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GE'~,E~L&L HOIIi&N: Our lecture this morning deals ~&th the responsi- 
bility of contracting officers and govermnent representatives .for prevent- 
ing any delays in production. In any large mamffacturing proicam there 
v:i!i be problems constantly arising which affect labor, materials~ and 
inspection, as well as just plain a@~i.nistrative ~roblems r~i~icn n,-c.st be 
solved. Decisions must be made at the plant or the tiN.strict !evelL. V~-~i].e 
the contract itself furrishes the basis for '~;aking these decisions, there 
is no substitute really for good sound business jud~.ent or the ~'art of 
the government representative who is ch-.mrged r:ith a~ministering ~,he con- 
tract. 

Our speaker today has had a wealth of experience in gover:mment 
contracting. He -~.as devoted nmny years of his life tor:ard pro~.'ding the 
Air Force with better airplanes. He has ~';orked in the field of research 
and deve!opr~ent, production engineerin3 and &3.so in orcc'~'emer, t. -)~ing 
the war years he was Chief of the l-~rocurement Division at Y/right Field. 
We knev,~ him last year as the Deputy Director of the Logistics Div.-sion of 
the Army General Staff. He is now the Oeput~" Co~..anding General for 
Operations of the Air I~[ateriel Cor~aand at ?.fright Fieli. 

~ i~;-a~-orn. }:iajor Gen- It groves me o~ ~at pieas~re to ::elcome to this - -  ~-~ - 

eral Or-~l R Cool-., v;ho r.&].l discuss "l~roduction -~- ' q' ~ .... :" -~-" • , J  on- • =rOO_OL~S ~&_ecoqng ' ~  

tractual Relations. General Cook. 

~" ..o:~=n. ~ a ~ _ : .  will not be a O~PAL COOK: Thank you, General ;~ ~ -~, ![y ~ ~'" 
lengthy one so you can look forc:ard to not spend/.ng too much i~.e in here 
!istering to me. 

There is rzothing romantic @oout a ~oroduct4._on orob!em,_ ~.~.tnough~ ~ ~ ~- 
in a busJ~ness sense, its results may bc spectactO_ar. ~ ~-,~+-" re . . . . . . . .  o~l T.'&~ Ob i e/ns 
run the gamut from a simple, tool or process difficuT_ty to those t~"* can 
result in complete, rt~ination of the production enteror4. _se, p._~ h~,smca.~ij- • ~ --, 
financially, or socially. 

,1,~el~ner ms there an3~hing romantic or spectacv&ar sJOo~lr.h a ~roduc- 
tion contractj particularly the h~mdrum but useful varietzr ~','ith which we 
-are familiar. The purpose of this introduction "_s to d'.spel a ,~ i?.lu- 
sions that a l..<:~t novel might be vlTittcn ~round t~e subject of this lec- 
ture, or tb~t it co~i].~ be successf~.ly employed as a vehicle -for a li;1;ht 
op era. 

Before discussing :production F~rob]_cms, i t  is fitting t o  z ' e v i e v , "  

some of the fundamental e!em~nts of both croduction and contracts. 
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Production generally may be reduced to five f"~ndamental essentia] 
These arc: (I) manpo~:er, (2) machines, (3) materials, ("4~ ,:~n<~o~e~,:e.~a ~ a~ 
( .~)  money. 

I v~ll not discuss at this point any one of these essertials 
because I am certain that you are familiar with their meaning and t~es. 
Ny purpose in mentioning these essentials is that difficuD.ty ~ith one or 
more of them can and does generate production problems. There are other 
causes of production problems~ but there are very few which cannot be 
reduced in ftmdamental terms to one or more of the five essentials. 

In general, the elements of the kind of contract :'~_th which we az 
most familiar are : 

I. Its F~pose. 

2. A description of goods to be delivered--the 
specification. 

. A t~ue and rate of delivery--the starting 
date and delivery schedule. 

~. Place of delivery. 
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6. 

The consideration--and how-, ~.vhen, ~vhere, and 
to :~fnom payment is to be " ~ "  : .  ~.cAe. 

P ~ and/or enal~_.es inc ent'.ves. 

7. Method of change or amendment. 

8. Special pro~-isions. 

The production contract is a]znost invariably either fixed price 
or cost-pius-a-fi~ed fee~ but it is important to remember that there is 
considerab]e difference in the admi_~_~stration of these t~q>es of contract 
In the pure fixed-price t~,e, the contractor asst~::es a reasons)ole risk 
~vhich usually is compensated by higher profit. In the cost-nius-a-£ixed- 
fee type, and fJ~ed price ~Jith price re@eterr~ination, the Government 
assumes practically all the risk. This factor is mentfoned at this time 
because the same production problem may affect contrao'~ual re]?.tions 
under one type of contract but not "Lm.der another. 

The subject of contract amcn~Lments and changes is as complex as 
the subject of production problems. Changes in contracts arc made that 
in the strict sense of the v.~ord do not affect contractual relations, jus" 
as there are production problems that do not affect contractual relation; 
Changes in contracts'that have been awarded as a result of competitive 
bidding is a special subject, and for reasons that arc olovious or ~:ell 
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kuqown to you. It then can be said that not only may the t~?e of centract 
influence the effect of a production problem on contractual relations, 
but the method o£ award may influence the effect as ~.';ell. 

? ~ a t  is a production problem?. Broadly, it may be defined as a 
circumstance which adversely affects the ability of the producer to 
deliver his product within or at the time s~.~ecified, by the con~rac~ • "~,~ or 
which confo~.s in all respects with the contract specificatior, or within 
the costs anticipated by the contract. The circmnstances may be generated 
by the Govermv.ent, by the contractor, or by influences over which neither 
has any control. Amy circumstance wkich enables a contractor to e~.-ceed 
the recfairements of his contract, obviously, need not be a prcduction 
problem. 

For p~rposes of ".llustration, I ~,~Ii start with a contractor who 
has a factory that is operating perfectly and producing on schedule, in 
strict accordance with the centre.or specification, and v/~thin costs 
anticipated by the contract. The stage nov: is set for prod~;ction ~.roblems 
that ~.~!I affect contractual relations, and which I ~,~_ll introduce to dis- 
turb the peaceful serenit[f of my victim. 

In accordance ~..ith the terms of the contract, the Government fur- 
nishes certain property to be installed in the end item being delivered by 
the contractor• For its convenience~ the Govern~.-~ent decides to change the 
type of prope~y being installed. 

The new article of goverr~ment-furnished property cam~ot be 
installed without physical cl~.nge in the structure of the end item. The 
change requires engineering, new or additional materialsj new tooling, 
fabrication of nm~: installation parts, or purchase of new vendor-furnished 
parts, and training of employees. Cost is increased, and del-'.:¢ery is 
delayed. A contract change is required to fit the n~'.~ conditions and is 
duly negotiated and executed. 

I~iy tunsuspecting victim, is successf'~ in recoverinz his fo~ner 
tranquility, when a perfectior~st in his ova fau~ly~ in the form of an 
engineer, thinks up a new v~_~inkle t-~at ;,ill" save costs in proch~ction, 
that ;~!I not in anv ~-~ay reduce the utiiity~ d~rabi!ity, or f~mction of 
the product, but does not L~prove the ~)roduct. introduction o£ the change 
will not affect the delivery schedule, but it ~°,dll cause the product to 
deviate from the exact requirements of the contro.ct sy.'ecification. A 
request for the chc.nge is made by the contractor and is a~reed to by the 

• ~o~ ~r~,ct ~.raen~ent ~s n~oo~m,,~cd "~ Government A change order or ~ -,~ ~ " ~ ~'-*' ~,~__cn 
extends to the Govern/went a reduction in "crice as consideration. The 
change order is duly executed, and production again smoothes out. 

After several weeks of untroubled calm and peaceful production, 
the contractor is confronted with labor trouble. The union represented 
in the contractorls plant votes to st~he and, after the legs.:_ cooKing-off 
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• ~ ~ ~ <_rbl u~ ~ '~I0~. period, goes on str~/¢e i~eoiera~ mediation, conciliation, and ~ "~ ..... - 
all fail. The strike is <protracted. }-ateria! orders must be canceled oz 
suspended, and vendor-furnished items cannot be accepted. The ~la~t~ .... is 
at a conp._,~e standstill except for main%enance and sec[mity. The circ~r 
stance is beyond control of either the Government or the contractor. 
After several weeks of negotiation, the contractor signs a hey; agreement 
with the labor union which, among other Rro%~isions, includes sd~stantia! 
increases in rates of ~-~- i ~  • 

Several production prob!em.s have been generated. Costs ~z--.!! be 
higher. Labor costs are increased as a res,~_t of the ~,mge raises. 
l,[aterial costs are _.n~re~sed because of the necessity for reordering a-~d 
resched~mling naterials. D<m_ing the strike a signif'.cant n~mber of v~rk- 

~s:~ e._ o., e, new and mntrazned men obtained emplo~..~.ent at other work, +~"-~ ~ " 
people ..~'n -~7~ to be recruited and trained for these vacancies. The ccn- 

~ defa'¢.~t in ; ~" -" _ tractor a~ready is in .~e~ver~ oe his product, and a new 
~ " -  4 ' ' u [ ¢ y e  Of co~bra( delivery schedule must be es~o!~sne~. Recardless of t h e  -~ ' ' -  

u n d e r  which the contractor is ,,~,,~_.u,~-~ chan~e, orders or amencc...en~o~ - ~ ° m~s~~ ~ ] 
negotiated, and the negotiation is as complex and involved as negotiatio~ 

~ - ~ ..... tkis ~}articular con. of the original contract. A.~e~ all +;-,~ tro~b!es, 
tractor completes his contract w_.t..uou.~ f~,~rther ~-~-" " ~ ~ - U . , _ = i : L C  : t~  o ' , ; ,  but you ,~a~,,, .., 

rest assured that during the remainder of the !ire of the contract, he i; 
neither tranquil nor serene'• The mana- ~..~nv~'-:; ' figurative!y, sits on the 
edges of its respective chairs for a long th-.~e. 

Having done considerable mischief be one contractor, ! will tran~ 
at ~ -. fer my diabolical ~en~mon to another "::he is suffering from a bad case 

of postwar complacency compounded.with the a~.~foition to be i~.iro Big in his 
field. He has a comfortable backlog of so,Jmd government orders, but 
decides to take in ad~±~.:on <~ real flier in a ~'~<~ , "'*-" ~_ohly spec~ative product 
His  i n v e s t m e n t  i n  d o v e l o v a e n t ,  r::a~o..._.~l~ i n v e n t o r y  an5 ~,~ork i n - 9 - : ' o c e s s  
r a p i d l y  i n c r e a s e s ,  a n d  h i s  , ,o:~,~no c a p i t a l  d e c r e a s e s .  He ~ ' ~ , "  ~ :  . . . .  d ,  b u t  
t o o  l a t e ,  c o n c l u d e s  t h a t  h i s  i n v e s t m e n t  i n  u n s o l d  and  ~ ] s a l a b l e  i n v e n t o r  
of the speculative product more than offsets his sales of the so~.~d 
product; he is in a serious predicament. His suppliers are clLa:.uoring fo 
pa3~ent and are vg±thdrawing credit, ills bankers consider i'm a bad busi 
hess risk, and he has only enough cash to [my ILiS employees for a few 
w e e k s .  He £ i s u s a t i v e l ~ r  i s  i n  t h e  c e n t e r  o f  a , . a ~ _ o L o m  o f  h i s  o-:.~ r.a~cmn 
Although the product which he is making for Dhe dovermlent is so-~u~d and 

ma:..,_; do!ivories on sched ursen~ly needed by the Government, he ca~,not - ~"~ 
ule, He appeals to the Government for relief. He is as ~,'-'~ L:=v~, a risk to 
the Government as he is to his banScers. A solution finally is achi~vod 
by distributing ~" ~n~ risk; the requisite contract changes are negoti~ted 
and executed; and the contractor resm~.es delivery to the Gover:~ncnt~ v.it 
the bankers and the Government broat],ing dov.m his neck and stepping on 
his heels ¥.~%h every move that he makes. I{e f~n~,-_, ..... ~, e;;.erges from his 
.difficulties a sadder and, I hope, a wiser contractor. 
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An encyclopedia of production problems that wilt affect contrac- 
tual relations wo~Ad contain hund~eds and perhaps thousands oi case 
examples. The examples I have used are simply illustrative of the fact 
tb~t any ]production problem that prevents the contractor from compi~ng 
v~th the terms of the contract will affect, in general, contractual rela- 
tions and ~II req~uire some form of amendment of the contract. 

Some causes of production problems are: 

I. A requirement for the use of newly developed 
material, or a unique material v;hich is diffi- 
cult to obtain. 

2. A change to a standard or more readily ~roc~ - 
able r.at erial. 

3. A change in detail design to improve utility, 
functioning, or durability of a component. 

~4. A change in detail design necessitated by 
fabrication difficulties. 

~o Changes in design or fabrication required for 
safety in the use of the product. 

6. Changes in installed government-furnished 
property. 

7. Changes in rate of delivery--at request of 
either contractor or Goverm~ent. 

8 Chan~e in ~ ~7 . ~ot~_ quantity on contract. 

9. Labor problems. 

I0. Training of ~vor]~nen. 

ii. Poor management, 

In my opinion, this last is the ncst prolific cause of prod~-ction 
problems, although there are man5 ~ who ~'~i!! take issue v'ith :.he on this 

tm_s statement is that labor tro~(oles, finan- point. !ly reasoning behind ' 
cial difficulties, and problems in production techniques frequently can 
be traced back to errors in jud~.~ent or lack or alertness in recognizing 
a minor difficulty as a potential full-scale problem in tLme to dispose 
of it before it develops. The Cevernment ~ - c~m~o~ be excluded from being 
either a principal or an accessory to poor management. As one party to 
a contract, it can manage its affairs so poorly as to ~upose neeC~ess 
production problems upon a ccntractor <:ho, ~p.der more favorable cJ~'c~am- 



stances, would be'generally successf~,z! in avoiding problems that v,'o'$_d 
affect contractual relations. 

Earlier in this talk, i mentioned that a nroduction problem -nigh 
be generated bythe G0vermment , by the contractor, or by other influence 
A production problem generated by the contractor, and of a t3~e which 
requires a change in contractual relations, must be caref-~!ly scrutinize 
Some changes of this t>?e can be avoided by careful negotiation of the 
original contract. A production problem generated by the Gover~ent, b~: 
at the suggestion or instigation of the contractor, must be even more 
carefully scrutinized. Change orders can be used as a vehicle for indi- 
rectly achieving over-all more favorable terms than :;ere specified in tD 
original contract. 

Contractors generally do not attempt to use this stratagem for 
recoupment, but it has been employed. You may recaP_! a verse from ~~ip!i 
"V~o shall doubt 'the secret hid under Cheops t p~.Tamidl was that the cot 
tractor did Cheops out of several millions? :' 

Production problems that affect contract~l relations usually 
affect the cost element of the contract, and most frequently res~it in 
higher cost of the ~roduct called for in the contract. Avoidance of the 
~roblams must be sought, both by the contractor and by the Oover~.~.ent. 
Failure to properly anticipate all possible requirements during negotia- 
tion or in advertising for bids resu2.ts in problems that add to the cos± 
Changes of mind after ~xecution of the contract add greatly to cost and 
usually delay delivery. If i have accomplished nothing else by this le¢ 
ture, I hope that you have been impressed by the fact that a oroduction 
problem that affects contractual relations may occasionally bc welcomed 
by a contractor, but generally is bad news to "oo*'~m the contractor and t~ 
Government, and especially to the Government. Thank you, gentlemen. 

° 

QD~ESTION: You mentioned som~' ~+'~n_~,~'~ about the Government being a+~ 
fa'~It in the negotiation of ~-~ ~ ~ " ~ , ~ . ~ o e  contracts or ~e~Imng in -'~ . . . .  CO~.~l ~C ~S. 

~buld you elaborate on this a little bit f~rther to give us some examp!c 

GE~.~RAL COOK: Unless the people v ; h o  are negotiating the contra( 
on behalf of the Gover~ent know m<actly v.:hat %hey vrant at the time the 
contract is negotiated, and unless they are very ccmcft~ to see that a!3 
of the requirements that are going to be piaocd upon the contractor arc 
carefully spelled out in the contract durin~ the negotiation, the Ocverr 
ment frequently discovers that somet}~Ang was forgotten~ or the contractc 
discovers that something :vas forgotten~ and the forzotten element has tc 
be taken care of in the form of an amendm,~ent. That is just ordinary goc 
business as observed in intercou~'sc betv.~een business organizations~ 
v:hcther the Goverr~ncnt is invo!vcd or not. Does that satisf3~ you? 

QUESTION: In one of your cxamples you mentioned the contractor 
who got into hot water and became a Door £inanciai risk~ you said that 
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the Government assisted the ba~(s in taking over that risk. Wo<~d you 
state how the Government c o~Id assist in taking over risks? 

GEYEPAL COOif: t~nder certain contracts, prog~ress pa~,~:ents and 
advance payments can be made. I£ you s_~e not familiar wfbh f;Lnancin~ 
and financial operations, you v.~i! find that banks so~.:~et~nes <viil joir;bl~ 
decide to make a loan to a contractor by dividing up his requ:"rements for 
cash among several ba~J{ing institutions. So in the illustrative case that 
I gave~ I probably should .have elaborated, on that and said, not only did 
the contractor negotiate loans with several ba~:s for smaller amounts "<..~th 
each ones but the Government aiso~ in order to meet the ban]:s, advanced 
certain smas of money to distribute the risk among several different 
places. That is a de¢~ce that is used quite frequently where a com.uercial 
enterprise isn't too sound financially but has a sotund prod<ct, or has a 
good backlog of so~nd orders and has Just gotten itself it.to .financial 
difficulties by bad management. A.~_so~ conc~renb with tal~ng on a distrib- 
uted risk~ generally there is a change in management. The ~ -~ " • .a,~ ms there 
almost al~vays is a change in manage~r~ent. 

QI~STi0N: There seems to be some difference of opinion about the 
advantages and disadvantages of a contingent contract. Coifed you -bell us 
a little about that, please? 

GE}.~'F~qAL COOK: {~at do you mean by a "contingent cont:ract?" 

QUESTION: For instance, in industrial piamning, a contract is 
let to one manufacturer to produc~ a hun~-ed articles at a certain date. 
}.{aybe l.,i-day boosted it tO a thousand per month. ! ~nderstand that is a 
contingent contract. ]~at are the pros and cons about that? Are they 
used by the Air Force? 

GE~.~gRAL COOK: No, we don't use that t~e at this time to my 
~qow].edge. There may be one or two. But otto ~eneral belief in connec- 
tion with that preparatory t~c of contract is that all o£ the production 
planning and perhaps enough production to prove the tools--if the cl-ticle 
is not i~r, ediately required--is the best v.~y to prepare for f:~ther pro- 
duction. But the Air Force has so far found itself short o£ f~!n,ls for 
very much of the preparation in the 7.,ay of getting tools and proving the 
tooling, except for those' items that ~'.~e actually are purchasing "end 
.actually need nov~. i don't believe i have quite ar.swered your question. 

QUESTIO}~: Well, an example, sir, I "bb.irJ~ "Republic" mention~ed 
something about contingent contracts, :~nd they in turn ta]clng; them do~-.~n 
to a subcontractor, and ~.-;hether or not the term "contingent contract" 
actually meant anything, if they cot~id be enforced at all or if a situa- 
tion ~vo~lld arise after Di-day where production could not be met due to 
reasons beyond the control of either the pr--me or: tLo subcontractor? 

GEI'.~LRAL COOK: Do you ,v~_.nt my personal or~inion on it? 

T.~'~..,~z -C.~ ~,Tr,~i~- ~ W ~,~ .,-~.~ T]D'. ~. 
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QUESTIO?.~UfZ: Yes, sir, that is v~hat ! ~'~as asking. 

GE~"~&L COOK: ~,,[y personal opinion is that they are not r~orth 
very much. I T rould hate to have that i.~luence anyone. As you sa'j~ con 
ditions change, and~ ~nless the contract is renegotiated periodically, a 
at fairly short periods at that, I don't thir~ that the contractor could 
start off r~thout considerable revision of his clans and the contractual 
instrument. Personally, i believe in having all production p!anninj and 
contracting r ith the contractor ::he is almost certain to be called u~,on 
produce in the event of an emergency. He r:o~m].d have his ~mduction plan 
ning completed, i~is suppliers picked out, and perhaps T:ould have done so 
of the prel~inary negotiating ~ith them. The negotiating ::ould be T:ho! 
on an inform~l basis~ not on the basis of a contractual instr,xnent, boca 
conditions can change very rapidly. After al!~ the production planning 
the prime contractor and getting an idea do~m on paper in a plannin Z T?O: 
as to whom he is ~oing to use as suppliers and vendors and telling them 
plans to use them, and making plans for it is, in my opinion, the most 
effective r:ay of doing it. Of course, it is the cheapest Troy. Perhaps 
look at it from the standpoint of economy. There is less loss to the 
economy of the country }.~ith that t}?e of proced~me. 

QL~STION: %~hat is the usual practice in absorbing ii]creased lab 
costs when a plant has had a strike in ",vhich v~orkers get increased v~ages 
Does the Government ta2e any of the additional bu~'den? 

GE}J~KAL COOK: It all depends on the terms of the contract, if 
the contract has that provision in it, yes, that is added to the cost el 
the contract or whatever the negotiated proportion is at the time it 
occurs, in effecting a change order. In the case of cost-nlus-fJ_xed-fee 
then the Government does absorb all the cost. 

There are some details corLnected with that. The Government is r 
per~&tted to absorb the cost of legal assistance ~d~_ich is used for--~ve!l 
! think the labor ~u~ions call iL--figi~ting the labor fusions. There is s 
certain proportion of the !e~al costs that the contractor i~as to imctu ~ 
even though the plant isn't operating, and if there are any added costs 
which are caused by the contractor havin[~ tc take on additional !av~gers 
to negotiate v:ith the labor ~u~ion, those ad~ition~l legal costs are not 
a]lovred generally, or if they are allor~ed, there is apt to be quite a hc 

QUESTION: In handling most cases, ~rimate industry doesn't have 
chance to negotiate its contracts, so v rhen a contract is made ti:at is i~ 
Industry either makes or loses money. The Ford Fotor Company, in order 
get around that contin[~cncy, maintains a Price Analysis Department. In 
contracting for your requirements, does the Air Force maintain a price 
analyst and just how does he enter into the contracting business? 

GEIIk~LIL COOl(: Yes, ! believe that is general practice. It is 
general practice throughout government pr~chasing institutions to use 



price analysts in the mi!ita~ departments. Those price analysts ~:;ork 
generally r:ith the contractors' price analysts rc~til finally they, on 
items that there is some disagreement about, have a meeting of the minds. 
Generally~ a contract of Large proportions is not negotiated ~;ithout the 
services of a price analyst, even fixed-price Contracts. 

Nov¢, in ansvzering the co~..ander's question sfoout the cost of 
strikes, on f~ced-price contracts, there frequently: is an "Act of God" 
clause dr article in the contract that stipuJ.ates r.~,'o +-'~ "~ ,~ = ~  ~.~tmon,~ of certain 
parts, or lDrovides for reneg0tiation of certain provisions of the con- 
tract--if lightning strikes and the plant burns devon; if strikes prevent 
material coming into the vlant; or if strikes prevent the contractor from 
performing; and so on. In those cases, there does have to be some renego- 
tiation and amen~nent cf the contract to take care of that y~artic~./Lar 
occasion or production difficv~ty that restated from the strike. 

QUESTIO~: ?Tith the desire of Congress to distribute these ~overn- 
ment av~rds to small business as well as to large business, co,told you give 
us an example of how ~ve take care of that in the Air Force? Take~ for 
example, the prime contract on the B-36. ~Se have novs added four more 
engines to that airplane. Just exactly hov.~ do v;e handle a large contract 
like that so small business gets its share? 

GE~'~L COOK: I assume you are familiar ...... . . . .  ~.~n the provisions of 
Public Law ~!3 "~vith respect to small business. At this t~e, as you ~ " 
there is no way in which tile Government can ~ay a premi~ to .~ms..~_! busi- 
ness. Other things being equal, the p~rchasin~ departr.ent ca;a, in negoti- 
ating contracts, direct some of them tor;ard small business firms~ but in 
the case of contracts that are a-~vardedon the basis of formal advertising, 
there is no choice. If the small firm. vzD.ich has bid is the lowest respon- 
sible bidder, it gets the business; if the !o~;est responsible bidder is a 
large orgar~zation~ it gets tLe i~usiness. 

In com~ection v:ith such contracts as the B-36, the o_/Ly action 
wLich the Goverr~-.~ent can take te direct business to ~;~:~_..~ businesses is 
to ask the contractor to select smaller concerns ~.~here l~ossible for him 
to ~et the performance that he desires ~ ~ ~ --- " ~.~ " ~' _..or ~._s v~o_ furn_.s._~ eou~.oDt° 
The contractor co~id have small businesses make :.:s_ny of the components of 
the article that he is building. There can be no legal pro~sion of the 
contract to require him to Zo to any smaller concerns if, in his jud~'.-~:ent, 
they cannot do the ~vork that he v.~ants done, the v~y he ~ants it done, and 
~,vhen he ",.rants it done. 

QUESTION: This has to do r~ith the di'~sion of responsibil'_ty of 
the various echelons of the Air Force in contracting .... + ...... ao~mnms~ra~mon. ~Je 
have heard that in rrar mobilization ,Teriods the nesole in the field are 

. ~ 

frequently called ui~on to make sDot jud~aents v.~hich ",~-o~,~d affect contract 
and production problems. * . . . . . . . . .  ~,o~ is that ~an~!ed in the Air Force? Where is 
the division made beov~een f'.eld resnons':oi!itv and the responsibility of 
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yo~r headquarters at lqright ~mield and the responsibility of headquarters 
at }Tashington? 

GEh~P~L COOK: That is a pretty diffic-~.t question to ansi;or, i 
don~t like the "di-~ision of responsibility" p~rt o£ it. I ~:,i].l cmLl it 
"distribution of responsibility" rather. Headquarters in V~ashington 
gives the Air Zateriel Command basic instructions as to rcquirmuents; wha 
it is to purchase or have produced. The }k~teriel Com:?~nd has L~ director,< 
called "Directorate o£ Proc~0~ement and Industrial Planr~ng" ::,'hich maintai 
a centralized contracting agency, ps, rticuiarly for the large contracts. 
has branch offices--actually branch offices and not sui-~.rate stations--in 
the field~ called "Air Force ~<rocurement Field Offices." ~hey actually a 
a part of the Directorate of Procurement and Industrial Planr~ins, and the 
main job at this time is contract administration. 

The contracting officer ~~ho negotiates thc contract, []enerally, i 
not the contracting officer :~-ho administers the contract. There is a 
transfer o£ responsibility. Ho~revor~ there is one man who is airways res~: 
sible. At the time ~:hen the negotiation of the contract is completed, an 
it is a finally approved document, the negotia%in~ contracting officer th 
has completed his job. The contract sees to the field to the contractinz 
officer who then has the responsibility for its administration. 

No~,:, in time of emergency the acb?.inistrative contracting officer 
has considerable lee~,~ay, i£ a change has to be made on the spot, in orde 
to keep production going, he has authority to make that change, but he mu 
im~.ediately report it back to hGadquarters for confirmation and accept~nc 
by the people ~=:!~o negotiated the orig~ina! contract. ~'~ =n~re is ,~umte a pro 
cedure set up for that, but i can't tell you of all the details right her 
boca ~se it is fairly comgl~x and ! am not familiar in detail with all the 
actions ~ o:.at are required. Does that satisfy you? 

Qb~STION: Yes, sir. In a case ¥,,hc, re you have to renegotiate you 
contract~ due to change in ~overnment-f,~rnished property or some such 
thing as that, is that renogotiation done at 7[right Field? 

GEB[ERAL COOK: It is done at VTright Field <d.th the assistance and 
advice of field personnel. 

QUESTION: General~ :;that is the approxLmate proportion bctrreen 
contracts let "omder bid and ~m.der the nezotiation t~pe now? And regardir 
neo=otiation, ~-hich t}-pe of negotiation do you prefer? 

GE}~%~IAL COOK: 71el.l, there are~ as i reca!!~ seventeen situations 
covered by Pu~o!ic la~,~" ]~!3, or seventeen exceptions under :,,'hieh you can 
negotiate contracts, i think that, in the ty~f;e of [overmment that ¥,e hay 
and that ~e fight for, open competition is the best ~my o£ getting Yrhat ~, 
need. But that has to be tempered :;ith jud[~ent and experience, and the 
competition should be bet~'~een prospective contractors ~:=ho have the capaci 
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or the facilities and the abm ..... y to ~roduce what is required., ~'~hen it is 
required. I don't mean co'..peomt_on to everybody, including the back alley 
garages that are !oo]~ng, perhaps~ for a means of getting a little ~.eip to 
build a ne',v garage Under those mxce~tions covered in ~'" ~ : 
there are certain t)~es of contract that must be negotiated, i~ou just 
si.nply cor~dn~t go. out in open competition ~::ith some of ~~e.,:~ o~e course, 
for reasons of security. You don't ~,~ant the contract publici'.~ed. In 
others, representatives o~ Govermment ..... . .~:uo~ a ~artic,'~lar concern or a oar- 
ticu~ar individual w'ho they ~o~.'r to the exclusion of evezu/one else can do 
that job best, ~articu!arly in research and development~ amd in those 
cases, o~ ~ eo~rse, it is o~y reasonable that they be ne~o ..... b.~. Ue@~ot~- 
ation can and sho~l~ include the e].ement of co:..pe~mtmon, and frequently 
better terms can be sectored by that means than by formal advertising. 

Q~SIIOI..~ ~ ~: o~, ~'~hat I meant ~::as t._.~"~o actual production today, herr 
much, ~.,hat proportion is coming from competitive o._ao~mn~ ~no. ~chav from 
negotiated contract? 

GEneRAL CCOK: i can't ans~ver that. i haven~ any s~.~.,ms~mcs on 
that o 

QUESTION: }}~e have been told that current contracts are being let 
with an eye on the future industrial mobi!izatJon req~irementso That 
seems too Iov: on the current proctmememt function and pla~_nin2~ f~ction. 
Could ,~ou say something ~oout ho~..r future - ~.~" pla~n_,.~ s f-'~ctions ~et into the 
contractual relations bet-,:een Gover:.~.~ent and industry? 

GE~.',~RAL COOK: %~,quat you have been told is true, and you perhaps 
notice that the AJ~ Force has its procurement function and industrial 
p!as~ming function under the same directing head, the reason bein S ti~at 
t!iose t~vo are ir.tim.ately tied together. ~.Ve are in cert&:in comtr~.cts 
today perm&tting or ~irecting the contractor to h~ve tooling and facili- 
ties available for a possible hicher production rate than is required 
under the delivery terms of the cozltract. For exam~le--I won,t mention 
any particular t~q~e of aircra£t--in a certain aircraft co:~tract, the 
contractor is required to deliver a ma;~ir.-~i of ten aircraft i:er :nonth~ 
say, over this coming fiscal ;}-ear. ~'-~o;~ever, he is required to have 
available and to maintain tooling and other facilities that ~:i2.1 enable 
him to produce fifty aj~cra£t ~2er month if need be, after a certain 
~eriod of time. ~'Iow, that same ratio ti~at I i~o.ve used doesn't apply to 
all. The, t s~.me princil~le is used in other things besides co~plete air- 
craft. So some o£ the costs of industrial plannimg c.re included im p~o- 
duction contracts, and that is done '.'~ith the full la~o~rled~z,~ c~f eve~D'one 
~,:ho has anything to do ~.~ith the appropriations also. 

QUESTION: in connection v.:ith that excess capacibzr tha-~ you just 
spoke of~ does the Air Force actua!lz~ acquire excess i:~roduction planning? 
In other ~::ords, is there additional pianm-.nc on l~.per for excess ma:cimmm 
pr oduc tion? 

Ii 
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GEI~L COOK: Yes, w~e have. 

Qb~ST!ON: Do you actually get, and in the case of ma~¢Lmur, orodu< 
tion requir~nents, actually use oh~t same set of plans for additional :~r< 
duct ion? 

GEI'~L COOK: l~fe are not so much interested in ha~ng the :~lans 
as we are in the contractor having the plans; we thir2~ he is t.~ man to 
the job and not the Air Force. But n,e are interested in his having the 
plans. Additional ca!~acity above :vhat he needs for his i~uuediate f'rcduc 
tion car~uot be provided uni.ess he can shor.r justification for the additiol 
equipment or perhaps a more d~able tTpe of tools thnn he needs for the 
i~.ediat e job. 

COLOneL ~i~,~ . . . .  ~D~. General ~ooI,, on behalf of the College, I thr.nk 
~a~k and informative discussion period ,, for a most interesting ~ 7 . Tha~ vo 

very much. 

(].3 .~.~ay 19~9--75o)s, 
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