The original documents are located in Box 59, folder “Renegotiation Board (1)” of the
Philip Buchen Files at the Gerald R. Ford Presidential Library.

Copyright Notice
The copyright law of the United States (Title 17, United States Code) governs the making of
photocopies or other reproductions of copyrighted material. Gerald R. Ford donated to the United
States of America his copyrights in all of his unpublished writings in National Archives collections.
Works prepared by U.S. Government employees as part of their official duties are in the public
domain. The copyrights to materials written by other individuals or organizations are presumed to
remain with them. If you think any of the information displayed in the PDF is subject to a valid
copyright claim, please contact the Gerald R. Ford Presidential Library.



Some items in this folder were not digitized because it contains copyrighted
materials. Please contact the Gerald R. Ford Presidential Library for access to
these materials.



Digitized from Box 59 of the Philip Buchen Files at the Gerald R. Ford Presidential Library



M

The bank we're interested in is the
Washington National Bank of Tacoma or
the Pacific National Bank in Seattle.
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You may wish to substitute this page in
the book for the one with my name on it.






~ T o

This® is the memo from the files at DCAA
which should go along with the memo
written in our office.






REPUBLIC CORPORATION (1969)
NEWPORT NEWS SHIPBUILDING AND DRYDOCK COMPANY (1969)

On June 29, 1976, the Renegotiation Board voted
unanimously to defer action on the above two cases to permit
comment by the contractors involved.

On July 7, 1976, Mr. Chase moved that the above action
be rescinded, but the motion failed for lack of a second.

On July 13, 1976, Mr. Chase asked that a statement (see
Minutes attached) be made a part of the minutes. This state-
ment drew almost immediate response from all other Board
Members, as well as certain staff members who were present

at the Board Meeting. (See Exhibits attached to the Minutes.)









NO. 1997

THE RENEGOTIATION BOARD
Minutes of Meeting of
Tuesday, July 13, 1976

2000 M Street, N. W.
Washington, D. C.
10:00 A. M. - 10:30 A. M.

The following members were present:
R. C. Holmquist, Chairman
Rex M. Mattingly
Goodwin Chase
Norman B. Houston
C. U. Sylvester

The following were also present:

Kelvin H. Dickinson, Secretary to the Board

John B. Davis, Special Assistant to Mr. Chase

Henry M. Chick, General Counsel

Donald S. Grenough, Director of Operations

W. H. Harrison, Director, Office of Screening,

- Compliance and Exemptions

George Lenches, Director, Office of Planning
and Development .

Jerome S. Lieberman, Jr., Acting Director,
Office of Financial Analysis

E. Richard Rhodes, Director, Office of
Administration

1. Approval of Minutes.

The minutes of the meeting held July 7, 1976
were approved. :




THE RENEGOTIATION BOARD
Tuesday, July 13, 1976

2. Conco, Inc. (1970)
Class A Clearance - Approved

There was submitted to the Board by the Acting
Director, Office of Financial Analysis, the Review of
Determination, dated July 9, 1976, together with.
attachments, including a proposed Final Opinion
(Exhibit A), relative to CONCO, INC., fiscal year ended
December 31, 1970. The Acting Director, Office of
Financial Analysis, recommended that the proposed Final
Opinion be modified by inserting "on the above and"
between the words "Based" and "on" in the last para-
graph.

Upon the motion of Mr. Chase, seconded by Mr.
Houston, the Board approved a clearance in the subject
case for the fiscal year indicated, as recommended by
the Eastern Regional Renegotiation Board and concurred
in by the Acting Director, Office of Financial Analysis,
and the Final Opinion, as modified (Exhibit B). A
Clearance Notice will be issued to the contractor,
together with the Final Opinion.

3. Pressed Steel Tank Co., Inc. (1971)
Class A Clearance - Approved

There was submitted to the Board by the Acting
Director, Office of Financial Analysis, the Review of
Determination, dated July 9, 1976, together with
attachments, including a proposed Final Opinion
(Exhibit C), relative to PRESSED STEEL TANK CO., INC.,
fiscal year ended December 31, 1971.

Upon the motion of Mr. Sylvester, seconded by
Mr. Houston, the Board approved a clearance in the
subject case for the fiscal year indicated, as recom-




THE RENEGOTIATION BOARD
Tuesday, July 13, 1976

mended by the Western Regional Renegotiation Board
and concurred in by the Acting Director, Office of
Financial Analysis, and the Final Opinion. A Clear-
ance Notice will be issued to the contractor, together
with the Final Opinion.

4. Exemptions — ACE List #2955

The Board approved the recommendations of the
Office of Screening, Compliance and Exemptions, set
forth in ACE List #2955 (Exhibit D). . -

5. The Carborundum Company (1975)
Late Application for Commercial Exemption -
Granted

There was submitted to the Board the memorandum,
dated July 8, 1976, of the Director, Office of Screen-

'ing, Compliance and Exemptions, subject: "Request for

Permission to Make Untimely Filing of Application for
Commercial Exemption, The Carborundum Company, 12/31/75 -
LPI No. 12197" (Exhibit E).

The Board approved the recommendation of the
Office of Screening, Compliance and Exemptions, -that
the Board grant permission to the contractor to make
an untimely filing of an Application for Commercial
Exemption for the fiscal year indicated.

6. Republic Corporation (1969)
Newport News Shipbuilding and Drydock Company
(1969)

Reference was made to the actions of the Board
on June 29, 1976 (Minutes No. 1995-5 and 8), and on

P
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THE RENEGOTIATION BOARD
Tuesday, July 13, 1976

July 7, 1976 (Minutes No. 1996-9), with respect to
the above contractors.

Mr. Chase made the following statement which
he requested be made a part of the minutes:

"The following is a summary of my statements

made at the July 7, 1976 Board Meeting and - T

submitted to the Secretary, which was deleted '
from the Minutes by direction of the Chairman.
I consider the reasons important for they
support the validity and purpose of my motion
which failed for lack of a second.

"On June 29, 1976, moments before the Board
Meeting, Mr. Chick, at that time Director,
Office of Financial Analysis, appeared in my
office to notify me of his intention to recom-
mend to the Board that a 'courtesy' notice

be given to the following contractors before
recommendations are implemented as follows:

l. Agenda Item #5, Republic Corporation,
FYE 10/31/69 — Recommendation: Office
Directors, General Counsel and staff
unanimously recommended that the Board
withdraw for valid and sufficient evi-
dence its Clearance Without Assignment
for the subject year.

2. Agenda Item #8, Newport News Shipbuilding,
FYE 12/31/69 - Recommendation: The Eastern
Regional Renegotiation Board, Office Di-
rectors and staff unanimously recommended

- that the Special Accounting Agreement,
dated February 23, 1973, for the 1969 year

and. subsequent years for valid and suffi-
cient evidence be rescinded.
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THE RENEGOTIATION BOARD
Tuesday, July 13, 1976

"My June 29th vote authorizing 'courtesy'
notification to the contractor was on the

presumption that such notice had heretofore
been the practice of the Board. Subsequently,
I found no source where any Clearance With-
out Assignment had been withdrawn or Special
Accounting Agreement rescinded wherein a
prior 'courtesy' notice had been transmitted
as a favor to the contractor.

Note: Subsequently, the so-called 'courtesy’
notice became by Board Motion to be ' comments'’
and ‘reaction' of the contractors.

"] expressed the opinion that a precedent is
being established not in the interest of the
renegotiation process. 1 briefly reviewed
with the Board the unanimous and unqualified
recommendations of Office Directors, Region,
General Counsel and professional staff that
the Clearance Without Assignment be with-
drawn (Republic), and that the Special Ac-
counting Agreement (Newport News) be re-
scinded. I stated that the recommendations
were supported by the weight of the evidence.
(See details in formal recommendations.)

"Mr. Chick, at the request of Mr. Burkhalter, k.
Acting General Counsel, called to my attention ’
that Roderick Hills, Chairman of the Securities
and Exchange Commission, was formerly attorney
and Chairman of Republic Corporation. I asked
if there was any significance to the reference
of Mr. Hills. I was advised there was none.

e e ——————— DT TR gee emgtm S Lp At DT TR B .



THE RENEGOTIATION BOARD
Tuesday, July 13, 1976

"Mr. Chick was asked the question if anyone
had exerted influence on him to amend his
recommendation. Mr. Chick responded that Mr.
Sylvester earlier requested that he (Chick)
recommend to the Board that the contractors
be given the opportunity to comment and react
to the unanimous recommendations (of Office
Directors, General Counsel, Regions and staff)
before the Clearance Without Assignment be
withdrawn (Republic) or the Special Account-
ing Agreement be rescinded (Newport News).
Mr. Chick concluded that he would have done
that anyway.

"I pointed out that the notice letters had

not yet been mailed to the contractors, where-
upon I placed my motion before the Board,
which follows:

'In view of the foregoing, I move that
the Board reconsider its actions of
June 29th, directing the Office of
Financial Analysis to obtain the
Republic Corporation's reaction to
the recommendation of the Office of
Financial Analysis and the General
Counsel that the contractor's Fiscal
Year Ended 1969 Clearance Without
Assignment be withdrawn and further,
that the Board notify the contractor
that the Clearance Without Assign-
ment has been withdrawn and the case
is being assigned.




THE RENEGOTIATION BOARD
Tuesday, July 13, 1976

‘The motion further provides that
the Board reconsider its action of
June 29th, directing the Office of
Financial Analysis to solicit New-
port News Shipbuilding and Drydock
Company, Fiscal Year Ended 1969
response to the recommendation of
the Eastern Regional Board that the
Special Accounting Agreement of Feb-
‘ruary 23, 1973 be rescinded, and
further, that the Board notify the
contractor that the Special Account-
ing Agreement has been rescinded.'

"After discussion by the Board and staff, the
- . motion failed for lack of a second."

The Chairman stated that he will submit a mem-
orandum commenting on certain assertions in -
- Mr. Chase's statement which will be appended to the
minutes (Exhibit F) and noted the right of the
other members of the Board to submit such memoranda.
Attached are memoranda setting forth the views of
Messrs. Mattingly, Houston and Sylvester (Exhibits G,
H and I, respectively).

At the request of Mr. Mattingly, staff members
were invited to prepare statements of their comments
on the aforesaid actions of the Board on June 29 and
July 7, 1976, which statements will be appended to
the minutes. Attached are statements by Messrs.
Chick, Grenough, Harrison and Lieberman (Exhibits J,
K, L and M, respectively).

7. Adjournment

The meeting adjourned at 10:30 A. M.
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THE RENEGOTIATION BOARD
Tuesday, July 13, 1976

8. Final Actions Eliminating Excessive Profits

Final actions taken at this meeting regarding
elimination of excessive profits are as follows:

Agreements None
Unilateral Orders None

WLN P

Kelvin H. Dickinson
Secretary
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EXHIBIT F MINUTES OF BOARD MEETING, JULY 13, 1974

Following are comments regarding Mr. Chase's statement, dated
July 9, 1976, which he submitted for the Minutes as a summary
of his statements at the July 7, 1976 Board Meeting:

l. I did not direct that anything be deleted from the
Minutes as he indicates. So that the record is clear, I was
advised by the Secretary's Office that Mr. Chase wanted to
substitute his own version of the Minutes in place of those
which had been prepared by Mrs. Maxine Morrell who acted as
Secretary for the July 7 Board Meeting. Attached are copies
of both "versions" showing clearly the Secretary's handwritten
notes on each, which read "My version," on her own Minutes,
and, "Mr. Chase's version," on the Minutes Mr. Chase wanted
to substitute. When asked which version to use, I advised Mrs.
Morrell that, in my opinion, no Board Member, including myself,
should tell the Board Secretary how to write the Minutes or try
to influence what goes into them; that when the Minutes are

"green-sheeted" to all Board Members, they then have ample
opportunity to recommend corrections.

2. The use of the term "moments" in the second paragraph
does not seem appropriate. Mr. Chase, at the Board Meeting,
said that the elapsed time before the Board Meeting was about
20 minutes. In any event, Mr. Chase had ample opportunity to
express any objection he may have had to Mr. Chick's proposed
action. . .“.

3. With regard to Mr. Chase's vote on June 29, in the
case of Republic Corporation (1969), the motion was to defer
the matter until July 27, 1976, and direct the Office of
Financial Analysis to obtain the contractor's reaction to the
fecommendation by the Offices of Financial Analysis and General
Counsel that the clearance without assignment be withdrawn;
and in the case of Newport (1969), the motion was to defer the
matter until July 27, 1976, and direct the Office of Financial
Analysis to solicit the contractor's response to the recom-
mendation by the Eastern Regional Renegotiation Board that the
special accounting agreement be rescinded. Mr. Chase voted in
favor of both motions. What Mr. Chase voted for is a fact.
What he may have had in mind at the time, such as authorizing
"courtesy" notification, is immaterial, particularly since he-
did not ask that the motion be amended. Mr. Chase even asked
that the motion before the Board be repeated so that he might
be sure he understood it. »




4, Mr. Chase's note which reads "Subsequently, the
so-called 'courtesy' notice became by Board Motion to be
‘comments' and 'reaction' of the contractors" implies that
the intent of Mr. Chick's recommendation was altered when
the motion was made. This is not true as evidenced by Mr.
Chick's memorandum dated July 6, 1976 (copy attached).

5. On page 2 of Mr. Chase's memorandum, he refers to
a conversation between Mr. Chick and Mr. Sylvester. It is
my recollection that Mr. Chick was asked why he changed his
mind, not whether there was any influence exerted on him by
Mr. Sylvester. On the other hand, Mr. Chick did say that he
talked to Mr. Moreland, a member of his staff, and that this
conversation had some influence on his taking the action that
he did. Mr. Chick subsequently volunteered that Mr. Sylvester
called him about the same matter, but I recall no mention of

any request being made by Mr. Sylveste

R. C. Holmgyist
Chairm

Attachments
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THE RENEGOTIATION BOARD : \
Tuesday, July 7, 1976

. Republic Corporation (1969)
Newport News Shipbuilding and Drydock Company
1969 '

My. Chase made a motion tﬁat the Board reconsider its
action of June 29, 1976, directing the Office of Financial
Analysis to obtain the reaction of Republic Corporation, fiscal
year ended October 31, 1969, to the recommendation by the Offices

of Financial Analysis and General Counsel that the Clearance

Without Assignment issued to Republic Corpérétiéﬁ be withdrawn,

and to solicit the response of Newport NWews Shipbuilding aﬁd
Drydock Company, fiscal year ended December 31, 1969,Ato the
recommendation by the Eastern Regional Renegotiation Board that
the Special Accounting Agreement dated February 23, 1973, be
rescinded? and that the Board adopt the recommendations of the
staff to withdraw the Clearance Without Assignment and rescind
the Special Accounting Agreement. "
After a lengthy discussioh by the Board and staff, the

motion failed for lack of a second.
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THE RENEGOTIATION BOARD
Tuesday, July 7, 1976

Republic Corporation (1969)
Newport News Shipbuilding and Drydock Company
1969 '

Mr. Chase stated that on June 29, 1976, moments before the
Board Meeting, Mr. Chick, Director, Office of Financial Analysis,

appeared in his office to notify him of his intention to recommend to

* the Board that a courtesy notice be given to the following contractors

regarding:

1. Agenda Item #5, Republic Corpor‘atioh,bFYE 10/31/69 -

. Western Regional Renegotiation Board and Statutory Board staff recom-

mendation that the Board withdraw its Clearancé Without Assignment for

‘the subject year.

2. Agenda Item #8, Newport News Sh1pbu1ld1ng, 12/ 31/69 -

Eastern Reglonal Renegot1ation Board and Statutory Board staff recom-

mendation that the Special Accounting Agreement,dated February 23, 1973,

for the 1969 year and subéequent years be rescinded.

Mr. Chase stated that his June 29th.vote authorizing "courtesy"
noti.ﬁcation to the éontractor was on the presumption that such notice had
heretofore been the practice of the Board. Subsequently, he found no
source .where any Clearance Without Assignment had been withdrawn or

Special Accounting Agreement rescinded wherein a prior courtesy notice

had been transmitted to the contractor. He reviewed the unanimous
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recommendations of Office Directors, Regions, General Counsel and

p}ofessional staff that the Clearance Without Assignment be withdrawn

in the instance of Republic Corporation, and that the Special Accounting
Agreement in the instance of Newport News Shipbuilding and Drydock
Company bé rescinded. He stéted that the recommendations were supported
by the weighf of the evidence.

Mr .' Chick, at Vthe request of Mr. Burkhalter, Acting General

Counéel, called to Mr. Chaée's attention that Roderick Hills, Chairman
of the Seéuﬁtiés and Exchange Commission, was formerly attorney and

. Executive Officer of Repv..nblic, Corporation. Mr. Chase asked if there was

any significance to the reference of Mr. Hills., He was advised there

was none.

Mr. Chase said, "In view of the foregoing; I move that the Board

reconsider its actions of June 29th, directing the Office of Financial

Analysis to obtain the Republic C-orporatién's reaction to the reéommendation
of the Office of Financial Analysis and the General Counsel that the con-
tractor's Fiscal Year Ended 1969 Clearance without Assignment be withdrawn
and further, that the Board notify the contracto'r that the Cleafance Without
Assignment has been withdrawn and the case is being assigned.

;i‘he motion further' provides tﬁat the Board reconsider its action of
June 29th, directing the Office of Financial Analysis to solicit Newport
Néws Shipbuilding and Drydock Company, Fiscal Year Ended 1969 response

to the recommendation of the Eastern Regional Board that the Siiecial .

-2 -
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" Accounting Agreement of February 23, 1973 be rescinded, and further,

that the Board notify the contractor that the Special Accounting Agreement

has been rescinded."

After a lengthy discussion by the Board and staff, the motion

failed for lack of a second.
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July 6, 1976

Republic Oorporation
FYE 1969

and
Newport News Shipbuilding and

Drydock Company
FYE 1969 and subsequent

I changed the recommendation with respect to these two
companies at the Board meeting on June 29th from that
reflected in each report to the Board to the following:

I recommended that the cases be deferred .
for no longer than one month so that the staff
could get a response from each contractor with
respect to the action contemplated. In both
Republic and Newport News the Board did rot yet
have the contractors' response. My action was
motivated out of an abundance of caution ard
fair play. The caution was dictated by the
fact that both the reviewer and the accountant
in the Republic case could-visualize the
possibilities, remote, of the contractor having

a good explanation. _ -

H. M. Chick
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From the above I concluded that it was far from certain that
the $1.3 million of R&D costs charged to renegotiable business was
the same R&D as that sold to Wollensak.,

At the June 29, 1976 meeting Mr. Chick also recommended
that the Board rescind the Special Accounting Agreement which had

‘been issued to Newport News Shipbuilding and Drydock Company for

its fiscal year ended December 31, 1969 and subsequent years,

In connection with that recommendation, I noted that the con= '
tractor had not been asked for an explanation of the accounting dis=-
crepancies. In my experience on the Board it is most unusual to take
unilateral action on accounting matters-without having the benefit of

. the contractor's explanation.

_ In connection with each of the ‘above recommendations and any
other similar recommendation, I believe it would be irresponsible for
the Board to take action without giving the contractor an opportunity
to explain the circumstances and rebut the charges made. I know of
no state or Federal regulatory agency which, when a question arises
as to the propriety of information filed with the agency, does not give
the individual or corporation an opportunity to justify and explain the
filing before taking unilateral action. Surely that is the most just and
efficient way for a Governmental agency to operate,

Consequently, had Mr. Chick not orally amended his recommend-~
ation to give the contractors an opportunity to explain, 1 was prepared
to offer a motion to do just that., The Board has nothing to lose by
asking the contractor for an explanation and much to gain if the con-
tractor has a reasonable explanation. I cannot understand how anyone
could object to such a proposal,

474 VG //zw%{

Rex M. Mattingly
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Exhibit H - Minutes of July 13, 1976

Subject: Republic Corporation, 1969 ‘
Newport News Shipbuilding and Drydock Company,
1969 and subsequent years

Reference is made to the Board action of June 29, 1976,
regarding the above renegotiation cases.

The Board acted unanimously to defer action on written
staff recommendations to July 27, 1976, to permit comment
by the companies involved. The final recommendation of
staff was presented orally prior to and during the Board
meeting. It was that the action recommended in writing
be deferred for a period of no longer than one month.
This oral recommendation to the Board was said to be
motivated out of an abundance of caution and fair play.

The unanimous action of the Board accepted the final
staff recommendation as being reasonable and proper.
This action does not establish a precedent, neither
does it affect any of the rights or authorities of the

- Board. » ‘

Norman B. Houston Ly
Board Member - ‘
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Exhibit I in Response to Mr, Chase's Comments to Item 6, July 13,

1976 Board Minutes -

In its action on agenda items 4 and 8 of the June 29th meeting
of the Renegotiation Board, the Board approved the oral recommendation
of Mr. Henry M. Chick, Director of the Office of Financial Analysis,
to defer until July 27th taking final action on the recommendation that
the Clearance Without Assignment for fiscal year ending 1969 of
Republic Corporation be withdrawn because of fraud and that the Special
Accounting Agreement with Newport News Shipbuilding and Drydock
Company for fiscal year ending December 31, 1969 and subsequent
years, be rescinded. Both deferrals were recommended to enable the
Board to obtain the contractors' response to the contemplated action.

The Board has taken no substantive or positive action with
respect to either contractor, Republic Corporation or Newport News -
Shipbuilding and Drydock Company. It has merely acceded to Mr.
Chick's oral recommendation that the contractors be informed of the
actions being considered by the Board in an attempt to obtain explanatory
information from which an informed conclusion can be reached in both
cases,

With respect to Republic Corporation, the Board has no firm
evidence on which to base a revocation of a Clearance Without Assign-~ v
ment approved in 1971, All it has is a suspicion drawn from some
inconclusive evidence, In fact, the agenda item before the Board on
June 29 contained documents indicating that after failing to obtain
clarifying information from the contractor's tax returns our Office of
Accounting was instructed by the General Counsel's office not to con-
tact Republic Corporation, the one source which could shed some light LT
on this matter, Nonetheless, this is not the issue the Board decided,
i.e,, the withdrawal of the CWA, We merely asked for further infor-
mation prior to making a decision on the substantive issue.

The "unanimous and unqualified recommendations, ' referred
to by Mr. Chase, submitted to the Board to support the withdrawal of
the CWA for Republic contain the following:

Acting General Counsel's Memorandum

1st paragraph . . . Mr. Kincaid concluded that Republic may
have improperly charged ., . . . (Emphasis supplied)
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3rd paragraph

5th paragraph

6th paragraph
Item 3

Item 4

Item 6

5th paragraph

1st paragraph

o2 n | \

« « « Mr, Rice was unable to ascertain the precise

treatment for income tax purposes of this particular

R&D item. (Emphasis supplied)

In view of the problems experienced in attempting
to obtain accurate information from sources other
than the contractor which would establish the pre=-
cise treatment of $1. 4 million R&D item and the
contractor's failure to disclose this item properly
on its RB Form 1. (Emphasis supplied)

The Polan Division paid $1, 306, 754 in cash for
this R&D technology. (Emphasis supplied)

The audit package prepared by Republic for the
purpose of the Wollensak sale, reflects intangible
assets for 'process and systems development costs!'
in the amount of $1, 459, 384, Exhibit 6. These
assets were transferred to Wollensak as part of the
sale. The total intangible asset figure apparently

.consisted of the $1, 306, 754 R&D costs purchased

from ITC and $152, 000 in R&D costs from Polan's

"books . . . . (Emphasis supplied)

This filing sets forth an expense in the amount of

$1, 368,876 for capitalized R&D intangibles written
off the books as worthless (Emphasis supplied) .

Mr, Kincaid's Memorandum

In all probability, Republic at the time of sub-
mission of its RB-~1 filing knew that the afore-
mentioned R&D costs were being included in the
assets sold to Wollensak, yet, Republic charged

“these R&D costs to renegotiable business.

ha si i Wi
(Emphasis supplied) | P ;gg&\

Mr, Weiss's Comments

« « o+ there is a likelihood that subject contractor
improperly allocated $1.5 million of Research and
Development Expenses to renegotiable business for
fiscal year 1969. (Emphasis supplied) /

"
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. Remarks such as: ''may have;'" '"was unable to ascertain;"
"apparently;' '"in all probability;'" and, ''there is a likelihood",
noted above, do not lead to a firm conclusion that the contractor is
guilty of fraud or willful misrepresentation. There are also dis-
crepancies in the amounts of the supposed understated profits of:
$1, 306, 754; $1,459, 384; $1, 368,816, and $1, 5 million which further
reflect ambiguity in the material submitted, Thus, the available
information, rather than supporting General Counsel's conclusion
of "fraud or malfeasance or willful misrepresentation of a material

fact, " rather indicates confusion,

Certainly if during the period of deferral it becomes obvious
from discussions with the contractor or other sources that the
suspicion is fact and that the consolidated profits are understated,
then the CWA should be revoked.

The same situation pertains to Newport News Shipbuilding and
Drydock Company; we have taken no affirmative action., We have
merely deferred a decision on whether to rescind a Special Accounting
Agreement to obtain more information. The file does not indicate that
any attempt has been made by the Regional Board, or by the staff of
the Statutory Board, to obtain from the contractor an explanation for
the variations in the numbers reported under the percentage of com-
pletion method of accounting.

In addition, the Board's General Counsel, in his memorandum
to the Eastern Regional Board of January 29, 1976, contains a require-
ment which he advised must be met before a retroactive rescission of
a Special Accounting Agreement can be made., This requirement is
noted by the following:

« « « Consistency would appear to dictate that the rescission
should be applicable to all of the contractor's open years
unless a retroactive application would, in the Regional Board's
opinion, cause undue hardship upon the contractor. If the
Regional Board should find that a retroactive rescission would
in fact cause undue hardship to the contractor, then, at the
Regional Board's discretion, it may recommend that the
rescission be prospective only. (Emphasis supplied)

The material accompanying the June 29 agenda item gives no
indication that the Eastern Regional Board made such a finding or
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that it even considered the question, More information is required
before the Board can take action on the proposed recommendation,

Mr, Chase's recollection and recitation of the facts, as recited
in Item 6 of the July 13 minutes, is faulty.

1. Prior to the unanimous approval of Mr, Chick's recommend-
ation on Item 4 of the June 29 agenda, and at Mr, Chase's request, the
Secretary reread the motion and the recommendation of Mr. Chick, As
previously indicated, the motion carried unanimously.

2, At the Board meeting the following week, July 7, in explain-
ing to the Board the events which lead to his recommendation, Mr. Chick
did state that a conversation with me was among those he had on this
subject. He stated, however, that his first discussion was with Mr. '
Robert Moreland, Supervisor, Accounting Section, Office of Financial
Analysis, and that subsequently I had also raised the matter with him.

He further indicated that he had already decided to amend his recommend-
ation,

After reviewing the subject agenda item prior to the June 29
Board meeting, I was concerned that the Board did not have sufficient
justification for the actions proposed. Further, that no attempt had
been made to determine whether evidence existed to justify some staff
assumptions or whether there was a logical explanation, Significantly,
in one case (Republic Corporation), an attorney-advisor in the Office
of General Counsel, directed the accounting staff not to explore this
matter with the contractor, In the other case (Newport News Ship-
building and Drydock Company), it appeared that neither the Eastern
Regional Board staff nor the Statutory Board staff had bothered to
obtain from the contractor an explanation, if there is one, for the
variations in the numbers reported under the percentage of completion
method of accounting used by the contractor,

My concern was, and is, to avoid charges against the
Renegotiation Board of bureaucratic harassment and arbitrariness by
being reasonably certain that the Board has in its possession sufficient
evidence to sustain any charges it may make or any action it may take,

In conclusion I want to reiterate that we have reached no
conclusion on the merits of either case. We have merely defer;;gbd?'ﬁ%?{jw\%
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Mr. Weiss stated in his memoranda, which was an attachment
to the June 29, 1976 agenda item, "I have been orally advised by
Mr. Crockett, an attorney of the General Ooul;xsel's office, not to
make any inquiry of the contractor until the Board considers this
matter and decides what course of action to pursue." This statement
points out clearly that our investigaﬁjoh was rnot conplete.

In addition, I feel that a criminal charge against a public
corporation would have a traumatic effect on the stock, thus, quite
likely injuring innocent investors. A criminal charge based upon
incomplete infonnation could be irresponsible amd reckless. Only
through an inquiry of Republic Corporation officials, could we cbtain
the information needed to make the responsible decision whether or
not to proceed.

I was ot aware, when I made my recommendation, of the names of
any corporate officials of Republic Corporation in the review year
or any subsequent year and, had I kmown, such krnowledge would not
have influenced my recommendation in the slightest.

As to Newport News Shipbuilding and Drydock Company and the
recission of the Special Accounting Agreement, I believe it is proper
in any open case to hear the contractor's objections, if any, to a

Board action which may materially affect the contractor's filings

for that year and the future. : / :

William H. Harrison, Director
Office of Screening, Campliance
& Exemptions ya










CHRONOLOGY OF MAIN EVENTS RELATED TO
THE LOCKHEED CASE

At its meeting of December 12, 1975, the Rénegotiation
Board, by a vote of 4 to 1, voted to assign the Lockheed
Aircraft Corporation FYE 1972 case to a Division of the
Board. This was at the motion of the Chairman, ("A" attached).
On December 19, 1975, Mr. Sylvester filed a formal dissent
from the vote of the Board of December 12, 1975 ("B" attached).
Up to that point the case had been processed in a normal fashion,
with a recommendation of clearance by thé Western Regional
Renegotiation Board.

The Board meeting was followed by an Executive Session
of the Board at which the Lockheed case was discussed further,
and where the adequacy of the staff examination of the case
was questioned by Mr. Chase.

On Januvary 7, 1976, Board Member Goodwin Chase submitted
a memorandum for inclusion in‘the Board Minutes ("C" attached).
In discussing the language of the Lockheed minuteé of
December 12, 1975, Mr. Chase stated that "from the discussion
of December 12th, clearly Fhe Board was about to grant Lock-
heed a clearance for fiscal year 1972." This assertion later
became controversial and drew objections, in writing, from

other Members of the Board, ("D", "E", and "F" attached).
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On February 13, 1976, Mr. Chase, without the knoﬁledge
of the other Division Members or the Chairman, requested the
Defense Contract Audit Agency to develop information to assist
with the Lockheed case, and on February 20, 1976, Mr. Chase
transmitted the Renegotiation Board's-RB-1 filing form as
submitted by Lockheed for FY 1972, to Mr. Lynn, Director of
DCAA. ' |

On Maréh 26, 1976, Mr. Chase, in a letter to Mr. Lynn,:
requested that the DCAA pursue its study of the Lockheed case
through discussions with the contractor.

On April 13, 1976, the Deputy Director, DCAA, informed
Mr. Chase by lette; that Lockheed declined to give access to
DCAA to the information regarding its 1972 case, both on legal
and policy grounds, and that conséquently DCAA planned to
finalize an interim report to the Board without benefit of
Lockheed's comments.

On April 26, 1976, Mr. Chase sent a memorandum ("G"
attached), to Ralph Johnson, Chairman, Eastern Regional Rene-
gotiation Board requesting the services of Timothy Driscoll,
of Mr. Johnson's staff,vfor about 15 days, for the purpose
of assisting with the development of the Lockheed case. This
action, and some of the contents of this memorandum were
objected to in writing by the Chairman on April 29 ("H"

attached). ‘5ﬁy, u%§




Meanwhile, On April 28, 1976, Mr. Chase distributed
with a cover memorandum, minutes of a meeting of the Division
handling the Lockheed case. This meeting was called at the
request of Messrs. Mattingly and Houstoﬁ, the other two mem-
bers of the Division. ( »

On April 29, 1976, Mr. Chase distributed with-a cover

memorandum, copies of a letter by DCAA Deputy Director Neuman,

dated April 13, ("I" attached) along with a memorandum by the

General Counsel, dated April 27, 1976, which expresses the
opinion that the Board does have clear authority to obtain
"audit assistance" from DCAA ("J" attached).

On April 30, 1976, Mr. Sylvester filed a 4-page memo-
fandum with the Chairman questioning the position of the
General Counsel on the legality of the Board's request to
the DCAA for audit assistance.("K" attached).

On May 4, 1976, Mr. Chase wrote to Messrs. Mattingly
and Houston, taking issue with Mr. Sylvester's position
utilizing the DCAA and asserting that he intends "to continue
to do so." ("L" attached)

On May 5, 1976, Mr. Chase distributed with a cover memo-
randum, a document ("M" attached) Mr. Chase stated represents
“for the most part, a composite of audits developed by the

DCAA of the Lockheed Corporation's sub51d1ar1es and divisions."
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(This was a letter dated 28 April 1976, by Milton Levine,
Resident Auditor, Defense Contract Audit Agency, Los Angeles
Region.) |

On the same day, the Chairman wroté a 3-page memorandum
to Mr. Chase commenting on the latter's memorandum of May 3,
1976, and pointing out "several statements which aﬁpear to be
inaccurate and/or misleading, ("N" attached). On May 6, 1976,
Mr. Chase wrote a rebuttal memorandum to this ("O" attached).

On May 13, 1976, the Director, Office of Financial Anélysis
of the Board sent a letter of 11 pages, plus attachments to
Lockheed requesting additional information within 30 days.

On June 9, 1976, Mr. Chase in a memorandum to the Chair-

man, requested the services of Mr. Driscoll "for not less than

an additional fifteen working days from this date." 1In a note
written on the face of this memorandum, the Chairman informed
Mr. Chase that the decision on his request would be made
following a briefing on the Lockheed case the next day.

On July 7, 1976, H. M. Chick, newly appointed General
Counsel of the Board, in a memorandum {("P" attached) to J. S.
Lieberman, Jr., Acting Director, Office of PFinancial Analysis,
updated the latter on the status of the Lockheed case, noting

that the next course of action would await a report on a
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West-coast trip made by Messrs. Driécoll and O'Conno;

to Lockheed Shipbuilding and Construction Co. and Lockheed's
response to our accounting letter of May 13, 1976.

On July 8, 1976, the law firm Miller & Chevalier,
representing Lockheed, asked an extension of time to August 13,
1976 for the filing of the information requested bj the Board.

On July 9, 1976, a Jack Anéerson column appeared in the
Washington Post entitled "Auditiﬂg Lockheed," ("Q" attached).

On the same day, Mr. Chase distributed a telephone memo-
randum reflecting a conversation between him and Mr. Neuman,
Deputy Director, DCAA, requesting that DCAA return to Lockheed
to continue their earlier effort if the contractor would grant
Consent, and the Chairman requested that the newly-appointed
General Counsel of the Board again review the legal issues
relating to the obtaining of "audit assistance" by the Board
from the DCAA.

On July 12, 1976, Mr. Chase distributed with a cover
memorandum, a copy of a letter, dated April 1, 1976, which he
said he received anonymously some two weeks earlier, from
Thomas J. O'Hara, a Vice President of Lockheed to-J. M.
Turner, Assistant Director, Aerospace Procurement Service,
Aerospace Industries Association of America, Inc., discussing

*

the Lockheed case, ("R" attached).
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Oon July 14, 1976, Mr. Chase distributed a memorandum
reflecting a telephone conversation between him and Mr.
Neuman, indicating that the request for the return of DCAA
auditors to Lockheed was declined after discussion with

Assistant Secretary of Defense McClary, ("S" attached) .

July 19, 1976
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