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Mosgsrs. W. H. Bobsar N. S. T.lman wﬂ‘\'(}' )
E. F. Briggeman J. J. Walsh \@\
D. V. Buchanan E., S. Wztcrs ~N
K. C. Dénton G. D, aite
V. R. Filesg R. A, Ypear
S. D. Langley K. Currie;, Jr. ~ Part-time
D. D, Lawson T. ¥, Garzhan - "
J. W. Livermores D. M. Guest - "
H. 0., Loucks ” < _C, H. Linder -~ " o
M. Rodmen | D " 40- 15
K. G. Roth P. 0. Vogt - " '
¥. R. Simmons o

Cost Reduction Through Purchage Analyeis

Yy, W, H, Boebear opansd the meeting with & brief review of ths purchase
enalyais astivities to date. He statdd that at the rete of cost reductions re-
ported for the first half of 1948 ths totel for the year would be §3,525,000 or
1.1% of material input. The raporis from each Purchacing Agent wore summerized
gnd :he paercentage of savings to meterial input ranged rem 5% to 9% as followas:

£ purchesing unite roported »3%
" " " ,
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Thege figures show the need fcr better effort and the employment of :
sdequate talent to mocomplish results more in line with the opportunitiss praseat
. 4n volums of material input and varietiesof epplicaticns of materials snd paris.
A bogey figure of 5% or $15,000,000 wes recommended. Eich Purchuaaing Agont was
requosted te study cearsfully, analyze and appraise the- »ogsivilitiss of purchase
ensnlysis in the lines of epparatus served by him; such cppraissls will then be
teakon up with Managemsnt and discussed. ‘

Mr, Bobsar edvised that the morning's program would show aoms of the suc-
cessful methods used to carry on purchase eaalysis work, including the typs of
orgenization used. '

Mr, L. D: Miles presented some %ypical cases of value analysis which he -
kas gathsrad from various divisions of the company. Ths firet cess presentsd was
the study nede of ‘the cold control by the Control Division of the Apparatue Depart-
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ment. The nenufacturing coest, through the process of purshzas epelysis and tho
excellent cocperation of ths personnel in ths Coatroel Diviesion, hae besn sub-
stantially rsfucod end i1g still in the proceas of vesting, eic., lowar-cost peris.

Mr. Hilez prosenied samples showing poseidbilitice; for instance, ¢ small
rubbor moulding formorly moulded at & cost of 82.20 per X was maede by the extrusion
process a2t a cost of $.85 per M, A phosphor bronze spring at £14.74 por ¥ was
changed to stainless steel with better properties at §5.12 por M. A gmll shaft
with a material cost of $.03 showed & shnop cost of %1.,07 and, with the coopsraticn
of the manufacturing group, the process wae changed so that the $1.07 shop cost
was reduced to £.15.

Similar samples of cost reductions wore discussed, IV was emphasized thet
turers should feel frese to recormend snd svggssi changes. The nsed for parallel
education of engineering, planning and purchasirg personnel in value anslysls was
atresssd.

Mr., Miles suggestst & method by which & part is snslyzed %o deiermine
vhother it is worth its value by enumerating the following pointc:

l. Is it worth the money for its intended use?

2. Doos its use contridute to the velue of the product?

3. Does it need all of its features for its intendsed use?

4, I8 there anything better for its intended use?

% Can & usable part be mede by a lower cost method?

6. Can & stendard or & vendor's standard be found that 1s usable?

7. Doeos its materisl, labor, overhead snd profit appeer reascnabls
in reiation to each othsx?

8. Will enother depsndaeble supplisr provide it for less?

9. Can cur competitors dbuy it for less?

Mr. K. G, Roth, Control Divisions, discussed methods used in pursuing cost
reduction by purchese ancalysis procedures. Es informed the group of the kind of
people who eerved on the committee in his Purchasing Section and explained that he
had solicited thes engineers for cases on which to work and that the work to date
hed been recommended by the engineers and was proving fruitful. The work supple~
msnts that which is performed by the regular Cost Reduction Committee and the pur-
chess analysis group worked as much as possibls through the Cost Reduction Committees.
There are so many projects on which both groups can work without conflict of effort.

Mr. Roth 2lso stated that the Purchasing Seoction wlll heve ropresentation
on the Cost Reduction Committees. He oxplained {hat the questions raised in the
committes were carrisd tc engineering, methods or whichever groups had to supply
the answor. Irequently, the buyer is required to supply the answer by obtaining
date from outsida manufacturers; there should be no hesitancy in havicg members of
the cammittse or interested engincers contect outside mamufacturers through the

Purchasing group.

At prasent the Control purchase enalysis group consiste of five men whose
experience covers Planning and Wege Rate, Factory Supervision, Cost, Engineering
ané Purchasing., Nr. Roth introduced Mr., D. M, Guest, a member of the purchase
anclysis group in the Control Dlvision.
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Er. Guest demonmstratsed the $ype of work snd spproach the copmittee is using
ir obtaining cost reductions. The steps taken Lo reduce the "AY control x=clay frozm
822 ¢o 812 mapufacturing coat were coversd ip doteili, I3 wap Qemonsireted that a
propesrly-mannsd, coordinated purchasze anelysis group can ccoperate effectively and
con use the existing knowledge in the organizetion to a2ccomplish results.

Mr. M. Rodman, Moter and Instrument Divicions, prosented = booklet prepared
by the Purcoiusing Section at West Lynn showing ihe prise breaking point reference
for the use of psople who order in the fectory. This bockletl shows how gquantily
aitras can de minimized. Copioe will be sent{ ¢to all of the Purchasing Agents.

¥r. Bobaar requeated ezch cre of the Purchasing Agents to have & gtudy mads
ocnsisting of an analysis and sppraisal of poesitilitiss for intensifying the pur-
crase analyzie effort in their roaspective divisicns.

Personnel ané Training Courses

‘Mr. Boboar raported that 138 people have now completed the Purchesing Treia-
ing Course nrd auzked the Purchasing Agents presont whethor or not thoy found the
ecourge of value. It was unenimounsly agresd that the tex{ and the course had ro~
ceived hear;y acceptance end that the courss wes boneflciel in stimulating enthuclaem
in the work end %raining personnsl in {he principles and fundameontals of purchasing
work. It was votsd that the courss would de extendsd ic mors people and that train-

ing continue.

The Purchasing Agonts were requested'to advise Mr., D, W, Buchanan of the
nunber of poople who will be selected ¢ teks the course and the starting dates s0
that additional copies of "A Guide to Purchasing” can be prspared as requirad.

Mr., Eobeoar requested the Purchasing Agents to lock over the promicing young
men in their respsctiive opsrations ené see that opportunity ic afforded these men
to utilize fully their abilitiss ernd, if opportumnities are not aveilable in the
losal organizations, to advise him. Assisiance will be cecured in placing promisi
young men; kr, Bobear requestocd a list ol these promising yourg men. :

It was emphacgized that the Purchasing Soction shculd attempt to leave man
on jobs long enough for them t0 bacome well-versed and, in fact, specialists on
groups of ocmmodities handled, It is the cbjective of gcod organization to trein
and make aveilable mon who will hendle linss with complete Imowledge of facilities,
price levels, sosts, methods of marufacture and mothods of marketing in the particular

groups of ccmmoditios mssigned to them,

Talk by Vr. N, Currie, Jr.

Mr. Currie pointed cut the increaeed importance c¢f the purchasing opportunity
and responsibility with the decentralizetion of the Apparatus Department into product
lines and the delegation of purchasing suthority. Busipess conditions show soms
tightening vp and it is becoming increasingly important for us to be competitive
50 that the matter of prices, quality and service, as affscted in the buyer ‘s market
which may ccme, will be very important in establishing our position in product lines.
Mr., Currie stated thet cost reduction activity of the Purchasing Agents should be
carried on with increased vigor and that Purchasing Agents by no means shouid limit
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their responsibilities to mnre:y placing orders, but shonlid bs

Titally concernsd
with purchase aralysis sad obsain Pthe support of thzir Hansgement in

: shis getivily,

In hls talk Mr. Currie pointed cut that the Purchasing Agente have a
rogponaibllity in sssisting and coatrolling inventory by raducing the raepleunishing
time and by employing good purchaging procedures. He 2lse directed the attention
of the group to the use of expsndabls palleote for inconing materialg., Thie factor
should be consgidered in negotiatipg contracte with regulor suppliers ené should be
explcited as much as possible. Ho rscommsnded that the czchange of informztion be
nmede on cost reductions resulting frem purchase snalyeis end thet this be formarded
to Mr, Eobear for whatever fotion geems decirable from & standpoint of thor uase
ir the ocompany,

Telk by btir. C, H, Linder

Mr. Linder discussed briefly the subjset of troining and persomnnsl and the
history of what had heppemed in the past in developing lesders. He siresased the
neceegsity for special effort in {raining personnel for future leadership. The
following throe points were highlighied in this rsspect:

l. Select good personnel,

2. Insure thet porsonnel is given every cpporitunitiy o ccguire
complete imowledge of the Jjob,

3., Provide prospecte with rounded experiencs in rslsted activities,

He algo discussed the various educational pregraus which are being utilizsd
for training people, and séated that these progreme incroased the lsvel of effeciive-
ness and dsveloped losders.

Talk by Mr. T. F, Garahan

Mr. Garahan endcrsed the offorts now baing made on purchese analysis and
urzed incrsased activity in this field. Ho siressed the desirability and necossiiy
for obtaining proper Management support of it. e stated that this definitely
offers & fertile field for cost rsductlons,

lMr. Garshan algo discussed the subjeot of palletizing incoming material,
endorsed the prograx and pointed out that & definits plan is being arranged for
promoting ths imnstallation and use of experdadble pallots for dBoth inccming and
outgoing shipments.

Ceneral Conditions and Price levels

‘ lir. Bobear stated that the induetry supply situation centinues to be spotty
and steel gives no aign of easing up at all in the months immediately ahead. At
the moment this one item--steel--is the chief botitlensck to greater industrial pro-
duction in the United States.

The purchasing people can watch with a great deal of interest what happons
to business and forscast from these everyday movemente what the indicated future
might be. Currently, it eooms that retail sales %trends for the fourth quarter

may indicate which wey business might swing.
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If sales fail to come up ¢ oxpectations on top of the heavy pressurs
exertad by the heavy farm marketing on agriculiural pricss, the lowering of retail
salss togother with the dscrease in agriculiural pric:e would form & double-
barreled prossure oin the commodity price levsl which eduld conceivably precipitate
& substantizl deflationary movement. However, il precint business levels are
maintained, & mejor gemorel price break is out of the qusstion,

Hs also stated that further lerge approprisiicng by Congress and heavy
stock piling by the Govermmesnt could further complicate the Purcbasing Agentg!
problems and; in the event of greator military preparaiions, could throw ue back
into a war sconomy. '

The wsighted price index for General Eloctrle nhowe that since one year
g0 prices have increesed 13,9 poinis. The present inder stends at 179.8 es com-
pered with the 1941 aversge of 100. In the last month prices have increased 5.2
points. The forsgoing would ssem to indicate thet the buying poliecy should be
congservative end confirm the soundnass of cur invenior:r policy. We should eid
every effort for greatsr turnover of inveatory and the meaintenance of mimirum
stooks which ehould not be increased now at present hich price levels. In the
event of a downward trond in prices and reduced tusineus ectivity, we woulé mimimize
our lossss by baving es small an inventory es ig pract’cadblie to meintaln continuous
production.

Steel

Procuremont of adequate stoel supplies is still critvical, Stoel plates and
sheot stosl ere the most difficult items. I wae poinied out that in order to main-
tein operations in many of cur divisions it has boon ncccosary to resort to ¢he
procursmsnt of both shesis and plates on e coaversion tanis end to purchase from
warshousss~-~toth of which are done at premium prices.

. The effect of the voluntary steel allocations vas discussed and ¥r. Bobesr
reported that s of the first part of Sepicnber approximately 104 of total steel bas
been voluntarily allocated amocunting to about six million tons as follows:

3,000,000 tons per year - froight cars
"

160,000 " ® - Atonie Energy Commisgcion

350,040 " " * . warm air furneces

5¢,000 ® " " . factory-made egteel hcuasss

1,250,000 * n " . armed sarvices and tleir suppliezs

196,360 " ®» " . oil field tanke end ¢quipment
240,000 ™ ® " - barges

30,840 " » e . gnthracite mining equipmant

480,000 " * " < oil tankers

24,000 * " " .~ comstruction to the Fational Advisory Committee

on Aeronautics

The voluntary sllocations have besn screened by the Office of Industry
Cooperation, OIC, @ branch of the Cormerce Dopartament. This brgnch pressnts require-
ments to the stoel companies and the allocations of sheet ste2el are made on the basis
of ingot cutput and for stssl plates on the basis of rulling capacity. Theose alloca-
tions have resul$ed in cutbacks of our regular steel allotments apd bave built up a
backlog of orders at the stoel mills from time to tims,
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Five additional progrems are being studied pov waich will prodably be
cleared in time for the steal industry to f£it them into stesl nill production
schedules by Januery l. These progrems and the ogiimated tonnags are as follows:

372,000 tons per ysar - bituminous coal equipmant indusiry

514,608 * w o on mining mechinery industiry

25,000 *° n " builders of homa, fare and commercial heating
storage tanks

mekers of containers for liquid petrcleum gas
mekers of terminal petrelsun storage tanks, in-
cluding dulk storage

300,000 * .
250,000 " "

1

At the presont time over 30% of steel plates are on voluntary allocation
end in the talk stage pow there is & poscible request Sy the Meritime Commission
for more plates for ship construction.

It was pointed ocut that any certified, voluntarily-cllocated stosl at the
present time would not add eny tonnage to the allotmenis which we ere now getting
from the steel comprniss, but would be deducted from tie allotrents, There is an
advantage wherever we got certification on an order %o pase it wlong to the steel
mill bvecause such certification would probably help delivery in that it would be
congidered in any delivery puskbacks and would, in offcct, be & prioridy ordsr.

Aluminum

Mr. H. 0. Loucks indicated that fourth quarter roquirements for sluminum
woere covered and that i1t is desirahle to have ordsers on the books six months in
advance of required delivery in order to obtaim position in the mill schedulss,.
Auminun is very critical and, on sheets and strip, owr suppliers are now Tour
wesks behind in delivery on ocur schedules with no prospect of improving this

situation.

Invontogz and Critical Items

Some of the Purchasing Agents indicated that they felt that the eoffort to
reduce inventory was baing carried 4c extremes and that there are e number of cases
where quantity extras were being paid in order to obtain small supplies. Thay
indicated that they had had lititle opportunity %o exercise any responsibility in
decisions as t0 whether or not material should be purchased in different quantities,
and there wore soms indicatione that our oporations may definitoly be affected later
because our position with our svpplisrs may be jeoparéized. Statements were made
that express shipmsnts wore being suthorized in order to keep production going
vwhers inventory is alreedy too low.

It was pointed out that careful judgment should be used in making decisions
on eritical items and the concensus of opimlon wes thet the Purchasing Agent was in
® very difficult position and was faced with & relentlcss policy of inventory re-
duotion on the part of the production group. In many cases now the orders §o not
even come %o the Purchasing Sections until it 18 too lcte $o place the orders with-
out oxira costs for quantity or delivery. Mr. Dobeer ggreed to discuss this matter

with Xr. Garahan.



Incoming Shipments ~ Palletizing

¥r, P. 0. Vogt discussed the use of expondable pallsts for incoming, 2nd
outgoing stipments aad advissd that within the next threc weeks complete informa-
tlon with tlueprints will be sant to Purchasing Agents go that Shoy can tale ©p
this matter with suppliers in an effort o further the use of palletis.

It was pointed out that Fort Yayne 1s row receiving castings from Elmira
on pallets and heve rsduced the unloading time to & matter of minutes as comparaed
with the former hours of lebor, In additior, the handling cost of the casiings
in the factory has boen materially reduced.

Triel Order and Teat Heporte

Mr. Bobear discussed am inquiry from the Engineering Seotion Heads® Committes
28 $0 whathsr or not the issuance of Triel Ordsr end Test Reporte would serve any
real purpose to the purchasing group. At the present time only Schenectady and Irie
Works laboratories operste on this systsm. The engineering group fseis {het the
Laboratory Activitiee Report, issusd by Mr., John Horn, anc the Tesk Foree Report,
issued by the Enginecring Section Heards' Committes, eliminated the necessity for
Trial Order and Test Reports.

The onpiinsoring group feels thet the Trial Ordor and Test Reports hold
limited valuo to the Laboratory. Most of ths Purchasing Agents agresd that most
of these roports were used very seldom and in those instances where they wers kept
voluninous {.les wore accumulated of wsry quastionable valus, ‘

: Y¥r, Bobear egresd that he would errange to have ccpies of the Laboratory
Activities Report sent to ezch of the Purchasing Agents cnd would determine for
the purchasing group at a later dets whethor it was felt necessary to recstablish
Trial Order znd Test Reports. '

Advance Ordoring

: The subject of advance crdering of material wes discussed. The concensus
of opinion indicated that the group would 1ike %o have the Purchasing Department
continue to i1ssue their recommendations in published form and that the issuss de
made on & presoribed cycle basis--that is, at least once every three months.

Mr. Pobear agreed to discuss this matter with the Purchasing Dopartment
and publish the results.

Estimated Rscuirements

A now scheduls for asccumilating sstimmted requirements will scon be published.
In the meantime, it was pointed out that all eztimates should be made on a very con~
servative bazis in order to minimize the possibility of losses on long-range commite~
ments for critical items. Scme of the estimates made within the last year were dis-
cussed and it was pointed out that they have generally besn high.



Cost and Stock Shests

A diszussion of the use of Cogt and Stock Sheete in Arperaius Purchaging
Divisions irdicatsd that their uss varies widely. Thoy arve gornerally used Zor
standardizatiop purposes and for geperai information as to the kind of material
stocked and ths location. In some planis the meintenance end eccuracy of the Cost
end Stock Shests is questionabls.

Mr. Bobear reported that this whole subject is now being reviewed ac &
result of the activity of the Stendards psople cnd reports will be issusd ac they
become availabvle. It 1s expscted thet this sgituvation will bocome active and that

the Purchaesing Agents will have an opportunity to comtribtuie ¢0 {the Thinking and
use of Cost and Stock Shosets,

D. W. BUCEANAN
10/1/48
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