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M r .  Wi l l i s  H. Guinn,  D i v i s i o n a l  C o n t r o l l e r ,  A i r c r a f t  E n g i n e  Div i -  
s ion ,  F o r d  M o t o r  C o m p a n y ,  was  b o r n  in 1914. He r e c e i v e d  the B. S. de -  
g r e e  f r o m  the U n i v e r s i t y  of A r k a n s a s  in 1935, the M . B . A .  f r o m  N o r t h -  
w e s t e r n  in 1936 and  is a C e r t i f i e d  P u b l i c  Accoun tan t .  Mr .  Guinn j o i n e d  
the W e s t e r n  E l e c t r i c  C o m p a n y  in Ch i cago  in  1936, as  an a c c o u n t i n g  
t r a i n e e  and  r e m a i n e d  t h e r e  un t i l  A p r i l  1942. He s e r v e d  in the U. S. A r m y  
f r o m  1942 to Ju ly  1946 and was  r e l e a s e d  wi th  the r a n k  of m a j o r .  D u r i n g  
this  p e r i o d  he was  d i r e c t o r  of the C o n t r a c t  T e r m i n a t i o n  a n d  Aud i t i ng  
C o u r s e  of the A r m y  F i n a n c e  School  at  Duke U n i v e r s i t y  and l a t e r  at  F o r t  
B e n j a m i n  H a r r i s o n .  Mr .  Guinn r e t u r n e d  to the W e s t e r n  E l e c t r i c  C o m p a n y  
o r g a n i z a t i o n  in New Y o r k  in Ju ly  1946. In A p r i l  1950, he was  appo in t ed  
the M a n a g e r  of A c c o u n t i n g  of the T e l e t y p e  C o r p o r a t i o n ,  a W e s t e r n  E l e c t r i c  
s u b s i d i a r y  in Ch i cago  and was  m a d e  C o n t r o l l e r  in 1951, with p r o d u c t i o n  
p r o g r a m i n g  and  c o n t r o l  as  w e l l  as  f i n a n c i a l  r e s p o n s i b i l i t i e s .  M r .  Guinn 
j o ined  the F o r d  M o t o r  C o m p a n y  in F e b r u a r y  1952 as M a n a g e r  of the C o s t  
D e p a r t m e n t  of the L i n c o l n - M e r c u r y  D i v i s i o n  and in F e b r u a r y  1953 was  
appo in t ed  M a n a g e r  of the C e n t r a l  Cos t  D e p a r t m e n t  on the s taf f  of the 
C o r p o r a t e  C o n t r o l l e r .  He has  been  D i v i s i o n a l  C o n t r o l l e r  of the A i r c r a f t  
E n g i n e  D iv i s ion  s i n c e  May 1955. Th i s  i s  h i s  s e c o n d  l e c t u r e  at  the 

I n d u s t r i a l  C o l l e g e .  
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PRICE~ COST~ AND P R O F I T  MARGINS 
IN M I L I T A R Y  P R O C U R E M E N T  

6 J a n u a r y  1958 

C A P T A I N  S T E I G E L M A N :  A d m i r a l  C l a r k ,  S tuden t s ,  F a c u l t y ,  and  
G u e s t s :  S ince  the M a t e r i e l  M a n a g e m e n t  Uni t  c o m m e n c e d ,  we h a v e  h a d  
e igh t  s p e a k e r s ,  a l l  a s s o c i a t e d  with  G o v e r n m e n t ,  who have  s p o k e n  on 
v a r i o u s  a s p e c t s  of p r o c u r e m e n t .  Th i s  m o r n i n g  we a r e  going to h e a r  
abou t  a n o t h e r  a s p e c t  of p r o c u r e m e n t ,  but this  t ime  f r o m  a r e p r e s e n t a -  
t ive  of i n d u s t r y ,  M r .  Wi l l i s  H. Guinn.  Mr .  Guinn w i l l  ta lk  to us  on 
the s u b j e c t ,  " P r i c e ,  Cos t ,  and P r o f i t  M a r g i n s  in M i l i t a r y  P r o c u r e m e n t .  " 

M r .  Guinn is  w e l l  e x p e r i e n c e d  in this  f i e ld ,  h a v i n g  had  m a n y  y e a r s  
of a s s o c i a t i o n  wi th  d i f f e r e n t  c o m p a n i e s ,  e s p e c i a l l y  the F o r d  C o m p a n y .  
He h a s  had  t r a i n i n g  in c o n t r a c t s ,  a c c o u n t i n g ,  and  f i n a n c e .  At p r e s e n t  
he  i s  the C o n t r o l l e r  of the A i r c r a f t  E n g i n e  D i v i s i o n  of the F o r d  M o t o r  
C o m p a n y ,  C h i c a g o .  I a m  s u r e  you  wi l l  en joy  h i s  ta lk .  

I t ' s  a p l e a s u r  e fo r  m e  to i n t r o d u c e  to you M r .  Guinn.  

MR. GUINN: Thank  you,  Cap ta in .  

I m u s t  c o n f e s s  that  I was  r e l i e v e d  this  m o r n i n g ,  as  the C a p t a i n  and  
I c a m e  o v e r  to the C o l l e g e  t o g e t h e r ,  to h e a r  tha t  the c l a s s  had  a l r e a d y  
h e a r d  the skunk  s t o r y  that  was  u s e d  to i n t r o d u c e  m e  l a s t  y e a r .  

I a d m i t  I f e e l  at  h o m e  h e r e  at  the I n d u s t r i a l  C o l l e g e .  I had  s o m e  
a s s o c i a t i o n  wi th  the C o l l e g e  d u r i n g  the l a s t  w a r .  As a m a t t e r  of f ac t ,  
when  i t  m o v e d  in to  c o n t r a c t  t e r m i n a t i o n  a c t i v i t i e s ,  the g r o u p  tha t  I was  
in  c h a r g e  of f u r n i s h e d  s e v e r a l  i n s t r u c t o r s  and  m e m b e r s  of the s t a f f  to 
the C o l l e g e .  I w a s  h e r e  a y e a r  ago ,  and when  the C o l l e g e  m a d e  a v i s i t  
to o u r  i n s t a l l a t i o n  in  C h i c a g o  in A p r i l  I saw s o m e  of the s t u d e n t s  a g a i n .  
I was  p r i v i l e g e d  to a t t e n d  the p r e s e n t a t i o n  of the  f i na l  p r o b l e m  of the 
p r e d e c e s s o r  c l a s s  l a s t  J u n e .  I m u s t  say  I found that  p r o b l e m  p r e s e n t a -  
t ion  m o s t  i n t e r e s t i n g  and  e x c e l l e n t l y  done .  I a l s o  got a l i t t l e  s c a r e d ,  too, 
s i n c e  they  w e r e  t a lk ing  about  wha t  we  shou ld  do wi th  r e g a r d  to o u r  o v e r a l l  
m i l i t a r y  p l a n n i n g  and  wha t  c o u l d  h a p p e n  to us .  

L a s t  y e a r  I fe l t  r e a s o n a b l y  r e l a x e d  when  I t a l ked  to th is  g roup .  As 
the C a p t a i n  h a s  e x p l a i n e d ,  I have  c h a r g e  of the f i n a n c i a l  m a t t e r s  of the 
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A i r c r a f t  E n g i n e  D i v i s i o n  of F o r d  in  C h i c a g o ;  and  the  b i g g e s t  f i n a n c i a l  
p r o b l e m  we f a c e  e v e r y  y e a r  i s  n e g o t i a t i n g  o u r  p r i c e s  wi th  the A i r  F o r c e .  
We a r e  on an  a n n u a l  r e p r i c i n g  b a s i s .  

B e f o r e  I t a l k e d  h e r e  on a M o n d a y  and  T u e s d a y ,  we h a d  j u s t  f i n i s h e d  
the p r e c e d i n g  F r i d a y  n e g o t i a t i n g  abou t  a b i l l i o n  d o l l a r s ' w o r t h  of p r i c e s .  
So I was  r e a l  r e l a x e d .  T h i s  y e a r  I ' m  a f r a i d  the  c o n v e r s e  i s  t r u e .  We 
a r e  j u s t  p o i n t i n g  up to t h a t  n e g o t i a t i o n .  I a m  s p e a k i n g  about a m o n t h  
e a r l i e r  th i s  y e a r .  I h o p e  you  wi l l  e x c u s e  m e  if  I a m  a l i t t l e  j i t t e r y  th i s  
t i m e .  I ' v e  got  a b ig  job a h e a d  of m e .  

By  the  way ,  I w a s  i m p r e s s e d  l a s t  y e a r - - a n d  I i m a g i n e  the  s a m e  t h ing  
a p p l i e s  th i s  y e a r - - w i t h  the  l e n g t h  to w h i c h  the  C o l l e g e  g o e s  to m a k e  c e r -  
t a in  tha t  you  a r e  e x p o s e d  to a l l  s i d e s  of a q u e s t i o n .  Not  on ly  d id  G e n e r a l  
B a k e r ,  who  w a s  G e n e r a l  T h u r m a n ' s  p r e d e c e s s o r ,  s p e a k  l a s t  y e a r  a n d  
t h e n  I s p o k e ,  but  the  C o l l e g e  w a s n ' t  s a t i s f i e d  wi th  g i v i n g  you  the  m i l i t a r y  
v e r s u s  the  i n d u s t r y  v i e w p o i n t .  T h e y  not  on ly  had  a r e p r e s e n t a t i v e  of 
F o r d ,  but  t hey  a l s o  had  a v i c e  p r e s i d e n t  of, I h o p e  y o u ' l l  e x c u s e  the  
e x p r e s s i o n ,  the  C h e v r o l e t  D i v i s i o n  of G e n e r a l  M o t o r s .  

Wel l ,  I t h ink  I w i l l  s t a r t  w i th  a look  at  p r i c e s .  A f t e r  a l l ,  I a m  to 
t a lk  t oday  abou t  p r i c e s ,  c o s t s ,  and  p r o f i t s ,  and  p r i c e s  d e t e r m i n e  p r o f i t s .  
T h e y  m a y  o r  m a y  no t  be b a s e d  u p o n  c o s t s .  I a m  g o i n g  to s t a r t  ou t  w i th  
the  a s s u m p t i o n  tha t  we a l l  a g r e e  tha t  we a r e  o p e r a t i n g  u n d e r  the  A m e r i c a n  
s y s t e m  of f r e e  e n t e r p r i s e  and p r i v a t e  p r o p e r t y ,  w h i c h  m e a n s ,  of c o u r s e ,  
tha t  any  p r o c u r e m e n t  w h i c h  the  G o v e r n m e n t  m a k e s  f r o m  i n d u s t r y  m u s t  
be p a i d  f o r  f a i r l y ,  and  tha t  m e a n s  t h e r e  m u s t  be a p r i c e  n e g o t i a t e d  be -  
t w e e n  the  G o v e r n m e n t  s e r v i c e  and  i n d u s t r y .  

N e g o t i a t i o n  i n v o l v e s  v a r y i n g  d e g r e e s  of r e l i a n c e  u p o n  c o s t .  We 
s t a r t  ou t  a t  one  end of the  s c a l e  wi th  a p u r e  f i xed  p r i c e  f o r  a s t a n d a r d  
p r o d u c t - - t h e  k i n d  of i t e m s  tha t  m a y b e  the  Q u a r t e r m a s t e r  C o r p s  of the 
A r m y  c o m m o n l y  b u y s .  T h e r e  a r e  no c o s t  p r o b l e m s  t h e r e .  T h e y  a r e  
s t a n d a r d  a r t i c l e s  and  t h e r e  i s  c o m p e t i t i v e  p r i c i n g .  

T h e n  we go down  the s c a l e  u n t i l  we r e a c h  the o t h e r  end ,  w h e r e  we 
h a v e  a p u r e  c o s t - r e i m b u r s e m e n t  type  of  c o n t r a c t .  I r e f e r  now to,  l e t ' s  
s ay ,  the  r e p a i r  of a s h i p  o r  to a 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 ,  
w h e r e  i t ' s  c o m p l e t e l y  i m p o s s i b l e  to n e g o t i a t e  w h a t  you  m i g h t  c a l l  a n y -  
t h ing  l ike  a f i x e d  p r i c e .  I t ' s  n e c e s s a r y  t ha t  you  r e l y  e n t i r e l y  u p o n  the 
c o s t  to d e t e r m i n e  r e i m b u r s e m e n t  f o r  tha t  type  of c o n t r a c t .  

2 



6i  7 

T o d a y  I a m  g o i n g  to l i m i t  m y  d i s c u s s i o n  to p r i c e s  w h i c h  a r e  b a s e d ,  
a t  l e a s t  i n  p a r t ,  u p o n  c o s t s .  T h a t  w i l l  b e ,  t h e n ,  t he  p u r e l y  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 ,  o r  t he  f i x e d - p r i c e - i n c e n t i v e  o r  f i x e d - p r i c e -  
r e d e t e r m i n a b l e - t y p e  c o n t r a c t ,  w h e r e  r e l i a n c e  i s  p l a c e d  u p o n  c o s t s ,  b u t  
c o s t s  a r e  n o t  t h e  o n l y  t h i n g s  c o n s i d e r e d  in  a r r i v i n g  a t  t he  f i n a l  p r i c e .  

I b e l i e v e - - i n  f a c t  I f e e l  r a t h e r  s t r o n g l y - - t h a t  t he  f i x e d - p r i c e  t y p e  
c o n t r a c t  s h o u l d  b e  t he  u l t i m a t e  o b j e c t i v e  i n  G o v e r n m e n t  p r o c u r e m e n t - -  
f i x e d  p r i c e  a s  o p p o s e d  a g a i n  to  c o s t  r e i m b u r s e m e n t - - b e c a u s e  a f i x e d  
p r i c e  h a s  s o  m a n y  a d v a n t a g e s  o v e r  p u r e  c o s t  r e i m b u r s e m e n t .  I n  t he  
f i r s t  p l a c e ,  b o t h  p a r t i e s  a r e  b e t t e r  a b l e  to a n t i c i p a t e  the  r e v e n u e  a n d  t h e  
f u n d i n g  p r o b l e m s  w h i c h  w i l l  r e s u l t  f r o m  the  p r o c u r e m e n t .  S e c o n d l y ,  
t h e r e  i s  l e s s  a u d i t i n g  a n d  a d m i n i s t r a t i v e  d e t a i l  a s s o c i a t e d  w i t h  f i x e d -  
p r i c e  c o n t r a c t i n g .  O n c e  y o u  s e t  a p r i c e ,  t h e n  y o u  c a n  qu i t  a u d i t i n g  f o r  
a w h i l e  u n t i l  y o u  g e t  r e a d y  to s e t  the  n e x t  p r i c e .  

B u t  the  m o s t  i m p o r t a n t  a d v a n t a g e  of  f i x e d  p r i c i n g  i s  t he  i n c e n t i v e  i t  
o f f e r s  t h e  c o n t r a c t o r  to  r e d u c e  h i s  c o s t s .  O n c e  h e  g e t s  a p r i c e ,  i f  h e  
g o e s  o u t  a n d  r e d u c e s  h i s  c o s t ,  h e  m a k e s  d o l l a r  f o r  d o l l a r  m o r e  p r o f i t  
f o r  e v e r y  d o l l a r  of  c o s t  t h a t  h e  c u t s  o u t .  I t h i n k  t h a t  t h i s  i n c e n t i v e  t o -  
w a r d  c o s t  r e d u c t i o n  i s  t he  f u n d a m e n t a l  r e a s o n  f o r  A m e r i c a ' s  i n d u s t r i a l  
s u c c e s s .  I t  p r o v i d e s  m a n a g e m e n t  w i t h  t he  b e s t  m e a n s  of  b r i n g i n g  p r e s -  
s u r e  to b e a r  u p o n  i t s  own  p e o p l e  to  r e d u c e  c o s t .  No  m a t t e r  h o w  s i n c e r e  a 
m a n a g e m e n t  m a y  be  o r  how m u c h  i n t e g r i t y  i t  m a y  h a v e ,  i n  m y  o p i n i o n  
t h e r e  i s  no  q u e s t i o n  t h a t  i t  w i l l  be  b e t t e r  a b l e  to g e t  i t s  c o s t s  d o w n  i f  i t  
i s  g e t t i n g  a d o l l a r  of  p r o f i t  f o r  e v e r y  d o l l a r  t h a t  i t  t a k e s  o u t  of  c o s t .  

T h e  G o v e r n m e n t  a l s o  b e n e f i t s  u n d e r  t h i s  s e t u p .  L e t ' s  t a k e  the  k i n d  
of  p r i c i n g  we  h a v e  in  C h i c a g o ,  w h e r e  e a c h  y e a r  w e  p r i c e  n e x t  y e a r ' s  
p r o d u c t s  f i n a l l y .  We  a l s o  s e t  t e n t a t i v e  p r i c e s  f o r  t he  f o l l o w i n g  y e a r ,  too .  
A f t e r  p r i c i n g ,  l e t ' s  s a y ,  t he  a i r c r a f t  e n g i n e s ,  w h i c h  we  b u i l d  i n  C h i c a g o  
u n d e r  o u r  l i c e n s e  a g r e e m e n t  w i t h  P r a t t  & W h i t n e y ,  f o r  1958 ,  w e  go o u t  
t h e n  a n d  do o u r  b e s t  to m a k e  a r e a s o n a b l e  p r o f i t  o n  t h a t  p r i c e .  I n  s o  
d o i n g ,  we  b r i n g  o u r  c o s t  c u r v e  d o w n .  T h e n  w e  s t a r t  o v e r  a g a i n  a n d  p r i c e  
o u r  1959 p r o d u c t s .  B u t  to  t he  e x t e n t  t h a t  we  b r o u g h t  o u r  c o s t  c u r v e  d o w n  
in  1958,  o b v i o u s l y  t h a t  f a v o r a b l e  e x p e r i e n c e  r e d o u n d s  to t h e  b e n e f i t  of  t h e  
G o v e r n m e n t  i n  p r i c i n g  1959.  B o t h  t h e  G o v e r n m e n t  a n d  t h e  c o n t r a c t o r  
b e n e f i t  f r o m  a n y  p r i c i n g  m e t h o d  w h i c h  p l a c e s  a m a x i m u m  i n c e n t i v e  o n  
c o s t  r e d u c t i o n .  B y  t he  w a y ,  hhe t a x p a y e r  i s  g o i n g  to b e n e f i t  d o u b l y .  H e  
n o t  o n l y  b e n e f i t s  b e c a u s e  t h e  s e r v i c e s  g e t  o u r  p r o d u c t s  c h e a p e r ,  b u t  t he  
c o n t r a c t o r  m a k e s  m o r e  p r o f i t .  So h e  p a y s  m o r e  t a x e s  a n d  e v e r y b o d y  i s  
b e t t e r  of f .  I ' m  a f i x e d - p r i c e  m a n ,  m y s e l f .  



Now w e ' l l  ge t  o v e r  i m m e d i a t e l y  f r o m  look ing  at  p r i c i n g  in to  l ook ing  
at  c o s t s .  As I m e n t i o n e d  b e f o r e ,  I a m  going to l i m i t  m y  d i s c u s s i o n  to 
the types  of c o n t r a c t  w h e r e  c o s t  h a s  a b e a r i n g  on p r i c e .  I c a l l  y o u r  
a t t e n t i o n  to the f ac t  that  I s a i d  " b e a r i n g .  " Cos t  i s  not  c o m p l e t e l y  p r i c e -  
d e t e r m i n i n g .  T h a t ' s  as  i t  shou ld  be.  

I think you m i g h t  s ay :  " T h e  d e t e r m i n a t i o n  of c o s t s  on a G o v e r n m e n t  
c o n t r a c t  s h o u l d n ' t  be v e r y  tough.  We have  a w e l l - e s t a b l i s h e d  p r o f e s s i o n  
of a c c o u n t i n g .  C e r t a i n l y  with  a l l  the a c c o u n t i n g  l o r e  back  of u s ,  c o s t  
d e t e r m i n a t i o n  shou ld  be p r e t t y  s i m p l e .  " I r e g r e t  to s a y  tha t  i t  is  not  at  a l l  
s i m p l e .  

In the f i r s t  p l a c e ,  t h e r e  a r e  m a n y  a c c e p t a b l e  m e a n s  of d e t e r m i n i n g  
c o s t s .  T h e r e  is  not j u s t  one m e t h o d  of d e t e r m i n i n g  t h e m .  E a c h  i n d u s t r y  
h a s ,  and  m a n y  c o n t r a c t o r s  w i th in  an i n d u s t r y  h a v e ,  d i f f e r e n t  m e t h o d s  of 
c o m p u t i n g  t h e i r  c o s t s ,  each  of wh ich  is  qui te  a c c e p t a b l e .  

F u r t h e r ,  t h e r e  a r e  c e r t a i n  c o s t s  that  c o n t r a c t o r s  i n c u r  wh ich  the 
G o v e r n m e n t  o b j e c t s  to s h a r i n g .  So you h a v e  the p r o b l e m  of d e t e r m i n i n g  
wh ich  ones  the G o v e r n m e n t  i s  going to s h a r e  and wh ich  ones  i t  i s n ' t .  
And for  those  w h i c h  a r e  to be s h a r e d  you have  the p r o b l e m  of d e t e r m i n i n g  
in  what  p r o p o r t i o n  the G o v e r n m e n t  wi l l  s h a r e  the c o s t s  that  the c o n t r a c t o r  
i n c u r s .  

T h e r e  is  a need ,  i t  s e e m s  to m e ,  fo r  s o m e t h i n g  in  w r i t i n g  as  to how 
c o s t s  shou ld  be d e t e r m i n e d .  We h a v e  s o m e t h i n g  fo r  c o s t - r e i m b u r s e m e n t  
c o n t r a c t s .  T h e r e  i s  s e c t i o n  15 of wha t  a r e  known as  A S P R ,  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 ,  wh ich  s p e l l s  out  in  g r e a t  de t a i l  how 
c o s t s  a r e  to be c o m p u t e d  on c o s t - r e i m b u r s e m e n t  c o n t r a c t s .  U n f o r t u n a t e l y ,  
e v e n  t h e r e ,  w h e r e  we have  this  w r i t t e n  m a n u a l ,  c o s t  d e t e r m i n a t i o n  is  no t  
e a s y .  But  fo r  f i x e d - p r i c e  c o n t r a c t s  t h e r e  is no th ing  that  i s  o f f i c i a l  in  
w r i t i n g .  

The  G o v e r n m e n t  and  i n d u s t r y  have  s t r i v e n  s i n c e  the l a s t  w a r  to 
r e a c h  a g r e e m e n t  on a se t  of r u l e s  wh ich  m i g h t  be app l i ed  in  c o s t  d e t e r m i -  
na t ion .  Up to this  point  they  h a v e n ' t  s u c c e e d e d .  C o n s e q u e n t l y ,  the poo r  
a u d i t o r  on the job has  to m a k e  r e c o m m e n d a t i o n s  r e g a r d i n g  the c o n t r a c t o r ' s  
c o s t s ,  so  he  f a l l s  back  on s e c t i o n  15. But  that  is  a r a t h e r  c i r c u m s c r i b e d  
pub l i ca t ion .  The n e g o t i a t o r ,  when  he  gets  the aud i t  r e p o r t  f r o m  the  
a u d i t o r ,  is  v e r y  r e l u c t a n t  to go beyond that .  In e f fec t ,  then,  we f ind that  
th is  w r i t t e n  m a n u a l - - s e c t i o n  1 5 - - i s  app l i ed  to a l a r g e  ex ten t  to both types  
of c o n t r a c t s .  
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P r e s e n t l y  t h e r e  i s  a d r a f t  in  one  of the h i g h - l e v e l  o r g a n i z a t i o n s  
h e r e  in  W a s h i n g t o n  of a s i ng l e  s e t  of c o s t  p r i n c i p l e s  to be a p p l i e d  to both 
the c o s t - r e i m b u r s e m e n t - t y p e  and  the f i x e d - p r i c e - t y p e  c o n t r a c t s .  I hope  
tha t  that  d r a f t  u l t i m a t e l y  b e c o m e s  an  o f f i c i a l  d o c u m e n t .  But  I don ' t  th ink  
we s h o u l d  k id  o u r s e l v e s .  E v e n  w h e n  i t  does ,  t h e r e  w i l l  s t i l l  be m a n y ,  
m a n y  c o s t  p r o b l e m s .  I ' d  l ike  to r e f e r  to a few of t h e s e  c o s t  p r o b l e m s  
n O W .  

By the way,  I ' d  l ike  to d i g r e s s  h e r e  fo r  a m i n u t e  and  s a y  that  I h a v e  
j u m p e d  in to  th i s  co s t  and  p ro f i t  p r o b l e m  r a t h e r  qu i ck ly ,  w i thou t  m u c h  
i n t r o d u c t i o n ,  on the a s s u m p t i o n  tha t  you a r e  s tudy ing  p r o c u r e m e n t  and  I 
i m a g i n e  tha t  m u c h  of wha t  I a m  s a y i n g  you a l r e a d y  u n d e r s t a n d .  What  I 
hope  to b r i n g  to you m a i n l y  today  is  a b r i e f  d i s c u s s i o n  of s o m e  of the 
p r o b l e m  a r e a s  in  p r i c e  n e g o t i a t i o n  b e t w e e n  the s e r v i c e s  and  the c o n t r a c -  
t o r s .  I a l s o  wan t  to c o m m e n t  on s o m e  of the p r o b l e m s  r e l a t i n g  to the 
d e t e r m i n a t i o n  of a f a i r  p ro f i t .  

S t a r t i n g  out ,  then ,  wi th  one  of the p r o b l e m  a r e a s - - a n d  this  i s  the 
b r o a d e s t  of a l l - - w e  have  the p r o r a t a  v e r s u s  the i n c r e m e n t a l  c o s t i n g  of 
G o v e r n m e n t  b u s i n e s s .  Le t  m e  i l l u s t r a t e  the point .  

L e t  us  s ay  a c o n t r a c t o r  i s  in  c o m m e r c i a l  b u s i n e s s .  He h a s  h i s  f i xed  
o v e r a l l  c o s t s - - h i s  f ixed  o v e r h e a d - - a n d  he is  o p e r a t i n g  wi th  a f a i r  p r o f i t .  
T h e n  he  ge ts  a G o v e r n m e n t  c o n t r a c t .  L e t ' s  s ay  the G o v e r n m e n t  c o n t r a c t  
i s  equa l  to 25 p e r c e n t ,  now, of h i s  to ta l  b u s i n e s s .  The  q u e s t i o n  a r i s e s :  
Should  the c h a r g e  he  i s  m a k i n g  to h i s  c o m m e r c i a l  b u s i n e s s  be c h a n g e d  
and the f ixed  o v e r h e a d  now be a l l o c a t e d  25 p e r c e n t  to G o v e r n m e n t  b u s i -  
n e s s  and  75 p e r c e n t  to c o m m e r c i a l  b u s i n e s s ?  O r ,  s i n c e  i t  i s  f ixed ,  
shou ld  t h e r e  be no a l l o c a t i o n  to the G o v e r n m e n t  b u s i n e s s ,  w i th  the  c o m -  
m e r c i a l  b u s i n e s s  con t i nu ing  to b e a r  a l l  of the f ixed  o v e r h e a d .  

GeneraLly ,  you  w i l l  f ind  i n d u s t r y  i n s i s t i n g  that  the G o v e r n m e n t  shou ld  
c a r r y  i t s  f a i r  s h a r e .  On the o t h e r  hand ,  you  won ' t  be s u r p r i s e d  to f ind  
tha t  the G o v e r n m e n t  i n s i s t s  tha t  i t  s h o u l d n ' t  c a r r y  any  of the f i xed  o v e r -  
h e a d ,  on the t h e o r y  that  the f ixed  o v e r h e a d  h a s n ' t  b e e n  i n c r e a s e d .  
U s u a l l y ,  to i l l u s t r a t e  the poin t ,  t hose  f a v o r i n g  no a l l o c a t i o n  to G o v e r n -  
m e n t  b u s i n e s s  w i l l  s t a r t  out  wi th  the p r e s i d e n t ' s  s a l a r y .  T h e y  a r g u e  that  
the p r e s i d e n t ' s  s a l a r y  has  not  b e e n  i n c r e a s e d ;  t h e r e f o r e ,  t a k i n g  on the 
G o v e r n m e n t  b u s i n e s s  did not o c c a s i o n  any  f u r t h e r  cos t .  I t  f o l l ow s  then  
tha t  none  of the p r e s i d e n t ' s  s a l a r y  shou ld  be c h a r g e d  to the  G o v e r n m e n t  
c o n t r a c t .  We f ind  qui te  a l a r g e  s e g m e n t  of op in ion  in  s u p p o r t  of th i s  

p o s i t i o n .  

As you  get  f u r t h e r  down the l ine  f r o m  the p r e s i d e n t  to the p u r c h a s i n g  
a g e n t  to the c o n t r o l l e r  and  get  down to p lan t  s u p e r v i s i o n ,  you  beg in  to 
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g e t  a g r e e m e n t  o n  t h e  p a r t  of  t h e  G o v e r n m e n t  r e p r e s e n t a t i v e s  t ha t :  
"WeLl ,  m a y b e  t h e r e  i s  s o m e  t i m e  t a k e n  f r o m  t h e  c o m m e r c i a l  j ob  by  
h a v i n g  t a k e n  o n  t h i s  G o v e r n m e n t  w o r k .  P o s s i b l y  s o m e  of  the  p l a n t  
m a i n t e n a n c e  s u p e r v i s o r ' s  t i m e ,  l e t  u s  s a y ,  s h o u l d  be  c h a r g e d  to t h e  
G o v e r n m e n t  c o n t r a c t ,  e v e n  t h o u g h  y o u  s t i l l  h a v e  o n l y  o n e  p l a n t  m a i n t e -  
n a n c e  s u p e r v i s o r .  " I t h i n k  y o u  c a n  s e e  t h a t  s o m e  v e r y  i n t e r e s t i n g  
a r g u m e n t s  c a n  c o m e  u p  i n  t h i s  a r e a ,  a n d  l e t  m e  a s s u r e  y o u ,  t h e y  do .  

I w a n t  to s a y  t h a t  I a m  on  the  s i d e  of c o m p l e t e  p r o r a t i o n  of  t h e s e  
c o s t s .  A s  f a r  a s  I a m  c o n c e r n e d ,  a n y t h i n g  l e s s  t h a n  a p r o r a t i o n  of  t he  
c o n t r a c t o r ' s  c o s t s  r e p r e s e n t s  s u b s i d i z a t i o n  of  the  p a r t i c u l a r  b u s i n e s s  
t h a t  i s  b e i n g  h e l d  f r e e  f r o m  c h a r g e .  I t  d o e s n ' t  s e e m  p r o p e r  to  m e  f o r  
the  G o v e r n m e n t  to c o m e  w i t h  i t s  h a t  i n  i t s  h a n d  a n d  a s k  f o r  s p e c i a l  f a v o r s .  
A n d  I d o n ' t  a g r e e  t h a t  f a i l u r e  to c h a r g e  the  G o v e r n m e n t  b u s i n e s s  a c t u a l l y  
f a v o r s  the  c o m m e r c i a l .  I a m  s u r e  i t  a p p e a r s  to  y o u  t h a t  i t  d o e s  f a v o r  
c o m m e r c i a l .  Y o u  s t i l l  h a v e  o n l y  one  p r e s i d e n t .  B u t  h e r e  i s  t h e  p o i n t .  
T h e  m a n a g e r i a l  t a l e n t  w h i c h  i s  d e v o t e d  to h a n d l i n g  t he  25 p e r c e n t  of  t he  
b u s i n e s s  w h i c h  i s  G o v e r n m e n t  b u s i n e s s  c o u l d  h a v e  b e e n  u s e d  on  o t h e r  
c o m m e r c i a l  b u s i n e s s ,  e i t h e r  o n  t he  e x i s t i n g  c o m m e r c i a l  b u s i n e s s  to do  
a b e t t e r  j ob ,  o r  i n  d e v e l o p i n g  n e w  c o m m e r c i a l  b u s i n e s s .  T h e  p r e s i d e n t - -  
s t i l l  only one president--has to give a lot of his time to this new 25 per- 
cent segment of this business--the Government business. Certainly he 
is not doing as good a job now on the remaining business. 

W e  r e a d  a l o t  t o d a y  a b o u t  the  s h o r t a g e  o f  c a p i t a l  a n d  a b o u t  h i g h  
i n t e r e s t  r a t e s .  A s  f a r  a s  I a m  c o n c e r n e d ,  t he  m o s t  i m p o r t a n t  s h o r t a g e  
w e  h a v e  i n  i n d u s t r y  i s  t h e  s h o r t a g e  of  t e c h n i c a l  a n d  m a n a g e r i a l  t a l e n t .  
T h a t ' s  w h a t  w e  a r e  t a l k i n g  a b o u t  h e r e  i n  t h e s e  f i x e d - c o s t  a r e a s .  I t h i n k  
that the Government will suffer in the long run if it resis ts  taking a share 
of the overall corporate costs, because the companies which are able to 
use their managerial talent effectively will tend to spurn Government 
business if they are not going to be reimbursed for it. Then the less 
capable companies will be the ones you will find competing for Govern- 
ment business. The Government then will wind up with a second-rate 
group of contractors. 

A specific illustration of a cost about which there is a lot of contro- 
versy as to whether it should or should not be shared by the Government 
is contribution and donations. Contributions and donations are now 
specifically disallowed in section 15 of the ASPR, to which I have pre- 
viously referred. In the latest draft of the single set of principles, I 
have read that the contributions and donations will still be specifically 
disallowed as a cost factor. 
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I th ink o u r  e c o n o m i c  s y s t e m  r e q u i r e s  the c o n t i n u e d  s u p p o r t  of 
n a t i o n a l  and  l o c a l  c h a r i t i e s ,  not  only  by i n d i v i d u a l s  but a l s o  by b u s i n e s s  
f i r m s .  T h e r e  is  no l e g a l  c o m p u l s i o n ,  of c o u r s e ,  but e a c h  f i r m  has  a 
s t r o n g  c i v i c  r e s p o n s i b i l i t y  to s u p p o r t  t h e s e  c h a r i t a b l e  i n s t i t u t i o n s .  In -  
d u s t r y  has  long  r e c o g n i z e d  i t s  r e s p o n s i b i l i t y  and h a s  t r e a t e d  s u c h  c o s t s  
as  a n o r m a l  c o s t  of do ing  b u s i n e s s .  A l so  the a c c o u n t i n g  p r o f e s s i o n  and 
the B u r e a u  of I n t e r n a l  R e v e n u e  a g r e e  that  this  i s  a n o r m a l  c o s t  of do ing  
b u s i n e s s .  I a m  s u r e  you  a g r e e  tha t  if  the B u r e a u  of I n t e r n a l  R e v e n u e  is  
on y o u r  s i d e ,  t h a t ' s  a big s t ep .  Bu t  up to this  point  G o v e r n m e n t  con-  
t r a c t i n g  i s  b a s e d  upon the d i s a l l o w a n c e  of any p o r t i o n  of s u c h  c o n t r i b u -  
t ions .  

Now, I am not certain that that disallowance is always applied. But 
it 's down in writing and it's a big hurdle for a contracting officer to get 
over if he has something in writing to the effect that contributions and 
donations are not costs of doing business. 

We had  an i n t e r e s t i n g  t h e o r y  once  a d v a n c e d  at  C h i c a g o .  O u r  h e a d -  
q u a r t e r s  a r e  in D e t r o i t .  Not  s u r p r i s i n g l y ,  then,  the m a j o r  p o r t i o n  of o u r  
c o n t r i b u t i o n s  a r e  m a d e  by the h e a d q u a r t e r s ,  and c e r t a i n l y  a l a r g e r  p o r -  
t.ion a r e  m a d e  in D e t r o i t  than a r e  m a d e  in C h i c a g o .  Th i s  p a r t i c u l a r  
young  m a n  f r o m  the audi t  o r g a n i z a t i o n  s u g g e s t e d :  " E v e n  if we  do a l low 
i t ,  why  s h o u l d  we  a l low a p r o p o r t i o n a t e  s h a r e ?  You f e l l o w s  a r e n ' t  m a k i n g  
m u c h  of a c o n t r i b u t i o n  in C h i c a g o .  You a r e  c o n t r i b u t i n g  o v e r  in  D e t r o i t  
to c a n c e r  r e s e a r c h  and a l l  s o r t s  of th ings ,  but you a r e n ' t  c o n t r i b u t i n g  
m u c h  of a n y t h i n g  in  C h i c a g o .  So we don ' t  th ink,  u n d e r  any  c i r c u m s t a n c e s ,  
t h e r e  shou ld  be any  c o n s i d e r a t i o n  g i v e n  to a p r o p o r t i o n a t e  a l l o w a n c e  in  
C h i c a g o .  " 

Now, I think it i s  n o r m a l  f o r  i n d u s t r y  to m a k e  the l i o n ' s  s h a r e  of i t s  
c o n t r i b u t i o n s  in  the c i ty  w h e r e  i t  has  i t s  h e a d q u a r t e r s ,  o r  at  l e a s t  w h e r e  
i t  h a s  m o s t  of i t s  e m p l o y e e s .  And l e t ' s  t u r n  that  co in  o v e r  f o r  a m i n u t e .  
L e t ' s  s u p p o s e  we don ' t  a l low any  in  C h i c a g o ,  b e c a u s e  m o s t  of the c o n t r i b u -  
Lions a r e  m a d e  in  D e t r o i t .  I c an  h e a r  the s c r e a m i n g  a l l  the w a y  down h e r e  
to W a s h i n g t o n  if the boys  in  D e t r o i t ,  who m i g h t  have  a G o v e r n m e n t  con -  
t r a c t ,  s u g g e s t e d  that  t hey  c h a r g e  m o r e  than a p r o p o r t i o n a t e  s h a r e  to 
G o v e r n m e n t  c o n t r a c t s  p r o c e s s e d  t h e r e ,  in  v iew of the f ac t  tha t  a l l  the 
c o n t r i b u t i o n s  a r e  m a d e  t h e r e .  We have  to c o n s i d e r  both s i d e s  of the co in  
t h r o u g h o u t  in  o u r  c o s t  d e t e r m i n a t i o n s  and c o s t  a l l o w a n c e s .  

A n o t h e r  i n t e r e s t i n g  c o n t r o v e r s i a l  s u b j e c t  i s  e x e c u t i v e  c o m p e n s a t i o n  
in G o v e r n m e n t  p r i c e  n e g o t i a t i o n s .  D u r i n g  W o r l d  W a r  II one of the m a j o r  
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s e r v i c e s  d i s a l l o w e d  a l l  s a l a r i e s  o v e r  $ 2 5 , 0 0 0 ,  o r  a t  l e a s t  so t h e i r  i n -  
s t r u c t i o n s  r e a d .  And a d i r e c t i v e  c a m e  out,  a s  r e c e n t l y  as  l a s t  y e a r ,  
r e q u i r i n g  a p p r o v a l  of a l l  c h a n g e s  in  s a l a r i e s  o v e r  $ 2 5 , 0 0 0  on c o s t - r e i m -  

b u r s e m e n t  c o n t r a c t s .  

Now, r e l a t e d  to e x e c u t i v e  c o m p e n s a t i o n  a r e  b o n u s e s  pa id  e x e c u t i v e s .  
The  H e b e r t  c o m m i t t e e  in  i t s  i n v e s t i g a t i o n  of the a i r c r a f t  i n d u s t r y  wen t  
in to  this  in  c o n s i d e r a b l e  d e t a i l  l a s t  y e a r  and  the y e a r  b e f o r e .  T h e y  found  
v a r y i n g  p r a c t i c e s  a m o n g  the s e r v i c e s .  

Aga in  I have  a p r e t t y  s t r o n g  p e r s o n a l  f e e l i n g  on the s u b j e c t .  ]~nd,  
by the way ,  I shou ld  l ike  to have  r e c o r d e d  h e r e  that  the op in ions  I a m  
e x p r e s s i n g  a r e  m e r e l y  m y  own. T h e y  do not  r e p r e s e n t  t h o s e  of the F o r d  
M o t o r  C o m p a n y .  To the ex ten t  that  I have  a n y t h i n g  to do wi th  F o r d  
M o t o r  C o m p a n y  p o l i c i e s ,  p o s s i b l y  they  m i g h t  be p a r a l l e l ;  but,  n e v e r t h e -  
l e s s ,  they  a r e  m y  own op in ions ,  g e n t l e m e n . ~  

I don ' t  s e e  any  r e a s o n ,  u n d e r  n o r m a l  c i r c u m s t a n c e s ,  f o r  not  con -  
s i d e r i n g  a bonus  a r e g u l a r  p a r t  of the s a l a r y  paid  an e x e c u t i v e ,  an  
e m p l o y e e ,  and so on. T h e n  if the e m p l o y e e ' s  t i m e  s h o u l d  be c h a r g e d  to 
G o v e r n m e n t  b u s i n e s s ,  so s h o u l d  h i s  bonus .  

Now, I r e c o g n i z e ,  and  I ' d  l ike  to h a s t e n  to point  out that  I r e c o g n i z e ,  
c i r c u m s t a n c e s  w h e r e  t h e r e  is  c e r t a i n l y  r e a s o n  to q u e s t i o n  the a p p l i c a t i o n  
of wha t  I have  j u s t  s a id .  I know that  t h e r e  a r e  l i t e r a l l y  t h o u s a n d s  of 
f i r m s  tha t  a r e  w o r k i n g  s o l e l y  on G o v e r n m e n t  b u s i n e s s .  I t ' s  a v e r y  s i m p l e  
m a t t e r  fo r  t h e s e  f i r m s  to o f fe r  b o n u s e s  b a s e d  upon a p e r c e n t a g e  of p rof i t ;  
and if such  b o n u s e s  a r e  a l l o w e d  in c o n t r a c t  n e g o t i a t i o n s  with  the G o v e r n -  
m e n t ,  they  r e a l l y  h a v e n ' t  c o s t  the c o n t r a c t o r  any th ing .  The G o v e r n m e n t  
has  pa id  fo r  t h e m .  They  a r e  a l l o w e d  c o s t s ,  so  t h e r e  wou ld  be no b r a k e s ,  
f r o m  the c o n t r a c t o r ' s  s t andpo in t ,  on  the a m o u n t  of bonus  he  wou ld  pay.  
U n d e r  those  c i r c u m s t a n c e s ,  I u n d e r s t a n d  the G o v e r n m e n t ' s  v i ewpo in t .  
W h e r e  t h e r e  is  a b u i l t - i n  c o s t - r e i m b u r s e m e n t  s i t ua t i on ,  I u n d e r s t a n d  the 
v i e w p o i n t  of q u e s t i o n i n g  v e r y  s e r i o u s l y  b o n u s e s  of th is  type .  

But  t h e r e  a r e  two o t h e r  c i r c u m s t a n c e s  wh ich  a r e  qui te  c o m m o n ,  
w h e r e  I th ink a d i f f e r e n t  a p p r o a c h  shou ld  be e m p l o y e d .  One is  w h e r e  the 
c o n t r a c t o r  h a s  a bonus  p lan  w h i c h  has  b e e n  in e x i s t e n c e  fo r  a long  t i m e  
b e f o r e  he got in to  G o v e r n m e n t  b u s i n e s s .  If he  has  that  type of p l an  and  
he  t akes  on s o m e  G o v e r n m e n t  b u s i n e s s ,  i t  s e e m s  tha t  we h a v e  c o m p l e t e  
e v i d e n c e  that  the c o n t r a c t o r  f e e l s  that  that  bonus  p lan  i s  a n e c e s s a r y  and  
r e a s o n a b l e  c o s t  of do ing  b u s i n e s s ,  and  t h e r e  shou ld  be no doubt  that  the 
e m p l o y e e s  who j o i n e d  the c o n t r a c t o r  did so wi th  fu l l  k n o w l e d g e  of h i s  
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b o n u s  p l a n .  I f  t h e  b o n u s  p l a n  w a s  s u d d e n l y  s n a t c h e d  o u t  f r o m  u n d e r  
t h e m ,  t he  c o n t r a c t o r  w o u l d  l o s e  a l o t  of  h i s  c a p a b l e  e m p l o y e e s .  H e  
w o u l d  l o s e  h i s  m a n a g e m e n t  t a l e n t - - t h e  p e o p l e  w h o  a r e  r e s p o n s i b l e  f o r  
h i s  b e i n g  t h e  p r e s u m a b l y  s u c c e s s f u l  c o n t r a c t o r  h e  i s .  A n d  I a m  a s s u m -  
i n g  h e  i s  a s u c c e s s f u l  c o n t r a c t o r  o r  h e  w o u l d n ' t  h a v e  b e e n  s u c c e s s f u l  i n  
l a n d i n g  a l a r g e  G o v e r n m e n t  c o n t r a c t .  N o w ,  w h e r e  we  h a v e  t h a t  s i t u a -  
t i o n - - w h e r e  w e  h a v e  c o n s i s t e n c y  of p r a c t i c e - - t h e n  I c a n n o t  a g r e e  w i t h  
t r e a t i n g  b o n u s e s  a n y  d i f f e r e n t  f r o m  n o r m a l  s a l a r i e s .  

A n o t h e r  s i t u a t i o n  t h a t  to  m e  s h o u l d  be  s i m i l a r l y  v i e w e d  i s  w h e r e  a 
s m a l l  p a r t  o f  a c o n t r a c t o r ' s  b u s i n e s s  i s  d e f e n s e  a n d  h e  h a s  a b o n u s  
p l a n  c o n s i s t e n t l y  a p p l i e d  a m o n g  a l l  t h e  o p e r a t i o n s  of h i s  c o m p a n y .  L e t ' s  
s a y  h e  h a s  a b o n u s  p l a n  t h a t  h e  a p p l i e s  a c r o s s  t h e  b o a r d  a n d  t h a t  90 p e r -  
c e n t  of  h i s  b u s i n e s s  i s  c o m m e r c i a l .  I do  n o t  s e e  a n y  j u s t i f i c a t i o n  f o r  
q u e s t i o n i n g  t he  b o n u s  p l a n  b e i n g  a p p l i e d  to t he  d e f e n s e  p o r t i o n .  I a m  
a s s u m i n g ,  of  c o u r s e ,  t h a t  h i s  p l a n  o p e r a t e s  i d e n t i c a l l y  t h e r e  a s  i t  d o e s  
o n  t h e  90 p e r c e n t  c o m m e r c i a l  b u s i n e s s .  

B y  t h e  w a y ,  w h i l e  I h a v e  s o m e  n o t e s  h e r e ,  I w e l c o m e  a n  i n t e r r u p -  
t i o n  a n y  t i m e  y o u  w i s h  to a s k  q u e s t i o n s .  I u n d e r s t a n d  a l s o  t h a t  y o u  h a v e  
a q u e s t i o n  p e r i o d  l a t e r .  I ' l l  be  g l a d  to go  b a c k  to t h i s  a t  t h a t  t i m e ,  b e -  
c a u s e  I a m  s u r e  t h a t  y o u  a r e n ' t  a g r e e i n g  by a n y  m e a n s  w i t h  a l l  t h a t  I 
a m  s a y i n g .  

A n o t h e r  c o s t  i t e m  w h i c h  i s  t h e  s u b j e c t  of  a g r e a t  d e a l  of  c o n t r o -  
v e r s y  i n  G o v e r n m e n t  c o n t r a c t i n g  o r  p r i c e  n e g o t i a t i o n  i s  i n s t i t u t i o n a l  
a d v e r t i s i n g .  T h i s  k i n d  of  a d v e r t i s i n g ,  a c c o r d i n g  to t h e  w r i t t e n  m a n u a l ,  
i s  d i s a l l o w e d  a s  a c o s t  o n  G o v e r n m e n t  c o n t r a c t s .  No  p a r t  o f  i t  i s  to  be  
p r o r a t e d  to G o v e r n m e n t  c o n t r a c t s .  I c a n ' t  go a l o n g  w i t h  t h i s ,  e i t h e r ,  i f  
t he  i n s t i t u t i o n a l  a d v e r t i s i n g  i s  r e a s o n a b l e  a n d  h a s  n o t  b e e n  i n c r e a s e d  
s i n c e  the  G o v e r n m e n t  c o n t r a c t  w a s  o b t a i n e d  by t he  c o n t r a c t o r .  

A g a i n ,  we a r e  c o m b a t t i n g  the  o l d  t h e o r y  t h a t  t h i s  c o s t  h a s  no  b e a r -  
i n g  o n  G o v e r n m e n t  c o n t r a c t s  a n d  the  G o v e r n m e n t  s h o u l d n ' t  p a y  a n y  of i t  
b e c a u s e  i t  h a s n ' t  i n c r e a s e d  t h e  c o s t .  I t  s e e m s  to m e  t h a t  s u c c e s s f u l  c o n -  
t r a c t o r s  w h o  f e e l  t h a t  t h e y  m u s t  c o n t i n u e  t h e i r  i n s t i t u t i o n a l  a d v e r t i s i n g  
a r e  g o i n g  to s h y  a w a y  f r o m  G o v e r n m e n t  b u s i n e s s ,  a n d  the  G o v e r n m e n t  
w i l l  be  l e f t  w i t h  a s u b m a r g i n a l  g r o u p  of  c o n t r a c t o r s .  

T h e r e  i s  no  d o u b t  i n  m y  m i n d  t h a t  t h e  g o o d  n a m e  of  a c o m p a n y - -  
a n d ,  by  the  w a y ,  t h a t ' s  a l l  y o u  a r e  a d v e r t i s i n g  i n  i n s t i t u t i o n a l  a d v e r t i s i n g - -  
i n  p a r t  a c c o u n t s  f o r  t h e  c o m p a n y ' s  a b i l i t y  to a t t r a c t  t h e  m a n a g e m e n t  t e a m  
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i t  h a s .  I shou ld  l ike  to d i s t i n g u i s h  i n s t i t u t i o n a l  f r o m  p r o d u c t  a d v e r t i s -  

ing.  W h e r e  you  a r e  a d v e r t i s i n g  c o m m e r c i a l  p r o d u c t s ,  not a n i c k e l  
shou ld  be c h a r g e d  to G o v e r n m e n t  b u s i n e s s .  I c o m p l e t e l y  a g r e e  h e r e .  
I a m  only  r e f e r r i n g  to w h e r e  you a d v e r t i s e  the c o r p o r a t e  n a m e .  S o m e -  
one  once  s a id ,  I b e l i e v e ,  that  the only  b u s i n e s s  that  m a k e s  m o n e y  w i t h -  
out  a d v e r t i s i n g  is  the U. S. Mint ,  and I think t h e r e  m a y  be s o m e t h i n g  
to that .  

I think I ' l l  c o n c l u d e  on the cos t  p a r t  of m y  talk th is  m o r n i n g  by m o r e  
o r  l e s s  s u m m a r i z i n g  m y  b e l i e f s  as  to the v iew that  shou ld  be t a k e n  in  
p r i c e  n e g o t i a t i o n  r e g a r d i n g  c o n t r a c t o r ' s  c o s t s .  

F i r s t ,  I think c o s t s  shou ld  be c o n s i d e r e d  as  to w h e t h e r  they  a r e  f a i r  
and  r e a s o n a b l e  in the l igh t  of sound  b u s i n e s s  p r a c t i c e s .  If they  a r e ,  t hen  
I think they  shou ld  be v i e w e d  as a l l o w a b l e  c o s t s  and  the G o v e r n m e n t  
shou ld  b e a r  i t s  p r o p o r t i o n a t e  s h a r e .  

Second ly ,  w h e n  the G o v e r n m e n t  s e l e c t s  a c o m p a n y  to supp ly  d e f e n s e  
p r o d u c t s ,  I th ink the b u r d e n  of p roof  shou ld  be on the G o v e r n m e n t  w h e n  
the c o m p a n y ' s  n o r m a l  p r a c t i c e s  a r e  a t t a c k e d .  When  I s ay  " p r a c t i c e s "  
I r e f e r  to a c c o u n t i n g  p r a c t i c e s  and I r e f e r  a l so  to p r a c t i c e s  r e g a r d i n g  
c o m p e n s a t i o n ,  r e g a r d i n g  the l i t t l e  e x t r a s  that  a c o m p a n y  m a y  h a v e .  
Maybe  one c o m p a n y  p r o v i d e s  a c a r  and  a n o t h e r  c o m p a n y  m a y  p r o v i d e  
f r e e  t e l e p h o n e  s e r v i c e  o r  s o m e t h i n g  of that  n a t u r e .  It s e e m s  obv ious  to 
m e  tha t  t h e s e  e x t r a s  a r e  c o n s i d e r e d  by the e m p l o y e e s  who jo in  that  c o m -  
pany.  If  so,  the p r a c t i c e s  shou ld  be a c c e p t e d  as  long  as  they  a r e  not 
u n r e a s o n a b l e ,  and  any  b u y e r  of the c o m p a n y ' s  p r o d u c t s  shou ld  pay a f a i r  
s h a r e  of such  c o s t s .  

Now, h a v i n g  d i v e s t e d  m y s e l f  of that  f u n d a m e n t a l  bit of p h i l o s o p h y  
i n s o f a r  as  c o s t  d e t e r m i n a t i o n  is  c o n c e r n e d ,  I ' d  l ike  to take  a look at  
p ro f i t  and  p ro f i t  m a r g i n s .  

If I h a v e  l ed  you  to b e l i e v e  that  op in ions  v a r y  on c o s t s ,  b e l i e v e  m e ,  
the s i t u a t i o n  i s  w o r s e  when  you get  o v e r  to p ro f i t ,  but a t  l e a s t  I think we 
a r e  a l l  ab le  to u n d e r s t a n d  the v a r y i n g  opin ions  on how m u c h  p ro f i t  a c o n -  
t r a c t o r  shou ld  get .  Tha t  obv ious ly  is  a m a t t e r  fo r  n e g o t i a t i o n .  I ' m  
a f r a i d  I f e e l  that  on c o s t s  the a n s w e r  d o e s n ' t  a l w a y s  a p p e a r  to be as  
d i f f i cu l t  as  i t  s o m e t i m e s  i s .  

I think e v e r y o n e  a g r e e s  that  i t  i s  m o s t  i m p o r t a n t  tha t  a f a i r  and  a 
sound  c o n c l u s i o n  be r e a c h e d  r e g a r d i n g  p ro f i t ,  b e c a u s e  in the l a s t  a n a l y s i s  
tha t  is  wha t  the c o n t r a c t o r  i s  w o r k i n g  for ;  i t  i s  h i s  own m e a s u r e m e n t  of 
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his accomplishment. Profit is the best means of giving him the greatest 
incentive to get his costs down. 

M r .  Dud ley  Sha rp ,  the A s s i s t a n t  S e c r e t a r y  of the A i r  F o r c e ,  in  
t e s t i f y i n g  b e f o r e  the H e b e r t  c o m m i t t e e ,  had  this  to s ay  abou t  p ro f i t :  

"We e n c o u r a g e  u s e  of the p r o f i t  f a c t o r  in s u c h  a m a n n e r  as  to 
i n d u c e  the c o n t r a c t o r  to p e r f o r m  m o r e  e f f i c i e n t l y  by a f f o r d i n g  h i m  
an o p p o r t u n i t y  to e a r n  m o r e  p r o f i t  t h e r e b y .  S ince  c o s t s  r e p r e s e n t  
the g r e a t e s t  p o r t i o n  of p r i c e ,  u s e  of the p ro f i t  i n c e n t i v e  to e x e r t  a 
pressure on costs results in the greatest savings to the Government. " 

E v e n  if M r .  S h a r p  did not  r e p r e s e n t  ou r  c u s t o m e r ,  I would  c o m p l e t e l y  
a g r e e  wi th  tha t  s t a t e m e n t .  

A l so  in  t e s t i f y i n g  b e f o r e  the H e b e r t  c o m m i t t e e ,  C o l o n e l  T h o m p s o n  
of the A i r  M a t e r i e l  C o m m a n d  p r e s e n t e d  t h e s e  as  the f a c t o r s  wh ich  a r e  
c o n s i d e r e d  in  a r r i v i n g  a t  p r o f i t  in  p r i c e  nego t i a t i on :  v o l u m e ,  ex t en t  of 
s u b c o n t r a c t i n g ,  u s e  of G o v e r n m e n t  f a c i l i t i e s ,  G o v e r n m e n t  f i n a n c i n g ,  
r i sk ,  and p e r f o r m a n c e .  U n d e r  " p e r f o r m a n c e "  we have  t h e s e  s u b h e a d i n g s :  
d e s i g n ,  qua l i ty ,  s c h e d u l e ,  and  c o s t s .  T h a t ' s  a p r e t t y  c o m p l e t e  l i s t .  

In  l ook ing  a t  e a c h  of t h e s e  f a c t o r s ,  l e t ' s  b e a r  in  m i n d  tha t  the n o r m a l  
m e t h o d  of e x p r e s s i n g  p r o f i t s  i s  as  a p e r c e n t a g e  of c o s t s  o r  a p e r c e n t a g e  
of s a l e s .  You th ink of p ro f i t  as  8 p e r c e n t ,  10 p e r c e n t ,  o r  12 p e r c e n t  of 
c o s t .  L e t ' s  take a look  at  e a c h  of t h e s e  f a c t o r s  wh ich  C o l o n e l  T h o m p s o n  
s a y s  a r e  g e n e r a l l y  r e c o g n i z e d  and  g e n e r a l l y  c o n s i d e r e d ,  and s e e  how 
e x p r e s s i n g  p r o f i t s  as  a p e r c e n t a g e  of c o s t  w o r k s  out.  

F i r s t ,  l e t ' s  t ake  v o l u m e .  As v o l u m e  goes  up,  s h o u l d  the r a t e  of 
p ro f i t  on c o s t  be r e d u c e d ?  I think so,  n o r m a l l y .  Why?  B e c a u s e  of the 
f ixed  c o s t s .  I th ink i t ' s  f a i r  enough  to r e d u c e  the r a t e  as  the v o l u m e  goes  
up.  

But  r e m e m b e r  tha t  a n o t h e r  w a y  of m e a s u r i n g  p ro f i t  i s  as  a r e t u r n  on 
i n v e s t m e n t .  You take  how m u c h  the c o n t r a c t o r  h a s  i n v e s t e d  on this  con -  
t r a c t  t h r o u g h o u t  the l i fe  of the  c o n t r a c t  and  you  m e a s u r e  h i s  p r o f i t  as  a 
r e t u r n  on i n v e s t m e n t .  M a y b e  10 p e r c e n t  on c o s t  y i e l d s  a r e t u r n  of 8 p e r -  
c e n t  on i n v e s t m e n t .  L e t ' s  r e m e m b e r  tha t  a s  v o l u m e  goes  up,  p o s s i b l y  
the r a t e  on cos t  s h o u l d  c o m e  down.  Bu t  I th ink the r a t e  on i n v e s t m e n t  
s h o u l d  go up r a t h e r  than down,  b e c a u s e  the c o n t r a c t o r  i s  t u r n i n g  h i s  i n -  
v e s t m e n t  o v e r  m o r e  t i m e s .  
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A n o t h e r  th ing  to look at ,  if you  a r e  t a lk ing  v o l u m e  in  t e r m s  of p u r e  
s a l e s  d o l l a r s ,  i s  wha t  is  o c c a s i o n i n g  the i n c r e a s e  in  d o l l a r  v o l u m e .  If  
you  a r e  a c t u a l l y  t u r n i n g  out  m o r e  e n g i n e s ,  t ha t ' s  one  thing.  If  you  a r e  
m e r e l y  u s i n g  a d i f f e r e n t  m a t e r i a l ,  t h a t ' s  qui te  a n o t h e r .  L e t ' s  s a y  that  
you have  a p r o d u c t  on w h i c h  you have  been  s i l v e r  p l a t i ng  and  you  c h a n g e  
to gold  p la t ing .  Tha t  i n c r e a s e s  y o u r  s a l e s  d o l l a r s ,  but u n l e s s  gold 
p l a t i ng  is  a new t e c h n i q u e ,  i t  r e a l l y  d o e s n ' t  g ive  any  g r e a t e r  p r o b l e m s  
to the c o n t r a c t o r  and t h e r e f o r e  p r o b a b l y  would  not j u s t i f y  a m a t e r i a l  
c h a n g e  in the a m o u n t  of p ro f i t .  On the o t h e r  hand ,  i f  he  has  b e e n  m a k i n g  
a s t e e l  eng ine  and he  s t a r t s  to m a k e  a t i t a n i u m  eng ine ,  he  does  ge t  an 
i n c r e a s e d  d o l l a r  s a l e s  v o l u m e ,  but t h e r e ,  b e l i e v e  m e ,  he  ge t s  a lot  of 
i n c r e a s e d  p r o b l e m s ,  too. 

As you  get  f u r t h e r  down the s c a l e ,  o r  m a y b e  as  the u se  of t i t a n i u m  
b e c o m e s  as  w e l l  known and the a r t  b e c o m e s  as we l l  a d v a n c e d  as the u s e  
of s t e e l ,  i t  m i g h t  be d i f f e r e n t .  What  I a m  t r y i n g  to poin t  out  i s  that  you  
shou ld  d e t e r m i n e  wha t  h a s  o c c a s i o n e d  the i n c r e a s e  in  s a l e s  v o l u m e .  If 
t h e r e  a r e  m o r e  p r o b l e m s ,  then m a y b e  m o r e  p ro f i t  i s  j u s t i f i e d .  If  t h e r e  
a r e n ' t  m o r e  p r o b l e m s ,  no m o r e  p ro f i t  m a y  be j u s t i f i e d .  

The  nex t  p ro f i t  f a c t o r  i s  the ex ten t  of s u b c o n t r a c t i n g .  P r e s u m a b l y  
the C o l o n e l  m e a n t  that  the m o r e  the c o n t r a a t o r  s u b c o n t r a c t s - - p e r c e n t a g e _  
w i s e ,  I p r e s u m e ,  he  m e a n s - - t h e  l o w e r  the r a t e  of p r o f i t  on c o s t s  s h o u l d  
be.  I c e r t a i n l y  a g r e e  wi th  that .  I th ink n o r m a l l y  the c o n t r a c t o r ' s  con -  
t r i b u t i o n  on h is  own p r o d u c t i o n  e f f o r t  is  g r e a t e r  than the c o n t r i b u t i o n  he  
m a k e s  to s u b c o n t r a c t i n g .  But  aga in ,  if you  t u r n  a r o u n d  and  s t a r t  m e a s u r -  
ing  p ro f i t  as  a r e t u r n  on i n v e s t m e n t ,  you  wi l l  f ind tha t  he  has  a l o w e r  
i n v e s t m e n t  than b e f o r e  and that  h i s  r e t u r n  on i n v e s t m e n t  s h o u l d  be in -  
c r e a s e d  if he  s u b c o n t r a c t s  m o r e ,  s t i l l  a g r e e i n g  that  h i s  r e t u r n  on c o s t  
s h o u l d  be d e c r e a s e d .  

What  about  u se  of G o v e r n m e n t  f a c i l i t i e s  ? I th ink the obv ious  a n s w e r  
i s  that  the m o r e  G o v e r n m e n t  f a c i l i t i e s  a r e  p r o v i d e d ,  p r o b a b l y  the l o w e r  
the r a t e  of p r o f i t  shou ld  be on c o s t s .  Right .  But  a g a i n  when  you  s t a r t  
v i e w i n g  p r o f i t  as  a r e t u r n  on i n v e s t m e n t ,  r e m e m b e r  that  the c o n t r a c t o r ' s  
i n v e s t m e n t  i s  l o w e r  when  f a c i l i t i e s  a r e  f u r n i s h e d ,  and t h e r e f o r e  h i s  r a t e  
of p r o f i t  on i n v e s t m e n t  wi l l  be g r e a t e r  when  c o m p a r e d  wi th  a n o t h e r  c o n -  
t r a c t o r  who is  f u r n i s h i n g  his  own f a c i l i t i e s .  

A l so  I th ink this  s h o u l d  be c o n s i d e r e d .  When  a c o n t r a c t o r  f u r n i s h e s  
h i s  own f a c i l i t i e s ,  he  m a y  be o p e r a t i n g  in an a r e a  wi th  which  he  is  
t h o r o u g h l y  f a m i l i a r .  If he  i s ,  p o s s i b l y  h i s  p r o b l e m s  in  m a k i n g  this  
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p a r t i c u l a r  p r o d u c t  a r e  not  n e a r l y  as  g r e a t  as  the p r o b l e m s  a c o n t r a c t o r  
i s  h a v i n g  w h e n  G o v e r n m e n t  f a c i l i t i e s  a r e  f u r n i s h e d .  The  l a t t e r  a l m o s t  
s u r e l y  i n d i c a t e s  s o m e t h i n g  f o r e i g n  to the c o n t r a c t o r ' s  n o r m a l  p r o d u c t i o n .  

I a m  t r y i n g ,  in look ing  at  e ach  one of t he se  f a c t o r s ,  to show that  you  
c a n ' t  c i t e  g e n e r a l i t i e s  and s a y  that  i t ' s  a l l  b l ack  o r  i t ' s  a l l  w h i t e .  You 
c a n ' t  s a y ,  " T h e  m o r e  f a c i l i t i e s ,  the l o w e r  the r a t e  of p ro f i t .  " 

R i sk  i s  a v e r y  i m p o r t a n t  f a c t o r  in  G o v e r n m e n t  c o n t r a c t i n g  and s h o u l d  
be h e a v i l y  w e i g h e d ,  I a g r e e ,  in  d e t e r m i n i n g  p ro f i t  r a t e s .  But  s o m e t i m e s  
I w o n d e r  if we d o n ' t  o v e r r a t e  tha t  f a c t o r .  F o r  e x a m p l e ,  w h e r e  the c o n -  
t r a c t o r  h a s  an a s s u r e d  b u y e r ,  the G o v e r n m e n t ,  f o r  h i s  p r o d u c t s ,  t hen  
h i s  r i s k  is not  as  g r e a t  as  would  be the r i s k  if he did not h a v e  an  a s s u r e d  
b u y e r .  This  cond i t i on  app l i e s  to a g r e a t  dea l  of G o v e r n m e n t  c o n t r a c t i n g .  
C o n s e q u e n t l y ,  I think we tend to o v e r r a t e  the e l e m e n t  of r i s k  in G o v e r n -  
m e n t  c o n t r a c t i n g ,  if we a r e  th ink ing  of r i s k  of l o s s  of m o n e y  i n v e s t e d  in  
G o v e r n m e n t  i n v e n t o r i e s .  

T h e r e  i s ,  h o w e v e r ,  a n o t h e r  e l e m e n t  of r i s k  that  is  m o r e  i m p o r t a n t  
than the r i s k  of l o s s  of i n v e s t m e n t ,  and tha t ' s  the r i s k  of l o s s  of r e p u t a -  
t ion.  I ' m  s u r e  e v e r y o n e  of you has  r e a d  f r o m  t i m e  to t i m e  w h e r e  s o m e  
p a r t i c u l a r  c o n t r a c t o r  ha s  f a l l en  on h is  f ace  in d e l i v e r i n g  a G o v e r n m e n t  
p r o d u c t .  Tha t  c o n t r a c t o r  is  h u r t ,  and h e ' s  h u r t  s e r i o u s l y ,  in h i s  c o m -  
m e r c i a l  b u s i n e s s  when  he  p e r f o r m s  in that  m a n n e r  and r e c e i v e s  u n f a v o r -  
ab le  pub l i c i t y  in  the n e w s p a p e r .  On m a n y  of t h e s e  c o m p l e x  p r o d u c t s  tha t  
a r e  d e l i v e r e d  to the G o v e r n m e n t ,  I th ink the r i s k  of l o s s  of r e p u t a t i o n  i s  
g r e a t e r ,  and is  t h e r e f o r e  a m o r e  i m p o r t a n t  f a c t o r  in  d e t e r m i n i n g  p r o f i t  
r a t e ,  than i s  the r i s k  of not ge t t ing  back  i n v e s t e d  cap i t a l .  

The g r e a t e r  the complex i ty ,  of the p r o d u c t ,  the g r e a t e r  is  the r i s k  
of not d e l i v e r i n g  s a t i s f a c t o r i l y .  In that  c a s e ,  p o s s i b l y  the c o m p l e x i t y  of 
the p r o d u c t  r a t h e r  than the d o l l a r  i n v e s t m e n t  i s  m o r e  i m p o r t a n t  w h e n  
c o n s i d e r i n g  r i s k  in  p r o f i t  d e t e r m i n a t i o n .  

F i n a l l y ,  l e t ' s  look a t  p e r f o r m a n c e .  What  we igh t  shou ld  we  give to 
p e r f o r m a n c e  in  a r r i v i n g  at  a f a i r  p ro f i t  on a G o v e r n m e n t  c o n t r a c t ?  You 
r e m e m b e r ,  t h e r e  w e r e  fou r  s u b h e a d i n g s  u n d e r  " p e r f o r m a n c e .  " The 
f i r s t  was  " d e s i g n .  " 

No one is  going to q u e s t i o n  that  a m a n u f a c t u r e r  who h a s  d e s i g n  r e -  
s p o n s i b i l i t y  p r o b a b l y  shou ld  get  a h i g h e r  p r o f i t  than if he  d o e s n ' t  have  any  
d e s i g n  r e s p o n s i b i l i t y .  He c e r t a i n l y  has  m o r e  p r o b l e m s .  Bu t  l e t ' s  look 
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at  th is  f a c to r :  L e t ' s  s e e  how m a n y  t e c h n i c a l  peop le  he is  r e c o v e r i n g  
in h is  o v e r h e a d .  Af t e r  al l ,  d e s i g n  r e s p o n s i b i l i t y  m e a n s  add ing  eng i -  
n e e r s  and  m a y b e  the cos t  of t h e s e  d e s i g n  e n g i n e e r s  is  r e c o v e r e d  in  the 
p r i c e .  If c o n t r a c t o r  A is  l oaded  with e n g i n e e r s  v e r s u s  c o n t r a c t o r  B, 
who has  l e s s  d e s i g n  r e s p o n s i b i l i t y  but is  p r o d u c i n g  m o r e  e f f i c i en t ly ,  
m a y b e  c o n t r a c t o r  B shou ld  get  a h i g h e r  r a t e  of prof i t .  I m e r e l y  want  
to point  out that you shou ld  look at how e f f i c i en t ly  this e x t r a  o p e r a t i o n  
that  c o n t r a c t o r  A has  is  be ing  p e r f o r m e d  be fo re  you i m m e d i a t e l y  j u m p  
to the c o n c l u s i o n  that  A, who has  m o r e  r e s p o n s i b i l i t y ,  shou ld  ge t  a h i g h e r  
r a t e  of prof i t .  

Schedu le  was  the s e c o n d  f a c t o r  u n d e r  p e r f o r m a n c e .  C e r t a i n l y  the 
s c h e d u l e  r e c o r d ,  the r e c o r d  that  the c o n t r a c t o r  has  of d e l i v e r i n g  on 
s c h e d u l e  o r  not  d e l i v e r i n g  on s c h e d u l e ,  should  be c o n s i d e r e d  in a r r i v i n g  
at  the r a t e  of p rof i t  he is  a l l owed  on h is  c o n t r a c t .  But  look at  th is :  
C o n s i d e r  the t i g h t n e s s  of h is  s c h e d u l e .  One c o n t r a c t o r  m a y  have  n e v e r  

m i s s e d  a s c h e d u l e ,  but he  m a y  n e v e r  have  had  a t ight  s c h e d u l e .  A n o t h e r  
c o n t r a c t o r  m a y  have  m i s s e d  s e v e r a l  t i m e s ;  but if you look at the r e c o r d ,  
you m a y  f ind that  h e ' s  d e l i v e r i n g  the s a m e  p roduc t  with a s h o r t e r  l ead  
t i m e  than the f i r s t  c o n t r a c t o r .  

Also  in  c o m p a r i n g  two c o m p a n i e s  on this  m a t t e r  of s c h e d u l e ,  look 
at the c o m p l e x i t y  of the p r o d u c t s .  If i t ' s  a s i m p l e  p roduc t ,  he  m a y  n e v e r  
m i s s  a s c h e d u l e .  If i t ' s  a c o m p l e x  p roduc t ,  m a y b e  m i s s i n g  a s c h e d u l e  
is  e x c u s a b l e .  Maybe when  the c o n t r a c t o r  f ina l ly  d e l i v e r e d  the p r o d u c t  i t  
t u rned  out to be qui te  c o m p l e x ,  and both s i d e s  now r e c o g n i z e  it .  The 
c o n t r a c t o r ' s  d e l i v e r y  t i m e  m a y  ac tua l l y  r e p r e s e n t  v e r y  good p e r f o r m a n c e ,  
even  though it d idn ' t  m e e t  the o r i g i n a l  s c h e d u l e .  

Finally, look at the contractor's inventory position. Contractor A has 
a year's inventory in his system. Contractor B is operating with half a 
year. Certainly A should make schedule more easily than B. What I'm 
driving at again is that merely performance against a schedule, good 
performance on one contract versus relatively bad on another, doesn't 
necessarily mean that A is doing a better job on schedule than B. You 
must consider these other factors. 

Qua l i ty?  Yes ,  the c o n t r a c t o r ' s  qual i ty  is  i m p o r t a n t ,  v e r y  i m p o r t a n t .  
But aga in  who d e t e r m i n e s  qua l i ty?  Which o r g a n i z a t i o n  wi th in  a m a n u -  
f a c t u r e r ' s  p lan t  i s  p r i m a r i l y  r e s p o n s i b l e  for  good q u a l i t y ?  The qua l i ty  
c o n t r o l  o r  i n s p e c t i o n  o r g a n i z a t i o n .  So b e f o r e  we j u m p  to the c o n c l u s i o n  
that ,  "Boy,  h e r e ' s  a v e r y  h igh  qua l i ty  on c o n t r a c t o r  A ' s  pa r t  and so  he  
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gets  a h igh  p r o f i t  as  c o m p a r e d  to B , "  l e t ' s  s ee  wha t  the i n s p e c t i o n  
r a t i o s  of A and B a r e .  Maybe  the b u y e r ,  the G o v e r n m e n t ,  is  pay ing  a 
v e r y  h igh  p r i c e  fo r  that  e x c e l l e n t  qua l i ty .  They  m a y  be pay ing  fo r  t w i c e  
as m a n y  i n s p e c t o r s ,  in wh ich  c a s e  p o s s i b l y  the r a t e  of p ro f i t  shou ld  be 
l o w e r ,  not b e c a u s e  of qua l i ty  a lone ,  but b e c a u s e  of the o v e r a l l  co s t  of 
the p r o d u c t .  

F i n a l l y ,  take  p e r f o r m a n c e .  By " p e r f o r m a n c e "  I think we m e a n  c o s t  
p e r f o r m a n c e .  B e f o r e  you  look at  c o n t r a c t o r s  A and B and ju s t  look at  
the to ta l  c o s t s  and say  that  the one that  ha s  the l o w e r  cos t  shou ld  get  the 
h i g h e r  r a t e  of p ro f i t ,  aga in  you have  to look at o t h e r  f a c t o r s .  Be s u r e  
that  you have  a f a i r  m e t h o d  of c o m p a r i s o n .  U s u a l l y  you wi l l  f ind tha t  in 
the p r o c u r e m e n t  of c o m p l e x  p r o d u c t s  the s t a n d a r d  of c o m p a r i s o n  is not  
s u c h  that  you can  look at the to ta l  c o s t s  of two c o n t r a c t o r s .  To ta l  c o s t s  
won ' t  m e a n  a thing.  T h e r e  a r e  too m a n y  d i f f e r e n c e s .  So i t ' s  n e c e s s a r y  
that  you  a r r i v e  at  s o m e  s o r t  of a s t a n d a r d  that  can  be app l i ed .  

F o r  e x a m p l e ,  in  the a i r f r a m e  i n d u s t r y ,  I b e l i e v e  that  the Ai r  F o r c e  
f e e l s  i t  h a s  r e a c h e d  the point  w h e r e  i t  has  s o m e  p r e t t y  good s t a n d a r d s .  
But  in  the a i r c r a f t  eng ine  pa r t  of the i n d u s t r y ,  I think they a g r e e - - i n  
f ac t  I know they  a g r e e - - t h a t  t h e i r  s t a n d a r d s  a r e  not as  good as  they  a r e  
in the a i r f r a m e  i n d u s t r y .  They  h a v e n ' t  ye t  c o m e  up with  s t a n d a r d s  tha t  
a r e  good enough .  

A n o t h e r  th ing to be c o n s i d e r e d  in looking  at  co s t  i s  the type of f a c i l i -  
t i e s  f u r n i s h e d .  One c o n t r a c t o r  m a y  have  i n h e r i t e d  f a c i l i t i e s  f r o m  the l a s t  
w a r .  A n o t h e r  m a y  get  a lot of b r a n d n e w  ones .  C e r t a i n l y  the l a t t e r  s h o u l d  
have  a l o w e r  cos t .  

The t i m e l i n e s s  of the f u r n i s h i n g  of f a c i l i t i e s  should  a l s o  be c o n s i d e r e d .  
A c o n t r a c t o r  m a y  have  to go a long  fo r  qui te  a wh i l e  wi th  m a k e s h i f t  m e t h o d s .  
Obv ious ly ,  h i s  c o s t s  a r e  going to be h igh  unt i l  he gets  the k ind of f a c i l i t i e s  
tha t  both p a r t i e s  c o n t e m p l a t e d .  

S e p a r a t e  c o l l e c t i o n  fo r  r e s e a r c h  and d e v e l o p m e n t  i s  a n o t h e r  f a c t o r .  
T h e r e  a r e  a n u m b e r  of o t h e r s  w h i c h  s h o u l d  be c o n s i d e r e d  in a r r i v i n g  at  
p r o f i t .  

I b e l i e v e  tha t  i t ' s  c u s t o m a r y  in a good ta lk  to s u m m a r i z e  wha t  you  
have  sa id ,  but I r e m e m b e r  that  l a s t  y e a r  a lot of a d d i t i o n a l  po in ts  c a m e  
out  in  the q u e s t i o n  p e r i o d .  C o n s e q u e n t l y ,  I ' m  going to s top r i g h t  h e r e  
i n s t e a d  of t ak ing  t i m e  to s u m m a r i z e .  Tha t  w i l l  g ive us m o r e  t i m e  fo r  
q u e s t i o n s ,  if t h e r e  a r e  any  q u e s t i o n s .  
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C A P T A I N  S T E I G E L M A N :  M r .  G u i n n  i s  r e a d y  f o r  y o u r  q u e s t i o n s .  

Q U E S T I O N :  S i n c e  m o s t  of  u s  h a v e  b e e n  t r y i n g  to g e t  a l o n g  w i t h o u t  
b o n u s e s  f o r  s e v e r a l  y e a r s ,  I a d m i t  t h a t  I a m  a g r e e n h o r n  on  t h e  s u b j e c t  
a n d  p r o b a b l y  w i l l  f a l l  r i g h t  i n t o  y o u r  t r a p .  N e v e r t h e l e s s ,  I h a v e  a l w a y s  
e n t e r t a i n e d  a q u a i n t  i d e a  t h a t  b o n u s e s  s h o u l d  c o m e  o u t  of  p r o f i t s ,  i n a s -  
m u c h  a s  t h e y  a r e  e s s e n t i a l l y  a r e w a r d  f o r  the  e f f i c i e n t  m a n a g e m e n t  w h i c h  
c r e a t e s  p r o f i t s .  T h e r e f o r e ,  I c a n ' t  q u i t e  r e c o n c i l e  t h a t  v i e w  w i t h  y o u r  
i d e a  t h a t  b o n u s e s  a r e  a p a r t  of  n o r m a l  c o s t  on  G o v e r n m e n t  c o n t r a c t s .  
C o u l d  y o u  e x p a n d  on  t h a t  a l i t t l e  b i t  m o r e  ? 

M R .  G U I N N :  I ' d  be  g l a d  to t r y .  

I am quite familiar  with the viewpoint that bonuses should come out 
of profits. I think possibly from the f i rm ' s  standpoint, let us say, bonuses 
may be viewed as coming out of profits, part icularly if they are computed 
w i t h  r e l a t i o n  to p r o f i t s .  B u t  I t h i n k  t he  m o s t  s i g n i f i c a n t  p o i n t  i s  t he  
v i e w p o i n t  of  t he  e m p l o y e e - - h o w  the  e m p l o y e e  i s  v i e w i n g  the  b o n u s .  

A f t e r  a l l ,  t h e  e m p l o y e r  i s  a s u c c e s s  o r  f a i l u r e  d e p e n d i n g  u p o n  the  
c a l i b e r  of  h i s  m a n a g e m e n t  p e o p l e ,  w h o  a r e  u s u a l l y  the  p e o p l e  w h o  r e c e i v e  
b o n u s e s .  As  f a r  a s  t h e y  a r e  c o n c e r n e d ,  the  b o n u s  i s  a p a r t  o f  t h e i r  c o m -  
p e n s a t i o n .  Of c o u r s e ,  y o u  m a y  h a v e  two o r  t h r e e  e m p l o y e e s  w h o  s i p h o n  
o f f  a l a r g e  p a r t  o f  the  p r o f i t s  a s  b o n u s .  I f  y o u  h a v e  t h a t  s i t u a t i o n ,  I g u e s s  
I w o u l d  a g r e e  w i t h  y o u .  B u t  m o s t  b o n u s  p l a n s  n o w a d a y s - - I  t h i n k  I c a n  
g e n e r a l i z e  t h a t  w a y - - c o v e r  h u n d r e d s  of  m a n a g e m e n t  p e o p l e ,  a n d  t h e y  do  
n o t  n o r m a l l y  v a r y  w i d e l y  w i t h  p r o f i t .  

C e r t a i n l y  b o n u s e s  a r e  r e l a t e d  to p r o f i t s .  T h e r e ' s  no  q u e s t i o n  a b o u t  
t h a t .  B u t  p r a c t i c a l l y  e v e r y  y e a r - - e v e r y  r e a s o n a b l e  y e a r ,  a t  a n y  r a t e - -  
t h e r e  i s  s o m e  b o n u s  p a i d ,  a n d  the  b o n u s e s  do n o t  g e t  r i d i c u l o u s l y  h i g h  
w h e n  the  p r o f i t s  a r e  u n u s u a l l y  h i g h .  T h e y  a r e  h e l d  by o n e  m e a n s  o r  a n o t h e r  
w i t h i n  a l e v e l  of  m a y b e  f r o m  5 p e r c e n t  to 50 p e r c e n t .  T h e r e  i s  a r a n g e  
w h i c h  t he  e m p l o y e e  i s  w e l l  a w a r e  of  w h e n  h e  j o i n s  the  c o m p a n y .  H e  c o n -  
s i d e r s  t he  b o n u s  a s  a p a r t  of  h i s  b a s i c  r e m u n e r a t i o n  f o r  s e r v i c e s  r e n d e r e d .  
He  r e c o g n i z e s  t h a t  i t  g o e s  up  a n d  d o w n  s o m e w h a t  a s  p r o f i t s  go u p  a n d  d o w n .  

I t h i n k  y o u  m u s t  l o o k  a t  i t  a s  b e t w e e n  two c o m p a n i e s - - A  v e r s u s  B.  
E v e r y o n e  i s  f i g h t i n g  f o r  b e i n g  g i v e n  f a i r  a n d  e q u i t a b l e  t r e a t m e n t ,  a n d  h e  
m e a n s  t r e a t m e n t  c o n s i s t e n t  w i t h  t he  t r e a t m e n t  t h a t  o t h e r  f e l l o w s  a r e  
g e t t i n g .  I f  c o m p a n y  A h a s  a b o n u s  p l a n  a n d  c o m p a n y  B d o e s  n o t ,  a n d  y o u  
d o n ' t  a l l o w  t h e  b o n u s e s  of c o m p a n y  A a s  a c o s t ,  I t h i n k  y o u  a r e  p u t t i n g  A 
a t  a c o m p e t i t i v e  d i s a d v a n t a g e  w i t h  B.  I k n o w  y o u  a r e  no t  g o i n g  to a l l o w  A 
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a l a r g e r  p r o f i t  r a t e  t h a n  y o u  a l l o w  B m e r e l y  b e c a u s e  h e  p a y s  s o m e  of  
h i s  c o m p e n s a t i o n  in  the  f o r m  of b o n u s e s .  C o n t r a c t o r  A h a s  a v e r y  s i m p l e  
e x p e d i e n t  to g e t  a r o u n d  t h i s .  H e  m e r e l y  d i s c o n t i n u e s  t he  b o n u s  p l a n  a n d  
g i v e s  a l l  o f  h i s  p e o p l e  a r a i s e  t h a t  a p p r o x i m a t e s  t he  b o n u s e s  t h e y  w e r e  
g e t t i n g .  T h i s  w a y  h e  h o l d s  h i s  e m p l o y e e s .  H e  w o u l d  s u r e l y  l o s e  m a n y  of  
t h e m  i f  the  b o n u s  p l a n  w e r e  l i q u i d a t e d  w i t h o u t  a d j u s t i n g  b a s i c  s a l a r i e s .  

N o w ,  I o p p o s e  p u s h i n g  c o n t r a c t o r s  in  the  d i r e c t i o n  of e l i m i n a t i n g  the  
b o n u s  a n d  p u t t i n g  i t  i n t o  s a l a r y ,  b e c a u s e  I d o n ' t  t h i n k  t h e r e ' s  a n y  q u e s t i o n  
t h a t  a b o n u s  i s  a b e t t e r  i n c e n t i v e  t h a n  j u s t  a s a l a r y .  We  a l l  k n o w  t h a t .  
I t ' s  t h e  s a m e  t h i n g  a s  c o m m i s s i o n  in  s a l e s m a n s h i p .  A c o m m i s s i o n  i s  
g e n e r a l l y  p r e f e r r e d  o v e r  a s t r a i g h t  b a s e  s a l a r y .  

I r e c o g n i z e  y o u r  a r g u m e n t  t h a t  b o n u s e s  m i g h t  p r o p e r l y  be  c o n s i d e r e d  
a s  p a r t  of  p r o f i t .  I d o n ' t  t h i n k  i t  i s  a f a i r  a r g u m e n t ,  t h o u g h ,  to c o n s i d e r  
t h e m  a s  a p o r t i o n  of p r o f i t ,  u n l e s s  y o u  a d j u s t  p r o f i t  r a t e s  to r e f l e c t  t he  
f a c t  t h a t  s o m e  of  t h e  c o m p e n s a t i o n  of  e x e c u t i v e s  i s  in  p r o f i t .  A f t e r  a l l ,  
e m p l o y e e s  a r e  no t  o w n e r s .  E m p l o y e e s  a r e  n o t  s t o c k h o l d e r s .  T h e y  a r e  
a c o m m o d i t y  j u s t  t he  s a m e  a s  t he  m a t e r i a l  t h a t  t he  c o n t r a c t o r  b u y s .  I 
c a n n o t  a g r e e  t h a t ,  b e c a u s e  t h e y  a r e  a l l o w e d  to s h a r e  i n  a p a r t  of  t he  p r o f i t ,  
t h e y  a r e  g e t t i n g  p r o f i t .  T h e y  a r e  g e t t i n g ,  to  m e ,  r e m u n e r a t i o n  f o r  l a b o r .  
L a b o r  i s  a c o s t ,  w h e t h e r  i t ' s  t he  l a b o r  of  the  p r e s i d e n t  o r  t he  l a b o r  of  t h e  
s c r e w  m a c h i n e  o p e r a t o r .  

Q U E S T I O N :  If  I u n d e r s t o o d  y o u r  t a l k  c o r r e c t l y ,  y o u  i n d i c a t e d  e a r l i e r  
t h a t  y o u  a r e  i n f a v o r  of  a s i n g l e  s e t  of  c o s t  p r i n c i p l e s ;  a n d  I b e l i e v e  I 
u n d e r s t o o d  y o u  c o r r e c t l y  a s  b e i n g  in  f a v o r  o f  t he  d r a f t  t h a t  i s  c u r r e n t l y  
b e i n g  c i r c u l a t e d .  H o w e v e r ,  y o u  d i d  go  on  to t a k e  e x c e p t i o n  w i t h  i n d i v i d u a l  
i t e m s  t h a t  a r e  in  t h a t  d r a f t  i n  a w a y  t h a t  i s  c o n t r a r y  to t he  m a n n e r  in  w h i c h  
t h e y  a r e  i n c l u d e d .  I k n o w  t h a t  a t  l e a s t  o n e  l a r g e  t r a d e  a s s o c i a t i o n  h a s  
b i t t e r l y  a t t a c k e d  t he  d r a f t  t h a t  i s  b e i n g  c i r c u l a t e d  a n d  h a s  o p p o s e d  i t  i n  
s u c h  a w a y  t h a t  i t  m a y  n e v e r  c o m e  o u t  i n  i t s  p r e s e n t  f o r m .  I w o n d e r  i f  
y o u  w o u l d  c l a r i f y  y o u r  v i e w s  o n  a s i n g l e  s e t  of  c o s t  p r i n c i p l e s .  P o s s i b l y  
y o u r  i n d u s t r y  i s  o r  y o u  a r e  i n  t he  m i n o r i t y  on  t h a t .  

MR.  G U I N N :  W e l l ,  m a y b e  I a m .  I d o n ' t  k n o w .  B u t  t he  o n l y  t h i n g ,  
I b e l i e v e ,  t h a t  i s  c o n t r a d i c t o r y  h e r e  i s  t h a t  I t h i n k  y o u  h a v e  m i s i n t e r p r e t e d  
m y  f e e l i n g  a b o u t  h a v i n g  a s i n g l e  s e t  of  c o s t  p r i n c i p l e s  a s  a l s o  b e i n g  o n e  
i n  f a v o r  of  t he  c o s t  p r i n c i p l e s  t h a t  c a m e  ou t .  I h a v e  a n u m b e r  of  t h i n g s  
t h a t  I d i s a g r e e  w i t h  i n  t h a t  s i n g l e  s e t  o f  c o s t  p r i n c i p l e s ,  a s  y o u  h a v e  s o  
e f f e c t i v e l y  s t a t e d  y o u r s e l f .  I a m  in  f a v o r  of  a s e t  of p r i n c i p l e s .  I a m  
n o t  i n  f a v o r  o f  t h e  p a r t i c u l a r  s e t  t h e y  now h a v e .  
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Now, l e t ' s  f a ce  it. I a m  not so na ive  as  to think they  wi l l  e v e r  h a v e  
a s e t  of p r i n c i p l e s  that  I wi l l  be in c o m p l e t e  a g r e e m e n t  wi th  or  that  in -  
d u s t r y  wi l l  be in c o m p l e t e  a g r e e m e n t  with.  I f a v o r  h a v i n g  a s i ng l e  s e t  
of cos t  p r i n c i p l e s .  I think that  the s i n g l e  s e t  of co s t  p r i n c i p l e s ,  though,  
shou ld  c o v e r  abou t  two a r e a s .  F i r s t ,  i t  shou ld  g e n e r a l l y  b l e s s  the 
a c c o u n t i n g  s y s t e m  and p r a c t i c e s  of the c o n t r a c t o r  so long as  they  a r e  in  
a c c o r d a n c e  with  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s .  I think t h e r e  
shou ld  be that  o v e r a l l  b l e s s i n g .  Tha t  is  not t h e r e  p r e s e n t l y ,  I b e l i e v e .  

Second ,  I think the se t  of co s t  p r i n c i p l e s  shou ld ,  when  going beyond  
that ,  a l m o s t  e n t i r e l y  l i m i t  i t s e l f  to i t e m s  to be d i s a l l o w e d .  I a m  not  
going to a g r e e  with  m a n y  of the d i s a l l o w a n c e s ,  I a m  s u r e ;  but a t  l e a s t  
if I get  into G o v e r n m e n t  c o n t r a c t i n g ,  I wi l l  be f o r e w a r n e d  that  t h e r e  a r e  
c o s t s  wh ich  I a m  not  go ing  to r e c o v e r  on this  G o v e r n m e n t  c o n t r a c t .  
Then  I get  back  to the point  I m a d e  in m y  talk.  If the d i s a l l o w a n c e  of 
t h e s e  c o s t s  is  going to r e d u c e  m y  p ro f i t  enough so that  I don ' t  f ind G o v e r n -  
m e n t  c o n t r a c t i n g  e c o n o m i c a l l y  i n t e r e s t i n g  to m e ,  I ' l l  s t ay  out of i t .  

QUESTION: We had  an i n t e r e s t i n g  s e s s i o n  r e c e n t l y  on the c o n t r o -  
v e r s i a l  m a t t e r  of r e n e g o t i a t i o n .  Would  you c a r e  to e x p r e s s  y o u r  p e r s o n a l  
f e e l i n g  abou t  the p h i l o s o p h y  and p r a c t i c e  of p r i c e  r e n e g o t i a t i o n  ? 

MR. GUINN: A r e  you  r e f e r r i n g  to r e n e g o t i a t i o n  o r  r e d e t e r m i n a t i o n ?  

STUDENT:  R e n e g o t i a t i o n  fo l lowing  p e r f o r m a n c e .  

MR. GUINN: You a r e  r e f e r r i n g  now to the s e p a r a t e  r e n e g o t i a t i o n  by 
the R e n e g o t i a t i o n  B o a r d  ? 

STUDENT:  Y e s .  

MR. GUINN: 

STUDENT:  

Not by the s e r v i c e s  wi th  which  you have  dealt.'? 

That  is  c o r r e c t .  

MR. GUINN: I ' l l  be h o n e s t  wi th  you.  I don ' t  p a r t i c u l a r l y  c a r e  to get  
o v e r  into that  a r e a .  I don ' t  know what  would  be s e r v e d .  

I have  to c o n c e d e  th is :  I u n d e r s t a n d  the a r g u m e n t s  in f a v o r  of r e n e -  
go t ia t ion .  I think we c e r t a i n l y  n e e d e d  r e n e g o t i a t i o n  in  the l a s t  w a r .  
P o s s i b l y  today i t ' s  d e s i r a b l e .  But  m y  only  pos i t i on  on that  would  be one 
of t r y i n g  to keep  the a p p l i c a b i l i t y  of r e n e g o t i a t i o n  at  a m i n i m u m ,  w h e r e  
it  i s  n e c e s s a r y  to avoid  c o m p l e t e  w ind fa l l  p r o f i t s  that  a r e  not d e s e r v e d .  
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T h e r e  a r e  r e s t r i c t e d  a r e a s  w h e r e  i t  i s  i m p o s s i b l e  to a v o i d  t h o s e  w i n d -  
f a l l  p r o f i t s  by  a n y  o t h e r  m e t h o d .  I n  t h o s e  a r e a s  I t h i n k  i t  i s  f a i r  to a p p l y  
r e n e g o t i a t i o n .  H o w e v e r ,  I b e l i e v e  t h a t  r e n e g o t i a t i o n  h a s  b e e n  a p p l i e d  
f u r t h e r ,  m o r e  b r o a d l y ,  t h a n  I p e r s o n a l l y  w o u l d  h a v e  a p p l i e d  i t  h a d  I h a d  
a n y t h i n g  to s a y  a b o u t  i t .  B e y o n d  t h a t  I a m  a f r a i d  I w o u l d n ' t  c a r e  to  
c o m m e n t .  

Q U E S T I O N :  I n  d i s c u s s i n g  r e i m b u r s e m e n t  a n d  the  c o n t r a c t o r ' s  c o n -  
c e p t i o n  of  i t ,  i s  t h e r e  a n y  c o m m e n t  y o u  w o u l d  l i k e  to m a k e  on  t he  p e n a l t y  
c l a u s e s  w h i c h  p r o v i d e  f o r  r e i m b u r s e m e n t  to t h e  G o v e r n m e n t  i n  c a s e  of  
p e r f o r m a n c e  f a i l u r e s ?  T o  m e  t h a t  s e e m s  to be  a n  a r e a  i n  w h i c h  w e  
g e n e r a l l y  t e n d  to l o s e ,  w i t h  the  p o s s i b l e  e x c e p t i o n  of  c o n s t r u c t i o n  c o n -  
t r a c t s .  

MR.  GUINN:  W h e n  y o u  s a y  y o u  l o s e ,  do  y o u  m e a n  t h a t  y o u  d o n ' t  
c o l l e c t  w h e r e  y o u  h a d  a l e g a l  r i g h t  to ? 

S T U D E N T :  We a r e  s e l d o m  if  e v e r  a b l e  to  c o m p l e t e  a c o n t r a c t  t h a t  
d o e s n ' t  h a v e  a p e n a l t y  c l a u s e  e x c e p t  on  t e r m i n a t i o n .  T e r m i n a t i o n s  a r e  
g e n e r a l l y  m o r e  e x p e n s i v e  to u s  t h a n  the  o r i g i n a l  c o s t ,  i r r e s p e c t i v e  of  
t he  r e a s o n  f o r  t he  t e r m i n a t i o n .  O r ,  r e v e r s i n g  t h a t ,  f a i l u r e  to  p e r f o r m  
m a y  p r o d u c e  a t e r m i n a t i o n  c o s t  t h a t  i s  t w i c e  a s  m u c h  a s  t he  o r i g i n a l  c o n -  
t r a c t .  I f  t h e r e  h a d  b e e n  a p e n a l t y  c l a u s e  in  the  c o n t r a c t ,  we  m i g h t  h a v e  
s t a r t e d  the  r e v e r s e  p r o c e d u r e  a l i t t l e  e a r l i e r  in  t he  g a m e .  

M R .  GUINN:  Y o u  a r e  a s k i n g  m e  h o w  I f e e l  a b o u t  h a v i n g  p e n a l t y  
c l a u s e s  i n  c o n t r a c t s  ? 

S T U D E N T :  
a c o n t r a c t ?  

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

MR.  G U I N N :  O n  t he  l a t t e r  I c a n n o t  e x p r e s s  a n y  o p i n i o n  a t  a l l ,  
b e c a u s e  I h a v e n ' t  h a d  a n y  e x p e r i e n c e .  I g a t h e r  t h a t  i n  t he  n e g o t i a t i o n s  
we  h a v e  h a d  t h e r e  h a s n ' t  b e e n  a n y  a t t e m p t ,  l e t  u s  s a y ,  to  i n j e c t  a n y  
p e n a l t y  c l a u s e s  o t h e r  t h a n  p r o b a b l y  the  b o i l e r  p l a t e ,  a n d  I k n o w  y o u  a r e  
n o t  r e f e r r i n g  to t h a t .  So I a m  f r a n k  to s a y  t h a t  I t h i n k  I w o u l d  be  k i d d i n g  
y o u  i f  I t r i e d  to g i v e  y o u  a n y  o p i n i o n s  o n  i t ,  b e c a u s e  I d o n ' t  h a v e  a n y ;  
a n d  I t h i n k  I w i l l  n o t .  I h a v e  h a d  no e x p e r i e n c e  w i t h  t h e m .  T h a t ' s  a 
l o n g  w a y  a r o u n d  to s a y  " I d o n ' t  k n o w .  " 

Q U E S T I O N :  T h a t  q u e s t i o n  h a s  c o m e  up  in  m y  m i n d  b e f o r e  a n d  I h a v e  
w a n t e d  to a s k  o t h e r  s p e a k e r s  a b o u t  i t  on  m y  l a s t  t o u r  o f  d u t y .  I w o n d e r e d  
w h y  the  B u r e a u  of  A e r o n a u t i c s  d i d n ' t  p u t  p e n a l t y  c l a u s e s  i n  t h e i r  c o n t r a c t s .  
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T h e  i m p r e s s i o n  I got  w a s  tha t  i t  w a s  b e c a u s e  i t  w o u l d  m a k e  the c o n t r a c t  
c o s t  too  m u c h  to pu t  t h e m  in. I s  tha t  y o u r  o p i n i o n ?  T h a t  i s  no t  m y  
q u e s t i o n .  I w a n t  to r e s e r v e  m y  q u e s t i o n .  I j u s t  w a n t e d  to c o m m e n t  on 
w h a t  y o u  h a d  to s a y .  

MR.  GUINN:  A r e  y o u  s a y i n g  tha t  the  c o n t r a c t o r  w o u l d  i n s i s t  on 
p u t t i n g  e n o u g h  m o r e  in h i s  p r i c e  to c o v e r  the  c o n t i n g e n c y  of the p e n a l t y ?  

STUDENT: Yes. 

M R .  GUINN:  So m u c h  m o r e  tha t  i t  w o u l d n ' t  b a l a n c e  ou t  and  be  f a v o r -  
a b l e  to the  G o v e r n m e n t ?  

STUDENT: Yes. 

M R .  GUINN:  W e l l ,  I m u s t  c o n f e s s  tha t  in o u r  own  p r i c i n g  we  d o n ' t  
h a v e  tha t  one .  B u t  w h e n  we  a r e  a s k e d  to do s o m e t h i n g  r a t h e r  u n u s u a l ,  
w e  a r e  n o r m a l  h u m a n  b e i n g s .  We w a n t  to ge t  a p r e t t y  good  a l l o w a n c e  to 
c o v e r  a c o n t i n g e n c y  tha t  i s  v e r y  d i f f i c u l t  to e s t i m a t e .  

Q U E S T I O N :  In m y  l a s t  r e n e g o t i a t i o n  e x p e r i e n c e  I h e a r d  tha t  the  
G o v e r n m e n t  d o e s  no t  a l l o w  any  c o n t r a c t o r  to a n t i c i p a t e  w a g e  i n c r e a s e s  
tha t  m i g h t  be  in the n a t i o n a l  p i c t u r e  a t  the t i m e .  In y o u r  p r i c e  d e t e r m i n a -  
t ion  h o w  do y o u  t a k e  c a r e  of a n t i c i p a t e d  w a g e  i n c r e a s e s  t ha t  m i g h t  s e r i -  
o u s l y  i n c r e a s e  y o u r  c o s t s  ? 

M R .  G U I N N :  I w i l l  be  h o n e s t  w i th  y o u .  I h a v e  not  r u n  in to  tha t .  
We  h a v e  o u r  w a g e  n e g o t i a t i o n  e v e r y  t h r e e  y e a r s ;  s o  w e  d o n ' t  r u n  i n to  
tha t  v e r y  o f t e n .  I w a s  not  a w a r e - - a n d  th i s  w i l l  c o m e  a s  a r e a l  s h o c k  to 
m e  two o r  t h r e e  w e e k s  f r o m  now if t ha t  i s  the c a s e - - t h a t  the  s e r v i c e s  
w o u l d  no t  a l l o w  a t  l e a s t  a r e a s o n a b l e  e s t i m a t e  of w h a t  the  w a g e  i n c r e a s e  
m i g h t  a m o u n t  to.  

S T U D E N T :  I m a y  be  w r o n g .  

MR.  GUINN:  T h a t  s e e m s  u n r e a s o n a b l e  to m e .  I c an  c e r t a i n l y  u n d e r -  
s t a n d  w h y  the  G o v e r n m e n t  g e n e r a l l y  d o e s n ' t  l i ke  to a l l o w  f o r  t h i n g s  t h a t  
a r e  n e b u l o u s ,  t ha t  m a y  n e v e r  h a p p e n  a t  a l l .  I c an  s e e  a G o v e r n m e n t  
r e p r e s e n t a t i v e  s a y i n g  in s u c h  c i r c u m s t a n c e s :  " W e l l ,  t h i s  y e a r  y o u  w o n ' t  
p a y  a s  m u c h  a s  y o u  d id  l a s t  t i m e .  " I c o u l d  e n t e r t a i n  the  f a i r n e s s  of  t ha t  

s o r t  o f  an  a p p r o a c h .  B u t  I ' m  a f r a i d  i t  w o u l d n ' t  s e e m  a t  a l l  p r o p e r  to m e  
f o r  the  G o v e r n m e n t  to s a y :  " W e l l ,  w e  w o n ' t  g ive  y o u  a n y t h i n g .  " 
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Q U E S T I O N :  C o u l d  y o u  g i v e  u s  o n e  o r  two  e x a m p l e s  of  w h y  c o m p a n y  
A i s  s o  d a r n e d  a n x i o u s  t h a t  c o m p a n y  B d o e s n ' t  g e t  a l o o k  a t  i t s  c o s t  
b r e a k d o w n ?  I n  t h a t  s i t u a t i o n  h o w  do  y o u  a r r i v e  a t  y o u r  f i x e d  p r i c e  on  
i n d i v i d u a l  c o n t r a c t s  ? 

M R .  G U I N N :  W h y  c o m p a n y  A i s  so  a n x i o u s  t h a t  c o m p a n y  B d o e s n ' t  
g e t  a l o o k  a t  i t s  c o s t  b r e a k d o w n ?  I a m  j u s t  t h i n k i n g  a m i n u t e  b e f o r e  
a n s w e r i n g  t h a t .  I ' l l  be  h o n e s t  w i t h  y o u .  I h a v e  m a d e  s e v e r a l  a t t e m p t s  
to w o r k  t h r o u g h  the  A i r  F o r c e ,  a f t e r  h a v i n g  f a i l e d  in  w o r k i n g  d i r e c t l y ,  
to e x c h a n g e  i n f o r m a t i o n  w i t h  o t h e r  m a n u f a c t u r e r s  of  t he  s a m e  p r o d u c t  
w e  a r e  m a n u f a c t u r i n g .  I c o n f e s s  t h a t  I d i d n ' t  h a v e  m u c h  s u c c e s s  e x c e p t  
w i t h  o u r  l i c e n s o r ,  P r a t t  & W h i t n e y ,  w i t h  w h o m  we  h a v e  g o o d  r e l a t i o n s .  
W e  do e x c h a n g e  i n f o r m a t i o n  w i t h  t h e m .  B u t  I d i d n ' t  g e t  a n y w h e r e  w i t h  
a n y o n e  e l s e .  

T h e  r e a s o n i n g  I go t  f r o m  t h e  o t h e r  f i r m s  f o r  r e f u s i n g  w a s  a l o n g  t h i s  
Line: " W e l l ,  w e ' r e  s o  d i f f e r e n t  t h a t  i t  w o n ' t  be  of  m u c h  v a l u e  to y o u  to 
e x c h a n g e  i n f o r m a t i o n  on  the  n u m b e r  of  p e o p l e  i n  the  i n s p e c t i o n  o r g a n i z a -  
t-ion, y o u r s  v e r s u s  m i n e ,  o r  t he  n u m b e r  of p e o p l e  i n  p r o d u c t  e n g i n e e r i n g  
o r  a c c o u n t i n g .  " 

P e r s o n a l l y ,  I do  n o t  a g r e e  w i t h  t ha t .  I r e c o g n i z e  t h a t  t h e r e  w o u l d  be  
a n u m b e r  of  a r e a s  w h e r e  we  w o u l d  be  s o  d i f f e r e n t  t h a t  we  w o u l d  g e t  n o t h i n g  
o u t  o f  i t .  B u t  I a l w a y s  h a v e  c o u n t e r e d  w i t h  t h i s  a r g u m e n t :  " T h e r e  w i l l  
c e r t a i n l y  be  s o m e  a r e a s  w h e r e  w e  w i l l  g e t  s o m e  i n f o r m a t i o n  of  v a l u e .  " 
I f e l t - - a s  a c o n t r o l l e r ,  a n y w a y - - a n d  t h o s e  of  y o u  w h o  h a v e  h a d  a n y  e x p e -  
r i e n c e  w i t h  c o n t r o l l e r s  wi l l  no t  be  s u r p r i s e d  a t  t h i s - - t h a t  I c o u l d  do a s  
o t h e r  c o n t r o l l e r s  do .  I n  t h o s e  c a s e s  w h e r e  t h e  o t h e r  g u y  i s  b e t t e r  t h a n  
y o u r  o w n  p e o p l e ,  y o u  h o l d  t h a t  u p  a s  a s t a n d a r d  f o r  y o u r  o w n  p e o p l e .  
W h e r e  the  o t h e r  g u y  i s  w o r s e ,  y o u  j u s t  d o n ' t  m e n t i o n  t h a t  a n d  y o u  c o m e  
u p  w i t h  a n o t h e r  t e c h n i q u e .  So I f e l t  r e a l  s t r o n g l y  t h a t  I w o u l d  g e t  s o m e  
g o o d  b u d g e t  p e r f o r m a n c e  s t a n d a r d s  in  s o m e  c a s e s .  

I n a s m u c h  a s  I do  s h a r e  t h a t  o p i n i o n ,  I c a n  o n l y  s t a t e  t h a t  (1) m a y b e  
t h e y  h a v e  h a d  b i t t e r  e x p e r i e n c e  in  w a s t i n g  t i m e  o n  a t t e m p t i n g  a c o m p a r i -  
s o n ,  a n d  ( 2 ) - - a n d  t h i s  i s  p r o b a b l y  t h e  m o r e  f u n d a m e n t a l  r e a s o n - - I  g u e s s  
w h e n  y o u  s t a r t  l o o k i n g  i n t o  c o s t ,  y o u  w i l l  g e t  n o t  o n l y  i n t o  c o s t  b u t  y o u  
w i l l  g e t  a l s o  i n t o  p r o f i t ,  a n d  c o m p a n i e s  to  t he  m a x i m u m  e x t e n t  p o s s i b l e  
j u s t  d o n ' t  l i k e  to l e t  t he  o t h e r  f e l l o w  k n o w  h o w  w e l l  t h e y  a r e  d o i n g .  We  
a r e  p u b l i c  f i r m s  to a l a r g e  e x t e n t  a n d  we  h a v e  a n  a w f u l  l o t  of  p u b l i c  i n -  
f o r m a t i o n ,  b u t  t h e r e  i s  s t i l l  a lo t  of  i n t e r n a l  i n f o r m a t i o n  t h a t  i s  n o t  
a v a i l a b l e  to  t he  p u b l i c .  Y o u  j u s t  d o n ' t  l i k e  to  l e t  y o u r  c o m p e t i t o r  k n o w  
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h o w  y o u  a r e  d o i n g .  S t i l l ,  I k i n d  of f e e l  t ha t  by c i r c u m s c r i b i n g  o r  
n a r r o w l y  d e l i n e a t i n g  the  a r e a s  y o u  look  at ,  y o u  c a n  e x c h a n g e  s o m e  i n -  
f o r m a t i o n  w i t h o u t  g i v i n g  a w a y  the  w h o l e  p i c t u r e .  So I d o n ' t  a g r e e  w i t h  
t h a t  v i e w p o i n t .  I c a n ' t  g ive  y o u  a n y  f u r t h e r  a n s w e r  t h a n  I h a v e  g i v e n  y o u .  

Q U E S T I O N :  You  g a v e  an  e x a m p l e  of  a s i t u a t i o n  w h e r e i n  a f i r m  i s  in  
c o m m e r c i a l  b u s i n e s s  p r i m a r i l y  and  the  G o v e r n m e n t  s t e p s  in  a n d  a w a r d s  
a c o n t r a c t  to the  e x t e n t  of  s o m e  25 p e r c e n t  of  t h e i r  t o t a l  v o l u m e .  You  
f e l t  t h a t  the  G o v e r n m e n t  s h o u l d  s h a r e  the p r o r a t a  c o s t  o r  the f i x e d  o v e r -  
h e a d .  At  the  s a m e  t i m e ,  if  the  G o v e r n m e n t  s h a r e d  t h i s  f i x e d  o v e r h e a d  
on  a c o s t - p r o r a t i o n  b a s i s ,  w o u l d  t h a t  no t  r e d u c e  the  c o s t  of  t he  i t e m s  
s o l d  c o m m e r c i a l l y ?  If  so ,  w o u l d  y o u  t h e n  r e d u c e  the  p r i c e  of  t h o s e  i t e m s  
w h i c h  y o u  s e l l  on  the  c o m m e r c i a l  m a r k e t  a s  a r e s u l t  of the  r e d u c t i o n  by 
p r o r a t i n g  the c o s t  w h e n  the  G o v e r n m e n t  s h a r e s  t h a t  c o s t ?  

MR. GUINN: Out  of the  g o o d n e s s  of o u r  h e a r t  we  w o u l d  no t .  B u t  we  
h a v e  a n  e c o n o m i c  s y s t e m  t h a t  we a l l  a r e  p r e t t y  p r o u d  of a n d  I t h ink  t h i s  
m i g h t  f o l l o w :  If  the  G o v e r n m e n t  c a m e  a l o n g  w i t h  25 p e r c e n t  of  o u r  b u s i -  
n e s s  a n d  s t a r t e d  s h a r i n g  the  f i x e d  o v e r h e a d ,  a n d  d id  t h e r e b y  r e d u c e  the  
c o s t  of  the  c o m m e r c i a l ,  we  m i g h t  f o r  p u r e  p r o f i t  and  c o m p e t i t i v e  r e a s o n s  
r e d u c e  o u r  p r i c e  to i n c r e a s e  o u r  v o l u m e .  Soon  we w o u l d  h a v e  o u r  o ld  
v o l u m e  of  c o m m e r c i a l  p l u s  the  25 p e r c e n t  G o v e r n m e n t ,  a n d  e v e r y b o d y  
w o u l d  be b e t t e r  off .  T h e  s h a r e  the G o v e r n m e n t  w a s  t a k i n g  w o u l d  be 
s m a l l e r ,  the  p r i c e  to c o n s u m e r s  w o u l d  be s m a l l e r ,  a n d  the  G o v e r n m e n t  
w o u l d  h a v e  a good  c o n t r a c t o r  r a t h e r  t h a n  one  tha t  w a s  v e r y  h a p p y  to h a v e  
the  G o v e r n m e n t  c o m e  in  a n d  t ake  h i s  e f f o r t  w i t h o u t  p a y i n g  f o r  h i s  f i x e d  
o v e r h e a d .  

T h i s  i s  l i k e  t he  law of s u p p l y  a n d  d e m a n d .  We c a n  t a lk  v e r y  g l i b l y  
a b o u t  i t ,  bu t  i t ' s  v e r y  d i f f i c u l t  to p r o v e  i t  in  i n d i v i d u a l  i n s t a n c e s .  

I a g r e e  w i t h  y o u  t h a t  i t  l o o k s  a s  t hough  t h e r e  w o u l d  be a c o m p l e t e  
w i n d f a l l  to the  c o n t r a c t o r  i f  the  G o v e r n m e n t  s h o u l d  s h a r e  t h o s e  c o s t s .  
B u t  to c a r r y  t h a t  to r i d i c u l o u s  e x t r e m e s ,  w h y  s h o u l d  the  G o v e r n m e n t  be 
the  one  f a v o r e d  c u s t o m e r  ? If  we  a r e  s e l l i n g  to t he  p u b l i c  a t  l a r g e  a n d  
a n e w  f e l l o w  c o m e s  in ,  a n e w  c u s t o m e r  t h a t  we  n e v e r  h a d  b e f o r e ,  and  
w a n t s  to g i v e  us  s o m e  b u s i n e s s  w h i c h  w i l l  a m o u n t  to 25 p e r c e n t  of  o u r  
b u s i n e s s ,  w h y  s h o u l d n ' t  h e  a p p l y  the  s a m e  t h e o r y ?  He  c o u l d  j u s t  a s  
w e l l ,  f r o m  the p u r e  c o s t  s t a n d p o i n t ,  c o u l d n ' t  h e ?  

T h e n  y o u  w o u l d  ge t  i n to  w h a t  i s  s o m e t i m e s  r e f e r r e d  to as  the  o ld  
m a i l - o r d e r - h o u s e  d e a l .  I t  s e e m s  to m e  i t  w o u l d  be l i k e  the  m a i l - o r d e r  
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h o u s e s  w e r e  in  t he  t h i r t i e s .  T h e y  w e r e  g o i n g  a r o u n d  b u y i n g  f r o m  
e v e r y b o d y  on  the  b a s i s  of  no t  p a y i n g  f o r  a n y  of t h e i r  f i x e d  o v e r h e a d .  
Soon  a lo t  of  t h o s e  c o m p a n i e s  s t a r t e d  to f a i l ,  b e c a u s e  the  o n l y  f e l l o w s  
c a r r y i n g  the  f i x e d  o v e r h e a d  w e r e  t h e i r  o ld  c u s t o m e r s .  T h e y  s o o n  l o s t  
t h e m ,  a n d  the  new c u s t o m e r - - t h e  m a i l - o r d e r  h o u s e - - w a s  no t  p a y i n g  the  
f i x e d  o v e r h e a d .  N o b o d y  w a s  p a y i n g  i t ,  and  t h e y  w e r e  out  of b u s i n e s s .  

I c a n ' t  p r o v e  m y  po in t .  I c o m p l e t e l y  a g r e e  w i t h  you .  I w o u l d  e v e n  
be w i l l i n g ,  i f  n e c e s s a r y ,  to n e g o t i a t e  down  s o m e w h a t  f r o m  a s h a r i n g  
of the  t o t a l  f i x e d  o v e r h e a d  w i t h o u t  c h a n g i n g  m y  o p i n i o n  t h a t  i t  s h o u l d  be 
the  t o t a l .  Bu t  I c e r t a i n l y  w o n ' t  buy  the  o t h e r  e n d  of the  s c a l e - - t h a t  y o u  
s h o u l d n ' t  b e a r  a n y  b e c a u s e  t h e r e  w a s n ' t  a n y  i n c r e a s e  in  the  f i x e d  o v e r -  
h e a d - - b e c a u s e ,  i n v a r i a b l y ,  w h e n  y o u  t ake  on a n e w  p r o d u c t  l i n e ,  y o u  do 
s t a r t  d i l u t i n g  y o u r  m a n a g e m e n t  e f f o r t .  

Q U E S T I O N :  You  s a i d  a c o u p l e  of t i m e s  t h a t  if  the  p r o f i t s  on G o v e r n -  
m e n t  b u s i n e s s  w e r e  b r o u g h t  d o w n  to a po in t  w h e r e  i t  w o u l d  no t  be w o r t h  
w h i l e ,  y o u  w o u l d  ge t  out  of i t .  L e t  us  t a k e  y o u r  c a s e  w h e r e  y o u  b u i l t  a 
p l a n t  in  C h i c a g o  a n d  h a v e  s e v e r a l  t h o u s a n d  e m p l o y e e s  t h e r e .  A f t e r  y o u  
h a v e  m a d e  y o u r  i n v e s t m e n t ,  d o e s n ' t  t h a t  put  the  G o v e r n m e n t  i n  s o r t  of  a 
b l a c k m a i l  p o s i t i o n ?  At w h a t  po in t  do y o u  s a y  tha t  i t  i s  no l o n g e r  w o r t h  
w h i l e  a n d  t h a t  y o u  w o n ' t  t a k e  G o v e r n m e n t  b u s i n e s s ?  Is  i t  an  e c o n o m i c  
po in t  t ha t  d e t e r m i n e s  w h e t h e r  y o u  w i l l  s t a y  in  o r  n o t ?  

MR.  GUINN:  Oh,  y e s .  ~vVe h a v e  b e e n  g e t t i n g  a p r o f i t  ou t  t h e r e  s i n c e  
we  h a v e  b e e n  t h e r e .  We th ink  i t ' s  qu i t e  a m o d e s t  o n e ,  bu t  the  A i r  F o r c e  
d o e s n ' t  a l w a y s  a g r e e  wi th  u s .  B u t  i f  t h e y  c u t  t h a t  in  ha l f ,  I a m  s u r e  we  
w o u l d  ge t  ou t  of  the  b u s i n e s s .  

We h a v e  h a d  a n u m b e r  of t i m e s  s i n c e  we  got  i n to  t ha t  b u s i n e s s  ou t  
t h e r e  w h e n  we  w i s h e d  we h a d  t h o s e  m a n a g e m e n t  p e o p l e ,  who  a r e  o v e r  
in  C h i c a g o ,  b a c k  in  D e t r o i t .  We h a v e  s i p h o n e d  off  an  a w f u l  lo t  of  o u r  
m a n a g e m e n t  t a l e n t  f r o m  D e t r o i t  to C h i c a g o .  B u t  I w i l l  f a c e  i t  r i g h t  now.  
We a r e  no t  a s  c o n c e r n e d  a b o u t  h a v i n g  t h e m  t h e r e  as  we  w e r e  a c o u p l e  of  
y e a r s  ago ,  a n d  I doub t  if  we  w i l l  be  a y e a r  f r o m  now.  

B u t - - y e s ,  s i r !  We c a n  d e t e r m i n e  w h e n  tha t  p r o f i t  r a t e  g e t s  d o w n  to 
w h e r e  we  d o n ' t  t h ink  i t ' s  w o r t h  the  u s e  of  o u r  t a l e n t  o v e r  t h e r e  a n d  the  
e x p o s u r e  to l o s s  of r e p u t a t i o n .  R e m e m b e r ,  I m a d e  tha t  p o i n t  in  m y  ta lk .  
We a r e  c o n s t a n t l y  s u b j e c t  to tha t .  We a r e  no t  u n i q u e ,  but  we  a l ' e  e x t r e m e l y  
a w a r e  of w h a t  w o u l d  h a p p e n  to the s a l e  of F o r d  p r o d u c t s  if  the  r e p u t a t i o n  
got  ou t  t h r o u g h  a l l  i n d u s t r y  o r  t h r o u g h  a l l  c o m m e r c e  tha t  F o r d  w a s n ' t  a b l e  
to bu i ld  a j e t  e n g i n e  t h a t  w o u l d  f ly .  
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So,  i f  w e  e v e r  s h o u l d  g e t  d o w n  to w h e r e  the  p r o f i t  d i d n ' t  s e e m  
w o r t h  w h i l e ,  we  w o u l d  g e t  o u t .  

I t h i n k  I s h o u l d  m a k e  o n e  s i g n i f i c a n t  p o i n t  o n  y o u r  q u e s t i o n .  Y o u  
m e n t i o n e d  o u r  i n v e s t m e n t  t h e r e .  We d o n ' t  h a v e  m u c h  i n v e s t m e n t  e x c e p t  
i n  p e o p l e .  T h a t  h a p p e n s  to be  a c o m p l e t e l y  G o v e r n m e n t - o w n e d  f a c i l i t y .  
So we  c a n  g e t  ou t  p r e t t y  e a s i l y .  

N o w ,  i t  w o u l d  be  d i f f e r e n t  a n d  g e t t i n g  ou t  w o u l d  n o t  be a s  e a s y ,  a n d  
we  p r o b a b l y  w o u l d n ' t  be  i n c l i n e d  to g e t  ou t  a s  q u i c k l y ,  i f  w e  o w n e d  a l l  
t h o s e  f a c i l i t i e s .  I t h i n k  I s h o u l d  h a v e  a n s w e r e d  y o u r  q u e s t i o n  u n d e r  the  
c i r c u m s t a n c e s  w h i c h  y o u  p r o b a b l y  t h o u g h t  e x i s t e d .  I f  t h o s e  w e r e  a l l  o u r  
f a c i l i t i e s  a n d  i f  w e  h a d  m i l l i o n s  i n v e s t e d  t h e r e ,  y e s ,  s u r e ;  t h e y ' v e  go t  
u s  in  a b i t  of  p o s i t i o n  j u s t  a s  a n y  c u s t o m e r  h a s  h i s  s u p p l i e r  w h e n  a 
s u p p l i e r  d e v o t e s  a l o t  of  h i s  i n v e s t m e n t  to  t h a t  p a r t i c u l a r  c u s t o m e r ' s  
b u s i n e s s .  B u t  t h a t  g o e s  on  e v e r y  d a y  in  i n d u s t r y .  P e o p l e  f i n a l l y  r e a c h  
the  p o i n t  w h e r e  t h e y  t h r o w  in  the  s p o n g e  i f  i t  i s n ' t  p r o f i t a b l e .  Y o u  j u s t  
a r e  no t  g o i n g  to go on  o p e r a t i n g  the  r e s t  of  y o u r  l i f e  a t  no  p r o f i t  o r  a 
p r o f i t  s o  l ow  t h a t  i t  i s n ' t  w o r t h  w h i l e .  

Q U E S T I O N :  S i r ,  y o u  h a v e  i n d i c a t e d  t h a t  t h e s e  c o s t  o p e r a t i o n s  a n d  
p r o f i t  d e t e r m i n a t i o n s  a r e  v e r y  c o m p l e x ,  r e q u i r i n g  the  h i g h e s t  t y p e  of  
j u d g m e n t  a n d  t he  m o s t  c a p a b l e  t y p e  of  p e o p l e .  N o w ,  w e a r i n g  y o u r  h a t  a s  
a t a x p a y e r ,  a r e  y o u  s a t i s f i e d  w i t h  t he  q u a l i t y  of  t he  G o v e r n m e n t  p e r s o n -  
n e l  w h o  a r e  r e p r e s e n t i n g  y o u r  i n t e r e s t  i n  t h e ~ e  n e g o t i a t i o n s  ? 

MR. GUINN:  I w o u l d  be p l e a s e d  to a n s w e r  t h a t .  I ' l l  be  q u i t e  h o n e s t  
w i t h  y o u .  I h a v e  b e e n  m o s t  f a v o r a b l y  i m p r e s s e d  w i t h  the  p e o p l e  w e  h a v e  
d e a l t  w i t h .  A n d ,  b e l i e v e  m e ,  t h a t  i m p r e s s i o n  i s  n o t  f o r m e d  b e c a u s e  I 
f e e l  t ha t  t h e y  h a v e  b e e n  r e a l  g e n e r o u s  w i t h  u s  a n d  h a v e  t h r o w n  the  
G o v e r n m e n t ' s  m o n e y  a w a y .  R a t h e r ,  I h a v e  b e e n  i m p r e s s e d  w i t h  t h e i r  
c a p a b i l i t y ,  t h e i r  a s t u t e n e s s ,  a n d  t h e i r  f a i r n e s s - - a l l  o f  t h o s e - - a n d  t h e i r  
f i r m n e s s ,  t oo .  T h a t  s h o u l d  be  a p a r t  of i t  a l s o .  T h e r e  a r e  a n u m b e r  o f  
p e o p l e  t h e r e  t h a t  I w o u l d  be d e l i g h t e d  to s e e  w o r k i n g  f o r  F o r d .  A n d  i f  
s o m e o n e  e l s e  s h o u l d  a s k  m e  f o r  m y  h o n e s t  r e c o m m e n d a t i o n ,  I w o u l d  g i v e  
t h e m  a v e r y  h i g h  c u e ,  b e c a u s e  I t h i n k  t h e y  a r e  d o i n g  a r e a l l y  g o o d  job .  

A n d  I c o n f e s s  to b e i n g  a b i t  s u r p r i s e d .  I go t  i n t o  t h i s  b u s i n e s s  i n  
C h i c a g o  a b o u t  two  a n d  a h a ] f  y e a r s  a g o ,  a n d  w h e n  I a p p r o a c h e d  i t ,  I ' m  
a f r a i d  I d id  no t  e x p e c t  to f i n d  m a n y  of  the  h i g h - c a l i b e r  p e o p l e  w h o m  we  
h a v e  r u n  i n t o .  A s  a t a x p a y e r ,  I f e e l  r a t h e r  g o o d  a b o u t  t h e  p e o p l e  t h a t  
a r e  r e p r e s e n t i n g  the  G o v e r n m e n t  i n  d e a l i n g  w i t h  u s ,  a n d  I h o p e  t h a t  
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e q u a l l y  c a p a b l e  p e o p l e  a r e  r e p r e s e n t i n g  the G o v e r n m e n t  in  d e a l i n g  

w i t h  a l l  o t h e r  c o n t r a c t o r s .  

Q U E S T I O N :  W h e n  the  G o v e r n m e n t  m a k e s  a c o n t r a c t  w i th  a s u b -  
s i d i a r y  o r  a d i v i s i o n  of the  F o r d  M o t o r  C o m p a n y ,  and  p a r t  of  the p r o d -  
u c t s  c a l l e d  f o r  in  t ha t  c o n t r a c t  a r e  s u b c o n t r a c t e d  by y o u  to o t h e r  s u b -  
s i d i a r i e s  of  the  F o r d  M o t o r  C o m p a n y ,  w h a t  i s  y o u r  r e a c t i o n  to the  
G o v e r n m e n t  e i t h e r  e l i m i n a t i n g  c o m p l e t e l y  a n y  a d d i t i o n a l  p r o f i t  by y o u r  
s u b s i d i a r y  o v e r  the p r o f i t  m a d e  by the o t h e r  s u b s i d i a r y  on the p a r t s  t h e y  
f u r n i s h ,  o r  s e g r e g a t i n g  tha t  s e c t i o n  ou t  f o r  a m u c h  r e d u c e d  r a t e ?  

MR.  GUINN: W e l l ,  t h a t  i s  e x a c t l y  w h a t  h a p p e n s .  We d o n ' t  g e t  bu t  
one  p r o f i t  on the  w o r k  done  by o u r  s u b s i d i a r y  o r  o t h e r  d i v i s i o n  of o u r  
c o m p a n y .  And  s i n c e  i t  i s  a n o n c o m m e r c i a l  p r o d u c t ,  I d o n ' t  t a k e  a n y  
r e a l  i s s u e  w i t h  t ha t .  I f e e l  we a r e  g e t t i n g  a f a i r  s h a k e .  We a r e  g e t t i n g  
a p r o f i t  on w h a t  o u r  s u b s i d i a r y ,  a s  y o u  e x p r e s s  i t ,  d o e s .  We a r e  a l s o  
g e t t i n g  a p r o f i t  on  o u r  own  c o s t  f o r  h a n d l i n g  o u r  e n t i r e  s u b c o n t r a c t i n g  
p r o g r a m ,  i n c l u d i n g  t h a t  one .  So I f e e l  tha t  the c o m p a n y  i s  g e t t i n g  the  
p r o f i t  i t  d e s e r v e s .  I d o n ' t  f e e l  tha t  we  a r e  b e i n g  t a k e n  t h e r e .  My  p e r -  
s o n a l  o p i n i o n  i s  t h a t  we  d o n ' t  n e e d  two p r o f i t s  t h e r e .  

Now,  I ' l l  s a y  th i s :  If we  w e r e  to buy  a c o m p e t i t i v e ,  a s t a n d a r d ,  
a r t i c l e  o r  s o m e t h i n g  tha t  i s  s o l d  in  c o m p e t i t i o n ,  I t h ink  m y  f e e l i n g  w o u l d  
be t h a t  we  o u g h t  to be a l l o w e d  to pu t  tha t  in to  o u r  G o v e r n m e n t  c o n t r a c t  
a t  the  n o r m a l  s a l e s  p r i c e  of t ha t  s t a n d a r d  a r t i c l e .  The  p r o f i t  r a t e  on  
t h a t  m i g h t  be 20 p e r c e n t ,  w h e r e  we  a r e  on ly  m a k i n g  7, 8, 10, o r  w h a t -  
e v e r  we  a r e  m a k i n g ,  on o u r  own.  I wou ld  a r g u e  p r e t t y  s t r o n g l y  t h a t  we  
s h o u l d  be a l l o w e d  to k e e p  the  20 p e r c e n t  t h e r e ,  s i n c e  tha t  i s  w h a t  w e  c o u l d  
s e l l  i t  f o r  g e n e r a l l y .  B u t  on n o n s t a n d a r d  a r t i c l e s ,  a s  f a r  a s  I a m  c o n -  
c e r n e d ,  a l l  of  u s  a r e  p a r t  of  the  F o r d  M o t o r  C o m p a n y .  T h e  G o v e r n m e n t  
d i d n ' t  c o n t r a c t  w i th  the  s e v e r a l  d i v i s i o n s .  T h e y  c o n t r a c t e d  wi th  the  c o r -  

p o r a t i o n .  

Q U E S T I O N :  I a m  no t  t a l k i n g  a g a i n s t  the  F o r d  M o t o r  C o m p a n y ,  bu t  
i t  s e e m s  to m e  t h a t  l a s t  y e a r  b e f o r e  the  H e b e r t  c o m m i t t e e  s o m e  c a s e s  
c a m e  up t h a t  I t h ink  had  s o m e  r e l a t i o n  to y o u r  c o m m e n t  a b o u t  o u r  
c o n t r a c t i n g  p e o p l e .  One  of t h e m  i n v o l v e d  the  $5 m i l l i o n  t h a t  t he  

A i r  F o r c e  w a s  a c c u s e d  of no t  b e i n g  r i g h t  in  no t  t a k i n g  b a c k .  T h e  o t h e r  
i n v o l v e d  the  1 9 - p e r c e n t  p r o f i t  in  o u r  1950 c o n t r a c t .  I t  s e e m s  to m e  t h a t  
we  h a v e  b e e n  a t  a s l i g h t  d i s a d v a n t a g e  in  n e g o t i a t i n g  wi th  t h e s e  c o m p a n i e s .  
I t  a l s o  s e e m s  to m e  tha t  in  m a n y  c a s e s  we  w e r e  not  a s  f i r m  a s  we  s h o u l d  
h a v e  b e e n .  It is  not  the  f a c t  t ha t  F o r d  a c c e p t e d  the  $5 m i l l i o n ;  it 
i s  the  f a c t  t h a t  we w e r e  not  a b l e  to u s e  t h a t  m o n e y .  
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MR. GUINN: You m e a n  you  as  a s e r v i c e ,  s i n c e  i t  g o e s  b a c k  i n t o  
the  g e n e r a l  T r e a s u r y ?  

S T U D E N T :  Y e s .  

MR. GUINN: S i r ,  I a m  a f r a i d  tha t  as  a t a x p a y e r ,  if  I w e r e  w o r r i e d  
abou t  the  $5 m i l l i o n ,  I w o u l d  be m o r e  w o r r i e d  abou t  the  f a c t  tha t  i t  w a s  
t h e r e  in  the f i r s t  p l a c e  w i t h o u t  w o r r y i n g  abou t  w h i c h  s e r v i c e  go t  i t  b ack .  

C o m p a n i e s  g e n e r a l l y ,  l a r g e  c o m p a n i e s  p a r t i c u l a r l y ,  w h i c h  a r e  c o n -  
c e r n e d  a bou t  t h e i r  n a t i o n a l  r e p u t a t i o n ,  a r e  no t  i n t e r e s t e d  in  m a k i n g  
e x c e s s i v e  p r o f i t s  on  G o v e r n m e n t  b u s i n e s s .  T h e y  d o n ' t  l i ke  t h e s e  g i v e -  
b a c k  t h i n g s  o r  a n y t h i n g  e l s e .  I dea l l y ,  we l ike  to n e g o t i a t e  a p r i c e  w h i c h  
w i l l  y i e l d  a r e a s o n a b l e  p r o f i t  and  wi l l  n e v e r  o c c a s i o n  a r e f u n d .  N o b o d y  
i s  e v e r  h a p p y  abou t  a r e f u n d .  You  ge t  v e r y  l i t t l e  c r e d i t  f o r  tha t .  You  
do, h o w e v e r ,  ge t  m o r e  c r e d i t  f o r  r e f u n d i n g  i t  v o l u n t a r i l y  than  f o r  h a v i n g  
i t  t a k e n  a w a y  f r o m  you .  

C A P T A I N  S T E I G E L M A N :  M r .  Guinn ,  on b e h a l f  of the  C o m m a n d a n t ,  
the  s t u d e n t s ,  and  the  f a c u l t y  I w a n t  to thank  you  f o r  an  i n t e r e s t i n g ,  i n -  
f o r m a t i v e ,  and  f r a n k  d i s c u s s i o n .  We a r e  c e r t a i n l y  i n d e b t e d  to y o u .  
T h a n k  you  v e r y  m u c h .  

(21 J u l y  1 9 5 8 - - 4 ,  1 0 0 ) B / e n : m j s ; e k h  
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