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Mr. G-oliGE, from the Committee oni Finiance, submitted the
following
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[To accompanyff. It. 33951

The Committee on Finance, to whom was referred the bill (H. R.
3395) to extend through December 31, 1945, the termination date
under the Renegotiation Act, having considered the same, report
favorably thereon without amen(lment and recommend that the bill
do pass.

EXTENSION OF RENEGOTr ATION TERMINATi10N DATE

Section 1 of the bill extends through December 31, 1945, the ter-
mination date of the Renegotiation Act, Under the Revenue Act of
1943, the termination date for renegotiation'of war contracts was
fixed as December 31, 1944, unless hostilities terminated at an earlier
date. However, the, President was given authority under the act
to extend the date for termination of renegotiation of war contracts
to June 30, 1945 if he found and so declaredd by proclamation that
competitive conditions had not been restored. The President -by
proclamation, dated November 14, 1944, extended the termination
date to June 30, 1945. This bill extends the termination date to
December 31, 1945, unless hostilities terminate at an earlier date.
Ultlike existing law, the President- is given no authority to alter the
termination date.

It seems to be reasonably clear that competitive conditions will not
be restored before December 31, 1945, and for that reau in the exten-
sion of the act through December 31, 1945, is recommeL ded by your
committee. It was pointed out by representatives of the departments
who requested this extension that this would be helpful to many con-
tractors, who otherwise might be-forced to pay excessive profits on
part of a year whereas if the.whole year were considered a different
result might obtain. %

Section 1 also amends the provisions of existing law so that the act
applies to profits which are determined, under reg lations prescribed
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by the War Conttracts Price Adjustment Board, the agency charged
wvithl riv)Olnsilbility for the ad(lmlllistrtilidnl of the Statltte'; to he rIe.Ioll-,
anly lhlocable, to performiance- prior to the termi nation (late'. Inas-
mu11lch as this aInendnient, confers upn011 the Boir(d b)roa(d discretionary
power ill deterlm1illing itemlls of ilncolmle which falll withlinl the scope of
tihe ac(t, your comllitttee, Wvislhes to a(lopt aS it part of this rlp)ort, the
following statellmenlt, ill th'e report of thle Comm11l1ittee onl Wiys and
Meals of the House, inictig crtliln lillitations WhiClh the. Co11-
mnittee felt were atltnched( to the use of that, power, together wvith the
statemellnt of thle, Chairmian of the War Contracts Price Adjustment
Boa rd.

In adflition to exten(ling the termination (late under the lBenegotiation Act,
Section 1 antell(ns tlie provisions of the existing Inla which measure those l)rofitts
at tribute able toperformancee prior to tlhe terminiation date, In tlhe or(linary case
hle plresellt law applies the act, to those l)rofits received or accrued prior to t lie

terminijatloll (late. Your committeebill applies the act. to profits which are
(leterniflne(l, nd(ler regulations p)rescril)e(l by the War Condtracts Price A(djustmeiit.
Boar(l, thle agency charge(l witlI thle retl)onsil)ility for the administration of thle
statutte, to be1 reasonably allocable to performance prior to the termination date.
It is not intend(le that thle War Contracts Price Adjustment Board should uise
the powers centainedl herein to bring within tile sCope of the Renegotiation Act
any itenis of income which are not. attributable to the contractor's performianlce
under his war contracts prior to tle termination (late, nor should the. Boar(l in
tHe case of a contractor who uses t le or(linary accrual nietho(l of accounting an(l
whose(- fiscal year is t le caleld(lar year deviate substantially from the principles of
accountmiling for F'e(leral tax p)url)oses which (leterinine in what fiscal year receipts
an(l acecrials fall. In tihe case of a contractor whose flseal year commences prior
to, but en((s after tle terniination (late, the saine primicih)les of accounting shoul(l
be followed ill (leteriimiing renegotiable business for the perio(l prior to the terini-
niation date, blut ill siulell a case tile \Var Price A(djustinent Board will have flexi-
bilit v in attributing costs to this reniegotiablie business so that equitable results
Inna be a(veoliplislie.(l

''llhe reasons for tHls change arc more fully set forth in the following statement
nia(le iln thteg public hearings onl tllis legislation by thle Chairman of the Var Coni-
tracts Price A(jilIstilnent. Board aid(l miiade it )art of this report.

5STIATEMiENT OF (CIHAIRMIAN OF WVAR CONTRACTS PRICE ADJUSTMENT BOARD
In col111eCtiOll within the extension of the act there alre a number of broa(d technical

and ad(lmiln1istrative cotli(lerations which amo extremely important to th(e War
Cont r'acts Prico Adj ustluient. Board and to tho agencies of the various departments
charged witlh the res-ponsibility of a(lidimititoring the act. Thle problem of (levising
in simliple blut vot effectiveolet~ho(l of termiinating thle application of the act in 8uCh a
manner as will fully protect the liltorests of tho Government but will at the sanie
tilne treat, contractors fairly and e(lital)ly hlas caused soine concern, All con-
tractors (10 not use the saieo mnet1hod of accouiting nor (do they all operate on1 a
calendar-year basis, If a specific (lato is use(l- for thle tei'mination of tilhe Rcnicfo-tiatlon Act., there Is inin'ie(liately p)resentd(1 the technical and administrative
p)rol)leins ilIci(Ielital to unusual accounting methods, such as thCe completed-
colit ract method, the 1)(ercenitge-of-copletlloiimethod, and other unusual systems
of reporting Income 1nd1( ded(luctIons, Moreoveir, difficulty is oncointere(l in
(leterlinimlng the most, equitable method of treating th(e parts of years subject to
renegotiation of thoso contractor who have fiscal years beginning prior to the
terniilhntioii (lato ami(l eiiming after the termination date,

1' Undlor the comi)lote(l-contraet method of accounting and certain other unusual
systems of keel)ing books, such as the complet-ed-ship basiW or completed-job basis,
contractors defer-the roportilg of income and costs attributable to the long-term
contract until the year in which tho contract. or ship or job is completed. In the
case of the WVar IDepartment this Is a relat.ivdy minor consideration, but in the
Navy, long-term contracts, particularly those for ship construction, constitute
nubstantial renegotiable business. It seems only fair that renegotiation should be
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applied to the profits under such contracts attributable to performance up to the
termination date irrespective of the contractor's method of accounting. Other-
wise such contractors would have a substantial advantage over other contractors
similarly situated who employ the ordinary accrual-method of accounting.
"With respect to those contractors whose fiscal years commence prior to the

termination date and end after the termination date, several problems are pre-
sCllted.. Inventories, depreciation, rent, insurance, property taxes, and many
other items of Oxpense are often accounted for only on an annual basis and do
not with exactitude lend themselves to monthly accounting, It is believed
ilml)racticable and even impossible to apply the ordinary income-tax rules of
accounting to periods of time shorter than the accounting period used by the
contractor for tax purposes. In many cases contractors will find themselves
with substantial amounts of income falling within the portion of their fiscal year
subject to renegotiation, but with the costs or expenses attributable thereto
incurred by income-tax law standards in a period after the termination date.
These comnplox and technical considerations make precise legislative rules with
respect to the termination of renegotiation difficult to formulate. A careful
effort has been made to prepare for your consideration definite statutory rules
which would bring within the scope of the Renegotiation Act that income which
is properly applicable to performance up to the termination date and those costs
and expenisec which are fairly attributable thereto, but which would not at the
salme time operate unfairly or Inequitably to any contractor. So far no one
has been able to formulate specific rules which can be said with certainty to
achieve these alms.

"In view of these difficulties, it is the opinion of the War Contracts Price Adjust-
ment Board that the interests of both the contractor and the Government will
be best served if the language of the bill gives a degree of flexibility in the handling
of this situation. It is believed that the bill which has been introduced by the
distinguished chairman of this committee will serve the best Interests of both

the Government and the contractor In this connection.
"In suggesting the adoption of a statutory provision which would permit the

handling of this intricate situation through the general regulatory powers of the
NTar Contracts Price Adjustment Board, I assure you that, it is neither the desire
nor the purpose of the Board to use such powers in any way to bring within the
scop)e of the Renegotiation Act any items of income which are not attributable
to the contractor's performance under his war contracts prior to the termination
(late; nor is it the purpose of the Board in the case of the contractor who uses the
ordinary accrual method of accounting and whose fiscal year is the calendar year
to deviate.substantially from the principles of accounting for Federal tax pur-
poses which determine in what fiscal year receipts and accruals fall. Ordinarily
the renegotiable business of such a contractor on the calondar-year basis would
be determined by these principles.

"In the ease of a contractor whose fiscal year commences prior to but ends
after the termination date, it would be our purpose generally to follow the same
principles of accounting in determining renegotiable business for the period prior
to the termination 'date, but in such a case, for the reason stated above, I beieve
the War Contracts Price Adjustment Board should have sufficient flexibility in
attributing costs to this renegotiable business so that equitable results may be
accompllished."

TERMINATION OF REPRICING OF WAR CONTRACTS

Section 2 of the bill fixes a termination date for the provisions of
title VIII of the Revenue Act of 1943, relating to repricing of war
contracts, so that it will not apply to any contract with a depart-
ment or any subcontract made after December 31, 1945. Under the
existing law, the repricing provisions will apply to all contracts
with a department or any subcontract made prior to the date pro-
claimed by the President or fixed by the Congress in a concurrent
resolution as the date of termination of hostilities in the present war.
Under the bill as it passed the House, if the date oI termination of
hostilities in. the present war does not occur prior to December 31,
1946, the repricing provisions of title VIII will terminate on that date
with respect to contracts or subcontracts entered into after that date;



EXTENSION OF REN EGOTIATriON ACT

die Reniegotiatioi Act, wvill. terminiate with respIect to profit' attrib-
utablo to p)erfolrmlahIe after D)ecember 31, 19415. After extended
consideration you r committee is inclined to the view that the repricig
)lovisiohs should( toreiinate ini the manner provi(lded in the House MilT.
Lerious COllsie(r&atiolp was givell to a suggestion that the bill might
be ameln(I(l( to pro video that tile repricing power should terminate on

the6 (bito specified Nith respect to contracts and stlbcontractqs Inaci
priol' to that (late, its oell as with respect to contracts madiclthereafter,

It was pointed out, however, that if this amenliment, were adopted
there- W0o11I(l 1) at 1111tiiriil telndelncy oil the p)art of the (lepaLrtlimets to
make stureo that all outstandhing contracts were repriced prior to Do-

cember 31, 1945), on 1)itbsis whiich would assure at favorable price to
the Govermileint onl deliverios Ini(le after that date. 'T'here would
also l)e a tondency oni the part of the contractors to resist. this repric-
inlg and, in1 order to (lelay it until aftor I)ecember 31, 1945, to refuse
to agree to a now price. Uinlder theseC circumstanceCs the departments
woi1I(l prol)ably resort to tlhe oExvensive us(3 of the provisions anitlhoriz-
ing the issuiince of mnan(lat.ory rep)ricinig orders l)ased upon unilateral
decisiolls )y the (C )lti'tllenlots. It is the view of tho comillittoe that
this proce(dlure wo01(1 beo less satisfactory thain that which is now fol-
lowved under which repricing, almost without exception, is done by
agreement between tho (le)eartmnents and the contractors.
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