74

NEGOT!ATED PROFIT RATES ON DOD CONTRACTS
! [In percent] .~

, Profit on cost :
Type of contract 1959-63 . --1966 ~ Increase

—

Firm-fixed price...__._..___ e n b acm g dem i
Fixed price incentive_ . ________ _ "7 "T7°7" [
Cost.plus incentivefee....._______ "7 SR
Cost plus fixed fee. . ___ .. ____ -t

N ooweo
N Nvowvwo
L NpLo
N oo
w
~

Average:for allf,types_ e et

Mr. Bracksurn. I would like to ask a question at this point, because
these figures are going to be confusing to me if I don’t ask about them,
and they may be to the rest of the committee. e

When you say, “10-percent profit,” are you referring to the gross
sale price of an item—10 percent of the gross? )

Admiral Rrckover. I am referring to a percentage of costs, sir.
~Mr. Bracksurn. The word “cost” as defined by the Defense De-
partment ? ’ : ,
~Admiral Rickover. By the industry itself. If it cost a company $100
to make an item, and their price was $110, they make $10 profit.

Mr. BLACKBURN. Say it costs a company $100 to deliver the item. -

Admiral Rickover. T am referring to the profit they make on the
$100 cost. Ten percent profit would be $10 in this case. il

-Mr. Bracksurw. Over and above the $100. , :

Admiral Rickover. Yes, sir. I am telling this committee that ther
has been, in a short period of time, an increase in profits by the per-
centages I stated. For example, I mentioned the 87-percent increase in
fee for cost-plus-incentive-fee contracts. On cost-plus-fixed-fee con-
tracts there was an increase of 23 percent. All in all, it averaged out to
a 26-percent increase in profit. ' ,

Mr. Worrr. Just one moment. I think that what is being asked here
1s whether we are talking about markup or margin. Is it based upon
- cost, or based upon the selling price? ‘ ,

- Admiral Rickover. On cost, sir, the actual cost as reported by the
manufacturer. L . BT

I am pointing out that despite what the Department of Defense says
about 3-percent profit—defense contractors get much more than that—
as verified by the General Accounting Office. .

It may be possible that the Department of Defense cost, reduction
program is now actually saving $4 billion a year. If this is really so,
1t surely can’t be attributed to lower profits. Tﬁere 1s no question, based
on the GAO data, that profits on defense contracts have increased by
about 25 percent. When you apply this to the $35 billion of negotiated
procurement in fiscal year 1967, you can get some idea of how much
more is being given to industry. :

DOD PROFIT Stupny

- The Department of Defense and industry would like us to believe
that while negotiated profits may have increased, these are only “go-
ing in” profits and that actual profits realized on defense contracts,
“coming out profits,” are much less. The Department of Defense re-
cently released a profit study made for them by the Logistics Manage-




