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., Eemnedy,. chaimm, Navy' ‘Pr*ce aﬂjushnent
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In the auo?e-entitled case the cetitioner see}:s a redete —
of its excessive profits for its fiscal yesr ended December 31, 1942. ’Its / S
position is thet the determination of the Ravy Price Adjustment Boarn was' P°
to0 high. The Government's position. on. the othsr hand, is thai inhs,pstd-
tioner's excessive profits were rot ‘1éss’ then hase beer found by the Board.
if the facks werrant it we shell urge the Tex Court to find that petitionmer's
excessive profits were grrater in awount than is showm by the present deter-
ninstion.

%e have ovtsined from the Navy Price Adjfustwent Board its files
reletive i ike proceeding had before it with respect 1o the petitionert's
fisesl Foer snded Decembsr 31, 1542. These files are being “transmi thed
berewith. T¥e are also transmitiing copies of ithe petitionm, emandment to
vetition and answer filed in this ease. e

There zre slso transmitied heremith certified photostatic coples of
corporation income and excess profits tax returns, with attached schedules,
cor the years 1936 to 1943, inclusive,

In our opinicn it is importent thai we bave this materisl analyzed
by an sccouniant pefore any evaminstion is made of the petiiioner's booke
and records. Accordingly it is requested that you have an accountant of -
ym.r local Fashington field office examine and snalysze the data tranmitted
herewith and subait his report, including thersin the :.olloring: '

1., A semmary of petiticnmer's ircone, cosis, profits and nel worth
for its fiscal year ended Decesmber 31, ~:19L2? ‘divided bgtween- rener-'otiabl‘e .

tesinasé end momrensgotiahle buginess es ghized by b petitio

2. Ar enslysis of the theories
costs between renemhable and nonrenegotiable ,
iotal btuginess. between “ihat. vhich is remegotisble end ki
in anortiging eqai;z:ent, i.n eetting up resarves, »etc.

2

;... e
%




rf gt
.n,fp,‘ ey

ks 4;‘:&\';’

ran tia‘ble bx..aﬁzes 8%

, N&vy, Price f&az
Board in an-i:ing at the petitioner's income, costs, pmfits‘andf
for its fiscal year-1942 ax‘d dividing each 'between re;;a*ot.ab_e and nonrene-
gotiahle business. : K

6. A discussion of apparent d:.screpancies, if any, bctw9en the data
submitted by petitiomer and the pertinent :mcome tax returns { ﬂeg by;‘ it

: ; NS4
s oo g, A summary of the petitioner's 'orofit ana loss for eachiof its -
fiscal years prior io the one involved in-this suit; beginning with 1936.
The petitioner's average rrofit and loss for these years should ‘ba workéd

out \nth a subtotal for the years 1936 to 1939, ‘ clnsive. .

8. Suggestions es to ’kh&p imomta.on u:ig..t be s.\railalvle° in peti-—
cner's books and records which could be obtained, by an-asconnting |
exaninat:z_on of then and which pcssibl,, wonld have a bearing on the quastion

of tke smount of patztim.er's excessive profits for its fiscal year i%42
under the provisions of the Renegotiation Act as s.mended. g xf‘f;:t{‘ S

Soa L

Tt

i

*
.o Y
.

| (Room 3616, Departznen‘b of Justice) is in
charge of this case for the Government., He will be evailableyfor eny
conferences desired by your accountant to 'the end that the:rernested -

* report, when subnitted, will emable us intell.aently to ont]iné the'_ o
nature and scope of t.he exanination we expect to have nade in éue oouree
of the petitioner's books and records.

V&J‘/dmﬁ"

JOHN P. SONNETT,
Assis‘.:ant Attomey GenaraJ..
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e €, H, Cozpany, p°orperation, va, .
alee a5 Asting Secretary o y
Favy Price Adjustrent Board; and W. John Xemn ¥y
Chairman, Price Adjustment Board; ‘
; Tax Court Docked X )
‘ 1f : ATIOK éﬁ.
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TE HE C, ‘F.. BANSCH COMPANY, & Corporatfon, va | cwmcrmorcass <o .
- JAMES V. FOREESTAL, ‘Secretary of th8-Favy and | . RENEGOTIATION ACT |
| ¥ also as.hcting Secretary’of the Nevy, HAVY B

___PRICE ADJUSTUENT POARD, & ¥, JOLNRUNNEDY. ‘

Chairsan, Favy Price Adjustment.Board;
Weﬁ Koo 98-R - T <

P o B - I Tk S ™
ERRRE VS - at i S v
R VI é" &

z2vy Price Adjustment Board determined that O, K, HANSON )
PRUPARY derived $260,000 excessive rrofits for 1942 arising -
&2 of zalss direstly-amd indirecily to the“government for -~
wr end use. This amount less applicable federal income

Y&F credit of $208,000 leaves $52,000 net refund due. Rew
nepotiable profit of $298,751.79 was 49.42% of renegotiable .
sales., Elimination of excessive [rofit. reduced this to. . e
115253 of adjusted ‘T3negotiable salen as compared with .83%.
ar less than 1% for tbase reriod.® Compary's earned surplus
ircreased §6540.60 from 1936 to 1940 and during 1941 and

1942 increased §136,934.58. Aggrezate cash dividends of
$32,000 paid in later two years and officers! salariss

were substantially increased. Company paid refund of

§52,000 but disagreed with the determination and filed

petition in Tax Court of Unitsd Stazaes, dated October A,

1544, Docket No, 98-R., The pstition alleges general ‘
points of error and raises no specific contentions as to’
renegotiable data used in the determination, Ziles of

PEA reviewad and pertinent schedules set out,

o

REFEZENCE: Burezu letter dated Aprdl 29, 1947
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Irvestigation 4n
this office, dated Ami
o JORN F, SOXHETT,
There were formarded with this memorandum ac
Tiled by the ¢, H, EANSON CouPANY with the Tax Court of
on October 31, 1944, the renegotiation file of the Frice
of the Navy De < cories
+evonm gj) 1942,

~ e a3

129, 1947,
Assistant Attom

partment and certified rhotostati

Y
Ead

£ L3 1282 .
S ol —“id

ning to the year

s b2 analyzed t
8 bocks and reccrds,
h in this re
cage v
This report wiil ¢

1 ed to the Chi
¥here the EANSON QouPs is locateq,

tirg as cutlingg,

1I. HISTORY oF CCLPANY

This company =as established in 1866 2o 2 5012
and wag incorperated in the stg*

regular business consists of the

devicss, such as stencils,

caticn platee and tags, s zas
sasie, irage checks, license plates and s
of the company is in the hanis of KENRY Jo & C
founder. These L¥0 perscns sccury the pesition
respectively and sach holds 3&7-3/5 shares of stock,
is 2000 shares. FENTY O, EAND and ZDWARD ¢,
associate and oucuzy the cositicns of secre
resrectively, The| owns

jormn 27575 shares, 3

ups ,
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of stock respsciively.

The coampan
suc2essful develo
81ivar drums for ®
limufacmri:;g Cozpany,
stencil sets for the Jefs
service as a subcontracto
of renegotiahle sales

eaplcyees appravima
' and designers, ‘T4
of factg:y Space which is located .
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comenced as a
which encles
&y General, dated April

¥y 1913,

HARLES H, HANSOM » sons of
S of president an
The total
BAMK ars sons of
tary amg assistant
225 shares of stock
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III, KISTORY OF RENEGOTTATION

On July 31, 1943, the
T3 Report to ¥ajor

2
&a-rd, P.O. &x 21(”, m b ) L ] .’ Nelimary
ingiry dated July 8, 1943, This report, uly 31, 1943, showsd sales
sutiect to renegotiation of £678,993.53, and sales not subfect to remazotia-
tim of $590,190.37, and total sales for the year ending December 31, 1942
as §1,269,183,90, The Teport was signed by c, H, HANSON as treveuscs, 1%
is %o be noted that tie #llocation of sales as set forth in thig Tepcrt is
cnly an ectirate Frepared by the coxpany and at a later date a completa
analysis was made by the company for sales buth as to renegctiable anc non-
rensgotiablg character, and an analysis of rzanufacturing costs ang -
Pens2s was also submitted,

The companv was advigsed by lsttar, dated Angust 10, 1942, fre=
| Departmental Price
AG;2STIent Boards, that based on infermation subzitiad further considaration
as i the renegctiation of the companyts ccatacts was beinz refarred to the
Kavy Department, Adugust 21, 1943, toent sccepted assign-
ments from the joirt beards in accerdance ¥ith agsignment notice, dated
Avgzst @) 1943,

Ou September 13, 1943, v letter from

ary, Price Adjustment Board, Fashincton, DTS
Board, Nawy Department, 100 %est Vonroe Girsst
izaz0, lineis, the ranegotiation of <he company wes ferwardod 4o tre
2l office in vier of the location of the petitionerts Place of tesiness,

>

Cn Ssptember 30, 1943, the chairman of the Regicn
foard, roquested the kAN to 3
3
tracte to Surplemental Za-
ts o T ¥aren 3, 1844, a mesting was
ustzent Poard ang the cc « Pregent at

ce Adjustment Eoard was | 1\
of b= exi Lisutenarte
and | H

y Yere HEMIT
- Eresident, 1\
l | Mnutes of Tz meailng dicclo
diceussed the type of work

particularly the work rer.
turics Corrany of Chicago, zmenticning

contrast with the Navy, Therecwiosiiiss dis
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inyconnection with this subcontract work;” the history of the
cozrany in so far as earnings:were concerned,, the manrer of segregatica of

Tenegotiable and non-renegotiable s2les, ‘and the allctation of costs in .
determining renegotisble mofit. It is to be noted that this meeting was-

‘held after the Regional Price Adjustment Board had been furnished *ith all

firancial data which was used both by the government and by the petiticner

for dstermining renegotiable rrofits, ’

In a subsequent section in this report thers will be fizez od
the zanner of segregation of sales, as well as the allocstion of costs, that
#as used. In support of this exhibits and schedules have bean prepared,

after taking Foper

amomnt of credit for faderal incoss acd excessive mofit taxes,

4 second meeting was held by the representatives of th
and rsrresentatives of the Regional Price Adjugtment Foard cn M
1944, whereby the

t the excessive rrofit of
T £rsdits; however, ihs ¢cfpuny was advised that a hearing should
be arranged with the Fashington, 3.C., Price Adjustment Board to determine
if ineir {findings wowld be the same as the regicnal board findings,

By memorandu= dated Marcx 23, 1944, the chairman of the Thicago
board ferwarded to the Secretary cf the Navy Price Adjustment Beard the
entire 1642 file of the company ard on Amril 24, 1944, a zeeting with the
Price Adjustrent Bcard of the Nasy Depariment was held, Present a

ting for the com ER Y« EANSON sident
and | Iand I ]

is

mesting washinglon eorstituted a new hearing on the entire matvter and

at this meeting stated the compeny was not reising any issue with
respect %o the {Igures upon whick the regicnal board made its deternination
tut the issue was only 4in respect to the determination itself. AS & regmit
cf thia rmeeting, the board unand=ensly agrsed that tho company had raaligzed
382,000 excessive Frefits ard proposed a refund of that amecung less credit
for federal taxes maid,

The company by letter dated ¥ay 5, 1944, to the Navy Price Ad-
Justaent Board, 718 18th Street, ¥, Hashington, D.C., advised that 1% was’
sun of $260,000 mprgseateﬂ_ﬁ;cezz*.ve melit,
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4 second meeting was held in Washington
for further ccnsideration of the matter, ¥as the only b6
person present for the company. As a result of this meeting the ccopany bic
vwas advised that if the board recoxmendation for an adjustment of exce.'sive
Profits was not made, the unilateral determinaticn would be made, .

4 unilateral determinatiocn showing §260,000 in excessive wefit
as realized by the¢ C. ¥, HANSCN COMPANY for the year ending December A,
1942, was wzde, datst Juns 17 s 1944, It was submitied to the Secretary of
the ¥avy July 22, 1944, and was a-roved.

o Anenst 4, 19 a letter was directed to the company, signed
Navy Price Adjustiment Board, requesting that
e mrofit deterzined
nder Secticn 3806 of
id on or about August 14, 1944.

Ry lattor Zataq Avgust 31, 1944, b0 ihe Cariification Disbursing
Divisien, Burean of Supplies and dccounts, Ravy Dopartment, the company
Teiunisd §52,000 #hics was the ‘amcant devermined after a credit of $223,000
rerresenting a tax credit under Section 3806 of the Internal Revermz cede,
The ccmpany stated ‘ha: this amount was paid in accordanca with ¢he reqiest
of the Price Adiustment ~ocard. Howsver, it was in no F&Y expressly ot
izpliedly admitiing that any excessive proflt wes realized,

IV, FETITION FIIED SFFORE LNITED STATES TAY CCURT

A retiticn Sor detarnination under the Renegctiat
before the Tax Court cf the United States through

F I8 petiticn was sworn
to & RKEREY J, -AKSCY < October 31, 1944. Ths retitien fenerally set forth
thal Liz excwssive profit figure of $26C,000 in the unilateral detarcination
is erromecnc zs ne exce rrefits were recelved, that the provisicns of

ndments do not partain to the operations of
the year ending Dacember 31, 1942, and that the uct is ‘
uncenstitutional. fhe petition further states that if the act 1is arplicable
PPy to sales made for the year 1942 on purchase orders re- .
April 28, to the extent that paymemts mage )
Lor. prior 1o this date ar not«subjecb,jtc‘reneggtiaxion.w L
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) omst« by those izsued arte: Ap’il 15 and not dj.scwnte" rrior tp

SALES GOSTS AJ‘ID PROFITS OF MAHY
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® The follovdng is an amlysia “6f ‘sales for ‘the G, H, EASOB’
fm: the yoar ending December 31, 1942, divided as to renegot'lable and non-
renegotiablez .

Renegotiakle Non-
Begular Special Renegobiabls Total

Direct to U.S. Government

Jeftarsonville Q.Y¥. Depotéd59,005.10
Sub-Contracts

{a) ¥iehle Printing Frss

& Xfg. Company £284,822,45

(b) Jas. H. Katthews & Coc. 59,510.92

{c) Beon Electric Co. 6,102.00

(d) Other sub-contracts 28,255.51 $135,079.11

teel Stamps & Dles 50,135.30 98,074,458
Tata & Instructicn Plates  16,530.58 71,718.32
Stencils 54,575.51
Eaployes & Guard Fedges 103,250.97
Tec) & Tims Checks 40,045.44
Surndries ) 161.977.50

2664,,72) 5L

the following basic
satecontracts, Theres wers va.‘mlat.ed all invoices cf gszles issued af ‘uer A 7
22, 1942, regardless of product sold. All unfinished carrent contracts as 3
of that date were then examined and all payments for shimments made thereon: ﬁ 2
micr to April 28, 1942, ware added to the total, ’l'his procedure, a..cordin%v
Lo the petitioner, gave the %total government sales subject to renegotiatiomiis
Iz the zllocaticn cof sales of stee] stamps apd dies the petiticner advised ;
trat 775 of the Bales made were to trade customa.s hardware stores and ;
surply heuses and 23% directly to tbe consumer.
L4y of the 773 of sales W traie cnst»omers, ate., vrould ba subject tc re- .gsg
negotiation, The 44% 4 tion wes arrived at by using statistics fromj¥
we Depertment of Agriculiure. I.n i{hie connection figures disclose that .

(% ¢f the national exparditures wers for war purposes indicating 4net 44%
of the industry as corverted for war purposes. Under the steel sfezps
axi dies group ¢f sales there wes tebulated every invelce issued aftsr
Amil 15, 1942, Aril 15th was gelectsd as a cut-off date for t.his iten
a2 a substantial muber of the petiticnerts customers were
ten dey discount basfe and, it was the opinion of the petitioner.that any
invoice issned prior to, that date and not peid mior to April ZBth rould be

e
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« Tha ‘3ales of data and inStruction plabes wors allocated in'the
" sane manner as steel stimps and dies in so far as the cat-off ‘date of " ..
- April 15, 1942, is concerned. The petiticmer concluded that thege items
' do not directly enter into production of ecuipment and are further re-.
moved from war use than steel stamps and dies. Petitdcmer estimated 259

of sales of this character should be considered renegotiable,

The petitioner considered that sales of stencils,’and employes
and guard badges, tool and time checks s &nd sundries to the general trade
were not considsred subject to renegetiatica.

The manner of segregation of sales as explained above is more
fully set out in a letter to tha Regional Price Adjustment Board 4n Caicago
dated March 2, 1944, and this basis was accepted by the PAB for renegotia~
tion purroses. It was or this basts that the undlateral determination
was made,

The company alen submitted detailed informaticn as to tha cosgts
and expenses in connecticn with oparations for the year exding Decembar 3,
1942, There was prepared from the data submitted and made a part of this
report Exhibit A which 45 am operating statezent fer the year ending
Decezber 31, 1942, divided a5 to renesotiable and non-renegotiable usiness
showing the operating results before giving cmsideration to ‘the determina-
tion of 60,000 exesscivs mofit and Sudiing results after deduction of
£260,000 from renegotiable sales and profits,

Schedules 1, 2 and 3 were prepared which make reference to
Exhibit A and are also made a part of thie rerort, pertaining to mem.
facturing, aiministrative and selling and shipping expensec.
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'+ Figures contained in Zznibit A and in Schednles 1, 2 and 3 a8 &
cubrdtted by the petiticner were'used for the purpose of remegotiatiod and
acceptable to the Price Adjustment Board.: The special sales item of
$284,822.45 is a subcontraci to ¥ehle Printing Press and Mamfacturing -
Company. GS2les subject to remegotiation wers 4T.63% of total sales. From
examination of Exhibit A i is noted that the percentage of operating
profit on sales renegotizble regular sales Was 36,74% and 63,.66% on renege—-
tiable special sales, The total renegotiable rofit to renegotiable sales
wes considered to be 45.42%. After giving affect to the excesaive ofits
determined of §260,000, the percestage of operating rrofit to sales on
renegotiable sales wes commted to be 11.25% as compared to 49.42% before ©
this application. The parcentage of operating profit on non-renegotiable
sales befors and after giving affect to $260,000 remains the saze.

By examination of Schedules 1, 2 and 3 there is an analysis as
to the menner of allocatirz manufacturing, sd=ministrative and selling and
shipping sxpenses which shcws that the expenses were applied in instances
cn a sales basis on an arbiirary percontage tssis, actual basis, direct
isber besis or other basis which is explainsd. The cozpeny maintained
at the warious mesiings rith the Frice Adjusiment Boardsboin in Chicago
srd Fashingbon, D.C. that if the rercentage ¢f profit on repegotizble
sales was computed on the saies figars of $£04,462.26 after the elimination
of the axcessive wrofits of §260,000 rather than on §344,452.86 ($£04,462.86
minus §280,000) the percentage of orerading profit weuld bs only £.41%
#hich would not 2 sxcessive. The petitioner further stated that il the
rrorata asount of federal income and excess mofite tasses of aprrexdmately
$229,000 had 1 i oz the operating rrofit, the percentaze would
ha only ap: imad Petiticner stzied that after deducting the
frorata federal inco excess profits waxss the net profit would be
approximately $5%,74 iren afber deducting 252,007, the amcuni of the
refund, the rasidual net rrofii would de aprT oximately 47,747, < only
1.28% of renegotiable sales.

The net profii after fedsral inccze taxes and bafcre the $52,C00
reirbursenent (refund cn acccunt of rensgotiation) on the entire tusiress

A~
= 3

for the year enmdad Decazbar 31, 1942, was (337,54,

Neb income before taxes ) $492,098.00
Incems taxes per 1942 itax return  3$392,825.20
Less: Postwar refund of axceszive -
wefits 38,291.00 354.534.00 .
.. — RAFTELO0 -

-y o e

Depreciation ves comprted o a straight Iine '—“-ef'h"d: varying froz
the bocks:is' the' same ag that sh
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necessity,” There was uo deprecistion claimed on assets previocusly depracis
< .@ted and the total depreciation claimed as shown in Schedules 1, 2 and 3 i
..,  does not sppear to be excessive.’ o ' S
The negotiator for the Begional Pride Adjustment Board pointed
oxt in his-report, dated February 16, 1944, that from his work papers the
25Z basis used by the petitioner in estimating sales ¢f dats and iastrue~
tien plates subject to rensgctiation was probably low in view of the zen-
tractorts statement that these ite=s do pct directly extzr into mroducticn
in the saxe sense as do steel stazps. The negotiator stated that tc the
ertent that they are a part of mackirery and equirment used in nrocmeing
wer raterial they are renegotiable. Similarly stencils used for mar¥ing
stirments should probably be ccnsidered renegotisble to the extent ==
tasy are used on wer materizl. In this regpect the pegotistor statied the
pocaible increasz in renegotiable sales wonld be arrroxirately 428,000,
Ee meutioned this to be offset throzen the petiticner's method of allcss ing
coris and expenses. It 45 to be noted from Schodnles 1, 2 awdl 3 that ex-
pez=¥s suck as comcissicns, sdvertising, bai cetts, dues and subseririicny
ad scze other expense items were ctarged directly to non-renegotiakls
tusiness. Cf clerical, selling and shipping salsries 707 =as chargei <o
xe-rensgetdeble business. The regotiator pointed cut that accordirzg %o
tke computetion if all expenses excert those sllocated on an zetaal besis
wers allocated cn a sales bzciz ihen renegotisble profit weuld be lowsred
by #969; Tnrther that frez his review of the retiticner's toocks many {tems
of cost were charged o non-renegotiable sales that might rrorerly have
been rorated. The negotiator ccneluded that the retiticner did a resson-
ably accertzble job of a difficmli segrepation and that any understata-ent
of rezegotiable szles could 9o censidersd cffset ty a liberal sllocaticn
o oosts to non-rsnegotizble htusiness ard sugzested ne chenges.
There or 6% <he pames of officers receiving =sxlzxiss
of $10,0C0 for th sriirg December 21 y 1942 and ars cowpared
gars 1940 and 1941.
L Title 1940 1943 1942
J. HANSON, president #4,9£0.00  $15,120.00 323,00C.00
FZANSCH, ireasurer 3,3380,00 10,440.00 17,00G.00
2¥IT G, ZAXD, secretary 3,380.00 10,440.00  17,000.00
EDELT) C. BAND, assistant secretary 2,120.00 . 9,810.00 _17,000.00
. $24,820,00 &4 54810,00 6,000.0C

The negotiator pointed oub in kis report that the Huresn of Ts.
sticned the salaries pald




ey ary ; ca;pared with an é-verags rétio oE 8.’79%03?
" such-salaries to salea for 14 cempanies in the industry surveyed by the De=.”
partment of Commerce., The allocation of officerst. salaries for the year 1942

R
R

i .i8.reflected in Schedules 1, 2 and 3'of this report, - Casdre gLl

f

LT : Attention is called to th; item of royalties add of &15,
. which §s set forth under re.egotiable sales special in Schedule 2 of ‘this:
foport. The petitioner explained that these royalties were paid to a man'
|

_This {ndividual is]
and presentlyl|
| The petiticmer through | | stated that the
rate was 52,00 per drum and was paid in accordance with an agreement dated

October 1, 1941,

- B
i

The negotiator rointed ocut that only a portim: of the amcunt of
$13,670.44 to the extemt of aprroximately $9700 should be properly chsrged
to renecotiable business., A porticn of the Miehle ccawact wes performed
in 1941 arnd thersfere not subject to remegotiation. )

Vi. SUMIARY AND CGAZXTS OF COMPANY'S PROFIT AND
10SS STATEMERTS FOR YEARS 1936 THROUGE 1941

There was mepared summary profit and loss statemants of ths ooti=
tioner for the years 1935 thrcugh 1941 as taken from fedava) inccme tax re~
turns sapplied Yo this oifice ©y tus Depertment. These ummaries aze set
forth on Bxhibit B which nas heen made a part of this repcrt.
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-7 'picers! salaries in 1940 were 14,820, "in 2L were $45,810 and in 1942 "
"+ ..wara $76,000. It is noted that net profits before renegotiation &nd after

' gederal %axes were deducted amounted to {137,564, which is 34.65% of net " -
worth of -§397,038.58 as of December 31, 1942, . S

s

.

¥III, CONCLUSICN R

2

There appears to bs no dispute as to segregation of sales for the
parposes of renegotiation and the allocction of costs. The figures submitted
by th itioner ware used withoat adjustment. The chief disagreement as has
heretoi®re been set out i3 that excessive profits should be determined only
after federal incoms taxes have been deducted. Had this procedure been adopted,
there would have been no excessive profits for rensgotiation. " Further, im
arriving at a percentage to indicate a fair rate of rsturn, the adjusted
sales figure (3260,000 deducted from net sales) should no* be ased., It-.ap-
pears that a complete analysis of cosis and explanation as to the segrega-. .
tion of saies was submitted by the petiticmer and it is nct believed that
2n accounting investigatica of ike petiticner's books and records would
zaterially improve the government's pcsition. In view of the petitioner's
remarks that the base period of operation was an abnormal pericd the govern-
sent attorney may consider it important to study o number of rerresentative
ccmparies in the same type of business es thal of petitioner ts ascertain
a ncrmal margin of profit for these years. This is particularly true since
the petitionert's margin of profit for the base reriocd was less than 17,

IX, ZHCLOSURES TO THE BUEEAU

. TFiles of the Navy Price Adjustment Board pertaining to Petitiomerts
crerations for the ysar 1942. ;
Certified photostatic copies of federal income and excess profits:
ssx returns for the years 1936 through 1942, o
Thess files are beingiransmitted to the Buream in accordance with =~
Yorzau instructions in order that they msy be forwarded to the Department, - .. s
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dcling Secretary of tne
JOSTEEED DOARD, & W. JOIm irman,
Ravy Frice Adjustment Board;
Tax Court Docket No. 98-R
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Cumtlasens

Please bs ndvised thst on Cotober 5, 1745, the
Tax Court of tho United Stotes catered tn ordsy diusissing tha
pstitisa in the shovo-oniitied procesding.

nis 4lsmissal leaves 4n full force and affect the
daternination msde by ths respopdent that the petiticnor for
1ts fiseal year ended Decezder 31, 1943, hod agcessive profits
in the principal ssount of 5260,000.

flncaraly yours,
For the Attormey Conerzl,
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SAC, Washingion Field ‘ December 31, 1947
™52 | J w |

Director, FBY

4{ ‘ . e Musiin Gempany ¥. Seemﬁary af .
X2 tbe Havy, Tax Docket Wo. 104-R
Eanegotiat_an Act

‘ - There ars sttached for yoar at%ntion iwo cop;i.as of a sslf-exp‘lana‘mry
memorandum from the Claims Division, dated December 26, 1947 logether with the
_englosures indicated %herein. . Upon comple$ion of the mvastigaﬁm, zhs enclosures
shonld be returned by yoor office to the Bnreau. — ,

A copy of the Claias’ lliviaion moranckm is bsing fmardeci $o ms :
Glavelan& Office inammuch @8 the address of the petiiionsr 1s 16112 Buoclid Avemue,
Tast Cleveland, Ohic. No investigation will be conducted by the Cleveland Dffice
until & ragor‘b has besn subwitted by the Washington field Bi‘fica and a subsaquent
aemor&ndm received frm the Claims Division.‘ , ‘

*’Wnciasures . \
‘ e . : ‘ I
et - C‘levalami (ﬁﬁﬁ &nci!;osum} e
) ‘ 3 ' . ! AR . . B I/:‘V 7.
R O o ! T {;;n’ SRy
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ke, Rons ¢0m (s FEDEBAL sumsau oF mvssrxamou _ o : ) ?\g%‘v
' RYE>-ge L,\_»{ \¢ fov - U; 8. DEPARTMENT OF]UST[GE - ‘ : . - . d‘." /‘



RLSS REPLY TO
a‘ WTORNEY GENERAL'

{ AND REFER TO

INITIALS AND NUMBER i bEPARTMENT OF JUSTICE. -

%’ﬁ Ralan - - - — B S B = = R "|

HAB SV WASHINGTON, D.C. er
b 947
Tax No. 104-R D\::em or 26, 194

" petitioner for and on behalf of the respondent.

MEMORARDUM FOR_HR. J. EDGAR HOOVER
DIRECTOR, FEDERAL, BURFAU OF INVESTIGATION.

Re: The-Austin Company v. Secretary of
the Navy, Tax Docket o, 104-R

In the above-entitled case, the petitioner secks a re-
determination of its excessive profits for its fiscal year ending December 31,
1941 and 1942 + Its position is that the determination of the
respondent was too high; the Governmentt!s position, on the other
hand, is that the petitioner's excessive profits were not less than
has been found by the respondent., If the facts warrant it, we will
urge the Tax Court to find that the petitioner's excessive profits
were greater in amount than is shown by the present determination.

The petitioner plans to rely in the Tax Court on the finan- -
cial data submitted by it to the delegatee which renegotiated the o~

The following information and material is herewith forwarded: A

1. Copies of the petition and answer filed in this case.

2, All available tax returns for this petitioner for the I < ]
period beginning 1936, o R l
EFET

3. The renegotiation file obtained from the renegotiating I
agency for the fiscal year involved,

The Austin Company is an Ohio corporation with its principal o
offices locabed at 16112 Fuclid Avenue, East Cleveland, Ohioc. Its counsel .7 i
is the firm of lcKeehan, Herrick, Arter & Stewart, 2800 Terminal Tower, 7/ P
Cleveland, Ohio. ’

| Department b6
of Jusbice (Room 3348, Extension 1126) is in charge of this case on behalf b7C
of the Government. He will be available for any conferences desired by
your accountants to the end that the requested report, when submitted, will
enable us to inbelligently outline the na’bure and scope of an audit we plan
to have made of the pe’b:.'bloner's books dfrecords. \

Py - T~

==
15 JAN 9 1948 \DWW
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In our opinion, it is important that we have this material
analyzed before any examination is made of petitioner's books and
records. accordingly, it is requested that you have an accountant
of your local #ashington Field Office examine and analyze the data
transmitted herewith or referred to above and submit his report,
including therein the following:

H

1. A summary of petitioner's income, costs, profits and
net worth for its fiscal year involved herein, divided between re-
negotiable business and non-renegotiable business as claimed by the
petitioner,

2. An analysis of the theories used by the petitioper in
allocating costs between renegotiable and: non-renegotiable business; in
allocating its total business between that which is renegotiable and
that which is not, in amortizing equipment, in setting up reserves, etc.

3. The applicability of alternative accounting theories to
the petitioner's business. We, of course, are particularly interested
in those theories the application of which would show smaller total
expenses and greater net income from renegotiable business.

L. An analysis of petitioner's income, costs, profits and
net worth for its fiscal year involved herein, divided between rene-
gotiable and non-renegotiable business, as worked out by the renego~-
tiating agency. '

5. an analysis of the theories used by the renegotiating
agency in arriving at the petitioner's income, costs, profits and net
worth for its fiscal year involved herein, and dividing each between
renegotiable and non-renegotiable business.

6. A discussion of apparent discrepancies, if any, between
the data submitted by petitioner and the pertinent income tax returns
filed by it.

7. a summary of the petitioner's profit and loss for each
of its fiscal years prior to the one involved in this suit, beginning
with the year 1936, if the petitioner was in business during that
period. The petitioner's average profit and loss for the years 1936-
1939 should be worked out,

8. A summary of the balance sheets covering the years 1936
to and including the year involved.

9. Suggestions as to what information might be available in
petitioner's books and records which could be obtained by an accounting
examination of them, and which possibly would have a bearing on the ques-
tion of the amount of petitioner's excessive profits for its fiscal year
involved herein, unaer the provisions of the Renegotiation Act, as
amended. .




;;;;

-3 -

" 10, In analyzing the date submitted in this case, it is
requested that your accountant classify petitioner's business under
the verious headings set forth in the petition (psges 8-13, inclu-
sive). For example, construction sales should show sales, costs
end profits for (i) cost plus fixed fee contracts, (ii) negotiated
fixed amount contracts, (iii) DPC business, (iv) transactions with
Dow Chemical Company, end (v) sales prior to April 28, 1942, Pos-
sibly some of these subheadings will have to be further broken down,
i. €., DPC business may have been both before and after April 28,
1942, or it may be under a negotiated fixed amount contracte There
may be several subheadings under some of the other general clasgi-
fications. It is believed that such a breskdowm is advisable in
order that we can stipulate as to the mathematical accuracy of the
various contentions raised by the petitioner.

%A—M Q . &—‘7‘.‘#
BERBERT A. BERGSON, ‘

Acting Assistant Atborney General

Attachments




FEDERAL BUREAU OF INVESTIGATION

Form No. 1
THIS CASE ORIGINATED AT WASHINGTON, D. C. ‘ FILENO. 46-1929
REPORT MADE AT DATE WHEN MADE PERIOD FOR i RE’ORT MADEBY -
. . ) WHICH MADE
WASHINGTOK, D. C. 6/4/48 |5, 8e10 § 2415, | EDHARD J. AREEBRUSTER (.A.) © BJAsES
TIME 4 — -

- THE AUSTIN COMPANY v. SECRETARY OF THE NAVY,

CHARACTER OF CASE

RENEGOTIATION ACT

TAX DQCRET
SYNOPSIS OF FACTS: . - ¢ L ' L. J .
‘ : " ACCOUNTING REPORT - - - . {gggf
The Navy PAB determined that petmtloner derived excessive . c nggéli”

profits of $400, 000 from its renegobiable contracts for. the
fisosl yesr ended Décember 31, 1941, and £2,000, Q00 for the
fiscal year ended December 31, 194:2. 'j}otal sales in 1941
amounted to $87,481;222 of whi ok £49,989,929 were not subject
to renego‘blatlon. Profits on renegotn.able sales in 1941
before renegotiation smounted. to $1,238,112 and. “$838,147 after
_~renegot1at3.on, Total sales in 3.94-2 smounted to $258,329,483 .
of which $20,745,139 were not subject-to renegobiation.
Profits on renegotlable sales in 1942 before renegobtiation
amounted to 45,555,677 and to $3,555,677 after, renegotiation.
gontrects 1n01ude bo‘bh Tixed price and cost plus fixed
prices - Schedules A end B prepared from the NPAB files
reveal deteils of gross reoeipts and adjusted profl’cs. COzi-
Aractor denies excessive proflts and filed pebition. in Tax

. Cour'b on November 10, 1944 seekihg a redetermination..
examination made of petitiomer's books and records by
Copies of +this repor'b being designated. for ‘s:he c:l.eVel
Division for 1nforma:‘c:.on Purposese .

‘\,e )

Ae“ --P*-

TR Bureau letter deted Ih;c‘ember 31, 1947‘_.‘ S

A

2 - Washington Field~
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-.work is carried on.in each of the seven zuch areas under the district
managers who are generally ‘vice-presidents, Each district office is
patterned after an independent operating company, securing its omn
business and becoming a part of the local community., ¥ach district maintains
its own staff, storeyards and stock of comstruction equipments. The general
office provides supervision and financial direction, determines policies,
directs development and research activity and supervises the operations

of the steel fabricating mille

HISTORY OF RENEGOTIATION -

o .+ . The Bustin Company was assigned to the Navy Department
for renegotiation on August 6, 1942, On September 10, 1942, the Board = -
requested the contractor to submit preliminary data for rénegotiation purposess
- On September- 14, 1942, ‘the company replied to the communication and.advised
o that the information would be forthecomingy  © - e e

L L. 0d November 23, 1942, the contractor submitted the first'
. l‘:%nii."opzlxatlon for renegotiation purposes in connection vi th the' Board's request.- o

4 . . On February 20, 1943, the Austin Gompany wrote to the =~ - -
... Nayy enclosing various -schedules and other information which had been requested . -
- theretofore by the Boards On March 26, 1943, the Company again wrote the Navy & .
enclosing additional information such as®nancial statements and answers to
.+ . ‘Specific guestions which it stated constitubed all of the ‘specific schedules -
-+ . 2nd information requesteds: . .. - S T e T e T T

oo e oo-7 Onikpril 19,1943 the Company sent to ‘the Navy schedules
- of contract data for the year ended Decembér 31, 1942 showing construction -
sales, engineering sales and other financial data for that:particular year,
. .~ - --‘Again‘on June 17,.1943, the-Atstin Company sen S :
*, Board a number of additional schedules- co‘ntéihing fihancgalng%TOmgzi‘g; ohe ’
- consisbing of balance sheets, surplus-profit and loss stabemeribs s all -
- bertaining to the fiscal year 1942, * On July 8, 1943 the Board requested ' .
| add;tlonal schedules from ‘the company pertaining to. its consbruction costss
‘ the company replied on July 14, 1943 that ERNST.and ERNST, Certified Public-
- “Sccountants, would prepare the desired information., .. .o T

o - On July 21, 1943 the Gémpahy' sﬁbmi‘t‘ted tcal‘thefB é . |
‘ Ya-rigus rexhi.bits 2nd:schedules for the purpose of placing on record %hgd
B _gerv inent-facts concerning the history, work and performatice of the Bustin - -
- o vomeany, as a-backeround for the analysis of the data previously submitteds -




- an initial conference was set for December 17, 1943, in Washington, which

i yarious gcheditles and. information submitbted ‘or .tio ' be submitted ‘to the Bureau o

#. - hustin®Company by, the Board notifying the company: of'a renegotiation mgeting. . -
- < by Tebter of May 29, 19445 . .. - RS

* .’ - was reached as ‘to the

Rl ’;l,}'f'v"bb‘ﬁhé Board :E"efe:rrin'g‘?‘-tg«fshé prelimihary findings ‘made at this meeting of -

"+ June th and advising that the company had mot thought that the profits under & '

CV F. O.
46783

S T om Sépﬁbémbér 23, 1943, the comvany again sent to the.
' Bodrd additional schedulss pertaining to its financial transaction., . Under .
. date of December 3, 1943 the Board mailed to the Austin Comoany notice that = ..

notice the company acknowledged by its letter of December 7, 1943,

: : ‘ On December 17, 1943 & conference was had by the T
. . company ‘and meibers of -the Navy, Price 8djustment Board in Washington, D. C... . v
- Mo final determination was made at this meeting with respect to’excess .

~ -profits, - ST T S AP R
N - . TUnder date of February 19, .1944, the company sent to -~ -
: the Board additional. information which had been requested by analysts of the -
- Board, Again’on April 3, 1944, the Board requested certain specific ’

;. information from the compsny concerning details of information which it had -
‘. previously submitted. - The company replied to this request under date of =
1944, the company wrote to. the Roard: encloging- .

¢/ . -of Interndl Revenue.in ‘connéciion with the réasorablénéss of salapies for - ]
. the years 1940 and 1941 which were involved in ‘the. disallowance for income ..
.+ bax purposesy Undér ‘date of May 16, 1944, the Austin Gompany sent to the )
. Board in response to télephotric requests » additional information concerning. -
financial transactions. of . thé Company for the years: 1936 to 1942 inclusive,

= Under date ofi@yzf-l,l%zl, ‘a léi-,fe‘r wés s'er'l,t to the . ,

".bo be’held ‘on’June 5, 1944 "L_ir;f%s?ingﬁqg,f D; Cyy which the’ company acknowl edged - - |

Lo T  ~.'(:)}'1‘iuﬂé‘Stﬁf»'aﬁﬁ*féﬁh',,, i'éneéotiatibn'cénférenééswer’é held” -~
- inWashington, D. Ce by the Board ahd the companyy No definite agreement. -

exeessive profits at this meebting. = - .

. Underdate of June'17, 1944, ‘the Austin Gompdny wrote . | - - -

| eost'plus a fixed fee contracts should be considered subject. to reducbion :

..upon renegotiation. -The company also.offeréd. various- redsons as’'tp why it
considered the tentative determination’ of ‘excessive profits by the Board

© o be unreasomably Wighe -, » S

s L , B
~ N -
e . * R R
‘ - . A % s
. - - ‘
3 R -
.- -, -
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2
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On July 10, 1944, the Chairman of the Board wrote
The Austin Gompany advising it that the Board had carefully considered
the information submitted theretofore and had found nothing which would
justify a change in its findings made at a meeting with the company,
Under date of July 17, 1944, the company wrote the Board advising it that

“in order to protect its position in regard to certain legal questions,

it might be necessary for it %o appeat to the Tax Court and that, therefore,
the Board should make a unilateral determinations ‘

. Under date Qf Aygust 14, 1944, a unilateral order was
signed by the Board and mailed to the company with a letter noting that the

company merely desired-to protect its legdl position and not to have the
Chaimmén give further consideration to ‘the mattere The determination

' . of the Board was to the effect that the.excessive profits for the fiscal

year ended December 31, 1941, amounted to $400,000 and the excessive profits

for the fiscal year ended- December 31, 1942, amounted to $2,000,000 making a
total of 42,400,000 excessive profits for the fiscal years 194l and 1942,

On September 5, 1944, the Paymaster General of ‘the -

" Navy adiaisedthefcompanyf that the net balance of the excessive profits which

nave been determined would be $2,400,000 would be equal to $503,113.60

- afber the application of the tax ‘eredits ‘to which the company would be
entitleds . B “ o .

DETERMINATION CF EXCESSIVE PROFTTS

The Navy Price fdjustment Board de’aérmiﬁed' that the-

. V‘ petitioner derived excess profits of $400,000 in the fiscal year 'ended -
- December 31, 1941, which.were applicable to cost plus fixed fee contractse

‘ A ~ The Board also determined that petitioner derived
excess profits in' the amount of $2,000,000 in the fiscdl year ended

v

_ December 31, 1942, Of this amount 3200,000 was determined to be appliéab;e -

to fixed price contracts and $1,800,000 was applicable to cost plus a fixed
fee contracts, . ‘ ’ o . : '

. The total amount of excessive profits amounts to A

- $2,400,000 which is subject to a tax credit of $1,896,886,40 leaving a net - -

refund due the Goverment of $503,113.60,

_Qp 1 ing agent joinéd |
in a conference wi :

5

b6
biC
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: , ‘ b6
| land | | This conference b7C
was held at the counsells office of McKEEHAN, IMERRICK, ARTER & S'J’{EWART_,

2800 Terminal Tower, 'Gleveland, Ohioe

) At this conference,| |dlscussed with the
neu:n‘oloner as -to what their decision would be as FM&T date of
April 28, 1942 in regard to their war businesss pointed out
that although in ‘the petition filed with the Tax Court by The Austin Company be
they referred to the April 28th break—ofi date, they do not show any break-up b7c
of their total Anm&LaLéet forth in their sales figures on page 8 of
this petitions nd asked ‘to_think this over a while
and stated that ‘they would notifly the reporiing agent at a 1a’cer date,

- | |raised the ques'bn.on of ‘the ’:Defense R
Plant Corporation business and the tabulation I.o.f_t..h.Lmn:t.za.cjis execubted prior
to July 1, 1943 as to their renegobiabilitye at this time b6
‘acquax;nted and ith the recent court opinion concerning bic
. the July 1, ertective date of the amendment to the Renegotiation Acte
Courisel and again.stated that-they wished to think this over
-~ and would notlfy the repor‘blng agent at a 1ater datew

‘During this conference, | Istated that he did .
‘not think the Pm.ce Adgustmen{; Board gave adequate . cons:.derat:.on to the fact
that the Austin Company was performing four separate and distinct jobs 5 :
.nemely, (1) design &nd engineering of a project; (2) construction of a
project; (3) the furnishing of consitruction eguipment needed:for the -

' pe rformance of t%e construction work; and (4) the fabrication of structural

Steels
" ing services for the Govermnent at a cost to the Government which is much

Tess than it would haiys_na:.d_ha.d_lz.t entered into separate engineering contracts ig
. C

for the same work, stated he brought these points out because
" the Board had renegotiated them on a yearly basis instead of on a- completed
-contract basis and pointed ottt the faeh that in the year 1943 the petitioner
‘realized a profit.on cost plus a Ffixed fee contracts  of 86 per cent before -
‘taxes #nd before renegotiations | |replied that at the time
~renegotiation was. first institubed, they, The Austin Company,, -could have _
made an agreement with ‘the Price Adgus{;men’c. Board-as to how they wished their:

renegotiations o be hendled. and at this late da*be nothlng furﬁher could be :
done about thig mattery - '

I:l repl:Led that he was of the op:.nlon “bha’b the

courd should take into cons:.dera'b._on their profits for the year 1943, :.n which ESC 4

farther stated that the Austin Company had performed engineers. |
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.which they received no additionsl fee,
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year they were completing some of the continuing contracts and upon b6
[ ktated that the b7

FBI would check the firm's 1943 records and submit them,

‘ |[was contacted at The Austin Company's
offices on March 23, 1949, £t this time stated that The .
dustin Company had reached the following decision; namely, that the fpril 28,
1942 break-down would be waived and.that all contracts, both Army and Favy,

-cost plus a fixed fee and-lump sum would be considered on a yearly basis.

Secondly, that in regard to the July 1, 1943 break-down for the Defense
Plant Corporation, The Austin Company would stand upon the validity of the
court decision in the Warner & Swasey caseq ° o :

VETHOD OF ACCOUNTING -

" The accownts are audited by ERNST and ERNST. The books
are kept on an accrual basis, separate accounts being established for each

- coustruction projects Income on long term contracts is taken up on basis

of estimates of completion, Fees on Cost ‘Flug- a Fixed Fee contracts are
benerally taken. up in income as approved and passed for payment by the
contiracting officer or ovners representativesy o o

. B Separate records are maintained for the principal
departments of the company; namely, Construction, Engineering and Bliss Mill.

- In addition, costs of the infividual contracts are charged with second party
.~ equipment rentals or rentals for the use of the .company's own equipment.
. The method of booking the intra-company operations and equipment rental'

may be summarized as followse T e
. 1. " Construction costs include; at b‘il‘ling‘ price, all

~ intra-company operations and second party equipment,
rentals; ’ ‘ S

2, Such billing price for Engineering is generally cost
- plus 50% on lump sum work; for Bliss Mill is based
on competitive prices, and for second party Bquipment
Rentals is in accordahce with a compang manual
(small tools are generally charged at % of 18 of
contract price) which rdte appedars to be below ORA
and AGC rates; - » '

b6
b7C
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&DDRESS REPL
“THE ATTORNEY
AND REFER T3
INITIALS AND NUj§

.

3 DEPARTMENT OF JUSTICE
%

WASHINGTON, D. C.
HG@M:WVC

Janvary 31, 1949

MEMORANDUM FOR MR, J. EDGAR H =
DIREGTOR, FEDERAL BUREAU OF INVES TTION K - /
J . Lot
Re: The ustin Company v. James Vézgorre tal, 35222”

Secretary of the Navy of the United States,

Tax Gourt Docket No, 104;3__

Reference is made to my memorandum relative to the above~entitled case wherein
it was requested that the Washington field office of the Federal Bureau of Investi-
gation examine and analyze the data submitted by the petitioner and used in the
renegotiation of the excessive profits of the petitioner. Pursuant thereto, the
report of Edward J. Armbruster (A) has been received.

It is now requested that you assign an accountant to examine the petitioner's
books and records with a view to ascertaining, among other things, the following:

1. The accuracy of the figures set forth in the schedules and exhibits contained

in Agent Armbruster's report. Possibly with respeet to certain of these items spot
checks will suffice, However, it is requested that the examination of your accountant
be sufficient to satisfy him as to the accuracy of such figures. It will be noted
that auditors for the Navy Department have made certain rather comprehensive examina-
tions with respect to certain of the items set forth in the schedules and exhibits. be
[Pherever it is possible, it is suggested that the work of these men be utilized. b7C

2. The amount of renegotiable sales for 1941 and 1942. It will be noted that
the determination includes excessive profits for both 1941 and 1942,

3. Income, costs and profits of the Austin Company for the years 1936 to 1932,
inclusive, with subtotals for the period 1936 to 1939, inclusive.

4. The renegotiable saleg, costs and profits for the years 1941 and 1942.

5. An examination and éhalysis of the controllsble items of expense in view
of the fact that certain of said items were disallowed as being excessive and others
because they were not allocable to the contracts renegotiated in these cases. This
latter item is due to the faet that the larger portion of the excessive profits for
1942 was applicable to cost-plus-fixed~fee contractsﬂaggﬁggaﬁﬁﬁﬁﬁiﬁg& ~

6. In analyzing the date submitted in this case, it is requested that your
accountant classify petitionert!s business under the various headings set forth in 40
the petition, pages 8 to 13, inclusive. For example, construction sales should
show sales, costs and profits for (i) cost-plus-fixed-fee contracts, (ii) negotiated
fixed amount contracts, (111) DPC business, (iv) transactions with Dow Chemical
Company, and (v) sales prior to April 28, 1942, Possibly some of these subheadings
. will have to be further broken down, i, e., DPC business may have been both before
and after April 28, 1942, or it may be under a negotiated fixed emount contract.
There may be several subh aalngs under some of the other_ﬁéneral classzfi;%/;ons.

!
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It is believed that such a breskdown is advisable in order that we can stipulate
| as to the mathematical accuracy of the various contentions raised by the petitioner.

7. Any other facts which might develop during the examination which your
accountant thinks might be material to the question of renegotiable profits realized
by the petitioner during 1941 and 1942 and which might have some bearing on the
amount of petitioner's excessive profits for the period involved.

Petitioner's counsel is the firm of McKeehan, Merrick, arter & Stewart, 2800
Terminal Tower Building, Cleveland, Ohio. |is the first counsel
listed on the petition. It is suggested tha® your office contact him or Mr. L. P. . /-.
Gilmore, Vice President, the Austin Company, who by letter dated December 10, 1947,
requested this office to meke an audit of the data with respect to this proceeding.

There are transmitted herewith the administrative files of the Navy Department
Price Adjustment Board vhich conducted the renegotiation with respect to this
petitioner. In addition thereto, there are transmitted herewith the petition,
answer, and copies of pertinent income tax returns.

|Room 3738, Depertment of Justice (Extension 72) is in Egc

,_charge 5T This cass Tor The Govermment.

‘  We would appreciate your handling this matter as soon as possible.

\T‘I <§\ MORISON

3831stant Attorney General

Attachments
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FILE NO.

PERIOD FOR
WHICH MADE

3/23731, 1949

DATE WHEN MADE

Cafs/ag

REPORT MADE AT

CIEVELAND, OHIO

REPORT MADE BY

JOHN K. BUSTER (&) mik

Bureaz letter o Cleveland dated

TITLE m s . i CHARACTER OF CASE
L\ -0 . . -
"AUSTIN COMPANY' ve JAMES V, FORRESTAL / _
SECRETARY OF THE NAVY OF THE UNITED STATES RENEGOTTATION ACT ,
_TAX GOURT DOCKET NO. 10h~R : . ‘ (5
SYNOPSIS OF FACTS: " TEN-DAY REPORT - -

References
’ ’ February 8, 1949«

.Report- of Special Lgent EDWARD J. L
ARMBRUSTER (A) datéd June h, 19h8 e T
’at Wash:.ngbon, D. Ca- .

"~ This J.nvestlgat:.on was instituted .
upon thé_basis of a request con'halned o
in a mémorandum of Assistant Attorney = . -
General H, G, MORISON dated January 31,

» 'Detai,ls s

b6

¥ 7 1949 which was trensmitted to the . . a\ e
\\ " Cleveland Division by the Bureau le‘b'her % T
\q’\ R dated I‘ebruary 8,1 19).;9.; : \
ba S
~ c\\\\ Pursuant to 1nstruct:.ons conta:.ned in " '
k- . referenced Bureau letter, Mre L. Pe S ,
“}\Ji e GILMORE, Vice President of The Austin - 2l
< : . " Company, was ‘telephonically contacted : I v
o s .. on March 11, 1949 and arrangements mede N -
o o ) © . < to begin this 1nvest1ga‘b:.on on March 23 :
s " 4 - - - -t
SRRk oL, 2949 7‘ Lo : R o . ’
L UOPY- DESTROYED on rMaI'Ch 1 . A0 the reporti a ‘
joined
1 9 7 MAY 6 1978 . l lin a conf bé
. _biC
“?o“&'fgé‘s"o"/f ,S‘ ) - S
_ 1| eCOR0ED - %8|
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‘pointed out that although in the petition filed with the

Mro [ Further- stated that The Austin Company' had performed engineering
- services for the Government, at a cost to the Government which is much less’

CV F. 0.
L6-783

for petitioner. Thiscoonference was held at the counsells office of . . o
MeKEEHAN, MERRICK, ARTER & STEWART, 2800 Termmal Tower, Cleveland, Ohio, T

At this conference,| |discussed with

the petitioner as to what their decision would be as %o the bresk-off
date of April 28, 1942 in regard ‘to their war businesse
X Court by

The Austin Company they referred to the April 28th break-8ff date, but

do not ‘show any break-up of their total co as set forth in their b6 -
sales figures on Page 8 of this petitions and]| [asked . P7CT
%o think this over a while and stated that they would notify the reporting s

. agent when he con‘bacted them on March 23, s 1949 to begin the audit.

| raised the question ‘of the Defense

.. Plant Corporatn.on business and the tabulation of the contzacts executed —
" - . prior to July 1, 19L3'as to their renegcnﬂzmjA , L7c -
-ab this time acquamted W.Q amd !Eﬁ the recent court . .. . -
opinion concerming.the July ££ Ve aate of the amendment o

the Renegotiation Acte - Counsel and again- stated that they
wished to think this’ over a:x:l would notify the report:.ng agen‘b as to L

. their dec:Ls:Lom

 Mr.o I:Istated that he did not think the Price

- ‘Adjustmen’o Board gave ‘adequate cons:.dera‘blon to the’ fact ‘that The’ Aust:.n o
- - Company was perform:.ng Ffour- separate and d:_stmct jobs, namely, (L) UL
. " design and ‘engineering of a.project; (2) construction of a projects;  ” AR o

* *(3) the furnishing of construction equipment needed for the performance o

of the construction work; and (Li) the fabrication of structural steels

than it would have paid hdad it entered into separate engineering contracts
for the same works Mr. :lstated ‘he brought. these points out because

“bhe Board had renogot:.at-ed them on-a yearly: bas:.s instead of «eon'a completed

con‘brac'b basis and pon.n’ced out the fact that in’‘the year 1943 the pe'b:.tioner
realized a profit on.a cost plus fixed fee contracts of 4,86 per cent’ before.

, taxes and before rene gotiationy

N |rep11ed that at the time renegot:.a'bion
was first instituted, they, The Austin Company, could have made an agreement . b6

. with the Price Adjustment Board as to-how they wished their renegotiations .. P7C-
%o be handled and at this late date nothlnt, further could be done about: ’

this matter», o o o S o C

Do
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| |replied that he was of the opinion that the
court should take into consideration their profits for the year 1943, in
which year they were completing some of i contracts and upon .

which they received no additional fees stated that the
would check the firm's 1943 records and submit thema .However,l |

stated he did not think that the year 1943 would be taken into considerations

b6
b7cC

" On March 23, 199 Special Agent
(A) and the writer contacted at The Ausiin Company, located ab

16112 Euclid Avenue, East Cleveland, Ohios At this time| stated
that The fustin Company had reached the following decisiont namely, that
the April 28, 1942 break—~dcwn would be waived and that all contracts; both
Army and Navy, cost plus fixed fee and lump sum, would be considered on a
yearly basis. Secondly, that in regard to the July 1, 1943 break-down .
for the Defense Plant Corporation;, The sustin Company w?.um_s_\“a.m_an rise
or fall upon the walidity of a recent court decision, hen
made available to agents various work sheets, certified statements and
Austin Company statements of The Austin Company, No books of original
‘entry were available at the Cleveland headquarters for the sales of the
Im&;y_ﬁsions located throughout the country of The Austin Companys
ptated that the divisions sent in a balance sheet and profit
and loss statement monthly and yearly« This information was transposed into =
work sheets and then into the General Office's books and recordss These
. General Office’s books and records are control accounts onlys

INVESTIGATIVE OUTIINE

‘The investigative program in progress and contemplated
is as followsy ‘ '

. A» General - Fiscal years 1936 through 153, inclusive:
1. Pr_epare trial balance for the 'bdoks; '

ce 24 Reconcilé profit or loss per books and Federal -
income tax returns;

, 34 Prepare consolidated balance sheets and profit
and loss statements, S . -

b6
b7C




Acost plus a fixed fee, lump sum contracts arid non-renegotiable sales;,

, 'f‘19l;'2 Jand ‘i»9‘1;3§f -

" comparative abasiws,

Bs Year end of December, 19k1:

ls $&sless

(a) Segregate sales between DPC, Army and Navy,

~Dow Chemical Cogipany, cost plus a fixed fee and lump sum contracts and

non-renegotiable sa}.es,
| 2' ‘ Cost of sales:

(a) Allocate expenses between DPC, ﬁrmy and Navy,

3

(b) 'f'est check’ repa:.r and maa_ntenance charges 3
(ey analyze deprec:.atn.on and amortlzation,
3, General adm:.nlstratlve expenses- L

(a) Prepare comparat:.ve schedules for tho years 19141}«
ﬁb*)‘i ihaly?e ,anj(’ expenses which féﬁpear exgessiVe ‘on a~

Exsmination for the vears 19h2 and 19&3 will follow
the - same ou’olme as set :t‘orth aboveag S -

DA

WCRK PEB.F ORMED

, Sales Have been analyzed hetween the DPC » cost plus a
fixed fee and lump sum for the years 1941 and 1942« Sales have -also been
analyzed for the Army and. Navy contracts y cost plus a fixed fee and & lump . -
sum, Other. portions of the work outlmed ‘above are in progress at the time N
of ﬁh:n.s report,g o , : B

B The’f‘Oilox‘f&nngbeéialr Agents (A;)» afe "ehgéged in: this o

JOTN K. BUSTER _ S e

i’n,ves‘bigatipm

b7c
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X X It is estimated that it will require approximately
thirty days to complete this investigatione
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FormNo.1 . . . R .
THlsﬂc‘:ASEOR‘lGlb:!ATEDA‘TM ? J}lﬁHDFGTON, ’Q‘C‘. i ' o, LT -GVF"'E NO. 46—*783
REPORT MADE AT : T o — PE;{R[IOD FOR . REPORT A;IAPE BY | - .,
| oLEvELD, QIO 5/13/49 @ '22%%’%2 JOHE K. EUSTER (a) " -
| e B . ggamérmor-cAsE' ‘
‘"iH: AUDT._LE Q?.".I'Y dalBS J‘ | TUQ’%ESTAL : -
SECAETIRY OF THE NAVY OF THE UNITER:STATES | EEE@GeT I—J»Tmﬁ 4oz
U4 COURT DOCKET. M., 10k —-;R ) e e T
74 P O D
i JsYNol?sxso:-‘FAcL:fi's:‘ e ) ’ PLOGﬂ-—ﬁa RE:PORT - ‘:‘:’7 ‘,' . L
| References . . Report of qheclal Agent’ (&) JOHN K. DUSTZE,
' : R - Clpveland, Ob_‘l.o (qﬁtﬁd Aﬁxul 5, 1949: -
| Deteile: ¢ Dur:_nv ‘the. period covered by 'hh:l.s report o
| A the fo_lo"lng werk h'ws been, comp_.eted' .7

‘ Sa_es have beett nna’l’y ed on the. Dow Cherzu.ca.l
Corpany contract for the vears 1951’ and l%w .
‘ b6 ,
Teisl: bqlance snaets and. nrof:r.t anci loss s b7C -
statements have bn@n pfepafed far, e~ yes:f's S
’ "l%l ar\d 1942; T 2 ;

-

- ,,,Allocatlon and. anaclysﬂs of emﬂenses ior the - @
year 194._ nave been made on all contraots. i ﬁb
Uthm phases of. ‘bhe work ouﬁllned in ref erenced
repor*t for the years T94L, 1942 and 1943 are in-
prowe@s at the dte of this fm)ort. ‘
o I 1s estmg’c,ed that it. w:v_ll requ:l,,c‘e annroz:.ma,tely
b, R0 deys to comolete th:Ls :-_nvestlp‘atlon.
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STANDARD FORM NO, 64 ’

0]556‘6 MEMO?dﬂd%m e UNITED STATES ‘GOVERNMEN#,T

3 : Director, FBI DATE: August 17, 1949
FROhI : SAC, Cleveland
SUBJECT: THECAUSTIN COMPANY v. JAMES V. FORRESTAL,

SECRETARY OF THE NAVY OF THE UNITED STATES
TAX _COURT DOCKET NQ._ J10L=R

| RENEGOTTATION ACT
- 2‘(’ Bareau File No. 46-1L602

Rebulet August 12, 1949.

This report is being prepared for dictation. A report
should reach the Bureau no later than September 1,-1949.
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STANDARD FORM NO. €4

® .
Oﬁice Memomnd%m e UNITED STATES GOVERNMENT

TO : DIRECTOR, FBI DATR: Sepbember 7, 1949

FROM jfsAc, CLEVELAND REGISTERED MATL

SUBJECT: THE AUSTIN COMPANY ve.
JAMES V. FCRRESTAL, /
SECRETARY OF THE NAVY OF THE UNITED STATES / -~
TAX COURT DOCKET NO. 104-R,
RENEGOTTA TION ACT
(Bureau File 46-14692)

Bulky exhibit in referenced matter is being
forwarded via Railway Express under signature.
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| FEDERAL BUREAU OF INVESTKJTION

A°R‘G'N‘“'ED AT WASHINGTON, D. C. - ‘\ Feno. 46-783
I ADE AT ‘ DATE WHEN MADE _PERIOD FOR j"‘i‘REPORTMADEIY . /
i N ) V/Wéx H i
-' - CLEVEU,&ND, OHIO l 9 /3/ 49 % i—’ J OHIV X. BUS'T‘ER (ﬁ)

:}j TitLE ' Il ‘45’3/ : ’

T}E"ﬁnsmm COMPANY Ve qus Y. %
| FORRESTAL, SECRETARY (F THE NAVY. {
| _OF THE UNTTED STATES, TAY GOURT 30

é z%

13 CHARACTER OF CASE

RENEGO’I‘IELTION ACT

) DOCKE‘I‘ NO, 104-R,
SYNOPS'IS< OF FACTS:

L
7

Referencess

WL

) \) December -31, 1942 of %2,000,000,

T
O .“S"f” -
o Lk <
<~ . -
% o

N
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ACCOUNTII\IG PPORT

"RenEgot:Latlon of ‘the \nust:x.n Gompany for
- the .fiscal year ended December 31, 1941
by Navy Price Adj us{;men'b Board resulted -
.~ in determindtion of Excess Profits in
“amount of $400,000, and for +the year ended
The Austin
Comnany i‘::.led a pe‘ba.t:.on for rédetermination of
¥ ‘excess profits. Company~mpresentat1ves stated ,
. that they would waive the Apr:_l 28 renegotiable
. break-cff datej and likewise would stand by the - -
court dec:o.slon in the Tarner & Swasey Gompany ' ,
' case as t0 the July 1, 1943 date for DPC con‘bracts.‘
" Sales.were broken down into three classificationss
,Lump Sum, CPFF and Dow Chemical. ZExamination of
ompany!s records shows an increase of approximately .
$$3,000 000 in renegotiable sales for 1941, This
‘amount’ caused by the Gompany's waiver of the Apr:l.l 28 ’
- date.  There is no change in the 1942 sales, " .
: $209,875 was- disallowed as expenses in 1941 and ,
.- $62,421 in'1942, Thelater two disallowances are . -
.o f:.nal as the company's profits for 1941 and 1942°
. have been settled by the Bureau of Internal Revenue.
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FEEREPS T A

Bureau file 46-1 4692: Sy

Bureau letter to' Cleveland dated February 8, 1949‘ Bt

Report of-‘Special Agent EDWARD J.. ARMBRUS‘I‘ER (a) .-
dated June 4, 1948 at. Wash:mgton,]). Ce . SN
Report of Spec:Lal Agent JOHN K. BUSTER (&) dated
 April 5, 1949 at Cleveland Qhioe - -
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AUSTIN GOMPAWY, T AT, TAX COURT DOCKET WO. ONE WAUGHT ROUR DASH R,

i
i }
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RENEGOTIATION ACT, TOFDE  ,oc
RIS CASE IS ACGTONED, AS WELLAS THE CASE SWTELED GUOTE HUGHSS KEEMAN
COMPARY V. WOPAB, TAX COURT DOCKET Ho. £IX FOUR NINE DASH R UNQUOTE, WISHRS
T3 GTNFER WITH S44 JOBN K. BUSTER IN HIS OFFICE, ROOK TERSE SFVEN THREE |
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b, m&my FIFREEN, NOXT. CORFERENCE T IAST AFPROXRTELY THRFE zms. )
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AI’A’ 3&7? - SA Bustef'cond{zcted the ontive accounting - mvéstigatioh in both -
i " cases. The Austin Company case reveals excessive profits for

_}/_ﬂg',.m@g ~ the year ending December 31, 1941 of §400,000 and for the yoar
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ending December 31, 1942 of §2,000,000. In the Aughes Keenan ' ' . .

co < 185-*11:231& excessive profits amounted to $860,000. Extensive accounting
. investigation was eonducted in both and the report on the
B latter case was submitted February 25, 1949 and on the :f.'ormar
‘case on September 8, 1949. Both reporis prepared by SA
Bugter. This agent not due for In-%emca until. *‘z)rll 19, /
.1950. i
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+._ ADDRESS REPLY TO
THE ATTORNEY GENERAL"

REFER TO

INITIALS A

ND NUMBER . DEPARTMENT OF JUSTIQ

. WASHINGTON, D. C. . F e .’:idfim‘-—-—-_‘ |3
_HGM:FHC:1eb | i oo f.
January 27, 1950* “f‘f‘“‘————* |
Tax Ct. No. lOL;_—R L‘ Tt j._f‘?-____ !(:
ii AT Ix. i S
VMEMORANDUM FOR MR. J. EDGAR HOOVER, DIRECTOR g o S S—
FEDERAL BUREAU OF INVESTIGATION 4 I?j_yiv:w-.—mﬁ
i} PR O S - b
Re: The %stln | Company. v. James Forrestal; 4 =~2r-3‘-'=€‘-8~--—-—--%b
et al,3 Tax Court Docket No. 104~R. m Tolo ioii

Reference is made to the accounting report prepare
by Special Agent John K. Buster (A), dated September 8, 1949

The above—entltled case has been set for trlal before “ﬁ{%ﬁ’/‘
a division of th io, beginnin

March 20, 1950,

desires to confer with Special Agent Buster relative ?@ the bic
above-entitled report.

o
expects to be in Detroit, Michigan, on . bé
other renegotiation matters for a period of a we€lgito ten days, b7</
beginning| | Opon completing his work in Detroit, 1
Michigan] [pIans to go to Cleveland, Ohio, for the }f‘

)] rdimapsen ol Ay f\/ g
purpose of conferring with Special Agengi Eu:{s:cer @E@‘&% . v SHIE TR SR

44444

It would be appreciated if ’you would inform Special
Agent Buster that will advise him from Detroit as to B
the date on which expects to arrive in Cleveland, e
Ohio., pe b7C

H. G. Morison, \/

s

/ y <;?(*\ . RECORDED 2 Lﬁi’f L7
{}}\ %/q e ‘ %

FEE in 1950
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.
ADDRESS REPLY TO ' .
4

““THE ATTORNEY GENERAL'

burinis awo nowsss  © CEPARTMENT OF JUST: i3
o WASHINGTON, D. C.
HGM:HFL:1leb

VEMORANDUM FOR MR. J. EDGAR HOOVER, DIRECTOR C
FEDERAL. BUREAU OF INVESTIGATION :

2 = . P 1 -
Re: The@mstin Company v. James Forrestal, }’f

. et als; Tax -Conri. Dockeb-Noe.lOL=R,
Hughes-Keenan Company v. War Contrac
. Price, Adjustment Board; Tax Court

Docket No. 649—R. A )

o~ e

It is requested that Special Agent John K. Buster (A)

of your Cleveland Office be made available for conferences, .

respecting the above-entitled cases, in|
office, Room 3734, Department of Justice, beginning at 9:30 a.m. ~

on Wednesday, February 15, 1950, and lasting for approx:.mately
three days. .

+ Go Morison,
Assistant Attorney General.

o7~ |

5
REGQRDED glﬁg 16 1950
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OAUSTIW COMPANY Vs SEGRETAHI OF NAVY, TAX COURT DOCKET NUNBER OFE ZEK)
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__FOUR TASH R, RENBGOTIATION ACT. s
b7C

|:Iww comcfr SPECTAL- AGEHT \A) JORN x. RUSTER, CLEVELAND QFME,
EIGHT THIRTY AM. WEINESDAT MARCH. \EIGET EXT. xmx. ALSD CO’IF}E:R WITH -

SPECIAL AGENT cA) CARLTON V. BRODEN §7 THE SEME TTHE IN THE CASE EN"ITLED,
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STANDARD FORM NQ, 64

O]j‘ice Mema,dﬂd%m * UNITED ST_’@TES GOVERNMENT

.TO  : Director, FBI « " DATE: April 26, 1950

FROM %AG 3, Cleveland ~ Attention: Mechanical Sestion I// '

SUBJECT: THE&AUSTDI COMPANY v
S SECRETARY OF NAVY
Jfax Court Dockeh No, 104-R
RENEGOTTATION ACT <

Enclosed are three accounting work sheets prepared by the Cleveland Division,

It is reguested that 27 copies of each sheet be ;{repared 1n positive photostat
forms It is to be noted that two of the columns of these accounting sheets
are blank, and it is requested that this blank portion be included in the

positive photostats,.

The original documents as well as all pésitive photostat copies are to be
returned to the Cleveland Division,

JKBTmak b
46-78 Y ol
Enclogures @0 ﬂ“ ‘R‘} =

\
<
NaN
cang

=




'SAC, Cleveland - . l 'May 5, 1951

Ai~ "Director,'Féi )

/f a i

e THE AUSTIN GOMPANY v. » ~ S
S ‘:- SECRETARY OF NAVY, Teax Court Docket No. 1ou-R
‘ﬂ“ﬁf . °*  RENEGOTIATION ACT - - , v

4ETORDED E’naié w,/¢” P m/%é,—

The Claims Division has. advised that a conf‘erence has
been arranged between the attorney and the @ccountant for the
above-named petitioner to be held at the office of Mr., John F.
. Wolf, Claims Division,, Room 3738 at 10 A.M, on May-2l, 1951, -

he purpose of thig: conference is to attempt to stipula.te the
accounting data in this case. o . ] :

Assistant Attorney General Holmes Baldridge has requested

L 'that SA John K. Buster be presen‘c 'in Washington on May 18, 1951,
" in order to thoroughly review the accounting data to be stipulated

- with Mr. Wolf. It was stated that Buster- s services would. probably '

not be required beyond May 21, 1951.,

~'191:on‘ )

f%u6-1u692 ;
- GWC:DG™ p/A

:in this case which involves excess:n.ve proflts for 1941 of . $L|.OO OOO

Sutel if SA Buster will be unable to attend this conference. :

s AI P 'V;Q’J. ,“

Tye s

SA Buster conducted t‘he entire accounting investigation

" and “for -19)12 of: $2, 000,000, Claims Divis:Lon Attorney. Wolf. - ?«3
T gtelephonlcally advised that-it was necessary for SA Busternto be
- present.prior to'the conference in. order that he could pregare,,,’»
: c.addltional accoun’blng schedules which are necessary. SURCELE ) e
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- ., +ADDRESS REPLY TO ) . B at
THE ATTORNEY GENERAL® ‘ RIS o
INITIALS, AND NOMEER DEPARTMENT OF JUSTICE o rtm
WASHINGTON, D. C. fT TR e
AHB:J—FW:PHI‘ :v:_‘. »:\“‘:-.w s
Tax Court May 2, 1951
Doclret Mo, 104-R - e
MENMORANDUM FOR MR, J. EDGAR HOOVER : .
DIRECTOR, FEDERAL BUREAU OF INVESTIGATION ‘ J ,,,,,
HINRTD AT )
‘ Re:OAnstin Company v. James, V, Forrestal, P ifies Gancy
| Secretary of the Navy b
‘ Docket No, 104-R e e

e —— —

‘ Reference is made to the report of Agent John K. Buster,
| dated September 8, 1949, relating to the above-indicated case.

A conference had been arranged between the attorney and
the accountant for the above-named petitioner to be held in the
office of Mr, John F, Wolf, in the Department of Justice,

Room 3738, at 10:00 a.nm., on May 21, 1951. The purpose of this

conference is to attempt to stipulate the accounting data in this
case, ‘

It is requested that Agent Buster be directed to be present
in Washington for the above-~mentioned conference. In order %o
properly prepare for the work of this conference it is further
requested that Agent Buster he directed to meet with Mr. Wolf
on May 18, 1951, in order to thoroughly review the position of

It is not thought at this time that Agent Busterls services
will be required beyond May 21, 1951.

/ BOIMES BALDRIDGE 3

Asslstant Attoraney General '

T Jeda— /H
RECORDED - 1 MAY 10 1953
COPY DESTROYED EX-l?-g 5 wg l
L97'MAY 6 1970
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the Department regarding the accounting data to be stipulated. , %%W‘@?%
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THE AUSTIN COMPANY v. OIS Vi PLARGTA,
RETLPY OF THED NAVY ST

TAY COURT DOLEY 10, 104-? _ -
RENECOTLATTON 4CT - -

S

) "There are- he%ﬂg enclosad hem,m th btuo ca@iea of a Self- ST
: emlan shory mexopandus dabed Moy 25, 1951, whleh was reee&‘ved from -
&ssigtant '%ti-.orney’ Gencz*al Xclmes alc‘irv ég‘e.‘ . G

. ' 4 veport eove:f*inr* the re:;uesneé additlonal invest abi, on - s
‘should be submi’ct&d to reach the Bureau no later than Ju‘}.y 15, :

1951.
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Secretary of the Navy
Tax Court Docket No, 104-R

i
ol 1‘: R . £ty
cIn. T “" N ‘ Erir Faud o !
ADDRESS REPLY TO ' R AR o SV U
“YTHE :’:gl;»;\;::gznu" § Hir. Glavia ——— ;ﬂ
INITIALS AND NUMBER DEPARTMENT OF JUST!CE 4 § BEw, Tl el ) &’z,
WASHINGTON, D. C. g e s
AHB: JEW2aar ;
Tax Court Docket -
To. 1048 May 25, 1951
/n MEMORANIDUM FOR MR. J. EDGAR HOOVER x
DIRECTOR, FEDERAL BUREAU OF INVESTIGATION STy
Re: The@&ustin Company v. James V@E‘orres‘bal, TR
R
/

) 8- V oL 34
Reference is made to our memorandum addressed to you dated 6

May 2, 1951, requesting that Agent John K. Buster be present in 7
Yashington for a conference on May 21, 1961. G ’ /QZ// - /

Thogse present at the above-referred to conference&qere X '7I
the Austin Company's[______ |Mr. L. P. Gilmore, vice pres ES .

accountant for the Austin Company, Agent John K. Buster, and
Mr, John ¥, Wolf, attorney, Department of Justice.

At this conference the petitioner's attorney agreed to waive some
of the igsues set forth in its petition. However, in order to properly
try the remaining issues it is necessary that the following accomnting
work be done.

1. I% is requested that Agent Buster prepare a schedule setting
forth the amounts in the years 1940, 1941 and 1942 of equipment which
vas installed by the petitioner for the Dow Chemical Company.

2. Since the petitioner will contend that contract NO y-4210 is
sevérable, it is requested that Agent Buster prepare a breaskdown hy =
projects showing the estimated and actual costs, the amount of the fees
pald and the time of payment.

- e wr Al Wdpee VMW |

3. Since the petitioner agreed to the disallowances of costs made
by the Internal Revenue Bureau for the years in question, it is requested
that Agent Buster prepare profit and loss statements for each of the years
adjusted to conform with the Internal Revenue Bureauls disallowances.

4, Since it now appears that the petltioner's main contention is
that it was not allowed to retain a reasonable profit on its engineering
work, its structural steel fabrication, and its equipment rentals, it is

req,uested that Agent Buster analyze the renegotiable contracts to
determine (a) the total amount of billing for engineering; (b) the amount
that petitioner contends it should have received for this work; and

RECORDED - 3 1 ié — M e fE

o,
P;Y DESTR(}YED JUN 1 195?;
19 7May 6 1970 FX 190° 37




vt D

(c) the amount that it was left for engineering work after renegotiation.
It is also requested that an analysis be made to determine the amount of
structural steel fabricated by petitioner’s Bliss mill for Government
contracts and, if possible, to determine the amount of profits the
petitioner retained on this work after renegotiation. In comnection with
petitioner's contention regarding equipment rentals it is requested that
Agent Buster procure a tool manuel from the petitioner and determine
ingofar as possidble the basis upon which the rates set forth thereln were
arrived at, i.e., is it a bare cost of ownership rental or does it provide
for a profit margin. The type, age and rental rate of the equipment used
on Government contracts, as well as any other pertinent facts, should be
ascertained,

The aggregate of the determinationsg of excessive profits involved
in this case is $2,400,000, It gppears that the proceedings before the
Tax Court will take place at the first calendar to be set in Cleveland,
Ohio this Fall. It is therefore requested that Agent Buster be directed
to complete the requested work by August 1, 1951.

\~

‘ Holmes Baldridge ?

Assistant Atbtorney General
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16-783

-1940 .
ashl .
1943

19kl
1915 .
Total

' Thefe s mcludnd in renef‘o
and 1952 sales in the amount of 50,2
and”a. nrofu:b or fee oald by the davy o tle ”}e‘w_t.z‘onbr m

foﬂcnrs‘ o s
3.0)41
= :Loua ” o
. 'Ho*.v;e%rer R

contract be severable,
as follows: ‘

m!,z

" Tess bll].ln"“s to v e

Apr:t.l 28, 191;2

-

Petl‘omoner if

‘3:551,376 05‘

This contract was converted. in 19)_1.3,
from a Cost Plus F:;::ed Fee to a

g;;o 21;0 506 28,

consxdprm" t};,.c:x.'t' tbe Qetltlonmr T
’che freaef*ot.s.am on ‘on tl_?ls “COY

"5“3 236 2%.2?
5, (3 h&‘h 1352‘08

TAVE F(‘*‘TTJXCJ. - 10Y L""‘O )

Sales Cost. ~
6‘ 1 899, 020.93

31,816,249 . 112
12, oou, 056,30

11, 621 313.67

J7 311, 655 i

. Profi‘t;‘b

8- u2 IUQ.Sl

382 752.7L
9ol,572.77 .
L&LD,*-Q/ 155 o
327~h v

& 65),9u2 L5 0,210, 172.,6‘-
215,97 © (1110l -
506,02 L. T 296,02
" 1',360,75‘3,818.97' *

. r‘
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‘5553,95;—,576.02 ‘ 31,831;,2;;2.9?5,

tlabla business. for “the years 1014,1
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Cv. F. Oo
116-783

performed engineering as well as construction on this contract. Upon the
Havy's instructions, only one rayroll was maintained, hence a segregation
betwreen construction costs and engineering costs could not be obtained.

The Favy furnished equipment and material was furnished from other sunpliers.
There were no advances on this contract.

PETITIONER'S ADJUSTIENT OF PROFIT PER IUTERNAL REVENUE ADJUSTIENTS

petitioner's profits per that Bureau for the year 1941.

Bureau of Internal Revenue, Hanna Building, Cleveland, Ohio, made this file

. . b6
available, b7C

The reporting Agent reviewed the Internal Revenue file concerning

It is to be noted that this return and settlement for the year
1941, included the years 1939, 19LO and 1913, There appears below the
adjusted return as obtained from

1941

Net Income Per Return Bh,079,781.66

~

Additions to Incone
* Excessive Compensation =  $286,075.93

Real Estate Taxes 1,220.80

" Dividend Credits ) 163,78L.00

Legal -Expense . ,722.50

Insurance 9,589.05

Federal Capital Stock Tex _(52,500.00)
Wet Additions 112,892.28
$1,892,673.9L

Deductions Allowed ) ﬂ
1940 Return - Excessive Compensation $208,807.96
19)1 Return - Excessive Compensation ._203,016.98

, L11,82L.90
Reconcilled per Renegotiation Schedule ’ %l ,1150,849.00

- 11 -
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CV. F. O.
L6-783

The following deductions were made for the year 1941 and these
disallowances have been added to the net profit as per Wobte A of the schedule
for remegotiation for year 19L1. :

Dividend Credits $163,781..00

Real Estate Tax 1,220.80

Excessive Compensation 83,058.95

Legal Expense i, 722,50

Insurance 9,589.05

. $262,375.30

e Credit-Capital Stock Tax 52,500.00
b7C $209, 875.30

| |also furnished the file concerning the petltloner's
income in 1942, This schedule is as follows:

19,2
Income Per Return : ' $6,989,1h30.01
Additions to Income $ 68,L20.79
Excessive Compensation 106,915.00
Capital Stock Tax 50,000,00
_Real Estate Tax 365.77

"Legal Expense 19,000.00

$2ll,701.56
Add: Awended Return

Executive Compensation 9);,860.00

349,561,56
. $7,338,991.57
Allowed by Conferres : .
Dividend Credits : 38,805.42 ‘ -
Legal Expense 19,000.00 _ 57,805.42
Return - Per Conferres u $7,176,326.15

- 12 -




CV. F. O.
46-763

b6
According tol | petitioner‘and conferres did not agree, bJcC

so this matter went into the tax court in fugzust, 19Lh9. Petitioner was
contesting $29,613.37 of compensation still unallowed and the Dividend
Credits of $106,915. As a result of this meeting in the tax court, the
following adjustments were made:

Disallowance Salaries $ 63,h20.79
Less: Adjustment-Conferres 38,805.442

Net Disallowed - RAR % 29,615.37

Add: Amended Return 9);,860.00

$121, 175,37

RAR ~ Disallowance $ 29,615.37
‘Tax Court Dividend Credit 106,915.00
$136,530.37
Allowable Deductions 12h,L75.37
Disallowance $ 12,055.00
Bonus not on Original Return 9,860.00
Net Disallowance $106,915,00
Return Per Conferres, \ $7,176,326.15
Less: Allowable Deductions 12l,075.37

$7,051,850.78

This statement effects. the 19h2 profit as follows:

Compensation ’ % 68,120.79

Dividend Credit 106,915.00

Real Estate Tax . 365.77

. Legal Expense 19,000.00

Capital Stock Tax 50,000.00

Total Disallowed , %2hl,701.56"
Allowed - $ 17,805.4h2

_12h,475.37 .
; : 182,280.79
$ 62,120.77

Less: Insurance Pre-paid 9,589.05

Net adjustment msde to Income % 52,831.72

- 13 -
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> depew

The amount of $9L,860 as executive compensation had been
claimed on an amended return and this amount had not been charged to
The net disallowance of $52,831.72 has been
added to the net profit as per Hote A of the schedule of renegotiation

expenses for the year 1942.

for 19h2.

BILLINGS FOR EHGiHEERIHG) PLISS UTLL AFD EQUIFIENT RENTALS

The total amouptsof billings for engineering for 1941 and 192

are as followss

Tump
Sum

Sales $37,759.62
Costs 25,30L1.95
Gross

Profit $12,L54.67

Per cent

to Engin-

eexring

Sales $32.98

Lump
Sum

Sales $87,902.11

Costs 55,826.78
Gross :

Profit #$32,075.63

Per cent
to Engin-
eering

Sales $36.49

1941
Fixed Dow Total
Fee .
$1,235,956.19 . $11,822.00 $1,285,537.81
9hl,99h.33 7,535.00 977,63h.28

$ 290,961.86

% 1,287.00

%  307,703.53

$23.5N $36.26 $23.9L
19)2
Fixed Dow Total
Fee -
$4,920,509.92 $25,06L.,00 $5,033,476.33
3,930,66)1.83 18,261.00 };,00l,752.61
$ 989,815.09 $ 6,803.00 $1,028,723.72
$20.12 $27.1h $20. 1l

-1l -
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Petitioner contends that the usval fee on engineering in a lump
sun contract is cost plus 50 per cent the fee. According to I'r, GILI.ORE,
in a cost plus fired fee contract the charze varies and he could not
definitely state what it would be. The petitioner will contend that if the
engineering had been obtained elsewhere and the Austin Company did the
construction, only the fees charged the Government would have been the
existing fees of the trade. The total amount of billings for structual
steel fabricated by Bliss 17111l for Government contracts, is as follows:

1941
Lump Fixed Dow Total
Sum Fee L
Sales $h7,032.2L %25,576.&2 0 $132,608.62
Costs 37,659.56 9,812.80 0 107,472.3 A
Gross~ ¢ & 9,372.68 % 1,576.62 0 $ 25,136.30
Profit
Per cent
to Bliss ) ' .
1H1l Sales  $19.93 $1o.2 . 0 ‘ $18.95
1942
Tump Fixed Dovr Total’
Sum Fee o
Sales $106,031.55 $805,832.222 $2,232,00 $91L,095.77
Costs 76,878.79 552,053.40 1,651.00 630,583.19
Gross : .
Profit $ 29,152.76 $253,778.82 % 581,00 $283,512.58
Per cent
to Bliss . ) '
Mill Sales  $27.L9 T $31.h9 $26.03 $31,02

¢

- 15 —~




cv. F. O.
16-783

Petitioner will contend that they are entitled to a profit on
structual steel. They will ccantend that they operate four departrnents;
Construction, Engineering, Structual Steel, and Equipment Rentals. Had
tke Government purchases steel on the outside, the price they would have
paid would have included a margin of profit. Strict accounting theory
states that true costs reflect only the cost of material, direct labor,
and manufacturing overhead. However, in large concerns having various
departments, it is not uncommon for them to bill sales to their own concern
at a price to include a profit if told they were selling to any other
customer. The Government was charged with the following rentals on equip-

mentbs

1941
Tump . Fixed Dow Total
Sum Fee L ’ _’
$13,726.68 . $hh,8h2.87 $5,948.00 $6L,517.55
Per cent
to Con-
struction ' )
Sales 699 - «1h9 ~W125 .175
19,2
Lump Fixed Dow Total
Sum ‘ Fee - .
$23,198.57 . $25L,896.9h $12,070.00  $290,L65.51
Per cent -
to Con~- . .
struction ,

Sales 575 .113 .151 CW122

Second party equipment rentals or rentals for the use of owm
. equipment are included in job costs. Such charges are, however, restored
to profits before deducting operating expenses. Depreciation and other

- 16 -
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expenses applicable to this owned equipment appeared to be included in
operating expenses. The company was unable to readily ségregate the
expenses directly applicable to second party equipment rentals. The major
item of such expense is depreciation, which is charged to operating expense.
A portion of repairs and maintenance included in operating expense also
apolies to second party rentals. An aggregate depreciated value of all
machinery, equipment and tools, of 206,147 at December 31, 1942, and amount
$200,391 represents rentable equipment, the difference being largely the
depreciated value of Bliss I7ill equipment, the exact amount of which is net
available. The total amounts of depreciation included in operating expenses
for machinery, equipment and tools, therefore, are probably slightly greater
by reason of such (Bliss 17ill equipment) while the repairs and maintenance,
in addition, include items agpnlicable to building, furniture and_fixtures.
The original cost of rentable equipment is not readily available, nor is it
reported for tax purposes.

Purchases of rentable equipment were as follows:

1939 $ 29,520.00
1940 28l 5730.00
94 - - 371,475.00
1912 ) 862215 .00

$771,940.00
. Depreciated value at Degember 1, 1942, was $200,391.

The company's handlirg of small tools, which are generally less
than $300. per unit, is set forth in the manual. It is the consistent
practice to carry a reserve in the amount of the small tools so that at
the end of the year they are fully reserved and have no net book value.

On all jobs, except those where tools are purchased for the account of the
otmers of the project being constructed and become his property, a charge
for small tools is made to job costs for ;% of 1 per cent of the contract
price. A tool manual was obtained from Illr. GILIORE.

Mr., GIIIICRE stated that tilis is a revised tool manual and that

there are not available the tool menual used during years 1941 and 1942. >
The charges in the tool menual are determined by prices set by the company. -

- 17 - * ~
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These include depreciation and a margin of profit to cover overhead. The
rates used, according to !'r. GILIORE, are generally lower than the OFA or
. AGC rates often used by other contractors. The manual provides that

1. Ho rental shall be charged to a particular coatract and
job after the total continuous rental of one piece of
equipment reaches 75 per cent of cost.

2. Rates are based on a five day week, eight hour day operation
and are increased 50 per cent for double shift operation and
100 per cent for three shift operation.

3. Rental is charged from the date when equipment is first put
to use and continues until the date it is no longer required,
. whether or not it is removed from the job.

L. Maintenance and repairs, wkich do not exceed 2 per cent of
this price are charged to job costs. Items in excess of
2 per cent are charged to operating expenses (apparently
none is capitalized and there has been no objection by the . s
Bureau of Internal Revenue of the amounts expensed).
After, however, continuous rental charged reaches 75 per cent
of cost limitation described above, all repair, replacement
and maintenance costs are charged to job costs.

An attempt was made to determine what equipment was used on the
construction job performed on the Government contracts, but this information
was not obbainable.

The following schedule reflects profit before and after a $1,00,000
adjustment to fixed fee contracts:

.18 -
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Lump Sum
Sales before Adjustment $1,96L,719.59
.Profit before Adjustment  1L5,905.33

Per cent to Sales 7.43

Sales after Adjustment  41,98l,719.59 -

Frofit after adjustwent 1145,905.33

Por cent to Vet Sales T+l3

1941
Fixed Fee

#31y,880, 18,10
957,272.73
2,74

$3l,480,)18.10
557,272.73

1.62

Non-renegotiable

$19,989,929.75
3,377,670.94

6.76

$49,989,929.75
3,377,670.9k

6.76

Total

$86,835,067 4 Lily

14,480,8L9,00
5.16

$86,035,067 ik

14,080,8L49.00
’.[.072

The followrine schedule reflects profits before and after the adjustment of £$200,000
to lump sum contracts and $1,GO0,000 to the fixed fee contracts:

Lump Sum

Sales before Adjustment $5l,083,073.78
@::orit before Adjustment L6, 360.60

Percent to Sales 11.18
Sales after Adjustment 3,883,073.78
FProfit after Adjustment 256,360.60
Per cent to Net Sales 6.60

19)2

Fixed Fee

$5233,122,639.50
I,,861,255.18

2.09

231,322,639.50
3,061,255.18

o 1.32

-19 -

Non-renegotiable

$20,745,139.13
1,73&,235.00

8.36

20,745,139.13
l,73h,235.00

8.36

5
d?

4 2573950,852.).[.1

Total

7,051,850.78
2.73

255,950,852.L1
5,051,850.78

1.97
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ENCLOSURES TO EUREAU: Work papers of SA JOIE! K. FUSTER.
1 tool wanual of Austin Company.

- REFERRED UPO: CQI'PLETION TO TEE OFFICE OF ORIGIN -
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REFERECES:

T A e S i R i & g T T R T R < EANE ',

®

Pulet to Cleveland 6/7/51.

Bureau teletype to Cleveland, 7/25/51.
Cleveland teletype to Bureau, 7/26/51.
Bufile L6-11692
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There is enclosed a report of SA JOHN X. BUSTER, dated$¥ -

August 4, 1951,
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FEDERAL BUREAU OF lNVESTlGATION

Form No. 1
TH?;ICA‘;E ORIGINATED AT T'TASBI”CTO~ D C A FILE NO. ).!.6 783
sa‘ )] - - =
REPORT MADE AT DAT:AV;EIEN PERIOD FOR WHICH MADE REPORT MADE BY
6/15,25-29;
cuf“m.nn GEIO 8/b/51 | 73031 8/1. 2/51 JOEN ;. BUSTER (A) nerl
fme '

| THEAUSTIV COIPANY v.
SECRETA™Y OF THE VAVY

JATES V. FORRESTAT,,
OF THE UNITED STATES,
TAY CCURT, DOCKET MO, 10h-R

CHARACTER OF CASE

RENEGOTIATION ACT

SYNOPSIS OF FACTS:

" DETAILS:

-

e /

" Dow contracts examined and schedule set’

© equipment - r'entals calcu_ated.
 obtaineds | )

AT CLEVELAID, OHIO

" HOLIES BALDRIDCE.
- That the f:ollom.nc :mvest:z_rfa,’olon be coﬁduc*tad‘:

'lo

.

* ACCOUNTIIG REFCRT

/Zzbk/
A +-f

forth for amount of equipment installed.

"A11 billiangs for years 1940 through 1945

examined. Navy contract IOY 42-10 and
renegotiation portion set forth. Fetitioner

“has made final settlement with Fureaun of
Internal Revenue and a@;ustmnnts hzve been .
made’ {:o profl’o. iall ccu'ﬂ',:c'acts‘T lﬂandled, by
petitigner were ‘analyzed’ and percentage of
. prof:.ts on enc'lneerln , Bliss 171l and
Tool manual

¥ v‘v
sl

Thls mvest:wa'ba.on is predicated upon a -
.. Bureau Lebtter, déted June 7, 1951, forwarding -

a2 memorandum from Ass:x_s‘ban'b At‘borney General
This memorandum requested

“

In oonnec'blon with, its sales ta tLe Dow

. Chemical Company, petitioner agreed. to
stipulate the dollar amount of the equz;_p
nment Uhlch 1’& :Lns’c.alled for Dowr Clmm.cal =

Ly
y h{"‘! e Q LA }'.‘,,,ﬁ
é, st« [RSIAARWC] I g

oo

APPROVED AND
FO RWARDED

K/)Lf

N

SpECIAL AC€ENT _po NOT WRITE N ‘rua’sé SPACES -

T3,
Veoom
-

s

>y

& &

4 mmmmn
AY 6 170

1@7 M
) - Bureau. (L6
2 - Washington Field

2 - Qleveland

COPIES oFJrHls REE,ORT

~1iibody (zgh 35 ‘

zéz??)

PROPERTY OF FBI-THIS CONFIDENTIAL REPORT AND ITS CONTENTS ARE LOANED TO You BY THE FBI AND ARE NOT TO BE DLSTRIBUTED OUTSIDE OF -~

AGENCY TO WHICH LOANED,

% o5  GOVERNWENT PRIKTING OFFICE  16—59255—1
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Comzmy. Peti t:_oner, howr—'-vmr s m.l‘l contend that nene of the- eamp;uea'b is
renegotiable. It is reque& d that a condensed. schedule of the calcplations .
.. for determining. the smount -of equipment installed by the petitioner for
IDo qurmcal Gonna.nv ::ﬁ:r:l,nfr the years ZLQLJ. and; 193_;2 be pre@ared. L
L I 2 Pe{;rtlonnr 1f':x,ll contﬁn& “hat eontrac:'o T )_;2—10 ig snvorable.
Sl Responaen’s will co*rbvzad that it.is oue contract. -It, is-rague s‘smd that. the.
© 7 entire comfract bs chegked o determine. the fount of -t that is renesotiable |
* - and, alse é,nalyze the con oract to Getermine ~tbe>estmated and actual oost and
the feos nau:l by the i*aw)r Lmﬁr 'bhl.s cnntrac“a. M B

) - - ~
&

T S A Petltloner states uha:b all e::ecuhv ales""ere allo'ved as o -
o reasoneble and -necessary by. the. In‘i,ﬁfﬁalwrfevonue Burean in 1942, hm'rever , JAn e

19111 Lo a.npears ‘that Approximdtely ‘"‘83,000 o evewtlve aomnﬁnsatmn N

i, d.lsallowed ag, excessive by Taterdal eVnnve. LT is roqmes%ed “that your o
Ageént :anornorate gt acc;uma,nce thh agresments wibh petiti oner's a*btqrney, D
.*."}‘. . the disaliow ranices made by Intnr:aal ’%eveme inn connnctlon with real estate, "

té‘ws, dlw_dend credlt,s, legal e,“ensea, “and so° for‘bh. and the oromb g E‘Loss

' ; atatement . of, the . Gompany - for tle yegrs. 19l and 1942, . It is boreed that they
’ ’ml}. stmpulatn that no d::.sallovrance was pade ifi the figures: whlcb the'Board,
- used in determining. efcessihle profibs.. They will. conténd, - Imvevvr . -bl:ah they

trere told tLat dlsallowancns Ain’ the amount S'La‘bed in paragraph 31;. -of. their e

netl'tlon were ma.de by ‘the, Board before de*bommz.nm cess_w_ve «a:c‘efw ts, h_';»;;-;

“x.—_‘) \,:: o T

: : h THS cament‘a on»‘ ot forth in paragbaph. 35 of ‘the De’bl’&:.on AN
appea,rs to be the mam basis fOI: Deﬁltioner‘s ap‘neal, ‘the cqnﬁnn:b:_on bn:mc B
tka‘o after- ‘reneg ot:.atmn it was not allownd a reasonable awount of profit b
con its en«meemng work, Striuctual. stmel fabricated in its hliss 1911 and R
: " the conabrnction équippent rentals. It is requestisd that an A gent analvze e
- e contracts bo' dd’onwme he Hotal smou.n"b of. ’os.,_la.nws for eng meermb w5
_'; . and" a'otempt o determine. the ‘apotnt. that, petitioper’ conﬁnn&s it should have ‘
Ut receiyed Loy, this ok He will. also ana,lyze *bhe contradts.- to détermlnn “the

"2 smiount-off struc%ual ‘stesl i’abrlcated by Bl:r.ss -Llll for Governmen‘b oon'bracts
wand ascertam nwhnthér or not ’al'e dn‘l;ez*mlnatlon of excassz_ve nroi’rbs laaves o
the petitioner with anount. of 10 per- cent profit. on its Fliss 311 operati on.. et

..t is also. requbstnd that aﬂ As*ent procure a ool manual i‘:com ‘Gho rxetv tvone“r
,' " and determine :,ngofa.r as nos ibls “the. bagis. pon, which the rates ‘st Loxth -
... thérein were érvived &%, ey s 4t a7 ‘cost of - ovmnrsb’lo renual or. dogs. it
., .coritend a profit maro*an and I:he mmlber afl rworrths 1n a“;ﬂ,ﬁéar \.*.:ch are. CD“SL@-‘;!@&
a J:ull ‘rental year, T s T T e DT e e T :

Ve
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: 'The books of’the petitioner are kept on an acerugl basis,
separate accounts belnt' established for each construction project. Income
on long term contracts is taken up on basis of estimabes of completion.
' Fees -on Cost Plus Fixed Fee contracts are. generally teken up .in incopme as .
approved and passed for Dayment by ’che con‘brac‘t‘! ng offlcer or OWNer's repre—- ;
sentatlves. . . . . ~

.
: - L.

Se‘oarate records axe rqaul‘calnad for the pr:.nc: oal. donar'tments of -
the cornpa.ny, namely, Constructi on, Engineering and Bliss Mill. In addition,
costs of the individual contiacts are charged with second party equipment
‘rentals or rentals Ffor the use of the companyls owm equipment. The method

. of booking the intra-company opnrat:.ons and equlpment rental may be

gsummarlzed as Iollows- . ) . P o

&

+

R Comstruction casbs inclvdé, at billing price, @11 S oo

T - intra~conpaiy opnra“clons a:nd second party equid pmen'b
' : rentals, SR L y .

co LT C 2e Suc;h b:.lllnd pr:.oe i‘or ﬁ,ncrlnear- g is f*enerally cost U STl
' R o . plus 50 per: ‘cent on 1lunp SpEToTkK 5 Lo Bliss. P 48 bha «ed L “

L . on-.competitive prices, aqd For. second party ‘equipment . .- P
~ .~ -rentals is in . asecordancé W:Lth 2 company wanual, (small tools
‘ - ' " aré senerally charged ab & of 1 per cent of contradt ‘nrlr‘e) Do

<

‘yhich rate anpears to, be belom OFA and Aag- rates, ' .

3. - The gross ‘rrou ts of the EnO.LneerJ_no Depar'bm°nt
. " and of leus 1311 are picked up as other income 7 ‘ -
C 0 ukile tie chierges for the -use of . 'b-w,commanyls SR L )
G eqv:mment bnzmr:f 2 stotistical caleulation, -~ . . 7 oer
aro also rostored. to O‘I‘OSS prof,':t:b. R - ‘. oo T e

. L e
DN - . . . . . L - - R

o '

. . Thnre 1ollows u‘i‘e yron.:r:b a:;d loss sta ue“ﬂeat Qr eacb Qf ’c,}vn ynars _
« of 16 h.l and 101;2 shomncf a breakdovm betmreen renevo’o:.able and non—rnnemotlable o
bus:.neSS‘ f T , . : : . : 0 T
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Detailsse This investigation is predicated mpon
) : memorandum of Agsistant Attorney General
 H. G. MORISON dated January 31, 1949,

which was transmitted to this office with
Bureau letter dated February 8, 1949. 5
The memorandum of Mr, MORISON outlines the
desired investigation in this case, and as
the Bureau and the Office of Origin have -
copies of this memorandum, it will not be
"quoted in this report.

" HISTORY OF TEE SUSTIN COMPANY

- S - The Austin Company is located at 16112 Euclid Avenye, = . -
East Cleveland, Ohioc. | briginally established a-contracting ..bo
business and carpenter shop in Cleveland in 1878¢ The company was - b7C
" incorporated under the laws of the State of Ohio in 1904.as the] » lI" ‘

‘and Son Coe, which name was changed to The Austin Company in 1918, .

S -, . The principal work performed has been the construction
. and design of industrial plants, in vh ich ‘field the -company secured ity first
- . large comtracts Construction along, design and engineering-alone, or a :
- combination thereof. dre the principal services offered customers, Some
. maintenance work has also been handled under contract, The. large expansion -
of the company would appear to be due in part to its development of standardized
~ steel frame designs ‘for -one story factory buildings. The four basic designs
., introduced in 1914 subsequently were increased to ten ’ S

ooi . - " hs-an outgrowth’ of the use of structural Steel in. quantity, -
" .. :the company established its own .steel fabricating shop +in 1920 to-stock the &
. sizes used. By 1930,.the company entered, through a division known.as Bliss .- .
© Mill, the structural steel field on a commercial basis in orde? ‘o supply:: - 7 .
" @s much as possible of the company's requirements. The company's interest in,
and development of, "controlled conditions™ plants (which completely control 0
light, humidity, noise, heat, etc.) began in the late 1920%s .and marks o
another development of large size which undoubtedly contributed much o the ..
. .. growth of the subject company into one of the. leading construction- firms .
o+o,dnghe matiom, v LT o T
_ C.e . .. In1915, the company decided to ‘establish branch -
offices to expedite the handling of contracts in various sections of the ’
country. It now is a nation-wide contractor with seven district offices, the
- 'main-office being in East Cleveland. Under the district office system, all’ -
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DETAILS 1 C . AT WASHINGTON, D. C.

. Th:.s 1nves’clo'atlon is predicated upon Bureau letbter of reference

to whlch\ was abttached a Neworandum for the Director dated December 28,

1947, from.HERBERT A. BERGSON, Acting Assistent Atborney General, Claims

. Division, Dépariment of Justice, a copy of which memoraandum has been ’
furnished to the Cle‘veland D:.nsmon by the Bureau. . -

. The’ memorandum ‘of. She A.{; torney General sugges’aed that f_ summery

- be prepared of the petitioner’s profit and loss’ statements and if possible

* that sales be Segregated t0 show separately the profits on the cost plus

fixed fee contraots, the :E:Lxed price ‘contracts, Defense Plant Corporation

contracts and bransactions with the Dow Chemical Companye.

Hl‘STORY OF TBE A.UoTI“I COMPANY

Aoooralng ‘bo the files of “bhe I\Tavy ’Pr:.ce A.dgustment Board
he Aus‘oln Company ‘was established on a small ‘scale in Cleveland Ohio,
~in 1878, contractlng in the field of commercla‘l and small industrial ”

buildings. Beglnn:.ng in 1912 the Company undertook larger and more oomx)lex "

‘Jo’os and developed as & ma;]or englneerlng oonstruotn.on org;amzat:.on. L

Af“berwards branch of:cloes were- esﬁabllshed Ain i‘our‘been citiss,

“?'The pollcy of ‘the  company has been to oenﬁrallze respons:.bllrby in distriect,

. . offices and the general offlce merely de’cermlnes pollo,les, dlreo’cs reaearch
‘_actlva.’czes and superw.ses ‘the- ‘steel fabrloa’clng plant. HE

. In 1909 ’the oompany adopted the pol:.cy of bun.ldn.nm up 3.*bs

. personnel so that it would-be able to carry out the large and numerous war
projects. awarded to its The oonstruction and eng:.neerlng aocompllshments

- of ‘the "company ‘included “ahe development of ‘standardized steel ‘freme des:.gns
.- for one story as. well as more story buildings and controlled conditions in
© plants consisting of mndowless industrial ‘buildings in which light, - ~
’“bempera:hura s humld:t.’cy‘ and dus’c fumes and noises are controlled. .7

The bas:.o prof:.ts of ‘bhe subgeot company “for ‘bhe years 1936

5

o 194.2 aeoordlng to ‘the 1nforma‘clon found in the flles, are as follo*vs- o

3
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YEAR _samEs . mER PROFIT BEFORE TAXES = . «
\ ) » Amoun‘b 7» .. % of |
s © 'Bales
‘1936 . . § 9,408,159 . & ‘30’9,‘187"15 - oza2e L o
1937 16,578,122 .. 572,807 0 . . 3.45 & .
1938 . . 7,991,876 = 71,784 ° - 080 a7
1989 10,486,159 293,803 . . | 2.80 . i o
Average L .o - Lo e 5
1986-1939 - 11 114,854'~ - s, 645 | 2.80
1940 42,949, 025 . . 2,502,868 ..  5.36
1941 - . 87,690,030 . 4,481,532 5.11

1942 ,  258 120,675"‘ f’6,792,71'1, L 2.63 ; oL

" HISTORY oF RL‘LWGOTIATION'

‘The Ausﬁ:m CDmpany was assmgned to 'bhe Yavy Depar*bment *‘or
renegotlafclon on August 6, '1942, - On September 10, 1942, The' Board reques‘bed 'the
‘contractor to submit preliminary date  for renegot:.e.‘clon purposes. On L
September 14, 1942, the Company repiied to “bhe oommunlca*bz.on end a.dv.l.aed that

"the 1nformatlon would be forthcomng. : -

On November 23 1942 ‘bhe con‘bra.o'bor submlt'l:ed the :f‘:.rs’c 1nforma—
'b:.on ‘for renegotiation purposcs in connection with the Board's reques'c. ‘

On February 20 1943 the Austin Company wrote to the Navy ,
inclosing various sohedules and other information which had been requesi;ed
theretofore by thé Board. On March 26, 1943,.the Company again wrote to
the Favy énolosing additionsl 1nforma.’c10n such as finpancial statements

. and enswers to specific questions which it stated. cons-&sl'buted all .of 'bhe .
- . specific schedules and 1nformatlon requested. - . S

o on Aprll 19, 1943 'l:he Company sent to the ‘Wavy. schedules of.‘ C B
- contract dabta for the year ended December 31, 1942 showing construction :
‘sales, englneer sales, end other flnanolal data for that part:.cular year.

Aga:.n on June 17 1943 the Austin Comps:ny sen‘l: 'l:o ’che Board.a - - .
number of additional schedules conta:.nlng fingneial :Lnforma’clon oons:.st:.ng «
of balance’ sheets, surplus profit: -and loss statements all perbtaining ‘o &he :
fiscal year 1942, On July 8, 1943 the Board Tequested -additional schedules.
from the company pertaining ‘to its construotion costs. The Gompany repl:v.ed
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on July 14, 1943 that Ernst and Brnst, CPA's would prepare the des1red
1nformatlon. . .

On July 21, 1943 “the company submitted to the- Board various
exhibits and schedules for the purpose of placing on record the
pertinent facts concerning the history, work and performence of the Austin
Company, as & background for the analysa.s of the- data prev:n.ously su"bml‘cted.

, On September 28 1943, the company again ‘sent o the Board
addltlonal schedules per*balmng “bo its financial trensaction. “Under date -
of December 3, 1943 the Board mailed to the Austin Company notice that an
initial conference was set for December 17, 1943, in Tashington which
notice the compa.ny ao]mm*rledged by its letter of December 7, 1943,

' on’ Deoember 17,-1943, a- conferen;ce was had by the company
and members of the Navy Prlee Ad;;ustmen‘b Board in Washington, D.C..
- No final- determlna’clon was ma&e at. th::.s mee’c;mg m.’ch respect %0 exoess
; profr’cs. ' ’ . SR

‘ . Under date of debrue»ry 19 194:4 the company sen'b 'l:o the

Board additionsl information which had been requested by analysts of the’
Board. Agein on April '3, 1944 the Bodrd requested ‘gertain specifioc
information from the company concerning details of information which buhdd
jprev:nously submitted. The company replied to ‘this request under date

- of April 19, 1944, On Ney'9, 1944, the compary wrote to-the Board,
“-englosing various schedules -and information submitted or to be subm::b‘ced
%o the Bureau of Internal Revenue in connection W:Lf:h the reasonableness -

.-~ of salaries for the. years 1940 and - 1941 which were involved in the-

+ disallowance for income tax purposes. Under date of May 18, 1944, the -
Austin Company sent to the Board in response to telephonic .requests,
‘additional information concerning flnanclal ‘hransaotlons of 'bhe Company
. for the years 1936. 'bo 19%2 :mclusmve.

’ " Under date of Tay 24, 1944 ‘a letter was sent’ to the Austln
Company by the Board notifying the company of a. .renegotiation meeting to.
‘be held on June 5,.1944, in "’Ie.shlng’con, D.C.-which the company e.clmowledn'ed .
‘by 1e‘bter of lay 29 194:4. o
‘On June 5th and 6th renegoirI ation conferences were held in )
~ Washingbon, D.C. by the Board and the Company. No definite agreement was
reached as 'ho the excesslve profl'bs ‘at this meeting. - - .. -

V.
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) Under date of June 17, 1944, the Austin Compeny wrobte to the
Board referring to the preliminary findings made &t this meebing of June 6th
and advising that the company had not thought that the profits undexr CPFF
conbracts should be considered subject to reduction upon renegotiation.
The company also offered various reasons &s to why it considered the
tentative determination of excessive profits by the Board to be unreasonably
~ high. L ‘ ' ‘ ’

’ " On July 10, 1944, the Chairman of the Board wrote the Austin ~ ~ .

' Gompany edvising it that the ‘Board had carefully considered the informetion’
submitbed theretofore and had found nothing which would justify a o
change in its findings made at & meebing with the company. TUnder date of
July 17, 1944, the Company wrote the Board advising it that in order to
protect its position in regard to certain legal questions it might be

_ mecessary for it ta sppeal to the Tax Court end that therefore the Boerd

" should maké a unilatersl determination. ) :

L ‘ Under date 'of August 14, 1944, a unilafqéx;al order was signed . ’
by ‘the Board and meiled to the company with a letter noting that the L
company merely desired to protect -its legal position and not to have ‘the’
Chairmen ‘give further consideration to the matter. The determination of

the Board was to the effect that the excessive profits for the fiscal .year -

_ ended December 31, 1941, amounted to 400,000 and the excessive profits for-
the fisaal yedr ended December 31, 1942, amounted to $2,000,000 making a
tobal of 42,400,000 exvessive profits for the fiscel years 1941 and 1942..-.

) ' .0n September 5, 1944 the Paymaster General of the Navy advised
the company that the net balance: of the excessive profits whickh have been
. determined would be §2,400,000 would be equal to $503,113.60 after the .
application of the tex credits to which the company would be entitled.

- DETERMINATION . OF EXCESSIVE PROFITS - -

The Navy PAB de“sexy'xlnined that “the petitioner deri,vediexc‘xess T

. _ profits .of $400,000 in the fiscal year ended December 31, 1941, which were
appliceble to cost plus- fixed fee contracts. ‘ : .

. " ‘The Board also debermined tha-brpe'bitioner derived exqesé .
- profits in the emount of $2,000,000 in: the fiscel year ended December 31,

1942, 'Of this amount. $200,000 was determined to be applicable to fixed
prige contracts and 1,800,000 was. appliceble t06 cost plus fixed fee contratse
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' The total smount of excessive profits amounts to $2,400,000
which is subjeot %o a tax credit of $1,896,886.40 leaving net refund

due the Government of $503,113.60.

11941 Excess Proflts Per Board

: There has been prepared as attached next hereto Exhlblt A
whlch;reflects the gross receipts and adjusted profits before and after -

renegotlatlon for the LlSC&l year ended December 31, 1941,

—6-“
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Fixed Price Contracts (1941)

It will be noted that gross recelpts and net operating proflts
on fixed: prlce contracts in 1941 were as follows:

Gross Recelptsﬂ" @1,973,913.00
¥et Operating Profit . 141,287.00
Ratio . 4 ﬁ 7« 15%..

These contracts were not, subgeeted o excessive ‘profits. determlna-
tion although they were con31dered 100% renegotlable. .

Cost Pliis Fixed. Fee and
Dow Contracts (1941)

The Navy PAB segregated "Dow Chemical Contracts" from
e other CPFF contracts, although it con31dered both groups as 100% renegotlable..

K . Brlefly ﬁhe receipts and proflbs under thls category before
renegotletlon were as follows- : .

ceEr Cpow To%al'_

Gross Reoeipbs ™ . . .§ 33619,941 1,897,439 35,517,380 . .
" Net Operating Profit - . 825,248  ~ 45,730 870,978
.Plus Disallowed Costs - . - - ... . 225,872, .
' SO T e - B U TT,096,850. - -
Ratio - ° o ‘ L S i 3.09% °

Afber renegotlatloh, 1ess refund of 9400 000 the adjusted

net operating 'profit. would be equal to $696,850 (51,096,850 minus: $4OO OOO)
or a ratio of l. 98%. - SR .

Total Renegotlable Oontracts (1941)

The total renegotlable bu51ness, 1ncludlng leed ?rlce and o -
Cost Plus-flxed fee appears as followss

Gross Receipbs ’ ’ # 37,491,293 -
Net Operatlng Profit - . 1,012,265
Plus: - . S
‘Disellowed Cosbs .- - 225,872
Total Adjusted Profit . 11,238,112
. Retio . T 3.30% -

R -8-'
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- After renégotiatlon, less refund of $400,000 the adjusted
profit would be reduced to $838,137 (51, 238 112 minus @400 000) eqpal
y 1:0 2 25/00

Non-Renegotlable Business (1941)

The gross recelpts and profl’cs from non—renegotlable busn.ness
for the fiscal year ended Deoember 31, 194, are as ;ollows~ ‘

gross Recelpts g 49,989,029 .
Net operation profit - 3,162, 063
less Disallowed Costs® - 225,872 °
Net Adgusted Proflt §_2, 937,091

Ratio - S : 5. 88

Toﬁal Bus1ness (1941) - Before Renegotletlon

Co he gross reeelpts and proxlts for flscal year ended
) December 31, 1941, appear as follows-*

<~

“Gross. Recelpts ',@‘ 87 ,481,222
“Net Operating Profit ,\~4Z 175,228
Other :Tncome . " - 97,496 - .
. Total Adgusted Proflt % 4,272,728 R _ .
‘ Retlo L N 4.88 S e T e

Total After Renegotlatlon, less | 406“006

Profit reduoed to $3 872 724 equal to 4.45p

Dlsallowed Salerles .
. For purposes of" renegotlaﬁlon, the Board conSmdered )
‘executlve Splaries too high. Compensation for- Execubive Officers, for. ﬁhe
>year.wes ?728 434, The Board considered that $300, 000 wes. sufflclent and
disallowed 3428, 434. To this was added a.d1v1dend credlt of % $163,784,
making a total ‘disallowence of 592,218, This was applicable to the total .
bu81ness, however, §225 872 was apportioned to renegotlable contracts.

~9=
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Other Income.

The Board considered %hat the petitioner earned "Other
Tncome" in the fiscal year ended December 31, 1941 in the amount of
897,496, Tork papers (pp 644 and 645) reveal that same was
made up of the following items:

 Items Not Allocsble to)Sbecific Contracts

. Adgustment of small tool 1nventory ' - LT
& Reserve ' $ 29,456

Gasolmne and Excise Tax Refunds o . 2,156
Gross Profit from Blueprint ‘sales. -~ . 11,619
.Qther Miscellaneous Income . o o : 6,302
~ - C L L - TE9,533
Interest received = L. . 33,601
- Dividends Recoived =~ =~ - c 55,000
Lo L R - TIB8,1%%
Expenses- , \ = Tt e
Interest paid - T --.10,718
Miscellaeneous Expenses ' A o 389
‘ ' - TILLI0T
Other lncome (neﬁ) - . 127,027
Less- ‘ , D0 o
Commercial & Development Expenses . s Lo
Donations. . o . 20,216 |
‘Research & Developmept ' S - 9,315
S o . .. 729,531
NET TO OPERATING PROFIT . : '3 - 97,496

Ed

1942 Excess Proflts Per Board .: ‘3 ,{4 , (v\ . - " 3
There has been prepared as attached nexi hereto Exhlblt B

which reflects the gross receipts and adjusted profits béfore end after
‘ renegotlatlon for the fiscal year ended - Deoember 31, 1942,

<10~
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THE AUSTIN COMPANY
STATEZSENT OF PROPIT AND 1.OSS
XEAR ENDED DECEMBER 51, 1941,

Lonstmetion Salee
‘Construetion Costs (Divect)
‘Grogs Frofit

Per Uent Gross Profit To Costs
Fer Ceng Gross Prorit To Sales.

orerating Lxpenss - . ;
Gperating Frofiy - o

Per Cent Operatina Profit ‘Ié CGonstruction uales
Equi’rmnt Rez:f,al Inconme

Gross Barnings of l».aginearmg;
Gross larnings of Bliss EL_U

Profib Before Other ‘*‘ncams SR I
Adds A&dltiond‘i Income Unallcwable Be&uc‘sions

Other _mco.ne ~ Net

Por Cent Profit ;Before'I‘ederal Taxes on Indome

SCEEDULE 4 .
Iamp Bum - CPEF Bow Chemical  Combined Nonwr
. . - Rane_gotiable Totel
85,576,551 $50,440,206 | §4,756,5%8 $40,573,305 #461&?635‘?8 $8‘?,04528?5
£,552:087 R9;409,598 | .| 4,426,817 = BB8;478;502 43;298 484 81,776,986
824,474 940;608 | | 826,781 2,094,803 3¢172,088 5,266,889
18,112 . 35189 1 - 7448 Dad44 . 73326 ) 69443,
15,335 3,090 | [ 6,952 5,163 62826 8,051
.l . o
1625140 T B5B4275 | L 106,392 921,807 1,219,298 2,142,099
6624334 287,583 | | 225»&29 13172,996 1,958,754 0;1252790
123319 944 f 5 45,695 T RS8L 44208 - 59591.
| "i,i)_:' . - - ) o
254508 45,550 P sgeas %3400, REERL | 00,768
24,598 S (s*mﬁe Lo 24287 Bu6 ;664 238,908 L 5795566
4, 558 40,988 | 0w 45,547 302,854 - Z18, 381
55,050 ' saztozs 1085 - 449,611 779,104 1,8P8,715
g ' a" . —— ~ -
717,384 6‘?1,,659 | 283,564 1,632,607 - B4731,898 4,354,505
12,962 78,392 | 11469 97,805 112,052 209,878
7304546 . 745,051 | 245,083 17804450 2,845,950 4,564,580
59976 ... 45,192 | 6,782 .. 58,947 ...665330 125,277
$ 787,322 $ 905,245 |- & 25Ly816 I 13%79,877 $ 239104280 § 44,689,857
| 18,714 24598 | . Ba29e 4,386 64262 5,568

y b
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‘I’he results of operatlons of the Company for the

fiscal year ended December 31 1941 after Renegotiation refund 'of
$400,000 is as followss

w1 2m
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| THE AUSTIN COED.NY . SCHEDULE A=l ;
1941 _ '
AFTER $400,000 KENEGOTIATION REFUND ‘
Luwp Sum CPFF .| | Dow Chemivel Gowbined Hone Total
‘ — oo _ Renegotisble ,
Construgtion Salse ' | 5,376,561 30,440,206 84,756,558 $40,E75,305 $46,470,670 §u7,043,875
Lesss Renegobiation Refudd | 400,000 20 = 4004000 -Qre ' 400,000
Adjusted Seles 4,976,561 B03440,206 | &3756,008 403784300 46,470 570 BE 4845 ,675
Gost of Saleo ' . 4,552,087 80,4994598' ' 4,486,817 B8,478,508 43,298,484 81,776,986 ‘ ,
Gross Profit ‘ ~ 454,474 T 940,608 | B29478L 1,694,808 T 31755086 4,866,569 : )
Ket Profis " ‘ ' . 837,822 790,243 , 251,815 14579, 377 | 2,910,280 4,289,657
Per Cent Profit Before Federal Faxes ' | * 65778 | 2896 | 5,294 3434 6.262 4,951 :
0
{ 3 3 ,6_
g
|
{o
l ' ¥
b
[
5 %l
! [
‘ ]
v

w3 B 7
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Audit of the companyts Federal Income and Excess
Prof:.ts Tax returns i‘or the fiscal year ended December 31, 1941 by the
Bureau of Internal Revemue resulted in a disallowance of Real Estate Taxes,
Dividend Credits on Employees Stock, Excessive Compensation, legal expenses
and insurance. The disallowances were contested by the company, and extended
negotiations between the company and the Bureau of Internal Revenue ensued
which culminated in a basis for settlements FExcessive compensation in the
anount of ,p203,017 was disallowed as well as legal expenses in the amount of-
.$6,868. _The total disallowance of $209,875 is shown as additional income
on Schedule A, This additional income was allocated to-all. bu31ness on the
‘ ba31s of Cost oi‘ Construction Sales,

There follows the Tax Schedule i‘or 1941'

TAX SCHEDULE
S 1941

Net Incomé Per Federal Income Tax Return , < T 84,479,782 ‘
kdd Unallowable Deductions L o . L

' . Real Estate Taxes - C C : ' " 1,220

Dividend Credits on Employees S'hock . 163,784

Excessive Compensation o S - 83,059

Legal Expenses , o o 44723

Insurance . : B o o 9,589,

o o ‘ . %54,7423157 )

Tess Add:.tlonal ZDeduct:Lon i‘or Federal“ Cap:.tal S‘bock Taxes
Proi‘:r_t Per Books . , ,

Comments on’ the Profit and Loss S{;étemént‘

: ‘ Comblned sales for the year 1941, subject to renewot:_a'blon,
consisting ¢f Lump Stm, Cost Plus a Fixed Fee and Dow Chemical contracts
amounted ‘to $40,573,305. The Navy.Price 2djustment Board showed & ‘combined -
total of $35,517,380. .This difference can be explained in that all contracts
paid- for and completed ‘prior to April 28, 1942 vere treated as renegotlable
in this review, as per the request of Mr. GILMCRE of the Austin Company.

The Navy Price Adjustment Board stated in their report, MAn examination
of the commercial contracts in excess of $100,000 reveals that some may
involve the i‘urnlshlnp of process equ:.pment wrbh:.n the meam.ng of the 1942

~14-
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Renegotiation Xct. Such contracts cover primarily chemical plants .
‘constructed for the Dow Chemical interests under a continuing contract’
which has been in effect since 1939 and which provides that Dow may call
upon fustin to' do any or all of its construction work. For the purpose -
of this analysis, the 1941 and 1942 sales under three of these Dow ‘ ‘
- projects, together with & small lump sum.contract for Linde Lir Products,
have been considered to be of .questionable renegotiability, On the Dow -
contracts, it is the ¢ompany's practice to accumulate all costs and expenses -
by locations® SR . N o .

: . The reporting agent did not question those: contracts
~ of questionablé renegotiability, In the segregation & Dow Chemical sdales,
the writer was guided by the formula prepared by the Navy in their -
classification of the Dow contracts. This schedule may be found on page 773
of the Navy file, C : = : ‘

-0
’

Lump.Sum Contra cbs:

Ea

o o The results of operations under lump sum contracts -
are summdrized.on Schedule A, In'reporting profits, inter-departmental )
. charges for engineering and fabricated steel have been reflected in .costs’
at the billing prices of the respective departments, In addition, second
party equipment rental charged for the use of the company's owned- equipment
' has-been treated as an itém of cost (but has. been added back to restore the = - -
-Statistical charge t¢ profitses) This handling of inter—departiiental charges -~ °
‘and, costing of owned equipment rentals has’the effect of reflecting im . =~ .. !
~costs what the Austin Company ‘would report if it -obtained such services .. -
. from outsiders at prices equal to those charged by the several departmentss

" Job costs include, in addition to. the items already
mentioned, labor, materials s Work sublet fo others and cost of equipment
- renbed from third parties, Operating expenses are allocatéd on a. cost of -
‘ ‘sales‘ basis, and ‘consists of those set forth in Bchedule, B, as followss: -

L~
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" Donatlons -

L nmm‘mcn JOB G@S'rs )

G'M!ERGIAL & Dm.om EXPENSES) 1936 = .L94=2

Bepre c:.ation
Repafrs &nd Eaintenance

Seiling Expense - o 105,091

CPakes - . 26,878
- Egtimating Expense . C 37973
Engineefing" Expense. _ S 14787

“Rent. - Lo

. Store. H‘ouse ense~ e

~Gonstmc'!::lng Ebcpens RS

T Purchasing S

Research’ and Development
Servicemen's Program

o Rt SCHE‘DULE B

<,

1937
L p——

!lr .SZL 774 >

18,,030

- 109,644

45,606
T 574721
854189
%g%S
12 528'»
11.190)
( -918)
. 4,341
75276
" 0w

. k] ”,
126,371
51,302
-7 95687

6,659

1o,sso

- 446
5&854::
43090 ‘

12@39

-

25;.'1.42 .

‘%»52«,,@90

. &15)509‘7

47,’702 148,877
39398, {47,180 -

¢ 11,498 . 1144508

24,550 u;f N

ii'a,jsa : 1;@305

(304) 209

‘4;3,794:.

. ;,1055_118

r,

14,277
142;155
65,526
44,307

191.84:1

*14@;4@3. 5364 gll@
51,495 - 20,750
14;1,,‘?57 108 £960..
1154215 184,178
55),130 - 50,383k
A9 ?171 ek #9’54:
4’? 3’?9)‘» 6?3597
S 37 978 87,125
11 *091 C e 4:@345
- 5y243 - 10416

%;216
Jg315 -
e

19,959
15;,059
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 THE AUSTIN COMPANY '
| GENERAT ARD mmsrmm EXPENSES 1986-1942

: » , _— - ?A s 1936
sms,seo
43.,265‘
43,388

4,591 .
94491
| 5,805

Officers Salaries
0ffice Salaries
Advertising
Auditing -
Office Supplies & Expanses '

Legal & Personal | ;
Grtice Service

. Telephons & ‘I‘elegx;aph _ .. We886 -
Aeeounting . ST AL e 7,;559’;.“;: _
"Postage - - L 5218
Insurance o . 691}

Light Heat, Water & Power 3,042

. ‘Subseriptions : 970

_ Traveling 164208

BQQS‘ : . 54?

Indirect ‘Coste

. 272,334 .
.._.._.z...._
Potal Operating Expenses

6075989

335;55& 2 ToEk

1937

3559,96& &
41,971
;59815
" 343847

84614
* 104401

. 4,007
; 9*35* .
. 7‘440 L
4,815
24570

398_,?85 |

N scﬂmmm B (CONT.)

1‘953
ius,ssz
39,866
47,159
5,568 -
75066
. . By411
44187

52423690
~ K25§365

8,120 '

155754‘
15,209
| 3,89
;532_54

- 14609
- 890
| e
1,381

o '6&55&

h,

" 5585

1939 :
19563‘3.959
%803 |
: :572242

553)20‘? 5L s
93068
© 74019
18,597
- 5,789
83530

14,788

,5 :12;737
Gy RA
3,818

25424
55006
- 754
15152

3;118
10,964
E F707 789
124 417

‘3,943557

556,590
650,747

L 317,183
L THIgaeL

;oz,oos ’ 591 §654.

H 556 469274 -

R

#688@59
" 524416 "

,150&712* -,
| 64465 -
14,271 -

11,285
12,,029 '

v Bg526" I x
6,056 ] AR
4,914

. 1z08%
- 39?52?8"

- 1941

‘151253859
1105 979 -
: ?%409
31,691

19,887

- 19,401
116,858 -
T 18g752. -

( 2,1'535
T - 719

1,245
13«4?83‘?1@*‘

:662:889 -

7196 170 j;,sse,ssz

_r_gflu $099.

8079:163

.- 1942

5988,,364 :
1804365 L T L SN
S BBeBE6 T, it

48796 - T T T
43,122~ . -
46,168
15,085
- 17,515

.~ BASL

: 5 184213, T R Ly
“ 125159 :,A PR
10,175
2,928

Toggoa = e N g T
. 9285 . ‘ LT o
54479 . ‘ )
11,558
' 1'5775‘
2:4:58'
M;m

Per Cent to Sales f6,¢‘465
Other Incoms (Nat!
Incomo

Itnms Not A].loca*ﬁle Ao, Spec;lﬁc- Gont:cacta

Adjnsﬁmant 6 Small Tool’ Inventorya ‘Heserve. . .
*'."*z:'_-:-------« DTEI‘AES
L7 ‘Gross R:nofi% :rom Blue Pr}.n’c Saloi: U ‘

Gasolino & ‘Excise quiR
R.nt Earned

‘Other Iliscellaneous Incom T E e o 2o j . ﬂ_

5.422

»

8,143

NC‘I‘ AVAEABLE

:: «,.y?g

64858 | swzof

,,1\ ‘.’
¥ "
Py
et .
& T8
¥ . -
1 g - -

"’,x'*,aq

Total Hiscellaneous Inecnc
st Receivca T

Bel08 .

2«»460

, 29,456 ', '
s " NE 2pl56 i

,6];91

"~ . 6 302 -

. 49,585

;. 83,601

.au . T o oL

5r141 T

12;’090‘*' - R T LI S b A A

9185 ¢ L LT el T e
17,745 . L S L oL
8592 . sl i T eieE
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G‘o§t Plus a Fixed Fee Contracts:

' The results of operations on fixed fee contracts are

- summarized on Schedule A. ' The summary treats inter-departmental charges

and equipment rental in a like manner to the method used on the Iump
sum contract summary described before. dJoh costs and -operating expenses

are also comparable in treatment to the handling under the lump sum contracts.

,-Eqﬁipment Rental Tncomes

This is an 'inter-depﬂfmenial char’ge'i“or the rental

‘of company ovméd equipment and has the effect of reflecting in costs what . -
. The Austin Company would report if it obtained such services from outside
" source, L ‘ s

Engineering Eamingss

o 'l‘he‘Austin,'company,peri‘orm'e'df ehgiﬁeering for. lump sum -
and cost plus ‘a fixed fee consbruction contracts, Bngineering earnings:

“are after deduching direct costs and after deducting operating expenses,
Which later were allocated on @ Cost of Sales basis. T

Bliss lﬁll{“Eérjx}ings: - o N ' , . .y

""" . The Bliss Mi11 is ‘the company owned'sfeel'iab;'icé:ting

‘plant,: 'Ghar‘gesitocon‘tz:acts;ai'e ‘baséd on competitive ‘prices. The ‘advéntages @ . .
.~ g&ined. from the operation of the plant by Austin lie primarily in"speedier - L
_de;llyeyyg knowledge of available stock, and easier adaptation to speeial = .

-Specifications and ‘experimental operations,. Bliss Mill costs were allocated = .

to the various classifications of work on a tonnage basis. It was estimated:

~that Bliss 11 supplied only about 10% to 15% of +he companyts total

requirements for structural stesl in recent years., Gross Profit derived from.

' -?’eneggtiable business was. added back.as income, S

) C_}Q‘ etatirigiﬁcn»e‘nses:v o R R L
~ B ‘ Oﬁérating Ex
Of this amount $921,807 is appls ‘ i 151 ‘ i '
. : »7eL, 00 is applicable to renegotiable business, ' Dona '
gg tillle amount of ;’520? 216’and research and development in the ax;oung*go;lons -
5 5%5 were chargc_ad in their entirety to. non-renegotiable business, -
ci .1‘0171 and Amortization of small tools is charged directly to job‘«coStQ,‘ .

<

=17

penses for ‘the year 1941 ‘tbialedjﬁé,l’&ll,oﬁ, o
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the amount so charged representing % of 1% of contract price adjusted

to actual at the year ende Depreciation on all other machinery, equipment
and, tools, as well as on buildings and fixtures, is included in operating
expenses Depreciation rates are as allowed by the Bureau of Internal

Revenue. & rate of 23% of cost is used on building, 10% of cost on

furniture and fixtures; and on machinery, equipment and tools varies depending
on the type of equipments There does not appear to be any accelerated
depreciations Operating expenses were allocated on the basis of Cost of
»'Saless Operating expenses are detailed on Schedule B as set. forth aboves

Fisc':a‘l Year Eﬁded December 31, 1942:

_ The results of operation of the company for the fiscal
year ended December 31, 1942 are as follows: .
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o THE AUSTIN GOMPANY
- STATEMENT OF DROFIT AND LOSS
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follows=s

The resul‘bs of aperations of the company for the
fiscal 'year ended December 31, 1942 after renegotlatlon refund is as .

3

220
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Comments on the Profit and Loss Statements

Operations for the year 1942 were the same as in 1941,
Therefore, the comments made following the Profit and Loss Statement of
1941 will apply in 1242, with the follovi ng exceptions: -

Operating Expensess

Operating expenses for the year 1942 -per -the  company
books ‘amounted to $2,253,806, The company filed an amended return for
1942, on December 13, 1943, vhich shows a reduction. of $94,860 in taxable
income from the original return. Due to an overaccrual of taxes, the
compensation of certain executives, sharing in profits after taxes on a
percentdge basis, was increased an aggregate of’$94,860, This $94,860 was
not in the company's books as an expense. On the company's original return,
the Revenue Agent disallowed an amount. of $186,896, ' This consisted of

excessive compensatioh of $136,530; capital stock tax. of. $50,000 and Real -

- - Estate taxes.disallowed of £366,004 Also held in abeyance was ah amount

of $106,915 of 'Dividend Credits to Employees Accounts., This case, along . " .-
with the companys 1941 tax case, was heard in the Tax Court in Cleveland, -
Ohios The ‘company's lawyers submitted a stipulation agreement showing
that the company agreed to pay $98,551 in additional excess profits taxess
The company asserted in its petition that the Bureau of Inbermal Revenue
Aimproperly disallowed 4s deduction approximately $231,000 of $901,000. .
p3id.out in salaries and bonuses to top officials. In settlement of. this .
matter, the company yas allowed $136,530 in'excessive compensation and . .
106,915; the $50,000 capital stock tax and $366,00 in Real Bstate taxes -
were disalloweds ‘This resulted in a. net disallowance of $62,421 ‘for the year
1942, ficcordingly, the disallowance of $62,421 was credited to operating - :
expenses -of §2,253,806 which resulted in a neb operating expense of $2,191,385,
. The company listed donations in the amount. of $19,939; -
research and. development in the amound of $13,059,and Servicemen's Program.

. in the amount of §12 5903, as-expenses in 1942, _Thesé latter amounts.were

chargé@ 1n their eri'biretyi to non-renegotiable business, - Operating expensés
are detailed.in Schedule B as set forth before, . .° s

‘ There follows the “tax schedule prepared in reconcilling
the 1942 taxable income to book profits - ‘ L b ?.ng

a
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0.

TLY SCHEDULE - 1942

Het Income Shown in the Deficiency
Hotice Dated April l 13948

\ Difference

kdditions:

(a) Renegotwated Profits’

Remctn.ons. (b)- Salary Adgustmen’os

Mr)lanat:.on oi' fdgustments. o
(&) The renegotviated profit-adjustmént shown in the

defz.clency notice dated April 1, 1948 has been
eliminated since the ampunt of excess PI'Of:L‘tu
has not been de'bermlned

(B) Salary D:Lsallowance Defln:.ency Not:.ce ‘

ReVJ.sed Bonus Allowed

Total Allowances
D:Lv:.dend Credit to Enployees Accounts

’.‘From Revénue Agents . Report

N Net Income by Return

’ ,.Unallowable Deductlons s

(4) Excessive Compensation
(B) Capital Shock Tax Disallowed
(G) Real Estate Taxes Dwsallowed

€$136 530,37
SO 000400 *

$5,176,326,15

7,051,850,78-
E1,675,504,03
2,000, 000,00

124,475,37
$1,875,524463

. 136,530437

94,860,00

$ 23139037

106,915.00 ,
124,475,37

<X

"7 $6,989,430,01.

3‘ 1869896»14 .

365877

: Non-Taxable and Addltlonal Deduc’clons

(A) Renegot:_a'blon Prof:.ts -

. =23~

$7,176,326,15

' $2,000, 000,00
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' TAX SCHEDULE ~ 1942 (Cont.)

Net Incone Per Original Return

Excessive Compensation Original RalieRe
Employee Stock Dividend. :

Addt B

Ellowance in Gonference
Allowance Technical Stai‘f
Net Bdjustment

. Capital Stock Tax
". Real. Estate Taxes -

Net Disallowance -

. $ 38,805.42

124,475.37 163,281 -

Adgus’ced Net Income Per Internal Revenue

Refund Army Contra ot

Ad;)us ted Net D:.sallowance

Adjusted Net Dlsallowance

‘U. 8, Notes

Prepan.d Insurance

‘.Adgustea Net Profit ?er Books -

Edd Army Refund

—2ea

1942

$6,989,430.00
5 68,421 | '
- 106,975
- 12,055
50,000
~366.° . L
el 62,4214,00 " .
s $g,0ﬁ1,851¢00 o
- Originale. .. . . .l
Net Profit = Neb Profit
- LPer’ Books :Original Return
86,792,701 . $6,989,430
-~ 208,808 .o T
B R - 07 N
. $7,001,519 ©  $7,051,851
62,421 LT
o ‘ 2,500
' - . 9,589
: $7;0639940 $790639940 :
. ‘ 336,855,132 Lo

———— .
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Exam:.natlon for the Year 19432

During the conference held I.Iarch 15, 1949 s @s reported
writer dated April 5,1949, Mr,
advised the company that the firm's

in il in refere

1943 records would be checked and subms_t’oed. There follows the results of
operat:.ons for i:he year 1943~ -, ’ ’
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.. THE AUSTIN GOMPANY
 STATEMERT OF DROFIT AND LOSS -
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EXHIBITS .

The follow ng exhibits were prepared in connec‘on.on
m.th the examination of the books and records of the companys
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THE AIJSTIN cemmmg EAST c:,mrm.mn£ OHIO - ‘-EXEIBIT A
 BALANCE SHEGT A5 AT DECENERR 51, 1956 = 19&5 —

G&Bh o 3 Pt TED T ..
Harkai;a‘ole Securi‘bies R T 5173852
T . - Notes 4nd’ Acc’oun’cs Rocei‘erable : 1,245*915
T "'d’, Inyanzories . - 264,307 _
f e ‘.":n' e Total Gurrent Assets e 250883918 -
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" .. Othex. Assets i T 1‘?4:,;550
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% «
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1,0‘76,379

;,559 # 850@921 fil,lgs,y‘?s ts,fms,,,ssv
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THE AUSTIH GQME’AHY; RAST cmmmi QHID BXHIBIT = B
STATRMENTS OF PROFIT AND LOSS FOR YEARS
ENDED D 3L, 1936 » 1945
' 19836
Congstruction Sales : £9,403,159
Gonetruction Costs {Dirsos) 84775847
@ross Construction Profi% | 627,312
Por Cent to Construction Ssles

Grogg Profit From:

60671

14042,035
64288

sz.sas?e,zaa §7
155365087 _TAA%AL

!
%«
B
i

3.95 :

1939

Average

440 443

2% 19361039 1940 1941 1942 . 1943 - ;
“99;.;!’}’6 Ql@,éﬁog.tsg fﬂgh4g85& 5423949 ,925 i&?st}éa 875 $25‘?&7&Z¢0££ élfi@ 5647 566? '
44‘3?9%55 7204571 755,572, 2, 929 ,538 53266,889 63 909,928 34829 ,218

650 6,871 - 6,805 - 6p08L 6,051 2,681

2 300

|
Engineering Saies | 86,807 119,846 | SEL 129,198 100,365 579,566 1,176,565 5204644
BlissMilL | . . : 6,85 @0s712 {251} (19,44) G180 . . 62,285 348,881 581, 5 574 57,886
Equipaent Renysdy 9934728 __ 146,559 | €293 92,251 103,431 181,670 _ ma,vsa 303,650 201,467
) R b . ‘ I: l - . S ) 3 T : 1 - i T L
Total Grossfmsews . . | B20,445 1,568,651 (60948 932,876 . 964,37  B;513,875 6,496,604 8,851,959 4,619,815
Por Cent to Seles o / 84725 80366 | . 7.22 84501 80676 Bodld 70462 BodS4 2,875
Operating Expensss Y | 607,939 ___ £98,765 iesc,‘;z TASLASL 710,070 _ 1,3664553 _ 2,041,098 2,255,806 1,896,001
R Y A o 2,506 469,865 (a1J9) T 25,655 BAB,177 By 2AT5U8  A,00R4500  By508,100  Bg7E54160
Per Cent o Seles P T 2,260 2,834 \ | 1,042 2206 5282 5005 24560 L
Other Income Net ' s 96,681 ___ 102,441 11383 89,618 _ 100,580 55,345 127,027 194,978 126,938
Net Profit Before Federsl Tazes on Tncome 809,187 072,001 | 7lgk 595,508 BA5,707  B8024068  LpALeCBE Gy 705, 7IL  B.BL5,10%
. N i i B . : ) ) - N ) .
Po Cent %o Seles 34288 BadB2 88 2797 3,110  sadas - 1o775

TR
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WFO 46-1929

It w111 be noted that gross receipts and net operating .
proflts on Fixed Price Gontraots were as follows-

Gross Recelpts ’ 8- 4 128,924 -
Net 0perat1ng Profit . 465,434

Ratio - ) 11.3%

. " The leed Prlce Contraots were 100p renegotlable subJect to
. 8XCess’ proflts determlnatlon of 9200 OGO.-

, After renegotlatlon, refund of 200 000, the adgusted operatlng
proflt would appear as f0110ws~ , )

Gross Recelpts ii"v‘ %,“5,928,924 « o RS
kt Aﬂausted Proflt R - 255,872 . o

Gost Plus~rlxed Fee and Dow Gontracﬁs(1942)

' The receipts and proflts on the CPFF Gontracts whlch
included Dow Chemical Contrachs all of whlch.were consadered
100% renegotlable are summarlzed as - follOWS- ;“ T . ] "‘u o

n

' GrOSs Recelpts f 8 227,619,996 5,835,424 233, 455 420.
Net Operatlng Proflt . 4,573,026 240,370 - 45813,596
bissllowed Goshs . . . . . _4286,841
‘ - Adjusted Operatmng Profit R e LBy 0,243
’ - RATIO P

Y eomamenai

Cost Plus-Plxed Fee and Dcw Contracts (After Renegoﬁlatlon) (1942)

X After refund’ of $1,800,000. the gross recelpts and adgusted )
‘ operatlng proflt would appear s follows: . . .

Gross recelpts & .e‘ T $231 655,420

Net Operating Profit =~~~ | -~ =~ 8,300,243 n L
Ratio - - i o R 1.42% : -

| »' -12-

‘ 2.18%:,;~"'
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: The Bosrd did nnt allocate the refund to GPFF and ﬁow Contracts
but rather on the total of +this class1f1cat10n. “

' Won-Renegotisble Business (1942)

The- gross receipts and proflﬁs from.non-renegotlable business
for the fiscal year ended December 31, 1942, as follows:

Gross Recelpts '
Net Operating Profit
Iess Disallowed Costs

Ratlo

~ Adjusted Operatlnﬂ Proflt

- Total Bu31ness 1942 (Before Renegotlatlon)

8 20,745,139

1,584,012
. 286,847
1,297,165 .
6. 25/

<

Deceﬁber 31, 1942 as follows-

. Gross Reoeipts

Net Operating beflt

" Plus: Other Income

Total Adjusted Profit

Ratlo

Total Bu31ness 1942 (After Renegotlatlon)

The GTOSS Receipts -and Proflts for the flscal year ended .

3 258;529,4831?
6,852,842 .

. 148,677

& 7,001,519

2.1

Gross Recelpts

Vet Operatlng,Proflt
_ Plus Other Income
vatal Adjusted Profit

Ratlo\a ‘

Dlsallowed Salarles

"34256,529;483
2,852,842

148,677, . o
45,001,519 - " ?

. 1.95%

. The Board con31dered Executive Salarles to: be excessmve in the
gmount of $222,637 in so far as renegotiable business was concerned. Com-

pensation for executive offlolals for the

year 1942‘was £722,637. The

Board considered that $500, 000 was sufficient.. ‘" To this was added $106, 915
dividend meking a total’ disallowance of 9529 552. This wes applied

to the entire bus1ness, and of thls amount %286 847 wsas allocated to
' renevotlable buslness. - . L
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WFO 46-1929

other Income

The Board con31dered that petltloner earned "Other Income"

in the fiscal year ended December 3L, 1942 in the net amount of §148,677.
Tork papers (pp. 644-645) reveal that same was made up of the follom.ng
1tems. . :

Items Not Allocable to Speqlflc Contracts

Adgustment of Small Took Inwbntory Reserve ’ $ 109 330. )

- Gasoline and Exdéist Tax refunds R o 3,141
' @ross Profit from Blueprlnt sales =~ _ 14 » 151
Rent earned. v . . 12,000 - )
. Other Lgseellaneous Income 4 o ‘ : © 9,123 .
- ) - . 147,745
) Interest Reoelved . S L 32,592
D1v1dends Recelved o ST : 40,000
L ' . _— 220,337
”:Less Miscellaneous Expenses S ., @B,759 ¢
Other ﬂet Income N : . TI9%,578
Less: Donatlpns ' ¢19 939 ]
Research & . N o
Development  «.° 15 059
Servicemen's T o S
Program. "»‘_ 12 903 f;~ ... . 45,901
Net Other Inoome ' *g_ e T A‘”vr :'“;- $ 143,677 ‘
PETITION‘ OF GONTRAGTOR - oL e

, The Anstln company filed a petltlon 1n the Unlted States

Tex Court under Docked #104~R on November 10, 1944, seeking & redetermination
~ of, the exoessive profiﬁs s ‘theretofore fixed by the Navy Price Adjustment
‘Board im its unileteral determination  of August 14, 1944. The petition | t

is. qplte VOlumlnous and oites varlous reasons as ‘o why the Board erred 1n CORN
'maklng “the determlnatlon. ' - e
Amnng some -of the 1mpertant errors llsted by the company
1n 1ts petltlon are as follows:

Pet1+1oner oontends that the Board erred in 1nc1ud1ng as
‘part of petitioner's Tenegotizble business for the two years in qpestlon
~ certain contracts which Defense Plant Corporation eantered inbo prior %o -
- July 1, 1943, where the work cslled for by the contrects had been subs%antlally
o completed and paid for prior to July 1, 1943, bubt where:final payment had not
- been received becauae of admlnlstratlve delays which were not the fault of .

.-14-
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petitioner nor wi,thiﬁ its control.

. The (ompany asserts that the total construction sales so

included under such contracts amounted to approximately ;‘}128,_000,000{

The Company also olaims that the Board erred in including as renegotiable

business its construction work for Dow Chemicel Company in the determined

emount of 7,782,863, for the years 1941 and 1942 which sales petitioner

claims were paid for by said company's own funds and made under private conbtracts. -

: : The ‘Compeny elso contends that the Board erred in including in
renegotiable-business all of the sales made prior to April 28, 1942, .in thé . -

‘emount of about 517,000,000 under Conbract NOy-4210 with the Navy Departument, .
in thet such sales were on account of construction work completed prior to

the effeative date of said Renmegotiation Act and except for the normal -
rebained smount had been fully paid for April 28, 1942, - '

.- . The Gon{panj also, contends :’bﬁa‘.'b ’che‘Board‘venrred in disallowing
as proper costs $225,872 for 1941 and $3286,847 for 1942 on account of
. salaries reasonably and ‘necessarily paid by b’efb"i’oipl;‘e‘zﬁ in those years. -

7. EXHIBITS

| Exhibit A " '
» This exhib':ﬂ; ifefle“c't"s ‘the é.mouﬁf‘; of g}'f)ss receipts and. :
. adjusted net profit for the Piscal. year. ended. December "31, 1941 before- -
~and after ‘#epegotia;b‘ibn. o e R N S

'

p The ’“‘figures 'appeafing»c;ﬁ.““t‘;hié‘ exhi'bi“gl‘wer(e c‘c;x‘npi]:ed from'work
sheets prepared by the Navy Price .Adjustment Board and ties in with the"spread
sheet" showing final figures arrived: at by the negobtiabtors. (Page 791 B
. wark papers)., « oL L .
CBABIE B e e T e e T
, - '!]EhiS‘e’:-:hi*bi‘t réfleLb%s “the ‘amount of -gross ré‘cé:‘;p’cs‘Lan‘d'wadjus‘{?ed ".'ne”tl
profit for the fiscal year ended December. 31, 1942 before and after re-" ;
negotiation. . . LT L T ST
. . The figures ‘appearin'g', on this exhibit weré~ compiled from work g v
sheets prepared by the Navy Price.Adjustment Board and ties in with the
“spread sheet" showing final figures arrived.at by the Board. (Page 790 work .
.papers.) = .. . . _ Co L R
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CONCLUSION -

No examination has been made of the pebtitionert's books
and records by the T'«'a.sh:mg*l:on Field Office. The figures as used herein
were compiled from the ﬁavy PAB files and records subm’c’ced to the Board
by the petitioner.. .

The ¢laims Division_of the Departmen'b 1n its memorandum re-
quested that the Accountant classify petitioner's business under the varlous
headings as set forth in the company's petition particularly pages .
8 to 13 therein. Such segregation or breakdown as desu‘ed by +the Depar‘bmen'b
included the follomng as sugg;estn.ons- :

‘1, Cost plus-f:.xed fee oontracts
2, Wegotiated fixed amount contracts
3, Dovw Chemigal Company contracts
... ‘4,. Defense Plant Corporation business
- B, Sa;Les prior. to, Aprll 28, 1942, : '
6+ DuP.C. bus:.ness before and after Apr:Ll 28, '1942.

. The files of ‘bhe Board revealed that an anormous smount of aocoun‘b:.ng
'had beea done by accountents of the Board on this case, Schedules and
" exhibits were furnished by the pebtitioner from time %to-time. From these
financigl reports the Navy Accountants prepared detailed analysess )
' An atbempt was made by Agent to conbact the Navy acoountents who - -
assembled the final figures for the Board for the - purpose. of reassembly:.ng
such date into the class1f10a‘b10n des:.red by “the Department. =~ v g

b7C

[ Iof the Offlce of the Special Ass:.stan’c to
‘the Seore'bary of Navy for Renegotiation was: contacted by reporting agent
concerning the reclassification of sales m’(:o the ca'begor:l.es suggested by
')“bhe Depar'bmen'b memorandum. -

advn.sed “hha:b no such class:.fma’blons had been prepared by
Kavy accountants, . He suc‘gea'&ed however that his office would make an’ ‘
‘effort-to reas semble or reclassify such additional data if poss:Lble 1f b7cC
" requested a'b a subsequent date. ;palntalns his office in ) )
' Temporary Building No. 3, l7th and Comstitubion Avenue, ¥. W. Telephone:
" extension 2029 Navy.. . - - C ) .

s S
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Thesmuch s it was determined that the Navy did not bresk down
the sales into the categories desired by the Department nor did the Navy
obtain a breakdown of the figures showing sales before and after April- 28,

- 1942, such schedules were not prepared by reporting agent due to the lack
of the necessary records. ’

It appears that figures as determined by the Navy and the
petitioner were agreed to in principle as reflecting an estimate of the
renegotisble business and pro;.lts. There, appears. to have been no dis-
pute concerning the segregation of the renegotiamble and non-renegotiable
business but there appeared to be & deflm.‘ce disagreement as to the ‘

- ‘emount of excessive profits earned oh the respec'ba.ve cla331f10a'blons of
" business by the petitioner..

' The files of thé Board indicate that the petitioner operated on

both & departmental and an overall -bdsis. The company's method of accounbing -

is on a percentage of completion basis.. For that reason the- company
requested- that renegotiation for- both the Ffiscal. years 1941, and 1942

" . be-considered on such a.basis rather than on separabe years. _There are

many complexities involved in’ this proceed:.ng ‘due to the multiplicity
of operation and widely dlspersed locations at which the petitioner -did
business. The ‘Board has prepared a brief under date of July 2, 1946,

for the Attorney General which sets, out per’clnerrb pozn‘cs 1nvolved

1n thls renegotle.tlon proceed:.ng. . a

‘ : It is bel:.eved advn.sable ‘not o conduot ‘any field exam:matlon

of the pe‘hltloner*s b,ooks and reoords qntll guch fime as the' Claims
‘Division attorneys have determined what additional definite informstion
-ins desired from the company's books and records. An analysis of the
acoounting data at the company's offices would entail a tremendous
_emount of work unless it was confined to a° spot check or ,1n.stlng of’ eertaln
flgures on spec:.flc item or 1'hems. :

The flgures i‘rom whlch Exhlbrhs A and B were taken were ‘Pages 757

. end 777 of the.photostatic file of the Navy - "PAB which was submibted to this . .

office for review. Page 757.is.marked "Final Exhibit 3" while Page 77‘7 is
marked "Profa.i: and Loss Summary based on Flnal Renegotiation Pigures."

) These schedules do.not reflect the same segregatlon of sales .
and-cost of sales for the years 1941 and 1942 as shown on page 8 of the
company's petition; however it will be noted that the profit before taxes

on rene'ro’c:.a'ble business for 1941 and 1942 does agree in total.

-17-
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WFO 46-1929 -

The "spread sheets" and final schedules prepared by the Wavy PAB
did not segregate sales as 4o War Department, Navy Department, Defense - ‘
Plant Corporation and obher departments in connection with renegotiable
business nor is there a breakdown of sales before and after April 28 1942.

: The files and records transmitted to the Was i Office
through the Bureau have been returned by J the wrl‘ber to }

Room 3756.

‘Cleveland Division for information purposes.
' the Bureau will instruct the Cleveland O0ffice to perform additional accountmng '

In aocordance w1th Bureaw 1nstructlons no further'work w1ll be done
in thls case at this time. unless and unoll advised to. the contrary. -

L s

Two copies of +this report are being deszbnated for the
It is.possible that

work at the offices of the petltloner located in Cleveland Ohlo.

~“PENDING-

TR T AT

b6
b7C

3l




PROFIT AND LOSS STATEMENT
THE AUSTIN COMPANY
Year ended December 31, 1941

RENEGOTIABLE NON-RENEGQTIABLE

LUMP FIXED DOW .: RECEIVED COMPANY

SUM FEE CHEMICAL TOTAL APR. 28,1942 COMMERCIAL TOTAL TOTAL
Construction Sales ¥1,964,719.89 30,123,879.92 $4,756,538,18 $36,845,137,69 $5,519,359450 $46,470,570.25 $49,989,929,75 @86 835,067, 44
Construction Costs 1,799,353.09 29,197,848.96 4,426,816.76  35,424,019.71 3,054,481, 91 43,208,484.45 46,352,966, 36 81 776,986 Q7
Gross Profit ¥ 165,365.60 §  926,030.96 § 009,721.42 § 1,421,117.98 T 264,877.50 § 3,172,085.80 § 3,63 16365063, 39 5 5,058,081, 27

% to Construction Sales 8e42% 5407% 6493% 5.85% 13,214 .857 7.28% 5482%

% to Construction Costs 9,19% 3¢17% 7 o 45% g.01% 15.22% 0 33% 7.85% 6419%
Operating expenses - Note A 55, 014430 565,252455 95, 030445 715,297,30 107,756.99 1,108,168.98 1,215,925.27  1,931,223.27
Operating profit ¥ 110,351.30 § 360,778.41 § 234,690097 § 705,820.€8 ® 357,120.60 § 2,065,916462 § 2,421,037.42 § 3,126 88810

% to Construction Sales 5+62% 1.20% 4, 95p 1.937 10, l5ﬁ 4, 44% 4.84% 3460%

% to Construction Costs 64137 1.24% 5430% 1.93% 11.69% 4,77% 5.22% 3482%
Equipment rentals 13,726468 44,842.87 55948400 6T ,517.55 12,881.51 223,368.44 236,249,95 300,767.50
Engineering Sales $ 87,759462 § 1,235,956419 §  11,822.00 § 1,285,537.81°  §  48,782.20 3 840,415.49 §  889,197.79 § 2,174,735.60
Engineering Costs 25,304,95 944,994,33 75,5354 00 977,834.28 29,822.25 587,512,62 617,334.87  1,595,169415

Engineering Gross Proflt §  12,454.67 §  290,061.86 § 4,287.,00 § 307,703.55 % 8,960,05 & R71,862.92 § 579,566445
Bllss ill Sales $  47,032.24 & 85,576.42 -0~ $ 132,608.66 #  84,827.93 } 1,286,668.50 § 1,371,496.43 $ 1,504,105.00
Bliss M11ll Costs 37,659456 69,812.80 -0- 107,472,326 64,418,02  983,834,20 _ 1,048,252.22  1,155,724.58

Bliss Mill Gross Profit 3§ 9,372.68 15,763462 =0~ % 25, 136430 $  20,409.91§ 302,634,350 §  0523,244.21 §  348,380.51
Profit before Other Income §J 145,905.88 o  712,346.76 § 244,925.07 % 1,103,178.06 v 409,372.07 § 2,843,022.43 § 3,252,804.50 § 4,%55,570.58

% to Construction Sales 7.43% 36% 5.15% 2.93% 11463% 6o 12% 6+51% 5e oaz

% to Construction Costs 8.11% .447 5453% 3011% 13.,40% 6e57% 7 o 02% 5.,33%
Other Income =~ Net =0~ ~0= -0~ 1 =) -0- 125,276.44 125,276.44 125,276.44
Proflit before taxes on ) . ] _ .

Income $ 145,905.33 § 712,346,786 § 244,925.97 $ 1,103,178,406 $ 409,872.07 § 2,968,298.87 $ 3,377,670.94 § 4,480,849.00
|

% to Construction Sales 7043% 2.36% 5.157 2e99% 11.63% 6+ 39% 6476% 164

to Construction Costs 8.11% 2444% 5+53% 3¢11% 15.4o¢ 6486% 7429% 5 487

Note A - Operating expenses have been .

reduced for aégregate ;
meqme  bax ading 4,617.93 74,934.27 11,361.12 90;913.31 7,859412 111,122.87 118,961.99 209,875.30

COMPLETED AND
FINAL PAYNMENT

construction costs.




PROFIT AND ILOSS STATEMENT
AUST ONMPA
Year ended December 31, 1942

RENEGOTIABLE NON-KENEGOTIABLE
COMPLETED AND
' , FINAL PAYMENT
LUMP FIXED DOW RECEIVED COMPANY

SUM FEE CHEMICAL TOTAL APR. 28,1942 COMMERCIAL TOTAL TOTAL
Construction Sales $4,085,073,78 $225,108,881.48 $8,013,758,02 §237,205,713.28 % 7,500.,00 $20,737,639,13 $20,745,139.134257,950,852,41
Construction Costs 35627,414,39 220,298,572.34  7,591,883,55 231,617,870.38 5,857.44 19,308,378,56 19,214,236,10 2501852L106 48
Gross Profit $ 455,6509.39 y 4,810,509.14 § 321,874.37 § 5,587,842,90 $ 1,542456 § 1,529,260447 § 1,550,003.03 § 7, 118,745,903

% to Construction Sales 11.,16% 24147 4.02% ‘2 56% T 21, 907 7437% v.ssp 2,76%

% to Construction Costs 12.56% 2.18/ 4,18% l 2 41% 28404% 7.96% 742 u.sq%
Operating expenses =~ Note A 84, 025475 1,706,503.80 82,299438 1,872,928.95 260442 327,785.19 328,045,61 _ 2,100,974,54
Operating Profit $ 371,633,64 § 3,103,705.34 § 2059,574.99 5 3, 712,913,97 $ 1,382,114 § 1,201,475.28 ¢ 1,202,857+42 3 45917,77130

% to Construction Sales 9, 1o¢ 1.38% 3400% 11 577 18,43% 5 79¢ ’ 5480% 1. 937

% to Construction Costs 10.25% 1.41% 3e12% | 1.80% - 23.007 6+25% 6426% 1.96%
Equipment rentals 23,498457 254,896.94 12,070.00 290,465451 119,70 93,272.43 93,392,13 383, 857454
Engineering Sales %  87,902.41 § 4,920,509.92 § 25,064.00 § 5,033,476433 B 79.88 §  496,753.,75 §  496,833.53 § 5,530,309.96
Engineering Costs 55,826.78 3,930,664.33 18,261.00 4,004,752.61 53425 348,934495 348,988.21  4,353,740.82

Engineering Gross Profit §  32,075¢55 3 989,845,090 % 6,803.00 $ 1,028,728.72 3 26453 § 147,818,709 §  147,845.42 & 1,176,560.14
Bliss Mill Sales $ 106,031455 § 805,832.22 2,232.00 § 914,095.77 ﬁ -0~ $  376,557¢34 $  376,557.34 § 1,290,5853.11
Bliss Mill Costs 76,878¢79 $ 552,053440 1,551.00 6301583.19 ~0~ 278,495,831 278,495,881 909,079,900

Bliss Mill Gross Profit §  29;152.75 % 253,778,892 & 581.00 & 283 512,58 5 ~0~ % 98,061.53 ¢ 98,061,538 §  ®81,574.11
Profit before Other Income § 456,360.60 $ 4,602,226.19 § 259,028.99 § 5, 517,615,78 $ 1,528.47 § 1,540,628.08  1,542,156450 ¢ 6,859,772.28

k

% to Construction Sales 11.18 % 24 04% 3e23% 12.24% 20438% 7.457 7e43% 2466%

% to Construction Costs 12.58% 2409% 3437% 124 30% 26, 09% 8402% - 8e03% 2473%
Other Income - Net ~0= =0~ -0~ 2 ~0~ 192,078450 192,078.50 192,078450
Profit before Taxes on Income$ 456,360.60 § 4,502,226.19 § 259,028,99 & 5,317,615.78 ¥ 1,528447 § 1,732,706453 § 1,734,235.00 § 7,051,850.78

% to Construction Sales 11.18% 2e 04% 5.~34 24247 204387 8e36% . 8436% 2473%

% to Construction Costs 12.58% 2,09% 3437% ;2 50% 2o.oep 9002¢ 9403% 2,814

{

Note A -~ Operating expenses :
have been reduced for ag- i
gregate income tax adjust- \

1 ati f construc- : :
%gg;ssagég © ot eo 764403 46,400.57 1,620,111 $8,784.7l 1.23 .~ 4,045,78 4,047.01 52,831.72

-t
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Renegotiabdle Oomercial Contracts § June 1944 Calculations

j N s e A ——— e i
" Austin Job #0-25% . | Austin Job #4250 Austin Job #6372 i

Geagr% Chemical Plan§ - Pigts'bm?g, P ant - E’rea rt, T Goﬁgml Cherdcal Plant - » Hidlana'
Total !otal 1941 ig42 Zotal

Gross Recbipts at 100% (as reported) 1,712,144 688.501 2,%00, lej ;o.las kg9 5,099,62; 15,556,110 7,404,158 8,177,868 15.582.027 19,612,792 . 13, 95'990 33,536, 782
Less Estimate ot(anount applicable ;:7 8/12) - ‘ : ’ 7 . - |
orignal plant (paid for prior to 4/28/u42 — ! -5+ 000,000 o= g g,%@lw f
Balance 1,712,1 ; "By 1489 7’EE0159 2 14,612,792
Loss 69.2% of 1941 (based on actual stuly N . ’z
of releases at Midland, Mich.) 1,184,804 } (3,803,570 5,122,175 1 10,110,549
Het Assumed to be Subject to ’ ] 3 N
Renegotiation before adjustment , i R ‘ , v .
for ocess equipment and war end . ! ’ 1 v
30.8% of 1941, 100% of 19u2) 527,340 688,500 1,215,811 ,131.692.919 5,059,621, 6,752,540 2,281,984 8,177,868 10.“59.854}* L,502,243 13,925,990 18,428,232
Less Resl Estate (Building Construction) ‘ { k . :
Includéd ,Percentege of Total Construction 20.0% 30.0% < " 40.0% 40.07%: 30.0% 30.0% 30.0)5;
i { ¢
Remoinder - Representing Process Equipment ! e P ) o ‘
Percentage of Total Construction 70.0% 70.0% I Y 60.08 6007 70.0% 70.06 7o.o;i
! i} v ’ o
Less Proportion of Output NOT Wer End Use o2 : " P
Percentags of Total Output 50.0% 50.0% { I 10.0% 410.054' 50.0% ; 50.
- ( i :
Balance Subject to Renegotiation - Amount U4, R6 2}&,9§ L5, 5hl Lol 176 2,133,1%; 3,6&6553 Es,ggh 2,8 g,g% 3, _s_g,glg\ 1,897,479 5,835, kol 7,732,863
% of Net assumed to be subject 35.% 5. / 35.0% Y B 54,072, / 54, 35, 35.
$ of Totsl Receiptsfor Year 10.78% 365.0% i g.n% Bl 6 10.78% 35.0% } 9.67% 41.90% 23,068
b b
Roooipts, Costs and Profits at 1008 . t ‘:‘1\ . ¢ ‘
groag Becelpts 1,'6(12.1‘3)4 688,501 l * 7,104,159 8:’:77’863 ' g} 190612|79§j 13:925:990J 33,538,782 S
ob Oosts ) a N <
Gross Job Erofits 78,692 J405 3%,13 3,1 ,‘ 861,276 ¢ »209¢  "1,551,585 /
Enzineering Grose Profit 28,355 14,164 boe 1,10 5,076 A 39,755 19, kko" 59, 205
.+ Bligs Mill Gross Profit ool 1,661 ; ol == i 6 1,661 1, 661
Sccond Farty Equipment Rentals 15,294 1 o 22 - ¢ 51 . 1.070¢ £ g
Total Gross Profit 122,271 ,2 | 377,038 = l3i,p15 958,705 - ez, 1,701._1§
Operating Expenses Per Austin (Cost Basis) ga:sg 28,991 ! 1§;,E§2 102 ‘ ;L %% ;886 - gég:égfs 668, 283i
Yet Operating Profit ~12,251 ! = 0019 38l B =081 ¢ 2 O ST
Memo: Cost of Engineering 49,057 4,676 - - 20, €65 %7 | 69,902 52,173 122,075
Cost of Blies M1l Stesl (est.) - 4,718 | R - i - - g - 4,718 4, e
‘ f :
- R I . ..i; L . ; ; i
Receipte, Costs ond Profits st Derived ﬁ / : } T / o
grgsg Beceipts 1s16;.5§9 24,975 el »;=-'g‘1’+.176 .73?.,%25 723.691& 2.862.251+/ ; 1~1.397,u394 5.8&.»2»3 7,732,863
ob Costs 1 - i Z'j.ﬁ% 183 . . 3 55, 292
Gross Job Prg;its ’ »9)227 H 38,88 2 750 1:2333 b1 1!3}% :‘ 8g' 29%’132‘“ 3 o1
Engineering ss Profit 3,057 5,0 I - 1, ! 287 803.. 1
Secoxd Ferty Equipuent Rentalc e 7635 | L1127 3,326 3,120 8,019 ), 5:9ks 12,070-. 15,018
Bliss Mi1l Gross Profit - ; i - il aed ed N 581 .
Total Gross Profit 13,161 15,485 ; — %9,013 1,178 5o, 6L5 150,925 | 93,339 310,585 - "'Eﬁ.'% .
Operating Exnenscs Per Austin (cost Basis) 7.853  _10,1h7 } 20,68 ___2M.093 —19,572 ‘ 6. v
et Operating Profit i i AR k20,08 =203 B * L e eis.
llsmo: Cost of Engineering 5,286 15,637 l - - 2,249 2,624 . 7:575 18,261
Cost of Bliss Kill Steel {(est.) - 1,651 ’ -— -~ - ‘ i -— 1,651
4 . |
SE— ! “ !
t
| .
!
l

Total 3 Dow Contracts P
9y g% Total |
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“Tir. TAUL- GILLOEE 'F‘fes:ment for the. Aus‘mn bo.noanv, otauad "bha’c.
’r,he bustin Gom'osnv rece..ved one advanced payment on December 31, 10L2

in the amount of ..711 th, Ir. CILLETE stabted trab ‘bhis was the oply
advance received fcom the Government and steted that on Cost Plus Fixed

Fee work the Austin Company -had to wait oogetmes fifteen-to thirty davs ;:— R

to- obbain reimbursahle’costs from the Governm nt.. Tr. GILORE stated that ..
“ﬁhls was an understandable aelay because of th e paper TIQIY‘ in T,he Govnrment
dopartnents. e . R T »

[ ('.,.b

¢ “‘ N ,~ . A » . 7 )‘ Dgf CIm”TCAL

'
b’ L

; +In a --etter dated Jma 35 1%1,, by T Ha A. zrm, 'rmn, vlce-f*

Pre ident of the Aﬁstln Company, directed to the Havy Eebartuont > Oi’i‘:.Ce £
of Proaurerﬂent and Yaterial, ”{Jasa:_nﬁton, D. Co hr. HAIZLS’Y‘EIYT stated. tl % .
iollow:«.ng reya?*dmg Do"r hem.oal cont:c'ac‘s 9-—25h R

™ >

B hd .
_:. . v * ef

L33

"Gonblnm ng cnp'bfact c'pec fies ‘bﬂat Bot‘ 1111 au'thorlze‘ ’ohe Austm
Oomha.ag to amﬂfom rork as soectfzed by Dowr. at various locationsy « 411 work,

* o be performed vnder this contract 5 ade’ the S'l"lbjeC'b of separate releases.

or Durchase orders for _eath speaific project and eagh. project is nnz'formed

on a Cost Plos Percen'bade Fee bas:.s, the fee, it! bemg thn only‘ 1t=m c“OVerned g

by thn terms of Lhe ori :.na,l coﬂt:mulngk cgqt:r‘ac‘b PSS

e ""J‘e do not haVe aya::lable data:.ls of "rorh and p_cogfess on tﬁe
varlous releases. under- co‘m:ract 0-25l % at any: specific date, “hovrever, we:
believe that some. uort:.on of th:.s contract should. not be cons:.dered as -
renego‘olab‘le bub. el:.mnated as amly:x.nv ’oo releases 00nt1qued and pald for

nvlor to, Aor:y_l 28, 191;2. S 4» ‘ ; e RN

o .:’f,q" .

n

i"ﬂo 1nf‘drﬂatlon i% ava:;_lable Qn W glch to. tnrmme zmounts of
charges ”rhlch shouldﬂbe GDnSCLdef“Cl rea}. estate ag d:_st:mgulshed From process

equlpmen*o "héwever;: 3 ZLl’}fOI‘IlI&'{'ﬂ.Oﬁ obtalned in-connection with the "'er; al

- Iidland, 13 ch:.@an, For ‘Dovr Chemical Gompany 1ndlcatos the*t this- propor ulon
should be. 30 percent real. éstate and 70 per cent processing equlpmﬁnt ab -
I:Ldlarad, 1%chigan, "and we would  suggesd. - these same percenitages be used fo:c' :
any . cons:Lderatn.on of the "foz’l\\ st Plttsbur Callfernla(. S ;?i,f( R .

P v o R
- . y ~ ,; v

e ’N‘e da 'mt ,uave any ;uformatlon 1ndJ,cat1 ng- trat norcentam S

- California, hown‘vnr 3 thev vav*e s le*bter sta’smv that ‘bne:z.r bU.SanSS fdr

e e, P

2T e b 1 S : N f o Vo

>

« <

n.‘i‘;

R rnnegotlablllty ‘of " produetion prodvced by Dow Chemlca,_ ﬂompanx at’ ‘t’lt%sbvmg SR

V"

=%




R o R I R T WW“TW‘W Wm,m NACE G A i il el
P o2 . NN . o By

N .
- .
> o,

cv. F. o. o " - .
©o k6783 S -

‘the year June 1, 1942, to ilay 31, 19Li3, indicates thaet 50 per.cent of
- such business is repegotiable. Ve believe this could be .a reasonable
firure to nge in considéring the remegotiability of work performed by
the Austin Comaany at P:.tts‘bvrg s Callforma." o : S -
. The same letter refers ba contract 21;50 Dow Ghemlcal JompanJ -
Sy cont:.nulnsr ‘conpract - freamrt, Ts:;ao. T

a © .

"Thfa I'reenort plan’b &f Dow Chemcal OoppanJ mtoduces vacnosz.vm,

. chlorine, costic sada , etuylene, sthylene glycol, et‘ivlﬂﬂe dl—chlorlde and
chlorinated solvents. The princinal product of "bhe Treeport plant is
madnes:.vm with, somé of the other proaucts re_preoentmg by-ﬁroducts of
magresivm n:c'oductlon.‘ Tbe magnesium is not processed beyond the pig or -
bar stase at J:feeporb. Talcphono COIlVBI’a&“blOﬂ with Dow representatlv'es o
' at I‘reezoort indicates that’ they. feel & ‘proper- segrégatlon <between real A
- ~classﬁ1catlon. ' P oL . ' L

»

. “Cons,ldor::.ngr the nature of the products produced at th‘a Freepor‘b
o plan‘c ‘we do hot believe that.any of vAustJ.n oontruotlon work at ’ch:l.s plant
" should be ccnsn,dnred renevotlable.“ '

) C,,- o - . Vo -
v- M caf >

’ ) paﬁy = contmulnrf contract - Eldland L:Lchlgan' S
. "Analjsms of bllllncrs on orders in progresp‘ afo Apr:.l l 19 b.2 §
. indicates that. approyma‘snly 30 per cent of such- releases wrould, be *aroperly
~  classified.ds real estate and 70 per cent-would be. classified as process. ¢ -

“t::_on of Dow wor‘c as fenevotlable." Coar e PR -

” . Acoc;rc}mglv ‘bm I&vy Department had made Tp a- scl*edulc\ in wbv ch ‘
the,,r had calcplated the sales of the- Austin Company ‘Tor the three Dow
“gontracts, in which they had arrived at certain calculations for vh's ch’ 'bhe;y*
ot felt would be the- renegotlable por‘blon of ofocegs equ:r_oment. o

5

As roauested in the Devoortmental memorandm, thnre s sn’b forth L
'bolow oA candensed schedule sho,rmc ren.erot: able portﬂ oux of tl.e Dow Cheri. cal .
sales for eacI“ of the years, 19151 and: 101; . B 2

- -

; eqvlpmant. Tle. believe’ that these p ercentages’ coulcl ba used in.emy - con51dera-

estate and plant equlpment Hould bcx apbroxa.ma'baly 50 par cent to each = .. i, -

;' Tb:.,s ‘same let'ber also pentlons cdn‘bract \To. 3672 Dow C;g».omlcal Gom- T:f

a4

PR
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© 4250 DEC - OEET - Freeport, Texas %2,859,099.18
. 3 3

‘0--25} Commer01a1 contract, Plttser California, . -
‘ Per Wavy calculaulons - . v . . - 18h,569.00
LLQSO ‘Gommercial contract; Freepcrﬁ J.eyas, T Co
e . . Per Vavy calcv.la‘blons o e e 91h,176,00 0
- 6372 Cm'ﬂme:m"I al contract, lidland, :i:_ch:.gan, ! '
- Per “Tevy calculatlons oo T T 798,69).00
, ) e ‘ 19)42 : R 7“:; e
uzso nPc - CPF]." - Freeport, ‘]Iexas Wt - >2 178 33u.o2
O—25h Commercial .contract, Pittsburg, Gal1fomla 1" ‘
., Per Navy caloulations Y : 2)4.0 975400 .
lLQSO Gommercial contract, Freeport, Texas, . ,
Per Havy calculations - . : Lo 2,732,,195900
6372 Conunerc:La" contract Iidland, m_Ch:u:fan, , T e
e S e Per }Tavy Qalcnlatlons e . e 2,862,25),00
R G . S o epu,OlS’,?‘fs.OO‘

‘ T #ill be notod that con'bracts 0~25).L ).;250 and 0372 5 of both Taars, ,
‘were “taken from the Havy calculations. Contract 4250, the contract of - - ‘
Fraeport, Teras ,‘was also carried by the ,liu,amp Corgpany on Lo e.,r books as

. a DPC Costs’ -luq Fifed Pee conbract. Thede ore also” Anclncﬁ.nca in the schedule..
The amount of ‘DFC contract of 1911,1 as. {,52 d59 ,O?S’.lu. . The D}L con'trac:l; for -
19142 was 2 l7u,33)., 02. ‘ : .

-
a

A photosﬁa’o of -bl e *Tav?,z* calcul tv ons empears as :Lollows'

S
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. 3& The gross profits of the Engineemng Departmen’c

' and of Bliss Mill are picked up as other income
while the charges for the use of the companyts |
own equipment, being a statistical calculation,
are also restored to gross profite

EXAMTNATIONS OF ECGOUZ\]TJKG RECORDS

’ mrmﬁmﬂ FOR THE mas 1936 THROUGH 19422

For ‘the fiscal years ended December 31, 1941 through
1942 trlal balances of ‘the company's books were prepared and traced to the
consohda'bed. audit reports for those years issuyed by ERNST and ERNST,
Certified Publz.c Agcountants.

EKAMINATION FOR THE FISGPL ’ZEARS ENDED DEGEMBER 31
1941 M\}D 1942. ;

l.». Scope of the Exam:.na'blon.

Balance si;eet and income account da'ba submn.t‘ted by the
comrA ny in connect:n.on with the renegobiation proceeding was traced to the ‘
accounting records of thé company. The segregation of sales between renecrot:x.é.ble ’
- and non-renegotiable business was-verified by reference to contracts and -
recapitulation sheets. Losts and-expenses Were traced t0 the- accounts and . the
allocation thereof to renegotiable ahd ndn-renegotlable business checked for:
‘mathematical accuracy and- the theory’ of allocation determined, ~In-all
instances, the theory of :allocation was found to have been reasonable and no’
mpor’cant dn.ft‘erences were noted :m “‘the mathematical computations.

. Net profrh as shown by ‘the books and renegotz.atlon
data. of ’ohe c:Ompany was reconciled with the taxable profit as. shown by the . ..
Federal tax returns and appropriate adjustments were made based on reéconciling.
“itemss Results.of the Imternal Revenue Service audit of the company's tax -

’ return :t'or the years were obta:;_ned and approprlate adgustment made based thereon. ‘

Enalyses were made of varlous balance sheet and nrofrb
‘and loss accounts of the years under review and explanations were obtained -
concerm.ng all ’oransact:.ons of a doubtful or unclear nature and, 1f necessary,
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were further J.nvestlgated by reference to supporting da’ca. Adjustments
made as a result thereof are discussed hereinafter under the caption
"Renegotiation Adjustments" as are the adjustments made for varianges
between costs and expenses as recorded on the books and as allowable
for tax purposesy

The f:_nanc:.al pos:.t:.on of the _company at ’December 31,
1941 -and 1942 is shown by Exhibit £, which is in comparative form, show:.ng .
the financial position as at the end of each fiscal year 1936 through 1942, -
Exhibit A appears at the end of this reporty Exhibit A basieally reflects
the fmanc:Lal condltlon of the conmany as reflected by the books. -

24 Results of Operat:.ons.

o . The resul‘os of operat:.ons of the company i‘or -the f:.scal )
©year ended ‘,Becember 31 1941 is as follows. , .

“

L

=10
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INVENTORY OF PROPERTY ACQUIRED AS EVIDENCE

Cleyelang . Field Division
Yaveh 1, 1952 (Date)
Title and Character of Case Tﬁﬁﬁi‘gﬂ COVFANY vs. JALES V. %GI‘(BEST&L
l@ “ Secretary of Navy, Tex Court Dockeb 104-R

TEROTIATION ACT

Field Division File Number 464783

Bﬁreau File Number : 4614692

Description of Property Being Held

3 accounting work sheets

Date Property Acquired and Authority for Acquisition
5/5/50

Source from Which Property Acquired

(Yl -14672- e

SA JOEN K, BUSTER NOT RECORDED
105 APk 11 1952
Location of Property V

Exhibit roon

Reason for Retention of Property and Efforts Which Have"
Dispose of It

To be held for evidence until, completion of caisé; e OVE

HOUNISIE s
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Oﬁice Mem

Q%j TO.  : ‘:D:i:cector FBI (46-14692) o  DATE: - May-.2, 1952 R
%ROM : SAC, G]_eve,Land (46 783) N . “ ) ) A :
. suisqz'cr.{ ‘TR AUSTTN QONPANY vs, JAMES V. FORRESTAT

. . Secretary of Navy, Tax Oourt ?Docke't 104-R <
.REKEGOTIATION AGT ft

ReBule’t 4-24-5 2

- ork ‘apers of. Sh. JOHN K BUSTER enclosedf SS T

o)

& ié giEnolosure T 7," o
X s :

#4 ( REGISTERED T‘[AII; '
’ Y RETURN RF‘CEIPT REQIE‘STED
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SAG, Gleveland (146-?83) | April zu, 952
Director, FBI (l;é-ll;692),,», |

- wmg AUSTIK COMPANY v&. JAMES v'. FORRESTAL
- Sgeretary of Navy, Tax Courbt Docket lOl;-R
RhNEGOTIATIGN ACT

e _ The aeccunting work sheets presently being retaineﬁ ny
J’your office in this matter should be ferwarded to‘ ‘bhe Buraau for 3
‘aransmittal f;tz t,he Claims Division. L - oLy e

L . . "‘ . - - L R . "
. . . ., . .
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FARGFE 6, 1953

: ‘ ShG CLEVELAND
Us‘I‘IR COMPANY VS SECRETARY QF II&VI _TAX COURT EOGK""I.’ Koo _OB'E}

I umre 'FOUR DASH R, RENEGOTTATION ACT, CIVIL DEVISTON ATZORNEY

» J@?ﬁéﬂg?&ﬁsm PEFITTONER'S REPRESENDATIVES HAVE SUGSESIED =
GONFBRENGE T WASAINGTON, D, C., FRON APRIL SIX TO APRIL DIGHT, -
VEXY. AOTORNEY WOIF DESIRES TO ZHOW WHEPHER SA JOHN K. BUSTER
| WILL BE AVATLATEL FOR CONFERENCH BIFORE SETEING DEFINITE DATE. ' SU-
 ARTEL THNOLACELY REGEDING AVAITABILTTY 84 BUSTER. o am:cﬁ |

Y'IL,B BE ADVT ED WHEN GDPFERERCE D,JB‘INI"EﬂLY Sﬁﬁmﬁ“xﬁﬁx

| | _'_Almovm- RETNE S
;':“",§L»6~m«s9a> B T ST A

~ ’CJM eck !

TEALER B f... o i
1 paps. eRag
P commaRRl

Tolson
Ladd

* Nichols
Belmont

" Qleggl il
Glavin
Hatbo
Rosen
Tracy N
Laughlin -
Mohr... Y
Rinterrowd . - téif
Tele. R »

1Y a8 1

Gandy.




INVENTORY OF PROPERTY ACQUIRED AS EVIDENCE

CIEVELIAD Field Division
1 ACUST 28, 1952 (Date)
Title and Character of Case TI'BQ@JWSTIN CONPMNY ve JAES Ye@mRREST.éL
Sécys of Wavys Tex Court Dotket J.Oh.a'fi

NEGOTTATIONS ACT V/ } }

-1

o b

Field Division File Number L&w783
Bureau File Number ___hewilbon
]jescription of Property Being Held

3 accounting vork sheetbs

. NP
Date Property Acquired and Authority for Acquisiti%.

- SmbuB0

Source from Which Property Acquired

SA JOHN K, BUSTER

Location of Property

Exhibit Room
Reason for Retention of Property and Efforts Which Have Been Made to P
Dispose of It

.%o be held for evidence until emaﬁlebicn af cage. __/
{%’oria 1 i/ g e 2

. - R;,’{S_hmlu
éﬁ @4 g0 Sep 11 1952

56
&G SR 171952 L 3




= ~37TANDARD FORM NO, 64

ﬁ”

Oﬁ‘ice Memoﬂndzm e UNITED s*r&s GOVERNMENT

T

° DIRECTOR, FBI
FROM ' sac, wro  (16-0)
SUBJECT :

RENEGOTTATION CASES

DATE:

July 28, 1952

The following renegotiation cases are presently pending in the

files of the Washington Field Office.

These are cases which have been referred to the Bureau by the

Department of Justice for investigation, but which have not been

disposed of by the United States Tax Court.

The docket of the Clerk, United States Tax Court is checked
monthly by WFO for all of the pending cases, which are as follows:

TITIE DOCKET NUMBER WFO NUMBER
A Acme Steel Company . 282-580=~ 760-R ho~2328
The Alliance Brass and Bronze Company 633-R L6-18L7 .
The Alliance Brass and Bronze Company ~  829-R L6-2258
Anderson Engineering Company, Inc. 731-R L6212
Andover Motors Corporation 869-R L6251k
The @ustin-Company 10L-R 16-1929 (A)
B Barlow and Seelig Manufacturing Company 787-R L6=2225
1114am Verne Barrowclonesh 823.R JifmD227
The Bayer Company . -f06~R L= 138h
W. T., D. E., and| |Partners, oL
d/b/a Bittner Associates 354-R h6-2187
Birmingham Ornamental Company 690-R h6»2l93
Brevets Aero-Macaniques S. A. Company 361-L05~735-R héeg%h).}
Enea Bossi and Walter Lyon, Et Al T766-R
IE., C. Brown Company 77-R hé-2]f(5h
C Cannon Manufacturing Corporation 859-860-R L6-2348\
Cadillac Tool and Die Company 827-R Lh6-2151
Cadillac Tool and Die Company 825-R L6=2450 i
Catalyst Research Corporation 891-R L6247l
Cardinale Warehousing Corporation 723-R’ L6=2066
‘Columbus Wood Preserving Company 877-R hé=2l3l |
M. J. Corboy Company 602-627-R L6-21h1
Coat Corporation of America 569-R h6°1596
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WFO L6-0
TITIE DOCKET NUMBER WFO NUMBER
C Coat Corporation of America 705=797-R L6-2392
Consolidated Radio Products Company 623=~R L6=2229
Coastline Manufacturing Corporation 791-R L6-2186
Helene Curtis Industries, Inc. 888-R L6-2155
D Dant and Dant of Kentucky, Et Al 511-R L6<21,08
Davenport Manufacturing Company 863-86L4-R L,6-2288
Detroit Steel Corporation 650-697-R L6-2155
Detroit Steel Corporation 286-R L6=1525
E The Ebco Manufacturing Company, Et Al 589-R L6-1632
The Edward Valve and Manufacturing Company 308-R L6-1hhl b6
b7C
Edward Valves, Inc. 813~-81L-R L6-2139
Erie Basin Metal Products Inc, 558-R L6-2336
Eversharp, Inc. 777-R ‘ Li6-2056
Excelsior Mills 201-=R ,6-2289
F Ferro Company Corporation 550-R L6-2523
Ferris Instrument Corporation 273-326-R L6-2215
The Finnie Company 665-R L6=2140
Fischer-Kimsey 607=-608=R L6=2309
G
b6
Genera ood Sales Companv 583-R LA=1AR7 b7C
H
[(Wood Specialties Co.) 80L-R L6=223)
Hanlon-Waters, inc. 53L4-727-R L16--1506
H, M, Harper Companv | Sh3-R L16-2137
(Philip Machine Shop) L166-610-R Lib=206L
(Volcanic Specialties Co,) 828-R L6=2257
(Volcanic Specialties Co) 634~R L16-2099 be
Hooker Electro Chemical Company L5h~663-795-R L46-1611 b7
I The Ingersoll Milling Machine Company 216-L63-R L6=1761
Iverson and La Inc, 299=R L6=-2208
J (Lamson and Company)  730-R L6-240
Jolart Metal Products Company 855-R L6-2332
. Joliet Industrials, Inc. 821-R . L6<=2270
_Joliet Chemicals, Inc, 820-R L6=2269
Joliet Chemicals, Ltd. 818-R L6=2265
Jowein, Inc. T765<R L6-2040
L ILaGrand Industrial Supply Company 659-R L46-1751
Louisville Bridge and Iron Company 306~6L5-R L6-1807




K

M

L

WFC  Lé-0
TITIE DOCKET NUMBER WFO NUMBER

Kenametal Company 900=R L16=2568
Kennemetal, Inc, L82<r L6=2291.
Keystone Carbon Company 743-R L6=2179
Magazine Repeating Raxor Company 619-R L6-17L6
Maguire Industries, Inc. 885-886-k L6-2192
Marine Manufacturing and Supply Company 6L2-R L6-1930 (4)
Mathews Cotton Mill 756-R Lhé=205l
Mathews Cotton Mill 807-R L6-2145
Mattison Machine Works 135-47L-R L6~21LL
M & R Products, Inc. 753-R Li6<2086
Metal Parts Corporation T771-R L6=2226
Metal Parts Manufacturing Company 816-817-R 1622119
Monroe Ordnance, Inc, 72)1788-R LA=2072 |
W. R. McDonough Company 252-R L6=2252

‘-\E_I (Jolliet Chemicals, Ltd) 819-R L6=2267
Naticnal Electric Welding Machine Go, 166-R L6=-1451
National Electric Welding Machines Co, L53-R h6-2331.
Norfolk Tent and Awning Supply Company T75-R L6-2271
Northwest Automatic Products Corporation 799-R L6-2239
Northwest Automatic Products Corporation 798=R L6=2235
Pacific Chain and Manufacturing Company 831-832-R L6-2219
Pacific-Atlantic Steamship Company 871~-R Lh6<233)
Palmer-Bee Company 898-~R Lh6=-21,89
Park Bloomington, Inc. 699-R L16=-2389
Park Shérman Company T07-R L6<=2388
Park Sherman Company 698-R L6-2387

|(Island Machine

Tool Company) i 750=R L6-2290
Peninsula Iron and Machine Works 830-R L16-2220
Perry Metal Products Company 857-R L16-2333
Perry Metal Products Company 856-R L6-2323
Pick Manufacturing Company 717-718-R 416-2120
Plant Maintenance Corporation 876-R L6=2427
Pomona Aircraft Company 793-R Lb6=2262
Poriona Aircarft Company, Bt Al 810-R . L6-2263
Portland-Pacific Company, Et Al 833-83L~R L6-2218
Procelain Steels, Inc. L,30-R L6-1139
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WFO Lé-0
TITLE DCCKET NUMBER WFO NUMBER
R Rainwear, Inc. 70L-R 46-2390
Regal Chemical Corporation 889-890-R L6-2483
Remington Arms Company - 538-R L6-1809
t{oberst:n'w:f.lle Tent Company 773-R 1162268
o H ny hoz-1128-R LALIANR
S
SCandia Manuracturing Company ((6=R 46=209L
Joseph E, Seagram and Sons, Inc., Et Al 593-R L16-2}09
The Sebastian Lathe Company ) 769-770-R L416-2380
Shanaman Brothers 655-R Lée=-17kL7
Shenaman Brothers 875-R L6=21;28
W. A, Sheaffer Pen Companv 73h <R Lh6=2132
Simpson Steel Company, Et AL T94L-R L6=226}
Simpson Steel Company, Et Al 839-R L6-2261
Simpson Steel Company 676-R Lh6-1882
H. K, B. Sneve Company 343<R L6-2371
Southern Fireproofing Company 901-R L6-2600
South Hill Tent Company, Inc. T7L-R L16-2260
Standard Machinery Company 805-R L6~-2231.
States Steamship Company 872-R L6-2327
Stoner Manufacturing Corporation 370-R- L6-1529
Stoner Manufacturing Corporation 80-R L6-1528
D, A. Stuart 0il Company, Ltd L8l ~493~702-R L6-2126
T Tarboro Tent Company T76-R L16-2266
Thrift Packing Company 68L-R L6-2065
Thomas Flexible Coupling Company 256-338-639-R L6-157hL
Tidewater Foundation Company 193-R LiA=2018 |
U United Metal Craft Company 866-R L6-236l
United Metal Craft Company 867-R L6-2363
U. S. Cartridge Company 470-716-R L6=1775
V The Van Dorn Iron Works Company hi1-R L6-1578
Van Dorn Iron Works 133-R L6-2070
Van Dorn Iron Works - TLL-R L6-2071

b6
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WFO L6-0
TITIE DOCKET NUMBER WFO NUMBER

V Virginia Products Corporation 692-R L6-2063

W Wayne Die and Engineering Company, Et Al 826-R L6-21L9
Wayne Die and Engineering Company, Et Al 824-R L6-2448
Westfield Manufacturing Corporation 713-R L6-2233
Westfield Manufacturing Corporation 616-R L6-2232
Weeks Stevedoring Company, Inc. L79-480-L81-R h6-2221
White Stag Manufacturing Company 677-R Li6=2062
Wilson Tent and Awning Company, Inc. 762-R L6-2057
H, E, Wolfe Construction’Company, Inc. 503-R L6-1789
Wood Parts. Inc, 432~R 46-1636 b6

7 j b7cC.




FEDERAL BUREAU OF INVESTIGATION

T T

/(;nsmit the following Teletype message to: RUREAU
DIRECT{R, FBI (46-14692) 3-10-53

SAC, CLEVELAND URGENT / O 2 b7C

AUSTIN CUEA\H VS SECRETARY OF NAVY, TAX COURT DOCKET_INO. ONE ZERO FOUR” '

L 7 .

DASH R, RENEGOTTIATION ACT. REBU AIRTEL MARCH SIX, TAST., SA JOHN K.
_A%

BUSTER SUBPOENAED FOR TRIAL IN LOUISVIILE, KY. SCHEDULED TO BEGIN AFRI
ONE, NEXT WHICH MAY EXTEND THROUGH APRIL SIX. SUGGEST CONFERENCE W'_[TH‘3
DEPARTMENTAL ATTORNEY JOHN WOLF BE SCHEDULED ON OR AFTER APRIL EIGHT s
NEXT .

MC CABE . -
END

ECK:rlk
46-783

L Jse7n Ao

?ECDRBEB 55 TN g MAR 11 19583

i

Approved: Sent M Per
Special Agent in Charge
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CONFERENCES, CIVIL DIVISION BELIEVES SA BUSTER'S FRESENCE
- VILL BB NECESSARY UNTII: AND THCLUDING APRI, FOURTEEN NEXT..

$A BUSTZR SHOULD REPORT TO ROOM FOUR SEVEN ONE THO; RUREAU,

¢ PRIOR TO CONFERENCE. . SUAIRTEL IMMEDIATHLY RE Avammmmy
sa BUSTER, .. -
o wooym. |

Chblye92”

. NOTE:

AL ROREAUHOF TINVES "’T'i",u GATALON:, i g o “ﬂ"w w.mww‘ Kokl |
STA'J:E.S ]:EPARTMENT OF . JUSTIC’ - S

— = -

for COMINICATIONS SEGTTONe yppoy 3 gqu ATRTHL

, SAC, CLEVELAND  MAIL
A -
THE AUSTIN COMPANY VS. SECRETARY OF THE NAV¥, TAX COURT DOCKET
' 'mmaER ONE NAUGHT FOUR R, R‘"HEGGTJ: ATTON ACT.
* PEN. LAST.

RFURAIRTEL FARGH
OTIVIL DTVISIO¢ ‘REGUESTS TH&T -3A JOHN XK. BU?TKR
, REPQRT TO WAaHIﬂGTOV, D, C;, TEﬁ'A.?., APRIL‘NINE‘NExm FOR

. .'w

»Thls case lnvolves a sult in the T.. S Tax.Court seeklng re-i,Jﬁ
.j@ﬂdeterminatlon of ' excessgiver proflts in the amount ‘of ", :

‘ $2 14,00,000. 'SA John Buster of the Cleveland Office-- Co
1u..cond,ucted an accountlng 1nvest1gatLon in this case.__l f‘T‘ﬁ: :

SENT VIA -Per




. %"mw- LR T T Lz,
) 4
. . s Mr. Tolzon ‘

*  ADDRESS REPLY TO )
- BMr. Ladd

“THE Aﬁo;r;:v E:;l:mau-
INITIALS AND NUMBER UNITED STATES Mr. Michols.____
55 DEPARTMENT OF JUSTICE M. Cre

— WEB:JHP WASHINGTON 25, D. C. Mr. Gl=vin..
bew Mr. Harbo. . |
152-104 Mr. Rosm.
March 25, 1953 Mr. Traey.
Mr. Gearty.
Mr. Mohr._______
Ir. Winterrovwd_
Tele. R
MEMORANDUM FOR MR. J. EDGER HOOVER ir. Holloman
DIRECTOR, FEDERAL BUREAU OF INVES TLGATION Mr. Sizoo.
Miss Gandy
Re: The Austin Company v. Secretary :
of the Navy; Tax Court Docket ——
No. 10Z=R.

- - g
/KPMW;’@«&;Q;E«;’M W
A conference has be&r® scheduled with the crn:hzaﬂ.oﬂs.aﬂnznﬂ_l b6
Lad_mmn_tbe_Tfﬁce of our b7C

in the above-entit
The purpose of the conference is

for the morning of
to draft a stipulation for presentation to the Tax Court at the trial

of the above case in July 1953. The excessive profits involved total
$2,400,000,

It is requested that Special Agent John Buster of your Cleveland
office be authorized to attend the above conference since numerous
accounting adjustments made by Special Agent Buster in his examination

of petitionerts books will largely be the subject matter of the con=-
Since at least several days of preparation will be required

ference.

for the conference it is requested that Special Agent Buster report

to_our| in Room 3134 at 10300 A.M. on the morning "ig .
off _____| 1t is believed that Mr, Buster's seryg.,‘c;e;wmgggll,l ‘
required and inciuaing April L, 1953. "

WARREN E. BURGER i

Assistant Attorney General
Civil Division

cory DESTROYED
197'May 6 1979




April 9, 1953 KIRTEL

| | MATL R
SAG, GLEVELAKD . .
(#6-783) .

535(\ :»*é?zﬁp‘ }Ué;z;; fnm’am {rﬁ; é‘i} ,?ARI OF THE NAVY, TAX GUURT DOCKER
No.' L0bR, amm&mrmﬂon 0T,  REUR ATRTEL APRIL BIX LAST., CIVIL
DIVISION REQUESTS SA JOHN K.  BUSTER REPORT WASHINGTOR, B, 6.
10:00 A, Y. .amzu 16 NEXT FOR GQNF:,B%GES 'CIVIL DIVIGION

- EcLIEVES SA B{FS”‘EH*S Dms SNCE: GILL BE NECESSARY UNTIL AND k ‘

'_ /\{U\ INCLUDING A:‘RIL 21 WEXE. SA RUSTER 8 um.) B:‘mm ?Gf}}.’c k712, T

/ | BEREAY, FRIOR 70 G&NE"&B&&:GL sn‘*?uh IszDIAi*maf i ;{v;s,s:*? sA

BUSTER NOT AVATLABLE, ' o S |

’ N v s ‘. . - .
e e, . . .
. N = . .- L - . R N
B

U T S 8
o YT 0 «
ca: ,~Mr. Gl%vin, S | | o L R R

B This case 1nvolveg a suit ‘in the U S Tax Gourt seeking re~ " o
“determination of " excessive " profits in- the . amount ‘of $2,400,000, . .
SA John Buster_of-the Gléveland Office .conducted an. accounting Lo
© ~investigation, By ‘memo : 3-25~53, Civil Divisgion previously R I
. requested that SA Buster . report to Washington on: April 9, 1953."'“‘
By airtel dated 4—6-53 .Cleveland advised SA Buster wds -tied up :
" oh’'a trial in ‘Owensboro, Ky. and would not be available before .

4~13~53. Attorneyl_ | Civil Diyvieion now : b% A
«J,Tequests that SA Buster report -to WaShington on, 4-16a53. This e
Uy Arequest«was made on. h~9 =53+ 1. T Ty ST R
IR l»f&%ﬁ, - ‘f’?,‘ - = ”; S RN % o
& SR Tt e T , .
'\ - . ' . ,!,"(f“ ¥ 7 , ‘},1. a N e FE ﬂi} . ) - . "T
. ol Tz - ra d .
Nichol® Tas “// - P 3 -
Belmon & Ly ity '
Clegg 2 ’ s . * . .
Gla . e T I Lo ‘
l;arba , 4 g ""’)t‘_ Lo . .
Teacy, e A= 1 S S
{;a:ghh'n_ ] . ;‘x {F . 55 ' et .
o “G\"’ 5 A ’
e & [\P@ TR |
Holloman
Caniyn  EDSL b6




FEDERAL BUREAU OF INVESTIGATION

UNITED STATES %f::jjﬁENT OF JUSTICE

N
/7/ i
Ir.
Ly

g

Transmit the following Teletype message to: RUREAU §§§%&%§Zi£;i g

/?,/ o A

IROR, FBI X 3w {
THE AUSTIN CO. VS. SECRETARY OF THE NAVY, TAX CO@ 2C

NO. ONE NAUGHT FOUR R; RENEGOTLATION ACT.
FIRST, FIFTYTHREE.,

TRIAL OF

Y14l 7 -

REURAIRTEL APRIL

SA JOHN K. BUSTER NECESSARY WITNESS

ABLE TO REPORT WASHINGTON BEFORE MONDAY, APRIL 13. ADVISE.

END.

CAH=- jme
4,6-783

X 4
Approved: C/ﬂjq

RECORDED - 23

Special Agent in”Eﬁa;ge

{ylégi%%Qfﬁ“\\

MC CABE

Sent

h%)‘/\ 4 b6
WEDNESDAY, i bic

FOR PERIOD 2 OR 3 DAYS AND WILL NOT BE AVAILw




crec e — g A ¥ VOURE
RSN q»cﬂ%@!m” KLk (n o 1

SAC, Gleveland

' 3}{// f;;,»;; ;,;,"“‘” 69\;7)

;g/‘REC‘bfm ptotos 751 Ty-4602)

- THE AUSTIN COMPANY v. SECRETARY OF THE NAVY,
'PAX GOURT LOCKET WO. 104-R
RENEGOTLATEON ACT

- - There ig being encloged herewith for each office
one copy.of a self-explanatory memogandum dated April 23,
'1953,. from Assistanh Abborney General Warren B. Burger.
The gnclosures referred to in Mr. Burger's memorandum s&re
being transmitted to the Cleveland Office under separate
gover by rallway. exaress. o

A o The Bureau desires that ‘the. Gleveland Offlce K

e give this matber immediate and conmtinuous attention. and o

:. 7L .- promptly set forth any necessary lsads for auxiliary oi‘fuzes.

" Inasmuch as the case "is presently set. for trial Before &

. Qivision of the Tax Gourt in (leveland, Oblo, begliming *
July 6, 1953, the Bureau_desirves that the entire investigatn.on
in this matter be completed no. later man June 15, 1953, ",» .

L v+ The Buresu and Washing,ton Flelcl Office ‘ghonld be
i ini‘ormed of the nature of -the lesads belng set forth for . o
auxiliary offices and a1l auxiliary offices. should he - celt
- instrueted by the Cleveland Office to submit.reports in . - o
' this matbter to the Bureau by roubing slip for the attentlon

.of the Investigative Divisipn, Accomtmng and, Fraud Section.

s As reque sted by the Civil h:wision, 'bhe Bureau
; f should ‘be “informed when the contracts have been assembled
. . in order that the Civil Division may be advised of this, -
. Pact in the event they deem 1% advmableto h&Va a Department o
4_,"3attorney analyze tne contx%acts. S , e Lo

S eeY Washington Fiald wa.th eréw&_a
| Telson_ G2 l-Package (RA.’ILWAY EXPRESS) T

ooLade ’ )
Beim—NOTE: -Tne enclosures being Tovwaraed Claveland under semar‘ate

-Sﬁh = - cbver have been sent o the auoply Koom for. i‘orwardlng
“Hacbo. toCleVeland . st -
-é::iyy ¢ B3 ;Lge

Ol"——._.__ i
" Winterrowd — . ..

Tlx:'ifoofn_ : Lo Q’v um.llull .- h‘{mﬂ { ) ’ e T

Hnlloman —_— 1

Sizoo

Miss Gandy = ; \M{ T A,d ‘ ) ‘ ja ’ '
? 8 ‘ Y 12/1».53 i QVLABLED 25 5 - BRI I ';"—‘"‘"ﬂ ~
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Ojﬁce Memo’agd%m UNITED ST” GOVERNMENT

TO

FROM

»
H

SUBJECT :

.y _12

¥r, J, Edgar Hoover, Director DATE: April 28, 1953
Federal Bureau of Investigation

Warren E. Burger, Assistant Attorney Genera WEB:JHP

Civil Division 152=104

The Austin Company ve. Secretary of the Navy,
Tax Court_Docket No. 104~R.

At a conference held in Washington on April 20, 1953 between
ntractor, one of their vice presidents, our Mr. b6
[ and Special Agent John K. Buster of your Cleveland bic
office, it was agreed that considerable further investigation of the
contractor's records was necessary in order to ascertain facts for
the purpose of properly preparing a stipulation of facts for the Tax
Court in the trial of this renegotiation case. The case is presently

set for trial before a division of the Tax Court in Cleveland, Ohi
on a calendar beginning July 6, 1953.

The case involves a petition filed in the Tax Court by the
Austin Company, of Cleveland, Ohio, for a redetermination of their
excessive profits totalling $2,400,000 for their fiscal years 1941
and 1942. The -contracts were fixed pricé, cost-plus-a-fixed-fee,

guaranteed maximum and cost plus a percentage of costs contracts :
under Defense Plant Lorporation contracts, prime contracts with the; ‘ %&
Army and the Navy, and subcontracts under prime contracts with thede ﬁ >
Departments. The Austin Company constructed defense and industrial 3

plants of a value of approximately $300,000,000 in 1941 and 1942.

In its operations the contractor produced structural steel in its
division known as "Bliss Mill®., This steel was used in the perform-
ance of its fixed price and cost-plus~fixed-fee contracts and apparently
was charged, in the case of the cost plus contracts, to reimbursable
costs at a price of approximately $123 per ton. This figure included
a profit element. Similarly, costs representing charges for use of
company owned equipment and engineering services rendered included a
profit element charged to reimbursable costs in excess of actual costs.
A like situation may have prevailed in charging as perishable, non-
capitalized tool costs an amount in excess of actual depreciation and
other applicable costs. In the case of cost~plus~a~fixed-fee contracts
it is not known whether’ the contract provisions permitted the inclusion
in reimbursable costs of the profit element described above. In a trlal
of this case the Department will probably argue that where the contrbcts
did not so provide, the entire added profit is excessive and if the QE]\\
contracts did so provide, that some of the profits charged were unreasodn-
able and, to that extent, were excessive. Since the reimbursable costs

¥+ (3040038 Ae-1HT7 DT

WAY o9 1958 - b

»
i g

LR STEY SN




o0 o0 :
2 A

oh cost-plus-fixed-fee contracts approximate $250,000,000 for the years
1941 and 1942 this question may be of considerable importance in the
trial of this case. For this reason it is requested that all of the
contractor'!s contracts, including fixed price, cost-plus~fixed-fee and
others be examined to determine whether the profit above described was
properly included in costs within the meaning ofthe applicable provis-
ions of the contracts. Mre. Gilmore, Vice President of the Austin Com-
pany, has agreed to make these contracts available for analysis. It
is further requested that Mr. Buster advise this office when the con-
tracts have been assembled in the event that an analysis by the Depart-
ment attorney to whom the case is assigned is considered advisable.

There are described below several schedules which should be pre-
pared for use in the proposed stipulation to the Tax Court. In all of
the requested schedules the costs should be broken down to include each
separate item of cost usually set forth in the cost of sales and cost of
Goods Sold elements of a profit and loss statement. TWhere cost figures
involve Bliss Mill operations, engineering service costs, company owned
equipment rental charges and perishable tool charges only the actually
incurred costs should be included in the schedules and the profit
element described above should be shown sepqrateljr on a schedule supple-
mental to the primary schedule involved. It is not expected that the
contractor will agree to the disallowance of any of these profits as
unreasonable costs. .

In the schedules requested below, figures pertaining to cost-plus-
fixed-fee contracts and cost-plus—a-percentage- of-cost contracts should
be shown only as costs and fees and should not be totaled to represent
Wsales" figures., :

There is set i‘orth below the requesfed information and schedules
which will be necessary for the proper preparation of this case for trial.

1. The contractor's Vice President, Mr. Gilmore, will make avail-
able a list of approximately 26 contracts (along with' the pertinent
"Plancornumbers) which were executed by the contractor and Defense
Plant Corporation and/or industrial concerns acting as agents for DPC.
Counsel agree that all business secured from these contracts is subject
to renegotiation where final payment was made after April 28, 1942,
subject to counsel's reservation of a constitutional question, It is
requested that a preliminary report be submitted as soon as possible
showing, for each of the approximately 26 DPC contracts the name of the -
prime contractor with whom the Austin Company contracted, the prime
contract number (if signed by DPC), the WPlacor' number, a brief des-
cription of the plant and facilities constructed and the Llocation
thereof. In the final report, the DPC receipts, accruals and profits
should be shown as follows for each of the fiscal years 1941 and 1942:




Al |

-3 -

a, Fixed Price DPT Lfontracts

Sales, costs and profits showing DPC contracts on which final
payment was made before April 28, 1942. Sales, costs and profits
for 1941 and 1942 from DPG fixed price contracts where final pay-
ment was made on or after April 28, 1942 and before July 1, 1943.
Sales, costs and profits for 1941 and 1942 from DPC fixed price con-
tracts where final payment was made on or after July 1, 1943.

1

.

b. Lost—Plus—A-~Fixed-Fee DPC Contracts

The same information reguested above for fixed price TP con-
tracts should be shown for CPFF contracts except that the schedules
should show properly reimbursable costs (see discussion above re show-
ing questionable “Bliss Hill" etc. profits as costs) and ‘the fees
derived therefrom.

2. The contractor maintains that prime contract NOy-4210 dated
July 11, 1940 is a severable contract and that theé approximately
eleven supplementary agreements executed under Contract NOy-4210 are
actually individual contracts. Total costs and fees under this con~
tract were approximately $70,000,000. It is therefore requested that
a schedule be prepared showing the "properly reimbursable costs" plus
the fixed fees involved for the years 1941 and 1942 derived from each

-supplement and under the contract as originally executed. The date

of final payment should be shown for the work performed on each supple-
ment and under the contract as originally executed. A consolidated
schedule should then be prepared showing the costs and fees under each
supplement and/or the original contract for the years 1941 and 1942
where final payment was made before April 28, 1942 and where final
payment was made on or after April 28, 1942. . .

3. A separate schedule should be prepared showing the sales,
costs and profits for 1941 and 1942 on all fixed price prime contracts
between the Austin Company and Departments of the Government named in
the Renegotiation Act (exclusive of DPC provided for above) with a
segregation for 1941 and 1942 between contracts on which final payment
was made before April 28, 1942 and on which final payment was made on
or after April 28, 1942.

4. The Austin Company entered into numerous fixed price and
cost-plus—-fixed-fee contracts in 1940~1-2 with private corporations
for the construction of buildings and facilities. Mr. Gilmore has
agreed to make available for FBI examination copies of these contracts,
their supplements and change orders. All such contracts should be
considered nonrenegotiable if final payment thereunder was made to
the Austin Company before April 28, 1942. Where final payment was
made on or after April 28, 1952, an examination should be made of each

x4
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of the contracts involved to determine whether, under its terms,

title to the plant and facilities was to be in the Government
immediately or ultimately. If so, all receipts and accruals or fees
thereunder should be considered entirely renegotiable, unless the
contract, by its terms, is specifically exempted from renegotiation.
If title is not to be in the Government immediately or uliimately the
receipts, accruals and attendant sales costs and profits and/ or fees
should be segregated between (1) those attributable to construction
of the building itself and all utilities, piping, elevators, heating,
lighting, air-conditioning and like installations which by their
nature do not pertain to the. production or manufacture of the products
for which the building was constructed (all of which should be listed
as nonrenegotiable) and (2) the receipts etc. which are attributable
to machinery and equipment such as vats, assembly lines, cranes, ramps, .
Jjigs etec. installed in the building primarily for use in connection
with the production and manufacture of the products for which the plant
was designed, constructed. and used. In the case of this latter group
(No. 2) a preliminary report should be submitted shofiing the figures
requested for 1941 and 1942 in totals by contract for each prime con-
tractor involved, and the date of completion of each prime contract set
forth. An attempt will then be made by this office to determine the
percentage of renegotiability by reference to the appropriate records
of the War Contracts Price Adjustment Board pertaining to the renego-
tiation of the prime contractors.

5 Mr, Gilmore has agreed to make available for FBI examination
all pertinent books and records in order to determine the approximate
amount of the business for 1941 and 1942 which was subcontracted to
others. A possible typical source of this information may be the
Cleveland, Ohio, Field office records of the Austin Company. It is
reques’ced that appropriate records be examined in Cleveland and, if
necessary, in the various Austin branch offices, to determine the
amount of subcontracting and that, in the preparation of the various
schedules requested herein, the amoun'b of subcontracting be shown
separately as an item of cost.

There is forwarded herewith pertinent files of the Navy Price

Ad,Justment Board which will be helpful to your accountants in their
further 1nvest1gatlon.

Bnc. No. 187156
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srmgmn FORM NO, 64 . II

Oﬁice Memomndzmz UNITED STATES GOVERNMENT

3, : Director, FBI  (46-14692) pATE: May 25, 1953

oM : SAC, Cleveland (46-783)

@

SUBJECT: THE AUSTIN COMPANY v. SECRETARY

Qi@§2(y» Seattle

OF THE NAVY; TAX COURT DOXET WNO. 104-R
RENEGOTIATION ACT

ReBulet 5-1-53, and enclosed report.

Thexre are enclosed herewith four copies of the
report of SA JOHN XK. BUSTER, dated 5-25-53.

The contracts referred to in Departmental memorandum,
dated April 28, 1953, have been reviewed and assembled
and are avallable for an examination by Departmental
attorney's .

The agents conducting this investigation are presently
surveying the Cleveland District Files., This phase of
the investigation must be completed in order to intelligently
set forth leads and instructions to auxiliary offices.

For the information of the Bureau, The Austin Company's
headguarters are located in East Cleveland, Ohio. They
operate the following District Offices, which maintain b6
1 the original accounting data: b7C

Cleveland Chicago
New Yoxrk Houston
Detroit Gakland

. In the event the sub-contracting (set forth latér

in memo) must be checked in detail, it would entail

setting forth leads to the Bureau Field Offices, encompasing
the Austin District Offices, to gather this data.

The method of accounting used by the Austin Company!fﬁzg
is such that all details are kept in the District ;
Offices, while the summaries are contained on woxk sheets

in the Gleveland gffice.

o i, ) A AVA - 29

“““‘“ Zs"*m “28 1953
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Director, FBI

. The total sales of Petitioner for the years 1941
and 1942 approximate $300,000,000. The greater percentage
of these sales are on a fee ba31s, i.e.,, cost-plus-a-fixed-
fee, guaranueed maximum, and cost plus a percentage of
costs., . ‘ . ,

There is contained'in this total of $300,000.000.,
an amount that is sub-contracted on every job, such as
glazing, painting and decorating, sheet metdl *and. duck

‘work rooflng, plumblng, ete. : :

o ~ Iikewise if condltlon warrant sqme~9fvthe excayating'
and labor would be ‘sub- contracted B

: The Department in defendlng the actlon and determlnatlon S
- of the Navy Price Ad justment Board is contempldﬁlng
: ;challenglng the. contractor, that the fees paid and the
.- . resulting.excessive: proflt is too high. That because a
- good deal of the work was. sub-contracted, the total ‘sales’
- - figure does not represent in 1ts entlrety “the Austln
~,CCompany's sk111 and 1ngenu1ty P . ;

Therefore the Depdrtmental attorney banﬂllng thls s
case has 1nstructed thaﬁ the’ exact amounx of sub con*ractlng
" e aetermlneﬁ :

: Because of the type of accountlng system uSea by
et ,«,constructlon englneers and des1gners which heas been in
- o cusg'for years-and. whlch‘ﬁhey~havefbund suceéssful, in" -~
- *.order, to ascertaln the sub-contraetlng accurately, 1t,has
. been estlmated ~and this is due to their system -as set
- forth above, that 500 agent days Would be requlred

L  This estlmate wes. rade ‘by The reportlng Agents.after

© & careful survey apd with: the help of Mr: ' GIIMORE, who )
w’fj‘forme:rly worked for the GPA firm:of Ernst and. Ernst and

) is now.: a Vlce-Pre31dent of the Austln Gompany ‘

. STt 1s suggested that the Department be adv1se& of -
the magnltude of the ‘task involved. It is believed that '
& conference with the Departmental attorney'handllng this
case-would in all probsbility result in a revision or -
ellglnatlon of much- of the data requested by the Depart-‘_
men; ‘ 4 , . . ) '




Diréctgr; FBI

It is pointed o{ﬂ: for the a_nforma‘tlon -of -the Bureau
that SA \BUS TER, 'who is now a. Resident Agent at Toledo,.

.Ohig, conducted conq1derable -accounting 1nvest1ga‘t1on in -

th:Ls case in 1949 and is famlllar with the accounting
recoxrd of the Austin Company. For this reason-and in
‘order to expedite this :anestlga‘blon SA BUSTER has been
assigned this case as a special in Cleveland, headyuarters -
“city, and the necessary:additional aecountlng personnel
"will be made-'available in order o comple‘l;e ‘bhls 1nves‘b1-

ga’slon a‘ﬁ ”Ghe earllest poss:.ble da’ce. Sl - .-
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FEDERAL BURE‘AU OF INVESTIGATION

Form No.1

THIS CASE ORIGINATED AT WASHING_TQ-}T FI’F‘I’])
REPORT MADE AT * B DA‘I’»{EA“EI):EN PERIOD FOR WHICH MADE REPORT MADE PY yr - . )
CLEVEZAND - ,5/25/5’ 5/11-21/53 - JOHN.K. BUSTER. - 1vh
)Tm.z . ) _ ‘CHARACTER OF GASE . .
.- THE AUSTIN COMPARY v. SECBE’I‘ARY GF THE. L ’
NAVY TAX COURT DOCKET NO'. 104-R | RENEGOTTATION ACT
" | R EH X REHACA: ‘ I TMO-WEEK REPORT -

‘l‘h:LS 1nvest1g,at :Lon is- predlca‘t'ed upon . Bureau. letter 5
dated May .1, 1955, with aecompan:s_ng memorandum from - - - - o
Assistant Attorney Genersl WARREN E. BUBGEH, seirblng for‘ch 2 "ﬂ‘
in detall the investigation desired. ’ Lo

All con'bracts held by the Petlt:.oner durmg ‘bhe
ears 1941 and, 1942 have been assembled.

;’} In regaré. 'bo Navy con’crac‘b l\IﬁY 4210 ’Ghe con‘bract

Bf ‘has been located in Cleveland, however, the accounting ‘data N
\,}- is in.the Seattle District Offlce. | has ' 2°
i

P2 written to the Austin Company, BeatTle District Office, re-
§ t «?,ques”clng them 1:0 adv:_se him as ‘bo What Jis avallable in ’Ghese
ég)“ records. ,

"‘:’;| ' — - - |f P& odn. |
tract is now assigned to-the (leveland Office. 1 | L e

‘was_interviewed. concerning -his recollection -as to what . = -

. records were mamtalne&.- He stated that-separate costs"

were - malnta:med -on each job site., He also stated that he
/é@’ thought that a summary was prepared a:t; uhe conclus:Lon oi‘

, 7\4\, A )each gob\. ,

oY _ Investlgatl_on to date “has been mainly assembllng :
Dmxmyvarlous oon‘cracts. Also rev:LeW:Lng the DPC eont;rae‘bS. oo

1973 \r 1870 " As’ Yequested 'in. 'li‘he Departmental memorandum, the

26 DPC con‘traots have been reviewed. The reques‘ued 1nforma‘blon

brcl”

' ENCLOSURE
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46-783

is submlt‘bed as an enclosu:re W:Lth this repor'b for ’trans~ -
ml‘i;tal to 'bhe De_par’cmen't; : 4

» - : -~

CY. F. O.

ﬂlhe 1nves*in_gat10n presen‘i:ly in prog:ress -is the -
surveying of the commercial contracts in the Cleveland ,
Distriet Office in order t0 ascertain what information is |
_available regarding process equlpment and sub-cor\tractlng, R
’ - - -.and ‘the preparation of the varlous schedules as :requested T
by 'theDepartmen‘l:, e W R :

. - Th::s :mVestlgat:Lon is be:mg condue'bed by SA (A) , G
: end  the :repor'tlng Agen'b.-p‘ 7 T b7c :

: : It is estlma'bed ‘tsha'l; 120 agent- aays w1ll be necessary
in order t complete the Cleveland phase. of this investigation.

'ENCLOSURE T BURBAU: Tist DBG Comtwacts.. ~  » . . 0%
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- ppcords be sxemlned in Gleveland and, if necesssry, in the verious

Belmone &

Gearty —m—r < Tooan,
Mohe —— 827> .

Miss Gandy — ) 5{;

Asplstant Attorney Genersl ; . ‘
Warren E. Burger June L, »1953

T eamssa b
CTHE AUSTEN COMTANY v« STCRLTARY OF A " '
THE WAVY; TAX €OURT BOCKET ¥0. 104-R ‘ ‘
RENEGOTTATION ACT -

Reference is made to your memorandum dated April 28,
1953, and to the report of Specisl Agent John K. Buster, dated
~ May 25, 1953, at Cleveland, Ohio, in the above-captioned matier.
Your memorandun dated April 28, 1953, requests that appropriate

Austln branch offices to determine the amount of subcontracting
and that the amount of subcontracting be shown separately as an
1tem of cest in the schedules to be preparsed in this case.

Qur Gleveland Office has advised that, because of the

‘type of accountlng system used by consiruction engineers and
dasigners, it has been sstimated that 1t willl require 500 agent
. days %o ascertain the amount-of subeontracting. Thisg estimate -
- wag made by agonts of our Cleveland Office after a careful survey
- and with the help of Mr. Gilmére, formerly employed by the -

cortified public accounting firm of Erpst and BErnst, who 1s now
- Vice President of tite Austin Company. , .

;. Our Clovelsnd Dffice has suggesbed that s confervence
“betwoon Specldl fgent John K. Buster and the attorney assigned . .-
to this mabter vegarding the scope of the investigdtion to be |
performed conGerning the subcentracting. work might be: desirable, -
~ It £ aiibuiiderstending that| —_Jog . BS
your staff infends to'go to Gleveland, Ohio, in tha near future:  °/C.
in order %o royiew the Defense Plant Corporation caonkréiotsiin oo

this mather. It is I.memj:.a.d_tn&t the Bureau be inthriibd &s to
the szact date bthat intends to be in Cleveland In
‘order that arpangements can be made to have SvecialiAgeny John
K. Buster availably to confer with | | conzerniing~the..
acope of the ilavestigation in this wmatier. =T
ce: 1l-Cleveland (46-783) — ¢ .y .. = = b— SRR
Nichols ——=- 4. = g e ) ros . U aed - X . - L
T TRy L. T : R S REREE- YR Y 3
ccx Mr. G’1 vin . : R s . — L S e
. S ) R - ) i “ “h‘,‘?:‘ . /PV‘:“K
TH ek iepy g ) ) ( g
Tfﬂcﬁ—f—CJMx,,'.‘ %:ge'f. , h S

}”ﬁ‘ﬂ;{?@?—“@}%‘ﬁ UN 15,.?& NOTE ON PAGE 2 . /gj
R
T pJUN~ 41953
- o] WAILED 27 g




Cama et

'l"ol‘son i
* Ladd-

> "Hatbo

; 'I‘racy__....' e

Winterrowd — " ° °

- NOTE <

Nichols
Belmont,-—
Clegg
Glavin_.

Rosen,.

_ Tele. Room—

" Sizoo S
Miss Gandy ~ - -

Hollcm’an_—. .

f‘ln ‘the U.” 8. Tax. Court- ‘seeking. a redetermination of. ‘excessive
‘profits totalling $2,000,000% .

The attached memorandumn from Cleveland deted.May<25, 1953,
points out that Special jgent John K. Buster, who is now a

Resident Agent at Toledo, Ohio, has conducted considerable
‘acoounting investigation in this case and is familiar with
the accounting records of the Austin Company. The Cleveland

. .0ffiece has advised that for:this'reason and in order to expedite-
 the investigation, Special Agent Buster has been assigned thls
‘case as a special in Gleveland, Ohio, and that necessary

additional . accounting personnel will be made available in order.
to complete this investigation at the earliest possible date.
It is noted that -in. this ‘case. the petitioner has filed a.suit:

¥

-Special Agent Buster has engaged
in ‘extensive conferences with ﬁhe Department attorneys in :

,Washlngton, D. C., Eoncerning thisg .case. : LT
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o ‘hewr
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‘ : Bnr 23, 1653
b6

b7C.
i - -

s o P s . l, b6 -
Zed %ho fustin Compony v. Seoratary bre

off the vy Yo Conrd Doclied :

ﬁf} v dJlwile

" Bewp

chat 3 o penfevence in Uachingbon on Aprilk 20, -
; Enetial foent Jobn Bogtey of R
| Hhe Mooral BuYend oF AT gt onw s
. wog horosd dhab additionsl apocunddng duvesbigadion would o mde of
opebitomertn buoke awd regords. . 0 o o RPN

- Tonwill recal
3555, guonn youy

)

. D fpedl 28, 1953, ve roqosted the Diveckor of the ¥FBI e -
shthordng e Busser $o make Shoe addibional dnvesbization. Ug beliove
SBhes ho S alvealy womencod bio furiher oxnsdnabion. The wenovindom -
~ho the Disector owblined in poasidorsble deball, the govge of the
- additdonel nveshisabione 556 Tnvd vequestod tho TBI o mabhordsc .

‘Ewstier Lo discuss Ehede, aceouabivg problony with you particuiacly Se
.- Oodpging whothor She: Inforrnblan Lobo secured penformd WRLH The

S raBvens apveed to dn owr conference of Appil 20, 1953, - Ify elweo ouwr . -

o ponferdtics you Dave debermined thab theve iu ndditionsl mecouhting

data which you may wish to shipulate %6 the Tux Cpurk we suggest thus
wes requent v, Buster %6 weriSy tuck data during the cowrse of big
presont ctemdneddene .

Sine 3% da apraed thab tie scope of the agrowmbing iwvestifabion

. 45 ‘such that 18 will nob be cupioted in sufficiont tipe foy dhe drdsd- .-

T cof thiy cheey presently set for July §; 1053; may we sugpestithghogon v
| prepurg & motion for conbinugncs and stiporting pemprandun subsbanuially
- i tho Eornt of prior motion Sor céntinuance granted by thy Tax Gowrh on
Japugey 13y 1953«  Upon recelint of the notion we will sign &b and ablend.
b Abe Fildng n the Yax Couthe - o o o

. Sincercly yoursy ..

. UAEEN De BULGER

. T <. . Agsistent Abborney Gereral
DA S Sivil Divislon L
L .  EDJARD f. HIGKE o

T T - Ohiaf, General Litigation Seebion-
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SAC, Cleveland ” | May 28, .1953

- F L égsg;QV

o - 11091r§%§%r, FBI (46T1u692)

%'EQQ?\D

THE AUQTIN _COMPA Vs, ShGRETARY oF ﬁﬁp NAVY‘
- TaX COUEY DOCKRET HNO. lOQ-R :
-?WNEGO”IQTIQﬂ ACT

bk?, ' There is being enclosed herewith for the Cleveland
’ _Office two coples of ‘a memorandum dated lMay 22, 1953, from .
. Assistant Attorney General Warren E. Burger together with ohe

copy af the enclosure-referred to therein.

R , The G1eVB1and Of?ice should contact. petitianer's

ffrepresentatives to discuss the accounting problems in fhis

" matber if same has not, already boen done.,  The Agent should,
of course, confine any déiscusaion with petitionert!s represent-
atives solely to acesunting problems, and no opinisn should be.
.expressed by the Agent as to, merits of this case . or possible

- settlement or stipulabion. RN , .

Tol;cn - . e . | IR R I
Ladd.- ‘“’)~ ) i . ¢ o AR ;
' Belmont ‘i . B '
- Clegs - .
* Habo—_ - .o T L . ,"*. o
‘ R:;t:-——— - % : N}AY 29 1053 N PN
Tracy ‘ é . , . ) . o ; 3
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O]fﬁce Meﬁ"m nd%m e UNITED ST™TES GOVERNMENI. .

TO . M. J. Edgar Hoover, Director
Federal Bureau of Investigation

thg FROM : Warren E. Burger, Assistant Attorney General |, } WEBs:JHP
Civil Division / --
UJ 152-104°

SUBJECT: The Austin Company v. Secretary of the Navy;
Tax Court Docket Wo. 104~R. \5/ /
i

(}%{;L > /«4& ¥ e/&‘ C’,ﬁn M‘——

We enclose herewith two copies of a self-explanatory lettér dated
May 22, 1953, to opposing counsel in the above-entitled Tax Court. B . l.'

DATE: May 22, 1953
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renegotiation case.
We request that one copy of this letter be forwarded to Special
Agent John Buster of your Cleveland office and that he be authorized
‘to confer with opposing counsel concerning the matter sebt forth in the
enclosed letter.
Ene. No. 187130
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THE AUSTIN COMPARY VS. SECRETARY OF THE NAVY, TAX COURT DOCKET

b6

#101;.-5{; RE?IEGGTIATIGN ACT. CIVIL va:csl orrl

| b7C

. ADVISES GASE POSTFONED UNTIL FALL. Imvssmmmmn SHOULD STIE:L m
. GIVEN JEXPEDITIOUS mmmzom ADVISES HE IS UNABLE 70 GQ
- T0 CLEVELAND FOR CONFERENCE IN DM{EDIATE FUTURE SINGE HE MAY BE
'EIED UP, WITE ANOTHER GASE [DURING ENUIRE MONTH OF JULY. ALL
INVESTIGA‘.I‘ION OTHER' THAN mam “PORTION ‘BEING HELD IN ABEYANCE )
. PENDING CONFERENCE WITH SHOVLD EE GONDUCTED EEPEDITIOUSI:Y.
. aDVISE BUREAU. APPROXTHATE DAT}I} 'REPORT nmr BE EXPECTED GOMPLETING
¢ TNVESTTGATION OTHIR TN THAT ?oxmow BEING ﬁEw IN ABEUDNOE
Pmmﬂ@ GDHFEREHCB WITH | : |

matils we-«i-:guees» | o
"‘,‘NOTE:M N o3

RIS |G;v1l DlVlSion, stated he
S w1ll forwaru a memorandum To the Bureau’ adv131ng that ﬁhe‘hearing
\:'1n thls matter has been postponed. o & IR

v

VCJF'mrs T .1 R

: ﬂ‘&&i} . s : - T S e
.- > . ] _ S a SE A Sk
e - - ¢ - N . . Py L. . 11¢
- . - . - . e .8 . e . o L A,
N . M e et o < . L, " - J e . . ' 7i

T, K ; y

N - 4 ~

N .

¥

s
g JUN 29 1953, |

Tolson_.__ -“; Do
- Ladd

L _.’;‘— \, - L kS . :
N ~;:«f;.,atc0R“;‘°

Clegg

Glavip - s - -5 ! :
© Mabooc . - 0 o N ' Sl
Rosen 2 ) .,.__.M,A

Tracy MAILED. 9 . . EX“127 B

- Geany

i 7t JUNZ B 1953

il
Tele. Room— Sy '_;2}}
Holloman — cOMM FQ]
Sizoo-.

Miss Gandy —

62 J& 3 w3 TN

© prC.

b6
b7C




- " DATE: July 3, 1953
E nmcmc*., FBI (46-14892) H: July 8, 1953
WjROM * sAC, cL’*«*vvmm-(:zeg'zaz) B
e USTIN COMPANY VS. SECRETARY OF TEI. “AW N .
v ’I’M: COURT T@ﬁKEQj&IOé--R . RS

SO 'PE'EGQMATIQI: a0

Ré Four a,n'tel Ju.ne 26 13 o; N S I .7 o
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Office Memo:. "= .7 + vniteED M‘ = OVE

Mz, Nichol§ e
Mr. Belmont

STANDARD FORM NO. 64

TO : Mr, J, Edgar Hoover, Director DATE: Juné R9,0R&63 .
Federal Bureau of Investigation Mr. Glayin .
WEB:JHR 3r Do ——
FROM : Warren E, Burger, Assistant Attorney General 152104 . Teost
M Civil Division | Mr GERT e
{ j Mr. Mebr .
susJect; The Austin Company v. Secretary of the Navy; ¢ Mr, Wintezewd.,
Y T Court Docket No. 104-R. ,
/ Frowd /{77»‘/"’ Fhe Grov %, ' § M
p This will advise you that on June 19, 1953, the Tax Court| .24
/M granted the parties' joint motion for continuance of the above/Kzh*

entitled renegotiation case from the Cleveland, Ohio, July 6, {
1953 calendar to the next scheduled Cleveland calendare.

In your memorandum to this office dated June 4, 1953, you

reglussi;gd that the Bureau be advised of the exact date on whichg-—f——wl" "
o] intends to be in (leveland in order tov j’/ 3
examine certain of petitioners' contracts and to make decisions

which will affect the course of the examination of petitioners?

books now being conducted by Special Agent John K, Buster of your b6
office, Because of the present trial commitments of b7C
it will not be possible for him to travel to fleveland at any date

earlier than August 10. We will advise you further when a definite

date has been determined i‘or| [visit to Cleveland.
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STANDARD FORM NoO. 64

O]j‘icq MWIZWJM%M « UNITED STAIQ GOVERNMENT

TO : Director, FBI (L46~14692) DATE: July 27, 1953

st s

FrROM®”: SAC, Cleveland (L6-~783)
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