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M r .  C h a r l e s  H. Swayne ,  D i r e c t o r ,  Off ice  of R e v i e w ,  The  R e n e g o -  
t i a t i on  B o a r d ,  w a s  b o r n  in P h i l a d e l p h i a ,  P a . ,  26 O c t o b e r  1900. F o l l o w -  
ing c o m p l e t i o n  of e d u c a t i o n  in New Y o r k  Sta te ,  he e n g a g e d  in pub l ic  and 
p r i v a t e  a c c o u n t i n g  f r o m  1922 t h r o u g h  1926, in G e o r g i a  and F l o r i d a .  He 
s e r v e d  in f i n a n c i a l  r e s e a r c h  and i n v e s t m e n t  a d v i s o r y  a c t i v i t i e s  in 
New Y o r k  City wi th  the  f i r m  of D o m i n i c k  and D o m i n i c k ,  M e m b e r s  of 
the  New Y o r k  Stock E x c h a n g e  f r o m  1926 t h r o u g h  1936; he was  head  of the  
buy ing  d e p a r t m e n t  of H incks  B r o t h e r s ,  i n v e s t m e n t  b a n k e r s  in B r i d g e p o r t ,  
C o n n e c t i c u t  f r o m  1936 t h r o u g h  1940. In 1941 he b e c a m e  s e c r e t a r y - t r e a s -  
u r e r  of A u t o m a t i c  M a c h i n e r y  M a n u f a c t u r i n g  C o r p . ,  B r i d g e p o r t ,  C o n n e c t -  
icut ,  and upon the  s a l e  of tha t  c o m p a n y  in 1943 he e n t e r e d  G o v e r n m e n t  
s e r v i c e  wi th  the  r e n e g o t i a t i o n  a u t h o r i t y  of the A r m y  A i r  C o r p s ,  at  67 
B r o a d  S t r e e t ,  New Y o r k  Ci ty .  L a t e  in 1945 he r e t u r n e d  to p r i v a t e  b u s i -  
n e s s  unt i l  r e t u r n i n g  to G o v e r n m e n t  s e r v i c e  wi th  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 ,  A i r  F o r c e  D i v i s i o n  in A p r i l  1949 w h e r e  he s e r v e d  
t h r o u g h  1951. D u r i n g  1952 and 1953 he w o r k e d  wi th  the  Off ice  of the  
A s s i s t a n t  S e c r e t a r y ,  D e p a r t m e n t  of the  A r m y ,  on s p e c i a l  a s s i g n m e n t s .  
In J a n u a r y  1954 he r e t u r n e d  to the R e n e g o t i a t i o n  B o a r d  and he  b e c a m e  
s p e c i a l  a s s i s t a n t  to T h o m a s  C o g g e s h a l l ,  ( the p r e s e n t  C h a i r m a n  of the  
R e n e g o t i a t i o n  Board )  in M a r c h  1955. He was  appo in ted  D i r e c t o r  of the  
Off ice  of R e v i e w  on 19 A p r i l  1957. 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 ]ege .  
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STATUTORY RENEGOTIATION AND P R O F I T  CONTROL 

19 D e c e m b e r  1957 

MR. MUNCY: Good m o r n i n g ,  Gent lemen:  As you know, for  m a n y  
ye f l r s  it  has  b e e n n a t i o n a l  pol icy  to e l im ina t e  e x c e s s i v e  p ro f i t s  d e r i v e d  
by p r i m e  and s u b c o n t r a c t o r s  f rom defense  c o n t r a c t s .  Since 1951 the 
i m p l e m e n t i n g  and the e n f o r c e m e n t  of th i s  pol icy  has  been  the r e s p o n s i -  
b i l i t y  of the Renego t i a t ion  Board ,  an independent  body composed  of five 
m e m b e r s  appointed by the P r e s i d e n t .  

Our s p e a k e r  th i s  m o r n i n g  is  the D i r e c t o r  of the Office of Rev iew,  
of the Renego t i a t i on  Board .  His  p r o f e s s i o n a l  e x p e r i e n c e  i s  quite wide,  
inc luding  both publ ic  and p r iva t e  account ing ,  f inanc ia l  r e s e a r c h ,  and 
i n v e s t m e n t  a d v i s o r y  s e r v i c e  with a Wall  S t ree t  i n v e s t m e n t  f i r m ,  and 
subsequen t ly ,  he was s e c r e t a r y - t r e a s u r e r  of the Automat ic  M a c h i n e r y  
Manufac tu r ing  C o r p o r a t i o n  of B r i d g e p o r t ,  Connec t icu t .  

He f i r s t  joined the G o v e r n m e n t  s e r v i c e  in 1943 as  a m e m b e r  of the 
A r m y  Ai r  Corps  Renegot ia t ion  Author i ty .  He has  been  with the R e n e g o -  
t i a t ion  Boa rd  dur ing  the pas t  four  y e a r s .  His  ex tens ive  e x p e r i e n c e  both 
in i n d u s t r y  and in G o v e r n m e n t  e m i n e n t l y  qua l i f i es  h im to speak  on the 
subjec t ,  "S ta tu to ry  Renego t i a t ion  and P r o f i t  C o n t r o l . "  

Gen t l emen ,  it i s  a p l e a s u r e  for  me to in t roduce  Mr .  C h a r l e s  H. 
Swayne to the C l a s s  of 1958 and to welcome you to th i s  p l a t fo rm,  M r .  
Swayne.  

MR. SWAYNE: A d m i r a l  C l a rk ,  M e m b e r s  of the I n d u s t r i a l  Col lege:  
It is  indeed an honor  to be asked  to a d d r e s s  your  group.  I s h a l l  t r y  to 
m a k e  as  p la in  a s  pos s ib l e  a r a t h e r  compl i ca t ed  subjec t .  

In o r d e r  to expla in  what  r enego t i a t i on  i s ,  it i s  p e r h a p s  b e s t  f i r s t  to 
expla in  what i t  is  not.  Renego t i a t i on  is  f i r s t  of a l l  not a f o r m  of t axa t ion .  
Income t axes  apply  to a c o n t r a c t o r ' s  en t i r e  income,  r e g a r d l e s s  of sou rce .  
The purpose  of t axes  i s  r evenue .  T a x e s  opera te  a u t o m a t i c a l l y  unde r  a 
def in i te  f o r m u l a .  Renego t ia t ion ,  on the o ther  hand, so we s h a l l  see ,  is 
a judgment  opera t ion .  It app l i e s  only to p ro f i t s  a c c r u e d  f r o m  spec i f i ed  
G o v e r n m e n t  p r i m e  c o n t r a c t s  and s u b c o n t r a c t s .  
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The  p u r p o s e  of r e n e g o t i a t i o n  p r i m a r i l y  is  the  p r e v e n t i o n  of the  
w a s t e  of t a x p a y e r s '  m o n e y  in the  e x e c u t i o n  of the  N a t i o n ' s  d e f e n s e  p r o -  
g r a m .  R e n e g o t i a t i o n  is not  to be  c o n f u s e d  wi th  r e d e t e r m i n a t i o n  of the  
p r i c e  of an  i n d i v i d u a l  c o n t r a c t  p u r s u a n t  to p r o v i s i o n s  in the  c o n t r a c t  
i t s e l f .  P r i c e  r e d e t e r m i n a t i o n  is  r e s e r v e d  fo r  s p e c i f i c  c o n t r a c t s  e n t e r e d  
in to  u n d e r  c o n d i t i o n s  w h i c h  p r e c l u d e  a s c e r t a i n i n g  in a d v a n c e  a f a i r  and  
r e a s o n a b l e  C o n t r a c t  p r i c e .  R e n e g o t i a t i o n  a l t h o u g h  b a s e d  on a s i m i l a r  
j u s t i f i c a t i o n ,  i s  c o n d u c t e d  on an  o v e r a l l  b a s i s  w i th  r e s p e c t  to  the  t o t a l  
i n c o m e  of a c o n t r a c t o r  in a f i s c a l  y e a r  f r o m  a l l  of i t s  r e n e g o t i a b l e  c o n -  
t r a c t s  and s u b c o n t r a c t s .  

In the b r o a d e s t  s e n s e ,  r e n e g o t i a t i o n  is  a p r o c e s s  b y  w h i c h  the  G o v -  
e r n m e n t  r e c a p t u r e s  a m o u n t s  w h i c h  have  b e e n  d e t e r m i n e d  to be  e x c e s s i v e  
p r o f i t s  r e a l i z e d  on d e f e n s e  b u s i n e s s .  The  R e n e g o t i a t i o n  L a w  in e f f e c t  
d u r i n g  W o r l d  W a r  II r e s u l t e d  in the  r e c o v e r y  by  the  G o v e r n m e n t  of m o r e  
than  $11 b i l l i o n  g r o s s ,  o r  m o r e  than  $3 b i l l i o n  ne t .  B y  " n e t "  I m e a n  
a f t e r  d e d u c t i n g  f r o m  the  a m o u n t s  d e t e r m i n e d  as  e x c e s s i v e  p r o f i t s ,  the  
a m o u n t s  a l r e a d y  pa id  as  i n c o m e  tax  on t h o s e  p r o f i t s  fo r  w h i c h  c o n t r a c -  
t o r s  w e r e  g i v e n  fu l l  c r e d i t .  No r e c o r d  w a s  kept  d u r i n g  W o r l d  W a r  II of 
i n d i r e c t  s a v i n g s  a t t r i b u t a b l e  to r e n e g o t i a t i o n .  

The  p r e s e n t  B o a r d ,  o p e r a t i n g  in a p e r i o d  not  c h a r a c t e r i z e d  b y  t o t a l  
m o b i l i z a t i o n ,  h a s  m a d e  g r o s s  d e t e r m i n a t i o n s  in an a g g r e g a t e  a m o u n t  
e x c e e d i n g  $600 m i l l i o n .  V o l u n t a r y  r e f u n d s  and  p r i c e  r e d u c t i o n s  by  c o n -  
t r a c t o r s ,  d i r e c t l y  a t t r i b u t a b l e  to the r e n e g o t i a t i o n  p r o c e s s ,  h a v e  b r o u g h t  
to m o r e  than  $ 1 . 2 5  b i l l i o n  the  a g g r e g a t e  a m o u n t  of r e c o v e r i e s  and s a v -  
ings  s i n c e  1951. T o t a l  a d m i n i s t r a t i v e  e x p e n s e s  of the  R e n e g o t i a t i o n  
B o a r d  s i n c e  i t s  i n c e p t i o n  have  a m o u n t e d  to  l e s s  than  2 p e r c e n t  of the  
l a t t e r  f i g u r e .  

R e n e g o t i a t i o n  is  not  an  e x a c t  s c i e n c e .  As  i n d i c a t e d  above ,  i t  d o e s  
not  i nvo lve  an aud i t ,  c o n t r a c t  by  c o n t r a c t ,  of the  v a s t  d e f e n s e  p r o c u r e -  
m e n t  e x p e n d i t u r e s  of the G o v e r n m e n t .  It i s  r a t h e r  a b r o a d ,  o v e r a l l  
r e v i e w  of the  c o n t r a c t o r s '  o p e r a t i o n s  for  an  e n t i r e  f i s c a l  y e a r ,  b a s e d  
upon i n f o r m a t i o n  s u b m i t t e d  by  the  c o n t r a c t o r  i t s e l f ,  and upon i t s  a g g r e -  
ga t e  r e c e i p t s  and a c c r u a l s  d u r i n g  i t s  f i s c a l  y e a r  f r o m  a l l  of i t s  r e n e g o -  
t i a b l e  b u s i n e s s .  

E x c e s s i v e  p r o f i t s ,  if  any ,  a r e  d e t e r m i n e d  by  the  B o a r d  in l igh t  of 
c e r t a i n  s t a t u t o r y  f a c t o r s  by  the a p p l i c a t i o n  of j u d g m e n t  to  the  f a c t s  and  
c i r c u m s t a n c e s  of the  p a r t i c u l a r  c a s e .  T h e  r e s u l t s  of l o s s  o r  l o w - p r o f i t  
c o n t r a c t s  thus  o f f se t  the r e s u l t s  of h i g h - p r o f i t  c o n t r a c t s .  A f f i l i a t e d  o r  
r e l a t e d  c o n t r a c t o r s  m a y  be  c o n s i d e r e d  t o g e t h e r  in a c o n s o l i d a t e d  o r  
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c o n c u r r e n t  p r o c e e d i n g .  To the e x t e n t  a l l o c a b l e  to r e n e g o t i a b l e  b u s i n e s s ,  
a l l  i t e m s  e s t i m a t e d  by  the B o a r d  to be a l l o w a b l e  c o s t s  fo r  F e d e r a l  i n c o m e -  
t ax  p u r p o s e s  a r e  r e q u i r e d  b y  the  s t a t u t e  to be a l lowed  a s  c o s t s  of r e n e g o -  
t a t i on .  

We a r e  bound b y  s t a t u t e - - n o t  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 cos t  and e x p e n s e s .  If the  G o v e r n m e n t  
and the c o n t r a c t o r  f a i l  to a g r e e  upon the a m o u n t  of e x c e s s i v e  p r o f i t s ,  i f  
any ,  to be e l i m i n a t e d ,  a u n i l a t e r a l  o r d e r  m a y  be  i s s u e d ,  r e v i e w a b l e  in 
the  Tax  C o u r t s .  

The  f o r e g o i n g  i s  a, y e r y  b r i e f  out l ine  of the  r e n e g o t i a t i o n  p r o c e s s .  
Now, a s  to the  o r i g i n  of r e n e g o t i a t i o n ,  a b r i e f  r e v i e w  of the  h i s t o r y  of 
r e n e g o t i a t i o n  m a y  be  he lp fu l .  G e o r g e  Vgashington,  in  the  e a r l i e s t  d a y s  
of our  Na t ion ,  c o m p l a i n e d  of m e r c h a n t s  who had c h a r g e d  u n f a i r  p r i c e s  
fo r  n e e d e d  m a t e r i a l s  d u r i n g  the  Revo lu t i on ,  and c a l l e d  on the  C o n g r e s s  
" to  e n a c t  and  e n f o r c e  e f f i c a c i o u s  l a w s  for  c h e c k i n g  the  g r o w t h  of t h e s e  
m o n s t r o u s  e v i l s .  " S i m i l a r  c o m p l a i n t s  a r o s e  d u r i n g  l a t e r  w a r s ,  but  the  
m o v e m e n t  " to  t ake  the p r o f i t  out of w a r "  did not  c o m e  f u l l y  in to  b e i n g  
un t i l  the  l a r g e  p r o f i t s  a c c r u e d  by  s u p p l i e r s  in Wor ld  W a r  I e r u p t e d  in to  
a n a t i o n w i d e  s c a n d a l .  In m o r e  r e c e n t  y e a r s  the  p r o b l e m  h a s  b e e n  i m -  
m e n s e l y  a g g r a v a t e d  b y  the i m p o s s i b i l i t y  of knowing  in  a d v a n c e  the  r i g h t  
p r i c e  fo r  m a k i n g  m o r e  and m o r e  c o m p l i c a t e d  p r o d u c t s ,  s o m e  of t h e m  
n e v e r  b e f o r e  m a d e .  

B e t w e e n  the  c l o s e  of W o r l d  War  I and 1942, s o m e  170 b i l l s  and  r e s -  
o lu t i ons  w e r e  i n t r o d u c e d  in  C o n g r e s s  to e l i m i n a t e  or  c o n t r o l  w a r t i m e  
p r o f i t s .  E a r l y  in  1942 the  S u p r e m e  C o u r t  handed  down a d e c i s i o n  in  the  
c a s e  of Uni ted  S t a t e s  v e r s u s  B e t h l e h e m  S tee l  C o r p o r a t i o n  e t  a l ,  i n v o l v -  
ing c e r t a i n  W o r l d  W a r  I sh ip  c o n s t r u c t i o n  c o n t r a c t s .  The  c o n t r a c t s  p r o -  
v ided ,  a m o n g  o t h e r  t h i n g s ,  t ha t  the  c o n t r a c t o r  would be pa id  i t s  c o s t s  
p lus  a p r o f i t  and o n e - h a l f  of any  s a v i n g s  in e s t i m a t e d  c o s t s .  The  G o v e r n -  
m e n t  con t ended  tha t  t h i s  e x t r a - p a y m e n t  c l a u s e  p r o v i d e d  g r o s s l y  e x c e s s i v e  
p r o f i t s  and w a s  t h e r e f o r e  u n c o n s c i o n a b l e  and vo id .  The  c o u r t  uphe ld  the 
c o n t r a c t o r  and s a i d ,  ""If the  E x e c u t i v e  i s  in  n e e d  of a d d i t i o n a l  l a w s  by  
wh ich  to p r o t e c t  the N a t i o n  a g a i n s t  w a r  p r o f i t e e r i n g ,  the  C o n s t i t u t i o n  has  
g iven  to  C o n g r e s s ,  not to t h i s  Cour t ,  the power  to m a k e  t h e m .  " 

T h a t  d e c i s i o n  s p u r r e d  a c t i v i t y  fo r  the c o n t r o l  of w a r  p r o f i t s ,  p a r t i c u -  
Lar ly  s i n c e  P e a r l  H a r b o r  had a l r e a d y  o c c u r r e d  and we w e r e  in Wor ld  
W a r  H. Indeed ,  m a n y  of the m o r e  e n l i g h t e n e d  l e a d e r s  of b u s i n e s s  r e a l -  
i z e  tha t ,  if  i n d u s t r y  w e r e  p e r m i t t e d  to r e a l i z e  undu ly  h igh  p r o f i t s  f r o m  
w a r  p r o d u c t i o n ,  the m o r a l e  of the  f i gh t i ng  f o r c e s  would  be  u n d e r m i n e d  and 
i n d u s t r y  would  s u f f e r  in  the e y e s  of the  pub l i c .  



On 28 A p r i l  1942, the  f i r s t  R e n e g o t i a t i o n  Act c a m e  in to  b e i n g .  E x -  
c e p t  fo r  a b r i e f  p e r i o d ,  r e n e g o t i a t i o n  has  b e e n  wi th  u s  c o n t i n u o u s l y  s i n c e  
tha t  t i m e .  I canno t  hope to c a r r y  you t h r o u g h  a l l  the  c h a n g e s  in the  ac t  
d u r i n g  the  w a r ,  le t  a lone  the  r e a s o n s  fo r  t h e m .  But  l e t  it  be  s a i d  tha t  
the  b a s i c  i dea  was  so sound  that ,  in i t s  e s s e n t i a l  f e a t u r e s ,  the R e n e g o -  
t i a t i on  Act  of 1951 d o e s  not  d i f f e r  s u b s t a n t i a l l y  f r o m  the  W o r l d  W a r  II 
Ac t .  

R e n e g o t i a t i o n  has  not  e n d u r e d  wi thout  oppos i t i on .  F r o m  the  ou t s e t  
i t  h a s  b e e n  b i t t e r l y  a s s a i l e d  f r o m  v a r i o u s  q u a r t e r s .  It h a s  b e e n  v a r i o u s l y  
d e s c r i b e d  as  a r b i t r a r y ,  un fa i r ,  c o n f i s c a t o r y ,  u n c o n s t i t u t i o n a l ,  and e v e n  
u n - A m e r i c a n .  Ye t  it s u r v i v e s ,  p r o b a b l y  b e c a u s e  G o v e r n m e n t  and m u c h  
of i n d u s t r y  a l ike  r e c o g n i z e  tha t  s o m e  m e a n s  of c o n t r o l  of d e f e n s e  p r o f i t s  
r e m a i n s  a n a t i o n a l  n e c e s s i t y .  And r e n e g o t i a t i o n  s e e m s  to  be  the  l e a s t  
u n d e s i r a b l e  m e t h o d  thus fa r  d e v i s e d .  I n d u s t r y  s p o k e m e n ,  w h e n  a s k e d  
to e x p r e s s  t h e i r  v i e w s ,  have  r e p e a t e d l y  i n d i c a t e d  a p r e f e r e n c e  fo r  r e n e -  
go t i a t i on ,  r a t h e r  than  the  p ro f i t  l i m i t a t i o n  p r o v i s i o n s  of the  V i n s o n -  
T r a r n m e l l  Ac t  and s i m i l a r  l e g i s l a t i o n .  

The g r o u n d s  upon w h i c h  the  c o n s t i t u t i o n a l i t y  of the w a r t i m e  r e n e g o -  
t i a t i o n  law was  uphe ld  a r e  of i n t e r e s t .  The  S u p r e m e  C o u r t  sa id ,  in par t :  
" In  t o t a l  w a r  it  i s  n e c e s s a r y  tha t  a c i v i l i a n  m a k e  s a c r i f i c e s  of h i s  p r o p -  
e r t y  and p r o f i t s  wi th  at  l e a s t  the  s a m e  f o r t i t u d e  as  tha t  wi th  w h i c h  a 
d r a f t e d  s o l d i e r  m a k e s  h i s  t r a d i t i o n a l  s a c r i f i c e  of c o m f o r t ,  s e c u r i t y ,  and 
l i fe  i t s e l f .  In w a r ,  bo th  the  r a i s i n g  and s u p p o r t  of the  A r m e d  F o r c e s  i s  
e s s e n t i a l .  F o r  h i s  h a z a r d o u s  f u l l - t i m e  s e r v i c e  in the A r m e d  F o r c e s ,  a 
s o l d i e r  is  paid w h a t e v e r  the  G o v e r n m e n t  d e e m s  to be  a f a i r ,  but  m o d e s t ,  
c o m p e n s a t i o n .  C o m p a r a t i v e l y  s p e a k i n g ,  the m a n u f a c t u r e r  of w a r  goods  
u n d e r g o e s  no such  h a z a r d  to h is  p e r s o n a l  s a f e ty  as  d o e s  a f r o n t l i n e  s o l -  
d i e r ,  and ye t  the  R e n e g o t i a t i o n  Act  g i v e s  h i m  fa r  b e t t e r  a s s u r a n c e  of a 
r e a s o n a b l e  r e t u r n  fo r  h is  w a r t i m e  s e r v i c e s  than  the  S e l e c t i v e  S e r v i c e  
Act  and a l l  i ts  r e l a t e d  l e g i s l a t i o n  g ive  to the  m e n  in the  A r m e d  F o r c e s .  
The  c o n s t i t u t i o n a l i t y  of the  c o n s c r i p t i o n  of m a n p o w e r  fo r  m i l i t a r y  s e r v i c e  
is  beyond  q u e s t i o n .  The  c o n s t i t u t i o n a l  p o w e r  of C o n g r e s s  to s u p p o r t  the  
A r m e d  F o r c e s  wi th  e q u i p m e n t  and s u p p l i e s  is  no l e s s  c l e a r  and s w e e p i n g .  

Now, as  to the  o r g a n i z a t i o n  of the  r e n e g o t i a t i o n  au tho r i ty :  T h r o u g h -  
out W o r l d  War  II r e n e g o t i a t i o n  was  c o n d u c t e d  by the  m i l i t a r y  d e p a r t m e n t s  
and o t h e r  a g e n c i e s ,  such  as  the  M a r i t i m e  C o m m i s s i o n  and the  T r e a s u r y  
D e p a r t m e n t ,  w h o s e  c o n t r a c t s  w e r e  s u b j e c t  to the  ac t .  U n d e r  the  1943 
ac t ,  so l e  a u t h o r i t y  to d e t e r m i n e  e x c e s s i v e  p r o f i t s  was  v e s t e d  in the  W a r  
C o n t r a c t s  P r i c e  A d j u s t m e n t  B o a r d ,  a p o l i c y m a k i n g  and a p p e a l  body  c o m -  
p o s e d  of the  c h a i r m a n  of the s e v e r a l  d e p a r t m e n t a l  p r i c e  a d j u s t m e n t  b o a r d s  
w h i c h  c o n d u c t e d  i n i t i a l  r e n e g o t i a t i o n  p r o c e e d i n g s .  
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The w a r t i m e  s t a tu t e  t e r m i n a t e d  on 31 D e c e m b e r  1945, in tha t  it 
d id  not apply  to p r o f i t s  a c c r u e d  a f t e r  that  da t e .  When  in May 1948 the 
i n t e r n a t i o n a l  s i t u a t i o n  b e c a m e  t e n s e  and d e f e n s e  p r o c u r e m e n t  i n c r e a s e d ,  
C o n g r e s s  r e i n s t a t e d  r e n e g o t i a t i o n .  The 1948 ac t  was  of l i m i t e d  c o v e r -  
age ,  app ly ing  m o s t l y  to a i r c r a f t  and a i r c r a f t  p a r t s  and r e l a t e d  i t e m s ,  
s u c h  as  e q u i p m e n t  u s e d  in c o m m u n i c a t i o n s ,  f i r e  c o n t r o l ,  and w a r n i n g  
s y s t e m s .  

R e n e g o t i a t i o n  a u t h o r i t y  was  v e s t e d  in the  S e c r e t a r y  of D e f e n s e ,  who 
in t u r n  e s t a b l i s h e d  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 ,  c o n s i s t i n g  
of the  A r m y ,  Navy,  and A i r  F o r c e  R e n e g o t i a t i o n  D i v i s i o n s .  He a l s o  
e s t a b l i s h e d  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 ,  c o m -  
p o s e d  of the  c h a i r m e n  of the a f o r e m e n t i o n e d  t h r e e  o p e r a t i n g  d i v i s i o n s .  

By the  t i m e  of the s t a r t  of the K o r e a n  i n c i d e n t ,  the  1948 ac t  c o v e r -  
age had b e e n  expanded  to i nc lude  p r a c t i c a l l y  a l l  n e g o t i a t e d  c o n t r a c t s  of 
the  a r m e d  s e r v i c e s ,  and had b e e n  e x t e n d e d  t h r o u g h  30 June  1951. E a r l y  
in 1951, C o n g r e s s  e n a c t e d  a new r e n e g o t i a t i o n  law g r e a t l y  r e m i n i s c e n t  
of the  one that  had p r o v e d  so  s u c c e s s f u l  in W o r l d  War  II. The a p p l i c a -  
t ion  of the  1948 ac t  was  cut  off at  31 D e c e m b e r  1950, and the  new law 
was  m a d e  e f f e c t i v e  f r o m  and a f t e r  1 J a n u a r y  1951. By s u c c e s s i v e  
a m e n d m e n t s  it has  s i n c e  b e e n  e x t e n d e d  to apply  t h r o u g h  the  end  of c a l e n -  
d a r  1958. 

The  1951 ac t  e f f e c t e d  one m a j o r  o r g a n i z a t i o n a l  d e p a r t u r e - - t h e  s e p -  
a r a t i o n  of r e n e g o t i a t i o n  f r o m  p r o c u r e m e n t .  A new a u t h o r i t y ,  known as  
the  R e n e g o t i a t i o n  B o a r d ,  was  c r e a t e d  as  an i n d e p e n d e n t  a g e n c y  in the  
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 .  Now, th i s  d o e s  not  i m p l y  tha t  the 
R e n e g o t i a t i o n  B o a r d  and the P r o c u r e m e n t  A u t h o r i t y  a r e  s t r a n g e r s  to 
e a c h  o t h e r .  On the c o n t r a r y ,  t hey  have  a l w a y s  m a i n t a i n e d  an a c t i v e  and 
c o o p e r a t i v e  w o r k i n g  r e l a t i o n s h i p  which  has  b e e n  of m u t u a l  b e n e f i t .  It 
i s  of v i t a l  i m p o r t a n c e  to c o n t r a c t o r s ,  to us  in r e n e g o t i a t i o n , "  and to c o n -  
t r a c t i n g  o f f i c e r s  tha t  we get  a d e q u a t e  and r e l i a b l e  p e r f o r m a n c e  da ta  f r o m  
p r o c u r e m e n t  p e r s o n n e l .  We do our  b e s t  to d e v e l o p  p e r f o r m a n c e  d a t a  on 
a b a s i s  that  wi l l  i nvo lve  the l e a s t  a d m i n i s t r a t i v e  b u r d e n  on p r o c u r e m e n t  
and on i n d u s t r y .  We do not r e q u e s t  da ta  u n l e s s  and un t i l  the  c a s e  has  
b e e n  c a r e f u l l y  e x a m i n e d  and the n e e d  fo r  such  da ta  is  c l e a r .  

The  R e n e g o t i a t i o n  B o a r d  is  c o m p o s e d  of f ive  m e m b e r s ,  a l l  appo in t ed  
by the  P r e s i d e n t ,  who a l s o  d e s i g n a t e s  one  m e m b e r  as  C h a i r m a n .  The  ap -  
p o i n t m e n t s  a r e  m a d e  with the  a d v i c e  and c o n s e n t  of the  Senate ,  and  a r e  p r e -  
c e d e d  by four  n o m i n a t i o n s - - o n e  each  f r o m  the  S e c r e t a r i e s  of the  A r m y ,  the  
Navy,  and t he  A i r  F o r c e ,  with the  a p p r o v a l  of the  S e c r e t a r y  of D e f e n s e ,  
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and one f r o m  the A d m i n i s t r a t o r  of G e n e r a l  S e r v i c e s .  The "fifth m e m b e r  
i s  appointed by the P r e s i d e n t  without  d e p a r t m e n t a l  r e c o m m e n d a t i o n .  

The Board  func t ions  by de lega t ion  of au tho r i t y  th rough  r e g i o n a l  
ope ra t i ng  b o a r d s ,  of which  t h e r e  a r e  t h r e e  c u r r e n t l y  in e x i s t e n c e ,  lo -  
cated in New York ,  De t ro i t ,  and Los  Ange le s .  

F r a m e w o r k  of the Act 

Now let  us examine  the m e c h a n i c s  of r enogo t i a t i on  and the f r a m e -  
work  of the act .  The t e r m  " r e n e g o t i a t i o n "  connotes  a p r o c e d u r e  w h e r e b y  
the p a r t i e s  to a con t r ac t ,  having negot ia ted  a p r i c e  at the outse t ,  s i t  
down at  a l a t e r  date  and nego t ia te  a new p r i ce .  Tha t  i s  what  the 1942 
act  con templa ted .  V e r y  quickly,  however ,  i t  b e c a m e  appa ren t  tha t  the  
renegotLRtion a u t h o r i t i e s  could not, a s  a p r a c t i c a l  m a t t e r ,  r e s e t  the  
p r i c e  s ta ted  in each  of the v a s t  n u m b e r  of war  c o n t r a c t s  and s u b c o n t r a c t s .  

Within  a few months  the law was  changed to p rov ide  for  o v e r a l l  r e n e -  
got ta t ion  on a f i s c a l  y e a r  b a s i s .  T h e r e  we re  o ther  r e a s o n s ,  too, for  th i s  
c h a n g e - - r e a s o n s  of f a i r n e s s  and c o n t r a c t o r  conven ience .  O v e r a l l  r e n e -  
go t ia t ion  enab l e s  a c o n t r a c t o r ' s  p ro f i t s  f r o m  i t s  e n t i r e  de fense  b u s i n e s s  
to be examined  for  a spec i f i c  f i s c a l  pe r iod .  L o s s  or l ow-pro f i t  c o n t r a c t s  
m a y  thus  be offset  a g a i n s t  m o r e  p ro f i t ab le  c o n t r a c t s .  

Unti l  e a r l y  in 1957 the 1951 ac t  a p p l i e d - - i g n o r i n g  exempt ions ,  for  
the m o m e n t - - t o  a l l  c o n t r a c t s  of 21 s e p a r a t e  G o v e r n m e n t  d e p a r t m e n t s  and 
a g e n c i e s  and r e l a t e d  s u b c o n t r a c t s .  E a r l y  in the c u r r e n t  c a l e n d a r  y e a r ,  
14 of t hese  w e r e  e l i m i n a t e d  f rom the act ,  i t  having been  d e t e r m i n e d  tha t  
l i t t l e ,  if  any,  of the p r o c u r e m e n t  of those  a g e n c i e s  any longer  r e l a t e d  
d i r e c t l y  to the na t iona l  de fense .  Those  e l i m i n a t e d  inc luded such a g e n c i e s  
as Housing and Home Finance Agency, Tennessee Valley Authority, the 
Geological Survey, and the Bureau of Mines. 

Renego t i a t ion  cove rage  today i s  confined to what  m a y  be c o n s i d e r e d  
the ha rd  co re  of de fense  a g e n c i e s - - t h e  D e p a r t m e n t s  of Defense ,  A r m y ,  
Navy,  and Ai r  F o r c e ;  the G e n e r a l  S e r v i c e s  A d m i n i s t r a t i o n ;  the  Atomic  
E n e r g y  C o m m i s s i o n ;  the M a r i t i m e  A d m i n i s t r a t i o n ;  and the F e d e r a l  M a r i -  
t ime  Boa rd .  

Any c o n t r a c t  e n t e r e d  into by  any one of the d e p a r t m e n t s  or a g e n c i e s  
cove red  by the  act ,  whe the r  by nego t ia t ion  or by  f o r m a l  a d v e r t i s i n g  and 
compe t i t ive  b idding,  and r e g a r d l e s s  of amount ,  is sub jec t  to r enego t i a t i on ,  
u n l e s s  exempted  by the ac t  or by  the Board ,  l i kewi se  any s u b c o n t r a c t  
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t h e r e u n d e r  in  a n y  t i e r .  No t  e v e r y  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 ,  h o w -  
e v e r ,  i s  s u b j e c t  to  r e n e g o t i a t i o n  a c t i o n  b y  t h e  B o a r d .  T h a t  d e p e n d s  on  
t h e  t o t a l  a m o u n t  r e c e i v e d  o r  a c c r u e d  by  a p a r t i c u l a r  c o n t r a c t o r  in  t h e  
c o u r s e  of  i t s  f i s c a l  y e a r  u n d e r  c o n t r a c t s  w i t h  t h e  d e p a r t m e n t  a n d  s u b -  
c o n t r a c t s .  

T h e  a c t  e s t a b l i s h e s  a m i n i m u m  a m o u n t ,  o r  " f l o o r "  a n d  p r o v i d e s  
t h a t  a c o n t r a c t o r  o r  a s u b c o n t r a c t o r  s h a l l  be  r e n e g o t i a t e d  o n l y  f o r  a f i s -  
c a l  y e a r  in  w h i c h  i t s  a g g r e g a t e  r e c e i p t s  o r  a c c r u a l s  f r o m  i t s  r e n e g o t i -  
a b l e  b u s i n e s s  e x c e e d  t h a t  m i n i m u m .  O r i g i n a l l y ,  in  1951,  t h e  f l o o r  w a s  
$ 2 5 0 , 0 0 0 .  It  w a s  l a t e r  r a i s e d  to  $ 5 0 0 , 0 0 0 .  A t  p r e s e n t  i t  i s  $1 m i l l i o n .  

S i n c e  1943 t h e  a c t  h a s  a l s o  a p p l i e d  to  a g e n t s  a n d  b r o k e r s  w h o s e  c o m -  
p e n s a t i o n  i s  u s u a l l y  in  t h e  f o r m  o f  c o m m i s s i o n s  r e p r e s e n t i n g  a p e r c e n t -  
a g e  of  s a l e s .  I t  w a s  f o u n d  t h a t ,  in  a p e r i o d  of  e x p a n d i n g  d e f e n s e  p r o c u r e -  
m e n t ,  s u c h  i n c o m e  c a n ,  a n d  o f t e n  d o e s ,  b a l l o o n  t o  u n r e a s o n a b l e  h e i g h t s  
w i t h o u t  c o r r e s p o n d i n g  e f f o r t  on  t h e  p a r t  of  t h e  r e c e i p i e n t .  T o  c o n t r o l  
t h i s  s i t u a t i o n  t h e  t e r m  " s u b c o n t r a c t "  i s  d e f i n e d  in  t h e  a c t  t o  i n c l u d e  a n y  
a g r e e m e n t  in  w h i c h  c o m p e n s a t i o n  i s  c o n t i n g e n t  u p o n  t h e  p r o c u r e m e n t  o f  
s u c h  a c o n t r a c t  o r  s u b c o n t r a c t  o r  i s  m e a s u r e d  b y  t h e  a m o u n t  t h e r e o f .  
A s e p a r a t e  f l o o r  o f  $ 2 5 , 0 0 0  h a s  a l w a y s  e x i s t e d  f o r  a g e n t s  a n d  b r o k e r s .  

N o w ,  w h a t  o f  a p a r e n t  a n d  s u b s i d i a r i e s ?  D o  t h e y  e a c h  e n j o y  a s e p -  
a r a t e  $1 m i l l i o n  f l o o r ?  No.  A f f i l i a t e d  c o m p a n i e s  a r e  c o n s i d e r e d  t o g e t h e r  
f o r  t h i s  p u r p o s e ,  a n d  a l l  m a y  b e  r e n e g o t i a t e d  i f  t h e i r  c o m b i n e d  r e n e g o -  
t i a b l e  r e c e i p t s  o r  a c c r u a l s  f o r  a f i s c a l  p e r i o d  a g g r e g a t e  m o r e  t h a n  $1 
m i l l i o n .  T h e  s a m e  r u l e  a p p l i e s  to  c o m p a n i e s  r e l a t e d  b y  c o m m o n  o w n e r -  
s h i p .  R e n e g o t i a t i o n  p r o c e e d i n g s  w i t h  a f f i l i a t e d  a n d  r e l a t e d  c o n t r a c t o r s  
a r e  c o n d u c t e d  e i t h e r  s e p a r a t e l y  o r ,  i f  t h e  c o n t r a c t o r  s o  r e q u e s t s ,  on  a 
c o n s o l i d a t e d  b a s i s .  

T h e  R e n e g o t i a t i o n  P r o c e s s  

N o w ,  t h e  r e n e g o t i a t i o n  p r o c e s s  b e g i n s  w i t h  a f i l i n g  b y  t h e  c o n t r a c t o r .  
E v e r y  c o n t r a c t  o r  w h o s e  r e n e g o t i a b l e  r e c e i p t s  o r  a ~ c r u a l s  e x c e e d  t h e  
f l o o r  f o r  a f i s c a l  p e r i o d  i s  r e q u i r e d  to  f i l e  w i t h  t h e  B o a r d  a f i n a n c i a l  
s t a t e m e n t  s e t t i n g  f o r t h  c e r t a i n  p r e s c r i b e d  i n f o r m a t i o n  w i t h  r e s p e c t  t o  
i t s  s a l e s ,  c o s t s ,  a n d  p r o f i t s  f o r  t h e  y e a r .  T h i s  f i l i n g  m u s t  b e  m a d e  n o t  
l a t e r  t h a n  t h e  f i r s t  d a y  of  t h e  f i f t h  m o n t h  f o l l o w i n g  t h e  c l o s e  o f  t h e  c o n -  
t r a c t o r ' s  f i s c a l  y e a r .  T h e  B o a r d  m u s t  c o m m e n c e  r e n e g o t i a t i o n  w i t h i n  
o n e  y e a r  t h e r e a f t e r  o r  t h e  c o n t r a c t o r  i s  d i s c h a r g e d  f r o m  l i a b i l i t y .  W h e n  
c o m m e n c e d ,  r e n e g o t i a t i o n  m u s t  be  c o m p l e t e d  w i t h i n  t w o  y e a r s  t h e r e a f t e r .  



T h e  t i m e  fo r  Comple t ion  m a y ,  h o w e v e r ,  be e x t e n d e d  by a g r e e m e n t .  T h e s e  
l i m i t a t i o n  p e r i o d s  r u n  only  in the  a b s e n c e  of f r aud ,  m a l f e a s a n c e ,  o r  w i l l -  
ful  m i s r e p r e s e n t a t i o n  of a m a t e r i a l  fac t .  

When  a f i l ing  is  r e c e i v e d  by the B o a r d ,  it  is  f i r s t  put  t h r o u g h  a 
s c r e e n i n g  p r o c e s s  in the  W a s h i n g t o n  Of f i ce .  By  th i s  m e a n s  the  B o a r d  
i s  e n a b l e d  to  s c r e e n  out t h o s e  f i l i ngs  in w h i c h  it  a p p e a r s  tha t  the  c o n t r a c -  
t o r  e i t h e r  s u s t a i n e d  an o v e r a l l  l o s s  f r o m  r e n e g o t i a b l e  b u s i n e s s  o r  r e a l -  
i z e d  p r o f i t s  t ha t  p l a i n l y  w e r e  not  e x c e s s i v e .  F i l i n g s  w h i c h  i n d i c a t e  a 
p o s s i b i l i t y  of e x c e s s i v e  p r o f i t s  a r e  s en t  to the r e g i o n a l  b o a r d s  f o r  c o m -  
m e n c e m e n t  of r e n e g o t i a t i o n  p r o c e e d i n g s .  

The  p r o c e e d i n g s  a r e  i n f o r m a l .  M e e t i n g s  a r e  he ld  w i th  the  c o n t r a c -  
t o r  fo r  the  p u r p o s e  of d i s c u s s i o n .  No t e s t i m o n y  is  t a k e n ;  no v e r b a t i m  
m i n u t e s  a r e  kep t .  Not  e v e r y  c a s e  a s s i g n e d  to  the f i e ld  r e s u l t s  in a 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 .  Qui te  of ten  it i s  found t ha t  the c o n t r a c t o r  
d id  not  r e a l i z e  e x c e s s i v e  p r o f i t s ,  and a c l e a r a n c e  i s  i s s u e d .  When  a 
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  is  m a d e ,  the  r e g i o n a l  b o a r d  e n d e a v o r s  
to  ob ta in  an a g r e e m e n t  f r o m  the  c o n t r a c t o r  to r e f u n d  the  a m o u n t  so  d e t e r -  
m i n e d ,  l e s s ,  of c o u r s e ,  the  tax  c r e d i t .  If the  c o n t r a c t o r  d e c l i n e s  to 
e n t e r  in to  an a g r e e m e n t ,  a u n i l a t e r a l  o r d e r  is  i s s u e d .  In the  c a s e  of a 
c o n t r a c t o r  w h o s e  r e n e g o t i a b l e  p r o f i t s  a r e  not  m o r e  than  $ 8 0 0 , 0 0 0 ,  the  
r e g i o n a l  b o a r d  h a s  a u t h o r i t y  to m a k e  an a g r e e m e n t  o r  i s s u e  an o r d e r .  
The  o r d e r ,  h o w e v e r ,  i s  s u b j e c t  to  r e v i e w  by  the  s t a t u t o r y  b o a r d ,  e i t h e r  
on i t s  own m o t i o n ,  o r  at  the  r e q u e s t  of the  c o n t r a c t o r .  An a g r e e m e n t  in  
th i s  c l a s s  of c a s e  i s  f i na l .  

In the  l a r g e r  c a s e s ,  the  r e g i o n a l  b o a r d s  m a y  f i n a l i z e  an a g r e e m e n t  
only  a f t e r  the  s t a t u t o r y  b o a r d  h a s  c o n c u r r e d  in the  r e c o m m e n d e d  d e t e r -  
m i n a t i o n .  In s u c h  a c a s e - - t h e  l a r g e r  c a s e s - - i f  the  s t a t u t o r y  b o a r d  d o e s  
not  c o n c u r ,  o r  if an  i m p a s s e  i s  r e a c h e d  in the  r e g i o n  w i th  the  c o n t r a c t o r ,  
the  c a s e  is  r e a s s i g n e d  to t h e  s t a t u t o r y  b o a r d  for  c o m p l e t i o n .  Any c o n -  
t r a c t o r  in  w h o s e  c a s e  a f ina l ,  u n i l a t e r a l  o r d e r  i s  i s s u e d  m a y  ob ta in  a 
j u d i c i a l  r e v i e w  by  f i l ing  a pe t i t i on  in the Tax  C o u r t  of the  Un i t ed  S t a t e s .  
The  p r o c e e d i n g  in tha t  c o u r t  is  s t r i c t l y  de  novo  and  is  not  in the s t r i c t  
l e g a l  s e n s e  an  a p p e a l .  In it ,  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  m a d e  
by  the  B o a r d  Inay  be  a f f i r m e d  or  it  m a y  be  l o w e r e d  or  r a i s e d  by  the  c o u r t .  

T h e  c o n t r a c t o r  w h o s e  s a l e s  w e r e  u n d e r  the  s t a t u t o r y  f l oo r  w a s  f o r -  
m e r l y  r e q u i r e d  to f i le  w i th  the B o a r d .  U n d e r  a r e c e n t  a m e n d m e n t  to  the 
ac t  s u c h  a c o n t r a c t o r  h a s  the  op t ion  to f i le  or  no t .  Of c o u r s e  the  a d v a n -  
t age  of m a k i n g  a f i l in~  is  tha t ,  b a r r i n g  f r a u d ,  the c o n t r a c t o r  is  d i s c h a r g e d  
f r o m  l i a b i l i t y  one y e a r  l a t e r ,  u n l e s s  the  B o a r d  c h a l l e n g e s  the  a c c u r a c y  
of the  f i l ing  and  c o m m e n c e s  r e n e g o t i a t i o n .  
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Exemptions 

E a r l i e r  I m e n t i o n e d  e x e m p t i o n s .  T h e s e  a r e  e i t h e r  m a n d a t o r y  or 
p e r m i s s i v e .  The  m a n d a t o r y  e x e m p t i o n s  a r e  s p e c i f i e d  in the  ac t .  T h e y  
inc lude  c o n t r a c t s  and s u b c o n t r a c t s  fo r  a g r i c u l t u r a l  c o m m o d i t i e s  in t h e i r  
r aw  or  n a t u r a l  s t a t e ,  or  fo r  the  p r o d u c t s  of a m i n e  or  of an oil  o r  gas  
we l l ,  o r  o t h e r  r a w  m a t e r i a l s  wh ich  have  not  b e e n  p r o c e s s e d  beyond  the  
f i r s t  f o r m  or  s t a t e  su i t ab l e  fo r  i n d u s t r i a l  u s e .  They  a l s o  i n c l u d e ,  u n d e r  
c e r t a i n  c i r c u m s t a n c e s ,  p u b l i c u t i l i t i e s  and t a x - e x e m p t  o r g a n i z a t i o n s ,  
and they  inc lude  c o n t r a c t s  and s u b c o n t r a c t s  fo r  s o - c a l l e d  s t a n d a r d  c o m -  
m e r c i a l  a r t i c l e s  and s e r v i c e s - - d i f f i c u l t  t e r m s  w h i c h  a r e  e l a b o r a t e l y  
d e f i n e d  in the ac t .  

The  p a r t i a l  m a n d a t o r y  e x e m p t i o n  fo r  l o n g - l i v e d  m a c h i n e r y ,  t o o l s ,  
and o t h e r  p r o d u c t i v e  e q u i p m e n t  m a k e  such  i t e m s  r e n e g o t i a b l e  only  to  
the  ex t en t  tha t  they  a r e  u s e d  in d e f e n s e  p r o d u c t i o n .  O t h e r  c o n t r a c t s  o r  
s u b c o n t r a c t s  a r e  e x e m p t e d  by the  B o a r d  p u r s u a n t  to  a u t h o r i t y  g i v e n  to  
t h e . B o a r d  in the  ac t  to  g r a n t  e x e m p t i o n s  in c e r t a i n  t y p e s  of c a s e s .  T h e s e  
a r e  the  p e r m i s s i v e  e x e m p t i o n s .  

The Board has exercised its authority to exempt, among other things, 
contracts and subcontracts performed abroad by foreign nationals, over 
whom it would be most difficult to assert and enforce Board jurisdiction, 
and subcontracts for materials purchased for stock and used indiscrim- 
inately in both renegotiable and nonrenegotiable production, because it 
would not be administratively feasible to segregate the extent of the re- 
spective uses. 

S e g r e g a t i o n  of Sa les  

This leads to a consideration of segregation generally. The funda- 
mental problem of renegotiation is the separation of that part of a con- 
tractor's business which is subject to renegotiation from the part which 
is not. Nonrenegotiable business includes, of course, both exempted 
sales and sales which had nothing to do with defense work in the first 
place. 

The ac t  i m p o s e s  upon the  c o n t r a c t o r  the  p r i m a r y  r e s p o n s i b i l i t y  to 
d e t e r m i n e  the  ex t en t  o f  i t s  r e n e g o t i a b l e  b u s i n e s s .  If the  c o n t r a c t o r  i s  
unab le  to t e l l  f r o m  i t s  own r e c o r d s ,  it has  the duty  to  m a k e  r e a s o n a b l e  
i n q u i r i e s  of the  c u s t o m e r s  who p u r c h a s e d  i ts  p r o d u c t s  and thus  to a s c e r -  
t a in  to  wha t  ex t en t  t hey  u s e d  t h o s e  p r o d u c t s  in the  p e r f o r m a n c e  of t h e i r  
r e n e g o t i a b l e  b u s i n e s s .  
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So f a r  as  p r i m e  c o n t r a c t s  a r e  c o n c e r n e d ,  s e g r e g a t i o n  of s a l e s  i s  
a r e l a t i v e l y  s i m p l e  t a s k .  S e g r e g a t i o n  of s u b c o n t r a c t  s a l e s  p r e s e n t s  a 
m o r e  d i f f i cu l t  p r o b l e m .  T h e  B o a r d ' s  r e g u l a t i o n s  s u g g e s t  v a r i o u s  
m e t h o d s  d e s i g n e d  to r e l i e v e  the  c o n t r a c t o r  f r o m  the  t i m e  and m o n e y  
c o n s u m i n g  b u r d e n  of s t u d y i n g  e v e r y  one of i t s  o r d e r s ,  w h i c h  of ten  r u n  
in to  v e r y  l a r g e  n u m b e r s .  

The  r e g u l a t i o n s  a u t h o r i z e  the  u s e  of o v e r a l l  i n f o r m a t i o n  o b t a i n e d  
e i t h e r  f r o m  c u s t o m e r s  o r  f r o m  the  c o n t r a c t o r ' s  own r e c o r d s  in t e r m s  
of d o l l a r s ,  u n i t s ,  o r  p e r c e n t a g e s .  Such  i n f o r m a t i o n  i s  u s u a l l y  o b t a i n e d  
or  d e r i v e d  a f t e r  t he  c l o s e  of the  c o n t r a c t o r ' s  f i s c a l  y e a r .  When  a c o n -  
t r a c t o r  h a s  n u m e r o u s  c u s t o m e r s  in the  s a m e  i n d u s t r y  f o r  a s i n g l e  p r o -  
duc t ,  the  r e g u l a t i o n s  p e r m i t  the  c o n t r a c t o r  to d e t e r m i n e  i t s  r e n e g o t i a b l e  
s a l e s  of tha t  p r o d u c t  by  m a k i n g  a r e p r e s e n t a t i v e  s a m p l i n g  of s u c h  c u s -  
t o m e r s .  If the  c o n t r a c t o r  p r e f e r s  to m a k e  i t s  s a l e s  s e g r e g a t i o n ,  o r d e r  
by  o r d e r ,  it of c o u r s e  m a y  do so .  In g e n e r a l ,  and the  r e g u l a t i o n s  so  
d e c l a r e ,  the  B o a r d  w i l l  not  d i s t u r b  a s a l e s  s e g r e g a t i o n  so  long  as  the  
c o n t r a c t o r  i s  ab l e  to  d e m o n s t r a t e  tha t  it  is  b a s e d  on r e a s o n a b l y  r e l i a b l e  
d a t a .  

C o s t s  and e x p e n s e s  not  d i r e c t l y  a t t r i b u t a b l e  to r e n e g o t i a b l e  o r  n o n -  
r e n e g o t i a b l e  b u s i n e s s  a r e  a l l o c a t e d  on a b a s i s  c o n s i s t e n t  w i th  r e g u l a r l y  
a c c e p t e d  a c c o u n t i n g  p r a c t i c e s .  

The  S t a t u t o r y  F a c t o r s  

L e t  us  a s s u m e  now tha t  a c o n t r a c t o r  h a s  m a d e  an a d e q u a t e  and  a 
t i m e l y  f i l i ng .  If the  c a s e  has  not  b e e n  s c r e e n e d  out,  i t  h a s  b e e n  a s s i g n e d  
to  a r e g i o n a l  b o a r d .  R e n e g o t i a t i o n  is  c o m m e n c e d ,  and  the r e g i o n a l  b o a r d  
ob t a in s  any  a d d i t i o n a l  i n f o r m a t i o n  i t  n e e d s  to s a t i s f y  i t s e l f  t ha t  the  c o n -  
t r a c t o r  ha s  s e g r e g a t e d  i t s  s a l e s  and a l l o c a t e d  i t s  c o s t s  in an a c c e p t a b l e  
m a n n e r .  A m e e t i n g ,  o r  m e e t i n g s ,  a r e  he ld  w i t h  the  c o n t r a c t o r .  The  
r e g i o n a l  b o a r d  t hen  m a k e s  i t s  d e t e r m i n a t i o n ,  e i t h e r  t ha t  the  c o n t r a c t o r  
h a s  not  r e a l i z e d  e x c e s s i v e  p r o f i t s  o r  tha t  it  ha s  and,  if  so ,  the  a m o u n t  
t h e r e o f .  T h i s  i s  the  u l t i m a t e  ob j ec t  of any  r e n e g o t i a t i o n  p r o c e e d i n g .  

As  i n d i c a t e d  e a r l i e r ,  r e n e g o t i a t i o n  is  e n t i r e l y  a j u d g m e n t  o p e r a t i o n .  
T h e r e  is  no  f o r m u l a  o r  y a r d s t i c k ,  n o r  i s  t h e r e  a n y  c e i l i n g  on a l l o w a b l e  
p r o f i t s .  C e r t a i n  f a c t o r s  p r e s c r i b e d  in the  a c t  a r e  a p p l i e d  to the  e s t a b -  
l i s h e d  f a c t s  of the  i n d i v i d u a l  c a s e .  Tha t  i s  how the  d e t e r m i n a t i o n  i s  m a d e .  

B e f o r e  i t  i s  m a d e ,  the  cont rac%or  i s  g i v e n  an o p p o r t u n i t y  to p r e s e n t ,  
bo th  o r a l l y  and  in w r i t i n g ,  ~ s  a r g u m e n t s  u n d e r  t h e s e  f a c t o r s ,  i t s  v e r s i o n  
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of how i t s  p e r f o r m a n c e  m e a s u r e d  up u n d e r  t h e m - - i n  a w o r d ,  a fu l l  
o p p o r t u n i t y  " to  m a k e  a case"  f o r  i t s e l f .  The  f a c t o r s  n a m e d  in the  ac t  
a r e :  E f f i c i e n c y ;  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 ;  ne t  w o r t h ;  r i s k ;  
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 ;  and c h a r a c t e r  of b u s i n e s s .  I s h a l l  
d i s c u s s  each ,  b r i e f l y .  

4. E f f i c i e n c y :  The  ac t  s t a t e s  t ha t ,  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 ,  w i t h l p a r t i c u l a r  r e g a r d  to the  a t t a i n m e n t  of quan t i ty  and  qua l i t y  in 
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  u se  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 .  As m a y  be  s een ,  the  ac t  g o e s  as  f a r  a s  i t  
r e a s o n a b l y  can  to  e m p h a s i z e  the  e f f i c i e n c y  f a c t o r  and p r o v i d e  i n c e n t i v e  
to  the  c o n t r a c t o r  to  r e d u c e  i t s  c o s t s  and i n c r e a s e  i t s  p r o d u c t i v i t y .  

2. 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 :  The  ac t  p r o v i d e s  t h a t  t h i s  
f a c t o r  i s  to  be  e v a l u a t e d  wi th  p a r t i c u l a r  r e g a r d  to the  v o l u m e  of  p r o d u c -  
t ion ,  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 .  
C o m p a r i s o n s  a r e  m a d e  wi th  the  c o n t r a c t o r ' s  own c o s t s  and  p r o f i t s  in 
p r e v i o u s  y e a r s ,  and fo r  the  y e a r  u n d e r  r e v i e w ,  c o m p a r i s o n s ,  w h e r e  
p o s s i b l e ,  a r e  m a d e  wi th  the  c o s t s  and p ro f i t s  of o t h e r  c o n t r a c t o r s  in t he  
s a m e  i n d u s t r y .  U n c o n t r o l l a b l e  v a r i a t i o n s  in l abo r ,  m a t e r i a l ,  o r  o t h e r  
c o s t s  a r e  t a k e n  in to  accoun t .  C o n t r o l l a b l e  c o s t s ,  s u c h  a s  s e l l i n g ,  g e n -  
e r a l ,  and a d m i n i s t r a t i v e  e x p e n s e s ,  a r e  c l o s e l y  s c r u t i n i z e d .  I n c r e a s e d  
v o l u m e ,  r e s u l t i n g  f r o m  s t e p p e d - u p  d e f e n s e  p r o c u r e m e n t ,  i s  c a r e f u l l y  
a n a l y z e d  to  d e t e r m i n e  the  c i r c u m s t a n c e s  and the  ex t en t  of s u c h  i m p a c t .  

3. Ne t  Wor th :  H e r e  the  act  d i r e c t s  tha t  the  B o a r d  g ive  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 publ ic  and p r i v a t e  c ap i t a l  e m p l o y e d .  
Ne t  w o r t h ,  as  m a n y  of you know b e t t e r  than  I, i s  the  e x c e s s  of the  c o m -  
p a n y ' s  a s s e t s  o v e r  i t s  l i a b i l i t i e s  to c r e d i t o r s .  T o t a l  c a p i t a l  e m p l o y e d  
is  the  t o t a l  of ne t  wor th ,  debt ,  and any a s s e t s  f u r n i s h e d  by the  G o v e r n m e n t  
or  by  c u s t o m e r s .  In r e n e g o t i a t i o n ,  a s s e t s  f u r n i s h e d  by the  Governmen% 
can  be  in the  f o r m  of f i n a n c i a l  a s s i s t a n c e ,  m a t e r i a l s ,  o r  the  f r e e  use  of 
G o v e r n m e n t - o w n e d  f a c i l i t i e s  or  e q u i p m e n t .  E x c e p t  in the  m o s t  s i m p l e  
s i t u a t i o n s ,  r a r e l y  e n c o u n t e r e d ,  it i s  not  e a s y  to a s c e r t a i n  o r  e s t i m a t e  
how m u c h  of a c o n t r a c t o r ' s  ne t  w o r t h  has  b e e n  d e v o t e d  to the  p e r f o r m a n c e  
of i t s  r e n e g o t i a b l e ,  as  d i s t i n g u i s h e d  f r o m  i t s  n o n r e n e g o t i a b l e ,  b u s i n e s s .  
Mos t  of ten,  and only  as  a check ,  w h e n  i t  i s  r e a s o n a b l e  to do so at a l l ,  an 
a l l o c a t i o n  of ne t  w o r t h  i s  a c c o m p l i s h e d  by  app ly ing  a c o s t - o f - s a l e s  r a t i o  
to  the  ne t  w o r f h  at  the  b e g i n n i n g  of the  f i s c a l  y e a r .  

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 ,  j u s t  a s  it d o e s  not  u se  a f ixed  f o r -  
m u l a  b a s e d  on the  r a t e  of p ro f i t s  on s a l e s ,  the  B o a r d  d o e s  not  u se  any  
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f o r m u l a  b a s e d  on the  r a t e  of r e t u r n  on ne t  w o r t h  or  cap i t a l  e m p l o y e d .  
R e a s o n a b l e  p r o f i t s  a r e  d e t e r m i n e d  by  an o v e r a l l  e v a l u a t i o n  of a l l  the  
s t a t u t o r y  f a c t o r s .  The  r e l a t i o n s h i p  of p ro f i t  r e a l i z e d  on r e n e g o t i a b l e  
b u s i n e s s  to  c a p i t a l  and ne t  w o r t h  e m p l o y e d  t h e r e i n  i s  only  one  of the  
c o n s i d e r a t i o n s .  The  d e t e r m i n a t i o n s  m u s t ,  of c o u r s e ,  p e r m i t  the  r e -  
t e n t i o n  of p r o f i t s  s u f f i c i e n t  to  p r o v i d e  a p r o p e r  i n c e n t i v e  fo r  the  i n v e s t -  
m e n t  of equ i ty  c a p i t a l ,  and,  w h e r e  b o r r o w e d  m o n e y  is  i n v o l v e d ,  m u s t  
r e f l e c t  the a d d i t i o n a l  r i s k  to  w h i c h  the  equ i t y  c ap i t a l  i s  s u b j e c t e d .  

We a r e  f r e q u e n t l y  a s k e d  what  v i ew  is  t a k e n  in  r e n e g o t i a t i o n  to  t he  
u s e  of l a r g e  a m o u n t s  of G o v e r n m e n t - o w n e d  f a c i l i t i e s  and  e q u i p m e n t .  As  
b a s i c  po l i cy ,  t he  r e g u l a t i o n s  s ay  tha t  a c o n t r a c t o r  who is  not  d e p e n d e n t  
upon G o v e r n m e n t  o r  c u s t o m e r  f i n a n c i n g  of any  type  i s  e n t i t l e d  to  m o r e  
f a v o r a b l e  c o n s i d e r a t i o n  than  a c o n t r a c t o r  who is  l a r g e l y  d e p e n d e n t  upon 
t h e s e  s o u r c e s  of cap i t a l .  When  a l a r g e  p a r t  of c a p i t a l  i s  s u p p l i e d  by  the  
G o v e r n m e n t  or  by  c u s t o m e r s ,  the  c o n t r a c t o r ' s  c o n t r i b u t i o n  t e n d s  to b e -  
c o m e  one of m a n a g e m e n t  only,  and  p ro f i t  w i l l  be  c o n s i d e r e d  a c c o r d i n g l y .  

To i l l u s t r a t e  t h i s  pol icy:  A s s u m e  a c a s e  in w i n c h  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  f a c i l i t i e s  e n a b l e s  a c o n t r a c t o r  to a c h i e v e  g r e a t l y  
e x p a n d e d  v o l u m e  fo r  d e f e n s e  p u r p o s e s .  In s u c h  a c a s e  t h e r e  w i l l  o f ten  
be  a s i g n i f i c a n t  i n c r e a s e  in the  r a t e  of r e t u r n  on the  c o n t r a c t o r ' s  ne t  
w o r t h ,  when  c o m p a r e d  wi th  p r e c e d i n g  y e a r s .  C e r t a i n l y  the  B o a r d  m u s t  
c o n s i d e r  th i s  f ac t ,  t o g e t h e r ,  of c o u r s e ,  w i th  ~11 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  the  c o n t r a c t o r ' s  p ro f i t  on the  e x p a n d e d  r e n e g o t i -  
ab le  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  v o l u m e .  

4. E x t e n t  of R i s k  A s s u m e d ,  inc lud in~  the  r i s k  i n c i d e n t  to  r e a s o n -  
ab le  p r i c i n g  po l icy :  In c e r t a i n  i n d u s t r i e s  c o n t r a c t o r s ,  by  ob ta in ing  m a x -  
i-mum p r o d u c t i o n  fo r  d e f e n s e ,  f a c e  a p o s s i b l e  s a t u r a t i o n  of t h e i r  p o s t -  
e m e r g e n c y  m a r k e t s .  In s o m e  c a s e s ,  c o n t r a c t o r s  t e m p o r a r i l y  s a c r i f i c e  
t h e i r  c i v i l i a n  m a r k e t s  to  c o m p e t i t o r s  in o r d e r  to a c c e p t  d e f e n s e  o r d e r s .  
R i s k  is  p r e s e n t  in  bo th  of the  i n s t a n c e s  c i t ed .  R i s k s  m a y  a p p e a r  in m a n y  
f o r m s .  Two of the  m o s t  i m p o r t a n t  a r e a s  fo r  the  o p e r a t i o n  of t he  r i s k  
f a c t o r  a r e  to  be  found in the  p r i c i n g  p o l i c i e s  of the  c o n t r a c t o r  and in  the  
type  of c o n t r a c t  u n d e r  w h i c h  he o p e r a t e s .  

A c o n t r a c t o r  who  r e d u c e s  h i s  p r i c e s  p e r i o d i c a l l y ,  a s  c i r c u m s t a n c e s  
w a r r a n t ,  shou ld ,  and d o e s ,  r e c e i v e  m o r e  f a v o r a b l e  t r e a t m e n t  u n d e r  t h i s  
f a c t o r  than  one who d o e s  not  fo l low that  po l i cy .  F r e q u e n t l y ,  in a n t i c i p a -  
t i on  of r e n e g o t i a t i o n ,  c o n t r a c t o r s  v o l u n t a r i l y  r e f u n d  a p o r t i o n  of t h e i r  
a c c r u e d  p r o f i t s  to  the  G o v e r n m e n t .  When  th i s  is  done  f a i r l y  e a r l y  in  the  
c o n t r a c t o r ' s  f i s c a l  y e a r ,  a g r e a t e r  r i s k  is  i n c u r r e d  than  would  be  the  
c a s e  if  the  r e f u n d  o c c u r r e d  n e a r  the  c l o s e  of the  y e a r .  
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As fo r  c o n t r a c t  t y p e s  f r o m  the  r i s k  s t andpo in t  i t  i s  e v i d e n t  tha t  
the  s t r a i g h t  f i x e d - p r i c e  c o n t r a c t  c a r r i e s  wi th  it the  g r e a t e s t  p r i c i n g  
r i s k .  The  p r i c e  s t a t e d  in  the  c o n t r a c t  is  what  the  c o n t r a c t o r  g e t s - -  
no  m o r e ,  no  l e s s .  At the  oppos i t e  pole  is  the  s o - C a l l e d  GOCO c o n t r a c t .  
H e r e  c o n t r a c t s  a r e  p e r f o r m e d  in G o v e r n m e n t - o w n e d ,  c o m p a n y  o p e r a t e d  
f a c i l i t i e s .  The  c o n t r a c t o r  has  l i t t l e  at  r i s k .  What  i t  r e c e i v e s  i s  in 
e f f ec t  a m a n a g e m e n t  f ee .  B e t w e e n  t h e s e  e x t r e m e s  a r e  found a l l  bf the  
o t h e r  c o n t r a c t u a l  d e v i c e s  e m p l o y e d  by  the  G o v e r n m e n t .  

Mos t  of you a r e  f a m i l i a r  w i th  the  d i f f e r e n t  t y p e s  of p r i c e  r e d e t e r -  
ru inab le  c l a u s e s  a v a i l a b l e  to c o n t r a c t i n g  o f f i c e r s .  T h e s e  c l a u s e s  p r o -  
v i d e  v a r i o u s l y  fo r  nego$ia ted  r e v i s i o n  of the  i n i t i a l  c o n t r a c t  p r i c e ,  e i t h e r  
u p w a r d  or  d o w n w a r d ,  or ,  in s o m e  i n s t a n c e s ,  d o w n w a r d  only,  e i t h e r  
r e t r o a c t i v e l y  and p r o s p e c t i v e l y ,  or  p ros lbec t tve ly  only,  u s u a l l y  at the  
40 p e r c e n t  p e r f o r m a n c e  point ,  e i t h e r  once  only at  tha t  point ,  o r  m o r e  
than  once ,  at  the  r e q u e s t  of e i t h e r  p a r t y ,  and s o m e t i m e s  a f t e r  p e r f o r -  
m a n c e  ha s  b e e n  c o m p l e t e d .  

C e i l i n g  p r i c e s  and s p e c i a l  e s c a l a t i o n  c l a u s e s  a r e  a l s o  u s e d  w h e n  
a p p r o p r i a t e ,  

Now,  it  i s  obv ious  that  u n d e r  t h e s e  p r i c i n g  p r o v i s i o n s  c o n t r a c t o r s  
f ace  widely '  v a r y i n g  d e g r e e s  of r i s k .  I shou ld  poin t  out tha t  a c o n t r a c t  
w h i c h  p r o v i d e s  fo r  d o w n w a r d  r e v i s i o n  only r e p r e s e n t s  an e v e n  g r e a t e r  
r i s k  t han  a f i x e d - p r i c e  c o n t r a c t .  T h i s  f o r m  is  not  in  f r e q u e n t  u s e .  

Then  t h e r e  a r e  the  i n c e n t i v e  t y p e s  of c o n t r a c t s ,  in w h i c h  a t a r g e t  
p r i c e  i s  s e t  on c o s t s  and,  u n d e r  a f o r m u l a ,  the  c o n t r a c t o r  s h a r e s  w i t h  
the  G o v e r n m e n t  in any  s a v i n g s  as  a r e s u l t  of c o s t s  l o w e r  than  e s t i m a t e d .  
S ince  t h e s e  c o n t r a c t s  u s u a l l y  a f fo rd  the  c o n t r a c t o r  s u b s t a n t i a l  p r o t e c t i o n ,  
t hey  r a r e l y  i nvo lve  the  r i s k  of a c t u a l  l o s s .  In p ro f i t  ou t look ,  t hey  d i f f e r  
only  a c c o r d i n g  to the  s o u n d n e s s  of the  t a r g e t  p r i c e .  

E v e n  l e s s  p r i c i n g  r i s k  i s  p r e s e n t  in the c o s t - p l u s - a - f i x e d - f e e  c o n -  
t r a c t .  The  c o n t r a c t o r  has  c o s t  p r o t e c t i o n  and i s  a s s u r e d  of a f e e  w h i c h  
i s  c a l c u l a t e d  to r e w a r d  h i s  e f f o r t s .  Of c o u r s e ,  if c o n s i d e r a b l e  a m o u n t s  
of u n a n t i c i p a t e d  c o s t s  a r e  i n c u r r e d ,  the  f ixed  fee  m a y  b e c o m e  no  l o n g e r  
a d e q u a t e ;  b u t  t h i s  is  u n c o m m o n .  

As  m a y  be  s e e n ,  in e v a l u a t i n g  the  r i s k s  a s s u m e d  by a c o n t r a c t o r  
in h i s  d e f e n s e  w o r k ,  the  B o a r d  m u s t  t ake  in to  accoun t  the  t y p e s  of c o n -  
t r a c t s  u n d e r  w h i c h  the  c o n t r a c t o r  o p e r a t e d .  T h e s e  a r e  c o n s i d e r e d  in 
l igh t  of how m u c h  the  c o n t r a c t o r  p r o d u c e d ,  i t s  p r i c i n g  p o l i c i e s ,  and a l l  
o t h e r  r e l e v a n t  c i r c u m s t a n c e s .  

13 



5. C o n t r i b u t i o n  to  the  D e f e n s e  Effor t :  It m a y  t r u t h f u l l y  be  s a id  
tha t  any one p e r f o r m i n g  a r e n e g o t i a b l e  c o n t r a c t  is  in s o m e  f o r m  c o n t r i -  
bu t ing  to the  d e f e n s e  e f fo r t .  Not  e v e r y  c o n t r a c t o r ,  h o w e v e r ,  i s  e n t i t l e d  
to f a v o r a b l e  c o n s i d e r a t i o n  on th i s  s c o r e .  

F a v o r a b l e  c o n s i d e r a t i o n  is  r e s e r v e d  fo r  e x c e p t i o n a l  c o n t r i b u t i o n  only .  

E x p e r i m e n t a l  and d e v e l o p m e n t a l  w o r k  of h igh  va lue ,  as  w e l l  as  i n -  
v e n t i o n s ,  t e c h n i q u e s ,  and p r o c e s s e s  of unusua l  m e r i t  a r e  e x a m p l e s  of 
e x c e p t i o n a l  c o n t r i b u t i o n s .  The ex t en t  to  w h i c h  a c o n t r a c t o r  c o o p e r a t e s  
wi th  the  G o v e r n m e n t  and wi th  o t h e r  d e f e n s e  c o n t r a c t o r s  in d e v e l o p i n g  
and supp ly ing  t e c h n i c a l  a s s i s t a n c e  to c o m p e t i t i v e  s o u r c e s  of supp ly  i s  a 
f a c t o r  w h i c h  i s  g iven  f a v o r a b l e  c o n s i d e r a t i o n .  

6. C h a r a c t e r  of the  B u s i n e s s :  The  m a t t e r s  to be  c o n s i d e r e d  u n d e r  
t h i s  f a c t o r  i nc lude  s o u r c e  and  n a t u r e  of m a t e r i a l s ;  c o m p l e x i t y  of m a n u -  
f a c t u r i n g  t e c h n i q u e ;  c h a r a c t e r  and e x t e n t  of s u b c o n t r a c t i n g ;  and r a t e  of 
t u r n o v e r .  In o t h e r  w o r d s ,  the  B o a r d  m u s t  ad ju s t  i t s  s i g h t s  fo r  the  type  
of b u s i n e s s  in w h i c h  the c o n t r a c t o r  is  e n g a g e d .  The  h igh ly  i n t e g r a t e d  
c o n t r a c t o r ,  who s t a r t s  w i th  r a w  m a t e r i a l s  and p r o c e s s e s  t h e m  t h r o u g h  
a l l  i n t e r m e d i a t e  s t a g e s  in to  f i n i s h e d  p r o d u c t s ,  is  e n t i t l e d  to m o r e  f a v o r -  
ab le  t r e a t m e n t  in  r e n e g o t i a t i o n  than,  say ,  the  c o n t r a c t o r  who buys  f i n i s h -  
ed c o m p o n e n t s  and s u b a s s e m b l i e s  f r o m  o t h e r s  and a s s e m b l e s  t h e m  into  
f i n i s h e d  p r o d u c t s .  

E v e n  a m o n g  the  l a t t e r  type of c o n t r a c t o r  the  d e g r e e  of a s s e m b l y  c o m -  
p l ex i ty  w i l l  v a r y .  L i k e w i s e ,  the  c o n t r a c t o r  who f u r n i s h e s  i t s  own m a t e -  
r i a l s ,  w i th  a t t e n d a n t  e f fo r t ,  i n v e s t m e n t ,  and r i s k ,  i s  e n t i t l e d  to a l a r g e r  
d o l l a r  profit  t han  the  c o n t r a c t o r  who u s e s  G o v e r n m e n t - f u r n i s h e d  m a t e r i a l s ,  
o r  c u s t o m e r - f u r n i s h e d  m a t e r i a l s .  

On the  s u b j e c t  of s u b c o n t r a c t i n g ,  the  po l i cy  of the  B o a r d  is  e x p r e s s -  
ed in i t s  r e g u l a t i o n s ,  as  fo l lows:  

"Al though  a c o n t r a c t o r  who s u b c o n t r a c t s  w o r k  m a y  not  r e a s o n a b l y  
e x p e c t  to be  a l l owed  as  l a r g e  a p ro f i t  t h e r e o n  as  if i t  had done  the  w o r k  
i t s e l f ,  s u b c o n t r a c t i n g  of the  kind d e s c r i b e d  in t h i s  s u b p a r a g r a p h ,  e s p e -  
c i a l l y  the e x t e n t  to  w h i c h  s u b c o n t r a c t s  a r e  p l aced  wi th  s m a l l  b u s i n e s s  
c o n c e r n s ,  w i l l  be  g iven  f a v o r a b l e  c o n s i d e r a t i o n  in the  r e n e g o t i a t i o n  of 
the  c o n t r a c t o r .  A c o n t r a c t o r  wi l l  be  g iven  f a v o r a b l e  t r e a t m e n t  when ,  by 
s u b c o n t r a c t i n g ,  it u t i l i z e s ,  in the  d e f e n s e  e f fo r t ,  f a c i l i t i e s  and s e r v i c e s ,  
p a r t i c u l a r l y  of s m a l l  b u s i n e s s  c o n c e r n s ,  w h i c h  m i g h t  o t h e r w i s e  have  
b e e n  o v e r l o o k e d  or  p a s s e d  by; when  it  has  d e m o n s t r a t e d  i t s  e f f i c i e n c y  
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and i ngenu i ty  in f i nd ing  a p p r o p r i a t e  o p p o r t u n i t i e s  fo r  s u b c o n t r a c t i n g ;  
w h e n  the  a m o u n t  of s u b c o n t r a c t i n g  so  a c c o m p l i s h e d  i s  s u b s t a n t i a l ;  when  
the  a m o u n t  of c o m p l e x i t y  of t e c h n i c a l  e n g i n e e r i n g  and o t h e r  a s s i s t a n c e  
r e n d e r e d  by  the  c o n t r a c t o r  to  the  s u b c o n t r a c t o r  i s  subs t an t i a l ;  and w h e n  
the  p r i c e  n e g o t i a t e d  wi th  the s u b c o n t r a c t o r  is  r e a s o n a b l e  in v i e w  of the  
c h a r a c t e r  of the  c o m p o n e n t s  p r o d u c e d . "  

Tha t  about  s u m s  up the  p r o c e s s  of r e n e g o t i a t i o n .  I th ink  you w i l l  
a g r e e  tha t  it is  (at  l eas t )  i ngen ious ;  and r e s u l t s  o v e r  the  y e a r s  have  p r o v e d  
i t s  e f f e c t i v e n e s s .  

G e n t l e m e n ,  I thank  you v e r y  m u c h .  

MR. MUNCY: G e n t l e m e n ,  I a n t i c i p a t e  tha t  t h e r e  m a y  b e  m a n y  m a n y  
q u e s t i o n s  t h i s  m o r n i n g .  Who has  the  f i r s t  one fo r  Mr .  Swayne  ? 

QUESTION: In the  e s t a b l i s h m e n t  of a p ro f i t  l e v e l  in  the  i n d u s t r y  w i th  
w h o m  you a r e  do ing  y o u r  r e n e g o t i a t i o n  w o r k ,  do you u se  an a r i t h m e t i c  
a v e r a g e  of the  i n d u s t r y ,  w h i c h  is  m o r e  o r l e s s  t r a d i t i o n a l ,  the w e i g h t e d  
a v e r a g e ,  or  do  you w o r k  e a c h  c a s e  on i t s  own m e r i t  ? 

MR. SWAYNE: L e t  m e  t r y  to  m a k e  th i s  c l e a r .  E a c h  c a s e  i s  w o r k e d  
on i t s  own m e r i t .  One th ing  tha t  the  B o a r d  t r i e s  to  ge t  a c r o s s  e v e r y  t i m e  
i t  can  is  tha t  t h e r e  a r e  no e s t a b l i s h e d  p e r c e n t a g e s  fo r  anybody .  We,  of 
c o u r s e ,  by the  o p e r a t i o n  i t s e l f ,  t r y  to hold  c o n t r a c t o r s  w i th in  an i n d u s t r y  
to  a p p r o x i m a t e l y  l e v e l  s e t t l e m e n t s ,  a l l  t h ings  b e i n g  equa l .  

Now, the  B o a r d  a t t e m p t s  to  e s t a b l i s h  an a m o u n t  in d o l l a r s  of p ro f i t  
w h i c h  in t h e i r  j u d g m e n t  i s  f a i r - - a n d  as  I say ,  it is a t e r r i f i c a l l y  b u r d e n -  
s o m e  j u d g m e n t  o p e r a t i o n .  Our  off ice  a g r e e s  o r  d i s a g r e e s  w i th  the  r e g i o n -  
a l  r e c o m m e n d a t i o n ,  and g i v e s  the  r e a s o n  fo r  do ing  so  and s e n d s  it Up to 
the  B o a r d .  We a r e  r e v e r s e d  m a n y  t i m e s .  We have  no a u t h o r i t y  in  the  
f ina l  s e t t l e m e n t .  It i s  up to the  B o a r d  m e m b e r s .  T h e y  a t t e m p t  to  e s t a b -  
l i s h  in t h e i r  m i n d s  what  i s  a r e a s o n a b l e  p ro f i t  in d o l l a r s  on the  b u s i n e s s  
done  in tha t  f i s c a l  y e a r .  It c o m e s  out as  a p e r c e n t a g e .  

T h e y  a r e  gu ided  by  t h o s e  p e r c e n t a g e s  in  t h e i r  own j u d g m e n t ,  in  tha t  
c o m p a n i e s  in the  i n d u s t r y ,  e v e r y t h i n g  b e i n g  equa l ,  shou ld  c o m e  out a p p r o x -  
i m a t e l y  n e a r  e a c h  other ' .  H o w e v e r ,  you wi l l  f ind s o m e t i m e s  tha t  s o m e  
p e r c e n t a g e  is  up or  down c o n s i d e r a b l y  f r o m  the  a v e r a g e  tha t  had  b e e n  
s e t t l e d  in that  i n d u s t r y ,  and,  if  so,  t h e r e  m u s t  be  b e h i n d  it  a v e r y  w e l l  
d o c u m e n t e d  r e c o r d  of why.  
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D o e s  tha t  a n s w e r  y o u r  q u e s t i o n ?  

STUDENT:  Y e s ,  s i r .  

QUESTION:  S i r ,  it  wou ld  a p p e a r  to m e  tha t  t h i s  c o n t r a c t  r e n e g o t i -  
a t i o n  o f f i c e r  wou ld  h a v e  to have  the w i s d o m  of s e v e r a l  S o l o m o n s ,  p lus  
a b a t t e r y  of P h i l a d e l p h i a  l a w y e r s  to w o r k  w i th  h i m .  It wou ld  a l s o  s e e m  
to  m e  tha t  no two r e n e g o t i a t i o n  o f f i c e r s  wou ld  a r r i v e  at  the  s a m e  d e c i -  
s ion ,  o r  w i th in  a n a r r o w  r a n g e  of d e c i s i o n s .  W h e n  a d e c i s i o n  is  f i n a l l y  
a r r i v e d  at ,  though ,  how do you  m a k e  it s t i c k  wi th  t he  i n d u s t r y  m e m b e r  ? 

MR.  SWAYNE: You m e a n  wi th  the c o n t r a c t o r .  

STUDENT:  With  the  c o n t r a c t o r .  Is  it  b i n d i n g  on h i m ,  o r  d o e s  he  
have  r e c o u r s e  to the  c o u r t s ?  

MR. SWAYNE: Oh y e s ,  To  b e g i n  w i th ,  the r e g i o n a l  b o a r d s  a r e  c o m -  
p o s e d  of f ive  m e n ,  too .  I a l w a y s  s i t  in the  b o a r d  m e e t i n g s  of the  B o a r d  
h e r e ,  and I have  a l s o  s a t  in r e g i o n a l  b o a r d  m e e t i n g s  on v i s i t s .  The  f i r s t  
r e m a r k  you  m a d e  is  t r u e .  You have  to h a v e  m e n  of v e r y  m a t u r e  j u d g -  
m e n t .  Tha t  ha s  b e e n  one d i f f i cu l t y  in  m a n n i n g  r e n e g o t i a ~ i o n .  F r o m  the  
s t a r t  it  w a s  r e a l i z e d  tha t ,  a t  the  a u t h o r i t y  l e v e l ,  a t  l e a s t ,  and down to 
the  l e v e l  of the  r e n e g o t i a t o r ,  who  d e a l s  w i th  the  c o n t r a c t o r ,  u n l e s s  w e  
had  m e n  who  had b e e n  in b u s i n e s s  and who had  m e t  the  p r o b l e m s  of b u s i -  
ness ,~  the  w h o l e  th ing  w o u l d  fa l l  r i g h t  on i t s  f a c e .  We h a v e  had  g r e a t  
d i f f i c u l t y  s t a f f ing  i t .  We have  m a n y  t i m e s  had to o p e r a t e  w i th  a s h o r t  
f o r c e ,  r a t h e r  t han  to  t a k e  on a s i f f i c i e n t  n u m b e r  of p e o p l e  who  c o u l d  no t  
a d e q u a t e l y  do the  w o r k .  

W h e n  a d e c i s i o n  is  r e a c h e d  in the  r e g i o n ,  tha t  i s  f i n a l l y  the  j u d g m e n t  
of t h e  f ive  m a n  R e g i o n a l  B o a r d .  It v a r i e s  a m o n g  t h e m ,  bu t  t h e y  f i n a l l y  
r e a c h  an  a g r e e m e n t .  The  s a m e  i s  t r u e  of the s t a t u t o r y  b o a r d .  I c a n  t e l l  
you  t h e r e  a r e  s o m e  v e r y  h e a t e d  d i s c u s s i o n s  s o m e t i m e s .  T h e y  t a k e  i t  
v e r y  s e r i o u s l y .  

T h e n ,  w h e n  the  c o n t r a c t o r  c o m e s  in  f o r  a f ina l  m e e t i n g ,  and  the  
a m o u n t  i s  p r o p o s e d  to  h i m ,  he  i s  g i v e n  t i m e  to  d e c i d e  w h e t h e r  he  w i s h e s  
to  a g r e e .  If he  w i s h e s  to c o m e  up wi th  s o m e  t o t a l l y  n e w  i n f o r m a t i o n ,  he 
i s  p e r f e c t l y  f r e e  to  do so; o r  he  can  a s k  f o r  a s u m m a r y  of the  f a c t s  and  
r e a s o n s  upon w h i c h  the  d e c i s i o n  w a s  b a s e d ,  to he lp  h i m  to d e c i d e .  If  he  
d e c i d e s  tha t  he  w i l l  not  a g r e e ,  and if i t  h a s  b e e n  r e v i e w e d  by  the  top  
b o a r d ,  and t h e y  a r e  in a g r e e m e n t  w i th  the  r e c o m m e n d e d  d e t e r m i n a t i o n ,  
the  u n i l a t e r a l  o r d e r  i s  i s s u e d .  
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Tha t  i s  r e v i e w a b l e  in t h e  Tax  C o u r t  of the  Un i t ed  S t a t e s .  

QUESTION:  M r .  Swayne ,  in ou r  s t u d y  of p r o c u r e m e n t  o v e r  the  l a s t  
c o u p l e  of w e e k s ,  ou r  l e c t u r e r s  and ou r  s e m i n a r  l e a d e r s  h a v e  to ld  us  a 
good d e a l  abou t  p r o c u r e m e n t  o f f i c e r s ,  p a r t i c u l a r l y  in the  a r m e d  s e r v i c e s .  
I s u s p e c t  tha t  p e r h a p s  the  opini.ons m i g h t  h a v e  b e e n  a l i t t l e  b i t  p r e j u d i c e d  
in  f a v o r  of the  p r o c u r e m e n t  o f f i c e r s , "  c o n s i d e r i n g  tha t  t h e y  c a m e  f r o m  
peop le  r e p r e s e n t i n g  t h o s e  s e r v i c e s  t h e m s e l v e s .  Wi thou t  i n t e n d i n g  to  
put  you  on the  spot  at  a l l ,  it  s t r i k e s  m e  tha t ,  a t  l e a s t  f r o m  the  s t a n d p o i n t  
of p r i c e ,  you  a r e  in an  e n v i a b l e  p o s i t i o n  to s o r t  of r e v i e w  the  r e c o r d  of 
t h o s e  p r o c u r e m e n t  o f f i c e r s  a s  to how good a job t h e y  a r e  d o i n g .  Would  
y o u  c a r e  to c o m m e n t  on tha t ,  p l e a s e  ? 

MR.  SWAYNE: W e l l ,  f i r s t  l e t  m e  say  v e r y  e m p h a t i c a l l y  tha t  we  
do not  p o l i c e  p r o c u r e m e n t .  We have  v e r y  c o r d i a l  r e l a t i o n s  w i th  p r o -  
c u r e m e n t .  We u s e d  to be  in p r o c u r e m e n t  o u r s e l v e s ,  a s  p a r t  of i t .  The  
p r o c u r e m e n t  o f f i c e r  i s  d e a l i n g  wi th  one c o n t r a c t  at  a t i m e ,  o r  m a y b e  a 
s m a l l  g r o u p  of t h e m ,  and  we a r e  d e a l i n g  wi th  the t o t a l  s u b j e c t  b u s i n e s s  
of the  c o n t r a c t o r  f r o m  a l l  s e r v i c e s .  Of c o u r s e  we  do not  go into  i t  c o n -  
t r a c t  by  c o n t r a c t .  If we  s e e  one c o n t r a c t  tha t  l ooks  l ike  i t  h a s  a t e r r i b l y  
h igh  p ro f i t ,  t ha t  i s  f r e q u e n t l y  o f f se t  a g a i n s t  a n o t h e r .  In o t h e r  w o r d s ,  
we  do  not  t r y  to  r u n  b a c k  to  p r o c u r e m e n t  and t e l l  t h e m  tha t  t h e r e  i s  too  
h igh  a p r o f i t  on tha t  c o n t r a c t .  H o w e v e r ,  w e  m a k e  a v a i l a b l e  to  p r o c u r e -  
m e n t  r e p o r t s  of r e n e g o t i a t i o n ,  e x t r a c t i n g  f r o m  t h e m  any  c o n f i d e n t i a l  d a t a  
of the  c o n t r a c t o r - - I  m e a n  a n y t h i n g  tha t  h a s  to do wi th  i n c o m e  t ax .  A l l  
of tha t  i s  out .  Bu t  we m a k e  a v a i l a b l e  to p r o c u r e m e n t ,  w h e n  r e q u e s t e d ,  
f o r  any  c o m p a n y ,  the  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  and  the  p r o f i t  and 
the  a d j u s t m e n t ,  if any ,  on i t .  T h a t  of c o u r s e  d o e s  not  show the  p r o f i t  
c o n t r a c t  b y  c o n t r a c t .  Bu t  t h e y  can  s e e  wha t  the  c o n t r a c t o r  i s  le f t  w i t h  
o v e r a l l .  If i t  i s  p r i m a r i l y ,  s ay ,  an  o r d n a n c e  c o n t r a c t o r .  O r d n a n c e  can  
v e r y  w e l l  t e l l  how it  h a s  b e e n  go ing ,  wha t  the  a c t u a l  p ro f i t  h a s  b e e n .  

QUESTION:  S i r ,  in our  r e a d i n g  we have  had  a v a i l a b l e  the  c o n c l u s i o n s  
of the  I n d u s t r y  C o m m i t t e e  on Renego t i a~ ion ,  and,  a s  we  m i g h t  e x p e c t ,  t h e y  
d o n ' t  e n t i r e l y  s h a r e  y o u r  e n t h u s i a s m  fo r  the  p r o c e s s .  T h e  m a j o r  q u e s t i o n  
t h e y  a s k  i s ,  Why shou ld  we  have  it a t  a l l ,  w h e n  we a r e  not  in a w a r t i m e  
e c o n o m y  wi th  fu l l  m o b i l i z a t i o n ,  but  in  a p e r i o d  w h e n  we h a v e  s o m e  p r e t t y  
h a r d  c o m p e t i t i o n  ? 

MR:  SWAYNE: W e l l ,  I wan t  to  m a k e  one th ing  c l e a r .  The  l a s t  two 
t i m e s  the  ac t  w a s  e x t e n d e d  ou r  C h a i r m a n  m a d e  it v e r y  c l e a r  to the  c o n -  
g r e s s i o n a l  c o m m i t t e e s  tha t  the  r e n e g o t i a t i o n  a u t h o r i t y  w a s  not  a d v o c a t i n g  
e x t e n s i o n  n o r  r e c o m m e n d i n g  the  end  of the  a c t .  T h a t  i s  e n t i r e l y  the  
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p r o v i n c e  of C o n g r e s s .  We a r e  t h e r e  and we  a d m i n i s t e r  to the  b e s t  
of our  ab i l i t y  the  ac t  wh i l e  i t  i s  o n  the  books .  

Now, as  to w h e t h e r  it shou ld  go on, I p r e s u m e  tha t  C o n g r e s s  r e m e m -  
b e r s  tha t ,  w h e n  the  l a s t  r e q u e s t  was  m a d e  fo r  the  e x t e n s i o n ,  the  P r e s i d e n t  
r e m a r k e d  that ,  s i n c e  o v e r  50 p e r c e n t  of the n a t i o n a l  i n c o m e  was  b e i n g  
i n v e s t e d  in d e f e n s e  w e a p o n s ,  i t  was  fe l t  tha t  s o m e  f o r m  of c o n t r o l  shou ld  
e x i s t .  

Now tha t  t h e y  a r e  ge t t i ng  in to  c o m p l e t e l y  unknown p r o d u c t i o n  of a r t i -  
c l e s ,  m i s s i l e s ,  and a l l  s o r t s  of t h ings ,  it i s  m o s t  d i f f i cu l t  to  a n t i c i p a t e  
c o s t s ,  i t  i s  m o s t  d i f f i cu i t - to  s e t  a p r i c e ,  and i n d u s t r y  has ,  in h e a r i n g s ,  
I know, fought  the  idea  of r e n e g o t i a t i o n .  I can r e a d i l y  s e e  why.  At the  
s ~ m e  t i m e  in t h e s e  h e a r i n g s ,  when  a s k e d  by  s o m e  of the c o m m i t t e e s  
w h e t h e r  t hey  p r e f e r r e d  the  o p e r a t i o n  of the  V i n s o n - T r a m m e l l  Act ,  t h e y  
sa id  no, that  t hey  p r e f e r r e d  the  j u d g m e n t  of r e n e g o t i a t i o n - - i f  t hey  have  
to  have  any th ing .  N a t u r a l l y  t h e y  p r e f e r  no  c o n t r o l .  But ,  a s  I say ,  t h a t  
i s  a m a t t e r  fo r  C o n g r e s s  to d e c i d e ,  and I p r e s u m e  tha t  the  r e a s o n  it 
c o n t i n u e s  i s  the  h igh  r a t e  of e x p e n d i t u r e s  on d e f e n s e .  

QUESTION: Sir, you mentioned that renegotiation is on a fiscal year 
basis. Since many production contracts extend over a number of years, 
does that'mean that the same contract might be reviewed a number of 
years in succession? Or, after one negotiation, is some effort taken 
to avoid future reviews ? 

MR. SWAYNE: No. You see, renegotiation is on a fiscal year basis, 
except there is one thing I did not point out that I should have. In some 
cases, where the contractor is on a completed-contract basls--say he is 
building a couple of battleships--obviously you can't work that on a fiscal 
year basis. In that case he is put on a completed-contract basis, and, 
if be has a number of contracts, he is screened out every year until some 
one contract is completed; and on that business be is renegotiated. 

Now as  fo r  the  con t inu ing  c o n t r a c t ,  w h e r e  he has  a lot  of c o n t r a c t s ,  
and he  i s  r e p o r t i n g ,  fo r  i n c o m e  tax p u r p o s e s ,  on the  f i s c a l  y e a r  b a s i s ,  
the  c o n g l o m e r a t e  of a l l  h i s  d e f e n s e  b u s i n e s s ,  bo th  p r i m e  and s u b c o n t r a c t ,  
f o r m  h i s  r e n e g o t i a b l e  b u s i n e s s ,  and  h i s  p ro f i t  t h e r e f r o m ,  in  tha t  one 
y e a r ,  i s  r e n e g o t i a t e d .  

Some contracts may have ended in that year, and some may have 
carried over. On those that carry over, the accruals from those same 
contracts would be in his next year's total. Of course, in some cases 
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w h e r e  a c o n t r a c t o r  has  a p r o g r a m ,  w h e r e  he has  v e r y  h e a v y  m a k e -  
r e a d y  c o s t s ,  he can,  by a s p e c i a l  a c c o u n t i n g  a g r e e m e n t ,  be  t a k e n  c a r e  
of. If he s p r e a d s  t h e m  o v e r  the  y e a r s  fo r  h i s  tax  p u r p o s e s ,  t h a t ' s  a l l  
r i g h t .  He i s  t aken  c a r e  of. B u t  in s o m e  r a r e  c a s e s  a c o n t r a c t o r  w i l l  
c h a r g e  a l l  of h i s  t oo l ing  off in the f i r s t  y e a r ,  fo r  i n c o m e  tax  p u r p o s e s .  

We a r e  r e q u i r e d  to  u se  the i n c o m e  tax m e t h o d  b a s i s ,  u n l e s s  we 
have  a s p e c i a l  a c c o u n t i n g  a g r e e m e n t .  In t h o s e  c a s e s ,  a s p e c i a l  a c c o u n t -  
ing a g r e e m e n t  i s  r e a c h e d  wi th  the c o n t r a c t o r  to s p r e a d  t h o s e  c o s t s  o v e r  
the  y e a r s ,  so  that  he w o n ' t  show two or  t h r e e  y e a r s  of l o s s  and t h e n  
s u d d e n l y  a whopping  p ro f i t  in one y e a r .  

QUESTION: Since you are approaching each contractor on abroad 
basis, sir, why can't the same objectives be achieved through the use 
of the  e x c e s s - p r o f i t s  tax l aws  ? 

MR. SWAYNE: Tha t  aga in  i s  a m a t t e r  fo r  C o n g r e s s  to  d e c i d e .  Of 
c o u r s e  th i s  is  not  a tax  o p e r a t i o n .  The  point  i s  tha t  C o n g r e s s  e n d e a v o r e d  
in  t h i s  ac t  not  m e r e l y  to r e c o v e r  by t a x e s  but to,  w h e r e v e r  p o s s i b l e ,  
r e n e g o t i a t e  so  tha t ,  w h e n  a c o n t r a c t o r  s e e s  tha t  he  i s  go ing  to be  r e d u c e d  
on h i s  p r o f i t s  and to have  to r e fund  s o m e ,  the  u l t i m a t e  o b j e c t i v e  w i l l  be  
to  ge t  tha t  s a m e  c o n t r a c t o r ,  w h e r e v e r  p o s s i b l e ,  in the  fo l l owing  y e a r s ,  
to  e i t h e r  r e d u c e  h i s  p r i c e s  or  m a k e  v o l u n t a r y  r e f u n d .  We a r e  d e l i g h t e d  
to  s e e  a c o m p a n y  c o m e  in w i th  s u f f i c i e n t  v o l u n t a r y  r e f u n d s  o r  p r i c e  r e -  
d u c t i o n s  to  ob ta in  a c l e a r a n c e .  I c a n ' t  m e n t i o n  any n a m e s ,  bu t  t h e r e  a r e  
s o m e  v e r y  l a r g e  c o r p o r a t i o n s  tha t  have  r e c e i v e d  c l e a r a n c e s  fo r  s e v e r a l  
y e a r s  w h e r e  they  w o u l d  h a v e  had  qui te  a few m i l l i o n  d o l l a r s  of r e f u n d  to 
pay.  But  t hey  have  s h o w n  at  the  end  of the  y e a r  tha t  t h e i r  f i g u r e s  a r e  a d -  
j u s t e d  by p e r i o d i c  re fund{ng  p a y m e n t s  t h r o u g h  the  y e a r .  -That b r i n g s  t h e m  
down to the  l e v e l  of c l e a r a n c e .  

QUESTION: Mr .  Swayne ,  you c l a r i f i e d  the  point  I was  go ing  to  a s k  
about .  You s t a t e d  f i r s t  tha t  you w e r e  not  a tax  s e r v i c e ,  ye t  y o u r  a c t i o n s  
do  d i r e c t l y  r e f l e c t  in  the  t ax ing  m e d i u m ,  i n a s m u c h  as  they  ge t  c r e d i t  on 
t a x e s .  Myoques t ion  i s ,  In c ap i t a l  d e p r e c i a t i o n  a l l o w a n c e s ,  w h e t h e r  you  
fo l low the  t ax ing  p r o c e d u r e s  w h e r e  you a l low p e r c e n t a g e  d e p r e c i a t i o n  
of c ap i t a l  i n v e s t m e n t ,  or  w h e t h e r  you go in to  the  c a p i t a l  r e p l a c e m e n t  
cos t .  It i s  qui te  a p r o b l e m ,  I u n d e r s t a n d ,  in bo th  the  s t e e l  and the  c h e m -  
i ca l  i n d u s t r i e s ,  to d e c i d e .  I w i s h  you would  c l a r i f y  that  poin t .  

MR. SWAYNE: We a r e  v e r y  s y m p a t h e t i c  wi th  t h o s e  i n d u s t r i e s .  We 
a r e  bound to  fo l low the  tax a c c o u n t i n g .  The  only  t i m e  we  can  v a r y  f r o m  
tax a c c o u n t i n g  i s  on a s p e c i a l  a c c o u n t i n g  a g r e e m e n t  w i th  a r e p o s i t i o n i n g  
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of c o s t s  or  r e c e i p t s .  In t h o s e  c a s e s  w h e r e  it  i s  v e r y  obv ious  tha t  a c o n -  
t r a c t o r  i s  a p t  to be  hu r t ,  fo r  t h o s e  r e a s o n s  the  B o a r d  can,  in  i t s  j u d g -  
m e n t ,  g ive  f a c t o r  c o n s i d e r a t i o n  to tha t .  The  a c t u a l  a c c o u n t i n g  f i g u r e s  
in the  r e p o r t  have  to  be  b a s e d  on the  tax b a s i s ,  but  the  B o a r d  can ,  and 
d o e s ,  g ive  c o n s i d e r a t i o n  to  t h o s e  c a s e s  w h e r e  the  c o n t r a c t o r  would  b e  
h u r t .  

QUESTION: Mr .  Swayne ,  I would  i m a g i n e  tha t  the  B o a r d  would  h a v e  
a p a r t i c u l a r l y  d i f f i cu l t  t i m e  in r e n e g o t i a t i n g  t h o s e  c o n t r a c t s  w h i c h  a r e  
of the  i n c e n t i v e  type ,  w h i c h  you m e n t i o n e d .  A l a r g e  n u m b e r  of d o l l a r s  
a r e  s p e n t  by  the d e p a r t m e n t s  u n d e r  th i s  i n c e n t i v e - t y p e  c o n t r a c t ,  and 
the  b a s i c  i d e a  of an  i n c e n t i v e - t y p e  c o n t r a c t  i s  tha t ,  a s  the  c o n t r a c t o r  r e -  
d u c e s  h i s  c o s t s ,  he  is  r e w a r d e d  by i n c r e a s e d  p r o f i t s .  

I have  h e a r d  c o m m e n t s  to the  e f f ec t  tha t  c e r t a i n  c o n t r a c t o r s  have  
in fac t  r e d u c e d  t h e i r  c o s t s  and have  b e e n  r e w a r d e d  by  the  p r o c u r e m e n t  
d e p a r t m e n t  f o r  tha t  r e d u c t i o n  and tha t  i n c r e a s e  in e f f i c i e n c y  by i n c r e a s e d  
p r o f i t s ,  and two y e a r s  l a t e r ,  w h e n  they  go u n d e r  r e n e g o t i a t i o n ,  the  R e n e -  
g o t i a t i o n  B o a r d  t a k e s  away  t h o s e  p ro f i t s  wh ich  the  c o n t r a c t o r  c l a i m s  a r e  
a t t r i b u t e d  to i n c r e a s e d  e f f i c i e n c y .  Would you c o m m e n t  on that ,  p l e a s e ,  
s i r  ? 

MR. SWAYNE: I know. Tha t  ha s  c o m e  up.  We have  had  qui te  s o m e  
a r g u m e n t s  on that .  L e t  m e  say  aga in  tha t  on the  i n c e n t i v e  c o n t r a c t s  of 
a c o n t r a c t o r - - i f  he has  a m i x  of i n c e n t i v e ,  f ixed  p r i c e ,  p r i c e  r e d e t e r m i -  
na t ion ,  and C P F F - - t h e  p r o f i t s  on the  i n c e n t i v e  c o n t r a c t ,  i n s o f a r  a s  the  
j u d g m e n t  of the  B o a r d  is  app l i ed  to h is  t o t a l  r e n e g o t i a b t e  p r o d u c t s ,  a l l  
go in to  the  pot .  

I know of one  c a s e - - I  won ' t  m e n t i o n  any n a m e s - - w h e r e  t h e r e  w a s  a 
m i x  l ike  tha t ,  and the  r e fund ,  u n f o r t u n a t e l y ,  c a m e  v e r y  c l o s e  to  the  p r o -  
f i t s  t h e y  m a d e  on the  i n c e n t i v e  c o n t r a c t s .  In tha t  c a s e  it  was  a m a t t e r  of 
c o i n c i d e n c e ,  b e c a u s e  it  was  on the  o v e r a l l  m i x  of e v e r y t h i n g .  

If a c o n t r a c t o r  has  a l m o s t  e x c l u s i v e l y  i n c e n t i v e  c o n t r a c t s  and he 
c o m e s  in and t he  B o a r d  t a k e s  a r e f u n d  f r o m  h i m ,  the  only  th ing  tha t  can  
be  a s s u m e d  i s ,  tha t  in the  j u d g m e n t  of the  B o a r d ,  in l igh t  of l a t e r  i n f o r -  
m a t i o n  the  t a r g e t  had not  b e e n  r e a l i s t i c .  T h a t ' s  the  only  a n s w e r  I can  
s e e  to that .  

QUESTION: I have  two q u e s t i o n s ,  s i r .  One i s ,  In y o u r  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  fo r  r e n e g o t i a t i o n ,  do you t a k e  in to  accoun t  p r o f i t s  
b e f o r e  t a x e s ,  or  p r o f i t s  a f t e r  t a x e s ?  
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MR. SWAYNE: B e f o r e .  

STUDENT: If you sa id  " A f t e r ,  : I was  go ing  to a s k  f o r  the  b a s i s  of  
y o u r  p o l i c y . "  

MR. SWAYNE: F r o m  the  b e g i n n i n g  we w e r e  bound  by  t he  ac t  to  do 
tha t .  It c a u s e d  qui te  a f l u r r y  at  t he  beg inn ing ,  b a c k  in  1942. One c o m -  
pany c a m e  in and,  a s  I r e c a l l ,  t h e r e  was  s o m e t h i n g  l i k e  $12 m i l l i o n  o r  
$13 m i l l i o n  it  h a d  to  r e f u n d .  T h e y  a g r e e d  i m m e d i a t e l y  and sa id ,  h o w -  
e v e r ,  t ha t  t h e y  w e r e  w o r r i e d .  It w a s  a ca se  t h e r e  of b a l l o o n i n g  v o l u m e .  
T h e y  sa id ,  "What  w i l l  we do about  i t ,  for  m o n e y ?  We a r e  go ing  to  have  
t h r e e  or  four  y e a r s  of t h i s ,  and out of th i s  $ i2  m i l l i o n ,  we have  a l r e a d y  
pa id  i n c o m e  t a x e s  of s u c h  and  such  an a m o u n t .  " E v e r y b o d y  w a s  h o r r i f i e d  
b e c a u s e  we r e a l i z e d  that  t h e r e  was  no th ing  in the  ac t  o r  t he  r e g u l a t i o n s  
to  c o v e r  tha t .  T h i s  c o m p a n y  was  w i l l i ng  to r e f u n d ,  but  i t  would  go in to  
b a n k r u p t c y  v e r y  qu ick ly .  So they  wen t  t e a r i n g  down to  W a s h i n g t o n  f r o m  
New Y o r k ,  and out of tha t  g r e w  t h i s  a r r a n g e m e n t  w h e r e b y  you  s i m p l y  
ob ta in  f r o m  the  I n t e r n a l  R e v e n u e  S e r v i c e  the  c r e d i t  a p p l i c a b l e  to tha t  
a m o u n t  of r e fund .  The  c o n t r a c t o r  then  pays  the  ne t .  

STUDENT: My s e c o n d  q u e s t i o n ,  s i r ,  i s ,  S ince  you do  not  have  any  
r e a d i l y  d e f i n a b l e  c r i t e r i a  a s  to wha t  c o n s t i t u t e s  a c o n t r a c t  w h i c h  wi l l  be  
s u b j e c t  to  r e n e g o t i a t i o n ,  and no  f ixed  c r i t e r i o n  as  to w h e n  a p ro f i t  i s  
e x c e s s i v e ,  ha s  y o u r  a d m i n i s t r a t i o n  e v e r  b e e n  c h a l l e n g e d  in  the  c o u r t s  
by  a c o n t r a c t o r ,  not  n e c e s s a r i l y  on the  b a s i s  tha t  wha t  you have  d o n e  to  
h i m  is  i n e q u i t a b l e ,  but  tha t  i t  i s  i n e q u i t a b l e  in the  l igh t  of you r  a d m i n i s -  
t r a t i o n  of o t h e r  c o n t r a c t s  on the  c o m p e t i t o r s  in the  s a m e  i n d u s t r y  o r  in  
a d i f f e r e n t  i n d u s t r y ?  

MR. SWAYNE: Y e s .  Tha t  has  c o m e  up in  po in t s  w i th  the  tax  c o u r t  
on  t h e i r  ( the c o n t r a c t o r ' s )  p e t i t i o n s  to  the  tax  c o u r t .  T h e y  have  s o m e -  
t i m e s  c l a i m e d  p o o r  j u d g m e n t ,  w h i c h  of c o u r s e  i s  a n y b o d y ' s  g u e s s ,  on 
tha t .  T h e r e  h a v e  b e e n  v a r i o u s  c l a i m s  l ike  that  m a d e .  I w i l l  say ,  though ,  
s p e a k i n g  of t h e  c o u r t ,  tha t  t h i s  p a r t i c u l a r  B o a r d  ha s  m a d e  a p p r o x i m a t e l y  
3 , 0 0 0  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 ro f i t ,  and in  a h a z y  p e r i o d  of at  l e a s t  
not  t o t a l  m o b i l i z a t i o n  w e  have  b e e n  g r a t i f i e d  to s e e  tha t  only 15 p e r c e n t  
of t h o s e  r e s u l t e d  in u n i l a t e r a l  o r d e r s .  T h e  r e s t ,  85 p e r c e n t  of t h o s e  
3 , 0 0 0  d e t e * * n i n a t i o n s ,  h a v e  a l l  r e s u l t e d  in  a g r e e m e n t .  A b o u t  6 p e r c e n t  
of t he  o r d e r s  h a v e  gone  to  the  tax  c o u r t .  In o t h e r  w o r d s ,  a b o u t  a l i t t l e  
l e s s  than  2 p e r c e n t  of the  d e t e r m i n a t i o n s  have  b e e n  c a r r i e d  to  the  t ax  
c o u r t .  
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QUESTION: M r .  Swayne ,  in y o u r  d i s c u s s i o n  of r i s k s ,  I u n d e r s t o o d  
you to say  tha t  the  R e n e g o t i a t i o n  B o a r d  would  take  in to  c o n s i d e r a t i o n  
the  p o s s i b l e  l o s s  of the  c i v i l i a n  m a r k e t .  In p e a c e t i m e  it would  s e e m  to 
m e  that  the  d e c i s i o n  of a c o n t r a c t o r  on the type of w o r k  tha t  you would  
n e g o t i a t e  would  be  v o l u n t a r y .  I w o n d e r  if you would  c l a r i f y  tha t .  

MR. SWAYNE: It  i s  v o l u n t a r y  in  p e a c e t i m e ,  but  not  f r o m  the  s a t u -  
r a t i o n  s t andpo in t .  One of the  i n d u s t r i e s  wi th  the  g r e a t e s t  f e a r s  on that  
i s  the  m a c h i n e  too l  i n d u s t r y ,  b e c a u s e  they  w e r e  s e l l i n g  m a c h i n e s  to the  
G o v e r n m e n t  of the  s a m e  type  that  they  would  s e l l  to the  p e a c e t i m e  i n d u s -  
t r y ,  and f r e q u e n t l y  the  G o v e r n m e n t  s e l l s  s u r p l u s  m a c h i n e s ,  and they  
could  s e e  t h e i r  fu tu re  m a r k e t  d i s a p p e a r i n g  on t h e m .  

So fa r  as  the  s a c r i f i c i n g  of t h e i r  c i v i l i a n  m a r k e t  in o r d e r  to p r o d u c e  
d e f e n s e  goods  i s  c o n c e r n e d ,  s o m e  c o m p a n i e s  that  a r e  p a r t i c u l a r l y  adep t  
in s o m e  v e r y  c o m p l i c a t e d  s c i e n t i f i c  or  e l e c t r o n i c  e q u i p m e n t  have  v o l u n -  
t a r i l y ,  b e c a u s e  of t h e i r  own p a t r i o t i s m ,  o r  w h a t e v e r  you w i s h  to c a l l  
i t ,  d e c i d e d  to f u r t h e r  the d e f e n s e  e f fo r t ,  r e a l i z i n g  they  w e r e  n e e d e d ,  and  
have  d e l i b e r a t e l y ,  to a b ig  ex ten t ,  pu l l ed  out of the  c i v i l i a n  p r o d u c t i o n  
in  o r d e r  to  p e r f o r m  G o v e r n m e n t  c o n t r a c t s .  T h e y  have  t aken  a r i s k ,  and,  
v o l u n t a r y  or  not ,  it i s  c e r t a i n l y  g iven  c o n s i d e r a t i o n  w h e n  they  do  tha t .  

T h e s e  f a c t o r s ,  as  I say ,  a r e  d i f f i cu l t  to hold  s e p a r a t e .  T h e y  do 
b l e n d .  R i s k  g o e s  into c o n t r i b u t i o n ,  and c o n t r i b u t i o n  and r i s k  bo th  go in to  
c h a r a c t e r  of the  b u s i n e s s .  But  they  a r e  g iven  c r e d i t  fo r  tha t .  

QUESTION: I s e e m  to r e m e m b e r  r e a d i n g  w h e r e  the  G e n e r a l  A c -  
coun t ing  Off ice  has  go t t en  into the  ac t  on s e v e r a l  o c c a s i o n s ,  s a y i n g  tha t  
p r o f i t s  w e r e  e x c e s s i v e .  Do you d i s c u s s  r e g u l a t i o n s  wi th  the  G e n e r a l  
A c c o u n t i n g  Off ice  ? 

MR. SWAYNE: Wel l ,  we  have  no d i r e c t  r e l a t i o n s  wi th  the G e n e r a l  
A c c o u n t i n g  Off ice .  You a r e  p r o b a b l y  th ink ing  of r e c e n t  pub l i c i ty  about  
a c e r t a i n  c o m p a n y .  We a r e  not  a p a r t  of that  at  a l l .  When  t h e y  ca l l  on 
us  fo r  f i g u r e s ,  t h e i r  r e q u e s t  i s  r e v i e w e d  v e r y  c a r e f u l l y  by o u r  G e n e r a l  
C o u n s e l  to s e e  tha t  we a r e  not d ivu lg ing  any th ing  'of a s e c r e ~  n a t u r e ,  and  
we n a t u r a l l y  f u r n i s h  t h e m  wi th  f i g u r e s  when  they  want  t h e m ,  and t h e y  
f u r n i s h  us  wi th  f i g u r e s ,  j u s t  a s  the  A i r  F o r c e  a u d i t o r  o r  anybody  e l s e  
w i l l ,  w h e n  we need  he lp .  But  in the  p r o c e s s  of r e n e g o t i a t i o n  we d o n ' t  
w o r k  t o g e t h e r .  It is  m o r e  o r  l e s s  a c a s e  of a r e q u e s t  fo r  i n f o r m a t i o n ,  
or  s o m e t h i n g  l ike  tha t .  

In s o m e  c a s e s ,  w h e r e  they  have  b e e n  a s k e d  to go in to  a c e r t a i n  c o n -  
t r a c t ,  t hey  a r e  look ing  a f t e r  tha t  one c o n t r a c t .  We f r a n k l y ,  a r e  not  
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i n t e r e s t e d  if  a c o n t r a c t o r  h a s  m a d e  100 p e r c e n t  on tha t  one  c o n t r a c t .  If 
he had  l o s s e s  on o t h e r  c o n t r a c t s  he  m a y  c o m e  out  w i th  a r e a s o n a b l e  p r o f -  
i t ,  a s  f a r  as  w e  go,  on a m i x .  GAO is  w o r k i n g  l a r g e l y  f o r  a s e r v i c e  or  
fo r  a c o n g r e s s i o n a l  c o m m i t t e e ,  t r a c k i n g  down one c o n t r a c t .  We k e e p  
t o  the  o v e r a l l  b a s i s .  

QUESTION: M r .  Swayne ,  i s  the  r e f u n d  on any  p a r t i c u l a r  c o n t r a c t  
s u b j e c t  to i n t e r e s t  c h a r g e s ,  and  w h a t  i s  the p e r i o d  ~nvolved?  

MR.  SWAYNE: He ,  the  c o n t r a c t o r ,  i s  g iven  a s t a t u t o r y  t i m e  w h e n  
he  a g r e e s  to the  r e f u n d  or  h a s  an o r d e r  i s s u e d  to h i m .  We a r e  not  a 
c o l l e c t i o n  a g e n c y .  T h a t  g o e s  b a c k  to  the  s e r v i c e  w h i c h  is  p r e d o m i n a n t .  
T h e r e  i s  a c e r t a i n  l e n g t h  of t i m e , - 6 0  or  9"0 d a y s ,  o r  s o m e t h i n g  l i ke  t h a t .  
I w o u l d n ' t  wan t  to  s a y  d e f i n i t e l y ,  w i thou t  the  r e g u l a t i o n s  h e r e ,  t h e r e  a r e  
so  m a n y  of t h o s e  l i m i t a t i o n s .  Bu t ,  a f t e r  a c e r t a i n  l e n g t h  of t i m e  t h e n  
i n t e r e s t  d o e s  a c c r u e  if he  d o e s n ' t  pay .  

A c o n t r a c t o r  who  i s  in a t igh t  f i n a n c i a l  spo t  at  the  m o m e n t  c a n  c o m e  
to us  and ,  a t  the t i m e  he  a g r e e s ,  o r ,  in  fac t ,  if he g e t s  a u n i l a t e r a l  
o r d e r - - w e  d o n ' t  i n t end  to b r e a k  any  c o n t r a c t o r - - h e  can  s ay ,  "I c a n ' t  pay  
th i s  n o w . "  He can  b r i n g  us  c u r r e n t  f i n a n c i a l  s t a t e m e n t s  and  we  w i l l  w o r k  
out  a s c h e d u l e  o v e r  y e a r s ,  if  n e c e s s a r y ,  to k e e p  h i m  go ing .  And he 
p a y s  i n t e r e s t  on t h o s e  d e f e r r e d  p a y m e n t s .  

STUDENT:  I w a s  m o r e  i n t e r e s t e d  in the  i n t e r e s t  c h a r g e s  b e t w e e n  
the  c o n t r a c t  p a y m e n t s  and  the  d e c i s i o n  on r e n e g o t i a t i o n  r e f u n d .  

MR.  SWAYNE: Oh, no.  It is  a f t e r  the  d e t e r m i n a t i o n ,  a s  f a r  a s  
the  i n t e r e s t  p a y m e n t s  go. 

MR.  MUNCY: I s e e  m a n y  o t h e r  h a n d s ,  but  I w i l l  not  be  ab l e  to t a k e  
y o u r  q u e s t i o n s ,  I a p o l o g i z e .  P e r h a p s  s o m e  of you  w i l l  h a v e  an  o p p o r -  
t u n i t y  a t  l u n c h  t i m e  to t a l k  w i th  ou r  s p e a k e r ,  o r  p e r h a p s  s o m e  of you  
c a n  a s k  q u e s t i o n s  a s  we  a d j o u r n .  I a m  go ing  to  t ake  one  m o r e  ques t ion .  

QUESTION:  M r .  S w a y n e ,  I d o n ' t  b e l i e v e  you  a r e  go ing  to  a n s w e r  
i t ,  a n y h o w .  I u n d e r s t a n d ,  of c o u r s e ,  y o u r  r e l u c t a n c e  to  d i s c u s s  y o u r  
c l i e n t s  o r  c t r s t o m e r s  by  n a m e .  S ince  t h e  n e w s p a p e r s  have  p l a y e d  up the  
r e c e n t  c a s e  of G e n e r a l  M o t o r s ,  o r ,  r a t h e r ,  the A l l i s o n  C o m p a n y ,  on j e t s ,  
cou ld  you  c l a r i f y  f o r  us  w h e t h e r  o r  no t  you  and  the  G e n e r a l  A c c o u n t i n g  
Off ice  b o t h  got  in on t h i s  p a r t i c u l a r  c a s e  ? W a s  tha t  a s p e c i a l  case .?  O r  
i s  t h e r e  a n y t h i n g  y o u  can  t e l l  us  abou t  i t  t ha t  wou ld  he lp  to c l a r i f y  i t  ? 
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MR. SWAYNE: A l l  I c a n  s a y  i s  t h a t  t h e  G e n e r a l  A c c o u n t i n g  O f f i c e  
g o t  i n t o  i t ,  b u t  n o t  t h r o u g h  u s .  T h a t  c a m e  f r o m  a n o t h e r  a n g l e .  T h e  
G e n e r a l  A c c o u n t i n g  O f f i c e  c o n t a c t e d  u s  a n d  t o l d  u s .  B u t  t h e r e  a g a i n ,  
G e n e r a l  A c c o u n t i n g  O f f i c e  i s  i n t e r e s t e d  in  o n l y  o n e  o r  t w o  c o n t r a c t s .  
I t  w a s  n o  j o i n t  o p e r a t i o n ,  i f  t h a t ' s  w h a t  y o u  m e a n .  I c a n  a s s u r e  y o u  of  
t h a t .  T h e  c a s e  i s  p e n d i n g  b e f o r e  t h e  B o a r d .  I t  h a s  n o t  b e e n  d e c i d e d .  
B u t  i f  y o u  m e a n  t h a t  w e  c a l l e d  t h e  G e n e r a l  A c c o u n t i n g  O f f i c e  i n ,  I c a n  
s a y ,  n o .  T h a t  c a m e  f r o m  a n o t h e r  s o u r c e .  

M R .  M U N C Y :  M r .  S w a y n e ,  f o r  m y s e l f  I w a n t  t o  e x p r e s s  m y  p e r -  
s o n a l  a p p r e c i a t i o n  f o r  y o u r  g r e a t  a b i l i t y  to  m a k e  a d i f f i c u l t  s u b j e c t ,  a n d  
o n e  w h i c h  i n  a f r e e  e c o n o m y  n e v e r  c a n  b e  p o p u l a r ,  c l e a r e r  to  u s .  O n  
b e h a l f  o f  t h e  e n t i r e  s t u d e n t  b o d y  w e  t h a n k  y o u  f o r  a v e r y  p r o f i t a b l e  h o u r  
a n d  o n e - h a l f .  

M R .  S W A Y N E :  T h a n k  y o u .  

(2 J u n e  1 9 5 8 - - 4 ,  1 0 0 ) O / d c : e n  
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