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TRENDS I N  P R O C U R E M E N T  

Since this i s  a contract  management group, I will address  myself to subjects 
I believe you a r e  interested in .  Basically, you a r e  interested in what is 
happening in your a r e a  of responsibility and what is happening in procurclnent 
in Huntsville. 

The  procurement  process  i s  ever  changing. As we know, before World War I1 
we had formal  advertising and that was about i t .  The national emergency 
caused many of the rules to be thrown out the window, but I believe I can safely 
say  that the procurement activity was not prepared fo r  such an ef for t .  The 
procedures were  not such that they would accommodate such an emergency.  

But in 1947 the 80th Congress passed the Armccl Scrviccs  J3rocurcrncnt Act that 
recognized the old out-of-date methods and s tar ted us  into a ncw e r a .  This is 
s t i l l  the basic ac t  that is  in use: today. Out of this Act came thc implementing 
regulations used by the DOD. In 1958, the National Space Act was passed which 
crea ted  NASA. In this Act, Congress incorporated the Armed Services  
Procurement  Act a s  the way we would conduct our procurement bus iness .  

With the advent of the Armed Services Act of 1947 came the C P F F  negotiated 
cont rac ts .  Also in this t ime period, through the 501s,  we werc deeper than 
ever  before in r e s e a r c h  ant1 development - ' rhe real scientific e rn  in Govcrn- 
ment  contract.jng. 

Government contract  law is  a federal  specialty.  Its peculiar charac ter i s t ics  
distinguish i t  f r o m  private contract  law. The constantly increasing s ignifi- 
cance of federal  procurement and f ede ra l  contracts  on the national economy, 
with striking effects  on particular industries and localities , makes this 
specialty of particular cur rent  importance.  Government contracting has  
many complexities and the lawyer who would counsel in this field must  be 
informed about i ts  special  subject m a t t e r .  

So much for  t h e  pas t .  We st i l l  have C P F F ,  but we a lso  now have incent ives .  
NASA i s  car ry ing  the message  to industry that incentive contracting tech- 
niques have advanced considerably in the  past two y e a r s ;  that the procedures 
for  s t ructur ing and administering incentivc arrangcments  a r c  being amended 
and improved constantly; and that severa l  in-depth studies found that cost 
incentives, when used properly, have not dcgradcd contract per formance .  I 
can  say that our experience has been that a l l  aspects  a r e  slowly and thoroughly 
studied before placing an incentive contract .  We find more  cases  in which i t  
i s  not the thing to  do than we find where i t  i s  the thing to d o .  



New and effective techniques a r e  being developed for more  profitable incentive 
contract  management.  Today, incentives a r e  better related to the total  en- 
vironment, ra ther  than being tailored s t r ic t ly  for target  cost and ta rge t  per -  
formance,  with a r;Lngc of incentive effcctivt.ness cstablishcd solely by the 
dcgrcc of uncertainty.  Today's incentive s t ruc tures  a r e  sensit ive to the 
changing environment of a development contract .  

The general  direction of incentives i s  down in number and up in quality, and 
we have recommended continuing r e sea rch  in incentivc contracting . 

There  i s  a relatively new cost-plus-award-fee contract .  Awards of this type 
by NASA and DOD exceed $1 billion and studies of CPAF experience have found 
that this type of approach has generated tangible benefits for both the Government 
and the cont rac tor .  This type of contract  truly does not irnpact adversely on 
the engineering o r  managemmt options of the Government or  the cont rac tor ' s  
organizations . We will continue to work to dcvclop the most  efft:ctivc pe r - 
formance c r i t e r i a  and standards for this flexible and efficient contracting tool.  
NASA expects to issue a CPAF Contracting Guide shortly for both contractor  
and Government personnel.  

Two yea r s  ago you heard  f rom m e  about our new concept for contracting for 
support s e rv ices .  As you a l l  probably know, these contracts a r e  cost-plus - 
award-fee arrangements  . I want to evaluate our experiences to date for you. 
During this two-ycar pcriotl of these contracts ,  the reaction of Marshall  
manngcmeht and the contractors '  ~nnnagcment  h a s  incrcns ingly favored the 
u s e  of C P A F  over previous methods for this type effol-t. 

The f i r s t  yea r  of operation neces'sarily centered around orfentation and proper 
management s t ruc ture  of each contractor organization, as  it implemented the 
direct ives  of the Government. The second year  of operation saw the opera-  
tion and, concurrently,  the evaluations, becoming more  oriented toward the 
performance of actual contractor effort .  As a resu l t  of this gradual shift 
of emphasis ,  the Geriter is  searching out more  objective methods for  measure -  
ment  of work and efficiency. 

T h e r e  a r e  many aspects  which have contributed to the s ~ ~ c c e s s f n l  implct-ncnta- 
tion of our CPAF support cont rac ts .  Somc have bcrn incuml~c.nt in thc sys tcm 
since inception and others have been developed a s  our contracts have progressed .  

Initial education of both contractor and Government personnel was necessary  
to elaborate on technical and business eval- ati ion concepts.  Much of this was 
accomplished pr ior  to contract inception and resul ted in relatively few prob- 
lems f r o m  the outset, with respect  to the: evaluation process  . 



The Center initiated i t s  concept with one Performance Evaluation Board 
consisting of three  members ,  two of whom a r e  common to the Boards .  
This  concept has  been extremely effective in dealing with the many evalua- 
tion procedures utilized by the various laborator ies  and offices and has 
certainly lent continuity to the support effort .  

Many view the mcmhership  of the Board a s  the best  o r  moet desirablc  
composition. 'The major  difference, of coursc,  i~ whcthcr thc cont rac tor ' s  
performance should be looketl at by a disintcrestcd third Inr ty or  s l ~ o t ~ l d  
those who have intimatc day-to-day knowledge of thc  cont rac tor ' s  o l~cra t ion  
be the mas te r s  of his fa te?  In fact, Marshal l  has  utilized a combination of 
the two opposing views, in that the Board Chairman i s  a substantially dis- 
interested party and the other two members  a r e  the Responsible Officials 
(which is  the Director of the Lab or  Office) and the Contracting Officer, 
having knowledge of day- to-day contractor activit ies . The officer s of the 
Board, in addition to review and evaluation, lend their  experience and 
ass i s tance  to the establishment of evaluation cr i tor ia  ant1 improved tech- 
niques used by thc operating labs o r  offices. 

The u s e  of the CPAF contract  has accomplished much in the way of increased  
contractor  emphasis on business management as  well a s  continuing the impor-  
tance of technical competence. P a s t  experience under C P F F  contracts  
indicated, in  many cases ,  minima.1 consideration for  such i tems a s  accuracy 
and timeliness of reporting, utilization of overt ime,  prudent use of indirect  
expenses,  and general management awareness .  The major  business a r e a  
affected by the use of award fec concept has  been cost control .  Evaluation 
of contractor cos t  a s  a means of earning fce has mndc Marehnll contractors  
a m o r e  integral par t  of the Gove,rnrr~cnt's acltnowlcdgcd plan to rccoivc the? 
highest value for  dollar expended. Under the present concept, not only a r e  
Government personnel vitally concerned*with cost,  but the cont rac tor ,  more  
than ever  before, i s  a l so  interested in this c ruc ia l  aspect  of contracting . 
The review and evaluation procedures utilized to date have not only yielded 
increased  knowledge of a l l  phases of contractor activity, but have great ly  
increased  the Government 's  knowledge of i t s  own operat ions.  Thus, CPAF 
i s  seen  a s  an  additional tool of management for both contractor and Govern- 
ment,  which has heretofore bcen unavailable and which is  yielding splendid 
resu l t s  . 
In mos t  instances,  the Marshal l  contractors  11ndc r C P A F  have a s  scr ted  mucll 
m o r e  technical and business r e s  ponsivcncss than previously.  W c ;~kncs  s c s  in 

the sys tem a r e  recognized. However, i t  is  felt that where there  a r e  such 
weaknesses,  improvements o r  remedies  a r e  possible and des i rab le .  

The main weakness of the C P A F  concept, a s  i t  applies to the Marshal l  effort ,  
i s  the scarc i ty  of objective evaluation techniques.  Initially, i t  appeared im-  
possible to  quantify requirements ,  but a s  wc have progressed ,  it was found 



that such quantification could be derived.  More and more  techniclucs such as  
formulas ,  s ta t is t ical  analysis,  graphs and other meaningful tools for work 
measurements  a r e  being utilized to reduce the necessity for subjective 
judgement. Those a r e a s  which a r e  repetitive and where shor t  t e r m  fabrica-  
tion efforts a r e  involved have been the most  productive in establishment of 
work measurements .  Areas  such a s  pure r e sea rch  and development have 
been extremely difficult to measure  although limited use of schedule c r i t e r i a  
has  been applied. W e  a r e  making i m p r o v e ~ c n t s  in tho development of 
meaningful evaluation measurement cr i te r ia  in al l  a r eas  . 

The contractor i s  cncouraged to discuss  the ratings a t  s c h c d ~ ~ l c d  mcc.iings. 
If the rating presented scems linclcar o r   inj just, thc contraci.or can con- 
tribute to a more  workable sys tem by requesting acltlitionnl dciinitive d c -  
scription of performance.  Every attempt is  being made to completely appr ise  
the contractor of the Government's position in a l l  a r e a s .  These evaluation 
meetings were  held monthly the f i r s t  year  of the contract,  and they a r e  held 
quarter ly  the second yea r .  We feel  this js providing the contractor and the 
Government with in-depth appraisals ,  which more accurately ref lects  the 
resul ts  of the effor t .  This rlocs not in any way rctl~lcc o r  detract  f rom dny- 
to-day exchanges of infornjntton ;IS 1.0 t h ( .  ~~-c.nrls I I I  ~)ci.i'orlli.~nc.c.. 

The CPAF support concept. ;tt Marshall has y 1 c . l c l c e t 1  s ~ g t ~ i f  ici111t l'i~vor;il)lc 
resul ts  over previous rnot1t.s of opcr;ttion. In( r(s,~s(.d ;~wart:lless of tht* prob- 
lems encountered by both parties has  resulted in rnore response to each 
other 's  needs and has measurably increased overall  performance in business 
and technical a r e a s .  We st i l l  do not have a perfect sys tem,  and f o r  this 
r eason  we continue to ca l l  on the contractors to utilize their  management 
talents and propose better and advanced ways of carrying on our  miss ion .  
Under this concept, the contractors  a r e  m a s t e r s  of their  fate --they can 
exerc ise  management ability and prerogative and a r e  earning more  fee for 
a bet ter  job done. 

Another undertaking you will he interested in, and encountering if you have 
not already, is  Phased Project  Planning .and the resulting procurements  . 
As we a l l  know, a major  r e sea rch  and development project i s  one that 
requires  significant resources  o r  involves important external relationships 
and will encompass design, development, fabrication, t e s t  and flight opera-  
tion of major  hardware .  Over the past two year  s ,  considerable attention 
has  been devoted to the improvement of thc r>l*ogr; l~n/T,r~. jcct  t nnna~cmcnt  and, 
partjcularly,  the p lxnn in~  :~r>c l  r)rocc.sFjn:i ~ . c . l ; i t c . ~ l  il~c*rc*to. r l ' l ~ i : :  cbf fnr i ,  1 1 a t :  

developed an  incremental  o r  phased nl>pro;-~ch w111c.11 11;~s tl(*rl~on t i t  t.ntc*c\ t1)'Lny 

potential benefits . Examples a r e  - Voyager, Apollo Application, I-Iyper - 
sonic Ramjet  Experiments and others  . Phased Pro jec t  Planning i s  not an 
end in i tself ,  but represents  a major  s tep  in evolving a management pattern 
of maximum effectiveness in the application of r e sources  to i ts  t a sk .  



Each phase i s  a coherent focused effort with definable end objectives and 
represents  a specific l imited commitment.  Projects  will be normally con- 
ducted in four sequential phases: Phase A - Advance Studies, Phase B - 
Projec t  Definition, Phase C - Design, and Phasc D - Dcvclopmcnt and 
Operations . 
Phase A effort involves the analysis of a proposctl t cchr~ic ;~ l  ol~jt.ctivc o r  
mission in t e r m s  of alternate approaches o r  conccpts and thc conduct of 
that r e s e a r c h  and technology development requisite to support that analysis 
and to a s s i t  in determining whether the proposed technical objective or  
miss ion  i s  valid.  This phase i s  accomplished by feasibility studies per -  
formed both by Marshal l  employees and study cont rac ts .  In this phase for 
study contracts  we seek maximum competition. These contracts  a r c  usually 
in a well-defined a r e a .  They a r e  of shor t  duration, 11sually one ycar  or  l e s s ,  
and of ra ther  low dollar - hut in this phase t,herc a r c  nlany, many studics 
relating to al ternate  concepts - and it is to be undcrstoocl by a l l  that a 
follow-on Phase B contract will not accrue  to i l  contractor based on Phase A 
study. These  a r e  usually fixed price . 
The resu l t s  of the studies t r igger  Phase B, which invol.ves detailed study, 
analysis,  and prel iminary des j.gn directed toward the selection of a single 
project  approach f rom among the al ternate  approaches resulting f rom Phase  
A activit ies . 
All the nvailnblc studicf i  r c p o r l . ~  a r c  r ~ ~ c : t l  lo drfinc* I 'hnsc T3, a n d  nl;~.tl(* av;\ i l ' -  
able to any f i r m  'Intcrc~tc:tl i n  rnakjnl; I)ropokl;tl I 'ot.  I ' I I ; L w ( !  n .  I 1 ' 1 1 l l ~ a t  C O I I I -  

petition i s  sought and proposals a r e  evaluatccl, not with the purpose of 
reducing to one contractor ,  but in most  cases  this effort will be performed 
by two o r  more  in paral le l .  But f r o m  the phase competition usually resu l t s  
the contractor that will continue the project to completion. These contracts  
a r e  usually cost-type contracts .  

F r o m  the Phase B contractors ,  one o r  more  contractor i s  selected to do 
Phase C, which includes the detail definition of the final project concept, 
including the sys tems design and the breadboarding of c r i t ica l  ~ y s t e m s  and 
subsystems,  a s  necessary ,  to provide rcasonnhlc nssllrnncc that t h c  tcch- 
nical milestone schedules ancl rcsowrccs cs t i~~lnf .cs  fo r  the n e x t  phnsc. can 
he met ,  and that a definitive contract  can bc nc%gotintcd for T ' ~ ; L s c  13. 

F o r  Phase  D the contractor o r  onc of the contractors  lor  Frhasc. C is usunlly 
selected, which includes final hardware design and development, fabrication, 
t e s t  and project operat ions.  



The specific content and timing of any phase is  a function of the project i tself ,  
and maximurrl flexibility is provided in this r e g a r d .  The r e  must,  however, 
be s t r i c t  adherence to the fundamental concept of top management participa- 
tion a t  a l l  major  decision points. These decision points a r e  prominently 
identified: The des i red  benefits Phase Project  Planning will yield a r e  - 
develop the maximum number of options and opportunities for  future aero-  
nautical and space projects ; provide options that will give the maximum 
annual and long-term budgetary flexibility; provide the means for c r i t ica l  
investigations of the most  fcasible project approaches; permit  the final 
selection of projects for execution on the basis  of sound technical concepts;  
establish in-house management and contractor teams,  and with full under- 
standing of the resource  schedules and other pc rtinent factors  involved, 
provide a framework for c lear ly understood delegations of authority and 
responsibility down to the lowest level of management; permit  more  effective 
and flexible allocation of exis tjng resources  a s  well a s  planning for  their  
future use;  minimize the agency's r i sk  a s  well a s  those of the cont rac tor ' s ;  
provide a major  tool in the control of schedules and costs without compro- 
mising technical objectives or  penalizing participating contractors  ; provide 
the basis  for bet ter  integration o f  project planning and cxecl~t ion with over -  
all agency programmjng nncl rnorc. c:ffcbclivc- ~ I ) ~ I ~ o ; L ( - ~ I ( ~ R  t o  I > ~ ~ > C I I ~ C > T Y I C ~ ~  i t l lc l  

contractor ~ a l c c t i o n  ant1 proviclt. for rno~.c. ( - f  f ( . c . l  ivc. ~nl(-rnl?;(-n(-y coorrli~iat ion 
in development of n total proj(hc:t plan. 

Recently the Atomic Energy Commissioner ,  James T . Ramey, cited the 
problem of obtaining qualified contractors  and called on the legal and con- 
tracting fraterni ty  and industry to see  what could be done about contracting 
methods that would be equitable, but a t  the same t ime would improve the 
quality of performance.  

He s tated that, "We have learned the ha rd  way that f o r m a l  competitive 
bidding on a fixed-price basis for  complex development hardware does not 
necessar i ly  resu l t  in obtaining quality prod~ic ts ,  hut sometime even in 
dovising a component that will not work.  We learned ear ly in thc game that 
the chances of getting quality performance a r e  greatly enhanced by ohtain- 
ing competitive proposals f rom a selected l i s t  of qualified contractors  ." 
I believe that this experience is  not just l imited to the AEC. What makes 
a qualified cont rac tor?  What can we do to a s s u r e  that you a r e  a qualified 
contractor  ? We all will concede that you must  have technical know-how and 
capability. You must  h<mlvc adr:qli;xtr: fncil itic>s nnd rnnnuf;tc.t uring c;xp,xhility . 
You must  have financial stability and rnanngcn~cnt . F ~ I I ~ ,  also, to 1)r. a s s ~ i r c ~ t l  
of being a qualified contractor ,  you car1 d o  n. grcat  d ~ : i j  1 in proposal prcpnra-  
tion and contract  administration to a s s u r e  future succcss  . 



We look back a t  the ways that the past generations conducted procurements .  
We swell  with pride a t  what we have accomplished. But in only a few minutes 

I will t r y  to show you that we have created more  unsolved problems than we 
rea l i ze .  

These  problems a r e  in the proposal preparation and contr'xt administration 
a r e a s  and cloaely associated a r c a s .  We have prot,lcms, 1,hougll to mention 
a few, which I will discuss  in estimating sys tems,  purchasing sys tems and 
overhead control.  

In light of being a qualified contractor le t ' s  look a t  your estimating procedure .  

The General  Accounting Office has  recently completed a survey of a la rge  
group of cont rac tors '  estimating sys t ems .  And thc Comptroller General has  
reported to  Congress that contractors do not l ~ n v c .  ;~clc.qlintc. c.stil-nnting sys tems 
that will support the cont rac tors '  cost  c*stjmntc~s 11s(.d to stil)l)ort thc 1,riccs in 
the cont rac ts .  He went further to s ta te  that tkic. c:osl Lintl p r ic i l~g  ~ ; L L ; L  cl~lcstioncd 
by the pricing personnel in contract pricing propos;~ls tn , iy  total $1 ]>illion 
annually. While some amounts questionecl nre  latcr upticld during negotiation, 
nevertheless ,  a substantial amount of Government resources  have been, and 
s t i l l  a r e ,  requi red  to review in detail and to identify and support i tems ques- 
tioned for  the purpose of negotiations. We get off to a shaky s t a r t  with the 
contract  with this uncertainty of pricing. 

He went fur ther  with the recommcndation'and spelled out what he would con- 
s ide r  an acceptable sys  tern.  l ie racommendccl that thc contr;lctors have 
written methods and procedurcu and ntatccl thc n1,sencc of clot ailctl c ~ ~ r r c u l  
writ ten procedures,  and lack of uniform p r a c t i c c ~  is  a major cont.rihr~ting 
factor  to the conditions noted through out the su rvey .  Without the written 
procedures ,  the pract ices  employed do not provide the assurance  that the 
amounts proposed a r e  reasonable.  The absence of management direction 
and guidance, which should be provided in the procedure,  i s  a leading cause 
of the adverse  conditions found. 

The  estimating function i s  such an important one that direction and guidance 
for  i ts  implementation must  be in a form that not only a s s u r c s  i t s  completc 
understanding but a l so  precludes any possibility of mis~lnderstantling. 'Thc 
fo rma l  writ ten s tatement  of policics and proccdt~rcs ,  rnthcr  tli;~ri the informal 
one based on established customs of the organization, is nlmo:it m;~ndatory 
for  the purpose of multi-division, and m~i l t i -p l ;~nt  cornl);xnics, ;inti in corn - 
panies where a considerable number of people participate in the estimating 
function. Both the policies and the related implementing procedllres should 
fully ref lect  the application of sound financial management.  



Proper  management seems to require  that a l l  important procedures  and 
methods be reduced to writing and, periodically, reviewed and tested to en- 
s u r e  compliance and effectiveness and that top management 's  policies a r e  
c a r r i e d  out a t  a l l  levels of the organization. How does your company est imate 
cos t ?  

You should a sk  i f  your procedures provide for (1) consistency in the applica- 
tion of policies, (2) use of the most  accurate ,  complete and cu r ren t  cos t  
and pricing data a t  the t ime the estimate i s  prepared,  ( 3 )  specific guidance 
and policy direction for the development of each element of cost making up an 
es t imate  and proposals,  (4) a requirement for disclosure and explanation of 
a.ny substantial deviations from thc establishctd procc~tlurcs, ( 5 )  a prescr ibed 
organizational s t ruc ture  for review and appl-oval ol c:stit~latt-9, a n d  (6) 
established procedures for the orderly flow of documentation and data in 
buildup and support of the e s t ima tes .  

The Congress passed a law, which is  Public Law 87-653, September 10, 
1962, and this law attaches extreme importance to accurate  and cu r ren t  
pricing data .  

If you think your cutimai i n g  yystcrmx rrlc-ct. ,111 t \ I ( .  ~ ) r t :~( :~- i l )cc l  stnrldards, hrrc- 
i s  one o i  two ways you can hc. 3111-C.  'Tc)t~~orrow r ( ~ v i ( ~ w  ti111 l)rc>fit . L I I ~  loss 
resu l t s  of each of your las t  1 0 0  contracts', i f  fixcbtl pric.c:, ant1 look ;it your 
underrun and overrun history of your cost type . I will be pleasantly surpr i sed  
i f  you don't find a saw-tooth pattern that floats f rom plus to minus and minus 
to  plus.  It will not be such with an effective estimating sys t em that accumu- 
mulates reliable data .  Of course,  you will have some problems due to 
mater ia l s  and manufacturing problems.  But nothing like the picture you get 
f r o m  a lack of an estimating sys tem.  

I said there  a r e  two ways to find out if you have a n  adequntc s y s t c m .  Wcll, 
the second way is  that thc Govcrnmcnt will tcll yo11, if ycn~ arc: a C;c>vcrnrncnt 
cont rac tor .  There  will he cstirnating uystc-rns slirvcys pcrforr~lccl ant1 you 
can  expect to have one in the not to distant futux-c. . 

An acceptable sys tem will spel l  out who has  the responsibilities within the 
contractor1 s organization for originating, reviewing, and approving es t imates  . 
It will show what procedures a r e  followed in developing est imates  for each of 
the d i rec t  and indirect elements of cos t .  It will show the source  of data used 
in developing the est imates  and in assuring that such data is  cu r ren t ,  comp1et.c 
and accura te .  It will a l so  show the documentation developed and maintained 
by the contractor to support the est imate,  management suppost of the program 
review including approval of the est imate controls e s  tahlished to a s  s u r e  con- 
s is tent  compliance with estimating procedures and the extent of coordination 
and communication between the various elenlcnts of the cont rac tor ' s  organiza- 
tion responsible for the es t imate .  



I a m  s u r e  the negotiator and contract adminis trator  will welcome such a 
sys t em.  Negotiators will be on f i r m  ground. 

The  perfection of an estimating sys tem will not makc you a co~nple te ly  quali- 
fied contractor ,  but it i s  a s t cp  in the right dircct ion.  

We a lso  believe that the contractor 's  purchasing systculrs should bc revicwcd. 
The reviews that have been made a r e  not favorable.  We believe fur ther  r e -  
views will benefit the cont rac tor .  Correction of deficiencies enable you to 
become m o r e  competitive . 
Since a la rge  portion of NASA contract dollars a r e  expended by pr ime con- 
t r a c t o r s  o r  subcontractors,  NASA considers i t  essent ial  that close survei l -  
lance be maintainecl over pr ime contractors  '  purch;~sing sys t cm.  In the near  
future each of your sys tems will bo survcycd.  

We feel  improved contract placing and administration of subcontracts i s  one 
of the m o s t  important challengcs s t i l l  to be me t .  The subcontract placing 
and administration has not kept pace with thc advances made in procurement  
management and contract management.  Case after case  will show that cost  
overruns were  pr imari ly  attributable to subcontract overrun and late de- 
l iver ies  . This indicates significant deficiencies in subcontract adminis tra-  
t ion. 

Industry has not attached the: nc.cr*Bn;lry inlj)ortnncr to s ~ ~ l ~ c o n t r - a c t  t ~ ~ ; ~ i i i ~ g c m a n t  
that i t  should have. It has  not attacked the uul>contrnct <:llange ortlor prol, lcll~s.  
Many of the subcontract change o rde r s  a r e  not definitized in a t imely manner 
and this impacts on the integrity of the incentives.  The negotiated profit ra tes  
a r e  up, but real ized profit ra tes  have not matched the potential that is  avail-  
able .  

Pr icing contracts under the "buy" program leaves a lot to be des i red .  Who 
does the contracting in your company? Who does the contract pricing ? Who 
ma-kes the decision to "buy"? What basis  i s  used in making this decision? 
Who obtains the quotatjonv 7 W h o  evaluates thr. r c spons P '? What c r i t c  r ia  is  
used to evaluate thc quotations 3 How is thc detc rminntion marlc t h i ~ t  the 
response meets  the technical nccds and that thr: pric:c in rcnsonnl>lc 3 W l ~ i t t  
s tandard i s  nsed to determine i f  the price. i s  rr:;lsonahlc ' Who docs thin 
O r  is a note o r  phone ca l l  made by an cnglnclcr tcxllinl: yotl to plncc. n coutr;~ct 
with company X and he re  i s  the pr ice?  I a m  not losing sight of the fact that 
you mus t  be responsive to the needs to meet  delivery and performance,  but 
a well  managed organization can se rve  and better rnclet its obljgations a t  a 
l e s s  cost .  You always have desk covered and the boss wanted a l l  yes te rday .  



Management should examine to determine i f  i t  has  established a well thought- 
out mode of operation and spelled out the roles  and responsibil i t ies to the 
various elements of the purchasing organization. They should go further and 
determine how important the purchasing function is  to the operation. Arc 
purchasing specialists needed? Do purchased mater ia l s ,  components, and 
serv ices  represent  a large percentage of the product c o s t ?  Do i tems pur- 
chased have technical complexity ? What i s  the annual value of purchases ? 
Are  adequate controls exercised on commitments ? In what manner a r e  
controls maintailled? Do you consider the purchasing function a profit- 
making operation o r  i s  i t  used only a s  a facilitating s e r v i c e ?  

This will give you sorne idea of the a r e a s  to be surveyed to determine if 
you have an effective purchasing sys tem which is very c s s c n t i ~ ~ l  fo r  rchinl- 
bursement  under cost-type contracts - of course,  this works in conjunction 
with your accounting sys tem and your estimating systvni . 
The next a r e a  tha t  NASA i s  taking a long, hard look a t  i s  overhead cos t .  
Overhead cost  of contractors '  represent  roughly 50% of the NASA dollars  
expended under contracts - one out of every two dollars i s  overhead c o s t .  
We a r e  convinced that many of the daily administrative processes  now being 
painstakingly performed a s  a part  of contract administration can he eliminated 
o r  a t  leas t  drastically reduceti aqd with no irnpnirmcnt of contract objcct.ivcs . 

One way to achieve this i s  for the contraators to pe r fo rm in an efficient,  
businesslike manner ,  using,  to name a few, established standards in the a r e a  
of estimating purchasing, property management, accounting estimating and 
quality a s su rance .  Lf the contractors  can achieve this,  then many of the 
present  controls would be removed, money would be saved and perhaps there  
would be bet ter  performance . This would motivate contractors  to seek 
grea ter  efficiencies.  I will address  myself to one of the a r e a s  where in- 
c r e a s e d  emphasis can be expected. 

In the near  future,  NASA will be devoting increased attention to the problems 
of overhead management.  By this I mean trying to devclop st;tntlnrds for 
determining when a contractor does o r  does not do that ltind of rnnnagc~ncnt 
job which i s  consistent with performance of NASA contracts in the  most  
efficient and economical manner .  W e  must  hc  careful not to intrude upon the 
cont rac tor ' s  legitimate exerc ise  of discretion and decision making. Examples 
of cost elements customarily included within overhead a r e  bid and proposals 
expenses,  independent r e sea rch  and development expenses and othcr technical 
overhead expenses - relocation c o s t .  In each of these a r e a s ,  a s  well a s  
o thers ,  contractors  have costing and accounting pract ices  which ref lect  
f i rmly,establ ished management decisions . The practices of industry manage- 
ment ,  however, with regard  to bit1 and proposal prcpnration a n d  II<P\II3 



undoubtedly ref lect  i t s  assumptions a s  to what i s  necessary  to meet  
Government needs to survive in the existing competitive environment. 

If the assumption on which contractor management decisions have been 
made a r e  not entirely valid, o r  if the environment for decision rnaking can 
be changed without h a r m  to the long-range in teres t  of the Government 's  in 
having a broad industry R & D  base,  i t  may be that hid and proposal expcnscs 
and LR&D expenses can be reduced. Even i f  they cannot o r  should not be 
reduced, it i s  s t i l l  possible that more  effective communication between 
industry and Government could make the expenditures for  these cos ts  a r e a s  
m o r e  productive o r  beneficial f r o m  the standpoint of both the Government 
and industry.  

We a r e  intensively studying the desirabili ty and feasibility of controls over  
contractor overhead cos t .  While the questions being ra i sed  imply the need 
for  g rea te r  control by the Govarnmcnt, we a r e  not a t  a l l  s u r e  that such 
grea ter  control is  n c c c ~ ~ a r i l y  thc ?,CHI,  nnfqwcr. W c  c;ln, i l l  ~jnr t ,  I -cducc  
expenditures for  hid and prolmsal j)rc,p;l r ~ ~ t i o n ,  for c~xnml)lc, by t)c>ing 
ve ry  c l ea r  in our rcqucs1.s for prol)os;~ls ;LS to wll~nl w(: W I L I ~ ~ .  and t.11~: 
c r i t e r i a  which we will use in (.valuating prolx)sa 1 s . 

So many t imes with capable management and technical personnel the con- 
t ract ing and proposal preparation i s  disorganized and one real ly  doesn't 
know what the other i s  doing and i t  certainly i s  reflected in the proposal.  

In the R F P 1 s  the contractors  a r e  admonished that unnecessary elaborate  
brochures  o r  other prcscntations beyond those sufficjcnt to present  a com- 
plete and effective proposal a r e  not des i red .  

The technical evaluation of proposals in some instances indicate that the 
proposers  have not given sufficient consideration to the c r i t e r i a  outlined 
in the RFP,  to afford a comprehensive evaluation of the proposer 's  intent 
L wonder why. 

Contractors1 proposals which do not fully express  the depth des i red  by 
the c r i t e r i a  furnished them may be construed a s  lack of understanding 
for  the successful completion of a tlcsirccl sf t~dy ; ~ n d  may consit1crc.d a s  
a ba f l i~  for a proposal 1 ) c i n ~  cons irlcrc.rl nr)n-nc-c.csl)l;~l)lcb . C o ~ ~ v r ~ i . s c ~ l y ,  s o t ~ l c ~  
proposals a r e  too dctailr~<l ant1 may convcy t o  l h c .  ~.c.vic.wcbr tll,rt 1 1 1 ~ .  1)rn- 
poser  does not have a r ea l  g rasp  of the desired objectives and intended 
approach.  

It would appear to behoove thc proposers  to scrutinize a l l  R F P ' s  in which 
they a r e  interested,  to see  that a l l  requirements  of the R F P  have been 



complied with and a l l  fac tors  of the outlined c r i t e r i a  explained in only suffi- 
cient detail to  enable the evaluation to be accomplished in a fa i r  and impar t ia l  
manner  and on a t imely b a s i s .  But we real ly  know what happens too of ten.  
The unorganized proposing scheme followed leads to individuals reading into 
R F P ' s  what they want to  best  fit their  organizational e lement  capabi l i t ies ,  and 
s lant  to  this end.  Also, they follow conversations held with other Government 
technical people who do not always compare favorably with t h e  R F P  c r i t e r i a .  
This  pract ice  can be fa ta l .  

Now that we have looked a t  some of the major  problems and rea l ize  that  
work m u s t  be done to r e v e r s e  this t rend  and solve thcsc problems,  what ;ire 
we going to  do?  We can solve them and wc do not nccd public law to  lcgis-  
la te  the a n s w e r s .  But the f i r s t  thing we a11 ncccl to  do is  to rcal ixe our r o l c s .  
I know you know that the position you hold a s  ;I cont r a c t  adrninis t rntor ,  ncgo- 
t ia tor ,  o r  purchasing agent is  one of t h ~  mos t  v i t a l ,  far-reaching roles  held 
by anyone. But we mus t  a s sumc  this role  by beginning to llve in a r e a l  world.  
These  a r e  r e a l  p roblems.  These a r e  r e a l  rcsponsibil i t ies we have .  We a r e  
dealing with r e a l  dol lars  for which we receive r e a l  dol lars  . I believe when 
you go to the marke t  place to deal with your own dol la rs ,  that  i s  r e a l  to  you. 
You want to  examine the quality, the construction,  the pr ice ,  and do com- 
par isons of these fac tors  before you shell  out your r e a l  money.  Why should 
the t ransact ions  you conduct nt.1cxst forty hollrs n wcclc bc any difforcnt ? 
But, I 'm  afraid  in too many c a s c s  i t  is  . W c  gc.t into n rrlcchanicnl c.xercisc 
and the r e a l  g reen  money i s  replaced by printed forms  with words,  f igures ,  
rubber  s t amps ,  and s ignatures ,  and we lose sight of the r e a l  dol lars  these 
papers ,  words and f igures  r ep re sen t .  We should not get into this mechanical  
routine . We should sea rch ,  and explore ,  and apply judgment. 

Everyday poor and unreal is t ic  judgments a r e  brought to the attention of 
management,  which ref lects  that our contract  management decision m a k e r s  
a r e  living in  two different worlds . F o r  example,  a decision m a k e r  submits  
a voucher for  per diem, which we a l l  recognize to be f r o m  $16 to  $ 2 0  a day .  
What; happens to  us  when wc arc, billed for inclividunls a t  a r a t c  f r o m  $16 to  
$60 a day? Whcn a group can visi t  one city and the cxpense account has  a 
range such a s  that ,  I believe the decision mnkcr was looking a t  the fo rm,  
words and f igu re s .  Does the s a m e  thing happen when we don't  t e s t  to 
determine the reasonableness  of pr ice  for an i t em.  But you can be s u r e  
that  the voucher audi tors  will associate  the f o r m ,  words and f igures  to 
c i rcumstances ,  product and dol lars  , and re imbursement  will he  s h o r t .  

You a r e  important  to your company, and in mos t  c a s e s ,  your company 
knows this .  I hardly believe that  there  i s  an organization that could con- 
tinue to  function without con t r ac t s .  Of conrse ,  the organization mus t  have 



all elements of technical, manufacturing and administration, but the efforts 
of a l l  this is a resul t  of a contract to buy o r  s e l l .  

It should be real ized that the contract  i s  the conveyor upon which the products 
flows to the cus tomer .  How well this conveyor is  constructed should be of 
ma jo r  concern to you, and management should allow you to be concerned.  
Now you can find out what your management thinks of this conveyor by how 
well they havc defined the specifications fo r  this conveyor . What went into 
establishing these specifications ? Did they use a good cstnhlished estimating 
procedure,  a good purchasing system, and good cost control t-ncns\lres '? 

What role  has top management assigned the conveyor operator '?  'To do the 
job des i red  you must have a well-oiled, a l l  par ts  assembled,  c o r r e c t  con- 
veyor (contract)  . 

All of these objectives can only be achieved by hard  work and enthusiasm - 
especially enthusiasm. 

You know, thcrc scclrns t o  n strange,  ; ~ l n ~ o s t  ~ n a ~ ~ i c  powc.1. t h a t  ctrlnnntcs 
f r o m  people who havc t1onc.s t csnl l i u r ;  i;~stt-n . W tlnvc. scbc.n i~lstniicc~s of how 
enthusiasm seems to 1,rc:c-rl 11nt)ch I icqv;iI)lc cn(.rj:y ; ~ n t l  r.c.sot~r.rt~flllnc~ss for 
those who have i t .  

Companies in which employees .have enthusiasm for  their  work often seem 
to succeed in  spite of unbelievable odds.  Perhaps one reason  i s  because 
cus tomers  enjoy doing business with enthusiastic people . 

There  i s  a difference between honest enthusiasm and high p res su re  sa l e s -  
manship.  

Many people have gained reputations a s  good workmen by simply developing 
the uncommon habit of putting everything they've got into everything they do.  

I think it i s  safe to say  that you a r e  in the center of a l l  the business con- 
ducted by your company. 

Really what can be sa id  about having capable, talented technical and manu- 
facturing personnel with good cquipmcnt in ideal facilities if no one knows 
how to administer the contrxc:ts, o r  rrlnyhc I ~ h o ~ l l d  say i f  r11nt1;xgcrnt~rlt ~ 1 0 ~ s  
not put the proper crnpllas i FI or] t t i c?  c:onvcby o r  . I \ ( .  t l ~ c .  ~.otlvc.y c,r olw rat or. ; ) r l t l  

not the repa i rman.  


