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Mr.  E r n e s t  F .  L e a t h e r n ,  A s s i s t a n t  to the P r e s i d e n t ,  R a y t h e o n  
M a n u f a c t u r i n g  C o m p a n y ,  W a l t h a m ,  M a s s a c h u s e t t s ,  was  g r a d u a t e d  
f r o m  W a s h i n g t o n  and L e e  U n i v e r s i t y .  He b e g a n  his  b u s i n e s s  c a r e e r  
in the  t e x t i l e  i n d u s t r y  and  i n s t a l l e d  cos t  a c c o u n t i n g  s y s t e m s  in  s ix  
s o u t h e r n  m i l l s .  In 1933 he e n t e r e d  C o l u m b i a  Law School  and ,  upon 
g r a d u a t i o n ,  j o i n e d  the  f i r m  of B u r k e  and B u r k e ,  New Y o r k  Ci ty ,  
b e c o m i n g  a p a r t n e r  f ou r  y e a r s  l a t e r .  D u r i n g  W o r l d  W a r  II he  s e r v e d  
in the  Navy ,  f i r s t  a s  a m e m b e r  of a Spec i a l  G r o u p  a t t a c h e d  to the  
S e c r e t a r y ' s  Of f ice  to a s s i s t  the  t e c h n i c a l  b u r e a u s  in h a n d l i n g  p r o c u r e -  
m e n t  p r o b l e m s .  He  t r a n s f e r r e d  to the  B u r e a u  of Ships ,  N e g o t i a t i o n s  
Sec t ion ,  and  r e a c h e d  the r a n k  of c o m m a n d e r .  Mr .  L e a t h e r n  r e t u r n e d  
to h i s  l aw f i r m  in 1946 and r e s i g n e d  the  nex t  y e a r  to t ake  h i s  p r e s e n t  
pos i t i on .  He is  C h a i r m a n ,  for  a s e c o n d  t e r m ,  of the  P r o c u r e m e n t  
A d v i s o r y  C o m m i t t e e  of the N a t i o n a l  S e c u r i t y  I n d u s t r i a l  A s s o c i a t i o n .  
Th i s  is h i s  f i r s t  l e c t u r e  a t  the  I n d u s t r i a l  C o l l e g e .  
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C O L O N E L  E L D E R :  G e n t l e m e n :  O u r  s u b j e c t  t h i s  m o r n i n g  i s  
" P r o c u r e m e n t  P o l i c i e s  of I n d u s t r y  and G o v e r n m e n t . "  

We a r e  e x t r e m e l y  f o r t u n a t e  to  have  the  g e n i a l  d i s s e n t e r ,  M r .  
E r n e s t  F .  L e a t h e r n .  It i s  a p l e a s u r e  to  w e l c o m e  you  to t h i s  p l a t f o r m ,  
s i r .  

MR.  L E A T H E M :  T h a n k  you .  It shows  tha t  you  shou ld  n e v e r  
open y o u r  m o u t h .  I a s k e d  if  t h e r e  w e r e  go ing  to  be  any  v i s i t o r s  t o d a y  
and C o l o n e l  E l d e r  sa id ,  " Y e s ,  you  m u s t  have  a r e p u t a t i o n . "  I saic~ 
"I h a v e ,  fo r  n e v e r  a g r e e i n g  w i th  a n y b o d y i "  

G e n t l e m e n ,  I a m  not  going to r e a d  you  any s p e e c h  today ,  but  I a m  
go ing  to  t r y  to fo l low a b r i e f  ou t l i ne  tha t  I have  m a d e .  I a m  going  to  
t r y  to  ho ld  m y s e l f  to s o m e w h e r e  b e t w e e n  30 and 35 m i n u t e s .  If I d o n ' t  
f i n i s h  the ou t l ine ,  why  t h a t ' s  m y  good f o r t u n e ,  a s  w e l l  as  y o u r s .  

I w a s  a s k e d  to t a l k  t o d a y  on the  g e n e r a l  t op ic  of P r o c u r e m e n t  
P o l i c i e s  of I n d u s t r y  and G o v e r n m e n t  and,  in so  do ing ,  to m a k e  a 
c o m p a r i s o n  of the  p r o c u r e m e n t  p o l i c i e s  of i n d u s t r y  wi th  t h o s e  of 
G o v e r n m e n t ,  and to give i n d u s t r y ' s  r e a c t i o n  to D e f e n s e  D e p a r t m e n t  
p r o c u r e m e n t  p o l i c i e s .  I a m  not  go ing  to t r y  to d e a l  wi th  t h e s e  as  
s e p a r a t e  s u b j e c t s ,  but  wha t  I th ink  of s o m e  of the  D e f e n s e  D e p a r t m e n t  
p o l i c i e s  w i l l  be  i m p l i c i t  in  s o m e  of the  r e m a r k s  I m a k e  d u r i n g  the  
c o m p a r i s o n .  B e f o r e  we ge t  in to  c o m p a r i n g  the  two,  I th ink  it i s  w e l l  
f o r  us  to r e v i e w  a g a i n  wha t  a r e  s o m e  of the  f u n d a m e n t a l  d i f f e r e n c e s  
tha t  e x i s t  b e t w e e n  the p r o b l e m s  of m i l i t a r y  and G o v e r n m e n t  p r o c u r e -  
m e n t  on the  one hand,  and i n d u s t r i a l  p r o c u r e m e n t  on the  o t h e r ;  
b e c a u s e  m a n y  of the m i s u n d e r s t a n d i n g s  on both  s i d e s ,  I a m  s u r e ,  
c o m e  f r o m  a l a c k  of u n d e r s t a n d i n g  on e i t h e r  s i d e  of the  d i f f e r e n c e s  
tha t  a r e  i n h e r e n t  in the  two.  I w o n ' t  t r y  to c o v e r  a l l  t he  d i f f e r e n c e s ,  
but  I do wan t  to m e n t i o n  s o m e ,  b e c a u s e  I th ink  t h e y  a r e  s i g n i f i c a n t .  

P e r h a p s  the m o s t  i m p o r t a n t ,  and one tha t  s t a n d s  out f i r s t ,  i s  the  
fac t  tha t  the  m i l i t a r y  b u y s  f o r  end u s e .  Tha t  i s ,  you a r e  b u y i n g  a 
w e a p o n  s y s t e m ,  or  a b l a n k e t ,  o r  a u n i f o r m ,  o r  s o m e t h i n g  fo r  the  f i n a l  



u s e  of the  th ing;  w h e r e a s  i n d u s t r y - - a n d  I a m  t a lk ing  now about  m a n u -  
f a c t u r i n g  i n d u s t r y ,  not  c o m m e r c i a l  s e l l i n g  o u t f i t s - - i s  buy ing  fo r  the  
i n c l u s i o n  of the  m a t e r i a l  or  the  p roduc t ,  fo r  the m o s t  pa r t ,  in to  a 
p r o d u c t  w h i c h  they  t h e m s e l v e s  a r e  going  to s e l l .  

T h i s  m e a n s  s e v e r a l  t h ings .  F o r  e x a m p l e ,  i t  m e a n s  tha t  t he  
m i l i t a r y  buy ing  is  u s u a l l y  done  apa r t  g e o g r a p h i c a l l y  f r o m  the  a r e a  in 
w h i c h  the  p r o d u c t  i s  going  to be  u sed .  T h e r e f o r e ,  t h i s  n e c e s s a r i l y  
r e q u i r e s  a d e c e n t r a l i z a t i o n  of m a n y  th ings  wh ich  b e a r  upon p r o c u r e -  
m e n t ,  pu t t ing  t h e m  in the  h a n d s  of d i f f e r e n t  peop le ,  and m a n y  t i m e s  
at  d i f f e r e n t  p l a c e s .  T h e r e f o r e ,  t h e r e  i s  a f r a g m e n t a t i o n  of a u t h o r i t y  
in  t h i s  a r e a  w h i c h  i n d u s t r y  d o e s  not  have  to  l ive  u n d e r ,  b e c a u s e  
b a s i c a l l y  i n d u s t r y  i s  f ind ing  m o r e  and m o r e  tha t  p u r c h a s i n g ,  to  be  
e f f e c t i v e ,  m u s t  be  d e c e n t r a l i z e d  to the  point  of u s a g e .  

In m y  own c o m p a n y ,  for  e x a m p l e ,  ju s t  to show you how you can  
save  a l i t t l e  cos t  in t h i s  s i tua t ion ,  we have  b e e n  able  to have  a s i ng l e  
d o c u m e n t  wh ich  r e p r e s e n t s  the  r e q u i s i t i o n  f r o m  the  p r o d u c t i o n  f l o o r  
to  p u r c h a s i n g ,  to buy  s o m e t h i n g .  It b e c o m e s  the  p u r c h a s e  o r d e r  to  
the  v e n d o r ;  i t  b e c o m e s  the  i n c o m i n g  r e c e i p t .  On i t  a r e  no ted  the  
r e s u l t s  of i n c o m i n g  i n s p e c t i o n ,  and on i t  a l s o  a r e  no ted  the  e f f e c t s  on 
s t o c k s  as  s t o c k s  f r o m  tha t  p u r c h a s e  a r e  w i t h d r a w n  to the  a s s e m b l y  o r  
the  m a n u f a c t u r i n g  f l oo r .  Al l  of t h i s ,  you s e e ,  can be done  w h e n  you 
a r e  g e o g r a p h i c a l l y  t o g e t h e r .  

Th i s  is  i m p o s s i b l e ,  of c o u r s e ,  in m i l i t a r y  p r o c u r e m e n t .  It a l s o  
m a k e s  the p u r p o s e s  of p r o c u r e m e n t ,  it  s e e m s  to m e ,  s o m e w h a t  d i f f e r -  
ent .  I th ink,  in p r i n c i p l e ,  at  l e a s t ,  tha t  the  f i r s t  c o n s i d e r a t i o n  of the 
m i l i t a r y  shou ld  be qua l i t a t i ve  p r o d u c t s ,  p a r t i c u l a r l y  in t i m e s  of c r i s e s  
or  w a r ,  but  a l m o s t  a l l  the  o t h e r  t i m e s  as  we l l .  It i s  i m p o r t a n t  tha t  the 
m i l i t a r y  g ive  a v e r y  h igh  p r i o r i t y  to p r o m p t  d e l i v e r y  on r e a l i z a b l e  
s c h e d u l e s .  Now, any of you who have  b e e n  in p r o c u r e m e n t  fo r  the  
G o v e r n m e n t  I th ink  would  be the f i r s t  ones  to a d m i t  tha t  "on  r e a l i z a b l e  
s c h e d u l e s "  is  a c o m p l e t e l y  a r t i f i c i a l  th ing  in m i l i t a r y  p r o c u r e m e n t .  
b e c a u s e  it so  of ten h e d g e d  by the  l i r o i t a t i ons  of t i m e  of s p e n d i n g  
a p p r o p r i a t i o n s  tha t  i t  d o e s  not  g ive  a r e a l i s t i c  t i m e  in wh ich  y o u r  v e n d o r  
is  go ing  to p e r f o r m  his  c o n t r a c t .  Al l  k inds  of c o m p r o m i s e s  and p o o r  
p e r f o r m a n c e  r e s u l t  f r o m  th i s  a r t i f i c i a l  c o m p r e s s i o n .  

The  s e r v i c e a b i l i t y  of the p r o d u c t ,  by w h i c h  I m e a n  i t s  ab i l i t y  to be  
m a i n t a i n e d  in the  f i e ld ,  i s  a n o t h e r  p r i m e  c o n s i d e r a t i o n  of the  m i l i t a r y .  



The  p r i c e  of the p r o d u c t  I put l a s t  in the  m i l i t a r y  s i t ua t i on .  I a m  
d e a l i n g  p h i l o s o p h i c a l l y  now, and f o r g e t t i n g  the  t a x p a y e r  fo r  a m i n u t e ,  
who of c o u r s e  has  a v e r y  l e g i t i m a t e  i n t e r e s t ;  but  t h e s e  o t h e r  f a c t o r s  
tha t  I have  n a m e d  s e e m  to m e  to be m o r e  i m p o r t a n t  f r o m  the  s t andpo in t  
of m i l i t a r y  u s a g e .  I a m  going to ta lk  b a s i c a l l y ,  of c o u r s e ,  of m i l i t a r y  
p r o c u r e m e n t  as  opposed  to o t h e r  G o v e r n m e n t  p r o c u r e m e n t .  

P r i c e ,  h o w e v e r ,  to the G o v e r n m e n t ,  is  i m p o r t a n t ,  v e r y  i m p o r t a n t ,  
in  o r d e r  tha t  you m a y  m a k e  the  m a x i m u m  u s a g e  of the m i n i m u m  budge t  
and tha t  you do l i m i t  the  cos t  to the  t a x p a y e r  in e v e r y  r e a s o n a b l e  and 
p r u d e n t  way.  

Now l e t ' s  t u r n  to c o m p a r e  that  to i n d u s t r y ' s  p o s i t i o n  in p r o c u r e -  
m e n t .  T h e r e  p r i c e  b e c o m e s  p a r a m o u n t ,  and the r e a s o n  it b e c o m e s  
p a r a m o u n t  i s  tha t  e v e r y  i n d u s t r y  m u s t  m a i n t a i n  i t s  c o m p e t i t i v e  s t a t u r e .  
If it  d o e s  not  m a i n t a i n  i t s  c o m p e t i t i v e  s t a t u r e ,  it  b e g i n s  to l o s e  b u s i -  
n e s s  c o m P l e t e l y .  So p r i c e  b e c o m e s  of d o m i n a n t  i m p o r t a n c e .  Second,  
c u s t o m e r  s a t i s f a c t i o n  b e c o m e s  of g r e a t  i m p o r t a n c e  in t e r m s  of qua l i ty  
of p r o d u c t  d e l i v e r e d .  In o t h e r  w o r d s ,  we a r e  d e a l i n g  wi th  qua l i ty  
b e c a u s e  we want  to s a t i s fy  the  c u s t o m e r ,  and you a r e  d e a l i n g  wi th  
qua l i ty  b e c a u s e  you want  to have  a th ing  tha t  w o r k s  when  you n e e d  i t .  

Now, the  o t h e r  th ing  that  i s  a p r i m e  o b j e c t i v e  in i n d u s t r y  p r o c u r e -  
m e n t  is  that  the  l e a s t  p o s s i b l e  i n t e r f e r e n c e  is  c r e a t e d  wi th  p l anned  
p r o d u c t i o n  s c h e d u l e s .  Hence  the  p r o m p t  and r e g u l a r  d e l i v e r y  s c h e d u l e s  
a r e  f a r  m o r e  i m p o r t a n t  to us  than an e a r l y  s c h e d u l e  fo l lowed  by a 
d r o u g h t .  We would  m u c h  r a t h e r  have  an e v e n  f low, b e c a u s e  the  cos t  of  
p e r f o r m a n c e ,  and h e n c e  the  m a i n t e n a n c e  of our  c o m p e t i t i v e  s t a t u r e ,  i s  
g r e a t l y  e n h a n c e d .  

The  r e s u l t  of a l l  t h i s  i s  tha t  the  t e c h n i q u e s  and p r o c e d u r e s  and 
m e t h o d s  of p r o c u r e m e n t  fo l lowed  in i n d u s t r y  have  of n e c e s s i t y  b e e n  
t e s t e d  in t h e  v e r y  s e v e r e  c r u c i b l e  of c o m p e t i t i o n .  They  have  led ,  
t h e r e f o r e ,  to  the  d e v e l o p m e n t  of s p e c i a l i s t s  in the  whole  f i e ld  of 
p r o c u r e m e n t .  Now, th i s  has  not  b e e n  p o s s i b l e  on the  o f f i c e r  s ide  
( so  f a r ,  at  l e a s t )  of the a r m e d  s e r v i c e s .  So, as  I have  sa id  h e r e  
b e f o r e  at  p a n e l s ,  and I s ay  it  aga in  to the  whole  g roup ,  one of the  
p r i n c i p a l  p r o b l e m s  in m i l i t a r y  p r o c u r e m e n t  is  the  f a i l u r e  to d e v e l o p  
and to  r e w a r d  the  s p e c i a l i s t s  in that  f i e ld .  I know a g r e a t  m a n y  
m i l i t a r y  o f f i c e r s  of a l l  t h r e e  s e r v i c e s  have  fe l t  tha t  when  they  a r e  
a s s i g n e d  to  a 2-  or  3- or  4 - y e a r  t ou r  of duty in p r o c u r e m e n t  they  
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have  b e e n  s en t  to S i b e r i a ,  tha t  i t  i s  i n t e r f e r i n g  w i t h  the  p r o g r e s s  of 
t h e i r  c a r e e r s ;  and u n f o r t u n a t e l y  they  have  r e a s o n s  to f e e l  tha t  way ,  
by  p a s t  r e c o r d s  and by  pas t  h i s t o r y .  T h i s  i s  a f u n d a m e n t a l  a r e a  tha t  
m u s t  be  c h a n g e d .  Unt i l  r e l a t i v e l y  r e c e n t l y ,  e v e n  though  you  had  m e n  
in the  c i v i l i a n  s ide  in v e r y  i m p o r t a n t  p o s t s  and  on down to r e l a t i v e l y  
u n i m p o r t a n t  pos t s ,  t h e s e  m e n  had not  b e e n  c o n s c i o u s l y  t r a i n e d  in 
p r o c u r e m e n t  and had l e a r n e d  p r o c u r e m e n t  by do ing  it  w i th in  the  c o n -  
f i n e s  and r e s t r i c t i o n s  and l i m i t a t i o n s  u n d e r  w h i c h  G o v e r n m e n t  p r o -  
c u r e m e n t  w a s  c a r r i e d  on.  T h e y  do not  t h e m s e l v e s ,  in m o s t  c a s e s ,  
f e e l  f r e e  o r  a u t h o r i z e d  to e x e r c i s e  the  i n g e n u i t y  of thought ,  the  
d a r i n g  of t r y i n g  new t e c h n i q u e s  and p r o c e d u r e s  tha t  a r e  c o n s t a n t l y  
and d a i l y  not  j u s t  a v a i l a b l e  to i n d u s t r y  but  a r e  i n s i s t e d  on b e i n g  t r i e d  
by  i n d u s t r y .  I sa id  "un t i l  r e l a t i v e l y  r e c e n t l y "  b e c a u s e  I a m  a w a r e ,  of 
c o u r s e ,  of the  t r a i n i n g  w h i c h  is  go ing  ~n fo r  b u y e r s  and p r o c u r e m e n t  
o f f i c e r s  on the  c i v i l i a n  s i de  t h r o u g h o u t  a l l  of the  s e r v i c e s  t oday .  I 
t h ink  th i s  i s  a t r e m e n d o u s  s t ep  f o r w a r d .  

Now,  a n o t h e r  m a j o r  d i f f e r e n c e  in b a c k g r o u n d  a g a i n s t  w h i c h  the  
two f i e l d s  a r e  c a r r i e d  on is  the  t r e m e n d o u s  a m o u n t  of l i m i t a t i o n s  on 
g o v e r n m e n t a l  a u t h o r i t y  in the  p r o c u r e m e n t  f i e l d - - a u t h o r i t y ,  tha t  i s ,  
to the  i n d i v i d u a l  b u y e r  o r  c o n t r a c t i n g  o f f i c e r .  Of c o u r s e ,  in the  f i r s t  
p l a c e ,  you have  C o n g r e s s ,  wh ich  in i t s  w i s d o m  has  s a id  tha t  you  have  
to  have  a s t a t u t e  of a u t h o r i z a t i o n  to p u r c h a s e .  The  C o n s t i t u t i o n ,  a s  I 
r e m e m b e r  i t ,  s a y s  tha t  the  F e d e r a l  G o v e r n m e n t  i s  e n t i t l e d  to have  an  
A r m y  and a N a v y .  We l l ,  you  c a n ' t  v e r y  we l l  have  one wi thou t  b u y i n g .  
I r e a l l y  s e r i o u s l y  q u e s t i o n  w h e t h e r  t h e r e  is  a n e e d  for  a s t a t u t e  of 
a u t h o r i t y  to p u r c h a s e  fo r  the  a r m e d  s e r v i c e s .  But  n e v e r t h e l e s s  you  
have  one ,  and a c t u a l l y  you  have  a p r e t t y  good one,  P u b l i c  L a w  413; 
one tha t  is  a c o m p r o m i s e  b e t w e e n  good buy ing  and old p r a c t i c e s  t h a t  
wen t  b a c k  100 y e a r s  o r  m o r e  ago .  It  is  f au l ty  only  in the fac t  tha t  it  
i s  p h r a s e d  in a way  to f o r c e  e v e r y t h i n g  to one kind of buy ing  u n l e s s  it  
m e e t s  c e r t a i n  e x c e p t i o n s .  T h o s e  of us  who p a r t i c i p a t e d  in the  d r a f t i n g  
of tha t  s t a t u t e  y e a r s  ago a r e  w e l l  a w a r e  tha t  i t  w a s  a c o n s c i o u s  c o m -  
p r o m i s e .  T h i s  was  done b e c a u s e  a d v e r t i s e d  b idd ing  was  the  l aw at 
tha t  t i m e ,  wh ich  was  p a r t i a l l y  w a i v e d  d u r i n g  W o r l d  W a r  II, but ,  
i m m e d i a t e l y  a f t e r  the p o w e r s  of the  P r e s i d e n t  u n d e r  the  E m e r g e n c y  
W a r  P o w e r s  Act  w e r e  a b o l i s h e d ,  b u y i n g  would  have  a u t o m a t i c a l l y  
gone b a c k  to old 3709. So we though t  tha t  p o l i t i c a l l y ,  to  ge t  a good 
b i l l  t h r o u g h ,  it  had to be  p h r a s e d  in th i s  way ,  and I th ink  tha t  e v e n  to 
th i s  d a y  you  find the t e n o r  of the C o n g r e s s  l e a n i n g  in tha t  d i r e c t i o n .  
V a r i o u s  r e m a r k s  m a d e  by  the  H e b e r t  C o m m i t t e e  d u r i n g  i t s  i n v e s t i -  
ga t i ons  l a s t  fa l l  a r e  i n d i c a t i v e  of t h i s .  

4 



N o n e t h e l e s s ,  t he  f a c t  of t he  m a t t e r  i s  t ha t ,  a s  w e a p o n s  b e c o m e  
m o r e  c o m p l e x  and  we ge t  away  f r o m  m e r e l y  b u y i n g  s u b s i s t e n c e  i t e m s ,  
i t  i s  i n e v i t a b l e  tha t  y o u  a r e  g o i n g  to  h a v e  to  go m o r e  and  m o r e  to  w h a t  
i s  k n o w n  t o d a y  a s  n e g o t i a t e d  p r o c u r e m e n t .  P u b l i c  L a w  413, I t h i n k ,  
g i v e s  y o u  a v e r y  w ide  l a t i t u d e  in t h a t  r e g a r d ,  w h i c h  h a s  n e i t h e r  b e e n  
w h o l l y  a p p r e c i a t e d  n o r  w h o l l y  u s e d .  N o n e t h e l e s s ,  i t  i s  a good  s t a t u t e .  

Bu t ,  w h e n  y o u  ge t  b e y o n d  P u b l i c  Law 413 and  go on t h e n  to  the  
A r m e d  S e r v i c e s  P r o c u r e m e n t  R e g u l a t i o n s  and  the  A i r  F o r c e  P r o c u r e -  
m e n t  I n s t r u c t i o n s ,  and  t he  N a v y  P r o c u r e m e n t  I n s t r u c t i o n s ,  and  the  
A r m y  P r o c u r e m e n t  I n s t r u c t i o n s ,  and  the  W r i g h t  F i e l d  P r o c u r e m e n t  
D i r e c t i v e s ,  and  t he  R o m e  A i r  B a s e  P r o c u r e m e n t  D i r e c t i v e s ,  and  on 
and  on,  I w o n d e r  how m a n y  of you  r e a l i z e  j u s t  w h a t  a p i l e  of p a p e r  
t h e s e  m e a n .  I h a p p e n e d  to  s e e  i t  b e c a u s e ,  w h e n  we w e r e  w o r k i n g  on 
the  a d v i s o r y  w o r k  w i t h  the  H o o v e r  C o m m i s s i o n  in  t h i s  f i e l d  a c o u p l e  
of  y e a r s  ago ,  one  of  us  t ook  the  t r o u b l e  to  o r d e r  a l l  of t h e s e  t h i n g s  
and  p i l e  t h e m  up;  and  i t  c o m e s  t h i s  h i g h  ( i n d i c a t i n g } - - a b o u t  to  m y  
s h o u l d e r .  

Of the  s u m  of p r o c u r e m e n t  r e g u l a t i o n s ,  t h e o r e t i c a l l y ,  e a c h  of y o u ,  
a s  p r o c u r e m e n t  o f f i c e r s ,  i s  p r o b a b l y  o b l i g a t e d  to  w o r k  u n d e r  t w o -  
t h i r d s  of t h e m ,  w h e n  you  l e a v e  off  t h o s e  of the  o t h e r  s e r v i c e s  w h i c h  you  
a r e  no t  in .  W h e n  y o u  ge t  t h a t  m a s s  of w o r d s ,  i t  i s  i n e v i t a b l e  t h a t  you  
ge t  a m a s s  of c o n f l f c f s ,  Of c o u r s e ,  we  know t h a t  t h i s  e x i s t s  a l l  t h r o u g h  
the  r e g u l a t i o n s .  Y o u  h a v e  m a n y  i n s t a n c e s ,  of  l a r g e  o r  s m a l l  i m p o r t a n c ~  
w h e r e  the  p r o c u r e m e n t  i n s t r u c t i o n s  of a p a r t i c u l a r  o f f i ce  a r e  g i v i n g  an  
i n t e r p r e t a t i o n  o r  a r e  a c t u a l l y  n e g a t i n g  the  e f f e c t s  of s o m e  of t he  p o l i c y  
s t a t e m e n t s  in the  A r m e d  S e r v i c e s  P r o c u r e m e n t  R e g u l a t i o n s  w h i c h  
t h e m s e l v e s  n e g a t e  s o m e  of the  p o l i c y  s t a t e m e n t s  c o n t a i n e d  in  P u b l i c  L a w  
413 .  

Now,  i n d u s t r y ,  of  c o u r s e ,  i s  no t  so  b o u n d .  We wou ld  no t  t h i n k  f o r  
a m o m e n t  of h a m s t r i n g i n g  o u r  b u y e r s  w i t h  any  s u c h  m a s s  of r e s t r i c t i v e  
d e t a i l .  T h e y  a r e  b o u n d  p r i m a r i l y  by  the  c o m m o n  l a w s  of c o n t r a c t ,  w e l l  
known  and  w e l l  w o r k e d  on a v e r y  e q u i t a b l e  b a s i s .  It i s  t r u e  t h a t  t h e y  
a r e  b o u n d  a l s o ,  m o r e  and  m o r e ,  u n f o r t u n a t e l y ,  by  one  o t h e r  f a c t o r ,  and  
t h a t  i s  by  w h a t  we  a r e  f o r c e d  to  a c c e p t  as  c o n t r a c t o r s  in  the  r e s t r i c t i o n s  
on o u r  a b i l i t y  to  buy  u n d e r  t he  t e r m s  of G o v e r n m e n t  c o n t r a c t s .  We h a v e  
m o r e  and  m o r e  of t ha t  k i n d  of p r o v i s i o n  c r e e p i n g  i n t o  c o n t r a c t s ,  w h e r e  
we h a v e  to  ge t  t h i s  k i n d  of  a p p r o v a l  o r  t h a t  k i n d  of a p p r o v a l ,  o r  we  h a v e  
to  h a v e  c e r t a i n  t y p e s  of s u b c o n t r a c t o r s ,  o r  we c a n ' t  h a v e  c e r t a i n  t y p e s  
of  s u b c o n t r a c t o r s .  T h e s e  a c t  as  a r e s t r i c t i o n  on the  p r i m e  c o n t r a c t o r  
in  i t s  b u y i n g .  B u t  b a s i c a l l y ,  t h o s e  p r o v i s i o n s  h a v e  n o t  y e t  b e c o m e  a b ig  
p r o b l e m .  



O u r  b u y e r s  a r e  f r e e  to ,use t h e i r  i n g e n u i t y  to n e g o t i a t e  the  v e r y  
b e s t  d e a l ,  u n d e r  the c i r c u m s t a n c e s ,  fo r  wha t  m a t e r i a l s  and  p a r t s  
o u r  p r o d u c t  n e e d s  to have  to m a k e  i t .  

A n o t h e r  b a s i c  d i f f e r e n c e  is  tha t  m i l i t a r y  p r o c u r e m e n t  p o l i c i e s  
a r e  in p a r t  e s t a b l i s h e d  wi th  p o l i t i c a l  o r  s o c i a l  o b j e c t i v e s ,  c o m p l e t e l y  
i r r e s p e c t i v e  of t h e i r  e f f e c t s  on good buy ing .  I d o n ' t  n e e d  to go o v e r  
a l l  of t h e s e ,  by any m e a n s .  I a m  s u r e  you  u n d e r s t a n d  a lot  of t h e m .  
The  s m a l l  b u s i n e s s  p r o b l e m  is  a c t u a l l y  only  t h i s .  It  i s  the  p o l i t i c a l  
e f f o r t  to  m a k e  s u r e  tha t  s m a l l  b u s i n e s s  ge t s  G o v e r n m e n t  c o n t r a c t s .  
T h o s e  of u s  t ha t  a r e  in i n d u s t r y  a r e  d e a l i n g  d a i l y  wi th  s m a l l  b u s i n e s s  
a s  v e n d o r s  to u s .  In m y  own c o m p a n y ,  fo r  e x a m p l e ,  abou t  70 p e r c e n t  
of ou r  t o t a l  p u r c h a s e  d o l l a r  g o e s  to s m a l l  b u s i n e s s ,  and about  90 
p e r c e n t - - a n d  th i s  i s  a s i g n i f i c a n t  t h i n g - - g o e s  to s m a l l  b u s i n e s s  w h e r e  
t hey  a r e  in a p o s i t i o n  to c o m p e t e .  

F o r  i n s t a n c e ,  if  you  buy  r a d i o  t u b e s ,  t h e r e  a r e  no s m a l l  b u s i n e s s e s  
in tha t  b u s i n e s s ,  so  you  have  to go to l a r g e  b u s i n e s s .  But ,  w h e r e  i t  i s  
p o s s i b l e  f o r  s m a l l  b u s i n e s s  to bid ,  i t  i s  the  u n i v e r s a l  f i n d i n g - - n o t  j u s t  
in the  e l e c t r o n i c s  i n d u s t r y ,  but  in the  a i r c r a f t  i n d u s t r y  and in the  c h e m -  
i c a l  i n d u s t r y  and in the a u t o m o t i v e  i n d u s t r y ,  u n i f o r m l y - - t h a t  the  s m a l l  
b u s i n e s s m a n  can  v e r y  w e l l  t ake  c a r e  of h i m s e l f ,  and he  d o e s ,  in  c o m -  
p e t i t i v e  b i d d i n g .  I f e e l  tha t  t h i s  i s  the  p r o p e r  p l a c e  f o r  s m a l l  b u s i n e s s ,  
and I f e e l  tha t  s m a l l  b u s i n e s s  i s  in f ac t  ge t t i ng  i t s  ful l  s h a r e  of G o v e r n -  
m e n t  b u s i n e s s .  But  p o l i t i c a l l y  it  is  p o p u l a r ,  as  you  know.  So you  have  
a p o l i t i c a l  m o t i v a t i o n  in v a r i o u s  s m a l l  b u s i n e s s  r e s t r i c t i o n s - - d i s t r e s s e d  
l a b o r  a r e a s ;  k e e p i n g  wi th in  n a t i o n a l  deb t  l i m i t s ,  e t c .  

We had a who le  r e v e r s a l  a y e a r  ago ,  when  C o n g r e s s  w a s  s low in 
r a i s i n g  the  deb t  l i m i t ,  of the  r e l a t i v e  p r i o r i t y  of p r o g r e s s  p a y m e n t s  and 
o t h e r  k inds  of f i n a n c i n g .  The  so l e  r e a s o n  fo r  t h i s  w a s  tha t  S e c r e t a r y  
H u m p h r e y  of the T r e a s u r y  D e p a r t m e n t  had to k e e p  the  e x p e n d i t u r e s  o f  
the  G o v e r n m e n t ,  f o r  a s h o r t  p e r i o d ,  w i th in  the  deb t  l i m i t .  The  m i n u t e  
the deb t  l i m i t  w a s  r a i s e d ,  a l l  t h o s e  r e s t r i c t i o n s  w e n t  out ag~ir~. Y e t  i t  
w a s  a m a n i p u l a t i o n  of a g o v e r n m e n t  c o n t r a c t u a l  p r o v i s i o n  and g o v e r n -  
m e n t  c o n t r a c t u a l  p r o c e d u r e ,  fo r  a " n o n - g o o d - b u y i n g "  r e a s o n .  

P i r a t i n g  of e n g i n e e r s  has  b e e n  r e c e n t l y  c o v e r e d  w i d e l y  in the 
p a p e r s  and s o m e  s o l u t i o n s  have  b e e n  t a l k e d  about .  P r e s i d e n t  E i s e n h o w e r  
h i m s e l f  h a s  b e e n  c r e d i t e d  wi th  s a y i n g  tha t  he  t h inks  tha t  i n d u s t r y  shou ld  
not  be  r e i m b u r s e d  in r e s e a r c h  and d e v e l o p m e n t  c o n t r a c t s  fo r  pay ing  i t s  
e n g i n e e r s  at  h i g h e r  r a t e s  than  the G o v e r n m e n t  pays  i t s  e n g i n e e r s .  T h i s  
i s  c o m p l e t e l y  i m p r a c t i c a l .  We a l l  know tha t  the G o v e r n m e n t  pay  s c a l e  
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The i n d u s t r i a l  b u y i n g ,  even  in our  l a r g e s t  c o r p o r a t i o n s ,  a l s o  
l a c k s  the m a s s i v e  we igh t  beh ind  it  of G o v e r n m e n t  power ,  and the  
u n i l a t e r a l  r i g h t s  which  G o v e r n m e n t  can take  unto i t s e l f .  F o r  e x a m p l e ,  
G e n e r a l  M o t o r s  cannot  u n i l a t e r a l l y  pas s  a po l i cy  and m a k e  it  r e t r o -  
a c t i ve  to a l l  c o n t r a c t s  then  in be ing ,  and ye t  the G o v e r n m e n t  d o e s  th i s  
a l l  the  t i m e .  It has  r e c e n t l y  done  it, fo r  e x a m p l e ,  in a v e r y  i m p o r t a n t  
way in the  s e c u r i t y  m a n u a l .  E v e r y  c o m p a n y  tha t  has  s i gned  a s e c u r i t y  
a g r e e m e n t  u n d e r  the  old s e c u r i t y  m a n u a l  today  a u t o m a t i c a l l y  i s  bound 
by  the  new s e c u r i t y  m a n u a l ;  and ye t  the new s e c u r i t y  m a n u a l  was  put 
out wi thou t  a s i ng l e  oppor tun i ty  for  i n d u s t r i a l  c o m m e n t  on i t .  T h e r e  
a r e  m a n y  e l e m e n t s  in that  wh ich  a r e  going  to i n c r e a s e  s e c u r i t y  c o s t s .  
Now, th i s  is  j u s t  one e x a m p l e  aga in  of the m a n y  i n s t a n c e s  in wh ich  the  
power  of the  G o v e r n m e n t  can r e a c h  into the f i e l d s  of i t s  v e n d o r s  in a 
way in w h i c h  i n d u s t r y  can n e v e r  do.  

You have  the c h a n g e s  of t axa t ion  r a t e s ,  w h i c h  a r e  v e r y  i m p o r t a n t ;  
not  j u s t  i n c o m e  t axes ,  but  e x c i s e  tax r a t e s ,  and th ings  of tha t  s o r t .  
You have  the r i g h t s  of the G o v e r n m e n t  to wi thho ld  pa ten t  a p p l i c a t i o n s  
fo r  s e c u r i t y  r e a s o n s .  You have  l a b o r  l e g i s l a t i o n .  You have  d e t e r m i n a -  
t i ons  by the S e c r e t a r y  of L a b o r  u n d e r  W a l s h - H e a l e y  w h i c h  a r e  m a d e  
a p p l i c a b l e  i m m e d i a t e l y ,  even  though you m a y  have  p l aced  the  c o n t r a c t  
on l e s s e r  r a t e s  than  he d e t e r m i n e s  to be the  ones  wh ich  you m u s t  then  
fo l low as  a m i n i m u m .  You have  the  audi t  p o w e r s  of the G e n e r a l  
A c c o u n t i n g  Off ice .  T h e s e  a r e  al l  not  p r e s e n t  in i n d u s t r y .  T h e r e f o r e ,  
in th i s  r e s p e c t ,  the G o v e r n m e n t  i s  m o r e  p o w e r f u l  than i n d u s t r y  by f a r  
in i t s  p r o c u r e m e n t  m e t h o d s .  

D e s p i t e  a l l  t h e s e  th ings ,  I s i n c e r e l y  b e l i e v e  that  i n d u s t r y  d o e s  a 
b e t t e r  job than  the  G o v e r n m e n t ,  and that  the  G o v e r n m e n t  has  b e c o m e  
so  u s e d  to b e i n g  e n m e s h e d  by a l l  of t h e s e  r e g u l a t i o n s  and by a l l  of 
t h e s e  r e s t r i c t i o n s  and l i m i t a t i o n s  that  i t  h a s n ' t  r e a l l y  thought  t h r o u g h  
how m a n y  of t h e m  a r e  n e c e s s a r y  u n d e r  the  law and u n d e r  the Cons t i t u t i on ,  
how m a n y  a r e  n e c e s s a r y  fo r  good p r a c t i c e  and what  the s ide  c o s t s  of 
t h e m  a r e .  

In an a c a d e m i c  a t m o s p h e r e  l ike  th i s ,  w h e r e  you g e n t l e m e n  of h i g h -  
l e v e l  r a n k  a r e  s tudy ing  t h e s e  p r o b l e m s ,  th i s  i s  an a r e a  in which ,  not  
today ,  not  t o m o r r o w ,  and m a y b e  no t  nex t  y e a r ,  but  at  s o m e  point ,  t h e r e  
shou ld  c o m e  out of an i n s t i t u t i o n  such  as  th i s  a v e r y  s e r i o u s  s tudy  of 
how t h e s e  t h ings  a r e  a f f ec t ing  the G o v e r n m e n t  a d v e r s e l y  in c a r r y i n g  out 
i t s  m i l i t a r y  m i s s i o n s .  It i s  f a r  b e t t e r  fo r  it to c o m e  f r o m  th i s  k ind  of 
an a t m o s p h e r e ,  wi th in  the  G o v e r n m e n t  i t s e l f ,  than  it i s  fo r  i t  to c o m e  
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f r o m  m e  as  the  gen ia l  d i s s e n t e r  c o n s t a n t l y  s ay ing  it;  b e c a u s e ,  no m a t t e r  
how you s l i c e  it ,  t h e r e  a r e  going to be s o m e  peop le  who a r e  a l w a y s  go ing  
to  say  tha t  L e a t h e r n  is  up t h e r e  fo r  s e l f - g a i n  fo r  h i s  c o m p a n y .  Sure  t h e y  
th ink  m y  c o m p a n y ' s  p ro f i t  pos i t i on  is  b e t t e r e d ,  and p e r h a p s  i t  i s .  

But  the point  i s  tha t  i n d u s t r y  r e p r e s e n t a t i v e s  have  b e e n  w o r k i n g  fo r  
10 y e a r s  in s o m e  v e r y  s e r i o u s  e f f o r t s ,  h u n d r e d s  of t h e m ,  t h r o u g h  6 o r  
7 m a j o r  a s s o c i a t i o n s ;  and ye t ,  e v e r y  t i m e  they  have  m e t  wi th  a new 
p r o b l e m  to w o r k  out wi th  the  G o v e r n m e n t  and to  c o m m e n t  upon,  the  
u n i v e r s a l  f e e l i ng  is  that  t hey  a r e  s e l f - s e e k i n g .  The r e a s o n  tha t  the  
N a t i o n a l  S e c u r i t y  I n d u s t r i a l  A s s o c i a t i o n  and the  Na t iona 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  have  go t t en  as fa r  as  t hey  have ,  for  e x a m p l e ,  c o m p a r e d  
to R E T M A  or  the  AMA or  the  A i r c r a f t  I n d u s t r i e s  A s s o c i a t i o n ,  i s  b e c a u s e  
th i s  s u s p i c i o n  p a r t i c u l a r l y  c e n t e r s  on the  t r a d e  a s s o c i a t i o n s .  

So i n d u s t r y  can shout  and I can d i s s e n t  and we can m a k e  v e r y  s i n -  
c e r e  and va l id  s u g g e s t i o n s ,  but  t hey  n e e d  to be b a c k e d  up by o b j e c t i v e  
s tudy .  Don ' t  b e l i e v e  any th ing  we say,  but  go out and look  at  i t  and f ind 
out w h e t h e r  i t ' s  t r u e .  I would  hope  that  s o m e  day,  p e r h a p s ,  t h i s  i n s t i -  
tu t ion  could  p r o v i d e  tha t  kind of r e s e a r c h .  

Now l e t ' s  ge t  down to a few m o r e  t h ings ,  and w e ' l l  c a l l  the  m e e t i n g  
r e a d y  for  q u e s t i o n s .  A m a j o r  d i f f e r e n c e  b e t w e e n  m i l i t a r y  p r o c u r e m e n t  
and i n d u s t r i a l  p r o c u r e m e n t  i s  the  p r o b l e m  of s ta f f ing  i t s  p r o c u r e m e n t  
o f f i c e s .  I have  a l r e a d y  touched  on th i s ,  but  I want  to m e n t i o n  it  aga in  
j u s t  to say  tha t  i n d u s t r y  i s  i t s e l f  m o r e  and m o r e  d ign i fy ing  the p r o f e s s i o n  
of p r o c u r e m e n t ,  buying ,  p u r c h a s i n g .  I had o c c a s i o n  r e c e n t l y  to  go 
t h r o u g h  the  N a t i o n a l  I n d u s t r i a l  C o n f e r e n c e  B o a r d ' s  c h a r t s  of c o r p o r a t e  
o r g a n i z a t i o n  w h i c h  they  put out e v e r y  f ive y e a r s .  T h e y  a r e  qui te  v o l u -  
m i n o u s  v o l u m e s .  I was  i n t e r e s t e d  to s ee  tha t  only  fou r  c o m p a n i e s  tha t  
w e r e  o r g a n i z e d  on a func t iona l  b a s i s  f a i l ed  to have  a v i c e  p r e s i d e n t  in 
c h a r g e  of p r o c u r e m e n t .  I was  i n t e r e s t e d  to s ee  tha t  only two c o m p a n i e s  
w h i c h  w e r e  o r g a n i z e d  on a p r o d u c t  b a s i s  f a i l ed  to have  at the  v i c e  p r e s i -  
d e n t i a l  s taff  l e v e l  a c o o r d i n a t o r  of p r o c u r e m e n t .  So you s ee  in i n d u s t r y  
t h e r e  i s  a d i g n i f i c a t i o n  of the a r t  of p r o c u r e m e n t  wh ich  the  G o v e r n m e n t  
h a s  not  i t s e l f  found a way to do as  ye t .  

The e f f e c t s  of t h e s e  pun i t ive  and r e s t r i c t i v e  r e g u l a t i o n s ,  w h i c h  I 
m e n t i o n e d  e a r l i e r ,  have  not  only  the i m p a c t  of h a m s t r i n g i n g  the i n d i -  
v idua l  b u y e r  and the  c o n t r a c t i n g  o f f i c e r  wi th  t h i s  f r a g m e n t a t i o n  of 
a u t h o r i t y  a m o n g  m a n y  hands ,  but  a s  a l a w y e r ,  I say  to you tha t  t hey  
have  c r e a t e d  a l a w y e r ' s  f i e ld  day in the  G o v e r n m e n t .  In p r i v a t e  i n d u s t r y  
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t h e  q u i c k e s t  w a y  f o r  a l a w y e r  to  l o s e  h i s  c l i e n t  i s  t o  r u n  h i s  b u s i n e s s ,  
a n d  y e t ,  s t e p p i n g  i n t o  t h e s e  v a c u u m s  c r e a t e d  b y  t h e  h o l e s  b e t w e e n  
t h e s e  f r a g m e n t a t i o n s  of  a u t h o r i t y  i s  t h e  G o v e r n m e n t  l a w y e r .  T h e  
G o v e r n m e n t  l a w y e r ,  a s  a c a r e e r  m a n ,  i s  a p t  to  b e  one  w h o  f e e l s  t h a t  
h e  m u s t  f i n d  d e f i n i t e  a n d  s p e c i f i c  a u t h o r i t y  t o  d o  w h a t  i s  w a n t e d  to  b e  
d o n e ,  r a t h e r  t h a n  t r y  t o  f i n d  n o  p r o h i b i t i o n  to  d o  w h a t  i s  w a n t e d  to  b e  
d o n e .  T h i s  m a k e s  a l l  t h e  d i f f e r e n c e  in  t h e  w o r l d .  A v e r y  i m p o r t a n t  
a u x i l i a r y  of  t h i s  f r a g m e n t a t i o n  i s  t h e  c r e a t i o n  of  t h e  a t m o s p h e r e  o f  a 
s a f e ,  s e c u r e  a t t i t u d e  b y  t h e  G o v e r n m e n t  l a w y e r  a d v i s e r  t h a t  i f  s o m e -  
t h i n g  does .  n o t  s a y  t h a t  y o u  c a n  s p e c i f i c a l l y  d o  t h i s ,  y o u  d o n ' t  d o  i t .  

L e t  m e  g i v e  y o u  one  e x a m p l e  to  i l l u s t r a t e  s p e c i f i c a l l y  w h a t  I 
m e a n .  T h e  b a s i c  a g r e e m e n t  a s  a d e v i c e  i s  o n e  w h i c h  c o u l d  s a v e  
t h o u s a n d s  of  d o l l a r s  of  p a p e r  w o r k  on b o t h  s i d e s - - i n d u s t r y  a n d  G o v -  
e r n m e n t - - p a r t i c u l a r l y  on t h e  c o s t - p l u s - f i x e d - f e e  c o n t r a c t s  w h i c h  c a l l  
f o r  p e r i o d i c  r e d e t e r m i n a t i o n s  a n d  r e f i x i n g  of  o v e r h e a d  r a t e s .  In  m y  
c o m p a n y ,  f o r  e x a m p l e ,  we  h a v e  142 s u c h  c o n t r a c t s .  E v e r y  t i m e  we  
c h a n g e  r a t e s  142 a m e n d m e n t s  h a v e  to  b e  p r o c e s s e d .  In  t h e  b a s i c  
a g r e e m e n t  t e c h n i q u e ,  a p p l i e d  to  c o s t - p l u s - f i x e d - f e e  c o n t r a c t i n g  w e  
c o u l d  h a v e  a b a s i c  a g r e e m e n t  w i t h  e a c h  of  t h e  t h r e e  s e r v i c e s ,  a n d  we  
w o u l d  h a v e  o n l y  t h r e e  c o n t r a c t s  on  w h i c h  to  c h a n g e  r a t e s .  Y e t  t h e r e  
h a s  b e e n  n o t h i n g  w h i c h  h a s  s a i d  s p e c i f i c a l l y  t h a t  y o u  c o u l d  w r i t e  s u c h  
b a s i c  a g r e e m e n t s  f o r  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 .  N e i t h e r  
h a s  t h e r e  b e e n  a n y t h i n g  to  s a y  t h a t  y o u  c o u l d  n o t .  T h e  N a v y  h a s  t a k e n  
t h e  p o s i t i o n ,  u p  u n t i l  j u s t  l a s t  w e e k ,  t h a t  i t  c o u l d  n o t  w r i t e  s u c h  a n  
a g r e e m e n t ,  a n d  h a s  r e f u s e d  to  d o  s o .  I j u s t  h e a r d  y e s t e r d a y  t h a t  o n e  
c o m p a n y  h a s  f i n a l l y  b r o k e n  t h r o u g h  t h a t  b o t t l e n e c k  a n d  t h a t  m a y b e  n o w  
w e  a r e  g o i n g  to  b e  a b l e  t o  g e t  i t .  J u s t  s i m p l e  d e v i c e s  l i k e  t h i s ,  t h i n g s  
t h a t  w o u l d n ' t  t a k e  t w o  o r  t h r e e  h o u r s  t o  n e g o t i a t e  a n d  to  w r i t e  d o w n ,  
w h i c h  d o n ' t  i n v o l v e  t h e  a r g u m e n t s  a b o u t  c o s t  o r  p r i c e  a n d  t h i n g s  t h a t  
o n e  g e t s  i n t o  a s  t o  p a r t i c u l a r  o r d e r s ,  w o u l d  s a v e ,  a s  I s a y ,  t h o u s a n d s  
o f  d o l l a r s  a n d  m u c h  t i m e  a n d  m a n p o w e r  on  e a c h  s i d e  o f  t h e  f e n c e .  
B e c a u s e  i t  w a s n ' t  s p e c i f i c a l l y  p e r m i t t e d ,  i t  w a s n ' t  d o n e ;  e v e n  t h o u g h  
i t  w a s  n o t  s p e c i f i c a l l y  p r o h i b i t e d .  

A n o t h e r  t h i n g  t h a t  t h i s  h a s  c r e a t e d  i s  a t e r r i f i c a l l y  a n o m a l o u s  
s i t u a t i o n  of  a u t h o r i t y  t o  f ix  p r o c u r e m e n t  p o l i c y  in  t h e  G o v e r n m e n t .  A s  
y o u  a l l  k n o w ,  t h e  D e p a r t m e n t  o f  D e f e n s e  h a s  an  o f f i c e ,  t h e  O f f i c e  of  t h e  
A s s i s t a n t  S e c r e t a r y  o f  D e f e n s e  f o r  S u p p l y  a n d  L o g i s t i c s ,  w h i c h  in  t u r n  
h a s  a D i r e c t o r  f o r  P r o c u r e m e n t  P o l i c y .  In  t h a t  o f f i c e  s i t s  t h e  A S P R  
C o m m i t t e e .  My o ld  f r i e n d ,  P e r k  M c G u i r e ,  a c o n t e m p o r a r y  of  m i n e  
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in Navy  p r o c u r e m e n t  d a y s  ha s ,  I have  j u s t  s e e n ,  t a k e n  tha t  a s s i s t a n t  
s e c r e t a r y s h i p .  Tha t  of f ice  has  b e e n  f o r c e d  to fo l low the  r u l e  of 
u n a n i m i t y  a m o n g  the s e r v i c e s .  Only  when  u n a n i m i t y  has  b e e n  p o s s i b l e  
has  it  b e e n  ab le  to i s s u e  r e g u l a t i o n s ;  b e c a u s e  the t h r e e  s e c r e t a r i e s  of 
the d e p a r t m e n t  a r e  c o m i n g  in to  the l ine  of a u t h o r i t y  b e t w e e n  the 
A s s i s t a n t  S e c r e t a r y  fo r  Supply and L o g i s t i c s  and the  S e c r e t a r y  of 
D e f e n s e  h i m s e l f .  They  can  at tha t  point  o v e r r u l e  any d e t e r m i n a t i o n  
tha t  i s  m a d e  in the  ASPR C o m m i t t e e ,  and have  on m a n y  o c c a s i o n s .  
T h o s e  of you  who have  p e r h a p s  b e e n  e x p o s e d  to o r  a r e  a w a r e  of the 
p r o b l e m s  f ac ing  us on new cos t  p r i n c i p l e s ,  on t e c h n i c a l  da ta ,  and 
t h ings  l ike  tha t ,  m u s t  be  a w a r e  tha t  t hey  a r e  h a m s t r u n g  r i g h t  in tha t  
a r e a .  

I c an  s ee  the  r u l e  of u n a n i m i t y  w o r k i n g  in the  Uni ted  N a t i o n s  
enough  to know tha t  it  is  a r u l e  of c o m p r o m i s e .  T h e r e  a r e  m a n y  
i n s t a n c e s  in t h e s e  a r e a s  w h e r e  p r o b l e m s  shou ld  not  be  c o m p r o m i s e d .  
I n d u s t r y ' s  p o s i t i o n  should  not  p r e v a i l  in s o m e  c a s e s .  G o v e r n m e n t ' s  
p o s i t i o n  shou ld  not  p r e v a i l  in s o m e  c a s e s .  C o m p r o m i s e  is  no a n s w e r  
to m a n y  of t h e s e .  Ye t  we have  a p e c u l i a r  d i v i s i o n  of a u t h o r i t y  h e r e  
w h i c h  m a k e s  i t  i m p o s s i b l e  for  t o p - l e v e l  p o l i c y  to be f ixed,  e x c e p t  u n d e r  
the  r u l e  of u n a n i m i t y  a m o n g  the t h r e e  s e r v i c e  d e p a r t m e n t s .  

H e r e  a g a i n  I th ink  tha t  s o m e t h i n g  s p e c i f i c  could  be done  r e l a t i v e l y  
qu i c k ly  w h i c h  would  go a long way  t o w a r d  c o r r e c t i n g  the  s i t u a t i o n .  

P r o b a b l y  the  th ing  w h i c h  i n d u s t r y  o b j e c t s  to m o s t  in G o v e r n m e n t  
p r o c u r e m e n t  is  the fac t  tha t  c o n t r a c t i n g  i s  done  by f o r m u l a .  It i s  done  
by  a s u m  of c o s t  p lus  a n e g o t i a t e d  p ro f i t ,  e q u a l l i n g  a p r i c e ;  w h e r e a s  
we  th ink ,  and we buy  f r o m  our  v e n d o r s ,  on the  b a s i s  of p r i c e .  We 
t h e r e f o r e  f e e l  tha t  i t  i s  f a r  b e t t e r  to pay  a l o w e r  cos t  and a h i g h e r  
p r o f i t  to  the e f f i c i e n t  p r o d u c e r  than  i t  i s  to pay a h i g h e r  cos t  and a 
l o w e r  p r o f i t  to  the  i n e f f i c i e n t  p r o d u c e r .  Ye t  the  only  e l e m e n t  of c o s t  
to  the G o v e r n m e n t  w h i c h  i s  pu l l ed  out and r e p e a t e d l y  a r g u e d  about  i s  
p r o f i t .  

I r e a l i z e  tha t  M r .  Guinn  of F o r d  M o t o r  C o m p a n y  in a few w e e k s  is  
go ing  to have  a c h a n c e  to t a l k  to you about  c o s t  p r i n c i p l e s  and p ro f i t ,  
and I d o n ' t  wan t  to get  in to  tha t  a r e a  w h i c h  he is  go ing  to c o v e r .  But  
I do want  to wind  up by g iv ing  you  an e x a m p l e  of why  p ro f i t  i s  b e c o m i n g  
m o r e  and m o r e  i m p o r t a n t  r i g h t  now.  I th ink  wha t  I wi l l  do is  to r e a d  
you  t h e s e  f i g u r e s ,  and,  if  any  of you  d u r i n g  the q u e s t i o n i n g  p e r i o d  want  
m e  to put  t h e m  on the b o a r d  I wi l l ,  but  I w o n ' t  t ake  t i m e  to do tha t  now.  
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I want  to g ive  you what  ,is a c t u a l l y  a c a s e  e x p e r i e n c e ,  r o u n d e d  
and b r o a d e n e d  out,  but in e f fec t  a t r u e  e x p e r i e n c e  in t h r e e  s u c c e s s i v e  
y e a r s  of one  c o m p a n y .  . The  G o v e r n m e n t  s a l e s  o v e r  t h o s e  t h r e e  y e a r s  
wen t  f r o m  $150 m i l l i o n  to $200 m i l l i o n  to $250 m i l l i o n .  The  p r o d u c -  
t ion  p o r t i o n  of t h o s e  G o v e r n m e n t  s a l e s ,  h o w e v e r ,  wen t  f r o m  130 to  
140 to 175 m i l l i o n ,  w h i c h  of c o u r s e  had the  e f fec t  of m a k i n g  r e s e a r c h  
and  d e v e l o p m e n t  on the C P F F  c o n t r a c t  p o r t i o n s  go f r o m  $20 m i l l i o n  
to $60 m i l l i o n  to $75 m i l l i o n .  Now, th i s  is not  u n u s u a l  in a t  l e a s t  two 
i n d u s t r i e s ,  the  a i r c r a f t  and e l e c t r o n i c  i n d u s t r i e s .  I d o n ' t  know about  
o t h e r s .  As the  c r i s i s  of w a r  r e c e d e s  f r o m  K o r e a  and  the  r u n - o u t  of 
K o r e a n  p r o d u c t i o n  o r d e r s  has  b e e n  c o m p l e t e d ,  we a l l  know tha t  R&D 
w o r k  is i n c r e a s i n g .  F u r t h e r m o r e ,  u n d e r  the  w e a p o n  s y s t e m  c o n c e p t ,  
m o r e  and  m o r e  p i lo t  r u n s  a r e  be ing  p l a c e d  u n d e r  c o s t - p l u s - f i x e d - f e e  
c o n t r a c t i n g  than  w e r e  e v e r  done  b e f o r e .  The  r e s u l t  is  tha t  t he  m i x  of 
C P F F  to s o m e  f o r m  of f i x e d - p r i c e  c o n t r a c t  is  d e f i n i t e l y  s h i f t i n g  b e c a u s e  
of t h e s e  t i m e s ,  and in th is  c o m p a n y  it sh i f t ed  in the  way  I s u g g e s t e d ,  
wi th  an i n c r e a s e  of 130 to 175 in p r o d u c t i o n ,  but an  i n c r e a s e  of 20 to 
75 in R&D. 

Now, I a m  go ing  to a s s u m e  tha t  the  p r o d u c t i o n  c o n t r a c t s  w e r e  
p r i c e d  out a t  an  l l - p e r c e n t  p ro f i t  f i g u r e ,  t h e o r e t i c a l l y ,  and  .that the  
C P F F  c o n t r a c t s  w e r e  p r i c e d  out a t  a 7 - p e r c e n t  f ee  b a s i s ;  bo th  of w h i c h  
a r e  p r e t t y  w e l l  w i th in  the  f o r m u l a  l ine  w h i c h  m o s t  of y o u r  c o n t r a c t i n g  
o f f i c e r s  fo l low.  In both c a s e s  you r u n  f r o m  1 p e r c e n t  to 2 p e r c e n t  of 
d i s a l l o w a n c e s ,  b e c a u s e ,  a s  you a l l  know, the  G o v e r n m e n t  does  not  pay  
a l l  the  cos t  of do ing  b u s i n e s s .  It has  c e r t a i n  i t e m s  w h i c h  it d i s a l l o w s ,  
in i ts  w i s d o m ,  and  t h o s e  c o m e  out b e f o r e  t a x e s  can  be c o m p u t e d .  

In the  f i r s t  y e a r  of th is  3 - y e a r  c y c l e ,  when  th i s  c o m p a n y  did $150 
m i l l i o n  w o r t h  of b u s i n e s s ,  the  a f t e r t a x  p r o f i t s  on p r o d u c t i o n  w o r k  c a m e  
to 4 .5  p e r c e n t  and  the  a f t e r t a x  p ro f i t s  on r e s e a r c h  and  d e v e l o p m e n t  
w o r k  c a m e  to 2 .5  p e r c e n t .  I a m  a s s u m i n g ,  of c o u r s e ,  the 5 2 - p e r c e n t  
i n c o m e  tax r a t e .  This  gave  it a to t a l  of $6 .35  m i l l i o n  p ro f i t  a f t e r  t a x e s ,  
o r  a 4 .5  p e r c e n t  r e t u r n  on s a l e s .  To c a r r y  on tha t  v o l u m e  of b u s i n e s s ,  
t hey  r e q u i r e d  a t u r n o v e r  r e g u l a r l y  of $35 m i l l i o n  w o r t h  of i n v e n t o r y  and  
a n  a n n u a l  c a p i t a l  a d d i t i o n  a b o v e  d e p r e c i a t i o n  and a m o r t i z a t i o n  r e s e r v e s  
of $5 m i l l i o n  and t hey  had  to m e e t  a p a y r o l l  of $67 .5  m i l l i o n .  

Now, in the  next  y e a r ,  when  the  b u s i n e s s  i n c r e a s e d  to $200 m i l l i o n ,  
wi th  on ly  $ i 0  m i l l i o n  of i n c r e a s e  in p r o d u c t i o n  ( the  b a l a n c e  b e i n g  R&D), 
b e c a u s e  of the  f ac t  tha t  the  G o v e r n m e n t  d i s a l l o w e d  i n t e r e s t ,  p r i m a r i l y  
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as  a cos t  but  fo r  o t h e r  r e a s o n s  as  wel l ,  the  p r o d u c t i o n  r e t u r n  d ropped  
to 4 p e r c e n t  a f t e r  t axes ,  and  the  C P F F  r e t u r n  d r o p p e d  to 2 p e r c e n t  
a f t e r  t a x e s - - t h e  to ta l  r e t u r n  to 3.5 p e r c e n t  a f t e r  t a x e s .  But to go 
f rorp  $150 to $200 m i l l i o n  r e q u i r e d  $60 m i l l i o n  of irLventory i n s t e a d  
of $45 m i l l i o n ,  an  i n c r e a s e  of $15 m i l l i o n ,  an e x p e n d i t u r e  of $6 m i l l i o n  
fo r  cap i t a l  add i t i ons  and i m p r o v e m e n t s ,  and an  i n c r e a s e  of p a y r o l l  to 
$80 m i l l i o n .  So tha t  t h e y  had d i f f e r e n c e s  of c o s t s ,  o r  c a s h  r e q u i r e -  
m e n t s ,  t h r o u g h  tha t  y e a r ,  which  a g g r e g a t e d  the  $15 m i l l i o n  i n c r e a s e  
of i n v e n t o r y ,  the  $6 m i l l i o n  of cap i ta l  above  d e p r e c i a t i o n  r e s e r v e ,  and 
a $12 .5  m i l l i o n  i n c r e a s e  in p a y r o l l  r e q u i r e m e n t .  

I a m  qui te  d e l i b e r a t e l y ,  not  m e n t i o n i n g  m a t e r i a l s  in h e r e  b e c a u s e  
t h e o r e t i c a l l y  t h a t ' s  what  p r o g r e s s  p a y m e n t s ,  of c o u r s e  c o v e r .  So, wi th  
an  i n c r e a s e  of a b s o l u t e  do l l a r  e a r n i n g s  of l e s s  than  $600 ,000  in one y e a r ,  
t h e y  w e r e  a s k e d  to f i nance  a d i f f e r e n c e  of $33 .5  m i l l i o n  of added  cos t  of 

do ing  b u s i n e s s .  

Now, g e n t l e m e n ,  th is  is w h e r e  the  t igh t  m o n e y  m a r k e t  c o m e s  in to  
th i s  p i c t u r e .  It was t r u e ,  up unt i l  about  t h r e e  y e a r s  ago,  tha t  you could  
s e l l ,  d e s p i t e  i t s  r i s k ,  equi ty  cap i t a l  a g a i n s t  G o v e r n m e n t  o r d e r s .  You 
could  s e l l  s t o c k s  of c o m p a n i e s  tha t  had l a r g e  G o v e r n m e n t  b a c k l o g s .  
Th i s  is not  t r u e  today ,  b e c a u s e  the m o n e y  m a r k e t  is p ick ing  and c h o o s i n g  
the  loans  that  i t  m a k e s ,  and it is not  go ing  to m a k e  loans  on o r d e r s  which  
a r e  s h o r t  t e r m  in t e r m s  of l end ing .  A 2-  to 4 - y e a r  cyc le  is about  the  
c e i l i n g  of the  d u r a t i o n  of a G o v e r n m e n t  con t rac t ;  the  o r d e r  is t e r m i n a b l e  
a t  the  wi l l  of the  b u y e r  on any da te  and wi thout  any  no t i ce ;  and the  o r d e r  
a u t o m a t i c a l l y ,  b e c a u s e  of the  G o v e r n m e n t  p ro f i t  r e s t r i c t i o n s ,  i s  go ing  to 
c a r r y  a low r a t e  of r e t u r n .  T h e s e  a r e  not a t t r a c t i v e  cond i t ions  to  l e n d e r s .  

Now, if you cannot  f i nance  th is  i n c r e a s e  of c a s h  r e q u i r e m e n t s - - a n d  
an  e v e n  m o r e  s t a r t l i n g  one c o m e s  in the  t h i r d  y e a r ,  which  I won ' t  b o t h e r  
to r e a d  n o w - - b y  the  s a l e  of equi ty  cap i ta l ,  how e l s e  do you do i t?  Wel l ,  
you do it by V - L o a n s ,  to a l a r g e  extent ;  but the  c e i l i n g  f o r m u l a  on V-  
Loans  has  now b e e n  c u t - - i n  p r a c t i c e .  B e c a u s e  of t igh t  m o n e y ,  the  banks  
a r e  w i l l i ng  to  l end  20 p e r c e n t  l e s s  a g a i n s t  you r  V - L o a n  c e i l i n g  than  t h e y  
w e r e  t h r e e  y e a r s  ago.  So the  V - L o a n  is  not  the  whole  a n s w e r .  

The  only  th ing  tha t  is  lef t  is the  p lowing  back  of e a r n i n g s .  Now, 
m o r e  than  e v e r  b e f o r e ,  i n d u s t r y  can  r i g h t f u l l y  say  to you that  the  
r e s t r i c t i v e  p o l i c i e s  of the  G o v e r n m e n t  on p ro f i t  a l l o w a n c e s  a r e  a c t u a l l y  
p r e v e n t i n g  the  v e r y  e x p a n s i o n  and m o d e r n i z a t i o n  and m a i n t e n a n c e  of 
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t h e s e  p h y s i c a l  f a c i l i t i e s  a n d  i n d u s t r i a l  s t r e n g t h ,  t h r o u g h  p r i v a t e  
c a p i t a l  i n v e s t m e n t ,  t h a t  a r e  s o  n e c e s s a r y  to  o u r  m i l i t a r y  m i g h t  a n d  
to  o u r  n a t i o n a l  s e c u r i t y .  

N o w ,  w h a t  a r e  s o m e  of  t h e  a n s w e r s  to  t h i s ?  W e l l ,  i n  t h e  f i r s t  
p l a c e ,  t h e  b a n k s  a r e  v e r y  c o n s c i o u s  t h a t  t h e  G o v e r n m e n t  d o e s  n o t  
a l l o w  i n t e r e s t  on i t s  l o a n s  a t  a c o s t .  So t h e y  o b v i o u s l y  l o o k  a t  t h e  
s i z e  o f  a l o a n ,  h o w  m u c h  i n t e r e s t  c h a r g e  i t  c r e a t e s ,  w h e t h e r  p r o f i t  
w i l l  e q u a l  t h a t  b y  t w o  t i m e s - - a  c o n s e r v a t i v e  f i g u r e  f o r  t h e m  t o  l o o k  
a t .  Y o u  b u i l d  up  to  t h e  t h i r d  y e a r  in  t h i s  c o m p a n y ' s  e x p e r i e n c e ,  a n d  
i t  g e t s  a w f u l l y  c l o s e  n o t  t o  d o i n g  i t ,  b e c a u s e  of t h e  s h i f t  of  m i x  
t o w a r d  t he  l o w e r  p r o f i t  r a t e  of  C P F F  b u s i n e s s .  

So,  w h a t  I a m  u r g i n g  u p o n  y o u  t o d a y  i s  t h a t  t h e  G o v e r n m e n t  a g a i n  
n e e d s  to  r e c o n s i d e r  t h e  w h o l e  p r o f i t  s i t u a t i o n .  M i n d  y o u ,  P u b l i c  L a w  
413,  w h i c h  I s a i d  w a s  a g o o d  s t a t u t e ,  a l l o w s  a t o t a l  r e t u r n  o f  15 p e r c e n t  
on  r e s e a r c h  a n d  d e v e l o p m e n t  w o r k .  T h e  A r m e d  S e r v i c e s  P r o c u r e m e n t  
R e g u l a t i o n s ,  in  p r a c t i c e ,  c u t s  t h a t  to  10 p e r c e n t .  T h e  p r a c t i c e  of  e a c h  
of  t h e  t h r e e  s e r v i c e s '  p r o c u r e m e n t  i n s t r u c t i o n s  c u t s  t h a t  to  7 p e r c e n t .  
T h i s  n e e d s  to  be  l o o k e d  a t  a g a i n ,  g e n t l e m e n ,  b e c a u s e  y o u  a r e  n o t  g o i n g  
to  be  a b l e  to  h a v e  t h e  c o n t i n u e d  c r e a t i o n  of  i n d u s t r i a l  f a c i l i t i e s  f o r  
r e s e a r c h  and  d e v e l o p m e n t  w o r k  u n l e s s  y o u  c r e a t e  a r e t u r n  w h i c h  a t  
l e a s t  p a y s  f o r  t h e  c a p i t a l  a d d i t i o n s  t h a t  a r e  n e c e s s a r y  b e c a u s e  of  i t .  

We a r e  d o i n g  r i g h t  n o w  in  o u r  c o m p a n y  a c l a s s i f i e d  p r o j e c t  f o r  t h e  
A i r  F o r c e ,  w h i c h  i s  d e a l i n g  in  h i g h  p o w e r  o u t p u t  r a d a r .  I t  i s  c l a s s i f i e d ,  
a n d  I a m  n o t  g o i n g  to  g i v e  y o u  a n y  i n d i c a t i o n  of  h o w  m u c h  p o w e r  i s  
i n v o l v e d ,  b u t  i t  i s  so  f a r  b e y o n d  a n y t h i n g  t h a t  h a s  e v e r  b e e n  d o n e  b e f o r e  
t h a t  t h e r e  i s  n o t  a s i n g l e  p i e c e  of  t e s t  e q u i p m e n t  t h a t  i s  a v a i l a b l e  t o  t e s t  
s u c h  a s y s t e m .  I t  m u s t  be  b u i l t  up  a s  p a r t  of  t h e  d e v e l o p m e n t  w o r k .  
T h e r e  i s  n o t  a s i t e  in  b e i n g  w h e r e  t h i s  c a n  be  t e s t e d ,  b e c a u s e  w i t h i n  
a b o u t  200 y a r d s  of  t h e  a n t e n n a  t he  p o w e r  i s  l e t h a l .  We m u s t ,  t h e r e f o r e ,  
c r e a t e  a n e w  f a c i l i t y  f o r  t h i s  s o r t  of  t h i n g .  We h a v e  to  s p e n d  c a p i t a l  
m o n e y  on i t  i f  t h e  job  i s  e v e r  to  be  d o n e - - b u t  t h i s  a m o u n t  e x c e e d s  t h e  
t o t a l  o f f e r e d  ! 

T h e r e  h a v e  b e e n  s o m e  a m a z i n g  a d v a n c e s  in  t h e  o s c i l l o s c o p e  l a t e l y ,  
f o r  e x a m p l e .  A l i t t l e  o u t f i t  in  O r e g o n ,  c a l l e d ,  T e k t r o n i c ,  h a s  b r o u g h t  
o u t  one  of  t h e  b i g g e s t  a d v a n c e s  in  t h e  o s c i l l o s c o p e  t h a t  h a s  o c c u r r e d  in  
t w o  d e c a d e s .  A l l  r i g h t .  N o w ,  e v e r y  e n g i n e e r  w a n t s  one  of  t h o s e  o s c i l -  
l o s c o p e s .  Y o u  s a y ,  " D o n ' t  g i v e  i t  to  h i m .  Y o u  h a v e n ' t  g o t  t h e  m o n e y .  
D o n ' t  s p e n d  i t .  " T h a t ' s  t r u e  in  m a n y  c a s e s .  B u t ,  w i t h  t h e  c o m p e t i t i o n  
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fo r  e n g i n e e r s  t h e r e  is  today ,  if  you d o n ' t  h e e d  an e n g i n e e r ' s  l e g i t i m a t e  
r e q u i r e m e n t  fo r  the  v e r y  l a t e s t  e q u i p m e n t ,  you not  only d o n ' t  ge t  the 
v e r y  l a t e s t  r e s u l t s  in your  t e s t i n g ,  but  you d o n ' t  k e e p  y o u r  e n g i n e e r s .  
So we a r e  d e a l i n g  wi th  the  f a c t s  of l i fe  h e r e .  

T h e r e f o r e ,  t h i s  who le  q u e s t i o n  of p ro f i t  i s  not  one tha t  i s  s e l f -  
s e e k i n g  for  i n d u s t r y  a lone .  N a t u r a l l y  we l ike  to be m o r e  c o m f o r t a b l e  
in our  f e e l i n g  about  p r o f i t s  and have  a g r e a t e r  r e t u r n  fo r  our  s t o c k -  
h o l d e r s ,  but  the fac t s  of the  m a t t e r  a r e  tha t  we have  now c o m e  to  the  
poin t  w h e r e  n a t i o n a l  e x i s t e n c e  and n a t i o n a l  p r e s e r v a t i o n  of our  i n d u s -  
t r i a l  b a s e s  a r e  ac tua l l y  b e i n g  j e o p a r d i z e d .  I c a n ' t  i m p r e s s  tha t  on 

you too m u c h .  

G e n t l e m e n ,  as  you know,  I could  c o v e r  only a v e r y  b r i e f  p a r t  of 
th i s  whole  s u b j e c t  in t a lk ing  today .  I d o n ' t  know w h e t h e r  t h e s e  two 
d o c u m e n t s  a r e  in y o u r  l i b r a r y  or  not .  If t h e y  a r e  not ,  you can  ge t  
hold  of t h e m ,  I am s u r e ,  in the  W a s h i n g t o n  o f f i ces  of the  two a s s o -  
c i a t i o n s .  I th ink  the  f i n e s t  e a s y - r e a d i n g  d i s c o u r s e  on t h i s  who le  
p r o b l e m  tha t  has  b e e n  put 6ut in a long t i m e  is  the  p a m p h l e t  by the  
M a c h i n e  A l l i ed  P r o d u c t s  I n s t i t u t e .  It i s  c a l l e d  " T h e - G o v e r n m e n t  
C o n t r a c t - - H o w  to Use  It Mos t  P r a c t i c a l l y  in the  Pub l i c  I n t e r e s t . "  It 
was  p u b l i s h e d  in  N o v e m b e r  1954. The o t h e r  d o c u m e n t  I would  l ike  to 
r e c o m m e n d  for  y o u r  p e r u s a l  is  the  NSIA r e p l y  to the  H o o v e r  
C o m m i s s i o n  Q u e s t i o n n a i r e  on G o v e r n m e n t  P r o c u r e m e n t  P o l i c y .  I 
hope  it i s a l s o  in y o u r  l i b r a r y .  If any of you a r e  r e a l l y  i n t e r e s t e d  in 
t r y i n g  to ge t  a s u r v e y  of the whole  sub j ec t ,  you wi l l  f ind the  f i r s t  one 
v e r y  r e a d a b l e ,  and you wi l l  f ind th i s  o t h e r  one a l i t t l e  m o r e  d e t a i l e d ,  
but  p e r h a p s  not  so r e a d a b l e ,  b e c a u s e  it  i s  in r e s p o n s e  to a p a r t i c u l a r  
q u e s t i o n n a i r e .  They  a r e  bo th  we l l  w o r t h  y o u r  c o n s i d e r a t i o n  and c o v e r  

the  whole  s u b j e c t .  

C O L O N E L  ELDER:  The  " g r e a t  d i s s e n t e r "  i s  qui te  r e a d y  for  y o u r  

q u e s t i o n s .  

QUESTION: Sir ,  I was  v e r y  mu.ch i m p r e s s e d  by the  s t a c k  of d o c u -  
m e n t s  r e q u i r e d  for  the  r e g u l a t i o n s  on p r o c u r e m e n t  and so fo r th .  T h e r e  
m u s t  be  s o m e  r e a s o n  fo r  hav ing  so  m a n y  to  k e e p  a c h e c k  on s o m e t h i n g ,  
so it  l e a d s  m e  to the  q u e s t i o n  of w h e t h e r  or  not  you th ink  tha t  the  i n t e g -  
r i t y  of a l l  i n d u s t r y  and of a l l  p r o c u r e m e n t  o f f i c e r s  i s  such  tha t  t h e s e  
r e g u l a t i o n s  a r e  not  r e q u i r e d  and so we cou ld  r e d u c e  t h e m  to a s m a l l  

p a m p h l e t .  
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MR. L E A T H E M :  U n q u e s t i o n a b l y  so.  I would  say  tha t  p r o b a b l y  
you a r e  d e a l i n g  wi th  no m o r e  than t w o - t e n t h s  of 1 p e r c e n t ,  at  m o s t ,  
of peop le  in i n d u s t r y  who a r e  d i s h o n e s t .  Mos t  of the  pun i t ive  r e g u -  
l a t i o n s  a r e  put out to p r o t e c t  the G o v e r n m e n t  a g a i n s t  s o m e b o d y  who 
i s  do ing  a p a r t i c u l a r  th ing  w r o n g .  Af t e r  a l l ,  look  at  a l l  the  c h e c k s  
and b a l a n c e s  you have  in th i s  s i t ua t ion .  Y o u ' v e  got aud i t ing  p o s s i -  
b i l i t i e s  both  in y o u r  s e r v i c e s  and in GAO; y o u ' v e  got c o n s t a n t  
fo l lowing  of t h e s e  h igh ly  t e c h n i c a l  p r o g r a m s  on a d a y - b y - d a y  b a s i s  
by e n g i n e e r s ,  by i n s p e c t o r s  in our  p l an t s ,  by a l l  k inds  of G o v e r n m e n t  
p e r s o n n e l .  F o r  a c o m p a n y  of any r e p u t a t i o n  or  wi th  any  d e s i r e  to 
s t ay  in G o v e r n m e n t  b u s i n e s s ,  it would  be the  m o s t  f o o l i s h  th ing  in the  
w o r l d  to t r y  to pul l  a fas t  one on the G o v e r n m e n t .  In m y  c o m p a n y  
G o v e r n m e n t  b u s i n e s s  i s  75 p e r c e n t  of a l l  our  b u s i n e s s .  You a r e  ou r  
b e s t  c u s t o m e r .  You d o n ' t  pul l  f as t  ones  on y o u r  b e s t  c u s t o m e r s .  It 
j u s t  i s n ' t  done .  I m e a n ,  i t  would be jus t  cu t t ing  our  t h r o a t .  Y e t  we 
a r e  a l l  h a r r a s s e d ,  you on the  a d m i n i s t r a t i v e  s ide  of t h e s e  r e g u l a t i o n s ,  
and we in c o m p l y i n g  and p e r f o r m i n g  t h e m ,  by th i s  n e c e s s i t y  to m e e t  
a l l  t h e s e  t h ings  wh ich  a r e  d e s i g n e d  to c a t c h  the  c r o o k .  I say  tha t ,  
e v e n  if  you d o n ' t  c a t ch  a l l  the  c r o o k s ,  the  c o s t  of not  c a t c h i n g  t h e m  is  
so  i n f i n i t e l y  l e s s  than the  c o s t  of o p e r a t i n g  u n d e r  th i s  s y s t e m  tha t  the  
publ ic  i s  b e s t  s e r v e d  by not  hav ing  t h e m .  

Al l  we have  in the  way of p r o c u r e m e n t  i n s t r u c t i o n s  to our  peop le  
in our  c o m p a n y  is  a t h r e e - p a g e  s h e e t  of R a y t h e o n  po l i cy  on p r o c u r e m e n t .  
T h e r e  i s  not  a s i ng l e  c o n t r a c t  c l a u s e  in t h e m .  T h e r e  i s  j u s t  a v e r y  
b r o a d  s t a t e m e n t  of p h i l o s o p h y  which  we want  our  b u y e r s  to fo l low in 
d e a l i n g  wi th  our  v e n d o r s .  Th i s ,  I th ink,  i s  a l l  the  G o v e r n m e n t  n e e d s .  
D o e s  tha t  a n s w e r  y o u r  q u e s t i o n ?  

QUESTION: Sir ,  you m e n t i o n e d  f r a g m e n t a t i o n  in the m i l i t a r y  
o r g a n i z a t i o n  as  the r e m o v a l  of the a u t h o r i t y  f r o m  the  u s e r  to  the  
b u y e r ,  w i th  a g r e a t  s p r e a d  of d i s t a n c e s  and o r g a n i z a t i o n  e c h e l o n s  in 
b e t w e e n .  I w o n d e r ,  wi th  the  new concep t  we have  of the  s i n g l e  m a n a g e r  
and the p o s s i b i l i t y  of a fou r th  s e r v i c e ,  if  you d o n ' t  b e l i e v e  tha t  th i s  is  
go ing  to i n c r e a s e  th i s  f r a g m e n t a t i o n  and m a k e  the  p r o b l e m  w o r s e .  

MR. L E A T H E M :  A four th  s e r v i c e  v e r y  d e f i n i t e l y  would .  I m a y  
say  tha t  the  s u b c o m m i t t e e  tha t  w o r k e d  on the  H o o v e r  C o m m i s s i o n  
R e p o r t  in th i s  f i e ld  s t r o n g l y  r e c o m m e n d e d  d e c e n t r a l i z a t i o n  of m i l i t a r y  
p r o c u r e m e n t ,  b e c a u s e  tha t  has  b e e n  the only p r a c t i c a l  a n s w e r  tha t  we 
have  found in i n d u s t r y ,  and our  e x p e r i e n c e  l e a d s  us to b e l i e v e  tha t  you,  
too, could  be d e c e n t r a l i z e d ;  that  i s ,  at the buy ing  s t age .  That  d o e s n ' t  
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m e a n  tha t  you c a n ' t  have  a c e n t r a l  p o l i c y  to c o o r d i n a t e  it  and  m a k e  it  
m o v e .  Tha t  r e p o r t  n e v e r  got in to  C o n g r e s s ,  b e c a u s e  Mr .  H o o v e r  
h i m s e l f  had a f e t i s h  fo r  the  f o u r t h  s e r v i c e  and w o u l d n ' t  e n d o r s e  it; 
a l t h o u g h  the  C o m m i s s i o n  i t s e l f ,  a s  a who le ,  had only  two v o t e s  a g a i n s t  
d e c e n t r a l i z a t i o n - - M r .  H o o v e r ' s  and  one o t h e r .  T h a t ' s  the r e a s o n  tha t ,  
of a l l  the  s u b c o m m i t t e e  r e p o r t s ,  th is  was  the  on ly  one tha t  did not  go 
in o f f i c i a l l y  wi th  the  C o m m i s s i o n  i t s e l f  e n d o r s i n g  it .  

STUDENT:  Did tha t  p e r t a i n  to the  s i n g l e - m a n a g e r  c o n c e p t  on 

m i l i t a r y - t y p e  i t e m s  as  w e l l ?  

MR. L E A T H E M :  It could ,  y e s .  By tha t  I a s s u m e  you m e a n  tha t  
one s e r v i c e  would  buy for  a l l .  T h e r e  a r e  a r e a s  of tha t  k ind  of c e n -  
t r a l i z a t i o n  tha t  can  be done  and  tha t  have  b e e n  done ,  as  you know.  And 
p e r h a p s  s o m e  of t h o s e  can  be e n l a r g e d .  But j u s t  to g ive  you a c o n c r e t e  
e x a m p l e ,  I h a p p e n e d  to s e e ,  not  long  ago ,  a r o u t i n g s l i p  i n s i d e  the Navy  
(and the  N a v y  is p e r h a p s  b e t t e r  t han  m o s t ,  b e c a u s e  so  m u c h  of it is  
r i g h t  h e r e  in Wash ing ton ) .  One r o u t i n g  s l ip  on a p r o c u r e m e n t  r e q u e s t  
w h i c h  r e s u l t e d  in an o r d e r  to us c o n t a i n e d  62 s i g n a t u r e s .  Th i s  is  what  

I m e a n  by f r a g m e n t a t i o n  of a u t h o r i t y .  

QUESTION: Si r ,  in pu t t ing  s e v e r a l  sh ip s  into  c o m m i s s i o n ,  you  
a l w a y s  end up with  a c e r t a i n  n u m b e r  of v e r y  i m p o r t a n t  i t e m s  tha t  a r e  
u n f i n i s h e d .  My i m p r e s s i o n  is  tha t  99 p e r c e n t  of t h o s e  a r e  due  to e i t h e r  
the  to t a l  a b s e n c e  of G o v e r n m e n t - f u r n i s h e d  too l s ,  and  so  fo r th ,  o r  i t e m s  
fo r  w h i c h  the  c o n t r a c t o r  d e p e n d e d  on r e c e i v i n g  f r o m  the  G o v e r n m e n t  
m a t e r i a l  w h i c h  n e v e r  a r r i v e d .  You did not  touch  on tha t .  Would  you  

c a r e  to m e n t i o n  i t?  

MR. L E A T H E M :  I th ink  th i s  r e a l l y  c o m e s  b a c k  to the  point  of 
u n r e a l i s t i c  s c h e d u l i n g  aga in ,  to a l a r g e  ex ten t .  T i m e  and t i m e  aga in ,  
we c o n t r a c t o r s  a r e  to ld  tha t  we m u s t  s c h e d u l e  i t  w i th in  an  a p p r o p r i a t i o n  
l i m i t a t i o n  or  by a c o m p l e t i o n  da t e  of  the  sh ip ,  e v e n  though we s ay ,  "I  
a m  s o r r y ,  w e c a n ' t  p o s s i b l y  get  the  job done  in tha t  t i m e .  " T h e r e  a r e  
m a n y  r e a s o n s  why we m a y  not  be  a b l e  to get  it  done .  One is the  p r o b l e m  
of p e r h a p s  not  ge t t i ng  G o v e r n m e n t - f u r n i s h e d  f a c i l i t i e s  o r  G o v e r n m e n t -  
f u r n i s h e d  e q u i p m e n t  w h i c h  m u s t  be i n c o r p o r a t e d  in the  p r o d u c t  o r  s o m e -  
th ing  l ike  tha t ,  on t i m e .  Th i s  is a r e c u r r i n g  p r o b l e m .  But  I would  not  
s a y  it is  the  on ly  one tha t  c a u s e s  d e l a y  a t  the  point  of c o m m i s s i o n  of the  

sh ip ,  o r  of pu t t ing  a i r c r a f t  in the  a i r .  

STUDENT:  Could  tha t  a r e a  be r e d u c e d  o r  e l i m i n a t e d  if you  had  no 
s u c h  th ing  a s  G o v e r n m e n t - f u r n i s h e d  m a t e r i a l s  to the  p r i m e  c o n t r a c t o r  ? 
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MR. L E A T H E M :  I d o n ' t  th ink  so .  I th ink  in t i m e  th i s  i s  go ing  to 
w o r k  out a s  the  w e a p o n - s y s t e m  p r o c u r e m e n t  t e c h n i q u e  is  m o r e  u s e d .  
The  p r i m e  c o n t r a c t o r  has  such  a t e r r i f i c  r e s p o n s i b i l i t y  tha t  he is  
m o r e  and m o r e  go ing  to be  in a pos i t i on ,  p e r h a p s ,  w h e r e  he can  f o r c e  
a r e a l i s t i c  s c h e d u l e .  I c o m p l a i n e d  about  the  s h o r t  a p p r o p r i a t i o n  p e r i o d .  
I w o n d e r  how m a n y  of you  r e a l i z e  i t  is  a c o n s t i t u t i o n a l  q u e s t i o n .  I t ' s  
a c t u a l l y  in the  C o n s t i t u t i o n ,  the l i m i t a t i o n  tha t  w o r r i e s  the  f i s c a l  peop l e  
of the s e r v i c e s ,  and it  wi l l  p e r h a p s  t ake  a c o n s t i t u t i o n a l  a m e n d m e n t  
b e f o r e  the t w o - y e a r  p e r i o d  could  be e n l a r g e d  f u r t h e r .  T h e r e  a r e  
e x c e p t i o n s  to t h i s .  Ship c o n s t r u c t i o n  u n d e r  our  NRVD funds  is  one .  

QUESTION: M r .  L e a t h e r n ,  wi l l  you  g ive  us  i n d u s t r y ' s  s l a n t  in a 
c o m m e n t  on how e f f e c t i v e l y  t h e s e  a r m e d  s e r v i c e s  p r o c u r e m e n t  p l a n n i n g  
o f f i c e s  in m o b i l i z a t i o n  a r e  w o r k i n g  out,  and what  you  th ink  t h e i r  e f f e c -  
t i v e n e s s  w i l l  be  in the e v e n t  of an a t t a c k ,  a p o s t n u c l e a r  a t t a c k ,  in 
p r o c u r e m e n t  p l a c e m e n t  ? 

MR.  L E A T H E M :  I n d u s t r i a l  m o b i l i z a t i o n  and p o s t a t t a c k  p l ann ing  
p r o b a b l y  a l w a y s  has  b e e n ,  o v e r  the  c e n t u r i e s ,  one of the h a r d e s t  t h ings  
in the w o r l d  to do,  b e c a u s e  you  a r e  d e a l i n g  wi th  so  m a n y  v a r i a b l e s  and 
f a c t o r s  tha t  you  c a n ' t  a n t i c i p a t e  p r e c i s e l y  What i s  go ing  to happen;  and 
of c o u r s e  the  m a s s i v e  d e s t r u c t i v e  c a p a c i t y  of the h y d r o g e n  and a t o m i c  
b o m b s  m a k e s  i t  w o r s e  today .  It u s e d  to be tha t  you  w o r r r i e d  abou t  the  
p l an t s ;  now y o u  have  to w o r r y  about  y o u r  peop le ,  w h e t h e r  t hey  a r e  
go ing  to ge t  k i l l e d  20 m i l e s  away  f r o m  y o u r  p lan t ,  and t h e r e f o r e  the  
p lan t  s i t s  t h e r e  wi th  no t r a i n e d  w o r k e r s  to r u n  i t .  

I m u s t  s ay  th i s  though ,  tha t  I th ink  one of the  m o s t  d i s h e a r t e n e d  
and l o w - m o r a l e  g r o u p s  on the  s i d e s  of bo th  i n d u s t r y  and the  G o v e r n m e n t  
at  th i s  point  a r e  the m o b i l i z a t i o n  p l a n n e r s .  T h e r e  has" b e e n  p r o d i g i o u s  
e f f o r t  m a d e  on the  G o v e r n m e n t  s i d e - - b y  J o e  P o w e r s  and a l l  tha t  g r o u p  
in  DOD and in the  v a r i o u s  s e r v i c e s - - t o  c o m e  down to r e a l i s t i c  s t a t e m e n t s  
of r e q u i r e m e n t s  on c o m p a n i e s .  I m a y  say  tha t  in ou r  own c a s e  a g a i n  I 
th ink  the s e r v i c e s  have  g i v e n  us v e r y  r e a l i s t i c  r e q u i r e m e n t s ,  qu i te  
d i f f e r e n t  f r o m  wha t  t hey  w e r e  when  t hey  s t a r t e d ,  7 o r  8 y e a r s  ago,  
b e l i e v e  m e .  But  the  t r o u b l e  is  tha t  t h o s e  b e c o m e  d e a d  as  d o d o e s  the 
m i n u t e  tha t  the  p r o c u r e m e n t  peop le  fa i l  to t ake  t h e m  in to  c o n s i d e r a t i o n  
in p l a c i n g  o r d e r s .  I a m  th ink ing  p a r t i c u l a r l y  of a c a s e  w h e r e ,  j u s t  
w i th in  the  l a s t  two m o n t h s ,  t h r e e  y e a r s  of r e s e a r c h  and d e v e l o p m e n t  
e f f o r t - - n o t  by  R a y t h e o n  in th i s  c a s e ,  but  by a n o t h e r  c o m p a n y - - h a s  b e e n  
t h r o w n  out the  window,  not  b e c a u s e  it was  bad ,  but  b e c a u s e ,  fo r  the  
c o n t i n u a t i o n  of the p r o g r a m ,  a n o t h e r  c o m p a n y  quoted  a s u b s t a n t i a l l y  
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l o w e r  a m o u n t  on a C P F F  c o n t r a c t .  Th i s  m e a n s ,  of c o u r s e ,  tha t  if  
they  have  an o v e r r u n  they  a r e  going to ge t  c o v e r e d  on it .  But  t h r e e  
y e a r s  of e n g i n e e r i n g  w o r k  on a v e r y  s i g n i f i c a n t  new tube  a d v a n c e ,  
w h i c h  i s  a p p l i c a b l e  to the c o u n t e r m e a s u r e  p r o g r a m ,  the  c o m m u n i c a t i o n s  
p r o g r a m ,  and s e v e r a l  o t h e r s ,  is  t h r o w n  out the window,  s o l e l y  on the  
b a s i s  of p r i c e  on a C P F F  q u o t a t i o n - - n o t  to m e n t i o n  the  d i s p e r s i o n  and 
d i l u t i o n  of e n g i n e e r i n g  tha t  o c c u r s .  

M o b i l i z a t i o n  p lann ing  is  b e i n g ,  I th ink ,  e f f e c t i v e l y  done  in t e r m s  
of r e q u i r e m e n t s  be ing  s t a t e d  by  the s e r v i c e s ,  but  it  c a n n o t  be  c a r r i e d  
out  in the c o m p a n i e s  b e c a u s e ,  so long as  the  p r o c u r e m e n t  peop l e  i g n o r e  
i t ,  the  peop le  who a r e  r e s p o n s i b l e  fo r  p a r t i c u l a r l y  the P&L in the 
d i v i s i o n a l  l e v e l s  of a c o m p a n y  a r e  not  go ing  to spend  m u c h  t i m e  c h e d k i n g  
t h o s e  s c h e d u l e s  and t r y i n g  to l ive  up to t h e m .  T h e r e  is  no p r o f i t  in t ha t .  

Now when  you  c o m e  to the d i s a s t e r  c o n t r o l ,  ge t t i ng  b a c k  in to  p r o -  
d u c t i o n ,  a c u r i o u s  th ing  h a p p e n e d  t h e r e .  The l a s t  d r a f t ,  w h i c h  f o r t u -  
n a t e l y  has  not  y e t  b e e n  i s s u e d ,  and I hope  n e v e r  i s ,  of the  new Sec t i on  
XV on c o s t  p r i n c i p l e s ,  c o n t a i n e d  a d i s a l l o w a n c e  of any  e x p e n d i t u r e s  
m a d e  by  a G o v e r n m e n t  c o n t r a c t o r  in c o o p e r a t i o n  wi th - i t s  l o c a l  c i v i l i a n  
d e f e n s e  a u t h o r i t i e s .  I j u s t  c a n ' t  u n d e r s t a n d  how anybody  cou ld  d r e a m  
tha t  one up, b e c a u s e ,  when  you  a r e  d e a l i n g  wi th  the  p r o t e c t i o n  of a 
p lan t  by our  s e r v i c e s  and so fo r t h ,  when  you  a r e  d e a l i n g  w i t h  the  
e v a c u a t i o n  of p e r s o n n e l ,  r o u t i n g  t h e m  t h r o u g h  c o n g e s t e d  c i ty  a r e a s ,  
and th ings  l i ke  tha t ,  y o u ' v e  got to d e a l  wi th  the  c i v i l i a n  d e f e n s e  
a u t h o r i t i e s .  W h e r e  it i s  a c o m p a n y  in the  c o m m u n i c a t i o n s  b u s i n e s s ,  
l ike  o u r s ,  w h e r e  we h a v e  p o r t a b l e  c o m m u n i c a t i o n  d e v i c e s  a r o u n d  our  
p l an t  a l l  the  t i m e  tha t  cou ld  be  t h r o w n  in to  e m e r g e n c y  u s e s  of t h i s  s o r t ,  
the  FCC is  s t i l l  r e f u s i n g  to a l low us  to use  t h o s e  fo r  any  e m e r g e n c y  
p u r p o s e ,  even  e n e m y  a t t a ck ,  to c o m m u n i c a t e  b e t w e e n  p l an t s ,  o r  
b e t w e e n  d i f f e r e n t  c o m m u n i t y  a r e a s .  

T h e r e  a r e  m a n y  f a c e t s  of the  G o v e r n m e n t  c o n t r o l  of t h i s  s i t u a t i o n  
w h i c h  a r e  j u s t  g o i n g ' i n  c o m p l e t e l y  oppos i t e  d i r e c t i o n s  f r o m  the c o n c e p t s  
and p r i n c i p l e s  of i n d u s t r i a l  m o b i l i z a t i o n .  Now, l e t ' s  ge t  r e a l i s t i c  fo r  a 
m o m e n t .  I m u s t  say  t h i s ,  too .  I th ink  tha t  m o b i l i z a t i o n  p l ann ing  is  

a l m o s t  i m p o s s i b l e ,  in  v i ew  of an a t o m i c  o r  a h y d r o g e n  b o m b  a t t a c k ,  and 
the  only  th ing  we can  th ink  of do ing  i s  to  c a r e f u l l y  s u r v e y  the w h o l e  l i s t  
of m i l i t a r y  p r o d u c t s  and spend  a l i t t l e  m o r e  m o n e y  e v e r y  f ive  y e a r s  o r  
so  to s t o c k p i l e  s o m e  of the  l a t e s t  w e a p o n s  in m u l t i p l e  s t o r a g e  a r e a s .  It 
i s  f a r  b e t t e r ,  w h e r e  t u b e s ,  f o r  e x a m p l e ,  have  a s h e l f  l i fe ,  to  spend  a 
m i l l i o n  d o l l a r s  o r  two m i l l i o n  in s t o c k p i l i n g  t h e m  in 40 l o c a t i o n s  a r o u n d  
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t h e  c o u n t r y ,  t h a n  i t  i s  t o  m a i n t a i n  o u r  p l a n t  in  b e i n g ,  r e a d y  to  g o  i n t o  
p r o d u c t i o n  i f  a w a r  c o m e s  a n d  w e  h a p p e n  n o t  t o  b e  a t t a c k e d .  S t o c k -  
p i l i n g  a s  y e t ,  a s  y o u  k n o w ,  h a s  b e e n  l i m i t e d  to  r a w  m a t e r i a l s ,  a n d  t h i s  
i s  j u s t  a s t a r t .  I t  m u s t  go  m u c h  d e e p e r  to  h a v e  t r u e  m o b i l i z a t i o n ,  in  
m y  j u d g m e n t .  

Q U E S T I O N :  S i r ,  y o u  i m p l i e d  t h a t  p e r h a p s  s m a l l  b u s i n e s s  d i d  n o t  
n e e d  a l l  t h e  a i d  t h a t  i t  i s  g e t t i n g .  I w o n d e r  i f  y o u  w i l l  e x p a n d  on  t h a t  
i d e a  a l i t t l e  b i t  w i t h  r e s p e c t  to  w h e t h e r  o r  n o t  t h i s  s m a l l  b u s i n e s s  
p r o g r a m  h u r t s  b i g  b u s i n e s s  o r  i s  e c o n o m i c a l l y  s o u n d  f o r  t h e  N a t i o n  a s  
a w h o l e .  

MR. L E A T H E M :  M y  s t a t e m e n t  w a s  i n t e n d e d  to  s a y  t h a t  s m a l l  
b u s i n e s s e s  w i l l  g e t  t h e i r  s h a r e  of  t h e  o r d e r s ,  w h e t h e r  t h e r e  i s  s p e c i a l  
G o v e r n m e n t  h e l p  f r o m  t h e m  o r  n o t  in  g e t t i n g  o r d e r s .  I d o  t h i n k  t h e r e  
a r e  s p e c i a l  a r e a s  in  w h i c h  t h e  G o v e r n m e n t  c a n  a n d  s h o u l d  h e l p  s m a l l  
b u s i n e s s  in  t e r m s  of f i n a n c i n g .  T h e y  s h o u l d  p e r h a p s  b e  m o r e  l i b e r a l  
i n  s u p p l y i n g  b r i c k s ,  m o r t a r ,  a n d  f a c i l i t i e s  in  c e r t a i n  c a s e s  of  t h a t  s o r t .  
T h e y  m i g h t  b e  m o r e  l i b e r a l  in  p r o g r e s s - p a y m e n t  a l l o w a n c e s  in  t h o s e  
a r e a s .  

As  f a r  a s  h u r t i n g  b i g  b u s i n e s s  i s  c o n c e r n e d ,  no ;  t h e r e  i s  n o  c l e a v -  
a g e  in  i n d u s t r i a l  l i f e  b e t w e e n  l a r g e  b u s i n e s s  a n d  s m a l l  b u s i n e s s .  T a k e  
m y  own  c o m p a n y  a g a i n  a s  a n  e x a m p l e .  We  h a v e  a b o u t  4 , 2 0 0  s u p p l i e r s  
t h a t  we  a r e  d e a l i n g  w i t h  a l l  t h e  t i m e .  W e  a r e  d e a l i n g  w i t h  s o m e t h i n g  
l i k e  8 0 0 , 0 0 0  s e p a r a t e  p a r t s  t h a t  we  b u y  a l l  t h e  t i m e .  Of  t h e  4, 200 
s u p p l i e r s ,  3 , 6 0 0  h a v e  l e s s  t h a n  500 e m p l o y e e s ,  a n d  3, 400  h a v e  l e s s  t h a n  
150,  in  e m p l o y m e n t .  N o w ,  we  t a k e  a n y w h e r e  f r o m  1 p e r c e n t  to  100 
p e r c e n t  of  t h o s e  c o m p a n i e s '  b u s i n e s s .  B u t ,  w h a t e v e r  t h e  a g g r e g a t e  o f  
t h a t  i s ,  t h e y  a r e  R a y t h e o n  to  u s .  We a r e  j u s t  a s  d e p e n d e n t  on  t h e m  a s  
we  a r e  u p o n  t h e  e m p l o y e e  w h o  t u r n s  on t h e  e l e c t r i c  s w i t c h  e v e r y  m o r n i n g .  
T h e r e  i s  n o  f i g h t  o r  c l e a v a g e  b e t w e e n  u s .  We c o u l d  n o t  c o n d u c t  o u r  
b u s i n e s s ,  w i t h o u t  t h e s e  s m a l l  b u s i n e s s e s  a r o u n d  u s .  So t h e  t h i n g  t h a t  i s  
b u r d e n s o m e  i s  t h e  n e e d l i n g  we  g e t  on t h i s ,  on  t h e  n e e d  to  d i v e r t  o u r  p r o -  
c u r e m e n t  p e o p l e  to  go  i n t o  s e s s i o n s  w h i c h  a r e  i n t e n d e d  to  s t i m u l a t e  
v e n d o r s  to  c o m e  to  u s .  W e l l ,  t h e r e  i s  n o t  a v e n d o r  in  N e w  E n g l a n d  t h a t  
d o e s  n o t  c o m e  to  u s  a n y h o w ,  a l l  t h e  t i m e ,  a n d  w e  p e r h a p s  d o  m o r e  
b u s i n e s s  w i t h  s m a l l  b u s i n e s s  t h a t  i s  g e o g r a p h i c a l l y  a w a y  f r o m  u s ,  t h a t  
i s  n o t  h e l p e d  b y  t h e s e  k i n d s  of  s h o w s .  

A l s o  t h e r e  i s  a c e r t a i n  a m o u n t  of r e p o r t i n g  t h a t  m a n y  c o m p a n i e s  
a r e  f i n d i n g  b u r d e n s o m e .  T h i s  l a s t  f o r m  t h a t  D O D  p u t  ou t  f o r  r e p o r t i n g  
o n  a s e m i a n n u a l  b a s i s  o u r  p e r c e n t a g e  of  b u s i n e s s  to  s m a l l  b u s i n e s s  
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c a m e  a f t e r  a q u e s t i o n n a i r e  t o  i n d u s t r y  t h a t  s h o w e d  t h a t  a b o u t  h a l f  of 
i n d u s t r y  k e p t  t h e i r  r e c o r d s  a t  t h e  p a y m e n t  l e v e l ,  a t  t h e  i n v o i c i n g  l e v e l .  
T h e  o t h e r  h a l f  k e p t  t h e m  a t  t h e  p u r c h a s i n g  l e v e l .  We  h a p p e n  to  b e  in  
t h e  l a t t e r  g r o u p .  N o w  t h i s  f o r m  c o m e s  ou t  a n d  c a l l s  f o r  i t  t o  b e  on  t h e  
b a s i c  of  i n v o i c e s ,  w h e r e  we  d o n ' t  e v e n  k e e p  r e c o r d s .  I f  we  c o m p l y  w i t h  
t h i s  f o r m  l i t e r a l l y ,  w e  h a v e  to  s h i f t  t h e  w h o l e  p r o c e d u r e  a w a y  f r o m  
p r o c u r e m e n t  a n d  i n t o  a c c o u n t i n g .  I s a y ,  a t  l e a s t  in  o u r  b u s i n e s s ,  t h a t  
i t  i s  m o r e  i m p o r t a n t  f o r  u s  t o  k n o w  w h o m  we  a r e  d e a l i n g  w i t h  a t  t h e  
p u r c h a s i n g  d e p a r t m e n t  t h a n  i t  i s  a t  t h e  a c c o u n t i n g  d e p a r t m e n t ,  w h e r e  
t h e  b i l l s  a r e  p a i d .  

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

Q U E S T I O N :  S i r ,  w i l l  y o u  t e l l  m e  h o w  m a n y  p l a n t s  R a y t h e o n  h a s ,  
a n d  w h e t h e r  y o u  h a v e  c e n t r a l i z e d  p r o c u r e m e n t  o r  n o t ?  

M R .  L E A T H E M :  R a t h e r  t h a n  s a y  t h e  n u m b e r  of  p l a n t s ,  w h i c h  
c o u l d  g e t  i n t o  t h e  i n t e r p r e t a t i o n  of  t w o  b u i l d i n g s  a l o n g s i d e  of  e a c h  
o t h e r  a s  one  p l a n t  o r  t w o - - w e  h a v e  p l a n t s  i n  Q u i n c y ,  M a s s a c h u s e t t s ;  
i n  B r i g h t o n ,  a s e c t i o n  of  B o s t o n ;  in  N e w t o n ;  in  W a l t h a m ;  in  W a y l a n d ;  
i n  B e d f o r d ;  in  L o w e l l ;  we  a r e  j u s t  o p e n i n g  o n e  in  A n d o v e r ;  a n d  we  w i l l  
s o o n  t a k e  o v e r  t h e  S p e r r y  P l a n t  in  B r i s t o l ,  T e n n e s s e e ;  a n d  we  h a v e  
l a b o r a t o r i e s  a t  S a n t a  B a r b a r a  a n d  P o i n t  M u g u  in  C a l i f o r n i a .  

N o w ,  we  h a v e  a p u r c h a s i n g  d e p a r t m e n t  in  e a c h  of  t h o s e  p l a c e s .  
In  t h a t  s e n s e  we  d o  d e c e n t r a l i z e  b u y i n g .  W h e r e  t h o s e  p l a c e s  r e p o r t  
i n t o  w h a t  we  c a l l  a n  o p e r a t i o n - - w h i c h  i s  a d i v i s i o n a l  s t r u c t u r e  t o  u s ,  
o r  a s e n i o r  s e g m e n t a t i o n - - e a c h  o n e  of  t h o s e  o p e r a t i o n s  h a s  a d i r e c t o r  
o f  p r o c u r e m e n t .  H e  c o o r d i n a t e s  t h e  a c t i v i t i e s  of  t h e s e  a n d  m a k e s  s u r e  
t h e y  d o n ' t  c o m p e t e  w i t h  e a c h  o t h e r ,  f o r  e x a m p l e ,  a m o n g  t h e  s a m e  
v e n d o r s ,  t h a t  t h e y  f i n d  t h e  b e s t  t e c h n i q u e s ,  g e t  t h e  m a x i m u m  b e n e f i t s  
of q u a n t i t y  d i s c o u n t s ,  a n d  t h i n g s  l i k e  t h a t .  

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

So t h a t  we  h a v e  in  f a c t  d e c e n t r a l i z e d  p r o c u r e m e n t  a n d  c e n t r a l i z e d  

p o l i c y .  
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Q U E S T I O N :  S i r ,  in  t h e  a r e a  of  c o n t r a c t  a d m i n i s t r a t i o n ,  I w o u l d  
l i k e  y o u r  v i e w s  on t h e  c o m p l i a n c e  c l a u s e s ,  l i k e  t h e  d e f a u l t  c l a u s e ,  
t h e  l i q u i d a t e d  d a m a g e s ,  a n d  s o  f o r t h .  H o w  o f t e n  a r e  t h e y  u s e d ?  T o  
w h a t  d e g r e e  d o  y o u  a p p r o v e  of t h e m  o r  d i s a p p r o v e  of  t h e m  ? 

MR. L E A T H E M :  I t h i n k  t h e  G o v e r n m e n t  c l e a r l y  s h o u l d  h a v e  a 
d e f a u l t  c l a u s e  in  i t s  c o n t r a c t s .  I t h i n k  t h a t  t h e  p r e s e n t  d e f a u l t  c l a u s e  
i s  a d e q u a t e  a n d  f a i r .  I t h i n k  t h a t  t h e  f a l l a c y  in  t h e  f ew  i n s t a n c e s  w h e r e  
i t  h a s  b e e n  e x e r c i s e d  h a s  b e e n  t h a t  t h e y  h a v e  t e n d e d  to  d e c l a r e  t h e  
d e f a u l t  b e f o r e  t h e y  k n o w  a l l  t h e  f a c t s .  In  o t h e r  w o r d s ,  I t h i n k  t h a t  
b e f o r e  a d e f a u l t  i s  d e c l a r e d  t h e  c o n t r a c t o r  i s  e n t i t l e d  to  b e  h e a r d  a t  a 
v e r y  h i g h  l e v e l  a n d  t h e  f a c t s  a r e  e n t i t l e d  to  b e  a n a l y z e d  a t  a v e r y  h i g h  
l e v e l ,  t o  m a k e  s u r e  t h a t  t h e r e  w a s  in  f a c t  a d e f a u l t ,  w h i c h  i m p l i e s ,  o f  
c o u r s e ,  e n t i r e  c u l p a b i l i t y  on  t h e  p a r t  of  t h e  c o n t r a c t o r .  I n  9 c a s e s  o u t  
of  10 in  o u r  a r e a  w h e r e  d e f a u l t s  a r e  t h r e a t e n e d - - f o r t u n a t e l y  t h e y  h a v e  
b e e n  r e l a t i v e l y  r a r e  in  o u r  c o m p a n y ' s  e x p e r i e n c e - - i t  h a s  b e e n  w h e r e  
an  e n g i n e e r i n g  i n t e r p r e t a t i o n  h a s  d i f f e r e d  b e t w e e n  u s  a n d  t h e  s e r v i c e s  
a s  t o  w h a t  t h e  s p e c s  m e a n t .  

O u r  m o s t  r e c e n t  one  i n v o l v e d  a q u e s t i o n  of  t e s t  p r o c e d u r e .  Y o u  
c o u l d  u s e  f i v e  d i f f e r e n t  t e c h n i q u e s  w h i c h  m e t  t h e  s p e c i f i c a t i o n s .  T h e  
s e r v i c e  w a n t e d  to  u s e  o n e ,  and  we  h a d  p l a n n e d  to  u s e  a n o t h e r .  W h e n  
t h e  p r o d u c t  m e t  t h e  t e s t  b y  o u r  t e c h n i q u e  of  t e s t i n g  a n d  f a i l e d  t o  m e e t  
i t  b y  t h e i r  t e c h n i q u e ,  t h e y  t h r e a t e n e d  to  d e f a u l t .  We w o r k e d  i t  o u t .  
B u t  i t  i s  t h a t  k i n d  of  t h i n g  w h e r e  t h e  a d m i n i s t r a t i o n  of t h e  d e f a u l t  c l a u s e  
i s  b a d .  

O n  y o u r  o t h e r  q u e s t i o n ,  I t h i n k  t h a t  t h e  v a r i o u s  c o m p l i a n c e  c l a u s e s  
a g a i n  a r e  n o t  b a s i c a l l y  b a d  in  t h e m s e l v e s ,  b u t  t h a t  t h e y  d e p e n d  on t h e  
a d m i n i s t r a t i o n  of  t h e m  f o r  e f f e c t i v e n e s s .  I do  t h i n k ,  t h a t ,  a s  l o n g  a s  
t h i s  p r o f i t  s i t u a t i o n  i s  u n c h a n g e d  a n d  d e p r e s s i o n  i s  o c c u r r i n g ,  one  o f  
t h e  e l e m e n t s  t h a t  t h e  G o v e r n m e n t  s h o u l d  l o o k  a t  b e f o r e  t e r m i n a t i n g  f o r  
c o n v e n i e n c e  i s  t h e  e f f e c t s  on  t h i s  a r e a ,  a t  l e a s t  on  i t s  k e y  s u p p l i e r s .  

Q U E S T I O N :  S i r ,  w o u l d  y o u  d e s c r i b e  t h e  a p p r o a c h  of  y o u r  c o m p a n y  
t o  t h i s  s h o u l d e r - h i g h  s t a c k  of  p r o c u r e m e n t  d i r e c t i v e s  ? W h a t  d o  y o u  d o  
a b o u t  t h e m  ? How  do  y o u  a t t a c k  t h i s  t h i n g ?  

M R .  L E A T H E M :  I c a n ' t  s a y  t h a t  I h a v e  r e a d  m e r e ,  p u t  I h a v e  
s c a n n e d  t h e m  a l l .  I k n o w  t h e i r  f o r m a t .  I k n o w  w h e r e  to  f i n d  t h i n g s  
in  t h e m ,  a n d  we  m a i n t a i n  in  o u r  l a w  d e p a r t m e n t  a l a w y e r  w h o  h a s  
d o n e  t h e  s a m e  t h i n g .  W h e n e v e r  i n v o c a t i o n  of  o n e  of  t h e s e  r e g u l a t i o n s  
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i s  m a d e  in  t h e  c o u r s e  of  n e g o t i a t i o n s ,  o r  a n y t h i n g  of  t h a t  s o r t ,  w h i c h  
i s  ou t  o f  t h e  o r d i n a r y  o r  u n u s u a l ,  t h i s  i s  t h e n  v e r i f i e d  a g a i n s t  t h e  
e x i s t e n c e  of  t h e  r e g u l a t i o n  in  t h e  l a w  d e p a r t m e n t ,  a n d  i s  b r o u g h t  t o  m e  
a s  a p o l i c y  m a t t e r .  I t  i s  d i s c u s s e d  b e t w e e n  m y s e l f  a n d  t h e  o p e r a t i o n s  
m a n a g e r  i n v o l v e d  a n d  t h e  G o v e r n m e n t  n e g o t i a t o r  i n v o l v e d ,  t o  d e t e r m i n e  
w h a t  p o l i c y  w e  w i l l  t a k e  on i t .  

T h i s  i s  w h e r e  t h i s  d i s s e n t e r  a p p e l l a t i o n  m a y  h a v e  c o m e  in .  I h a v e  
r e p e a t e d l y  t a k e n  t h e  p o s i t i o n  ( w h e r e  w e  f e l t  i t  w a s  n e c e s s a r y  f o r  o u r  
c o r p o r a t e  p u r p o s e s )  t h a t  a r e g u l a t i o n  i s s u e d  u n n e c e s s a r i l y ,  o r  i s s u e d  
in  c o n f l i c t  w i t h  a h i g h e r  a u t h o r i t y ,  e v e n  t h o u g h  b i n d i n g  on t h e  o f f i c e r  
w h o  h a s  t o  l i v e  u n d e r  i t ,  b e c a u s e  o f  t h e  c h a i n  of  c o m m a n d ,  w a s  c e r -  
t a i n l y  n o t  b i n d i n g  on  u s .  T o  b e  s p e c i f i c ,  i f  a c o s t  a n d  o r d e r i n g  s y s t e m  
e n d e a v o r e d  to  e n f o r c e  a p r o c u r e m e n t  i n s t r u c t i o n  w h i c h  w a s  in  c o n f l i c t  
w i t h  A S P R ,  we  w o u l d n ' t  a c c e p t  i t ,  b e c a u s e  A S P R  i s  t h e  b a s i c  r e g u -  
l a t o r y  t h i n g  t h a t  we  h a v e .  

Q U E S T I O N :  S i r ,  f r o m  a b u s i n e s s m a n ' s  p o i n t  o f  v i e w ,  d o  y o u  f i n d  
a n y t h i n g  l a c k i n g  in  t h e  p r o c e d u r e  f o r  s e t t l i n g  d i s p u t e s  w i t h  t h e  A r m e d  
F o r c e s  ? 

M R .  L E A T H E M :  Y e s ;  y o u  s a i d  l a c k i n g  in  t h e  p r o c e d u r e .  Y e s ,  
I f i n d  o n e  t h i n g ,  a n d  t h a t  i s  t h a t  t h e r e  i s  n o t  a r a p i d  e n o u g h  p u b l i c a t i o n  
of  d e c i s i o n s  a n d  d i s s e m i n a t i o n  of  t h e m  a m o n g  G o v e r n m e n t  p e r s o n n e l .  
T h e  s e t t l e m e n t s  t h e m s e l v e s  h a v e  b e e n  e m i n e n t l y  f a i r .  T h e y  h a v e  
s u s t a i n e d  in  f a c t  m a n y  of  t h e  p o s i t i o n s  t h a t  I h a v e  t a k e n  w i t h  y o u  t h i s  
m o r n i n g .  B u t  t h e r e  s e e m s  to  b e  a c o n s p i r a c y  to  p r e v e n t  t h o s e  d e c i s i o n s  
f r o m  g e t t i n g  h e a r d  d o w n  t h e  l i n e .  T i m e  a n d  a g a i n  o u r  n e g o t i a t o r s  a r e  
s h o v i n g  s u c h  d e c i s i o n s ,  in  s u b s t a n t i a t i o n  of  t h e  p o i n t ,  u n d e r  t h e  n o s e  of  
a G o v e r n m e n t  n e g o t i a t o r ,  a n d  h e  c l a i m s  h e  h a s  n e v e r  H e a r d  of  t h e m .  I t  
h a s  b e e n  o n l y  w i t h i n  a y e a r  t h a t  t h e y  h a v e  b e e n  p u b l i s h e d  a t  a l l ,  a n d  t h e y  
w e r e  p u b l i s h e d  t h r o u g h  t h e  C C H  ( C o m m e r c e  C l e a r i n g  H o u s e )  s e r v i c e s .  
P r i o r  to  t h a t  t h e y  w e r e  n o t  e v e n  a v a i l a b l e  a n d  we  d i d  n o t  k n o w  w h a t  h a d  
b e e n  d e c i d e d  a b o u t  a n o t h e r  c o m p a n y ,  u n l e s s  s o m e b o d y  f r o m  t h a t  
c o m p a n y  h a p p e n e d  t o  t e l l  u s .  

Q U E S T I O N :  S i r ,  I w o n d e r  i f  y o u  w i l l  t e l l  u s  s o m e  m o r e  a b o u t  t h e  
e f f o r t s  on  t h e  p a r t  o f  i n d u s t r y  t o  g e t  t h e  r e s t r i c t i o n s  i n  t h e  r e g u l a t i o n s  
o f  t h e  G o v e r n m e n t  i m p r o v e d  o r  c h a n g e d ,  s o  t h a t  y o u  c a n  o p e r a t e  b e t t e r  ? 

M R .  L E A T H E M :  W h e r e  i t  i s  a m a t t e r  of  an  i n d i v i d u a l  c o n t r a c t ,  a 
q u e s t i o n  w i t h  an  i n d i v i d u a l  c o m p a n y ,  I t h i n k  i n d u s t r y  g e n e r a l l y  f e e l s  i t  
i s  u p  to  i t s e l f  t o  f i g h t  i t s  ow n  b a t t l e s ,  c a s e  b y  c a s e ,  a n d  c o m p a n y  b y  
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c o m p a n y .  But  t h e r e  a r e  s e v e r a l  a s s o c i a t i o n s  w h i c h  have  w o r k e d  c o n -  
s i s t e n t l y  and c o n s e c u t i v e l y  o v e r  a good m a n y  y e a r s  in t h i s  f i e ld .  I 
happen  m y s e l f  to have  b e e n  a s s o c i a t e d  m o s t  i n t i m a t e l y  wi th  the  
N a t i o n a l  S e c u r i t y  I n d u s t r i a l  Assoc{a t ion ,  P r o c u r e m e n t  A d v i s o r y  
C o m m i t t e e .  I have  a l s o  b e e n  a m e m b e r  of the  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  in 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 .  Bu t  t h e r e  
a r e  c o m p a r a b l e  c o m m i t t e e s  in the R a d i o - E l e c t r o n i c s - T e l e v i s i o n  
M a n u f a c t u r e r s  A s s o c i a t i o n ,  in the A i r c r a f t  I n d u s t r y  A s s o c i a t i o n ,  in 
the A u t o m o b i l e  M a n u f a c t u r e r s  A s s o c i a t i o n ,  and in the  M a c h i n e  A l l i e d  
P r o d u c t s  I n s t i t u t e .  J u s t  r e c e n t l y ,  on the  s u b j e c t  of c o s t  p r i n c i p l e s ,  
I a m  g lad  to s ee  tha t  the  N a t i o n a l  A s s o c i a t i o n  of Cos t  A c c o u n t a n t s  ha s  
c o m e  in to  the p i c t u r e .  

Th i s  i s  v o l u n t e e r  w o r k ,  pa id  for  e n t i r e l y  by  the  m e n ' s  c o m p a n i e s  
t h e m s e l v e s ,  and it i s ,  in  e v e r y  i n s t a n c e  tha t  I have  s e e n ,  m e a n t  to be  
c o n s t r u c t i v e .  It is  a v e r y  p r a c t i c a l  and b ig  p r o b l e m  fo r  the G o v e r n m e n t ,  
on the o t h e r  hand ,  to l e t  a l l  of t hose  a s s o c i a t i o n s  be h e a r d  on e v e r y  
s u b j e c t ,  o r ,  w h e r e  they  s e e m  to d i s a g r e e ,  to r e c o n c i l e  the  d i s a g r e e -  
m e n t s .  An a t t e m p t  to get  a r o u n d  th i s  w a s  the o r i g i n  of the  s o - c a l l e d  
W e b s t e r  C o m m i t t e e ,  an i n d u s t r y  a d v i s o r y  c o m m i t t e e ,  f o r m e d  by  M r .  
W a r r e n  W e b s t e r ,  when  he was  D i r e c t o r  of P r o c u r e m e n t  P o l i c y .  
Whi le  t h o s e  m e n  w e r e  n a m e d  as  i n d i v i d u a l s ,  t hey  w e r e  in f ac t  the 
a p p o i n t e e s  of the  s e v e n  a s s o c i a t i o n s  I have  n a m e d ,  and t h e y  c a r r i e d  to  
M r .  W e b s t e r ' s  C o m m i t t e e  the s u m  of the v iewpoin t s  on t h e s e  s u b j e c t s  
tha t  the  w o r k  of t h e s e  c o m m i t t e e s  has  t u r n e d  out .  

T h e r e  h a s  b e e n  a c o n s t a n t  f e a r  on the p a r t  of the  l a w y e r s  f o r  e a c h  
of t h e s e  a s s o c i a t i o n s  tha t  if t hey  w o r k  t o g e t h e r  t ha t  would  be  s o m e h o w  
in v i o l a t i o n  of the  a n t i t r u s t  l aw.  I p e r s o n a l l y  have  n e v e r  b e e n  ab le  to 
go a long  wi th  tha t ,  but  n e v e r t h e l e s s  tha t  h a s  b e e n  the p o l i c y .  It  wou ld  
be  p e r f e c t l y  f e a s i b l e  and p o s s i b l e  to get  t h e s e  g r o u p s  t o g e t h e r  t h e m -  
s e l v e s  f i r s t ,  t h r o u g h  r e p r e s e n t a t i v e s  of a l l  of t h e m ,  and to p r e s e n t  a 
un i t ed  i n d u s t r y - w i d e  p i c t u r e  to the s e r v i c e s  in c o m m e n t i n g  upon 
p r o p o s e d  r e g u l a t i o n s  or  d i r e c t i v e s  of c h a n g e s .  

The  a n t i t r u s t  w o r r y  has  b e e n  the th ing  tha t  has  p r e v e n t e d  tha t  up 
to th i s  t i m e .  The  r e a s o n  I c h o s e  to w o r k  wi th  NSIA w a s  b e c a u s e  of 
t h i s ,  b e c a u s e  NSIA i t s e l f  is  an i n d u s t r y - w i d e  g r o u p  and not  a t r a d e  
g r o u p .  

QUESTION: S i r ,  do you  th ink  tha t  the  G o v e r n m e n t  d i s c r i m i n a t e s  
in p l a c i n g  c o n t r a c t s  b e t w e e n  G o v e r n m e n t - o w n e d ,  c o n t r a c t - o p e r a t e d  
f a c i l i t i e s  and p r i v a t e  f a c i l i t i e s  ? 
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M R .  L E A T H E M :  Y o u  m e a n  l i k e  N R L  v e r s u s  a p r i v a t e  c o n c e r n  on  
s o m e  k i n d  of  p r o j e c t ?  

S T U D E N T :  Y e s ,  s i r .  

M R .  L E A T H E M :  No,  I d o n ' t  t h i n k  s o ,  r e a l l y .  I t h i n k  t h a t  
G o v e r n m e n t  p o l i c y  in  t h e  r e s e a r c h  a n d  d e v e l o p m e n t  f i e l d  h a s  t e n d e d  
to  s u p p o r t  t h e  p u r e  r e s e a r c h  a s p e c t s  in  G o v e r n m e n t  l a b o r a t o r i e s  o r  i n  
u n i v e r s i t i e s  to  t h e  e x c l u s i o n  of i n d u s t r y .  T h i s  h a s  t e n d e d  to  m a k e  t h e  
r e s e a r c h  a c t i v i t i e s  o f  G o v e r n m e n t  i n d u s t r i e s ,  l i k e  o u r  own  c o m p a n y ,  
m i n i m i z e  p u r e  r e s e a r c h  a n d  m a x i m i z e  p r o d u c t  d e v e l o p m e n t - - i f  y o u  
c a n  s e e  w h a t  I m e a n .  I a m  n o t  s u r e  t h i s  i s  h e a l t h y ,  b u t ,  a s i d e  f r o m  
t h a t  o n e  f a c e t ,  I w o u l d  s a y  t h a t  b a s i c a l l y  t h e r e  i s  n o  d i s c r i m i n a t i o n .  

C O L O N E L  E L D E R :  M r .  L e a t h e r n ,  on  b e h a l f  o f  t h e  C o m m a n d a n t  
a n d  of  t h e  e n t i r e  C o l l e g e ,  I w o u l d  l i k e  t o  e x p r e s s  o u r  s i n c e r e  a p p r e -  
c i a t i o n  f o r  a v e r y  w o n d e r f u l  p r e s e n t a t i o n  a n d  a f i n e  d i s c u s s i o n .  T h a n k  
y o u  v e r y  m u c h .  

M R .  L E A T H E M :  T h a n k  yoU.  

(3 M a y  1 9 5 7 - - 3 , 9 5 0 ) O / v l  
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