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C O S T  P R I N C I P L E S  A N D  P R O F I T  M A R G I N S  
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C O L O N E L  C R O K E R :  G o o d  m o r n i n g ,  G e n t l e m e n .  L a s t  f a l l  
G o r d o n  K. S m i t h  a n d  I h a d  a r a t h e r  d i s t i n c t  p r i v i l e g e .  We  w e r e  i n -  
v i t e d  to  a t t e n d ,  a n d  d i d  a t t e n d ,  a m e e t i n g  of  the  G o v e r n m e n t  C o n t r a c t s  
C o m m i t t e e  of  t h e  N a t i o n a l  A s s o c i a t i o n  of M a n u f a c t u r e r s .  We r e a l i z e d  
s e v e r a l  g a i n s  f r o m  a t t e n d i n g  t h i s  m e e t i n g ,  a p a r t  f r o m  t h e  w a r m  w e l -  
c o m e  t h a t  w a s  g i v e n  u s .  T w o  of  t h e m  a r e  i m p o r t a n t  f o r  u s  h e r e  t o d a y .  

F i r s t ,  we  c a m e  a w a y  w i t h  a c o n f i r m e d  b e l i e f  t h a t  i f  i n d u s t r y  a n d  
t h e  m i l i t a r y  a r e  t o  b e  in  f a c t  a t e a m ,  i f  in  t r u t h  we  a r e  i n s e p a r a b l e ,  
a s  o u r  m o t t o  s a y s ,  t h e n  we  a r e  g o i n g  to  h a v e  to  h a v e  a b r o a d e r  u n d e r -  
s t a n d i n g  of  t h e  s u b j e c t s  of  c o s t s  a n d  p r o f i t s .  

O u r  s e c o n d  g a i n  o r  g o o d  f o r t u n e  w a s  t h a t  we  m e t  a m a n  w h o  h a d  a 
p a r t i c u l a r  u n d e r s t a n d i n g  of  t h e s e  s u b j e c t s .  So i t  i s  n o  m e r e  c o i n c i -  
d e n c e  t h a t  o u r  s u b j e c t  i s  " C o s t  P r i n c i p l e s  a n d  P r o f i t  M a r g i n s ; "  a n d  i t  
i s  e v e n  l e s s  of  a c o i n c i d e n c e  t h a t  o u r  s p e a k e r ,  M r .  R o s s  N i c h o l s ,  i s  
t h a t  s a m e  w i s e  m a n  to  w h o m  I j u s t  r e f e r r e d .  Y o u  h a v e  r e a d  h i s  b i o g -  
r a p h y  a n d  y o u  k n o w  t h a t  he  b r i n g s  a b a c k g r o u n d  of  a g r e a t  d e a l  of e x -  
p e r i e n c e  in  i n d u s t r y  a n d  g o v e r n m e n t  r e l a t i o n s  f r o m  w h i c h  to s p e a k  to  
y o u  t o d a y .  

M r .  N i c h o l s ,  i t  i s  a p l e a s u r e  a n d  a p r i v i l e g e  to  w e l c o m e  you  to 
t h i s  p l a t f o r m  a n d  i n t r o d u c e  you  to  t h i s  y e a r ' s  c l a s s  a t  t he  I n d u s t r i a l  
C o l l e g e .  

M r .  Ross N i c h o l s .  

M R .  N I C H O L S :  G e n e r a l  H o l l i s ,  A d m i r a l  T y r e e ,  a n d  C o l o n e l  
C r o k e r :  I m u s t  f i r s t  e x p r e s s  m y  a p p r e c i a t i o n  f o r  t h e  o p p o r t u n i t y  of  
t a l k i n g  w i t h  y o u .  No t  t h a t  I t h i n k  I a m  g o i n g  to  e n j o y  i t ,  b e c a u s e  t h i s  
i s  a w f u l l y  d r y  s t u f f .  Y e t ,  i t  i s  a s t o r y  t h a t  s h o u l d  be  t o l d  a g o o d  m a n y  
t i m e s ,  a n d  m a y b e  in  a g o o d  m a n y  d i f f e r e n t  w a y s .  B y  s o  d o i n g ,  we 
p e r f o r m  t h e  r e a l l y  i m p o r t a n t  m i s s i o n  of  c r e a t i n g  t h e  c r o s s - u n d e r s t a n d -  
i n g  t h a t  m y  i n t r o d u c e r  r e f e r r e d  to .  We a r e  no t  t a l k i n g  a b o u t  d i f f e r e n c e s  
o f  o p i n i o n ,  b u t  m e r e l y  d i f f e r e n c e s  of  a t t i t u d e .  As  I go  a l o n g ,  I w i l l  
t r y  to  e x p l a i n  w h y  t h a t  i s  s o .  



As was  m e n t i o n e d ,  I had  s o m e  p e r s o n a l  e x p e r i e n c e  wi th  th i s  
G o v e r n m e n t  c o n t r a c t s  o p e r a t i o n ,  l a r g e l y  b e c a u s e  in the e a r l y  days  of 
W o r l d  W a r  II the W e s t o n  E l e c t r i c a l  I n s t r u m e n t  C o m p a n y  found t h e r e  
was  so  m u c h  f ine  p r i n t  in t h e i r  c o n t r a c t s  tha t  t h e y  n e e d e d  s o m e o n e  to 
r e a d  i t  a l l .  So I wen t  down t h e r e  as h o u s e  c o u n s e l .  

W e s t o n  i s n ' t  v e r y  l a r g e - - m a y b e  25 o r  30 m i l l i o n  a y e a r  output ;  a 
l i t t l e  b e t t e r  in t i m e  of w a r - - b u t  we c e r t a i n l y  do have  a v o l u m e  of p a p e r  
w o r k .  I c a n  give you s o m e  a p p r e c i a t i o n  of tha t  by s a y i n g  tha t  at  the 
t e r m i n a t i o n  of the w a r ,  when  the t e l e g r a m s  went  out  s a y i n g  " H o l d  
e v e r y t h i n g ,  " we had  2 ,200  c a n c e l l a t i o n s .  S o w e  had  to c l o s e  down f o r  
about  two days  in o r d e r  to s t r a i g h t e n  out the p a p e r  w o r k .  

On th i s  N a t i o n a l  A s s o c i a t i o n  of M a n u f a c t u r e r s '  G o v e r n m e n t  Con-  
t r a c t s  C o m m i t t e e ,  of w h i c h  I was  c h a i r m a n  fo r  a y e a r  o r  two, t h e r e  
a r e  o t h e r s  who s p e c i a l i z e  in t h e i r  c o m p a n i e s '  c o n t a c t s  wi th  the  G o v e r n -  
m e n t  c o n t r a c t i n g  p r o c e s s ;  and al l  of t h e m  have  p r e t t y  good e x p e r i e n c e .  
I m u s t  c o n f e s s  to you tha t  t hey  do not  a l l  t h ink  a l i ke ,  and you w o n ' t  
f ind  any  u n a n i m o u s  opin ion  on the p a r t  of i n d u s t r y  r e g a r d i n g  any  p h a s e  
of G o v e r n m e n t  c o n t r a c t i n g .  T h a t  i s  one th ing  tha t  m a k e s  it a l i t t l e  d i f -  
f i cu l t .  No one c a n  s a y  tha t  he s p e a k s  a u t h o r i t a t i v e l y  fo r  i n d u s t r y ' s  
po in t  of v i ew;  and I a m  not go ing  to t r y  to do it t o d a y  e i t h e r .  But  I 
t h ink  I c a n  give you a g e n e r a l  c o n c e p t  tha t  m a y  p r o v e  he lp fu l .  

O v e r  in the P e n t a g o n ,  A s s i s t a n t  S e c r e t a r y  P i k e  has  an A d v i s o r y  
C o m m i t t e e ,  on w h i c h  I s e r v e .  T h e r e  a r e  o t h e r  m e m b e r s ,  who a r e  
a l s o  v e r y  m u c h  i n v o l v e d  in G o v e r n m e n t  c o n t r a c t s .  It i s  not  a t h e o r e t -  
i c a l  se t  up; it  is  a p r a c t i c a l  one c o m p o s e d  of the p e o p l e  who a c t u a l l y  
have  to c a r r y  out the t e r m s  of the c o n t r a c t s .  So I have  had tha t  s o r t  
of e x p o s u r e .  

T h e r e  is one thing,  I th ink,  on which  a l l  of us a r e  in a g r e e m e n t ,  
and  tha t  is ,  we have  a r e a l  p r o b l e m  to m a k e  s u r e  the U n i t e d  S ta t e s  has  
the s t r o n g e s t ,  b e s t - e q u i p p e d ,  and m o s t  e f f i c i e n t  d e f e n s e  f o r c e s  w h i c h  
ou r  e c o n o m y  c a n  s u s t a i n ;  and tha t  we m u s t  not  do any th ing  w h i c h  wou ld  
k n o w i n g l y  i n t e r f e r e  wi th  a t t a i n i n g  that  o b j e c t i v e .  

I don ' t  th ink  t h e r e  is any  l a c k  of a g r e e m e n t  tha t  we w o n ' t  get  the 
p r o d u c t i o n  tha t  is  r e q u i r e d  f r o m  G o v e r n m e n t - o w n e d  and o p e r a t e d  
f a c t o r i e s .  We have  to r e l y  upon  p r i v a t e  i n d u s t r y ;  and u n d e r  o u r  f r e e ,  
c o m p e t i t i v e - e n t e r p r i s e  e c o n o m y  th is  m e a n s  tha t  we m u s t  r e c o g n i z e  
p r i v a t e  p r o p e r t y ,  and tha t  we m u s t  r e c o g n i z e  the s o - c a l l e d  f r e e  m a r k e t ,  
w h e r e  p r i c e  r a t h e r  than  c o s t  p lus  p ro f i t  is  the  b a s i s  of e x c h a n g e .  
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G o v e r n m e n t  p u r c h a s e s ,  b e c a u s e  t h e y  a r e  s o  v a s t ,  a r e  h a v i n g  an  
i m p a c t  o n  t h e  w h o l e  p u r c h a s i n g  p r o c e s s .  I n o t i c e  n o w  t h a t  w h o l e  
c h u n k s  of  G o v e r n m e n t  f i n e  p r i n t  a r e  a p p e a r i n g  in  o r d i n a r y  c o m m e r c i a l  
c o n t r a c t s .  I t  i s  h a v i n g  an  e f f e c t ,  a n d  a g r e a t  o n e ,  b e ~ : a u s e  i t  i s  s o  
large. The 20-odd billion dollars spent annually for military supplies 
is greater than all the exports of U.S. industry. It is greater than all 
the imports. It is 80 percent of the value of all new private construction, 
both for homes and industry, during 1955. (That figure fluctuates a 
little.) It is bigger than the combined sales of the four top manufac- 
turers in the United States--General Motors, Standard Oil, U.S. Steel, 
and General Electric. So, you see, the Government is really a size- 
able customer. 

The problem we are talking about today is basically one of econom- 
ics. But before turning to a specific discussion of that, I want to men- 
tion that these contacts we have with the Department of Defense, the 
Air Force, the Army, and smaller groups within the services are pri- 
marily because the services recognize that there is a problem here 
and they want to talk the thing out. So we get together and discuss 
directives that are about to be issued, or ASPR regulations, or the 
redrafting of certain significant sections. 

T h i s  i s  g o i n g  on at  a c o n s t a n t  r a t e .  T h e  D e f e n s e  D e p a r t m e n t  p u t  
o u t  s o  m a n y  A S P R  s e c t i o n s  in  t he  l a s t  f e w  y e a r s ,  e v e n  in  t h e  l a s t  f e w  
m o n t h s ,  t h a t  i t  i s  a l m o s t  i m p o s s i b l e  to  k e e p  up  w i t h  t h e m .  I s u p p o s e  
y o u  s e e  t h e m  as  t h e y  c o m e  a l o n g .  

I w a n t e d  t h i s  b l a c k b o a r d  up  h e r e  s o  I c o u l d  p u t  d o w n  one  m a j o r  
c o n c e p t .  

P R I C E  C O S T  a n d  p r o f i t  o r  

@ I L O S S  

O r d i n a r i l y  t h e  p r i c e  i s  w h a t  t h e  c u s t o m e r  p a y s .  T h e  c o s t  a n d  t h e  
p r o f i t  o r  l o s s  a r e  w h a t  t h e  p r o d u c e r  i s  c o n c e r n e d  w i t h .  

O n  t h i s  p r o c u r e m e n t  s i d e ,  t h a t  t h e  G o v e r n m e n t  t o u c h e s  u p o n  
t h r o u g h  A S P R  a n d  o t h e r  r e g u l a t i o n s ,  t h e y  g e t  c o n c e r n e d  w i t h  c o s t .  
B u t  r e a l l y  t h e y  a r e  n o t  t a l k i n g  a b o u t  t h a t .  T h e y  a r e  t a l k i n g  a b o u t  h o w  
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m u c h  the G o v e r n m e n t  w i l l  pay.  U n d e r  o r d i n a r y  c o n d i t i o n s  th i s  p r i c e  
wou ld  e q u a l  c o s t  p lus  an a r e a  in h e r e  f o r  p r o f i t .  And l e t  us j u s t  a s -  
s u m e  f o r  p u r p o s e s  of a r g u m e n t  tha t  b e f o r e  t a x e s  i t  wou ld  be  20 p e r -  
c e n t .  

\ 

Now, if  a c e r t a i n  p o r t i o n  of th i s  c o s t  i s  d i s a l l o w e d ,  as  the  s a y i n g  
goes ,  i t  d o e s n ' t  c h a n g e  the  c o s t  at a l l .  It  j u s t  c h a n g e s  the  p r i c e .  If 
in  p l a c e  of a 20 p e r c e n t  p r o f i t  i t  is  d e c i d e d  tha t  i t  ought  to be  10 p e r -  
c e n t ,  i t  d o e s n ' t  c h a n g e  th i s  p i c t u r e  o v e r  h e r e .  I t  t a k e s  a n o t h e r  s l i c e  
off the  p r i c e .  

W h e n  you  get  t h r o u g h  and a r r i v e  at a p r i c e ,  you  c a n  s t i c k  tha t  
p r i c e  o v e r  h e r e  a g a i n s t  the  cos t .  If it  c o m e s  th i s  f a r  back ,  the c o n -  
t r a c t o r  h a s  a l o s s .  If i t  c o m e s  th is  f a r ,  the p r o d u c e r  has  r e c o v e r e d  
c o s t  and  s o m e  p ro f i t .  

A s i t u a t i o n  c a n  d e v e l o p  a l o s s ,  not  as  a r e s u l t  of an i n a d e q u a t e  
i n i t i a l  p r i c e ,  but  s o m e  u n t o w a r d  c i r c u m s t a n c e  w h i c h  h a p p e n s  a f t e r  the  
p r i c e  is  f ixed .  Th i s  l a r g e l y  r e v o l v e s  a r o u n d  the s o - c a l l e d  c o s t - p l u s  o r  
c o s t - p r i c e  c o n t r a c t .  T h e  on ly  po in t  I a m  t r y i n g  to m a k e  h e r e  is  that ,  
w h e n  you t a l k  about  d i s a l l o w i n g  a cos t ,  you r e a l l y  c a n ' t  a f f ec t  the  
c o s t .  You c a n  only  d e c i d e  tha t  you w o n ' t  pay in  the  p r i c e  as  m u c h  as 
o t h e r w i s e  wou ld  be  pa id .  So when  you c h a n g e  the  p ro f i t  a l l o w a n c e ,  it  
i s  a r e d u c t i o n  in p r i c e  t h a t  o c c u r s .  The c o n t r a c t o r  ge t s  a p r i c e ,  but  
i t  m a y  not  be  the  p r i c e  tha t  he had  n e e d e d  to end  up wi th  a s a t i s f a c t o r y  
p ro f i t .  

T h e r e  i s  a m p l e  o p p o r t u n i t y  to t e l l  th i s  s t o r y  to e v e r y b o d y  in  the 
G o v e r n m e n t .  I a m  h e r e  t oday  t e l l i n g  i t .  T h e r e  is  m e e t i n g  a f t e r  m e e t -  
i ng  on a l l  t h e s e  r e g u l a t i o n s ,  and ye t  we don ' t  s e e m  to be ab le  to m a k e  
the m a t t e r  w o r k  out  to the s a t i s f a c t i o n  of i n d u s t r y ,  n o r t o  the  s a t i s -  
f a c t i o n  of the G o v e r n m e n t .  

It s e e m s  to m e  tha t  t h e r e  is  an e x p l a n a t i o n  f o r  tha t .  We have  
m e n t i o n e d  the s i z e  of th i s  o p e r a t i o n ,  you have  s o m e  a p p r e c i a t i o n  of 
i t s  c o m p l e x i t y ,  and we have  p o i n t e d  out the e f f o r t s  of the G o v e r n m e n t  
p r o c u r e m e n t  a g e n c i e s  to ge t  s o u n d  indus t ry ,  a d v i c e .  I th ink  the  r e a l  
p r o b l e m  a r i s e s  f r o m  the fac t  tha t  the G o v e r n m e n t  has  a dua l  p e r s o n -  
a l i t y .  It i s  bo th  a c u s t o m e r  and a s o v e r e i g n ;  and w h e n  i t  a c t s  as  a 
c u s t o m e r ,  i t  c a n ' t  f o r g e t  tha t  i t  is  a s o v e r e i g n .  

As  a c u s t o m e r  i t  wou ld  be c o n c e r n e d  wi th  p r i c e ,  not  wi th  c o s t  
and  p ro f i t .  As a c u s t o m e r  it  wou ld  put  in to  i t s  p u r c h a s e  o r d e r  j u s t  the  
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i t e m s  t h a t  i t  w a n t s - - t h e  q u a n t i t y ,  t h e  d e l i v e r y  s c h e d u l e s ,  a n d  t h e  p r i c e .  
A s  a s o v e r e i g n  i t  m a k e s  i t s  p r o c u r e m e n t  c o n t r a c t s  t he  v e h i c l e  f o r  a t -  
t a i n i n g  a w h o l e  s e r i e s  of  s o c i a l  o b j e c t i v e s .  A s  a c u s t o m e r  t h e r e  w o u l d  
b e  l i t t l e  i n t e r e s t  i n  t h e  s i z e  of  t h e  s u p p l i e r ,  o r  w h e r e  t h e  p l a n t  w a s  
l o c a t e d .  A s  s o v e r e i g n  i t  d i s t i n g u i s h e s  b e t w e e n  t h e  l a r g e  a n d  t h e  s m a l l  
c o n c e r n ,  a n d  b e t w e e n  c o n c e r n s  i n  a r e a s  w i t h  d i f f e r i n g  r a t i o s  of  e m -  
p l o y m e n t  to  t h e  e m p l o y a b l e .  A s  a c u s t o m e r  i t  w o u l d  b e  b o u n d  b y  t h e  
a c t s  o f  i t s  a g e n t s .  A s  s o v e r e i g n  i t  d a r e  no t  b e .  

I d o n ' t  n e e d  t o  b e l a b o r  t h i s  p o i n t .  I t  i s  e n o u g h  to  r e c o g n i z e  t h a t  
i t  e x i s t s .  I t  p e r s i s t s  t h r o u g h  t h e  w h o l e  p r o c u r e m e n t  m a z e ,  a n d  s e r v e s  
t o  e x p l a i n ,  I t h i n k ,  b u t  d o e s  n o t  a l w a y s  j u s t i f y ,  m a n y  of  t h e  t h i n g s  t h a t  
w o u l d  o t h e r w i s e  b e  c o m p l e t e l y  i n e x p l i c a b l e .  

N o w ,  m o v i n g  on  to  c o s t  p r i n c i p l e s ,  t h e r e  i s  t h e  q u e s t i o n  a s  to  w h a t  
a r e  c o s t s .  I t  i s  p r e t t y  w e l l  s p e l l e d  ou t  in  s o m e  of  t h e  A S P R  r e g u l a t i o n s .  
B u t  b e a r  i n  m i n d  t h a t  a c c o u n t i n g  i s  n o t  an  e x a c t  s c i e n c e ,  a n d  t h e r e  
i s n ' t  a n y  s u c h  t h i n g  a s  a p u r e ,  s i n g l e ,  s c i e n t i f i c  s t a t e m e n t  of  c o s t s .  
T h e  c o s t s  p e r t a i n i n g  to  a s i n g l e  c o n t r a c t  m a y  b e  m e r e  a p p r o x i m a t i o n s ,  
s i n c e  t h e y  i n c l u d e ,  i n  a d d i t i o n  to  t h e  a m o u n t  a c t u a l l y  p a i d  f o r  l a b o r  
a n d  m a t e r i a l s  t h a t  h a v e  b e c o m e  a p a r t  of t he  p r o d u c t ,  a p r o r a t i o n  o r  
a p p o r t i o n m e n t  of  o t h e r  e x p e n s e s  r e q u i r e d  to  r u n  a b u s i n e s s .  I t  i s  t h e  
l a t t e r  a r e a  t h a t  c r e a t e s  m o s t  of  t h e s e  c o s t i n g  p r o b l e m s .  

T h e n ,  b e c a u s e  o f  t h e  c o m p l e x i t y  of i n d u s t r i a l  e n t e r p r i s e s ,  t h e  
a c c o u n t i n g  p r o f e s s i o n  i t s e l f  h a s  b e e n  u n a b l e  to  a g r e e  o n  a s i n g l e  s e t  
o f  a c c o u n t i n g  r u l e s  o r  p r i n c i p l e s .  W h e n  you  c a r r y  o v e r  to  t h e  t h r e e  
b a s i c  t y p e s  o f  g o v e r n m e n t  c o n t r a c t s - - t h e  c o s t - r e i m b u r s e m e n t  t y p e ,  
w h e r e  t h e  G o v e r n m e n t  c o n t r a c t s  to  r e i m b u r s e  t h e  c o n t r a c t o r  f o r  h i s  
c o s t s  a n d  p a y  a f i x e d  f e e ;  o r  t h e  n e g o t i a t e d  f i x e d - p r i c e  c o n t r a c t ,  w h e r e  
t h e  p r i c e s  a r e  s e t t l e d  a f t e r  t he  G o v e r n m e n t  h a s  r e v i e w e d  t h e  c o s t  
e s t i m a t e s  t h a t  a r e  p r e p a r e d  b y  t h e  c o n t r a c t o r ,  a n d  n e g o t i a t e s  a f o r m u l a ,  
s o m e t i m e s  a s s o c i a t e d  w i t h  e s c a l a t i o n ,  b u t  n o t  a l w a y s - - t h e n  r e d e t e r -  
r u i n a t i o n  m a y  s p e l l  o u t  w h a t  h a p p e n s  b a s e d  u p o n  c o n t i n g e n c i e s  o r  u p o n  
c o s t  e x p e r i e n c e  o r  on  t h e  n e a r n e s s  t h a t  t h e  c o n t r a c t o r  c a m e  to  t h e  

t a r g e t  p r i c e .  

F i n a l l y ,  we  h a v e  t h e  s e a l e d ,  a d v e r t i s e d  b i d s ,  w h i c h  s e e m  to  h a v e  
b e e n  l o s t  s i g h t  of  a l o n g  t h e  l i n e ,  e x c e p t  t h a t  C o n g r e s s m a n  V i n s o n  s u d -  
d e n l y  d e c i d e d  t h a t  i t  w o u l d  be  d e s i r a b l e  to  go  b a c k  to  t h e m  a g a i n ,  I 
h a v e  s e e n  a b i l l  t h a t  i s  s u p p o s e d  to  do  so .  I f  i t  d o e s ,  a lo t  of  t h e s e  
p r o b l e m s  a r e  j u s t  g o i n g  to  w a s h  ou t ,  a n d  we  s h a l l  h a v e  a w h o l e  lo t  of  
n e w  p r o b l e m s .  

5 
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I n  the  f i e l d  of  a d v e r t i s e d  b i d s ,  y o u  s e t  u p  y o u r  d e s c r i p t i o n  of  w h a t  
y o u  w a n t  a n d  a s k  f o r  b i d s .  Y o u  o p e n  t h e m  a t  a g i v e n  t i m e  a n d  l e t  t h e  
job  on  t h e  b a s i s  o f  t h e  l o w e s t  p r i c e  o f f e r e d  b y  a q u a l i f i e d  b i d d e r .  A 
c o n t r a c t o r  d o e s n ' t  h a v e  to  t a l k  a b o u t  w h a t  h i s  c o s t s  a r e ,  o r  h o w  m u c h  
p r o f i t  he  i s  g o i n g  to  m a k e ,  o r  a n y t h i n g  e l s e .  A n d  t h e  c u s t o m e r  g e t s  
t h e  l o w e s t  p r i c e .  

T h e r e  a r e  a l o t  of a d v a n t a g e s  t o  t h i s  m e t h o d .  I k n o w  s o m e  of  
t h e  a r g u m e n t s  a s  t o  t h e  n e c e s s i t y  f o r  n e g o t i a t e d  c o n t r a c t s ,  b u t  I h a v e  
a l s o  s e e n  a lo t  of s p e c i f i c a t i o n s  t h a t  w e r e  a i m e d  a t  c o v e r i n g  t h e  w a t e r -  
f r o n t  i n  p l a c e  o f  g e t t i n g  t h e  G o v e r n m e n t  w h a t  i t  r e a l l y  r e q u i r e s ,  t r y -  
i n g  to  m a k e  s u r e  t h a t  e n o u g h  p e o p l e  c o u l d  b i d  o n  i t ,  a n d  a l l  t h a t  s o r t  
o f  t h i n g .  T h e  s e r v i c e s  h a v e n ' t  g o n e  a s  f a r  a s  t h e y  c o u l d  in  s e t t i n g  u p  
s p e c i f i c a t i o n s  t h a t  s a y  w h a t  i s  w a n t e d  a n d  t h e n  f i n d i n g  ou t  w h o  w i l l  b i d  
o n  i t .  

I s u p p o s e  y o u  h a v e  b e e n  a l l  o v e r  t h i s  C P F F  p r o b l e m ,  b u t  I c a n ' t  
a s s u m e  t h a t .  I w i l l  h a v e  to  m e n t i o n  t h a t  t h e  c o s t  r e i m b u r s e m e n t  o r  
c o s t - p l u s - a - f i x e d - f e e  c o n t r a c t  c a u s e s  u s  t o  t u r n  to  p a r t  2 o f  s e c t i o n  
15 of  A S P R  to  f i n d  ou t  w h a t  a r e  a l l o w a b l e  c o s t s .  

D u r i n g  t h e  w a r  t h e r e  w a s  a T r e a s u r y  D e p a r t m e n t  r u l i n g ,  No .  
5000 .  I t  w a s  c a l l e d  the  G r e e n  B o o k .  M y  u n d e r s t a n d i n g  i s  t h a t  i t  w a s  
l a r g e l y  d r a f t e d  b y  a p u b l i c  a c c o u n t a n t  w h o  h a d  a lo t  o f  l a r g e  m a n u f a c -  
t u r e r s  a s  h i s  c l i e n t s .  He  c e r t a i n l y  d i d n ' t  f a i l  t o  t h i n k  of t h e  c o n t r a c t o r ' s  
, p r o b l e m s .  A n d  s t i l l  i n  T D  5000  t h e r e  b e g a n  to  b e  f o r  t h e  f i r s t  t i m e  
t h i s  q u e s t i o n  a s  t o  w h e t h e r  t h e  G o v e r n m e n t  o u g h t  t o  p a y  t h e  s a m e  k i n d  
of  p r i c e  a s  a n y  o t h e r  c u s t o m e r .  

Of  c o u r s e ,  a t  t h a t  t i m e  t h e y  w e r e  t h i n k i n g  a b o u t  c o s t  p r i n c i p l e s  
u n d e r  t h e  V i n s o n - T r a m m e l  A c t ,  w h i c h  h a d  to  do  w i t h  p r o f i t  l i m i t a t i o n s .  
T D  5000  w a s  s o r t  of  o u t g r o w n ,  a n d  A S P R  c a m e  a l o n g  w i t h  i t s  p a r t  t h a t  
h a d  to  do w i t h  a l l o w a b l e  c o s t s .  

I t  s h o u l d  b e  e m p h a s i z e d  t h a t  s e c t i o n  15 i s  d e s i g n e d  s o l e l y  f o r  u s e  
i n  c o n n e c t i o n  w i t h  c o s t - r e i m b u r s e m e n t - t y p e  c o n t r a c t s .  I t  i s  q u i t e  
d i f f e r e n t  f r o m  T D  5000 in  i t s  p r e s e n t  f o r m ,  b u t  i t  i s  no t  d e s i g n e d  f o r  
u s e  w i t h  s o - c a l l e d  f i x e d - p r i c e  c o n t r a c t s .  T h a t  i s  p a r t  o f  o u r  p r o b l e m .  
I s h a l l  t o u c h  on  t h a t  in  a m i n u t e .  

Industry and the military are in disagreement over certain items 

which are specifically labeled as unallowable in section 15. I can 

m~ntion a few of them. The one that comes up first is interest on 



b o r r o w i n g s .  T h e n  t h e r e  a r e  b o n d  d i s c o u n t s  a n d  f i n a n c i n g  c h a r g e s .  
A l l  t h e s e  a r e  a l l o w a b l e  f o r  t a x  p u r p o s e s .  T h e  T r e a s u r y  D e p a r t m e n t  
r e c o g n i z e s  t h e m  a s  p r o p e r  e l e m e n t s  of  c o s t .  A S P R  s a y s  t h e y  a r e  no t .  
G e n e r a l  s t a n d a r d  d e v e l o p m e n t  c o s t s ,  c o n t r i b u t i o n s ,  a d v e r t i s i n g .  A S P R  
s a y s  y o u  c a n  t a k e  y o u r  a d v e r t i s i n g  i f  i t  i s  f o r  h e l p  w a n t e d ,  o r  i f  i t  i s  
f o r  y o u r  i n s t i t u t i o n  a s  d i s t i n g u i s h e d  f r o m  y o u r  p r o d u c t .  O n e  c a n  g e t  
very technical about that. 

A c c e l e r a t e d  a m o r t i z a t i o n  i s  q u e s t i o n e d  a s  s u c h .  T h e  D e f e n s e  
D e p a r t m e n t  a n d  t h e  s e r v i c e s  g e t  a r o u n d  t h a t  b y  h a v i n g  w h a t  i s  c a l l e d  
" t r u e  d e p r e c i a t i o n .  " T h a t  i s  a w h o l e  s u b j e c t  in  i t s e l f .  B u t  t h e  c o n -  
t r a c t o r  m e e t s  h i m s e l f  c o m i n g  b a c k  w h e n  one  a r e a  o f  t he  G o v e r n m e n t  
o f f e r s  a c c e l e r a t e d  a m o r t i z a t i o n ,  o n l y  to  h a v e  i t  d i s a l l o w e d  a n d  t h e n  
e x p l o r e s  t r u e  d e p r e c i a t i o n  o n l y  to  f i n d  t h a t  i s n ' t  v e r y  u s e f u l  e i t h e r .  
A l l  t h e  t i m e  t h e  t a x  p e o p l e  a r e  v i e w i n g  i t  d i f f e r e n t l y .  So i t  m a k e s  a 
n i c e ,  c o m p l i c a t e d  p r o b l e m .  

C o s t s  t h a t  a r e  s p e c i f i c a l l y  c l a s s i f i e d  as  u n a l l o w a b l e  a r e  n o t  t h e  
w o r s t  of  t h e s e  t h i n g s ,  b e c a u s e  t h e r e  y o u  k n o w  at  t h e  s t a r t  t h a t  y o u  a r e  
n o t  g o i n g  to  g e t  y o u r  i n t e r e s t  on  b o r r o w e d  m o n e y ,  a n d  y o u  a r e  n o t  g o -  
i n g  to  g e t  s o m e  o t h e r  t h i n g s ,  T h e  w o r s t  f e a t u r e  c o m e s  w h e n  t h e r e  i s  
a r e v i e w  a t  s o m e  t i m e  d u r i n g  t h e  c o n t r a c t ,  o r  a f t e r  c o m p l e t i o n ,  a n d  
t h e  c o n t r a c t i n g  o f f i c e r  b r i n g s  i n  s o m e b o d y  f r o m  the  a u d i t  s e c t i o n ,  w h o  
d e c i d e s  t h a t  t h e r e  a r e  o t h e r  p o r t i o n s  of  t h e  c o s t s  t h a t  he  d o e s n ' t  t h i n k  
a r e  a l l o w a b l e .  B e c a u s e  t h e  a u d i t o r  c a r r i e s  a lo t  o f  w e i g h t  w i t h  t h e  
c o n t r a c t i n g  o f f i c e r ,  t he  c o n t r a c t i n g  o f f i c e r  i s  a p t  to  a d o p t  t h a t  v i e w ;  a n d  
i t  e n d s  u p  w i t h  t h e  c o n t r a c t o r  f i n d i n g  ou t  a t  a r a t h e r  l a t e  d a t e  t h a t  h i s  
p r i c e  i s  c o n s i d e r a b l y  l e s s  t h a n  he  t h o u g h t  i t  w a s  g o i n g  to  b e .  

Of course section 15 is not fixed. It is being revised, and I ' l l  bet 
that next year  and the year  after it will be revised again. It will always 
be difficult for both the Government and for industry, because of the 
sovereign aspect of the customer.  Still it is vory important that we get 
as close to agreement as we possibly can, because the recovery of costs 
and the allowance of profits are all that is going-to permit m~mufacturers 
to be available when you decide that you need them. That is }he reason 
I am here.  I am concerned that we may trim dow-a the price to the 
point where it will do some real  harm to our economy. 

Reallistically the mili tary should pay a price whichwill permit 
the contractor to recover  all the costs which are allocable to the defense 
contract in accordance with generally accepted accounting principles. 
That is a nice, well-rounded phrase; but I think you know what it means. 
I am pretty sure I do. It means costs that may be reasonably applied to 
that contract. 



The negotiated fixed-price contract is a little different. Here 
we are not concerned with recovery of costs, plus a fixed fee. Rather, 
we are talking about the initial determination of what the costs ought 
to be, so as to arr ive at a price. And when the p~ice is arr ived at, it 
should remain fixed. 

If, as I argue, the services should be primarily concerned wi~h 
price, negotiating such a fair price should not be too difficult, be- 
cause there is comparative information as to what other goods or 

similar goods have cost. There is always some feeling as to what a 
competitor's price would be. And if the contractor knows what he is 
going to be paid, he is free to say he will take it at that price or he 
won't, and the contracting officer is free to say he will pay that much 
or he wonLt. 

We get into trouble, though, with negotiated fixed-price contracts 
because they are apt to have some deviation from this fixed-price idea. 
Escalation may creep in. Or there may be a target pricing scheme, in 
which the contractor is supposed to either take a smal ler  fee if he misses 
the target, or get a larger  fee if he is below the target price. And in 
that area the auditor has a great deal of authority in the suggestions he 
makes to the contracting officer. I want to skip that for a minute and 
come back to it. 

In addition to the use of section 15 for cost principles, certain 
differing cost principles appear in section 8 of ASPR, dealing with 
termination. I don't think we need to get into that, but it is interesting 
to find as one is talking with a particular contracting officer, trying to 
wind up some negotiation, that because section 15 is designed pr imari ly  
for use with cost-type contracts and section 8 is designed exclusively 
for use with terminated contracts, and there isn't  any section that says 
it is to be used in connection with negotiated fixed-price contracts, the 
auditor is apt to reach around and find any convenient language in either 
of those sections that happens to appear to be in the Government's 
interest  at the time. It gets a little confusing. You are not quite sure 
which one will be thrown at you. It is almost impossible to say in 
advance: "These are the rules. This is what we have to do. This is 
the way it will come out." It would be bet ter  if it could be more specific. 

I think we should at least consider the possibility that the Treasury  
Department and the services could arrive at an overall Government 
view as to expenses and costs, and for uniform treatment between the 
Internal Revenue Code, used for tax purposes, and ASPR and other 
regulations, used for costing purposes in contracts. 



T h a t  m a y  s o u n d  too s i m p l e .  I a m  s u r e  it  wou ld  s o u n d  too s i m p l e  
to a good  m a n y  c o n t r a c t o r s .  It  d e p e n d s  on the type  of b u s i n e s s  you 
a r e  in.  I t  d e p e n d s  on w h e t h e r  you have  a s e p a r a t e  p lan t  wh ich  does  
no th ing  but  G o v e r n m e n t  w o r k ,  w h e r e  a l l  y o u r  o v e r h e a d  i s  t h r o w n  in to  
tha t  p a r t i c u l a r  o p e r a t i o n .  But ,  g e n e r a l l y  s p e a k i n g ,  i t  wou ld  s i m p l i f y  
th ings  a g r e a t  d e a l  if  the G o v e r n m e n t  was  the G o v e r n m e n t ,  and if f o r  
p u r p o s e s  of d e t e r m i n i n g  c o s t s ,  o r  the a l l o w a b i l i t y  of c o s t s  o r  e x p e n s e s ,  
we had  one se t  of r u l e s  and  c o u l d  know wha t  t h e y  w e r e  and ju s t  how one 
is  go ing  to m a k e  out .  

You w i l l  r e c o g n i z e  that ,  on th is  q u e s t i o n  of a l l o c a t i o n  of c o s t ,  one  
m u s t  d e c i d e  when  t h e y  w i l l  be h a n d l e d  on a p r o  r a t a  b a s i s  and  w h e n  on 
an i n c r e m e n t a l  b a s i s .  P r o  r a t a  m a y  be  u s e d  when  the c o m p a n y  m a k e s  
a c o m m e r c i a l  p r o d u c t  and  t hen  t a k e s  on s o m e  d e f e n s e  b u s i n e s s  in  the 
s a m e  p lant ,  wi th  the s a m e  o v e r h e a d  and  the  s a m e  e q u i p m e n t .  The  
c o n t r a c t i n g  o f f i c e r ,  in  c o n s u l t a t i o n  wi th  h i s  a u d i t o r ,  wi l l  r a i s e  a 
q u e s t i o n  as  to w h e t h e r  the d e f e n s e  c o n t r a c t  shou ld  a s s u m e  i t s  p r o  r a t a  
s h a r e  of a l l  the  g e n e r a l  c o s t s  i n c u r r e d  in the c o m p a n y  ac t i v i t y ,  o r  
w h e t h e r  i t  s h o u l d  be  on an  i n c r e m e n t a l  b a s i s .  In o t h e r  w o r d s ,  as  the 
c o m m e r c i a l  b u s i n e s s  has  b e e n  c a r r y i n g  a l l  o v e r h e a d  c o s t s ,  on ly  the  
a d d e d  c o s t s  w h i c h  have  c r e p t  in  by r e a s o n  of the d e f e n s e  b u s i n e s s ,  and 
on ly  t h o s e  w h i c h  a r e  d i r e c t l y  a t t r i b u t a b l e  to i t  shou ld  be a l l o c a t e d  to the 
G o v e r n m e n t  c o n t r a c t .  

U n d e r  th i s  k ind  of r e a s o n i n g  we get  to the  po in t  w h e r e  the c u s t o m e r  
w o u l d  not  wan t  to pay  any  p a r t  of the  p r e s i d e n t ' s  s a l a r y ,  n o r  any  p a r t  
of the  s a l e s  d e p a r t m e n t  e x p e n s e s .  You c a n  a l w a y s  get  a c h u c k l e  out 
of a m a n u f a c t u r e r  if you t e l l  h i m  he d o e s n ' t  have  any  s a l e s  e x p e n s e  
in  h a n d l i n g  G o v e r n m e n t  b u s i n e s s .  Tha t  i s  what  D e f e n s e  D e p a r t m e n t  
a u d i t o r s  a r e  apt to say ,  but  i t  j u s t  i s n ' t  so .  

In s e l e c t i n g  the type  of c o n t r a c t  i t  s e e m s  c l e a r  tha t  the t r u l y  f i x e d -  
p r i c e  c o n t r a c t  p r o v i d e s  the m a x i m u m  i n c e n t i v e  to the c o n t r a c t o r .  He 
knows  wha t  h i s  p r i c e  is  go ing  to be .  He c a n  do w h a t e v e r  is  p o s s i b l e  to 
r e d u c e  h i s  c o s t s ,  and,  if  t h e r e  is  any  r e s u l t ,  he w i l l  ge t  the  b e n e f i t .  
Tha t  i s  wha t  m a k e s  y o u r  c o n t r a c t o r s  e f f e c t i v e  and  e f f i c i e n t - - b e c a u s e  
t h e y  wan t  a p r o f i t .  The  f i x e d - p r i c e  c o n t r a c t  r e q u i r e s  the l e a s t  a d m i n i -  
s t r a t i o n  by the G o v e r n m e n t .  The  r i g h t s  of the p a r t i e s  a r e  f i xed  at  the  
t i m e  of e x e c u t i o n .  T h e r e  i s n ' t  any  s e c o n d  g u e s s i n g  at  s o m e  l a t e r  da te  
abou t  wha t  the d e a l  s h o u l d  be .  

In m y  v i ew ,  c o m p e t i t i v e  b ids  a r e  not  b e i n g  u s e d  s u f f i c i e n t l y .  The  
a r g u m e n t  i s  tha t  t h e y  a r e  u s e f u l  on ly  f o r  e s s e n t i a l l y  s t o c k  o r  o f f - t h e -  
s h e l f  i t e m s ;  and tha t  i t  is  not p o s s i b l e  today,  b e c a u s e  of the c o m p l e x  
n a t u r e  of m u c h  m i l i t a r y  g e a r ,  to u s e  c o m p e t i t i v e  b i d s .  

9 



It wou ld  be  qui te  w r o n g ,  I th ink,  to f a i l  to r e c o g n i z e  tha t  t h e r e  a r e  
a r e a s  in  w h i c h  it  is  n e c e s s a r y  to have  s p e c i a l  p r i c i n g  p r o v i s i o n s .  
A d m i t t e d l y ,  t h e r e  a r e  a r e a s  in w h i c h  p r i c e  r e d e t e r m i n a t i o n  is  a u s e f u l  
too l .  The  i n c e n t i v e - t y p e  c o n t r a c t s  wi th  e s c a l a t i o n  c l a u s e s  a r e  a l s o  
u s e f u l  in c e r t a i n  a r e a s .  But  e v e n  t h e s e  a r e  m a d e  u n d u l y  c o m p l i c a t e d .  
It c o u l d  a l l  be a lot  s i m p l e r  if  the s e r v i c e s  wou ld  a g r e e  in a d v a n c e  on 
t h o s e  th ings  tha t  t h e y  can  a g r e e  on. I a m  t a l k i n g  about  r a t e s  of o v e r -  
h e a d ,  a p p l i c a b l e  r a t e s  fo r  a p p o r t i o n m e n t  of e n g i n e e r i n g  e x p e n s e ,  and 
th ings  of tha t  s o r t ,  It  i s  v e r y  d i f f i cu l t  to get  any  c o n t r a c t i n g  o f f i c e r  
to a g r e e  in a d v a n c e  to w r i t e  s u c h  th ings  into  the c o n t r a c t ,  to s ay ,  
" T h i s  i s  the w a y  i t  is  go ing  to be .  " And ye t  i t  w o u l d  s e t t l e  a lot  of 
p r o b l e m s .  

It is  done  o c c a s i o n a l l y .  A n d ~ o c c a s i o n a l l y ,  when  it has  not  b e e n  
done ,  an  a u d i t o r  w i l l  s a y  l a t e r :  "We l l ,  if tha t  i s  the way  you  w a n t e d  
i t  to be ,  you s h o u l d  have  put  it  in  the c o n t r a c t , "  But. i t  i s  d i f f i cu l t  to 
g e t  f i n a l i t y  in the  c o n t r a c t ,  I s u p p o s e ,  b e c a u s e  the c o n t r a c t i n g  o f f i c e r  
has  to w r i t e  a j u s t i f i c a t i o n .  P e r h a p s  t h e s e  t r o u b l e s  h inge  on the  f ac t  
t ha t  s o m e b o d y  has  to w r i t e  a j u s t i f i c a t i o n .  It is  e a s i e r  to a r g u e  wi th  
the  c o n t r a c t o r .  

You wi l l  r e c o g n i z e  tha t  a l l  tha t  I a m  s a y i n g  h e r e  is a i m e d  at a 
t r e a t m e n t  w h i c h  w i l l  e i t h e r  i n c r e a s e  the p r o f i t s  to the c o n t r a c t o r  o r  
i n c r e a s e  the  p o s s i b i l i t y  of p r o f i t s .  I g u e s s  you w i l l  r e c o g n i z e  tha t ,  if  
I d idn ' t  t h ink  the c o n t r a c t o r  was  not ge t t i ng  e n o u g h  p r o f i t s ,  o r  d idn ' t  
have  enough  o p p o r t u n i t y  fo r  p r o f i t s ,  t h e r e  would  not  be  m u c h  poin t  in  
m a k i n g  th is  t a lk  o r  m a k i n g  the po in t s  tha t  I a m  a t t e m p t i n g  to m a k e  in  
m y  a r g u m e n t .  

I t  a l l  bo i l s  down to p r o f i t .  We have  t a l k e d  now fo r  qu i te  a few 
m i n u t e s  about  c o s t s .  But  a n y t h i n g  tha t  is  a l l e g e d  to c o m e  out of c o s t s  
t h r o u g h  d i s a l l o w a n c e  r e a l l y  c o m e s  out of the p r i c e .  And when  we b e g i n  
to take  s o m e t h i n g  off the p r i c e  and  apply  i t  to the  c o n t r a c t o r ,  the t h ing  
tha t  d r o p s  off f i r s t  i s  the p ro f i t .  One m a y  get  to the  poin t  w h e r e  the 
p r i c e  is  s h o r t  of the c o s t s  t h e m s e l v e s .  But  b a s i c a l l y  the  e f f o r t  to  
m o d i f y  the  p r i c e  is  to r e d u c e  the p r o f i t s  o r  the p o s s i b i l i t y  of p r o f i t s .  

P r o f i t s  a r e  the l i f eb lood  of i n d u s t r y .  We w i l l  not  have  ab le  p l a n t s  
a r o u n d  h e r e  v e r y  long if t h e y  f a i l  to m a k e  a p r o f i t  f r o m  s o m e b o d y .  It  
i s  ou r  c a p i t a l i s t i c  s y s t e m .  Wi thout  p r o f i t s ,  i n d u s t r y  c a n n o t  s u r v i v e .  
We a l l  b e l i e v e  in  this  c o m p e t i t i v e  s y s t e m  of o u r s ;  and,  as  you b e l i e v e  
in  i t ,  you have  to b e l i e v e  in the n e e d  of p r o f i t s .  T h e y  a r e  a n e c e s s a r y  
e l e m e n t  in  the c o m p e t i t i v e  s y s t e m .  
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O n e  m a n  i n  o u r  p l a n t  a d v i s e d  m e  n o t  to  s a y  w h a t  I a m  a b o u t  t o  s a y .  
He s a i d  I r e a l l y  w o u l d n ' t  b e  f l a t t e r i n g  t h e  i n t e l l i g e n c e  of m y  a u d i e n c e  
i f  I w e n t  t h r o u g h  t h e  f o l l o w i n g  r i g m a r o l e  on  p r o f i t s .  B u t  I w a n t  t o  do  
i t  a n y h o w ,  b e c a u s e  I t h i n k  i t  m a y  b e  i m p o r t a n t .  

I w o u l d  l i k e  t o  h a v e  y o u  t h i n k  of  p r o f i t  a s  s o m e t h i n g  w h i c h  i s  n o t  
\ 

e n d o w e d  w i t h  a n y  e t h i c a l  o r  m o r a l  a t t r i b u t e s .  B y  t h a t  I m e a n  i t  i s  n o t  
m o r a l  to  m a k e  a p r o f i t  a n d  i t  i s  n o t  i m m o r a l  to  m a k e  a p r o f i t .  I t  i s  
n o t  m o r a l  to  f o r e g o  a p r o f i t  a n d  i t  i s  n o t  i m m o r a l  to  f o r e g o  a p r o f i t .  
N o t  a n y  m o r e  t h a n  i t  i s  m o r a l  o r  i m m o r a l  to  p a s s  u p  y o u r  b r e a k f a s t .  
B u t  d a y  in  a n d  d a y  ou t  y o u  n e e d  f o o d  i f  y o u  a r e  to  s u r v i v e .  D a y  in  a n d  
d a y  o u t  t h e s e  u n i t s  of  i n d u s t r y  t h a t  s u p p l y  G o v e r n m e n t  e q u i p m e n t  n e e d  
p r o f i t .  

I w o u l d  a l s o  l i k e  y o u ,  i f  y o u  c a n ,  to  pu t  y o u r s e l v e s  i n  t h e  f r a m e  
o f  m i n d  w h e r e  y o u  a g r e e  t h a t  a p r o f i t  i s  no t  b a d .  I t  f o l l o w s  t h a t  t h e  
a m o u n t  of  p r o f i t  i s  n o t  b a d .  

N o w ,  j u s t  to  w r i n g  t h i s  ou t  a Li t t le  f u r t h e r ,  b e a r  in  m i n d  t h a t  d i f -  
f e r e n t  p e o p l e  m e a s u r e  p r o f i t  in  d i f f e r e n t  w a y s .  F o r  i n s t a n c e ,  if  p r o f i t  
i s  c o n s i d e r e d  m e r e l y  a s  a l u m p  of  m o n e y ,  a n d  s o m e o n e  s a y s  t h a t  A 
m a d e  a m i l l i o n  d o l l a r s  p r o f i t  a n d  B m a d e  a t e n  d o l l a r  p r o f i t  in  t w o  
s e p a r a t e  t r a n s a c t i o n s ,  i t  s o u n d s  a s  t h o u g h  A h a d  m a d e  m o r e  p r o f i t  
t h a n  B .  B u t  s u p p o s e  A ' s  m i l l i o n  d o l l a r  p r o f i t  w a s  b a s e d  on  a h u n d r e d  
m i l l i o n  d o l l a r s  of  s a l e s ,  t h e n ,  m e a s u r e d  a g a i n s t  s a l e s ,  h e  w o u l d  h a v e  
a o n e  p e r c e n t  p r o f i t .  I f  B ' s  t e n  d o l l a r  p r o f i t  w a s  b a s e d  on  t w e n t y  
d o l l a r s  of  s a l e s ,  t h a t  w o u l d  g i v e  h i m  a 50 p e r c e n t  p r o f i t .  F i f t y  p e r -  
c e n t  i s  c e r t a i n l y  m o r e  t h a n  one  p e r c e n t .  I s  t h a t  t o o  e l e m e n t a r y ?  

A n o t h e r  b a s i s  f o r  m e a s u r i n g  p r o f i t  i s  to  r e l a t e  i t  to  c o s t .  If  A ' s  
s a l e s  a r e  o n e  h u n d r e d  m i l l i o n  d o l l a r s  a n d  h i s  p r o f i t  i s  o n e  m i l l i o n ,  i t  
f o l l o w s  t h a t  h i s  c o s t s  w e r e  n i n e t y - n i n e  m i l l i o n .  I f  y o u  m e a s u r e  h i s  
p r o f i t  a g a i n s t  h i s  c o s t ,  y o u  w i l l  s e e  t h a t  h i s  m i l l i o n  d o l l a r  p r o f i t  i s  a t  
t h e  r a t e  of  1 . 0 1  p e r c e n t .  B u t  in  t h e  c a s e  of B ,  h i s  s a l e s  b e i n g  20 d o l l a r s  
a n d  h i s  p r o f i t  b e i n g  10 d o l l a r s ,  h i s  c o s t  m u s t  b e  10 d o l l a r s .  M e a s u r i n g  
h i s  p r o f i t  a g a i n s t  h i s  c o s t ,  he  m a d e  a p r o f i t  o f  100 p e r c e n t .  

I h a v e  m a d e  m y  p o i n t  i f  I g e t  a c r o s s  to  y o u  t h a t  i t  d e p e n d s  on  w h a t  
a m a n  m e a n s  w h e n  h e  s a y s  t h a t  a 10 p e r c e n t  p r o f i t  i s  t o o  m u c h ,  o r  t h a t  
a m i l l i o n  d o l l a r  p r o f i t  i s  t o o  m u c h .  T h e r e  a r e  m a n y  m a n y  w a y s  of  
m e a s u r i n g  t h e s e  t h i n g s ,  a n d  t h e  a n s w e r  d o e s  n o t  a l w a y s  d i s c l o s e  h o w  
i t  w a s  d o n e .  
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A l l  of  t h e s e  a c c o u n t i n g  n i c e t i e s  b e c o m e  of  a c a d e m i c  i n t e r e s t  to  
a n y b o d y  e x c e p t  t h e  m a n u f a c t u r e r  a n d  t h e  s t o c k h o l d e r .  In  t h e  c a s e  of  
c o m p e t i t i v e  b i d s ,  w h e n  you  p e r s o n a l l y  a r e  l o o k i n g  f o r  a r e f r i g e r a t o r  
o r  a r u g  o r  a u n i f o r m ,  you  a r e  n o t  c o n c e r n e d  w i t h  c o s t  a n d  p r o f i t .  
Y o u  a r e  c o n c e r n e d  w i t h  t h e  p r i c e  you  h a v e  to  p a y .  If  t h e r e  a r e  t h r e e  
r e f r i g e r a t o r s ,  a n d  a l l  a r e  s a t i s f a c t o r y  f o r  y o u r  p u r p o s e s ,  a n d  o n e  
c o s t s  250 d o l l a r s ,  one  225 d o l l a r s ,  a n d  one  200 d o l l a r s ,  you  b u y  t h e  
200 d o l l a r  o n e .  Y o u  a r e  no t  c o n c e r n e d  w i t h  t he  f a c t  t h a t  t h e  m a n u f a c -  
t u r e r  m a y  h a v e  m a d e  20 d o l l a r s ,  w h i l e  i f  y o u  b u y  t h e  250 d o l l a r  o n e ,  
t h a t  m a n u f a c t u r e r  m i g h t  h a v e  m a d e  o n l y  10 d o l l a r s .  I n  s u c h  i n s t a n c e s ,  
w h e n  y o u  a r e  n o t  a s o v e r e i g n ,  you  d o n ' t  w o r r y  a b o u t  t h e  p r o f i t .  Y o u  
w o r r y  a b o u t  t h e  p r i c e .  

W h a t  I a m  g e t t i n g  a r o u n d  to  i s  t h a t  in  c o m m e r c e  a n d  t r a d e  g e n -  
e r a l l y ,  w h e r e  b i l l i o n s  of  d o l l a r s  w o r t h  of  g o o d s  a n d  s e r v i c e s  a r e  
b o u g h t  e v e r y  w e e k ,  t h e  c u : : t o m e r  i s  c o n c e r n e d  w i t h  t h e  p r i c e  a n d  n o t  
w i t h  t h e  a c c o u n t i n g  e l e m e n t z  t h a t  go to m a k e  u p  t h a t  p r i c e .  

N o w ,  m a y b e  i t  i s  u s e l e s s  to  d w e l l  on  t h i s  p a r t i c u l a r  a n g l e .  B u t ,  
i n  a d d i t i o n  to  p r o v i d i n g  a lo t  of  t a x  m o n e y ,  ( b e c a u s e  a b o u t  52 p e r c e n t  
o f  m a n u f a c t u r e r ' s  p r o f i t  g o e s  o u t  in  t a x e s }  one  s h o u l d  t h i n k  of  p r o f i t s  
a s  p r o v i d i n g  n e w  p l a n t s ,  n e w  f a c i l i t i e s ,  n e w  e q u i p m e n t ,  a n d  w o r k i n g  
s p a c e s  f o r  n e w  j o b s .  In  r e c e n t  y e a r s  A m e r i c a n  i n d u s t r y  h a s  b e e n  
i n v e s t i n g  a b o u t  25 b i l l i o n  d o l l a r s  a y e a r  in  n e w  p l a n t  a n d  e q u i p m e n t .  
Of  t h i s  a m o u n t ,  n e a r l y  20 b i l l i o n  i s  r e q u i r e d  to  r e p l a c e  o b s o l e t e  p l a n t  
a n d  e q u i p m e n t ,  l e a v i n g  1 to  5 b i l l i o n  f o r  e x p a n s i o n .  

The profit question ~vouldn't be so urgent if the Government wasn't 
such a big customer. But the 20 billion dollars of Government pro- 

curement looms so large in our total proeurement picture that there 
is a grave question whether the economy: can permit different treatment 

on the profit side for defense purchases than for the rest of our eco- 
nomic turnover. 

Of c o u r s e  y o u  h a v e  h e a r d  t h a t  in  t h e  n e x t  t w e n t y  y e a r s  t h e  p o p u -  
l a t i o n  i s  g o i n g  to  i n c r e a s e  b y  44 m i l l i o n .  We a r e  g o i n g  to  a d d  h a l f  of  
t h a t ,  o r  22 m i l l i o n ,  t o  t h e  w o r k  f o r c e .  So we  c e r t a i n l y  w i l l  n e e d  m o r e  
p l a n t  a n d  e q u i p m e n t .  Y o u  k n o w  t h a t  t h e  d r i v e  to  p u s h  w a g e s  u p  h a s  
m a d e  m a n u f a c t u r e r s  d r i v e  to  e l i m i n a t e  u n n e c e s s a r y  d i r e c t  l a b o r  a n d  
o v e r h e a d ,  a n d  t h a t  i t  i s  b r i n g i n g  a b o u t  o b s o l e s c e n c e ,  a t  a v e r y  r a p i d  
r a t e ,  o f  a l a r g e  a m o u n t  of  e q u i p m e n t  a n d  p l a n t ,  in  t h e  m o v e  t o w a r d  
m o r e  a u t o m a t i c  p r o d u c t i o n .  

I t  i s  f i g u r e d  t h a t  t h e  c o s t  of  c r e a t i n g  a job  in  i n d u s t r y  i s  a b o u t  
12, 000 d o l l a r s .  If  y o u  t a k e  t h e s e  20 m i l l i o n  p e o p l e  t h a t  we  a r e  g o i n g  
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to  h a v e  to  f i n d  s p a c e  f o r ,  a t  1 2 , 0 0 0  d o l l a r s  e a c h ,  t h a t  i s  2 6 4 b i l l i o n  d o l l a r s  
d u r i n g  t he  n e x t  t w e n t y  y e a r s .  I t h i n k  t h e  o n l y  r e a s o n  f o r  m e n t i o n i n g  
t h e s e  a s t r o n o m i c a l  f i g u r e s  i s  to  g i v e  y o u  s o m e  i m p r e s s i o n  a s  to  t he  
f u n c t i o n  t h a t  p r o f i t s  p e r f o r m  w h e n  t h e  c o n t r a c t o r  i s  e f f i c i e n t  e n o u g h  to  
d e v e l o p  t h e m .  

Profit margins on sales after taxes and after inventory adjustments 
have averaged around 3.7 percent during the past ten years. That is 
a little better than half of what they were back in the era around 1929. 

That 3.7 percent is a mixture of defense and commercial business. 
And please don't say: "Well, if 3.7 percent is all right, if that is what 
manufacturers got on the average, then certainly, if the Government 
permits 3.7 percent after taxes, or about 7 percent before taxes, every 
thing will be fine." It wontt be fine. That 3.7 percent is as low as it is 
because of the effect of some of the things we have been talking about 
here today. 

There are some other odd things that creep in. You know about 
renegotiation. That is the third guess. First you make the deal. Then 
you have redetermination. Then, after that is worked out, you have 
renegotiation. 

T h e n  t h e r e  a r e  t h e  V i n s o n - T r a m m e l  A c t  a n d  t h e  M e r c h a n t  M a r i n e  
A c t .  T h e y  a r e  s t i l l  in  t he  b o o k s .  T h e y  a r e  s t a t u t o r y  l i m i t a t i o n s  on  
p r o f i t s .  T h e r e  i s  a n  E x e c u t i v e  o r d e r  t h a t  s u p p o r t s  o n e  of  t h e m .  T h e r e  
i s  E x e c u t i v e  O r d e r  1 0 , 2 1 0 ,  i s s u e d  in  1951,  t h a t  r e s t r i c t s  t h e  p r o f i t  
o n  r e s e a r c h  a n d  d e v e l o p m e n t  c o n t r a c t s  to  15 p e r c e n t ,  a n d  on  c o s t - p l u s -  
a - f i x e d - f e e  c o n t r a c t s  to  10 p e r c e n t .  

The odd part of it is that the ASPR regulations do not say "15 and 
I0 percent." They say "I0 and 7 percent. " So we start off in a certain 
direction with Congress saying that 15 percent for R&D is legal and 
proper, but the ASPR draftsmen saying: "Well, maybe so, but why do 
we have to go that high? Let's make it I0 percent." Well, now, if 
you follow that logical sequence, by the time it gets down to the con- 
traeting officer, he can trim it down to 5 percent, and the chances are 

that he has done just that, because of this urge always to go in the 
right direction. 

Of course I am not arguing here that the military should not have 
some rules or formulas in negotiating prices, but I do think there has 
been too much emphasis on the contractor's profits. It tends to limit 
the profits of the efficient manufacturer to the level of the inefficient. 
The result ultimately may be higher prices all around. 
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A t t e n t i o n  s h o u l d  be  c e n t e r e d  on the  s e r v i c e s  o b t a i n i n g  a f a i r  and  
r e a s o n a b l e  p r i c e .  A n d  I s a y  tha t  and  do not  u s e  the  w o r d s  " c l o s e  p r i c -  
ing,  " w h i c h  I u n d e r s t a n d  have  b e e n  o f f i c i a l l y  a b a n d o n e d ;  and  I a m  g l a d  
t h e y  h a v e .  It  s h o u l d  be  " f a i r  and  r e a s o n a b l e  p r i c i n g .  " 

T h e  r e p r i c i n g  p r o v i s i o n  s h o u l d  be u s e d  in  f i x e d - p r i c e  c o n t r a c t s  
o n l y  w h e r e  a d e q u a t e  e n g i n e e r i n g  and  m a n u f a c t u r i n g  e x p e r i e n c e  i s  not  
a v a i l a b l e  to  p r o v i d e  a b a s i s  f o r  e s t a b l i s h i n g  the  c o s t .  

W h e n  the  s i t u a t i o n  w a r r a n t s  the  u s e  of s o m e  c o s t - t y p e  c o n t r a c t  
on  the  f i r s t  t i m e  a r o u n d ,  it  is  not  n e c e s s a r y  to  a g a i n  u s e  i t  on the  
s e c o n d  o r  t h i r d  o r  f o u r t h  t i m e  a r o u n d .  And  y e t  s o m e  c o n t r a c t i n g  
o f f i c e r s  a r e  p r o n e  to do tha t ,  

One  of the  m a i n  d i f f i c u l t i e s - - a n d  I m e n t i o n e d  t h i s  b e f o r e - - s t e m s  
f r o m  the  f a c t  t ha t  the  a u d i t o r  ha s  s u c h  a h e a v y  r o l e  in  th i s  w h o l e  p r o c e s s  
as  a d v i s o r  to the  c o n t r a c t i n g  o f f i c e r .  And  t h e r e  a r e  in t he  b o o k s - - i n  
the  aud i t  m a n u a l s - - i n s t r u c t i o n s  to c o m m e n t  u p o n  the  c o n t r a c t o r ' s  
o r g a n i z a t i o n ,  u p o n  h i s  o p e r a t i n g  p r o c e d u r e s ,  u p o n  the  m a n a g e m e n t  
d e c i s i o n s  t ha t  he m a y  h a v e  m a d e ,  and  w h e t h e r  the  c o n t r a c t o r ' s  p e r -  
f o r m a n c e  i s  up to p a r  o r  no t .  R e a l l y ,  t h o s e  a r e  no t  p r o b l e m s  f o r  the  
a u d i t o r .  If a n y b o d y  s h o u l d  d e c i d e  t h e m ,  it  ough t  to  be  the  c o n t r a c t i n g  
o f f i c e r  who m a d e  the  c o n t r a c t  in the  f i r s t  p l a c e  and  k n o w s  w h a t  t he  
b a c k g r o u n d  p i c t u r e  i s .  

T h e r e  i s  an e f f o r t  to ge t  s o m e t h i n g  in s u b s t i t u t i o n  f o r  J o i n t  L e t t e r  
12. I t h ink ,  as  the  A S P R  r e g u l a t i o n s  a r e  b e i n g  r e w r i t t e n ,  t h e r e  i s  
i n c r e a s i n g  e f f o r t  to t e l l  the  c o n t r a c t i n g  o f f i c e r  t ha t  he is  on h i s  own, 
t ha t  he r e a l l y  ha s  the  r e s p o n s i b i l i t y .  Bu t  by  the  s a m e  t o k e n  I doub t  
t h a t  a new l e t t e r  wi l l  r e m e d y  the s i t u a t i o n  u n l e s s  t h e r e  i s  a r e v i s i o n  
of a l l  the  m a n u a l s ;  and  at the  m o m e n t  I d o n ' t  s e e  any  c h a n c e  f o r  t ha t  
o c c u r r i n g .  So t h i s  i s  s o m e t h i n g  t ha t  we w i l l  h a v e  to l ive  w i t h  f o r  a 
l o n g  t i m e .  

If  we c o u l d  b r i n g  o u r s e l v e s  to  l e t  the  c o n t r a c t i n g  o f f i c e r  w r i t e  h i s  
own j u s t i f i c a t i o n s ,  i t  w o u l d  go a l o n g  w a y  in  k e e p i n g  the  a p p l i c a t i o n  of 
s o m e  of  t h e s e  r u l e s  t ha t  we h a v e  b e e n  d i s c u s s i n g  f r o m  b e i n g  a r e a l  
h a r d s h i p  so  f a r  as  i n d u s t r y  is  c o n c e r n e d .  I a m  not  t a l k i n g  abou t  an  
i n d i v i d u a l  c o n t r a c t o r .  I a m  t a l k i n g  abou t  t ha t  w h o l e  g r o u p  of c o n t r a c t o r s  
t ha t  m a k e  e v e r y t h i n g  the  s e r v i c e s  need ,  o r  t ha t  m i g h t  be n e e d e d  e v e n  
m o r e  in  the  e v e n t  t ha t  we ge t  i n t o  w a r .  

I t h i n k  m a y b e  I c a n  e x p l a i n  w h a t  I a m  t r y i n g  to  put  o v e r  by  one 
m o r e  d r a w i n g :  
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Politic al E c onomic 

Unlimited Profit Bad Good 

L i m i t e d  P r o f i t  A c c e p t a b l e  A c c e p t a b l e  

No P r o f i t  B e s t  B a d  

" U n l i m i t e d  P r o f i t "  is  the f i r s t  i t e m .  " L i m i t e d  P r o f i t "  i s  the next .  
"No  P r o f i t "  i s  the t h i r d .  

Now, the p o l i t i c a l  c o n c e p t  is  tha t  no p rof i t  would  be ju s t  dandy .  
So th i s  i s  " B e s t ,  " and  " U n l i m i t e d  P r o f i t "  i s  "Bad .  " It i s  h o r r i b l e '  
But  I w i l l  u s e  the " B a d "  r a t i n g .  

" L i m i t e d  P r o f i t "  is  " A c c e p t a b l e "  u n d e r  c e r t a i n  c o n d i t i o n s .  You 
c a n  s e e  how th i s  i s  b e g i n n i n g  to w o r k  out now, but  l e t ' s  j u s t  s a y  it i s  
a c c e p t a b l e  p r o v i d e d  it  is  l i m i t e d  enough .  

T h e  e c o n o m i c  c o n c e p t  is  p r e t t y  m u c h  the r e v e r s e  of tha t .  I don ' t  
m e a n  by  tha t  tha t  the e c o n o m i c  c o n c e p t  s ays  tha t  the l i m i t e d  p r o f i t  i s  
b e s t .  But  u n l i m i t e d  p ro f i t  is  not a b h o r r e d  f r o m  the e c o n o m i c  poin t  of 
v i ew .  Wel l ,  l e t  us  s a y  it is  good. L i m i t e d  p ro f i t  i s  a c c e p t a b l e .  No 
p ro f i t  i s  bad .  

Now, I a m  not  t a l k i n g  about  an i n d i v i d u a l  c o n t r a c t o r  and  h is  w i s h  
to m a k e  enough  p ro f i t  to pay d i v i d e n d s  to his  f a m i l y .  I a m  t a l k i n g  
about  o u r  e c o n o m y ,  o u r  f r e e  e n t e r p r i s e  e c o n o m y .  No p ro f i t  i s  bad .  

If  you a c c e p t  s u c h  a c o n c e p t  as  a g e n e r a l  th ing ,  we a r e  not  t a l k i n g  
abou t  " u n l i m i t e d  p r o f i t "  and we a r e  not t a l k i n g  about  "no  p r o f i t . "  The 
G o v e r n m e n t  d o e s n ' t  s a y  that  a s u p p l i e r  c a n ' t  have  any  p ro f i t .  T h e y  
j u s t  s a y  he  s h o u l d n ' t  have  v e r y  m u c h .  So the d i a g r a m  above s h o w s  
f r o m  " B a d "  to " B e s t "  in th is  d i r e c t i o n  (downward} u n d e r  " P o l i t i c a l ,  " 
and  th is  s h o w s  f r o m  " B a d "  to "Good"  in th i s  d i r e c t i o n  {upward) u n d e r  
"Economic. " 

H e r e  ( " L i m i t e d  P r o f i t " )  is  the a r e a  in w h i c h  the  c o n t r a c t i n g  o f f i c e r  
and the a u d i t o r  and  the  c o n t r a c t o r  a r e  t r y i n g  to r e a c h  a g r e e m e n t .  You 
c a n  s e e  t h a t  t h e y  t end  to go in oppos i t e  w a y s .  S u r e ,  you r e a c h  an 
a g r e e m e n t ;  but  if the a g r e e m e n t  is  t o w a r d  the "Good"  s ide  f r o m  the 
e c o n o m i c  s t andpo in t ,  then  the a u d i t o r  f e e l s  tha t  he has  done a bad  job;  
tha t  he r e a l l y  has  not  p r o t e c t e d  the i n t e r e s t  of the G o v e r n m e n t .  With 
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the p o l i t i c a l  v i ew i n  c o n t r o l ,  if the  a u d i t o r  has  p u s h e d  the p r o f i t  down 
to w h e r e  he th inks  nobody would  q u a r r e l  wi th  h is  j u s t i f i c a t i o n ,  t hen  he 
has  done a bad  job fo r  the e c o n o m y .  

Now, th i s  l i m i t e d  p r o f i t  a r e a  is  w h e r e  we have  to w o r k ' o u t  o u r  
p r o b l e m s .  Nobody d e n i e s  tha t .  But we do w o r r y  about  the  d i r e c t i o n  
that  t h e s e  a r r o w s  go. If I have  put th is  c o n c e p t  a c r o s s ,  I t h i n k m a y b e  
i t  has  b e e n  w o r t h  whi l e  to have  you c o m e  in and l i s t e n  to m e  f o r  ha l f  
an h o u r .  

We m u s t  keep  in m i n d  tha t  a s t r o n g ,  w e l l - m a i n t a i n e d  i n d u s t r y  is  
an i n d i s p e n s a b l e  i n g r e d i e n t  in o u r  n a t i o n a l  d e f e n s e .  If I d idn ' t  t h ink  
you would  b e l i e v e  that ,  I would  c o n s i d e r  th is  a h o p e l e s s  t a s k .  But  I 
a m  s u r e  you b e l i e v e  i t  j u s t  as  s t r o n g l y  as I do. 

I n d u s t r y  m u s t  a l w a y s  be  in a s t a t e  of r e a d i n e s s .  So the e m p h a s i s  
s h o u l d  be  on t e m p e r i n g  the p o l i t i c a l  a p p r o a c h  in f a v o r  of the e c o n o m i c  
a p p r o a c h .  Tha t  w i l l  r e q u i r e  i n s igh t  and c o u r a g e .  It wi l l  r e q u i r e  a 
u n i t y  of p u r p o s e  and a c o m m o n  u n d e r s t a n d i n g  of the b a s i c  p r o b l e m s  
w h i c h  r e a l l y  a r e  l a c k i n g  in a good m a n y  a r e a s  at  th i s  t i m e .  

It  s e e m s  t o  m e  tha t  th i s  is  an  a r e a  tha t  o f f e r s  a r e a l  c h a l l e n g e ,  
and in w h i c h  y o u  g e n t l e m e n ,  in m y  opin ion ,  m a y  r e n d e r  a t r u l y  i m p o r -  
t an t  s e r v i c e  to o u r  c o u n t r y .  

T h a n k  you,  G e n t l e m e n .  

MR.  MUNCY:  G e n t l e m e n ,  M r .  N i c h o l s  i s  r e a d y  fo r  y o u r  q u e s t i o n s .  

QUESTION:  Th is  is  a s t a t e m e n t  of opin ion ,  r e a l l y ,  r a t h e r  t h i n l y  
d i s g u i s e d  as a q u e s t i o n .  But  h e r e  you have  i n d i c a t e d  c o s t s ,  and  t hen  
in add i t ion ,  p r o f i t  on the r i g h t h a n d  s ide  of y o u r  c h a r t .  I was  w o n d e r -  
ing,  f r o m  th i s  c o u l d n ' t  you a r g u e  tha t  p r o f i t  i s  an e l e m e n t  of c o s t  in -  
s t e a d  of s o m e t h i n g  in add i t i on  to c o s t ?  

MR. NICHOLS:  I w o u l d n ' t .  

QUESTION:  M r .  N i c h o l s ,  i s n ' t  y o u r  a r g u m e n t  b a s e d  e n t i r e l y  upon  
p e a c e t i m e  l i fe ,  w h e r e  M r .  J o n e s  s e l l s  M r .  B r o w n  a h o r s e ;  w h e r e ,  if 
I w a n t e d  to buy  an a u t o m o b i l e ,  I w i l l  s e t  the p r i c e  in  m y  m i n d  wha t  I 
w i l l  pay  f o r  it ,  and I w i l l  b u y  it  if y o u r  p r i c e  is good enough;  o t h e r w i s e  
I w i l l  l e a v e  i t ?  And when  you f o l l o w e d  tha t  up by  pu t t ing  in th i s  30 
b i l l i o n  d o l l a r  d e f e n s e  p r o d u c t i o n ,  c a n  you u s e  the s a m e  a r g u m e n t ?  
A r e n ' t  you then  b a c k i n g  up the C o m m u n i s t s '  t h e s i s  tha t  o u r  e c o n o m y  
would  fa l l  on i t s  f a ce  if it  w a s n ' t  f o r  th i s  t e r r i f i c  w a r  p r o d u c t i o n ?  
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M R .  N I C H O L S :  F i r s t ,  I d i d n ' t  s a y  "30  b i l l i o n ,  " I s a i d  "20  b i l l i o n .  " 
I t  i s  a m a t t e r  o f  d e g r e e .  

I d o n ' t  ~h ink  I a m  b a c k i n g  up  a n y  C o m m u n i s t  a r g u m e n t .  I t h i n k  
t he  a r g u m e n t  I a m  t r y i n g  to  m a k e  h e r e  i s  t h a t ,  i f  we  a r e  g o i n g  to  h a v e  
a f r e e  e c o n o m y ,  w e  h a v e  to  l e t  i t  be  f r e e ,  a n d  t h a t  t o o  l a r g e  a p o r t i o n  
o f  i t  c a n ' t  b e  t o o  m u c h  c o n t r o l l e d .  

N o w ,  i t  i s  a m a t t e r  of  d e g r e e .  I t r i e d  to  b e  c a r e f u l  t o  s a y  t h a t  
y o u  w i l l  n o t  b e  a b l e  to  b u y  e v e r y t h i n g  you  n e e d  on o p e n  a n d  a d v e r t i s e d  
c o m p e t i t i v e  b i d s ;  t h a t  t h e r e  w i l l  b e  s o m e  i n t e r e s t  in  t h e  d e g r e e  o f  
p r o f i t .  I d o n ' t  w a n t  a n o t h e r  s i t u a t i o n  s u c h  a s  o c c u r r e d  d u r i n g  W o r l d  
W a r  I ;  b u t ,  b e c a u s e  i t  i s  a m a t t e r  of  d e g r e e ,  a n d  b e c a u s e  we  s e e m  to  
b e  g o i n g  in  o p p o s i t e  d i r e c t i o n s ,  n o t  a s  c u s t o m e r  a n d  s u p p l i e r ,  b u t  a s  
s o v e r e i g n  a n d  s u p p l i e r ,  i t  j u s t  b e h o o v e s  u s  to  t a k e  a l o o k  to  m a k e  s u r e  
we  d o n ' t  g o  s o  f a r  a s  to  h u r t  t h e  e c o n o m y .  

QUESTION: I f i n d  i t  a l i t t l e  d i f f i c u l t  to  a g r e e  w i t h  y o u r  a s s u m p -  
t i o n  t h a t  f r o m  t h e  e c o n o m i c  p o i n t  o f  v i e w  a n  u n l i m i t e d  p r o f i t  i s  g o o d .  
I f e e l  t h a t  we  h a v e  s e e n  s o m e  of  t h e  r e s u l t s  of t h a t  i n  s o m e  of o u r  
p r i o r  w a r s .  I t  h i t s  m e  in  m y  p o c k e t b o o k ,  a c t u a l l y .  T h e  h i g h e r  p r o f i t  
y o u  a l l o w ,  t h e  f e w e r  e q u i p m e n t s  we a r e  g o i n g  to  b e  a b l e  t o  b u y  f o r  t h e  
m o n e y  t h a t  we  a r e  a b l e  t o  g e t  f r o m  C o n g r e s s .  I f  we  h a v e  to  h a v e  m o r e  
m o n e y  a p p r o p r i a t e d  to  b u y  t h i s  n e e d e d  e q u i p m e n t ,  i t  m e a n s  h i g h e r  
t a x e s  t h a t  y o u  a s  m a n u f a c t u r e r s  h a v e  to  p a y .  T h e n  we  g e t  i n t o  t h i s  
s p i r a l i n g  e f f e c t ,  w h e r e  t h e  f o r c e  of  i t  c o m e s  on  p e o p l e  w h o  a r e  t h e  
l e a s t  a b l e  t o  k e e p  u p  w i t h  i t ,  s u c h  a s  t h e  l a b o r i n g  m e n  a n d  t h e  w h i t e -  
c o l l a r  w o r k e r s ,  w h o  t h e n  h a v e  to  s t r i k e  f o r  h i g h e r  w a g e s .  W o u l d  y o u  
c a r e  t o  d i s c u s s  h o w  t h a t  c o m e s  to  h a v e  a n  i m p a c t  a s  a n  e l e m e n t  o f  
p r o f i t  ? 

M R .  N I C H O L S :  M a y b e  t h e  w o r d  " g o o d "  i s  n o t  t h e  b e s t  w o r d .  
M a y b e  i t  i s  s o m e t h i n g  e l s e  t h a t  w i l l  i n d i c a t e  t h a t  i t  i s  one  c o n c e p t  of  
p r o f i t  u n d e r  t h e  f r e e  e n t e r p r i s e  s y s t e m .  

B u t  I t h i n k  t h e  r e a l  h o o k e r  i n  y o u  q u e s t i o n  i s  t h a t  y o u  s a i d  t h a t  i f  
y o u  a l l o w  t o o  m u c h  p r o f i t ,  t h e  g o o d s  a r e  g o i n g  to  c o s t  you  t o o  m u c h .  
I t h i n k  I w o u l d  a g r e e  c o m p l e t e l y  w i t h  t h a t  s t a t e m e n t  i f  y o u  w o u l d  s a y :  
" I f  y o u  p a y  t o o  h i g h  a p r i c e ,  t h e  g o o d s  a r e  g o i n g  to  c o s t  y o u  t o o  m u c h .  " 
B u t  i t  i s  n o t  t h e  s a m e  t h i n g .  

I am sure that I can't point this out--and if I could, I wouldn't-- 

but I am sure that you know of, or can think of eases where a eontracting 
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o f f i c e r ,  
p r i c e ,  wh ich  i n c l u d e d  a low prof i t ,  fo r  s o m e  a r t i c l e  than  h e  c o u l d  
o t h e r w i s e  have  bought  i t  fo r .  The  p r i c e  i s  what  we a r e  c o n c e r n e d  wi th  
h e r e - - t h e  t o t a l  c o s t .  

I know tha t  t h e r e  is no end  to th i s  type of d i s c u s s i o n .  But  I a m  
told  tha t  wi th  c e r t a i n  t ypes  of e l e c t r o n i c  g e a r  the m a i n t e n a n c e  c o s t - -  
r e p l a c i n g  tubes ,  c o n d e n s e r s ,  r e s i s t o r s ,  and a l l  the r e s t  of what  
h a p p e n s  to t h e m - - i s  e igh t  t i m e s  the o r i g i n a l  c o s t .  And ye t  i t  m a y  be  
p o s s i b l e ,  by pu t t ing  in a w i r e - w o u n d  r e s i s t o r  in p l a c e  of mud ,  and by  " 
p a y i n g  a h i g h e r  f i r s t  c o s t - - y o u  have  s o m e  tubes  now, s u c h  as  t h o s e  
u s e d  in  the  new u n d e r - s e a  c a b l e ,  tha t  a r e  p l a n n e d  to l a s t  fo r  f o r t y  
y e a r s .  I don ' t  th ink  the s e r v i c e s  n e e d  tubes  tha t  w i l l  l a s t  f o r  f o r t y  
y e a r s .  But  the s p e c i f i c a t i o n s - - a n d  I m a y  be u n f a i r  n o w - - s o m e  s p e c -  
i f i c a t i o n s  do not c a l l  f o r  what  is  wan ted ,  b e c a u s e  the p r o c u r e m e n t  ..... 
peop le  a r e  m o r e  c o n c e r n e d  about  w h e t h e r  the g e a r  is go ing  to  c o s t  t oo  
m u c h  the f i r s t  t i m e  a r o u n d .  Maybe  the c o n t r a c t  w i l l  be  b ig  enough  by  
tha t  t i m e  so h i g h e r  a u t h o r i t y  has  to a p p r o v e  it, and m o r e  j u s t i f i c a t i o n s  
wi l l  be  n e e d e d .  

gu ided  by  an a u d i t o r  who knew the r u l e  book,  h a s  pa id  a h i g h e r  

It ge t s  b a c k  to the q u e s t i o n  of what  to buy  and  wha t  p r i c e  to pay  
fo r  i t .  I a m  qui te  s i n c e r e  in s a y i n g  tha t  I th ink  the s e r v i c e s  a r e  too 
m u c h  c o n c e r n e d  with  the p ro f i t  e l e m e n t .  T h e y  a r e  c o n c e r n e d  wi th  Cost 
too, but  c o s t s  and p r o f i t  a r e  r e a l l y  m e r g e d  in the r i g h t h a n d  s ide  of the 
d i a g r a m  when  you b e g i n  to whi t t l e  down on the p r i c e .  

I t h ink  tha t  t h e r e  cou ld  v e r y  w e l l  be s o m e  p o l i c y  e x p l a n a t i o n  to a 
c o n t r a c t i n g  o f f i c e r  tha t  would  m a k e  h i m  m o r e  c o n s c i o u s  of h is  t o t a l  
p r i c e  than  of the e l e m e n t s  of the c o s t  and p ro f i t .  

QUESTION:  Th is  is a l i t t l e  bi t  off the s u b j e c t  of y o u r  l e c t u r e .  I 
h a v e n ' t  h e a r d  th is  a r g u m e n t  e x p r e s s e d  at a l l  d u r i n g  any of ou r  l e c t u r e s ,  
but  i t  ha s  to do wi th  the m a t t e r  of the n o n d i s c r i m i n a t i o n  c l a u s e  in 
l a b o r  c o n t r a c t s .  It  s e e m s  to m e  tha t  in the pas t  m o n t h  o r  so  t h e r e  has  
b e e n  qui te  a b i t  of t a lk  about  d i s c r i m i n a t i o n  by l a b o r  un ions ,  and they  
wan t  the G o v e r n m e n t  to s t a r t  a v i g o r o u s  e n f o r c e m e n t  of the n o n d i s -  
c r i m i n a t i o n  c l a u s e  in t h e i r  c o n t r a c t s .  I w o n d e r  what  e f fec t ,  if any,: 
tha t  w i l l  have  on i n d u s t r y .  

MR. NICHOLS: You said "clause in labor contracts?" 

QUESTION:  I d idn ' t  m e a n  to s a y  tha t .  I m e a n t  th is  c l a u s e  in 
G o r e  r n m e n t  c o n t r a c t s .  
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MR.  NICHOLS:  In  p r o c u r e m e n t  c o n t r a c t s ?  

QUESTION: Yes. 

MR.  NICHOLS:  Wel l ,  I m e n t i o n e d  d u r i n g  the  c o u r s e  of m y  r e -  
m a r k s  tha t  as  s o v e r e i g n  the G o v e r n m e n t  f e e l s  it  m u s t  a t t e m p t ,  t h r o u g h  
th i s  c o n t r a c t i n g  v e h i c l e ,  a whole  lot  of s o c i a l  th ings  tha t  o r d i n a r y  
c u s t o m e r s  wou ld  not a t t e m p t .  

I really don't know what will happen. I suppose it depends on the 
area in which the subject is brought up most forcibly. It will depend 
somewhat on the contracting officer who feels that he has to make sure 
that that part of the contract is being carried out. There may be areas 

where contractors would refuse to take a Government contract with 
that clause in it rather than attempt to live with it. 

You c a n  get  p r o c u r e m e n t  c o n t r a c t s  tough enough  so  tha t  peop le  
don ' t  wan t  t h e m .  But  tha t  i s  not the e a s e  g e n e r a l l y .  Two th ings  i m p e l  
c o n t r a c t o r s  to take  t h e s e  b u r d e n s o m e  G o v e r n m e n t  c o n t r a c t s .  The  
f i r s t  one,  b e l i e v e  i t  o r  not,  I b e l i e v e ,  is  a d e s i r e  to he lp  the c o u n t r y .  
The  s e c o n d  is  tha t  an o v e r l a y  of s u c h  b u s i n e s s ,  if i t  h appens  to be in  
the r i g h t  l ine ,  c a n  be  h a n d l e d  wi thou t  too m u c h  d i f f i cu l ty ,  and c a n  c o n -  
t r i b u t e  to the a b s o r p t i o n  of o v e r h e a d ,  to e x t r a  d o l l a r s  of p r o f i t s ,  to 
e x t r a  jobs ,  and so on, wh ich  is  a v e r y  good th ing.  

The  p r o b l e m  is  not  c o n f i n e d  to th i s  q u e s t i o n  of n o n d i s c r i m i n a t i o n .  
I a m  not  s u r e  I have  the r i g h t  t e r m ,  but  t h e r e  i s  an  o r d e r  tha t  s a y s  a 
S m a l l  B u s i n e s s  A d m i n i s t r a t i o n  m a n  has  to s i t  wi th  the c o n t r a c t i n g  
o f f i c e r  and d e c i d e  w h e t h e r  a c o n t r a c t  ought  to be  r e s e r v e d  to s m a l l  
b u s i n e s s ,  in  w h i c h  e v e n t  the m a n  tha t  o r d i n a r i l y  s e l l s  tha t  e q u i p m e n t  
i s  u n a b l e  to b id  if he has  m o r e  than  500 e m p l o y e e s .  

M a y b e  i t  sounds  a l l  r i g h t  f o r  the s o v e r e i g n  to do tha t .  But  if  
s o m e b o d y  w a n t s  s o m e t h i n g ,  w h e r e  wi l l  he go to buy  i t?  He w i l l  
o r d i n a r i l y  go to the  f e l l o w  who had  m a d e  i t  b e f o r e  and who has  d e m o n -  
s t r a t e d  tha t  h i s  s tuff  i s  good,  tha t  h is  qua l i t y  is s a t i s f a c t o r y ,  tha t  it 
p e r f o r m s  p r o p e r l y .  

Th i s  m a t t e r  of s e n d i n g  b u s i n e s s  in to  d e p r e s s e d  a r e a s - - I  don ' t  
t h ink  I wou ld  have  t o u c h e d  on tha t  e x c e p t  f o r  the f ac t  tha t  the G o v e r n -  
m e n t  is  a l so  the s o v e r e i g n - - I  don ' t  t h ink  he lps  the p r o c u r e m e n t  p r o c e s s  
v e r y  m u c h .  
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If we i n t e n d  to  have  n o n d i s c r i m i n a t i o n  e n f o r c e d  t h r o u g h o u t  the  
l and ,  we ough t  to  do i t  by  law,  by  p o l i c e  o f f i c e r s ,  and  not  b y  the  c o n -  
t r a c t i n g  p r o c e s s .  Bu t  t h i s  G o v e r n m e n t  c o n t r a c t  is  a h a n d y  th ing .  It  
i s  l ike  a p a y r o l l .  T h a t  i s  a h a n d y  t h i n g  to h a n g  t a x e s  on. T h e  G o v e r n -  
m e n t  c o n t r a c t  i s  a h a n d y  t h i n g  to h a n g  a lo t  of s o c i a l  o b j e c t i v e s  on.  

Q U E S T I O N :  G e t t i n g  i n t o  t ha t  r o a d w a y  tha t  you bu i l t  f r o m  on the  
a c c e p t a b l e  p r o f i t  o r  l i m i t e d  p r o f i t ,  t r y i n g  to t ie  t h a t  in  w i t h  the  q u a l i t y  
of the  p r o d u c t ,  the  E n g l i s h  l a n g u a g e  b e i n g  wha t  i t  i s ,  t h e r e  a r e  v e r y  
few t h i n g s  t h a t  c a n n o t  be  m i s i n t e r p r e t e d .  So it  i s  qu i t e  r e a s o n a b l e  
f o r  a m a n u f a c t u r e r  to  g ive  the  m i n i m u m  a c c e p t a b l e  s t a n d a r d .  T h e r e -  
f o r e  the  a u d i t o r  wi l l  t r y  to t a k e  a l ook  to s e e  t ha t  t he  p r o f i t s  a r e  not  
too  g r e a t  f r o m  tha t  p o i n t  of v i ew .  M e a n w h i l e  the  m a n u f a c t u r e r  i s  go-  
ing  to t r y  to i n c r e a s e  h i s  p r o f i t  by  r e d u c i n g  the  c o s t  and  by  g i v i n g  the  
m i n i m u m  a c c e p t a b l e .  So t h e r e f o r e  you w o u l d  s t i l l  ge t  t ha t  t w i s t - a r o u n d .  
I s n ' t  t h e r e  s o m e  p o s s i b i l i t y  t ha t  a m i d d l e  r o a d  c o u l d  be f o u n d  w h e r e  you  
c a n  i n c r e a s e  q u a l i t y  and d e c r e a s e  p r o f i t  and s t i l l  h a v e  e v e r y b o d y  h a p p y ?  

MR.  N I C H O L S :  I t  w o u l d  be  dandy  if  t h e r e  w e r e .  But ,  in  o r d e r  to  
do tha t ,  you  w i l l  h a v e  to ge t  y o u r  s p e c i f i c a t i o n  w r i t e r s  to  a i m  at  w h a t  
y o u  want ,  wha t  you  d e s i r e ,  r a t h e r  t h a n  at wha t  t h e y  t h i n k  t h e y  c a n  ge t  
s o m e b o d y  to m a k e .  

I don't think I am saying anything that isn't common knowledge-- 
that your specifications are not getting the quality that is available to 
you. That is partly because we have to give orders to small business, 
partly because we have to have at least three bids, partly because of 
this, that, and the other thing. 

I d o n ' t  t h i n k  t h a t  y o u r  h igh  q u a l i t y  p r o d u c e r s  a r e  a l s o  y o u r  h igh  
p r o f i t  p r o d u c e r s .  I d o n ' t  t h i n k  t h a t  y o u r  i n s p e c t o r  wou ld  p e r m i t  a 
q u a l i t y  p r o d u c e r  to  d e l i v e r  as  p o o r  m e r c h a n d i s e  as  he w o u l d  a c c e p t  
f r o m  a n o n q u a l i t y  p r o d u c e r .  So you h a v e  a doub le  s t a n d a r d  of q u a l i t y .  
Bu t  i t  i s  not  c o n f i n e d  to the  G o v e r n m e n t .  We h a v e  one in  o u r  p l an t .  
We wi l l  no t  a c c e p t  f r o m  a s u p p l i e r  of s c r e w  m a c h i n e  p a r t s  t h a t  we 
m a k e  o u r s e l v e s ,  p a r t s  tha t  we wi l l  t ake  w h e n  t h e y  c o m e  off o u r  own 
p r o c e s s .  

T h e r e  a r e  s t a n d a r d s  of qua l i t y ,  and a l l  I a m  s a y i n g  is  t ha t  you  c a n  
h a v e  a l m o s t  any  s t a n d a r d  you wan t  if you k e e p  y o u r  s p e c i f i c a t i o n s  up .  
Bu t  the  p r o b l e m  of g e t t i n g  the  s p e c i $ i c a t i o n  t h a t  m a y  e x c l u d e  a l l  bu t  a 
c o u p l e  of m a n u f a c t u r e r s  who a r e  ab le  to m e e t  i t  and  r e d u c e  the  n u m b e r  
who c a n  m e e t  i t  f r o m  f ive  to t h r e e  o r  s o m e t h i n g  l ike  t h a t - - w e l l ,  I n e v e r  
h a d  a c h a n c e  to r e a d  t h a t  j u s t i f i c a t i o n ,  bu t  I ' l l  b e t  i t  w o u l d  be t e n  p ~ g e s  
long .  
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Q U E S T I O N :  You s a i d  s o m e t h i n g  t ha t  i n t r i g u e d  m e ,  You s a i d  t ha t  
the  p r o f i t  s h o u l d  no t  be  v e r y  m u c h ,  and  t ha t  at  the  r o o t  of th i s  p r o b l e m  
is  the  G o v e r n m e n t  ac t i ng ,  n u m b e r  one ,  as  c u s t o m e r ,  and ,  n u m b e r  two,  
as  s o v e r e i g n .  I a m  w o n d e r i n g  w h e t h e r  i n d u s t r y  wou ld  be  w i l l i n g  to 
a c c e p t  i t  if  we w o u l d  d r o p  the  s o v e r e i g n  a p p r o a c h .  I s a y  tha t  in  t h i s  
r e s p e c t :  If you  w e r e  a c o n t r a c t o r  who  d i d n ' t  win  out  on a p a r t i c u l a r  
c o n t r a c t ,  and  if  t he  c o n t r a c t i n g  o f f i c e r  w e r e  a p p r o a c h i n g  it  l ike  i n -  
d u s t r y  a p p r o a c h e s  i t s  buy ing ,  and  w h e n  he m a d e  a d e c i s i o n ,  i t  w o u l d  
be  f ina l ,  w o u l d  i n d u s t r y  be w i l l i n g  to a c c e p t  t ha t  and  e l i m i n a t e  th i s  
r u n n i n g  to  C o n g r e s s m e n ?  

MR.  NICHOLS:  I wou ld .  

Q U E S T I O N :  Would  i n d u s t r y  be  w i l l i n g  to  a c c e p t  a j u s t i f i a b l e  de -  
c i s i o n  t ha t  w o u l d  be  b e n e f i c i a l  to b o t h  the  G o v e r n m e n t  and i n d u s t r y ?  
I m e n t i o n  r u n n i n g  to C o n g r e s s m e n  b e c a u s e  I t h i n k  t ha t  i s  one of the  
t h i n g s  t h a t  m a k e s  the  c o n t r a c t i n g  o f f i c e r  t r y  to  c o v e r  h i s  t r a c k s  in 
the  s e t h i n g s .  

MR.  N I C H O L S :  I t h i n k  you h a v e  a v e r y  good  p o i n t .  I w o u l d  l ike  
to  s p e a k  on  i t  f o r  a m i n u t e .  I a m  ~glad t ha t  e a r l y  in  the  s e s s i o n  I 
w a r n e d  you  t h a t  I c a n ' t  s p e a k  f o r  a l l  i n d u s t r y  on t h i s  m a t t e r .  

B u t  you a r e  qu i t e  r i g h t .  T h e  c o n t r a c t i n g  o f f i c e r  w i t h  the  Hi l l  
l o o k i n g  o v e r  h i s  s h o u l d e r  is  in  f o r  a r o u g h  t i m e .  And  I know t h e s e  
A S P R  r e g u l a t i o n s  a r e  w r i t t e n  w i th  the  k n o w l e d g e  t h a t  s o m e b o d y  on 
the  H i l l  m a y  ge t  a c r a c k  at t h e m .  I know tha t  p r a c t i c a l l y  a l l  t h i s  s m a l l  
b u s i n e s s  f o l d e r o l  i s  in  t h e r e  b e c a u s e  of t he  i n t e r e s t s  on  C a p i t o l  Hi l l .  
And  I know t h a t  bu t  f o r  the  P r e s i d e n t i a l  o r d e r  w h i c h  s t a t e d  we w e r e  
g o i n g  to h a v e  n o n d i s c r i m i n a t i o n  c l a u s e s  in  the  c o n t r a c t s ,  t h e y  w o u l d n ' t  
be  t h e r e .  

B u t  i t  s e e m s  to  m e - - a n d  I m a y  be  qu i t e  w r o n g  on t h i s - - t h a t  a l m o s t  
e v e r y t h i n g  I h a v e  h e a r d  on C a p i t o l  H i l l  h a s  h a d  to do w i t h  the  s m a l l  
b u s i n e s s  p r o b l e m .  If we c o u l d  e v e r  c h a n g e  the  d e f i n i t i o n  and  s a y  t h a t  
s m a l l  b u s i n e s s  i s  e v e r y t h i n g  t h a t  is  no t  b ig ,  o r  s o m e  n i c e ,  e a s y  de f -  
i n i t i o n ,  i t  w o u l d  s o l v e . a  lo t  of t h i n g s .  T h i s  5 0 0 - e m p l o y e e  d e f i n i t i o n  i s  

no t  c l e a r .  

I u n d e r s t a n d  t ha t  s o m e b o d y  w r o t e  a b o o k  f o r  d e t e r m i n i n g  w h e t h e r  
o r  no t  a b u s i n e s s  i s  s m a l l  f o r  e a c h  i n d u s t r y  in  the  c o u n t r y ,  and  i t  h a s  
a d i f f e r e n t  f i g u r e  f o r  e a c h  one .  So you  w o u l d  n e e d  a c o m p u t e r  in  o r d e r  
to  f i g u r e  i t  ou t .  And i t  w o u l d  c h a n g e  n e x t  m o n t h  as  the  f i n a n c i a l  s t a t e -  
m e n t s  c h a n g e .  
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QUESTION: I would like to get back to this area of specifications, 
because I feel that much of what is said here revolves around it. My 
experience has been that we just knock ourselves out writing specifi- 
cations, but we are never current  in that area. I wonder where in 
civilian relationships the target is, where the'civil ian specifications 
differ from ours; and can we learn anything in that area? 

M R .  N I C H O L S :  Wel l ,  C o l o n e l ,  you  h a v e  g i v e n  m e  a w o n d e r f u l  
o p p o r t u n i t y ,  bu t  I a m  g o i n g  to h a v e  to  m u f f  i t .  T h a t  a n s w e r  s h o u l d  be  
g i v e n  b y  s o m e o n e  who  i s  m o r e  f a m i l i a r  w i th  t he  e n g i n e e r i n g  s i d e ,  w i t h  
the  s p e c i f i c a t i o n  s i d e ,  t h a n  I a m .  

I do t h i n k  t h a t  i n d u s t r y  on i t s  own p r o d u c t s  a n d  i t s  own m e t h o d s  
of p r o d u c t i o n  c a n  j e l l  a l i t t l e  f a s t e r  and  not  w a i t  f o r  t he  l a s t  u l t i m a t e  
ga in .  Bu t  I t h i n k  a l s o  t h a t  t h e y  a r e  not  b o t h e r e d  b y  s o m e  of  the  c o n -  
s i d e r a t i o n s  t h a t  e n t e r  i n t o  G o v e r n m e n t  s p e c i f i c a t i o n  w r i t i n g .  

Now,  m y  i m p r e s s i o n  is  t h a t  one  of the  w o r s t  t h i n g s  t h a t  c a n  h a p p e n  
to a s p e c  w r i t e r  i s  w h e n  he i s  t r y i n g  to w r i t e  s o m e t h i n g  c o v e r i n g  a 
p r o d u c t  f o r  w h i c h  t h e r e  is  o n l y  one  known  s u p p l i e r ,  b e c a u s e  t h e n  y o u  
c a n ' t  ge t  c o m p e t i t i v e  b i d s .  You c a n ' t  be  s u r e  t h a t  y o u r  s u p p l y  is  go -  
i ng  to c o n t i n u e .  T h e n  the  e f f o r t  s t a r t s  to ge t  an a l t e r n a t i v e  s o u r c e  
of  s u p p l y ,  p a r t l y  b e c a u s e  you  w a n t  to  be  s u r e  of y o u r  s o u r c e ,  and  
p a r t l y  b e c a u s e  y o u  n e e d  a c o u p l e  of c o n t r a c t o r s  w h o s e  h e a d s  c a n  be  
k n o c k e d  t o g e t h e r  f o r  p r i c i n g  p u r p o s e s .  

B u t  it  i s  t r u e  t h a t  a lo t  c o u l d  be  done  in  the  s p e c - w ~ ' i t i n g  a r e a .  
I t h i n k  g e n e r a l l y  t h a t  i n d u s t r y  c a n  m o v e  a Little f a s t e r ,  c a n  j e l l  a n d  
s t a y  j e l l e d  a l i t t l e  m o r e  r e a d i l y ,  and  t h a t  t h e y  d o n ' t  h a v e  s o m e  of w h a t  
I c a l l  the  p o l i t i c a l  c o n s i d e r a t i o n s  to h a r a s s  t h e m .  

B u t  e v e n  t h a t  i s n ' t  a f a i r  a n s w e r ,  b e c a u s e  I know,  f o r  i n s t a n c e ,  
t h a t  s o m e  c o m p a n i e s  w o n ' t  b u y  a n y t h i n g  t h a t  h a s  no t  b e e n  on  the  m a r k e t  
f o r  a b o u t  two  y e a r s .  If one  h a s  a n e w  r e l a y  o r  s o m e  o t h e r  c o m p o n e n t  
and  o f f e r ~  i t  to  t h e m ,  t h e y  w i l l  s a y :  " G o  a h e a d  a n d  m a k e  i t .  S e n d  u s  
s o m e  s a m p l e s .  In  a c o u p l e  of  y e a r s ,  i f  y o u  a r e  s t i l l  m a k i n g  i t  and  i t  
w o r k s ,  we  w i l l  c o n s i d e r  w r i t i n g  i t  in to  o u r  s p e c i f i c a t i o n s .  " 

QUESTION: In this civilian relationship it has been my experience 
in the limited field that I have been in that industry seems to enjoy 
running to us for help in getting material. Then they come running 
and say "We need anew plant. " They come in and say, "In this plant 
we want you to buy some tools for us." Then they come in and say, 
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"We are having some manpower problems. You feed us some labor." 
So finally, industry, as is true in most airframe plants, ends up where 
really they are just managing the operation in Government facilities, 
with Government equipment, and the costs are pretty much the costs 
of just handing things in one door and out the other. I wonder if the 
opportunity to permit large profits is really in accordance with the 
moral view that you have expressed today. 

MR. NICHOLS: Of course the renegotiation board says that in 
those cases you should view it as earnings on investment and not on 

sales. They are very much concerned about the fact that some of the 
airframe manufacturers don't seem to have very much money of their 

own in the deal. 

But when they come to you for labor in situations such as you are 

talking about, in wartime, isn't it because the Government exercises 

its right to control the labor market? And don't they come to you for 

facilities because the Government may have.put priorities or controls 

on machinery, so that they can't get the stuff without going to you for 

it? 

But you are quite right. I don't think this thing is all one way or 
all the other. But if I have merely persuaded you that there is an area 
in which there are degrees of performance, degrees of pricing, degrees 
of profit, that at least Some other aspects can be considered, that is 
about as far as I would hope to get. 

T h e  a i r f r a m e  i n d u s t r y  c o m p l i c a t e s  t he  w h o l e  lS i c ' : ' r e .  E v e r y  
s e s s i o n  I g e t  i n t o ,  s o m e b o d y  t a l k s  a b o u t  t h e  a i r f r a m e  i n d u s t r y  a n d  s a y s  
i t  i s  d i f f e r e n t .  M r .  T a l b o t t  d id  t h a t  d o w n  on t h e  H i l l .  He  u s e d  s o m e  
of  t h e  r e s u l t s  i n  t h e  a i r f r a m e  i n d u s t r y  a s  e x a m p l e s  of  w h y  we  m u s t  
c o n t i n u e  to  h a v e  r e n e g o t i a t i o n .  

The best question I heard asked down there was, "How many air- 
frame manufacturers do you have ?" and I think Mr. Talbott said, 
"Forty." Is that the right number? I am not sure. 

" W e l l ,  h o w  m a n y  d i d  y o u  h a v e  at  t h e  e n d  of  t h e  w a r ? "  I t w a s  s u b -  
s t a n t i a l l y  t he  s a m e  n u m b e r .  

And then I think it was Senator Byrd who said: "Well, you mean 
there has been no growth in that industry since the end of the war, with 
all the business that has been given it? There is something wrong. 

That is not typical of free enterprise. " 
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I t h i n k  t h a t  i s  r i g h t ,  a n d  I t h i n k  i t  s t e m s  f r o m  t h i s  i n s i s t e n c e  on  
u s i n g  n e g o t i a t e d  c o n t r a c t s  e v e n  in  a r e a s  w h e r e  t h e y  a r e n ' t  a b s o l u t e l y  
n e c e s s a r y .  

MR.  M U N C Y :  G e n t l e m e n ,  t h a t  w i l l  h a v e  to  be  o u r  f i n a l  q u e s t i o n .  
O u r  h o u r  of  d i s m i s s a l  i s  u p o n  u s .  

M r .  N i c h o l s ,  we  a r e  i n d e e d  t h a n k f u l  t o  y o u  f o r  a v e r y  c l e a r  s t a t e -  
m e n t ,  a s  y o u  s a i d ,  of  o n e  m a n u f a c t u r e r ' s  p o i n t  of  v i e w  on  t h i s  i m p o r -  
t a n t  p r o b l e m .  We a p p r e c i a t e  i t ,  h o w e v e r ,  b e c a u s e  w i t h  y o u r  c l a r i t y  
y o u  a l s o  h a v e  r e f l e c t e d ,  I b e l i e v e ,  a v e r y  f a i r  s t a t e m e n t  f o r  i n d u s t r y  
g e n e r a l l y .  T h e  f a c t  t h a t  y o u  m a y  h a v e  d e t e c t e d  s o m e  p o i n t s  o f  v i e w  
w h i c h  a r e  n o t  h e a r t i l y  i n  a c c o r d  w i t h  y o u r  o w n  i s  no t  b e c a u s e  y o u  d i d  
n o t  m a k e  i t  v e r y  c l e a r  to  u s .  We a p p r e c i a t e  i t  v e r y  m u c h .  

(16 M a r  1 9 5 6 - - 2 5 0 ) B / l i t  
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