellmlnetlon of the competltlve b1d

system nor should it, ‘,_ R N : ;

S ; Utlllzatlon of Small Plants.~~In connectlon w1th thls subject
. I mlght mentlon the .question of utilization of small plants, -All during
. the war we:had before us the problem’ of the: umaller Vaar Plants. Corpora-
“tion. Iaury Maverick was ever watchful to. see ‘that the Services were
giving the smaller. producer his full share of business. I am sure from
what I have heard that the. small plant problem is still with you. In
~ private business.we do not have to worry about the: dlstlnctlon of small

..on large business. Our measure of qualification is that a. suppller
render, sufflclently satlsfactorv service to warrant our- recelving
, materlals at the right time, in the right quality, and at the right
prlce. Ie do a very substantial amount of business with small. concerns,
~which is a common practlce in the electronics 1ndustry. ‘Usually when
. we introduce a new -source of supply we have a survey made of its. plant y
. the same as probably the Services do through the use of their. 1nspectlon
; personnel "In addition to analyzing new source facilities we look into
.~ their position with raw material sources. That, of course, . is very
’\1mnortant today'w1th materials, prlnCLpally metals, being in such tight/
supply. If a fabrloator does not have a satisfactory steel resource,
oné has to decide whether to supply the raw material to him or find
. -another source, Ve, therefore, look at his procurement picture because,
) llke ourselves, he will be only as good as his suppliers,

Hls financial position should also be reviewed, If he is
i ~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 -
- 8




- production will suffer; then we will not receive, proper ‘support. lie
7-,try_t0javoid.finanCially'weak‘companies~in‘our procurement operation,
" In this,cpnnection,»it,has‘been:my experience over a large number of

 years that somehow or other financial stability seems to go hand in

' 4hand»witH»qualifiéd,produétive-ability;‘VAn~enthusiastic,engineer or

. Jjunior buyer.sometimes becomes hot and bothered abOut;a,supplier who
~seems to know how to do everything but whose financial position somehow

. or other is very weak, Usually, if the procurement men decides to do

~thousand 2 month.

‘business with him, before too long he will find that the component he
has purchased will be rejected because of poor workmanship. You recsll
_ the old expression, "if you are so smart, why ain't you rich"; somehow
. orother it seems to follow that the smert producer seems to be able to

zearnfenogghfprOfit‘tQ‘keep”a,sound,finahCial‘positiOn,,rThat,:of course,
~.1is not always true and -on eccastion we see the possibilities of a good
~_Source of supply, though limited, and encoyrsge him to the point at

- least of our being able to dotérmine whether he is a good investment
" for the future. I think we should buy sources of supply the same os we
_ A bad practice which we have to watch carefully with inex-
perienced buyers is the téndsncv'tOW@rds'@verloading~ausmallfproducer
even though qualified. It may be satisfactory to place fifty thousand
dollars worth of business with a small company over the course of a |
- year, but it .would be foolhardy to give him a million dollars worth of
. business because he is not set up to handle such a large volume." A
 fellow may be awfully good to produce 2 thousand transformers a month,
~ but he will fall on his face if you ask him to give you a hundred

- i ’ ' H .

o _There is a place for the small producer and there is a place
© for the large one. Vhen the 1little fellow becomes so ambitious that he
thinks he can build a .battleship he is over his head. The result is
‘that one yard goes into bankruptey and one Navy is without a battleship.

1 PRAGTIéES;~vCostiAnaljsiS;-éOne,qugstion~whibh*veryfofﬁen is asked

at purchasing forums runs something like this: Uhen several sources

" of supply are available for a given item, the. procedure to follow is

usually .a reasonably simple matter. The obtaining of.competitive bids,
“evaluating the bids and determining the most desirable bidder, which
'[frequently_is,n0§‘theflcwestVin;pricé,fiS'reasonably clear.and experi-
enced”purchaéingkmen,areuperforming*thatvfunctionwall‘the time, . But
how about the handling of a purchase from a single source of supply?
 How do you determine the reasonablenecss of the price? Numerous answers
can be given, one outstanding one being the matter of cost analysis.
We endeavor in our company to set up & standard. cost, particularly on
dtems of repetitive purchase where considersble volume is involved.
For example, we know how much it costs us to produce.a radio or tele~
vision receiver because. we have established standard costs for each of

it Mg oty
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‘the important items of purchase which go to make up that receiving set.
¥e have a group'of estimating people who analyze the item by determining
the raw material.to be used and its cost, the type of machines necessary
to fabricate it, and estimete the cost-of operation for thosé machines
and then the labor and overhead, -To that we add the usual administrativ
and profit figires and come uyp with a pretty realistic estimate of what
the part should cost. That information is passed to the buyer for his ’
guidance in negotiating a price for.the article to be procured; or that
information may be utilized for price comparison. Occasionelly we = |
experience wide discrepancy. Our.buyer ¢alls in the estimeting ‘engineer
‘they sit down with the supplier and 2fter suffitient discussion we find
the price ends up somewhere in the area of our estimate. Ve 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 progesses and very often the supplier
might get a tip-off as.to a better method for making = part. (Rocker .
‘Arm Assembly for auto set.} This is one method of analyzing the cost

N which we should pay for an’ item, Natupally you cannot .do thet with

every purchase; unless there is a substantial volume involved, the sup-
plier will not agree to sit down with you and negotiate in this- fashion.

~ So, 'my answer in purchasing forums 2s to how to handle the procurement
from 'a single .source of supply'is to make up your own mind through -
proper analysis by qualified technical people plus material costs, .
which the purchasing people can furnish, whet an item should cost you.
This represents tremendous ammunition for buying the product at' the =
right price and being satisfied that it is a reasonable price and which
‘will ‘also réflect a reasoneble profit to the producer. One ecannot stay
in business by taking business at a loss; that means that we would lose
‘2 good supplier. We don't want to buy products which are sold to us at
a loss because the situation could only be temporary. Anything which
is wrong fundamentally must be vrong in fact. .- ‘

The militdry 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. Ve ask.for cost
breakdowns from our suppliers on government purchases, “Occasionally
‘the supplier will givé us a cost breakdown; other times 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 conneetion with the obtaining o¥ cost breakdowns
and I recall Mr. Folsom mentioning to me early in 1942 that this method
of procurement will be utilized in the Services after you 'and I are '
back -home in private business, = Thet was indsed a real prophecy. I
think -the ideal précurement team would include a negotiator, a price -
analyst which might be an experienced financial analyst, and third, .
an estimating engineer. One cannot best that type of a team, - '

10
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leltatlon of Buylng Author1ty.~~Another p01nt whlch might’

L be of 1nterest to you is the question of limitation of buying authority.
" Such an- instruction is 1ncluded in our manuzl.  Qur procedure requires
~_the approval by the General Purcahsing DJVlSlOH of 211 large dollar-
7+ :volume orders or contracts prior to award. ' This procedure dupllcates :
, f‘,the‘uontrect Clearance function in the Navy Department whereby certain.
.- “contracts have to be eoproved by the Meterisls Division of ‘the Secretary's .

Office. The requlremerts in the Navy, I undcrstand, ‘are somewhat

-different, ‘now from what thcy were during the war, but at that time 21l
-...contracts over %200 000 had to be cleared by the Sontract Clearance .
' Offlce, while the Iar»Department only required ‘¢learance -of contracts
‘totaling five million. dollers. 1. assume that this procedure is still
- in effect Whlch requires the approvel of the Office of the Under Secre~
'v,'tery for both the Army and the Air Force. The dlsperlty between the
“clearence value in the Army and the Navy etemmed I think, to a degree
:°from the fact that procurement in the: Army'was 80 decentralized geo-
_‘*greohlcally that cons;derable delay may have been experlenced if it had.
. -been necessary to submit to Washlngtcn contracts of smaller value; on
© . the othér hand, the majorit
0% _although by .the different. bureaus, and, consequently, the clearance
-+ function ecould be performed in 2 matter of days, hours, and, in some
. cases,: minutes: denendlng upon the emergency nature of the proposed
'fffprocurement. P S

of Navy contracts were made in’ Mashlnpton,

’., kW’Wlth regerd to RGA, as I stated, the General Purchasxng

f:DlVlslon conducts a contrect cleaprance function, 50 to speak? similar
 1to thet of the Services, Naturally, the value is. oonsiderably lower
‘ ;J'as we do not issue many contracts amountlng to mllllons of d0¢l—rs.

In the product depart'nen.tsa our regular buyers may elece

v*rorders up to the .value of five thousand‘dollers whlle an. ‘assistant

buyer is limited in purchases up to one thouaand dollars. PUTChuSGS

éxceeding five thousand dollars have to be aoproved by,the product
lﬂ&eoartment ourchasing agents.,_ PR v j

Ee flnd that llmltatlon of buylng authorlty to be a very

t}"sound procedure, It permlts of wise counsel, and sometimes second
r gue551n0 is & very de31rable ect1v1tJ if held w1th1n bounds., In some
. companies procurements.. exceedlng a. -certain dollﬁr value: requlre approval-
by the board of directors. Ve dq not have such a. rUllng, except in the

case of expenditures for cepltal assets such as bulldlngs, equipment,

. ‘.etc. . ‘Sach plans: haye to- be approved. by .the board of directors and
" lappropriations are set- up follow1ng S'Ch epproval. Other than capital
" asset: procurements, purchases for. the ‘most part in manufecturlng opera— '
tions: involve the: obtalnlng of cur needs}for productlon .1lines, which
‘productlon w1ll be based on. sales olans.‘, _
- extended,, .depending upon. market,. condlblons, ,
ijlllty.’ Avellablllty is. usually the governung factor because 1t is our

.rocurement is restrlcted or
1nclud1ng prlce and. availa-

EQQIE;kriia b .ok( Jﬁ?ﬁlv'ﬁjg
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.Fany a

- policy not to gamble on markets in antlclpation of Drlce 1ncreases.
a menufacturer has gone out of bu51ness because of too heavy an’
1nventory p051t10n. :

Volume' Procurement.——A de51rableforact1ce 1n connectlon w1th

- the ‘handling of" larpe ‘procurement which was successfully ‘used in the

- ment instead of publlclz1ng the ‘entire needs.,:
upsetting of markets.
‘million pairs of shoes it would be most upsetting to the market, par-

‘early days of buying for national defense znd also durlng the war was

that of negotiating with individual producers for portions of the requir
Tnls practlce avoids the

For example, if you are in the market for ten

”tlcularly in peacetlme, if you were to send out fovmal requests to.
numerous shoe menufacturers 1nform1ng them that you are in 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
1nd1v1dually and ascertain from'them their current posltlon of manu-

' facture and negotiate with them covering whatever portion of your

- manufacturers to take their output in the off’ s5easons.
‘particular advantage to the manufacturer because it permltted him to -

~say,. the mail-order house received a very attractive price, .

or one hundred thousand pairs,

.reaction in the market to cause increased prices,

,know

the long pull.

requirement they are in a position&to take, whether it be ten, fifty,
“You will find that you will have placed
a good portion of the procurement. before ‘theré hes developed sufficient
~ 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
This was- of

continue his production on somewhat of an even keel and spread- out his
overhead. Increased production was possible and attractive prices re-
sulteds Since VJ~day almost all lines have been pretty much occupied -

until at least recently, and that type of scientific buying was more

difficult except in those cases where it has been 2 continual process:
for a long time. I recall a contract which a mail-order house_hag with
a manufacturer of sheets and pillow cases.. Arrangement was made with a

‘mamufacturer whercby he had a stending order which he could start in

production whenever his regular business suffered; in other words,
whenever his current orders were- completed he would keeo his production
up with the particular contract for the mail-order house. Needless to
To what

degree the Robinson-Patman Bill may interfere W1th that process I .do not
but lt is very W1se buylng. . . ,

Vendor_und Intraoompany Relctlons.meFlnally, I would llke to‘

’repeat my earlier statement that there is no substitute for a quallfled

loyal supplier and procurement should be performed, certalnly in indus-:
trial-life, and I think in Government too, with the thought in mind
that- the-lowest oneashot Drloe ‘may not be to one's best interest over
One can win 2. bettle but lose' the'war, One of the out-
standlng pollcles of our comp"ny is tha t of developing good vendor
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irelations.’ One can be emlnently successful 1f he. has the propef re-
 sources backlng hlm up.; f : :

- , qually, good 1ntracompany relatlons are most 1mportant to a
fsuccessful procurcment functlon.‘ If the chlef engineer, plant menager,

' and purchesing agent can all see eye. to eye; flﬂylblllty and freedom of

, action. will permit of the most successful procurement practices which
“ingenuity and ‘science can produce. 1If, on the other hend,: Jealousness,ﬁ
N petty blckerlngs, and personal empire bulldlng are the common practice,
" the company is sevurely handicapped @nd sclenCe is replaced by narrow
: personal ambltlon. : .

: . Industry is flnding out more ‘end 1 more that one of the most

'jlmnortant qualifications of an ckecutive, whether he’ be junior or senior,
is the ability to get along w1th people. Vlthout that quallflcatlon,

: progress is. 1mp0531ble. : : _ v

/ o Thank you vcry much, gentlemen._k:

QUESTION°' In some other meetlngs we huVG 2 great deal of discus~
sion- as to Just what conSUltutes a central procurement system,  -One of
“ the- previous speakers. stated that if a company had centralized control,
he considered it a centrallzed ‘system, even though that central agency

. dld not actually procure anythlng.

fould you comment on that, please?

N . GOUBEAU. I would say that it is all accordlqg to your p01nt

*‘of view, I don't know how you can coll .an operation centralized if it,
in effect is not: centrallzed. ‘Central control is one thlng and central

‘"operatlon, in my oplnion,h is another. :

1 thlnk probably the sneaker may have. 1ntended to convey the
}thought that you- accompllsh the same obj ective if you have a centralized
control, where you sit on top of ‘the - orocurement--take, for instance,
Dupont and U. S.: Rubber, Dupont buys great dezl 1n V:ilmington, but. it
‘also does some buying: at the outlylng olcnts,a But Tom. ‘Harris,. the .. '
' director of purchases, determlnes whether that plant will buy a certain
1tem or-whether he- will buy 1t in- Wilmlngten., Stan; MacKenz1e does the -
same thing at U. S, Rubber, in New York. He sits on top of it and he
".has control, The purchas1ng agents at the outly*ng plants. report to ‘the
plant manager-and they do thelr own buylng, subgect to- the central con-
x.‘trol of the home ofﬂ;ce. Tl . . L e < '\ -

That is- dlfferent for examnle, from what Ford had. before the war.
Believe it or not, he dld not allow any procurement exceedlng wso »
4”out51de of the .home offlce, anywhere in the United States, It was all

‘done rlght there. That is whet I call "complete centralized precurement."

"'lBu




1085

But the centralized control would mean that the central operation sits
on top. of it while the actual function may be performed at the plant.

- There are a lot of desirable features about:-that because at the plant

- levél they can work their schedule of deliVery closer with the supplier

if they are on the home ground. -

‘QUESTION: I believe you indicated, 'sir, that the ideal service
procurement team included a price analyst.. I would like to know hew
the services of that individual would vary in time of peace and in time
of war.” S ' ’ ’ ’ ‘

¥R, GOUBEAU: . With the present structure in the Services, as I
understand it, I don't see much'variance,between the price analyst now
and a price analyst during the war. ¥ou are doing a great deal of
‘buying through cost analysis now. I know in the Var Department during
the war there was a negotiator and a price:analyst, working as a team;

I assume that is a continuing practice. :

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

QUESTION: - Would .you care to express your feelings with regard to
excess-profit taxes being substituted for renegotiation in government
contracts? o s ' . :

: . GOUBEAU: Let me see which hat I .am going to wear now, To be
on the safe side, maybe I had better get out my old Wavy hat, Let me
tell it in three steps: ° : L .

We sat down with the suppliers diring the war and negotiated con-
tracts. We would ask them why they had to_.have 30 percent contingency
“in their price, and so on. They said, "thy do you fellows worry about
that? You're going to get it 41l back in renegotiation," Ve pointed
out to them, "If we allow you a great big cushion in your price, you are
going to go out and 'you are going to hire two men instead of one man
because you are going to say, 'They're going to take it back from me,
canyway'.too T S e T T
- yThere was no incentive to hold down costs and to improve produc-
tion because as you up production you lower costs, - Consequently, we had:
to drive that thought home: The closer you ean buy.in the beginning the
~more efficiency you encourage in the supplier, particularly where you
need all-out production, T
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<L am sorrv to say that untll our procurement functlon was reflned

“‘;some of our contracting officers sald the same thing, "ihat are. you

‘bothered about? ~Forget that stuff. Let' the Price Adjustment Board -

do it." "The minute you do that, you autometlcally let down the bars

“and. the Price Adjustment Board takes away what is left. T don't want :

to say. thls specifically but, in. -effect, you could have a cost»plus~ o
a—percentage—of~cost 31tuat10n. - -

o If you did not buy properly in the orglnal procurement you would
-avoid the incentive. If you did not have renegotlatlon you also would
~ not -have the opportunity of ‘sitting down with the supplier and evaluatlng
with him his efficiency. That was one of the outstanding ‘qualifications’
in renegotlatlon.; So everything would go into a pot and everybody then
'got what was left. He doubled his. price so that he could end up w1th
the same proflt he wented 1n the fﬂrst place.‘ \

For that reason, I thlnk that 1t is fundamentally right to, flrst
of all, try to do your procurement right, Don't take all of his profit
~away from ‘him,  If you have renegotiation; evaluate the job he has’ done
- and let the Internal Revenue Department taLe care of the poor fellov

-after he is: through w1th thet._ : ,

QUESTION: " How about putt:.né on the other hat now?

VR. GOUBEAU: I am, essentlally, a procurement man-nwell let me ‘
-take my hqu down.:g h U :

he,,ln RCA,. would prefer to do business on the basis of standlng
~on our procurements and meeting up with any government regu’etlons, 8
]seoarate, apart from; and’ preferable to relying on the tax feature
- because we find that is not sound. And if it isn't sound I don't:’ thlnk
. my offlce will' gain anythlng. And, incidentally, I might mentlon that
we in RCA,;lﬂleldually, as: well as John Q. Public, are all. taxpayers.

IR e ¢ the volume ‘af purchases to ‘be hendled by the Armed Serv1ces
“ reaches. large flgures which would, represent a good percentage ‘of the
total production of any. 1ndustry, I would recommend renegotlatlon as a
good safeguard ‘On the other ‘hand, if the volume of procurement does
not’ reach substantlal volume, I do not believe: renegotiation would be
necessary.  The thlng to bear in ‘mind is that in renbgotiation there -
may be more opportunlty afforded to evaluate the efficiehcy of a pro-
© ducer, whereas through the medium of extess-profit taxes. everJthing
_ ,beyond a certain flgure is dralned off, thus dlsooureglng 1n1t1at1ve.

QUPSTION I have two questlons on cost analysis, Vhat do you do -
when you negotiate for an article which has not been made ‘previously?.

. In other words, how do your cost-estimators get hold of an article on
which there is no previous knowledge°~' : , :

15’
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. .companies, and why.

 The second question is, How do,vbuvcaléulate;your profit? Ts that
on the cost of an individual item, on the overhead, or what? - I mean the
type of capital that is employed?: Is it on turnover? et

. R« GOUBEAU: ' With regard to the first'question: In private busi-
ness, we don't use, and can’t use, the same "ammunition," I might say,
‘that the Services can use or the Government can use. So ‘consequently,
in private business when we are doing business with somebody for the
manufacture of something that has never been'made before, we will take
' a broad.view of it and either agree that we will review costs with him

-orr€ly on his'coming to us after he has had experience and discuss the

cost.

Ohfthe'othér”hand, if we ave satisfied that he knows‘pretty;well

 what it will cost to manufactire this thing, even though he hasn't made

it before, we will accept a firm price from him and, as they say, "the

. devil take the hindmost." =

- After all, we do expeet to lose something. There has to be a
certain amount of gamble in it., That plays a very important part--in
other words, your confidence in your supplier. Jf you havén't done busi
ness with him before, you are not going to give him a blank check. '

‘The second Question was what?
" QUESTION: You allow so much profit. . How do you calculate that?
. rKR._GOUBEAU:‘ You understand that this estimete of cost is'a guide'
- and not something that has to be followed or has to be met.- Consequentl;
you have variations in the overhead rates when vour negotiation is based
on a difference between what vour estimate is-and what you actually know

,”_by'Virtue of doing business with a larger company than a smaller one. |

Fhat we try to do is set up an average. That is a guide for the
buyer.to follow, He certainly has a lot more ammunition +to work with if
he has at least an estimate of what goes to meke up the finished product
Then the supplier can show him that his company differs from other

. lb'ThéncalculationfofJprofit is made.as'a'percentége (we use 20 per-
cent) of the profit on'total cost including material, labor, overhead,

‘Does that explain it to you?

_ngsizéBTER: ~ Yes, sir,
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QUESTION. You lndlcated that your central purcha31ng department o
does contract for common 1tems. Do o PN A ~

GOUBUAU°» The product departments draw agalnst those contracts.

QUuSTIONEA.m I assume that means, 1n.general, where ‘the common:
1tem is: fairly well«dlstrlbuted among your four lelslons. e

'”f,ve; GOUBEAU | That's rlght, Ty ';,_'

L QUUSTION. The partlculer questlon is, ‘in those cases where one of
your four lelSlonS takes most of the product, let us say 90.o0r 95"
percent and the others take a: very: Smanl oercent .does the central
‘purchasing department still make. ‘the contract, or is. it given: to the
division with a primary. 1nterest° If the latter, ‘about where is that
breakdown made? In other words, if the primary people. ‘have: 60, or 90,
~or 98 percent, or aporoxlmatelv, where 1s the breakdown -made: there7 S
_ MR. GOUBEAU. I'll tell you what we do. where 95 percent of it
p would be. purchased by one: product, department that product department :
'+ would buy its own. Ve, through the medium of negotiating with the '
supoller, would attempt to get, for the benefit of the other product’
departments that buy small quantities, the advantage of that product
department‘s large purchases. But we do not attempt. to eentralize it
“in order to accompllsh that because it is orunerzly the reseonelbllltv
of that product department to. obtaln 1ts materlels..w ';; o

If 1t ‘is almcst an exolu51ve user, ‘it 1s not necessarv for the
General Puroha31ng Department to step in to do the negotlatlng for it.
In that ‘case, the General Purchasing Agent assists in trying to get
_price advanbages! for the small depasrtments in fevor of the large. I’
am soeaking of . productlon Atems, particularly where your speclflcatlons
mlght Varye. - For lnstance, you may hive a condenser, on: cepac1tor, or-
‘resistor,: There, it would be more a prlClnalarrangement thdn a: + con= '
tracting erraneement. e do that. C e S : S

QUESTIONER: Then _you mean that “An general, your*agency comes
along and. peds the orlglnal order w1th the suppller, rather than have
< the lelSlon Wlth a primary interest 1ncrease its order orlglnally, and.
o then have the :othep lelSlons buy from that maln lelSlon.j_;_ :
¥R, GOUBnAU Well, we. do some of that. As a matter of fact, .
‘that ‘is a. very logloel thlng to do, provided’ you can. schedule dellverles(
to- turn. the procurement, /6ver to. the one department and ‘buy fer the other.
Ve do that'to ‘& limited degree.- But by virtue of our having thesée sep~
arate ‘units; we. .. to avoid it as much as p0851ble, Bulck for instance,
doesn't buy fcr}Cadlllac.v Ye try to follow the same pr:nclple in our
company. But we do 1t on Ooc351on beceuse it 1s perfeotly loelcal, o
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I'11 tell you what we fre uently do. ke frequently, working with

that product department from the Genersl Purchasing unit, will arrange
~with the supplier whereby we will tell him the total usage and actually

- make an informal contract with him and then the other product devartments
~Wwill merely send the order to him. But it won't be logical, necessarily,
to place a contract because of the different types of specifications.,
You sée, when you get into these electronic parts, your specifications
vary so much, The Engineering Products. Department, where they are manu-
facturing some airborne equipment for the Air Forces, has to meet Army
and Navy specifications, for example, Those specifications would 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

.2 contracting arrangemant.

. QUESTION: During ﬁhehlast'tﬁb‘jéérs Sevéfal.offtﬁe very\large‘
. companies decentralized their purchase organization, such as the Ford

‘Motor Company ‘and others. The réason for doing that is to improve
. their vendor relations and improve their local sources of supply.

v Is there any general‘tréhd‘within'industry toward either centrali-
 gation or decentralization? -~ - o T : o L
MR. GOUBEAU: There has been a trend for some years toward decen-
‘tralization, The National Industrial Conference Board mede quite a
detailed study of it recently. As a matter of fact, I gave a talk at
“their annual conference on decentralization. So bthere is definitely a .
- tendency towards that direction-—at least to review the thing,

JVhen talking about the subject, I always counsel: Don't pick a
fashion, Rather, let us analyze the problem and see whether or not it
is logical. But there is a tendency in that direction. The women, for
example, buy dresses short when it is the style to buy them short, and

_they buy them long when it is the styvle to buy. themn long. Sometimes
industry is carried away with fashion, too. " * - :

L qu,fdecentraliéation seems.tobé .bhe thing to talk about. It

. isn't wholesale by any means. ' But there is a tendency in that direction,
‘certainly where 3 company is a large one and is growing and has numerous

products and numerous plants.

Life is complex today. You really sacrifice a lot by deciding to
keep everything under your wing and not delegating authority. Really,
that is all decentralization amounts to--take, for example, the General
Electric Company. Harry Erlicher had: pretty much centralized procure-
‘ment. But the General Electric Company is tremendous today and Harry
" can't ‘possibly manage all of this business, 'They had ‘to decentralize.

They decentralized like we,have,»by“prdduct'depérthpts, or by diVision.
. Then, beyond that, they have decentralized further down into the plants.
- They got so big, they had to, ‘ ‘ : ' ' -

TR T /7 TR T
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. QUESTION: Would you express your Opinlon, please, as to whether
. present procurement planning activities in the Armed Services w1ll Dermlt
vthe proper placement of contracts in another emergenoy°-

v MR, GOUB“AU' As a- matter of faot I have to be hoqest and tell
',you that I am not completely up to date w1th what is going on in the
HTServ1ces.7 I don't sell equlmment to the Services, so I don't know
exactly what is going on. But I do hear about it. I keep more or less
up to.date with the Navy. I don't see much: change in the Havy between
wartime procurement planning and what they are doing at the present
-'tlme. If. the Department of - the Armv is operating as it was during the
. war, by individual service, as long as they sit on top of their control
adequately, I don't see anytblng wrong wltn uhe,r aobroach

.. 'The aonrouch throu Th the 1esuanoe of the’ Armed oerv1ce Procurement
‘,Regulatlons,vl 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- 1ndustry who are not exposed te that may bs a

S 1ittle 1mpat tent with it, I realize what a tough problem it is, But I
- do think that certainly unification of policy and approach has to develop.
In other words, do a proper planning g job and do a proper procurement job,
I don't think one Service should do its buying one way and another Ser-
_Vvice do its buying another way. Somehow or other, they both can't be
right or wrong. There has to be some common approdch to ity Ve don't
permit one product department to go off in one direction and another
product deoartment to’ 8 off 1n the opp051te oJrectlon in our companys

Concern:ng unlflcatlon, mJ reectlon is that an awful lot of
people are talking about something they know very little about,. Vhat
is it that fellow said? "I kenow nothlqg about the oUbeCt so 1 can
talk freely on it." There are an.awful lot of people talking about this
who don't understand it. Iy message to the Serv1ces would be to concen-
‘trate on trylnv to thlnk qlx.he, anjwav._ ,

However, ‘T do see some progress. I am encouraged by it. I am not
so impatient.as maybe the average person is, But certainly the policies
“and the regulatlons haveé to be unvted, somehow or other, in order to
 operate, : : :

QUFSTION' Slr, do you -encounter any maJor dwsudvantages or dif-
- ficulties in procuring 1tems walch are avallab;e from many sources of
"'supply° ' :

, VR. GOUBEAU: T don't qulte understand Vour oucstlon, ”oloﬂel.
,Vou mean by vartue of ocarc1tf oP raw mater1 als? -

) QUESTIOWE .‘mhat mlght be one of them But supposing there are a
-5thousand different -manufacturers of a srnglo item that you are going to
“procure. Do you encounter any dlff;cultles in procurement when there are
so many sources avaﬁlable° Or JS it more the other way
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'3, GOUBEAU' That would be a nice Doqntlon to be in because then
‘e-vou are in a buyers' market, when there are sO many sources.

Ihen an item is avallable from.many sources of supply we select a
few excellent sources and obtain competitive prices vithin those
sources. We do not permit everyboov and anybody to bid, W¥e are not
forced to, of course, because in private business we have 'the privilege
of .spending our noney to the best advantage of the company. In Govern-
ment, 'I realize you, have a different problem. However, éven in
Government common sense should rule and business should not be spread

~out so. thln that the bu81ness is no longer preclous to your supplier.

But the thlng I wanted to bring home is that we concentrate on’
- trying to convince our people not to spread the work out too thin
because then the business doesri't mean anything to them. Te want to
- concentrate our business enough ‘so "that a person really feels loyal to
us. lie want him to feel so loyal to us that if we asked him to Joump
rthrough a hoop he would be w1111ng to Jumo through a hoop.

' I don't know whether I have Helped you any or not, but t“au is my
best: answer. T

| QUESTIONZR: Thank you.f

- QUESTION: You mentioned the Armed Sewvwces procuremenu act, Have
you any suggestions as to additional provisions that might be added
that would a551st in obtaining good prlclng9

R, GOUBEAU No., I think the regulations in the act are quite
adequate., laybe they are too adequate. No, T have- no suggest:ons
whatever, I think the act is all rlght. ATl you nave to do.is agree
on What to do. :

QU ESTION: . You covered orocurement by your manufacturing d1v131ons.
How-do you handle it for units such as your Drlnceton Laboratorv?

‘ " GOUBEAU: I mlll say, flrst of all, that each d1v181on of the

Corporatlon is separate. The Princeton Laboratowv doesn't “spend-much

money in a.yedr!s time. - Its -purchases are small., It sometimes draws

on our stocks in Camden or it might draw on our source of supply for its

needs. The Princeton Laboratory thus gets the benefit of our volume

productlon, but it does its own buying. - We would, of course, help the
Princeton Laboratory if requested to do so, but the pur rchasing problem

‘1sn't of sufficient volume to marrant central controls, or anything

of that nature. v

'QUESTION: How much of your budget ‘for the operation of the pur-
: chaolnv organlzatlon is soent on research, if any?
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- MR. 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 thlnxlng about what to buy in the future while
the operating unit is buylng in the present. And I‘donft think industry,
generally, does. R

What we do is to try to have our- system 8o organlzed that the buyer,
particularly the supervising bLyer, in a product .department has sufficient
time to do his planning and research as to how to improve his purchases
and how to develop new sources of supply. Our General Purchasing
Division assists him in that connection. It is not separate.

QUESTION: In conncctlcn with developing sources of supoly, you
get the vendor in the position where his business means a lot to you,
,‘Is there danger in extendlng that too far, to the point that your 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?

IR. GOUBEAU: Ir. Folsom has several favorite expressions--if any
of you know him, 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'11. worry about some-
- thing else." I don't mean to give you a facetlous answer, but there is

& 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 by taking the
bulk of a producer's output, and his purchase is suff 1ciently 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 polnt of view, he has to study his customer.
It may be that he has enough confidence in his customer and knows from
past experience that that customer will always be fair. It will 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
cutout. to that company. If I were a supplier, I certainly wouldn't want
to put my total output in the hands of just any customer because he may
be loyal today and dlsloyaT tomorrow

So I thlnk that it is the seller's own- responQ1olllty to protect
himself by analyzing his customer. If his customer is rel;able, he isn't
: g01ng to suffer. : o E
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QUESTION: I wonder if you would disclose 2 little more in detail
the functions of the price analyst and the engineering estimator in
your procurement team? : : :

IR, GOUBEAU: Ve do not have the procurcment team that I mentioned
would be desirable for the Servicés. The main reason we -don't have
that procurement team 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 difficult to buy that
way in private industry. : ' ‘ '

What we have is a unit in the--I'1l pick the Home Instruments
Department because that is where our. principal day-by-day volume is;
that is where our biggest repetitive items are. In our Home Instruments
Department, which manufactures consumer radio and television sets, we
have a group which is attached to the financial function in that depart-

 ment. - That group has these practical engineers and also has the guidanc
‘of the accounting personnel to assist in making up these estimates.

The estimating engineer, working with the accounting. people, wil
obtain from the Purchasing Department the cost of the materials, WTith
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 be made. By figuring out how it would be made,
then he can come up with an estimate of the cost, including the length
of time that will be spent in machining or processing it, and so on.
Through that means he cen come up with a pretty good estimats, It is
not so elsborate as when they ars talking in terms of 2 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 accounti
man helps him. Then he analyzes the type of manufacturing processes and
from that comes up with his estimate, The accounting man steps into the
picture when he starts to figure overhead, administrative expenses, and
so forth. : ' »

I think that is about as detailed as I 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?

MR. GOUBEAU: 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 our 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 worrying
about prices, or anything else.’ But the more you learn about what
your 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 vorrled—~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 down with them and talk about their potential.
One thing I learned in 1946 was that there were some companies that. just’
received orders and 51mplv put them in the desk drawer,  They never
once thought that if they had too many orders they wouldn't be able to.
£i11 all of them and someone; in the end, would be hurt: Ve don't want
to do bu81ness 1n that manner, : Co

, Xe have run up agalnst that sort of an operatlon. t.hen we-have,
we said, "Lock; if you and I are going to continue deing business
together, you must plan your production with us, based on what we have’
told you., If you can't supply the material, tell us, But don't take
the order and keep it locked up, then when we want it we flnd that it
isn't readv and our dellverles are late." '

I think that is-what you are pointing at.

QUESTIONER: No. I meant, rather,jkeeping abreast of the ability
of the supplier to expand in the event your business should expand.

1R, COUBEAU:  That ties in with it. As a matter of fact, we have
been talking with different companlas, on account of this television
situation, about their.potential for expansion. 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 with him about his plans, you have nothing to worry about.

QUESTIOH: I have a hypothetical question on common-use items.’
You have 1ndlcated that there might be a point where you are buying in B
such volume that any increase in volume purchasing viould not brlng you
any increased beneflts in theé way of prices.

Now suppose you’had three pgrchasés'in ﬁhatisame4céteg0ry..~WOuld
‘there be any gain in ‘assigning the purchase of .all that ‘to one? '
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. MR, GOUBEAU: There are advantages. Again, I'would prefer not to
enter into this, shall I say,; "warm climate," ' s

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 fellow 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 Navr 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 with the . other service, or else handling back
and forth for the other.service.‘_I.would'say‘that there dare defihitely

some advantages because then you can evaluate the entire industry.

True, it is not the only way to do it, but it is one way you can
do it. :

- .DR. HUNTER: Your discussion of the impertance of establishing
satisfactory supplier relationships hag been chiefly in terms of the
conditions and problems you meet in a rising merkst,:

Suppose you have the reverse of -that situation. Suppose we have
another 1929 and the years following. The problem takes on 'z somewhat
different character: competition becomes much more keen, more a
matter of dog eat dog; each one for himself. How does that affect
your policy? ' . - ' S

MR. GOUBEAU: The pendulum swings in both directions. Vhen you
come into & depression, your regular supplier has to adjust himself
to ‘conditions; he has to be competitive,. You can retain your loyalty
with him so that he can be competitive and sell you on the same basis
as the' going operation or else he will go out of business. If he goes
out of business, he is no good to you, any way. 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; otherwise, it is
foolish to do business with him because he isn't going to stay in busi-
hess. He will have to let his people go; he will have to cut corners;
he will have to cut down his entertainment expenses, and everything
else. After all, he may not be down to the last dime.

Our philosophy is, the loyalty of that supplier is worth something,

God knows it paid off dividends to everyone who followed that practice
before the war ang during the war. After the war, he was supported.
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S So,‘cpnsequently; I:think the same loyalty is. present. Naturally
" the supplier has to adjdst~him561fjto;COnditionS. I dor't believe, it
he is going to be,one—tenthfdfg§ne”percent:highér'than anyone else, in

throwing him out and doing somebody with somebody ekse., I think that -
should be the last resort instead of the firsbt. .

 QUESTION: You stressed several times the proper relationships
between the prime and the subcontractor in the development of competi-
 tion. VLould you carry that a step further in connection with the allo-
" cations programs, that is, the policy as to what we should do in another
emergency. Should théy,try'toAcontral the allocation of all those
subcontractors to a rather large degree, or should the subcontractors be
expected to continue‘their“6W$'r&i@tﬁﬂﬁ@@ip?f'Therevis’a very important
problem involved there. - = ~

YR, GOUBEAU: .1 don't think there is any substitute for having the
prime contractor carty that 1oad himself and, a2t the same time, retain
“the loyalty of his subcontractors. “The minute you become a master-mind

you upset that arrangement. : ' : I

However, you do have the problem of the over-all requirement being’
far beyond the industry's Subcgntracting‘facilities, such as you might
have in the case of components, There, I think the arswer is a close
contact between the Services and the prime contractors, working with
the subs. But I would not, for onc moment, take away from the prime his
responsibility, even though wou cannot afford to ignore it. If you know:
you are going to go much beyond the capacity of the industry, you have
to bring him 'in and you have to plan with him about expansion., After

you have done that, I would put it back in the hands of the orime con-
tractors. T e , e

QUESTION: Your RCA probqrementforganization is very similar to
‘that of General’liotors, I believe. You have a Director of Procurement
over the purchasing divisions, the same as they have in the various
divisions of General Motors. ' = :

Now the question is, in your organization do you work directly
under the comptroller or treasurer of the company or work under, let us

say, manufacturing or some other office of the firm? ¢

I'R. GOUBEAU: I, apparently,‘will be aécused of being.a salesman
it T keep harping on this thing of relationships. But here I have
another opportunity to stress it again, 1llr. Folsom and I have talked
about suppliers in RCA the same as vie did when we worked together in the
Navy. : ' ' L '

I,report\directiy to the exccutive vice president. Consequently,
that places the procurement function on a very high_level.f'For industry
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generally, T believe procurement should be under the direction of sz vice
bresident, who may concentrate on procurement alone. In that case, he
‘would report to the over-all general manager,

QUESTIONZR: Yes, The Procurement Director of General Motors
reports to the executive vice-president , - .

LR. GOUBEAU: That 18 very important. Tt should be on a suf-
ficiently high level, : ‘ : '

QUESTIONER:  Yes, |

V'R, GOUREAU: The philOSophy of thefcompagy is reflected in its
dealings with those on the outside, They are spending hundreds of
millions of dollars & year, They are buying sturf Just the same as
they are selling hundreds of millions of dollars! worth & year to custo~
mers. So you have both sides to conSider.‘ « :

. , It is very important, that that-reaches as close to the top, in

the way or direction, 25 possible. .

QUESTION:  Some of the books in the ICAF Library mention. the

close\tie—up between the Traffic angd Purchasing Departrments in the big -
cohcerns, In yours, how close does your Traffic Department tie in with
your purchasing? : : B ‘ ;

¥R, GOUBEAU: Traffic reports to me. I tie up purchasing and
traffic. The traffic managers of a product department, and the pup-
chasing‘agent either revort to a materials manager op else they report
- to the general manager of the department, So, you See, the traffic
manager and the'purchasing agent zre on an even basis and closely
allied,: They both report to the same person, e

GENERAL HOLMAN : Thank you, Mr, Goubeau4 for your very. splendid
contribution to our understanding of brocurement., I think this morning
- you have given us, in addition to information on procurement, some very
valuable thoughts on the philosophy of doing business asg well as business
- Organization., This has been really one of the high spots in our course,
- Ve are, indeed; vVery appreciative, )

LR. COUBEAU: Thank You. very much,

'612 January 1949~~750)S.




