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Mr.  T h o m a s  C o g g e s h a l l ,  Ac t ing  C h a i r m a n ,  R e n e g o t i a t i o n  B o a r d ,  
Wash ing ton ,  D. C . ,  was b o r n  in Auburn ,  Rhode  I s land ,  6 N o v e m b e r  
1891. He g r a d u a t e d  f r o m  H a r v a r d  with A . B .  (magna  cum laude)  in 
1913. E n g a g e d  in  F o r e i g n  T r a d e  and F o r e i g n  Bank ing ,  both c o m m e r c i a l  
and i n v e s t m e n t ,  1917 t h r o u g h  1941, p r i n c i p a l l y  with the  F i r s t  Na t iona l  
Bank  of B o s t o n  and the  F i r s t  Bos ton  C o r p o r a t i o n ,  f r o m  which  he r e -  
s i g n e d  as  F o r e i g n  Vice  P r e s i d e n t ,  31 D e c e m b e r  1941, to engage  in 
v a r i o u s  war  work  a s s i g n m e n t s  with the  Uni ted  S ta te s  G o v e r n m e n t ,  as  
fo l lows :  Uni ted  S ta tes  T r e a s u r y ,  D i v i s i o n  of F o r e i g n  Funds  C o n t r o l ,  
Spec ia l  A d v i s o r  on T r a d e  and F o r e i g n  E x c h a n g e .  R e c o n s t r u c t i o n  F i -  
n a n c e  C o r p o r a t i o n ,  U. S. C o m m e r c i a l  C o m p a n y ,  Spec ia l  D i r e c t o r  fo r  
Spain.  War  D e p a r t m e n t ,  A r m y  Ai r  F o r c e s ,  M e m b e r  and Vice  C h a i r -  
m a n  of the  New York  P r i c e  A d j u s t m e n t  Boa rd ,  1943-1947.  ( R e c i p i e n t  
of E x c e p t i o n a l  S e r v i c e  Award  f r o m  the  S e c r e t a r y  of War ,  J u l y  1946. ) 
A f t e r  r e t u r n i n g  to p r i v a t e  a f f a i r s  for  a y e a r  and a half ,  r e s u m e d  w o r k  
in p o s t w a r  R e n e g o t i a t i o n  in J a n u a r y  1949, as  a m e m b e r  of the  A i r  F o r c e  
D i v i s i o n  of the  A r m e d  S e r v i c e s  R e n e g o t i a t i o n  Boa rd ,  s e r v i n g  s u c c e s -  
s i v e l y  as  Vice  C h a i r m a n  and C h a i r m a n  unt i l  J a n u a r y  1952. A f t e r  
s p e n d i n g  t h r e e  y e a r s  as  a B o a r d  M e m b e r  of the  W a s h i n g t o n  and New 
York  R e g i o n a l  R e n e g o t i a t i o n  B o a r d s ,  he  was appo in t ed  to m e m b e r s h i p  
to the  s t a t u t o r y  R e n e g o t i a t i o n  Boa rd ,  Wash ing ton ,  D. C . ,  1 M a r c h  
1955. E l e c t e d  Ac t ing  C h a i r m a n  by the  B o a r d  e f f e c t i v e  1 N o v e m b e r  
1955. Th i s  is h is  f i r s t  l e c t u r e  at the  I n d u s t r i a l  C o l l e g e .  
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R E N E G O T I A T I O N  AND P R O F I T  C O N T R O L  

16 F e b r u a r y  1956 

G E N E R A L  CALHOUN:  We a r e  p r i v i l e g e d  to h a v e  a s  o u r  s p e a k e r  
t h i s  m o r n i n g  the  A c t i n g  C h a i r m a n  of t he  R e n e g o t i a t i o n  B o a r d ,  the  
H o n o r a b l e  T h o m a s  C o g g e s h a l l .  

The  B o a r d  was  c r e a t e d  by s t a t u t e  in 1951 as  an i n d e p e n d e n t  a c t i v -  
i ty  of t he  e x e c u t i v e  b r a n c h  of the  G o v e r n m e n t .  The  p u r p o s e  of t he  
B o a r d  w a s  to  e l i m i n a t e  e x c e s s i v e  p r o f i t s  a r i s i n g  out of c o n t r a c t s  wi th  
the  m i l i t a r y  d e p a r t m e n t s .  

We h a v e  a s k e d  o u r  s p e a k e r  to  d i s c u s s  the  p r i n c i p l e s  and p o l i c i e s  
i n v o l v e d  in r e n e g o t i a t i n g  m i l i t a r y  c o n t r a c t s .  He wi l l  a l s o  d i s c u s s  t he  
a p p l i c a t i o n  of t h e s e  p r i n c i p l e s  to t h o s e  c o n t r a c t s  in w h i c h  G o v e r n m e n t -  
owned p lan t  and e q u i p m e n t  i s  i nvo lved .  

As you  know f r o m  h i s  b i o g r a p h y ,  o u r  s p e a k e r  has  had  a long and 
i l l u s t r i o u s  c a r e e r ,  bo th  in p r i v a t e  b a n k i n g  and i n v e s t m e n t  and wi th  the  
F e d e r a l  G o v e r n m e n t .  He has  s e r v e d  c o n t i n u o u s l y  in the  f ie ld  of r e n e -  
g o t i a t i o n  s i n c e  1949. He was  a p p o i n t e d  by the  P r e s i d e n t  to the  B o a r d  
a l m o s t  e x a c t l y  one  y e a r  ago,  and he  was  e l e c t e d  as  the" A c t i n g  C h a i r m a n  
by  the  B o a r d  in N o v e m b e r  of 1955. 

It i s  an  h o n o r  to  p r e s e n t  M r .  C o g g e s h a l l .  

MR.  C O G G E S H A L L :  G e n e r a l  Ca lhoun ,  G e n e r a l  Ho l l i s ,  a n d  m e m -  
b e r s  of the  I n d u s t r i a l  C o l l e g e  of the  A r m e d  F o r c e s :  I c o n s i d e r  it  a 
p r i v i l e g e  to  h a v e  b e e n  r e q u e s t e d  to a d d r e s s  so  d i s t i n g u i s h e d  a g r o u p  
of s e l e c t e d  s e n i o r  o f f i c e r s  of the  t h r e e  a r m e d  s e r v i c e s - - o r  the  f o u r - -  
I m u s t  not  f o r g e t  t h e  M a r i n e  C o r p s - - t h e  Army, Navy,  A i r  F o r c e ,  and 
M a r i n e  C o r p s - - a s  we l l  as  t h e  s m a l l e r  g r o u p  of h i g h e r  c i v i l i a n  o f f i c i a l s  
o f  t he  Uni t ed  S ta t e s  G o v e r n m e n t .  

I c o n s i d e r  it  a p r i v i l e g e .  I a m  not  go ing  to  s a y  I a m  not  a c c u s -  
t o m e d  to a d d r e s s i n g  so  l a r g e  a g r o u p ,  I don ' t  s a y  it i s  a p l e a s u r e .  
I c o n s i d e r e d  it was  an  o b l i g a t i o n  to  a c c e p t  the  i n v i t a t i o n .  I s h r a n k  a 
b i t .  I t h i n k  it was  in  fac t  two o r  t h r e e  d a y s  a f t e r  I r e c e i v e d  G e n e r a l  
H o l l i s ' s  l e t t e r  i n v i t i n g  m e  to t a k e  on t h i s  t a s k  tha t  I m e n t i o n e d  it to 
m y  wife  when  we had  the  o c c a s i o n  to  s e e  a p l a y  which  I a m  s u r e  a n u m -  
b e r  of you  p e o p l e  who a r e  in the  m i l i t a r y  s e r v i c e s  w e r e  i n t e r e s t e d  in,  



" V a l o r  Wil l  Weep .  " T h o s e  of you who saw it m a y  r e m e m b e r  the  open-  
ing s c e n e  w h e r e i n  two GI ' s  w e r e  hudd led  t o g e t h e r  in  the  co ld  t r y i n g  to 
get  a l i t t l e  w a r m .  One sa id  to the  o t h e r ,  "We a r e  go ing  to get  a l e c -  
t u r e  today .  " The o t h e r  one sa id ,  " T h i s  is  a h e l l  of a t i m e  fo r  a l e c -  
t u r e .  " The f i r s t  one sa id ,  "Any  t i m e  i s  a h e l l  of a t i m e  fo r  a l e c t u r e . "  

A f t e r  h e a r i n g  that ,  m y  wife sa id ,  " A r e  you s t i l l  go ing  to  a c c e p t  
G e n e r a l  H o l l i s ' s  i n v i t a t i o n ? "  I sa id ,  "I  d o n ' t  know.  " That  he ld  m e  
off fo r  about  a m o n t h ,  g e n t l e m e n .  T h e r e  w e r e  o t h e r  r e a s o n s ,  but tha t  
h e a d e d  t h e m .  

With tha t  by way of i n t r o d u c t i o n ,  I h a v e  n e e d  to exp la in  that  t h i s  
l e c t u r e  wi l l  be what c o m e s  out, what the  s e c r e t a r y  can  get  in to  the  
t r a n s c r i p t ,  of what  I have  to say .  I have  only  an  ou t l ine .  I a m  going  
to t a lk  to  the  ou t l ine .  I have  b e e n  too occup ied  with the  p r e s s i n g  
du t i e s  of t he  R e n e g o t i a t i o n  B o a r d  s i n c e  m y  a c c e p t a n c e  to p r e p a r e  a 
l e c t u r e .  I a m  not on ly  Ac t ing  C h a i r m a n  of the  B o a r d ,  but t h e r e  is  
s t i l l  a v a c a n c y  on our  B o a r d .  T h e r e f o r e ,  I a m  do ing  what  I was  do ing  
as  a m e m b e r  of the  B o a r d  p r i o r  to Mr .  R o b e r t s '  r e s i g n a t i o n - - p r o b -  
a b l y  a n u m b e r  of you know h i m  or  have  h e a r d  h i m - - b u t  I a m  a l s o  l ook -  
ing  a f t e r  what w e r e  h i s  d u t i e s .  S o m e t i m e s  I f ind the  2 4 - h o u r  day  a 
l i t t l e  s h o r t  to  keep  up with t h ings .  

B e f o r e  d i s c u s s i n g  what  r e n e g o t i a t i o n  i s ,  e v e n  though th i s  g roup  
h e r e  p r o b a b l y  has  m o r e  k n o w l e d g e  of it t h a n  the  g e n e r a l i t y  of the  
A m e r i c a n  publ ic ,  I wil l  m e n t i o n  f i r s t  what r e n e g o t i a t i o n  is  not.  It 
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i s  not  e x c e s s  p r o f i t s  t axa t ion .  R e n e g o t i a t i o n ,  in  d e a l i n g  with e x c e s s i v e  
p r o f i t s ,  r e p r e s e n t s  a s h a r p  d i s t i n c t i o n  b e t w e e n  e x c e s s  p r o f i t s  c o v e r i n g  
the  w a r t i m e  e x c e s s  p r o f i t s  and p o s t w a r  e x c e s s  p r o f i t s  tax,  which was 
p u r e l y  a u t o m a t i c  and m a t h e m a t i c a l ,  and was a l lowing  fo r  no e x e r c i s e  
of j u d g m e n t .  

T h e r e  is  a n o t h e r  w i d e s p r e a d  b e l i e f  in s o m e  q u a r t e r s  tha t ,  when  
you t a lk  about  r e n e g o t i a t i o n ,  you a r e  t a lk ing  about c o n t r a c t  t e r m i n a t i o n .  
Th i s  is  i n c o r r e c t .  Nor  is  it p r i c e  r e d e t e r m t n a t i o n  of an i n d i v i d u a l  c o n -  
t r a c t ,  which  I a m  s u r e  a l l  of you have  p r o b a b l y  h e a r d  about ,  and p r o b -  
ab ly  have  had  e x p e r i e n c e  with; that  i s ,  d e t e r m i n i n g  the  p r o f i t s  on an 
i n d i v i d u a l  c o n t r a c t ,  r e v i e w i n g  t h e m ,  in a c c o r d a n c e  with the  t e r m s  of 
the c o n t r a c t ,  at the  30 p e r c e n t  s t a g e  of c o m p l e t i o n  o r  the  40 p e r c e n t  
s t a g e ,  w h e t h e r  t h e r e  was to be a t w o - w a y  r e d e t e r m t n a t i o n  or  jus t  one 
way,  d o w n w s r d s ,  and so fo r th  and so on. 

Now I will discuss what reneg~tlation is. As General Calhoun 
said in his very nice introduction, it is the purpose of renegotlation 
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to  p r e v e n t  d e f e n s e  p r o f i t e e r i n g  by  e l i m i n a t i n g  w h a t  a r e  f o u n d ,  b y  a 
B o a r d  c h a r g e d  w i t h  t h a t  r e s p o n s i b i l i t y ,  t o  be  e x c e s s i v e  p r o f i t s  c n  d e -  
f e n s e  c o n t r a c t s  a n d  s u b c o n t r a c t s  on  a n  o v e r a l l  f i s c a l - y e a r  b a s i s .  

R e n e g o t i a t i o n  h a d  i t s  s t a r t  in  1942 .  T h e  f i r s t  A c t  w a s  a p p r o v e d  
28 A p r i l  1942 .  It w a s  w r i t t e n  f o r  w h a t  w a s  r e a l l y  r e d e t e r m i n a t i o n  of  
t h e  r e s u l t s  o f  a n  i n d i v i d u a l  c o n t r a c t ,  c o n t r a c t  b y  c o n t r a c t ,  a n d  i t  f e l l  
o f  i t s  o w n  w e i g h t ,  o r  w o u l d  h a v e  f a l l e n  of i t s  o w n  w e i g h t ,  i f  i t  h a d  no t  
b e e n  f o r  t h e  a m e n d m e n t s  m a d e  in  O c t o b e r  1942 .  I t h i n k  t h e  d a t e  of  
t h e  e n a c t m e n t  of  t h e  a m e n d m e n t s  w a s  21 O c t o b e r .  T h a t  i s  i m m a t e r i a l .  
It w o u l d  h a v e  f a l l e n  of  i t s  o w n  w e i g h t ,  b e c a u s e  t h e r e  w a s  a v i o l e n t  p r o -  
t e s t ,  v e r y  p r o p e r l y  a v i o l e n t  p r o t e s t ,  t h a t  m e r e l y  to  r e d u c e  t h e  p r o f i t s  
on  a c o n t r a c t  w h i c h  w a s  f o u n d  to  i n v o l v e  e x c e s s i v e  p r o f i t s ,  a n d  t o i g n o r e  
t h e  r e s u l t s  o f  c o n t r a c t s  w h i c h  h a d  e i t h e r  a d e f i c i e n c y  of  p r o f i t s ,  o r  
a c t u a l  l o s s ,  w h i c h  c o u l d  w e l l  r e s u l t  in  a c o n t r a c t o r  h a v i n g  no  p r o f i t s  a t  
a l l  t o  s h o w  f o r  a y e a r ' s  w o r k  u n d e r  r e n e g o t i a b l e  c o n t r a c t s ,  w a s  w r o n g .  

T h e  A c t ,  b e f o r e  a n y  s u c h  i m p o s s i b l e  r e s u l t s  w e r e  r e a c h e d ,  w a s  
a m e n d e d ,  a t  t h e  i n s i s t e n c e  o f t h e t h e n A s s i s t a n t  o r  U n d e r  S e c r e t a r y  of  
W a r ,  t h e  g r e a t  J u d g e  P a t t e r s o n ,  a n d  h i s  G e n e r a l  C o u n s e l ,  C h a r l e s  
P e n g r a  o f  B o s t o n ,  who  w a s  t h e  f i r s t  c o u n s e l  of  t h e  W a r  D e p a r t m e n t  
P r i c e  A d j u s t m e n t  B o a r d .  

The Act could not have been administered in the form in which it 
was first passed. It was utterly inequitable. The first full year of 
operations, 1943, was a t r ia l -and-er ror  period, both as regards the 
administration of the Act and the response of contractors. 

R e s u l t s  v a r i e d .  S o m e  w e r e  g o o d ,  s o m e  b a d .  Out  o f  t h i s  e x p e r i -  
e n c e  t h e r e  w a s  a m o v e  to  r e v i s e  t h e  A c t  in  t h e  f a l l  of  1943 .  It w a s  
c o n s u m m a t e d  in  t h e  s e c o n d  A c t  k n o w n  a s  t h e  1943 R e n e g o t i a t i o n  A c t .  
It  w a s  a p a r t  of  t h e  I n t e r n a l  R e v e n u e  A c t  of  t h a t  y e a r ,  w h i c h  w a s  no t  
p u t  b e f o r e  P r e s i d e n t  R o o s e v e l t  f o r  f i n a l  s i g n a t u r e - - i n  f a c t ,  h e  d id  no t  
s i g n  i t ;  i t  w a s  p a s s e d  o v e r  h i s  v e t o  on  25 F e b r u a r y  1944 .  H e  v e t o e d  
t h e  I n t e r n a l  R e v e n u e  A c t  in  t h e  f a m o u s  e x c h a n g e  of  c o m p l i m e n t s  wi~h 
" D e a r  A l b e r t "  B a r k l e y .  It w a s n ' t  b e c a u s e  of  t h e  r e n e g o t i a t i o n  p r o v i -  
s i o n s ,  b u t  i t  w a s  b e c a u s e  of  o t h e r  p r o v i s i o n s  in  t h e  t a x  a c t .  T h e  In -  
t e r n a l  R e v e n u e  A c t  o f  t h a t  y e a r  h a s  b e e n  k n o w n  a s  t h e  I n t e r n a l  R e v e -  
n u e  A c t  o f  1943 ,  a l t h o u g h  no t  p a s s e d  u n t i l  25 F e b r u a r y  1944 ,  a n d  t h e  
R e n e g o t i a t i o n  A c t  i s  a l s o  k n o w n  a s  t h e  R e n e g o t i a t i o n  A c t  of  1943.  

T h a t  A c t  e x t e n d e d  t h r o u g h  t h e  w a r .  S h o r t l y  a f t e r  t h e  J a p a n e s e  
s u r r e n d e r e d ,  t h e  t e r m i n a t i o n  d a t e  f o r  l i a b i l i t y  f o r  r e n e g o t i a t i o n  w a s  
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f ixed at 31 D e c e m b e r  1945. B e t w e e n  the  b e g i n n i n g  o p e r a t i o n s  of the  
1942 Act and the  e x t e n s i v e  o p e r a t i o n s  of the  1943 Act a p p l i c a b l e  to 
c o n t r a c t o r s '  r e n e g o t i a b l e  b u s i n e s s  for  a p e r i o d  of t h r e e  y e a r s ,  f ind ings  
of e x c e s s i v e  p r o f i t s ,  d e t e r m i n a t i o n s  of e x c e s s i v e  p r o f i t s ,  r e s u l t e d  in  
r e c o v e r i e s  a m o u n t i n g  to o v e r  11 b i l l i on  d o l l a r s  g r o s s ,  r e p r e s e n t i n g  by 
e s t i m a t e  s o m e t h i n g  l ike  3 to 4 b i l l i o n s  net  a f t e r  F e d e r a l  tax  c r e d i t s .  

The  r e n e g o t i a t i o n  a u t h o r i t i e s  have  n e v e r  b e e n  in a p o s i t i o n  to g ive  
the  exac t  net  a m o u n t  of r e c o v e r i e s ,  and have  of ten  b e e n  c h a l l e n g e d  on 
the  f i g u r e s  t h e y  gave  about  r e c o v e r i e s  as  be ing  t r u e  f i g u r e s .  It ge t s  
back  to the  law.  The  b a s i c  concep t  in the  law is  that  a c o n t r a c t o r ' s  
r e n e g o t i a b l e  p r o f i t s  a r e  not f i r m  p r o f i t s  unt i l  such  t i m e  as t hey  have  
b e e n  r e v i e w e d  by the  p r o p e r l y  c o n s t i t u t e d  a u t h o r i t i e s .  I wi l l  a l s o  ex-  
p la in ,  r e n e g o t i a t i o n  d o e s  not m e a n  a r e fund ,  n e c e s s a r i l y ;  it m e a n s  
r e v i e w ,  n e c e s s a r i l y ;  and a f t e r  r e v i e w  t h e r e  m a y  be a f ind ing  of ex-  
c e s s i v e  p r o f i t s ,  and t h e n  the  r e fund  m a t t e r  c o m e s  in. It i s  r e v i e w  
f i r s t ,  and r e fund ,  p e r h a p s ,  not  n e c e s s a r i l y ,  a f t e r w a r d s .  If t he  f ind ing  
is  tha t  t h e r e  w e r e  no e x c e s s i v e  p r o f i t s ,  the  c o n t r a c t o r  r e c e i v e s  a 
c l e a r a n c e  for  the  y e a r  c o n c e r n e d .  

T h e r e f o r e ,  the  r e c o v e r y ,  the  f inding  of e x c e s s i v e  p r o f i t s ,  i s  m a d e  
in t h e o r y  p r i o r  to the  p r o f i t s  be ing  sub j ec t  to F e d e r a l  tax.  Of c o u r s e ,  
i n a s m u c h  as  a c o n t r a c t o r  d o e s  not e v e n  f i le  fo r  r e n e g o t i a t i o n  unt i l  four  
m o n t h s  a f t e r  the  c l o s e  of h i s  f i s c a l  p e r i o d ,  t h e  I n t e r n a l  R e v e n u e  S e r v -  
i ce  d o e s  not a l low h i m  to p o s t p o n e  f i l ing  a tax  r e t u r n  and m a k i n g  such  
p a y m e n t s  as  a r e  c a l l e d  for ,  unt i l  h i s  r e n e g o t i a b l e  b u s i n e s s  has  b e e n  
r e v i e w e d .  He m a k e s  h i s  tax  p a y m e n t  f i r s t  on a l l  h i s  p r o f i t s .  A f t e r  
he  has  gone t h r o u g h  the  r e n e g o t i a t f o n  p r o c e s s  and a f ind ing  has  b e e n  
m a d e  of e x c e s s i v e  p r o f i t s  p r i o r  to F e d e r a l  tax,  fo r  c o n v e n i e n c e '  sake ,  
and it is only  for  c o n v e n i e n c e '  s ake ,  he a p p l i e s  to the  I n t e r n a l  R e v e n u e  
S e r v i c e  for  a c r e d i t  on that  p o r t i o n  of h is  p r o f i t s  which has  b e e n  found 
to be e x c e s s i v e .  

In o t h e r  words ,  if we m a k e  a f ind ing  of a m i l l i o n  d o l l a r s  and he  
has  pa id  700 t h o u s a n d  d o l l a r s  tax  on t h o s e  e x c e s s i v e  p r o f i t s ,  he  ge t s  
a c r e d i t - - t h e  tax p e o p l e  f i gu re  the  c r e d i t - - w e  d o n ' t - - o f  700 t h o u s a n d  
d o l l a r s ,  and he  pays ,  on accoun t  of h is  r e n e g o t i a t i o n  r e fund ,  the  r e -  
m a i n i n g  300 t h o u s a n d  d o l l a r s  in q u e s t i o n .  When the  f inding  has  b e e n  
m a d e  he m a k e s  the  p a y m e n t ,  e i t h e r  as the  r e s u l t  of a b i l a t e r a l  a g r e e -  
m e n t ,  which  is  the  u sua l  o u t c o m e ,  or ,  in the  s m a l l  m i n o r i t y  of c a s e s ,  
by u n i l a t e r a l  o r d e r .  When h i s  tax c r e d i t  has  b e e n  d e t e r m i n e d  by the  
I n t e r n a l  R e v e n u e  D e p a r t m e n t ,  p a y m e n t  of the  b a l a n c e  due is  m a d e .  
The  m t l i t a r y  s e r v i c e s ,  not the  R e n e g o t i a t i o n  B o a r d ,  act  as c o l l e c t i o n  

\ 

4 



01689 

a g e n t s - - t h e  A r m y ,  N a v y  a n d  A i r  F o r c e .  T h e r e  a r e  o t h e r  d e p a r t m e n t s  
w h i c h  a l s o  a c t  a s  c o l l e c t i o n  a g e n c i e s - - t h e  A t o m i c  E n e r g y  C o m m i s s i o n ,  
f o r  e x a m p l e .  

But that gross refund of one million dollars is credited on the books 
of the Treasurer of the United States to renegotiation recovery. What 
had been paid by taxes in the first instance is transferred from the ac- 
count of Internal Revenue to the account of renegotiation. 

So t h e  o n l y  f i r m  f i g u r e s  we a r e  e v e r  a b l e  to  g i v e  a r e  t h e  g r o s s  
f i g u r e s .  T h e  F e d e r a l  t a x  c r e d i t  w a s  d e v i s e d  in  t h e  w a r  t o  t a k e  t h e  
p l a c e  o f  f i l i n g  a n  a m e n d e d  t a x  r e t u r n  a n d  r e q u e s t i n g  a r e f u n d  f r o m  t h e  
t a x  p e o p l e  of  m o n e y  w h i c h  w a s  n e v e r  p r o p e r l y  t a x  m o n e y .  

We r a n  i n t o  t h a t  i n  t h e  e a r l y  p h a s e s  of  t h e  w a r t i m e  r e n e g o t i a t i o n .  
I r e m e m b e r  o n e  of  t h e  m o s t  i m p o r t a n t  c o n t r a c t s  we  s e t t l e d  w a s  
o n e  t h a t  c a m e  up  f o r  r e n e g o t i a t i o n  in  t h e  A i r  F o r c e  o f f i c e  in  N e w  Y o r k .  
T h e r e  w a s  a f i n d i n g  of  40 m i l l i o n  d o l l a r s ,  to  w h i c h  t h e  c o n t r a c t o r  
a g r e e d ,  a n d  w h e n  i t  c a m e  t i m e  f o r  w o r k i n g  "it ou t ,  a f t e r  i t  w a s  a p p r o v e d  
b y  t h e  W a r  D e p a r t m e n t  P r i c e  A d j u s t m e n t  B o a r d ,  and  i t  c a m e  t i m e  to  
f i x  t h e  t e r m s  of  p a y m e n t ,  t h e  p r e s i d e n t  a n d  t r e a s u r e r  of  t h e  c o m p a n y  
s a i d :  " T h i s  i s  a l l  v e r y  w e l l .  W e  r e c o g n i z e  t h a t  we r e a l i z e d  40 m i l -  
l i o n  d o l l a r s  o f  e x c e s s i v e  p r o f i t .  W h a t  a r e  we g o i n g  to  d o  f o r  m o n e y  
t o  p a y  i t ?  We h a v e  a l r e a d y  p a i d  t h e  I n t e r n a l  R e v e n u e  s o m e  32 m i l l i o n  
d o l l a r s  by  w a y  of  t a x e s . "  C o l o n e l  P h a g a n ,  o u r  P r i c e  A d j u s t m e n t  
O f f i c e r ,  who  w a s  a g r e a t  t a x  e x p e r t ,  d a s h e d  d o w n  to  W a s h i n g t o n  a n d  
t o o k  i t  up w i t h  t h e  W a r  D e p a r t m e n t  P r i d e  A d j u s t m e n t  B o a r d .  T h e y  
h a d  a c o n f e r e n c e  w i t h  t h e  T r e a s u r y .  Out  o f  t h a t ,  t h e  T r e a s u r y  c o n -  
c e i v e d  t h e  i d e a  o f  a u t h o r i z i n g  c o n t r a c t o r s  t o  a p p l y  f o r  t a x  c r e d i t ,  
b e c a u s e  t h e y  a d m i t t e d  f r a n k l y  t h a t ,  u n d e r  w a r t i m e  c o n d i t i o n s ,  i t  w a s  
u n l i k e l y  t h a t  t h e  t a x  r e t u r n s  of  a n y  i m p o r t a n t  c o m p a n y  w o u l d  be  e x -  
a m i n e d  a n d  f i n a l i z e d  p r i o r  t o  t h e  c l o s e  o f  t h e  w a r .  T h e r e f o r e ,  i t  
w o u l d  h a v e  b e e n  i m p o s s i b l e .  It w a s  t y p i c a l  of  t h e  w a y  r e n e g o t i a t i o n  
h a s  b e e n  h a n d l e d .  It  h a s  a l w a y s  b e e n  h a n d l e d  in  a v e r y  p r a g m a t i c  
f a s h i o n .  

S p e a k i n g  of  t h o s e  r e c o v e r i e s  o f  o v e r  11 b i l l i o n s  g r o s s  in  w a r t i m e ,  
t h a t  w a s  n e v e r  c o n s i d e r e d  t h e  c h i e f  a c c o m p l i s h m e n t  of  r e n e g o t i a t i o n  
b y  t h e  a d m i n i s t r a t o r s  t h e r e o f .  T h e r e  w e r e  t r e m e n d o u s  a m o u n t s  of  
v o l u n t a r y  r e f u n d s  a n d  p r i c e  r e d u c t i o n s  m a d e  b y  c o n t r a c t o r s ,  w h i c h  
u n d o u b t e d l y  w o u l d  n o t  h a v e  b e e n  m a d e  i f  i t  h a d  n o t  b e e n  f o r  t h e  e x i s t -  
e n c e  o f  t h e  R e n e g o t i a t i o n  A c t .  In  o t h e r  w o r d s ,  we d id  o u r  b e s t  t o  
e n c o u r a g e  c o n t r a c t o r s  t o  r e n e g o t i a t e  t h e m s e l v e s .  A f t e r  t h e  f i r s t  

5 



year we had exceedingly satisfactory results in that particular, over 
and above the Ii billion dollars of recoveries. 

That i i billion dollars of recoveries, as I recall it, represented bilat- 
eral agreements in something like 30, 000 cases. Over and above the 
bilateral agreements numbering 30, 000, there were unilateral orders 
to the tune of less than 2,000. Of those approximately 2,000 unilat- 
eral orders, no more than 850 were carried to the Tax Court. In 
other words, bilateral agreements in connection with refund recov- 
eries were reached in approximately 95 percent of the cases, and in 
the remaining 5 percent where the determination was made by unilat- 
eral order, less than 50 percent went to the Tax Court; and of the 50 
percent which went to the Tax Court, more than 50 percent again were 
withdrawn in the following years, on the motion of the contractor. I 
think something like 250 cases have been tried by the Tax Court, and 
there remain from wartime a small number of the original 850 or so 
that went to the Tax Court. We have, then, a record that the rene- 
gotiation authorities need not be ashamed of. 

I want to touch now on the windup of the 1943 Act. work in the 
field was generally completed between the end of 1946 and the middle 
of 1947. I think some field offices closed at the end of 1946, and I 
donft recall any being open beyond the middle of 1947. Of the boards 
in Washington that had the final review and appeals before them, the 
War Department Price Adjustment Board, the Navy Price Adjustment 
Board, the War Shipping Administration, the Maritime Commission, 
the Treasury, and the RFC, the chairmen of those divisions, consti- 
tuted the War Contracts Price Adjustment Board for appeal. That 
appeal board was in existence, I think, through 1949; but some of the 
departmental boards in Washington, I think, closed in September of 
1947, and others closed before the time the War Contracts Board went 
out of existence. 

Before the final windup was completed, a new Renegotiation Act 
was passed 21 May 1948. There was passed an Act with very limited 
coverage, at the insistence ofthe Department of the Air Force. Of 
course, as you gentlemen know, everything in the Defense Department 
must be coordinated, and it was coordinated with the Department of 
Army and with the Department of Navy, and had the endorsement of 
the Secretary of Defense, the first Secretary of Defense, that great 
figure, James Forrestal. He and Judge Patterson were the two men 
who were primarily responsible in the upper level for the adminis- 
tration of the Renegotiation Act in the war. 
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Thi s  new Act  was  p a s s e d  21 May  1948, with l i t t l e  o r  no p u b l i c i t y .  
It was  done  at t he  r e q u e s t  o r i g i n a t e d  by the  r e c o m m e n d a t i o n  of the  
P r e s i d e n t ' s  A i r  P o l i c y  C o m m i s s i o n ,  h e a d e d  by Mr .  F i n l e t t e r .  Tha t  
was  p r i o r  to h i s  b e c o m i n g  S e c r e t a r y  of the  A i r  F o r c e .  In the  s u m m e r  
o r  s p r i n g  of 1947 the  P r e s i d e n t ' s  A i r  P o l i c y  C o m m i s s i o n  was a p p o i n t e d  
and s t a r t e d  i t s  job 1 J u l y  to d e l i v e r  a r e p o r t  and r e c o m m e n d a t i o n  to the  
P r e s i d e n t  by 31 D e c e m b e r  1947. I a m  s u r e  you  a r e  a l l  a c q u a i n t e d  with 
tha t  m o m e n t o u s  r e p o r t ,  c a l l e d  " S u r v i v a l  in the  A i r  Age .  " 

Tha t  l ed  to the  r e q u e s t  of C o n g r e s s  fo r  an e x t e n s i o n  and a d d i t i o n a l  
funds  fo r  the  d e v e l o p m e n t  of the  A i r  F o r c e  in l ine  with the  p r o g r a m  
p r o j e c t e d  by the  r e p o r t  of the  P r e s i d e n t ' s  A i r  P o l i c y  C o m m i s s i o n .  The  
A i r  F o r c e  had only  s h o r t l y  b e f o r e  b e c o m e  s e p a r a t e d  f r o m  the  W a r  D e -  
p a r t m e n t .  Tha t  i s ,  t he  War  D e p a r t m e n t  sp l i t  in to  the  D e p a r t m e n t  of 
A r m y  and the  D e p a r t m e n t  of the  A i r  F o r c e ,  as  you know; and the  U n d e r  
S e c r e t a r y  of the  A i r  F o r c e ,  Mr .  A r t h u r  S. B a r r o w s ,  who was  the  f i r s t  
U n d e r  S e c r e t a r y  of the  A i r  F o r c e ,  w o n d e r e d  what he could  do to be 
s u r e  tha t  on ly  f a i r  and r e a s o n a b l e  p r o f i t s  w e r e  r e a l i z e d  on the  t r e m e n -  
dous  s u m  of 5 b i l l i on  d o l l a r s  r e q u e s t e d  tha t  y e a r  fo r  the  e x p a n s i o n  of 
the  A i r  F o r c e ,  u n d e r  the  Second S u p p l e m e n t a l  D e f i c i e n c y  A p p r o p r i a t i o n  
Act, I believe it was called. 

He was  a d v i s e d  by Mr .  
v i s e r  to M r .  Syming ton ,  the f i r s t  S e c r e t a r y  of the  A i r  F o r c e ,  to a s k  
fo r  r e n e g o t i a t i o n .  "Oh, no, " he sa id ,  "I h e a r d  about  tha t  in the  w a r .  
M c C o n e  sa id ,  "I  went  t h r o u g h  it and we s t a t e d  in o u r  r e p o r t  to the  
P r e s i d e n t  tha t ,  if  t h i s  p r o g r a m  is c a r r i e d  out,  we shou ld  have  r e n e -  
go t i a t i on ,  o r  s o m e t h i n g  l ike  it ,  to p r o t e c t  the  t a x p a y e r ' s  i n t e r e s t s ,  
t he  G o v e r n m e n t ' s  i n t e r e s t s .  " He sa id ,  " T h e  V i n s o n - T r a m m e l  Act  i s  
no p r o p e r  p r o t e c t i o n .  " So Mr .  B a r r o w s  was  p e r s u a d e d  to a s k  fo r  it .  

John  M c C o n e ,  who was  t hen  a c t i n g  as  a d -  

i r  

When it was asked for after being coordinated in the Department 
of Defense, a bill went through the House Ways and Means Committee, 
and thence to the Senate with next to no delay. On 21 May 1948, the 
Renegotiation Act of 1948 was established in a rather different form--  
a quite different form from the 1948 Act. It pointed back, however, 
to the procedures and principles of the 1943 Renegotiation Act, taking 
into account changed economic conditions. It was limited at that time 
to negotiated contracts and subcontracts thereunder for aircraft and 
aircraft parts.  It could have been extended at the pleasure or the 
decision or the discretion of the Secretary of Defense on I July to 
shipbuildingY~and construction overseas, but it was not. 
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So for  the  f i r s t  y e a r  tha t  Act  was  l i m i t e d  to a i r c r a f t  and a i r c r a f t  
p a r t s .  It was  not  on ly  l i m i t e d  to a i r c r a f t  and a i r c r a f t  p a r t s ,  but was  
a l s o  l i m i t e d  to c o n t r a c t s  and s u b c o n t r a c t s  e n t e r e d  into  on and a f t e r  
21 M a y  1948. In o t h e r  w o r d s ,  p e r f o r m a n c e  going on at  the  t i m e  u n d e r  
c o n t r a c t s  t h e n  in e x i s t e n c e  did not  c o m e  wi th in  the  p u r v i e w  of the  R e -  
n e g o t i a t i o n  Act  of 1948. S e c o n d l y ,  on ly  c o n t r a c t s  m a k i n g  u s e  of the  
funds  a p p r o p r i a t e d  at tha t  t i m e  w e r e  s u b j e c t  to r e n e g o t i a t i o n .  

So we had qu i te  a c i r c u s  with tha t  Act  the  f i r s t  y e a r  o r  so .  The  
V i n s o n - T r a m m e l  Act  at  tha t  t i m e  was  not s u s p e n d e d .  It was  s u s -  
p e n d e d  a y e a r  l a t e r ,  r e t r o a c t i v e l y  to 21 May 1948. At the  t i m e  c o n -  
t r a c t o r s  w e r e  s u b j e c t  to doub le  j e o p a r d y - - a n d  I shou ld  add tha t  t he  
r e n e g o t i a t i o n  a u t h o r i t i e s  w e r e  a l s o  s u b j e c t  to at l e a s t  doub le  j e o p a r d y .  
If the  V i n s o n - T r a m m e l  d e m a n d  had b e e n  m a d e  and we had to  m a k e  
f ind ings  of e x c e s s i v e  p r o f i t s  u n d e r  the  R e n e g o t i a t i o n  Act ,  I would s a y  
we would  h a v e  b e e n  s u b j e c t e d  to at l e a s t  doub le  j e o p a r d y .  

The  s u s p e n s i o n  of the  V i n s o n - T r a m m e l  Act  r e t r o a c t i v e l y  to 21 
May  1938, was  p r o v i d e d  in the  e x t e n s i o n  of the  1948 Act  s o m e w h e r e  
in the  s u m m e r  of 1949. At tha t  t i m e  p r o v i s i o n  was  m a d e  to  c o v e r  
c o n t r a c t s  fo r  the  o t h e r  m i l i t a r y  d e p a r t m e n t s ,  tha t  is ,  c o n t r a c t s  wh ich  
w e r e  n e g o t i a t e d ,  not le t  as  a r e s u l t  of c o m p e t i t i o n ,  wh ich  c o n t r a c t s  
w e r e  n e v e r  s u b j e c t  to the  R e n e g o t i a t i o n  Act  of 1948, n e g o t i a t e d  c o n -  
t r a c t s  and s u b c o n t r a c t s  t h e r e u n d e r  le t  by the  A r m y ,  Navy,  A i r  F o r c e ,  
and the  D e p a r t m e n t  of D e f e n s e ,  which  m a d e  u s e  of r e n e g o t i a b l e  funds .  

By d e g r e e s ,  it w o r k e d  out p r e t t y  we l l .  It had v e r y  l i m i t e d  c o v -  
e r a g e .  Tha t  Act  was  a d m i n i s t e r e d  by the  M i l i t a r y  R e n e g o t i a t i o n  P o l -  
i c y  and R e v i e w  B o a r d  in the  Off ice  of the  S e c r e t a r y  of D e f e n s e ,  con -  
s i s t i n g  of t he  c h a i r m e n  of the  t h r e e  d i v i s i o n s ,  A r m y ,  Navy,  and A i r  
F o r c e  d i v i s i o n s  of t h e A r m e d  S e r v i c e s  R e n e g o t i a t i o n  B o a r d .  T h o s e  
t h r e e  d i v i s i o n s  w e r e  in the  o f f i ce s  of the  S e c r e t a r y  of the  A r m y ,  S e c -  
r e t a r y  of the  Navy,  and S e c r e t a r y  of the  A i r  F o r c e .  It was  a jo in t  
b o a r d ,  not a un i f i ed  b o a r d .  But any  d e c i s i o n s  m a d e  by any  one of 
t h o s e  t h r e e  c o n s t i t u e n t  d i v i s i o n s  of the  A r m e d  S e r v i c e s  R e n e g o t i a t i o n  
B o a r d  w e r e  s u b j e c t  to the  a p p r o v a l  of the  c h a i r m e n  of the  o t h e r  two 
d i v i s i o n s  of the  M i l i t a r y  R e n e g o t i a t i o n  P o l i c y  and R e v i e w  B o a r d .  The  
c h a i r m e n  of t h o s e  t h r e e  d i v i s i o n s  w o r e  two ha t s ;  one as  c h a i r m e n  of 
t h e i r  own d i v i s i o n s ,  the  o t h e r  as  c o n s t i t u e n t  m e m b e r s  of the  R e n e -  
g o t i a t i o n  P o l i c y  and R e v i e w  B o a r d .  

It was  going on tha t  way,  doing p r e t t y  we l l  in a c o m p l i c a t e d  job.  
It was  a l w a y s  c o n s i d e r e d ,  to u s e  M r .  B a r r o w s '  w o r d s ,  a p i l o t - p l a n t  
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o p e r a t i o n ,  se t  up fo r  "when ,  a s ,  and i f ;"  and when it was  so  s e t  up we 
w e r e  t h i n k i n g  of the  c r i t i c a l  s i t u a t i o n  in B e r l i n ,  r a t h e r  t han  the  one 
which  c a m e  to a h e a d  in K o r e a  in 1950. The  m i n u t e  the  "when ,  a s ,  
and i f"  b r o k e  in K o r e a ,  s t e p s  w e r e  t a k e n  to i n t r o d u c e  a new r e n e g o -  
t i a t i o n  b i l l  in  the  C o n g r e s s ,  with v a s t l y  i n c r e a s e d  c o v e r a g e .  H e a r i n g s  
w e r e  he ld  in the  fa l l  of 1950 in the  H o u s e  Ways  and M e a n s  C o m m i t t e e .  
The  C o n g r e s s  a d j o u r n e d  b e f o r e  it c a m e  to the  f l oo r ,  so  it  s t a r t e d  a l l  
o v e r  a g a i n  when  the  new s e s s i o n  s t a r t e d  in J a n u a r y ,  1951. The  p r i o r  
h e a r i n g s  in the  H o u s e  Ways  and M e a n s  C o m m i t t e e  w e r e  c o n s i d e r e d  
su f f i c i en t ;  t h e r e  w e r e  no h e a r i n g s  in the  Sena te  F i n a n c e  C o m m i t t e e .  
A f t e r  t he  u s u a l  d i f f e r e n c e s  b e t w e e n  the  House  v e r s i o n  and the  S e n a t e  
v e r s i o n  w e r e  h a m m e r e d  out in c o n f e r e n c e ,  the  b i l l  went  to P r e s i d e n t  
T r u m a n .  It was  e n a c t e d  into law by h is  s i g n a t u r e  on 23 M a r c h  1951. 

Tha t  Act  was  v e r y  s i m i l a r - - t h e r e  w e r e  s o m e  c h a n g e s ,  but it was  
v e r y  s i m i l a r  in i t s  c o v e r a g e - - a s  we l l  a s  in i ts  p r i n c i p l e s  and p r o c e -  
d u r e s - - t o  t he  1943 R e n e g o t i a t i o n  Ac t .  T h e r e  w e r e  m o d e r a t e  c h a n g e s ,  
b a s e d  on e x p e r i e n c e .  The  p r i n c i p a l  c h a n g e  was  the  o r g a n i z a t i o n .  The  
w a r t i m e  b o a r d  and the  1948 b o a r d  w e r e  in the  D e p a r t m e n t  of D e f e n s e ,  
o r  r a t h e r  the  c o n s t i t u e n t  m i l i t a r y  d e p a r t m e n t s ,  p lu s ,  in  w a r t i m e ,  a s  
I s a id  e a r l i e r ,  t he  T r e a s u r y ,  R F C ,  the  M a r i t i m e  C o m m i s s i o n ,  and the  
W a r  Sh ipp ing  A d m i n i s t r a t i o n .  

The  C o n g r e s s ,  t h i s  t i m e ,  a f t e r  c o n s i d e r a b l e  thought  and d i s c u s -  
s ion ,  fe l t  it was  a d v i s a b l e ,  as  G e n e r a l  Ca lhoun  sa id ,  to e s t a b l i s h  a 
b o a r d  i n d e p e n d e n t  of t he  m i l i t a r y ,  in the  e x e c u t i v e  b r a n c h  of the  Gov-  
e r n m e n t .  T h e  B o a r d  m u s t  c o n s i s t  of c i v i l i a n  m e m b e r s ,  f ive ,  a p p o i n t e d  
by  the  P r e s i d e n t ,  wi th  the  a d v i c e  and c o n s e n t  of the  S e n a t e - - j u s t  as  in 
the  c a s e  of t r e a t i e s .  No m e m b e r  of tha t  B o a r d  s h a l l  e n g a g e - - a  p r o -  
v i s i o n  of the  l a w - - a c t i v e l y  in a n y  b u s i n e s s ,  voca t ion ,  o r  e m p l o y m e n t  
o t h e r  t han  a s  a m e m b e r  of the  B o a r d .  

Th i s  B o a r d  took  o f f i ce  on 3 O c t o b e r  1951. I b e l i e v e  t h i s  C o l l e g e  
was  a d d r e s s e d  by  the  f i r s t  c h a i r m a n  s o m e  y e a r s  ago,  M r .  J o h n  T. 
K o e h l e r .  He was  s u c c e e d e d  by M r .  G e o r g e  C. M c C o n n a u g h e y  2 o r  
3 y e a r s  ago ,  in 1953, a s  c h a i r m a n .  M r .  M c C o n n a u g h e y  r e s i g n e d  
o v e r  a y e a r  ago,  and  M r .  R o b e r t s  b e c a m e  c h a i r m a n  in D e c e m b e r  
1954. I b e c a m e  a c t i n g  c h a i r m a n  l a s t  N o v e m b e r .  M r .  R o b e r t s  had  
s e r v e d  on the  A i r  F o r c e  R e n e g o t i a t i o n  B o a r d  in D e t r o i t  in t he  w a r ,  
and had  b e e n  the  c h a i r m a n  of the  M i l i t a r y  R e n e g o t i a t i o n  P o l i c y  and 
Review Board from its inception until he was appointed to the Rene- 
gotiation Board on the recommendation of the Secretary of the Air 
Force and the Secretary of Defense--appointed by the President. 
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All  to ld ,  n ine  m e n  have  b e e n  m e m b e r s .  We a r e  fou r  at the  m o -  
m e n t .  T h e r e  is  s t i l l  a v a c a n c y  on the  B o a r d .  

The  C o n g r e s s  c o n s i d e r e d  it d e s i r a b l e  to s e p a r a t e  r e n e g o t t a t i o n  
f r o m  any  p o s s i b l e  d i r e c t  c o n n e c t i o n  with p r o c u r e m e n t ,  and the  s t i p -  
u l a t i o n  was  m a d e  by the  C o n g r e s s  in the  Act  tha t  the  B o a r d  could  not  
d e l e g a t e  a u t h o r i t y  to a n y o n e  not s t r i c t l y  r e s p o n s i b l e  to it o r  to  a n y o n e  
c o n n e c t e d  with  p r o c u r e m e n t .  

The  B o a r d  f u n c t i o n s  by d e l e g a t i o n  of a u t h o r i t y  t h r o u g h  r e g i o n a l  
b o a r d s .  The  R e n e g o t i a t i o n  B o a r d  in W a s h i n g t o n  i t s e l f  i s  not  a p r o c -  
e s s i n g  B o a r d  in the  f i r s t  i n s t a n c e .  We have  had s ix  r e g i o n a l  b o a r d s .  
We h a v e  f o u r  now.  T h e r e  was  one in W a s h i n g t o n  to  beg in  with,  wh ich  
m a d e  fo r  a c e r t a i n  a m o u n t  of c o n f u s i o n .  Tha t  was  t e r m i n a t e d  two 
y e a r s  a g o - - n e a r l y  two y e a r s  a g o - - 3 0  June  1954. T h e r e  was  one in 
BOston which  was  t e r m i n a t e d  l a s t  M a r c h .  It t u r n e d  out tha t  t h e r e  was  
not  a s u f f i c i e n t  n u m b e r  of c o n t r a c t o r s  c o m i n g  up fo r  r e n e g o t i a t i o n  in 
tha t  v i c i n i t y  to j u s t i f y  an i n d e p e n d e n t  B o a r d .  With the  l i q u i d a t i o n  of 
both t h o s e  B o a r d s ,  the  r e s p o n s i b i l i t y  fo r  p r o c e s s i n g  open  c a s e s  w a s  
t r a n s f e r r e d  to the  New Y o r k  R e g i o n a l  R e n e g o t i a t i o n  B o a r d ,  wh ich  i s  
r e s p o n s i b l e  fo r  t he  p r o c e s s i n g  of p e r h a p s  40 p e r c e n t ,  r o u g h l y ,  of o u r  
c o n t r a c t o r s  who a r e  s u b j e c t  to r e n e g o t i a t i o n .  T h e y  t ake  c a r e  of p r e t t y  
m u c h  the  whole  E a s t e r n  s e a b o a r d .  

We have  a r e g i o n a l  b o a r d  in C h i c a g o  wh ich  c o v e r s  the  whole  M i d d l e  
Wes t  down  t h r o u g h  T e x a s .  We have  one in D e t r o i t  wh ich  i s  d e f i n i t e l y  
fo r  M i c h i g a n ,  and one in L o s  A n g e l 3 s  wh ich  is  r e s p o n s i b l e  fo r  the  en -  
t i r e  P a c i f i c  c o a s t  and R o c k y  M o u n t a i n  a r e a .  

The  i m p o r t a n t  end of the  c o v e r a g e  of the  1951 Act ,  as  in w a r t i m e ,  
is  the  m i l i t a r y  s e r v i c e s ,  the  m i l i t a r y  d e p a r t m e n t s  u n d e r  t he  D e p a r t -  
m e n t  of D e f e n s e ,  p lu s  the  A t o m i c  E n e r g y  C o m m i s s i o n .  The  D e p a r t -  
m e n t  of C o m m e r c e  is i n c l u d e d  l a r g e l y  b e c a u s e  of i t s  M a r i t i m e  A g e n c y .  
Some  f i f t een  o t h e r  a g e n c i e s  a r e  a l s o  i n c l u d e d .  

The  C o n g r e s s ,  at the  t i m e  t h i s  Act  was  adop ted ,  u n d o u b t e d l y  had  
in m i n d  tha t  we m i g h t  find o u r s e l v e s  r i g h t  in a t h i r d  Wor ld  W a r ,  and 
I would  s a y  t h e y  se t  out to c o v e r  the  w a t e r f r o n t ,  to  an  ex ten t  wh ich  
e x p e r i e n c e ,  at  l e a s t  s i n c e  the  l a s t  two y e a r s ,  o r  s i n c e  t he  K o r e a n  
W a r  was  s e t t l e d ,  h a s  found of v e r y  l i t t l e  c o n s e q u e n c e .  T h e r e  is  a 
p r o v i s i o n  in the  Act tha t  p r o v i d e s  tha t  a l l  c o n t r a c t s  with what  we m i g h t  
c a l l  p e r i p h e r a l  a g e n c i e s  can  be e x e m p t e d  if t h e y  a r e  found to h a v e  no 
d i r e c t  c o n n e c t i o n  with  the  d e f e n s e  e f fo r t .  
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I a m  go ing  to sk ip  s o m e  d e t a i l s ,  I th ink .  I s e e  tha t  m y  t i m e  f o r  
the  s o - c a l l e d  l e c t u r e  p e r i o d  is  r u n n i n g  a l i t t l e  s h o r t .  S o m e  of t h e s e  
d e t a i l s ,  if  t h e y  c o m e  up, I wi l l  a n s w e r  in  the  q u e s t i o n  p e r i o d .  I 
would l i ke  to get  on to  s o m e t h i n g  tha t  I th ink  you a r e  m o r e  i n t e r e s t e d  
in,  p e r h a p s ,  r a t h e r  t h a n  d i s c u s s i n g  e x e m p t i o n s  and v a r i o u s  t h i n g s  in 
r e g a r d  to  w h i c h  you  m a y  have  f u r t h e r  q u e s t i o n s ,  s u c h  a s  t he  i n c r e a s e  

the  s t a t u t o r y  f l o o r  f r o m  250,  000 d o l l a r s  to 500, 000 d o l l a r s ,  c o m m o n  
c o n t r o l ,  c o n s o l i d a t e d  r e n e g o t i a t i o n ,  p a r t n e r s h i p s ,  and o t h e r  t e c h n i c a l  
m a t t e r s ,  abou t  w h i c h  I wi l l  be g lad  to a n s w e r  q u e s t i o n s  when  we c o m e  
to tha t  p h a s e .  

I t h ink  I wi l l  t r y  to  get  on to what  a r e  the  two m o s t  i m p o r t a n t  
a s p e c t s  of r e n e g o t i a t i o n .  F i r s t ,  t h e r e  m u s t  be an a g r e e m e n t  on what  
s a l e s  a r e  r e n e g o t i a b l e  in the  y e a r .  S e c o n d l y ,  t h e r e  is  the  m a t t e r  of 
s e g r e g a t i o n  of c o s t s  and e x p e n s e s - - w h a t  c o s t s  and e x p e n s e s  a r e  p r o p -  
e r l y  a l l o c a b l e  to  r e n e g o t i a b l e  s a l e s .  In r e n e g o t i a t i o n ,  the  s t a t u t o r y  
p r o v i s i o n  is  m u c h  b r o a d e r  t han  it is  in c o n t r a c t  r e d e t e r m i n a t i o n  o r  
m i l i t a r y  c o n t r a c t s .  F o r  i n s t a n c e ,  it is  u n u s u a l ,  I b e l i e v e ,  c e r t a i n l y  
on r e d e t e r m i n a b l e  c o n t r a c t s ,  to  t a k e  i n t e r e s t  as  a c h a r g e ,  o r  o v e r -  
t i m e  a s  a c h a r g e ,  and m a t t e r s  of tha t  s o r t ,  wh ich  a r e  not  p r o p e r  
c h a r g e s  in  m i l i t a r y  c o n t r a c t s .  We a r e  bound by s t a t u t e ,  not  by p r o -  
c u r e m e n t  cos t  p r i n c i p l e s ,  i n  d e t e r m i n i n g  the  s e g r e g a t i o n  of c o s t s  and  
e x p e n s e s ,  a l o n g  wi th  the  s e g r e g a t i o n  of s a l e s .  

T h e r e  a r e  a n u m b e r  of t y p e s  of e x e m p t i o n s  s e t  up by s t a t u t e  
w h i c h  I wi l l  not  go in to  at  th i s  t i m e .  I wi l l  be g lad  to  a n s w e r  a n y  
q u e s t i o n s  c o n n e c t e d  with  t h e m .  T h e r e  a r e  a l a r g e  n u m b e r  of m a n -  
d a t o r y  e x e m p t i o n s  and  c e r t a i n  p e r m i s s i v e  e x e m p t i o n s .  

F o l l o w i n g  t h e  r e g u l a t i o n s ,  a c o n t r a c t o r  m u s t  f i l e  h i s  r e p o r t  on 
o r  b e f o r e  t he  f i r s t  d a y  of the  f i f th m o n t h  fo l l owing  the  c l o s e  of the  
f i s c a l  y e a r .  He f i l e s  tha t  with the  R e n e g o t i a t i o n  B o a r d  in W a s h i n g t o n .  
A s s i g n m e n t s  a r e  m a d e  to  the  p r o p e r  r e g i o n a l  b o a r d s  fo r  the  c o n d u c t  
and c o m p l e t i o n  of r e n e g o t i a t i o n  in c a s e s  i n v o l v i n g  l e s s  t h a n  800, 000 
d o l l a r s  w o r t h  of r e n e g o t i a b l e  p r o f i t s  in a y e a r ' s  t i m e ,  wh ich  we c a l l  
c l a s s  B c a s e s .  The  r e g i o n a l  b o a r d ' s  d e c i s i o n ,  if it e n t e r s  in to  a b i -  
l a t e r a l  a g r e e m e n t  wi th  t h e  c o n t r a c t o r ,  i s  f ina l .  If the  c o n t r a c t o r  wi l l  
not  e n t e r  in to  a g r e e m e n t  wi th  the  r e g i o n a l  b o a r d ,  t he  l a t t e r  i s s u e s  a 
u n i l a t e r a l  o r d e r .  If the  c o n t r a c t o r  w i s h e s  to  a p p e a l  to  the  R e n e g o -  
t i a t i o n  B o a r d  in t h o s e  c a s e s ,  a h e a r i n g  is  a l w a y s  g r a n t e d .  He m u s t  
a p p e a l  w i th in  90 d a y s .  If he  shou ld  not  a p p e a l  w i th in  90 d a y s  and we 
w i s h  to  i n s t i t u t e  a h e a r i n g  on o u r  own i n i t i a t i v e ,  we have  tha t  r i g h t .  
Mos t  p e o p l e ,  if  t h e y  don ' t  e n t e r  in to  a g r e e m e n t  in the  f i e ld ,  a p p e a l  
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t o  the  R e n e g o t i a t i o n  B o a r d .  In c a s e s  i nvo lv ing  in e x c e s s  of 800, 000 
d o l l a r s  in r e n e g o t i a b l e  p r o f i t s ,  the  f ind ing  of a r e g i o n a l  b o a r d  i s  m e r e l y  
a r e c o m m e n d a t i o n .  If the  c o n t r a c t o r  a g r e e s ,  it i s  e m b o d i e d  in a n a g r e e -  
m e n t ,  but it m a y  not be s i g n e d  by the  c h a i r m a n  of tha t  b o a r d  un t i l  it  i s  
r e v i e w e d  by the  R e n e g o t i a t i o n  B o a r d  in Wash ing ton ,  so  tha t  a d e c i s i o n  
m a y  be m a d e  w h e t h e r  o r  not the  s e t t l e m e n t  is  r i g h t .  

R e n e g o t i a t i o n  m u s t  be c o m m e n c e d  wi th in  one  y e a r  a f t e r  t he  f i l i ng  
of the  c o n t r a c t o r ' s  s t a t e m e n t ,  and t he  p r o c e e d i n g s  m u s t  be  c o n c l u d e d  
wi th in  two y e a r s  a f t e r  the  f o r m a l  l e t t e r  of c o m m e n c e m e n t  has  b e e n  
sen t ,  u n l e s s  at t i m e s  e x t e n s i o n  a g r e e m e n t s  a r e  e n t e r e d  into,  ju s t  as  
in the  c a s e  of tax  r e t u r n s ,  b e f o r e  the  s t a t u t o r y  p e r i o d  ha s  r un  out.  

Of the  c a s e s . t h a t  c o m e  to us,  the  c o n t r a c t o r ' s  f i l i ngs ,  r o u g h l y  
10, 000 a y e a r ,  have  b e e n  found to be above  the  s t a t u t o r y  f l o o r  of 
500, 000 d o l l a r s .  We ca l l  t h e m  s t a t u t o r y  f i l i ngs .  Anyone  with any  
a m o u n t  of r e n e g o t i a b l e  b u s i n e s s  is  c a l l ed  on u n d e r  the  law to f i le .  
We get  s o m e t h i n g  l ike  40, 000 f i l i ngs  a y e a r  l e s s  t h a n  the  s t a t u t o r y  
l i m i t .  We have  p r o v i d e d ,  fo r  u se  in such  c a s e s ,  a s i m p l e  s t a t e m e n t  
of n o n a p p l i c a b i l i t y ,  wi thout  go ing  in to  d e t a i l  on the  c o s t s  and e x p e n s e s - -  
a s t r e a m l i n e d  a p p r o a c h .  About  3, 000 a s s i g n m e n t s  a r e  m a d e  to the  f i e ld  
e a c h  y e a r .  A f t e r  we get  t h r o u g h  what I ca l l  the  Alpha  s t a g e ,  we c o m e  
to the  O m e g a  s t age ,  which  is  the  e x e r c i s e  of j u d g m e n t  u n d e r  the  s o -  
c a l l e d  s t a t u t o r y  f a c t o r s .  T h e y  have  b e c o m e  s o m e t h i n g  l i ke  the  Ten  
C o m m a n d m e n t s  la id  down by M o s e s .  

The  h i s t o r y  of t h o s e  s t a t u t o r y  f a c t o r s  I t h ink  you m a y  f ind i n t e r -  
e s t i n g .  As I sa id ,  in the  .1942 Act  the  C o n g r e s s  m e r e l y  d e s c r i b e d  
e x c e s s i v e  p r o f i t s  as  t h o s e  which  w e r e  found to be e x c e s s i v e  u n d e r  
the  t e r m s  of t he  Act .  No c r i t e r i a  w e r e  e s t a b l i s h e d  in the  law.  T h e r e  
was no war  c o n t r a c t s  b o a r d  then ,  but t he  jo in t  c h a i r m e n  of the  r e s p e c -  
t i ve  d e p a r t m e n t s ,  n a m e l y  the  War  D e p a r t m e n t ,  the  Navy D e p a r t m e n t ,  
the  M a r i t i m e  C o m m i s s i o n ,  the  War  Shipping A d m i n i s t r a t i o n ,  and the  
T r e a s u r y  d r e w  up in  M a r c h  1943, I r e c a l l  v e r y  wel l ,  c r i t e r i a  f o r  the  
f ie ld  o f f i ces  to  t a k e  in to  accoun t  in d e t e r m i n i n g  the  e x i s t e n c e  or  n o n -  
e x i s t e n c e  of e x c e s s i v e  p r o f i t s ,  and the  a m o u n t  t h e r e o f .  T h e y  d r e w  
up t h e s e  s e v e n  f a c t o r s - - t h e r e  w e r e  s ix ,  p lu s  one.  T h e y  t h e n  r e f e r r e d  
to  t h e m  as  s e v e n .  Now t h e y  s p e a k  of s ix .  The  s e v e n t h  was what  equ i ty  
and f a i r  d e a l i n g  c a l l e d  fo r ,  l a id  down by t he  r e g u l a t i o n s  of t he  B o a r d .  
T h e r e  has  n e v e r  b e e n  any s p e c i f i c  i m p l e m e n t a t i o n  of i t .  It i s  one we 
a t t e m p t  to  app ly  in our  j u d g m e n t  of the  o t h e r  s ix  f a c t o r s .  

I t h ink  fo r  the  s a k e  of the  r e c o r d  I wi l l  r e a d  f r o m  the  law t h o s e  
f a c t o r s  as  t h e y  a r e  now. C o n g r e s s  p a i d t h e  jo in t  c h a i r m e n  the  c o m p l i m e n t  
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of w r i t i n g  t h e m  into  the  1943 Act .  They  w e r e  w r i t t e n  aga in  into the  
1948 Act ,  and a l s o  into the  1951 Act .  With ju s t  m i n o r  v a r i a t i o n s  in 
p h r a s i n g ,  t h e y  a r e  e s s e n t i a l l y  the  s a m e .  Le t  m e  s e e  if I c an  put  m y  
hands  on t h e m .  

H e r e  is  the  d e f i n i t i o n  of e x c e s s i v e  p r o f i t s .  " T h e  t e r m  ' e x c e s s i v e  
p r o f i t s '  m e a n s  the  p o r t i o n  of the  p r o f i t s  d e r i v e d  f r o m  c o n t r a c t s  with 
the  d e p a r t m e n t s  a n d  s u b c o n t r a c t s  which  is  d e t e r m i n e d  in a c c o r d a n c e  
with t h i s  t i t l e  to be e x c e s s i v e .  " 

Tha t  i s  the  way the  f i r s t  Act  was  p h r a s e d .  F r o m  t h e n  on th i s  has  
c o n t i n u e d  to be the  de f in i t i on .  The  f i r s t  f a c t o r  r e a d s :  

" In  d e t e r m i n i n g  e x c e s s i v e  p r o f i t s  f a v o r a b l e  r e c o g n i t i o n  m u s t  
be g iven  to the  e f f i c i e n c y  of the c o n t r a c t o r  o r  s u b c o n t r a c t o r ,  with 
p a r t i c u l a r  r e g a r d  to a t t a i n m e n t  of quan t i t y  and q u a l i t y  p r o d u c t i o n ,  
r e d u c t i o n  of c o s t s ,  and e c o n o m y  in the  use  of m a t e r i a l s ,  f a c i l i t i e s ,  
and m a n p o w e r ;  and in add i t ion ,  t h e r e  sha l l  be t a k e n  into  c o n s i d e r a -  
t ion  the  fo l l owing  f a c t o r s : "  

The  f i r s t  one is u s u a l l y  r e f e r r e d  to as  the  e f f i c i e n c y  f a c t o r .  

"Reasonableness of costs and profits.  " I emphasize the fact that 
the regulation, the factor, and the law read "profits,  " not "pr ices .  " 
There has always been a great deal of discussion on that subject. The 
law reads: 

"(1) R e a s o n a b l e n e s s  of c o s t s  and p r o f i t s ,  with p a r t i c u l a r  
r e g a r d  to v o l u m e  of p r o d u c t i o n ,  n o r m a l  e a r n i n g s ,  and c o m p a r i s o n  
of w a r  and p e a c e t i m e  p r o d u c t s ;  

"(2) T h e  net  wor th ,  with p a r t i c u l a r  r e g a r d  to the  a m o u n t  and 
s o u r c e  of pub l i c  and p r i v a t e  c a p i t a l  e m p l o y e d ;  

"(3) E x t e n t  of r i s k  a s s u m e d ,  i n c l u d i n g  the  r i s k  i n c i d e n t  to 
r e a s o n a b l e  p r i c i n g  p o l i c i e s ;  

"(4) N a t u r e  and ex ten t  o f  c o n t r i b u t i o n  to the  d e f e n s e  e f fo r t ,  
i n c l u d i n g  i n v e n t i v e  and d e v e l o p m e n t a l  c o n t r i b u t i o n  and c o o p e r a t i o n  
with the  G o v e r n m e n t  and o t h e r  c o n t r a c t o r s  in supp ly ing  t e c h n i c a l  
a s s i s t a n c e ;  
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"(5) Character of business, including source and nature of 
materials, complexity of manufacturing technique, character and 
extent of subcontracting, and rate of turnover;" 

Finally, there is this overall one previously mentioned: 

"(6) Such other factors the consideration of which the public 
interest and fair and equitable dealing may require, which factors 
shall be published in the regulations of the Board from time to 
time as adopted. " 

In connection with the net worth factor, I am going back to Gen- 
eral Calhoun's introduction and the request in the letter that General 
Hollis sent me that I touch on the view taken in renegotiation of the 
use of Government facilities and equipment. That comes into consid- 
eration under the net worth factor. If any of you have had sufficient 
interest during the last 2 or 3 months to read comments from inter- 
ested sources--most of them interested, rather than disinterested, I 
should say--about the alleged perversion of the net worth factor by the 
Renegotiation Board, there have been brochures published on it, arti- 
cles in Aviation Week written by eminent counsel, and so forth. I have 
tried to treat these attacks very much as I recently learned President 
Lincoln decided he had to treat them, after the first year of the Civil 
War. I understand he tacked on his desk a statement reading: "If I 
took the time to read all the attacks on me, let alone answer them, I 
could do nothing in my shop. " 

We fee l  that  t h e r e  was so m u c h  m i s u n d e r s t a n d i n g  r e s u l t i n g  f r o m  
t h e s e  c o m m e n t s  that  only  y e s t e r d a y  o r  the  day b e f o r e - - t h i s  is  v e r y  
t i m e l y ,  g e n t l e m e n - - t h e  B o a r d  m a d e  a p r e s s  r e l e a s e  which  I wi l l  r e a d  
h e r e  for  the  r e c o r d :  

"STATEMENT ON NET WORTH FACTOR 

"Because some misunderstanding apparently exists in certain 
quarters respecting the Renegotiation Board's interpretation and 
application of the so-called 'net worth factor' (Section 103(e)(2) 
of the Renegotia%ion Act of 1951, as amended), the Board today 
issued the following statement: 

"Sec t ion  I03(e) (2)  of the  Act p r o v i d e s  that  the  R e n e g o t i a t i o n  
B o a r d  sha l l ,  in d e t e r m i n i n g  e x c e s s i v e  p r o f i t s ,  t ake  into c o n s i d -  
e r a t i o n :  ' T h e  net  wor th ,  with p a r t i c u l a r  r e g a r d  to the  a m o u n t  
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and source of public and private capital employed . . . .  ' In dis- 
charging its responsibility under this section, the Board does 
not regard any particular rate of return on net worth or capital 
employed as excessive per se. The Board does not attempt to 
equalize its determinations respecting the members of any given 
industry from the standpoint of return on net worth" or capital 
employed, inasmuch as renegotiation obviously is not a rate- 
making process. The Board does not place special emphasis on 
the net worth and capital employed factor as distinguished from 
the other statutory factors. 

"The Board  d e s i r e s  to r e e m p h a s i z e  the fact  that  r e a s o n a b l e  
p ro f i t s  a r e  d e t e r m i n e d  in e v e r y  case  by an overa l l  evaluat ion of 
al l  the s t a tu to ry  f ac to r s ,  and not by the appl ica t ion of any fixed 
fo rmula  with r e s p e c t  to r a t e  of prof i t  on s a l e s  or  r a t e  of r e t u r n  
on net worth or  capi ta l  employed,  or  any .o the r  fo rmu la .  That  is  
not to say,  however ,  that  the r e t u r n  on net worth can p r o p e r l y  be 
ignored in an a p p r o p r i a t e  case .  Excluding those  indus t r i e s  where  
capi ta l  is not a s igni f icant  i ncome-p roduc ing  fac to r ,  the r e l a t i on -  
ship of prof i t  r e a l i z ed  on renego t i ab le  business to the capi ta l  and 
net worth employed in r enego t i ab le  bus iness  is,  and p r o p e r l y  
should be, one of the considerations (though not the sole consider- 
ation) in the final determination of excessive profits. The Board's 
determinations must permit the retention of profits sufficient to 
provide a proper incentive for the investment of equity capital. 
Where borrowed capltal is involved, the retained profits must re- 
flect the addi t ional  r i s k  to which equity capi ta l  is t h e r e b y  subjected .  

"With r e spec t  to c o n t r a c t o r s  who r ece ive  Government  f inanc ia l  
a s s i s t a n c e ,  the regula t ion  under  the 1951 Act (RBR 1480.11(4)) 
e x p r e s s e s  a bas ic  pol icy which was f i r s t  enunciated under  the 1943 
Renegot ta t ton Act (RR 412.2)  and again under  the 1948 Act (MRR 
424.412-2(d)(I)): 'A contractor who is not dependent upon Gov- 
ernment or c u s t o m e r  f inancing of any type is enti t led to m o r e  f a v o r -  
able  cons ide ra t ion  than a c o n t r a c t o r  who is l a r g e l y  dependent  upon 
these  s o u r c e s  of capi ta l .  When a l a rge  p a r t  of the capi ta l  employed 
is supplied by the Government  or  by c u s t o m e r s ,  the c o n t r a c t o r ' s  
contribution tends to become one of m a n a g e m e n t  only and the profit  
will be cons ide red  a c c o r d i n g l y . '  

"An example  of the appl ica t ion of the foregoing  pol icy is to 
be found in a ca se  where  an i n c r e a s e  in G o v e r n m e n t - f u r n i s h e d  
fac i l i t i e s  enables  a contractor to achieve  subs t an t i a l ly  expanded 
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volume for defense purposes. In such a case there will often 

be a significant increase in contractor's rate of return on net 

worth over the immediately preceding years, which generally 

will evidence in a concrete way the effect of increased volume 

and increased Government assistance. Certainly the Board 

m u s t  c o n s i d e r  t h i s  fac t ,  t o g e t h e r  with a l l  o t h e r  r e l e v a n t  f a c t o r s ,  
in d e t e r m i n i n g  w h e t h e r  c o n t r a c t o r ' s  p r o f i t  on the  e x p a n d e d  r e -  
n e g o t i a b l e  s a l e s  b e a r s  a r e a s o n a b l e  r e l a t i o n s h i p  to the  e x p a n d e d  
volume. " 

At th i s  s t a g e  I s e e  m y  t i m e  is r u n n i n g  s h o r t .  I have  a s t a t e m e n t  
h e r e  with r e g a r d  to r e n e g o t i a t i o n  which  I th ink  s u m m a r i z e s  i t s  s a l i e n t  
a s p e c t s  b e t t e r  t han  a n y t h i n g  e l s e  I have  e v e r  s e e n .  My a t t e n t i o n  h a p -  
p e n e d  to be c a l l e d  to it on ly  r e c e n t l y .  I m i s s e d  it at the  t i m e  the  1951 
Act  was  b e f o r e  the  C o n g r e s s  and ou r  c o u n s e l  c a l l e d  it to  m y  a t t e n t i o n  
r e c e n t l y .  It was  d e l i v e r e d  by M r .  C a r l  V inson ,  wi th  whom you a r e  
p r o b a b l y  a l l  a c q u a i n t e d ,  the  head  of the  A r m e d  S e r v i c e s  C o m m i t t e e  
of the  H o u s e  fo r  so  m a n y  y e a r s ,  at l e a s t  when  h i s  p a r t y  was  in p o w e r ,  
and,  going back  o v e r  the  y e a r s ,  it ha s  b e e n  in p o w e r  m o r e  than  the  
o t h e r  s i d e .  H e r e  is h i s  s t a t e m e n t :  

" R e n e g o t i a t i o n  is  not an  exac t  s c i e n c e .  T h e r e  is  no f ixed  
f o r m u l a  o r  y a r d s t i c k  fo r  the  d e t e r m i n a t i o n  of e x c e s s i v e  p r o f i t s ,  
n o r  i s  t h e r e  a n y  f ixed  m a x i m u m  to the  a m o u n t  of p r o f i t s  w h i c h  
m a y  be r e a l i z e d  o r  r e t a i n e d  by any  c o n t r a c t o r  . . . .  The  b i l l  
l a y s  down c e r t a i n  f a c t o r s  . . wh ich  m u s t  be t a k e n  into  c o n s i d -  
e r a t i o n  by the  r e n e g o t i a t i o n  a u t h o r i t i e s  in d e t e r m i n i n g  in e v e r y  
c a s e  w h e t h e r  e x c e s s i v e  p r o f i t s  ex i s t ,  and if so,  in what  a m o u n t  . . . .  

" . . .  I t h ink  it i m p o r t a n t  to e m p h a s i z e  b e f o r e  t h i s  body  
tha t  r e n e g o t i a t i o n  is  an  o p e r a t i o n  wh ich  is  b r o a d l y  c o n c e i v e d  
and b r o a d l y  a d m i n i s t e r e d .  It is  not  a d e t a i l e d  p r o c e s s  of aud i t  
and e x a m i n a t i o n ,  c o n t r a c t  by c o n t r a c t  and d o l l a r  by d o l l a r .  And 
it i s  by  no m e a n s  a d e v i c e  to r e m e d y  o r  r e p a i r  e r r o r s  on i n e q -  
u i t i e s  in i n d i v i d u a l  p r o c u r e m e n t  t r a n s a c t i o n s .  The  r e n e g o t i a t l o n  
a u t h o r i t i e s  do not  r e s e t  the  p r i c e  of e a c h  c o n t r a c t  a f t e r  c o m p l e t i o n  
of p e r f o r m a n c e  and p a y m e n t .  Th i s  t ype  of i n d i v i d u a l  p r i c e  a d j u s t -  
m e n t ,  which  was  c o n t e m p l a t e d  in the  e a r l i e s t  d a y s  of r e n e g o t i a t i o n  
and f r o m  which  the  p r o c e s s  d e r i v e d  i t s  n a m e ,  gave  way  a l m o s t  
i m m e d i a t e l y ,  out of obv ious  n e c e s s i t y ,  to  o v e r a l l  r e v i e w  of a 
c o n t r a c t o r ' s  o p e r a t i o n s  fo r  h i s  e n t i r e  f i s c a l  y e a r .  
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"This basic conception is indispensable to any understanding 
of what renegotiation is and the way it works. All of a contractor's 
receipts or accruals during his year from all of his contracts and 
subcontracts subject to renegotiation, including both his profitable 
and his nonprofitable ones, and all of his costs and expenses appli- 
cable thereto, are considered at a single time in a single proceed- 
ing together with all other facts and figures pertinent to the statutory 
factors, and a single overall determination is made. If no exces- 
sive profits are found to exist, a clearance is granted to the con- 
tractor. If it is determined that excessive profits were realized, 
a determination of the amount thereof is made and this determina- 
tion is embodied in an agreement or order. 

"It  i s  e v i d e n t  tha t  in t h i s  type  of o p e r a t i o n  the  r e n e g o t i a t i o n  
a u t h o r i t i e s  m u s t  u se ,  not a f i n e - t o o t h e d  c o m b ,  but a b r o a d  b r u s h .  
And it i s  f o r  p r e c i s e l y  th i s  r e a s o n  tha t  r e n e g o t i a t i o n  is  not d e -  
s i g n e d  to  be ,  n o r  c a n  it be ,  a s u b s t i t u t e  fo r  sound  p r o c u r e m e n t  
p r i c i n g .  R e n e g o t i a t i o n  does  no m o r e  t h a n  p r e v e n t  o r  e l i m i n a t e  
p r o f i t s  tha t  a r e  c l e a r l y  e x c e s s i v e  and u n r e a s o n a b l e  on an  o v e r a l l  
b a s i s - - p r o f i t s  tha t  i t w o u l d  be c l e a r l y  u n c o n s c i o n a b l e  fo r  a c o n -  
t r a c t o r  to r e t a i n  f r o m  h is  d e a l i n g s  with  h i s  G o v e r n m e n t  in c i r c u m -  
s t a n c e s  w h i c h  p r e c l u d e d  p r o p e r  i n i t i a l  p r i c i n g .  . The  p u r p o s e  
is  not to t a k e  m o n e y  a w a y  f r o m  the  c o n t r a c t o r ,  but r a t h e r  to s e e  
tha t  not too  m u c h  m o n e y  has  b e e n  t a k e n  f r o m  the  G o v e r n m e n t  u n d e r  
u n u s u a l  c o n d i t i o n s  l a c k i n g  the  c o n t r o l s  n o r m a l l y  e x e r t e d  upon p r i c e s  
by the  p r e s s u r e s  of c o m p e t i t i o n .  " 

With  th i s  I s top .  

MR.  MUNCY: G e n t l e m e n ,  Mr .  C o g g e s h a l l  i s  r e a d y  fo r  y o u r  q u e s -  
t i o n s .  

QUESTION:  M r .  C o g g e s h a l l ,  we h a v e  had a good m a n y  r e p r e s e n t -  
a t i v e s  of i n d u s t r y  and  i n d u s t r i a l i s t s  a p p e a r  h e r e  with  us and t h e y  h a v e  
one  c o m m o n  c o n s e n s u s  tha t  t h e  c o n t i n u a t i o n  of r e n e g o t i a t i o n  at  t h i s  
t i m e  is  " l e g a l i z e d  c o n f i s c a t i o n .  " T h e y  c l a i m  tha t ,  if we r e t u r n  to a 
f r e e  p l a y  of c o m p e t i t i o n ,  tha t  tha t  in i t s e l f  would  d r i v e  down e x c e s -  
s i v e  p r o f i t s ,  tha t  t he  G o v e r n m e n t  would get  b e t t e r  p r o d u c t s  f r o m  t h i s  
c o m p e t i t i o n ,  and tha t  t h i s  would a l l ow  the  c o n t i n u e d  g r o w t h  of the  e c o n -  
o m y  which  has  m a d e  t h i s  c o u n t r y  g r e a t .  Would you c a r e  to c o m m e n t  
on tha t  ? 
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MR. C O G G E S H A L L :  Tha t  i s  r a t h e r  a mou th fu l ,  as  I t h i n k  J o h n  
H y l a n  is  quo ted  as  h a v i n g  s a i d  to the  Q u e e n  of R o u m a n i a  when  she  was  
v i s i t i n g  New Y o r k ,  "Qui te  a m o u t h f u l ,  Q u e e n .  " F r o m  the  b e g i n n i n g  of 
r e n e g o t i a t i o n  s i m i l a r  r e m a r k s  have  b e e n  m a d e ,  and a l l  the  t i m e  the  Act  
h a s  b e e n  in e x i s t e n c e .  The  f i r s t  Act  had  to be a m e n d e d  in t h e  fa l l  of 
1942, a s  s t a t e d  e a r l i e r ,  and when  it c a m e  t i m e  fo r  a new Act  in 1943, 
the  s a m e  s t a t e m e n t s  w e r e  m a d e ,  wi th  a g r e a t  d e a l  of h e a t .  T h e y  w e r e  
m a d e  a f t e r  t he  1948 Act  was  p a s s e d  wi thout  any  open  h e a r i n g s .  D u r i n g  
the  l e g i s l a t i v e  d i s c u s s i o n  of t he  1951 Act ,  s i m i l a r  s t a t e m e n t s  w e r e  
m a d e ,  as  I would have  m e n t i o n e d  in t he  s e c t i o n  of m y  ou t l i ne  wh ich  I 
sk ipped  out of c o n s i d e r a t i o n  fo r  the  g e n t l e m e n  in th i s  a u d i e n c e .  I have  
h e a r d  t he  s a m e  s t a t e m e n t s  m a d e  by p e o p l e  when  I a t t e n d e d  v a r i o u s  
s e s s i o n s  l a s t  fa l l  at the  i n v i t a t i o n  of Mr .  S tam,  the  head  of the  s t a f f  
of the  Jo in t  C o m m i t t e e  on I n t e r n a l  R e v e n u e  and T a x a t i o n .  C o n g r e s s ,  
in  e x t e n d i n g  the  1951 Act  fo r  two y e a r s ,  at  the  r e q u e s t  of t he  P r e s i d e n t ,  
l a s t  y e a r  p r o v i d e d  f o r  a s t u d y  to be m a d e  by tha t  C o m m i t t e e  w h e t h e r  o r  
not R e n e g o t i a t i o n  shou ld  be e x t e n d e d  beyond  31 D e c e m b e r  1956. 

Al l  i n t e r e s t e d  i n d u s t r y  g r o u p s  who a s k e d  fo r  a s e s s i o n  with  the  
Jo in t  C o m m i t t e e  on T a x a t i o n  by 30 S e p t e m b e r  1955, w e r e  p e r m i t t e d  
to  have  s u c h  a s e s s i o n  with  Mr .  Stare  and h i s  s ta f f .  R e p r e s e n t a t i v e s  
of t h e  D e f e n s e  D e p a r t m e n t  and of a l l  t h r e e  m i l i t a r y  s e r v i c e s ,  A r m y ,  
Navy ,  and A i r  F o r c e ,  and a l s o  the  r e n e g o t i a t i o n  a u t h o r i t i e s ,  w e r e  
i n v i t e d .  I a t t e n d e d  a l l  but one  of t h o s e  m e e t i n g s  with  c o u n s e l .  

My v~ew, and I wi l l  s t a t e  r i gh t  h e r e ,  our  v iew on the  B o a r d ,  o u r  
o f f i c i a l  v iew,  is  tha t  we a d m i n i s t e r  an  Act .  We a r e  n e i t h e r  a d v o c a t e s  
of n o r  a n t a g o n i s t s  a g a i n s t  the  e x t e n s i o n  of the  Act .  We go on the  b a s i s  
tha t  in the  f i r s t  i n s t a n c e  t h e r e  has  to be a d e c i s i o n  as  to w h e t h e r  o r  not  
it  is  n e c e s s a r y .  Th i s  c o m m i t t e e  was  a s k e d  to m a k e  a s tudy ,  and t h e i r  
r e p o r t  m u s t  be  m a d e  to the  C o n g r e s s  by 31 M a y  of t h i s  y e a r .  H e a r i n g s  
w e r e  he ld .  At t h e s e  h e a r i n g s - - n o t  e x a c t l y  h e a r i n g s ,  but e x e c u t i v e  s e s -  
s i o n s ,  at  wh ich  the  N a t i o n a l  A s s o c i a t i o n  of M a n u f a c t u r e r s ,  the  U. S. 
C h a m b e r  of C o m m e r c e ,  NSIA, MAPI ,  the  M a c h i n e  Tool  B u i l d e r s  A s -  
s o c i a t i o n - - I  hope  I h a v e n ' t  f o r g o t t e n  a n y b o d y - - t h e r e  w e r e  a ha l f  d o z e n ,  
at l e a s t - - a t t e n d e d ,  and I was  a s k e d  to p a r t i c i p a t e - - I  to ld  M r .  S tare  I 
would  be v e r y  happy  to a c c e p t  an  i n v i t a t i o n  to a t t end ,  but I would not  
p a r t i c i p a t e  beyond  the  poin t  of m a k i n g  o b s e r v a t i o n s  f r o m  t i m e  to t i m e  
as  s e e m e d  p r o p e r  to c l e a r  up any  m i s u n d e r s t a n d i n g s  o r  any  i n a d v e r t e n t  
m i s r e p r e s e n t a t i o n s  tha t  m i g h t  be m a d e  wi th  r e g a r d  to the  a d m i n i s t r a -  
t i on  of t h e  Act .  

I was  a s k e d  m y  v iews  and I s a id  I was  n e u t r a l .  I was  a s k e d  what  
I m e a n t  by " N e u t r a l .  " I s a id ,  " I  r e m e m b e r  a s t o r y  I h e a r d  s o m e  y e a r s  
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ago of a m o u n t a i n e e r  in T e n n e s s e e  who to ld  one of h i s  f r i e n d s ,  'You 
know,  when  I c a m e  h o m e  l a s t  n igh t  to the  cab in  I found m y  old w o m a n  
r a s s l i n g  with  a b ' a r .  ' The  f r i e n d  a s k e d ,  'What  did you  d o ? '  He sa id ,  
' I  was  n e u t r a l .  ' 'The f r i e n d  s a i d ,  'What  do you m e a n ? '  He r e p l i e d ,  
' I  s a i d ,  "Go it ,  old w o m a n !  Go it, b ' a r ! " ' "  

The  r e p r e s e n t a t i v e s  of i n d u s t r y  a l l  a d v a n c e d  r e a s o n s  why r e n e -  
g o t i a t i o n  is  a t e r r i b l e  i n t e r f e r e n c e  with  p r i v a t e  e n t e r p r i s e ,  and tha t  
it would be m u c h  b e t t e r  if e v e r y t h i n g  was  lef t  to  c o m p e t i t i o n ,  and so  
fo r th ;  but t h e y  a l w a y s  ended  up, " W e l l ,  now, of c o u r s e ,  if y o u r  c o m -  
m i t t e e  r e c o m m e n d s  tha t  r e n e g o t i a t i o n  not be e x t e n d e d ,  of c o u r s e  we 
e x p e c t  you to r e c o m m e n d  a l s o  tha t  the  V i n s o n - T r a m m e l  Act  be  s u s -  
p e n d e d ,  a n d  the  M a r i t i m e  Act ,  e t c . ,  b e s u s p e n d e d .  " 

M r .  S i a m  would  a s k  q u i e t l y  f r o m  t i m e  to t i m e ,  "If  you  c a n ' t  have  
t h e m  a l l  s u s p e n d e d ,  and o t h e r  p r o f i t  l i m i t a t i o n  l a w s  would  c o m e  into  
e f fec t  when  r e n e g o t i a t i o n  would  no l o n g e r  be in e f f ec t ,  what  would be  
y o u r  p r e f e r e n c e ? "  T h e y  i n v a r i a b l y  e n d e d  up by s a y i n g ,  "We would  
r a t h e r  have  R e n e g o t i a t i o n .  " 

T h e r e  w e r e  o t h e r  j u s t i f i c a t i o n s  for  e x t e n s i o n .  The  P r e s i d e n t  
s a i d  in h i s  m e s s a g e  tha t  he  wan ted  it f o r  at  l e a s t  two y e a r s ,  to  be  
p a s s e d  as  p a r t  of h i s  d e f e n s e  budge t ,  and,  so long  as  m o r e  t h a n  ha l f  
of t he  budge t  went  to  d e f e n s e ,  he  fel t  tha t  r e n e g o t i a t i o n  shou ld  be  c o n -  
t i n u e d .  

If you  t a k e  tha t  as  a p r o p e r  po in t  of d e p a r t u r e ,  and  I th ink  it i s  
r a t h e r  d i f f i cu l t  not to,  so  long as  a n y t h i n g  l i ke  m o r e  t h a n  ha l f  of the  
t a x p a y e r ' s  d o l l a r - - y o u r  d o l l a r ,  m y  d o l l a r ,  and e v e r y b o d y ' s  h e r e - -  
50 c e n t s  of e v e r y  d o l l a r  we p a y  U n c l e  S a m - - g o e s  to d e f e n s e - - a n d t h e  
t a x p a y e r  h a s  no th ing  to s a y  in r e g a r d  to how that  p a r t  of h i s  d o l l a r  is  
s p e n t - - n o t h i n g  w h a t s o e v e r - - C o n g r e s s  i s  not on ly  j u s t i f i e d ,  but ha s  an 
o b l i g a t i o n  to s e e  tha t  the  p r o f i t s  r e a l i z e d - - n o t  jus t  the  p r i c e ,  but the  
p r o f i t s  r e a l i z e d - - o n  t h i s  b u s i n e s s  tha t  i s  p e c u l i a r  e i t h e r  to a w a r  o r  
s o m e t h i n g  next  d o o r  to w a r ,  c o l d - w a r  d e f e n s e - - t h e  r e a s o n a b l e n e s s  
of t h o s e  p r o f i t s - - s h o u l d  be r e v i e w e d .  

It is not an easy job. 'Nobody would ask for it--nobody in his 
right senses. Secretary Sharp of the Air Force a week or so ago 
said to me, "You fellows must have a terrible job. I don't know how 
you  p e o p l e  m a k e  up y o u r  m i n d s .  " I s a id ,  " I  know what  m y  wife  to ld  
m e .  She s a id  I was  c r a z y  to  go back  to W a s h i n g t o n  in 194~. I s u p p o s e  
p e r h a p s  I w a s . "  One of m y  y o u n g e r  c o l l e a g u e s  s a i d  o n c e ,  "You don ' t  
have  to be c r a z y  to be in r e n e g o t i a t i o n ,  but it h e l p s  a l o t ! "  
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QUESTION: Mr.  C o g g e s h a l l ,  I b e l i e v e  tha t  one of the  s p e c i f i c  
o b j e c t i o n s  vo iced  by i n d u s t r y  i n s o f a r  as  r e n e g o t i a t i o n  is  c o n c e r n e d  
i s  the  fact  tha t  it t a k e s  2 to 3 y e a r s '  t i m e  b e f o r e  y o u r  B o a r d s  c o m e  
a r o u n d  to r e v i e w  the  c o n t r a c t s  fo r  a p a r t i c u l a r  c o m p a n y  fo r  a p a r t i c -  
u l a r  f i s c a l  y e a r ' s  b u s i n e s s .  That  has  b e e n  b r o u g h t  out as  an o b j e c t i o n  
r e c e n t l y  by the  B o e i n g  C o m p a n y  and the  T e m c o  A i r p l a n e  C o m p a n y ,  
w h e r e i n  you have  r u l e d  that  e x c e s s i v e  p r o f i t s  r e f u n d s  a r e  due  f r o m  
t h o s e  c o m p a n i e s  fo r  t h e i r  f i s c a l  y e a r  b u s i n e s s  in 1952, four  y e a r s  ago.  
I f ind m y s e l f  s o m e w h a t  s y m p a t h e t i c  with t h i s  p o s i t i o n  as  vo iced  by in -  
d u s t r y .  I don ' t  s e e  how t h e y  can  o p e r a t e  t h e i r  f i n a n c i a l  a f f a i r s  in an  
e f f i c i en t  m a n n e r  when they  don ' t  know unt i l  2, 3, o r  4 y e a r s  l a t e r  jus t  
ex ac t l y  what t h e i r  net  p ro f i t  was for  that  p a r t i c u l a r  f i s c a l  y e a r .  Would 
you c o m m e n t  on t h a t ?  

MR. COGGESHALL: Yes, there is some merit to the argument, 
to the extent that it exists. It is not at all universal. We make, as I 
mentioned, about 3, 000 assignments to the field annually. We happen 
to have open assignments of less than 3,000 today. We have about a 
year 's  backlog. Contractor's filings are not made until the beginning 
of the fifth month after the close of a contractor's year. For a cal- 
endar-year company the filing is made 1 May. It is examined to see 
if it is sufficiently complete to be sent to the field. It then goes through 
a screening committee. Generally speaking, an assignment goes out 
within two months of when it is made. 

T h e r e  has  b e e n  a g r e a t  d e a l  of d i f f i cu l ty .  It d id  not o r i g i n a t e  with 
us.  It or ig ina ted"  with the  C o n g r e s s ,  in ge t t i ng  the  1951 Act u n d e r  way.  
The  Act  was not p a s s e d  in the  f i r s t  i n s t a n c e ,  or  s i g n e d  by the  P r e s i -  
dent ,  unt i l  23 M a r c h  1951, and t h e n  no B o a r d  was appo in ted  fo r  s e v e r a l  
m o n t h s .  He sen t  no n o m i n a t i o n s  to the  Sena te  unt i l  S e p t e m b e r  of tha t  
y e a r ,  1951. The Senate  did not a p p r o v e  the  a p p o i n t m e n t s  un t i l  2 Oc-  
t o b e r  1951. They  took off ice  3 O c t o b e r  1951. 

The f i r s t  job they  had to do was d r a w  up r e g u l a t i o n s  for  t he  1951 
Act .  In d r a w i n g  up r e g u l a t i o n s  t h e y  gave  i n d u s t r y  e v e r y  o p p o r t u n i t y  
to p a s s  on the  p r o p o s e d  r e g u l a t i o n s .  T h e y  had h e a r i n g s  fo r  e a c h  of 
the  i n d u s t r i a l  a s s o c i a t i o n s ,  jus t  as  we a r e  go ing  on up at the  Hi l l  now 
in c o n n e c t i o n  with the  Jo in t  C o m m i t t e e  r e p o r t .  It was not  un t i l  t he  
m i d d l e  of 1 9 5 2 - - m y  r e c o l l e c t i o n  is  tha t  it was m a y b e  June  or  J u l y - -  
that  the  r e g u l a t i o n s  w e r e  p u b l i s h e d  in an a p p r o v e d  f o r m  and a p p r o v e d  
by the  B u r e a u  of the  Budge t ,  and t h e r e f o r e  t h e r e  w e r e  no f i l i ngs  m a d e  
for  the  1951 y e a r  unt i l  the  l a t t e r  pa r t  of 1952. 
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Now, the  B o a r d  s t a r t e d  a w a y  beh ind .  We have  done  o u r  b e s t  to  
c a t c h  up, We a r e  g e t t i n g  i n c r e a s i n g l y  c u r r e n t .  Two y e a r s  ago  the  
open  a s s i g n m e n t s  p a s s e d  6, 000. The  open  a s s i g n m e n t s  t o d a y  a r e  l e s s  
t han  3, 000. We h a v e  about  a y e a r ' s  b a c k l o g  in the  f i e ld .  The  t o t a l  
1951 a s s i g n m e n t s  w e r e  o v e r  6 ,000 .  T h e r e  a r e  l e s s  t han  100 open  f o r  
tha t  y e a r ,  m o s t  of t h e m  r e p r e s e n t i n g  l a t e  and d e l i n q u e n t  f i l i n g s  m a d e  
by c o n t r a c t o r s .  

Th i s  r e s p o n s i b i l i t y  a l s o  r e s t s  wi th  the  c o n t r a c t o r s ,  as  we l l  a s  wi th  
the  C o n g r e s s .  I a m  not s a y i n g  we a r e  p e r f e c t  e i t h e r .  But  we r e c e i v e d  
165 a s s i g n m e n t s  t h i s  y e a r  which  had  to go to the  f i e ld ,  f o r  t he  1951 y e a r .  
T h e y  a r e  s t i l l  c o m i n g  in fo r  1951. 

On t h e  1952 a s s i g n m e n t s ,  the  1952 y e a r  c o n t r a c t o r s  a r e  m o r e  t h a n  
90 p e r c e n t  c o m p l e t e d .  The  1953 y e a r  c o n t r a c t o r s  a r e ,  r o u g h l y ,  67 
p e r c e n t  c o m p l e t e d .  The  1954 c o n t r a c t o r s  a r e  a p p r o x i m a t e l y  25 p e r c e n t  
c o m p l e t e d .  

Of t h o s e  f i l ed ,  f o r  the  f i s c a l  y e a r  1955, s o m e t h i n g  l i ke  5 p e r c e n t  
a r e  a l r e a d y  c o m p l e t e d .  We a r e  do ing  ou r  bes t .  I r e c o g n i z e ,  and m y  
a s s o c i a t e s  r e c o g n i z e ,  t he  i m p o r t a n c e  of i t .  We e x e r t  c o n s t a n t  p r e s -  
s u r e  on o u r  f i e ld  o f f i c e s  to get  as  c u r r e n t  as  p o s s i b l e .  We h a v e  s o m e  
c a s e s  wh ich  b e c o m e  v e r y  m u c h  i n v o l v e d .  Some  r e q u i r e  s p e c i a l  c o o r -  
d i n a t i o n .  When  you  exam-ine the  p i c t u r e  of s o m e  of the  a i r p l a n e  c o m -  
p a n i e s ,  it  i s  a p e c u l i a r l y  c o m p l i c a t e d  job.  We e x a m i n e  the  r e s u l t s  
of g r o u p s  of c o n t r a c t s .  We jus t  d o n ' t  t h r o w  e v e r y t h i n g  t o g e t h e r ,  the  
r e s u l t  of C P F F  c o n t r a c t s ,  i n c e n t i v e  c o n t r a c t s ,  r e d e t e r m i n a b l e ,  s t r a i g h t  
f ixed  p r i c e ,  e t c .  T h o s e  a r e  g r o u p e d  and the  r e s u l t s  u n d e r  t h e s e  g r o u p -  
ings  m u s t  be e x a m i n e d  b e f o r e  we c a n  r e a c h  a f a i r  d e t e r m i n a t i o n  on an 
o v e r a l l  b a s i s .  

T h e r e  m u s t  be a l a r g e  n u m b e r  of o f f i c e r s  in t h i s  g r o u p  who h a v e  
had  e x p e r i e n c e  with  p r o c u r e m e n t .  You know tha t  on r e d e t e r m i n a b l e  
c o n t r a c t s  t h e  d e t e r m i n a t i o n  of p r o f i t s  on an  i n c e n t i v e - t y p e  job,  p e c u l -  
i a r l y ,  m a y  be  one  o r  two y e a r s  beyond  the  p e r f o r m a n c e  s t a g e .  We 
c a n ' t  get  o u r  w o r k  p r o p e r l y  u n d e r  way,  l e t  a l o n e  c o m p l e t e d ,  un t i l  p r o -  
c u r e m e n t  h a s  d e t e r m i n e d - - u n t i l  t h e y  h a v e  c o m e  to a f ina l  p r i c e  on a n  
i n c e n t i v e  job,  and in  o t h e r  r e d e t e r m i n a b l e  c o n t r a c t s .  T h o s e  a r e  a l w a y s  
go ing  to  be  s o m e w h a t  beh ind .  

QUESTION:  O n e  of the  m a i n  o b j e c t i o n s  r a i s e d  to  r e n e g o t i a t i o n  is  
t ha t  it i s  s a i d  to p e n a l i z e  e f f i c i e n c y .  I would  l i ke  to  know s o m e t h i n g  
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m o r e  a b o u t  t h e  w a y  y o u  t r e a t  t h i s  q u e s t i o n  of  e f f i c i e n c y .  L e t  m e  b e  
a l i t t l e  b i t  m o r e  s p e c i f i c ,  b y  w a y  of  a h y p o t h e t i c a l  e x a m p l e ,  w h i c h  I 
a s s u m e  i s  n o t  t o o  u n u s u a l .  S u p p o s e  a c o m p a n y ,  in  u n d e r t a k i n g  a s u b -  
s t a n t i a l  c o n t r a c t  o v e r  a p e r i o d  of  t i m e ,  i n  t h e  c o u r s e  o f  a m o n t h  i n -  
s t a l l s  s o m e  n e w  t e c h n o l o g y  o r  o r g a n i z a t i o n  w h i c h  c u t s  i t s  c o s t s  s u b -  
s t a n t i a l l y  o v e r  t h e  p e r i o d  of  t i m e ,  m o r e  t h a n  w a s  a n t i c i p a t e d  a t  t h e  
b e g i n n i n g  of  t h e  c o n t r a c t .  W o u l d  y o u  b e  i n c l i n e d  t o  l e t  t h e m  h a v e  a l l  
t h e  s a v i n g s  m a d e ,  o r  d o  y o u  f e e l  t h a t  t h e  s a m e  s h o u l d  a c c r u e  t o  t h e  
G o v e r n m e n t  ? 

M R .  C O G G E S H A L L :  I c a n ' t  g i v e  a s p e c i f i c  a n s w e r  in  a n y  o n e  
c a s e  w i t h o u t  a f u l l  k n o w l e d g e  of  a l l  t h e  p e r t i n e n t  f a c t s .  T h e  e f f i c i e n c y  
f a c t o r  i s  s t u d i e d  m o s t  c a r e f u l l y  by  u s .  We  r e c o g n i z e  a d e f i n i t e  o b l i -  
g a t i o n ,  I m e a n ,  t o  s e e  t h a t  a m o r e  e f f i c i e n t  p r o d u c e r  f a r e s  b e t t e r  i n  
r e n e g o t i a t i o n  t h a n  a l e s s  e f f i c i e n t  p r o d u c e r ,  t o  t h e  e x t e n t  t h e y  a r e  b o t h  
found to realize excessive profits. In many cases the less efficient 
people don't realize any profits, or obtain such low profits that the 
question of excessiveness is nonexistent. That's all there is to it. I 
always tell people when they argue that we haven't recognized their ef- 
ficiency and ask, "Don't you recognize how efficient we a re?" ,  "Of 
course we do. You probably wouldn't be here unless you were efficient. 
It is generally the cream of American industry that comes here. " 

We c a n ' t  t a k e  t h e  c o n t r a c t o r ' s  o w n  s e l f - s e r v i n g  s t a t e m e n t s  a s  
g o s p e l  t r u t h .  H e  g i v e s  u s  t h e  l e a d ,  a n d  we  t u r n  to  p r o c u r e m e n t  f o r  
v e r i f i c a t i o n .  We c o n t i n u e  t o  h a v e  c l o s e  l i a i s o n  w i t h  t h e m ,  t h o u g h  we  
a r e  n o  l o n g e r  o f f i c i a l l y  c o n n e c t e d .  T h e r e f o r e ,  w h e n  i t  c o m e s  t o  c h e c k -  
i n g  e f f i c i e n c y ,  we g e t  p r o c u r e m e n t  r e p o r t s .  If t h e r e  s e e m s  t o  b e  a 
w i d e  d i s c r e p a n c y  a n d  d i s p a r i t y  b e t w e e n  c o n t r a c t o r s '  s t a t e m e n t s  a n d  
p r o c u r e m e n t  r e p o r t i n g ,  we u n d e r t a k e  t o  e x p l o r e  t h a t  d i s p a r i t y  a n d  f i n d  
ou t  w h a t  t h e  t r u e  p i c t u r e  i s .  U s u a l l y  i t  t u r n s  ou t  t h a t  t h e  t r u t h  l i e s  
s o m e w h e r e  b e t w e e n  a c o n t r a c t o r ' s  s e l f - s e r v i n g  r e p r e s e n t a t i o n s  a n d  
p e r h a p s  t h e  j a u n d i c e d  e y e  of  a p r o c u r e m e n t  o f f i c e r .  

We  d o  o u r  b e s t  t o  s e e  t h a t  e f f i c i e n c y  i s  r e c o g n i z e d  i n  o u r  f i n d i n g s .  
I t h i n k  I c a n  s a y  t h a t  t h e  m o r e  e f f i c i e n t  p r o d u c e r s ,  g e n e r a l l y  s p e a k i n g ,  
f i n d  t h a t  i t  i s  r e c o g n i z e d  in  r e n e g o t i a t i o n  s e t t l e m e n t s .  

T h a t  d o e s  no t  m e a n  t o  s a y  t h a t  t h e r e  m a y  n o t  be  a f i n d i n g  o f  e x -  
c e s s i v e  p r o f i t s  i n  s u c h  c a s e s ,  b u t ,  o u r  d e t e r m i n a t i o n s  of  e x c e s s i v e  
p r o f i t s  a r e  n e v e r  p e n a l t i e s .  R e n e g o t i a t i o n  i s  n o t  a p r o c e s s  of  i m -  
p o s i n g  p e n a l t i e s .  We  f i nd ,  g e n e r a l l y  s p e a k i n g ,  t h a t  i n e f f i c i e n c y  p r o -  
d u c e s  i t s  o w n  p e n a l t y .  I m e a n ,  t h e  i n e f f i c i e n t  f e l l o w  o f t e n  e n d s  up  
w i t h  a l o s s  o f  2 p e r c e n t ,  3 p e r c e n t ,  o r  4 p e r c e n t  on  h i s  s a l e s ,  o r  m o r e .  
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G E N E R A L  H O L L I S :  I w o u l d  l i k e  t o  m a k e  an  o b s e r v a t i o n ,  r a t h e r  
t h a n  a s k  a q u e s t i o n ,  i f  I m a y ,  a n d  s p e a k  to  t h e  c o l o n e l  in  c o n j u n c t i o n  
w i t h  h i s  q u e s t i o n .  

M R .  C O G G E S H A L L :  Y e s ,  s i r .  

G E N E R A L  H O L L I S :  B e c a u s e  y o u  h a v e  a j ob  t h a t  d o e s  n o t  m a k e  
y o u  f r i e n d s ,  p a r t i c u l a r l y  in  t h i s  w i d e  f i e l d  t h a t  h e  r e f e r r e d  to ,  a n d  
b e c a u s e  y o u  m e n t i o n e d  t h e  l a g  in  p r i c e  r e d e t e r m i n a t i o n ,  I w o u l d  l i k e  
to  c i t e  a n  i n c i d e n t  o r  t w o .  O n e  of  t h e  h a r d e s t  j o b s  I h a d  a s  a p r o -  
c u r e m e n t  c h i e f  w a s  t r y i n g  t o  w h i p  m y  p e o p l e  i n t o  c l e a n i n g  up  p r i c e  
r e d e t e r m i n a t i o n  c a s e s  w h i c h  w e r e  g e t t i n g  s c a n d a l o u s l y  o ld  a n d  r e -  
v o l t e d  m e  e v e r y  t i m e  I l o o k e d  a t  t h e  b o x  s c o r e .  T h a t  w a s n ' t  e a s y .  
It w a s  n o t  b e c a u s e  t h e y  h a d  b e e n  i n d i f f e r e n t  to  t h e  c a s e .  In m a n y  i n -  
s t a n c e s ,  i t  w a s  b e c a u s e  t h e  f i r m  i t s e l f  i n s i s t e d  t h a t  it w a s  v i r t u o u s ,  
a n d  w a n t e d  to  d i g  up  n e w  i t e m s .  

T h e r e  w a s  o n e  i n s t a n c e ,  t h e  m o s t  f l a g r a n t  o n e ,  p e r h a p s ,  w h e r e i n  
t h e  c o s t s  c i t e d  w e r e  n o t  o n l y  t h e  h o t e l  b i l l s  of  t h e  p r e s i d e n t  a n d  t h o s e  
o f  h i s  w i f e ,  w h e n  t h e  p r e s i d e n t  w e n t  t o  N e w  Y o r k  on  a G o v e r n m e n t  
c o n t r a c t ,  bu t  a l s o  i n c l u d e d  t h e  c o s t  o f  t h e  s u p e r i n t e n d e n t  o r  c a r e t a k e r  
o f  t h e  p r e s i d e n t ' s  c o u n t r y  h o m e  in  i t s  p r o p o r t i o n a t e  s h a r e  f o r  a G o v -  
e r n m e n t  c o s t  on  t h i s  t h i n g .  T h e  f i r m  h a p p e n e d  to  h a v e  g o t t e n  a n  e x -  
o r b i t a n t  p r i c e ,  a g r o s s l y  e x o r b i t a n t  p r i c e - - e v e n  t h e y  a d m i t t e d  t h a t - -  
on  t h e  e n d  i t e m  w h e n  i t  w a s  a w a r d e d ,  a n d  t h e y  h a d  s o m e  q u a r t e r  o f  a 
m i l l i o n  d o l l a r s  o f  U n c l e ' s  m o n e y ,  i n t e r e s t  f r e e ,  and  t h e  f i r m  w a s  n o t  
a t  a l l  e a g e r ,  j u s t  in  t e r m s  of  t i m e ,  t o  r e s o l v e  t h i s  q u e s t i o n ,  u n l e s s  
t h e y  c o u l d  r e s o l v e  i t  t o t a l l y  in  t h e i r  o w n  i n t e r e s t .  

We  d i d n ' t  p u t  t h a t  o n e  in  s h a p e  f o r  M r .  C o g g e s h a l l ' s  o u t f i t  t o  g e t  
a t  i t  f o r - - I  a m  n o t  p r o u d  of  t h i s - - 2 - 1 / 2  y e a r s .  So I t h o u g h t  t h a t  w a s  
r e l e v a n t  t o  h i s  r e c i t a t i o n  o n  t h e  s u b j e c t ,  a n d  t o o k  t h e  l i b e r t y  t o  s a y  i t .  

M R .  C O G G E S H A L L :  V e r y  d e f i n i t e l y ,  G e n e r a l ,  i t  i s  m u c h  a p p r e -  
c i a t e d .  I w i l l  s a y  o n  t h e  r e n e g o t i a t i o n  s i d e  t h a t  we  h a v e  s e e n ,  n o t  
n e c e s s a r i l y  a s  a c o n s e q u e n c e  of ,  b u t  a t  l e a s t  f o l l o w i n g ,  a r u l i n g  of  
t h e  T r e a s u r y  m a d e  in  M a r c h  o r  A p r i l  o f  1953 ,  c e r t a i n  i n t e r e s t i n g  d e -  
v e l o p m e n t s .  W h e n  I w a s  ou t  a t  W r i g h t  F i e l d  a t  t h a t  t i m e  h a v i n g  a 
v i s i t  w i t h  G e n e r a l  F a r n s w o r t h ,  w h o  w a s  w i t h  u s  in  A i r  F o r c e  r e n e g o -  
t i a t i o n  f o r  a t i m e  d u r i n g  t h e  w a r ,  who  s u c c e e d e d  G e n e r a l  P h i l  S m i t h  
in  p r o c u r e m e n t ,  a n d  w h o  i s  n o w  A i r  F o r c e  A u d i t o r  G e n e r a l ,  a s  y o u  
k n o w ,  G e n e r a l  F a r n s w o r t h  t o l d  m e  o n e  d a y  a f t e r  l u n c h ,  " W e  h a d  a 
t e r r i b l e  t h i n g  h a p p e n .  " I s a i d ,  " W h a t ? "  He  r e p l i e d ,  " S u c h - a n d - s u c h  
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C o m p a n y - - i t  would be tha t  c o m p a n y - - w h e n  we a s k e d  fo r  a r e d e t e r -  
m i n a t i o n  r e f u n d  of a m i l l i o n  and o n e - h a l f  d o l l a r s  a p p l i c a b l e  to a p r i o r  
y e a r ,  r e p l i e d  tha t  t h e y  w e r e  f i r s t  go ing  to app ly  fo r  F e d e r a l  t ax  c r e d i t .  
T h e y  w e r e  a s k e d  how t h e y  got tha t  way .  T h e y  sa id  t h e y  had  r e a d  S e c -  
t i on  3806 of the  I n t e r n a l  R e v e n u e  Code  and found t h e y  w e r e  e n t i t l e d  to 
app ly  fo r  t ax  c r e d i t  in r e d e t e r m i n a t i o n  p r o c e e d i n g s  jus t  the  s a m e  as  
t h e y  would  be in r e n e g o t i a t i o n .  I s a id ,  ' I t  h a s  n e v e r  b e e n  done  tha t  
w a y . '  So t h e y  w r o t e  to the  T r e a s u r y  and the  T r e a s u r y  gave  t h e m  a 
r u l i n g  to tha t  e f fec t ,  and p u b l i s h e d  the  r u l i n g .  " G e n e r a l  F a r n s w o r t h  
a d d e d ,  "What  do you th ink  of t h a t ? "  I s a i d ,  "Do you  e x p e c t  m e  to 
b r e a k  down  and weep ,  B i l l ?  Th i s  has  b e e n  a g r e a t  s o u r c e  of t r o u b l e  
to us in r e n e g o t i a t i o n ,  t r y i n g  to get  c u r r e n t .  I know you .  You a r e  
go ing  to t e l l  y o u r  boys  f r o m  now on to s e e  tha t  t h e i r  r e d e t e r m i n a t i o n  
is  c o m p l e t e  in w h a t e v e r  way it c an  be,  o r  t h e y  h a v e  to g ive  you  the  
r e a s o n  why, b e f o r e  the  c o n t r a c t o r  f i l e s  h i s  t ax  r e t u r n  fo r  tha t  y e a r .  
Am I right ?" He said, "You bet your bottom dollar you are right. " 
We have seen far less drag in determination since that ruling was 
published three years ago than prior thereto. 

MR. MUNCY: Mr .  C o g g e s h a l l ,  we a r e  i n d e e d  t h a n k f u l  to  you  
t h i s  m o r n i n g  fo r  a v e r y  he lp fu l  s t a t e m e n t  on the  t r y i n g  p r o b l e m s  of 
r e n e g o t i a t i o n .  You have  b e e n  v e r y  good to c o m e  h e r e  and g ive  us  
y o u r  t i m e  and to a n s w e r  as  c o m p l e t e l y  as  you h a v e  o u r  r e a l  s t i c k l e r  
q u e s t i o n s .  

MR.  C O G G E S H A L L :  I a p p r e c i a t e  t he  o p p o r t u n i t y  v e r y  m u c h .  I 
t h a n k  you  a l l .  

(29 M a r  1 9 5 6 - - 2 5 0 ) O / f e b  
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