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CAPTAIN MILLER: The subject of our lecture today is ,,Industrial 
Procurement." To date we have been studying military procurement. 
It is therefore appropriate at this time that perhaps we should look 
.into the manner in which industry does its purchasing and thereby we 
may find some techniques or methods that have application to military 

procurement. 

Our speaker this morning has a wealth of experience in procurement, 
both with industry and with the military. During World War II he served 
with the Navy in the Office of i-~'ocurement and Material. This office is 
the present Office of Naval Material. He is currently Vice-President of 
Radio Corporation of America, Victor Division, and Director of Naterials 

for that corporation. 

It is a pleasure to welcome back to the college and to introduce 

to you, h~ro Vincent Goubeau. 

Nr. Goubeau. 

~. GOUBEAU: Thank you, Captain. C~od morning, gentlemen. It's 
nice to be back for a li~t!e discussion with the members of the Indus- 
trial College. ! don!t know that I should mention this, but I am going 
to, anyway. The last time ! was here, ! gave a talk and ! believe you 
will find a copy of that talk in the library. If you have been reading 
it you might find something there that I am about to tell you again this 
morning. As a matter of fact, some of you might say, "V~ell~ this is just 
a phonograph record." But, gentlemen, that really is not the case at all. 
The fundamental approach to procurement does not necessarily change; the 
plan remains fundamentally the same. However, i thought ! might throw ~ 
a new thought here and there ~ the course of my remarks today. 

The purchasing o r .  procurement function in industry has come a long 
way in the last IO or 20 years. The purchasing function was not always 
considered an important function in the industrial world. ! think pro0- 
ably it was because there was not enough attention focused on the results 

of the purchasing operation. 

it has been difficult to evaluate the effectiveness of the p~chas- 
ing function in industry. I b~ve an idea that was principally the reason 
for purchasing not being advanced to the position that it deserved in the 
earlier days. But during the last war the importance of purchas~ig cer- 
tainly came to the fore. Many weak spots were found and industry went 
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about improvinz them. After VJ-day, when we in  business ~'~ent back on 
otu " (~'~, so to speak, v~-ith controls removed, I recall many people in 
the bus~ess world saying, ".!t,s too bad ~ve haven't got the controls 
back again." 

Although it was temporary~ ~e had a very ti~ght supply situation 
.fo!!o'~Lu,Z VJ-day and a lot of labor unrest made things still worse. 
During the reconversion period many high-potTered executives of cor- 
porations were out po~md~g the pavements trying to get material. 
They thought the purchas.ing function had not done the job ~ve!l enough. 
Ho~vever, they soon found out they did not k~ow so much about purchasing 
after all. ' 

Now, I think that was instrume;~tal in bringing about the realiza- 
tion that the purchasing function is an important one. ! s%Tess that 
because there has been a transition in 5ndustry. More attention has 
b~en focused on this acti~d.ty~ In order for a ~.unc~en ~ ~" ~ to operate 
adeq~mtely, it is frequently necessary to give it management status~ 
certainly, purchasin Z beiongs there. 

One of the points we might mention, in connection ~ith the 
purchasing function, is the percentay~e of put, chased materials against 
the total cost of the equinment being produced, in our industry it 
may r~nq 40, 50, 60, or 70 perqent of the total cost of the product. 
If a company had an over-all operation of 200, 300, 400~ or 500 mil- 
lion dollars and the total cost of its ~roc~urement function might be 
50 or 60 percent of that, ~hy~ you can see holy important to the f~mished 
product, to the ~ sa=~,s oosition~ and to the profit picture of the company 
the procurement function is, not on].y as to buying at the right price 
but also supplying the necessary mat(-~ria].s at the right time to mee~ 
production lines. 

So the importance of purchasing~ Z think, is well illustra~ed 
through its relation to d~e manufacturing o .... -~-" 

• , pe~.~.~on, through the 
profit picture, and so on. Consequently, the importance of the 
purchasing function should be and now is pretty much appreciated in 
industry ~.'rom the ooint of view of management control. Usua.l.!y, the 
top purchasing man reDorts to an executive~ or else he is one himself. 
That purchasing man in. turn may report, depending u<)on the size of the 
organization~ to the president or to the treasursr,or very often in a 
large manufacturing operation to the vice-president in charge of pro- 
duct ion. 

T~ the organization of a purchasing f~ction, one of the .first 
questions that usually presents itself is the matter of centralization 
or lecen~ralmzation. I might just briefly touch o~ th~ types of pur- 
chasing organizations in industry. 
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First, there is the comp!eT, ely centralized organization whereby 
all the purchasing is done at one spot. The company may have one 
plant, then all its functions are in one place. In that case there 
is no excuse for more than one purchasing o~eration. 

~ the case of multiple plants manufacturing the same product, 
there is a q~estion as to whether it is desirable to have centraliza- 
tion or have the purchasing done at each plant level. If the procure- 
ment is for the same items, it is not logical to have purchasing done 
at the plant level. 

We had that experience after the war when ~'~ reconverted to the 
consumer business in our Home Instrument Department. We had three 
plants manufacturing radios= one in Camden, one in Bloomington, and 
one in !ndianapolis~ Indiana, ~.th purchasing f~u~ctions at each plant. 
1~e found that all three of them were goLug to the same component 
manufacturer for capacitors or resistors. 

Well, what happened? With a tight supply situation, it ~Tas 
perfectly natural that the buyer or expediter from the Bloomington 
Plant would say to the supplier, "Never mind what Camden needs~ I 
wan~ mine for Bloomington." We had our suppliers holding their heads 
and saying, "Look, will somebody tell us who gets preference over 
~hich?" So, if the items are common--unless there are other condi- 
tions--it is more logical to buy them at one point, have shipment 
made to each individual plant and a running record kept of the 
deliveries. That is.what we do in the Home Instrument Department, 
~:~-hich is the department that ~nufactures radios and television sets. 

In the case of multiple plants manufacturing different products, 
you have a little different situation. In that case you may have a 
combination of centralization and decentralization. You hay have the 
common items purchased at central headquarters and the plants doing 
supplementary buying of items that are peculiar to them. I believe 
DuPont~ U. S. Rubber and other companies of that nature do that. 

Then you have the type of organization that is completely 
decentralized by product, such as General Motors. Each division has 
its o~'m responsibility. It is responsible for its ov~l profit and loss. 
Consequently, it has its ow~ purchasing function. Oldsmobile is com- 
pletely segregated from Pontiac, Buick, or what-have-you. 

~e have the same operation in our business. Our Home instru~nent 
Department has its ov~ purchasing function. Our Record Department~ 
manufacturing phonograph records, has its own purchasing division. 
The Tube Department with its o~ purchasing division is located in 
Harrison, N. J. Our Engineering Products Department has its ov~q 
p~chasing f~nction in Camden, N. J. That department man~factures 
various types of special electronic equipment including military 
equipment. 
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SO, we:have in our organization ~ur separate purchasing depart- 
ments. They tie in with four separs businesses. The oni;y purchasing 
that is done at plant level would b~inten~nce items for maintenance 
of the plants. That idea is followed pretty much throughout the auto- 
.motive industry. I recall my fi~yst visit~<~t to the Ford olant. At 
that time, its representatives told me, they had just changed from a 
requirement that nothing over $50 wo~ld be purchased at any outlying 
assembly plant without first getting permission from Dearborn. They 
changed that to have all the maintenance buying done at plant level. 
?~e do the same thing. But there has to be a [uid e to it. I will 
touch on that in just a moment. 

I. think thit gives you a pretty:fair picture of centralization 
vs. decentralization. He,rover, there is one point that I want to make 
in connection with it; that is, that the det~1~mination: of centraliza- 
tion vs. decentralization should b~ made on the basis of %he conditions 
of the Jz~dividual company's operation; or, in your case, on th<~. indi- 
vidual requiremeits of the services, including the ty~ and variety of 
products manufactured~ the impor~ance of close alignment ~:&th other 
functions of the company~ such as sngineeri~g, planning, sales, material 
control, and the vol~m~e of k~dr~d items use<~ in manufacture. These and 
other conditions should b~ thoroughly weighed. 

It seems to me that if a sufficiently large volume of all important 
items is present ~ each division of a company, the advantages of decen- 
tralization far outweigh the disadvantages, with one exception, as I 
pointed out--as long as there is no rivalry between plants. That has to 
be overcome. Such matters as purchase policy, reciprocity, vendor re!a- 
tionships~ and broad, general control of purchases can be handled at a 
policy level by a staff function, which is v&at ~ve do. 

• £y 

. The outstand~ disadvantage of centralized buying, where there 
is more than one plant, is its lack ef flexibility. There is more 
flexibility as decentralization takes place. Life is mors complex 
these days than j~ the past, thus introducing the need for freedom 
of action and delegation of authority. Centralization also, if 
carried to the extreme, can limit the oppdrt~0_uity for acquiring 
knowledge of conditions ~ w~rious locatiens and may restrict progress. 

If you start off on the premise that you have a miscellaneous 
: t~qps of business and you ~vil! have a decertralized p~-~chasing function, 

it is most imoortant that you set up a stron~ central control for 
policy, gui~ance, and direction of the procur~mer~t function° indi- 
vidual operations ~end to go off in different directions ~uless there 
is enough guidance at a central point to see that there is consistency 
in policy as well as in operation. 

~n our compo~y we accomolish that through' our (~eneral~ ~ PurchasJ~.g 
Division. The Genera! Purcn'~sing DJvisJo'n sets up policies and pro- 
cedures for the product departments. -[it also olaces contracts for 
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co~:::on items. If everybody uses the same thing throughout the company 
it is logical to place a contract for it because then we can control 
it from the point of view of seeing that we get the benefit of volume 
purchas~:g and also the benefit of satisfactory service to the fellow 
~vho uses a little as against the fellow who uses a lot. If the ,Engi- 
neering Products Departm,snt, for example~ uses only a few capacitors 
and the Home Instrument Department, by virtue of its large volume of 
television production, uses a lot of capacitors, through the medium 
of buying we would be able to see that each is properly taken care of 

in that ftu:ction. 

There are cases where it is not logical to contract, and yet the 
general line of industry may be the same. In several of our businesses 
we may buy from the same people although different items are involved. 
In that case we try to set up a common approach to the selection of o:zr 
sources of supply so that "~{e will buy from a limited n<~nber of people 
who supply a certain product. They wi!!; in effect, live with us. 
That is a very important point in c~nnection with the proc[mement 

fun c tion. 

In addition to that, the General Purchasing Division sees to it 
that maintenance items at the plant !evei--~e call them MR0 items 
(Maintenance, Repair, an~ O~rating)--ar~ purchased consistently as 
to price and specifications. Time ~as when each olant was on its own. 
One plant had no idea what another was buying. :J~.en "~,~e started %0 
compare the p:zrchases we found that just throuEh lack of knowing about 
the other fellow they were going in different directions. The good 
that one fellow did ~as not passed on to the others. 

Through the medium of our General Purchasing Division we set up 
price lists for all plants to follow--these are ma.~ntenance items I 
am speaking of--so that at Bloomington; Pulaski~ Virginia; Indianapolis~ 
and Harrison, N. J., if you are buying wrenches, screws~ and so on~ you 
know what the price list is in Camden. They should buy on approximately 
the same basis and on the same specifications, or else they should come 
to Camden to draw against the supply there. They also know that all the 
other mlants are on the same basis. So they have a very good guide. 

Nov~, you also hzve to take into consideration the problem of 
geographical location° Some maintenance items, ~.~:fhere you do business 
primarily :~ith jobbers and warehouse people, may vary with geographical 
!ocaticn; the market is different. In that case, through this medi~m~ 
they have an opport~:ity to see what the orice is i:: the West vs. the 
East. They get good guidance from the General Purchasing Division on 
that,. The division advises them and helps them for all types of items, 
including coal and oil as well as the electrical~ plumbing supplies, 
and hard'~\~re items o 



In addition to the division.s other functions, I would like to 
tell you a word or two about its policies and procedures. I might 
mention at this point that our organization, in purchasing, is not 
too different from the Navy,s procurement function, provided I am 
up to date. i have not be~n there since 19£5, but I have managed 
t0 keep myself reasonably up to date on it. The Navy has the tech- 
nical bureaus buying its ~culiar items--0rdrmnce would be buying 
guns and a~nunition; Ships would be buying ships; Aeronautics would 
be buying planes and accesso~,ies. Our nroduct departments would be 
doing the same thing for items peculiar to their business. 

Then, our Cmneral P~rcbmsing Divisie'~ combines the operations 
of the Zaterials Division in t~e Secre%ary,s Office vdth the Bureau 
of Supplies and Accounts. The B',~eau of Supplies and Accounts places 
contracts with certain suppller~; our G~eral Purchasing Division 
does some of that too. The I~iaterials Division of the Navy sets out 
policy and procedure under the Secretary; our General Ptu'chasing 
Division does that also. So, ~we have somewhat of s combination of 
th~se tyson. Then we have the technical bure~us~ so to speak--the 
Home Instrument, Hhgineering Products, Record and Tube Departments. 

Now a word or two about policies. First of all, the policies 
set out by our General Purchasing Division have to be the company's 
over-all managerial policy. They have to ti~ .in with the cor~pany's 
over-all approach be the procurement function, the over-all philosophy. 
Most good-sized purchasing functions have a purchasing manual. Those 
that haven,t are getting on the band-~agon in a hurry to get one be- 
cause it is important, It is of use not only to the purchasing f~nqc- 
tion but it is very much of use to the other related functions of the 
company. Through it they v~i].l ~mderstand ho~ the purchasing function 
operates, what their coordination with it is, and where the restric- 
tions come in so far as the purchasing of company needs is concerned. 

I would like to mention some of the policies ~e have in our 
manual. An outstand~ig one, ~'ith which ! personally have a lot of 
concern, has to do with the market situation; advising and guidLug 
the product departments with regard to extending or restricting their 
commitmc-mt position, if ~.~e have a free supply situation--and we cer- 
tainly have had very little of that since VJ-day; but we have had a 
little of it--we would restrict our commitments to a short period. 
If we run into a situation such as ~e have now~ oln - procttrement posi- 
tion may be out from four to six months, depending upon the nature of 
the article. That is about ~'~here ~'~e are right now. SVe are out cer- 
tainly about three months on our consumer products and about four to 
six months on some of the military work ~?e are engaged in, by virtue 
of the tight supply situation. That would not be so much for raw 
material as for componen~s° 
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Now let us consider some of o~ other policies. First, ourchas- 

ing by purchasing people. 

"The p~chasing f~mcticns shall initiate, conduct and 
conclude all negotiations for the purchase of materials~ 
equipment and supplies necessary to the conduct of the com- 
pany's business in compliance with RCA Victor Division ~o!icies 
and procedures as well as government laws and regulations." 

In other words, the purchasing job shall be performed by qual~ied, 
specialized people designatc~d for that purpose and not by technical~ 
sales, fJzlancia!~ or other personnel engaged primarily J~ other 

activities. 

The reason for that is we fo~md by e2:p~rience that by placing 
definite responsibility we ca~i be assured of progress toward the ulti- 
mate objective of lo~c~st Costs, adequate service, and satisfactory 
relations with qualified suppliers. Confusion and entanglements often 
result from contacts -~ith vendors bY representatives of other depart- 
ments. We therefore take a very def.ir~it~ position ~u this resoect. 

I fo~md cases where~ by virtue of our bus~ess having a tec.hnical 
aspect, our engineering poop!~ v~o~d be makN~g commitments to our sup- 
pliers~ our purchasing people weuld ~ot !~ow about it, and our suppliers 
would be between the devil and the deep blue sea as to how they should 
approach the situation. We had to remed7 that situation° So~ conse- 
quently, responsibility is olaced where it belongs. The supplier knows 
vrith whom he has to do business. There never should be any confusion 
such as "the Engineering Department told me to do this," or "the Sales 
Department told me to do that." The Y~rchasing Department gives him 
his instructions. If he is going to manufacture a different product 
and it is going to involve a different orice, he knows where he has to 

go to get it settled. 

At the same time we impress u~on our purchasing people not to 
become so fatheaded that they might feel they are r~ning the entire 
company on their o~m because they do ~ve this responsibility. ~?.Te, 
therefore~ require that the purchasing agent does not operate on his 
evaa without working o!osely with the other functions of the company, 
primarily Engineering° 

We have safeguarded that to the point of requiring the F~gineer- 
ing Department Ts approval of a product. If it is a new product, the 
engineers have to approve it before we can buy it. If it is an exist- 
ing prod~ct~ the engineers have to approve the new supplier's product 
before we b~1~r it. Through that medium there is a close coordination 
b e ~ , e ~  t h~  t w o .  
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We have to watch the problem of human relations in that direction. 
That is where the central coordinating unit plays a part. The first 
thing is to ~mve the responsibility clearly outlined. The second thing 
is to see that tF, e proper h~man relationships are developed so that 
there will be a team oper~tion and not an individual ball-carry~g 
el~tzonsh~ p. 

Another policy is the selecting of ~ o ~ ' c e s  of supplies. C%~e of 
our outstanding policies is to avoid wherever possible the ~tse of a 
single source of supply. Certainly following VJ-day we found out 
that labor unrest and scarcity of raw ~atm~ials brought home to indus- 
try. the importance of fo~v~ng t~t so~md principle. 

By the same token it is also ~mportant not to have more than the 
necessary number of suppliers in order '~o insure a continuing supply 
and a competitive position. If yo~ run yo~tr purchasing in such a 
fashion that whoever comes ~ with a lower price gets the order, you 
can spread yo~rself so thin t~}~% the sense of responsibility and 
loyalty to you evaporates. You are playing with fire to have that 
kind of purchasing policy. 

So what we do is try to select the people with whom we will do 
business. By "selecting" them, I me:~n they have to be competitive; 
they have to be qualified; they have to make a good product, or 
othem~{ise they won,t be put on our list. Then~ }vhen we hold to that 
list we have competition among them. They ~mve to be consistent. 
To be sure, each one will not alv~ays have the lowest price on every 
item, but each one will be consistent with the others across the board. 

The importance of living with suppliers has paid tremendous 
dividends in our company. For example~ we are a growing industry. 
Since introducing television, our production has expanded enormously. 
We would no o have been able to accomplish that kind of volume without 
having developed a close ~'orking relationship with our suppliers-- 
living with them and they with us. I think that is a very important 
purchasing policy for an industrial organization to follow. 

One of the practices we try t o  avoid, and particularly "~ith the 
inexperienced buyers, is the tendency toward overloading small pro- 
ducers, oven though qualified. The electronics business is one 
industry that just lends itself to reliance on sma2! business to 
support it. No matter how small or large you are, by virtue of so 
many parts and components being needed for the prod~ct that you 
assemble, it is impossible to manufacture ever.~r%hing that goes into 
it. So~ it is natural to use the component fellows of all types-- 
fo~dries~ metal-stamping peoploj screw-machine operators, woodworking 
facilities~ plastic molders ~ and also electrical components. 
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Whan we find a good comp~ly and the fellow is doing a good job 
for us, very often our buyers become overenthusiastic° The first 
thing you know, the fellow has more business than is good for him. 
In that case he begins to fall down on the job. We do not get proper 
support from him. We have to w~tch that largely in our Engineering 
Products Department, which manufactm-es, as I mentioned previously, 
military equipment as well as transmitters, so~md ~ystems, and all 
the soecialized apparatus of our business rather than the consumer 
products. There, you see, they buy many different things and when 
they find a fellow who is doing a pretty good job they like to keep 
coming hzck to him, which is all right so long as they keep v~thin 
his size. A fellow will be very good to produce l~O00 transfor.mers 
a month but he will fall flat on his face if you ask him to produce 
I00,000. 

So, you see there is a place far the small producer and for the 
large one. ~en the little fellow becomes so ambitious he thinks he 
can build a battleship, he is over his head. The result is one ship- 
yard goes into bankruptcy and the Navy is without one battleship. 

We have many other policies, but I have touched on some of the 
highlights. 

Incidently, in connection with small business, we require o u ~ '  

Credit Department to review a n~w supplier before we do business with 
him. They will assist the Purchasing Department in investigating his 
ability to perform, his financial status, and so on, so that we w~l! 
not overload him~ 

We in industry have a great deal more flexibility than you have' 
because you have to do business with the taxpayer. He has a right to 
be considered. CertaJ~iI>f there is a lot of stress being placed on 
small business. After all, small business is necessary to the welfare 
of our country. As I say, you do not have the flexibility that we have 
in industry. At least we can say, "That guy is no good for this type 
of work. I'm not going to do business with him." And no one forces 
us to do it, either. You do not always have that fle~ibility. 

On. the other hand, you do have a responsibility, if you are in 
procurement~ to see that you get the ships, guns, or the equipment 
necessary to be prepared to fight your war or to meet yo~r appropria- 
tion obligations C 

om, equently, you should take a very good look at 
the qualifications of the supplier. 

I know your problem because I had three and a half years of it. 
We had the Industry Cooperation Division attached to' the procurement 
branch of the Office of Procurement and ~aterial during the v~r ~hich 
~d to d~ with soeing that small busin~s~ throughout the country ~ms 
taken care of; bUt at the same time th~ had to 4o a lot of inwosti- 
~ati~g to s~e that they k~pt th~ right kind of balance. 
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I would like to say a word or two about purchasing practices. 
One question that, is very often asked o.f, me whe~aew!:r i talk to 
purchasing forums is" If you have only one source, of supply for 
a unique item, how do you l.~now w, hether you are getting it at the 
right price? You can't have competition; it is a proprietary item~ 
he is the only fellow that n%~kes it. Well, my answer to that one is 

some type of cost analysis. 

Our civilian business is a highly competitive one and we do have 
to v~tch the cost of the product we sell as well as the quality to see 

that we keep our company competitive. 

Vfe have a cost-analysis group~ which is incidentally not a part 
of the purchasing function but is attached to the Accounting Depart- 
ment--that, however, is unimportant--here we have a comb,~qation of 
engineering and accounting talent. They analyze ~rts. They might 
determine what type of machine will be necessary to fabricate the 
part. They will obtain .from the Purchasing Department the cost of 
the raw material. They will estimate the labor, and come up with 
an average cost o£ the prod~ct. Then tb~y will add about 20 percent 
as a profit item. That total figm.~e then will be a guide to the 
buyer. If a price from the supplier is 50 cents apiece and our esti- 
mating people came up with say, 20 cants, there is definitely something 
wrong° We take the representative from the estimating group~ Bring 
him over, and he sits do~vn with the supplier and the buyer and the 
three of them-talk it out. The supplier may find out he is not making 
the part right; maybe vre have given him a tip. V'ge may f.~d we have 
made a rmistake~ that you cannot do it this way. Somewhere between 
the two a negotiation takes place that is satisfactory to all conce~ed. 
0£ course, you cannot do that with everything you buy because you have 
to have a steady rlm o£ business~ you must have a large enough volume 
to be able to sit down with a man and go over that kind of an operation 
with him. But it is a terrific assistance to the buyer when yQu have 
a proprietary" item of that nature. 

You have tremendous advantage in the military because you can 
check his cost information. Industry cannot get that. "~,~.acy doesn't 
tell Gimbel." If we are buying something from the GE peop].e~ they 
are certainly not going to give us a cost breakdown° After all, 
they are net going to give that type of information to a competitor. 
Consequently, very often a supplier in our Engineering Products 
Department, on a government contract, ~.rill say, "life won't give you 
a cost breakdown, but we'll give it to the Army if it wants it." 

So you have an advantage in the use of cost analysis inmilitary 
procurement, provided such use is a discriminate one and the private 
incentiv~ system is maintained. After all, that is what otu ~ country 
has been built on and ! hops it stays that way. Whether it be war or 
peace certainly the profit picture should remain. It should, however, 
be a reasonable and not an exorbitant one. 
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I think the ideal procurement team would include a negotiator, 
a price analyst~he might b@ an experienced financial man--and an 
esti~mting engineer. One cannot beat that type of team. We had the 
price analyst and the negotiator in the last war in our procurement 
function in the Navy, but we did not have so much of the estimating 
engineer, except for the tec~hnical sections in the b~~eau that drew 
up the specifications and did the preliminary work. 

Limitation of buying authority is another practice I sho~uld 
mention. Buyers are allowed, in our. ovm particular case, to place 
orders up to the extent of $5,000. When they exceed that amount 
then the purchasing agent has to sign the order. If it exceeds 
$I0,000 the General Purch~:.sLug Division must approve it. That approval 
does not introduce the idea of taking over their buy~.ng; but it is a 
little review, which is a very good safeguard. Sometimes it is resented 
the same as the Contra~t' ~ Clearance O~imce~'" of the Nawy during the last 
war was resented. Incidentally, that is how I started in the Navy-- 
reviewing contracts over $20.),000. 

In addition to our w~ndor relations, it is very important to 
continue harmonious relations within our ov~n organization. People 
have to get along With each other. The progress of an organization 
depends upon its team~ork. No one pergamon ever has all the brains. 
E~en the janitor may ~ow how to sweep the floor a lot better than I; 
consequently, I ought to ge~ advice from him if i am going to do it. 
Industry has come to recognize that one of the most important quali- 
fications of an executive, whether he be junior or senior, is the 
ability to get along with people. Without that qualification, progress 
ms impossible. 

Thank you, gentlemen. 

QI~STION: I imagine your ~rchasing Division could be called 
"Purchasing and Contract Division, ,, just by what you said. I would 
like to extend that a little bit ftu~ther, if I may. How do you do 
construction work? Is that done by your property division? Is it 
done by your Purchasing Office? Or do you have a civil engineer 
outfit to handle that kind of work? 

~. GOUBEAU: ~ge have a Plant Engineering Department with civil 
engineers. In connection with construction work, that is~ new build- 
ings, they coordinate with our General Purchasing Division. The prod- 
uct departments I spoke of do not get mixed up in new facilities of a 
construction nature. They do, though, on machinery but not on build- 
ings. 

Our Plant Hhg~neering Department does the job for the company. 
That department coordinates ~;~ith our General Purchasing Division. The 
manager of our General Purchasing Division is a civil engineer. 7~e get 
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the bids. We go over the bids together. We have a meeting of minds 
between General Purchasing and the director of our Plant _Engineering 
Department as to who is going to construct the buildings. 

That is one job that is very closely coordinated. I would say 
that a great deal of the responsibility is Plant Engineering 's . The 
only responsibility of the General P~rchasing. Division would be in 
connection with prices and the agreement with Plant Engineering on 

the selection of ~he builder. 

Now~ we might have a bid from Turner Construction Company or 
George Fuller. We may also have a bid from a local fellow at the 
location ~~hcre we are going to build, like in ~arion, indiana~ ~here 
we expanded the plant we bou~ht there. The manager of our Oeneral 
Purchasing Division is given an opportunity to decide whether the 
local fellows are sufficiently qualified to be considered to build 

that building. 

Q~STION: Ir~ your organization do you have a person such as a 

contracting officer to si~ the contracts? 

~. GOUBEAU: I do the si~ing of contracts. I would be the 
contracting officer so to speak for the RCA Victor Division. Buyers 
and purchasing agents are permitted to sigT~ purchase orders but all 
contracts are signed by the vice-president ~ charge of materials. 

QUESTION: You did not make any mention~ sir, of the connection 
between your Traffic and !~IrchasJ~g Department~. ~rould you min~ 

commenting on that? 

~. GOUBF~U: I purposely left out the Traffic Department because 
I thought that what you were interested in this morning was purchasing 

as purchasing, exclusively. 

My job includes three functions--purchasing, traffic, and material 

or inventory control, 

m We have a General Trai'fic ;~lanager who reports to me. The Traffic 
Division has the responsibility for the transportation of pdrchased 
materials as well as finished products. It is their responsibility to 
determine that transportation costs are held to a minimum while at the 
same time retaining the service of having the materials at our plant 
or the f~iished products at our customer's warehouse at the time needed. 
Our traffic people are constantly investigating premium transportation 
to determJ~e it~ need and to find ~ays of avoiding it. 

The Traffic Division works closely with the Purchasing Division 
in connection ~ith routings, freight rates~ expediting~ and other 
matters of common ~terest. The Traffic Division has prepared bulletins 
called "Traffic Ouides" to be used by our p,~chasing personn~l for 
their guidance in routing shipments. 

12 



The TrafficDivision constantly compares railroad transportation 
against truck transportation. We operate some of our own trucks and 
detailed costs are kept for comparative purposes with outside truck 
rates as well as railway rates. 

QUESTION: Sir, if you were to have two or three supoliers who 
could furnish an item, wouldn,t that department come into the picture 
in connection with the purchase of the item? 

MR. GOD]BEAU: Only in so far as it renders a service to the buyer. 
The buyer has the responsibility for placing his order. 

Now, if we are buying exclusively for one plant~ say Indianapolis, 
~vo things are taken into consideration, the price of the article to 
be bought as well as the advantages of geographical location. In other 
words, you take into consideration the question of whether t~e supplier 
will give you better support by being near you. And, as I say, the 
other thing to be considered is the price. Transportation is part of 
the price. If three suppliers all quo~e 50 cents a piece, one f.o.b. 
New Jersey, another one f.o.b. St. Louis, and another one f.o.b. Fort 
Wayne, Indiana, well the Fort ~yne one wi!l have a lower freight rate. 
The Traffic Department will give the purchasing function that informa- 
tion or help to get it if purchasing doesn't have it. Then the buyer 
decides, all things considered, who gets the business. The Traffic 
Department does not tell the buyer with whom he isto place his business. 
But the Traffic Department tells the buyer what the freight rates are, 
what the service facilities are, and so on; in other words, it advises 
them. 

QUESTION: The three services are always .under pressure to estab- 
lish single-service procurement, the thought being you save money by it. 
There are certain advantages in single-service procurement, but it is 
debatable whether you actually save money. 

Would you care to comment on the possibility of saving money by 
having one service buy for all three services? 

MR. GOUBEAU: I knew before I was much older I would be on the 
spot. I v~s mixed up with the joint procurement activities before 
I left the Navy Department, before VJ-day and, of course, before the 
new law was enacted. " 

There are times when single-service procurement, should I say, 
is given glamour. There are other times when it is a liStle bit unwise 
to have a situation which will lend itself to competing or confusing 
procurement. I say "confusing procurement,,; I mean confusing to industry. 
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i do th~uk considerable progress has been made in directions 
other than the actual single purchase; for example, conditions of 
contracting. It does not make too much sense to me--it di~n't then 
and it still doesn't now--to have conditions of pu~-chase totally 
different in Colonel Fortune's Mari~e outfit, or the Signal Corps, 
and j~a one of the Navy bureaus, of a, should I say, boiler-plate type. 

One of the orob.~.ems that w~ faced when we set up textile buyi~g 
in New York on Sixteenth Street was providin~ similar contracting 
forms. Suppliers had to h~ve their lawyers go over a lot of boiler 
plate when it was a Quarte~ster contract, and then go through it 
all over again when it wa~ ~ a Navy S~pplSss a~d. Accounts contract. 
That certainly did not ~ake sense. Dsvglop~ug similar boiler plate 
for both services simplifi~ textil~ pre~c~n~n~ considerably. 

Now, in connection v~i~ single purchase, there are many places 
where it becomes ur~wise to go down to Sifferent areas when buying the 
same product. In the beginning ~ did have Lewis Strauss, ~vho started 
this joint procurement for the ~avy, and General Draper for the A~uy. 
Lewis Strauss used the expression one mo~ing, "l~m finding out that 
an aspirin is different if a sail.or usi~s it or if a so!diet uses it. 

That is going to cost extra money." 

You will note that I mentioned in the co~rse of my discussion 
that if there is large enough volume in each case that it does not 
seem logical for one person to have to buy for all, so long as you 
do not have the competing situation that ! mentioned--one plant 
fighting with another plant aboutgetting the material out. But if 
you buy enough so that you ge~, the lowest prices, there is no ~reason 
in the }~orld why it has to be done in one place by one person so long 
as you have taken care of the other problems. 

I cannot say I am completely in favor of one proc~rement service 
for everything. I do think your boi!er-piat~ method of contracting 
and your specifications should have a good going over so that you can 
draw on industry to the degree possible ~o get the benefit of not dis- 
rupting industry and get full production when you need it and at the 

same time receive full value, 

QUESTION: One of the big problems in  procurement ~ the services 
is the balance between single-source suppliers and Spreading o~r pro- 
curement over two or three suppliers in order to get protection against 
strikes, sabotage, or possible damage to a plant. Are there any prob- 
lems in industry~ or how would industry go about ~etting this balance 
between those? Are there some guiding lines that you could ~)ossibiy 

give us? 

~R. GOUBEAU: First of all, as I said, we set out a policy. It 
is not the policy of RCA to have a single so~m'ce of supply. We review 
the operations in the product departments, sa~d when we find a proprietary 
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item of any consequence, naturally we sit do~n to see why. If it is 
an item that is a raw material for ~hich nobody has a similar product 
then, in that case, perhaps we cannot do anything about it because we 
are no~ big enough to develop a second source of some special type of 
thing. That is a far-fetched illustration, I know, but it is what I 
mean. Other~ise we insist that a second source of supply be developed. 

If it is an item where a second source can be developed, then we 
put the onus on the p<~rchasing agent. We give him a time limit and 
say, "As of such and such a date you're to have a second source.,, 

]{e had one like that in our Tube Department. Ze happened to have 
a single source of supply for corrugated cartons in the Tube Department. 
It was all right. It covered a long history. I told the purchasing 
agent of the Tube Department that even though this supplier had a long 
history of satisfactory service, anything could happen. Even though 
they had multiple plants, a tight supply situation could develop whereby 
they would not be adequately supported with raw material. 

I could not see any reason why they could not develop a second 
source of corrugated cartons. So, we went about developing one. 
About three months ago the regular source of supply got into some 
trouble~ he was over his head. He had about a month or six weeks 
of trouble. The second source of supply saved the day. That illus- 
trated the importance of the second source. 

If it is a raw material that nobody else produces, I think in 
the services you get a look at the over-all faci!itiss of the counr, ry 
to see whether you can develop another one. If it is something that 
can be" developed, let us say electronic equipment, and you h~ow you 
are going to have to have enough of it, then I think you should get 
a second one. 

You establish a policy first, then you investigate the "why." 
Following that, you usually come up with a second source. 

QUESTION: I would like to know~ sir, how much industry subsi- 
dizes its suppliers. For instance, it is contmon practice for the 
Government to do that. I wonder if such a practice exists in indus- 
try and if so to what extent? 

~fi~. GOUBEAU: To a very limited degree, I would say. It may vary 
~with companies and with the size of their procuremen~ of a type of 
material. Now we spent about 2~0 million dollars last year, but that 
was spread across the board into all types and kinds of things~ whereas 
the GE people may have spent--! don't know--maybe 600 million, maybe 
700 million, maybe even a billion dollars in 1950. They may have spent 
a lot of money in steel. The~; may have financed the opening up of a 
new blast furnace, if their uses are large enough. General ~ffo~ors may 
have done the same thing. In our o~a particular case we have not found 
the need of anything as elaborate as that. 
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~en it comes to the smaller suppliers~ we help them out on an 
individual basis at a time when they get tight if the~ are doing an 
adequa~,e job~ or until they get "over ~he hill." If we face an expan- 
sion of a company, them we may sit do~n with its representatives ~th 
the idea of helping them f~ance an expansion, for our benefit. I 
would say we do a limited amongst of it. lq.l tell you one place where 
we do play' a ~art. Instead of financing them) we will give them what 
you ~vould call a "Letter of intent." Or else we will give them an 
actual ~urchase order. We wil~!, ow~r the next 12 months, use so many 
metal cones for our television tubes~ for exa~ple. They ~.~ill take 
that order to the bank and say, "I~CA has give~ us this bushiness. 
Doesn't that make us a pretty good account? ~gili you lend us ~200,OO07" 

Now) we do not like to do ~hat as a general thing because the 
Supplier gets to the point of reiyin~ on us. The question then arises 
about how he should strive for his o~m se!f-s~2ficiency. 

QUESTION. ~ Once the ~.gineering Department has decided upon a 
product s~d has given that advice to the procuring f~ction, ~:here 
is your quality inspection done? Is it a oart of procuring or a part 
of ~nginoering? 

~. GOUBEAU: Quality inspection comes ~nder the Eng:Lneering 
Department, I mentioned bhat when ~:re introduce a new oroduct or a 
ne~" supplier, the Engineering Department has to approve the specifi- 
cations. If it is an electrical componenm~ they have to approve the 

sample before the order i.s olaced. 

No~:, if you mean the finished product, in our company that inspec- 
tion comes ~nder the Manufacturing Depa:~<,ment. ~coming insoecvion of 
the purchased product is under the Manufacturin~ Department. But the 
first approval to do bus~nc:~ss with them~ according to. their sample or 
their smecifications, is under the ~gineerin~ Department° The Purchas- 
ing Division people do not approve the quality of a product. They 
approve the quality of the producer .in the way of his ability ~o 

produce. 

COLGNEL JOHNSON: On behalf of the Co~~mandant, the faculty~ and 
students of the .Industrial Coilege~ I thank you, Nr. Goubeau, for a 
w~rv interesting and ~formative period. j 

~. GOUBEAU : Thank you. 

(5 ~,~ar !95!--650)s. 
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