Winfield Manufacturing Company v. Renegotiation Board, 57 T. C. 439
(1971)

The court determined the extent of excessive profits under the Renegotiation Act by
considering statutory factors including efficiency, reasonableness of costs and
profits, and risks assumed by the contractor.

Summary

In this case, the U. S. Tax Court analyzed whether profits realized by Winfield
Manufacturing Company from renegotiable contracts for military trousers during its
fiscal year 1966 were excessive under the Renegotiation Act of 1951. The court
found that while Winfield was efficient and contributed to the defense effort, it did
not establish the reasonableness of its costs or assume significant risks. After
considering statutory factors such as efficiency, costs, net worth, and risks, the
court determined that Winfield’s profits were excessive to the extent of $100,000
out of the $640,014 reported.

Facts

Winfield Manufacturing Company, a corporation based in Alabama, produced
combat and sateen trousers under 11 contracts with the Defense Supply Agency
(DSA) during its fiscal year ended June 30, 1966. These contracts utilized
Government-furnished materials (GFM). Winfield billed DSA $6,897,965 for
delivered items, with $3,598,757 attributed to cut, make, and trim, overhead, and
profits, while $3,299,208 represented the value of GFM. Winfield’s total costs were
$2,958,743, resulting in profits of $640,014. The Renegotiation Board initially
determined that $275,000 of these profits were excessive but later amended this to
$350,000.

Procedural History

The Renegotiation Board issued a unilateral order on September 12, 1968,
determining that Winfield’s profits were excessive to the extent of $275,000. This
determination was later amended during trial to $350,000. Winfield contested this
determination before the U. S. Tax Court, which held that the profits were excessive
to the extent of $100,000.

Issue(s)

1. Whether Winfield’s profits from its renegotiable contracts for the fiscal year
ended June 30, 1966, were excessive under the Renegotiation Act of 19517

Holding

1. Yes, because after considering the statutory factors, including efficiency,
reasonableness of costs and profits, and risks assumed, the court found that
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Winfield’s profits were excessive to the extent of $100,000.
Court’s Reasoning

The court applied the statutory factors from the Renegotiation Act to determine the
excessiveness of Winfield’s profits. It gave favorable recognition to Winfield’s
efficiency, as it successfully met production schedules and maintained high-quality
output despite expansion. However, the court found that Winfield failed to establish
the reasonableness of its costs due to a lack of comparative data. Regarding net
worth, the court noted that DSA provided a significant portion of the capital through
GFM, which diminished Winfield’s claim to favorable consideration. The court
recognized some risk assumed by Winfield, particularly in training new employees,
but deemed it minimal overall. Winfield’s contribution to the defense effort through
technical assistance to other manufacturers was acknowledged. The court concluded
that the manufacturing process was not significantly complex, despite the
challenges with double-needle sewing machines. Ultimately, the court found that the
profits were excessive to the extent of $100,000 based on a holistic assessment of
the statutory factors.

Practical Implications

This decision emphasizes the importance of contractors under the Renegotiation Act
providing comprehensive evidence to support the reasonableness of their costs and
profits. Contractors must demonstrate efficiency, the risks they assume, and their
contributions to the defense effort to mitigate findings of excessive profits. The case
also highlights the nuanced treatment of Government-furnished materials in profit
calculations, suggesting that contractors using such materials might not be entitled
to the same profit levels as those purchasing materials themselves. Legal
practitioners should note the court’s holistic approach to statutory factors in
renegotiation cases, which could influence how similar cases are analyzed and
argued. This ruling may impact how businesses engage with government contracts,
particularly in understanding the implications of using GFM on profit
determinations.
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