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Lawrence E. Harrwie,
Chairman.
THE PRESIDENT OF THE SENATE
TuE SPEAKER OF THB HOUSE OF REPRESENTATIVES

For sale by the Superintendent of Documents, U.S. Government Printing Office
Washington, D.C. 20402 - Price 20 cents



The Renegotiation Board

Members of the Board:

Lawrence E. Harrwie, Chairman?

HerscreL C. LoveLess ?

THaoMas D’ALEsaNDRO, Jr.}

WiLiaM M. BURKHALTER ¢

JAck Breary?®
Headquarters Office
1910 K Street, NW.

Washington, D.C. 20446

1 Appointed October 3, 1951, designated Chairman April 13, 1961.
* Appointed March 17, 1961.

8 Appointed March 28, 1961.

¢ Appointed April 10, 1962.

¢ Appointed February 28, 1963.

II.
III.

Iv.

VII.
VIII.

Contents

THE PURPOSE AND PROCESS OF RENEGOTIATION oo ...
CHANGES IN REGULATIONS DURING THE FISCAL YEAR....
CHANGES IN OPERATING PROCEDURES DURING THE FISCAL

FILINGS8; SCREENING, PROCESSING, AND COMPLETIONS. ...
RENEGOTIABLE SALES AND PROFITS .. . o oo _____
EXCESSBIVE PROFITS DETERMINATIONS - - o oo oo maa
APPBALB .. . o o im i o et oo 0 g i 0
EXEMPTION OF COMMERCIAL ARTICLES AND SERVICES. ___
EXPENSES AND PERSONNEL . _ - - ool mmao oo aa

Pag:

O

10
12
14
15

1il



Thirteenth Annual Report of
The Renegotiation Board
For the Fiscal Year Ended June 30, 1968

I. The Purpose and Process of Renegotiation

Profit limitation on defense contracts is a long-established national
policy reflected in a succession of congressional enactments. The limi-
tation of profit margins on naval ship procurement dates from 1934
and on aircraft procurement from 1939. Renegotiation, as such, had its
origin in the Renegotiation Act of 1942. In the Renegotiation Act of
1943, Congress defined the process more completely and prescribed
specific factors to be considered in determining excessive profits. The
termination date of the 1943 Act was December 31, 1945. Subsequently
Congress enacted the Renegotiation Act of 1948, which had limited
application.

The Renegotiation Board, created by the Renegotiation Act of 1951,
has continued the work of the predecessor boards to assure that no
excessive profits are realized by prime contractors and subcontractors
as a result of large procurement outlays for defense and space pur-
poses. The eighth extension of the Act, enacted in 1966, carried the
coverage of the Act to June 30, 1968.

During the fiscal year the Administration, recognizing a continning
need for renegotiation, recommended to the Congress that the Act be
extended for an indefinite period and that the so-called commercial
exemption be removed in its entirety. After the close of the fiscal year,
the Congress passed, and the President approved, a bill extending the
Act for 8 years and tightening the existing commercial exemption
provisions.

The purpose of the Renegotiation Act as defined by Congress—
the elimination of excessive profits on Government contracts and re-
lated subcontracts—is accomplished both by Board proceedings result-
ing in refunds of excessive profits and by the voluntary actions of
contractors. Determinations of excessive profits made by the Board
during fiscal 1968 aggregated $23,069,748, bringing the total since
1951 to $975,505,785, before adjustment for Federal income and excess
profits tax credits. Voluntary refunds and voluntary price reductions,

1



reported by contractors in connection with renegotiation proceedings,
amounted to $15,631,812 in fiscal 1968. Since the creation of the present
Board and through June 30, 1968, such reported savings totaled
$1,315,753,071.

A. 8COPE OF RENEGOTIATION

The Act applies only to contracts with Government agencies specifi-
cally named in or designated pursuant to the Aet,' and to related sub-
contracts. By virtue of exemptions granted in or pursuant to the Act,
certain contracts even with these agencies are excluded from re-
negotiation.

Among the mandatory exemptions provided in the Act are those
which exempt contracts and subcontracts for raw materials or agricul-
tural commodities, contracts and subcontracts with common carriers,
public utilities and tax-exempt organizations under certain circum-
stances, competitively bid construction contracts with some exceptions,
and prime contracts which the Board determines do not have a direct
and immediate connection with the national defense. Contracts and
subcontracts for the sale of new durable productive equipment are
partially exempt from renegotiation, and contracts and subcontracts
for the sale of commercial articles or services are exempt under certain
circumstances.

In addition to the mandatory exemptions provided in the Act, the
Board itself is authorized to exempt certain other types of contracts
or subcontracts from renegotiation. Among the permissive exemptions
granted by the Board pursuant to this authority is the so-called “stock
item” exemption. In general, this exemption applies to sales made to
replenish stocks customarily maintained by a purchaser, except when
the materials are specially purchased for use in performing renegoti-
able contracts.

B. ORGANIZATION OF THE RENBGOTIATION BOARD

‘'The Renegotiation Act of 1951 created, for the first time, an inde-
pendent agency, The Renegotiation Board, to administer renegotiation.
The Act was made effective as of January 1,1951, and contained pro-
visions for the completion of 1943 and 1948 Act proceedings by the
Board.

Under authority granted by the Act, the Board created regional
boards to conduct renegotiation proceedings with contractors. Since
January 1962, when a consolidation of regional boards was effected,
all field activities of the Board have been conducted by two boards,
the Eastern Regional Renegotiation Board in Washington, D.C., serv-

1 These agencies are the Departments of Defense, the Army, the Navy, and the Air Force,
the Maritime Administration, the Federal Maritime Board, the General Services Adminis-

tration, the National Aeronautics and SBpace Administration, the Atomic Energy Com-
mission, and the Federal Aviation Administration.
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ing the eastern part of the United States, and the Western Regional
Renegotiation Board in Los Angeles, Calif., serving the western part
of the United States.
As of June 30, 1968, the Board’s headquarters staff consisted of the
following :
Office of the Secretary.
Office of Administration.
Office of the Economic Advisor.
Office of Assignments.
Office of Accounting.
Office of Review.
Office of the General Counsel.
At each of the regional boards, the staff consisted of the Divisions
of Administration, Accounting, Procurement Affairs, and Renegotiat-
ing, and the Office of the Regional Counsel. ‘

C. THE RENEGOTIATION PROCESS

Under the statute, renegotiation is conducted not with respect to
individual contracts, but with respect to the receipts or accruals under
all renegotiable contracts and subcontracts of a contractor in the
contractor’s fiscal year. The contracts may vary in form from cost-
plus-a-fixed-fee to firm fixed-price; they may be prime contracts or
subcontracts ; and they may relate to a variety of products and services.
Also, they may be performed over differing periods: some may be
completed within a single fiscal year of a contractor, while the per-
formance of others may extend beyond such year. Accordingly, aggre-
gate renegotiable profits in a given fiscal year of a contractor will often
reflect the performance of several contracts in different stages of ¢om-
pletion, and may result from an offset of losses or low profits on some
contracts against high or even excessive profits on others. Thus fiscal-
year renegotiation, which deals with aggregate profits, is entirely
different from price adjustment or redetermination of individual
contract prices pursuant to contract provisions.

Originally the Act required every contractor having renegotiable
business to file a report with the Board, regardless of the amount
involved. At the present time, contractors whose renegotiable sales,
on a fiscal year basis, are below the $1 million statutory “floor” may
file or not, as they choose.

All reports are filed with the headquarters of the Board in Wash-
ington, D.C. Filings which show aggregate renegotiable sales below
the statutory floor are reviewed to determine their acceptability. In
the case of above-the-floor filings, if the profits are obviously not
excessive, notices of clearance without assignment are usually issued.
All cases not cleared in this manner are assigned to the regional boards
for renegotiation, usually on a geographic basis. In each assigned case,
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the regional board formally commences renegotation, obtains such
additional information as it may need, and then determines whether
the contractor has realized excessive profits, and if so, in what amount.

The Board has delegated to the regional boards final authority to
issue clearances or make refund agreements in cases involving aggre-
gate renegotiable profits of $800,000 or less. If, in a refund case, the
contractor refuses to accept the determination, i.e., declines to enter
into an agreement, the regional board issues an order directing the
payment of the refund. From such an order, the contractor has a right
of appeal to the Board.

In cases involving more than $800,000 renegotiable profits, the re-
gional boards do not have final authority, and their recommendations
must be approved by the Board before refund agreements may be
executed or clearances issued. If a regional board recommendation is
not acceptable to either the Board or the contractor, the case is re-
assigned from the regional board to the Board for further processing
and completion.

Reassigned cases are handled initially by divisions of the Board
consisting of one or more Board members. The divisions make recom-
mendations to the full Board for the final disposition of the cases.

Proceedings of the Board are informal and nonadversary, and the
functions exercised by the Board are excluded from the operations of
the Administrative Procedure Act except as to the public information
requirements of Section 3 thereof. The aim is to reach agreement for
the elimination of excessive profits found to exist. Where agreements
are not reached, contractors may seek a redetermination of any final
order of the Board determining excessive profits by filing a petition
in the Tax Court of the United States. The hearing in the Tax Court
is de novo. '

D. MEANING OF EXCESSIVE PROFITS

For purposes of renegotiation, profits are defined as the excess of the
amount received or accrued under renegotiable contracts and sub-
contracts over the costs paid or incurred with respect thereto and
determined to be allocable thereto. All items estimated to be allowed
as deductions and exclusions under Chapter I of the Internal Revenue
Code (excluding taxes measured by income) must, to the extent al-
locable to renegotiable business, be allowed as items of costs. Here
renegotiation differs from procurement; procurement regulations are
more restrictive with respect to costs that may be allowed for contract-
ing purposes.

What part, if any, of the profits thus defined is excessive, is deter-
mined on the basis of the statutory definition of excessive profits
contained in Section 103 (e) of the Act:

Bacessive profits.—The term “excessive profits” means the portion of the profits
derived from contracts with the Departments and subcontracts which is deter-
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mined in accordance with this title to be excessive. In determining excessive
profits, favorable recognition must be given to the efficiency of the contractor
or subcontractor, with particular regard to attainment of quantity and quality
production, reduction of costs, and economy in the use of materials, facilities, and
manpower ; and in addition, there shall be taken into consideration the following
factors:

(1) Reasonableness of costs and profits, with particular regard to volume of
production, normal earnings, and comparison of war and peacetime products;

(2) The net worth, with particular regard to the amount and source of public
and private capital employed ;

(8) Extent of risk assumed, including the risk incident to reasonable pricing
policies;

(4) Nature and extent of contribution to the defense effort, including inven-
tive and developmental contribution and cooperation with the Government and
other contractors in supplying technical assistance;

(5) Character of business, including source and nature of materials, com-
plexity of manufacturing technique, character and extent of subcontracting, and
rate of turn-over;

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

It is apparent from the statutory language that no formulae or pre-
established rates can be used to determine whether profits are, or are
not, excessive in any given case. Rather, the determination in each
instance must reflect the judgment of the Board on the application of
each of the statutory factors to the facts of the specific case.

In eliminating excessive profits, credit is allowed for Federal income
taxes, and adjustment is made for State income taxes attributable to
the nonexcessive renegotiable profits.

II. Changes in Regulations During the Fiscal Year

Following are the most important changes in the regulations in the
fiscal year ended June 30, 1968 :

1. The Board extended through December 81, 1966, the exemption
for prime contracts for water transportation by common carrier at
rates not in excess of rates regulated by the Federal Maritime Com-
mission, and prime contracts with the Military Sea Transportation
Service at established rates based upon the manifest measurement or
weight of cargo.

9. The “stock item” exemption applicable to sales of materials cus-
tomarily purchased for stock in the normal course of the purchaser’s
business was further extended by the Board through June 30, 1968.
This exemption has been in effect throughout the life of the Act.

ITI. Changes in Operating Procedures During the
Fiscal Year

There were no significant changes in operating procedures during
the fiscal year ended June 30, 1968.



IV. Filings; Screening, Processing, and Completions

The workload of the Board is directly related to the volume of
procurement by the agencies covered, especially the Department of
Defense. Defense procurement rose strongly in fiscal 1966 and again
in fiscal 1967. The resulting upswing in the volume of the Board’s
work is reflected in the data presented below.

A. FILINGS BY CONTRACTORS

Every contractor having renegotiable business in excess of the
statutory minimum must file a report with the headquarters of the
Board. Reflecting the impact of the Vietnam conflict, the number of
such above-the-floor filings received by the Board rose to 4,552 in
fiscal 1968. The record of the past 4 years is given below:

Filings Received

Fiscal Year Number
1965 3,673
1966 - — 38, 387
1967 ____ 8, 787
1968 _____ e 4, 552

Contractors whose renegotiable sales are below the statutory mini-
mum may file reports with the Board, but they are not required to do
so. A considerable number of such contractors usually elect to file.
The number of such below-thefloor filings received by the Board in
fiscal 1968 was 2,328.

B. SCREENING AT HEADQUARTERS

The processing of contractors’ filings begins at the headquarters of
the Board. In this screening process, each filing which shows renegoti-
able business above the statutory minimum is examined to determine
the acceptability of the contractor’s segregation of sales and allocation
of costs. The available information is then evaluated to determine
whether the filing should be assigned to the field for further processing
or whether it should be cleared at headquarters without assignment. In
fiscal 1968, 4,354 above-the-floor filings (including those of brokers
and manufacturers’ agents) were thus screened. The record of the
past 4 years is shown in the table below :

Filings Screened

Fiscal Year Number
1965 8,601
1966____ 3,872
1967 8,782
1968___ 4,364

When a contractor’s report shows a loss or obviously nonexcessive
profits on renegotiable business, action on the filing is usually com-
pleted at headquarters by the issuance of a notice of clearance without
assignment. Of the 4,354 above-the-floor filings screened during fiscal
1968, 3,527, or 81 percent, were thus cleared at headquarters without
assignment to a regional board. Filings not disposed of as a result
of the headquarters screening process are assigned to the regional
boards. Reflecting the impact of the Vietnam conflict on the profit-
ability of defense business, the number of filings thus assigned rose
to 827 in fiscal 1968. The record of the past 4 years is given in the table
below :

Disposition of Filings Screened
Cleared at headgquarters Assigned

Number Percent

Fiscal year screened Number Percent of total Number of total

1005. ...ovcmnsvonze 3, 691 3, 336 90. 4 355 9.6
1988 - .- cccccnsa 3,372 2,928 87.0 444 13.0
1967___ . 3, 782 3, 147 83. 2 635 16. 8
1968 _____.___ 4,354 3, 527 81.0 827 19.0

The average time required for screening a filing was 39 days in
fiscal 1968.

C. PROCESSING OF ASSIGNMENTS

Cases assigned to the regional boards generally require time-consum-
ing examination and analysis. In fiscal 1968, the regional boards com-
pleted the processing of 567 assignments; as of June 30, 1968,
the number of pending assignments was 938. The trend in regional
board workload over the last 4 years is indicated in the table below:

Regional Board Workload
Fiscal year Au('nmm Assignments %h."
008 e s e 355 457 422
1966 - . e 444 402 464
) 11y (S S S SRS U I B U RO 635 421 678
11 R s I ST R 827 567 938

As the table indicates, in spite of growing staff productivity, the
backlog in the regional boards rose sharply during the last 2 fiscal
years.

Of the 567 assignments processed by the regional boards in fiscal
1968, 329 were completed by refund agreement, clearance, or decision
not to proceed, and 238 were transferred to the headquarters of the
Board for further processing.



Headquarters completed the processing of 252 assignments during
the fiscal year.

D. COMPLETIONS

As of June 30, 1967, the total number of filings and assignments
pending at headquarters and the regional boards was 1,030. During
fiscal 1968, the Board received 4,552 new filings and completed the
processing of 4,108 filings and assignments, leaving an ending in-
ventory of 1,474.

As pointed out earlier, the average time for the processing of filings
in the screening process was 39 days in fiscal 1968. The average time
for the processing of assignments through the regional boards and
headquarters was 15 months. Cases assigned to the regional boards
require more extensive examination and analysis than those screened
out at headquarters. For this reason the average time for the comple-
tion of such cases is much greater.

V. Renegotiable Sales and Profits

In fiscal 1968, 4,027 above-the-floor filings of contractors, other
than brokers or manufacturers’ agents, were screened. These filings
represented $38.8 billion of renegotiable sales. The comparable figure
for fiscal 1967 was $33.1 billion.

The composition of renegotiable sales, as disclosed in contractors’
filings, is set forth in the following table:

Renegotiable Sales Reviewed in Fiscal 1968, by Contract Type
(In miltions of dollars]
Total Prime contracts Sub Management fees

Amount Percent Amount Percent  Amount Percent Amount Percent
Fixed price. $22,449 57.9 $14,714 50.8 $7,734 78.9 $1 6. 2

Fixed price

incentive . 3,962 10.2 3,488 12.0 474 4.8 0 .0
Cost-plus-

fixed-fee.. 5,556 143 4,884 16.9 672 6.8 0 .0
Cost-plus-

incentive-

fee_..____ 4,664 12.0 3,970 13.7 693 7.1 0 .0
Other_._.___ 2, 142 5.5 1, 897 6.6 231 2.4 15 93.8

Total__ 38,773 100.0 28,952 100.0 9,804 100.0 16 100.0
Note: Details do not add to totals because of rounding.
The above table, when compared with data for earlier fiscal years,

shows the continuing effects of a changing procurement policy. In
fiscal 1968 the percentage of CPFF sales continued to decline while

the percentage of fixed-price sales continued to rise. Sales under in-
centive-type contracts now shown separately in the table were in-
cluded in “other” sales in earlier annual reports.

Of the 4,027 nonagent contractors whose filings were reviewed in
fiscal 1968, 3,351, with renegotiable sales of $35.3 billion, showed
a profit of $1.9 billion, and 676, with renegotiable sales of $3.5 billion,
showed a loss of $215 million. When compared with earlier fiscal years,
these figures indicate a continuing decline in both the number of “loss”
contractors and the amount of “loss” sales. Details are given in the
tables below :

TaBLE 1.—Sales and Profits of Companies Reporting Net Renegotiable

Profits
[In millions of dollars]
Renegotiadle sales Renegotiable profits

Amount Percentoftotal Amount  Percent of totsl
Fixed price. ... _______________ $19, 611 55. 6 $1, 228 64. 3
Fixed price incentive...________.. 3, 822 10. 8 227 1.9
Cost-plus-fixed-fee_ . ____________ 5, 268 14.9 182 9.5
Cost-plus-incentive-fee . ..________ 4,641 13.2 214 11. 2
Other ... 1,927 55 59 31
Total......ccacciovmssons 35,260 100.0 1, 909 100. 0

TasLe I1.—Sales and Profits of Companies Reporting Net Renegotiation
Losses

[In millions of dollars]
Renegotiable sales Renegotiation losses
Amount  Percentoftetel Amount  Percent of total
Fixed price. - ..o oo $2, 838 80. 8 $187 87.0
Fixed price incentive..._.______... 140 4.0 16 7.4
Cost~-plus-fixed-fee... ... _.______ 297 85 2 .9
Cost-plus-incentive-fee. ..._..____ 23 .7 2 .9
Other.... . e 215 61 8 3.7
Total ... _____ R ¥ 3, 513 100. 0 215 100. 0

Nore: Details do not add to totals because of rounding.

It should be noted that profit and loss figures in the above tables
are, to a substantial degree, on the Federal income tax basis; also, they
are net figures, reflecting the presence of both profitable and loss con-
tracts in individual cases. Furthermore, the figures are based on costs
allowed for renegotiation purposes, and such allowances differ in
significant respects from costs allowable for procurement purposes.



Renegotiable business, as a whole, is composed of manufacturing,
construction, service, and other activities connected with the national
defense and space programs, often undertaken on contract terms
which differ from terms used in commercial business, and under
different circumstances. These activities are carried on by a variety of
companies that are either wholly, partially, or only nominally in the
defense or space fields. The commercial operations of such companies
may or may not be comparable to their renegotiable business. More-
over, the statutory floor and various exemptions in the Act annually
exclude from renegotiation several billions of dollars of defense sales
of unknown profitability. These factors, together with wide variances
in the profit experience of contractors, significantly limit the value of
any generalization, on the basis of the data reported here, about the
profitability of defense business as a whole or of the $38.8 billion of
renegotiable sales reviewed by the Board in fiscal 1968.

VI. Excessive Profits Determinations

In fiscal 1968, the Board made 46 determinations of excessive profits,
totaling $23,069,748. From its inception through June 30, 1968, the
Board made 3,801 determinations of excessive profits, totaling
$975,505,785.

Also, in fiscal 1968 contractors reported to the Board voluntary
refunds and price reductions in the amount of $15,631,812. This
brought the total of such refunds and price reductions reported since
the inception of the Board to $1,315,753,071. Such refunds and price
reductions are wholly voluntary, and are to be distinguished from
price reductions made under the terms of price-redeterminable
contracts.

The determinations of excessive profits in the amount of
$975,505,785 are after State income tax adjustments but before the
deduction of credits for Federal income and excess profits taxes. As
of June 30, 1968, net recoveries by the Government after such tax
adjustments and credits amounted to $382,706,358. Of this amount, the
sum of $13,319,382 resulted from determinations made during fiscal
1968. Net recoveries by the Government arising from determinations
of excessive profits are covered into the Treasury as miscellaneous
receipts. They do not revert to departmental funds. '

Determinations of excessive profits, broken down by the Government
fiscal years in which they were made, are as follows:
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Fiscal year Total

1953 - $19, 970, 771
1954 119, 463, 169
1955 167, 256, 288
1956 152, 649, 327
1957 150, 991, 300
1958 - 112, 724, 199
1959 60, 757, 877
1960 52, 708, 003
1961 . ' 17, 200, 093
1962 7, 844, 467
1963 10, 069, 536
1964 . e 24, 160, 028
1965 16, 146, 803
1966 24, 513, 962
1967 ; 15, 980, 214
1968 23, 069, 748

Total 975, 505, 785

Note: The above total includes determinations of $33,185,470 made pursuant
to the 1943 and 1948 acts.

The annual record of determinations for the period covered in the
foregoing table was influenced by several factors. As late as 1958,
determinations made by the Board reflected the high profits attrib-
utable to the emergency procurement conditions of the Korean conflict.
In the early part of the period, cost-plus-a-fixed-fee contracts (which
generally carry lower profits than other types of contracts) were used
on a relatively small scale. Subsequently, however, the use of such
contracts increased. Thus, although in recent years procurement
agencies curtailed the use of CPFF contracts, CPFF sales still repre-
sented 14.3 percent of the total of $38.8 billion renegotiable business
reviewed by the Board in fiscal 1968. Another factor was the curtail-
ment of the Board’s jurisdiction through increases in the statutory
floor and the enactment of various exemptions.

The Act provides that the Board shall endeavor to reach an agree-
ment with a contractor on the amount of excessive profits, if any, and
that the Board shall issue an order determining excessive profits only
if an agreement is not made. Of the 46 determinations of excessive
profits made by the Board during fiscal 1968, 27 resulted in agreements
between the Board and the contractors involved ; 19 resulted in the
issuance of unilateral orders. As the table below indicates, the Board
made 3,801 determinations of excessive profits through June 30, 1968,
and 3,402, or 89.5 percent of such determinations, were agreed to by
contractors. These agreements accounted for $689 million, or 70.6
percent, of the total amount of excessive profits determined. Details
are as follows:
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E'xzcessive Profits Determinations: Agreements and Unilateral Orders:

TasLE I.—Number of Determinations

By agree-  Percent Percent

Tolal ment of total By order of total

Through June 30, 1967_____ 3,755 3,375 89.9 380 10. 1
Fiscal year 1968___________ 46 27 58.7 19 41.3
Total. . .ccosusvsasa 3, 801 3, 402 89. 5 399 10. 5

TasLE I1.—Amount of Determinations

[In millions of dollars)

Percent Percent
Total "-:5’ oftotal By order of total
Through June 30, 1967_.____ $952. 44  $682. 33 7.6 $270.11 28. 4
Fiscal year 1968___________ 23. 07 6. 20 26.9 16. 87 73.1
Total: . cacooansans 975. 51 688. 53 70.6 286. 98 29. 4

VII. Appeals
‘When a contractor does not agree with a determination of excessive
profits, the Board issues a unilateral order directing the contractor to

pay to the Government the amount of excessive profits to be eliminated.

As shown in the preceding section, 19 of the 46 determinations of
excessive profits made by the Board during fiscal 1968 resulted in uni-
lateral orders. Under the Act, contractors have a right to petition the
Tax Court of the United States for redetermination. Eight of the
19 unilateral orders issued by the Board were appealed to the Court
during the fiscal year and, as of June 80, 1968, the time for appealing
10 orders had not expired.

From the inception of the Board through June 30, 1968, 152 of the
399 unilateral orders issued by the Board were appealed to the Tax
Court. Details are set forth in the following table:
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Ezcessive Profits Determinations Taken to the Taz Court as of
June 30, 1968

Number of Amount of

Fiscal year of Board determination determinations  determinations

IOB8-. « o cvnnsnsncmsnsrsssusnassrs s SR e 0 0
1004 cciiicmmm e c e mms s m s s R s SRR AR 7 $310, 119
1985 - et ——— 12 5, 610, 285
L T W B 16 12, 678, 321
1087 - ccinsmssmnscssnmunssansssssEnsnsmsensns 25 36, 693, 939
1958 e 17 31, 506, 588
1000 ciccscssusessemRsascEorR SRR R R AR S S e 11 18, 743, 297
1060 - - scc-snssassisnissscss i e s B se 19 27, 252, 429
L 10 8, 497, 330
1002, oo e e T e R e 3 344, 172
1908. . o e o v csins s s m s us s s e e w e 8 5, 372, 151
1904-...ccvscinmmmssnnnsmmmmmsscasRe s s e s TS 5 8, 979, 225
T ——— 3 1, 946, 447
{1 R g S O SO 4 4, 325, 518
1907 cc acmn e o e s, Ser s e s 4 8, 956, 078
L R I L 8 746, 149
g ) 7 U P 152 171, 962, 048

During fiscal 1968, the Tax Court disposed of nine cases. As the
table below indicates, as of June 30, 1968, the Court had disposed of
a total of 120 cases, leaving 32 pending on that date.

Renegotiation Cases in the Taxz Court

Total Closed by Closed by
filed  Dismissed stipulation redetermination Pending
Through June 30, 1967_ ______ 142 49 33 29 31
Fiscal year 1968 ... _______ 10 4 2 3 1
Total e e 152 53 35 32 32

The aggregate amount of excessive profits determinations involved
in the 32 pending cases is $28,934,080.

The 120 cases concluded in the Tax Court as of June 30, 1968 in-
volved Board determinations of excessive profits in the amount of $166
million. The Court upheld the Board’s determination in 72 of the 120
cases reviewed; in six cases the determinations were increased and in
42 they were decreased. Details are set forth in the following table:
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Taz Court Action on Board Determinations

Number of determinations
Court ‘ﬁ"_" ending - m Modified Amount of Board ,:-ml of %
Dismissal____._. 53 53 .- ———— $49, 157, 525 $49, 157, 525
Stipulation._ ... 35 2 4 29 83, 093, 411 74, 464, 056
Redetermina-
Hono. ocunaaa- 32 17 2 13 33, 465, 000 32, 096, 000
Total.._. 120 72 6 42 1165, 715,936 ! 155, 717, 581

1 Before State tax credits, except in one case.

Section 108A of the Act, to a limited extent, authorizes appeals of
renegotiation decisions of the Tax Court to appellate courts. As of
June 30, 1968, there were no cases pending in the Courts of Appeals.

VIII. Exemption of Commercial Articles and Services

Section 106(e) of the Act, enacted in August 1956, amended the
previous provisions governing the mandatory exemption of standard
commercial articles and services, and substituted new provisions for
contractors’ fiscal years ending after June 30, 1956. The new exemption
was made self-executing with respect to articles meeting certain con-
ditions while, in the case of other articles, it was made available only
upon application to the Board.

In fiscal 1968, contractors who filed reports with the Board indicated
self-application of the exemption in the amount of $860.2 million.
The Board has no way of knowing or estimating the amount of sales
that was treated as exempt in the fiscal year by contractors who did not
file reports with the Board because their renegotiable sales were below
the floor. .

In fiscal 1968 there were 387 applications to the Board for commer-
cial exemption. Data respecting Board action on these applications
are set forth in the following table:

Application for Commercial Exemption

[Bales in thousands of dollars]
Number of cxvmptions rmpeions Crpeiens
applications cm approved denied
Through June 30, 1967_____.__ 2,066 84,883,531 84,563,523 $320, 008
Fiscal year 1968_____________ 387 1,281,929 1,223, 812 58, 117
Total. - oo 2,453 6,165,460 5,787,335 378,125

It is noteworthy that applications for commercial exemption in the
amount of $1,282 million in fiscal 1968 represented a 91 percent in-
crease over the amount of exemptions applied for in fiscal 1967.
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IX. Expenses and Personnel

The number of personnel on duty at headquarters and at the regional
boards on June 80 of each fiscal year from 1952 to 1968, and details of
the Board’s expenses during these years are set forth in the tables
below :

Number of Personnel
Fiscal year Tod  Besdgueriers Damds
OB - s o i i 558 169 389
LOOB - oo o o i i o o s 742 178 564
1084 .. ccnsnmssnsunssnssvasnsnesassuEs 639 174 465
TOB it i e H S e T R e e 540 193 347
1956 - - o e eem 466 181 285
1957 e 359 155 204
1958 . e ——————— 326 142 184
100D - .. oo snvnn s sss s sam R S S 301 136 165
1960 - e 284 130 154
1961 - e eeem 271 123 148
1062 o e m 193 114 79
1963 - o e 223 131 92
1004 . - oninvnsssanavrnensnsuwsasEsases 206 121 85
1088 .. ccscssssvnsun s runE R s NS 184 108 76
1008...... - sssmscsssspanasraRarER AR n e E e E 179 101 78
1967 - o e e e m 178 102 76
1968 - - e ————— 184 96 88
Renegotiation Board Expenses Through June 30, 1968
Fiscal year Total Salaries All other
1952 e $1, 606, 259 $1, 176, 003 $430, 256
1953 - - o e e eeeeem 5, 093, 308 4, 443, 662 649, 646
JOBL-. s s nmssnnamnnabemenmsmmne 5, 116, 806 4, 823, 730 293, 076
b L1 1,4, OO S S P DY 4, 388, 924 4,159, 975 228, 949
1000 s connmmsssnsninasennense 3, 860, 987 3, 632, 357 228, 630
1957 - e 3, 514, 032 3, 320, 272 193, 760
1958 - e 3, 028, 037 2, 729, 362 298, 675
1959 - oo 3, 003, 657 2, 702, 100 301, 557
1960 o o oo oo 2,814,200 2 511,119 303, 081
1001 ..cicvcicmsvnuninnsnnmanns 2,911, 684 2, 600, 646 311, 038
1902. - cccisansssssanssnmsswnans 2, 579, 513 2, 246, 385 333, 128
1963 . - e 2, 325, 462 2, 024, 826 300, 636
1964 . o e 2, 507, 482 2, 229, 818 277, 664
1965 e e 2, 577, 345 2, 286, 223 291, 122
1900 ...cccnscninassassssenanas 2, 468, 887 2, 180, 394 288, 493
1087 oo nvnsussmuuinsensssswanis 2, 536, 251 2, 238, 484 297, 767
1908 ccccavssnacassasacasacsnes 2, 630, 927 2, 343, 765 287, 162
b Y7 52,963,761 47, 649, 121 5, 314, 640
15

U.5. GOVERNMENT PRINTING OFFICE: 1968



THE RENEGOTIATION BOARD

During the Administration of

PRESIDENT LYNDON B. JOHNSON

November 1963 - January 1969

Vol. I Administrative History



PREFACE

By November 1963, when President Lyndon B. Johnson
took office, renegotiation, in one form or another, had been on
the statute books for over twenty years and had become an essen-
tial part of our governmental processes.

The President recognized this fact when, on July 1, 1966,
he said, upon signing H.R. 13431 which extended the Renegotiation
Act of 1951 for an additional two years:

The Renegotiation Act has served this
Nation well for the past 15 years.

We need this vital measure. It is
another important tool in our constant quest
to get a dollar's worth of value for every
defense dollar spent.

Our struggle for freedom's cause in
Viet-Nam makes the extension of this act
appropriate.

The act is just. It does not penalize
a defense contractor's efficiency or deny him
a fair profit, But it does determine, under
carefully defined criteria, whether the profit
is excessive. If so, that profit is returned
to the Government.

The renegotiation process has saved
large amounts for the American taxpayer.



FOREWORD

This Administrative History of The Renegotiation Board
of the United States during the administration of President Lyndon
B. Johnson was prepared under the supervision of Charles H.
Swayne, Director, Office of Review, and a committee composed
of Howard W. Fensterstock, General Counsel; Ross M. Girard,
Director, Office of Accounting; George Lenches, Economic
Advisor; Edward F, Ryan, Executive Assistant to the Chairman;
Paul T. Semple, Director, Office of Assignments; and Harold E.
Stone, Director, Office of Administration. Edward J. Peters, Jr.,
of the office of the General Counsel, provided staff assistance.

The preparation of the annual reports, submitted as a
documentary supplement, is the responsibility of the Economic

Advisor.



HISTORY OF RENEGOTIATION

DURING THE ADMINISTRATION OF PRESIDENT LYNDON B. JOHNSON

Renegotiation was instituted shortly after the entry of the
United States into World War II. Its purpose is to eliminate exces-
sive profits on defense contracts and subcontracts. Except for a
brief interval, renegotiation has been in existence to the present
time.

In the Renegotiation Act of 1943, Congress prescribed
specific factors to be considered in determining excessive profits.
This Act terminated on December 31, 1945, Subsequently, Congress
enacted the Renegotiation Act of 1948, which had limited applica-
tion. Because of the large expenditures for the Korean conflict,
Congress, in 1951, enlarged the scope of the renegotiation law and
created an independent board in the executive branch of the Govern-
ment to assume responsibility for the renegotiation of defense
contracts. The Renegotiation Act of 1951 is still in force.

The following brief history supplements more detailed
information set forth in published annual reports of the agency,

copies of which are submitted herewith.
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Qutline of the Renegotia.tion Process

At the present time, every contractor whose renegotiable

sales, on a fiscal year basis, exceed the $1 million statutory

Y3 jyo suipno

""floor'' must file a report, Contractors below the floor may file

or not, as they choose.

All reports are filed with the headquarters of the Board
in Washington, D, C., Filings which show aggregate renegotiable
sales below the statutory floor are reviewed to determine their
acceptability. In the case of above-the-floor filings, if the profits
are obviously not excessive, notices of clearance without assign-
ment are usually issued. All cases not cleared in this manner
are assigned to the regional boards for renegotiation, usually on
a geographic basis. In each assigned case, the regional board
formally commences renegotiation, obtains such additional
information as it may need, and then determines whether the
contractor has realized excessive profits, and if so, in what
amount.

The Board has delegated to the regional boards final
authority to issue clearances or make refund agreements in
cases involving aggregate renegotiable profits of $800, 000 or

less. If, in a refund case, the contractor refuses to accept



the determination, i.e,, declines to enter into an agreement,
the regional board issues an order directing the payment of
the refund. From such an order, the contractor has a right
of appeal to the Board.

In cases involving more than $800, 000 renegotiable
profits, the regional boards do not have final authority, and
their recommendations must be approved by the Board before
refund agreements may be executed or clearances issued. If
a regional board recommendation is not acceptable to either
the Board or the contractor, the case is reassigned from the
regional board to the Board for further processing and com-
pletion.

Reassigned cases are handled initially by divisions of
the Board consisting generally of three Board members. The
divisions make recommendations to the full Board for the
final disposition of the cases.

Contractors may obtain a redetermination of any final
order of the Board determining excessive profits by filing a

petition in the Tax Court of the United States.



Or Ea.n.i zation

During the period the Board operated with a Headquarters
office and an Eastern Regional Board in Washington, D. C,, and
a Western Regional Board in Los Angeles, California,

No changes were made in the composition of the statutory
Board during this period. Members of the Board were:

Lawrence E. Hartwig, Chairman
Herschel C, Loveless
Thomas D'Alesandro, Jr.
William M, Burkhalter
Jack Beaty
All policy decisions are made by the statutory Board. The

agency is involved in a single program, described earlier.

OE rations

For the fiscal years 1964 through 1968, the number of

filings processed and the disposition thereof were as follows:

Cleared Percent
Fiscal Processed  Without " of Assigned to

Year Filings Assignment Total Regional Boards
1964 4, 383 3,881 88. 4 502

1965 3, 691 3, 336 90. 4 355

1966 3,372 2,928 86.8 444

1967 3,782 3,147 83.2 635

1968 4, 354 3,527 81.0 827

The 4, 354 filings shown above for 1968 were processed in

an average of 39 days. The clearance of a large number of filings
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at the Headquarters Board, without assignment to the field,
results in substantial savings of time and expense for both the
Government and contractors,

From its inception through June 30, 1968, the Board
made 3,801 determinations of excessive profits, totaling
$975, 505, 785. The following table sets forth a year-by-year

tabulation for the period covered by this history:

Fiscal Year Total
1964 $24, 160, 028
1965 16,146,803
1966 24,513,962
1967 15,980, 214
1968 23,069,748

Further, contractors reported to the Board voluntary
refunds and price reductions in the amount of $1, 315,753, 071,
Of this total, $126, 698, 941 were reported during the period of
the Johnson Administration.

From the inception of the Board through June 30, 1968,
3,402 agreements were reached with contractors on the amount
of excessive profits and the Board issued 399 unilateral orders
determining excessive profits, Of the 399 orders issued, 152

were appealed to the Tax Court., A year-by-year tabulation is



set forth in the table entitled, '""Excessive Profits Determinations
Taken to the Tax Court as of June 30, 1968,'" in the 13th Annual

Report.

Compliance with the President's Economy Directives

The various actions of the Board in pursuance of the
President's economy program, and the tangible results of this

continuing effort to achieve greater efficiency and economy, have

been described in detail in periodic reports to the President go;
pursuant to Bureau of the Budget Circular A-64. Significant | | g:él
improvements included the following: Reorganization of two staff ’ :'E
offices along functional lines; limited conversion to automatic gp;
data processing equipment; consolidation of two major file systems l gg

| —

and elimination of 32 per cent of files on hand; elimination of
approximately 50 reports and forms; introduction of labor-saving
procedtl;res for obtaining procurement data from Government
departments; and simplification and clarification of the two forms
and related instructions used by contractors in reporting for
renegotiation purposes. For the first time, both the revised forms
and instructions were combined into a booklet for ease of handling,

addressing and mailing.




The following tabulation shows the trend in the Board's
volume of work, completion of work, and total employment during
the Johnson Administration. It demonstrates the effect of sus-
tained effort to comply with the President's economy directives.
Total employment was reduced from 215 in fiscal 1964 to a low
of 172 in 1967, a 20 per cent reduction. In fiscal 1968, an all-
time high in productivity was reached in the field. In the overall
view, more work was accomplished in that year than in 1964,
with 18. 6 per cent less personnel. The saving through greater
productivity in 1968, as compared with 1964, is estimated at
$425, 000,

FY FY FY FY FY
1964 1965 1966 1967 1968

Volume of Work
Above '"floor' filings received 4,007 3,673 3,387 3,737 4,552
Filings assigned to the field 502 355 444 635 827

Completion of Work
Filings screened at Headquarters 4,383 3,691 3,372 3,782 4,354
Assignments processed in the field 521 457 402 421 567

Total Average Personnel 215 192 175 172 175




Legislative History

The Renegotiation Act of 1951 was approved March 23,
1951, initially for a period of three years. It was extended
seven times before Mr. Johnson took office as President.

The Extension to June 30, 1966 (Public Law 88-339; 78 Stat. 223)

The Board, on behalf of the Johnson Administration, recom-
mended that the Act be further extended for four years. H.R. 10669,
introduced April 6, 1964, by the Chairman of the House Ways and
Means Committee, proposed to extend the Act for two years and to
make the provisions of the Act applicable to contracts with the Federal
Aviation Agency, and related subcontracts, after June 30, 1964.1'
The bill was approved by the committee on April 15, 1964 and passed
by the House on April 29, 1964.51

On June 24, 1964, the Senate Finance Committee reported
favorably H.R. 10669 without a.mendment.él The following day,

June 25, 1964, the Senate passed it, President Johnson approved

4/
the Act on June 30, 1964.—

1/ H.R. 10669, 88th Congress 2d; introduced by Mr. Mills,
April 6, 1964

2/ House Report (Ways and Means Committee No. 1323,

T April 15, 1964)

3/ Senate Report (Finance Committee No. 1105, June 24, 1964)

3/ Public Law 88-339, 78 Stat, 233

= 8 =
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The Extension to June 30, 1968 (Public Law 89-480)

By letter dated February 4, 1966, the Renegotiation Board
recommended on behalf of the Administration a six-year extension
of the Act. On March 9, 1966, the Chairman of the House Ways
and Means Committee introduced H. R, 13431 to extend the Act for
two years.él On June 6, 1966, the Ways and Means Committee
reported the bill favorably.é'/ It was passed by the House without
amendment on June 16, 1966.

The Senate Committee on Finance reported the House bill
favorably on June 22, 1966, and on June 24 the Senate passed it
without amendment, It was approved by the President on June 30,
1966.1/

The Extension to June 30, 1971 (Public Law 90-634)

Increased public interest in renegotiation was generated
by the heavy acceleration in defense procurement resulting from
the Vietnam conflict. As a consequence, various bills were intro-

duced to broaden the scope of the Act and strengthen the Board.

2/ H.R. 13431, 89th Congress 2d; introduced by Mr. Mills,
March 9, 1966

6/ House Report No, 1610 (Committee on Ways and Means),
89th Congress 2d, June 6, 1966

1/ Public Law 89-480, 89th Congress, 80 Stat. 232

-9 -



By letter dated February 23, 1968, the Renegotiation Board recom-
mended on behalf of the Administration, for the first time, that the
Act be made permanent law. Also for the first time, the Board
recommended repeal of the exemption for standard commercial
articles and services. After public hearings, on May 16, 1968,
the Chairman of the House Ways and Means Committee introduced
H.R. 17324 to extend the Act for three years and to amend the
commercial exemption provisions. By

On May 20, 1968, the Ways and Means Committee reported
the bill favorably and on May 27, 1968 the House debated and passed
the bill without amendment.gl

On July 11, 1968, the Senate Finance Committee reported
favorably H.R. 17324 with amendments.ﬂl On July 26, after
recommittal of the bill to the Finance Committee, the amended

bill was again reported favorably with two non-germane riders

11/
attached.™ The bill was passed by the Senate on September 11.

8/ H.R. 17324, 90th Congress 2d; introduced by Mr. Mills,
May 28 (legislative day, May 27), 1968
9/ House Report (Ways and Means Committee No. 1398,
May 20, 1968)
0/ Senate Report (Finance Committee No. 1385, July 11, 1968)
/| Senate Report (Finance Committee No. 1385, Part 2, July 26, 1968)

- 10 -
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Letter of Transmiital

The Renegotiation Board
Washington, D.C.
December 31, 1964

To the Congress of the United States:

I have the honor to transmit to you the Ninth Annual Report of
The Renegotiation Board, covering the fiscal year July 1, 1963 through
June 30, 1964, as required by Section 114 of the Renegotiation Act of
1951, as amended.

Lawrence E. Harrwig,
Chairman.
THE PRESIDENT OF THE SENATE
TaE SPEAKER OF THE HousE oF REPRESENTATIVES

For sale by the By tendent of Docn U.8. Government Prin Office
w Whmmn. D.C. 20?:;%11&3 15 cents e



The Renegotiation Board

Members of the Board:
Lawrence E. Hartwig, Chairman ?
HerscHEL C. LovELESsS ?
TromAs D’ALEsANDRO, Jr.?
WirLiamM M. BURKHALTER *

Jack Beaty?
Headquarters Office

1910 K Street NW.
Washington, D.C. 20446

1 Appointed October 3, 1951, designated Chairman April 13, 1961,
? Appointed March 17, 1961.

* Appointed March 28, 1961.

¢ Appointed April 10, 1962.

¥ Appointed February 28, 1963,
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Ninth Annual Report of The
Renegotiation Board

For the Fiscal Year Ended June 30, 1964

I. The Purpose and Process of Renegotiation

Profit limitation on defense contracts is a long-established national
policy reflected in a succession of congressional enactments. The
limitation of profit margins on naval ship procurement dates from 1934
and on aircraft procurement from 1939. Renegotiation had its origin
in the Renegotiation Act of 1942. In the Renegotiation Act of 1943,
Congress defined the renegotiation process more completely and
adopted specific factors to be considered in determining excessive
profits. The termination date of the 1943 Act was December 31,
1945. Subsequently Congress enacted the Renegotiation Act of 1948,
which had limited application.

The present Renegotiation Board, created by the Renegotiation Act
of 1951, has continued the work of the predecessor boards to assure
that no excessive profits are realized by prime contractors and sub-
contractors as a result of the continuing large Federal procurement
outlays for defense and space purposes.

During the fiscal year, Congress recognized the continuing need for
renegotiation by extending the Act through June 30, 1966.

Determinations of excessive profits during fiscal year 1964 aggre-
gated $24,160,028, bringing the total since 1951 to $895,795,058, before
adjustment for Federal income and excess profits tax credits. The
policy embodied in the Renegotiation Act is also furthered by volun-
tary actions of defense contractors. In fiscal 1964, voluntary refunds
and price reductions, reported in connection with renegotiation pro-
ceedings, amounted to $41,097,044. Such reported savings totaled
$1,230,151,174 since the creation of the present Board. Thus, the
purpose of the Renegotiation Act as defined by Congress—the elimina-
tion of excessive profits on Government contracts and related sub-
contracts—is accomplished both by Board proceedings resulting in
refunds of excessive profits and by the voluntary actions of con-
tractors



A. SCOPE OF RENEGOTIATION

Under the statute, renegotiation is conducted not with respect to
individual contracts, but with respect to the receipts or accruals of a
contractor under all renegotiable contracts and subcontracts in a
fiscal year of the contractor.

Not every Government contract is subject to renegotiation. The
Act applies only to contracts with Government agencies specifically
named in or designated pursuant to the Act,' and to related sub-
contracts. Furthermore, by virtue of exemptions granted in or pur-
suant to the Act, certain contracts even with those agencies are
excluded from renegotiation.

Of the mandatory exemptions provided for in the Act, the most
important are those which exempt contracts and subcontracts for raw
materials or agricultural commodities, contracts and subcontracts with
common carriers, public utilities and tax-exempt organizations under
certain circumstances, competitively bid construction contracts with
some exceptions, and prime contracts which the Board determines do
not have a direct and immediate connection with the national defense.
Contracts and subcontracts for the sale of new durable productive
equipment are partially exempt from renegotiation, and contracts and
subcontracts for the sale of commercial articles or services are exempt
under certain circumstances.

In addition to the mandatory exemptions provided for in the Act,
the Board itself is authorized to exempt certain other types of con-
tracts or subcontracts from renegotiation. Of the permissive exemp-
tions granted by the Board pursuant to this authority, the most
important is the so-called “stock item’ exemption. In general, this
exemption applies to sales made to replenish stocks customarily main-
tained by a purchaser, except when made specially for use in perform-
ing renegotiable contracts.

Profits realized on renegotiable business are determined by charging
against renegotiable receipts or accruals that portion of the con-
tractor’s costs and expenses which is determined to be allocable
thereto. Excessive profits are defined in section 103(e) of the Act
as follows:

Ezcessive profits.—The term “‘excessive profits’” means the portion of the profits
derived from contracts with the Departments and subcontracts which is deter-
mined in accordance with this title to be excessive. In determining excessive
profits, favorable recognition must be given to the efficiency of the contractor or
subcontractor, with particular regard to attainment of quantity and quality pro-
duction, reduction of costs, and economy in the use of materials, facilities and

manpower; and in addition, there shall be taken into consideration the following
factors:

1 For fiscal 1964 these agencies were the Department of Defense, the Army, the Navy, and the Air Force,
the Maritime Administration, the Federal Maritime Board, the General Services Administration, the
National Aeronautics and Space Administration, and the Atomic Energy Commission. Public Law 88-
339, 88th Cong., approved June 30, 1964, added the Federal A viation Agency for subsequent years.
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(1) Reasonableness of costs and profits, with particular regard to volume:of
production, normal earnings, and comparison of war and peacetime products;

(2) The net worth, with particular regard to the amount and source of public
and private capital employed ;

(3) Extent of risk assumed, including the risk incident to reasonable pricing
policies;

(4) Nature and extent of contribution to the defense effort, including inventive
and developmental contribution and cooperation with the Government and other
contractors in supplying technical assistance;

(5) Character of business, including source and nature of materials, complexity
of manufacturing technique, character and extent of subcontracting, and rate of
turnover;

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

It is apparent from the statutory language that no formulae or
pre-established rates can be used to determine whether profits are, or
are not, excessive in any given case. The determination in each
instance reflects the judgment of the Board on the application of each
of the statutory factors enumerated above to the facts of the specific

case.

B. ORGANIZATION OF THE RENEGOTIATION BOARD
S ]

The Renegotiation Act of 1951, approved March 23, 1951, created
for the first time an independent agency, The Renegotiation Board, to
administer renegotiation. The Act was made effective as of January 1,
1951, and contained special provisions for the completion of 1943 Act
and 1948 Act proceedings by the Board.

The Board has created regional boards to conduct renegotiation
proceedings with contractors. Since January 1962, when a consolida-
tion occurred, all field activities have been conducted by two boards,
the Eastern Regional Renegotiation Board in Washington, D.C.,,
serving the eastern half of the United States, and the Western Regional
Renegotiation Board in Los Angeles, Calif., serving the western part
of the United States.

As of June 30, 1964 {the Board’s Headquarters Staff consisted of
the following:

Office of the Secretary.

Office of Administration.

Office of the Economic Advisor.
Office of Assignments.

Office of Accounting.

Office of Review.

Office of the General Counsel.

At each of the regional boards, the staff consisted of the Divisions
of Administration, Accounting, Procurement Affairs, and Renegotia-
tion, and the Office of the Regional Counsel.



C. OUTLINE OF THE RENEGOTIATION PROCESS

Originally the Act required every contractor having renegotiable
business to file a report with the Board, regardless of the amount
involved. At the present time, contractors whose renegotiable sales
in a fiscal year are below the $1 million statutory “floor’”” may file or
nof, as they choose.

All reports of contractors are examined at the Headquarters of the
Board in Washington, D.C. Filings which show aggregate renego-
tiable sales below the statutory floor are reviewed to determine their
acceptability. Where filings are above the floor, if the profits are
obviously not excessive, the Headquarters Office issues a clearance
notice to the contractor. All other cases are assigned to regional
boards for renegotiation, usually on a geographic basis. In each case,
a regional board commences renegotiation, obtains such additional
information as it needs, and then determines whether the contractor
realized excessive profits, and if so, in what amount.

The Board has delegated to the regional boards final authority to
issue clearances and to make refund agreements in cases involving
aggregate renegotiable profits of $800,000 or less. When in any such
refund case the contractor accepts the determination and all related
matters are satisfactorily resolved, an agreement is made for the pay-
ment of the amount determined. Otherwise, the regional board issues
an order directing such payment. From this order, the contractor has
a right of appeal to the Board.

In cases involving more than $800,000 renegotiable profits, the
regional boards do not have final authority and their recommendations
must be approved by the Board before agreements may be executed
or clearances issued. If a regional board recommendation is not
acceptable to either the Board or the contractor, the case is reassigned
from the regional board to the Board for further processing and
completion.

The contractor may obtain a redetermination of any final order of
the Board, with which the contractor does not agree, by filing a peti-
tion in the Tax Court of the United States.

II. Changes in Regulations During the Fiscal Year

Following are the more important changes in the regulations in the
fiscal year ended June 30, 1964:

1. The “stock item” exemption applicable to sales of materials cus-
tomarily purchased for stock in the normal course of the purchaser’s
business was further extended by the Board through June 30, 1964.
This exemption has been in effect throughout the life of the Act.

1

2. The Board extended through December 31, 1963, the exemption
of prime contracts for water transportation by common carrier at
rates not exceeding rates regulated by the Federal Maritime Com-
mission, and prime contracts with the Military Sea Transportation
Service at established rates based upon the manifest measurement or
weight of cargo.

3. Provision was made whereby a contractor who is granted an ex-
tension by the Internal Revenue Service of the time for filing its
Federal income tax return for a fiscal year, is not required to file its
renegotiation report with the Board for such fiscal year until fifteen
(15) days after the due date fixed in the document evidencing such
extension of time, provided that a copy of such document is filed with
the Board on or before the date when the contractor otherwise would
be required to file such renegotiation report.

4. The Board issued a reprint of its regulations. To facilitate their
use, the Board established an Appendix to which there have been,
and will hereafter be, removed those regulations which by their terms
apply exclusively to fiscal years ended more than three years before
the date when such transfer occurs, and which are conveniently sépa-
rable from their original context. Regulations so transferred will
continue to apply with full force and effect to the fiscal years to which
they were respectively applicable before such transfer. The main
body of the regulations is thus confined to those having current appli-
cation, and is easier to use.

I11. Changes in Practices and Operating Procedures
During the Fiscal Year

Various improvements were made during fiscal year 1964 to increase
efficiency and reduce operating costs. As a part of this program, a
new system of internal reporting was introduced to provide better
control of the flow of cases through the renegotiation process.

IV. Filings; Screening, Processing, and Completions

A. FILINGS BY CONTRACTORS

A contractor having renegotiable business in excess of the statutory
minimum must file a report with the Headquarters Office of the Board.
The number of such above-the-floor filings received by the Board in
fiscal 1964 was 4,007. The number of filings received in the preceding

fiscal year was 3,913.
Contractors whose renegotiable sales are below the statutory minimum

T48-845—64—2 3




may file reports with the Board, but they are not required to do so.
A considerable number of such contractors usually elect to file. The
number of such below-the-floor filings received by the Board in fiscal
1964 was 5,765. In the immediately preceding fiscal year the number
of below-the-floor filings was 6,462,

B. SCREENING AT HEADQUARTERS

The processing of contractors’ filings begins at the Headquarters of
the Board. In this screening process, each filing which shows re-
negotiable business above the statutory minimum is examined to
determine the acceptability of the contractor’s segregation of sales and
allocation of costs; the available information is then evaluated to
determine whether the filing should be assigned to the field for further
processing or whether it should be cleared at Headquarters without
assignment. In fiscal 1964, 4,383 above-the-floor filings were thus
screened. The corresponding figure for fiscal 1963 was 4,068.

When a contractor’s report shows a loss or obviously nonexcessive
profits, action on the filing is completed at Headquarters by the issu-
ance of a notice of clearance without assignment. Of the 4,383 above-
the-floor filings screened during fiscal 1964, 3,881, or 88.4 percent,
were thus cleared at Headquarters without assignment to a regional
board. In fiscal 1963, 3,517 or 86.4 percent of the 4,068 above-the-
floor filings were disposed of in a similar manner.

Filings not disposed of as a result of the Headquarters screening
process are assigned to the regional boards for renegotiation. In fiscal
1964, 502 filings were thus assigned.

The average time required for screening a filing was 59 days in fiscal
1964, as compared with 66 days in fiscal 1963. This reduction of
processing time, despite a significant increase in the number of filings
screened, was due to improved operating procedures adopted in fiscal
1964.

C. PROCESSING OF ASSIGNMENTS

Cases assigned to the regional boards generally involve substantial
questions which require time-consuming examination and analysis.
In fiscal 1964, the regional boards completed their processing of 521
assignments. Since there were 502 new assignments in the course of
the fiscal year, the number of pending assignments decreased from 543
at June 30, 1963 to 524 as of June 30, 1964.

Since its inception and through June 30, 1964, the Board made
26,887 assignments; 26,363 or 98 percent of these were processed by
the regional boards as of June 30, 1964.

Of the 521 assignments processed by the regional boards in fiscal
1964, 294 were completed by refund agreement, clearance or a decision
not to proceed, and 227 were transferred to Headquarters Board for
further processing.
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The Headquarters Board completed the processing of 234 assign-
ments during the fiscal year.

D. COMPLETIONS

As of June 30, 1963, the total number of filings and assignments
pending at both Headquarters and the regional boards was 1,318.
During fiscal 1964, the Board received 4,007 new filings and completed
4,409 filings and assignments, leaving an ending inventory of 916.
This 30 percent decline in the inventory of pending cases resulted
from a further increase in productivity during fiscal 1964.

As was pointed out earlier, the average time for completion of
filings in the screening process was 59 days in fiscal 1964. The aver-
age time for completing assignments through the regional boards and
Headquarters was 16 months. Cases assigned to the regional boards
involve more extensive examination and analysis than those screened
out at Headquarters. For this reason the average time for the com-
pletion of such cases is much greater.

V. Renegotiable Sales and Profits

In fiscal 1964, 3,990 above-the-floor filings of contractors, other than
brokers or manufacturers’ agents, were screened. These filings repre-
sented $39.3 billion of renegotiable sales, compared with $31.2 billion
in fiscal 1963. Thus the upward trend of recent years in the volume
of renegotiable sales reviewed by the Board continued in fiscal 1964.

The composition of renegotiable sales, as disclosed in contractors’
filings, is set forth in the following table:

Renegotiable Sales Reviewed in Fiscal 1964, by Contract Type

[In millions of dollars)
Total Cost plus fired fee Fized price Other
Amount  Percent Amount Percend Amount Percent Amount Percend

Prime con-

tracts____ $29,230 744 $11,911 40.7 $9,041 30.9 $8,278 28.3
Subcon-

tracts_ __. 10,021 25.5 2,218 22.1 17,056 70.4 748 7.5
Management

fees, ete_ - 31 0.1 6 19.9 13 40.2 12 39.8

Total .. 39,283 100.0 14,135 36.0 16,109 41.0 9,038 23.0
Nore: Details do not add to totals because of rounding.

It will be noted that cost-plus-a-fixed-fee (CPFF') sales represented
36 percent of total renegotiable sales while ‘‘other’’ sales, which include
incentive, price redetermination, and time and material contracts,
represented 23 percent of the total. Thus, in filings reviewed in fiscal
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1964, CPFF sales still constituted an important part of renegotiable
business. This is due to the fact that such sales, in the main, related
to CPFF contracts entered into prior to the decision of procurement
authorities to reduce the use of such contracts.

Renegotiable business, as a whole, is composed of industrial, con-
struction, service, and other activities connected with the national
defense and space programs, often undertaken on contract terms which
differ from terms used in commercial business, and under different
circumstances. These activities are carried on by a variety of com-
panies that are either wholly, partially, or only nominally in the defense
or space fields. Their commercial operations may or may not be
comparable with their renegotiable business. Moreover, the statu-
tory floor and various exemptions in the Act annually exclude several
billions of dollars of prime and subcontract sales from renegotiation.
The foregoing factors, together with the great diversity of profit
experience among contractors—ranging from losses to excessive
profits—Ilimit the validity of any generalizations about the profitability
of defense business or of the $39.3 billion of renegotiable sales reviewed
in fiscal 1964.

Of the 3,990 nonagent contractors, whose filings were reviewed in
fiscal 1964, 2,836, with renegotiable sales of $34.1 billion, showed a
profit of $1.5 billion, and 1,154 with renegotiable sales of $5.2 billion,
a loss of $359 million. Details are given in the table below:

TaBLE I.—Sales and Profits of Companies Reporting
Net Renegotiable Profits

[In millions of dollars]

Renegotiable sales Renegotiable profits
Percent of Percent o/'-

Amount total Amount total
Cost-plus-fixed-fee_ . _.___________ $13, 254 38.9 $430 28. 8
Fixed price_ . __________________ 12, 190 35. 8 658 44. 1
Other__ . _______ 8, 629 25.3 404 27. 1
Total.. . cuvocisasnmsunsas 34, 073 100. 0 1, 492 100. 0

TaBLE 11.—Sales and Profits of Companies Reporting
Net Renegotiation Losses

(In millions of dollars)
Renegotiable sales Renegotiation losses
Percent of Percent of

Amount total Amount total
Cost-plus-fixed-fee______________ $881 16. 9 $15 4.1
Fixed price_ ___._______ ., ______ 3,919 75. 2 316 88.0
Othero_ . _____ . _________ 410 7.9 28 7.9
Total o manad e nnctane 5, 210 100. 0 359 100. 0

It should be noted that profit and loss figures in the above tables
are net figures, reflecting the presence of both profitable and loss con-
tracts in individual cases. Such figures are based on cost allowances
required for renegotiation purposes, which differ in significant respects
from costs allowable for procurement purposes.

VI. Refund Determinations

In fiscal 1964 the Board made 56 determinations of excessive profits
totaling $24,160,028; and, as of June 30, 1964, the Board had also
made, but had not yet incorporated in agreements or orders, addi-
tional refund determinations in the amount of $6,462,805. From its
inception through June 30, 1964, the Board made 3,664 determinations
of excessive profits totaling $895,795,058.

Also in fiscal 1964, contractors reported to the Board voluntary
refunds and price reductions in the amount of $41,097,044. This
brought the total of such refunds and price reductions reported since
the inception of the Board to $1,230,151,174. (These voluntary
refunds and price reductions are to be distinguished from price
reductions made under the terms of price-redeterminable contracts.)

The determinations of excessive profits in the amount of $895,795,058
are after State income tax adjustments but before the deduction of
credits for Federal income and excess profits taxes. As of June 30,
1964, total net recoveries by the Government after such tax adjust-
ments and credits amounted to $339,259,230. Of this amount, the
sum of $12,279,362 resulted from determinations made during fiscal
1964. Net recoveries by the Goverrment arising from determinations
of excessive profits are covered into the miscellaneous receipts account
of the U.S. Treasury. They do not revert to departmental funds.

Determinations of excessive profits, broken down by the Govern-
ment fiscal years in which they were made, are as follows:

Fircal year Total
1988 e ———————— $19, 970, 771
1964 e 119, 463, 169
LOBD - o5 i o i s e i e i S B B B S W A 167, 256, 288
BOBB s s s i o e e i P 152, 649, 327
B T o oo i i i e R 5 150, 991, 300
RS e e T e h S e S—_ Ao 2 112,724,199
1959 - - e mmm 60, 757, 877
OO o s i o i S i e 52, 708, 003
1081 . o vccmsmsssmirres s RS A N S S S R N PR S e e 17, 200, 093
1008 .cccvisnins s n s RS AR RS e S A S e o 7, 844, 467
[ S S S S S O SO Sy SRSy 10, 069, 536
ROOE . o s e e i o e i o e S S s &, T, v, e 24, 160, 028
TDORI L 0 i o 5 0 5T 895, 795, 058

Note: The above total includes refund determinations of $33,185,470 made
pursuant to the 1943 and 1948 acts,
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The annual record of determinations for the period covered in the
foregoing table was influenced by several factors. As late as 1958,
determinations made by the Board reflected the high profits attribut-
able to the emergency procurement conditions of the Korean conflict.
In the early part of the period, cost-plus-a-fixed-fee contracts (which
generally carry lower profits than other types of contracts) were used
on a relatively small scale. Subsequently, however, with the increase
in research and development activity, the use of such contracts
increased. As pointed out elsewhere in this report, out of a total of
$39.3 billion renegotiable business reviewed by the Board in 1964,
cost-plus-a-fixed-fee contracts accounted for $14.1 billion, or 36
percent of the total. Another factor has been the curtailment of the
Board’s jurisdiction through increases in the statutory floor and the
enactment of various exemptions. Still another factor was the effect
of recessionary conditions prevailing during some of the years in the
above table.

Of the 56 determinations of excessive profits made by the Board
during fiscal 1964, 43 resulted in bilateral agreements between the
Board and the contractors involved; 13 resulted in the issuance of
unilateral orders. As the table below indicates, the Board made 3,664
determinations of excessive profits through June 30, 1964, and 3,305,
or 90.2 percent of such determinations, were agreed to by contractors.
These agreements accounted for $663.3 million, or 74 percent, of
the total amount of excessive profits determined. Details are as
follows:

Refund Determinations: Agreements and Unilateral Orders:

TaBLE I.—Number of Determinations

By agree- Percent Percent

Total ment of total By order of total

Through June30,1963.____.______ 3,608 3,262  90.4 346 9.6
Fiscal year 1964 _ . __.___________ 56 43 76.8 13 23.2
Total . ________________. 3,664 3,305 90. 2 359 9.8

TaBLe IL.—Amount of Determinations
[In millions of dollars]

By agree- Percent Percent

Total mend oftotal  Byorder oftotal
Through June 30,1963 ___________ $871. 63 $656.41 75.3 $215.22 24.7
Fiscalyear1964_ _________________ 24. 16 6.8 28 4 17. 30 71.6
Total. ccunsavssmwsmsanesns 895.79 663.27 740 232.52 26.0
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VII. Unilateral Orders; Appeals

When a contractor does not agree with a determination of excessive
profits, the Board issues a unilateral order directing the contractor to
refund to the Government the amount of excessive profits involved.

As shown in the preceding section, 13 of the 56 determinations of
excessive profits made by the Board during fiscal 1964 resulted in
unilateral orders. Under the Act, contractors have a right to petition
the Tax Court of the United States for a redetermination. Five of
the 13 unilateral orders issued by the Board during the fiscal year
were appealed to the Court and, as of June 30, 1964, the time for
appealing one order had not expired. In addition, five unilateral
orders issued by the Board during fiscal 1963 were also taken to the
Tax Court during the fiscal year.

From the inception of the Board through June 30, 1964, 133 of 359
unilateral orders issued by the Board were appealed to the Tax Court.
Details are set forth in the following table:

Refund Determinations Taken to the Tax Court as of June 30, 1964

Number of Amount of
Fiscal year of Board determination determinations determinations

1088 cc s s s ss s ss s s RS R R R e S R S S 0 0
BOBA.. . oo cmemcrssnscie s nm e s E e s AR AR SR SR S S 7 $310, 119
1955 - o e 12 5, 610, 285
1956 - e 16 12, 678, 321
1957 e 25 36, 693, 939
EOB8 -cs i s s s R RS A RS R e 17 31, 506, 588
LT e SE e 11 18, 743, 297
1000 - oo 5o or ST R A S S S R RS S 19 27, 252, 429
10961 e 10 8, 497, 330
1962 e 3 344,172
L1 S S S 8 5,372,151
BOOL . o oo s s S R S 5 8, 979, 225

BOER) - o o si o s 5 S v i i B i e 133 155, 987, 856

As the table below indicates, as of June 30, 1964, the Court had
disposed of 72 cases, leaving 61 pending as of that date.

Renegotiation Cases in the Tax Court

Closed Closed by
Total Dis- d:ala- redeter-

filed missed mination  Pending
Through June 30, 1963__________ 123 29 16 18 60
Fiscal year 1964________________ 10 3 3 3 1
Total as of June 30, 1964__ 133 32 19 21 61

The aggregate amount of refund determinations involved in the 61
pending cases is $98,143,656. Of this amount, $77,867,182, or 79.3
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percent of the total, involve petitions filed by major airframe manu-
facturers.

The 72 cases concluded in the Tax Court as of June 30, 1964 in-
volved Board determinations of excessive profits in the amount of
$66 million. The Court upheld the Board’s determination in 43
of the 72 cases reviewed; in 4 cases the determinations were increased
and in 25 they were decreased. Details are set forth in the following
table:

Taz Court Action on Board Determinations
Number of Determinations

Modi;
Modified down-ﬁ“ Amount of Board Amount of Court
Court action ending in— Total Upheld upward ward determinations redeterminations

Dismissal ____________ 32 32 ____ __._.. 817,047,525 $17,6047,525
Stipulation__ . _______ 19 2 2 15 16, 622,427 13,271,310
Redetermination.. .. _ 21 9 2 10 32, 355,000 31, 011, 000

Total . ... 72 43 4 25 166,024,952 161,329, 835

1 Before State tax credits,

Section 108A of the Act, to a limited extent, authorizes appeals of
renegotation decisions to appellate courts. During the fiscal year
ended June 30, 1964, one case was disposed of by the Court of Appeals
for the Ninth Circuit and the Supreme Court. As of June 30, 1964,
there were no cases pending in the courts of appeals or the Supreme
Court.

VIII. Exemption of Commercial Articles and Services

Section 106(e) of the Act, enacted in August 1956, amended the
previous provisions governing the mandatory exemption of standard
commercial articles and services and substituted new provisions for
contractors’ fiscal years ending after June 30, 1956. The salient
changes brought about by this amendment were indicated in the
Annual Report for fiscal 1957. The new exemption was made
self-executing with respect to articles meeting certain conditions
while, in case of other articles, it was made available only upon
application to the Board.

In fiscal 1964, as in preceding years, an unknown number of con-
tractors who self-applied the exemption did not inform the Board.
The Board has no way of knowing or estimating how many millions
of dollars of sales were thus exempted. Contractors who did report,
indicated self-application of exemptions in the amount of $602.6
million.
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In fiscal 1964, there were 230 applications to the Board for com-
mercial exemption under the non-self-executory provisions of the Act.
Data respecting Board action on these applications are set forth in
the following table:

Applications for Commercial Ezemption

[Bales in thousands of dollars]
Amount of Amount of Amount of

Number of exem: exem exemptions
applications  applied for approved denied
Through June 30, 1963______ 1,077 $2,613,494 $2, 384,734 $228, 760
Fiscal year 1964____________ 230 566, 445 556, 589 9, 856
Total. .- cocvcunsmssn 1,307 3,179,939 2,941,323 238, 616

IX. Expenses and Personnel

During fiscal 1964 the Board continued its efforts to improve the
efficiency of its operations and strictly observed the President’s
directives on control of employment. As a result, the Board was able
to reduce year-end employment to 206 as compared with 223 at the end
of fiscal 1963.

Renegotiation Board Expenses Through June 30, 196

Fiscal year Total Salaries Al other

1952 . el $1, 606, 259 $1, 176, 003 $430, 256
11| S SN 5,093,308 4, 443, 662 649, 646
1084 . cvcncononmunmenanasmmmnnwn 5,116,806 4, 823, 730 293, 076
L | |1 N S e 4,388,924 4,159,975 228, 949
[ SRR S e 3,860,987 3,632, 357 228, 630
) 1y SN I~ YEP e S 3,514,032 3,320,272 193, 760
1958 o eeeeem 3,028,037 2,729, 362 298, 675
1080....cccrcrscnnmenm v e s 3,003, 657 2,702, 100 301, 557
1000 c s consmmmmnmm na s e n e 2,814,200 2,511,119 303, 081
11 ) B S 2,011,684 2, 600, 646 311, 038
1002 o cucocansncussassscsaseRnEREs 2,579,513 2, 246, 385 333, 128
1008 s s nn pemaR s AR R 2,325,995 2, 024, 826 301, 169
1964 el 2,515,939 2, 233, 055 282, 884
Tl v csnssnsmmummsmmenacnn 42,759, 341 38, 603, 492 4, 155, 849
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The number of personnel on duty at Headquarters and at the
regional boards on June 30 of each fiscal year from 1952 to 1964 is

set, forth in the table below:

Fiscal year Total
198D i s s s e 558
BOB8. .o vvvnmns me R R S 742
{11, 7 e g P 639
1966 . e 540
B0 - e B T S e S 466
1957 e 359
L R S SO U S 326
11, U S 301
11 S S P 284
[ 3 s S S SN S 271
1962 . e 193
1963 . e 223
) [ S S S 206

14

Headguarters
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Tenth Annual Report of
The Renegotiation Board

For the Fiscal Year Ended June 30, 1965

I. The Purpose and Process of Renegotiation

Profit limitation on defense contracts is a long-established national
policy reflected in a succession of congressional enactments. The lim-
itation of profit margins on naval ship procurement dates from 1934
and on aircraft procurement from 1939. Renegotiation, as such, had
its origin in the Renegotiation Act of 1942. In the Renegotiation Act
of 1943, Congress defined the process more completely and prescribed
specific factors to be considered in determining excessive profits. The
termination date of the 1943 Act was December 31, 1945. Subse-
quently Congress enacted the Renegotiation Act of 1948, which had
limited application.

The present Renegotiation Board, created by the Renegotiation Act
of 1951, has continued the work of the predecessor boards to assure
that no excessive profits are realized by prime contractors and sub-
contractors as a result of the continuing large Federal procurement
outlays for defense and space purposes.

The purpose of the Renegotiation Act as defined by Congress—the
elimination of excessive profits on Government contracts and related
subcontracts—is accomplished both by Board proceedings resulting in
refunds of excessive profits and by the voluntary actions of centractors.
Determinations of excessive profits during fiscal year 1965 aggregated
$16,146,803, bringing the total since 1951 to $911,941,861, before ad-
justment for Federal income and excess profits tax credits. Volun-
tary refunds and voluntary price reductions, reported by contractors
in connection with renegotiation proceedings, amounted to $16,402,517
in fiscal 1965. Since the creation of the present Board and through
June 30, 1965, such reported savings totaled $1,246,553,691.

A. SCOPE OF RENEGOTIATION

The Act applies only to contracts with Government agencies specifi-
cally named in or designated pursuant to the Act,' and to related sub-

1 For fiscal 1965 these agencies were the Departments of Defense, the Army, the Navy,
and the Air Force, the Maritime Administration, the Federal Maritime Board, the General
Services Administration, the National Aeronautics and Space Administration, the Atomlie
Energy Commission, and the Federal Aviation Agency.
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contracts. By virtue of exemptions granted in or pursuant to the
Act, certain contracts even with these agencies are excluded from
renegotiation.

Of the mandatory exemptions provided in the Act, the most impor-
tant are those which exempt contracts and subcontracts for raw ma-
terials or agricultural commodities, contracts and subcontracts with
common carriers, public utilities and tax-exempt organizations under
certain circumstances, competitively bid construction contracts with
some exceptions, and prime contracts which the Board determines
do not have a direct and immediate connection with the national de-
fense. Contracts and subcontracts for the sale of new durable produc-
tive equipment are partially exempt from renegotiation, and contracts
and subcontracts for the sale of commercial articles or services are
exempt under certain circumstances.

In addition to the mandatory exemptions provided in the Act, the
Board itself is authorized to exempt certain other types of contracts
or subcontracts from renegotiation. Of the permissive exemptions
granted by the Board pursuant to this authority, the most important
is the so-called “stock item” exemption. In general, this exemption ap-
plies to sales made to replenish stocks customarily maintained by a
purchaser, except when the materials are specially purchased for
use in performing renegotiable contracts.

For purposes of renegotiation, profits are defined as the excess of the
amount received or accrued under renegotiable contracts and subcon-
tracts over the costs paid or incurred with respect thereto and deter-
mined to be allocable thereto. All items estimated to be allowed as
deductions and exclusions under Chapter I of the Internal Revenue
Code (excluding taxes measured by income) must, to the extent al-
locable to renegotiable business, be allowed as items of costs. Here
renegotiation differs from procurement; procurement regulations are
more restrictive with respect to costs that may be allowed for contract-
ing purposes.

What part, if any, of the profits thus defined may be excessive, is
determined on the basis of the statutory definition of excessive prof-
its contained in Section 103 (e) of the Act:

Eacessive profits—The term “excessive profits” means the portion of the prof-
its derived from contracts with the Departments and subcontracts which is
determined in accordance with this title to be excessive. In determining exces-
sive profits, favorable recognition must be given to the efficiency of the contractor
or subcontractor, with particular regard to attainment of quantity and quality
production, reduction of costs, and economy in the use of materials, facilities,
and manpower; and in addition, there shall be taken into consideration the fol-
lowing factors:

(1) Reasonableness of costs and profits, with particular regard to volume
of production, normal earnings, and comparsion of war and peacetime products;

(2) The net worth, with particular regard to the amount and source of public
and private capital employed ;
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(3) Extent of risk assumed, including the risk incident to reasonable pricing

policies ;
(4) Nature and extent of contribution to the defense effort, including inven-

tive and developmental contribution and cooperation with the Government and
other contractors in supplying technical assistance;

(5) Character of business, including source and nature of materials, com-
plexity of manufacturing technique, character and extent of subcontracting, and

rate of turn-over;

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

It is apparent from the statutory language that no formulae or pre-
established rates can be used to determine whether profits are, or are
not, excessive in any given case. Rather, the determination in each
instance must reflect the judgment of the Board on the application
of each of the statutory factors enumerated above to the facts of the
specific case.

In eliminating excessive profits, credit is allowed for Federal income
taxes, and adjustment is made for State income taxes attributable to
the non-excessive renegotiable profits.

Under the statute, renegotiation is conducted not with respect to
individual contracts, but with respect to the receipts or accruals under
all renegotiable contracts and subcontracts of a contractor in the con-
tractor’s fiscal year.

The contracts may vary in form from cost-plus-a-fixed-fee to firm
fixed-price; they may be prime contracts or subcontracts; and they
may relate to a variety of products and services. The contracts may
be performed over differing periods: some may be wholly performed
within a contractor’s particular fiscal year while the performance of
others may extend beyond such fiscal year. Accordingly, overall re-
negotiable profits during any fiscal year of a given contractor will
often reflect the performance of different contracts in different stages
of completion. Furthermore, such overall profits may result from an
offset of losses or low profits on some contracts against high or even
excessive profits on others. Thus fiscal-year renegotiation, which deals
with aggregate profits, is entirely different from price adjustment or
redetermination of individual contracts pursuant to contract
provisions.

B. ORGANIZATION OF THE RENEGOTIATION BOARD

The Renegotiation Act of 1951 created, for the first time, an inde-
pendent agency, The Renegotiation Board, to administer renegotia-
tion. The Act was made effective as of January 1, 1951, and
contained provisions for the completion of 1943 and 1948 Act proceed-
ings by the Board.

Under authority granted by the Act, the Board created regional
boards to conduct renegotiation proceedings with contractors. Since
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January 1962, when a consolidation of regional boards was effected,
all field activities of the Board have been conducted by two boards,
the Eastern Regional Renegotiation Board in Washington, D.C., serv-
ing the eastern part of the United States, and the Western Regional
Renegotiation Board in Los Angeles, Calif., serving the western part
of the United States.
As of June 30, 1965, the Board’s headquarters staff consisted of the
following:
Office of the Secretary.
Office of Administration.
Office of the Economic Advisor.
Office of Assignments.
Office of Accounting.
Office of Review.
Office of the General Counsel.
At each of the regional boards, the staff consisted of the Divisions
of Administration, Accounting, Procurement Affairs, and Renego-
tiating, and the Office of the Regional Counsel.

C. OUTLINE OF THE RENEGOTIATION PROCESS

Originally the Act required every contractor having renegotiable
business to file a report with the Board, regardless of the amount in-
volved. At the present time, contractors whose renegotiable sales, on
a fiscal year basis, are below the $1 million statutory “floor” may file or
not, as they choose.

All reports of contractors are examined at the headquarters of the
Board in Washington, D.C. Filings which show aggregate renego-
tiable sales below the statutory floor are reviewed to determine their
acceptability. In the case of above-the-floor filings, if the profits are
obviously not excessive, notices of clearance without assignment are
usually issued. All cases not cleared in this manner are assigned to
the regional boards for renegotiation, usually on a geographic basis.
In each assigned case, the regional board formally commences renego-
tiation, obtains such additional information as it may need, and then
determines whether the contractor has realized excessive profits, and if
so, in what amount.

The Board has delegated to the regional boards final authority to
issue clearances or make refund agreements in cases involving aggre-
gate renegotiable profits of $800,000 or less. If, in a refund case, the
contractor refuses to accept the determination, i.e., declines to enter
into an agreement, the regional board issues an order directing the
payment of the refund. From such an order, the contractor has a right
of appeal to the Board.

In cases involving more than $800,000 renegotiable profits, the re-
gional boards do not have final authority, and their recommendations
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must be approved by the Board before refund agreements may be
executed or clearances issued. If a regional board recommendation is
not acceptable to either the Board or the contractor, the case is reas-
signed from the regional board to the Board for further processing
and completion.

Contractors may obtain a redetermination of any final order of the
Board by filing a petition in the Tax Court of the United States.

II. Changes in Regulations During the Fiscal Year

Following are the more important changes in the regulations in the
fiscal year ended June 30,1965 :

1. The regulations were amended to reflect the provisions of Public
Law 88-339, approved June 30, 1964, by which contracts of the Federal
Aviation Agency, and related subcontracts, were made subject to the
Act to the extent of amounts received or accrued by a contractor or
subcontractor after June 30, 1964.

2. The regulations were amended to provide that a Standard Form
of Contractor’s Report or a Statement of Non-Applicability for a fis-
cal year shall not be filed by a contractor who has filed an Application
for Commercial Exemption for such fiscal year, until the Board has
completed its action on such application.

3. The “stock item” exemption applicable to sales of materials cus-
tomarily purchased for stock in the normal course of the purchaser’s
business was further extended by the Board through June 30, 1965.
This exemption has been in effect throughout the life of the Act.

4. The regulations were amended to describe the method of com-
puting the renegotiable receipts or accruals of a contractor and any
related contractor that controlled or was under control of or under
common control with the contractor during only a part of the fiscal
year of the contractor. The receipts or accruals of the contractor dur-
ing its entire fiscal year are to be aggregated with all amounts re-
ceived or accrued by such related contractor in that part of the fiscal
year of the contractor during which the relationship between the con-
tractor and such related contractor existed.

III. Changes in Practices and Operating Procedures

During the year, simplifying and clarifying changes were made
in the two forms and related instructions used by contractors in re-
porting for renegotiation purposes. For the first time, both the revised
forms and the instructions were combined into a booklet for ease of
handling, addressing, and mailing.

792-077—65—2 5



IV. Filings; Screening, Processing, and Completions

A. FILINGS BY CONTRACTORS

Every contractor having renegotiable business in excess of the stat-
utory minimum must file a report with the headquarters of the Board.
The number of such above-the-floor filings received by the Board in
fiscal 1965 was 3,673. The number of filings received in the preced-
ing fiscal year was 4,007.

Contractors whose renegotiable sales are below the statutory mini-
mum may file reports with the Board, but they are not required to do
so. A considerable number of such contractors usually elect to file.
The number of such below-the-floor filings received by the Board in
fiscal 1965 was 3,478. In the immediately preceding fiscal year the
number of below-the-floor filings was 5,765.

B. SCREENING AT HEADQUARTERS

The processing of contractors’ filings begins at the headquarters of
the Board. In this screening process, each filing which shows renego-
tiable business above the statutory minimum is examined to determine
the acceptability of the contractor’s segregation of sales and alloca-
tion of costs. The available information is then evaluated to deter-
mine whether the filing should be assigned to the field for further
processing or whether it should be cleared at headquarters without
assignment. In fiscal 1965, 3,691 above-the-floor filings were thus
screened. The corresponding figure for fiscal 1964 was 4,383.

When a contractor’s report shows a loss or obviously nonexcessive
profits, action on the filing is usually completed at headquarters by the
issuance of a notice of clearance without assignment. Of the 3,691
above-the-floor filings screened during fiscal 1965, 3,336, or 90.4 per-
cent, were thus cleared at headquarters without assignment to a re-
gional board. In fiscal 1964, 3,881 or 88.4 percent of the 4,383 above-
the-floor filings were disposed of in a similar manner.

Filings not disposed of as a result of the headquarters screening
process are assigned to the regional boards for renegotiation. In
fiscal 1965, 355 filings were thus assigned.

The average time required for screening a filing was 36 days in fiscal
1965, as compared with 59 days in fiscal 1964,

C. PROCESSING OF ASSIGNMENTS

Cases assigned to the regional boards generally involve substantial
questions which require time-consuming examination and analysis.
In fiscal 1965, the regional boards completed the processing of 457 as-
signments. Since there were 355 new assignments in the course of the
fiscal year, the number of pending assignments decreased from 524
at June 30, 1964 to 422 as of June 30, 1965.
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Of the 457 assignments processed by the regional boards in fiscal
1965, 222 were completed by refund agreement, clearance, or decision
not to proceed, and 235 were transferred to the headquarters of the
Board for further processing.

Headquarters completed the processing of 259 assignments during
the fiscal year.

D. COMPLETIONS

As of June 30, 1964, the total number of filings and assignments
pending at headquarters and the regional boards was 916. During
fiscal 1965, the Board received 3,673 new filings and completed the
processing of 3,817 filings and assignments, leaving an ending inven-
tory of 772. Thus, the inventory of pending cases was reduced by 15.7
percent during the fiscal year.

As pointed out earlier, the average time for the processing of filings
in the screening process was 36 days in fiscal 1965. The average time
for the processing of assignments through the regional boards and
headquarters was 16 months. Cases assigned to the regional boards
involve more extensive examination and analysis than those screened
out at headquarters. For this reason the average time for the com-
pletion of such cases is much greater.

V. Renegotiable Sales and Profits

In fiscal 1965, 3,315 above-the-floor filings of contractors, other than
brokers or manufacturers’ agents, were screened. These filings repre-
sented $34.8 billion of renegotiable sales. The comparable figure for
fiscal 1964 was $39.3 billion.

The composition of renegotiable sales, as disclosed in contractors’

filings, is set forth in the following table:
Renegotiable Sales Reviewed in Fiscal 1965, by Contract Type

{In millions of dollars)
Total Cost plus fized fee Fized price Other
Amount Percent  Amount Percend Amount Percent Amount Percent
Prime con-
tracts . _____ $26,311 75.6 $8,635 32.8 $8,679 33.0 $8,996 34.2
Subcontracts_ - 8,462 24.3 1,491 17.6 6,203 73.3 767 9.1
Management
fees, etc. .. 25 0.1 4 16.0 10 40.0 11 44.0

Total... 34,798 100.0 10,130 29.1 14,803 42.8 9,774 28.1
Note: Details do not add to totals because of rounding.

The abave table, when compared with the corresponding table for
fiscal 1964, shows the early effects of a changed procurement policy.
The percentage of CPFF sales dropped from 36.0 percent in fiscal
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1964 to 29.1 percent in fiscal 1965, with corresponding increases in the
percentages of fixed-price and “other” sales, the latter including sales
under incentive, price redetermination, and time and material
contracts.

Renegotiable business, as a whole, is composed of manufacturing,
construction, service, and other activities connected with the national
defense and space programs, often undertaken on contract terms which
differ from terms used in commercial business, and under different cir-
cumstances. These activities are carried on by a variety of companies
that are either wholly, partially, or only nominally in the defense or
space fields. The commercial operations of such companies may or
may not be comparable to their renegotiable business. Moreover,
the statutory floor and various exemptions in the Act annually exclude
several billions of dollars of defense sales from renegotiation. These
factors, together with the great diversity of profit experience among
contractors—ranging from losses to excessive profits—limit the
validity of generalizations about the profitability of defense business
as a whole, or of the $34.8 billion of renegotiable sales reviewed in
fiscal 1965.

Of the 3,315 nonagent contractors whose filings were reviewed in
fiscal 1965, 2,291, with renegotiable sales of $30.0 billion, showed a
profit of $1.3 billion ; and 1,024, with renegotiable sales of $4.8 billion,
showed a loss of $291 million. Details are given in the tables below :

Tasre 1.—Sales and Profits o Ldompanm Reporting Net

Renegotiable Profits
(In milons of dollars]
Renegotiable sales Renegotiable profits
Percent of Percent of
Amount total Amount total
Cost-plus-fixed-fee. ... ._________ $9, 373 3.3 $296 22.2
Fixed prioe. . - . coxcvamsmnmmssus 11, 322 37.8 559 41. 9
(0,1 - TS 9, 258 30.9 478 35.9
Total . _ _________________ 29, 953 100. 0 1,333 100. 0

Tasre 11.—S8ales and Profits of Companies Reporting Net
Renegotiation Losses

[In millions of dollars]
Renegotighie sales Renegotiation losses
Amount total v Amount total v
Cost-plus-fixed-fee_ . ____________ $758 15. 6 $12 4.1
Fixed price_ . ... _______________ 3,571 37 254 87.3
Other.......oconccocconpucionan 516 10. 7 25 86
Total .. ________________. 4, 845 100. 0 291 100. 0

It should be noted that profit and loss figures in the above tables are
net ﬁgures, reflecting the presence of both profitable and loss con-
tracts in individual cases. Such figures are based on cost allowances

required for renegotiation purposes, which differ in significant re-
spects from costs allowable for procurement purposes.

VI. Refund Determinations

In fiscal 1965 the Board made 52 determinations of excessive profits
totaling $16,146,803; and, as of June 30, 1965, the Board had also
made, but had not yet incorporated in agreements or orders, additional
refund determinations in the amount of $3,369,697. From its incep-
tion through June 30, 1965, the Board made 3,716 determinations of
excessive profits totaling $911,941,861.

Also in fiscal 1965, contractors reported to the Board voluntary re-
funds and price reductions in the amount of $16,402,517. This brought
the total of such refunds and price reductions reported since the in-
ception of the Board to $1,246,553,691. These refunds and price reduc-
tions are wholly voluntary, and are to be distinguished from price
reductions made under the terms of price-redeterminable contracts.

The determinations of excessive profits in the amount of $911,941,861
are after State income tax adjustments but before the deduction of
credits for Federal income and excess profits taxes. As of June 30,
1965, total net recoveries by the Government after such tax adjust-
ments and credits amounted to $348,083,095. Of this amount, the sum
of $8,823,865 resulted from determinations made during fiscal 1965.
Net recoveries by the Government arising from determinations of ex-
cessive profits are covered into the Treasury as miscellaneous receipts.
They do not revert to departmental funds.

Determinations of excessive profits, broken down by the Govern-
ment fiscal years in which they were made, are as follows:

Fiscal year Total
1953 - $19, 970, 771
1954 119, 463, 169
1955 <= 167, 256, 288
1956 o i e S 152, 649, 327
1957 T 150, 991, 300
1958 112, 724, 199
1959 60, 757, 877
1960 - 52, 708, 003
1961 17, 200, 093
1962 S——— 7, 844, 467
1963 = e 10, 069, 536
1964 w— - 24,160, 028
1965 — - P 16, 146, 803
PRl e o e e s 911, 941, 861

Norte: The above total includes refund determinations of $33,185,470 made
pursuant to the 1943 and 1948 acts.

The annual record of determinations for the period covered in the
foregoing table was influenced by several factors. As late as 1958,
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determinations made by the Board reflected the high profits attrib-
utable to the emergency procurement conditions of the Korean conflict.
In the early part of the period, cost-plus-a-fixed-fee contracts (which
generally carry lower profits than other types of contracts) were used
on a relatively small scale. Subsequently, however, the use of such
contracts increased. As pointed out elsewhere in this report, out of a
total of $34.8 billion renegotiable business reviewed by the Board in
1965, cost-plus-a-fixed-fee prime contracts and subcontracts accounted
for $10.1 billion, or 29.1 percent of the total. Another factor has
been the curtailment of the Board’s jurisdiction through increases in
the statutory floor and the enactment of various exemptions. Still
another factor was the effect of recessionary conditions prevailing dur-
ing some of the years in the above table.

Of the 52 determinations of excessive profits made by the Board dur-
ing fiscal 1965, 41 resulted in agreements between the Board and the
contractors involved ; 11 resulted in the issuance of unilateral orders.
As the table below indicates, the Board made 3,716 determinations of
excessive profits through June 30, 1965, and 3,346, or 90.0 percent of
such determinations, were agreed to by contractors. These agree-
ments accounted for $674 million, or 73.9 percent, of the total amount
of excessive profits determined. Details are as follows:

Refund Determinations: Agreements and Unilateral Orders:
TasLe IL—Number of Determinations

By agree-  Percent Percent

Total ment of total By order of total
Through June 30, 1964. ... ... 3,664 3,305 90. 2 359 9.8
Fiscal year 1965__ - cccceocan- 52 41 78.8 11 21. 2
Total: ccciccossassasenns 3,716 3,346 90.0 370" 10.0

TasrLe II.—Amount of Determinations
{In millions of dollars]

agree-  Percent Percent

Total B’m of total By order of total
Through June 30, 1964________. $895.79 $663.27 740 $232. 52 26. 0
Fiscal year 1965 . - oo _ 16. 15 10. 69 66.2 5. 45 33.8
Total. o ooconccscnasnane 91194 673.97 73.9 237.97 26. 1

NotE: Details do not add to totals because of rounding.

VII. Appeals

When a contractor does not agree with a determination of excessive
profits, the Board issues a unilateral order directing the contractor to
refund to the Government the amount of excessive profits involved.
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As shown in the preceding section, 11 of the 52 determinations of ex-
cessive profits made by the Board during fiscal 1965 resulted in unilat-
eral orders. Under the Act, contractors have a right to petition the
Tax Court of the United States for a redetermination. Three of the 11
unilateral orders issued by the Board during the fiscal year were ap-
pealed to the Court and, as of June 30, 1965, the time for appealing
two orders had not expired.

From the inception of the Board through June 30, 1965, 136 of the
370 unilateral orders issued by the Board were appealed to the Tax
Court. Details are set forth in the following table:

Refund Determinations Taken to the Taw Court as of June 30, 1965

Number of Amount of
aa‘o‘nu- defe‘v‘wu-

Fiscal year of Board determination

1953 0 0
1964 7 $310, 119
19556 12 5, 610, 285
1956 16 12,678,321
1957 25 38,698, 939
1958 17 31,506, 588
1959 11 18,743,207
1960 19 27,252, 429
1961 10 8, 497, 830
1962 3 844,172
1963 8 5,372,151
1964 : 5 8,979,225
1965 3 1,946, 447

Total 136 157, 934, 803

During fiscal 1965, the Tax Court disposed of 19 cases. As the table
below indicates, as of June 30, 1965, the Court had disposed of a total
of 91 cases, leaving 45 pending on that date.

Renegotiation Cases in the Taw Court
Closed by  Closed by

Total stipula- redeter-
filed  Dismissed  tion mination  Pending
Through June 30, 1964 ____._____ 133 32 19 21 61
Fiscal year 1965___ .. ______ _ 3 7 10 2 (16)
Total as of June 30, 1965.. 136 39 29 23 45

The aggregate amount of refund determinations involved in the 45
pending cases is $40,890,663.

The 91 cases concluded in the Tax Court as of June 30, 1965 in-
volved Board determinations of excessive profits in the amount of
$134 million. The Court upheld the Board’s determination in 51 of
the 91 cases reviewed ; in 5 cases the determinations were increased and
in 85 they were decreased. Details are set forth in the following
table:
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Tax Court Action on Board Determinations

Number of Determinations

Modified down- Amount of Board Amount of Court
Court action ending in— Total Upheld upwaerd ward determinations redeterminations

Dismissal__________ 39 39 ____ ... 835072 525 $35, 072, 525
Stipulation...______ 29 2 3 24 66, 818, 411 58, 580, 363
Redetermination. . . 23 10 2 11 32, 505, 000 31, 136, 000

Total _______ 91 51 5 35 1134,395,936 ! 124, 788, 888

1 Before Btate tax credits, except in one case.

Section 108A of the Act, to a limited extent, authorizes appeals of
renegotiation decisions of the Tax Court to appellate courts. As of
June 30, 1965, there was one case pending in the Court of Appeals for
the Fourth Circuit.

VIII. Exemption of Commercial Articles and Services

Section 106(e) of the Act, enacted in August 1956, amended the pre-
vious provisions governing the mandatory exemption of standard com-
mercial articles and services, and substituted new provisions for con-
tractors’ fiscal years ending after June 30, 1956. The new exemption
was made self-executing with respect to articles meeting certain con-
ditions while, in case of other articles, it was made available only upon
application to the Board.

In fiscal 1965, contractors who filed reports with the Board indicated
self-application of the exemption in the amount of $561.2 million.
The Board has no way of knowing or estimating how many millions
of dollars of sales were treated as exempt in the fiscal year by con-
tractors who did not file reports with the Board because their renego-
tiable sales were below the floor.

In fiscal 1965, there were 244 applications to the Board for com-
mercial exemption. Data respecting Board action on these applica-
tions are set forth in the following table:

Application for Commercial Exemption

[Sales in thousands of dollars
Amount of Amount of Amount of
Number of mrﬂom exemptions ezemptions
applications applied for approved denied
Through June 30, 1964 ______ 1,307 $3,179,939 $2,6941,323 $238, 616
Fiscal year 1965________.____ 244 485, 958 457, 922 28, 036
Total . - ______ 1,551 3,665,897 3,399, 245 266, 652
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IX. Expenses and Personnel

During the fiscal year the Board continued its efforts to improve
the efficiency of its operations and strictly observed the President’s
directives on control of employment. As a result, for the second con-
secutive year, the Board was able to reduce personnel. At the end of
fiscal 1965 employment was 184 as compared with 206 at the end of
the preceding year.

Renegotiation Board Expenses Through June 30, 1965

Fiscal year Total Salaries All other

1952 - e $1, 606, 259 $1,176,003  $430, 256
1953 oo 5,003,308 4,443,662 649, 646
1954 - oo 5,116,806 4,823,730 293, 076
1955 - - oo 4,388,024 4,159,975 228 949
1956 - - e 3,860,987 3,632,357 228 630
1957 - e 3,514,032 3,320,272 193, 760
1958 oo 3,028,037 2,729,362 298, 675
1959 oo 3,003,657 2,702,100 301, 557
1960 - - - o e 2,814,200 2,511,119 303,081
1961 - e 2,011,684 2,600,646 311,038
1962 e 2,579,513 2,246,385 333, 128
1963 - oo em 2,325,462 2,024,826 300, 636
1964 o 2,511,183 2,229,818 281,365
1965 - o 2,581,820 2,286,223 295, 597

Total_ - - oo 45,335,872 40, 886, 478 4, 449, 394

The number of personnel on duty at headquarters and at the regional
boards on June 30 of each fiscal year from 1952 to 1965 is set forth
in the table below :

Fiscal year Total  Headgquarters ‘;)owa

1962 e 558 169 389
1958 e 742 178 564
1954 e 639 174 465
TOBB. . occm o sns s R R RS S SRS 540 193 347
1980: oo nnun snnnsunsssnmnRE s RS S RSN S 466 181 285
DO e e o 5 0 005 5 e e e e 359 155 204
1968 - e 326 142 184
1959 e 301 136 165
1960 - e 284 130 154
1961 . cccrnmnssrsasmr R RS TR S S S 271 123 148
1962 - cccusssssarsnsrarsnanassasssssseaans 193 114 79
(1) S 223 131 92
1964 e 206 121 85
D L 184 108 76
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Eleventh Annual Report of
The Renegotiation Board

For the Fiscal Year Ended June 30, 1966

I. The Purpose and Process of Renegotiation

Profit limitation on defense contracts is a long-established national
policy reflected in a succession of congressional enactments. The lim-
itation of profit margins on naval ship procurement dates from 1934
and on aircraft procurement from 1939. Renegotiation, as such, had
its origin in the Renegotiation Act of 1942. In the Renegotiation
Act of 1943, Congress defined the process more completely and pre-
scribed specific factors to be considered in determining excessive
profits. The termination date of the 1943 Act was December 31, 1945.
Subsequently Congress enacted the Renegotiation Act of 1948, which
had limited application.

The present Renegotiation Board, created by the Renegotiation Act
of 1951, has continued the work of the predecessor boards to assure
that no excessive profits are realized by prime contractors and sub-
contractors as a result of the continuing large Federal procurement
outlays for defense and space purposes.

During the fiscal year, Congress recognized the continuing need
for renegotiation by extending the Act through June 30, 1968.

The purpose of the Renegotiation Act as defined by Congress—the
elimination of excessive profits on Government contracts and related -
subcontracts—is accomplished both by Board proceedings resulting in
refunds of excessive profits and by the voluntary actions of contractors.
Determinations of excessive profits made by the Board during fis-
cal 1966 aggregated $24,513,962, bringing the total since 1951 to
$936,455,823, before adjustment for Federal income and excess profits
tax credits. Voluntary refunds and voluntary price reductions, re-
ported by contractors in connection with renegotiation proeeedings,
amounted to $23,248,982 in fiscal 1966. Since the creation of the present
Board and through June 30, 1966, such reported savings totaled
$1,269,802,673.



A. SCOPE OF RENEGOTIATION

The Act applies only to contracts with Government agencies spe-
cifically named in or designated pursuant to the Act,' and to related
subcontracts. By virtue of exemptions granted in or pursuant to the
Act, certain contracts even with these agencies are excluded from
renegotiation.

Among the mandatory exemptions provided in the Act are those
which exempt contracts and subcontracts for raw materials or agri-
cultural commodities, contracts and subcontracts with common car-
riers, public utilities and tax-exempt organizations under certain
circumstances, competitively bid construction contracts with some ex-
ceptions, and prime contracts which the Board determines do not
have a direct and immediate connection with the national defense.
Contracts and subcontracts for the sale of new durable productive
equipment are partially exempt from renegotiation, and contracts and
subcontracts for the sale of commercial articles or services are exempt
under certain circumstances.

In addition to the mandatory exemptions provided in the Act, the
Board itself is authorized to exempt certain other types of contracts
or subcontracts from renegotiation. Among the permissive exemp-
tions granted by the Board pursuant to this authority is the so-called
“stock item” exemption. In general, this exemption applies to sales
made to replenish stocks customarily maintained by a purchaser,
except when the materials are specially purchased for use in perform-
ing renegotiable contracts.

For purposes of renegotiation, profits are defined as the excess of
the amount received or accrued under renegotiable contracts and sub-
contracts over the costs paid or incurred with respect thereto and
determined to be allocable thereto. All items estimated to be allowed
s deductions and exclusions under Chapter I of the Internal Revenue
Code (excluding taxes measured by income) must, to the extent al-
locable to renegotiable business, be allowed as items of costs. Here
renegotiation differs from procurement; procurement regulations are
more restrictive with respect to costs that may be allowed for con-
tracting purposes.

What part, if any, of the profits thus defined may be excessive, is
determined on the basis of the statutory definition of excessive profits
contained in Section 103 (e) of the Act:

Eacessive profits.—The term “excessive profits” means the portion of the

profits derived from contracts with the Departments and subcontracts which
is determined in accordance with this title to be excessive. In determining

1For fiscal 1966 these agencles were the Department of Defense, the Army, the Navy,
and the Air Force, the Maritime Administration, the Federal Maritime Board, the General
Services Administration, the National Aeronautics and Space Administration, the Atomic
Energy Commission, and the Federal Aviation Agency.
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excessive profits, favorable recognition must be given to the efficiency of the
contractor or subcontractor, with particular regard to attainment of quantity
and quality production, reduction of costs, and economy in the use of materials,
facilities, and manpower ; and in addition, there shall be taken into consideration
the following factors:

(1) Reasonableness of costs and profits, with particular regard to volume of
production, normal earnings, and comparison of war and peacetime products;

(2) The net worth, with particular regard to the amount and source of public
and private capital employed ;

(8) Extent of risk assumed, including the risk incident to reasonable pricing
policies ;

(4) Nature and extent of contribution to the defemse effort, including in-
ventive and developmental contribution and cooperation with the Government
and other contractors in supplying technical assistance ;

(5) Character of business, including source and nature of materials, com-
plexity of manufacturing technique, character and extent of subcontracting,
and rate of turn-over;

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

It is apparent from the statutory language that no formulae or pre-
established rates can be used to determine whether profits are, or
are not, excessive in any given case. Rather, the determination in
each instance must reflect the judgment of the Board on the applica-
tion of each of the statutory factors enumerated above to the facts of
the specific case. .

In eliminating excessive profits, credit is allowed for Federal income
taxes, and adjustment is made for State income taxes attributable
to the non-excessive renegotiable profits.

Under the statute, renegotiation is conducted not with respect to
individual contracts, but with respect to the receipts or accruals under
all renegotiable contracts and subcontracts of a contractor in the con-
tractor’s fiscal year.

The contracts may vary in form from cost-plus-a-fixed-fee to firm
fixed-price; they may be prime contracts or subcontracts; and they
may relate to a variety of products and services. They may be per-
formed over differing periods: some may be completed within the
contractor’s particular fiscal year while the performance of others
may extend beyond such year. Accordingly, overall renegotiable
profits during any fiscal year of a given contractor will often reflect
the performance of different contracts in different stages of com-
pletion. Furthermore, such overall profits may result from an offset
of losses or low profits on some contracts against high or even ex-
cessive profits on others. Thus fiscal-year renegotiation, which deals
with aggregate profits, is entirely different from price adjustment
or redetermination of individual contracts pursuant to contract
provisions.



B. ORGANIZATION OF THE RENEGOTIATION BOARD

The Renegotiation Act of 1951 created, for the first time, an in-
dependent agency, The Renegotiation Board, to administer renegotia-
tion. The Act was made effective as of January 1, 1951, and con-
tained provisions for the completion of 1943 and 1948 Act proceedings
by the Board.

Under authority granted by the Act, the Board created regional
boards to conduct renegotiation proceedings with contractors. Since
January 1962, when a consolidation of regional boards was effected,
all field activities of the Board have been conducted by two boards,
the Eastern Regional Renegotiation Board in Washington, D.C.,
serving the eastern part of the United States, and the Western Re-
gional Renegotiation Board in Los Angeles, Calif., serving the
western part of the United States.

As of June 30, 1966, the Board’s headquarters staff consisted of the
following :

Office of the Secretary.

Office of Administration.

Office of the Economic Advisor.
Office of Assignments.

Office of Accounting.

Office of Review.

Office of the General Counsel.

At each of the regional boards, the staff consisted of the Divisions
of Administration, Accounting, Procurement Affairs, and Renegoti-
ating, and the Office of the Regional Counsel.

C. OUTLINE OF THE RENEGOTIATION PROCESS

Originally the Act required every contractor having renegotiable
business to file a report with the Board, regardless of the amount in-
volved. At the present time, contractors whose renegotiable sales, on
a fiscal year basis, are below the $1 million statutory “floor” may file
or not, as they choose.

All reports of contractors are examined at the headquarters of the
Board in Washington, D.C. Filings which show aggregate renegoti-
able sales below the statutory floor are reviewed to determine their
acceptability. In the case of above-the-floor filings, if the profits
are obviously not excessive, notices of clearance without assignment
are usually issued. All cases not cleared in this manner are assigned
to the regional boards for renegotiation, usually on a geographic
basis. In each assigned case, the regional board formally commences
renegotiation, obtains such additional information as it may need,
and then determines whether the contractor has realized excessive
profits, and if so, in what amount.
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The Board has delegated to the regional boards final authority to
issue clearances or make refund agreements in cases involving aggre-
gate renegotiable profits of $800,000 or less. If, in a refund case, the
contractor refuses to accept the determination, i.e., declines to enter
into an agreement, the regional board issues an order directing the
payment of the refund. From such an order, the contractor has a right
of appeal to the Board.

In cases involving more than $800,000 renegotiable profits, the re-
gional boards do not have final authority, and their recommendations
must be approved by the Board before refund agreements may be
executed or clearances issued. If a regional board recommendation
is not acceptable to either the Board or the contractor, the case is reas-
signed from the regional board to the Board for further processing and
completion.

Reassigned cases are handled initially by divisions of the Board
consisting of one or more Board members. The divisions make rec-
ommendations to the full Board for the final disposition of the cases.

Contractors may obtain a redetermination of any final order of the
Board by filing a petition in the Tax Court of the United States.

II. Changes in Regulations During the Fiscal Year

Following are the more important changes in the regulations in
the fiscal year ended June 30, 1966:

1. The regulations were amended to add Part 1450 dealing with
the responsibilities and conduct of the Board’s regular and special
employees. This regulation implements Executive Order 11222.

2. The Board extended through December 31, 1964, the exemption
of prime contracts for water transportation by common carrier at
rates not in excess of rates regulated by the Federal Maritime Com-
mission, and prime contracts with the Military Sea Transportation
Service at established rates based upon the manifest measurement or
weight of cargo.

3. The “stock item” exemption applicable to sales of materials cus-
tomarily purchased for stock in the normal course of the purchaser’s
business was further extended by the Board through June 30, 1966.
This exemption has been in effect throughout the life of the Act.

4. The regulations were amended to make clear the authority of
the Board to determine a contractor’s income or costs under such
method of accounting as, in the opinion of the Board, properly reflects
such income or costs, and to allocate costs allowable under the Internal
Revenue Code not only between renegotiable and nonrenegotiable
business, but also between fiscal years, as required to obtain a proper
reflection of renegotiable profits.
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III. Changes in Operating Procedures During the Fiscal
Year

The Board expanded its data processing operations to control at each
step the processing of all filings.

IV. Filings; Screening, Processing, and Completions

A. FILINGS BY CONTRACTORS

Every contractor having renegotiable business in excess of the stat-
utory minimum must file a report with the headquarters of the Board.
The number of such above-the-floor filings received by the Board in
fiscal 1966 was 3,387. The number of filings received in the preceding
fiscal year was 3,673.

Contractors whose renegotiable sales are below the statutory mini-
mum may file reports with the Board, but they are not required to do
so. A considerable number of such contractors usually elect to file.
The number of such below-the-floor filings received by the Board in
fiscal 1966 was 2,610. In the immediately preceding fiscal year the
number of below-the-floor filings was 8,478.

B. SCREENING AT HEADQUARTERS

The processing of contractors’ filings begins at the headquarters of
the Board. In this screening process, each filing which shows renego-
tiable business above the statutory minimum is examined to determine
the acceptability of the contractor’s segregation of sales and allocation
of costs. The available information is then evaluated to determine
whether the filing should be assigned to the field for further processing
or whether it should be cleared at headquarters without assignment.
In fiscal 1966, 3,372 above-the-floor filings (including those of brokers
and manufacturers’ agents) were thus screened. The corresponding
figure for fiscal 1965 was 3,691.

When a contractor’s report shows a loss or obviously nonexcessive
profits, action on the filing is usually completed at headquarters by
the issuance of a notice of clearance without assignment. Of the
3,372 above-the-floor filings screened during fiscal 1966, 2,928, or 87.0
percent, were thus cleared at headquarters without assignment to a
regional board. In fiscal 1965, 3,336 or 90.4 percent of the 8,691
above-the-floor filings were disposed of in a similar manner.

Filings not disposed of as a result of the headquarters screening
process are assigned to the regional boards for renegotiation. In
fiscal 1966, 444 filings were thus assigned.

The average time required for screening a filing was 38 days in
fiscal 1966, as compared with 36 days in fiscal 1965.

C. PROCESSING OF ASSIGNMENTS

Cases assigned to the regional boards generally involve substantial
questions which require time-consuming examination and analysis.
In fiscal 1966, the regional boards completed the processing of 402
assignments; as of June 30, 1966, the number of pending assignments
was 464.

Of the 402 assignments processed by the regional boards in fiscal
1966, 193 were completed by refund agreement, clearance, or decision
not to proceed, and 209 were transferred to the headquarters of the
Board for further processing.

Headquarters completed the processing of 184 assignments during
the fiscal year.

D. COMPLETIONS

As of June 30, 1965, the total number of filings and assignments
pending at headquarters and the regional boards was 772. During
fiscal 1966, the Board received 3,387 new filings and completed the
processing of 8,305 filings and assignments, leaving an ending inven-
tory of 854.

As pointed out earlier, the average time for the processing of filings
in the screening process was 38 days in fiscal 1966. The average time
for the processing of assignments through the regional boards and
headquarters was 16 months. Cases assigned to the regional boards
involve more extensive examination and analysis than those screened
out at headquarters. For this reason the average time for the comple-
tion of such cases is much greater.

V. Renegotiable Sales and Profits

In fiscal 1966, 3,072 above-the-floor filings of contractors, other
than brokers or manufacturers’ agents, were screened. These filings
represented $31.8 billion of renegotiable sales. The comparable figure
for fiscal 1965 was $34.8 billion. The decline is attributable mainly
to decreased procurement in fiscal 1964 and 1965.

The composition of renegotiable sales, as disclosed in contractors’
filings, is set forth in the following table:

Renegotiable Sales Reviewed in Fiscal 1966, by Contract Type

[In millions of dollars]
Total Cost-plus-fized-fee Fized price Other
Amount Percent Amount Percent Amount Percent Amount Percent
Prime con-
tracts__.._. $24,618 77.3 $6,821 27.7 $9,214 37.4 88,584 34.9
Subcontracts. . 7,186 22.6 995 13.8 5,210 72.5 980 13.6
Management *
fees, ete____ 37 0.1 4 10.2 12 32.7 21 57.1

Total.. 31,841 100.0 7,820 24.6 14,436 45.3 9,585 30.1
Nore: Details do not add to totals because of rounding.



The above table, when compared with the corresponding tables
for fiscal 1964 and 1965, shows the effects of a changed procurement
policy. The percentage of CPFF sales dropped from 36.0 percent
in fiscal 1964 to 29.1 percent in fiscal 1965 and 24.6 percent in fiscal
1966, with corresponding increases in the percentages of fixed-price
and “other” sales, the latter including all sales under incentive-type
contracts, as well as sales under price redetermination, time and mate-
rial, and other types of contracts.

Of the 3,072 nonagent contractors whose filings were reviewed
in fiscal 1966, 2,150, with renegotiable sales of $26.9 billion, showed
a profit of $1.2 billion ; and 922, with renegotiable sales of $4.9 billion,
showed a loss of $283 million. Details are given in the tables below :

TaBLE 1.—Sales and Profits of Companies Reporting Net Renegotiable

Profits
[In millions of dollars]
R tiable sales Renegotiable profits
Percent of Percent of
Amount total Amount total
Cost-plus-fixed-fee_ . ____________ $6, 965 25.9 $200 16. 1
Fixed price. .- - ccoocasvssmonasis 11, 051 41. 0 574 46. 1
Other_ _ _____________.__ 8, 899 33.1 471 37.8
Total .. . __ 26, 915 100. 0 1,245 100. 0
TasLe I1.—Sales and Profits of Companies Reporting Net Renegotiation
Losses
{In millions of dollars]
R tiable sales R iation losses
Amount Percentoftotal Amount Percent of total
Cost-plus-fixed-fee. . ____________ $855 17. 3 $7 2.3
Fized prioe.. .« .cnvmanmsnmmamsas 3, 386 68.7 281 99. 2
Other...osuscncomsmsuramsssass 686 13.9 4* 1. 5*
Total . _____ .. 4, 926 100. 0 283 100. 0

*Profit.
Nore: Details do not add to totals because of rounding.

It should be noted that profit and loss figures in the above tables are
net figures, reflecting the presence of both profitable and loss contracts
in individual cases. Also, these figures are based on cost allowances
required for renegotiation purposes. Such allowances differ in
significant respects from costs allowable for procurement purposes.

Renegotiable business, as a whole, is composed of manufacturing,
construction, service, and other activities connected with the national
defense and space programs, often undertaken on contract terms which
differ from terms used in commercial business, and under different
circumstances. These activities are carried on by a variety of
companies that are either wholly, partially, or only nominally in the
defense or space fields. The commercial operations of such com-
panies may or may not be comparable to their renegotiable business.
Moreover, the statutory floor and various exemptions in the Act an-
nually exclude several billions of dollars of defense sales from re-
negotiation. These factors, together with the great diversity of profit
experience among contractors—ranging from losses to excessive
profits—limit the validity of generalizations about the profitability of
defense business as a whole, or of the $31.8 billion of renegotiable sales
reviewed in fiscal 1966.

VI. Excessive Profits Determinations

In fiscal 1966 the Board made 21 determinations of excessive profits
totaling $24,513,962; and, as of June 30, 1966, the Board had also
made, but had not yet incorporated in agreements or orders, additional
determinations in the amount of $1,902,393. From its inception
through June 30, 1966, the Board made 8,737 determinations of ex-
cessive profits totaling $936,455,823.

Also in fiscal 1966, contractors reported to the Board voluntary
refunds and price reductions in the amount of $23,248,982. This
brought the total of such refunds and price reductions reported since
the inception of the Board to $1,269,802,673. These refunds and
price reductions are wholly voluntary, and are to be distinguished
from price reductions made under the terms of price-redeterminable
contracts.

The determinations of excessive profits in the amount of $936,455,823
are after State income tax adjustments but before the deduction of
credits for Federal income and excess profits taxes. As of June 30,
1966, total net recoveries by the Government after such tax adjustments
and credits amounted to $361,132,719. Of this amount, the sum of
$13,049,624 resulted from determinations made during fiscal 1966.
Net recoveries by the Government arising from determinations of ex-
cessive profits are covered into the Treasury as miscellaneous receipts.
They do not revert to departmental funds.
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Determinations of excessive profits, broken down by the Govern-
ment fiscal years in which they were made, are as follows:

Fiscal year Total
1953 $19, 970, 771
1954 119, 463, 169
1955 167, 256, 288
1956 152, 649, 327
1957 150, 991, 300
1958 112, 724, 199
1959 60, 757, 877
1960 52, 708, 003
1961 17, 200, 093
1962 7, 844, 467
1963 10, 069, 536
1964 24, 160, 028
1965 16, 146, 803
1966 24, 513, 962
Total 936, 455, 823

Note: The above total includes determinations of $33,185,470 made pursuant to
the 1943 and 1948 acts.

The annual record of determinations for the period covered
in the foregoing table was influenced by several factors. As late
as 1958, determinations made by the Board reflected the high
profits attributable to the emergency procurement conditions of the
Korean conflict. In the early part of the period, cost-plus-a-fixed-
fee contracts (which generally carry lower profits than other types
of contracts) were used on a relatively small scale. Subsequently,
however, the use of such contracts increased. Thus, although in re-
cent years procurement agencies have been curtailing the use of CPFF
contracts, CPFF sales still constituted a significant part of renego-
tiable sales reported in 1966. As pointed out elsewhere in this re-
port, out of a total of $31.8 billion renegotiable business reviewed by
the Board in 1966, cost-plus-a-fixed-fee prime contracts and sub-
contracts accounted for $7.8 billion, or 24.6 percent of the total. An-
other factor was the curtailment of the Board’s jurisdiction through
increases in the statutory floor and the enactment of various exemp-
tions. Still another factor was the effect of recessionary conditions
prevailing during some of the years in the above table.

The Act provides that the Board shall endeavor to reach an agree-
ment with a contractor on the amount of excessive profits, if any, and
that the Board shall issue an order determining excessive profits only
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if an agreement is not made. Of the 21 determinations of exces-
sive profits made by the Board during fiscal 1966, 15 resulted in agree-
ments between the Board and the contractors involved ; 6 resulted in
the issuance of unilateral orders. As the table below indicates, the

‘Board made 3,737 determinations of excessive profits through June

30, 1966, and 3,361, or 89.9 percent of such determinations, were agreed
to by contractors. These agreements accounted for $677 million, or
72.2 percent, of the total amount of excessive profits determined. De-

tails are as follows:
Ezxcessive Profits Determinations: Agreements and Unilateral Orders:

TaBLE 1.—Number of Determinations
B’m"n'(”. Percent Percent

Total of total By order of total
Through June 30, 1965 __.____. 3,716 3,346 90. 0 370 10. 0
Fiscal year 1966 ___________ 21 15 71 4 6 28.6
Total . __ . 3,737 3,361 89.9 376 10. 1

TasLE IL.—Amount of Determinations

[In millions of dollars]
Total By:‘an‘u- }o’j total By order I;J total
Through June 30, 1965 _ . ___._ $911. 94 $673.97 73.9 $237.97 26. 1
Fiscal year 1966 . _.____.__ 24. 51 2.61 10.6 21. 91 89. 4
Total . - . 936.45 676.58 72.2 259.88 27. 8.

Note: Details do not add to totals because of rounding.

VII. Appeals

When a contractor does not agree with a determination of excessive
profits, the Board issues a unilateral order directing the contractor to
pay to the Government the amount of excessive profits to be refunded.

As shown in the preceding section, 6 of the 21 determinations of
excessive profits made by the Board during fiscal 1966 resulted in
unilateral orders. Under the Act, contractors have a right to petition
the Tax Court of the United States for a redetermination. Four of’
the six unilateral orders issued by the Board during the fiscal year
were appealed to the Court and, as of June 30, 1966, the time for
appealing one order had not expired.
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From the inception of the Board through June 30, 1966, 140 of the
376 unilateral orders issued by the Board were appealed to the Tax
Court. Details are set forth in the following table:

Ezcessive Profits Determinations Taken to the Taz Court as of June 30,

1966
Number of de- Amount of

Fiscal year of Board determination terminat determinations

IR ccsessssissc it e e e e e —— e — — e —————— 0 0
1964 e 7 $310, 119
058 e 12 5, 610, 285
1066 - e 16 12, 678, 321
1087 . s nnnsusssseis s T SRS S S S S SRR RS 25 36, 693, 939
AOBB... s snc sne e e S S S e b e — e 17 31, 506, 588
3 L 11 18, 743, 297
1960 . e 19 27, 252, 429
106 e 10 8, 497, 330
1962 e 3 344, 172
8 L R 8 5, 372, 151
B0 ot ner e e ——————————————————— 5 8, 979, 225
1965 e 3 1, 946, 447
B L 4 4, 325, 518
4 7 (s 140 162, 259, 8§21

During fiscal 1966, the Tax Court disposed of 10 cases. As the
table below indicates, as of June 30, 1966, the Court had disposed
of a total of 101 cases, leaving 39 pending on that date.

Renegotiation Cases in the Tax Court

Closed by
Closed by redetermin-
Total filed Dismissed stipulation  ation Pending

‘Through June 30, 1965_____.____ 136 39 29 23 45
Fiscal year 1966 .. ... ___ 4 4 0 6 (6)
Total as of June 30, 1966. . 140 43 29 29 39

The aggregate amount of excessive profits determinations involved
in the 39 pending cases is $41,091,181.

The 101 cases concluded in the Tax Court as of June 30, 1966 in-
volved Board determinations of excessive profits in the amount of
$139 million. The Court upheld the Board’s determination in 59 of
the 101 cases reviewed; in 5 cases the determinations were increased
and in 87 they were decreased. Details are set forth in the following
table:

Taz Court Action on Board Determinations

Number of Delerminations
Modi-
Jied - Amount of Board Amount of Court
Court action ending in— Total Upheld upward ward determinations redeterminations

Dismissal _________ 43 43 ... ... $39,197, 525 $39, 197, 525
Stipulation_ . ______ 29 2 3 24 66, 818, 411 58, 580, 363
Redetermination. _ _ 29 14 2 13 32, 965, 000 31, 596, 000
Total. ... 101 59 5 37 1138,980,936 ! 129, 373, 888

1 Before State tax credits, except In one case.

Section 108A of the Act, to a limited extent, authorizes appeals of
renegotiation decisions of the Tax Court to appellate courts. As of
June 30, 1966, there was one case pending in the Court of Appeals for
the Fourth Circuit.

VIII. Exemption of Commercial Articles and Services

Section 106(e) of the Act, enacted in August 1956, amended the
previous provisions govemmg the mandatory exemption of standard
commercial articles and services, and substituted new provisions for
contractors’ fiscal years ending after June 30, 1956. The new exemp-
tion was made self-executing with respect to articles meeting certain
conditions while, in case of other articles, it was made available only
upon, application to the Board.

In fiscal 1966, contractors who filed reports with the Board indi-
cated self-application of the exemption in the amount of $438.7 million.
The Board has no way of knowing or estimating how many millions
of dollars of sales were treated as exempt in the fiscal year by contract-
ors who did not file reports with the Board because their renegotiable
sales were below the floor.

In fiscal 1966 there were 264 applications to the Board for commer-
cial exemption. Data respecting Board action on these applications
are set forth in the following table:

Application for Commercial Ezemption

[Sales in thousands of dollars)
Amount of Amount of A nt of
——— Wy e "N
Through June 30, 1965.____. 1,551 $3, €65, 897 $3,399,245 $266, 652
Fiscal year 1966 ... _____ 264 545, 733 527, 667 18, 066
Total.c o ccasasncansa 1,815 4,211,630 3,926,912 284,718
13
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IX. Expenses and Personnel

During the fiscal year the Board continued its efforts to improve
the efficiency of its operations and strictly observed the President’s
directives on control of employment. As a result, for the third con-
secutive year, the Board was able to reduce personnel. At the end of
fiscal 1966 employment was 179 as compared with 184 at the end of the
preceding year.

The number of personnel on duty at headquarters and at the re-
gional boards on June 30 of each fiscal year from 1952 to 1966 and
details of the Board’s expenses during these years are set forth in the
tables below:

Number of Personnel

Fiscal year Total Headguarters m“

1902 =z eesre e o= s s e 558 169 389
[ R ————— 742 178 564
B L R R BRI SRS 639 174 465
1908 cccicnsamsmisssssasuswE s RE RS S S S SRS S 540 193 347
| R —— 466 181 285
L R 359 155 204
1908 s cunnnsnsrsassa s s aneE s s 326 142 184
o —— 301 136 165
1| ST S SR S SR 284 130 154
BOBN oo o s o o s 6 o T e i 271 123 148
1962 e 193 114 79
BOB8. e e e re e e 223 131 92
T S —— 206 121 85
1068 oo nmmmmrsssrr s s vh e R SIS S SR 184 108 76
1960 oo cccncrscnspersunRs R R s R eSS 179 101 78

Renegotiation Board Exzpenses Through June 30, 1966
Fiscal year Total Salaries All other

1982 ..cirnnmsnsnmsnsasnsenmnassste $1, 606, 259 $1,176,003  $430, 256
{1 e 5,093, 308 4, 443, 662 649, 646
L — 5,116,806 4,823,730 293,076
111 1R R 4,388,924 4,159,975 228, 949
b | S 3, 860, 987 3, 632, 357 228, 630
S TR 3,514,032 3, 320, 272 193, 760
1008 ccccuonssmnanissncusssnanses e 3,028,037 2,729, 362 298, 675
L . 3,008, 657 2,702,100 301, 557
1 O ——— 2,814,200 2,511,119 303, 081
{1 (S — 2,011,684 2,600,646 311,038
1982 e et s e 2, 579, 513 2, 246, 385 333, 128
T R —— 2,325,462 2,024,826 300, 636
e —— 2,507,482 2,229,818 277,664
1965 2,576,478 2,286,223 290, 255
- — 2,470,470 2,181,110 289, 360
g T I 47,797,299 43, 067, 588 4, 729, 711
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Twelfth Annual Report of
The Renegotiation Board

For the Fiscal Year Ended June 30, 1967

I. The Purpose and Process of Renegotiation

Profit limitation on defense contracts is a long-established national
policy reflected in a succession of congressional enactments. The limi-
tation of profit margins on naval ship procurement dates from 1934
and on aircraft procurement from 1939. Renegotiation, as such, had
its origin in the Renegotiation Act of 1942. In the Renegotiation Act
of 1943, Congress defined the process more completely and prescribed
specific factors to be considered in determining excessive profits. The
termination date of the 1943 Act was December 31, 1945. Subse-
quently Congress enacted the Renegotiation Act of 1948, which had
limited application.

The present Renegotiation Board, created by the Renegotiation Act
of 1951, has continued the work of the predecessor boards to assure
that no excessive profits are realized by prime contractors and sub-
contractors as a result of the continuing large Federal procurement
outlays for defense and space purposes.

The purpose of the Renegotiation Act as defined by Congress—the
elimination of excessive profits on Government contracts and related
subcontracts—is accomplished both by Board proceedings resulting
in refunds of excessive profits and by the voluntary actions of con-
tractors. Determinations of excessive profits made by the Board dur-
ing fiscal 1967 aggregated $15,980,214, bringing the total since 1951
to $952,436,037, before adjustment for Federal income and excess
profits tax credits. Voluntary refunds and voluntary price reductions,
reported by contractors in connection with renegotiation proceedings,
amounted to $30,318,586 in fiscal 1967. Since the creation of the pres-
ent Board and through June 30, 1967, such reported savings totaled
$1,300,121,259.



A. SCOPE OF RENEGOTIATION

The Act applies only to contracts with Government agencies specifi-
cally named in or designated pursuant to the Act,' and to related sub-
contracts. By virtue of exemptions granted in or pursuant to the Act,
certain contracts even with these agencies are excluded from
renegotiation.

Among the mandatory exemptions provided in the Act are those
which exempt contracts and subcontracts for raw materials or agri-
cultural commodities, contracts and subcontracts with common car-
riers, public utilities and tax-exempt organizations under certain
circumstances, competitively bid construction contracts with some ex-
ceptions, and prime contracts which the Board determines do not have
a direct and immediate connection with the national defense. Contracts
and subcontracts for the sale of new durable productive equipment are
partially exempt from renegotiation, and contracts and subcontracts
for the sale of commercial articles or services are exempt under certain
circumstances.

In addition to the mandatory exemptions provided in the Act, the
Board itself is authorized to exempt certain other types of contracts or
subcontracts from renegotiation. Among the permissive exemptions
granted by the Board pursuant to this authority is the so-called “stock
item” exemption. In general, this exemption applies to sales made to
replenish stocks customarily maintained by a purchaser, except when
the materials are specially purchased for use in performing renego-
tiable contracts.

For purposes of renegotiation, profits are defined as the excess of
the amount received or accrued under renegotiable contracts and sub-
contracts over the costs paid or incurred with respect thereto and de-
termined to be allocable thereto. All items estimated to be allowed as
deductions and exclusions under Chapter I of the Internal Revenue
Code (excluding taxes measured by income) must, to the extent allo-
cable to renegotiable business, be allowed as items of costs. ITere rene-
gotiation differs from procurement ; procurement regulations are more
restrictive with respect to costs that may be allowed for contracting
purposes.

What part, if any, of the profits thus defined is excessive, is deter-
mined on the basis of the statutory definition of excessive profits con-
tained in Section 103 (e) of the Act :

Excessive profits—The term “excessive profits” means the portion of the profits
derived from contracts with the Departments and subcontracts which is deter-

mined in accordance with this title to be excessive. In determining excessive
profits, favorable recognition must be given to the efficiency of the contractor

1 These agencles are the Departments of Defense, the Army, the Navy, and the Air Force,
the Maritime Administration, the Federal Maritime Board, the General Services Adminis-
tration, the National Aeronautics and Space Administration, the Atomic Energy Com-
mission, and the Federal Aviation Agency (now the Federal Aviation Administration).
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or subcontractor, with particular regard to attainment of quantity and quality
production, reduction of costs, and economy in the use of materials, facilities,
and manpower; and in addition, there shall be taken into consideration the

following factors:
(1) Reasonableness of costs and profits, with particular regard to volume

of production, normal earnings, and comparison of war and peacetime products;
(2) The net worth, with particular regard to the amount and source of public

and private capital employed ;
(3) Extent of risk assumed, including the risk incident to reasonable pricing

policies ;
(4) Nature and extent of contribution to the defense effort, including inventive

and developmental contribution and cooperation with the Government and other

contractors in supplying technical assistance ;
(5) Character of business, including source and nature of materials, complexity
of manufacturing technique, character and extent of subcontracting, and rate

of turn-over;
(6) Such other factors the consideration of which the public interest and fair

and equitable dealing may require, which factors shall be published in the regu-
lations of the Board from time to time as adopted.

It is apparent from the statutory language that no formulae or pre-
established rates can be used to determine whether profits are, or are
not, excessive in any given case. Rather, the determination in each in-
stance must reflect the judgment of the Board on the application of
each of the statutory factors enumerated above to the facts of the
specific case.

In eliminating excessive profits, credit is allowed for Federal income
taxes, and adjustment is made for State income taxes attributable
to the nonexcessive renegotiable profits.

Under the statute, renegotiation is conducted not with respect to
individual contracts, but with respect to the receipts or accruals under
all renegotiable contracts and subcontracts of a contractor in the con-
tractor’s fiscal year.

The contracts may vary in form from cost-plus-a-fixed-fee to firm
fixed-price; they may be prime contracts or subcontracts; and they may
relate to a variety of products and services. Also, they may be per-
formed over differing periods: some may be completed within the
contractor’s particular fiscal year, while the performance of others
may extend beyond such year. Accordingly, aggregate renegotiable
profits during any fiscal year of a given contractor will often reflect
the performance of different contracts in different stages of comple-
tion, and may result from an offset of losses or low profits on some
contracts against high or even excessive profits on others. Thus fiscal-
year renegotiation, which deals with aggregate profits, is entirely
different from price adjustment or redetermination of individual con-
tract prices pursuant to contract provisions.

B. ORGANIZATION OF THE RENEGOTIATION BOARD
The Renegotiation Act of 1951 created, for the first time, an inde-
pendent agency, The Renegotiation Board, to administer renegotiation.
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IV. Filings; Screening, Processing, and Completions

A. FILINGS BY CONTRACTORS

Every contractor having renegotiable business in excess of the statu-
tory minimum must file a report with the headquarters of the Board.
The number of such above-the-floor filings received by the Board in
fiscal 1967 was 3,737. The number of filings received in the preceding
fiscal year was 3,387.

Contractors whose renegotiable sales are below the statutory mini-
mum may file reports with the Board, but they are not required to do
so. A considerable number of such contractors usually elect to file. The
number of such below-the-floor filings received by the Board in fiscal
1967 was 2,328. In the immediately preceding fiscal year the number
of below-the-floor filings was 2,610.

B. SCREENING AT HEADQUARTERS

The processing of contractors’ filings begins at the headquarters
of the Board. In this screening process, each filing which shows renego-
tiable business above the statutory minimum is examined to determine
the acceptability of the contractor’s segregation of sales and allocation
of costs. The available information is then evaluated to determine
whether the filing should be assigned to the field for further processing
or whether it should be cleared at headquarters without assignment.
In fiscal 1967, 3,782 above-the-floor filings (including those of brokers
and manufacturers’ agents) were thus screened. The corresponding
figure for fiscal 1966 was 3,372.

When a contractor’s report shows a loss or obviously nonexcessive
profits, action on the filing is usually completed at headquarters by the
issuance of a notice of clearance without assignment. Of the 3,782
above-the-floor filings screened during fiscal 1967, 3,147, or 83.2 per-
cent, were thus cleared at headquarters without assignment to a re-
gional board. In fiscal 1966, 2,928 or 86.8 percent of the 3,372 above-
the-floor filings were disposed of in a similar manner.

Filings not disposed of as a result of the headquarters screening
process are assigned to the regional boards for renegotiation. In fiscal
1967, 635 filings were thus assigned, as against 444 in fiscal 1966, an
increase of 43 percent. Most of the increase occurred in the last quarter
of the fiscal year when the first filings reflecting the surge of Vietnam
procurement were processed. This sharp increase indicated the begin-
ning of an upward trend in the Board’s workload.

The average time required for screening a filing was 48 days in fiscal
1967, as compared with 38 days in fiscal 1966.

C. PROCESSING OF ASSIGNMENTS
Cases assigned to the regional boards generally involve substa.ntial
questions which require time-consuming examination and analysis. In
fiscal 1967, the regional boards completed the processing of 421 assign-
ments; as of June 30, 1967, the number of pending assignments was
8.
67Of the 421 assignments processed by the regional boards in ﬁscal
1967, 213 were completed by refund agreement, clearance, or decision
not to proceed, and 208 were transferred to the headquarters of the
Board for further processing. )
Headquarters completed the processing of 201 assignments during
the fiscal year.

D. COMPLETIONS
As of June 30, 1966, the total number of filings and assignments
pending at headquarters and the regional boards was 854. During
fiscal 1967, the Board received 3,737 new filings and complet?d the
processing of 3,561 filings and assignments, leaving an ending inven-
tory of 1,030. .

As pointed out earlier, the average time for the processing of ﬁlx.ngs
in the screening process was 48 days in fiscal 1967. The average time
for the processing of assignments through the regional boards and
headquarters was 15 months. Cases assigned to the regional boards
involve more extensive examination and analysis than those screened
out at headquarters. For this reason the average time for the com-
pletion of such cases is much greater.

V. Renegotiable Sales and Profits

In fiscal 1967, 3,447 above-the-floor filings of contractors, other than
brokers or manufacturers’ agents, were screened. These filings repre-
sented $33.1 billion of renegotiable sales. The comparable figure for
fiscal 1966 was $31.8 billion.

The composition of renegotiable sales, as disclosed in contractors’
filings, is set forth in the following table:

Renegotiable Sales Reviewed in Fiscal 1967, by Contract Type

[In millions of dollars]
Total Cost-plus-fired-fee Fized price Other
Amount Percent Amount Percent Amount Percent Amount Percent

Prime con-

tracts_ ... $24,785 74.8 $5,286 21.3 $10,877 43.9 $8,623 34.8
Subcontracts.. 8,309 25.1 731 8.8 6,409 77.1 1,169 141
Management

fees, eto____ 31 .1 3 9.7 3 97 25 80.6

Total... 33,124 100.0 6,020 182 17,288 52.2 9,816 29.6

NotE: Details do not add to totals because of rounding.


https://mcrea.se

The above table, when compared with the corresponding tables of
earlier fiscal years, shows the continuing effects of a changing pro-
curement policy. The percentage of CPFF sales dropped from 36.0 per-
cent in fiscal 1964 to 29.1 percent in fiscal 1965, 24.6 percent in fiscal
1966, and 18.2 percent in fiscal 1967. There were corresponding in-
creases during the period in the percentage of fixed-price sales. The
percentage of “other” sales, which include sales under incentive-type
con'tzmts, rose in fiscal 1965 and 1966 but declined slightly in fiscal
1967.

Of the 3,447 nonagent contractors whose filings were reviewed in
fiscal 1967, 2,712, with renegotiable sales of $28.9 billion, showed a
profit of $1.4 billion, and 735, with renegotiable sales of $4.2 billion,
showed a loss of $272 million. When compared with earlier fiscal years,
these figures indicate a considerable decline in both the number of
“loss” contractors and the amount of “loss” sales. Details are given
in the tables below :

TasLe I.—Sales and Profits of Companies Reporting Net Renegotiable

Profits
[In millions of doliars)
Renegotiable sales Renegotiable profits
Amount  Percent of total Amount  Percent of total
C'ast-plus-ﬁxed-fee ............. $5,332 18. 4 $153 10. 6
Fixed price. . ._________________ 14,156 49.0 785 54. 4
Other_________________________ 9,426 32.6 505 35. 0
Total_ __________________ 28,914 100. 0 1,443 100. 0
TapLe I1.—Sales and Profits of Companies Reporting Net Renegotiation
Losses
[In millions of dollars]
B Renegotiable sales Renegotiable losses
Amount  Percent of total Amount  Percent of total
C.ost-plu_s-ﬁxed-fee ______________ $688 16. 3 0 0.0
Fixed price_ ___________________ 3,132 74. 4 $261 96. 0
U7 T S 391 9.3 11 4.0
Total oo _____________ 4,210 100. 0 272 100. 0

Nore: Details do not add to totals because of rounding.

It should be noted that profit and loss figures in the above tables
are net figures, reflecting the presence of both profitable and loss
contracts in individual cases. Also, these figures are based on cost
z_zllo.wa.nces required for renegotiation purposes. Such allowances differ
In significant respects from costs allowable for procurement purposes.

Renegotiable business, as a whole, is composed of manufacturing,
construction, service, and other activities connected with the national
defense and space programs, often undertaken on contract terms
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which differ from terms used in commercial business, and under
different circumstances. These activities are carried on by a variety
of companies that are either wholly, partially, or only nominally in
the defense or space fields. The commercial operations of such com-
panies may or may not be comparable to their renegotiable business.
Moreover, the statutory floor and various exemptions in the Act
annually exclude several billions of dollars of defense sales from
renegotiation. These factors, together with the great diversity of
profit experience among contractors—ranging from losses to excessive
profits—limit the validity of generalizations about the profitability
of defense business as a whole, or of the $33.1 billion of renegotiable
sales reviewed in fiscal 1967.

VI. Excessive Profits Determinations

In fiscal 1967 the Board made 18 determinations of excessive profits,
totaling $15,980,214. From its inception through June 30, 1967, the
Board made 3,755 determinations of excessive profits, totaling
$952,436,037.

Also in fiscal 1967, contractors reported to the Board voluntary
refunds and price reductions in the amount of $30,318,586. This
brought the total of such refunds and price reductions reported since
the inception of the Board to $1,300,121,259. Such refunds and price
reductions are wholly voluntary, and are to be distinguished from
price reductions made under the terms of price-redeterminable
contracts.

The determinations of excessive profits in the amount of $952,436,-
037 are after State income tax adjustments but before the deduction
of credits for Federal income and excess profits taxes. As of June
30, 1967, net recoveries by the Government after such tax adjustments
and credits amounted to $369,386,976. Of this amount, the sum of
$8,254,257 resulted from determinations made during fiscal 1967. Net
recoveries by the Government arising from determinations of exces-
sive profits are covered into the Treasury as miscellaneous receipts.
They do not revert to departmental funds.



Determinations of excessive profits, broken down by the Govern-
ment fiscal years in which they were made, are as follows:

Fiscal year Total
0 e e e e e $ 19,970,771
O o i i e i o 119, 463, 169
IO e R R R S A S 167, 256, 288
L S Y S 152, 649, 327
00T oo s e e e e e 160, 991, 300
A8 e S R S e 112, 724, 199
OO i e e e s R A e A R 60, 757, 877
THOD . i et e e s i o i s e e e e 52, 708, 003
ML e e e e e ey 17, 200, 093
1] I W 7, 844, 467
1008 v e R R 10, 0689, 536
BB e s e s S i e e s e e 24, 160, 028
1965 ___ LT e I e s e e s 16, 146, 803
900 e ne e e e e e 24, 513, 962
1967 o e o 5 R S S S R R 15, 980, 214
i 11 ) — ———— 952, 436, 037

Nore: The above total includes determinations of $33,185,470 made pursuant
to the 1943 and 1948 acts.

The annual record of determinations for the period covered in the
foregoing table was influenced by several factors. As late as 1958,
determinations made by the Board reflected the high profits attribut-
able to the emergency procurement conditions of the Korean conflict.
In the early part of the period, cost-plus-a-fixed-fee contracts (which
generally carry lower profits than other types of contracts) were used
on a relatively small scale. Subsequently, however, the use of such
contracts increased. Thus, although in recent years procurement agen-
cies have been curtailing the use of CPFF contracts, CPFF sales still
represented 18.2 percent of the total of $33.1 billion renegotiable busi-
ness reviewed by the Board in fiscal 1967. Another factor was the
curtailment of the Board’s jurisdiction through increases in the statu-
tory floor and the enactment of various exemptions. Still another
factor was the effect of recessionary conditions prevailing during
some of the earlier years. Because of the normal time lag between
the award of a contract and the reporting of receipts and accruals
thereunder for renegotiation, as well as the time required for the
processing of a renegotiation case, the effect of accelerated Vietnam
procurement is not reflected in the table.

The Act provides that the Board shall endeavor to reach an agree-
ment with a contractor on the amount of excessive profits, if any, and
that the Board shall issue an order determining excessive profits only
if an agreement is not made. Of the 18 determinations of excessive
profits made by the Board during fiscal 1967, 14 resulted in agree-
ments between the Board and the contractors involved ; 4 resulted in
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the issuance of unilateral orders. As the table below indicates, the
Board made 3,755 determinations of excessive profits through June
30, 1967, and 3,375, or 89.9 percent of such determinations, were agreed
to by contractors. These agreements accounted for $682 million, or
71.6 percent, of the total amount of excessive profits determined.
Details are as follows:

Ezxcessive Profits Determinations: Agreements and Unilateral Orders:
TasLE L.—Number of Determinations

By agree- Percent Percent

Total ment of total By order of total

Through June 30, 1966__________ 3,737 3,361 89.9 376 10. 1
Fiscal year 1967________________ 18 14 77.8 4 22. 2
Tl =i 3,755 3,375 89. 9 380 10. 1

TasrLe IL.—Amount of Determinations

{In millions of dollars)
p- P Percent
Total Bm" o]'l'o.i;’r By order o;'(alal
Through June 30, 1966_._.  $936.46  $676. 58 72.2  $259. 88 27. 8
Fiscal year 1967__________ 15. 98 5.75 36. 0 10. 23 64. 0
Total . _ ___________ 952. 44 682. 33 71. 6 270. 11 28. 4

Note: Details do not add to totals because of rounding.

VII. Appeals

When a contractor does not agree with a determination of excessive
profits, the Board issues a unilateral order directing the contractor
to pay to the Government the amount of excessive profits to be
eliminated.

As shown in the preceding section, 4 of the 18 determinations of
excessive profits made by the Board during fiscal 1967 resulted in
unilateral orders. Under the Act, contractors have a right to petition
the Tax Court of the United States for a redetermination. One of the
four unilateral orders issued by the Board during the fiscal year was
appealed to the Court and, as of June 30, 1967, the time for appealing
three orders had not expired.

From the inception of the Board through June 30, 1967, 142 of the
380 unilateral orders issued by the Board were appealed to the Tax
Court. Details are set forth in the following table:
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Ezcessive Profits Determinations Taken to the Taz Court as of

June 30, 1967
Number of Amount of
Fiscal year of Board determination determinations determinations

1908 - - cis s sonmsassmsmnrs T S SRR 0 0
BB o e e e R ——— 7 $310, 119
L I S 1 12 5, 610, 285
IOB0.. o ccvivmsmsn s eSS S s R s 16 12,678, 321
5 1 1, I ST e S 25 36, 693, 939
1808 .. - s assassssR sse R T SRR R S SRS SRR 17 31, 506, 588
A i e s e s S R S e ST 11 18,743, 297
1960 - e 19 27, 252, 429
IO o s b o T b e e 10 8, 497, 330
1002. . .o ccimmm e s s e n eSS S S S S 3 344, 172
BOBT. o s SR S A S R S 8 5, 372, 151
{1 .7 R S D e SEP PRSP R S I S 5 8, 979, 225
1965 - e 3 1, 946, 447
1966 - e 4 4, 325, 518
OOt e S e S s 2 8, 643, 907

Totals . - csnsoccnmmmssnsmssnusmrsessms s 142 170, 903, 728

During fiscal 1967, the Tax Court disposed of 10 cases. As the table
below indicates, as of June 30, 1967, the Court had disposed of a
total of 111 cases, leaving 31 pending on that date.

Renegotiation Cases in the Taz Court
Closed by Closed by

Total stipula- redeter-
filed  Dismissed tion mination Pending
Through June 30, 1966.__________ 140 43 29 29 39
Fiscal year 1967 . ______________ 2 6 4 0 (8)
Total as of June 30, 1967__ 142 49 33 29 31

The aggregate amount of excessive profits determinations involved
in the 31 pending cases is $26,331,181,

The 111 cases concluded in the Tax Court as of June 30, 1967, in-
volved Board determinations of excessive profits in the amount of
$161 million. The Court upheld the Board’s determination in 65 of the
111 cases reviewed; in 6 cases the determinations were increased and
in 40 they were decreased. Details are set forth in the following table:

Taz Court Action on Board Determinations

Number of Determinations
Modi-  Modi-
fied fied

. Ez up- down- Amount of Board Amount of Court
Court action ending in— Total ward ward determinations redeterminations
Dismissal __________ 49 49 ____ ____ $46, 807, 525 $46, 807, 525
Stipulation_ . . _____ 33 2 4 27 81, 418, 411 73, 180, 363
Redetermination . _ _ 29 14 2 13 32, 965, 000 31, 596, 000
Total . . . ___. 111 65 6 40 1161, 190, 936 1151, 583, 888

1 Before State tax credits, except in one oise,
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Section 108A of the Act, to a limited extent, authorizes appeals of
renegotiation decisions of the Tax Court to appellate courts. As of
June 30, 1967, there were two cases pending in the Courts of Appeals.

VIII. Exemption of Commercial Articles and Services

Section 106 (e) of the Act, enacted in August 1956, amended the pre-
vious provisions governing the mandatory exemption of standard com-
mercial articles and services, and substituted new provisions for con-
tractors’ fiscal years ending after June 30, 1956. The new exemption
was made self-executing with respect to articles meeting certain condi-
tions while, in the case of other articles, it was made available only
upon application to the Board.

In fiscal 1967, contractors who filed reports with the Board indicated
self-application of the exemption in the amount of $772.6 million.
The Board has no way of knowing or estimating how many millions
of dollars of sales were treated as exempt in the fiscal year by con-
tractors who did not file reports with the Board because their renego-
tiable sales were below the floor.

In fiscal 1967 there were 251 applications to the Board for commer-
cial exemption. Data respecting Board action on these applications
are set forth in the following table :

Application for Commercial Exemption

[Bales in thousands of dollars]
Amount of Amount of Amount of
Number of exemptions exemplions exemptions
applications applied for approved denied
Through June 30, 1966 _ - 1,815 84,211,630 $3, 926,912 $284,718
Fiscal year 1967__________ 251 671, 901 636,611 35, 290
Total. cosemscsncss 2,066 4,883,531 4,563,523 320, 008

IX. Expenses and Personnel

During the fiscal year the Board continued its efforts to improve
the efficiency of its operations and strictly observed the President’s

directives on control of employment.
The number of personnel on duty at headquarters and at the re-
gional boards on June 30 of each fiscal year from 1952 to 1967 and
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details of the Board’s expenses during these years are set forth in
the tables below :

Number of Personnel

Regional
Fiscal year Total Headquarters Boards
1962 e 558 169 389
L9083 - o s s s 742 178 564
1954 .- o cocnosvommsmsscrsrsnmnserEE S ReEER 639 174 465
1988 = oo v o s a s s s S S 540 193 347
1900 - s s e e e e S i 466 181 285
1967 e imee—o- 359 155 204
1958 e 326 142 184
1959 o o s s i s S 301 136 165
19605 o oo mvrmns s oS e SRS S SRS 284 130 154
Er 11| O N e ST - I 271 123 148
L LU 193 114 79
1963 oo 223 131 92
1964 . 206 121 85
1965 - xcivcossmnenmmmnssssrsssEs seREES 184 108 76
1980 - == s s s s S eSS 179 101 78
LOBT . e i i i m i 178 102 76
Renegotiation Board Expenses Through June 30, 1967
Fiscal year Total Salaries Al other

992 = o cescer e e ce s nr anr s s $1, 606, 259 $1, 176,003 $430, 256
1953 . 5,093, 308 4, 443, 662 649, 646
19564 _ . 5,116,806 4, 823,730 293, 076
1955 ... 4, 388,924 4,159, 975 228, 949
1966 cnvmnsnnmmne semssssmrs s s 3,860, 987 3, 632, 357 228, 630
1957 = oo comumsmnmen sonsms s ERES 3,514,032 3, 320, 272 193, 760
BOO8-. o comcms s S s ——— 3,028,037 2,729, 362 298, 675
1959 . 3, 003, 657 2,702, 100 301, 557
1960 __ . __ ... 2, 814,200 2,511,119 303, 081
1961 ... 2,911,684 2, 600, 646 311, 038
1962 . vncvns v n s e s v 2,579,513 2, 246, 385 333,128
1983, v mmummnmss e e S T & 2, 325,462 2, 024, 826 300, 636
| | 111 SO RSP S 2, 507,482 2, 229, 818 277, 664
1966 - . __ 2,577,345 2, 286, 223 291, 122
1966 __ .. 2, 468, 887 2, 180, 394 288, 493
1967 _ . 2, 536, 337 2, 238, 684 297, 653
Total. nvimsmmeesresmemesmass 50, 332, 920 45, 305, 556 5, 027, 364

14 U.S. GOVERNMENT PRINTING OFFICE: 1967
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