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The Homorable Wemdell Wyatt 7 }/- o/ ? 7

House of Representatives

Dear Mr. Wyatt:

On February 12, 1974, you asked thaet we comsider a complaint to
you from Mr, Robert H. Nyssen, President, B. P. Joha, and provide you
with our findings and views. Specifically, Mr. Hysseam complained
that the Renegotiation Act requires an endless emount of detsiled
bookkeeping, filing, and meintaining of reports, and he provided exam-
ples. He also stated that the Renegotiation Board (1) identifies the '~
refunds it obtains only in gross figures eand does not disclose the
net amounts recovered, (2) does mot submit figures on what it costs
industry to comply with its re tions end Mr. Hyssen feels these
costs are astronomical, and (3) does not meke apperent the burden it
places on other Government agencies.

Mr. FNyssen requested thet you consider (1) heving the Congress
revise and update the law so that it is consistent with the original
meaning and intent, (2) asking GAO to review to determine whether
renegotiation is cost effective, and (3) permitting the act to expire
June 30, 197h.

On May 9, 1973, we completed & review of the operations and
activities of the Renegotietion Board and & copy of our report to
the Congress is enclesed. In that report we made & number of recom-
mendations to the Congress and the Remegutiatiorn Board to improve
the operations and effectiveness of the Board. In addition, the

. Government Activities Subcommittee of the House Committee on Govern- = * - ~

ment Operations reviewed the operations of the Renegotiation Board

and proposed meny chaenges in the Remegotietion Act and the Board's
operations in the Committee’s report dated December 16, 1971. Fur-
ther, the Commission on Govermment Procurement mede four recommenda~ ' '
tions with respect to renegotiation. These are discussed on pages

47 and 48 of the GAO report memtioned above.

Our comments on Mr. Hyssen's specific complaints follow,

We talked with Renegotiation Bsard officiels eabout the type of
situation Mr. Nyssen described in his examples of the minute detail
required by the Remegotiation Aet regulatioms. These offieials told
us that a difference in color of cheirs would mot ordinarily make &
nonrenegotiable item renegotisble (see Renegotiation Regulations
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1467.47). However, the blue and brown chairs mey have been purchased
by the General Services Administration for stock and, as such, were
exerpt from renegotiation under the exemption for comtracts which do
not have & direct and immediate comnection with the national defemse.
The red and greem chalirs which Mr. Hyssen believes are remegotiable
were probably purchased under Federal Supply Schedule contracts or
directly by 2 military depertment. These sales may also be exempt
under the standard commercial item exemptionm.

We believe it highly Gesirable for Mr. Hyssen to discuss his
situation and related recordkeeping requirements with the Renegotia=-
tican Board. The Board is eanxious to asslist comtrectors im avoiding
unnecessary expense that msy result from incomplete understanding of
reguirements or available exemptions.

Mr. Eyssen's second example is correct to the extent that sales
to the Stete Department as well as to most other Government agencies
are not subject to renegotiation whereas seles to the military depart-
ments are., Hovwever, &s indleated previously, the products being sold
by B. P. John may qualify for the commercial item exemption. Sales
to Covermment agencies not nemed in or designeted pursusnt to the
aet are pot subject to remegotiation but such sales sre ineluded in
the commercial sales baszse t0o determine whether all sales of the pro-
éuet qualify for the commercial item exemption.

We reviewed available public informetion to determime whether
the Board identifies only gross refunds and does "not reflect the
net which in many eases would reduee the figure as mmch as 75 per-
cent.” We found that, although the Board does not show annual net
racoveries in its annual reports;, it does show the aggregate net
amount after deduetion of Federal income taxes from inception of the
Renegotiation Act to the date of the anmual report.

Also, we found that the Board set out annual net sacunt figures
in its Februwary 17, 1972, presentation (conteined in the hearing
record) to the Subcommittee on Housing eamd Urban Development-Space- . . ., .-
Science~-Veterans of the House Committee on Appropriations. The T
saount of gross excessive profit determinations and the net recov-
eries were shown for each of fiseal years 1961 through 1971. From
the data for that period, we compute that net recoveries amount to
sbout 53 percemt of gross determimations. The differemce is mainly
accounted for by the related Federal income tax that is deduected
from the excessive profit determination in each case s0 that & com-
peay required to make & refund of excessive profits can avold the
pepervork and costs of applying for & Federal tax refund.
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Mr. Hyssen suggests that the Bserd Jjustifies its existence on
the basis of refunds it has preocured from imdustry. Whlle this may
eppeer to be in part correet, cme of the supporters of the 1951 aet,
Mr. Carl Vinson, in testimony before the House Ways and Means Commit- -
tee in August 1950, stated: YRenegotistion is mot & revenue measure.
# # ¥ The objective of remegotistion is mot to raise revemue but to
hold prices down.” Obther Govermment officials have indicated their
belief that the existence of renegotiation prevents exgessive profits
by inducing econtractors to price more clesely. If these views are
eccepted, then an important justifieation for the Board's existence
is the aveideanee, rather than the reeovery, of excessive profits.
Unfortunately, the amount of exzcessive profit avoided canmot be
ressured.

Cur examination lndicates that Mr. Nyssen is correct 1n steting
thet the Board does not submii figures of the cost to imdustry for
ecomplisnce with its regulations. There is no doubt that comtractors
ineur costs in recordkeeping to comply with the Remegotiation Act.
Bowever, we know of no information readily available that would
disclose the amount invelved.

We are currently completing additional reviews that relate to
renegotiation, We will furmish you with copies of the reports when
they are issued. In our future reviews of the Boerd, we will coa-
gider the feagibillty of determining the cost effectiveness of
renegotiation.

If we can be of further assistance, please eall upon us.

Sisgerely yours,

iz

Comptroller General
[Deputy of the United States
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