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ought to see the de&aUs that are left oat, 
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the necessity f.or allocatkg costs to each contract separately. Of course, 
. 

individual contracts could be dealt tith spp!arately, if circumstances wan-w- 

ted. 

c. we have already seen that the prime and subcontracts of nine 

government agencies ha-g procurement functions were sub;5ect to renegotia- 

tion, Agencies dealt directly with subs, not through prSnes. 

IL Of cuurtie, all gales to civilian customers were exempt from rene- 

gotiation, although pmfkts on such sales were subject %bo excess profits 

taxers, 

E. Besides citilian sales', there were other tmportant mandatory 

exemptions from renegotiation. Under the 19‘43 Act, these mandatory exemp- 

tions included: 

1. Contracturs having receip& or accrual9 from prime and sub- 

contracts (including exempt contracts) with the nine government agencies 

aggregating less than ~~00,000. This exemption was made partly to 

lighten the administratfve burden and partly because of pressure from 

Qmall" business interests. 

2, Contracts betkeen departments o:f the government or between 

a federal department and any stab or foreign govemunent agency. 

3. Contracts for mineral and agricultural products up to the 

first form An which such praductrst have an established market, For example, 

Crude 021, @S, Cod, gI"ainS, tobacco, cotton in the bale, etc. bth 

admbiskrative and p&itical cons&rations :played a part in determining 

this poXcy. 



4. knttiacts for products of trees and anlmalls in a natural 

state. This muld $nclude resins, saps, WCXA, eggs and m$lk. Ankaals 

themselves, such as cattle, ho,gs, poultry, and sheep before slaughtering 

were exempt. 

5 Contracts for products of tax-exempted, religious and educa- 

tional institutions were also exeq% 

6, hrtsacts for const~ction of buildings and facilities or 

iqzovements of these whkh were a;wrarded by competitive bidding wem also , 

exempt + And, fins91yr subcontracts under exempt prtie contracts, as well 

as subcontPacts for office supplies were exempt, These exemptions were made 

partly for administrative reasons, that is, to expedite renegotiktion, and 

partly for political reasons. 

7. Subcontracts for real property. (Prime contracts were subject.) 

E* Discretionary Exemptfons under 1943 Act. 

1. There were also certa5.n exemptions which might be made of the 

dIscret,fon af the War Contract Price Adjustment Board. These included: 

a. Contracts on which profits were determ%nabPe wfth reason- 

able certaPnty in the beginning, 

b* %&,racts whose pratisions were considered otherwise ade- 

quate to prevent excess profits, such as contracts w-ith adjustment articles 

or target price provQ6ions~ 

e, Contracts for "standard commercial articles having WA 

ceilings, if competitive cond;ltions were considered satisfactory. 

d. Standard corarmercial articles were thuse in general civilian 

or business use before l9hQ and substantially the same in type or use as 

a competing article, 



f. Contract8 performed outshdal of UtiteclL St&m or b Ala&ilr, 

Hers again the reasons for exemption are ad&ni&rativa and fairlg obvious. 

2* War Depm0nt Procurement RrisgU&iona gave to chiefs ob 

technical asrvicas the power to @!iw!mpt from Btatutory PerAegotiation !Ln- 

dividudl. contracts or s~bcontracta for less ,thm ~~~ooO,ooO of the type8 

discussed above in connection tith exempt%ms which my be made at tire 

discretion of the I&w Cmtracts Price Ad~uatm+nte Bmrd. In practica this 

authority waz1 gemrarlly exe4mfaed by tha field rqmmmtativae of the Chiefs 

of the varfous Technical Services, the comtracting officarse Thif#ponN¶r 

of exeqtZon of intivfdual contracte cotid be mmrclaed only where pro- 

dtlctivs experience qf at lea& s%xmcmths made it poaeible to ealimte 

east and proftt with reasonable mzuracy and tien price and co& mmlysfs 

had begn undertakm in accordsmc~ tith lyopro'~rJca accounting principlea. 

0% Xx6.7) 

HOW lIwr* the pranciplea and policies im&lved in renegoti&.on 

carried out? The a.mwer to th%s que8tion rq&ea coneideration of the 

organi25ation, adm!Lnistration and procedurs involved 3x1 renegotiation, Is 

the early daya of renegotiation the various procurement agencies were left 

pretty mu& alone to work out thefr own renegotiation procedures, mb 

in the @me, 8 need IT88 felt for furmuP8tfon of uQiform policy and proce- 

due, which resulted 5.n a nJoint St&mm& of Pr%cipl.es*' and, in Sept&m 

X943, the &A& Price Adju&mmt Bcmrd, tc? Which the cM.efs of deptimentn 



0 delegated policy-making and review powem* The 1943 Act attamtpted to 

hprove OPP the over-&L orgtization by setting ug a PFar Contracts Price 

Adju&ment Board to fomukts uniform polbiey and procedure for aJ2 nfne 

rsmgotfatirqg agencies and to review the bargest Cases ernd &qmaae C%W!WN 

or milateral deter&mM.mm This Board had power to act or&y on cases 

covering fiscal years ending &es 30 July 1943e 

BQ The new board confined its activktPes to general polcicy forpling, 

8~WVi8iWl, and rewiew and publinhed 3J?.lhtdO~8 and manuds, The t&my 

had a Price Adjuatmmt Board $.n the Office of Pxpscumment and Material to 

form Navy palMcy, and carry on operationa* As a semiit of redelegationa, 

operations for the Navy weye actu&lly camisd out by four divisions of the 

Navy Price Adjtaslmmt Board* Policy, supemisiorn md rev%~w for the War 

Department aa a whole, inclz~ding AM' and ASF, were under the Chafrmm ef 

the War Departmat Psbe Adjustment Board, who wm aJvso Director of the 

Renego%iat%sn DbFiisSon, l&SF+ Rmegotiation oper&ions for the Army were 

eaYrPsd out by the Price Ad$s!!ltm@nt Secthla of the war Department Tech- 

d.Cal, $Wl&338 8.L'ld th$ dk3.r Forcess Cases of all sizes were handled 

In the first instame 3w11 field offices* Mm& of the Wm Deplnrtmesgt Field 

Offices hs~d the power to make fInalL agreements on cases where not more 

t T,ooo,ooo of Pmu??gQtiable sales were i.nv01ved, Cases involving 

between 5 and 10 mUMon dollars reqdred fiml approval by tm9mica.l 

service hmdguarkera, while cases over 10 x&Uion dollars raqulfed fir& 

approval by the Ear Department &mrds Each of the other War Ppoeusemmt 

Agencies had its own Price Ad$mtmnt Boasd& 



c. The WWAEI, through the AasSgmenta md Statfstfcs Branch of the 
Ransgufiaticm Divfsiun, Army Service Furee8, wwUy assigned case8 to 

those servicea md bureaus havZng predotirlt, mmitary interests. In 

some cam3 assignments were made to serv%cea havir~g specialized exper%ence 

in renagutiat5ng contracts tith certain imkxtr~ea, regardless of what 

aarvice had the predomimmt monitary titereat* The renegotiating services 

had author&g to settle for aJ.1 govsrme~t agenckaa. This preved to be 

a great labor-am- dkvice, 

D, Perau~el in the field officma which actuaJ.ILy carried out moat 

renegatiatfon upemtiuns ~88 both miUtary= md cMJ&m. TUa psraonnd. 

had been aelected otl the basis of eqx1r8enca in aw%nttig, bag&&, OF 

other busineaa, Some of the personnel acted QB fimncial amlyv8ts or cost 

rcntalgst~ and other pa~sonnd actsd 68 negotiators, The analy&s culalyzed 

accountsrSg data which ccmtsaotorer were req@.red by law to fi3.e tith Price 

AdJustme& OffAce& After the aceountirng data were considered adequate 

md had been analyzed by negotiators, meetinga were held with contractorn 

to dfscuss arid nsgotute. At such meeti~~gs efforts prs made to slrrive 

at agreemmts aa to the amnux@ of flexcessfven profits, ff any, made durirng 

a prior fincal yew on renegotiable business* 

III, Let ue proceed step by stq through the d&fferent pmcssses whereby 

swm&led Wmm8%vew profita were detepmined asld recovered, assuming that 

we are deaJ.%ng tith fixed-price contractors. 

A. Ln order to determine on an over-all basis whether the profits 

received or accrued by a contractor on renegotiable contracts ad subcon- 

tracts W8xw "w3B5sive"~ it was mcessary first ta dets~e the amrmnt of 



his renegotiable busfness and the profits thetmon& The first step was 

to separate civilian from remegotiat$sn asPaws, Thjcs wae not dif'ficult 

for prime contractors sz!.nce they ~oul.d refer to %hefr records of prime 

contractn. It WUI rnkme bfffieult for cork%rac%ora whose govarmmt business 



E. Wh&wsr ayatmt of allocation uure wed, di8allouanc~s mre 

tAOA* Of emr8clb, such m8erve8 cmaXd ba tie:Luded u8 pwt of 8urplus 

Fe Mwallomncaa by ths Price Adjuutmmt pemonnel also oftm 

QA mmdm.ry was uJ.lwed where it could bs JwtifAed by %ncreaae8 in 

the munber of 8hiFt8 f3kI2-* wh%ch the mac&.wry WU operated. Many 

contractors, however, meekrated their deprsrciation out of proportion 

to the incrsaaed usa of machinery and 8om of the irzrscpss i,n drpra&w 

t&m amde by the contractor had to bu disaltomd, Amortimtion of the 



Q 8nd thereby actu+lly gaining 1 

a-to &he nt but aales thrQugh mqgul8r~. 498% 

%‘p” ed s%parat%$ mm fbmd price aMYt#raatsr. 

bs 



alo~ental Contr$buticma: 

Q3sntractors orighatetd or developed item of material 

$6 praductisn for the Gammment srnd thereby ran the rierk of losing many 

etw to 44 frsque& changes in apecif%cctionrr, production 

uld md dzLd reccsSve higher ratea of profital than thona othsrwiae sit- 

Law I.wu&L~ racefved somwh& higher rates of profit in renegotiation 

thoaa tith higher ttarmver. Thme xhfch cooperated in qwuadjtng 

txxmtsacte reoeived cornrsiderat~cm for this factw. 

B. Bbvioualy, ratee of profit al.lowed in renegotiation, being 

sed cm these varying factora, varied consfdtwably, For wme businemse8, 



t OF 

' already brwght out* This pol%cy was both deeir- 

iatiwfdual who trien'to d%scred%t the'renego- 

to 

b II was slceowked for by such federa tax csed%ts, 

reneg&icbZe profita desmetd 



IL 'We have been considering casts s;ettled by mutual agreement. 

When contractors refused to agree to proposed settlmnents, cases were 

submitted to higher authority for further consideration, As a last 

resort, after cases had been considered by headquarters 

services, and/of. Price Adjustmnt Boards in the War and 

and the RCPAB, the Tax Court of the United States could 

according to the 1943 Act. 

VII. The Pub& AttLtude Toward Renaaotiatkm,. 

A, Con: 

of technics3. 

Navy Department 8 

consider appeals, 

1. Those against rtmegotfatfon have argued that it was arbi- 

Wary, that it operated without standards, that ft depended urpon subjec- 

tiva rather than objsct%~!~ measurement8 and wasS therefore, ~governnw& 

by men, not lawts, 

2, Others have argued that renegotiat%on was uxmecassary because 

of CPA ceilings, the existence of exess profit taxes, and the abUSy 

of contracti.ng officers to prsdetemninr fair :prices wd profits, Argu- 

mmts against this line of thought have already been given in the last 

lecture* 

3m I)roducsr8 of Wxmdard commerci&l productsm such a8 te;ldiles 

and others have argued that costs aizld profits could be predetermined for 

such products and that renegotiation was not necessary (in contrast to 

ats-ictly militsry item8 1Ue planes, shipa, tanke, guns). Of Course 

they did not also add that increases in voluma of production and lower 

unit costs made It difficult to estlmatc msta even on such Wxmercial~~ 



kt Some have contended that renegotiation has discouraged 

and penalized productton for the Government. Producers who held on . 

to thefr ci6.lia.n business partially or altogether were notkubject to 

renegotiation at aI1 or as much as producers who converted largely or 

100% to government business. They paid excess profits taxes only. This 

is an argument which cannot well be denied or explained away, 

5e F-y, many responsible persons have contended that ro- 

negotiation often did not allow enough profit after taxes to provide 

sufficfent reservea for postwar reconversion and other contingencies. 

It is undoubtedly true that profit after taxes and after renegotiation 

was sometimes low in relation both to sales and to net Tlunrth, -This is 

a question which will deserve careful study in connection with ani future 

plans for Zimiting wartime profita, 

B* Pro: 

1, Advocates of renegotiation, i.ncLuding those in Congress 

and the highest officials fn the military departments, have considered 

it a necessary warttie control which had a place not filled by any other 

method of profit limitations 

211 Such advocates feel thet as long as hindsight is more accurate 

than SoresigM as to cost of production and profit and as lung as coat 

accounting smains an Inexact science (a very long time in my opinion), 

8ome 801% of Qackstop" similar to renegotiation would be necessary to 

umit war pINfitS.* Of course, no such device as renegotiation could 

ever expect to be popular eikher with those who administer it or thosre 

who arc squeezed by it, Like dentistry, it is not too pleasa& either 



for the pat3ent or the doctor unless the doctor happena to be a aauibt, 

While T am awtdnthat mm0 dantists are eadists, 4: omnot mme o-f 

any renegotiators whom I would consider math. 


