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C U R R E N T  A S P E C T S  OF P R O C U R E M E N T  IN THE D E P A R T M E N T  OF THE ARMY 

11 J a n u a r y  196 0 

..... G E N E R A L  MUNDY: T h o s e  of you who have had any  e x p e r i e n c e  wi th  

m i l i t a r y  p r o c u r e m e n t  know tha t  i t  is  a c o m p l e x  s u b j e c t  and o f ten  a v e r y  

f r u s t r a t i n g  one .  In fact ,  I h a v e  h e a r d  it  s a id  tha t  anyone  who ge t s  h i m s e l f  

a s s o c i a t e d  wi th  m i l i t a r y  p r o c u r e m e n t  can  e x p e c t  the  a s s o r t e d  s e n s a t i o n s  

and r e a c t i o n s  of a m a n  m a k i n g  love  to  an e l e p h a n t .  

Th i s  i m p l i e s  t h r e e  t h ings ,  of c o u r s e .  In the  f i r s t  p l ace ,  i t ' s  no fun; 

in the  s e c o n d  p lace ,  you  a r e  Liable to  get  s t o m p e d  on in the  p r o c e s s ;  and 

l a s t ly ,  y o u ' v e  got to  wa i t  n ine  y e a r s  to ge t  the  r e s u l t s .  

........ But, s e r i o u s l y ,  p r o c u r e m e n t  is  a c o m p l e x  and an i n v o l v e d  s u b j e c t .  

The  C o l l e g e  i s  g r e a t l y  i n d e b t e d  to the  D e p a r t m e n t  of  the  A r m y ,  and p a r -  

t i c u l a r l y  to  the  Off ice  of the  A s s i s t a n t  S e c r e t a r y  of the  A r m y  fo r  L o g i s t i c s ,  
/ "  

at l e a s t ,  f o r  the  t h r e e  y e a r s  tha t  I have  b e e n  h e r e .  The  H o n o r a b l e  F r a n k  

Higg ins  and a p a n e l  of e x p e r t s  h a v e  c o m e  o v e r  e a c h  y e a r  and have  put on a 

r e a l l y  f ine  p r o g r a m  fo r  us .  

The  new A s s i s t a n t  S e c r e t a r y  of the  A r m y ,  the  H o n o r a b l e  C o u r t n e y  

J o h n s o n ,  is  c o n t i n u i n g  th i s  p r o g r a m  m u c h  to our  t h a n k s .  

Mr .  S e c r e t a r y ,  the  c l a s s  has  a l r e a d y  b e e n  g i v e n  y o u r  b i o g r a p h y .  It 

is  a r e a l  p l e a s u r e  to  w e l c o m e  you h e r e .  

G e n t l e m e n ,  i t  is  a p l e a s u r e  to  p r e s e n t  to  you the  H o n o r a b l e  C o u r t n e y  

J o h n s o n ,  the  A s s i s t a n t  S e c r e t a r y  of t he  A r m y  fo r  L o g i s t i c s .  



S E C R E T A R Y  JOHNSON: Good m o r n i n g ,  G e n t l e m e n .  G e n e r a l  Mundy,  

G e n e r a l  H o u s e m a n ,  M e m b e r s  of the  Staff  and F a c u l t y ,  and the  S tuden t s  of 

t h i s  C l a s s ,  and G u e s t s :  Th i s  is  a g r e a t  p l e a s u r e .  What  G e n e r a l  Mundy 

d i d n ' t  t e l l  you is  tha t  I h a v e  a p p e a r e d  h e r e  b e f o r e ,  but in an e n t i r e l y  d i f -  

f e r e n t  c a p a c i t y ,  c o m i n g  in  f r o m  i n d u s t r y  to l e c t u r e  o r  to  g ive  an  a d d r e s s ,  

o r  w h a t e v e r  you m i g h t  c a l l  i t .  I t h i n k  the  l a s t  t i m e  I did tha t ,  out  of 2 o r  3 

t i m e s ,  was  10 y e a r s  ago,  so  I now f ind I am on a r e g u l a r  s c h e d u l e - - I  

a p p e a r  once  e v e r y  10 y e a r s .  

S ince  th i s  is  a p a r t  of o u r  l o g i s t i c s  a s s i g n m e n t ,  I t h ink  I m i g h t  s a y  a 

w o r d  to s t a r t  w i th  about  l o g i s t i c s .  L a s t  f a l l  I was  o v e r  in Eng land ,  and a 

v e r y  good f r i e n d  of m i n e ,  L e o n a r d  Shor t ,  and I w e r e  t r a v e l i n g  t o g e t h e r .  

He is  an E n g l i s h m a n ,  a h i g h l y  e d u c a t e d  E n g L i s h m a n .  In the  c o u r s e  of ou r  

c o n v e r s a t i o n ,  he  sa id ,  "You know, I am v e r y  m u c h  p u z z l e d  about  t h i s  

w o r d ,  " • 
l o g i s t i c s ,  " tha t  you u s e .  I would  a s s u m e  tha t  i t  i s  c o n n e c t e d  wi th  

l og i c .  " I sa id ,  " L e o n a r d ,  you d o n ' t  have  to a s s u m e  tha t  at  a l l .  " 

A c t u a l l y ,  I de f ine  l o g i s t i c s  as the  a s s i g n m e n t  to  a r m ,  equip ,  and supp ly  

the  A r m y ,  o r  the  Navy o r  the  A i r  F o r c ~  but  I have  a b e t t e r  d e f i n i t i o n  than  

tha t .  It c a m e  f r o m  Lt .  G e n e r a l  Sink, who is  the  C o m m a n d i n g  G e n e r a l  of 

t he  18th A i r b o r n e  Corps ,  the  Straco G e n e r a l  Sink has  a n 0 v e l w a y  of 

e x p r e s s i n g  h i m s e l f .  Many  of you p r o b a b l y  know h i m .  He u s e s  th i s  way 

w h e n e v e r  he wan t s  to e m p h a s i z e  s o m e t h i n g .  L a s t  s p r i n g  I was  in Ch i cago  

f r o m  
wi th  h im,  and we w e r e  t a l k i n g  to a g r o u p  of O r d n a n c e  o f f i c e r s , / a l l  o v e r  the  

w o r l d ,  and G e n e r a l  Sink was  m a k i n g  the  point  tha t  i t  was  v e r y  i m p o r t a n t  



t ha t  t h e y  c a r r y  out  t h e i r  d u t i e s  b e c a u s e  i t  was  on t h e m  tha t  the  A i r b o r n e  

C o r p s  d e p e n d e d  f o r  the  a r m s  and s u p p l i e s  t ha t  m a d e  t h e m  e f f e c t i v e .  And 

he  s a i d ,  "You  know,  a s o l d i e r  t ha t  a i n ' t  got no gun a i n ' t  do in  t so  good .  " 

G e n t l e m e n ,  t ha t  is  the  b e s t  d e f i n i t i o n  of l o g i s t i c s  t ha t  I know,  and p r o c u r e -  

m e n t  is a p a r t  of l o g i s t i c s .  

Our  p l an  t h i s  m o r n i n g  w i l l  not  i n c l u d e  any  t ype  of a f o r m a l  a d d r e s s  

f r o m  m e .  I wou ld  l ike  to t e l l  you  wha t  we  p r o p o s e  to  do.  We h a v e  d i v i d e d  

t h i s  s u b j e c t  of p r o c u r e m e n t  in to  e igh t  s e c t i o n s .  To i n t r o d u c e  e a c h  s e c t i o n  

we  w i l l  a s k  a p r e p a r e d  q u e s t i o n ;  we  w i l l  a s k  i t  of o u r s e l v e s .  I wan t  to a s s u r e  

you  t ha t  on t h e s e  p r e p a r e d  q u e s t i o n s  we h a v e  b e e n  c o a c h e d  in a d v a n c e .  

Tha t  w i l l  s e r v e  in e a c h  c a s e  to i n t r o d u c e  the  s u b j e c t .  T h e n  we would  l ike  

to h a v e  q u e s t i o n s  f r o m  the  a u d i e n c e  on t ha t  s u b j e c t .  

I w i l l  t r y  to k e e p  to the  t i m e  s c h e d u l e .  We h a v e  d i v i d e d  it and w i l l  t r y  

to  m a k e  it ho ld  s o  tha t  we  c a n  ge t  t h r o u g h  w h e n  we a r e  e x p e c t e d  to .  

At the  s t a r t  I wou ld  l ike  to i n t r o d u c e  e a c h  m e m b e r  of the  pane l ,  and,  

a f t e r  I h a v e  i n t r o d u c e d  e a c h  m e m b e r ,  I would  l ike  h i m  to c o m e  up and t ake  

h i s  p l a c e  at  t he  t a b l e .  

We f i r s t  h a v e  B r i g a d i e r  G e n e r a l  S t e p h e n  R.  H a n m e r .  G e n e r a l  H a n m e r ,  

a f t e r  g r a d u a t i n g  f r o m  the  M i l i t a r y  A c a d e m y ,  took  a M a s t e r  of S c i e n c e  d e g r e e  

at  C o r n e l l  U n i v e r s i t y .  He is  a g r a d u a t e  of the  E n g i n e e r i n g  S c h o o l  of the  A r m e d  

F o r c e s  Staff  C o l l e g e  and  of the  I n d u s t r i a l  C o l l e g e  of the  A r m e d  F o r c e s .  He 

is  one  of the  g r a d u a t e s  of t h i s  o r g a n i z a t i o n .  He has  had  m a n y  p o s i t i o n s  of 

g r e a t  r e s p o n s i b i l i t y - - D i s t r i c t  E n g i n e e r ,  A s s i s t a n t  to  t he  Ch ie f  of E n g i n e e r s  
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f o r  w a r  P l a n n i n g ,  a s s i g n m e n t  to  the  D e p a r t m e n t  of A r m y ,  G e n e r a l  Staff, 

and to the  S u p r e m e  H e a d q u a r t e r s ,  A l l i e d  P o w e r s  in E u r o p e ;  and at p r e s e n t  

he  is  Deputy  Chief  of E n g i n e e r s  f o r  M i l i t a r y  O p e r a t i o n s .  G e n e r a l  H a n m e r .  

Next  I would  l ike  to  i n t r o d u c e  C o l o n e l  Wi l l i am  H. G u r n e e ,  J r .  C o l o n e l  

G u r n e e  is  a g r a d u a t e  of the  M i l i t a r y  A c a d e m y .  He has  an M. A.  f r o m  the  

G r a d u a t e  Schoo l  of B u s i n e s s  A d m i n i s t r a t i o n  at H a r v a r d  U n i v e r s i t y .  He has  

a t t e n d e d  the  I n d u s t r i a l  C o l l e g e  of the  A r m e d  F o r c e s  and a n u m b e r  of o t h e r  

of the  s e r v i c e  s c h o o l s  wh ich  I w o n ' t  de t a i l .  He has  he ld  v a r i o u s  i m p o r t a n t  

p o s i t i o n s  in  the  Q u a r t e r m a s t e r  C o r p s .  He s e r v e d  on the  s t a f f  of the  U n d e r  

S e c r e t a r y  of the  A r m y  as Chie f  of the  P u r c h a s i n g  Sec t ion ,  s e v e r a l  y e a r s  

ago,  and s u b s e q u e n t l y  b e c a m e  Chief  of the  P r g c u r e m e n t  D i v i s i o n  of t he  

Off ice  of the  A s s i s t a n t  S e c r e t a r y  of the  A r m y  for  L o g i s t i c s ,  m y  of f ice ,  

s e v e r a l  y e a r s  ago.  At the  p r e s e n t  t i m e  he has  r e t u r n e d  to m y  of f i ce  as 

E x e c u t i v e  Of f i c e r  f o r  the  o f f i ce .  

• Next  I 'd l ike  to i n t r o d u c e  Mr .  

C o l o n e l  G u r n e e .  

A l b e r t  C. L a z u r e .  Mr .  L a z u r e  g r a d u a t e d  

f r o m  the  U n i v e r s i t y  of New H a m p s h i r e  and took  a law d e g r e e  f r o m  G e o r g e t o w n .  

He s e r v e d  in  the  A r m e d  F o r c e s  and r o s e  to the  r a n k  of L i e u t e n a n t  C o l o n e l  

in  the  O r d n a n c e  Corps  d u r i n g  Wor ld  War  II. He has  had e x p e r i e n c e  in the  

t e a c h i n g  p r o f e s s i o n ,  in  l e g a l  and a u d i t i v e  a c t i v i t i e s  in the  G e n e r a l  A c c o u n t -  

i ng  Off ice ,  and in a g r e a t  d e a l  of c o n t r a c t i n g  c l a i m s  w o r k .  At the  p r e s e m t  

t i m e  Mr .  L a z u r e  ho lds  t he  i m p o r t a n t  p o s i t i o n  of G e n e r a l  C o u n s e l  of the  O r d -  

n a n c e  C o r p s ,  and,  of c o u r s e ,  

m e n t  a c t i v i t i e s  in tha t  C o r p s .  

in this position is deeply involved in all procure- 

He subsequently has risen to the rank of Colonel 
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in  the  Uni ted  S t a t e s  A r m y  R e s e r v e  C o r p s .  Mr .  L a z u r e .  

F i n a l l y ,  I 'd l ike  to  i n t r o d u c e  L i e u t e n a n t  Co lone l  J a c k  C. Knox, who 

g r a d u a t e d  f r o m  T e x a s  A and M C o l l e g e  in 1938. He has  a t t e n d e d  the  

C o m m a n d  and G e n e r a l  Staff  C o l l e g e  and the  A r m e d  F o r c e s  Staff  C o l l e g e .  

His  du t i e s  have  i n c l u d e d  f i e ld  a r t i l l e r y  a s s i g n m e n t s  and v a r i o u s  p o s i t i o n s  

in the  T r a n s p o r t a t i o n  C o r p s .  He was  r e c e n t l y  in the  Off ice  of the  Deputy  

Chie f  of Staff  fo r  L o g i s t i c s ,  D e p a r t m e n t  of the  A r m y ,  and s i n c e  May he  has  

s e r v e d  as m y  m i l i t a r y  a s s i s t a n t  in  the  Off ice  of the  A s s i s t a n t  S e c r e t a r y  of 

the  A r m y  fo r  L o g i s t i c s .  C o l o n e l  Knox wi l l  p o s e  the  q u e s t i o n s  fo r  us .  

I want  to m e n t i o n  b e f o r e  p r o c e e d i n g  f u r t h e r ,  g e n t l e m e n ,  tha t  I am v e r y  

glad tha t  I f ind in  th¢ s u d ~  L i e u t e n a n t  C o l o n e l  C l a r e n c e  Davis ,  who, un t i l  

qu i t e  r e c e n t l y ,  in fac t  un t i l  he  c a m e  o v e r  h e r e ,  was  D i r e c t o r  of t he  R e q u i r e -  

m e n t s  and P l a n n i n g  D i v i s i o n  in  m y  o f f i ce .  I am d e l i g h t e d ,  knowing  h im as 

w e l l  as  I do, tha t  he can  be h e r e  in t h i s  c l a s s  t h i s  m o r n i n g .  

I am go ing  to  a s k  C o l o n e l  Knox to pose  the  f i r s t  q u e s t i o n .  

C O L O N E L  KNOX: The  f i r s t  g e n e r a l  s u b j e c t  is  M e t h o d s  of A r m y  P r o -  

c u r e m e n t .  The  q u e s t i o n  u n d e r  tha t  i s :  F o r  d e f i n i t i o n  p u r p o s e s ,  what  do 

you m e a n  by " a d v e r t i s e d  b i d d i n g "  and " n e g o t i a t e d  p r o c u r e m e n t ,  " and u n d e r  

what  c o n d i t i o n s  a r e  e a c h  u s e d  ? 

S E C R E T A R Y  JOHNSON: I t h ink  I ' l l  s t a r t  off on tha t  m y s e l f .  A d v e r t i s e d  

b i d d i n g  is  b i d d i n g  on w h i c h  you have  a l l  the  s p e c i f i c a t i o n s  and can  d e s c r i b e  

t h o r o u g h l y  a l l  f a c t o r s  in r e g a r d  to  p r o c u r e m e n t  so  tha t  t h e y  can  be r e s p o n d e d  

to in w r i t i n g  and in a s e a l e d  b id .  In th i s  c a s e  the  d e t e r m i n i n g  f a c t o r ,  p r o v i d i n g  
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t he  bid is  r e s p o n s i v e  to the  i n v i t a t i o n ,  i s  t he  p r i c e .  When the  b ids  a r e  

opened ,  the  b i d d e r  wi th  the  low p r i c e  ge t s  the  bid,  as  I say ,  i f  it  is  r e s p o n -  

s i v e  to a l l  the  f a c t o r s  in the  i n v i t a t i o n .  

N e g o t i a t e d  p r o c u r e m e n t  is p r o c u r e m e n t  w h e r e  an i n v i t a t i o n  fo r  a p r o -  

p o s a l  is  r e c e i v e d  e i t h e r  f r o m  a s o l e  s o u r c e  o r  f r o m  m u l t i p l e  s o u r c e s ,  and,  

a f t e r  the  p r o p o s a l s  have  b e e n  m a d e ,  t h e r e  is  f u r t h e r  d i s c u s s i o n  in r e g a r d  to 

t h o s e  p r o p o s a l s  b e t w e e n  the  c o n t r a c t i n g  o f f i c e r  and the  f i r m s  tha t  a r e  b i d d i n g .  

Th i s  is  done  in the  c a s e s  w h e r e  s p e c i f i c a t i o n s  canno t  be  c o m p l e t e  a n d / o r  

w h e r e  the  d i s c u s s i o n  as  to  f a c i l i t i e s ,  c a p a b i l i t i e s ,  e x p e r i e n c e ,  p e r s o n e l l  

tha t  a r e  o f f e r e d  fo r  the  p a r t i c u l a r  func t ion ,  and o t h e r  f a c t o r s  tha t  c o m e  up 

m u s t  be d i s c u s s e d ,  s i n c e  t h e y  wi l l  be d i f f e r e n t  f o r  t he  d i f f e r e n t  c o m p a n i e s .  

This  is  a v e r y  s h o r t  d e f i n i t i o n .  T h e r e  is  one t h i n g  about  n e g o t i a t e d  p r o -  

c u r e m e n t  tha t  I want  to  m e n t i o n ,  w h i c h  is  tha t  t h e r e  is a v e r y  m a t e r i a l  d i f -  

f e r e n c e  b e t w e e n  s o l e - s o u r c e  n e g o t i a t i o n  and c o m p e t i t i v e  n e g o t i a t i o n .  I hope  

tha t  y o u r  q u e s t i o n s  w i l l  b r i n g  out tha t  d i f f e r e n c e .  

I wou ld  l ike  to  h a v e  c h a r t  one,  p l e a s e .  (Cha r t  | )  

Th i s  is a v e r y  s i m p l e  c h a r t ,  s i m p l y  to s h o w  you what  the  r e l a t i o n s h i p  

i s  b e t w e e n  n e g o t i a t e d  p r o c u r e m e n t - - t h e  n u m b e r  of a c t i o n s  in d o l l a r  v a l u e - -  

and f o r m a l  a d v e r t i s i n g .  As you s e e ,  in n e g o t i a t e d ,  

a c t i o n s  and in f o r m a l  a d v e r t i s i n g  we have  100, 000. 

we have 2, 100, 000 

In dollar value, negotiated 

procurement is $4. 1 billion, and formal advertising is $i.  3 billion. 

With that very brief background, we will be glad to have your questions 

with regard to this part of the program, if someone would like to start it off. 



QUESTION: M r .  S e c r e t a r y ,  a r e  t h e r e  any  g r o u n d  r u l e s  ? Wi l l  you  

a l w a y s  u s e  n e g o t i a t i o n  in  o v e r s e a s  c o n t r a c t s  and in o t h e r  i n s t a n c e s  w h e r e  

you  have  to  u s e  f o r m a l  a d v e r t i s i n g  h e r e  in the  Uni t ed  S t a t e s  ? 

SECRETARY JOHNSON: No, s i r ,  t h e r e  a r e  no s u c h  g r o u n d  r u l e s .  

I m i g h t  s a y  tha t  we u s e  n e g o t i a t e d  b i d d i n g  as  l i t t l e  as  we  can ,  in  s p i t e  of 

the  f ac t  t ha t  you  s e e  up h e r e  a t r e m e n d o u s  p r e d o m i n a n c e  of n e g o t i a t e d  b id -  

d ing .  One r e a s o n  f o r  the  v e r y  l a r g e  n u m b e r  of t r a n s a c t i o n s  of n e g o t i a t e d  

b i d d i n g  is  t ha t  b ids  f o r  s u c h  i t e m s  as  s u b s i s t e n c e ,  food,  o r  c l o t h i n g  and 

t e x t i l e s  h a v e  to  be  n e g o t i a t e d .  

in  the  c a s e  of food spo t  b u y i n g .  

f o r m a l  bid and get  the  a n s w e r  in  t i m e  to c a t c h  the  m a r k e t ,  

So t ha t  t h e r e  is  an  e n o r m o u s  n u m b e r  of t h o s e .  

In o t h e r  w o r d s ,  it  is  wha t  you  m i g h t  c a l l  

T h e r e  is  no way  tha t  you  c a n  s e n d  out  a 

you  m i g h t  s a y .  

Another reason is that a tremendous number of the transactions are 

at posts, camps, and stations, and are small transactions--purchases from 

the hardware store, or from local business, and so forth. Those are to take 

care of the immediate needs of maintenance and otherwise, and those are 

negotiated bids. To go through the whole process of formal advertising 

for these procurements, which fall below $2500, probably would cost more, 

to go through the process of formal action, than it does on the average to 

buy what you are trying to get. So you get this very large number of trans- 

actions. 

There is no difference in that respect between Europe and the United States 

that I know of. Do you know of any difference, Bill? 
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C O L O N E L  G U R N E E :  No, wi th  the  e x c e p t i o n  tha t  we  do a g r e a t  d e a l  

of n e g o t i a t i o n  o v e r s e a s  b e c a u s e  of t he  p e c u l i a r  l a w s ,  t ha t  a r e  p e c u l i a r  to  

the  c o u n t r y  in  w h i c h  we a r e  do ing  o u r  n e g o t i a t i o n .  I d o n ' t  b e l i e v e  t ha t  in 

a n y  c o u n t r y  o v e r s e a s  you  f ind  tha t  you  c a n  e n t e r  in to  f p r r n a l  a d v e r t i s e d  

c o n t r a c t s  of a l a r g e  n a t u r e ,  s i m p l y  b e c a u s e  you  h a v e  to  o b s e r v e  the  l aws  

of the  l a n d .  In m a n y  c a s e s  you  h a v e  p e c u l i a r i t i e s  on p a t e n t s ,  and  a l l  the  

r e s t  of i t .  As a r e s u l t  you  w i l l  f ind tha t  o t h e r  t h a n  c o m m e r c i a l ,  o f f - t h e -  

s h e l f  t ype  i t e m s ,  o v e r s e a s  we a r e  p r e d o m i n a n t l y  n e g o t i a t i n g ,  f o r  tha t  

r e a s o n .  

I m i g h t  add  to  wha t  you  s a i d ,  M r .  S e c r e t a r y .  One of the  l a r g e  i t e m s  

of n e g o t i a t i o n  in th i s  c o u n t r y  is the  s m a l l  p u r c h a s e .  L a s t  y e a r  s m a l l  p u r -  

c h a s e s  a c c o u n t e d  f o r  89 p e r c e n t  of a l l  t he  a c t i o n s ,  and y e t  t h e y  a c c o u n t e d  

f o r  on ly  5 p e r c e n t  of t h e  d o l l a r  v a l u e .  

QUESTION:  S i r ,  a r e  any  of y o u r  a d v e r t i s e d  b i d d i n g  c o n t r a c t s  s u b j e c t  

to  r e n e g o t i a t i o n  l aws  ? 

S E C R E T A R Y  JOHNSON:  No, I t h i n k  the  a n s w e r  to t ha t  i s  no .  T r y  

tha t ,  Al. 

MR, L A Z U R E :  I would  s a y  tha t  t h e y  a l l  a r e ,  b e c a u s e  the  r e n e g o t i a t i o n  

t aws  a r e  not  r e n e g o t i a t i o n  by  c o n t r a c t .  A r e n e g o t i a t e d  c o n t r a c t  w a s  e n t i r e  

d e f e n s e  b u s i n e s s .  To t h a t  e x t e n t ,  d e f e n s e  b u s i n e s s  would  be in the  f o r m  of 

bo th  a d v e r t i s e d  and n e g o t i a t e d  c o n t r a c t s .  R e n e g o t i a t i o n ,  to  m a k e  it  s h o r t ,  

i t  not  c o n t r a c t .  It is  d e f e n s e  b u s i n e s s .  

S E C R E T A R Y  JOHNSON: Al,  would  tha t  be  t r u e  on, f o r  i n s t a n c e ,  



a d v e r t i s e d  c o n t r a c t s  f o r  a s p e c i f i c  i t e m ,  on w h i c h  t h e r e  is  no b i d d e r  who 

has  o t h e r  t y p e s  of b u s i n e s s  ? Would t h e y  be r e n e g o t i a t e d ?  

MR. L A Z U R E :  If the  c o n t r a c t  f e l l  o v e r  the  s t a t u t o r y  a m o u n t  c a l l e d  fo r  

as  r e n e g o t i a t i o n .  

S E C R E T A R Y  JOHNSON: I s e e .  I t ' s  a q u e s t i o n  of s i z e .  

QUESTION:  Sir ,  is  y o u r  t a r g e t  fo r  a h igh  p e r c e n t  of p r o c u r e m e n t  by 

f o r m a l  a d v e r t i s i n g  m o r e  b e c a u s e  of r e q u i r e m e n t s  of law o r  b e c a u s e  of 

good b u s i n e s s  p r a c t i c e  ? 

S E C R E T A R Y  JOHNSON: I ' l l  a n s w e r  the  l a s t  p h r a s e  tha t  you u sed ,  f i r s t .  

As f a r  as  I know,  in a l i f e t i m e  in b u s i n e s s ,  I have  n e v e r  s e e n  a d v e r t i s e d  

p r o c u r e m e n t s  in  the  a u t o m o t i v e  i n d u s t r y .  T h e r e  i s n ' t  any  s u c h  th ing .  T h e r e  

i s  a r e q u e s t  f o r  quo t a t i ons ,  but  t h e y  a r e  a l w a y s  s u b j e c t  to n e g o t i a t i o n  a f t e r  

the  p r i c e  is  s e n t  in.  The  v e r y  f o r m a l  m e t h o d  of the  a d v e r t i s e d  p r o c u r e m e n t  

is  a g o v e r n m e n t  d e v i c e .  

Now, i t ' s  d e s i r a b l e  to C o n g r e s ~  and i t ' s  d e s i r a b l e  to  the  A r m y  and the  

I t ' s  
Navy and the  A i r  F o r c e ,  a l so ,  w h e r e  it  i s  p o s s i b l e ,  to do i t .  l~amuch 

s i m p l e r  p r o c e s s ,  as  f a r  as the  c o n t r a c t i n g  o f f i c e r  is  c o n c e r n e d ,  than  n e g o -  

t i a t e d  p r o c u r e m e n t .  We l ike  to  do it w h e r e v e r  we p o s s i b l y  can .  

G E N E R A L  HAMNER:  Could I v o l u n t e e r  s o m e t h i n g ?  

S E C R E T A R Y  JOHNSON: C e r t a i n l y .  

G E N E R A L  I~A~I:NER: The  S e c r e t a r y  he ld  a Htt le  ba i t  in h is  o p e n i n g  

s t a t e m e n t .  No one has  p i c k e d  it up. Maybe  I c an  ge t  in  a p lug  fo r  one  of 

h i s  m o s t  s a c r e d  p r i n c i p l e s ,  h e r e .  T h e r e  is  a w i d e s p r e a d  and p o p u l a r  
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r n i n u n d e r s t a n d i n g  in s o m e  p a r t s  of  C o n g r e s s  and the pub l i c  t ha t  a 

f o r m a l  a d v e r t i s e d  bid ge t s  c o m p e t i t i o n  and a n e g o t i a t i o n  d o e s n ' t  get  c o m -  

p e t i t i o n .  T h e r e  is  n o t h i n g  f u r t h e r  f r o m  the  t r u t h .  F o r  e x a m  ple~ , in  the  

h e a r i n g s  of  a s u b c o m m i t t e e  of the  A r m e d  S e r v i c e s  C o m m i t t e e  l a s t  y e a r  

in  the  a p p r o p r i a t i o n s  h e a r i n g s ,  t h i s  q u e s t i o n  was  p o s e d :  H e r e  a r e  s o m e  

s t a t i s t i c s  t ha t  a r e  g iven ,  t ha t  a b o u t  85 p e r c e n t  of c o n t r a c t s  a r e  l i s t e d  as  

n e g o t i a t e d  wi th  a s o l e  s o u r c e .  What  p a r t  of t ha t  85 p e r c e n t  i n v o l v e d  c o m -  

p e t i t i o n ?  Wel l ,  i t  t ook  a h e l l  of a lot  of e x a m i n i n g  of s t a t i s t i c s  to c o m e  out  

wi th  an a n s w e r .  When t h e y  got to the  b o t t o m ,  t h e y  found tha t ,  out  of a 

m a j o r i t y  of n e g o t i a t e d  a c t i o n s  of a l l  t h r e e  s e r v i c e s ,  abou t  89 p e r c e n t  of 

t h e s e  s o - c a l l e d  n e g o t i a t e d - w i t h - o n e - s o u r c e  A i r  F o r c e  c o n t r a c t s  f l o w e d  

f r o m  o r  f o l l o w e d  d i r e c t l y  on the  h e e l s  of a c o m p e t i t i v e  s i t u a t i o n .  In the  

Navy  it was  70 p e r c e n t  and in  the  A r m y  it  w a s  93 p e r c e n t .  

So I s t r e s s ,  and I b e l i e v e  the  S e c r e t a r y  w i l l  s e c o n d  t h i s ,  as  he  a l w a y s  

d o e s  w h e n  the  o c c a s i o n  a r i s e s ,  t ha t  you  don ' t  be  m i s l e d  in t h i n k i n g  tha t  

a d v e r t i s e d  f o r m a l  c o n t r a c t i n g  is  the  on ly  c o m p e t i t i v e  s i t u a t i o n .  A g r e a t  

m a j o r i t y  of n e g o t i a t e d  c o n t r a c t s  h a v e  good c o m p e t i t i o n .  

SECRETARY JOHNSON: I would  go f u r t h e r  t h a n  t ha t  and s a y  tha t  

y o u r  c o m p e t i t i v e  n e g o t i a t i o n  is  a v e r y  m u c h  m o r e  s e v e r e  f o r m  of c o m p e -  

t i t i o n  t h a n  the  c o m p e t i t i o n  u n d e r  an  a d v e r t i s e d  bid,  b e c a u s e ,  in a c o m p e t i -  

t i v e  n e g o t i a t i o n ,  e a c h  c o m p a n y  had  to  c o m e  b a c k  and j u s t i f y  i t s  p r i c e  by 

an  e x a m i n a t i o n  of i t s  c o s t s ,  and  it h a s  to  j u s t i f y  i t s  p o s i t i o n  as  a c o m p a n y ,  

the  p e r s o n n e l  who a r e  go ing  to w o r k  on the  c o n t r a c t ,  i t s  p a s t  e x p e r i e n c e ,  
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its facilities, its equipment, and everything that has to do with the bid. 

It is most thoroughly examined. General speaking, the bidders on nego- 

tiated procurement change their bids during negotiation, downward, of 

course. Finally, the bidder who gets it generally gets it at a considerably 

lower price than he originally bid. 

That is the type of purchasing that goes on in industry, and it is a very 

severe form of competition. I'd be glad to have any questions on this subject, 

because I think it is vital to our whole procurement position. 

QUESTION: Sir, These negotiated proceedings that you are talking 

about seem to vary from service to service. You mean you take the low 

competitive proposal and negotiate with that man, and only that man? Or 

do you do what I think in the industry is called "shopj " where you conduct 

simultaneous negotiations with 2 or 3 people ? 

SECRETARUfJOHNSON: I am very glad you asked that question. I 

can't answer as to policies with respect to the other services, but I know 

what our policy is, and I feel very strongly about it. If you start on a nego- 

tiated procurement, you are under obligation to negotiate with everybody 

who makes a proposal. Even if your negotiation consists of asking them 

if they want to change their proposal, that's negotiation, if their proposal 

is very high. Nevertheless, they should have the opportunity to negotiate. 

This is announced as a negotiated procurement. If they put in a proposal and 

are simply passed by and no one negotiates with them, they have a very real 

cause for complaint. And I might say they generally make the complaint, too. 
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On the  o t h e r  hand,  t h e y  m a y  have  no o p p o r t u n i t y - - t h e y  m a y  be c l e a r  out 

of the  b a l l  p a r k - - b u t  t h e y  m u s t  h a v e  the  c h a n c e  to  e n t e r  in to  a n e g o t i a t i o n .  

GENERAL HOUSEMAN: I o r d i n a r i l y  d o n ' t  a s k  q u e s t i o n s ,  but I w o n d e r e d  

if we get  t he  d i s t i n c t i o n  b e t w e e n  the  l o w e s t  b i d d e r  and the  l o w e s t  r e s p o n s i b l e  

b i d d e r .  Does  tha t  word ,  " r e s p o n s i b l e ,  " e v e r  e n t e r  in to  i t ?  Or, in fac t ,  

do you g ive  e v e r y  m a n  who e n t e r s  a bid the  i l l u s i o n  tha t  he is  b e i n g  c o n s i d -  

e r e d ,  e v e n  t hough  he  is  n o t h i n g  but a m a n  who has  c o l l e c t e d  2 o r  3 p e o p l e  

and is  o p e r a t i n g  u n d e r  a l o s s  m a k i n g  ha t s ,  o r  s o m e t h i n g ?  

SECRETARY JOHNSON: G e n e r a l  H o u s e m a n ,  I t h ink  y o u ' v e  got two  

t e r m s  h e r e .  You s a i d :  Is he  r e s p o n s i b l e ?  T h e r e  is  a l s o  the  q u e s t i o n :  Is 

he  r e s p o n s i v e  ? In o t h e r  w o r d s ,  d o e s  he,  in  h i s  p r o p o s a l ,  to be r e s p o n s i v e ,  

a n s w e r  a l l  of the  r e q u i r e m e n t s  of the  i n v i t a t i o n  fo r  a p roposa lS '  R e s p o n s i b i l i t y  

i s  a d i f f e r e n t  t h ing .  C e r t a i n l y  he  m u s t  be  r e s p o n s i b l e .  T h e r e  is  a v e r y  s e v e r e  

o b l i g a t i o n  on the  c o n t r a c t i n g  o f f i c e r  tha t  he get  a b i d d e r  who is  r e s p o n s i b l e ,  

f i n a n c i a l l y ,  in  e x p e r i e n c e ,  e q u i p m e n t ,  f a c i l i t i e s ,  m a n a g e m e n t ,  and e v e r y  

o t h e r  way.  Tha t  is  c e r t a i n l y  one of the  m o s t  i m p o r t a n t  f a c t o r s  in  a n e g o t i a t e d  

p r o c u r e m e n t .  It is  a f a c t o r  a l s o  in  the  a d v e r t i s e d  p r o c u r e m e n t .  But in the  

n e g o t i a t i o n  you have  a c h a n c e  to  i n v e s t i g a t e  m o r e  t h o r o u g h l y  the  r e s p o n s i b i l i t y  

of the  c o m p a n y .  

QUESTION: Sir ,  wha t  a r e  the  p r e s e n t  D e p a r t m e n t  of the  A r m y  g r o u n d  

r u l e s ,  o r  r e g u l a t i o n s ,  if you ca l l  t h e m  such ,  r e g a r d i n g  the  p r o c u r e m e n t  of 

p r e f e r r e d  m a k e s - - i n  o t h e r  w o r d s ,  f r o m  a m a n u f a c t u r e r ,  to c o n t i n u e  f l e e t  

buy ing  o r  s o m e t h i n g  of t h i s  s o r t ,  in  n e g o t i a t i o n s  ? 
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S E C R E T A R Y  JOHNSON: Le t  m e  b r i e f l y  t r y  tha t ,  and t h e n  I am 

go ing  to p a s s  the  buck.  In m y  op in ion ,  to  u se  y o u r  t e r m i n o l o g y ,  we do 

not  p l a c e  b u s i n e s s  on the  b a s i s  of p r e f e r r e d  m a k e s .  We m a y  p l a c e  b u s i n e s s  

b e c a u s e  t h e r e  is  on ly  one p l ace  tha t  we can  ge t  t he  i t e m  tha t  we want .  That  

o c c a s i o n a l l y  h a p p e n s ,  and t h a t ' s  w h e r e  we get  a s o l e - s o u r c e ,  n e g o t i a t e d  

p r o c u r e m e n t .  We avo id  tha t  w h e r e v e r  we p o s s i b l y  can .  We a r e  d e v o t e d  to 

the  i d e a  tha t  we m u s t  have  c o m p e t i t i o n .  F o r  the  c o n t r a c t i n g  o f f i c e r ,  f o r  

i n s t a n c e ,  to look  o v e r  the  f i e ld  and say ,  "I  p r e f e r  t h i s  c o m p a n y  and t h i s  

p r o d u c t ;  we wi l l  t h e r e f o r e  p l a c e  t he  b u s i n e s s  t h e r e ,  " we do not  do tha t .  

In fact ,  we g u a r d  a g a i n s t  i t  m o s t  c a r e f u l l y .  

Have  you a n y t h i n g  to add to  that ,  B i l l ?  

C O L O N E L  GURNEE:  In the  c o m m e r c i a l  type  of i t e m  we do have  a 

p r o g r a m  tha t  wi l t  l ead  t o w a r d  tha t .  Tha t  i s  in  the  s t a n d a r d i z a t i o n  p r o g r a m ,  

w h e r e  we wi l l  l i m i t  n e g o t i a t i o n  to 2 o r  3 p r o d u c e r s  who a r e  c a p a b l e  of m a k i n g  

the  i t e m  tha t  we want .  Th i s  has  t e n d e d  to e l i m i n a t e  a g r e a t  n u m b e r  of 

v a r i o u s  t y p e s  of m a k e s  and m o d e l s  in the  s y s t e m  wh i l e  c o n c e n t r a t i n g  on 

2 or  3. Th is  is  a v e r y  d y n a m i c  p r o g r a m .  

P r o b a b l y  G e n e r a l  H a m n e r  w i l l  wan t  to t a l k  m o r e  about  i t ,  b e c a u s e  the  

Corps  of E n g i n e e r s  in the  A r m y  is  t he  one  tha t  is  p r e d o m i n a n t  in  t h i s  f i e ld .  

G E N E R A L  HAMNER:  I ' l l  be  g lad to p ick  up the  b a l l  r i g h t  t h e r e ,  C o l o n e l  

G u r n e e .  S ince  the  q u e s t i o n  s t e m s  f r o m  an e n g i n e e r ,  I can  s e e  h i s  c o n c e r n  

in th i s  s u b j e c t .  Q u i c k l y  and b r i e f l y ,  th i s  a b i l i t ~ s  a t r e m e n d o u s  too l  to 

r e d u c e  the  l o g i s t i c  c o m p l i c a t i o n s ,  e s p e c i a l l y  p e r t a i n i n g  to  e n g i n e e r  s e r v i c e s ,  

13 



w h e r e ,  

s t r u c t i o n  e q u i p m e n t ,  if  we  d o n ' t  w a t c h  i t ,  

s ay ,  of t r a c t o r s ,  g r a d e r s ,  o r  g e n e r a t o r s ,  

o v e r  the  w o r l d ,  

i n t o l e r a b l e .  

T h e r e f o r e ,  t h i s  p r o c u r e m e n t  s t a n d a r d i z a t i o n ,  

p e r f o r c e ,  h a v i n g  g r e a t  d e p e n d e n c e  on c o m m e r c i a l  t y p e s  of c o n -  

we  c a n  have  s u c h  a g r e a t  n u m b e r ,  

not  on ly  in th i s  c o u n t r y  but  a l l  

t ha t  the  s p a r e  p a r t s  and m a i n t e n a n c e  s u p p o r t  b e c o m e  a l m o s t  

w h i c h  I b e l i e v e  p e r t a i n s  

m o r e  to E n g i n e e r s  t han  to  a l m o s t  any  o t h e r  t e c h  s e r v i c e ,  f u n d a m e n t a l l y  

e n a b l e s  us to s e t t l e  on two o r  m o r e  m a k e s  o r  m o d e l s  of p a r t i c u l a r  t y p e s  

of e q u i p m e n t ,  and then ,  fo r  a r e a s o n a b l e  p e r i o d  t h e r e a f t e r ,  to  l i m i t  o u r  

p r o c u r e m e n t  to  t h o s e  two  t y p e s .  

We a r e  p a r t i c u l a r l y  i n d e b t e d  to t h e  b r o a d  s h o u l d e r s  and  c o u r a g e o u s  

a t t i t u d e  of M r .  J o h n s o n - - a n d  I s a y  tha t  r i g h t  h e r e  b e f o r e  h i m - - b e c a u s e  tha t  

b r i n g s  a g r e a t  d e a l  of p r e s s u r e  f r o m  t h o s e  who a r e  not so  p r e f e r r e d  at  the  

t i m e  to get  b a c k  in  on the  p r o c u r e m e n t .  But  i t  is  s u c c e s s f u l .  I n d u s t r y  is  

b e g i n n i n g  to a c c e p t  i t .  And it  d o e s  h a v e  t r e m e n d o u s  v a l u e  to us  in the  

E n g i n e e r s  to  have  2 o r  3 m a k e s  and  m o d e l s  so  tha t ,  s p e c i f i c a l l y ,  f o r  e x a m p l e ,  

we  c a n  h a v e  in  the  P a c i f i c  A r e a  one m a k e  of t r a c t o r  and in  the  E u r o p e a n  A r e a  

a n o t h e r  m a k e  of t r a c t o r ,  and  t h e n  c o n c e n t r a t e  o u r  s p a r e  p a r t s  and m a i n t e n -  

a n c e  s u p p o r t  on t h o s e .  

S E C R E T A R Y  JOHNSON:  I m i g h t  p i ck  i t  up t h e r e .  You would  s a y ,  and  

p e r h a p s  s o m e  of  you  a r e  s a y i n g :  Wel l ,  if  you  wan t  to s t a n d a r d i z e ,  why  d o n ' t  

you  s t a n d a r d i z e  on one ,  and r e a l l y  s t a n d a r d i z e  ? We h a v e  the  d i f f i cu l ty ,  

g e n t l e m e n ,  t ha t  we m u s t ,  in  o u r  op in ion ,  p r e s e r v e  c o m p e t i t i o n .  So t h i s  

v e r y  f o r m a l i z e d  p r o c e d u r e  t ha t  we have  is to do two t h i n g s :  One,  to  
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standardize as far as possible, and the other is to preserve competition. 

As long as we have at least two possible sources, we have competition, 

and in most cases these sources are standardized as two. The rule is that 

a source must have at least 15 percent of their product in the inventory 

before we will standardize on it. We have had many cases in recent years 

where the same source keeps getting the business, and, as long as nobody 

else has at least 15 percent, it's an industrywide procurement. The min- 

ute one gets 15 percent, then we standardize on those two. In some cases 

the inventories are such that we have as many as three, and I think that in 

one case we had as many as four that we standardized. 

As we have said, this is almost all engineer equipment, because it is 

commercial-type equipment. If you have a military design of equipment, 

then obviously you standardize, because you all buy it all of that design, 

no matter who makes it. But, when you are buying commercial-type equip- 

ment, then you have %o use this other device to maintain both standardization, 

~amb~mxm~~ to the greatest extent possible, and competition. 

GENERAL HAMNER: Incidentally, Mr. Secretary, there is a paper 

on its way to your desk right now to standardize on 45 K. W., quarter-cycle, 

precise power generators which are very vital to modern missile systems. 

We are asking the Secretary to approve that so we can hold to two major 

firms, two sources of these generators, which are almost vital to the 

success of any missile system. 

SECRETARY JOHNSON: I think you can see that, providing all conditions 
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a r e  m e t ,  t ha t  n a t u r a l l y  tha t  w i l l  be  a p p r o v e d .  I t h ink  you can  s e e ,  g e n t l e m e n ,  

tha t  we a r e  go ing  to get  a r e a c t i o n ,  b e c a u s e  t h e r e  a r e  p r o b a b l y  s e v e r a l  o t h e r  

c o m p a n i e s  tha t  t h ink  tha t  t h e y  can  m a k e  tha t  type  of p r o d u c t  and t h e y  want  

to  c o m p e t e  on i t .  We h a v e  to  s a y  no, and th i s  goes  in to  a l l  t he  a s p e c t s  

tha t  you can  i m a g i n e .  G e n e r a l l y  t h e s e  c a s e s ,  if t h e y  a r e  a r g u e d ,  go to the  

C o n g r e s s  and to  GA0,  the  D e f e n s e  D e p a r t m e n t ,  and e v e r y b o d y  e l s e .  You 

have  to s t and  l ike  a r o c k  o r  t h e y  wi l l  t e a r  you down.  Nobody  has  t o r n  us 

down ye t .  I hope  t h e y  a r e  not  s u c c e s s f u l .  

C O L O N E L  GURNEE:  I m i g h t  add one t h i n g  on the  m i l i t a r y  i t e m .  We 

do have  a po l i cy  tha t  s t a t e s  tha t  the  d e v e l o p e r ,  t he  R&D c o n t r a c t o r ,  n o r -  

r e a l l y  w i l l  get  the  f i r s t  p r o d u c t i o n  r u n .  

c o n t e x t  of the  q u e s t i o n ,  as  p r e f e r r e d .  

Th i s  m i g h t  be  c o n s i d e r e d ,  

It i s  not  r e g a r d e d  as  such ,  

in the  

b e c a u s e ,  

a f t e r  tha t  f i r s t  p r o d u c t i o n  run ,  we a s s u m e  tha t  we wi l l  h a v e  d r a w i n g s  and 

s p e c i f i c a t i o n s  tha t  wi l l  p e r m i t  c o m p e t i t i o n  to a m i l i t a r y  s p e c .  

MR. L A Z U R E :  Could I add one  a l l i e d  a s p e c t  of th i s ,  Mr .  S e c r e t a r y ?  

A l so ,  o f t en  t h e r e  is  a r e q u i r e m e n t  by c o n t r a c t i n g  o f f i c e r s  f o r  a p r e f e r e n t i a l  

d i s c l o s u r e  
l igh t  on t h e i r  pa r t .  U s u a l l y  tha t  is  w h e r e  t h e r e  is  no d e s i g n  b a c k a g e  in  the  

f o r m  of p l ans ,  s p e c i f i c a t i o n s ,  and a l l  t ha t .  T h e r e  m a y  be p r o c u r e m e n t  of 

tha t  type  u n d e r  the  g r o u n d  r u l e s  w h i c h  A r m y ,  Navy,  and A i r  F o r c e  have ,  

p r o v i d e d  the  r e q u e s t  f o r  p r o p o s a l s  puts  in  our  r e q u i r e m e n t  wi th  r e s p e c t  to 

tha t  i t e m  so  as  to g ive  o t h e r  c o m p e t i t o r s  an o p p o r t u n i t y  to  p r o v i d e  the  p a r -  

t i c u l a r  i t e m .  That ,  of c o u r s e ,  l e a d s  to m a n y  p r o b l e m s  , b e c a u s e  the  d e t e r -  

m i n a t i o n  as  to  ou r  r e q u i r e m e n t  is an e v a l u a t i o n  d e t e r m i n a t i o n ,  and does  not  
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n e c e s s a r i l y  m e a n  a C h i n e s e  copy,  but it m u s t  h a v e  p e r f o r m a n c e  and o t h e r  

c h a r a c t e r i s t i c s  r e q u i r e d  fo r  the  p a r t i c u l a r  i t e m .  

So we have ,  in a d d i t i o n  to  the  s t a n d a r d i z a t i o n  p r o b l e m ,  the  p r o b l e m  

of the  r e q u i r e m e n t  by a c o n t r a c t i n g  o f f i c e r  w h e r e  t h e r e  is  no good d e s i g n  

i t s  
d i s c l o s u r e  p a c k a g e .  GAO has  r e c o g n i z e d  tha t  by t h e i r  r e q u i r e m e n t  f o r / u s e  

in  tha t  type  of p r o c u r e m e n t .  

S E C R E T A R Y  JOHNSON: I 'd  l ike  to go b a c k  a m o m e n t  to  the  poin t  

tha t  C o l o n e l  G u r n e e  b r o u g h t  up.  I ' l l  u se  an  i l l u s t r a t i o n .  We a r e  buy ing  

f r o m  the  Food  M a c h i n e r y  and C h e m i c a l  C o r p o r a t i o n ,  M-113 p e r s o n n e l  

c a r r i e r s .  T h e y  d e v e l o p e d  th i s  i t e m  and t h e y  a r e  in the  p r o c e s s  of p r o d u c i n g  

the  f i r s t  r u n  of i t .  The  s e c o n d  r u n  i s  go ing  out f o r  c o m p e t i t i v e  p r o c u r e m e n t  

and t h e r e  a r e ,  I th ink ,  about  15 c o m p a n i e s  tha t  h a v e  e x p r e s s e d  an i n t e r e s t  

in it. They will be given the opportunity, on competitive negotiation, to 

make their proposals on this item. This is an illustration of giving the first 

run to the people who have developed it. It's a great time-saver and it pro- 

duees the production package that you need in order to go out on competitive 

procurement. I might say that the developer doesn't like this process the 

second time around. He regrets that we have to go out on competitive pro- 

curement. 

QUESTION:  Has the  A r m y  adop ted  the  s o - c a l l e d  t w o - s t e p  p r o c u r e m e n t  

m e thod  ? 

SECRETARY JOHNSON: 

STUDENT:  

I don ' t  b e l i e v e  tha t  I am f a m i l i a r  wi th  the  t e r m .  

At l e a s t  in the  A i r  F o r c e  it  i s  f i r s t ,  go ing  out fo r  p e ~ f o r m h n c e  
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and s p e c i f i c a t i o n s ,  g e t t i n g  p r o p o s a l s  in, and n e g o t i a t i n g  wi th  the  v a r i o u s  

b i d d e r s  to  get  t h e m  up to t e c h n i c a l  c apac i t y ;  then ,  on the  s e c o n d  round ,  

go ing  out  on s t r i c t l y  an  a d v e r t i s e d  bid.  

MR. L A Z U R E :  I m i g h t  a n s w e r  that ,  Mr.  S e c r e t a r y .  As a r e s u l t  of 

t he  h e a r i n g s  of the  H e b e r t  S u b c o m m i t t e e  of the  A r m e d  S e r v i c e s  two y e a r s  

ago, the  A i r  F o r c e  v o l u n t e e r e d  fo r  the  t h r e e  s e r v i c e s  to  u t i l i z e  t h i s  s o -  

c a l l e d  t w o - s t e p  a p p r o a c h .  Tha t  i s  an a p p r o a c h ,  as  you say,  w h e r e  the  

c o n t r a c t o r s  f i r s t  c o m e  in a n d ,  in r e s p o n s e  to  r e q u e s t  fo r  p r o p o s a l s ,  t h e y  

c o m e  in  on the  t e c h n i c a l  s i d e  and  a sk  q u e s t i o n s  and n e g o t i a t e  t e c h n i c a l l y .  

T h e n  the  s e c o n d  p h a s e  is  the  p r i c e  p h a s e ,  w h e r e  t h e y  c o m e  in  to get  t h e i r  

p r i c e .  Tha t  r e s u l t e d ,  I m i g h t  say,  f r o m  c a s e s  wh ich  A r m y ,  Navy,  and 

A i r  F o r c e  had  w h e r e  t h e r e  s e e m e d  to  be a r e a c t i o n  by c o n t r a c t o r s  tha t  

one  s t ep ,  w i thou t  e x p l a i n i n g  in d e t a i l  wi th  e a c h  c o n t r a c t o r  c e r t a i n  t e c h n i c a l  

r e q u i r e m e n t s ,  p a r t i c u l a r l y  w h e r e  the  d e s i g n  d i s c l o s u r e  p a c k a g e  was  not  

100 p e r c e n t  c o m p l e t e ,  was  i n a d e q u a t e  n e g o t i a t i o n .  As  a r e s u l t  of the  A i r  

F o r c e ' s  v o l u n t e e r i n g  it,  t h e y  a r e  do ing  m o s t  of t he  w o r k  in tha t  r e g a r d .  

We do a l i t t l e  bi t  of it but  not  v e r y  m u c h .  The  t h i n g  was  to go on fo r  r o u g h l y  

two y e a r s ,  at  w h i c h  t i m e  the  A i r  F o r c e  was  to  r e p o r t  on t h e i r  g e n e r a l  r e a c t i o n s  

to i t .  We have  not had  tha t  r e p o r t  as ye t .  

S E C R E T A R Y  JOHNSON: It has  m e r i t .  I th ink ,  in m a n y  c o m p e t i t i v e  

n e g o t i a t i o n s ,  you  get  p r a c t i c a l l y  the  s a m e  r e s u l t  anyway .  That  i s ,  e v e r y o n e  

has  had a c h a n c e  to d i s c u s s  the  p r o c u r e m e n t ,  and then  t h e y  can  p r e s e n t  new 

p r i c e s .  T h e y  don ' t  f o r m a l l y  c o m e  in wi th  a s e a l e d  bi t .  T h a t ' s  the  only  d i f f e r -  

e n c e .  T h e y  s i m p l y  p r e s e n t  a new p r i c e .  
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QUESTION:  I 'd  Like to  know wha t  p r o c e s s  you  wen t  t h r o u g h  to d e t e r m i n e  

tha t  the  two g e n e r a t o r  m a n u f a c t u r i n g  c o m p a n i e s  w e r e  the  two f a i r - h a i r e d  

boys  in tha t  t ype  of p r o c u r e m e n t .  What had  to  be done ,  o r  wha t  cou ld  be 

done  by s o m e  o t h e r  c o m p a n y  in o r d e r  to get  in to  t h i s  c l o s e d  c o r p o r a t i o n ?  

G E N E R A L  H A M N E R :  

it  is  by no m e a n s  c l o s e d .  

I don't like the term "closed corporation" because 

It is closed for the period, to get the obvious ~ 

a d v a n t a g e  tha t  I d i s c u s s e d  e a r l i e r .  The  s p e c i f i c  a n s w e r  to y o u r  q u e s t i o n  

is  t ha t  in  o u r  s y s t e m ,  o r  abou t  to be in  o u r  s y s t e m ,  c o n c e r n i n g  p r o c u r e m e n t ,  

t h o s e  two f i r m s  w i l l  c o n s t i t u t e  m o r e  t han  15 p e r c e n t  of o u r  a s s e t s  e a c h .  

T h e r e f o r e ,  u n d e r  the  b a s i c  t h e o r y  and the  law tha t  a l l o w s  it ,  we a r e  e n t i t l e d  

so to  do. 

SECRETARY JOHNSON: The reason for the selection also--it  is a com- 

petitive selection originally; the way they got into the position to do this was 

through competition, and their product has proved satisfactory in this case, 

a very specialized product--is there is only one other company, I remember, 

that claims it can do a similar job. 

GENERAL HAMNER: Incidentally, many of the others that we have had 

on competitive formal bids are struggling and having a great deal of diffi- 

culty in producing an acceptable generator in this highly complicated field-- 

precise power with close regulation. 

STUDENT: Could I amplify my question a bit ? Do you have some type 

of board or committee that has a subjective meeting to determine which of 

these contractors do build acceptable products and which ones should be 
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a l l o w e d  to c o m p e t e  fo r  t h i s  p a r t i c u l a r  g e n e r a t o r  ? Is tha t  c o r r e c t  ? 

G E N E R A L  HAMNER:  A l m o s t .  As to  the  b o a r d ,  t he  b o a r d  c o n s i s t s  of 

the  Ch ie f  of E n g i n e e r s ,  m e ,  as  h i s  Deputy ,  the  Chie f  of Supply,  and e v e r y b o d y  

i n t e r e s t e d .  Th i s  is  a v i t a l  d e c i s i o n ,  and it is not  lef t  to  any s p e c i f i c  s m a l l  

g r o u p  I But, f u n d a m e n t a l l y ,  we have  4 or  5 c o n t r a c t o r s  now d e l i v e r i n g  as  

a r e s u l t  of c o m p e t i t i v e  b ids ,  and t h e s e  two p a r t i c u l a r  o n e s  h a p p e n  to  c o m e  

out wi th  m o r e  than  15 p e r c e n t  of o u r  a s s e t s ,  and,  f o r t u n a t e l y ,  t h o s e  a r e  

d a r n  good g e n e r a t o r s .  

S E C R E T A R Y  JOHNSON: I m i g h t  add s o m e t h i n g  h e r e .  The  f ina l  d e c i s i o n  

on th i s  is  in  m y  of f ice .  It is  p r e s e n t e d  by the  E n g i n e e r s  f o r  a d e c i s i o n  as  

to w h e t h e r  o r  not  we wi l l  s t a n d a r d i z e  on t h e s e  two,  wi th  a c o m p l e t e  b a c k -  

g r o u n d .  

QUESTION:  When you bought  t h e s e  q u a r t e r - c y c l e  g e n e r a t o r s ,  did you 

c o o r d i n a t e  wi th  the  N a v y ?  The  Navy was  buy ing  t h o s e ,  too,  s e v e r a l  y e a r s  

ago.  

S E C R E T A R Y  J o h n s o n :  I doubt  it v e r y  m u c h .  P o s s i b l y  you can  say .  

G E N E R A L  HAMNER:  I c a n ' t  a n s w e r  tha t  s p e c i f i c a l l y .  T h e s e  a r e  v e r y  

h e a v y  d e n s i t y  i t e m s ,  s p e c i f i c a l l y  fo r  the  m i s s i l e  s y s t e m s .  I would  say,  

wi thou t  b e i n g  ab l e  to v e r i f y  it, I am s u r e  ou r  peop l e  a r e  in c o n t a c t  wi th  the  

Navy,  b e c a u s e  we do d e s i r e ,  a m o n g  the  t h r e e  s e r v i c e s ,  to have  a m a x i m u m  

of s t a n d a r d i z a t i o n  a l s o .  

C O L O N E L  GIYRNEE: May I expand  a l i t t l e  on that ,  G e n e r a l .  Ac tua l l y ,  

when  th i s  l e a v e s  the  E n g i n e e r s ,  i t  goes  b e f o r e  a n o t h e r  b o a r d  w i th in  the  
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D e p a r t m e n t  of t he  A r m y ,  w h i c h  i n c l u d e s  CONARC,  the  u s e r s ,  and e v e r y b o d y  

e l s e ,  and  at  t ha t  t i m e  we go to  the A i r  F o r c e  and to  the  Navy and get  t h e i r  

s i g n - o f f  on the  b a s i s  t h a t  t h e i r  m o b i l i z a t i o n  r e q u i r e m e n t s  c a n  be  m e t  by 

the  two we a r e  s t a n d a r d i z i n g  on.  We have  c o m p l e t e  c o o r d i n a t i o n  wi th  the  

o t h e r  two s e r v i c e s  b e f o r e  the  S e c r e t a r y  is  a s k e d  to l i m i t  the  n e g o t i a t i o n s .  

T h e n  tha t  Limited n e g o t i a t i o n  is  good f o r  on ly  a p e r i o d  of two y e a r s .  So it  

c a n  be r e v i e w e d  at any  t i m e  f o r  a d d i t i o n a l  r e q u i r e m e n t s  f r o m  the  Navy  o r  

t he  A i r  F o r c e .  But,  s p e c i f i c a l l y ,  y e s ,  the  b o a r d  m e e t s  on i t .  

S E C R E T A R Y  JOHNSON: We m a d e  one c h a n g e  in th i s  qu i te  r e c e n t l y ,  

on the  t h e o r y  tha t ,  in  t h i s  c a s e ,  e v e r y  dog  is  e n t i t l e d  to  two  b i t e s .  In 

o t h e r  w o r d s ,  if you h a v e  two c o n t r a c t o r s  and one has  15 p e r c e n t  and the  

o t h e r  one  h a s ,  w e ' l l  s a y  f o r  t h i s  e x a m p l e ,  85 p e r c e n t ,  and thei-e  is  a n o t h e r  

p r o c u r e m e n t ,  and the  8 5 - p e r c e n t e r  ge t s  t ha t  p r o c u r e m e n t ,  t h a t  m a y  t h r o w  

the  f i r s t  one  down to 10 p e r c e n t .  Wel l ,  if  you  i n t e r p r e t  th i s  e x a c t l y ,  he  

wou ld  go out .  We h a v e  d e c i d e d  tha t ,  w h e r e  a m a n  h a s  qua l i f i ed ,  he  w i l l  h a v e  

one  m o r e  o p p o r t u n i t y  to  bid,  e v e n  t h o u g h  he f a l l s  b e l o w  15 p e r c e n t .  

if  he s t i l l  g o e s  down,  h e ' s  out .  

up.  

c o n t r a c t s  u s e d  by the  A r m y ,  

S E C R E T A R Y  JOHNSON:  

T h e n  

I h a v e  to cu t  th i s  off, g e n t l e m e n ,  b e c a u s e  o u r  t i m e  on t h i s  s u b j e c t  i s  

Out nex t  s u b j e c t  i s  T y p e s  of C o n t r a c t s .  

Wil l  you  r e a d  the  q u e s t i o n ,  C o l o n e l  K n o x ?  

C O L O N E L  KNOX: T h e  q u e s t i o n  i s :  What  a r e  t he  v a r i o u s  t y p e s  of 

and to wha t  e x t e n t  i s  e a c h  u s e d ,  and w h y ?  

I 'd  l ike  to s t a r t  on t h i s  one .  T h e r e  a r e  two  
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w a y s  of a n s w e r i n g  t ha t  q u e s t i o n .  One is  the  t y p e s  of c o n t r a c t s  as  to wha t  

t h e y  a r e  s u p p o s e d  to a c c o m p l i s h ,  and the  o t h e r  is  t h e  t e c h n i c a l  c o n t r a c t  

i t s e l f .  The  f i r s t  p a r t  c o n c e r n s  y o u r  s u p p l y  c o n t r a c t s ,  y o u r  R&D c o n t r a c t s ,  

y o u r  c o n s t r u c t i o n  c o n t r a c t s ,  and y o u r  s e r v i c e  c o n t r a c t s ;  and I t h i n k  t h e r e  

a r e  one o r  two o t h e r s .  Tha t  i s  a c o n t r a c t  f o r  a s p e c i f i c  p u r p o s e .  As to 

t he  c o n t r a c t s  t h e m s e l v e s ,  t h e r e  is  a v a r i a t i o n  of the  k i n d s  of c o n t r a c t  

f o r m s  tha t  c a n  be  u s e d ,  c o n t r a c t i n g  p r i n c i p l e s  tha t  can  be u s e d .  

I a m  g o i n g  to  a s k  M r .  L a z u r e  to expound  on tha t .  

MR.  L A Z U R E :  F i r s t ,  s t a r t i n g  out  wi th  the  law,  I m i g h t  s a y  tha t  the  

law,  t ha t  is  10 U. IS. C. 2306, p r o v i d e s  tha t  any  kind of c o n t r a c t  m a y  be  u s e d  

e x c e p t  the  c o s t  p lus  p e r c e n t a g e  of c o s t  c o n t r a c t ,  w h e r e  the  i n t e r e s t  of  the  

G o v e r n m e n t  r e q u i r e s  f o r m s  and k ind .  So, s t a r t i n g  wi th  the  law,  we go 

in to  wha t  you m i g h t  c a l l  f ixed  p r i c e  c o n t r a c t s .  F i x e d  p r i c e  c o n t r a c t s  h a v e  

t h e i r  v a r i a t i o n s .  T h e r e  a r e  f ixed  p r i c e  c o n t r a c t s  w i th  e s c a l a t i o n  c l a u s e s ,  

and t h e r e  a r e  f ixed  p r i c e  c o n t r a c t s  wi th  p r i c e  r e d e t e r m i n a t i o n  c l a u s e s .  

T h e n  you  go in to  the  t i m e  and m a t e r i a l  f o r m s  of c o n t r a c t i n g ,  w h e r e  you  

u s e  e n g i n e e r i n g  l a b o r  h o u r s  o r  s o m e  o t h e r  f a c t o r .  Tha t  i s  in  e s s e n c e  a 

f o r m  of c o s t  c o n t r a c t .  T h e n  you  have  c o s t  c o n t r a c t s ,  and t h e y  b r e a k  down 

in to  v a r i o u s  t y p e s ,  t o o - - c o s t  p lus  a f ixed  fee ,  w h i c h  is a l l o w e d  u n d e r  law; 

c o s t  p lus  a p e r c e n t a g e  of cos t ,  w h i c h  is  not  a l l o w e d  u n d e r  law; a s t r a i g h t  

c o s t ,  w h e r e  we u s e  f a c i l i t y  c o n t r a c t s  and do not  pay  a fe~,  and t h e n  c o s t  

p lus  i n c e n t i v e  fee  c o s t s .  T h e n  you  f l a re  f a c i l i t y  c o n t r a c t s ,  w h e r e  you have  

in e s s e n c e  a f o r m  of c o s t  c o n t r a c t ,  o r  a p r o v i s i o n  of a s t r a i g h t  s u p p l y  c o n -  

t r a c t ,  w h e r e  you  r e i m b u r s e  the  c o n t r a c t o r  fo r  f a c i l i t i e s .  You h a v e  l a y - a w a y  
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c o n t r a c t s ,  fo r  s t o r a g e ,  m a i n t e n a n c e ,  and s e r v i c e  a g r e e m e n t s .  You have  

l e t t e r  c o n t r a c t s ,  wh ich  a r e  in e s s e n c e  a m o d i f i e d ,  s i m p l i f i e d  f o r m  of a 

c o n t r a c t  to  e x p e d i t e  w o r k .  You have  i n d e f i n i t e - d e l i v e r y  c o n t r a c t s ,  wh ich  

a r e  b roken ,  down in to  s o - c a l l e d ,  ca l l ,  and s o - c a l l e d ,  i n d e f i n i t e  supply ,  c o n -  

t r a c t s  o r  o p e n - e n d  c o n t r a c t s .  And t h e y  a r e  in e s s e n c e  a f o r m  of f i x e d -  

p r i c e  c o n t r a c t .  You have  p e r s o n a l  s e r v i c e  c o n t r a c t s ,  wh ich  a r e  s p e c i a l l y  

a u t h o r i z e d  by law fo r  p a r t i c u l a r  s i t u a t i o n s ,  w h e r e  you n e e d  p e r s o n a l  s e r -  

v i c e s  in the  f o r m  of c o n s u l t a n t s  and e x p e r t s .  

a r r a n g e m e n t s .  

I t h i n k  tha t  in g e n e r a [  c o v e r s  i t .  

t h e s e  f o r m s  f o r  d i f f e r e n t  p u r p o s e s .  

would  u s e  the  c o s t  f o r m ,  g e n e r a l l y .  

You have  l e a s e s  and l i c e n s e  

As the  S e c r e t a r y  sa id ,  you m a y  u se  

F o r  r e s e a r c h  and d e v e l o p m e n t  you 

F o r  c o n s t r u c t i o n  c o n t r a c t s - - a  c o s t  

f o r m ,  g e n e r a l l y .  F o r  b ig  f a c i l i t y  c o n t r a c t s - - a  c o s t  f o r m ,  g e n e r a l l y .  

F o r  the  IFB p r o c u r e m e n t - - a  f ixed  p r i c e  f o r m - - i n v a t i o n  fo r  b idd ing ,  o r  

a d v e r t i s e d  f o r m .  

So tha t  you have  f r o m  the  v a r i o u s  f o r m s  d i f f e r e n t  p r o c e d u r e s  u n d e r  

w h i c h  you would  u se  t h e m .  T h e y  a r e  s e t  f o r t h  g e n e r a l l y  in r e g u l a t i o n s .  

S E C R E T A R Y  JOHNSON: May we have  c h a r t  No. 2 ? (Cha r t  2. ) 

Th i s  is a v e r y  good p i c t u r e  of t h i s .  H e r e  a r e  y o u r  t y p e s  of c o n t r a c t s  tha t  

Mr .  L a z u r e  has  j u s t  d e s c r i b e d .  

tha t  can  be f o l l o w e d .  

Any q u e s t i o n s  on th i s  s u b j e c t  ? 

QUESTION:  Sir ,  I n o t i c e  tha t  you have  the  i n c e n t i v e  fee  c o n t r a c t .  I 

You can  s e e  t h e r e  a r e  qui te  a few p r o c e d u r e s  
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n o t i c e  a l s o  tha t  you  h a v e  had v e r y  l i t t l e  e x p e r i e n c e  wi th  i t .  Is t ha t  b e c a u s e  

i t  is  a n e w  type  ? What  e x p e r i e n c e  have  you  had  wi th  i t  ? 

SECRETARY JOHNSON: We h a v e  u s e d  any  i n c e n t i v e  type  of c o n t r a c t  

in a v e r y  l i m i t e d  way  in  the  A r m y ,  m u c h  l e s s  t h a n  the  A i r  F o r c e  has  u s e d  

it ,  and I t h i n k  l e s s  t h a n  the  Navy  has  u s e d  i t .  I d o n ' t  know w h e t h e r  we a r e  

r i g h t  o r  not .  I t h ink  o u r  p r o c u r e m e n t s  in  m a n y  r e s p e c t s  a r e  s o m e w h a t  

d i f f e r e n t  t h a n  t h o s e  of e i t h e r  of the  o t h e r  s e r v i c e s .  C o l o n e l  G u r n e e ~  

C O L O N E L  G U R N E E :  We h a v e  a t t e m p t e d  to get  the  s a m e  r e s u l t  t h r o u g h  

o u r  p r i c e  r e d e t e r m i n a t i o n  type  c o n t r a c t .  You n o t i c e  tha t  t h e y  w e r e  r a t h e r  

e x t e n s i v e  in t he  A r m y .  The  i n c e n t i v e  t ype  c o n t r a c t  r e q u i r e s  tha t  you  a r e  

ab l e  to p r e t t y  w e l l  e s t i m a t e  wha t  y o u r  c o s t  i s  g o i n g  to be .  Y o u r  t a r g e t  c o s t  

h a s  got to  be p r e t t y  w e l l  f ixed  o r  you h a v e  o p p o r t u n i t i e s  f o r  t r e m e n d o u s  p r o f i t s  

g o i n g  one  w a y  o r  the  o t h e r ,  o r  t r e m e n d o u s  c o s t s ,  b e c a u s e ,  if  t he  c o n t r a c t o r  

i s  ab l e  to cu t  a w a y  b e l o w  the  t a r g e t  p r i c e  u n d e r  the i n c e n t i v e  f o r m u l a ,  he 

a c c r u e s  a d d i t i o n a l  p r o f i t s ,  b e c a u s e ,  of c o u r s e ,  t h e  c o s t  i s  r e d u c e d .  We 

f e e l  t ha t  a p r i c e  r e d e t e r m i n a t i o n  type  c o n t r a c t ,  w h e r e  you r u n  t h r o u g h  p a r t  

of  the  c o n t r a c t  and t h e n  t a k e  a look a t  wha t  y o u r  c o s t s  a c t u a l l y  a r e ,  and  t h e n  

f i g u r e  the  p r o g r e s s i v e  c o s t  f r o m  t h e n  on, i s  p r o b a b l y  a m o r e  a c c u r a t e  w a y  

and  a l s o  p r o v i d e s  the  s a m e  i n c e n t i v e  to the  c o n t r a c t o r ,  b e c a u s e ,  a f t e r  t ha t  

po in t  he  can  a c c r u e  s a v i n g s  to h i m s e l f .  

SECRETARY JOHNSON: I t h ink  the  point  t ha t  C o l o n e l  G u r n e e  has  m a d e  

i s  tha t  the  f a c t o r  tha t  a l a r m s  us  in  the  i n c e n t i v e  type  c o n t r a c t  i s  s e t t i n g  the  

t a r g e t .  Obv ious ly ,  if you  s e t  y o u r  t a r k e t  and i n a d v e r t e n t l y  s e t  it  h igh ,  the  
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c o n t r a c t o r  c a n  b e a t  t he  t a r g e t .  In o t h e r  w o r d s ,  he c a n  do it  in a w a y  tha t  

he  s h o u l d  h a v e  d o n e  a n y w a y ,  and you a r e  s i m p l y  p a y i n g  h im a b o n u s  f o r  

d o i n g  wha t  he ought  to  do.  I had  s o m e  e x p e r i e n c e  wi th  th i s  in l a b o r  r e l a t i o n s  

at  one tLrne wi th  a c o m p a n y .  We had  an i n c e n t i v e  t ype  of l a b o r  r e l a t i o n s .  

It w a s  l a r g e l y  p i e c e w o r k  o r  gang  w o r k .  We s e t  t a r g e t s  and t h e n  t h e y  got 

e x t r a  f o r  do ing  m o r e  w o r k  t h a n  t h e y  had c o n t r a c t e d  f o r .  Wel l ,  the  u p s h o t  

of i t  was ,  it  w a s n ' t  long  b e f o r e  the  t a r g e t  was  h igh  e n o u g h  so  tha t  t h e y  w e r e  

s u r e  to m a k e  the  bonus ;  t h e y  d i d n ' t  h a v e  to do a n y t h i n g  e x t r a .  It was  a v e r y  

s e r i o u s  s i t u a t i o n  f o r  t ha t  c o m p a n y ,  b e c a u s e  t h e y  found t h e m s e l v e s ,  o v e r  a 

p e r i o d  of y e a r s ,  p a y i n g  the  h i g h e s t  l a b o r  c o s t  in the  w h o l e  i n d u s t r y .  It 

w a s  due  to th i s  i n c e n t i v e  p lan  w h i c h  f a i l e d  to w o r k  b e c a u s e  t h e y  c o u l d n ' t  

ho ld  the  t a r g e t  down to w h e r e  it  ought  to be .  

QUESTION:  S i r ,  I n o t i c e d  in  y o u r  d i a g r a m  tha t  you had  a c o s t - s h a r i n g  

type  of c o n t r a c t .  I know th i s  type  of c o n t r a c t  i s  u s e d ; i n  the  p r o c u r e m e n t  of 

i t e m s  o v e r s e a s  u n d e r  o u r  M i l i t a r y  A s s i s t a n c e  P r o g r a m .  I w o n d e r  if you  

wou ld  c o m m e n t  on tha t ,  p a r t i c u l a r l y  wi th  r e g a r d  to  the  o f f s h o r e  p r o c u r e m e n t .  

S E C R E T A R Y  JOHNSON:  I a m  go ing  to a s k  M r .  L a z u r e  to  c o m m e n t  

on t h a t .  

MR.  L A Z U R E :  Cos t  s h a r i n g  is  in e s s e n c e  a p r o c e d u r e  w h i c h  is  m u c h  

l ike  an  i n c e n t i v e .  We don ' t  u s e  i t  v e r y  o f t en  In the  A r m y .  I w a s  r a t h e r  

s u r p r i s e d  to s e e  it  up t h e r e  b e c a u s e  it i s  not  a c o m m o n  u s e  f o r m  of c o n t r a c t  

p r o c e d u r e .  Cos t  s h a r i n g  is  a l s o  u t i l i z e d  in a r e a s  w h e r e  we  wan t  t he  c o n t r a c t o r  

to pu [  i n v e s t m e n t  in  at  h i s  own r i s k ,  in a d d i t i o n  to o u r  s h a r i n g  p a r t  of the  c o s t .  

25 



So i t ' s  u s e d  in tho~e  two  w a y s .  I m i g h t  s a y  t h e r e  is  v e r y  lJxnited of bo th .  

First, it is awfully hard to work out. Sometimes you'll have contractors 

come in and say, "We will participate and incur part of the initial research 

and development costs on a particular item, provided you will bear the rest 

of the cost. " They try to interest us in doing that. The way you get into 

difficulties is trying to insure what part of that cost sharing will resolve to 

the benefit of the Government in terms of proprietary rights and other things 

generated under it. Actually it is a form of cost contracting not very com- 

monly used. 

SECRETARY JOHNSON: I think of one specific instance where a eompaJ~y 

came in. It was on the development of a gas turbine engine. They said it 

would cost about $5 million to develop this and they would charge us $2.5 

million if we accepted their proposal. They said they would stand the remainder, 

and if it went over $5 million they would stand everything above that. Of 

course they had an interest in this, because the gas turbine would have com- 

mercial application also. So we were sharing to that extent. It would be 

called cost sharing. 

Our time is up on this subject, gentlemen. 

Colonel Knox, will you read the next question? 

COLONEL KNOX: The next subject is Procurement Organization and 

Procedure. The first question is: What is the general Army organization 

f o r  p r o c u r e m e n t  ? 

S E C R E T A R Y  JOHNSON:  I t h i n k  I ' l l  s t a r t  on t h i s .  In the  f i r s t  p l a c e ,  t he  
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p r o c u r e m e n t  a u t h o r i t y  s t e m s  f r o m  C o n g r e s s .  It c o m e s  f r o m  C o n g r e s s  to 

the  S e c r e t a r y  of the  A r m y - - o r  the  S e c r e t a r y  of the  Navy  o r  of the  A i r  F o r c e .  

E v e r y t h i n g  t ha t  i s  done  i s  done t h r o u g h  the  S e c r e t a r y  of the  s e r v i c e ,  as  you 

a l l  know, by  d e l e g a t i o n  to the  S e c r e t a r y .  The  p o l i c y  as  i t  r e g a r d s  p r o c u r e -  

m e n t  i s  d e l e g a t e d  by the  S e c r e t a r y  of the  A r m y ,  in  o u r  c a s e ,  to the  A s s i s t a n t  

S e c r e t a r y ,  L o g i s t i c s ,  f o r  p o l i c y .  The o p e r a t i o n s  a r e  d e l e g a t e d  to the  A r m y  

s ta f f ,  and in  p a r t i c u l a r  the  Depu ty  Chie f  of S ta f f  fo r  L o g i s t i c s ,  in  ou r  c a s e .  

So tha t  the  Depu ty  Ch ie f  of S ta f f  fo r  L o g i s t i c s  looks  to the  A s s i s t a n t  S e c r e t a r y  

of the  A r m y  f o r  h i s  p o l i c y  g u i d a n c e  and c o n t r o l ,  and h a s  c o m m a n d  of and 

r e l a y s  t ha t  p o l i c y  to  the  t e c h n i c a l  s e r v i c e s .  T h e n  the  p r o c u r e m e n t  i s  in  the  

t e c h n i c a l  s e r v i c e s  in  the  A r m y ,  and,  of c o u r s e ,  i s  d e l e g a t e d  to the  Ch ie f  

of the  t e c h n i c a l  s e r v i c e ,  who in t u r n  d e l e g a t e s  i t  down, f i na l l y ,  to the  con -  

t r a c t i n g  o f f i c e r s .  The  c o n t r a c t i n g  o f f i c e r  i s  the  r e s p o n s i b l e  m a n  wi th  a u t h o r -  

i t y  on p r o c u r e m e n t .  I don ' t  t h i n k  tha t  we shou ld  e v e r  f o r g e t  t ha t  i t  i s  the  con-  

t r a c t i n g  o f f i c e r  who has ,  by  d e l e g a t i o n ,  the  a u t h o r i t y  and the  r e s p o n s i b i l i t y  

f o r  p r o c u r e m e n t .  He has  i t  l e g a l l y ,  and he h a s  i t  b y  d e l e g a t i o n .  

Now, the  o p e r a t i o n  of the  c o n t r a c t i n g  o f f i c e r  i s  s o m e t h i n g  t h a t  I t h i n k  

you wi l l  be i n t e r e s t e d  in .  I am go ing  to a s k  G e n e r a l  H a m n e r  to go in to  m o r e  

detail on that. 

GENERAL HAMNER: Of eourse I am sure that most of you are now 

familiar~ or soon will be, with the general evaluation of a bid in the normal 

sense of unit price, the transportation costs, the discounts, the escalation, 

and all of those pertinent aspects. But the Secretary would Like to have me 
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s t r e s s  t o d a y  tha t  the  m o s t  i m p o r t a n t  a s p e c t  of a s u c c e s s f u l  n e g o t i a t i o n  i s  

the  m a r s h a l l i n g  of a t e a m  of e x p e r t s  u n d e r  the  c o n t r a c t i n g  o f f i c e r ,  h i g h l y  

s k i l l e d  a d v i s e r s  and t e c h n i c i a n s ,  who h a n d l e  t h i s  w i th  and fo r  h i m .  Your  

c o n t r a c t o r ,  of c o u r s e ,  w i l l  m a r s h a l l  in  the  f i e ld  a v e r y  qua l i f i ed  t e a m  of 

h i s  own e x p e r t s  who a r e  c o m p l e t e l y  in  the  know of a l l  a s p e c t s  of the  c o m p a n y ' s  

s i d e  of the  p r o p o s a l .  D e p e n d i n g  on the  c o m p l e x i t y ,  s cope ,  and n u m b e r  of 

d o l l a r s  i nvo lved  in  a n y  p a r t i c u l a r  n e g o t i a t i o n ,  the  g o v e r m m e n t  t e a m  m a y  v a r y  

f r o m  a m i n i m u m  of n e g o t i a t o r s ,  

m o d i t y  e n g i n e e r ,  and,  of c o u r s e ,  

p r i c e  a n a l y s i s t s ,  a l e g a l  c o u n s e l ,  a corn-  

the  c o n t r a c t i n g  o f f i c e r ,  to m o r e  t h a n  20 

d i f f e r e n t  p r i n c i p a l  a r e a s  of a t t e n t i o n .  T h i s  would be,  f o r  e x a m p l e ,  in  a 

r e a l l y  c o m p l i c a t e d  p r o c u r e m e n t  f o r  an  e n t i r e  p r o d u c t i o n  p l a n t  o r  f o r  a 

w e a p o n  s y s t e m .  

I wan t  to r e e l  t h e s e  off so  t h a t  t h e y  w i l l  i m p i n g e  on y o u r  c o n s c i o u s n e s s  

of how m a n y  d i f f e r e n t  a r e a s  a r e  r e a l l y  i n v o l v e d .  As needed ,  t h e y  c a l l  upon 

l a b o r  a d v i s e r s ,  wage  and s a l a r y  b o a r d s ,  s m a l l  b u s i n e s s  a d v i s e r s ,  p r o d u c -  

t i o n  e x p e r t s ,  t r a f f i c  e n g i n e e r s ,  s a f e t y  e n g i n e e r s ,  s e c u r i t y  e n g i n e e r s ,  

s e c u r i t y  e x p e r t s ,  p a t e n t  and i n s u r a n c e  a d v i s e r s ,  t ax  e x p e r t s ,  a u d i t o r s ,  

a c c o u n t a n t s .  T h e y  m a k e  u s e  of  the  A r m y  Audi t  A g e n c y  to  the  m a x i m u m  

e x t e n t  n e c e s s a r y ,  s e e k  the  a d v i c e  of i n s p e c t o r s  and i n v e s t i g a t o r s  and p r o p -  

erty disposal experts. 

have smooth, prompt, 

you come to the preaward survey and award boards, 

tions. 

T h e y  u s e  pub l i c  i n f o r m a t i o n  o f f i c e r s  to s e e  tha t  you  

and a d e q u a t e  c o v e r a g e  of pub l ic  r e l a t i o n s .  And t h e n  

clim axing your negotia- 
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The n e g o t i a t o r  m u s t  be  the  q u a r t e r b a c k  and the  c o o r d i n a t o r  of th i s  

t e a m  of e x p e r t s .  He m u s t  f u n n e l  i n f o r m a t i o n  to t h e m .  He m u s t  e v a l u a t e  

the  p r o b l e m s  t h e y  r u n  onto.  And he  m u s t  a v a i l  h i m s e l f  of a l l  t h e i r  s k i l l s  

wi th  a g r e a t  d e a l  of i m a g i n a t i o n  and e m i s s i o n .  

Th i s  type  of t e c h n i c a l  a s s i s t a n c e  may l  not  be  r e q u i r e d  in  a l l  the  f i e l d s  

tha t  I have  e n u m e r a t e d ,  but  in  a l l  n e g o t i a t i o n s  s o m e  of t h i s  t a l e n t  is  u t i l i z e d  

to  r e a c h  o u r  u l t i m a t e  o b j e c t i v e  of o b t a i n i n g  the  b e s t  p o s s i b l e  p r i c e  fo r  the  

G o v e r n m e n t ,  ye t  e q u i t a b l e  to  the  c o n t r a c t o r .  

S E C R E T A R Y  JOHNSON: T h a n k  you, G e n e r a l  H a m n e r .  T h e r e  is a 

t h i r d  p a r t  to t h i s  q u e s t i o n  as  we have  s e t  i t  up, and  tha t  i s :  What  c o n t r o l  

is  e x e r c i s e d  wi th in  the  A r m y  o v e r  c o n t r a c t  a w a r d s  ? 

I would  l ike  to show C h a r t  3. (Cha r t  3 . )  

I t h i n k  I can  say,  g e n t l e m e n ,  to  b e g i n  with,  tha t  in fac t  t he  c o n t r o l  of  

a w a r d s  l i e s  in the  Off ice  of t he  A s s i s t a n t  S e c r e t a r y .  In o t h e r  w o r d s ,  the  

A s s i s t a n t  S e c r e t a r y  could  say,  " E v e r y  c o n t r a c t  has  to c o m e  to m y  of f ice  

fo r  a p p r o v a l  b e f o r e  it i s  a w a r d e d .  " Obvious ly j  he  d o e s  not  do tha t .  The  

l e v e l  at  w h i c h  the  a w a r d  is  a p p r o v e d - - t h e  a w a r d  tha t  has  b e e n  w o r k e d  out 

wi th  the  c o n t r a c t o r - - i s  i l l u s t r a t e d  on t h i s  c h a r t .  As  you can  s e e  h e r e ,  

I ' l l  j u s t  go t h r o u g h  O r d n a n c e .  The  h e a d  of the  p r o c u r e m e n t  a g e n c y  is  d e l e -  

ga ted  by the  c h i e f  of the  t e c h n i c a l  s e r v i c e s  up %o $1 m i l l i o n ;  the  of f ice  of 

the  c h i e f  of the  t e c h n i c a l  s e r v i c e s  up to $4 m i l l i o n ;  the  Off ice  of the  Deputy  

Chief  of  Staff  f o r  L o g i s t i c s  o v e r  $4 m i l l i o n  and up to  $7 m i l l i o n .  A n y t h i n g  

o v e r  $7 m i l l i o n  is in  the  Off ice  of the  A s s i s t a n t  S e c r e t a r y  of the  A r m y .  
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Approval has to be made in my office in those cases. You will notice it 

is different for the different technical services.  The reason for that is 

that we want to get a sampling. Ordnance is by far the largest in dollar 

volume of business. If we made the same scale for the other technical 

services, when we got over to the Chemical Corps we would never see a 

Chemical Corps contract in my office or in the Deputy Chief of Staff for 

L o g i s t i c s  o f f i ce .  We want  to  s e e  a s a m p l i n g  of t h e m  to  be s u r e  the  who le  

p r o c u r e m e n t  po l i cy  and the  p r o c u r e m e n t  m e t h o d s  a r e  b e i n g  fo l l owed .  We 

wan t  to  wa tch  tha t  as  c l o s e l y  as  p o s s i b l e .  

L e t ' s  have  Cha r t  4. (Cha r t  4) 

In a d d i t i o n  to  tha t  t h e r e  a r e  e x c e p t i o n s .  Tha t  i s  what  we i n d i c a t e  on 

th i s  c h a r t .  On guided  m i s s i l e s  and r o c k e t  s p a r e  p a r t s ,  e v e r y t h i n g  c o m e s  

to  m y  off ice ;  a i r c r a f t  m a i n t e n a n c e  s e r v i c e  in  e x c e s s  of $1 m i l l i o n ;  m e d i c a l  

c a r e  c o n t r a c t s  in e x c e s s  of $10 m i l l i o n ;  and M i l i t a r y  I n t e r d e p a r t m e n t  

P r o c u r e m e n t  R e q u e s t s  to o t h e r  s e r v i c e s  in e x c e s s  of $2 m i l l i o n ;  and,  

and th i s  is  a v e r y  i m p o r t a n t  one,  g e n t l e m e n ,  p r o c u r e m e n t s  w h i c h  m a y  be 
f 

c o n t r o v e r s i a l  o r ~ e n s i t i v e ,  o r  wh ich  i n v o l v e  a m a j o r  p o l i c y  d e c i s i o n .  T h e r e  

a r e  p r o c u r e m e n t s  of v e r y  l i m i t e d  s i z e ,  s o m e t i m e s ,  tha t  a r e  e x t r e m e l y  

c o n t r o v e r s i a l ,  p e r h a p s  C o n g r e s s i o n a l l y ,  o r  p e r h a p s  in  an i n d u s t r y ,  and 

we b r i n g  t h o s e  up to  m y  of f ice  b e f o r e  t h e y  a r e  a p p r o v e d .  

Any q u e s t i o n s  on th i s  s u b j e c t  ? 

and P r o c e d u r e .  

QUESTION:  Sir ,  

finally, 

This subject is Procurement Organization 

could you please comment on the responsibility of an 
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o v e r s e a s  c o m m a n d e r  in t h e  p r o c u r e m e n t  o r g a n i z a t i o n  f o r  p r o c u r e m e n t  

o v e r s e a s  ? 

SECRETARY JOHNSON: I t h i n k  I w i l l  a s k  C o l o n e l  G u r n e e  t o  a n s w e r  

that. 

COLONEL GURNEE: I'll try. It is my belief that the overseas com- 

mander has the same responsibility for procurement as the head of any other 

major procuring activity. Most of the major eornrnands overseas are des- 

ignated as major procuring activities. As sueh the commander is in the 

same position as the chief of a technical service, eornrnander of a continental 

U. S. Army, and so forth. As sueh, as the chief of a major proeurernent 

aetivity, he has full responsibility for procurement within that eomrnand. 

Have you a more specific point that you want to raise ? 

STUDENT: No. 

SECRETARY JOHNSON: I am going to see whether I am right on this. 

I'll try it out, anyway. I think by Army regulation, the procurement that 

can be undertaken by an overseas commander is limited. Is that right, AI? 

MR. LAZURE: Yes. 

SECRETARY JOHNSON: That's what I thought. They can't just buy 

everything. There are only certain things that they can buy overseas. 

Otherwise they retain the procurement responsibility in the CONUS. 

QUESTION: Sir, does either the OSD or the Bureau of the Budget get 

into the aet as far as review authority on any individual contract goes ? 

SECRETARY JOHNSON: Yes, occasionally. For instaneej there may 
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be  a C o n g r e s s i o n a l  i n q u i r y  as  to  p r o c u r e m e n t ,  w h i c h  m a y  c o m e  to us  t h r o u g h  

the  Off ice  of the  S e c r e t a r y  of D e f e n s e .  T h e r e  m a y  be a p o l i c y  i n v o l v e d .  We 

had  a v e r y  s e r i o u s  c a s e  r e c e n t l y  on a p r o p o s e d  p r o c u r e m e n t ,  w h e r e  the  Off ice  

of the  S e c r e t a r y  of D e f e n s e  s a i d  tha t  we h a d n ' t  f i g u r e d  o u r  r e q u i r e m e n t s  c o r -  

r e c t l y ,  t ha t  we  w e r e  p l a n n i n g  on a p r o c u r e m e n t  l a r g e r  t h a n  we n e e d e d .  In 

tha t  r e s p e c t  t h e y  get  in to  it  qui te  f r e q u e n t l y ,  in  o t h e r  w o r d s ,  as  to w h e t h e r  

o r  not  o u r  r e q u i r e m e n t s  a r e  wha t  t h e y  ough t  to  be .  The  r e q u i r e m e n t s  gu id -  

a n c e ,  w h i c h  c o m e s  f r o m  the  J o i n t  Ch ie f s  of Staff ,  and  f r o m  the  S e c r e t a r y  of 

D e f e n s e ,  i s  not  a l w a y s  a b s o l u t e l y  c l e a r .  S o m e t i m e s  it is  v e r y  d i f f i cu l t  to  

t e l l  j u s t  what  t h e y  m e a n .  So, u n l e s s  we c a n  get  it  c l a r i f i e d ,  we m a k e  o u r  

own i n t e r p r e t a t i o n ,  and t h e n  we have  an a r g u m e n t  as  to w h e t h e r  o u r  i n t e r -  

p r e t a t i o n  is  c o r r e c t  o r  w h e t h e r  s o m e b o d y  e l s e ' s  i s .  I s e e  C o l o n e l  D a v i s  

s m i l i n g  b a c k  t h e r e .  He was  m i x e d  up in  t h i s  fo r  s e v e r a l  y e a r s  on t h i s  v e r y  

s u b j e c t .  
k 

Does  tha t  c o m e  c l o s e  to a n s w e r i n g  y o u r  q u e s t i o n ?  

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

S E C R E T A R Y  JOHNSON:  T h e y  do not  in  a n y  w a y  c o n t r o l  the  p r o c u r e m e n t  

itself. The responsibility is the contracting officer's responsibility. 

MR. LAZURE: A good illustration, Mr. Secretary, would be our Nike 

Zeus, where Congress itself has appropriated sufficient money for the 

research and development phase, and they have appropriated $360 million 

f o r  the  p r o d u c t i o n  p h a s e .  

S E C R E T A R Y  JOHNSON:  A h u n d r e d  t h i r t y - s e v e n  m i l l i o n .  
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MR. L A Z U R E :  T h e y  have  a p p r o p r i a t e d  $137 m i l l i o n  fo r  the  p r o d u c t i o n  

p h a s e  fo r  the  c u r r e n t  y e a r .  In tha t  c a s e  C o n g r e s s  i t s e l f  has  s e e n  fi t  to  

c o n t r o l  the  p r o d u c t i o n ,  so  tha t  you can  buy on ly  so  m u c h  p r o d u c t i o n  wi th  

y o u r  m o n e y .  In tha t  k ind of c a s e  the  B u r e a u  of t he  Budge t  and the  D e p a r t m e n t  

of D e f e n s e  would get  in to  the  p r o c u r e m e n t  to  a n a l y z e  i t .  I n o t i c e d  wi th  

s o m e  i n t e r e s t  tha t  G e n e r a l  C u t l e r  ha s  s a id  tha t  he  f e e l s  we shou ld  go f u r t h e r  

in the  p r o d u c t i o n  p h a s e  in  t h i s  r e g a r d  fo r  t he  a i r  d e f e n s e  c o m m a n d .  

Th i s  is  the  type  of c a s e  w h e r e  you have  i m p l i c a t i o n s  go ing  f r o m  the  

Hi l l  to  the  White  H o u s e  to  the  D e p a r t m e n t  of D e f e n s e  to  the  A r m y .  

S E C R E T A R Y  JOHNSON. Tha t  $137 m i l l i o n ,  a f t e r  b e i n g  a p p r o p r i a t e d ,  

has  to be a p p o r t i o n e d  by the  B u r e a u  of the  Budge t ,  and the  a p p o r t i o n m e n t  

r e q u e s t  has  to  be a p p r o v e d  by the  D e f e n s e  D e p a r t m e n t - - i n  fac t  the  S e c r e t a r y  

of D e f e n s e .  So t h e y  have  a c o n t r o l  o v e r  p r o c u r e m e n t  in  tha t  r e s p e c t .  

Once  the  p r o j e c t  is  a p p r o v e d  and the  m o n e y  is  a p p o r t i o n e d  to the  s e r v i c e ,  

t h e n  nobody  can  c o n t r o l  tha t  p r o c u r e m e n t .  T h e y  m a y  c r i t i c i z e  it, but  t h e y  

d o n ' t  c o n t r o l  i t .  

QUESTION:  In s o m e  of our  h igh  p r i o r i t y  p r o j e c t s  we h a v e  found it 

n e c e s s a r y ,  o r  a t  l e a s t  d e s i r a b l e ,  to  m a k e  s o m e  a m e n d m e n t s  in t h e s e  l e v e l s  

and in the  p r o c e d u r e s .  Has  any  c o n s i d e r a t i o n  b e e n  g i v e n  to f u r t h e r  s t r e a m -  

l i n i n g  of the  p r o c e d u r e s ,  g e n e r a l l y ,  fo r  p o s s i b l y  g r e a t e r  u se  of pos t  aud i t  ? 

SE CRE TARY J O H N S  ON: 

qu i t e  u n d e r s t a n d  the  q u e s t i o n .  

to ? 

I m i g h t  be  ab le  to a n s w e r  tha t ,  but  I d o n ' t  

What p a r t  of t he  p r o c e d u r e  a r e  you r e f e r r i n g  
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STUDENT:  S p e c i f i c a l l y ,  t he  A r m y  O r d n a n c e  M i s s i l e  C o m m a n d .  

T h e r e  was  the  J u p i t e r  and  the  R e d s t o n e ,  and it was  d e s i r e d  to  g ive  m o r e  

a u t h o r i t y  to  the  o p e r a t o r  in  the  f ie ld ,  and p o s s i b l y  a m e n d  s o m e  of the  

p r o c e d u r e s .  

SECRETARY JOHNSON: It went  f a r  beyond  an a m e n d m e n t  of  the  

p r o c e d u r e s .  Th i s  was  a n  e n t i r e l y  new p r o c e d u r e .  In t h i s  p a r t i c u l a r  

i n s t a n c e  G e n e r a l  M e d a r i s  was  g iven  a v e r y  e x c e p t i o n a l  and u n u s u a l  a u t h o r -  

i ty  in  r e g a r d  to the  J u p i t e r ,  t he  R e d s t o n e ,  and the  Z e u s ,  and the  P e r s h i n g  

m i s s i l e s ,  in wh ich  he did not  fo l low the  u s u a l  c h a i n  of c o m m a n d .  A u t h o r i t y  

was  p a s s e d  on to  h im in a d v a n c e  and he e x e r c i s e d  it  s u b j e c t  to on ly  m o n t h l y  

r e v i e w  of what  he  had done .  

Would you l ike  to have  any  f u r t h e r  c o m m e n t  on t h a t ?  

STUDENT:  Have  we l e a r n e d  a n y t h i n g  f r o m  tha t  e x p e r i e n c e  tha t  m i g h t  be 

e x ~ i d e d j  at  l e a s t  in  pa r t ,  to ou r  o t h e r  p r o c u r e m e n t  ? 

SECRETARY JOHNSON: In roy op in ion  we h a v e  l e a r n e d  one thing;  tha t ,  

w h e n  you d e p a r t  f r o m  the  c h a n n e l s  of c o m m a n d  and a u t h o r i t y  tha t  a r e  u s u a l l y  

s e t  up, you l o s e  s o m e t h i n g .  We h a v e  s e t  up in a l l  the  s e r v i c e s  the  c h a n n e l  

of c o m m a n d  and the  c h a n n e l  of a u t h o r i t y ,  and e a c h  s t e p  in tha t  c h a n n e l  of 

c o m m a n d  and a u t h o r i t y  has  a f u n c t i o n  to p e r f o r m .  The m e n  in  tha t  p a r t i c u l a r  

s t e p  a r e  t r a i n e d  m e n  who have  g r e a t  e x p e r i e n c e ,  and who p e r f o r m  tha t  f u n c -  

t i on  w e l l .  Now, if  you b y p a s s  t h o s e  v a r i o u s  s t e p s ,  you d e f i n i t e l y  l o s e  s o m e t h i n g ,  

in m y  op in ion .  You m a y  ga in  s p e e d ,  and,  u n d e r  an e m e r g e n c y ,  tha t  m a y  be 

a v e r y  d e s i r a b l e  th ing ,  but  you do l o s e  a g r e a t  d e a l  of the  a p p l i c a t i o n  of the  
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k n o w l e d g e  tha t  c o m e s  f r o m  e a c h  p h a s e  of the  c h a n n e l  of c o m m a n d  and the  

c h a n n e l  of a u t h o r i t y  d e a l i n g  wi th  th i s  q u e s t i o n .  

I have  w o r k e d  fo r  the  G o v e r n m e n t  qu i t e  a Little bit ,  and y o u r  f i r s t  

r e a c t i o n  when  you w o r k  fo r  g o v e r n m e n t  is  tha t  t h e r e  a r e  too  m a n y  d e c i s i o n s  

tha t  h a v e  to  be m a d e .  A l w a y s  r e m e m b e r ,  g e n t l e m e n ,  we a r e  d e a l i n g  wi th  

pub l i c  m o n e y  and the  n a t i o n a l  i n t e r e s t ,  and we c a n ' t  a f fo rd  to  m a k e  m i s t a k e s .  

We do m a k e  t h e m ,  s o m e t i m e s ,  but  we m a k e  a g r e a t  m a n y  l e s s  m i s t a k e s  if 

we fo l low the  c h a n n e l  of a u t h o r i t y  and the  c h a n n e l  of c o m m a n d  tha t  a r e  s e t  

up, b e c a u s e  e a c h  has  a f u n c t i o n  to p e r f o r m  and e a c h  p e r f o r m s  i t .  

Does  t h i s  c o m e  a n y w h e r e  n e a r  to a n s w e r i n g  y o u r  q u e s t i o n ?  

S T U D E N T :  Yes ,  s i r .  Thank  you.  

SECRETARY JOHNSON: Of c o u r s e  you can  e x p e d i t e  i t .  A d i c t a t o r  

c an  e x p e d i t e  o p e r a t i o n s  v e r y  r a p i d l y .  A l l  he  s a y s  i s :  "Do i t .  " Then  

e v e r y b o d y  ge t s  b u s y  do ing  i t .  The  t r o u b l e  is  tha t  the  d i c t a t o r  s t a r t s  m a k i n g  

m i s t a k e s  e v e n t u a l l y ,  s o m e t i m e s  r a t h e r  r a p i d l y .  F i n a l l y ,  he  m a k e s  so  

m a n y  m i s t a k e s  tha t  it i s  goodbye ,  d i c t a t o r .  T h a t ' s  the  inev i t ab le  r e s u l t  

of too m u c h  a u t h o r i t y  p l a c e d  in the  hands  of one p e r s o n ,  I t h ink .  I am g iv ing  

you ju s t  a p h i l o s o p h i c a l  op in ion .  

QUESTION: I b e l i e v e  w h e n  you s t a r t e d  out  you sa id  tha t  the  C o r g r e s s  

p r e s c r i b e s  to s o m e  e x t e n t  the  o r g a n i z a t i o n  of p r o c u r e m e n t  by s t a t u t e .  

SECRETARY JOHNSON: No, e x c u s e  m e .  I s a id  tha t  t h e : a m t h o r i t y  fo r  

p r o c u r e m e n t  is  by an act  of C o n g r e s s .  T h a t ' s  what  I shou ld  have  s a i d .  

S T U D E N T :  Maybe  m y  q u e s t i o n  i s n ' t  a p p r o p r i a t e ,  t hen .  I was  go ing  to 
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ask why they feel they must do this? And, second: Does this cause you 

any problem ? Do you feel it is appropriate ? 

SECRETARY JOHNSON: I don't see how they could do it any other 

way. The Congress has to appropriate the money, and Congress then 

specifies as to how and by whom this money shall be spent. They can't 

just appropriate the money and toss it up for grabs. They appropriate 

the money and Say to the Secretary of the Army, "You have been given this 

much money to spend. The final authority for spending this money is in 

your hands. " Then the Secretary of the Army delegates, as I described 

before. The contracting officer is set up as the final authority on making 

the contract. 

STUDENT: You don't think they would do it any differently if it werenlt 

prescribed that way by Congress ? 

SECRETARY JOHNSON: Without formalizing it, I think it is the normal 

procedure in industry. The Board of Directors, after all, appropriates the 

money, to use a similar term. The President delegates the purchasing to 

the purchasing agent, or the vice president in charge of purchases. The 

purchasing agent is the final authority on purchase. His name is signed to 

the contract. Nevertheless, for approval of contracts, he may go more 

informally than we do in the services, to the President or to the Executive 

Vice  P r e s i d e n t ,  

i m p o r t a n t  o n e s ,  

Have  you  any  o b j e c t i o n s  o r  h a v e  you  any  a d v i c e  ? "  

on i m p o r t a n t  c o n t r a c t s ,  as  we have  d e t a i l e d  h e r e  t h e  

and s a y ,  "I p r o p o s e  to do it t h i s  way .  Th i s  i s  m y  d e c i s i o n .  

I t h ink  i t ' s  a n o r m a l  
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p r o c e d u r e .  We s i m p l y  f o r m a l i z e  it  m o r e  than  t h e y  do in  i n d u s t r y .  

STUDENT:  But you a r e  l i m i t e d  by law on what  you m a y  d e l e g a t e .  

S E C R E T A R Y  JOHNSON: No. A r e  we,  B i l l ?  

C O L O N E L  GD-RNEE: In s o m e  r e s p e c t s .  I was  go ing  to  s ay  tha t  we in  

t h e  A r m y  th ink  tha t  the  ac t  wh ich  p r e s c r i b e s  the  p r o c u r e m e n t  e x e r c i s e  

t h r o u g h o u t  the  A r m y  and the  o t h e r  s e r v i c e s  is  a good ac t .  We h a v e  no b a s i c  

q u a r r e l  wi th  it at  a l l .  W h e r e  i t  ge t s  s p e c i f i c  is  in s u c h  t h i n g s  as  n e g o t i a t i o n  

a u t h o r i t y .  It d o e s  s ay  in  the  act ,  fo r  i n s t a n c e ,  tha t  you c a n n o t  d e l e g a t e  

the  a u t h o r i t y  to n e g o t i a t e  c e r t a i n  t y p e s  of c o n t r a c t s  b e l o w  the  A s s i s t a n t  

S e c r e t a r y  l e v e l .  Th i s  is  one c a s e - - t h e  D and F ' s .  We could  q u a r r e l ,  

p o s s i b l y ,  in  s o m e  d e t a i l  wi th  tha t .  The  law s a y s  tha t  you can  n e g o t i a t e  

s m a l l  p u r c h a s e s  w h i c h  a r e  u n d e r  $2500.  We f e e l  tha t  u n d e r  t o d a y ' s  c o n d i -  

t i o n s  tha t  shou ld  be $10; 000. Th i s  is  s m a l l .  

The  C o n g r e s s  has  not  r e a l l y  p r e s c r i b e d  the  o r g a n i z a t i o n  fo r  p r o c u r e m e n t  

Within the  s e r v i c e s ,  e x c e p t  to  s a y  that ,  u n d e r  c e r t a i n  c i r c u m s t a n c e s ,  a u t h o r i t y  

w i l l  r e m a i n  only  in the  s e c r e t a r i a t  and w i l l  not  be d e l e g a t e d .  But t h o s e  a r e  

few.  

S E C R E T A R Y  JOHNSON: Wel l ,  the  D and F ' s  a r e  d e t e r m i n a t i o n  and 

f i n d i n g s .  In any  n e g o t i a t e d  p r o c u r e m e n t  t h e r e  a r e  17 e x c e p t i o n s  to a d v e r t i s e d  

p r o c u r e m e n t ,  and you a l l  know t h e m - - I  am s u r e  you do.  You have  a l l  r e a d  

t h e m  and e x a m i n e d  t h e m .  B e f o r e  any one  of t h o s e  e x c e p t i o n s  can  be app l i ed ,  

t he  S e c r e t a r y  of the  A r m y  o r  an A s s i s t a n t  S e c r e t a r y  of the  A r m y - - a n d  u n l e s s  

he is  out  of town  tha t  would  be  the  A s s i s t a n t  S e c r e t a r y  fo r  L o g i s t i c s  in  the  A r m y - -  
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o r  the  U n d e r  S e c r e t a r y ,  of c o u r s e ,  m u s t  s i g n  tha t  d e t e r m i n a t i o n  and f i n d i n g s  

and say ,  "I  d e t e r m i n e  and f ind tha t  t h i s  shou ld  be a n e g o t i a t e d  p r o c u r e m e n t ,  

fo r  the  f o l l o w i n g  r e a s o n s : " .  That  canno t  be  d e l e g a t e d ,  and the  n e g o t i a t i o n  

c a n ' t  t a k e  p l a c e  un t i l  tha t  D and F is  s i g n e d .  Th i s  is  t r u e  of a l l  the  s e r v i c e s ,  

not  j u s t  t he  A r m y .  

QUESTION:  I n o t i c e d  in  y o u r  l i s t  of e x c e p t i o n s  to the  o b l i g a t i o n  a u t h o r i t y  

t h e r e ,  t ha t  the  f i r s t  one  was  a $200, 000 one  fo r  m i s s i l e  p a r t s .  It s e e m s  that ,  

wi th  the  c o n s i d e r a b l e  f e e l  tha t  we a r e  t r y i n g  to  ge t  on m i s s i l e s ,  tha t  e x c e p t i o n a l l y  

low a u t h o r i t y  has  to go a l l  t he  way up to the  S e c r e t a r y ,  so  it  m u s t  have  s o m e  

s p e c i a l  m e a n i n g .  I w o n d e r  what  tha t  i s .  

S E C R E T A R Y  JOHNSON: This  is  not  a r e g u l a t i o n  by anyone  e l s e .  It 

i s  j u s t  a r e g u l a t i o n  in m y  o f f i ce .  

t he  A r m y .  L e t ' s  put i t  t h i s  way.  

Th i s  h a p p e n s  to  be the  way we r u n  it  in  

We know l e s s  about  m i s s i l e  p a r t s  and how 

m a n y  a r e  n e e d e d  and about  the  who le  o p e r a t i o n  of p r o v i d i n g  n e c e s s a r y  p a r t s  

to  s u p p o r t  m i s s i l e  s y s t e m s .  We know l e s s  about  tha t  t han  about  a n y t h i n g  

e l s e ;  obv ious ly ;  i t ' s  a new type  of th ing .  We wan ted  to k e e p  our  f i n g e r  on 

i t  to the  e x t e n t  of f i n d i n g  out what  i s  g o i n g  on.  In o t h e r  w o r d s ,  we d idn ' t  

want  to r u n  in to  a s i t u a t i o n  w h e r e  we w e r e  buy ing  $5 m i l l i o n  w o r t h  of p a r t s  

t o d a y  and $10 m i l l i o n  t o m o r r o w  and $20 m i l l i o n  the  nex t  d a y - - a n d  I a s s u r e  

you tha t  t h e s e  f i g u r e s  a r e  not  e x a g g e r a t e d - - w i t h o u t  k n o w i n g  what  the  p r o c e s s  

was  tha t  d e t e r m i n e d  the  n u m b e r  of p a r t s  tha t  w e r e  to  be  bought ,  who p a s s e d  

on it, and  what  the  e x p e r i e n c e  was .  We wan ted  to  know at  l e a s t  as m u c h  as  

we could  about  i t .  T h a t ' s  the  only  r e a s o n  fo r  t h i s .  
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The  t i m e  wi l l  c o m e ,  p e r h a p s  in  the  n e a r  fu tu re ,  w h e n  we wi l l  r a i s e  

tha t ,  and we m i g h t  r a i s e  tha t  f r o m  $200, 000 to $500, 000. But  the  d e t e r -  

m i n a t i o n  of w h e n  o r  if  we do tha t  is  in  m y  off ice;  not  a n y ~ h e r e ~ I s e .  Th i s  

i s n ' t  an A r m y  r e g u l a t i o n .  

MR. L A Z U R E :  I m i g h t  add in tha t  r e g a r d  tha t  s o m e t i r n e s ,  L a n u m b e r  

of t h e s e  t h ings  go up to  the  S e c r e t a r y  t o g e t h e r .  F o r  e x a m p l e ,  th i s  m i s s i l e  

r e p a i r  p a r t s  p r o c u r e m e n t  would  go up wi th  o t h e r  f a c t o r s  of p r o c u r e m e n t .  

So t h e y  a r e  s t r e a m l i n e d  w i th in  A r m y  at Dep Log  and at S e c r e t a r y  l e v e l s .  

SECRETARY JOHNSON: I might say that's one of the things that this 

special authority that was given to General Medaris bypasses. This regula- 

tion is not imposed for those four missiles systems that I mentioned. 

QUESTION: This question has to do with the authority of the contracting 

officer. You mentioned earlier that on an advertised bid, for instance, he 

was required to take the lowest bid provided the bidder was responsive. 

Now, recognizing that there are different degrees of responsiveness, and 

also responsibility, as the General poin±ed out, and a minimum of responsive- 

ness might be acceptable, suppose you have a situation where a bidder under- 

estimates the cost of this in the opinion of the contracting officer, which 

would lead it eventually to renegotiation at a higher cost. Does he have 

authority to reject that lowest bid and accept a higher bid ? 

SECRETARY JOHNSON: I'll answer this quickly. As you see, I am 

willing to do that even though I am sometimes contradicted by my experts. 

I would say no. He is obligated to take the lowest bid if it is from a responsible 
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a n d  a r e s p o n s i v e  b i d d e r .  Now, if  s u b s e q u e n t l y  the  b i d d e r  r a i s e s  t he  q u e s -  

t i o n  tha t  he  m a d e  a m i s t a k e ,  t ha t  i s  r e f e r r e d  to the  G e n e r a l  A c c o u n t i n g  

Off ice  f o r  d e c i s i o n  as  to  w h e t h e r  o r  not  he  w i l l  be  r e q u i r e d  to d e l i v e r  on the  

p r i c e  tha t  he  b id  o r  w h e t h e r  he  wi l [  be  a l l o w e d  to c o r r e c t  the  m i s t a k e .  

S T U D E N T :  I w a s  t h i n k i n g  of a s i t u a t i o n  w h e r e  the  c o n t r a c t i n g  o f f i c e r  i n i t i a l l y  

l ooks  at  it and s a y s  he c a n ' t  p o s s i b l y  do it f o r  t h a t .  We have  r u n  in to  s i t u a -  

t i o n s  l ike  tha t  in the  Navy .  T h e n  wha t  do you  do u n d e r  t h o s e  c i r c u m s t a n c e s  ? 

MR.  L A Z U R E :  In tha t  r e g a r d ,  i f  I m a y  i n j e c t ,  M r .  S e c r e t a r y ,  t h e r e  is  

the  s o - c a l l e d  t h e o r y  of c o n s t r u c t i v e  n o t e s  t ha t  is  r e c o g n i z e d  in  p r o c u r e m e n t  

l aw.  W h e r e  a c o n t r a c t i n g  o f f i c e r  has  a bid o r  a p r o p o s a l  w h i c h  is  so  low 

tha t  he ,  as  you  s a y ,  r e c o g n i z e s  tha t  the  m a n  c a n ' t  p o s s i b l y  do it ,  he  s h o u l d  

t h e n  go b a c k  and a s k  f o r  a v e r i f i c a t i o n  of t he  bid o r  p r o p o s a l .  He m a y  h a v e  

to  go b a c k  a c o u p l e  of t i m e s .  W e ' v e  had  the  s i t u a t i o n  w h e r e  we h a v e  gone 

b a c k  t w i c e  and the  f e l l o w  s a y s ,  "I  cou ld  s t i l l  do i t  f o r  t h a t .  " T h e n  he c o m e s  

in  and y e l l s  tha t  he c o u l d n ' t  b e c a u s e  he  h a s n ' t  e s t i m a t e d  e n g i n e e r i n g  on 

m a c h i n e r y  o r  s o m e t h i n g .  But  t h e r e  is  t h i s  t h e o r y  of c o n s t r u c t i v e  n o t e s ,  and 

the  c o n t r a c t i n g  o f f i c e r  is  r e s p o n s i b l e  in a c a s e  of t ha t  type  to  a s k  f o r  th i s  

v e r i f i c a t i o n .  

C O L O N E L  G U R N E E :  T h e n  the  nex t  s t e p  i s  he  f i l e s  a m i s t a k e - i n - b i d  

n o t i c e  to  t he  C o m p t r o l l e r  G e n e r a l ,  and  we go to the  C o m p t r o l l e r  G e n e r a l  

and he  u s u a l l y  s a y s ,  " I f  t h e r e  h a s  b e e n  a n o t i c e  to the  c o n t r a c t o r  and e v e r y -  

b o d y  h a s  b e e n  c l e a r e d ,  and he has  b e e n  a s k e d  to v e r i f y  and po in t  out ,  " and 

the  C o m p t r o l l e r  G e n e r a l  u s u a l l y  w i l l  not  a l l o w  i t .  On the  o t h e r  hand ,  if  we  
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h a v e  b e e n  n e g l i g i b l e  and  le t  t ha t  t h i n g  s l i d e  t h r o u g h  w i thou t  v e r i f y i n g  it 

w h e n  it s h o u l d  h a v e  b e e n  put  on n o t i c e ,  n o r m a l l y  t h e n  the  C o m p t r o l l e r  

G e n e r a l  w i l l  a l l o w  the  c l a i m  f o r  a m i s t a k e  in  bid and w i l l  go a h e a d  and 

c o m p e n s a t e  h i m  f o r  i t .  

S E C R E T A R Y  JOHNSON: T h e r e  is  a g r e a t  r i s k  in  t h i s .  If the  c o n t r a c t -  

i ng  o f f i c e r  u s e d  his  j u d g m e n t  as  to  w h e t h e r  a m a n  c o u l d n ' t  m a k e  it  f o r  wha t  

he  s a i d  he  cou ld  m a k e  it  f o r - - b e c a u s e  it i s  r e a l l y  a s t o n i s h i n g  in m a n y  of 

t h e s e  p r o c u r e m e n t s ,  c o m p e t i t i v e  p r o c u r e m e n t s ,  wha t  p r i c e s  a r e  a c h i e v e d - -  

and  he  does  m a k e  the  p r o d u c t  and  he  m a k e s  it a t  a p r o f i t ,  and a l l  h i s  c o m -  

p e t i t o r s  have  s a i d  he  c a n ' t  do i t  and  of c o u r s e  h i s  c o s t s  a r e  too  h igh ,  and 

tha t  s o r t  of t h ing ,  n e v e r t h e l e s s  he t a k e s  it a t  t ha t  p r i c e  and he  o p e r a t e s  

s u c c e s s f u l l y ,  it  d e p e n d s  on the  d e g r e e .  If h e ' s  got  a b id  t ha t  w o u l d n ' t  c o v e r  

t he  m a t e r i a l  cos t ,  t h e n  he  k n o w s  h e ' s  r i g h t .  But,  once  you  b e g i n  g e t t i n g  

a b o v e  m a t e r i a l  and d i r e c t  l a b o r ,  you d o n ' t  know wha t  he  c a n  do.  He m a y  

h a v e  r a t i o n a l i z e d  out  h i s  o v e r h e a d ,  o r  m o s t  of h i s  o v e r h e a d ,  b e c a u s e  he 

h a s  i t  c o v e r e d  s o m e w h e r e  e l s e ,  o r  he  m a y  h a v e  r a t i o n a l i z e d  out  m o s t  of 

h i s  G and  A. 

of 10 p e r c e n t .  

T h a t ' s  h i s  b u s i n e s s .  

T h a t ' s  h i s  b u s i n e s s .  

He m a y  t a k e  a 1 p e r c e n t  p r o f i t  i n s t e a d  

The  c o n t r a c t i n g  o f f i c e r  i s  not  in a 

p o s i t i o n ,  u n l e s s  i t ' s  k ind  of an  e x t r e m e  c a s e  tha t  you  a r e  t a l k i n g  about ,  to  

m a k e  tha t  d e c i s i o n .  He m i g h t  be  t h r o w i n g  out s o m e t h i n g  tha t  was  v e r y  m u c h  

to the  a d v a n t a g e  of the  G o v e r n m e n t .  

G e n t l e m e n ,  i t ' s  10:20 and th i s  c a l l s  f o r  t he  c o f f e e  b r e a k .  
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SECRETARY JOHNSON: Gentlemen, I want to make a correction in 

a statement that I made. I said the D and F's for all 17 exceptions have to 

come to my office. Actually, all 17 exceptions do not require D and F's 

signed by the Assistant Secretary. They are selected ones. Colonel Gurnee 

called my attention to that. I supposed that they all did, because the number 

that comes up there makes it seem that way. 

Going through this process of being questioned, which is an interesting 

process, when you are sitting on this end of it, reminds me of something 

that happened up in New York, that I'll tell you about very briefly. I have 

one minutes I think. This was at the American Ordnance Association 

meeting in New York. During the business sessions three Generals, in 

the morning, from the Air Force, the Navy, and the Army gave talks on 

what was needed in the way of materiel for each of the services. Our rep- 

resentative was General Sink, whom I mentioned to you before. Everything 

went fine. They had a question period and were just about to adjourn when 

someone in the audience posed a final questions and he po~ed it at General 

Sink. He said, "General Sink, can you tell me how much unification has taken 

place in the Pentagon between the services since the new Unification Act and 

the new setup for the Defense Department has been achieved ?" General Sink 

said, "No, I don't think I can tell you that. But the Assistant Secretary of 

the Army is sitting down in the front row. I think he can tell you that. " 

So I had to answer it. 

Actually, the answer was not difficult about my own end of the business, 
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because, in the logistics materiel, or material, whichever you want to 

call it, we have an enormous amount of unification. Seventy-five percent 

of the money that is spent for goods and services by the three services is 

spent by one service in favor of all three--75 percent of the money. So that 

we have 75 percent unification. The part that isn't unified is the part that 

is very specialized--~or instance, submarines, or supersonic bombers, or 

tanks for the Army, and that's unified to a certain extent because we also 

buy tanks for the Marine Corps--and except for those very specialized mil- 

itary items, there is an enormous amount of unification which comes from 

single managerships and single procurement. 

This isn't the subject for this meeting, but it's true, nevertheless. 

So I was able to answer that. 

Gentlemen, the next question is on Small Business, and I am going to 

ask Colonel Knox to read the question. 

COLONEL KNOX: How does small business fare in the Department of 

the Army contract awards ? 

SECRETARY JOHNSON: I want to make one comment on this, although 

I am going to ask Colonel r~rnee to answer this question specifically. The 

percentage of the Army's prime contracts placed with small busiuess is 

the largest in the three services. My comment is this: I think that the 

on 
Army has a better opportunity in buying subsistence, and/many of the 

smaller items that the Army buys, to a much greater extent than the other 

services, the Army has a better opportunity to deal with small business on 
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p r i m e  c o n t r a c t s  t h a n  p e r h a p s  the  o t h e r  two s e r v i c e s  do.  

With tha t  v e r y  b r i e f  r e m a r k  to  s t a r t  with,  I 'd  l ike  to  have  C o l o n e l  

G u r n e e  d e v e l o p  th i s  s u b j e c t ,  w h i c h  is  a v e r y  i m p o r t a n t  one .  

C O L O N E L  GURNEE:  S e v e r a l  y e a r s  ago  the  A r m y  t r i e d  to d e v e l o p  

a m e t h o d  of p o r t r a y i n g  to C o n g r e s s  the  a c t i v i t y  of s m a l l  b u s i n e s s  as  f a r  

as  A r m y  p r i m e  c o n t r a c t s  w e r e  c o n c e r n e d .  It i s  a v e r y  d i f f i cu l t  t h i n g  to 

p r e s e n t ,  b e c a u s e  the  C o n g r e s s  and the  g e n e r a l  pub l ic  k e e p  l o o k i n g  at the  

p e r c e n t a g e  f i g u r e  only,  and k e e p  s a y i n g ,  "Why i s n ' t  it  l a r g e r ? "  F o r  

i n s t a n c e  in  1958 we had a w a r d e d  35 p e r c e n t  of ou r  t o t a l  p r i m e  c o n t r a c t s  

in  the  A r m y  to  s m a l l  b u s i n e s s ,  

f i g u r e  to  a n a l y z e  and to  d e f e n d .  

and in  1959 33 p e r c e n t .  T h i s  is  a h a r d  

We a t t e m p t e d  to d e v e l o p  a s e r i e s  of 

s t a t i s t i c s  and f i g u r e s  to i n d i c a t e  w h e r e  ou r  p r o b l e m  lay.  

I 'd l ike  to s h o w  you s o m e  c h a r t s  w h i c h  we u s e d .  I 'd  l ike  Cha r t  #5 

f i r s t .  (Cha r t  #5). 

What  we did was  to a n a l y z e  the  t o t a l  A r m y  p r o c u r e m e n t  as  we s a w  it  

in i t s  v a r i o u s  c o m p o n e n t s .  We c a m e  to the  c o n c l u s i o n  tha t  b a s i c a l l y  we 

had  about  f ive  d i f f e r e n t  b u s i n e s s e s  w i th in  the  A r m y .  T h e s e  a r e  the  f i g u r e s  

f o r  f i s c a l  1959. We had  about  $ 5 . 4  b i l l i o n  in supp ly  c o n t r a c t s .  

The  f i r s t  b u s i n e s s  w h i c h  we a c t u a l l y  a n a l y z e d  was  ou r  t e x t i l e ,  

and e q u i p m e n t ,  fo r  w h i c h  we a r e  the  S ing le  M a n a g e r ,  

s e r v i c e s .  We found tha t  we s p e n t  s o m e  $300 m i l l i o n ,  

of tha t  went  d i r e c t  to  s m a l l  b u s i n e s s .  

tha t  we h a v e  no p r o b l e m  h e r e .  

c lo th ing ,  

buy ing  fo r  a l l  t h r e e  

to ta l ;  and 71 p e r c e n t  

T h e r e f o r e  we c a m e  to the  c o n c l u s i o n  

Th i s  was  c o m p e t i t i v e  p r o c u r e m e n t  p r i m a r i l y  
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by formal advertising. Small business was getting certainly its fair share. 

So we can pretty well forget this problem. 

Construction was the next business that the Army was in. Here, out 

of almost a billion dollars, 57 percent went directly to small business on 

prime contracts. Again this is probably not an area that we should worry 

too much about. 

The next one was subsistence, again, a single manager responsibility 

of the Army. This was $614 million. Here 63 percent went direct to small 

business. Again we felt this was an area where we were doing extremely 

well in and probably could afford not to emphasize too much. 

Here are supplies and services. These are primarily housekeeping 

efforts--utilities and all the other things that come into maintaining a going 

activity. This was $809 million, and 46 percent went to small business. 

Thi s  c o m p r i s e s  about  ha l f  of ou r  t o t a l  

May I have  the  nex t  o v e r l a y ,  p l e a s e  ? 

p r o c u r e m e n t .  

Th i s  s h o w s  the  r e m a i n i n g  ha l f  

of it, o r  what  we ca l l  m a j o r  i t e m s - - a b o u t  $2 .6  b i l l i o n .  H e r e  you w i l l  n o t i c e  
that 

that there was only 9 percent/went direct to small business. Obviously, then, 

this is the area that we have to be concerned with in making sure that our 

Small Business Program is as dynamic and good as it can be. Breaking 

this down, then, we found that about $i. 3 billion went for such things as 

missiles and major, big hardware items. Obviously this is an area in 

which a firm with less than 500 people cannot take on a contract. So we 

can pretty well forget this. Then we had 385 in our tactical vehicle and 
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commercial vehicle area. This again is an area of procurement in which 

we could not expect a small business firm to take on a prime contract. 

Both of these areas are, of course, subject to tremendous small business 

subcontracting. 

This left $900 million in an area that we felt was available for small 

business and which we want to take another look at. May I have the next 

overlay ? 

This is the breakdown of this $917 million. As you can see, actually 

small business got 16 percent of this $917 million. Then we found that in 

68 percent of it small business did compete. They were offered an oppor- 

tunity to bid and they were not the low bidders. We found another 14 percent 

that small business did not even bid on, even though the opportunity was 

are 
there for them. Then there/negligible amounts where small business was 

the low bidder but was not given the contract because they were either not 

responsible or not responsive. 

We felt that these last two areas are the areas in which small businesses 

should make their most energetic approach. We feel that the program having 

been developed to this point, it is now in the hands of small business. We 

have gone around the country with this type of information, and have told 

small business, "This is where you now must compete. This is where you 
no 

must sharpen your pencil. The Army can do/more than to afford you the 

o p p o r t u n i t y  t o  c o m p e t e  o n  t h e s e  i t e m s .  It  i s  u p  t o  y o u  t o  c a r r y  i t  f r o m  h e r e .  " 

We h a v e  h a d  r a t h e r  s u b s t a n t i a l  s u c c e s s  w i t h  t h i s  t y p e  o f  a p p r o a c h ,  b o t h  
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w i t h  C o n g r e s s  and  w i th  i n d u s t r y ,  in  t r y i n g  to s h o w  the  A r m y ' s  a p p r o a c h  

to g iv ing  s m a l l  b u s i n e s s  an o p p o r t u n i t y  to  s e c u r e  t h e i r  f a i r  s h a r e .  

L e t  m e  h a v e  the  l a s t  c h a r t ,  p l e a s e .  T h i s  s u m m a r i z e s  wha t  o u r  f i s c a l  

1959 s h o w s .  S m a l l  b u s i n e s s  a c t u a l l y  got  $ 1 . 7  b i l l i on ,  o r  33 p e r c e n t  of the  

d o l l a r s  a w a r d e d  in a l l  A r m y  new p r o c u r e m e n t  a c t i v i t i e s  in  1959 ,  :: : "  

A r a t h e r  i n t e r e s t i n g  t h i n g  i s ,  w h i l e  t h i s  i s  2 p e r c e n t  l o w e r  t han  l a s t  y e a r ,  the  

a c t i o n s  r e m a i n  e x a c t l y  the  s a m e .  

T h a t ' s  a l l  I have ,  s i r ,  on t h i s .  

S E C R E T A R Y  JOHNSON:  T h a n k  you,  B i l l .  C o l o n e l  G u r n e e  a l r e a d y  

m e n t i o n e d  t h i s ,  but ,  to  s e t  the  b a c k g r o u n d ,  I wan t  to po in t  out  t ha t  we  a r e  

t a l k i n g  on ly  abou t  p r i m e  c o n t r a c t s ,  c o n t r a c t s  d i r e c t l y  b e t w e e n  the  G o v e r n -  

m e n t  and a c o m p a n y .  The  q u e s t i o n  of s u b c o n t r a c t s  i s  one  t ha t  C o n g r e s s  has  

c a r e f u l l y  a v o i d e d .  T h e y  d o n ' t  wan t  us  to  s h o w  t h e m  how m a n y  s u b c o n t r a c t s  

s m a l l  b u s i n e s s  g e t s ,  and tha t  i s  a d i f f i cu l t  t h i n g  to  show,  wha t  p e r c e n t a g e  

of t h i s  m o n e y  is  s p e n t  w h e n  c o n t r a c t s  a r e  t a k e n  by l a r g e  b u s i n e s s  and t h e n  

a r e  s u b c o n t r a c t e d  to s m a l l  b u s i n e s s .  T h a t  is  not  i n c l u d e d  in th i s  p r e s e n t a -  

t i on .  W h e r e a s  we  s h o w  tha t  33 p e r c e n t  of the  m o n e y  in  the  A r m y  goes  to  

p r i m e  c o n t r a c t s  to s m a l l  b u s i n e s s ,  m y  g u e s s  wou ld  be tha t  t ha t  would  be up 

a r o u n d  55 o r  60 p e r c e n t  of the  m o n e y  if you  a c t u a l l y  cou ld  f ind out,  and if  

a n y b o d y  would  pay  a n y  a t t e n t i o n ,  t he  a m o u n t  of m o n e y  t ha t  t h e n  goes  to  

s m a l l  b u s i n e s s  t h r o u g h  s u b c o n t r a c t s  f r o m  l a r g e  b u s i n e s s .  

I w a n t e d  you  to know tha t  t ha t  i s  not  in t h i s  c a l c u l a t i o n .  

Now, do we h a v e  q u e s t i o n s  ? 
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QUESTION:  Sir ,  has  t h e r e  b e e n  any c o n s i d e r a t i o n  g i v e n  to d e v e l o p i n g  

a new c r i t e r i o n  to d e t e r m i n e  what  is  s m a l l  b u s i n e s s  ? We h a v e  at the  p r e s e n t  

t i m e  an a r b i t r a r y  5 0 0 - e m p l o y e e s  r e q u i r e m e n t .  In the  c l o t h i n g  and t e x t i l e  

o r  t he  s u b s i s t e n c e  b u s i n e s s ,  500 p e o p l e  m i g h t  be one of t he  l a r g e  un i t s  in  

the  i n d u s t r y .  On the  o t h e r  hand,  in the  a u t o m o t i v e  i n d u s t r y ,  the  f i f th  or  

s i x t h  l a r g e s t  p r o d u c e r  m a y  h a v e  f r o m  2, 000 to  10, 000 e m p l o y e e s .  Could 

you a d d r e s s  y o u r s e l f  to  tha t  ? 

S E C R E T A R Y  JOHNSON: Wel l ,  I t h ink  I c an  s ay  r a t h e r  s u p e r f i c i a l l y  

tha t  an  e f fo r t  has  b e e n  m a d e  to w o r k  t h i s  out  by i n d u s t r i e s  o v e r  a p e r i o d  

of m a n y  y e a r s ,  u n s u c c e s s f u l l y .  I t ' s  a v e r y  d i f f i cu l t  t h ing .  If you  t a k e  the  

w a t c h  i n d u s t r y ,  b ig  b u s i n e s s  in the  w a t c h  i n d u s t r y  m a y  e m p l o y  on ly  1, 000 

p eo p l e ,  w h e r e  b ig  b u s i n e s s  in the  a u t o m o t i v e  i n d u s t r y  m a y  e m p l o y  150, 000. 

It is  a l m o s t  i m p o s s i b l e  to  d e t e r m i n e  it  by i n d u s t r i e s .  T h e r e  has  b e e n  a 

r e c e n t  c h a n g e  in r e s p e c t  to  s o m e  t y p e s  of c o n t r a c t s  w h i c h  a r e  j udged  on the  

b a s i s  of  the  a m o u n t  of b u s i n e s s  done  p e r  y e a r .  I t h ink  th i s  is  in  the  c o n s t r u c -  

t i on  field. Isn't it, Al? 

MR. LAZURE: It is in all fields. The Small Business Administration 

has a definition now that realizes the 500 rule, but it also provides that the 

business is not certified by the Small Business Administration as small 

business. In other words, they have the right to say that a group not dominant 

in a particular field is small business. So, in certain businesses you can have 

5, 000 people and be small business. And, by the same token you can be big 

business in certain fields and have less than 500. So that there is this rule 
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of d o m i n a n c y  in  y o u r  f i e ld  tha t  would  c o m e  in to  p lay  h e r e ,  too.  

C O L O N E L  GURNEE:  I 'd  l ike  to add one  t h i n g  to  t h i s .  To the  c o n -  

t r a c t i n g  o f f i c e r ,  the  w o r s t  t h i n g  tha t  cou ld  h a p p e n  would  be  fo r  SBA to 

c o m e  out and,  by n u m b e r  of e m p l o y e e s ,  de f ine  e v e r y  c o n c e i v a b l e  i n d u s t r y .  

T h i s  would  d r i v e  the  c o n t r a c t i n g  o f f i c e r  a b s o l u t e l y  out of h is  m i n d ,  if he 

i s n ' t  t ha t  way a l r e a d y .  The  p r o b l e m  is  tha t  you have  m a n y  c o m p a n i e s  tha t  

a r e  in s e v e r a l  i n d u s t r i e s .  T h e y  h a v e  500 fo r  one,  250 fo r  a n o t h e r ,  and 

3, 000 f o r  a n o t h e r .  You 'd  n e v e r  be  ab le  to get  th i s  t h ing  s t r a i g h t e n e d  out .  

We have  c o n s i s t e n t l y  he ld ,  I th ink ,  in  the  A r m y  tha t ,  w h i l e  t h i s  is  a r e s p o n -  

s i b i l i t y  of SBA, we h a v e n ' t  r e a l l y  had m u c h  t r o u b l e  l iv ing  wi th  500 as a d e f -  

i n i t i on .  I t ' s  as  handy  as  he l l ,  and the  day  we s t a r t  c h a n g i n g  th i s  we get  in to  

r e a l  d e t a i l s .  We a r e  go ing  to  be  in  a lot  of t r o u b l e .  

QUESTION:  Sir ,  how d o e s  t h i s  p r o p o r t i o n  of m i l i t a r y  p r o c u r e m e n t  tha t  

i s  g iven  to s m a l l  b u s i n e s s  c o m p a r e  wi th  the  p r o p o r t i o n  of t o t a l  b u s i n e s s  tha t  

s m a l l  b u s i n e s s  r e p r e s e n t s - - i f  I m a k e  th i s  c l e a r  ? 

S E C R E T A R Y  JOHNSON: I don ' t  t h i n k  ou r  c a l c u l a t i o n s  a r e  b a s e d  on 

tha t .  You can  get  a p r e t t y  good i d e a  f r o m  t h o s e  c h a r t s  you j u s t  saw.  T h e s e  

c o l u m n s  on the  r i gh t ,  I th ink ,  w e r e  u n i v e r s a l l y  m i l i t a r y  p r o c u r e m e n t  i t e m s ,  

l a r g e  m i l i t a r y  e q u i p m e n t .  

STUDENT:  No, s i r .  I m e a n ,  in the  c i v i l i a n  b u s i n e s s  w o r l d ,  s m a l l  

b u s i n e s s e s  r e p r e s e n t  s o m e  f r a c t i o n  of t he  t o t a l  b u s i n e s s .  How d o e s  tha t  

c o m p a r e  ? 

S E C R E T A R Y  JOHNSON: I donl t  know.  Does  anyone  k n o w ?  
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MR. LAZURE: 

be awfully hard to arrive at. 

SECRETARY JOHNSON: 

up only in government. 

QUESTION: Mr. Secretary, 

I d o n ' t  t h i n k  t h e r e  is  any  s u c h  c o r r e l a t i o n .  It would  

S m a l l  b u s i n e s s  is  a m e a s u r e m e n t  t ha t  i s  s e t  

I am s u r p r i s e d  t h a t  t h e r e  is  no m e n t i o n  

of s e t - a s i d e s .  Is tha t  no l o n g e r  a p r o b l e m  ? What  i s  the  c u r r e n t  s t a t u s  7 

S E C R E T A R Y  JOHNSON:  I was  h o p i n g  t ha t  wou ld  c o m e  up.  It is  a v e r y  

d i f f i c u l t  p r o b l e m .  We c a n  s e t  a s i d e  e i t h e r  100 p e r c e n t  o r  a p a r t  of a p r o -  

c u r e m e n t  d i r e c t e d  to s m a l l  b u s i n e s s  w h e r e  we f e e l  t ha t  it  is  p r o p e r  and  

w h e r e  i t  i s  r e c o m m e n d e d  by the  S m a l l  B u s i n e s s  A d m i n i s t r a t i o n .  I am go ing  

to  p a s s  t h i s  on and le t  C o l o n e l  G u r n e e  t a k e  i t  f r o m  t h e r e .  

C O L O N E L  G U R N E E :  We a r e  s t i l l  v e r y  m u c h  wi th  the  p r o b l e m  of s e t -  

a s i d e s .  We have  t r i e d  w i t h i n  t h e  A r m y  to adop t  a p r o g r a m  of u n i l a t e r a l  

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

i s  p e r f e c t l y  p r o p e r  to m a k e  a s m a l l  b u s i n e s s  s e t - a s i d e  w i thou t  b e i n g  u r g e d  

to  do so  by SBA.  T h i s  is  a p r o b l e m  tha t  the  A r m y ,  I t h ink ,  led  in i n i t i a l l y ,  

b e c a u s e  of the  type  of t h i n g s  we  buy .  As long  as  we a r e  b u y i n g  o f f - t he - sh eLf  

i t e m s - - t o  a l a r g e  ex t en t ,  f o r  i n s t a n c e  o v e r  $2 b i l l i o n  w o r t h ,  w h i c h  is  p r e t t y  

m u c h - - w e  c a n  p r e t t y  w e l l  e n t e r  in to  a s e t - a s i d e  p r o g r a m  wi thou t  any  d i f f i -  

c u l t y .  W h e r e  the  h i s t o r y  h a s  s h o w n  c l e a r l y  tha t  t h e r e  is  a d e q u a t e  c o m p e t i -  

t ion ,  and  tha t  the  c o m p e t i t i o n  is  a m o n g  s m a l l  b u s i n e s s  m e n ,  we h a v e  no 

c o n c e r n  w h a t s o e v e r  abou t  m a k i n g  a s e t - a s i d e .  In f ac t  we have  u r g e d  o u r  

p e o p l e  to m a k e  it u n i l a t e r a l l y  on t h e i r  own.  

50 



W h e r e  we get  in to  d i f f i c u l t y  is  w h e r e  t h e r e  is  a l i m i t e d  n u m b e r  of p e o p l e  

who a r e  w i l l i n g  to c o m p e t e  f o r  an  i t e m ,  s i m p l y  b e c a u s e  t he  l a s t  p r o c u r e m e n t  

on an open  c o m p e t i t i o n  wen t  to s m a l l  b u s i n e s s .  W h e r e  t h e r e  a r e  on ly  2 o r  3 

f i r m s  b i d d i n g ,  we  a r e  s t i l l  v e r y  m u c h  c o n c e r n e d  abou t  the  f ac t  t ha t  we a r e  

s h u t t i n g  off c o m p e t i t i o n  if  we go to  a s e t - a s i d e .  Th i s  is  w h e r e  we r u n  in to  

o u r  t r o u b l e  wi th  the  S m a l l  B u s i n e s s  A d m i n i s t r a t i o n .  We l ike  to m a i n t a i n  the  

corn p e t i t i v e  p i c t u r e .  

S E C R E T A R Y  JOHNSON: I would  l ike  to  add  one  th ing ,  and th i s  is  

r e a l l y  t he  d i f f i c u l t  p a r t .  We s t i l l  h a v e  t he  o b l i g a t i o n  of b u y i n g  to  t he  b e s t  

a d v a n t a g e  of the  G o v e r n m e n t .  We s t i l l  h a v e  t h a t .  We a l s o  h a v e  a c l a u s e  

in the  P r o c u r e m e n t  Ac t  w h i c h  s a y s  tha t  none  of t he  a p p r o p r i a t e d  r n o n e ~  s h a l l  

be  u s e d  fo r  the  r e l i e f  of e c o n o m i c  d i s t r e s s .  T h a n k  g o o d n e s s  we have  t h a t .  

It g i v e s  us  a good f o u n d a t i o n .  C o n s e q u e n t l y  we  h a v e  a n o t h e r  p o l i c y  tha t  we 

h a v e  e s t a b l i s h e d  in the  A r m y .  W h e r e  we  h a v e  100 p e r c e n t  s e t - a s i d e s  f o r  

any  p a r t i c u l a r  i t e m ,  at  i n t e r v a l s  we t h r o w  t h i s  w ide  open  to  the  i n d u s t r y  

to  t e s t  the  m a r k e t ,  to  s e e  w h e t h e r  s m a l l  b u s i n e s s  is  t a k i n g  a d v a n t a g e  of 

t ha t  s i t u a t i o n  and is  not  g i v i n g  us  a s  good p r i c e s  a s  i f  we  i n c l u d e d  l a r g e  

b u s i n e s s .  If we f ind t h e y  a r e  not,  we  put  the  p r o c u r e m e n t s  a c r o s s  the  b o a r d  

i n s t e a d  of s e t t i n g  a s i d e .  T h i s  c a u s e s  g r e a t  a r g u m e n t s  wi th  t he  S m a l l  B u s i n e s s  

A d m i n i s t r a t i o n .  N e v e r t h e l e s s ,  t he  f u n d a m e n t a l  h e r e  is  tha t  we a r e  s t i l l  

o b l i g a t e d  to get  p r o c u r e m e n t  to the  b e s t  a d v a n t a g e  of  t he  G o v e r n m e n t .  We 

c a n ' t  dodge  tha t  r e s p o n s i b i l i t y .  

COLONEL GURNEE: Si r ,  we do h a v e  h a n d o u t s  of t h e s e  c h a r t s  I s h o w e d .  
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T h e y  a r e  a v a i l a b l e ,  

MR. MUNCY: 

g e n t l e m e n .  

S E C R E T A R Y  JOHNSON: 

g e n t l e m e n ,  if  you w i s h  t h e m  a f t e r  the  s e s s i o n .  

You wi l l  f ind t h e m  in y o u r  b o x e s  when  you ge t  back ,  

Colonel Knox, will you read the next question ? 

C O L O N E L  KNOX: The  nex t  s u b j e c t  is  D o m e s t i c  V e r s u s  F o r e i g n  

P r o c u r e m e n t .  The  q u e s t i o n  i s :  How d o e s  the  p r o b l e m  of f o r e i g n  c o m p e t i -  

t i on  a f fec t  m i l i t a r y  p r o c u r e m e n t ?  

S E C R E T A R Y  JOHNSON.- I am go ing  to a t t e m p t  t h i s  m y s e l f ,  g e n t l e m e n .  

I t h ink  f u n d a m e n t a l l y  h e r e  we a r e  t a l k i n g  about  the  Buy A m e r i c a n  Act ,  wi th  

w h i c h  m o s t  of you ought  to  be  f a m i l i a r ,  and I t h ink  you a r e .  The  Buy 

A m e r i c a n  Act  in e f f ec t  s t a t e s  that ,  w h e r e  t h e r e  is  a f o r e i g n  bid w h i c h  is  

6 p e r c e n t  o r  l e s s  10~er~ than  the  A m e r i c a n  b i d s - - i n  o t h e r  w o r d s ,  t he  f o r e i g n  

b i d d e r  is  p e n a l i z e d  6 p e r c e n t - - i f  i t  is  w i th in  tha t  f i e ld  the  A m e r i c a n  b i d d e r  

t a k e s  the  bid .  T h e r e  is  a v a r i a t i o n  in  th i s ,  in that ,  if  the  A m e r i c a n  b i d d e r  

is  an a r e a  of l a b o r  s u r p l u s ,  t ha t  r i s e s  to  12 p e r c e n t .  In add i t ion ,  of c o u r s e ,  

you  have  to  e v a l u a t e  the  duty  on f o r e i g n  b ids ,  and of c o u r s e  the  t r a n s p o r t a t i o n .  

Now, t h e r e  i s  an e x c e p t i o n  to tha t .  If t h e r e  is  a d e t e r m i n a t i o n  tha t  the  

f m m m ~  a c c e p t a n c e  of t he  f o r e i g n  bid would  be a g a i n s t  the  n a t i o n a l  i n t e r e s t  

o r  n a t i o n a l  d e f e n s e ,  if t h e r e  is  tha t  d e t e r m i n a t i o n ,  the  f o r e i g n  bid can  be 

t u r n e d  down on tha t  b a s i s .  Th i s  is  a m a t t e r  tha t  has  b e e n  fought  out e v e r  

s i n c e  I have  b e e n  o v e r  t h e r e ,  and p r o b a b l y  wi l l  be  f o r  a long  t i m e  in the  

fu tu re ,  a l t hough  we have  a p r e t t y  f i r m  s t and  now.  

Mos t  of t h i s  q u e s t i o n  has  c o m e  up r e c e n t l y ,  in the  l a s t  2 o r  3 y e a r s ,  

in  r e l a t i o n  to l a r g e  p o w e r  un i t s ,  s u c h  as  g e n e r a t o r s ,  t r a n s f o r m e r s ,  and 
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h y d r a u l i c  t u r b i n e s  fo r  the E n g i n e e r  C o r p s  p r o g r a m s ,  and the  f o r e i g n  

b i d d e r s  a r e  a l m o s t  u n i v e r s a l l y  l o w e r  t h a n  the  A m e r i c a n  b i d d e r s .  S o m e t i m e s  

t h e y  a r e  not  r e s p o n s i v e .  If t h e y  a r e  not  r e s p o n s i v e ,  t h e n  we t u r n  down the  

b id  on tha t  b a s i s .  But t he  v a r i a t i o n  b e t w e e n  t he  f o r e i g n  bid  and the  A m e r i c a n  

bid  is  r e a l l y  s p e c t a c u l a r .  

We had one r e c e n t l y  on g e n e r a t o r s ,  o r  t r a n s f o r m e r s - - I  have  f o r g o t t e n  

w h i c h - - w h e r e  the  A m e r i c a n  K n e e l a n d  C o m p a n y  of A u s t r i a  was  the  low 

f o r e i g n  b i d d e r ,  and the  l o w e s t  A m e r i c a n  b i d d e r  was  62 p e r c e n t  h i g h e r  t han  

tha t  b i d - - 6 2  p e r c e n t  h igher .  And of c o u r s e  t h e y  got the  b u s i n e s s .  

D e t e r m i n a t i o n  has  to be m a d e  as ±o w h e t h e r  tha t  is  a g a i n s t  the  n a t i o n a l  

i n t e r e s t  o r  the  n a t i o n a l  d e f e n s e .  U n f o r t u n a t e l y ,  i t  has  to  be m a d e  in m y  

of f ice ,  s u b j e c t  to r e c o m m e n d a t i o n s  c o m i n g  up f r o m  the  E n g i n e e r  C o r p s ,  

of  c o u r s e .  

Tha t  is  the  way f o r e i g n  b i d d i n g  a f f ec t s  our  p r o c u r e m e n t .  I don ' t  know 

w h e t h e r  t h i s  is  g o i n g  to ge t  f u r t h e r  in to  supp ly  c o n t r a c t s .  We h a v e  an a r e a  

in w h i c h  we canno t  a c c e p t  f o r e i g n  b i d d i n g  and it is  in t he  P r o c u r e m e n t  Ac t .  

It is  t he  V e r r y  A m e n d m e n t .  We canno t  a c c e p t  f o r e i g n  b ids  on c e r t a i n  c l a s s i -  

f i c a t i o n s .  I d o n ' t  know what  t h e y  a r e .  Do y o u ?  

MR. L A Z U R E :  T e x t i l e s  and foods tu f f s .  

S E C R E T A R Y  JOHNSON: T h o s e  a r e  the  two m a i n  i t e m s .  

MR. L A Z U R E :  And c a r t r i d g e - b a g  s i l k s .  

S E C R E T A R Y  JOHNSON: C a r t r i d g e - b a g  s i l k  was  a s p e c i a l  one .  Of 

c o u r s e  t h e y  i m m e d i a t e l y  c h a n g e d  the  c a r t r i d g e  bag  to nylon,  so  we don ' t  
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buy cartridge-bag silk any more. 

I'd be glad to have questions on this. It's a very interesting subject. 

GENERAL HOUSEMAN: I don't quite understand. Do you mean to tell 

me that there is no food procured by the armed services overseas now? 

COLONEL GURNEE: The Verry Act says that you will not buy food 

overseas for use in this country. 

SECRETARY JOHNSON: In the commissary. 

QUESTION: How do you handle the case where a company is a U. S. 

company with an overseas subsidiary, where they might manufacture all or 

part, specifically the hard part, where they manufacture certain components 

overseas and ship them to this country and assemble them here ? 

SECRETARY JOHNSON: The only thing that gives that company an 

advantage is that there is no question about supporting the product after 

it has been purchased. We made a ruling that these companies in heavy 

industries that are bidding from abroad must have on the North American 

Continent the ability to support the product--generators or transformers or 

turbines, or whatever it may be. So that a company that is established here 

and has a subsidiary abroad has an advantage. They can get the low labor 

rates abroad for components, or even for the whole product, and ship it 

in, and bid on that basis. It doesn't apply to the capital ownership of the 

company, if that's what you mean. It's simply the location of the company. 

QUESTION: Many people in this country are quite concerned about the 

rapid depletion of our gold reserves .  I wonder if this would be a factor in 
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t h e  n a t i o n a l  i n t e r e s t  t o  b e  c o n s i d e r e d .  

S E C R E T A R Y  J O H N S O N :  I t h i n k  i t  m i g h t  b e  a f a c t o r  i n  t h e  n a t i o n a l  

i n t e r e s t ,  b u t  i t  i s n ' t  a f a c t o r  t h a t  t h e  m i l i t a r y  s e r v i c e s  c a n  h a n d l e .  T h i s  

q u e s t i o n  o f  w h e t h e r  we  s h o u l d  b u i l d  a w a l l  t o  p r e v e n t  p r o d u c t s  f r o m  c o m i n g  

i n  h e r e  a t  l o w e r  p r i c e s  b e c a u s e  t h e r e  i s  a l o w e r  l a b o r  r a t e  a b r o a d - - t h a t ' s  

p a r t  o f  t h e  r e a s o n  f o r  t h e  l o w e r  p r i c e s - - i s  a m a t t e r  w h i c h  i s ,  o f  c o u r s e ,  o f  

g r e a t  c o n c e r n  t o  t h e  w h o l e  c o u n t r y ;  b u t  i t  i s  n o t  a c o n c e r n  o f  t h e  m i l i t a r y  

s e r v i c e s .  

T h e s e  v a r i o u s  a s s o c i a t i o n s  a n d  c o m p a n i e s  c o m e  i n  t o  a r g u e  w i t h  m e  

a b o u t  w h e t h e r  w e  s h o u l d  d o  t h i s  o r  n o t .  I s a y ,  " W e  s i m p l y  o p e r a t e  on  w h a t  

t h e  B u y  A m e r i c a n  A c t  s a y s .  " I t  d o e s n ' t  s a y  t h a t  we  a r e  t o  e x c l u d e  f o r e i g n  

p r o d u c t s  b e c a u s e  t h e  l a b o r  r a t e  a b r o a d  i s  l o w e r .  It  d e a l s  w i t h  t h i s  i n  t h e  

t e r m  of  p r i c e s .  We h a v e  t o  a b i d e  b y  t h a t .  

I t h i n k  t h e  q u e s t i o n  y o u  b r i n g  up  i s  a v e r y  s e r i o u s  q u e s t i o n ,  b u t  i t  i s n ' t  

o n e  t h a t  w e  s h o u l d  h a n d l e  i n  t h e  m i l i t a r y  s e r v i c e s .  I t ' s  a n  e c o n o m i c  q u e s -  

t i o n  a n d ,  t o  a l a r g e  e x t e n t ,  i t ' s  a S t a t e  D e p a r t m e n t  q u e s t i o n ,  a s  t o  w h e t h e r  

w e  c a n  d o  a l l  s e l l i n g  a n d  n o  b u y i n g ,  o r  w h e t h e r  w e  m u s t  d o  s o m e  b u y i n g  a s  

w e l l  a s  s o m e  s e l l i n g .  

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

p r o c u r e m e n t  m o n e y  i s  s p e n t  i n  t h e  o v e r s e a s  m a r k e t ?  

S E C R E T A R Y  J O H N S O N :  Y o u  m e a n  s p e n t  f r o m  t h i s  c o u n t r y  in  t h e  o v e r -  

s e a s  m a r k e t  ? I h a v e  n o  f i g u r e s ,  b u t  I w i l l  t a k e  a g u e s s  t h a t  i t  i s  a v e r y  

m i n u t e  p e r c e n t .  T h e  r e a s o n  I s a y  t h a t  i s  b e c a u s e  I h a v e  i n s i s t e d  t h a t ,  w h e r e  

55 



a foreign bid is the low bid, the question shall be referred to my office 

b e f o r e  the  bid is  a w a r d e d ,  if  it  i s  go ing  to be  a w a r d e d  a b r o a d .  Now, if  

i t  is  e x c l u d e d  b e c a u s e  of n o n - r e s p o n s i v e n e s s ,  it  d o e s n ' t  c o m e  to m y  o f f i c e .  

T h a t ' s  s i m p l y  b e c a u s e  t h i s  i s  s u c h  a v e r y ,  l e t ' s  s a y ,  t i c k l i s h  s u b j e c t .  

I d o n ' t  know wha t  the  a n s w e r  to tha t  i s .  Of c o u r s e ,  we  s p e n d  a g r e a t  

d e a l  of m o n e y  a b r o a d  f o r  goods  and s e r v i c e s  f o r  o u r  a r m i e s  a b r o a d .  We 

b u y  lo t s  of food a b r o a d ;  we  buy s e r v i c e s  a b r o a d ;  we h i r e  f o r e i g n  p e r s o n n e l ;  

and  so  f o r t h .  Have  you  a f i g u r e ,  B i l l ?  

C O L O N E L  G U R N E E :  Six h u n d r e d  t w e n t y - f o u r  m i l l i o n  l a s t  y e a r  w a s  

p r o c u r e d  o v e r s e a s .  

S E C R E T A R Y  JOHNSON: F o r  u s e  on the  C o n t i n e n t ?  

C O L O N E L  G U R N E E :  It d o e s n ' t  s a y .  

S E C R E T A R Y  JOHNSON:  I t h i n k  m o s t  of tha t  wou ld  be  f o r  u s e  o v e r s e a s .  

C O L O N E L  G U R N E E :  I would  f e e l  s u r e  it  wou ld  be fo r  u s e  o v e r s e a s .  

Six h u n d r e d  t w e n t y - f o u r  m i l l i o n  r e p r e s e n t s  the  a m o u n t  of p u r c h a s e s  o u t s i d e  

of the  Un i t ed  S t a t e s .  

S E C R E T A R Y  JOHNSON: T h a t ' s  out  of a t o t a l  f i g u r e  of $ 5 . 4  b i l l / o n .  

C O L O N E L  G U R N E E :  I would  a g r e e  wi th  you tha t  m o s t  of t ha t  is  f o r  u s e  

o v e r s e a s .  

S E C R E T A R Y  JOHNSON: Th i s  m a y  s p r e a d  f u r t h e r .  F o r  i n s t a n c e ,  we  

a r e  r i g h t  now b u y i n g  m i l i t a r y  t r u c k s  in  J a p a n .  We a r e  b u y i n g  t h e m  f o r  

e q u i p p i n g  o u r  a l l i e s  in the  F a r  E a s t ,  f o r  v e r y  obv ious  r e a s o n s ,  t ha t  t h e y  

c a n  be  s u p p o r t e d  out  of J a p a n  f r o m  J a p a n e s e  f a c t o r i e s ,  i n s t e a d  of s t a n d i n g  

56 



on o u r  n e c k s  f o r  the  r e s t  of o u r  l i v e s .  T h e y  a r e  good t r u c k s ;  t h e y  a r e  

c o p i e s  of  o u r  t r u c k s .  In s o m e  r e s p e c t s  t h e y  a r e  e v e n  b e t t e r ,  b e c a u s e  

t h e i r  2 - 1 / 2 - t o n  t r u c k s  a r e  D i e s e l i z e d  and  g ive  a b e t t e r  f u e l  e c o n o m y .  

It i s  i n t e r e s t i n g  to  no te ,  h o w e v e r ,  t ha t  b e t w e e n  the  c o s t  of t h o s e  t r u c k s  

to  us in J a p a n  and the  c o s t  of t h o s e  t r u c k s  bough t  in t h i s  c o u n t r y  and d e l i v e r e d  

in  J a p a n ,  on s o m e  of t h e m  the  p r i c e  is  50 p e r c e n t ,  and I t h i n k  the  a v e r a g e  

i s  abou t  a 40 p e r c e n t  r e d u c t i o n  in  c o s t  to the  Uni t ed  S t a t e s  by d o i n g  t h a t .  

How f a r  t h i s  is  go ing  to go, on f o r e i g n  p e o p l e  b i d d i n g  in  t h i s  c o u n t r y  

f o r  o u r  m i l i t a r y  p r o c u r e m e n t ,  I d o n ' t  know.  

t h e i r  do ing  it in  the  law i f  t h e y  wan t  to  do i t .  

I ' l l  m e n t i o n ,  and tha t  is  C a n a d a .  

a r r a n g e m e n t  wi th  Canada ,  w h e r e ,  

I c a n  s e e  n o t h i n g  to  p r e v e n t  

We h a v e  one e x c e p t i o n  tha t  

We h a v e  a g o v e r n m e n t - t o - g o v e r n m e n t  

f o r  m i l i t a r y  i t e m s  tha t  a r e  f o r  the  d e f e n s e  

of the  N o r t h  A m e r i c a n  C o n t i n e n t ,  o r  f o r  the  c o m m o n  u s e  of o u r  m i l i t a r y  

f o r c e s ,  the  Buy A m e r i c a n  Ac t  i s  a b r o g a t e d  and the  e v a l u a t i o n  of du ty  is  

a b r o g a t e d .  In o t h e r  w o r d s ,  we h a v e  put C a n a d i a n  c o n t r a c t o r s  on e x a c t l y  

the  s a m e  b a s i s  as  A m e r i c a n  c o n t r a c t o r s  by th i s  a g r e e m e n t .  We h a v e  wha t  

we  c a l l  a P r o d u c t i o n  S h a r i n g  C o m m i t t e e  s e t  up in the  m i l i t a r y  s e r v i c e s  

w h i c h  d e a l s  w i th  a s i m i l a r  c o m m i t t e e  in C a n a d a .  We m e e t  o n c e  a q u a r t e r .  

T h e n  t h e r e  is  a w o r k i n g  g r o u p  tha t  w o r k s  a l l  t he  t i m e  on t h i s .  So tha t  we  

a r e  t r y i n g  to  get  m o r e  b u s i n e s s  in to  the  C a n a d i a n  f i r m s ,  v e r y  d e l i b e r a t e l y .  

You m i g h t  a sk :  W h y ?  B e c a u s e  we a r e  u s i n g  an  a w f u l  lot  of C a n a d a  f o r  o u r  

m i l i t a r y  o p e r a t i o n s ~  p a r t i c u l a r l y  the  A i r  F o r c e  i s ,  wi th  the  v a r i o u s  w a r n i n g  

l i n e s  and  the  v a r i o u s  i n s t a l l a t i o n s  f o r  m i s s i l e s ,  and  so  fo r t h ,  in C a n a d a .  
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Canada says: "Well, if you are going to use our homeland for these purposes, 

we ought to make more military items, which will give us more employment. " 

This has been worked out on a government-to-government basis. That is an 

exception to anything that I have said before. 

QUESTION: Mr. Secretary, this question has to do with the decision- 

making process when you decide whether to buy something overseas or in 

the United States. We had a speaker here last week from the Department 

of Commerce who said that our foreign trade in the overall picture as far 

as foreign trade is concerned hasn't changed very much; that our favorable 

balance of trade is remaining about the same. 

ual item, it shouldn't be too important. Also, 

trade mix changes all the time, so that in the commercial world we can 

make some things cheaper this year, and in 10 years maybe somebody will 

underbid us on them. So that the trade mix is changing all the tinge. 

When you decide whether you should buy American or not, what process 

do you go through? Whom do you talk to? 

SECRETARY JOHNSON: I can tell you exactly in relation to the items 

that come to me, which so far are the items of large power production, 

which I have mentioned. They come up through the Engineer Corps, because 

all the construction is done by the Engineer Corps. The ruling is this: If 

I decide that it is not against the interest of the U. S., our national interest 

or our national defense, then that's as far as it goes. We buy it if the bid 

is low. 

I could talk for I0 or 15 minutes on whether or not that is a correct 

So, when you look at an individ- 

he made the statement that the 
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d e c i s i o n  . I fought  t h i s  out two y e a r s  ago.  The  c o r r e s p o n d e n c e  is  t h i s  

d e e p  ( i nd i ca t i ng )  on the  b a s i s  tha t  I s h o u l d n ' t  m a k e  tha t  d e c i s i o n ,  b e c a u s e  

I am d e c i d i n g  fo r  the  Navy,  the  A i r  F o r c e ,  the  A t o m i c  E n e r g y  C o m m i s s i o n ,  

t h e  I r t e r i o r  D e p a r t m e n t ,  and e v e r y o n e  e l s e .  I d o n ' t  th ink  I s h o u l d .  T h e y  

sa id ,  " N e v e r t h e l e s s  y o u ' v e  got to do it .  " Al l  r i g h t .  

Now, if  I shou ld  d e c i d e  tha t  i t  is a g a i n s t  the  n a t i o n a l  i n t e r e s t  o r  the  

n a t i o n a l  d e f e n s e ,  tha t  t h e n  goes  to the  D e f e n s e  D e p a r t m e n t ,  who r e f e r  i t  

to  OCDM, who t h e n  d e c i d e  w h e t h e r  tha t  is  c o r r e c t  o r  not .  

Tha t  is  the  d e c i s i o n - m a k i n g  p r o c e s s  as  f a r  a s  the  t h ings  tha t  we h a n d l e  

go.  We did h a v e  a c a s e  about  a y e a r  ago,  w h e r e  it was  d e c i d e d - - I  w a s n ' t  

in  t h i s  o f f i ce  at tha t  t i m e - ~ t h a t  i t  was  a g a i n s t  the  n a t i o n a l  i n t e r e s t .  Tha t  

wen t  up to OCDM and t h e y  a p p r o v e d  tha t  d e c i s i o n .  The  coun t ry ,  t he  p r e s s ,  

t he  i n d u s t r y ,  t he  S ta te  D e p a r t m e n t ,  a n d  e v e r y b o d y  e l s e  p r a c t i c a l l y  j u m p e d  

t h r o u g h  the  c e i l i n g .  I n e v e r  saw so  m u c h  u p r o a r  about  any th ing .  OCDM 

in a s u b s e q u e n t  o p e r a t i o n  r e v e r s e d  t h e i r  r u l i n g .  So we have  no Limi ta t ions  

n O W .  

I t h i n k  w e ' l l  have  to go on to  the  nex t  q u e s t i o n ,  g e n t l e m e n .  Co lone l  

Knox, w i l l  you r e a d  the  nex t  q u e s t i o n .  

C O L O N E L  KNOX: The  nex t  s u b j e c t  is C o n g r e s s i o n a l  P r o c u r e m e n t  I n t e r e s t .  

The  q u e s t i o n  i s :  What  is the  A r m y  p o s i t i o n  r e l a t i v e  to the  r e c e n t  C o n g r e s s i o n a l  

i n t e r e s t  in m i l i t a r y  p r o c u r e m e n t ?  Th i s  r e l a t e s  p r i m a r i l y  to the  c o n f l i c t - o f -  

i n t e r e s t  p r o b l e m  and the  q u e s t i o n  of w e a p o n  s y s t e m s  c o n t r a c t s .  

SECRETARY JOHNSON: I would  l ike  to  s t a r t  t h i s  one,  and m a y b e  w e ' l l  
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all get in it before we get through. In the first place, it really divides 

itself into two parts. I will take the question of weapon system contracting 

first. I am not absolutely certain that I know everything there is to know 

about what weapon system contracting is as it relates to the other services, 

or even rny own, as far as that is concerned. But I think we have a differ- 

ence of philosophy, here, and have had, in that the Army does not turn 

over the responsibility and the control of a weapon system to anybody. We 

may make a contract with a contractor to produce a weapon system, true, 

but we retain the right of decision on anything that comes up in regard to 

that contract. We retain that through the particular technical services 

which is making the procurement. 

I believe there have been some cases in the other services where the 

decisions in regard to many important things--all the important things-- 

that have to do with the weapon system were made by the contractor who 

was appointed for that purpose, and the control did not remain in the tech- 

nical service. 

I can't go deeper in that because I don't know enough about it, except 

I do know what we do. We retain the control in the Army. That's one part 

of this. 

The next part relates to a conflict of interest, which relates largely 

to people, and, while it has been a subject of great Congressional interest, 

as you know, I am inclined to think we are going to get some benefit out of 

it. There are some evidences of it. The conflict of interest pertains to the 

fact that a man who has worked on one side of the fence, from the military 
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standpoint, should not, upon resignation, go with a company and then use 

his knowledge and talents to try to get business for that company. That, 

of course, reflects on his integrity--the idea that he shouldn't do this. 

I think it is absolutely wrong in the first place. It also deprives the liter- 

ally thousands of military officers who retire and have to go on working 

at something of a very large opportunity to enter into work that they are 

most familiar with, and I don't think it should. That has been called conflict 

of interest. 

But out of this, after a very great investigation, as far as I know, they 

haven't been able to uncover a single case where the facts bear out that 

allegation. What I am hoping will come out of it is a change in the present 

law wh ich  w i l l  a b r o g a t e  the  p r e s e n t  r u l i n g  a g a i n s t  dua l  e m p l o y m e n t  and dua l  

c o m p e n s a t i o n .  I t h ink  you w i l l  c u r e  about  90 p e r c e n t ,  95 p e r c e n t ,  o r  m a y b e  

99 p e r c e n t  of the  i dea  of the  c o n f l i c t  of i n t e r e s t  i f  t h e y  w i l l  do t h a t .  In o t h e r  

w o r d s ,  so  m a n y  of the  r e t i r e d  m i l i t a r y  p e r s o n n e l  would be  glad to w o r k  fo r  

the  G o v e r n m e n t  i f  t h e y  w e r e n ' t  p e n a l i z e d  fo r  do ing  so .  

If we can  get  d u a l  c o m p e n s a t i o n  and dua l  e m p l o y m e n t  l aws  off the  books ,  

I think this is practically going to solve itself. 

That's enough for me to talk about. I would be glad to have questions, 

gentlemen, on this subject. 

QUESTION: Mr. Secretary, we have had speakers from industry and 

also from the Department of Defense discuss this subject of weapon systems 

procurement. From both sides we have heard that one of the major objections 
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i n d u s t r y  has  to the  d e f e n s e  c o n t r a c t  is  tha t  t h e r e  is  a l w a y s  s o m e o n e  

l o o k i n g  o v e r  t h e i r  s h o u l d e r  t e l l i n g  t h e m  what  to  do. It is  t h e i r  c o n t e n t i o n ,  

at  l e a s t  one  s p e a k e r  so  s t a t e d ,  tha t  t h e y  could  do a b e t t e r  job and a c h e a p e r  

job if  t h e y  w e r e  a l l o w e d  to  do the  job the  way t h e y  w a n t e d  to  do it, r a t h e r  

t h a n  have  s o m e o n e  a l w a y s  m a k i n g  c h a n g e s .  

s o m e  m e m b e r s  of t he  D e f e n s e  D e p a r t m e n t .  

on that ? 

SECRETARY JOHNSON: I'll be very gLad to. 

Thi s  has  a l s o  b e e n  s a i d  by 

Would you c a r e  to c o m m e n t  

In t he  f i r s t  p l ace ,  I d o n ' t  

b e l i e v e  t h e i r  a l l e g a t i o n s  tha t  t h e y  would  do i t  b e t t e r  and do it c h e a p e r ,  p a r -  

t i c u l a r l y  the  Lat ter .  T h e y ' d  do it  m o r e  e x p e n s i v e l y .  T h a t ' s  j u s t  h u m a n  

n a t u r e .  If nobody  is  l o o k i n g  o v e r  y o u r  s h o u l d e r  and you can  dip m o n e y  out 

of the  pot any t i m e  you want  to,  the  h u m a n  n a t u r e  is  tha t  you dip it out .  

S o m e b o d y  has  go t  to  be l ook ing  o v e r  y o u r  s h o u l d e r .  T h a t ' s  ou r  f e e l i n g ,  

tha t  w e ' v e  got to  c o n t r o l  t h i s .  Th i s  is  pub l ic  m o n e y ;  y o u ' v e  got to c o n t r o l  

i t .  As  f a r  as  t h e i r  do ing  it b e t t e r  is  c o n c e r n e d ,  tha t  d e p e n d s  on what  b a s i s  

you s t a r t  on th i s  th ing .  I am f i r m l y  c o n v i n c e d  tha t  the  r e s p o n s i b i l i t y  of 

t he  m i l i t a r y  d e p a r t m e n t s  in  r e g a r d  to  a p r o d u c t  i s  qu i te  d i f f e r e n t  t han  the  

r e s p o n s i b i l i t y  f o r  a c o m m e r c i a l  p r o d u c t .  

A c o m m e r c i a l  p r o d u c t ,  i f  you put i t  out  and it  d o e s n ' t  work ,  o r  i f  t h e r e  

a r e  s o m e  r e p a i r s  tha t  h a v e  to  be m a d e ,  o r  i f  you run  in to  bugs ,  and so  fo r t h ,  

c o s t s  the  c o m p a n y  s o m e  m o n e y j  and t h a t ' s  j u s t  too  bad .  The  o b j e c t i v e  fo r  a 

military product is to have it perfect. That's the objective. We never quite 

get there, but we get as near that as we can, because the consequences of 
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p o o r  m i l i t a r y  p r o d u c t s  a r e  qui te  d i f f e r e n t  than  the  c o n s e q u e n c e s  of p o o r  

c o m m e r c i a l  p r o d u c t s .  W e ' v e  got to  m a k e  the  n e c e s s a r y  c h a n g e s  and do 

the  t h i n g s  tha t  c o m e  up tha t  w i l l  m a k e  the  p r o d u c t  b e t t e r ,  e a s i e r  to m a i n -  

t a in ,  have  l o n g e r  l i fe ,  and be m o r e  r e l i a b l e .  W e ' v e  got to  do t h o s e  t h i n g s .  

T h a t ' s  a m i l i t a r y  o b l i g a t i o n .  

If you t u r n  tha t  o v e r  to a c o m m e r c i a l  outf i t  and say ,  "You go ahead ;  

you m a k e  t h i s  th ing ,  " t h e y  h a v e n ' t  got tha t  ob l i ga t i on .  W e ' v e  got to  r e t a i n  

tha t  o b l i g a t i o n .  

Have  I a n s w e r e d  y o u r  q u e s t i o n  ? 

STUDENT:  Yes ,  s i r ,  you have .  

S E C R E T A R Y  JOHNSON: H a v e  I a n s w e r e d  it r i g h t  ? 

S T U D E N T :  T h a t ' s  a m a t t e r  of op in ion ,  

QUESTION:  M o r e  a l o n g  the  s a m e  l ine ,  

t he  p l a t f o r m  h e r e  tha t  you n e v e r  r e a c h  th i s  d e g r e e  of p e r f e c t i o n  tha t  you 

i n d i c a t e d ,  as you  a l s o  r e c o g n i z e ,  and that ,  in t r y i n g  to r e a c h  the  top,  say,  

15 p e r c e n t  of p e r f e c t i o n ,  we have  p r o l o n g e d  the  p r o d u c t i o n  to  the  poin t  

w h e r e  a lot  of t h e s e  w e a p o n s  n e v e r  ge t  in to  our  a r s e n a l s .  A r e n ' t  we b e t t e r  

off if  we d o n ' t  s t r i v e  fo r  so  m u c h  p e r f e c t i o n  and le t  the  c o m p a n y  t a k e  the  

o r i g i n a l  i dea ,  and run  wi th  the  ba l l ,  and p r o d u c e  us  s o m e t h i n g  tha t  i s n ' t  

p e r f e c t  but  ye t  is  s o m e t h i n g  tha t  we can  u se  to  a d e g r e e  ? Th i s  is  the  idea ,  

I think, that the Colonel had. 

SECRETARY JOHNSON: 

out the so-called lead time. 

som etirn e. 

sir. 

sir--it has been contended from 

I a g r e e  wi th  you tha t  th i s  p r o c e s s  d o e s  l e n g t h e n  

I w i s h  s o m e b o d y  could  r e a l l y  de f ine  lead  t i m e  

It does  l e n g t h e n  it out.  And it i s  a q u e s t i o n  of j u d g m e n t  as  to  
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t he  d e g r e e  t ha t  you s h o u l d  do t h i s .  I know tha t  the  p e r f e c t  is  the  e n e m y  of  

the  good .  T h a t ' s  an  old s a y i n g .  I t h ink  it was  u sed  by a lot  of p e o p l e ,  but  

n o t a b l y ,  G e n e r a l  P a t t o n .  He s a i d  tha t ,  t ha t  t he  p e r f e c t  w a s  the  e n e m y  of 

the  good .  

W h e t h e r  you s h o u l d  t r y  to  get  up to 100 p e r c e n t  p e r f e c t ,  w h i c h  is  p r o b -  

ab ly  i m p o s s i b l e ,  o r  99, o r  95, o r  90, o r  85 i s  a m a t t e r  of j u d g m e n t  by  t h e  

p e o p l e  who a r e  go ing  to  be  r e s p o n s i b l e  f o r  the  p e r f o r m a n c e  of t ha t  m i l i t a r y  

i t e m .  I ' l l  g ive  you  an e x a m p l e .  We h a v e  b e e n  s t r i v i n g  to ge t  m u l t i - f u e l  

e n g i n e s  t ha t  w i l l  b u r n  a n y t h i n g ,  f r o m  m o l a s s e s  to  h igh  o c t a n e  g a s o l i n e ,  

m u l t i - f u e l  c o m p r e s s i o n  i g n i t i o n  e n g i n e s .  The  f i r s t  s p e c i f i c a t i o n  w a s  t ha t  

t h e y  m u s t  s t a r t  on g a s o l i n e  at  65 b e l o w  z e r o - - o r  t ha t  w a s  one  of the  r e q u i r e -  

m e n t s .  Wel l ,  m y  c o n t e n t i o n  is  t ha t  t he  v e h i c l e  i t s e l f  w o n ' t  s t a r t ,  no m a t t e r  

wha t  you  do wi th  the  e n g i n e ,  at  65 b e l o w  z e r o .  Now, we cou ld  h a v e  gone 

on s t r i v i n g  to  s t a r t  the  t h i n g s  on g a s o l i n e  at  65 b e l o w  z e r o  ~or the  nex t  10 

y e a r s  and would  p r o b a b l y  n e v e r  have  a c h i e v e d  i t .  We h a v e  s i n c e  r e l a x e d  

t h a t  to an  e x t e n t .  I t h ink  n o w - - I  a m  not  qu i te  s u r e - - i t ' s  abou t  20 b e l o w  

z e r o .  We c a n  do t h a t .  T h e n  you  c a n  get  s t a r t i n g  at  l o w e r  t e m p e r a t u r e s  

e i t h e r  w i th  a d d i t i v e s  o r  w i th  k i t s .  

It wou ld  h a v e  b e e n  s i l l y  to t r y  to ge t  100 p e r c e n t  at  65 b e l o w  z e r o .  It 

i s  not  s i l l y  to t r y  to get  100 p e r c e n t  at  25 b e l o w  z e r o .  T h i s  is  a m a t t e r  

of j u d g m e n t  and a m a t t e r  of m i l i t a r y  n e c e s s i t y .  

I d o n ' t  know w h e t h e r  I am a n s w e r i n g  t h i s  r i g h t ,  o r  to y o u r  d e s i r e s .  Am 

I a n s w e r i n g  y o u r  q u e s t i o n  p r o p e r l y ?  

64 



STUDENT: I am satisfied, sir. 

SECRETARY JOHNSON: Well, I think I haven't satisfied you on one 

thing, and that is your contention that maybe it would be better to do it 

faster and not have it quite so good. I can't subscribe to that. I think we 

can do it faster and still be just as good. I think part of this long time is 

administrative processes, which are too long, rather than the fact that we 

are striving for finer products. I think there is large room for improvement 

in the whole administrative process as it goes through the various layers of 

authority. That I believe. In other words, we can make our decisions faster. 

I think we chew them over too much. We ought t 9 be able to make a decision 

pretty quick after the necessity for the decision arises. That would expedite 

things enormous ly. 

The other thing that people who argue this way don't take into consider- 

ation is that a very large percentage of this delay is fiscal. It isn't either 

what I have just said, the administrative system, or the necessity for 

getting fine products. A lot of the delay is that the money is not there when 

we need it to continue the process. We stretch it out, or we stop it and 

start again. That part of the process does delay us abnormally and unreas- 

onably. 

QUESTION: Sir, with respect to weapon system contracting, one of the 

big problems in controlling a contract is the control of the make or buy struc- 

ture--that is, what parts will be made in the plant by the contractor and what 

parts will be contracted out ? How does the Army control the make or buy 

part of the contract for the production of an item ? 

65 



SECRETARY JOHNSON: T h e r e  is  a new r e g u l a t i o n  on t h i s .  AI, c an  

you  c i t e  it ? 

MR. LAZURE: Y e s .  The  C o n g r e s s  h a s  b e e n  g r e a t l y  i n t e r e s t e d ,  

p a r t i c u l a r l y  t he  c o m m i t t e e  w h i c h  i s  j u s t  c o m i n g  out wi th  a r e p o r t  on 

J a n u a r y  10, t he  H o u s e  A r m e d  S e r v i c e s  C o m m i t t e e .  T h e y  h a v e  gone in to  

a g r e a t  d e a l  of d e t a i l  on t h i s  m a k e  o r  buy  p o l i c y .  

i t  abou t  t he  s a m e  way ,  and not  too  w e l l ,  p e r h a p s ,  

I t h i n k  e a c h  s e r v i c e  does  

at  t h i s  po in t  in  t i m e ,  

b e c a u s e  we  h a v e  not  a s  y e t  gone  in to  o u r  s u b c o n t r a c t o r  s t r u c t u r e ,  p a r t i c u l a r l y  

on b ig  c o n t r a c t s ,  to  c o n t r o l  i t  to  the  d e g r e e  tha t  is  now c a l l e d  f o r  in  o u r  

b o o k - - w h i c h  is  qu i t e  new,  I m i g h t  add .  Make  o r  buy  po l i cy ,  o r  s u b c o n t r a c t o r  

p r o v i s i o n i n g ,  is  c o n t r o l l e d  to  a g r e a t  e x t e n t  w i t h i n  the  m a j o r  w e a p o n  s y s t e m  

p r i m  e c o n t r a c t s .  

In the  A r m y  we do not  pu l l  out  q u i c k l y  t he  f r e s h  c o n t r a c t  we h a v e  in 

tha t  a r e a .  We d e f i n e  in  the  c o n t r a c t  the  s c o p e  of the  w o r k  by d e s c r i p t i o n  

and s k e t c h e s .  We t h e n  s e t  a r e a s  of r e s p o n s i b i l i t y ,  t e c h n i c a l  s u p e r v i s i o n ,  and 

c o n c e p t  c o n t r o l  in t he  G o v e r n m e n t .  T h e n  we s e t  up s u p p o r t  t a s k  a s s i g n m e n t s  

f o r  p o l i c y  g u i d a n c e  c o n t r o l  s t r u c t u r e ,  d r i v i n g  e q u i p m e n t ,  w i r i n g  s y s t e m ,  and 

w e a p o n  s y s t e m ,  so  tha t  we  c a n  e a s i l y  g ive  it to  the  M a r t i n  p e o p l e  o r  do it o u r -  

s e l v e s .  T h e n  we s e t  up c e r t a i n  t e c h n i c a l  s u p e r v i s i o n  and c o n c e p t  c o n t r o l  

r e t e n t i o n  on the  p a r t  of bo th  the  p r i m e  c o n t r a c t o r s  and the  m a j o r  s u b c o n t r a c t o r s ;  

the  r i g h t  of the  G o v e r n m e n t  in  G F P  f o r  c e r t a i n  t y p e s  of p r o d u c t s ;  t he  r e q u i r e m e n t  

of the  s u b c o n t r a c t o r  to c o n f o r m  to  o u r  r e s e a r c h  and d e v e l o p m e n t  c o n c e p t s  

and  layout ;  the  r i g h t  of a p p r o v a l  of a c o n t r a c t o r ' s  p r i m e  c o n t r a c t  w i th  s u b s ,  
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and any  p e r s o n n e l  c h a n g e s ;  the  r i g h t  f r o m  h im to f u r n i s h  c e r t a i n  t i m e  s c h e d u l e s ;  

t he  r i g h t  on the  p a r t  of the  G o v e r n m e n t  to  a p p r o v e  the  s e l e c t i o n  of m a j o r  sub -  

c o n t r a c t o r s ;  l i a i s o n  b e t w e e n  h im and h is  peop le ,  partiaatm~lythe m a j o r  s u b -  

s y s t e m  c o n t r a c t o r ;  the  f a c i l i t y  c l e a r a n c e  a c t i o n s  tha t  a r e  r e q u i r e d  f r o m  both  

the  p r i m e  and sub; the  d e t a i l e d  l ayou t  by p r o g r a m  ph,ase  and p e r s o n n e l  b u i l d -  

up f r o m  the  R&D to the  p r o d u c t i o n  phase ;  the  fund ing  r e q u i r e m e n t ~  tha t  the  

S e c r e t a r y  m e n t i o n e d  and the  p h a s i n g  in of i t  w i th in  the  a p p r o p r i a t i o n  y e a r ;  

p r o v i s i o n  fo r  b r e a k - o u t  and m u l t i p l e  s o u r c e s  in the  s u b c o n t r a c t o r  s t r u c t u r e ;  

the  r i g h t  of the  G o v e r n m e n t  to  f u r n i s h  to i t s  own o r  o t h e r  s e r v i c e s  c e r t a i n  

t y p e s  of a r s e n a l  s u p p o r t  and a s s i s t a n c e ,  s u c h  as in p r o p u l s i o n  g u i d a n c e  and 

t h i n g s  of tha t  type  by ou r  own i n - a r s e n a l  g roup .  

You s e e  in tha t  way, wi th in  the  c o n t r a c t  p r o v i s i o n s  in a c o n t r a c t  we 

a t t e m p t  to c o r r e l a t e  the  t o t a l  w e a p o n  s y s t e m .  It i s n ' t  e a s y .  

S E C R E T A R Y  JOHNSON: I t h ink  th i s  i l l u s t r a t e s  one poin t  tha t  is  v e r y  

i m p o r t a n t  in t h e s e  c o m p l i c a t e d  c o n t r a c t s ,  and tha t  is  tha t  any  c o n t r o v e r s i a l  

po in t s  be d e c i d e d  in  a d v a n c e  and put in the  c o n t r a c t .  

f a m o u s  S e c t i o n  15 on wha t  s h a l l  be i n c l u d e d  as  c o s t .  

Tha t  is  a l s o  t r u e  on 

T h e r e  a r e  m a n y  g r a y  

a r e a s  t h e r e  tha t  shou ld  be d e c i d e d  in a d v a n c e  and put in to  the  c o n t r a c t .  Th i s  

is  the  way we a r e  go ing  to do i t .  T h e n  t h e r e  is  no q u e s t i o n  about  i t .  T h e y  

do it  t ha t  way o r  t hey  a r e  not  in c o n f o r m i t y  wi th  the  c o n t r a c t .  

QUESTION: What p r o p o r t i o n  of y o u r  c o n t r a c t o r s  have  to  be l a w y e r s  to 

h a n d l e  th i s  k ind  of d e a l ?  

S E C R E T A R Y  JOHNSON: The  c o n t r a c t o r s  have  to h a v e  a v e r y  good and 
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e l a b o r a t e  l e g a l  o r g a n i z a t i o n  to h a n d l e  t h e s e  c o n t r a c t s .  T h e r e ' s  no q u e s t i o n  

abou t  t h a t .  So does  t he  G o v e r n m e n t .  When  t h e s e  t h i n g s  get  down  on p a p e r ,  

t h a t ' s  the  w a y  t h e y  a r e  go ing  to be i n t e r p r e t e d ,  and  t h a t ' s  the  w a y  you a r e  

go ing  to pay .  Y o u ' v e  got to h a v e  v e r y  c o m p e t e n t  l e g a l  a d v i c e  in a d v a n c e .  

T h e s e  t h i n g s  can  r u n  up to  a h a l f - b i  I l ion o r  a b i l l i o n  d o l l a r s ,  t h e s e  c o n t r a c t s  

s u c h  as  we w e r e  t a l k i n g  abou t  h e r e ,  wi th  t he  g r e a t e s t  of e a s e .  

QUESTION:  Th i s  i s  a r e l a t e d  q u e s t i o n  on d e c i s i o n - m a k i n g .  I am r e a l l y  

i m p r e s s e d  at  how m a n y  f a c t o r s  h a v e  to  be  t a k e n  in to  c o n s i d e r a t i o n  by a 

c o n t r a c t i n g  o f f i c e r .  What  a r e  the  g r o u n d  r u l e s  f o r  c l o s i n g  off n e g o t i a t i o n  

w h e n  you  a r e  w o r k i n g  wi th  10 o r  15 c o n t r a c t o r s  and a l l  of t h e s e  t h i n g s  have  

b e e n  s e t  ? 

S E C R E T A R Y  JOHNSON:  Wel l ,  now,  y o u ' v e  got in to  a s t i c k y  one .  I 

know wha t  I w i s h  the  g r o u n d  r u l e s  w e r e ,  and tha t  is  t ha t  a t  s o m e  poin t  in 

t he  n e g o t i a t i o n  we  cou ld  s a y  tha t  on s u c h  and s u c h  a da t e  we  c l o s e  out the  

n e g o t i a t i o n s  and t h a t ' s  i t .  In f ac t  we do s a y  t ha t  in  e f f e c t .  But the  G e n e r a l  

A c c o u n t i n g  Off ice  s a y s  we c a n ' t  c l o s e  t h e m  out tha t  way,  t ha t  a n y  c o n t r a c t o r  

h a s  a r i g h t  to a l t e r  h i s  p r o p o s a l  up t i l l  the  t i m e  the  a c t u a l  s i g n a t u r e  is  put  

on the  c o n t r a c t .  We t e l l  the  c o n t r a c t o r s  we a r e  go ing  to  be t h r o u g h  on the  

15 of F e b r u a r y  and t h e y  can  m a k e  any  c h a n g e s  t h e y  wan t  u n t i l  t hen ,  and g e n -  

e r a l l y  t h a t  w o r k s  ou t  a l l  r i g h t .  But  l e g a l l y  we c a n ' t  s t i c k  to  it, b e c a u s e ,  i f  

s o m e b o d y  c o m e s  in on the  17th of F e b r u a r y  and s a y s ,  " I  wan t  to  c h a n g e  m y  

p r o p o s a l ,  " and the  c o n t r a c t  is  not  ye t  s i g n e d ,  w e ' v e  got to a c c e p t  the  c h a n g e .  

T h i s  is not  a s a t i s f a c t o r y  a n s w e r ,  and i t  i s n ' t  a s a t i s f a c t o r y  s i t u a t i o n .  But  
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that 's  it. 

Gentlemen, we have now the period until the end of this session for 

general questions on any of the procurement subjects that we may have 

discussed, or, in fact, on any that we haven't discussed. 

QUESTION: Mr. Secretary , I think one of the things that everything 

we do in procurement is set up to insure is a better product for lower cost. 

In this area I guess one of the most controversial  subjects ~s the cost type 

contract versus the fixed price contract. In the area of cost incentive 

types versus fixed price redetermination--that is, the Army system versus 

the Air Force sys tem-- I  would like you to explain how this incentive thing 

would work best--say, one type versus the other--what the benefits are of 

one versus the other. 

SECRETARY JOHNSON: I don't think I can answer your question. I am 

going to investigate it with the panel here in a minute. I am allergic to 

incentive contracts for the reason that was mentioned earlier in this session. 

That is~ the trouble with an incentive contract is setting the target. If you 

make a mistake in that the contractor will enjoy profits that he doesn't deserve. 

We were talking coming back from coffee about some eontraet away baekj 

years and years ago, made by the Signal Corps, in whieh they bought a plane, 

and their requirement was that the plane should fly a thousand feet high--you 

was 

can imagine how many years ago this was. The bonus/for every foot over a 

thousand, you see. Nobody knew whether the contractor knew that he could 

make one that would fly 2, 000 feet when the eontraet was made. If he eould, 
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he w a s  go ing  to get  a b o n u s  fo r  an  e x t r a  t h o u s a n d  f ee t  tha t  he had in the  bag .  

T h a t ' s  why  I a m  a l l e r g i c ,  g e n e r a l l y  s p e a k i n g ,  to i n c e n t i v e  c o n t r a c t s .  The  

q u e s t i o n  as  to  w h e t h e r  we s h o u l d  h a v e  c o s t  t ype  c o n t r a c t s ,  p a r t i c u l a r l y  

c o s t  p lus  a f ixed  fee ,  is  g e n e r a l l y  a q u e s t i o n  of w h e t h e r  you  c a n  do it any  

o t h e r  w a y  o r  no t .  I t h i n k  on m o s t  of t h e s e  v e r y  c o m p l i c a t e d  w e a p o n  s y s t e m s ,  

w h e r e  you  h a v e  not  had  a n y  e x p e r i e n c e  w h e n  you  s t a r t  ed  i t ,  o r  v e r y  l i t t l e ,  

t h e r e  is  no o t h e r  w a y  to do i t .  On m o s t  of the  r e s e a r c h  and d e v e l o p m e n t  

c o n t r a c t s  t h e r e  is  no o t h e r  way  to do i t .  You d o n ' t  know e x a c t l y  wha t  you  

a r e  go ing  to get  in to  a f t e r  you  get  s t a r t e d .  And i t  r e q u i r e s  a c o s t  p lus  a 

f ixed  fee  c o n t r a c t  in  m y  op in ion ,  w i th  v e r y  c a r e f u l  s u p e r v i s i o n  by the  s e r -  

v i c e  i n v o l v e d ,  by the  c o n t r a c t i n g  o f f i c e r  and a l l  the  h e l p  he  c a n  ge t .  I d o n ' t  

s e e  any  o t h e r  w a y  to  do i t .  

But  I c a n ' t  m a k e  a c o m p a r i s o n  b e t w e e n  t ha t  and the  i n c e n t i v e  type  c o n -  

t r a c t .  Can you  m a k e  a n y  c o m p a r i s o n ,  G e n e r a l  H a r n n e r ,  o r  AI?  

G E N E R A L  H A M N E R :  I c a n  c o m m e n t  f i r s t  on the  c o n s t r u c t i o n  f i e l d .  

I am a l i t t l e  m o r e  f a m i l i a r  w i th  tha t  and a c t u a l l y  wi th  s o m e  of the  s u p p l y .  

Tha t  r a i s e s  s o m e  v e r y  i n t e r e s t i n g  q u e s t i o n s .  B a s i c a l l y  a C P F F  c o n s t r u c t i o n  

c o n t r a c t  m i g h t  on the  s u r f a c e  a p p e a r  to be  a d a r n  f ine  w a y  of do ing  b u s i n e s s  

t oday ,  l e t ' s  s a y  in  s o m e  of t h i s  m i s s i l e  c o n s t r u c t i o n .  We h a v e  a m u l t i p l i c i t y  

of c h a n g e - o v e r s ,  and the  i n s t a l l a t i o n  is  c h a n g i n g  wh i l e  you  a r e  b u i l d i n g  i t .  

On the  o t h e r  hand ,  I have  t a l k e d  in d e t a i l  w i th  G e n e r a l  Wi l son ,  who h a n d l e s  

t h i s  g a m e ,  and a s k e d ,  " J u s t  why  do you avo id  t h o s e  in p r e s e n t - d a y  c o n t r a c t s  ? "  

He gave  m e  s e v e r a l  r e a s o n s  w h i c h  you  m i g h t  be  i n t e r e s t e d  in .  One i s  t ha t  
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t h e r e  is  a g e n e r a l l y  bad o d o r  a r o u n d  C P F F  wh ich  s t e m s  f r o m  the  100 p e r c e n t  

audi t ,  the  d i f f i cu l ty  wi th  s o m e  c o n t r a c t i n g  o f f i c e r s '  c o n t r o l l i n g  of C P F F .  

So it  has  a bad n a m e  in  i t s e l f .  T h a t ' s  not  n e c e s s a r i l y  e n o u g h  to put i t  a s i d e ,  

but  the  nex t  i d e a  is tha t  i t ' s  too d a r n  e a s y  to c h a n g e .  In o t h e r  w o r d s ,  the  

u s i n g  s e r v i c e  can  a l m o s t  at  w i l l  c h a n g e  the  th ing,  anc~ t h e r e f o r e ,  n e v e r  get  

it bui l t ,  o r  r un  the  c o s t  up. A n o t h e r  a s p e c t  is  tha t ,  e v e n  wi th  the  b e s t  

c o n t r a c t o r ,  he  does  not  h a n d l e  h i s  o p e r a t i o n s  as  e c o n o m i c a l l y  as  he would  

if  he  w e r e  u s i n g  h is  own d o l l a r s  and h is  own f o r c e s .  Tha t  was  d r a m a t i c a l l y  

i l l u s t r a t e d  in the  N o r t h  A f r i c a n  b a s e  c o n s t r u c t i o n .  

t h e r e ,  but,  w h e n  tha t  C P F F  was  f i na l l y  c l o s e d  out, 

I w o n ' t  go in to  d e t a i l  

the  c o n t r a c t o r  i m m e d i a t e l y  

cut  down huge  s t o c k s  of p a r t s  s u p p l i e s  and m a t e r i a l  to p r a c t i c a l l y  nothing~ 

p l a n n e d  a h e a d  a l i t t l e  bit,  u s e d  e x p e d i t e d  m e t h o d s  by a i r  s h i p m e n t ,  and what  

not,  and r e d u c e d  the  c o s t  of tha t  lot  b e c a u s e  he was  d e a l i n g  wi th  h is  own 

d o l l a r s .  

So I would  s a y  t h i s :  tha t ,  in s p i t e  of the  fac t  t ha t  t h e r e  a r e  m a n y  c h a n g e s  

in a r a p i d l y  m o v i n g  g a m e  l ike  m i s s i l e  b a s e  c o n s t r u c t i o n ,  we s t i l l  u s e  an 

a d v e r t i s e d  type  of c o n t r a c t  and r u n  the  r i s k  of c h a n g e - o r d e r  to  s t a y  a w a y  

f r o m  a C P F F  in the  c o n s t r u c t i o n  f i e ld .  

S E C R E T A R Y  JOHNSON: P a r t  of tha t  bad o d o r  c o m e s  f r o m  the  fac t  

tha t  as  f a r  back  as  Wor ld  War  I the  c o n t r a c t s  w e r e  cos t  p lus  a p e r c e n t a g e  

of c o s t .  Of c o u r s e ,  tha t ,  obv ious ly ,  was  a v e r y  bad th ing ,  b e c a u s e ,  the  

h i g h e r  y o u r  c o s t  was ,  the  m o r e  p ro f i t  you  m a d e .  And tha t  j u s t  put a lot of 

t h e s e  t h i n g s  t h r o u g h  the  c e i l i n g .  Many  p e o p l e  don ' t  d i s t i n g u i s h  b e t w e e n  tha t  
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and  a c o s t  p lus  f ixed  f e e .  L e t  m e  add one o t h e r  tbAng. As f a r  as  the  A r m y  

is c o n c e r n e d ,  we a r e  s t r i v i n g  v e r y  h a r d  in t h e s e  m i s s i l e  c o n t r a c t s  and 

o t h e r s  w h e r e  we a r e  on a c o s t  p lus  f ixed  fee  b a s i s ,  and as  s o o n  as  we c a n  

get  c o m p o n e n t s  t ha t  a r e  s e t  and we h a v e  a l l  the  s p e c i f i c a t i o n s ,  d r a w i n g s ,  

and the  w h o l e  p r o d u c t i o n  p a c k a g e ,  we a r e  b r e a k i n g  out  t h o s e  c o m p o n e n t s .  

In o t h e r  w o r d s ,  we a r e  t a k i n g  t h e m  a w a y  f r o m  the  p r i m e  c o n t r a c t o r  and 

a r e  go ing  out  on a f ixed  p r i c e  c o m p e t i t i o n  to  h a v e  t h e m  as  g o v e r n m e n t -  

f u r n i s h e d  p r o d u c t s  o r  e q u i p m e n t .  Th i s  i s  a s l o w  p r o c e s s .  In t he  long  r u n  

it is  go ing  to c o r r e c t  the  s i t u a t i o n  qu i te  m a t e r i a l l y  and we avo id  a m u l t i p l i -  

c a t i o n  of p r o f i t s .  In o t h e r  w o r d s ,  the  p r i m e  d o e s n ' t  ge t  a p r o f i t  on the  

s u b c o n t r a c t o r  ' s p r o f i t .  

QUESTION: All t h e s e  p r o b l e m s  wi th  the  c o s t  p lus  a f ixed  f e e  type  c o n -  

t r a c t  c e r t a i n l y  ob t a in  on a f ixed  p r i c e  r e d e t e r m i n a b l e  type  c o n t r a c t  d u r i n g  

tha t  p o r t i o n  of the  c o n t r a c t  p r i o r  to  the  r e d e t e r m i n a t i o n ,  so  tha t ,  by  the  

t i m e  you do r e d e t e r m i n e  you a r e  r e a l l y  r e d e t e r m i r d n g  b a s e d  on a c o s t  to 

t he  c o n t r a c t o r  up to  tha t  t i m e .  Any e f f i c i e n c y  i m p r o v e m e n t s  o r  i n n o v a t i o n s  

tha t  the  c o n t r a c t o r  m i g h t  m a k e  a f t e r  the  r e d e t e r m i n a t i o n  w i l l  c e r t a i n l y  

r e s u l t ,  then ,  in h i g h e r  p r o f i t  to  the  c o n t r a c t o r ,  and he ge t s  i t  a l l ,  r a t h e r  

t h a n  the  G o v e r n m e n t ' s  s h a r i n g  wi th  h im  in t h i s  e x c e s s  p ro f i t ,  if  you  wan t  

to  ca l l  i t  tha t ,  a s  t he  G o v e r n m e n t  would  be do ing  u n d e r  an i n c e n t i v e  type  

c o n t r a c t .  

SECRETARY JOHNSON: L e t  m e  c o r r e c t  y o u r  s t a t e m e n t  in j u s t  one  

r e s p e c t .  Tha t  r e d e t e r m i n a t i o n  is b a s e d  on an a u d i t e d  c o s t ,  n o t  j u s t  wha t  
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t h e  c o n t r a c t o r  s a y s  h i s  c o s t  i s .  T h a t ' s  v e r y  i m p o r t a n t .  

S T U D E N T :  Y e s ,  s i r ,  t h a t ' s  t r u e .  But  a l s o  on a c o s t  p l u s  f i x e d  f ee  

t y p e  c o n t r a c t  I p r e s u m e  t h e  c o s t s  a r e  a u d i t e d .  

S E C R E T A R Y  J O H N S O N :  Y e s ,  t h e y  a r e .  I a m  g o i n g  to  a s k  M r .  L a z u r e  

t o  t e l l  m e  e i t h e r  I a m  r i g h t  o r  w r o n g  on  t h i s .  You  c a n  h a v e  a p r i c e  r e d e t e r -  

r u i n a t i o n  w h i c h  i s  b a c k w a r d  and  f o r w a r d  o r  f o r w a r d  on ly .  Is t h a t  r i g h t ,  A l ?  

In  o t h e r  w o r d s ,  you  c a n  ~ h a v e  by c o n t r a c t u a l  a r r a n g e m e n t  a p r i c e  r e d e t e r -  

r u i n a t i o n  w h i c h  w i l l  d e t e r m i n e  t he  p r i c e  on t he  p r o d u c t  t h a t  y o u  h a v e  r e c e i v e d ,  

a s  w e l l  a s  on t h e  p r o d u c t  you  a r e  g o i n g  to  r e c e i v e ,  a f t e r  an  a u d i t .  So, 

d e p e n d i n g  u p o n  t h e  a c c u r a c y  of t h e  a u d i t ,  and  g e n e r a l  s p e a k i n g  i t  w o u l d  be  

q u i t e  a c c u r a t e ,  a c o r r e c t i o n  f o r  t he  f i r s t  p a r t  of t h e  c o n t r a c t  c a n  be  m a d e  

also. 

STUDENT: In other words, you are saying that, after the product 

is completed, the costs are redetermined. 

SECRETARY JOHNSON: That could be, or you can have an arrangement 

where 30 percent or 50 percent is audited, on the previous cost, and you 

can have an arrangement where you go back and correct the price on what 

has been received, as well as setting the price for the future. Or you can 

have an arrangement that up to that point the price on what has been received 

will remain in effect; you will not go backwards but will correct the price for 

only the remainder of the contract. Am I saying this right, Al? 

MR. LAZURE: Let me say that the incentive form is a good form under 

certain circumstances: One, if you have your cost target and ceiling realistic 
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enough so that the contractor isn't windfalling on it. If you can do that on 

the cost type incentive contract, it's a good form, because the contractor 

shares in his effieieneies, and all that. Then you have a second form of 

incentive, which is perforrnanee incentive. If he can perform within a 

certain time and within certain qualities, you give him a bonus for that. 

Then you have a time incentive. If he can perform faster than what would 

be normal, then you give him an incentive for that. 

Air Force has tried contracts with all three of these incentives within 

t h e m .  Any one  of t h e m  is  a tough  c o n t r a c t ,  

d e t e r m i n e  a good t a r g e t  and a good c e i l i n g .  

b e c a u s e ,  you f i r s t  h a v e  to 

T h e r e  a r e  t r e m e n d o u s  p r o b l e m s  

in  th i s  a r e a .  I had a c a s e  y e s t e r d a y  w h e r e  Navy was  b e i n g  c l o b b e r e d  by 

the  G e n e r a l  ~ c c o u n t i n g  Off ice  b e c a u s e  t h e i r  t a r g e t  was  not  r e a l i s t i c  and 

the  c o n t r a c t o r  w i n d f a l l e d  $500, 000 in cos t .  T h e y  a t t e m p t e d  to l i ck  tha t  by 

pu t t ing  in d e l a y  t i m e .  In e s s e n c e  tha t  b e c o m e s  t h e n  a l m o s t  a f o r m  D p r i c e  

r e d e t e r m i n a t i o n  type .  

L e t ' s  l e a v e  tha t  f o r  a m i n u t e  and go in to  p r i c e  r e d e t e r m i n a t i o n  c o n t r a c t s .  

Th i s  is  a n o t h e r  good f o r m .  T h e r e  you s e t  y o u r  i n i t i a l  p r i c e s  wi th  a p r o v i s o  

in  the  c o n t r a c t  tha t  you wi l l  r e d e t e r m i n e  the  p r i c e  e i t h e r  at a p e r c e n t a g e  poin t  

o r  at  the  end of the  c o n t r a c t .  You can  t a i l o r - m a k e  t h e s e  to do a n y t h i n g  you 

want .  One a d v a n t a g e  of t h e m  is  tha t  t h e y  a r e  not s u b j e c t  to  the  type  of aud i t  

tha t  ASPA 15 c a l l s  for ,  fo r  c o s t  c o n t r a c t s .  Cos t  p r i n c i p l e s  in A S P A  15 a r e  

gu ide  l i n e s  fo r  p r i c e  r e d e t e r m i n a t i o n ,  but  t h e y  a r e  not s a c r o s a n c t .  

The  o t h e r  type  of c o n t r a c t  is  the  c o s t  c o n t r a c t ,  and t h a t ~ g a i n  is  a good f o r m .  
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T h e r e  you get  100 p e r c e n t  aud i t .  You h a v e  y o u r  m a y b e  cos t ,  y o u r  y e s  

cos t ,  and y o u r  no cos t ,  a l l  d e f i n e d  in  y o u r  r e g u l a t i o n .  E a c h  one of t h e m  

fo r  a p a r t i c u l a r  s i t u a t i o n  m i g h t  be a good th ing .  I w i l l  s a y  t h i s :  At the  

end  of Wor ld  War  II the  B r i t i s h  would  u se  the  i n c e n t i v e  type ,  but  t h e y  

c a l l e d  it  the  c o s t - m i n u s  type .  As you m i n u s e d  y o u r  cos t  you s h a r e d  in t he  

f ee .  T h e y  have  g iven  it up. T h e y  s a y  it  d o e s n ' t  w o r k .  Our  e x p e r i e n c e  

has  b e e n  that ,  of the  t y p e s  tha t  we have ,  we can  g ive  i n c e n t i v e  in  the  p r i c e  

r e d e t e r m i n a t i o n  f o r m ,  by upp ing  fee  as the  c o n t r a c t o r  r e d u c e s  c o s t  d u r i n g  

t h i s  p e r i o d  tha t  we s e t  fo r  the  p e r c e n t a g e .  Th i s  is  not  to s ay  tha t  any  one 

of t h e m  is  good o r  bad,  but,  d e p e n d i n g  on the  s i t ua t i on ,  t h e y  a r e  good o r  bad.  

I w i l l  s ay  th i s :  C o n g r e s s  c u r r e n t l y  is  l o o k i n g  wi th  a r a t h e r  j a u n d i c e d  

e y e  at t he  i n c e n t i v e  t y p e s  in the  Navy and the  A i r  F o r c e .  A r m y  is a l i t t l e  

l u c k i e r ,  u s i n g  the  p r i c e  r e d e t e r m i n a t i o n  type ,  and has  not  had the  type  of 

c r i t i c i s m  tha t  t he  o t h e r  two have  had .  W h e t h e r  we a r e  a l i t t l e  bi t  in a d v a n c e  

of the  o t h e r  s e r v i c e s ,  I d o n ' t  know.  P e r h a p s  we a r e  a l i t t l e  l u c k i e r .  

QUESTION: Mr.  S e c r e t a r y ,  cou ld  you g ive  us  an i d e a  of the  d e g r e e  

and p e r h a p s  the  m a n n e r  in  w h i c h  the  a p p o r t i o n m e n t  p r o c e e d i n g s  i n v a d e  y o u r  

c o n t r a c t  d e c i s i o n - v n a k i n g  a u t h o r i t y  and responsibility? 

SECRETARY JOHNSON: Thi s  is  s o m e t h i n g  Like G e n e r a l  S i n k ' s  q u e s -  

t ion,  I m i g h t  s a y .  The  p r o c e s s  is  tha t  the  A r m y  c o m p o s e s  i t s  budge t ,  

a f t e r  a g r e a t  a m o u n t  of work ,  and t h e n  ge t s  the  D e f e n s e  D e p a r t m e n t  a p p r o v a l  

of the  budge t ,  and at the  s a m e  t i m e  ge t s  , o r  a l m o s t  c o i n e i d e n t a l l y  ge t s ,  a 

BOB a p p r o v a l  of the  b u d g e t .  It is p r e s e n t e d  by the  P r e s i d e n t  to the  C o n g r e s s ,  
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and C o n g r e s s  m a k e s  the  a p p r o p r i a t i o n .  That ,  as  you know, does  not  m e a n  

tha t  we get  the  m o n e y ,  b e c a u s e  the  a p p r o p r i a t i o n  is t h e n  t u r n e d  o v e r  to  

the  B u r e a u  of t he  Budge t ,  and t h e y  a p p o r t i o n  i t .  

to us t h e y  m u s t  m a k e  a s p e c i f i c  a p p o r t i o n m e n t .  

In o r d e r  to get  the  m o n e y  

To ge t  tha t  a p p o r t i o n m e n t ,  

we have  to p r e s e n t  a r e q u e s t  f o r  a p p o r t i o n m e n t  to  the  D e f e n s e  D e p a r t m e n t .  

T h e  D e f e n s e  D e p a r t m e n t  t h e n  e i t h e r  a p p r o v e s  o r  d i s a p p r o v e s  tha t  r e q u e s t .  

T h e r e  is  a n o - p o s i t i o n  t h e r e ,  too,  tha t  can  be t a k e n .  If t h e y  do a p p r o v e  

the  r e q u e s t ,  i t  goes  to the  B u r e a u  of the  Budge t ,  who m a y ,  then ,  a p p o r t i o n  

the  t o t a l  a m o u n t  of the  r e q u e s t ,  o r  a p o r t i o n  of i t .  And, of  c o u r s e j  t he  

who le  p r o c e s s  goes  on f r o m  the  m i n u t e  the  a p p r o p r i a t i o n  is  m a d e  un t i l  t he  

end  of t h e  f i s c a l  y e a r .  You a r e  c o n t i n u a l l y  s t r u g g l i n g  to get  an a p p o r t i o n -  

m e n t  of the  m o n e y  tha t  has  b e e n  a p p r o p r i a t e d .  In m y  s h o r t  e x p e r i e n c e  h e r e ,  

I don ' t  t h ink  I know of any  c a s e  w h e r e  we have  got it a l l .  T h e y  a l w a y s  hold  

b a c k  s o m e  of i t .  

In e f f ec t  t h i s  m e a n s  tha t  t h e r e  a r e  on the  way  up a r e v i e w  of the  budge t  

by the  D e f e n s e  D e p a r t m e n t  and by the  B u r e a u  of the  Budge t  and by C o n g r e s s ,  

and on the  way down t h e r e  is  a r e v i e w  by the  B u r e a u  of t he  Budge t  and by 

the  D e f e n s e  D e p a r t m e n t ,  o r  by the  D e f e n s e  D e p a r t m e n t  and the  B u r e a u  of 

the  Budge t ,  b e f o r e  we ge t  the  m o n e y .  T h a t ' s  f ive  r e v i e w s .  

I s a i d  a wh i l e  ago tha t  I t hough t  tha t ,  a s  long  as  we a r e  d e a l i n g  wi th  the  

pub l ic  m o n e y  and the  pub l ic  i n t e r e s t ,  s o - c a l l e d  r e d  t ape  is  a good th ing .  

But I t h ink  m a y b e  f ive  t i m e s  is a l i t t l e  too  m a n y  r e v i e w s .  Maybe  we ought  

to  ge t  tha t  down to about  t h r e e ,  and t h e n  w e ' d  be do ing  enough .  F i v e  t i m e s  

is  v e r y ,  v e r y  d i f f icu l t ,  and th i s  is one of the  t i m e - c o n s u m i n g  e l e m e n t s .  
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Until tha t  a p p o r t i o n m e n t  a r r i v e s  in t he  h a n d s  of t he  A r m y ,  we c a n ' t  go out 

to  s t a r t  a p r o c u r e m e n t .  We d o n ' t .  We don ' t  want  to  ge t  in  the  p o s i t i o n  

w h e r e  we have  go t t en  i n d u s t r y  to  s p e n d  a lot  of m o n e y  to m a k e  t h e i r  p r o -  

p o s a l s ,  f i g u r e  out  a p r o c u r e m e n t ,  and c o m e  in wi th  t h e i r  p r o p o s a l s ,  and 

t h e n  f ind out tha t  we h a v e n ' t  got the  m o n e y  to do it wi th .  So, un t i l  we ge t  

t he  m o n e y ,  we d o n ' t  s t a r t .  Th i s  d e l a y s  t h ings  t e r r i b l y .  

I d o n ' t  k n o w  w h e t h e r  I h a v e  a n s w e r e d  y o u r  q u e s t i o n .  Have I?  

STUDENT: Yes ,  s i r .  

QUESTION:  Mr .  S e c r e t a r y ,  I 'd l ike  to go b a c k  to f o r e i g n  v e r s u s  

d o m e s t i c  p r o c u r e m e n t  fo r  a m o m e n t .  My q u e s t i o n  has  two p a r t s ,  s i r .  

One:  DC}eSthe A r m y  s e e k  to p l a c e  p r o c u r e m e n t  o v e r s e a s  in o r d e r  to s a v e  

m o n e y ?  Second :  If ou r  budge t  i s  go ing  to be  c o n t i n u e d  to be d e c r e a s e d  e v e r y  

y e a r  and p r i c e s  a r e  c o n t i n u a l l y  go ing  up on e q u i p m e n t ,  a r e  we j u s t i f i e d ,  and 

wi l l  you, if  you don ' t  a l r e a d y  do t h i s ,  s e e k  to  p r o c u r e  w h e r e  you can  s a v e  

the  A r m y  m o n e y ,  and get  t he  m o s t  f o r  i t  ? 

S E C R E T A R Y  JOHNSON: I would Like to a n s w e r  tha t  q u e s t i o n  a f f i r m a t i v e l y ,  

the  l a s t  one,  but  I don ' t  t h i n k  I canj  b e c a u s e  the  who le  p r o c e s s  of ou r  G o v e r n -  
if  

m e n t  is  i n v o l v e d  in tha t .  To a n s w e r  y o u r  q u e s t i o n ,  / t h e  f o r e i g n  c o m p a n i e s  

in the  f i e l d s  tha t  I h a v e  m e n t i o n e d  e x p r e s s  a w i s h  to bid,  I c a n ' t  s a y  we 

s e e k  t h e m ,  but we d o n ' t  r e j e c t  t h e m .  We a r e  not  s e e k i n g  the  p r o c u r e m e n t  

of m a j o r  m i l i t a r y  i t e m s  a b r o a d ,  e x c e p t  in Canada ,  and e x c e p t  f o r  ou r  p u r -  

c h a s e  of t r u c k s  in J apan .  We d i d n ' t  o r i g i n a l l y  s e e k  tha t  p u r c h a s e  in  J a p a n  

b e c a u s e  of the  p r i c e  a d v a n t a g e .  In fac t ,  we d i d n ' t  know t h e r e  was  s u c h  a 
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price advantage until the Japanese companies got to competing with each 

other. We sought that in order to get the support off our neck. We wanted 

the parts that had to be supplied in the future to come out of Japan. This 

eventually might mean, or we hope it will mean, that the companies buying 

those from Japan will pay Japan for them instead of our paying for them, 

to put it very simply, and also to take a lot of complication out of our supply 

system. 

Now we find that we have a big advantage. And you might say, yes, 

we are seeking to buy goods in Japan, that is, trucks, because now we know 

what we can do. We haven't sought to buy trucks in Europe. I don't know 

what would happen if a European company came in and said, "We want to 

bid on this order for 2-i/2 ton trucks." Frankly, I don't know. I know 

weld have an awful lot of head-scratching. We are letting them do it on 

some products. Why shouldn't we let them do it on these ? 

This is a very unsatisfactory answer. I realize it, but I don't know a 

satisfactory answer. At the moment, I don't see what would prevent a good 

foreign producer from saying, 

thing, " and bidding on it. And, 

Act, he should get the business. 

make the delivery that we want, " 

we have procured it. " 

Have you any ideas on this, 

MR. LAZURE: 

"We want  to bid on t h i s ,  tha t ,  o r  the  o t h e r  

if  he  is  w i th in  the  l i m i t s  of the  Buy A m e r i c a n  

P e r h a p s  we could  say,  "Wel l ,  you c a n ' t  

o r  "You c a n ' t  s u p p o r t  the  p r o d u c t  a f t e r  

G e n e r a l  H a m n e r ,  o r  AI, e i t h e r  one  of y o u ?  

I can  s ay  t h i s :  The  Buy A m e r i c a n  Act  i t s e l f  s t a r t s  out 
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with the policy that we will buy within the United States all goods that can 

be substantially manufactured or produced in the United States. By 

"substantially" they mean 50 percent or better. You then have the exceptions 

in the law which say that there are certain things that are recognized, almost 

automatically, as not being available here. So there is a list that has been 

prepared of things you can buy foreign. Then there are three exceptions 

that the Secretary may exercise: One, the so-called nonavailability exception, 

under which he may delegate to the Chiefs of the technical services the right 

to say that a particular item, say, a machine tool, is not available in this 

country, and be allowed to purchase it overseas. Second, there is this 

national interest that the Secretary mentioned. Where the national interest 

requires a foreign purchase, he makes such a decision, as in the Canadian 

purchases, and then we can purchase from Canada. Then there is a price- 

unreasonable area that is now set by a 6 percent value. If the price of a 
s 

foreign product is 6 percent lower than the American price, and includes 

duties, and all that, you may purchase that. 
if 

However,/national interest and price-unreasonable come in together, 

you may have a requirement go out through to OCDM for final determination. 

Finally, there are some ground rules in the Appropriation Act on foods 

and textiles saying to buy them here. Then there is the rule on Soviet 

purchases. Even in the availability area, there are certain Soviet purchases 

which have to go to the Secretary'-over $2500. 

Finally you get to the offshore purchases. Offshol~e you can buy for 
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o f f s h o r e  n e e d s ,  w i t h i n  the  i n d i g e n o u s  a r e a s .  

I t h i n k  in e s s e n c e  tha t  s u m s  up the  m e t h o d  u n d e r  t h i s  Buy A m e r i c a n .  

We s t a r t  w i th  the  a s s u m p t i o n  tha t  p u r c h a s e  w i l l  be  in  t h i s  c o u n t r y  if  t he  

i t e m  c a n  be  m a n u f a c t u r e d  and  p r o d u c e d  h e r e .  

S T U D E N T :  E v e n  if we  can  go out  and  s a v e  a t r e m e n d o u s  a m o u n t  of 

m o n e y ,  we do not  s e e k  to buy  e l s e w h e r e ?  

MR.  L A Z U R E :  T h a t ' s  r i g h t .  

G E N E R A L  HOUSEMAN:  Wi l l  you  c l a r i f y  fo r  m e  wha t  you m e a n  by  

" t h i s  c o u n t r y ? "  Do you  i n c l u d e  H a w a i i  and A l a s k a ?  

S E C R E T A R Y  JOHNSON:  Oh, y e s .  D o n ' t  le t  the  S e n a t o r s  f r o m  t h e r e  

e v e n  h e a r  you a s k  t h a t .  

MR. MUNCY:  M r .  S e c r e t a r y ,  we  a r e  a l l  i n d e b t e d  to you  p e r s o n a l l y  

t h i s  m o r n i n g ,  f o r  t a k i n g  n e a r l y  f o u r  h o u r s  of y o u r  t i m e  to d i s c u s s  A r m y  

p r o c u r e m e n t  p o l i c y  and p r o b l e m s  wi th  us  in a v e r y  d o w n - t o - e a r t h  m a n n e r .  

We a r e  a ls•  i n d e b t e d  to y o u r  e x p e r t s  on the  p a n e l - - G e n e r a l  H a m n e r ,  

C o l o n e l  G u r n e e ,  M r .  L a z u r e ,  and C o l o n e l  Knox.  If you  w i l l  p a r d o n  it ,  

we  a r e  v e r y  p l e a s e d  to  s e e  tha t  two  of y o u r  e x p e r t s  on the  p a n e l  a r e  g r a d u -  

a t e s  of t h i s  C o l l e g e .  T h a n k  you,  g e n t l e m e n .  
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