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Brlgad~e r General~Robert p. Hell!s, USA, Commanding General? 

New York Q~a~term~ster p~r~asin~ Agenuy in New York City, w~s 
at Lafayette, !ndi~aua, 25 Febraary 1991o He attended Purdue Nmi~ty 
for one year, 1918; was graduated £rom the United States Naval ~c_~, 
1922; Field Artillery School, 1928; Quartermaster Scho~l, 193~; 

O* and General Sta£f College, 194 ~ and the Industrial College of 
Armed E~r~s~ 19~7. He ~as appe±nted second l~eutena~t, ~Fiel~ Ar~i1~ery, 
in January 1923, was detailed to the Quartermaster Corps In 193~, ~d 
transferred :on I~ May 1938~ He was o~fice~-in-charge, ~a~mfa~m~x~ 
Division, Philadelphia Quartermaster ~epe~; assistant t~ ~ t  
quartermaster, Panama Canal Department; two years at Head~mar~e~s~ ASF 
i n  Stock'Control a~d Distribution; he served smcoe~slve!y i~m ~e ~ e  
o~ the Chie~ Q~artezmaster as OIC ef the P e~rel~ an~ Emel~ BA~iei~ 
chief o~ operations at F~a~k~furt, German~, ~ fi~ally as t~ea~er ~hie~ 
quartermaster, ~uropean ~heater. ~.e was ~n d~ty i~ the O~ ~ ~ef, 
Purchase C ord~eol B~amch, S~pply Division, ~en t~e a~ ~ i f  ~ea~s 
as chief, ~ersonnel and Training Division. On 19 A~n~il 1951 ~e ass~=_med 
duty as chief e£ ~he S~pply Divis±on. He was appeimte~ hrlgadier general 
on 28 J~ 1951. General Hollis assumed command of the ~ew Eork Q~ar- 
termaster Procurement Agency on 12 November 1951. Upon its activation, 
he was appointed as chief of agency staff e£ the ~ Servi~e~ Textile 
and Apparel Procurement Agency--a joint ~ctivity. Upon ¢leac~ivation of 
ASTAPA on 1 November 1953, he assumed his present command. ThTs is his 
first lecture at the Industrial College. 
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MILITARY PROCUREMENT REGULATIONS 
/ 

14 December 1953 

CAPTAIN RICHTER: I think it very appropriate that .we should 
start this week off and practical~ carry the whole week ~u~h an 
the "procurement, business because I know that eve~ody heze is very 
deeply involv~ in procuring for the 25th of December. Now i n  
p~cess of ye~r procuring, however, I knew that you are met ~elng to 
have to go over any of these hurdles that these procuremen~ offlcers 
have to go over, but, of course, there is one major ~e, and that 
is ~he ~inancial end o f  it. 

This morning we have as the subject of our lecture "Military 
Prec~ement Regulations.. Our speaker this mor~ng has been involved 
in procuring for many years and has been intimately associated wi~ 
all these hurdles that we think of  and know of. I won't mention them 
here because he ~ill tell you about them. 

You know from his biography %hat he is a gradmate o£ 5his college 
in the Class of 1927. He is also a graduate of the Umite~ States Naval 
Academy, I am sure a great many questions have been asked about how 
that came about. One question I would like to ask him is J~st which 
Side of the fence his emotions took-him to at the ~-Na~ game last 
week. 

It is with a great deal of pleasure that I present t@ you 
Brigadier General Robert P. Hollis, USA, Cemmamding Gemeral, New York 
Quartermaster Purchasing Agency, New York City, who will speak te us 
on "Military Procurement Regulations., 

GENERAL HOLL!S: Admiral Hague, Captain Richter, members of the 
faculty, and students of the Industrial College: That is a q~estion 
I have had to answer now for about 31 years a~d the auswer is %ahat I 
always think of it as a school game and i didm.t have a very good time 
about a week ago last Saturday. I can think o£ no me~e di£fi~It a 
hurdle for a speaker to be put across, including these Pro~nt 
hurdles, than to be asked to make a talk before his plebe battal£en 
commander as I am this morning. I shall do my best. 

I have for presentation to you this morning ~the s~bjec% of 
"Military Procurement Regulations,. which is one singularly ~ng 
in glamor. 

The regulations which I shall briefly describe this toeing repre- 
sent a "Missouri Compromise u of many divergent interests ~ffe~img 
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military procurement. Apart from the obvious purpose of securing the 
best supplies and services for the lowest cost, the regulations are 
intended to insure that all eligible sources of supply have a fair 
opportunity to obtain Government business, that small business firms 
and firms operating in distressed labor areas are preferred over 
others, that domestic materials and domestic firms are preferred over 
foreign, that adequate industrial capacity for mobilization is main- 
tained or added to existing sources, and that stock levels are kept 
to the minimum level of safety. The attempt to serve these and many 
other ends, despite frequent conflicts in purposes, accountsin large 

measure for the resulting labyrinth. 

Slide i (slides were not reproduced) shows the basic sources from 
which flow to the Armed Forces their authority for making procurements. 
I will leave that on for reference. From the termination of hostil- 
ities of World War I until 1940, Army procurement was primarily on a 
formal basis. The exceptions to the formal bid requirements of the 
basic procurement statute (R.S. 3709) were: 

I. Emergency procurements. 

2. Purchases from the Indians. 

3. Purchases of less than $500. 

4. Secret apparatus for the Ordnance Department. 

5, Procurement of horses and mules. 

6. Aircraft and accessories. 

7. Medical supplies. 

8. Resale subsistence. 

9. Gages, dies, and jigs for production of arms and ammumition 

in time of war. 

The exceptions to the formal bid requirements were contained in 
numerous separate laws passed from time to time over a period of many 
years and they did not adequately cover wartime needs. Public Law 703, 
which was enacted in mid-1940, permitted procurement "with or without 
advertising" for supplies, construction, and other services under the 
fiscal year 1941 appropriations "in order to expedite the building up 
of the national defense." This negotiation authority was further ex- 
panded by the First War Powers Act of 1941 to include advance payments 
and broad powers for modification of contracts with or without con- 

sideration. 
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In 1947 the Congress made a careful study of the existing 
statutory procurement authorities in relation to peacetime ~ mobi- 
lization needs. The result was the enactment of the ~ Set-lees 
Frocurement Act of 1947, which was intended to provide nego%lation 
authority during peacetime, where such authority was clearly in the 
interest of the Government, as well as broader powers during a period 
of national emergency, thus obviating the need for spe¢±al legiSla- 
tion upon the happening of an emergency. 

The act has two principal features. The first of these w&s to 
provide authority to negotiate contracts, in l~eu of advertising for 
bids, in 18 different types of circumstances including, in time of 
emergency, authority to negotiate when deemed to be in ~he Publlo 
interest; and, second, authority to make advanc~ payments to finance 
Government contractors whose financial resources were Inade~te 
help them over the hurdle of a large-scale Government ~ntrac~. 

Although not required by law, in May 19~8 the Seor¢~ries of 
the Ar~, Navy, and Air Force jointly issued the Armed Services 
Procurement Regulation, which is referred to here, pursuant ~ ~e 
Armed tervi~s Procurement Act of 19~7. This regulatloD w~s made 
applicable to procurements by all three departments and was desi~1~ed 
to secure the maximum possible uniformity of practice and. proce~e. 

Section 638 of the fiscal year 1953 Appropria@ion Ac@ ~ the 
Secretary o~ Defense responsible for the supply management frame,ions 
of all three departments. This responsibility included the issuance 
of re~atlons governing procurement. Since this provisle~ ~s made 
effective 60 days after the enactment of the law, as an i~e~i~ 
measure, the Secretary of Defense adopted the Armed S~es Pre~. 
merit Regulation and placed upon the Chairman of the ~t~o~s Board 
the responsibility for amendments, modifications, and s~ppleme~t~ 
thereto. In August 1953 the Secretary of Defense delegs~ed ~s 
authority and responsibility for procurement regulations te t~e 
Assistant SecreCy of Defense for Supply and Logistie~ Fr~e~es 
for hennaing some types of problems, such as mistakes in ~s, rare 
detailed in the Armed Services Procurement Regulations. Y~n ~the~s~ 
such as fraud cases, the procedures are left to the ~,~etie~ of 
each department. 

Departmental Procurement Regulations implementing ~ ~  of 
R~Befense• . directives and supplementing the Armed Services ~ t  
egulat~ons are, in t~rn, supplemented by regulations i ~  ~ the 

bureaus an~ tec~cal services. Considering the number of ~ s  
of procurement policy, ~roeedure and authority, statutes, ~Ive 
orders, Department of Defense directives, Joint ~d in~vi~ d e- 
partmen%al regulations, as well as bureau and teo~c~l ser~i~e 
regul~tions, it is not surprising that the con~acti~ *~i~er ~e~ 
sionally finds himself forced to choose between two inconsistent 
mandates. 



I054 
Delegations of authority to make final determination on pro- 

curement matters differ widely among the departments and also among 
the bureaus and technical services of each department. To the extent 
that the higher echelons of command retain authority to make day-to- 
day procurement determinations, the time required to effect procure- 
ment is necessarily prolonged and the work of the procuring activity 
is complicated, This problem is particularly acute in the case of 
determinations involving acceptance or rejections of bids when option 
times are short. G-4 of the Army currently is studying this problem 
with a view to the maximum possible decentralization of procurement 

authority. 

Since my o~n experience relates to the procurement of "soft goods" 
under Army regulations, my co~ents on procurement regulations and 
problems thereunder are made with that background. Other types of 
commodities and services and the regulations of other departments 
necessarily differ and I am not in a position to explain or express 
an opinion on them, With this limitation in mind, I am going to make 
brief comments on the regulations governing methods of procurement, 
launching on a more detailed explanation of current trends in procure- 

ment at the close. 

Slide 2 covers one aspect of Government procurement, a rather 
unusual one, where common-use supplies are provided under different 
methods, with which I am sure you are generally familiar and which I 
will discuss further in my talk. I bring that up particularly be- 
cause many of them are somewhat controversial. 

Common-use items, such as office and housekeeping supplies, 
gasoline, coal, subsistence, hand tools, paper and paper products, 
and paint are normally procured for all the armed services by one of 
the individual services or another Government executive agency. General 
Services Administration (GSA) procures most of the office and house- 
keeping supplies for the armed services. These are requisitioned by 
the using activity, either directly from the GSA contractor or from a 
GSA service stores depot. Pursuant to law, certain types of common- 
use items, such as shoes, blankets, mattresses, and brooms are pur- 
chased from Federal prison industries or from institutions for the 
blind, unless these organizations waive their right to fill the 
particular requirements. They are required to keep their prices 
within the market range in order to retain this privilege. 

As an example of single-service procurement, subsistence is pro- 
cured for all the armed services by the Market Center System with 
headquarters in Chicago, operated by the Quartermaster General Of the 
Army; paint, by the Navy; petroleum items, by the Armed Services 
Petroleum Purchasing Agency; and for 13 months, clothing, footwear 
and equipage were procured by the Armed Services Textile and Apparel 
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Procurement Agency. In addition, the Economy Act 
ser~ce procurement of any itero by mutual agreemen 
the Department of Agriculture may step in and buy: 
armed serv~_ce s by informal agreement from time to o~me. 

By declaring a national emergency on 18 Dec e~ber !9~- 
Rresid~nt brought into action the statutory permission~ to 
all contracts when in tlm public interest. But, after a 
rather extensive use of this authority, the Ar~ again restricted 
negotiation to the pre,emergency situations, plu~ ...... 
broadening the industrial base and procurement o~ 
in emergencies. Special regulations also provid~ 
of purchases from small business firms and firms 
labor areas under detailed directives from the De 

There are, of course, a wide variety of types of contrac~$s ' 
amthorized but to the extent feasible in military 
civil practice the normal form is the fixed-price 
cases ~'hich will not fit into this category and to 
fluctuations in material or labor costs in long-term con~rac~ts, an 
escalation clause may be added; and, if the item is new or ~he con- 
tractor has had no experience producing it, a price redetermination 
clause may be used to permit repricing after all or part of the work 
is completed. ...... 

A recent i ~" nnovaolon in fixed-price contracting is the continua- 
tion-type contract which permits the Government to extend the original 
contract for an additional period and to increase the quanti y ord re 
up to an agreed maximum, the price of the additional qu 
negotiated anti~ ~ ~e when the contract is extended. 

While rarely used in "soft goods" procurement, other items, such 
as aircraft, tanks, and construction work are frequently purchased 
under ~ost, cost-plus-a-fixed-fee, or time-and-material contracts. I 
have no !~rsonal experience with their use and will not a~lemp~t ~o 
discuss them here. ...... 

Slide 3 is a listing of the 20 required clauses which gO iD.tO 
fixed-price contracts. These clauses are of extreme imp or~nc~£~o the 
purchasing and contracting officer. I would like for YOU to gl~ce 
over them briefly and I ~ill go into the high points of those that 
have the greatest i~portance in the administration of " 
20 clauses were prescribed by the Armed Services Proc 
for use in all fixed,price contracts. Some of them c 
provisions, such as the assignment of claims and £he 
contingent fees. 

The Assignment of Claims clause recites the protraction ~ra~ted 
by Congress to lending institutions which finance Government 
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contractors against reduction in payments on an assigned contract 
arising from claims outside the scope of the contract. Notably, it 
gives the bank protection against claims arising as a result of its 

customer' s bar~(ruptcy. 

The covenant against contingent fees reflects congressional dis- 
guse with the ,five-percenters," but does not affect established, 
legitimate relations between selling agents and Government contractors. 

Other mandatory clauses specify the changes which may be made by 
the Government without the contractor ,s consent,-changes in specifica- 
tions, in packing, said in place of delivery. An equitable adjustment 
in contract price or delivery terms is required if such changes are 
made. If the parties cannot agree on the adjustment, another mandatory 
clause comes into play, the Disputes Article. This clause is available 
to the contractor in connection with any disagreement of fact relating 
to the administration of the contract with the Government. Settlement 
of such disputes is handled by means of a quasi-judicial action before 
a panel of the Armed Services Board of Contract Appeals, acting in 
the name of the appropriate departmental Secretary. 

Another required clause which should be mentioned covers the in- 
spection of the supplies procured. Inspections are handled by separate 
organizations, such as the Ar~ Quartermaster Inspection Service, the 
Office of Naval Material, the USMC, and, for perishable subsistence, 
the Department of Agriculture and the Surgeon General of the Army. 
Acceptance of supplies which meet specifications, as determined by the 
inspectors, is practically automatic, but rejection of nonspecification 
supplies offered or their correction or acceptance at a reduction in 
price is handled by the contracting officer. 

The Walsh-Healey Public Contracts Act is administered by the 
Department of Labor but it~has very definite effects on the adminis- 
tration of Defense Department contracts. In any contract of a value 
of $10,000 or more, the contractor must agree to conform to the pro- 
visions for minimum wages, maximum hours, child labor, convict labor, 
and safe and sanitary working conditions required by the act, unless 
an exception is obtained from the Secretary of Labor. No contract 
may be made with a firm which has been banned from doing business with 
the Government for violation of the wage and hour provisions of the act. 
A contractor must also be a manufacturer or regular dealer in the sup- 
plies being procured in order to comply with the act. 

One further clause deserving of comment implements a statute which 
has given rise to considerable, recently published criticism, the Buy 
American Act. In substance, this act requires the contracting officer 
to reject bids offering foreign supplies unless they are not available 
from Unlted States sources or the price of the domestic product is un- 
reasonable. Another important exception is that it need not be applied 
when inconsistent with the public interest. 
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In May 1951, the Secretary of Defense directed the Mmli:tions 
Board to review defense procurement policy with respect to ~n- 
istering the provisions of the Buy American Act in order to deter~ne 
whether or not it was consistent with the objectives of the Mutual 
Security Programs and United States Foreign Economic Policy, The 
Munitions Board directed the amendment of the Armed Services ~ocure- 
merit Regulations, effective 1 June 1952, to make it mandatory, in any 
case involving foreign bids of less than 25percent differential where 
the total amount of the lowest acceptable foreign proposal exceeds 
$25,000, for the contracting officer to submit the matter for consid- 
eration to the Secretary of the military department concerned. The 
purpose of this amendment was to assure that proposed awards will be 
evaluated at secretarial level in such a manner as to give due weight 
to the objectives of the Mutual Security Program. 

These limitations of the Buy Am~rican Act are carried even 
further with respect to articles of food, clothing, cotton, and wool 
by the so-calledBerry amendments to the 1953 and 195~Oefense Appro- 
priation Acts, which require that they be grown or produced in the 
United States. Under the Buy American Act, a field jacket, for in- 
stance, maybe purchased even though it contains foreign wool, if the 
weaving of the cloth and the fabrication of the garment is performed 
in the United States. The Berry amendment carries that one step back 
and requires that the wool for that jacket must be grown in this 
country, unless a sufficient quantity of domestic wool is not avail- 
able at United States market prices. 

Contract clauses also include a prohibition against gratuities 
by contractors to Government representatives. This clause supplements 
statutes and regulations governing relations of Government officers 
and employees with contractors which forbid a former officer or employee 
from representing a contractor in a matter with which he was concerned 
while in Government employ and forbid actions by officers or employees 
which even give the appearance of collusion or favoritismo Strict 
enforcement of a high ethical standard among procurement personnel is 
essential to successful operations. My own policy, which I follow in 
my own relations with contractors and which I require personnel under 
my command to follow, precludes the acceptance of any favor, regardless 
of value, j Eventhe acceptance of lunches, which is more or less 
standard procedure in private business relations in New York City, 
is barred. 

In the survey of contract clauses, there remain two optional 
clauses to be noted, the liquidated damages clause and the advance 
or progress payments clauses. In the procurement of high-priority 
items, it is sometimes useful to specify that a certain amount, 
usually a fixed percentage of the unit price, will be deducted for 
each day's delay in delivery. This tends to insure maximum effort 
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by the contractor, but does cause a certain amount of administrative 
expense on the part of the Government in running computations and not 
infrequently adjudicating the claim of the contractor who may contend 
that if this or that unfortunate episode has not happened, the delay 

would not have occurred. 

Under certain circumstances, financing of a contractor by means 
of advance payments or progress payments on a contract may be in the 
Government's interest if sources of supply are limited and the require- 
ment is particularly important. That has been used with some regularity. 
The Department of Defense is currently endeavoring to restrict the use 
of that particular proviso insofar as possible. 

The inclusion in the contract of the required clauses and, to a 
considerable extent, the optional clauses previously mentioned is 
part of the administrative function of the procuring agency. The 
requisitioning agency, on the other hand, which needs the supplies 
furnishes the specifications or purchase descriptions, the quantities, 
sizes, and method of packing; the delivery dates and places, any 
special contract clauses desired, and the allowance for Government- 
furnished property. It also cites the allocation of funds to pay 

for the supplies. 

I have referred to Government-furnished property. It is customary 
for the Government to furnish the cloth to manufacturers of clothing 
and equipage. This arrangement tends to secure uniformity of quality 
and shade, but probably more importantly it overcomes a very serious 
hurdle for the contractor because most of the cut, make, and trim trade 
would be unable to subsidize the raw m~terial inventory which is in- 
volved. It is a terrific migraine headache to administer and I have 
racked by brains and have had my people racking theirs to find a 
satisfactory way to get out of that business. Thus far, we have not 

been able to do it. 

In the past, end-item unit allowances of each component supplied 
by the Government were prescribed by the requisitioning agency. More 
than a year ago, a change in procedures was adopted, requiring bidders 
to establish their own allowance of Government-furnished property 
rather than having such allowances fixed by the Goverl~ment. In other 
words publish the Government-established allowance and permit it to 
bid on a percentage of that allowance, not to exceed lO0 percent. We 
have found that we have made substantial savings on that. 

The old practice gave little incentive to a contractor to effect 
maximum possible savings of Government property since he received no 
direct benefit. Competition between bidders, based on efficiency 
of using Government property as well as on price of the end item, 
has shown substantial savings. Usage in excess\of allowances subject 
the contractor to a charge for the excess material at rates fixed in 

the contract. 
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As previously mentioned, contracts were awarded either on the 
basis of bids received after formally advertising the proc~ent or 
by negotiation. Adequate competition is necessary under either method 
to insure that the best terms available are obtained. Where formal 
advertising is used, announcements are sent to trade jou~nais, chsm~bers 
of commerce, and otherwise given publicity. We send copies to all 
manufacturers on our bidders, lists. Those lists in some cases run as 
high as 1,000 firms. 

The bids submitted are publicly opened and read on the specified 
day and hour. Prior to the opening, a bid may be modified or with- 
drawn, but after the opening this is not allowed unless the bid was 
clearly erroneous or unless in the Government,s interest aad without 
prejudice to any other bidder. If prices offered in all or part of 
the bids are unreasonably high, such bids maybe rejected and any 
unplaced portion of the procurement may be secured by negotiation. 
Bids may also be rejected if they vary in any material way from the 
requirements of the invitation; if the bidder does not have the neces- 
sary financing, plant capacity, or technical experience; or if the 
bidder,s past performance on Government contracts makes it extremely 
doubtful that he will produce satisfactorily in this instance. 

Prior to awarding a contract, a preaward survey of the eontractor, s 
plant is made unless one has been made recently, to determine that he 
has the contract, the equipment and the capacity to meet the schedule required by 

Suspension of a Defense Department contractor usually results 
from fraudulent actions, such as attempts to bribe inspectors or to 
conceal the delivery of nonspecificatJon supplies. The surprising 
frequency of such actions is illustrated by an incident in my office 
not long ago. 

One afternoon at the close of business, my secretary brought me 
some outgoing mail for signature and placed it on my des]( in three 
piles saying, "You have to get two of these out this afte~moon. The 
first is an answer to a congressional inquiry. This one is urgently 
needed in the Quartermaster General,s Office. These others can wait 
until tomorrow morning; they are just routine fraud cases." 

After the nonresponsive bids and nonresponsible bidders are 
weeded out, awards necessary to procure the entire quantities are 
normally made to %he remaining bidders offering the lowest overall 
cost to the Government. In practice, determining which bids are 
lowest is sometimes an extremely involved and difficult problem. 

These figures are typical. Last soring we had a pretty good 
procurement load in New York for which there were 80 bidders in an 
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invitation which might have four items and each item that was to be 
sent out to contractors was available f.o.b, destination versus f.o.b. 
place of origin. Bids were received both ways. Therefore, we had to 
make computations of freight costs to every manufacturer, the cost to 
destination, the problem of freight from various depots, and for GFP 

to contractor' s plant. 

If you add to that block bidding, where a contractor bids so 
much for lO0,O00, so much more for the next 200,000, so much more for 
a quarter of a million; and if you add to that his authority to bid 
on all or none, or to say he will take no more than a quarter of this 
item because he can't handle it the complexities are multiplied. If 
you add tO them the authority we give them to condition this bid for 
item No. 3 on what we gave him in te~s of item No. l, or to condition 
his bid on item No. 3 in terms of what we gave him on an award which 
opened three days prior, you begin to approach the infinite. 

We have had a very interesting experiment in our office with a 
good deal of success toward the end that we cannot make a mistake in 
this thing. We have explored the possibility of using an electronic 
computer. Through the courtesy of the Navy, I was introduced to the 
George Washington University and, with the cooperation of the Bureau 
of Standards, we have been successful in solving this comprehensive 
problem, which has taken six months of research and dry runs. After 
the initial spadework by the mathematician, the machine solved 
accurately in seven minutes a typical computation which required six 
man-days of work by competent analysts using ordinary electric cal- 
culators. It was actually computed by one of our expert analysts 
that to exhaust all permutations and combinations for one exceptionally 
complex bid, abstract in my office would have required two man-years, 
a computation which is obviously out of the question when there are 

options expiring in a very short time. 

As contrasted with formal advertising and processing, the negotia- 
tion of contracts is a relatively expeditious job. Normally, requests 
for proposals are mailed to the firms on the bidders' list and ad- 
vertised to the trade in the same manner as under formal advertising. 
There is no formal opening or public announcement of proposals re- 
ceived and the contracting officer continues negotiations until the 
best possible terms are secured. Because of the limited use of the 
negotiation method permitted by current Army regulations, appropriate 
determinations and findings are usually required to justify it. 

This topic would not be complete without mentioning two of our 
major problems, the preference for awarding contracts to small business 
firms and the preference for firms operating in distressed labor areas. 
The recently created Small Business Administration and its predecessor 
agency were given authority to certify to the capacity and credit, 
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that is, to the plant facilities, technical experience, and financial 
responsibility, of any bidder for a Government contract. This certi- 
ficate is binding on Defense Department contracting officers. 

My own experience with these certificates has not bees a happy 
one. In several cases, firms which were so certified to contracting 
officers of the Armed Services Textile and Apparel Procurment Agency 
and which received awards against the Judgment of the contracting 
officer, failed miserably in performance and cost the Government sub- 
stantial losses in delivery time, administrative expense a~ ultimate 
end-item prices. 

This situation is particularly galling in "soft goods" procurement 
because, without any intervention ~y the Small Business Administration, 
the number of procurements awarded to small business firms was normally 
equal to or greater than the portion of small business firms in the 
industries involved. No substantial increase has resulted from the 
new procedure. 

In September 1953, a procedure was established under which the 
contractin~ officer may appeal to higher authority in the event he 
determines that acceptance of such a certificate would not be in the 
best interest of the Government. 

The preference for distressed labor areas promulgated by the 
Director of Defense Mobilization affects "soft goods" procurement 
primarily in the textile field. It was decided in that office to 
alter the usual policy and instead of basing it on distressed labor 
areas, they would consider the entire textile industry as a distressed 
industry. Accordingly preference would be given to firms which will 
agree to operate 80 hours a week or less rather than those operating 
in surplus labor areas. 

To give effect to the preference, each procurement is scrutinized 
to determine whether a portion should be set aside for negotiation with 
manufacturers who will make this agreement. This negotiation is done 
through a fairly elaborate set of rules which I do not think of interest 
to you, giving certain priorities to small business, distressed mreas, 
and so on down the line. Such set-asides result in prolonging the 
procurement time by making necessary two or more complete procurement 
actions where one would otherwise have been sufficient. 

This brings me now to the most ti~ely topic of the discussion, 
current trends in procurement. These trends fall into two major 
groups, the trend toward coordination of procurement and the trend to- 
ward limitations in expenditures, stock levels, and quantities under 
contract. 

ll 



The question of coordination of logistical and procurement activity 
among the armed services has been the subject of extensive controversy 
within the past two years in the Department of Defense, in the Congress, 
and in the press. This is true to an extent which makes reference to 
it in a lecture of this sort almost inevitable, even though I approach 
so controversial a subject with reluctance. I have had some personal 
experience with this field during the past 18 months as the chief of 
agency staff of the Armed Services Textile and Apparel Procurement 
Agency, jointly staffed by the Ar~, Navy, Air Force, and Marine Corps. 
What I am about to say here reflects my personal opinion and in nowise 
constitutes official doctrfine of the Department of the Army or the 

Department of Defense. 

Slide 4.--Within the "soft goods" commodity field, there are 
five possible solutions which can be utilized for this problem by the 
Department of Defense, either in whole or in part. They are: 

1. The historic pattern of independent, uncoordinated action 
by the individual armed services--everybody buying for his 
service and the devil take the hindmost. 

2. The device of informal collaboration on procurement by 
mutual agreement between two or more services. 

3. Joint conduct of these activities, as examplified by the 
Armed ServTces Petroleum Purchasing Agency, the Armed 
Services Medical Procurement Agency, and the ArMed Services 
Textile and Apparel Procurement Agency. 

h. The assigrnuent of procurement responsibil±ty to a single 
service as the agent of the others. 

5. Assignment of the requirements of all the armed services 
to the General Services Administration or other Executive 
agency of the Government in limited colnmodity fields, 
primarily common-use, co~nmercial-type item, s. 

No one of these solutions is perfect and the decisions of the 
Department of Defense in this field are of necessity guided by the 
application of common sense, experience, and good judgment to the 
commodity field concerned. 

To clarify the issue, it is my personal conviction that a great 
deal of benefit can be achieved at low cost by the resolution of prob- 
lems of requirements and property excesses among the services prior to 
initiating procurement. My red,arks here will assume that, as in the 
commodity fields in which I have recently dealt, this project has been 
successfully carried through an~ the issue at hand relates only to the 
fields of purchasing, contract administration, and acceptance inspection. 
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Dealing with each of these in turn, it is my belief %hat the vices 
attributed to uncoordinated purchasing have been somewhat overemphasized 
in the press as they relate ~o a period of limited procurement ~ich is 
less than total national effort. At a time of full mobilisation, how- 
ever, and under conditions of an overtaxed national eConomy~ the short- 
comings of uncoordinated procurement becomes magnified and result in 
c~mpetition among the services, not only as to price, hut in demands 
for facilities and manpower, to a degree that could not be ~olerated. 

The ex~ient of coordinating procurement among the serVices does 
smeli~rate these conditions to a considerable extent. Its shortcomi'ng 
is that it is dependent on voluntary agreement and its success is 
conditioned in part on the personalities involved. Any total collapse 
of such coordinated effort would then become a problem to be resolved 
by the Department of Defense by edict on a case-by-case ~asis, which 
is an eap~nsive and t'~ne-cons~ing procedure. However, the authority 
to enforce collaboration which was recently granted to the Assistant 
Secretary of Defense for Supply and Logistics may avoid the inherent 
difficulties in this solution. 

Joint procurement, if vested with sufficient autonomy, can be 
~e tO work successfully and to achieve certain economies in terms 
of standar~zation of specifications, elimination of duplication of 
inspection, economies and uniformities in practice as tO freight rates 
and ~r@ain other fields as they pertain to specialized comities. 

One of the difficulties inherent in administering a joint agency 
iS ~ha%, by its very nat~re~ the joint agency reports to a committee 
rather ~hen to a single chief, and this tends to delay ~r~ain decisions 
which are urgent for the joint agency. The committee, in turn~ iS 
~et~red by the desires of its members to coordinate agencF ac~iO~s With 
their ewa services, policies and procedures. The fact that, in sem~ 
c~ses, joint agencies are dependent for their existence upon the budgetary 
actlvi%ies of three military departments renders their continued existence 
precarious and increases management difficulties. 

The ~ferences in logistical organization 9f the services jointly 
involved contribute to a diversity of administrative problems which 
must ~be haggled out on a committee basis between the joint a~ncy and 
the servi~s. The greater the 4egree of autonomy vested in %he com~ 
madder of the joint agency, the less this problem becomes~ ~it ~rea% 
~are ~,s~ be taken to in.sure ~hat wha~ appears to be a simp~e~ -ex- 
pedien%~ ~ ~pt~m ~um solution f~om the viewpoint of the ~ ~eney 
Ices ~me% ea~e s~me serious ad~n~ inistra~ive ~eper~ssS.~m ~i~hi~ ~@ 
customer service in terms of storage or issue prebl~ms which may 
transcend the importance of the basic issue involved at She procurement 
level. 
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The expedient of single-service procurement is intended to reduce 
overhead and to streamline the procurement organization. Whether 
these benefits are always obtained has been seriously questioned. The 
shortcoming most often attributed to it is that single-service pro- 
curement is not so immediately responsive to the fluctuating and some- 
times urgent requirements of the individual customer services which 
are dependent upon it for the life blood of their supply. 

An important precedent in favor of this method was set in 
February 19~2 when the Navy Department subscribed to an agreement 
with the Army--which then included the Air Force--for the procurement 
of perishable subsistence for all of the armed services by the Army 
Market Center system. I have never heard itreliably asserted that 
this activity has not performed creditably t~hroughout its existence, 
I have, on the other hand, heard a senior and experienced logistical 
officer of the naval service state at a seminar held under the auspices 
of the TreasuryDepartment, that he personally took much pride inhaving 
sponsored the original proposal successfully to the Navy Department ~. 

The utilization of GSA as the procuring agent for the military 
services in certain commercial-type, common-use items is a trend which 
is presently in the ascendancy within the Department of Defense. It 
has the advantages and disadvantages which are inherent in single- 
service procurement. The storage problem, however, ceases to devolve 
upon any of the armed services, but this arrangement may not prove an 
unmitigated blessing. 

Any significant transfer of orocurement and warehousing functions 
to GSA would apparently require a corresponding increase in facilities 
and personnel by GSA. The mere substitution of one Federal supply 
distribution system for another does not in itself guarantee equivalent 
quality and completeness of service or lead necessarily to greater 
economy. Initially, at least, reduced effectiveness and increased 
costs could be anticipated by such a transfer and it would violate one 
of the basic policies of the Department of Defense that the procedures 
and methods of operation for the system of supply practicable for war 
will govern techniques used in time of peace. 

I am running a little over my time. I am not going into the re- 
maining things I have here exceot to say that there are two other new 
trends which may be of interest to one or more of you. They are the 
so-called continuation,type contracts where we may contract with a 
given supplier for a limited period for a fixed quantity of supplies, 
with a ~ovision in the contract that we may extend that contract and 
establish a price by negotiation beyond the end of the contract period, 
which is a stipulation that is in accordance with the desire of the 
Department of Defense not to have more than the necessary amount of 
their funds tied uo in the pipeline at s~uy time. 
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One other development that I think is of interest a n d  is a very 
drastic change in fiscal procedure within the Army and may or ma~ not 
apply to the other services. A chief of a technical service ~h~ has 
been given an annual appropriation can actually obtain o~ly 18 percent 
of this appropriation in any given quarter, except as he may redefend 
and justif~ a manifest need for a larger sum. Petrolemm is ~eat~d 
on the same basis except that 40 percent only is authorlze~ for the 
semiannual period. 

I will try to the best of my ability during t~ Guestion period 
to a~swer such questions as you may have. Thank you very much for 
your patient attention. 

QUESTION: General Hollis, there were two agencies, the Armed 
Services Medical Procurement Agency and the Armed Se~vices Textile 
an~ Apparel Procurement Agency, shown on, your ch~art. The Textile 
agency fell into disfavor apparently with the Congres~s, while the 
Medical ~gency seems to be. going along pretty ~II. I un@~stoo@ 
that they were b~th~ patterned the same way and in their i~5entiens 
were to cs~ out the same objectives. I would like your comment on 
why one is goim~ out of existence while the other one is staying With 
US. 

GE~AL HOLLIS: I don't know all about .the a n s ~  t o  ~ a ~ .  ques- 
tion myself ~ut I know a ~ood deal o£ it. 

I was designated very early in the game to coward; this thing ~ as~ 
soon. as it~ was~ determined that the Army was to have the first ~hlef of 
agency staff. I had some views about its organization which I expressed. 
Some of them were adopte~ and some were not. Perhaps it is ~t as well 
that~some of them were not. In an~ event the thing went ~i*~g f~ 13 
months,, and you: will havea pretty hard time getting me to, ~%~ ~hat 
it did not function successfully. I firmly believe i~ ~i@. We ~ 
ma~ a boner or two as we made a bone~ or two in the A~V ~ before 
we had~ it and as we probably will make next spring. 

Fundamentally, I think the answer to your q~estion~ was~ ~ up 
in a remark by one of the directors of that organizatio~,~ ~ Z ~g~t 
@igress a moment to tell you who the directorate was° The~ t ~  w~s 
set~ up w i t h  the Chairman of the Munitions Board to o p e r a t e  ~ h t ~  agJ~n~y. 
The directorate was composed o£ the Quartermaster General of th~: A ~  
the Chief of the Bureau of Supplies and Accounts, Navy; the Co~in@ 
General of the Air Materiel Command, Air Force, or Bia r~e~e~%atiV~; 

the Q~arterma~ter G~neral of the Ma~in~ Corps. That ~ ~ t e  
,met- onee a mor~th.. 

After the action by the Congress last summer, there wa~ ~ meeting 
in the office of M~ ~. Thomas, Assistant Secretary of D~e~e~ ~a~p~y ~ 
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Logistics, at ~tich the obsequies were held and which the Secretary 
conducted. The members of the directorate wereall~resent. I had a 
great deal of information wlnich I ~idn't think particularly appropriate 
for me to bring out until I was asked to bring it out, But I was most 
unhappy at the meeting since the organization was my "baby," and I 
felt it was doing pretty well. Nobody else seemed to think so. 

So Mr. Thomas called on one of the members of the directorate who 
made this statement. He said: "The statement has been made here today 
that the services could do it cheaper individually. I question whether 
that is strictly accurate. There are so many ramifications and ten- 
tacles that go out so far that, without an elaborate and time-consuming 
job, we could not prove otherwise. That would take another action and 
I question whether anyone can take that action with impunity. I think 
the real answer is that the services are apprehensive that the joint ~ 
agency will not be so immediately responsive to their demands as when 
they have the reins in their fingers. None of the ~ services liked it 
when it was proposed. They did not like it when it was adopted. And 
they do not propose to like it now." 

As to the place the guillotine was erected, the agency was legis- 
lated out of business by the Appropriations Act for the Department 
of DefenSe for 1954, in which the statement was made: "No part of the 
funds herein shall beused to support this agency after 31 December 
1953." There were protracted hearings before the Senate committee; 
the hearings were printed and are available to you. They are very 
brief; it won't take long to read them. 

I think the action stems from this: Before the agency was ever 
created, it was the dictum of one of the Secretaries of one of the 
individualservices that, so far as he was concerned, he did not want 
or propose to take on his own service the burden of funding a project 
for four services. He felt in all fairness--and this is certainly 
ethically all right--that each service should supportits share of the 
ASTAPA budget, as it had agreed to carry its own officers who were 
assigned to that service on the basis of 7-4-4-1, in that ratio, which 
was roughly representative of the strength of the Arm~, the Navy, the 
Air Force, and the Marine Corps. Its financial support was exactly 
the same way so that when the 1954Appropriations Act was suhnitted 
and defended, it had to be defended not once but four times in a 
Congress which was so economy-minded as the one last spring. I think 
it is self-evident that to have defended once and reiterated three 
times the defense of a project was bad psychology in the first place 
as was proved. 

Secondly, the ground rules of the Comptroller required that if 
you put an item into your budget which had not appeared under this 
guise in a prior year, it should be carried as additional funds. 
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With the same viewpoint on the part of Congress, I think very naturally 
they WOuld trip over something additional, something not ~ ~here last 
year, when trying to see what economies they could make and not how 
they ~ould expand the budget. 

Those factors were the principal ones which had to dO ~ith the 
operation of this agency. We had little problems, day~t6-day problems 
about the elimination of inspection where people's prerogatives came 
into jeopardy or where someone was afraid he wouldn't get all the 
people he had some other time. 

As a whole, we did not have any serious rifts at the New York 
level. It was largely a matter of policy of the a~ed S ~ s  f~om 
the top, and I still consider to be the most significant of th~ whole 
thing th~ statBment of the men,her of th~ direct Orat~ ~ho Said that it 
was partly e~otional on the part of all the services. 

That, I think, is about as much as I can give you. D~eS that 
answer your question? 

STUDENT: Yes, sir. 

QUESTION: General, the example that you gave of this mobiliza- 
tion--the Computation and evaluation of bids and the Ve~y large formal 
advertising of the thing seems to be one of the best exampl~S Of the 
complexities involved. I wonder if you would comment at all on 
Wh~ther it would be possible to negotiate on that procurement. Would 
it be essentially easier, essentially not economical to handle? 

GENERAL HOLLIS: Under negotiation, we do not nor~ally deal with 
so man~ firms, I reiterate, we make very sure we h~ve cOmgetiti~n 
When negotiating, but in this cut, make, and trim field, When people 
sew up garments, we have literally over a thousand bidderS on ~hat 
bidders, list. Not all of those bidders respond. AbOut 80 valid 
bids co~ing in is not an unusual case. 

In negotiating we will probably deal with a half dozen firms and 
the chances are that by the sheer weight of numbers it will ~not entail 
elaborate computation. There are not likely to be so many qualified 
bids. There is also the situation where a bid is opened this morning 
and a bidder will come to the purchasing officer and say, "If you gave 
me somthing on the one submitted on the lOth, I can,t handle this one., 
The sheer multiplicity of situations come in to balance e~n~itions in 
that case, so I think it is a very successful operation. W~ dim not 
put it into effect until we felt we had many safeguards o£ checks and 
balances. It is much more rapid. 

I mentioned it here primarily because I am enthused about it and 
because there must be elsewhere in the procurement of the armed services 
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particular areas where it might be useful to one of you or some pur- 
chasing and contracting officer. This would not apply to contracts 
for fighter aircraft or tanks, but in certain areas where there are 
lots of bidders for a relatively common-use item, it might be very 
useful. 

QUESTION: General, you indicated and we have also heard from 
others that there is a trend toward common procurement through GSA. 
Do you think there is a possibility that this trend will continue to 
the point where most of our military procurement would be through an 
agency over which we have no control and do you consider this to be 

good~ 

GENERAL HOLLIS: I have a couple of people off the first team 
in the audience whom I have here to backstop questions that I might 
not be able to answer. One of these gentlemen is very conversant 
with the Washington scene. 

My personal opinion is that it would be most unfortunate if any 
of the military services were to have their procurement of highly 
technical items or items of particularly acute need, for example-- 
ammunition, fall outside their own hands to a point where they could 
not dictate a higher muzzle velocity for a tank gun or higher speed 
for a ship, or certain characteristics in an airplane, for example. 

As to the current trend I based my statement on the fact that 
certain commodities--paper products--currently charged to ~ presant 
command, which is the New York Quartermaster Purchasing Agency, have 
been segregated and are ~eing transferred in the early future to the 
GSA. It is my understanding that other items are under consideration, 
but i~ is also my understanding that not everyone who has dealt with 
the problem is in favor of that trend. As to its current status, 
I would like to call on one of the best procurement people I know, 
Maurice O'Connor of the Quartermaster General's Office. 

MR. O'CONNOR: Well, recently the Department of Defense has 
agreed to transfer procurement responsibility of many co~nercial- 
type items to the GSA, but on the basis of the information I have 
been able to obtain, the Department will never willingly transfer its 
procurement responsibility for military-type items. It would have to 
be forced by the Congress or by the President. It will never be given 
up willihgly. 

GENERAL H01IlS: Is that an adequate answer to your question? 

STUDENT: Yes, sir. 

QUESTION: General, ! discovered from looking into contracts that 
the Government, except on construction jobs, rarely uses the penalty 
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clause. Do we ;have any obvious reason that we never have a ~n~a~Z~ 
if the contzactor doesn't make good. 

GEneRAL HOLLIS: I am, unfortunately, unable to ~alk~bou% ~;e 
construction angle because I don't know it. We have in~;offi~e 
under c onside~ati~ with the Depsmtm~nt o~ D efens~ bf ;~e~ 
s~tion erase o~ t~e li:q~dated damages clause~ t ~@d 
here ~ezr~ier. ~here has been a full cycle Of bhat ~cl~a~s~. T~e~ ~W~as 
a t~me w~en vi~t~ally~very q~artermaster contract that ~ent ~% ~m~ 
plo3~d that ~ar~i~e~ I% went fUll CirCle and came b~ck t~6~ ~in% 
wh~re we did/%'% ~se its. 

~he ~e~s~om ~fo~ ~Sing i% i~s tO get ~expeditibuS~Tiv 
th~ com%ra'ctors i~nterested in getting them to you~ Thee 
no% ~si~ it g~erallyare thesB~ The contractor m~kBs ~ l~a%~ de- 
livery ~d ~ pe,p~who ~a~e:up th'e vouchers aUt~OM~5~l~ ~S~ss 
these li~midate~ damageS. Then the ~ontract0r ~o~es i~ ~u~.~mplai~S 
tha~ we have~layed him or that he has b~en d~l~ed by~ S%~ik~ ~i~h 
i~ ~:e~S&a~e'd a~ excusable d~lay~ Th~e is a list Of ~%~bl~ ~ii~s~ 
Thi~ mll ha~ ~e be sifted out~ That means a fuli~r~SS Conf~r~hb~ 
a he~ri~g before the purchasin~ Contracting ~fficer ~d t~ ~oht~t6r~ 
Following tha~, if the contractor is net happy~ he appeals t8 t~ A~ 
Bo~d ~f G@n%ra~t AppmalS~ The Arm~Bo~d of c~nt~Act Ap~@a~s h~s~ 
this is ~Dt intended as a oriti~sm of ~he Board--a 
generous or ope~ahanded on the side of ~he contractor 
~se a substantial number of th~se liquidated damag~ 
remitted, This involves considerable c0st. It has the @ff~6~ 8f 
having the olause lose its teeth~ 

There aye viewsbo%h ways~ We may Use it but we 
it very guardedlybecause of the expense and beCaUse C 
is inherent in operating i%, the fact t~at you are here9 
Used to be 20 years ago, you would charge it to him d~ %~ 
and there it was. It StuCk. That is no~ ~ite So a n y ~  

Q~T!ON: G~nsral, in line with a previous ques~i0~j ~C 
care to give your reaction ~0 the British Minlstr~ ~f S~p~Iy 

GESTURAL HOLLIS: I am afraid that ~ answer wouldn't b~ ~ V~ 
authoritative. The most that I know about the B 
Supply I acquired in these hallowed halls about 
certainly don't believe that would constitute me 
subject. Suffice to say tha~ ! am one of t~he a~ 
that the armed Services should not do ~hi~g~ 
Congres~ in a way w~ich might result in sO~bbdy 
that they Would lose control oT t.he ~@Sign ~ ~s~@ctS Of th~ ~ ~21~# ~ 
portant and complex technical military items. Th~a5 Is ~e ~ ~ I 6~ 
say on that. 
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QUESTION: General, you mentioned contingent fees in your dis- 
cussion. ~ What safeguards do you follow in your procurement agency 
to safeguard you against so-called five-percenters or people who are 
not really bona fide agents. 

GENERAL HOLLIS: Again, to be surel have covered the entire 
field, I am going to ask another gentleman here in just a minute to 
give some of the details on that. 

In the case of myself, as to some of these people, I know them 
and know them by name. Usually after I get to know them by name, they 
don't get inside the building. But the receptionist at the door notifies 
me first when they come in the door. Theyhave to see me first. That 
is one way to handle it. 

There is a clause in the contract that makes the contractor liable 
for that thing. They understand that and are apprehensive, in most 
cases, about employing them. But the textile business in very large 
measure has a system of selling agents on Worth Street in New York. 
They sell expertly for a mill in South Carolina or in Connecticut which 
doesn't have a sales force. That is recognized and accepted. 

I would like to introduce to you Mr. Thomas Rooney of myown staff 
to see if he can elaborate on that. He has been conversant with this 
operation for several years. 

MR. ROONEY: If the bid is signed by an authorized agent of the 
contracting bidder and the award is to be made in the name of the 
bidder, there is no objection to it. In other words we have in New 
York on Worth Street, which is the center of the cotton goods in- 
dustry, people like the Reeves Brothers, ~ho are agents for several 
mills. They will bid as agents for the mills. There is no objection 
to that. If the bidder is paid a contingent fee, hemust indicate 
so ±n a certain part of the bid. In any event we send out Form 19 
to the individual contractor in which he tells exactly what this 
bidder does for him to obtain the bid, whether he supervises produc - 
tion or expediteB payment the way he prefers it. If there is any 
doubt as to whether the fee is legitimate, we refer the case to O~MG. 
They investigate and indicate whether the agent may be recognized. 
That is the way it is done. 

QUESTION: General, would you please comment on the contractual 
performance asoect of the Government contracting with a prime con- 
tractor wlt~one contract0r, wherethe contractor is responsible for 
all aspects of that contract versus a multiplicity of contracts where 
the~overnment contracts directly with the suppliers to the prime 
contractor~ . . . .  
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GENERAL HOLLIS: In our particular field, we have a relatively 
small amount of subcontracting. We do have some. We are asked by the 
Department of Defense to encourage it and we have so encouraged it. 
It is to our advantage in obtaining expeditious deliveries from time 
to time, and, again harking back to the textile business, it is a 
practice of many mills to make what are known as "gray goods," raw 
cloth, and send it to another firm on a subcontract to have it fin- 
ished; either party may be the prime contractor there. We do not 
have very often any problems arise with this question of mutual prob- 
lems between prime and subcontractors where the Government is involved. 
They have their own direct contract in our field and not infrequently 
the prime contractor falls back and collects from the subcontractor 
because of the supply of inferior material or late deliveries. 

We had one the other day where a very highly reputable, well 
recognized textile firm was given yarn for textile manufacture and 
who submitted--all in good faith, I am sure--his product only to find 
it was slightly deficient in wool content and was held up for accept- 
ance. The subcontractor came to me and complained; we gave it another 
lab test to see whether it ~uld check or whether this was just a stray 
shot--whether it was an accident. It is still in the lab so I can't 
say how it came out. The subcontractor had to agree to pay for the lab 
test in order to make his adjustment and solve the case with the prime 
~co~tractor. 

But the basic principle involved is, of course, that the Government 
has its contract with the prime contractor and the problem thereafter 
is one for him to solve with his own subcontractor. We deal primarily 
with the prime contractor. 

COLONEL KE&RNEY: General Hollis, I am sure from the reaction of 
the audience that you are s,atisfied that you took what you called an 
unglamorous subject and made it very interesting. I think if it didnlt 
have glamour for them, they were pretty close to the edge of their seats 
at least. For Admiral Hague, I express our sincere thanks for your 
coming down here and giving us this fine talk. 

(9 Feb 195 --4 )S/sgh 
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