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(1)

THE ECONOMIC EFFECTS OF THE PROPOSED
BFGOODRICH/COLTEC MERGER

SATURDAY, JUNE 19, 1999

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON NATIONAL ECONOMIC GROWTH,
NATURAL RESOURCES, AND REGULATORY AFFAIRS,

COMMITTEE ON GOVERNMENT REFORM,
South Bend, IN.

The subcommittee met, pursuant to notice, at 10 a.m., in the
Century Center, Recital Room, South Bend, IN, Hon. David M.
McIntosh (chairman of the subcommittee) presiding.

Present: Representatives McIntosh and Kucinich.
Staff present: Jason L. Hopfer, deputy staff director and chief

counsel; A. Lucas Messer, counsel; Gabriel Neil Rubin, clerk; and
David Sadkin, minority counsel.

Mr. MCINTOSH. The Subcommittee on National Economic
Growth, Natural Resources, and Regulatory Affairs will come to
order. I thank you all for coming this morning. Today I’m here with
the subcommittee’s Ranking Member Dennis Kucinich from Cleve-
land to hold a hearing looking into the whole question of whether
the review of BFGoodrich’s merger with Coltec, Inc. was conducted
correctly by the Federal Trade Commission and the Department of
Defense. We are concerned about whether that review has been
adequately done in terms of the merger’s effect under the antitrust
laws of the United States. U.S. Senator Mike Dewine of Ohio has
conducted a similar investigation in the Senate, and based on some
of the testimony that came before his hearing on the topic, we have
serious concerns regarding the thoroughness of the FTC and the
DOD’s review. Hopefully, today’s discussion will shed some light on
these concerns. This is the first field hearing we are having. We
will have a second field hearing in Cleveland, OH, in July.

Now, from the outset, I want to point out that three of the par-
ties represented here today, BFGoodrich, AlliedSignal and Coltec,
are parties to a private antitrust lawsuit. That matter is properly
before Judge Alan Sharp of the U.S. District Court in the Northern
District of Indiana, and we will take great care not to interfere
with that proceeding. Nonetheless, we are here today to take a
hard look at the competitive effects of the national security implica-
tions of the proposed merger. We’ll examine the FTC and Depart-
ment of Defense’s review and consider the potential impact on the
merger to the economies in South Bend and Cleveland.

I do expect the parties to be as candid as possible today during
their testimony, even given the nature of that lawsuit. In essence,
here in South Bend, we are looking to make sure that the 1,100
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workers at the AlliedSignal plant and the 650 workers at the
Cleveland Pneumatic Plant are given a fair chance to compete. I
support free market competition, but it’s essential that the actors
in that competition play by the rules. If the merger would result
in a market concentration that would unfairly take away the oppor-
tunity for these workers to compete, then FTC action should be
taken. Now, my primary concern today is the welfare of the work-
ers at AlliedSignal, and that’s why we are asking BFGoodrich and
Coltec to discuss the potential impact of their merger on those
workers. We will also be asking AlliedSignal what impact, if any,
their merger with Honeywell will have to the operations here in
South Bend. We did receive a letter from Mr. Lawrence Bossidy in-
dicating that the proposed merger will not impact jobs in South
Bend, and today we’ll further pursue that in this hearing.

Returning to the BFGoodrich/Coltec merger, my concerns fall
into three broad categories. First, I’m concerned about the potential
anti-competitive effects of the BFGoodrich/Coltec merger. Now, in
entering the preliminary injunction, Judge Sharp concluded the
merger would likely result in a U.S. monopoly that would likely
lead to higher prices for landing gears. This is a significant prob-
lem, not only for South Bend and Cleveland but for the Nation as
well. Healthy competition leads to lower prices, increased innova-
tion and improved quality and safety as the industry leaders are
forced to improve their product in an effort to compete in the mar-
ketplace. If the BFGoodrich/Coltec merger would result in a monop-
oly that unfairly forces consumers to pay higher prices, then I be-
lieve that the FTC’s job is to oppose the merger and make sure
that does not happen. In addition, there’s a national security inter-
est in having at least two domestic suppliers of landing gears, be-
cause we can make sure the domestic landing gear in the commer-
cial aircraft, as well as the military aircraft, will be available at
those competitive prices. There is one other manufacturer world-
wide, a French company, and in testimony before Senator Dewine,
DOD indicated that they didn’t have an objection on that. But,
frankly, I’m not convinced of wisdom of having to rely on a foreign
manufacturer for our military component parts.

Second, I’m concerned about the potential adverse impact of the
merger on the economies here in South Bend and in Cleveland. If,
as a result of the merger, the Cleveland plant is closed down, that’s
650 jobs. But we also want to examine the impact of the merger
and that initial plant closing on the 1,100 jobs here in South Bend.

Third, I’m concerned about honest and open public debate. My
colleague Dennis Kucinich has been active in this longer than I
have and is familiar with some of the record and assertions that
were made as the merger was first being contemplated. We will get
to the bottom of that and make sure the record is full in that area.

One of the things that I think is going to be very important is
that we look and see what are the effects of this merger on the
competitive supply in this area. And I understand there are
changes in the marketplace as people are integrating what used to
be separate components, brakes and wheels, and along with the
landing structure into one single component that is provided to the
consumers. That is something we want to examine and look at. We
also need to make sure that there are win-win solutions out there,
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and that they have been adequately examined by the parties and
considered, not only for their own individual interests, but as we
expect to happen in a competitive marketplace to ensure that the
national interest and competition survives intact and will be pos-
sible for us to make sure that we are able to have the consumers
in this country benefit from that competition. With that, I’d like to
welcome our witnesses here today. Congressman Roemer will be
here a little bit later. He’s participating in some of the festivities
here in South Bend and is excited about being able to participate,
as will Mayor Luecke.

Today in our first panel, we will have representatives from
BFGoodrich, Mr. Terrence Linnert; welcome. And we’ll also have a
representative from Allied; present general manager, Carl
Montalbine. I want to thank you for flying back from Europe to be
with us today. Coltec executive vice president and general counsel,
Robert Tubbs; thank you for being here. And on our first panel is
a professor of law at Notre Dame, Mr. Bauer, who will be talking
to us about some of the antitrust implications of this.

[The prepared statement of Hon. David M. McIntosh follows:]

VerDate 11-MAY-2000 13:23 Apr 02, 2001 Jkt 010199 PO 00000 Frm 00007 Fmt 6633 Sfmt 6633 E:\HEARINGS\59989 pfrm02 PsN: 59989



4

VerDate 11-MAY-2000 13:23 Apr 02, 2001 Jkt 010199 PO 00000 Frm 00008 Fmt 6633 Sfmt 6601 E:\HEARINGS\59989 pfrm02 PsN: 59989



5

VerDate 11-MAY-2000 13:23 Apr 02, 2001 Jkt 010199 PO 00000 Frm 00009 Fmt 6633 Sfmt 6601 E:\HEARINGS\59989 pfrm02 PsN: 59989



6

VerDate 11-MAY-2000 13:23 Apr 02, 2001 Jkt 010199 PO 00000 Frm 00010 Fmt 6633 Sfmt 6601 E:\HEARINGS\59989 pfrm02 PsN: 59989



7

VerDate 11-MAY-2000 13:23 Apr 02, 2001 Jkt 010199 PO 00000 Frm 00011 Fmt 6633 Sfmt 6601 E:\HEARINGS\59989 pfrm02 PsN: 59989



8

Mr. MCINTOSH. With that, let me now welcome my colleague. We
have worked together in this session very well in our sub-
committee. He is long familiar with this issue and has been an ac-
tive voice in Cleveland leadership and now is very active on our
subcommittee and I appreciate you taking this Saturday morning
to come over here and let me introduce you to all of my friends in
Indiana, Mr. Dennis Kucinich, who is one of those hardest working
Members in Congress that I’ve been able to work with. I appreciate
you coming over. Thanks.

Mr. KUCINICH. Thank you very much, Mr. Chairman. And I cer-
tainly appreciate the work you’ve done, and paying attention to
this issue, and your concern for the economic well being, not only
to the people of Indiana, but also the people of the State of Ohio.
And we in Ohio are very grateful for the attention that you pay to
this. And for you scheduling the hearings, not only today in South
Bend, but also in July in the city of Cleveland. So I again want to
thank you for scheduling the hearing. I also want to thank my col-
league Congressman Tim Roemer for inviting us into his district so
we can look at this issue.

I think it’s very important for Members of Congress to get into
the communities we serve. And it’s important for our constituents
to have an opportunity to see their government at work, especially
when the issue has a direct impact on the district. So, we’re here
in South Bend today to look at the economic effects of the proposed
merger of BFGoodrich and Coltec Industries. On July 7th we’re
going to be in Cleveland.

The American people, especially those in South Bend and Cleve-
land, have a real interest in the outcome of this proposed merger.
BFGoodrich and Coltec Industries are the only two significant do-
mestic manufacturers of landing gear which is used in both mili-
tary and commercial airplanes. The combination of these compa-
nies would effectively create a monopoly in the industry which
would likely lead to higher prices for taxpayers and consumers, as
well as the loss of hundreds of jobs.

At the time the merger was announced, BFGoodrich said they in-
tended to relocate their headquarters from the Cleveland area,
where the company has been located since it was founded in 1870
to Charlotte, NC. This move meant the loss of 170 jobs. But accord-
ing to the company press release issued at the time of the an-
nouncement, ‘‘No other Ohio-based jobs will be affected by the deci-
sion to relocate the headquarters.’’ This commitment was reiterated
on November 23rd, 1998, in a letter to me from the company’s
CEO.

It now appears, however, that this statement was not completely
correct. While the company was telling the news media, the people
of Cleveland, and elected officials like myself that the merger
would not result in a loss of manufacturing jobs, company officials
were telling government antitrust regulators that the resulting
merger would create ‘‘efficiencies’’ through consolidation. In fact, a
document prepared by BFGoodrich and provided to government
regulators gave three options for the company to consider after the
merger. All three options, all three options, included closing the
Cleveland Pneumatic Co. plant, which employs about 650 people.
Many of these employees are my constituents and their families.
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But it doesn’t end there. Since the merger was announced, another
150 Goodrich employees have already been laid off in another facil-
ity in Brecksville, OH.

Now, how could the BFGoodrich executives tell public officials
that the merger would not result in the loss of jobs while telling
Federal regulators the opposite? Well, I tried to find out. On April
15th, 1999, I wrote a letter to BFGoodrich’s CEO asking for infor-
mation about whether the company intended to close the Cleveland
plant. I did not receive a response. Chairman McIntosh then sent
a letter on behalf of the subcommittee, of which I’m the ranking
Democratic member, asking for information from the company on
the effects of the proposed merger. The company’s response was to-
tally insufficient.

So today we’ll be asking representatives from Goodrich and
Coltec these questions in public. And, of course, our great concern
is what’s going to happen to jobs, when the new merged company
starts to integrate its landing gear systems by manufacturing its
own components.

At the same time that employees are faced with losing their in-
comes, Coltec will pay its top executive tens of millions of dollars
in bonuses. According to a report in the Cleveland Plain Dealer,
nine top Coltec executives will receive severance payments totaling
nearly $55 million after the company is acquired by BFGoodrich,
including a $20 million golden parachute to the CEO. Six of these
executives, including the CEO, will be retained by the new com-
pany. A company spokesman told the Plain Dealer that the pay-
ments are being made because the executives will be making less
money and have less responsibility after the merger. So while hun-
dreds of hard working Clevelanders will loose their jobs, these com-
pany executives will reap millions of dollars in bonuses to retain
jobs with less responsibility.

Having said that, I’d like to add, this is not just about jobs. If
the merger is allowed to take place, the new company will effec-
tively control the domestic landing gear market. Without competi-
tion, this new monopoly will be able to set its own prices. And the
biggest losers will be the American taxpayers. The U.S. Govern-
ment will be forced to buy landing gear for its planes from the new
monopoly, hence the taxpayers will get gouged. Of course, the mili-
tary could buy parts from foreign companies such as Messier-
Dowty, a firm owned by the French Government, but this does not
seem like a good alternative.

American consumers will also pay the price. Airplane manufac-
turers like Boeing may end up paying higher prices for these com-
ponents. They in turn will pass these costs on to commercial air-
lines, who make up the difference by increasing their ticket prices.
And those increases will ultimately be paid for by all of us.

So what’s the answer? Well, today we’re going to hear from Carl
Montalbine, the vice president and general manager of the
AlliedSignal facility in South Bend. And AlliedSignal, we are
aware, is willing to pay Goodrich fair market value for the Cleve-
land plant, which would keep competition in the industry while
protecting hundreds of high-paying jobs. Unfortunately,
BFGoodrich rejected this offer. AlliedSignal has filed suit to stop
the merger, claiming, among other things, that the resulting mo-
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nopoly would violate Federal antitrust law. A Federal judge here
in South Bend recently issued a temporary restraining order to
halt the merger.

In issuing his order, the judge found that, ‘‘The merger would
likely result in a U.S. monopoly for the sale of landing gear that
would result in higher prices.’’ And that there was, ‘‘substantial
likelihood,’’ that AlliedSignal would succeed on its antitrust claims.
The judge will hold a hearing on this issue next month. So if the
judge believes that the merger would likely result in a U.S. monop-
oly that would result in higher prices for landing gear, Mr. Chair-
man, why didn’t the Department of Defense or the Federal Trade
Commission, which both reviewed the proposed merger, object to
the merger? Those are some of the questions that remain unan-
swered that we are certainly going to be getting into.

I look forward to hearing from our witnesses, and I again want
to stress my gratitude to Mr. McIntosh for his willingness to move
forward on this issue which is so important to the people of Indi-
ana, Ohio and the United States. Thank you, Chairman.

[The prepared statement of Hon. Dennis J. Kucinich follows:]
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Mr. MCINTOSH. Thank you, Representative Kucinich. Let us now
turn to the witnesses, and I would ask each of you to please rise
and take an oath. And let me assure you we’re not singling you out
for that; it is the policy of our full committee chairman, Dan Bur-
ton, that we swear in every panel we have as an oversight com-
mittee. So, if you would please affirm. Do you solemnly swear that
the testimony you will give today is the truth, the whole truth, and
nothing but the truth?

[Panel members respond in unison.]
Mr. MCINTOSH. Thank you. Let the record show that each of the

witnesses answered in the affirmative. And we will now begin this
panel. And what I would ask each of you to do is summarize the
written, prepared statements you’ve provided. We will include the
entire text of your statement in the record, and it will become part
of the record of this proceeding. But take about 5 minutes and
summarize the key points. And I would ask you to, if you could,
focus in on those that address the questions that Representative
Kucinich and I brought forward in our opening statements. Let’s
start with Mr. Linnert from BFGoodrich, if you would share with
us your testimony. The light should go on and then the yellow light
will go off when you have about 30 seconds left and the end of the
5 minutes is the red light. We are not going to be that strict, but
just give you a guidance in terms of how you are doing. So, Mr.
Linnert, please share with us the summary of your testimony.

STATEMENTS OF TERRENCE LINNERT, EXECUTIVE VICE
PRESIDENT AND GENERAL COUNSEL, BFGOODRICH; ROB-
ERT TUBBS, EXECUTIVE VICE PRESIDENT, GENERAL COUN-
SEL AND SECRETARY, COLTEC INDUSTRIES; CARL
MONTALBINE, SENIOR VICE PRESIDENT AND GENERAL
MANAGER AIRCRAFT LANDING SYSTEMS, ALLIEDSIGNAL,
INC.; AND JOSEPH BAUER, PROFESSOR OF LAW, NOTRE
DAME SCHOOL OF LAW

Mr. LINNERT. Thank you, Chairman McIntosh, Representative
Kucinich, and good morning. It is helpful to place today’s hearing
in context. BFGoodrich and Coltec will merge to create a finan-
cially stronger, more diverse global competitor than either firm is
today standing alone. In today’s intensely competitive environment,
we need to do this so that we do remain strong, healthy partners
with our customers, and so that we provide a growing environment
for our employees. This merger will produce savings for our cus-
tomers and jobs for our employees. There’s a lot at stake, in this
and every other merger; jobs are created or constructed; companies
move or grow; products succeed or flop overnight. Missing an ex-
panding market or not deploying a new technology or borrowing
money at the wrong time can create a dinosaur. The results for the
U.S. economy, our national security, and the economic health of our
workers and shareholders can be disastrous. There will always be
critics of these mergers beyond the appropriate interest of the gov-
ernment or the courts, so be it. But those that usually carp the
loudest are most afraid that they will lose a preferred position in
the marketplace to new, more vigorous, more modern, and, yes,
more formidable competition. And most frequently these corporate
critics go out and get a deal of their own. It’s ironic then that

VerDate 11-MAY-2000 13:23 Apr 02, 2001 Jkt 010199 PO 00000 Frm 00018 Fmt 6633 Sfmt 6601 E:\HEARINGS\59989 pfrm02 PsN: 59989



15

AlliedSignal is our most vocal critic. The Allied/Honeywell merger
creates a $45 billion giant that will be able to cross-sell aerospace
products in ways that BFGoodrich and Coltec cannot match, be-
cause it will not have the breadth of product offerings. It is even
more ironic since AlliedSignal will fire 4,500 people in connection
with its merger.

While Allied’s Chairman Bossidy has recently assured South
Bend that no jobs will be lost due to the Honeywell merger, one
needs only look back to 1995 when AlliedSignal exited its South
Bend landing gear business by selling equipment and contracts, to
see that Allied’s concern for South Bend rises and falls as it suits
Allied’s corporate purposes.

Mergers in the defense and aerospace industries are a fact of life.
Since the end of the cold war, U.S. defense spending has declined
dramatically. This reduced spending has driven consolidation, as
you noted earlier, throughout the defense industry. Other factors
such as globalization, requirements of scale and scope, also drive
consolidation throughout the defense and aerospace industry.

Efficiencies of design and production and the need to generate
and consume large amounts of capital quickly dictate corporate and
management strategies that must be judged simultaneously in both
the short- and long-term.

One of the consequences of consolidation is typically the loss of
some jobs. As part of Goodrich’s merger with Coltec, approximately
170 headquarter’s positions will relocate to North Carolina. Simi-
larly, the AlliedSignal/Honeywell merger will result in the closing
of Honeywell’s headquarters in Minneapolis and a job loss of 1,000
employees. While these relocations have a human impact that we
take seriously, they should not overshadow the positive con-
sequences of this merger. The plain fact is the merger of Goodrich
and Coltec will produce significant benefits for employees, cus-
tomers, shareholders and our communities.

Following the merger Goodrich will employ 27,000 people world-
wide; the size and diversity, financial and technological strength
and global reach of our businesses will create job stability and
growth opportunities for our existing work force. As a stronger
worldwide competitor, we will be better positioned to compete for
business abroad; a stronger, better BFGoodrich is good for our em-
ployees and our customers. Our customers are very sophisticated;
they demand innovative and quality products backed by the high-
est level of customer service and technical support. All at a fair and
competitive price. Our customers are our lifeblood. If they had ob-
jected, this merger probably would not have gone forward. They
have not objected because they are satisfied that they do have suf-
ficient options to preserve healthy competition for their business,
and they recognize the merger enables us to serve them better.

Mr. Chairman, as you can see from looking at that one chart,
those are the folks—some of the folks who are in the business be-
fore this merger, in the wheels and brakes, brake control systems,
and landing gear. If you could just visualize that chart, and the
number of players on it, I’d like now to show you the post-merger
chart. You will see not much change from pre-merger to post-merg-
er because of our consolidation and affiliation with Coltec. Looks
awful similar to the pre-merger chart. Mr. Chairman, as you know,
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the Federal Trade Commission and Department of Defense, as you
said in your remarks, like our customers, have each come to the
same conclusion following lengthy and comprehensive examina-
tions. Both agencies listened carefully to the various arguments
presented by AlliedSignal and Crane; both agencies concluded the
merger should be allowed to proceed without objection.

I would like to address more specifically your concern about the
merger’s impact on Ohio jobs. Following the merger, BFGoodrich
will employ more than 3,000 people in Ohio in management, manu-
facturing and research positions. Our performance materials busi-
ness with more than $1 billion in revenue will remain
headquartered in Brecksville. We have other BFGoodrich oper-
ations throughout many locations in Ohio. And we have been add-
ing jobs in Ohio; since January 1997, our aerospace employment is
up 14 percent. We remain committed to Ohio and to our work force
in Ohio. Following the merger, Goodrich will contribute more than
$20 million per year in taxes in Ohio as part of its continuing pres-
ence in the State. And as our company grows, we’d hope to build
on that employment base.

Much has been said about the future of our Cleveland landing
gear plant. Mr. Chairman, let me be very clear about this.
BFGoodrich management has made no decision about this facility
or any other landing gear facility. Having said that, I must tell you
that the U.S. landing gear business is 15 percent below its peak
volume, and customer demand is expected to remain low for the
next 10 years. In this business environment, status quo cannot pre-
vail. One of the attractions of the Coltec merger does come from
combining the volume of the two firms and achieving more efficient
capacity utilization. This added volume of financial strength will
allow Goodrich to modernize and update our facilities.

After the merger, we will look at our operations and determine
how best to become a more efficient and lower cost producer. That
may include upgrading plants, reconfiguring our production mix
and, perhaps, closing facilities. But failure to make those hard deci-
sions could cost us competitive edge, and even more jobs than if we
ultimately decide to close a plant. But until the merger has
closed—I want to emphasize—until it has closed, the planning can-
not be done and no decisions have been taken.

Mr. Chairman, there has been a lot of talk about how our merger
will affect South Bend jobs. But that’s what it is, talk. If there’s
more to it, then I’d like hear from AlliedSignal when they plan to
layoff the first worker here in South Bend. I’ll bet other folks in
South Bend would like to know also.

AlliedSignal’s, the vast majority of their wheels and brake busi-
ness is in the large aircraft aftermarket. Those aircraft are already
in production and operation. AlliedSignal is certified on 13 of the
20 commercial aircraft types built by Boeing and Airbus; each of
those aircraft will be in service typically for 20 or more years.
AlliedSignal has an annuity in the supply of wheels and brakes on
those aircraft, and nothing about our merger can or will change
that.

If AlliedSignal’s wheel and brake business suffers or fails, Mr.
Chairman, it will be because AlliedSignal did not meet its customer
expectation for quality products at competitive prices. If jobs are
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lost here in South Bend it will be because AlliedSignal did not run
its business here well and not because of our merger.

AlliedSignal makes some claim about the need to partner on a
team with the landing gear suppliers so it can compete for inte-
grated systems or to avoid gaming of the landing gear wheel and
brake interface design. No credible, independent industry expert
has supported those claims. But AlliedSignal does have a partner,
if it chooses, under the strategic alliance agreement with Coltec.
Just this week, the Arbitration panel in New York ruled against
AlliedSignal, and found that the merger does not violate that stra-
tegic alliance agreement and that adequate safeguards could be im-
plemented to protect any proprietary or confidential information
that Allied has. Therefore, their partnership going forward to make
landing gear for integrated system is in existence. Moreover, Mr.
Bossidy talked about his $10 billion war chest to make more acqui-
sitions after swallowing Honeywell. If AlliedSignal really need a
landing gear partner for its wheel and brake business, it could in-
vest $200 million, a small amount, from its acquisition war chest
to build a world-class landing gear facility here in South Bend, or
wherever they choose.

Actions speak louder than words, Mr. Chairman. And
AlliedSignal’s actions tell me it prefers carping over competing.
Our goals are the same, Mr. Chairman. We at Goodrich want to
grow so that we can satisfy our customers, challenge, reward and
retain our employees, and provide financial returns for our inves-
tors. We can only achieve those goals by providing innovative, qual-
ity, least-cost products to our customers consistently and timely. By
becoming a stronger competitor, we help the economy and the work
force.

Mr. Chairman, let me tell you what we are committed to. We’re
committed to growing jobs and marketplace position; we’re com-
mitted to sustaining a vigorous U.S. national defense position;
we’re committed to involving workers, shareholders, customers,
management and government decisionmakers in our future busi-
ness growth plans; and we are committed to building and designing
the best price and best performing products for this market, or any
other marketplace. We challenge AlliedSignal, Crane, Honeywell or
anyone else to come and beat us fair and square in the market-
place. Thank you, Mr. Chairman.

[The prepared statement of Mr. Linnert follows:]
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