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THURSDAY, JANUARY 232, 1942

- UNrrEp STATES SENATE,
e CoMMITTEE oN FINANCE,
- Washington, D. C.
The committee met, pursuant to call, at 10:30 a. m. in room 312
‘Senate Office Building, Washington, D, C., Senator Walter F. George
{chairman) presiding. . ‘ 3
The CrairmaN. The committee will please come ®o order. We
have a quorum, and we have for oonsideration this morning House
Joint Resolution 257 whieh is entitled “To amiend section 124 of the
Internal Revenue Code to simplify the procedure in connection with
amortization of certain facilities.” 1 & | i
It really is a repeal of that section and it ﬁ)peam thiat the title
ought to be amended to make it speak the fnots. &
(H. J. Res. 257 is as follows:). .«

. N “
{71, Res. 287, th (jonp, 4 poss.] Py

JOINT RESOLUTION To amend section 124 of the Intemnl Revenus Code to slplily the procedure in
- connectior, with amortization of certain facilities N

#
i
O

Resolved by the Senate and House of prreserﬁalives of the United States of America
tn Congress assembled, That, effective as of October 8, 1940, section 124 (i), as
amended, of the Internal Revenue Code, is hereby repealed.

Passed the-House of Representatives january 19, 1942,

Attest: i Sovrr TRiMBLE, Clerk.

The CuammaN, We have here several witnesses from the various
departments, I beliove, who appeared hedete the Committee on Ways
and Means of the House. © We have, first, the Secretary of Commerce,
Mr, Jones. We will be very glad to have you make a statement
regarding this resolution.

‘STATEMENT OF HON. JESSE JONES, SECRETARY OF COMMERCE;
ADMINISTRATOR, FEDERAL LOAN AGENCY

Secretary Jongs., I think that section of the law that is under
«consideration should be repealed.

The CuamrmaN, Section 124 (i) is the section,

Secrotary JoNEs. Yes.

Senator La FoLLertE. Will you state your reasons for that, Mr.
Secretary, for the benefit of the committee?

Secretary JoNEs. My reasons are probably somewhat different
than those expressed by the War and Navy Departments.  We, the
R. F. C. and its defense corporations, are required to put in a great
many so-called scrambled facilitics, particularly in steel mills, and we
will have to do more of it in the conversion of plants, if the program to

1
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disseminate defense work to the smaller industries is going to prove
successful,

Senator La Foruerre. In other words, will you explain what you
mean by “serambled facilitics’?

Secretary Jonks, That is where we go into a plant and put addi-
tionul machinery in with that of the owner, some of which can be
moved lIater and some of whicl cannot be moved, beeause a good deal
of it would be more expensive to move than it would be worth,

We would like to get the industry to berrew the money, or to fur-
nish the money, take this amortization and own the facilities, which
it cannot afford to do if it must amortize over a period of 20 or 15
y;‘ui's. If & man owns the facilities he is more apt (o take better care
of them,

I do not intend to say that they would not take good care of them
if they belonged to the Government, but if we put new facilities into
a plant, new equipment, and they belong to the industry, in all prob-
ability the older facilities will be disearded and the new ones preserved.
Th]nt‘ would be of greater value to our whole cconomy, to the country
at large.

1f there is any particular advantage—I do not think it could be
much, if any --to the industry by reason of this 5-year amortization,
it is unimportant. Whatever profit there is, the manufacturer must
pay on it later as income {ax.

I see no reason why this subsection under discussion should not be
repealed, and every reason why it should. 1 understand Seeretaries
Patterson and Foreostal will give their own testimony, but it gives
them a lot of trouble in making contracts. It gives us trouble, too,
but we bave got to go ahead and do the best we can.

Senator La Forrrtre. As I understand, this is advocated in part
for the purpose of speeding up the letting of contracts for the building
of needed facilities. 1Is it your opinion that this will speed up the
building of needed facilities?

Sceretary Jones. 1 should think so, but of course that is with the
War, the Navy, and other Departments. 1 do not know enough
about the operations of those departments to say definitely, but I
believe that to be true,

Senator Vanpensrnrc. Preciscly what is it that we are asked to
repeal?

The CaairMan. Scetion 124 (i).

Senator Vanpenperc. What is section 124 (i)?

The Cuaipman. Scetion 124 (i) imposes a requirement for non-
reimbursement certificates,  In other words, the act which we passed,
as you recall; required, first, a certificate of necessity and then a
certificnte of nonreimbursemeoent before the amortization could be
granted for these new facilities or additional facilities. The non-
reimbursement certificate is the certificate that has given the greatest
difficulty. Tt is practically impossible, as I have conceded all the
while, for anyone to conscientiously give a nonreimbursement certifi-
cate under the law, because that certificate contemplates not only that
the concern putting in the facility is not being reimbursed on that
contract, but it is not being reimbursed under any contract with the
Government. That might apply even to future contracts. So it is
almost impossible for any conscientious official to speedily do business
on that basis, because he could not really issue a nonreimbursement

-
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certificate until after the thing is all over and you have had an oppor-
tunity to scrutinize all the contracts made and what had actually
been paid the concern in reimbursement for the facility.

Are there any questions that you wish to ask the Secretary?

Senator Dananer. Mr. Chairman, I have a question.

The CuatrmMaNn. Senator Danaher,

Senator Dananer. How much do you have to do with the issuance
of the certificate of necessity, Mr. Secretary?

Secretary Jonrs. Nothing.

Senator Dananer. Well, what steps, if any, are taken by your
organization to ascertain whether or not a plant that applies for such
3 ('egtiﬁcate has exhausted available facilities without building new
ones

Secretary JoNes. He does not come to us for that.

Senator Dananer. You were saying a few minutes ago, in answer
to Senator La Follette, as I understood you, that “If we”—that is
the way you put it—*“If we could get the individual manufacturer to
use his own funds to build it would be better because he would have
an interest in the machinery,” and so on,

Secretary Jones. I will explain that.

Senator Danarer. If you please.

Secretary Jonks, The R. . C. and its different subsidiaries, like
the Defense Plant Corporation, of which you are talking now-——

Senator DANAHER, Yes. :

Seeretary Jones. Is merely a service agency. We build plants or
finance plants at the request of, heretofore, O. P. M., which includes
the War and Navy Departments. Say we get 2 request from the
O. P. M. to contract with a certain contractor, a corporation or indus-
try, to build a plant, They give us the estimate of the cost. They
say where it has been decided it should be built. Then we get the con-
tractor in, 2 steel company, for instance, and we undertake to make
a trade vi'h that contractor, and in that trade we find, for instance,
that maybe we are putting $50,000,000 worth of scrambled facilities
in four or five different plants. Now, they would not buy and own
those facilities themselves, they could not afford to do it financially,
they could not involve themselves to that extent. It may be putting
a facility here, there, or some other place in their plant

It would be a lot better, however, if we could persuade them to go
ahead.  Wo would rather loan them the mouney on liberal terms and
let_ them own the facilities, ‘

Scenator Dananer. When you say “we’”’ you mean whom?

Seerctary Jones. I am talking about the R. F. C., the Defense
Plant Corporation.  But 1 sm thinking about the over-all picture of
the Government. It would be a lot better for the Government if the
industry could be persuaded to put those facilities in and let us fur-
nish the money on liberal terms, if necessary, and let them amortize
those facilities, depreciate them, over a 5-year period.  As it is, we nre
putting in the facilities, several hundred million dollars in the steel
plants alone, and when it is all over we are going to own something
here, something there, in each plent.

Senator Tarr. If it is essier to get the certificate, you think you
will have many more transactions in which they own the plants, the
now machinery and the plants?

Secretary Jones. You cannot get, as T understand it, a definite
certificate for amortization, one that would be unquestioned.



4 NONREIMBURSEMENT CERTIFICATES

Senator DaNaner. Mr, Secretary, if you do not have anything to
do with the issuance of the certificale of necessity and hence with
the determination of the necessity, in what way does the problem
confront you, or the R. . C.?

Seeretury Joxes. I am representing the Government, the Congress,
in building plants, That is the way it affects me, We work in the
closest possible cooperation with the War and Navy Departments
and with O. P. M.

Senator Daxanek. Then coming back to my original question, T
was trying to find out who decided whether or not a new plant, let
us say, should be built, new facilities construciced, helore ascertaining
whether the existing Tueilities have, in facet, heen exhausted?

Secretary Joxes, The O, P, AL does it.

Senator Dananenr. So you rely in that particular on their recom-
mendation?

Secretary JoNes. Yes, sir, entirely. Wo canunot and should not
have divided authority.

Senator Daxanenr, [ agree with that.

Seeretary Jones, It is their responsibility,  ¥We sevve them.

Senator Tarr, s it not true, Mr. Seeretary, even if they get this
S-year wimortization and then go on and use the thing for 20 years,
of course the amortization stops at the end of 5 years and after that
they could not charge any more depreciation?

Seerctary Joxes, They could not get any more.

Senator Tarr, So the only thing they gain is in having lower {axes
during this time when taxes perhaps are higher than they are going
to be after the war?

Seeretary Jones, We hope,

Senator Tarr. Perhaps they are not higher than they are going to
be after the war.

Senator Goerrry, Thank you for the encouragement.

The Cuamryan, Are there any further questions of the Sceretary?
If not, Mr. Jones, we thank you very much for coming over.

Seeretary Jones. Thank you very much.

The Cramyvan. Judge Patterson.

STATEMENT OF HON. ROBERT P. PATTERSON, UNDER SECRETARY
OF WAR

Secretary Parrrrson. My, Chairman and gentlemen, this is a pro-
posal to amend section 124 of the Internal Revenue Code, which
provides for amortization deductions for income and excess-profits-tax
purposes,

This section was engeted in October 1940 to encourage the use of
private funds in the rearmament cffort then getting under way.

In general, it provides that a taxpayer may, in computing its net
income for tax purposes, take annual amortization deductions of 20
pereent of the cost of facilities evected or required after June 10, 1940,
in licu of depreciation deductions otherwise allowed by law, il they
are certified by the Scerctary of War or the Seeretary of the Navy as
necessary in the interest of national defense.  Thus the entire cost is
amortized in 5 years instead of over a longer period normally allowed
by the Bureau of Internal Revenue.

Subseetion (i) of section 124 provides that in case the Government
reimburses the taxpayer in whole or in part for the facilities, no
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amortization deduction shall be allowed unless there is a certifiente
issucd to the Commissioner of Internal Revenue by the Sccretary of
War or the Seeretary of the Navy to the effect that the interest of the
Government in such facilities is ndequately protected.  If there is
any question about reimbursement, a certifiente to that effect made
by the Sceretary of War or Seeretary of the Nuvy is conclusive on
the point.

It is proposed by the War and Navy Departments, with the con-
currence of all intervested agencies in the executive branch, that
subsection (i) be repealed, because the subseetion has ereated confusion
and uncertainty, with the result that manufacturers refrain from ac-
quiring or constructing new faeilities at their own expense; manu-
facturers delay in the nequisition and construction of such facilities;
and valuable time is consumed by military and naval personnel and
nanufacturers who are engaged in important war work,

1t is to be noted that subscction (i) does not prohibit reimbursemient
for facilitics in contracts, nor does it bar amortization in such cases,
if the Government’s interest in such facilities is adequately protected.

It may likewise be noted that subscetion (i) does not apply to cases
in wlich the taxpayer does not have a contraet with the United States.
Accordingly, a subcontractor can obtain @ necessity certificate and is
then permitted to amortize the cost of the emergeney facilities, regard-
less of the question of reimbursement.  Thus, amortization rights do
not depend upon esteblishment of nonreimbursement.

1f the Government pays for facilities, the Government’s inerest in
the future use and disposition ol such facilities should be protected,
This is true whether the payment is direet, pursuant to a provision
iin the contract, or indireet, beeause ineluded in the contract price,
It is likewise true whether or not the contractor secks 60 months’
amortization. The protection of the Government’s interest is a
matter of sound procurement policy, and is quite independent and
apart from any tax-amortization question,

By Public, 285, Seventy-seventh Congress, subseetion (i) has been
amended in eertain respects.

The certificate of the Advisory Commission, Council of National
Defense is no longer required under the amendment which was passed
last summer.  These amendments have proven helpful, but the ad-
ministration of the aet still presents serious difficulties.

Now that we are at war it is imperative that these difficulties be
promptly removed. The statute makes present determination of the
contractor’s liability almost impossible of attainment in many cases,
because of the difficulty of determining factors relating to the future,

The result has been to retard the flow of private eapital into cmer-
geney facilities,  This in turn results in the expenditure of a larger
proportion of Government funds for emergencey facilities than was
contemplated as necessary.,

In order to hold to a minimum the amount of Government funds
needed for new freilities, an incentive in the form of amortization was
offered by the statuie to the manufacturer, to induce him to put his
moncy into new facilities. To obtain amortization a manufacturer
must obtain a necessity certificate, and that, of course, is to be con-
tinned.  But this is mercly the fivst step if the manufacturer has or
oxpects to have a contract with the War or Navy Department.,

To fix his future tax situation he must also have a certificate of
nonreimbursement, It then becomes necessary for him to establish

0777242 ——2
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that not only his first contract but all subsequent contracts do not
inelude, directly or indireetly, in the price a return of cost of the
fucility greater than the normal exhaustion, wear, and tear.

Even if he obtams a certificate of nonreimbursement with reference
to existing contracts, his tax situation may be jeopardized by o subse-
quent contract which may tater be held to so include such greater
return of cost, even in part.

Thus it becomes impossible for the mannfacturer to know at the
time of his expansion whut his future tax situation will be with refer-
ence to the facility.

In the case of n small manufacturer who can H)roducu war supplics
by adding to or converting his fucilities, the problem is an especially
difficult. one.  Such a manufncturer can readily show that his new
facilities are needed and his necessity certificate will issue, but if he
has or expeets to have a direet contract with the War Department or
the Navy Department, as mentioned above, he naturaelly wishes to be
assured that such contract or any later contract will not result in the
loss of his aunortization privilege with reference to those facilities.  The
possibility that it might be held that there is reimbursement in part
for the cost of such fneilities in any later contract or contracts, and
might. defeat the amortization deduction, deters his expenditure of
private funds,

xperience has shown that a great deal of time is consumed on thoe
part of contractors in preparing papers and proofs in SU\)])OI‘C of their
applientions for certificates of nonreimbursement, At best the sub-
jeet is a diflicult and complicated one. A large manufacturer has an
ample stall] including attorneys ond accountants, who can familiarize
themselves with the statutory requirements, but the small or medium-
sized manufacturer is not best equipped, and feels uncertain as to his
right to amortize newly n('quirv(} or constructed emergeney facilities,

The administration of subseetion (i) likewise requires an inordinate
amount of time on the part of military and naval personnel in connee-
tion with these applications.  The services of these officers are urgently
required in proeurement work of a pressing nature, which is of direet
henefit to the suecessful proseeution of the war.

A few words as {o protection of Government interests.  In proposing
the outright repeal of subsection (1) the War Department and the
Navy Department, as well as the other agencies concerned, are not
advoenting in the least degree any relaxation of the policy contem-
plated by Congress in the passage of scction 124 of the Internal
Revenue Code.

That the rights of the Government should be safeguarded in every
case in which it has paid, in whole or in part, for the cost of the facilities
is obvious. As indicated already, this is true, whether or not the
taxpayer secks special tax amortization. Such protection should be
offered in every case, as a matter of sound procurement poliey—and
I mean there, of course, on the part of the contracting officer for the
War Department or the Navy Department who negotiates with the
prospeciive contractor and arrives at the terms of the contract., It
is the duty of contracting officers in all such cases to sco that the
Governnient’s interests are adequately protected.

In that connection, the procurement officers, the contracting
officers for the War Department—and I have no doubt similarly for
the Navy Department—aroe instructed, in taking proposals for con-
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tracts, to ubu\rtnm wlmt new machinery the contractor needs, to
muke provisiou for that in the contract and to see to it that such now
machinery is owned in all cases by the Government, and the Govern-
ment is similurly protected in the use and dlqp()ﬂlt,lon to be made of
that machinery. Adherence to o rigidly uniform rule presents great
difficulty in (‘mltmctmg Some floxibility is necessary in order that
the contracting oflicers may properly fix the terms of the contract to
suit the needs of the situation,

This will permit protection of the interests of the Government at
the time of negotiating the contract. The contracting officers in the
War and Neavy Departments heve been direeted to proteet such inter-
ests, and these directions are being carried out,  The War Department
assumes direet responsibility for proteeting the interests of the Gov-
ernment in the facilities under all of the War Department’s contracts.

Now, Mpr. Chairman, that finishes my formal statement and 1
would be glad to answer any questions,

The CrAmMAN. Are there any questions, gentlemen?

Senntor L FoLuerre. 1 would like to nsk a fow questions of the
Secretary.

As 1 understood your statenment, you said that it is now the pro-
cedure and practice of the procurement oflicers to make eertain that
there is not, in effeet, a reimbursenient if they are to secure amortiza-
tion 1s thut correet?

Seeretary Parrerson. Yes, sir.

\vnulor LA Fornerre. 1 mean in the negotiation of the contract,

Sceretary ParrEnsoN. Yes, sir; that is correet.

Senator La Foryerre. So even if this soction is repealed the con-
tracting officers, if they discharge their duties under instructions, will
really have to go through the sume procedure and in the same detail
that is now gone throtwh will Llwv not?

Secretary PaTTERSON. Y. s, sir; so far as negotiating the contract is
(on('vmv(l “their practices will be the same as now. 'I‘lmv will make
inquiry, they will go over the plant to see what is needed in the way
of new nm(‘hmory and make proper provision for the protection of the
Government in the cost of that machinery, if it is included in the
contract price,

We make a great many shell contracts for ammunition.  Generally
a contractor has a pretty good shop and has some of the tools needed
for the production of those shells, but he needs a few {ools, sometimes
more than a few, to do the machining necessary for the final prodic-
tion of that shell, and it is quite evident that lie has got to buy those
machines, In all enses reported to us by the contruotmg oflicer for
the making of the contract with the prospective contractor notation
is made as to the cost, estimated cost of the new machinery that will
be required, which generally is not a very large part of the final nmount
involved in the transaction, and & provision for either our ownership
of that or some equivalent protection to the Government in the use
and availability of that machinery is recommended by the contrecting
officer and earried out by the terms of the contract,

That will not. be varied,

Senator L Forrerre, But if a contractor is to get this amortiza-
tion, so far as the contracting oflicers are concerned they will have to
make certain, 1f they are to protect the Gov ernment’s interest, that
the contractor is not heing veimbursed in the price of the umtmc(
will they not?
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seervetary Pyereeson, Notif the Government owns l]lll£ machinery,

Senator Loy Forrwere. Well, if the Governnient is going to own the
machinery then the contractor would not huve any amortization,
would he?  He would not have this aceclerated amortization. 1t is
only, as T understand - if 1 am wrong 1 want you to correet me--it is
only where the contractor wants to own the facility at the end of &
vears and wants to amortize it at the rate of 20 pereent a year, in that,

ase the Government would not own the faeility,

The point I am trying to make is if the contracting oflicers are
really going to protect the Government’s interest they “will have o
make certain that in the price which this contraet is let for there is not
enough of a mavgin in it of profit so that the contractor is, in lact,
Iwin;;‘ reimbursed tor the purchase of the machinery or the construetion
of facilities, s not that correet?

Seeretary Pavrerson. b think it is.  They do not always take title
o the machinery.  Quite olten they have a provision that the con-
tractor shall hold thal machinery available, not dispose of it without
consent, for a period of tinwe, to bhe available for further contract for
supplies for the War Department,

Now, that js n case where the interest of the Government, in the
use and disposition of the machinery, we believe is protected, depend-
ing upon the civcumstances of the ease, of course, and yet the con-
tractor in that case will need his amortization certificate,

Senntor Ly Forrwrre, In other words, then, you are going (o
change the procedure to some extent, or, I mean you are going to
change the policy to some extent,

Secretary Patrerson. Not the proeurement policy, no, Senator,
Owr position on this 1 think boils down o this, that it is a matter
of sound procurement policy, and that the introduction of tax foa-
tures in determining reimbursement or nonreimbursement is eumber-
some and slows down the initiation of production by a contractor on
wecount of the doubtful status that he may be in, and puts a very
hard burden on the War Department and Nuvy Department in
deciding what is, in effect, a litigated law ease at the ineeption,

Senator L Fornprr, | am simpiy trving to get through my head
the way this works, 1 am having trouble doing it.  Here is a con-
tractor who comes in and negotiates a contract with some contracting
officer or officers in the War Department. Now, it becomes necessary
apparently, for this contractor cither to buy mu(hmolv or to build
an addition (o his plant if he is going to earr v out this contraet, if he
is gomg o fulfill the cordraet, \0\\' as 1 understand it, under
«\\Mm“ Inw he fivst of all gets n cortificate from the S‘vewimv of
War in this particular case tIrat the fueility is neeessary to the national
war effort.  Then the contract 1s mwrotmtul But if this man wants
to get the benefit of these accelernted amortization provisions there
has 1o be another certificate issued to the effeet that in the price of
this contraet there was not inetuded a reimbursement for these addi-
tional facilities over the normal wear and tear on machinery and
plant, Is not that correct?

Seeretary Parrerson, That is exactly right, under existing practice,

Senator La Fonurrre, Now, what yvou propose to do, as I under-
stand i, and what will hn})])m\ under the repeal of subsection (1), it
will no longer be necessary for the Sceevetary of War to certify that
the price paid a manufacturer for the product produced uuder the
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contract does not reimburse him for the additional facilities or machin-
cry which he may have purchased or built in order to produce the
contract.

Sceretary Parrsison. That is rvight.

Senator Ly Fornerre, But, as 1 understood you to say, even if
this is repealed, there is going to be no change in the policy, and that
is it is the duty of the contracting officer to make certain that the
Government’s interests arve protected and, as I understood it, that he
is not in effect being reimbursed under the contract,

Seeretary Parrenrson, Or if he is being reimbursed that the Gov-
ernment get some cquivalent commensurate with the reimbursement.

Senator La Fornurik, In other words, you would permit him
then to get his aceelerated amortization provided he entered into
some arrangement with the War Department, so far as the use and
disposition of these facilities is concerned, which satisfied you that
that was worth the benefit that the Government was getting in relu-
tion to the accelerated amortization,

Secretary ParrersoN. Yes,

Senator La Forrrrre. Is that correct?

Seeretary Parrerson. Yes, it is.

Senator Ly Forrrrre. In other words, he might be reimbursed for
these facilities in the price of the contract under the new policy and
he may at the same time get his tax amortization aceeleration also,
might he not?

Sceretary Parreirson, Yes,

Senator L Fornerre, Provided he agreed, let us say, that he
would not sell these faeilities for a certain number of years?

Seeretary Parrirsov. And would include no further charge for it
in any future contract, or something like, or he might bhuy the ma-
chinery and own it.  We have had some deals like this, and I think
I know the details of them: Ile will pay for the facilities and we will
reimburse him over a period of years for the cost, and at the end of 5
years, or whatever the period may be, we will take the facilities out
unless he pays us the value of them at that time, in which case they
may be lis.

Senator Lia Fornirre., As 1 understood it, the intent of this sec-
tion of the statute was to prevent contractors with the Government
for delense or war purposes from reeeiving both reimbursement for
additional machinery or facilities and aceelerated amortization at the
sante time in the same contract, So that if this is repealed it isn’t
quite accurate to say that the policy will be continued. In other
waords, the policy is going to be changed.

Seeretary Parterson. The procurement poticy will be the same,

Senator Ly Forverre, If seetion 124 (i) is repealed a contractor
will be able to get reimbursement for n(lditionu‘] facilities or plant
or machinery in the price of the contract and also will he permitted
(o get his amortization at the rate of 20 pereent a year?

Seeretary Parrerson, [ do not think there is any change in the
procurement policies and practices.  He will be able to get the
result that you refer to only in eases where the Government is ade-
quately protected,

Senator L Forrrrre, As 1 understood it this amortization aceel-
eration was to he in the nature or an inducement, it was to be some-
thing that would be a benefit extended to the taxpayer or to the
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contractor in order to get him 1o go on and expand his facilities.
Now, as [ understand it, it would be entirely possible for him to get
two benefits: One, to get paid back for the money he expends in
buying this machinery or building this plant in the form of an in-
creased contract price, and at the same time to get it amortized
within 5 years, providing he makes some agreement that he will
hold the fucility, that he will not sell it, that he will keep it intact
or available in case the War Department or the Navy Department,
as the case may be, may want some more material produced.

Secretary Parrerson, That is true.  Ile cannot get his tax amorti-
zation in the 5-year period, however, without some quid pro quo for
the Government, so far as the use of the facility is concerned.  Of
course, we have another present incongruity in the law, und that is
that subcontractor does not need to worry about this at all,
These eases that Mr. Jones was quoting, some of them were on steel,
some of them were where the man might have no contract direct with
the Government at all, and he does not need to fuss about this non-
reimbursement,

Senator La Forrerre, 1 realize that, but you are proposing to
repeal the whole business.  We can amend this statute if 1t were desir-
able to keep the principle in effect. What T am trying to get clear on
the record, and I hope in my own mind, is exactly what is going to
happen if we repeal subseetion (1) and what change, if any, in poliey it
envisions,

The Cuameman, Are there any further questions?

Senator Dananer. Yes, T have a question,

Docs it not come down to this, Mr, Seeretary, that instead of follow-
ing whatever standards are set up in subsection (i), the decision as to
the effeetiveness of the quid pro quo is transferred to the procure-
ment officer who exercises his discretion as to thet point when he
negotiates the contraet?

Seeretary Parrirson. Yos.

Senator Danauer. 1s not that what it comes down to? It is a
flexible matter.

Secretary Parrerson. I think it is.

Senator Tarr, I do mnot quite understand, Let us say that
$1,000,000 of machinery is put in and the company pays for it—mnow,
when you come to give them a cost-plus contract, supposing it is a
cost-plus-a-fixed-fee contract in the form of some sort « ¥ percentage,
do you count in the cost the depreciation of that muchinery? Deo:
you count in the depreciation at its actual depreciation, or do you
count it at 20 percent?

Secretary ParTerson. Tf it is a cost-plus-a-fixed fee contract, I
belicve in every case there we own the machinery.

Senator Tarr, The whole purpose of this transaction, from Mr,
Jones’ standpoint is so you will not own the machinery. Instead of
that, you will induce the manufacturer to huy the machinery?

Seerctary Patrerson. T do not think those are cost-plus-a-fixed-
fee contracts, I think those are all lump sum contracts,

Scnator Tarr. You could give a cost-plus-fixed-fee contract but
it must be based on cost, there must be cost.  What I do not under-
stand is whether, in figuring this cost, you count depreciation at the
actual rate of depreciation, whether you count it at all, or whether
you count it at 20 percent, That is an element of cost.
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I cannot understand how anybody can understand this scetion,
and that is the reason I would be in favor of repealing it. I do not
understand how you can tell whether the price contains a reimburse-
ment for the cost of the facilitics,

Seerctary Parrerson. We had embarrassments all along on that,
on account of the different views as to the meaning of that scetion to
which you make reference,  One school of thought is you have got to
wait until the whole contraet is performed, and the contract audited
to see what the actual return of profit was to the contractor, and then
when you think it was too high, why, that means that he must have
included in his contract price, no matter what went on in his mind at
that time, a return of the cost of facilities,

The other theory is you have got to read the minds of the contract-
ing officer and the contractor at the time they made the contract, and
if they made allowanees for all of the clements going into the cost of
performing the contract and did not allow an undue depreciation for
cost of new facilities, then that is a case of nonreimbursement under
the statute, no matter how the contract finally shall work out.  Under
the first view, of course, I do not see how you could issue any certificate
for years to come.

Senator Tarr. Ido not understand what it means. T think it ought
to be repealed, but you might put in some substitute providing in
estimating the cost of any properties or any facilities, whether on the
basis of cost-plus-a-fixed-fee or any other basis, you should count the
actual deprecintion, or no depreciation at all.

Secretuty Parrirson. I think we all know what was in the minds
generally ! ihe draftsmen of that subsection, but how you would
apply it in w particular case is hard to say.

Senator Tarr. Any contract allowing cost to any extent provides
for reimbursement for the facilities, because it must include deprecin-
tion to pay foi che facilities over 20 years anyway. I suppose the life
of most machinery is 10 ycars.

Senator ParrersoN, Surely. I suppose that is what they call
exhaustion, wear and tear.

Senator Tarr. Presumably the rule to be followed by the War
Department would be to include the cost of actual depreciation under
the 20 percent special amortization.

Secretary Parrerson. On this nonreimbursement provision you
can posc questions in cascs that I do not know the answer to.  Colonel
Greenbaum is here.  He has handled and been in charge of the tax
amortization scetion of the War Department, If the committee is
willing I would be glad to have him answer any questions about the
way it works out, and particularly the questions that Senator La
Follette asked. I think it is very important that the matter be made
as clear as possible.

Senator Gerry. I would like to ask the Sceretary a question.

Docs it not really come down to this, Mr, Secretary, that you are
trying to make it possible for the contractor to know the amount he
will have to pay so that he can make his cstimates?

Sccretary PATTERsON. Yes.

Senator Gerry. That is really the fundamental question, is it not?

Secretary PartersoN. That is right.

Senator Brown. May I ask a question?

The Cuamrman. Yes, Senator Brown.
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Senator Brown, I am not familiar with what you propose to do
here, but U do remember the discussion when we had this matter
before us twice before,  Am I correet in saying that substantially
what you want to do is to avoid the difficultics and uncertainties of
ascertaining just how subseetion (i) will apply to a pavticular con-
tract, and in effeet provide that we leave the question of the protec-
tion of the Government for the procurement agencies rather than
require them to follow strictly the provisions in subsection (i)?

Seeretary Parrerson. Yes, sir; that is right.

Senntor Brows, You feel there is not any question but what the
Navy and War Departments, and whoever may be concerned, will sce
to it that the rights of the Government as {o future taxation will be
adequately proteeted, but you do not want to be bound by the striet
provisions of subscetion (1)?

Seeretary Parreuson. Yes; that is right, 1 am confident the con-
tracting officers will do their hest.

The Cuamyan, Are there any questions from Colonel Greenbaum?
Senator La Follette, do you wish to ask Colone! Greenbaum any
questions?

Senutor Loy Fornerre, Tdo not wish to ask any unless he wishes to
make some further amplification on the answers to the guestions I
asked the Sceeretary.

STATEMENT OF COL. EDWARD S. GREENBAUM, WAR
DEPARTMENT

The Cuaeaan. T think, Colonel, you heard the questions pro-
pounded to the Seeretary.  You may make any s{atement you desire
to make,

Colonel Greexpavy, [think the Sceretary has answered the ques-
tions, Senntor La Follette's guestions presuppose that there might
he a change of method merely heeause of the repeal of the subscetion
(). As the Under Seeretary has indicated, the procurement methods
will be the same, but what we are interested in is relieving the con-
teactor and manulacturer of the uncertainty which now prevails.

Subseetion (i) has two provisions in it,  One is the provision for
determining whether or not there is reimbursement.  As Senator Taft
indicates, that is a diflicult question to answer, because we do not
quite understand what the definition is.  The other one is if there is
such reimbursement there shall be adequate Government: protection,

As the Scerctary has indicated, we are doing that now, and will
continue to do it.

But the other part of subsection (i) provides that in the event that
there is such reimbursement there shall be denied to the taxpayer
amortization unless the Government’s interests are protected. The
determination of that question leaves the whole matter in uncertainty
in the mind of the taxpayer, and many of the taxpayers will not go
on and put in their own money beeause of that uncertainty. They
cannot determine presently whether or not that will be held to be
reimbursement.  For that reason, as Sceretary Jones indieated, that
many contractors now go to R, I'. C, and otherwise try to get Govern-
ment money, for the Government to pay for something which was
the intent of the Congress, we believe, that the contractor himself
should use his own money for.
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Senator L Fourgrre, Colonel, do you not agree, though, that the
policy as set forth in subsection (1) was obviously to pre event a con-
tractor, working on defense or war orders, from getting both reim-
bursement for additional facilities and aceclerated tax amortization?

Jolonel Grerpnsava. It was intended to do that in a certain
number of cases, namely, only those cases in which the taxpayer
would apply for the rapid amortization. In other words, knowing
that the problem did exist, it sought to try to solve that within the
area of cases which the statute was cone sorned with, namely, those
cases, which of course are very small in number, in procmllnge of all
our cases, it earved out of that whole procurerment area nierely those
cuses in which a taxpayer micht seek rapid amortization. That is
quite true.  In other words, they tried to put_that in a statute for
the enforecement of a procurement policy wlich is applicable to all.

As indieated, the statute does not say if there is such reimburse-~
ment, amortization shall be denied. It merely says it shall be denied
unless the Government’s interest is ]notvcto(l ‘It does not say, 1if
there is such reimbursement, the amortization shall be denied in overy
case, but only in those cases in which there is o contract with the
Government.

The ditliculty we have been up against, gentlemen, is because an
effort has been made on the part of the (.()n"l('sb to put into this
particular statute a procurement policy that should he, and is propetly,
enforceable in every contract we make. So here we have a statute
where acontractor of a certain class, namely, one who secks amortiza-
tion, must get something we have great dlﬂl('llllv in giving, namely,
a certifiente nf nomvlm])lusvnwnt on his pmtuulm' contracl, and 1lmt
applies to every future contract which he may enter into.

Scenator Tarr. May T ask him the same question I asked the
Secretary?

How far ean you go in estimating the contractor’s cost? Do you
take actual depreciation?

Colonel Grurnsatva, We interpret the statute to mean, as the
Sceeretary indicated, that it does not go above normal exhaustion,
wear and tear.

Senator Tarr. Would you say, if you allowed as part of the cost
the amortization of nmchinuw at the rate of 5 pereent a year, that is
20 years, that would not he uvnnlnu\lnﬂ the contractor?

Colonel GrreNpATA, No, sir; we do ‘ot so inter pret it.

Senator Tarr. T sce.  That s your interpretation of the statute?

Colonel Grrennavy, Yes,

Senator Tarr. 1f this is repealed, that will be your guide ou the
quuestion of whether you are reimbursing him?

Colonel GreeNniUM. Tlmt is the way we have Dheen operating
under that.  As you indicated before, Senator Taft, that is a very
diflicult question to determine in this partmulm case, but that is the
rule we would follow,

Secretary Parrerson. Small tools have a life of 2 vears, or some-
thing like that?

Colonel GureNsavr. Yos; they gain nothing by amortization,
Other facilities may have a 1z years’ llf(‘, and so forbh.

Senator Davamer, Mr, Chairman, I have a qumllon

The Cuamman. Yes.
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Scnator Dananer. Colonel, assuming that the difficultics that are
inherent in subsection (i) as they have been explained here shall be
removed on account of the repeal of subsection (1), how do you assure
the contractor of greater certainty from then on?

Colonel Greexsaum. Because he will then know, when he gets
his certificate of necessity, that the amortization is assured to him.
The Government protection we will take care of through the procuring
officers.

Senator Tarr. He gets that amortization even if the Government
makes a mistake und gives him too much on the contract?

Colonel Greensaum. That is right.

Scenator Daxaasr. But we will be, as a matter of law, right back
to where we were before we passed the statute in 1940,

Jolonel GregNBauM. Before 1940 there was no S-year amortiza-
tion,

Senafor Dananer. No; but whatever the rate of amortization,
whether it be for buildings, for example, as distinguished from small
tools, whatoever the rate is that you allow you will be right back there,

Colonel Gruxnsavym, This is not the repeal of the amortization
law, but merely the repeal of subsection (1), On the repeal of that we
will be baek then to the Second Revenue Act of 1940 which will allow
the 5-vear rate, that is correct; ves,

Senator Dananer, Thank vou.

The Caairman, Thank you very much, Colonel, and thank you
very much, Mr, Patterson,

Secretary Forrestal,

STATEMENT OF HON. JAMES V. FORRESTAL, UNDER SECRETARY
OF THE NAVY

The Cratrman, Mr, Secretary, will you make such statement to
the commitice as you desire regarding this resolution proposing a
repeal of section 124 (i)?

Secretary Forresran, House Joint Resolution No. 257 repeals see-
tion 124 (1) of the Internal Revenue Code and I believe such repeal
will be of great assistance in our war effort,

Scetion 124 of the Internal Revenue Code was enncted to induce
private capital to invest in what was then called the “defense effort.”

Five-year amortization for tax purposes of new facilitics (and a
facility includes machine tools muF equipment as well as buildings)
was offered to private contractors.

In ovder to secure such right of amortization the facility in question
had to be certified to be necessary and a eertificate of necessity issued,
Such right of umortization could, however, be subsequently lost if
the contractor sought to be reimbursed for such facility beyond ordi-
nary wear and tear in supply contraets with the United States unless
along with such reimbursement some provision was made for recog-
nizing the interest of the Government in the facility.

To evidenee the lack of reimbursement in ench supply contract a
certificate of nonreimbursement had to be issued.  If reimbursement
existed preservation of the privilege to amortize needed u eertifieate of
Governtment protection,

Determination of the existence or nonexistence of reimbursements
buried in the price of a zupply contract is almost an impossible mathe-
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matical problem. Before the contract is performed it is very difficult
to determine where depreciation begins and ends, where reimburse-
ment for niore than normal wear and tear blends into profit. Even
then calculations made with respect to prices arc frequently quite
different from caleulations made of actual results upon the completion
of the contract. The statute refers only to calculations of prices—
and not to costs incurred,

Consequently, in spite of several amendments, we have been unable
to issue certificates of nonreimbursement in sufficient, volume to give
the contractors any confidence as to the promised privilege of amorti-
zation.  As a matter of fact, we have not heen able to review and act
upon more than 5 percent of the contracts involved. This does not
mean that we have rejected the balance of the contracts, but simply
that 95 percent of the contracts did not fall into any classifications
which cither we, the Army, the Advisory Commission (while it was
in existence) and the speeial committee of O. P. M. could be definite
about.

The result has been that contractors have been discournged; have
come to the conclusion that certificates of nonreimbursement cannot
be issued; and that consequently they can never be sure about the
privilege of 5-year amortization.

The further result bas been that the United States Government
hes had to put up 100 percent of the cost of many of the facilities.
The attempted inducements offered to private capital have not been
real, and the Government has had to do the financing.  Up to Novem-
ber 30, 1941, private capital had invested $1,166,000,000 in war
faetlities and the United States Government, through defense-plant
loaus, direct grants of 16.P. I, contracts, had invested $5,067,000,000.
The possible loss of taxes therefor, through reimbursement free of tax
levy must be balanced againet the loss to the Government through
the possible lack of need for such facilities upon the conclusion of the
war. It is difficult at this time to say which will be the greater loss,
but certainly the immediate outlny of the Government is now
€normous.

Under all of the circumstances, T believe that the requirement of
certificrtes of necessity strictly applied, will constitute the best pro-
tection to the Government.  We can be very careful to see to it that
no unnceessary plants are constructed. That has always been our
aim.

So far as vreimbursement is concerned, I believe that can be better
handled through careful supervision of procurement policy. If the
Government is making any reimbursement for plants that reimburse-
ment will be separately stated, and adequate provisions will be taken
to protect the interest thus acquired by the Government in cach such
facility,

Senator Bavkrney., Have yvou any opinion as to how much more
would have been invested by private capital if this war had not been
in cffeet?

Seceretary Fourrstan, That is a very wild guess, T think a sub-
stantial amount would have gone in, but T would not mean to infer
that the Government would not also have made large investments,
beeause the size of these investments is such now that they could not
be handled without the help of the Government. Those figures,
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Senator, are subject to constant change, and I will not vouch for their
absolute accuracy.

Senator VaNpeENBERG. You stated that you had only been able to
check on 5 percent out of 100 percent of requests for these certificates,
is that right? ‘

Secretary ForrEstaL. Yes. As a matter of fact, we have not been
able to review and act upon more than 5 percent of the contracts
involved. This docs not mean we rejected the balance of the con-
tracts, but simply that 95 percent of the contracts did not fall into
any classifications which the Army or Navy or the Advisory Com-
mission could be definite about. In other words, as & matter of fact,
we were hopeful we would find some more practical way of attacking
this problem than to have to make a further reference to some external
and extranecous body, because to arrive at a judgment with any
precision is very difficult.

Scnator VanpeENseERG. Those two sets of figures together would
prove, at least, that you have collided with & very severe obstacle in
yeur procurement effort in regard to this scction,

Secretary Forresran. That is correct. There are two questions,
Senator. There is the question of nonrcimbursement. If you apply
for a nonreimbursement certificate and then want to getsomeadditional
benefit, which is what you are talking about, the further recouping
of your investment, you have then to guarantee to the Government
in some form that the Government shall have the use of that facility
after the expiration of the war, In other words, grease it up, isolate
it from the rest of the plant, where the Government will have the
option to buy it, or whatever the Government may wishi to do with it,

Now, T would like to say that of eourse the benefits of this 20 per-
cent amortization are also uncertain, because they are only benefits if
the contractor makes a profil.

Now, I would like to address to Scnator Taft one thing that I think
may cover the point he had in mind. Tn a directive that was issued
by me on the 17th of January we stated as follows, and this is in
relation to cost-plus contracts:

Procurement officers must he sure in making the contract, the fulfillment of
which may require the use of a facility covered by an agreement—
that refers to E. P. F. in other words, Government money-—

to the cffect that no depreciation or amortization of such facility shall be included
in the price, that such agreement is unmistakably adhered to and that deprecia-
tion and amortization of such facility was definitely excluded from the price.

Senator Tarr. That is, where tho Government owned it, of course
thore should be care exercised in excluding the depreciation and
amortization,. ‘ '

Secretary ForrEsTAL. Where you are dealing with scrambled
plants you require great care.

Senator Tarr. Where you have a limitation on naval contracts, a
percentage profit limitation, the question of determining cost becomes
material in nearly every contract?

Secretary ForresTAL. Yes,

. Senator Tart. In those cases you will allow in your procurement
what this attempts to permit you to allow only, that is, the actual wear
and tear, and that may be 5 percent in the matter of depreciation on
machinery?
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Secretary Forrestar. That is right. I think I can illustrate
this by a conerete case. One company, which is the General Eleetric,
was taking a contract for the manufacture of something which we
needed very vitally. It wasasecret device. They could usc a large part
of one of their plants to make it with the investment of $7,500,000,
interspersing tools in that plant which we would provide, and under
this provision for rapid amortization they were able to do the job.
They came to us and said, “ We do not want to be confronted with
some unclear situation at the end of the war as to where we stand on
taxes, because this is going to be a part of our plant, or a seramble in
our plant, & big tool here, a boring machine here and & grinder Lere.”
The alternative was for them to build a completely separate plant
outside of the limits of the present area of their operation with our
money, on a cost-plus-fixed basis. The result of that would have
been we would have had to spend, I think, about double the amount,
about $15,000,000. The timeinvolved would have been considerably
extended, possibly by several months, to construct the new plant and
get it into operation, and the cost of the product weuld be higher.

Senator Tar1. And after the war you might havébeen stuck with
the plant? NN %,

Secrotary Fonrresran. After the war we might go “through the
process of tearing the thing down gr letting them buy it at an ex-
tremely low figure, : B 1,

The CHAIRMAN. Are there any other questions? Thank you very
much, Mr. Secretary. s 8 .

Sccretary Forrestar, Thank you, sir. . . '}

The OHairMAN. - We have here the Acting Secretaky of the Treasury.
STATEMENT OF HON. JOHN L. SULLIVAN, ACTING SECRETARY

OF THE TREASURY 4
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Secretary SuLLivax. Mr, Chairman and gentlemen, I gave no
formal statement to make. The Treasury does sot recognize that
this is & Treasury problem but rather the:problem of the dervice de-
partments. I would like, howevery to redd into the recgtd the sub-

d

stance of ourJetter to the Directorsof the Budget in refation to the

bill now pendirig before you. o

At the present time section 124 (i) embodics what is ess "fially & procurement
policy, and this Deparifent is strongly of the opiniom*that such procurement
policy should be carried into'effiect wherever practieadble. However, based upon
the representations made in the joint lester from the Secretary of War and the
Secretary of the Navy to the chairman of the Ways and Means Committee of
the House of Representatives, which is dated December 10, 1941, and is at-
tached to your letter, this Department has no objection to the elimination of
requirements effeotuating this policy now contained in section 124 (i) of the
Internal Revenue Code.

I think perhaps I might discuss with you for & moment three things
that seemed to be of great interest to the Members of the House
Ways and Means Committee, They were, first, very much interested
in finding out what loss of revenue, if any, would result from the
repeal of this section, and I have to tell you, as I told them, that
neither I nor anybody else that 1 have ever known could give you
anything like an accurate estimate on that. In the first place, it
is impossible to estimate the degree of reimbursement. In the second

. place, it depends entirely upon the success, and the continued success

3
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of the particular corporation involved whether or not the acceptance
of the special 5-year amortization is to the bencfit of that corporation
or to its detriment.

You will recall that during the excess-profits tax act, when amor-
tization was first provided for, the Treasury was insistent that there
should be written into the amortization provision a clause which would
permit & corporation which had once taken special amortization to
return to regular depreciation. 'The reason for our insistence upon
that provision was that after corporations had taken speeial amor-
tization for a year or two and then foresecing a fairly long period
in which taxes would probably be higher, and would certainly not
be lower, they might suddenly realize that they had made a serious
fiscal mistake and would want to go back on the regular depreciation.

I haven’t any figure that would be helpful to you, but I can tell
you that many corporations that I know of have left special amortiza-
tion and gone back to regular depreciation.,

Senator Tarr. Mr. Sullivan, does not that depend on whether the
machinery, or whatever it is, is something that they think they are
going to use after the emergency is over or something that they figure
18 going to be practically usecless?

Seeretary SurnLivan, I think it depends on a lot of factors, Senator
Taft. I try not to kid mysolf in these matters. I feel surc a corpora-
tion that has 10 buildings and has 2 new buildings put up for defense
purposes, when the war is over is going to keep the 2 new buildings
and junk 2 old ones. If that corporation continues in business it will
find itself with 2 brand new buildings upon which it has taken all of
its depreciation and in 1949 will deeply regret that it used up that type
of corporate tax reduction so hurriedly during the period when the
rates are no higher than they may well be in 1949.

Senator Tarr. It is like the rubber plants. Somebody has got a
rubber plant and he will figure synthetic rubber costs twice as much
and will want to amortize 1t in 5 years.

Secretary SunLivan. You are correct. The concern that does not
want to stay in business excepv during the emergency period, or the
concorn that goes into bankruptey or greatly curtails its activity, it
will profit by having taken special amortization.

The other two matters that were discussed in the hearings before
the House were these: One, the facility of definitely establishing that
there is no reimbursement. I am not a cost accountant, but I am
sure I can take some contracts and determine, just as you gentlemen
could, that in that particular contract there is reimbursement, and
neither you nor I would have any hesitancy in certifying that there is
reimbursement in that particular contract, but I want you to con-
trast that situation with what they are asked to do under this particu-
lar section, They are asked to make an affirmative finding that there
is no reimbursement in that particular contract.

Now, as [ say, this is not a Treasury problem, but the reason I am
somewhat familiar with it is that soon after this provision went into
effect the advisory commission OPM borrowed from the Treasury
Mr. Eichholz of Mr. Tarleau’s office for the work that was involved
in the Defense Commission, and I kept myself familiar with the
subject in that way.

’the only case in which you can be sure that there has not been
reimbursement is in the case of the company that has failed, that has
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lost on the contract and has gone into bankruptey. The degree of
reimbursement, where there has been reimbursement, in my opinion,
is 0 matter which the best cost accountant in the world cannot deter-
mine until not only after the contract is consummated but also until
after the emergeircy has expired. It is a terribly difficult thing to do it.

One matter was mentioned briefly here this morning, but I do not
think was fully explained, and that was the fact that a contractor
who puts $1,000,000 into his facilities and receives a certificate of
nocossitix; is not insured and guaranteed the use of special amortization,
merely because there is no reimbursement in his contract. Suppose
1 put $1,000,000 into » new plant and on the first contract I receive a
certificnte of nonreimbursement, and on the second contract and third
contract, maybe 10 contraets, running into millions of dollars, and
then along comes a little contract of $20,000 in the third year and the
certifying officer says, “Now, this is & new type of article, we do not
know what the cost is going to be here, it is a difficult thing, we never
made this before, it is a new invention and I cannot conscientiously
certify you are not getting some reimbursement in the price we are
going to pay you,” my amortization stops right at that minute. You
must remember that amortization continues only so long as there is
a new certificate of nonreimbursement for every contract that is being
exceuted with the particular facilities which are being amortized,

Those were the three points that were brought up in the House and
that I thought 1 should just mention to you. I would be very happy
to answer any questions,

The CHAIRMAN. Are there any questions from any member of the
committiee?

ISmmt)or Vanpennera, Who was the author of this interesting
schieme?

Secretary SuLrivan. Would you mind if I merely stated the Treas-
ury was not?

th Crairman. I would like to ask you, Mr. Sullivan, a practical
question here of legislation. It has been suggested that the title of
this resolution is not quite clear, that it ought to be chianged. Obvi-
ously, if the Senate passes the resolution we would rather not send
it back to the House to concur in something that is not vital. The
title is now ““To amend scction 124 of the Internal Revenue Code to
simiylify the procedure in connection with amortization of certain
facilities.”

Actually, of course, it is a repeal of scction 124 (i).

Sccretary Spruivan. I think it says “To amend section 124,” does
it not? It docs not say to amend section 124 (i).

The CuatrMaN. That is right. 1 beg your pardon. If it is clear
enough I would rather not bother with it. I am sure the committee
would rather not send it back to the House. It would scem to make
no_difference.

Sceretary SuvrLivan. I think if we would start again we might make
it more explicit, but I would not consider it of sufficientimportance
to send it back.

The CramrmaN. No. Are there any other witnesses to be heard?
Colonel Foster is here. Does any member of the committee desire
to ask Colonel Foster any questions regarding this section?



20 NONREIMBURSEMENT CERTIFICATES

STATEMENT OF COL. GEORGE H. FOSTER, OFFICE OF THE
UNDER SECRETARY OF WAR

.Colonel Fosrer. I have nothing to add. I just happen to be the
one who has been, up until very recently, under Colonel Greenbaum
trying to administer this law in the War Department,  Having been,
a tax lawyer in civilian life, I thought probably that accounted for my
being there. I understand the tax question, but I do not think I can
add anything now, because my study of the case has been more or
less in the nature of how the Treasury is going to operate in these
cases when they are all over.

The CuamrMan, Are there any questions? If there are no other
witnesses the committee will go Into exccutive session,

Thank you, gentlemen, for your courtesy.

(Thercupon, at 11:45 a. m, the committee retired into executive

session,)
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