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., 

@j!$IEUL McKllTL;E;IL: Gentlemen, this morning I think we are very for- 
tunate because our speaker has the kind of background that I believe in, 
While I am a professional Army officer and have spent a lot of time at 
it, I have a very keen appreciation for the desire to sprinkle all \. 
through the Service various grades of people who have had more of a 
busi.r&ss,background than an Army officer has had y opportunity to de- 
velop, with a view to enlarging our ideas and gettzng a keener appreciation 
of both sides. 

~ This morning our speaker is Brigadier General Maurice Mirsch. He is 
a graduate of the University of Virginia with an A.B. &nd M.A. in 1910; 
LLeB., Harvard L,aw Schobl, 1913; he is an I&M., University of Texas, 
19l-4. From 1914 to 1942 his activities were devoted primarily to corpo- 

0 rate matters with extensive experience in.the oil industry. He was part 
owner with substantial participation in the direction of various enter- 
prises, principally truck transportation, warehousing, beverage distribu- 
tion, housing, land development and oil exploration, He entered the Army 
in June 1944 as a Colonel in the Army of the United States, and was pro- 1, 
moted to Brigadier General in April 1946; He is. now Chairman of the War 
Contracts Price Adjustment Board and Joint Price Adjustment Board; Chair- 
man of the War Departmont Price Adjustment Board, and Chief,. Renegotiation 

'Branch, War Department General Staff; So he has twofold duties: that 
of the over-all Joint duty; 'you might say, and the War Department special 
duty. 

His subject is "Profit Limitations and Renegotiation,." I take great 
pleasure in presenting General Maurice Hirsch. 

GENERAL HIRSCH: Without notes, I am going to speak very informally9 
if you don't mind. The subject, as I have said to the Commandant, is one on 
which I could spend ten minutes or I could spend ten days--a constant talk,. 
I am not going to spend ten d<ays, I am going to try to give.you a little 
of the background of renegotiation and something of the 'problems that we 
are facing and the means takentin order to attempt to solve some of the 
problems that Govesnment was facing and that industry was facing. 

I know that one subjects himself, perhaps, to a little bit of strain 
in welcoming questions; but I don% mind questions during the course of 
what I am saying, and you have the privilege,of interrupting at any time 
you want to if there is something that is not entirely clear to,you. I 
am nat trying to go' along any prearrnrzged track, so you can call on me. 
anytime you want; it is perfectly all right, . 
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I don't see'many of you here in this group who are old enough to 
remember the very serious'sitdation'that existed after World War I. I 
recall very vividly the attacks.thnt were made upon industry after World 
War I and during the final days of the war; That was a war that didn't 
require anything like the procurement that was required in this war, and 
yet they say we developed over 12,000 millionaires in the United States 
out of that war+, I don't know whether that is the correct number or not, 
but I do know-th+ there'were a great mcany millionaires created out of 
World War I,: The situation was so serious that the word tfprofiteurtl 
bec,ame one .of-the hated words of the language; and stigmatized industry 
and likewise stigmatized those in the departments who had placed contracts 
on a basis which would create millionaires. When I tnlk:about the cre- 
ation of millionaires donlt*misunderstand me, I think.,the,rc is+ something' 
very fundamental in the entire approach of renegotiation. '1 don't .know 
of a single parson in any of the departments who has engaged in this 
busin.ess who is opposed to profit, I don‘t know of <anyone in theso opcr- 
ations ,"who has. not-,besn'glad to/see profit =and.to encourage profit, ,. 
Someone‘said to me "You don% like to‘sco millionaires made do you,?li' 
I said "Oh; yes, I do, but I want, to bo sure that if there are '~;million 
dollars earned there that whoevar got that carncd it in the war," because 
if n'contractdr comc3 out wit&that after we get through with it the 
bigger has been his contribution toward the winning of the wary and the 
idea that ovcrything has an incentive is aom&Mng'that is very funda- 
mental in the whole subject of renegotiation, Also don't misunderstand 
that I -am trying to press down a concept of patriotism for I know of men 
who have come throu& without profit, but. we don't encourage that as 
something,that must be done in order to show that a person is patriotic' ' 
and not a profiteer. Thcrc have been m(?ny who have participated without 
profit, and yet believing in the profit systcmthoy are convinced that 
profit gives iz~l incentive. Somebody said--and I ‘am going to find out 
some day who it was--that the sale of the stock of the Bank of &gland 
many years ago helped to finance the wars of Engl,and against France; that 
they sold the stock with great success due to a cornbinntion of patriotism 
plus 8 percent. There is a whole lot to that, We need both and we had 
both; the result has been a productionthat has gone far toward the win- 
ning of the war. When Congress began thinking about what ought to be 
done during World War I there were many suggestions, The American Legion 
made one that all profits should be taken out-of war. L lot of pcoplo 
believed that, and I think if that were made'univorsal it would bc all 
right. Each person ought to knowa-everybody--c,zpitr?~l and labor--that no 
matter what‘he got it is all necessary to the winning of the war, ‘and if 
it is'mkde wifvcrsFi1 there would be little complaint about it; but when 
there are differentiations as to whether this group or that group should 
have:a profit without adhering to the &M.imc concept of profit, as to 
what is the best-moans of holding profit to the proper levels, I think it 
is -subject not only to eriticiati but to absolute condemnation. We have 
had al.l~kinds of suggestions, X hxw had the 'suggestion that. there 
&kv@&& IN 'a ~w@or&qyi Br' WE& .a;s' tko prcafi,t,~ That was -6 E%& &le%g 
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World War f, and .that.is VJhere there w~ns~n Jat of.I.co~ndemnatiqn hoard. 
Not only did *he dollars mount rip .but the contra&or~~ss subject to the 
propor~crij2.eism that in .many inst2tnces he i.ncyoaS,Gd his costs fqr.the 
purpose of creating profit, ;;nc! in. .~~.ri;irnc ,t*hr~t, ia .cx?-ticzZ becac&e qne 
of. the primary objcct%v~s i-2 .~~~,i.rx -is ;.Ls. B:L:~G r:v,c;ry production unit ' 
that c<m be saved;, &ic:y .~;~~xl~:.c?.:icr JP!;; <;(;. .;+ ;;,yqcj. ,,$:;>,i? likc2ise go, to wer, 
But during Eorl~ 'Wtr .I -1h:j c~x;i?nc~;or :.+:@ ;:c;;,J fj. Sp(?,i:d: ,t.rle IlOSt,‘, inon.oy, 
who could throw a.~~y ,do:i.l~s p '!!:L;- .[ il 'j' .;i,;J.J '>II‘ TJr,(J gc': i Iu Lhc: .most bus!ness 
when it cmc2 ?,;o r)roj"j:i; t<itij cfc):c,. ij-,.:r(: I,~;::: $:::-E ~tit,cry @airlSt aeon- 
tract cn. a p:;rce:~.i;q;t? :~f r‘ro.?;:i. c,;s:! s i,s ;c rn~i’,Lt:~:: 04; fnct; nuithcr the 
Congress jyiO1' the pul~;ii- hns cvi-y q;;;&i;n 39.:;; f xx3 i he old idea of ;;?. cbst- 
plus; Eden though u.ncii,r many yi.rc-,:1.rnst;-2:~c~3.5 :I. ~t;diy r:lus-a-fixed-fee is i.ri 
my opi2~on a.ld 222 t$.c' oy;jn.isn of many in $5;: S-3;~ c- ';i"&s and tie dep:a+rtents 
the be.3f, Tt-3 'fl ,,,.A of. proc~xa::cr. .t 'if properly-dri.?~~c-i,,E:d, &xrer$$&ss Congress 
;211d the pu’&~c: klii,v;j ~~cv::Y’ b.,t:g xble to get 1ruv2.y f?clIl a cost-plus-o:- 

percerl%@>- of-co?+-+-W~t. :?, ,cost.-plus-R-.f~ej-I',?fj 50 ?ho idea of getting 
EL pL?Gfj.t 0x1 &hi? h'l.S;S 0: :, ~jt;rCC,P.'tZL&3 Of r,ost. ~:en-; 0rl.t the -yii.cdovq , 
Frankly, 'we :?ZT*'JG !;?d .~~.,'~.Ot Of ~tjTlg~~L~2S :A~itJ?. tf+ ii2V;Y, tki? Lzmy,' the 

,- 

B, F', c,, ., i;& yci;wL!l:~:~~, iX!(‘;:.V.(; ji,.‘,i*JE. t iiil&? &.)filil!.j$ 5:5>PL ,:,c ;i:ek f,tmc away from 
the corxxpr; 61 ~;iT~xg~ a c:>ni;?nJ4~cr some a&,l*2 fees t:ecC,Zllse..of i;hc fact 
that h+ hx c;x,p';z&.d EQXX money, Our coneoption is t;ha'c it .c,ini% be .true 
th& l;jqc T :I-Lore 0.0 -; ~~m.l.:.w-s o. ~ccntrc~c: tar spends on produc+;:l.on tiae fewor dollars 
he should rA,::&n~al; profit I Our~xtcrpretxtion has ticerr in the very 
opposite direction <to %,h,&, cost-plus++percen$ag~-of-co&, ., 

'>, : , 
Ho< about percentag.e of sales? .,If you say to n, contrcz'&or 113: ax. go.ing 

,to pay you a,.profi.t ,b;?sti d upon pcqxntngc of st?le~,~t v?hnt have you dong 
then!? You.hnve.encourngod hill $o'cb?xge you the highest prices he can 
chnrge, because $h,e more. he chnrgcs to the Government the-more dollars ho 
is going to keep on the bssis of the poro&-&ngf: of his sales, and there- 
fore ahon you do make a profit on the basis of tho p@rdetitngo of sslos 
the result is to force up and up: and up t.he number of dollars the contra+ 
tar will charge- for what: htz produ,cos; 

.,_ 

"about thie prtix contra&or. 
And rc:rr.cnzbc~r I =am talking not only 

Th,e ,co&goes all the mz.y down the line. 
The cost'to'.tb~.ssa'ocontr~ctor..bi:c~~es cost to the next fdlon, (and all 
thzi time that thing .is ilore .nnd more ,znd more, :?nd when it cornits through 
sovcx3.l tiWs *of sybao~ntrxtors tp.the prime contractor you have forced 
ub the cost of ,the- dogtrqc,tor beesuse yau haven't had, the propor control ' 

. all the.way down:the @ne;.therefore a profit on the ?srccntago of s:~,los 
;ne,l,.ns ni? iinfLation of CO&, tLnd, c;uscs higher pric,es 311 the wny up the 

line of tha..subcontractors.. : : iI 
,  :  

. . ,  '. 
What other &&ns are there for detzrmining wh& p pr&it should be? 

Should we +x?y thet a'contractor should have "t pcrcant.:lga on his net worth? 
If you dq th%t you discoprLzge product&n, If, I hare onrned a: mi.ll.ion dol- 
lars on qetawo+h what ,is thu USC o'f my tqking z.ny %rthcr,risks? There 
axe tremendous oper~t$ons where the pcrccntnge of.net worth in no sense 
reflects -the, contributi~q- the- contractor hns ;nz,d+. 
illustrations: 

I wiJ.1 give you some 

-;:q :;::73 f ,::;, :.I: Lzi i(; .,’ ; i 
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( J know of one kind of industry where a dollar of invostmcnt' in the 
course of a year might turn out-something like a net of 1.26 dollars in ' 

.sales, .' The net worth.wi.11 be turned over in sales 126~plus times. I 
‘know of other iyldustries like some of the elements of the chemic,al indus- 
try or 'the plate-glass indu&ry where it takes a dollar of investment 
extremely well handled during the course of the year to turn out 80 cants 
in s.ales in the course of the gear. How csn you Come to a basis of per- 
centage of sales in relztion to net worth? If you give that first fellow 
one percent on his sales he gets unduly rich, If you give the second 
fellow 10 percent on his sales you breAk him. In other words, you must 
have your .basis of profit related to the various things that the contrac- 
tor has had to risk; that is, to the contributions that he makes; what 
he has had to risk; and one of the things he has had to risk, only one 
of the things, is his net worth, Reputation can be risked. 

There are types of risk that are not normal to a production line--the 
creation of a competitor, for instance. We have seen in many cases dur- 
ing the war where one concern over a period of twenty, thirty, or forty 
years developed certain kinds of profit ontthe output of that particular 
plant; the contrnctor as one qf a dozen competitors has given to those 
competitors the know-how, andwhen the war is over that first contractor 

'may go out of business because of that contribution to the war. He has 
created renl conpetition from the standpoint of the manufacturer; the,' 
competitor probably in many instances manufacturing that product in new 
plaats and with right up-t&-the-minute machinery wIiich can turn out the 
product a whoie'lot cheaper than could the first contractor,, When the 
war is over the first contractor,gocs‘ out of business bo,causc of his c'on- 
tribution to the war. That is a contribution that we'have to look'to in 
connectionwith what.comprises the profit that a contr,actor has a right 
to charge ;tid to retain,. e ,,;. :, 

., (. 
ki the.beginning 'of the war the prablem'of cxces.sive .profits was 

uppermost in the‘minds o'f those nt.the head of the departments, princi- 
pally the War and Navy .De$artments,, One day Mr. Forr 
Under Secretary of the.&avy, 

estal,:%he then 
cand Mr. PatterSOh, the then Under Secretary 

of War, woke up to the 'fact that thdre had beeti presente@,in CongreSs 
what w.as,known as the'Case Amendment, 
limit of six perccnt,pn 

This ‘vnendment provided's top 
s&es for nnything that went.into war pr5duction, 

and.that smendment had passed the I4ouse with only eight dissenting votes, 
Thex went pretty quickly up to the Hill, got a hold of Mr., Ccse, and tvld 
him V!e canlt conceive of'anythin,g that will be more destructive to pro- 
curement in tine war thc%q the passage of such ?A act as this.11 
pointed out that in so&e inst,ances it would 

They 
,zbsolu$ely provat'a c&xern 

from producing and in othcr.instances-it would make the ~concem rich 
beyond,any .ju&ification. Mr. Case said 'Q.K, What do you suggcst?l~ ' 
Prior to th& time in the War and Na~'Departments! they had attsmpted t,cG 
reduce sorrie x'? thk profits by vpluntary agreement wi$h certa&:n contrac- 
tors that where thk profits had gone up SO high they vnluntarily,give y3u, 

, 
.. . . 

L 
, 



back a hupdtied,million dollars'; It looked like something pretty serious, 
so ove&ight the first reneglAi:ltion et&u& tilts 'drafted4 It;,wns-feZt 

'that it ~a.3 i.nSdquate, but'$t ~~2's a pz7ettp good statute to be prepared 
overnight with:&& very brief ,experionce the. departments had, hcd in VGl-- 
untary agreements', It was felt that "If you make that much money there , 
is going to be a public outcry',' What do you .thi.nk ?-.:I: ought to do?" , 
'Co~l~rzes'was much impressed with the point of vi,.,-;\: tha% F:)U shouldntt 
?u&, ;,-I 're back dollars from .+ose who were wil 1. I.',;;. to Y.c .right ; that you 
0Ugh-L L LI) !:s~!:r >n.;!: ~:~,llays .;'-*.Irn ~11. ,of .&host ,I I,. ',I.::-: r-,rong whr:n it cane - .- 
go t./y.: p.&; yy; c,l' /I ; pyc !_ 1.1 .,.. ' WI!.. ,: r,:re getting :".I :. ..f !:".:; '..,',lilg, 

vPl,-n 9&,;jT y~,~;~i:l‘i -y;iy,, ,A -1.. ~.I-T;. act there VU ;, Ii -!i. _ -:.f cla;3osition to it. 
There wr::.s z, grW3.i; uc 1-i. Of o,F!*j :sitj.on .to rcrl;,:, c ';~.,:.ic.,ti it,;; '$0, a,bout ~1 year 
and ‘, k-1 -2-f a,go l The Erst sintute. didntt set ! ,jr%fi .:A~~ f,f the 'f7.CtOPS 
thz-L 5.:; )uld be considered by ;;.hosa who were going to c??z'ai'ster the law, 
Ifl~%t.y. i y&d it the f$.yst tirnu 1. must say frni-:.iv~ it fr:;;,.:!fcned inc. I-Iej?e 
wi3.s .y r;!,, L"' i,ute t,.k&, s1 ,c';:.:t< '$.1 'L much guid;tnw :;.;-x vi:.,; L, 1 ra~s~ that placed 
jJ1 %lle !,:(~lJJ;j "j '3::' CIt:;., '1, -: :"i,!.py::: \;'a.3 rospc>nqjm+, 'L:*, y.';v' ", ,. . 

. i frjithout 
guid,q:lc+i, :,.' SC, .~.':",Y-~ ,.::::t,:. .f,::!>.:.l; $&:L;:J;;: ,) 

, ,.b' ('0: !::-i::;.yl.r~~.-.,; p 

IL;-t .c&ore w&d als2 'li,i;tl~ ,jenl;cnce in t;hi; 2 ,‘,;q L,:l,.! i. -'i":; highly criti- 
cizetl , .l.nd yet .I thl::k i.i. w:-!s the best scnttincti 1~7. .,h. !t::, Lz wt. It is 
tics : "fkcessive prc! L'tS .WC those ,pmfi"cs vkL!.c& -."c .'ci;. :r*nzined to be 
OXCcJ '; s j.v,: 3 1' :?'..,:"& :I '.]r3 

, 
1% r..YCE?SSIVO prof:;$s ?:x r~.:.';~,:'~s:!..~ro profits, but 

,it d.;lc:b;, ! t y--j- ‘:,,i::-f; I " $;i:3:,i_l:e p:y:jfi,ts alq ~'?os= p:,!f:~.% j vjhjc.h are 
c-&,cp~~~~~~,,~~, l-Jc, '5;;: 'e,~r;~s:j iv<.> i Ii ;I i; F..fj,ll;i~, iTj.alG Zkfdy h?,d ?,t L'!:s l?ead of re- 
nego~;i.-.',,l:-l;1~ .me:n iii<;: j$;,:-i .: Cr;&y, 5:Iy, 1,123 Cha.i.rm::~rr o-? '~.ha Board, and 
Gt:hcLq m<>:i ill f~!lc ,(~~g~ 'l,::).'. ;?',?'~'y Wife..? '!Yle highcSt qU?h <iC:.kJiCi!lS frcJ.rrI 
bus<ntisr; ::nd f:r:?:[~. th: :c)l.';! .:'c: c s ',. #%. i-$3 ; There never' hz,s S::,Y! ~r;rY criticism 

,of ;he lT.er, engepd jJ1 :.'er16#0' ,,:.;Lion in zay henring tiyl'-t h:m ever been 
hi-Id Un the Hill, and a&have had eight of thea, Cn 'Ai< q>ntrary, thero 
hes been' coyendation, .and I ~1:. frank to say thy * s lay ncvtir would have 
worked if it.'hhdnft-been for the .kind of meri who :WX rca.l.l.y- doing the 
* > 

J C 2 n I <;r;, 11ot h ,ryin’z, t 0 t&o :m$ :~ccl:&n fo:r ~f.,hoi;e ok’ ‘1s m*i..ght here, MY 
comtn~?niL?~L,-~W3fi err; 3k~i.~i.;llq,%?-or. ~~4 r::st.1j: 5 3 thus c men ' &!K ~.~TY. rFght; out in 
the ki ki d, ,z,[ld' TJ,jli,+, , 
TJq- I:;; 

a;~? :II .y:pY;y-q; yi:j.+,rl th<.; 0 o,.li;ry,c~t, ~17:~ ,:)'jt jn 'i;tlcz fj-cld, 
tfle ar;i;s 3v'l?..r, :;i‘d :'::.,.',-'j.y doing the :OQ iri_ ~~nLi~i)ti;:T,li3n, 

. 
* Xdl~, the va.riou.s dc\?~~;.+:,r&?1ts 'were 'fa~d m,ikka this i'j.~.~t: set , There 

WE3 no ~LV($I'-Clll b::,:ti*:?, I :~ecKl.l the j2h.C: in l.y:1.2 7:h05 ‘CCCi- one of the 
~ depdi:,~.<:;li$'$ :V -1i1.1~1 'd-me 'V:J ;L &fic].u sic>n a:: toi &l t+, 

' some$'3i-na 'ri.t YVoUld t, al& th.i'5$ 
V:c.:TC? ehc:e:jsivo profits 

or ~foQr months t.2 -g& n c*;:lirn.ct Signed by 
the' Gov~:.rn!~nt, ,and scm&&~~e~,s departmtints t.ha.F. kind: I?O &ctJzrest in the par- 
6iculNr c'r:ntr;;::dto$i s pr&uctio,n hhd' to ngrre tr,' ?;he' ~:rnaunt of 'excessive. 
p&Pits to.be $L$minatcd, i"?e h&d ri &.n wha did r,o,Lhin,: else cxcopt to go 

_' f&m pnc dupr-:rtmept t0 aaothar cxplaininge$ch C:~SC :2-d trying to got <tin 
'. "agrecme3.t lbith the heads 'of the dcpnrtmcnt s cn, those .v&.oUs rcncgotic- 

tions' and refund agreements, .It wns'a terrible job. Ye final.ly eliminnfed 

5 
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a whole,lot of that'by &hat was known*as the, Joint Frice‘Adjustment Board. 
" That 'vjas a board created-by agreement.' of the' various departments, It was 

a,group that proceeded purely on,this agreement and it did a pretty good 
job, but there 'were, certain elements, and some substantial elements', both 
in and out of Congress, thatfelt there ought to be tpo things at least: 

: one', a crystallisation of at least the 'factors which were to be consider- 
ed,in connection with renegotiation; and second, an over-all board to 

,have absolute authority with reference to renegotiation, so that at least 
there would be that direction to be given to each of the departments. 

So the Renegotiation Act of 1943 was passed.' .Thore was a great deal 

-: I' of trouble in connection with that act. I think some of the elements in 
industry were very short-sighted in their thoughts about it, and if it 

;, 
hadn't been for the Christmas recess of the Senate in 1943 I don't be- 
lieve we would have anything like,a Renegotiation Act. It was completely 
emasculated by the report of the majority of the Senate Finance Committee, 
but during that'recoss the minority report got more publicity, The news- 

'papers and editorial writers crame to the rescue of renegotiationand 
pointed out what would happen if there Was a virtual destruction of the 
opportunity to eliminate excessive profits; by the time Congress came 

! back,to Washington something very unusual in Congressional history oc- 
curred. Tie chairman of the committee who had himself presented the 

'majority report on the fl,oor of the Senate moved that th.i_t report be not 
adopted, so renegotiation was saved. Lots of opposition was met ilJith 
when it came to the extension of the“act; however, .., 
ent feeling about it, 

we had a very differ- 

I wLar&t to give you the previous background because I think it is 
imiortant for you to know the evolution of the thinking, the governmental 
and'congressional thinking, the departmental thinking, Land then the think- 
ing of the industrialists about this job. The extension of the act after 
reintroducing it was approved unz5.mously from 30 ,June 19L+5 to the end 
of 1945 by the Senate Fina.nce Committee; it was approved unanimously by 

'the House Ways and Means Committee. It was approved by voice vote for 
a single adjustment on the floor of the Senate. In the douse, however, 
'it had a very close call--the vote was 301 in favor of and one lone vote 
ngains t . That is how it pas&? in the House,' There was one -vote in all 
of Congressstill opposed to the Renegotiation Act as amended. 

, 

How about inside of the Government? I recall in the War Department 
: in 1942 six.of our top procurement generals were voicing opposition to 

renegotiation, and one of them went to the extreme about it, Hc said it 
was destroying the opportunity for contractor procurement; taking aWay 

,the 'opportunity of the contracting officers of getting contractors to got 
,-into work for the Government, work that was critically needed. I have 
within the pnsteighB months heard from the lips of each and every one of 
those'generals the expression that they were a hundred percent in favor 
of renegot'iation; and from the lips of Me one who was the most extreme 
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on"the public platform I heard the pronounc'c?ment that in his opinion 
.’ @$hing, could have been conceiv 

a3d'to war procurement than ren 
. >' I 

cd 02 which would have been of greater 
egotiation. * 

Nbw'let me give you again the chrange in opinion af.another~group, , ' 
,and'that is the men in industry. The first public talk I evermade, on 

;renegotiationwas before the Advisory- Committee to the United States ' 
Depart&nt of Commerce, a group of men drawn from all phases of industry 
in America, and I know that in that group --rend that was in the latter 
part of 19&2--conservatively over 80'porcent were opposed to ronegotia- 
tion. $Sach year that group has 'had a meeting about renegotintion, A 
yeaii%i.$$,,a,, +if ,,,ago we' found that thoy were no longer in ~qqmsiti~n to v 

*.renegotqati,onj' and &'~:t3~.last meeting, which was som9&,ng like five 
: glOrli$i$ ! $gO ;' each and overy:ono,pf the men who .had expresse$ oplsosition 
" &o :'-(&jego&txf,'-ion :i-Jfim+$ha ;karl-&r 

.i~,.fijn~ti't b'een for renegotZ&io~ 
day got up, $'hi.$j' feet &yj s&z that if 
--first, .th$ro:'w&&d not have been any 

/ .~$i~~c~SsftiY procurement for'war and second, th&t'h$ would fear for:the 
;,: : cqit.inti'ancG: of? free enterprise. in Ame.rics, : -I;:':? ,~~~in~;:'~e~tlemen, .-that 

J tjHat,&~ u@nimoiiSly sbidby the men of that' gr$p:to sh$w :th&cha.nge of 
'opinions. *. :, 

1 ., .,."' y <. . . 
; :- .. .,, 1. " * \,, '7. ,_. ;':; 

_. 
Vyith'&gard to proouromont I know wh:&t Z;he,jgcn%&&icn h'ave 'said, and 

'5 might sum&ariae it by tellin, 17 what one of thoso"r&kl 'but c)j the ranks 
of 'industry said t0 me, Mr, Polly, the President',of the @ntLnontal 
Csnning dotipcany. He said Maurice, you will :&&r'kn$ what'~rtihegotiation 
has,maant,l~ speaking of pro\curement'ond ,pr:.~clizcti$~~ '?+,.said "I can speak 

'for m$ 26'plant.s. I. &&a.:spcak,for each and'@yory;man v&o. is horc at this 
meeting arid for'industry atlsrgo,'J 
itant about,giving the price, 

Ho said ~~Initiall;r wo were vcsry hes- 
T;\ledidnlt wLant to .h&e advances; V\io were 

repre&nting our stockholders and we ,wantod to get enough money.for them 
'but -5 didn't inr<e.nt tc:bo'profitcors, ss we meticulqusly worked out what 
a proper cost'tiould. beand r&t a propcr price,would',be. 'On the other 
hand, t-he 'contracting:officer didn~t~wnnt to'bc prtifitocr either.: -Me 
'didnIt wcant to n&e big profits which would"lxttcr.bo subjectto -severe 

"criticism'when perhaps the amount of, profit qould get mount@n high, sp 
'he%t,einptcd to work at co.st.+'I ,He said "Ysu.will' novor be -able-to COP 
putif“all %hoti& weeks.a,& nmn$hs th& ,~erc~sdired'.w~~n-the Renegotiation 
-Act::~~~',pass~~,t~:. He said !tFrod that t$me~‘fotiJ3r~;~oh yes, we tried to 
g&-together"-and :do some ,~cnson~~lre;;:thinkilng 'abetit what the cost might 
b,e. ._ We knew we could get together, ,,,$'hs,d counsel'.~and we were not 
ifraid any more, We knew WC ware.looking at it!in'the over-all, WC knew,\ 

"'.we wetie not going to be profitears,$' $26 dondrAcki~-~g bfficer wnsnlt 
, 

'dependent upon them& 
within-reason. ' 

We'still tried to ljvork out'something that was 
The Govesi?ent ,tssl,q! us -tbsj+ q&t+.'bemething and we 

started our production lines moving,'l. He sa.id~l~That brings you pretty 
close 'to 'al1 onthe ~r~t..bine~~~c~us.c,~teral.ly months of time wore 
'sa&d iti 'ltiany ,flields:.bo:caus'e.,of ,&he ‘&ict;.that,, W& could get together with- 
out the' fear that was haunting us b'oford,i".' H& kriew they cpuldntt got to 

7 
‘6 
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any guide to cost or price. I.had to- liston to him when I attended c?. 
. St:ate 'convention of.,st&l contractors &New 'York about two and a half 

': ,. years ago * :' The? had their uy+ole crowd there 2nd they were very proud 
because at that contiention they were presenting it cost analysis in Con- 
nection with the items that $hey'hati been, producing fbr upwards of fifty 

. . . . ye2rs . They tgld us then ~tha$~they.h&.l'a comxittee working at things . ‘ that 'we ~&&r heard abxt.,and on soimetliing that the Secretary of War had 
,..I .' 2 . ne.vur. c:l r.i.2,li.c yd of--the cost of angle irons'zna the vnrious things thzt had 

..i: 1, been ~p~ducijC!'o~er there --ancl'th;2t the, committee w.xld work out something 
/; . . . . tht3,i iVA.:~.c? +hbii 2prjl?OXhS,te OOSt. .Thby t&d rni there was going to bc a 

,::: statnmn~f : of the, cost in less than six'.1moriths. The contracting officer 
.under .- * ~-,~lo.~e~:circwnsttzy?ces~would~ work out what the, proper cast was going 

.', to be, ii?3 the m& had' bee,n,looking to 'tlie specifications ,on which the 
contrxixr was going forward with his' pro&&ion. If you chnlt leak for- 
,war12 ' xlth sufficient vision to knSw whzt the proper profits should be, 
then r;hc2~ is the way t:, t.-&q ..carei .of; th&? YOU must hsvc seleci;cd men 
who unclcrstaxd finance,‘ busin&s, prod.uctii':n En&s, ,?nd who nY% well 

: versed in accounting nnd in the'lex'Lo ,get around a table and'do just 
exactly.as men do out in bu'singss'life. For instance, ,Vice .Presidont. 

,1 John Smith,is sent by his Bxrd o'f Directxs to n differen& cii;y and they 
tell him "There is a plant over there that is, fey sale. .Find otit what 
we can pay for it; what is the ri.~<ht price fsr us to pay,!' The Vice 

I President goes into th3.t city a& fin?& cjut there is 2. very fine plant 
there and is assuming th?,t,tho. deprecZz,tion h::s bocn ra~rma.1. Ge finds 
out th?.t this particular city,.is finely locntcti Yrom the st~~d$oin-t c:,f 
supplies,. and that i-t is str:~~sgicalily' locz.tecI a Srom tlic: standpoint of 
sales. Go finds that the pUbl5c :rtilatiotis:have 'been splznditl, that the 
lab&relations hnvc been cutst,andi~<g, 'that there :xc: four railroads in 
the city, and a siding :?.ioqs.idc bf .th&‘plaxit. He comas back and soys 
"1 think we can pay two 2nd a,ha.lif ,m92Lion dollcrs P8-x thc.t plant. I 
hake looked at all'the vc?riqus thifigs but I have enurr,cratcd~only a few 
of the things you.would prob~~ly~.look.nt," His c?ircct:~rs say ?bv~ did 
you come to -that conelusic3n? Jjow dic-l~~y~xi work it aut7 How much did you 
allow for the site? HW much:,.di.,4 you ~a1lo~'fcr. thi: siding? How rhany 
dollars did you &low bc&,r?&e*:i;f the good:labc?r mlntions?- How mnny dol- 
lT~rs did you s$loa bccaus,o of bhc: fti&th?t $hc public are all in favcr 
of you down &&e La.nd like. you 7'1 :Hc. &%.xl:!nQ5 give. x guess nns&P %o 
those questioiis snd vi.e can't cit&r, .geYItl&Yeri, ?le' krx;w vzriouti fa@ors 

I in,,yeneg~~tiatioq-but we' c;?n't giye you. ah xns&r as to how manj;.d.oXLtjis 
_a -for this;th?+ crLI, and the other thing; but x&&n we sce.wh?t tho co&&ctor 

'hns donti and wEion we relate everyth& th%t.& has“&ne ta the business 
.+* I the,?+ is a real &?Latisnship.the.re, POrg~tti~~; ccm~%otely all about per- 
i cent ages . Tha% f6 .f3ng I think -in po&xttic' ant! Cx-ti;sc,psocuremsn$. 

'F,qrgettin& abouti percontqcs WC try tie firi~,6ut,ha r&ay,dollars mill 
fully, repay the contr:>.cttiF for:%jhat he has~,dorie. ,, . 

: , .; 
', _- I. A little fellow out' in Califotiia who ti:xs~em~l:~yed by the Telophonc 

..: ,' company for tw&lvc cr fiftoen‘yc&a hai",.&Xli.ttlc'pl~c~ in the back (>I" 
.,. :. . 
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his house where he devised the.means 'of creating ~tirystnls, and with less 
than JO,,000 dollars hem& a profit of a,boUt five. or six thousand dollars 
on it,,." ,Hi: jmcl .to because he had'a's,$,lary tif 7,500 dollars from the Tele- 
phone Company. Then came the w,sr, '&d cryst~als -as you may well remember 
in the early days of thc,war were B critical item. That fellow knew how 
to get thorn. out > He produced i.7 million doll&s worth of crystals in a 
year and he mar1i: something like'7$);GOO hellars profit/with a net worth 
of 5 2 l&!Z J .J,:!.iax5, :iw work that QU-~;;' If you are afraid we are going to 
give s,<r,an 6;‘; ,c ;/:,,P 11; p-l-cent on net worth that, fellow worked a year and made 

I a, ,m<a&l- .i 1. *' L.'~d r.o~trib~tion, and'he told a lot of those other crystcl 
m::,];pr.-, * -7.p; +,I ': c) .that, nnd t&t is one of the reasons we won the war. j 
Anti ; l.3.. ".tY .;oi.~; to give him 10 percent on his net worth--500 dollars-- 

fO3T Y,?h,‘+ kQ.5 ;iJbd. You should give him a hundred percent on his net worth., 
A h:?' d 1.' .; ;-,,c:?c;en?, on his net worth? Oh no, You arc not going to con- 
fjnc ~7: ~.r~~i.~ t? any percentage on anything. ,What are you goipg to do? 
Arc ;b.~. &q; to be bound by that concept that anybody ought to be able * 
t 3 iLc?.'c:o s3.x percent on sales? You-give that fellow six percent on his 
sales .zri.tl he has so much money he doesn't know wh?,t to do. Here is some- 
thing 1;h.A has a new meaning at night at such n time, this rock crystal. 
Who w~ould attempt to evaluate that in any >,ercentai.;e of anything? What 
would that fellow's contribution to the war be worth'? .VJe find every day 
creative contribution. Let's say, for instance, Kr. X has a plant. It : 
is antiquated: It is not well adapt&. t-? the 'manufacture ef .a particular 
type of,thing that is urgently and vitally ncoi:o:! for the war. He dots- 

ntt want to take a ccntrect he knows ho canlt (13 well, 'an:1 the, contracting 
officer examines it and ssys 'fO.KIfl Iit the s~$~i; time the Government fi- 
ll%-iC~S another plant foli" Mr, Y'across the street and it makes plans for 
the building for all-out PrAuctiL;n lines. IQ. X is a patriotic citizen. 
He t+ls tha Government .md 5011s Mr, Y tlYou better avoid. this or this 
or there will bc seriou:j dcl:octs in y::ur production line." It happens 
that Mr. Y c:?';i~s throu;;ri :n&. hx?s n. wonderful proiuction line, making the 
same t!xh;: th;"t Mr, X is m?r,i:facturing. Is not Y's cost not going to be 
Way 1n:ler XT s C-St? X ~!:!ii.>t be doin ;; a much finer producti,)n job in the 
plank thm Y !e doing wi':;l-k fhls new plant, so the cost per unit is not c 
goin,: to corl';rnl my juc:!~;';~~;~. I, in connec~tin with profit, ‘and in additicrn, 
therz is n.:. history of creat,ivu genius behind &lr. Y, so you can't give 
hir; 6clL~.rs on the s‘amo bz.sf.s that you c(an ,~$vo dollars to Nr, X. I am 
just t:::ro.ling these things out at random tcl sh:3~ the complications in 
connec5ion with cost in appraising profit, I c.luld give yhu a thousand 
inst,.tr!:es, but I am showing you very.bric$ly why we hn,ve come to the con- I 
ci.usl~-n that we have no fsrmul~ .to: i(? by, why it is a matter of judgment, ,, 
and Tijihy it is a matter o,f j:udgmont, that cnn still bc exercised bcf:ose nn5. 
after. We have tried it.,o&... "I 'satfor 'sdmething llikc two years c;n a 
committee we called the Formuln Committee.‘ ,Wc had an the committee men 
with various backgrounds, I' re.c&ll'ti& of-them was Mr. .Taylor,,the pros- 
ident of the Globe Aluminum C&&.ny,' I'- rzn' out~standing m,ari in industry, <and 
there were several poop1 e &~nnect& with the renegotiatic!n activity (a11 
bver the country. There ,~~ere~'s&eth.ing iike over 25'0 of thosesuggosted 
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formulas that were to give US the answer but we never found a single one 
that would give you the answer correctly across the 'board; we were n:& 
able to find ti formula that would even take care of the problems as to 
any segment bf ox country, of our TNO~k, You imay say, gentlcmcn; "If it 
is just a mat~tor of individual judgment; how is it that you can fearless- 
ly keep 5.4~ m.5.n:: the conclusion of the I,os 
"'New :fN2j$: i;.-'i,y .j.> -.,1-r!. p 

hgdes Air FCXCW ~~UCLP~; the 

ai c&f?. -,ytir,'; ,A~;+; , 
..!.nd the Chicago R;F.C, Ecoard?ll This is just ronlly 

..A know that in each of the departments there is n 
Pj-j.ly> __ ;” :>-‘. r,.‘7, c, k;..Pr; composed of several members. 
thcg '-'.,, ' I- .w+, f:.,.:.; responsibility, 

For each department 
Those 'men come together every week. 

Thc:?-c . ', ,-I.< :: -:tti': j...;.: .>f the fun&-~~ntals; there is a discussion of im- 
pc--i, : i y ) ','.,I:z=s IS i>n ,analysis of ~QuhaL has boon d3nc in the; vnrius 
idL? ;), r-' .,'I .I : riia.il1g ,:; irk? s there are discussions of the individual case~s , 

:,I yl,.‘: ,' I:; 1. 
I,. ,*-. 

L:\ I;::;ko, the time to tell you of the i&torn& op,x::ti,mnl 
se, L. _.. >.:e' is on?> ti&~ you can 'be assured of, cmd that is that the 
~corl!; .L ' x,-. I..'. I ..5 not on3 butsevsral opportunities to present his case. 
IjJe rL~-. I. ': ;:: j.cic-i; :mY hexin~s like tlicy would in ,a, court, 
in~fo;-~:,:.,l:-,~~;c,:i;~u*r.s : 

It is a very 

. >_. :.,, * .' 

* 'l;iwy::i* ,%(I tiler ;.iiPore I 'dqft lil;:-?. t,o i:‘F:; cyuragti the use of: ' 

&;ouizt 'of Z;hi: c 
3.n a' ren$gr,tiation 'henr- 

:;jIng~,ul, I 9 c-' l;!&:t we are rt-~~;ri:scilt.11-.1; t,&& _I %ontract,or just 
as mu.c-h ks -tie are reprczsi:,:: 1~:;. the Gt>~vt~ril~~t:$ ; 

< .: I_' : , 
"- ,; 

. .: L, ., /. .: .' :.. *. ,""' '. " .,. : .; 

.' Cofj.gra~.s didn ! t gi-h, c‘ j: ;yL,y ,>IJ.. ,=.:I -1 k -'I :;.,-, l,r:j il.'-'. 
U$ we: had t.0 'get, so n-;:-l;' ,.c '~:iw,,yc:- .I'.:, .i.F r,u.: 

r,.@&j~s &,:n\J, t;&+ 
:.: c;al: 'I__' ,':-:J"?.:), co+ ,t;- j' 

f&j-r- c.op;cl~j.si.on,, nnd 'n/e (-, I;)!- :,fi;t?!l t;i'~,ci'. +,tl." 5 f;;+ i I. ';ll,s- zxcrcise of that 
;judgpe& : \qc: ~i,.?a~<+ + 'Ly?. I:fL ,c.:,- . -*i,_. i ;Y .Y:, :- 2 '!C‘!'t,YSir,i #,.I* :.!.?i !s;:.>jy kit to <give 

i. 
/ 

. b&k ce:-i-&.rl <.:,liy-s, ;,, ::kL;+ ;;qyi-.:;~-i,g;~-,~-. -.i ~3, (-;-':- J:.? ii.11 :'j;!, r@qeg&-j&tiog, 

and v\ 11 ui:.. '.-J ; :.e !-.I 1, L? ~$4 i-L ?,Vcu' C;iJ?,, : t..-> . 'j6 2:;. .(I ;, '"~:':‘,-l~(~-‘~,, !:;:J- .s&lt; them in & 

s ome ;;-.yt,?&p('- -, ( 7-j. "?.I,;: i) i :I(- !ri:,;t-. Q2.1. =i,:r3 :;;ii? 2: c- .(!..er lins-Lam&s 'saying 
it wa,y ns:es:;.l*;r ,:!.q :‘. y. -f J:::.! ':_ .;-;:-esent ini, CIX;~~;:;;. 13 poffLt,s'~ I'arn frank 
to sqr t.&.t, 'sam. <.t‘ i,i-.; 1 :& .,r.:-:,,r+ cjf 'Lh '/,,::;ij 'J,, !,::,-r~ I)c:f::l rather &jr- 
tie',.': 3.c +!h?.?: ,./ T T, , ~, f.5 ; cm*;‘ .I; I I. I. &:>c.ryl~~ 7;;;‘ cj " ;tj,i I, :w, .' z i. r.P.L L9vcrnment to ., 

_ gy co,.' ?i.::- !.., f ! ';i, El.:>- -(;: 5, ~~,~111-> s-1. ,+ “ ,I, '-, 'T I::,, .I' Lx:. ys(, &:I:; :t take them. ' 
bC,&:,Jee. f.ri,?.i: 2' 13e!:', (>!j- r ,JC;,~:. ,;;e $w:c%~ ,'I..:?. it -c,I;Igr,$;.,rp ;‘.gpy..cy," We are .._ 

i. an : qrf. n'dj:.. xcyj~1~; g ,, e.gp.,;~ ,.<; .; .y&- 'wrd c; e c LET, (~c~IIch5~:3~,i. x5 to what Gil 
be .x& ..; ?~~g;er cbmpons;:!~i o:j, '&f, li\rhjt :wilj. be ? ,~2as.n3~1e~ compensation, 
or ;rdxt vmuld :have been nr::ived at,'if everything had bean known at the. 
tim; ~1%: contract :was placed, "Oh no, 'We tried to say to him that he 

..was ;.c:oiving the number of dollars that would,properly pay him for 
., svery+.Sing that he .had d&n&. as ,a contributihn to the war. That means' 
~vol.-~m~: af production,;‘ irt-iiiearis :risk bf'capit,al; it me,ans invention ,and 

.eng.incering~; itmeans cooperation with,the Government;.it m&s ejch and 
every one. of those .mLany .thPngz+ whihh would i,o- ti, make up the pcarticipa- 
,ti.:?n ,nf the contrdctj:r .in the in3ar eff:ort; "z - ._ _' . I :' : . . .,,. : : ,; ;; ; ., ': , ,' : , ( 

"; What are-the: results?‘ I amvery,ha$py to'say that the,Sec,r&aries 
:X&the Departments realize that tihiZL$;dollars ard'd$gr'c?at impbrt'tinco, 

‘. 10 
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that the collection of'dollars is the least of the accomplishments. of 
renegotiation.. " But let.me tell'you something about thedollars first. 

I I 
As of now refundsin renegotiation have been recovered just about on 

the,dot of 10 million dollars. A lot of that ,would have come back in 
taxes w We have made a.very careful surveyfand we estimate that '70 per- ' 
cent of'that would have.been captured in t3jCes. 'We don't know whether 

. . that is correct- but that is our best estimate,, That means a net of three 
.billion.dollars in the:.elirnination of 10 billion:dollars from the ac- 
counts in earnings, and those are the accounts that are looked at when a 

,, company or individual..is subject to criticism, In-addition to that every 
one of the contracting officers --sometimes other thanlaw$ers--has an 
edge on renegotiation, but.in most instances with the linfluence and in - 
some instances.with the cooperation and in other instances with action on 
the part'of the.renegotiation agencies therehas been an over-all of 
something like an additional.10 billion dollars in redtictions in prices 
on contr&cts after prices were already established in the contract. Those 
two elements do not tske.into consideration the effect on subsequent 
orders~fornew procurement., Nobody will ever be able to give'you the 
whole,case as to that. The prices in thousands of instances are the ef- 
fect of influence; that influence is brought about'by something I probably 
should have'emphasized.before, that is the em,phasis we put:-:on,the risk 

.inherent in close pricing. ,We told them l%~e are tissuming that'you have 
held your costs down aslow as you can, because we are going to leave 
YOU less if YOU charge more> It and when we found 'otit that he maintained 
a high peak of production by a tremendous margin of profit we cut him 
down substantially below what we would h2?e done if he had maintained 
what was a fhir margin'of profit. 
ever wei could. 

We have- attempted to apply that when- 
I freely confess that was an.instance where we didntt know 

,enough about pricing, The pricing is based upon the conditions that you 
find in different plants and in the procurement in the background of 
production, 

2 .: 
x 1,know one striking instrance where I was on the stand in an executive 

session .gf one-of the committees and one of the Congressmen w&s-very much 
'intereste&in,~a;:constituent, We had require&a very substnntial~refund 
for there-; was a competitor who ,had chsrgbd~substantially more than others ~ 
per unit;: Without calling names .the Congressman said %ow‘c,an you;jus- 
tify taktig ,away dollars from this contrz&or when.his price is stibst,an- 
tially under the price oi". a competitor per unit of prbdudtion?" I said 
"i%r. Cofigressman, I can't answer your question., You donrt give me enough 
facts upon which to base a reason, a conclusion. Let's assume,':&. Con- 
gressmnn, thst'you are.newto' a particular type of production. On the 
other hand Le’Crs assume I have b&n fipodubing a certain kind of unit for 
six oreight or ten'or twelve years. There may be a little differonce 
detail but that is su'os't,antially'wh&. I have'been produc&g through the 

in 

years, Let'cs assume that in 1943 I manufacture a hundred thous,and units; 
in 1944 I get a contract for another hundred thousand units. Noti let's 

fp; &; <“>, c’z-t f ;y: \ .t: 
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assume that y6u in's cbntnact~in~.Dcc,e,llber of 1943 have a hundred'ihou- 
2 

sand units to'be~psod'ucdd:.in 1944., ..~~:y.pr;i;d~~tiiGn:'lines ,iiver~.s%et up and 
ready. I~ha,d,thought&bout that ,j-frl tho:~$rior$os,+s; &ly foremen.know I 
what to .do,, My labor knows .whatto ~~..:'~~~~~~~g~rncnt,know~ -what to do.‘ 
I am all set to go'nnd:you arc thro~~~~into,:the' production picture. Do ' 
you think, sir,'that there is any fair ,con$arison between my price,and "' 
your, price for a 'hundred.thousand units? 
around 3,000 dollars,' 

Pqurdost en the.;item might be. ,' 

3,100 dollars, 
Your .c.o~t,~may be:2,90~? iIpl&ri~s- a .unit. It may bo 

YGt.l may lose money on it.' l&y &mt may .be- 2,500 0.r 2,,00.0 
dollars, But you,may be doing a better job getting 'ready to utilize the, 
labor facilities while I have,had several yz~rs in which to learn 
may be doing a much better job than I C%u;l doi$g.tl ThtrL z.s no b?. ;s ::: .' i - - . 

appraising cost compnrisons,there, 
with those price"comp~~risons, 

therefore we hzxe to be very'zareful : 
those cost cofiparisons. . ,If we kno:Vj if we 

have a rensonablo assurance that one.contraetor h3s priced lower th<an 
another WC are going to assume that their cost has bocn right; that the 
ono.who.priccs lower is going to,keep more dollars=pcr unit of his pro- 
duction. I That has had a trcmondous cffcct. In'tho contracts that h2ve 
been renegotiated we have seen thorn coma down,‘ down,'down through the 
changes'of, renegotiation., There. is I? r+rg@ 
cent difference in"tho pricing, and that is 

of something over five.,por- 
&dr cl, tY'e!n~,ndous'.,n~ntj~~ of " ‘1 

chLwes in connection with the itom thr,t is being produced, That is 
after the- absorption of many of those modific:j.tions in specifications and 
noti contributions ‘oh the park of the: contractor. 'VJe can see the ros'blt 'I 
of,if in. lowcr 'bricing from year to year. 

: . . 
;.In, summ:xtior;"T would just lika to s.?y that, those. are some -of the 

objectives and ,zc'~~j~nplishm~.nts. of rcncgotintion, Probably the grcntcst 
accomplishment 9f all w4s 
prdttiction of th; 

our help to the boys in the front line.and,the 
system of free enterprise, Frankly, I don't believe 

the,rc would hr?ve. b&n any chance of saving the system of free. cr&rQrise 
in,tieri.c,n when the war.was over if it hadn't been for the operation, of ' 
rene~g:~tiation. 'That is a grctty broad stc:tomcnt . 

*. .. 
'ht. me just read frciln p luttw tht tha Secretlrv cf Y&W. Sent to 

Senator iXcKcllar sometime ago in rosporgb ,to, an inquiry from the SenAtor 
', 

as. te what had been accomplishud in, renegot'iatil!n. The Scer&.ry '$f%?>r 
called'attontion~ to the days of reci$ory'nnd to tho n&savings, the 
even greater savings"than ho th:~ught.had bticn,occssionud in c:)nncctilsn 
with'sub'sequunt ordering, and than he said,: C a! 

. 
: ..f 

: I '.,a .,' :,'. ., 
kC& cc& of all of this on.& over-ail has 'boon spprox&~taly 

. ,.I..& third of'P$ -of the gross re.coveri&, _ . ',and &Jut l-l/y) of the net 
.recovcry, 'aftor deducting for t;~es, SC) it hns boon a profitable '., 
vtinture froth tho.stCandpoint. of the ~~58%; eff$ciency, and the do17 
lam recovered by the GDvtirnment.li " " .' _. . 
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I know' that ,that has been concurred:,in b,y Secretary Forrestal,, who 
.: wrote this: 1 

'. : ,,; ,', .., 

YktXthotigki the.'monetary;saving to the Government 'is impressive, 
it i.3 porhaps.'tho'ienst'.~~~ortant result.o~.tho'Renegotiation 

-‘Act. Through the Act &d its efficient administration the 
'procurement &d.production of war materiLL~has'becn enhanced, 
inflat,ionsry tendencies of the wartime period have been corn- 
batted, and'tho system,of free enterprise has ,been firotocted 

-'.agai.nst thv"%ctiusations. of e$cssive: and :uncor~'scionable profits /, 
~ out of war*" ' a 

,. i . 
I Th$nk you; 'gentlemen. .) 

: '_ 
GEi'JER&L ~f~Ii~Nil3rr' : Ne are ready for. a .few .c#eE;tions now if you have 

_a I I 'caqJ+* " I ) 
'(,. I' : ,. > 

STUD&.NT: -What her? the bookkeeping.mcthods -of 'the .companies under 
the .~col;it'Renc~o.1;istion 2ct? * : 

., I..' 
GENERLL HIRSCH: We h$w , I think, adopted a practical approach‘. 

I%3 havc,,in facj- +,. attempted to continue the accounting' methods that lzierc 
used by a~contratitor. We have ac&ptcd any system ,of deconnting that 
would ruzsonably 'give us a true picture of Tvdhnt the contractor~s sf~tiu- 

stion ~2s. \ In the figuras in the: cv<alu:;.tion.of vrhzt a contractor has 
donc the v&rious methods of accounting cnn givi? you very difforcnt 
results, Lot mc give you an iIlustrat@n. ,'I .. 1 

I 

I know; that some ,compani.us in one accounting m&hod thr0.w Just ,zbout 
everythfn~ 15th the exception of certain overhend items, administra,tivc 
items, into inventory in &&.r&ction with their production. There are a 
fets contractors who throtu cvorything'.into inventory. They ,divide .:ip 

. . every it&. of': expendithrc, &d 'to the extent it goes inti-,~tho *production 
't 

' of '& unit-:of $tsduction those things *?re cvalunt'??d into "that unit and so 
;dcclaFe'hiS ii.iventery aqcu.muIz,tion, Others g,o:to the other' e~ro:~e snd 
wo,,find ~'ins&.nces whcro'one of those numerous..crystaI .mnnufncturlzrs put 
:in:rm matoriai, in buIk,',and it ie not all' oxponsivc stuff, &id '-&en he 
C~LMC to"the Inventory Account evtin though he'hsd on hi;s shelves hundreds 
of thousbds df dollars of )thc invento.yy .arti&os he would ytcigh. then1 " 

..;llnd ho would @IA% them in his invcnt3ry on the b+asi s :.of thi; initi~~l. cost 
of the raw materials." Those are two extremes, .and &en we,.know what 
method is used then we- cfan properly evaluate what the contractor has 
done. The Navy has done that more o$Xep than htis the Army or the oth& 
departments. AithoQi &IL ,hcl;vu ~~orke:cl,'-consistchti3r with the various con- 
tractors .theg hzvc: never imposed thomse~vcs upon thc.eontractors. The 
Navy, the Army, ‘and the other dtip&tments have almost' slw~ys acccptcd 
the accounttig. of the,‘contractor. -. . ,' ;. 

\ 

il.3 
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: ' We'have.foit thnt'this job could not bodone if tie didnTt have the 
cooporation of industry, Let mt: road you just one paPagraph fr3m a 
letter that wa,q signed by each,, of .the ,mcrnbers of i&e War Contracts Price 
Bbard'to the JG+de Co'rnmitteoF 

..I,, 
',I3 is.'in tionnc~tion with accounting and 

, has a b~&,-+y,;:,$ y,>ur k*r--+: --*.. 
: 

‘~yl”Y ULJII i ,.! : : . . : ‘. 
i.. ,.-‘ :_ . . ; 

~~'I'he pro&d&es &pted, in‘.r~ne~o"crati;jn' WC: "'$“ ,"- find very ade- 
qu ate .I,, "'$I$( '&nitt6dl$ ,a,re' founded‘on the' a'ssumption that by 

_' and: large' the business. men of Ameri&,a are'hbnest; Th.cy don't 
' cOnte~~l~ti"c"-~~' inquisitorial' stnff,'i' , '.' ' ) ' 

I think that will explain to you the approach 'we have taken; and I must 
say that we have found very few instance%'&hcrej' even 'when chocks have 
.been @de bas,ed upon sor~~e~suggcsti~~n that there,m.$y have been fraudulent 

.'&ts on'the'part.oP thc'cont'ractor in connotition- with his accounts, it 
has been indicated that the contractor has attempted to dcfrzud the 

'. 
~ov.ernme~t. $,believo there is no group, that, has ,had ,a better opportu- 

". A' nity to See iuhr?t industry has done and ':to ev,5?Luati:. the contributi~.;n and 
cooperation of industry. They hnve boon cociporatitrr:; they hsvc boon 

* 
fair, an-d .they have dono an outstanding job, 

._ ', .::-: , 

.'. STUD@ : .'. R%&i yw please "th&e members of in- 

,:, d+try ,wh.o h&e. opposed. ,thc 
&borate q0nccml5n~& 

" _.. _' '. admiriistr::tion ,r;f. the- act? / 
,' ," :' 

: 
: .‘GtikRAL EliRSCI& Yes. There is'one'outs'l;~~d&g opgsonent, of rencgo- 

tzEti.ori. 'He'- l-i@ fought u s ,211 the 'l'j:.lv through :lrld he is still fighting 
US. It is Br, Rockwell'; Ho'says th:?t' r&ncgo-tiztion has -dcst;r:$<d in- 
dustry., As a mnttor of fact, if you .will road his tcstimny you will 
SC? :lthdt' almbst w&r~ k&her ;vord 'is to the offc2c.t that incentive is 

1 dest~royoc3;. it:is, just ~going'to'kecp us ,fr&i hav+g +&nti+ve; wc 2332 not 

,' 
g@.ng to' 1~2vo"a.ny incentive. I, kgvc no rcgsrd, for,the fplkL?w who comas 
iri "ds the 'did b&ire one 'of the 'Commijc‘tees. E;ir; XOrris'tiljsnrt in favor 
of: re$e&&i,atiqn,,, l+ s&d "1 remombor :$h.~‘ t,i& ,~&en;I was in the South 
$&cific' wher$,the: boys ‘didn't 'h+ve gopd~$+-&?',~ ?.nind i&i-knew they didnlt 

, l-iwk'$'ci$e~ ;as' g&d as'the Jap-Z&s; -they yj;iinjy&j .t$ gei tbc' $eason. II 
IIe"'turned%o'this witness r?nd s&d HDo vou'mo~~n t6 >&a:, th;t YOU .wouldnct 
do ’ &v&$+&q “that you ,cob’jd &:, ,.g$i 
‘the& ?I!‘ ’ The’ fellmm. said ffT&ll 

t$-&&u~&it:,n ‘bui to- tliose ,$oy& over 
~ ,i;t aould tal&. a%s.y'my incentive if I was 

gofn&,to'bd limited. on m$ ppicc?.l~ ':Th:?A is the kind of fel.lobi that main- 
tsins,he'is a hero, but thank Cod there havenltbcon very many of them 

'.jlc$re jn 'he+ica, 
.. ,,; That, is ,'onc kind of ‘oljpositi:n ti: 'rcnegotietion. . ; 

\ Therti ha;s boon +&othcr'kind.' There was s who& TDt &p,id pdbput rcne- 
. : / 

:I: goti:ztion; that it shou@ be &uffi.Cicnt if.wo ;vzrc tri h;l.vc! a high trx; 
Wiat~ tzxcs 'wo+ something for alk: ~5nd~tic'knarr; how it,,is. going. to apply 
to eva+&&Qfi' tlier&'c~r&,' 'I&, Gs'h a e ~~"very high t.ax,'. even ,'z hundred v" 
pcrccnt tax if you pleaso. I think~t%i~t finally Con&&s 'spw our point 
of view about it, which wzs not the point of ,view of mLany here because 



. 
.’ 

,r$~t& i&fficj.ency; They saw the -vicidusness of that point of view, 
:,th& '&a+natter of fact the,higher the, taxes, assuming there,is any-, 

thing.over, the more'tho incentive to high. prices, and we will drop it. 
I@',I 'k&q five cent's otit of every doll~ar and if ,I make two dollars and 
k,cep iO ‘cents,the more dollars I would make the.more.1 would keep, There 
i$ no pressure there to hold down the price, and,when once these prices 
get i&o the stresm of your economy you can see.what it does to the in- 
flation&y,'tendency:‘of ,the period; that, is 3omethingthat you are always 
faced with. 'There"were cases in 1943'showing what the profits ore 

..after taxes &nd.aith renegotiation, and some of those cases were so 
.'ptterly' scandalous that there ,v!asnft much more said'.abdut tsxas alone 

.': being able to take-away excessive profits.in wartime. ,It is'outrageous 
th,o- profits th‘at"c& ,accuEulate. -. : ,: .: , 

I., : 
. ." '. : Let's see ?$hat'hap&ns v@en' you say t~LcWs make a one percent t~.'~ 

:'.&et's put it W&way. Of course then *you rcaliy do t3ke away all in- L 
qentive,to add to productibn. There you have a complete elimination of 
just the additional spur to go <ahead. %Je have Socn the .resul.ts of those 
things in England. England didn't take tho time fdr,our approach and it 
is obvious in the production of the plants of industry in,England bc- 
cause they 'hid a'vory high tax and an elimination of profit based on 
giving something back at some ‘time in the 'futur~j wh$ch shbwed diro'ctly 

\ 

in the pro&'&i&-i $ate of industry in,'Englz,nd; Pbu must ,have the bac,k- 
ground nnd knon that those things can be cPPcctibe;- Wu'o wili have to 
struggle plenty of times to maintain incentive, 2nd so many times there 
is going to be the hue and cry that' indust~ryl hcs participated in exces- 
sive profits due to the: fact that ovdryono knows. thzt lifi: itself is at 
stake, The taxes I think have: established that conclusively, and that 
was' one of thd attacks on ~onugotiation, :^ 

'. ,,. ./ 
.' 

./ '. '.' ‘&.o~hor WCS the suggestion that wo ought to work out some .rclntion- 
shop 'of net :&or 'taxes in relation to .snles$ thit we ought to ivorlr out - 

: 
'what :ti &ntra&or ought to.,havo )or industry at largo'ought to have. Let.. 
us fix something. Let us give thorn four or five or'si?; or Pight-psrcont 

/ of sales but after taxes. Some: of the results 
terrible. 

of that are litorally 
Let's assume tharc is a contractor who mad< over 10 million , 

dollars in sales out of the ?~ar, 
he could ever hs.ve made was 

In the best period of peace all that 
a million dollars in snlcs and he was vary 

' dell satisfied to make that then, The old tax r&u w.%snrt so much. Ho _ 
came out vdith a fine return 

~ 100,000 dollars. 
--a million doll;lrs in sales, so ho had his 

Comes the war and inst,Gad of running his plant eight 
hours a day or six hours a day that same plant runs 2L hours a day, like 
all similar textile plants. It 'ruiis cons-tantly. Now h; has 10 million 
dollars in SPJ.~S but hi: hasnIt put ‘anything into the investment. I will 
,take that back. A lot of them do put something into the inyastment. 
They h%ve repairs cand maintenance. One month it ,ivould bo repair. Next 
month a ~a.11 over here or a roof, a nt:w fnctory, ne.v~ spindles---evorvthing 
else. He has 10 million dollars on sales 

" 
--six portent on sales after 
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taxes. HOW many dollars is he going to have? He has 600,000 dollars 
after taxes * He has that 600,000 dollars after tri.xes, and of course the 
big part of that is going to b e the 80 portent over-:LL rate, which 

. means that you arc go.ing to have to multiply that 600,000 dollars by 
five, which is three million dollars. Ten mil.iion dollars in sales 
before tnxcs is :three million dollars profit, and do you think thnt tho 
economy of A&rica~!would stand for that? Do you think Congress would 
stand for that?: Dol.;@ think the GI l,vould, who dooi;n% look nt the 

.' after. taxes', &&oh 'is' aplenty. He made a, hundred thousand before the 
war;. -He ~lodl& at tvhat,he made before ,taz$s, 2nd if you let him'keep 
600;000 dollars, thqn YOU have takeIn iaygay from him the burden of helping 
to'~carY"g 'the -w&r. -Yd&havc increased'ybur'~~rices so ,thct tho burden 
goes oh everybody el'so. 
gress 

Congres's is the: t~~~ng"~~:tuL~,ori-'cy and the Con- 
seid they should have so much be'fo'r&"tax&; and the? tax rzte is 

so-and-so. Then we come :in and say IWO,, are goins ,to see that what you 
'have Xlorie ,hns no effect, J?o are gojh.,, F to giV0 thcin, so ,much .on the price, 
.and gi-ve them a bonus bec:ause we 11~ve lc:~r~cdl,th?.t, in operating their 
shops they have stimulated operation more' th'w tl$:y.evcr had.in their 
experience before." 

1 

We could give you hundreds of ilSustr,+i~ns to. show that 'it was 
.worth the attempt, on the basis that sajhnt via's suggested ~das the basis of 
the opposition to theSRenegotiation Act absolxtely W;LS not unrcasonnble 
from the standpoint of wartime procurement. 

< 

I think those were, by :.nd large, the most serious objections urged 
to renegotiation, 

: GENERAL XcKINLEY: I am sorry our t.ime sec,ms to be .running out. I 
imagine there are many more questions because they seen to be'right in 
the middle of the subject. I fed. thr?:t the clsss has enjoyed this meet- 
ing as much as I have, becaus,e I think the subject is,most instructive 
and enlightening. -I appreciate very much your coming 'down hero and' 
speaking to, us. 
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