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.- At about the 89me tine ve found s~rn~ of the States w,e~&tryin~ tti:j 

place sales taxe 's ;;*rd use taxes .on ths purc~a~ss sf cost-plus-a-fixed-fe~~ 
contractors, addlng two oti three percent to the. s&e. You can easily ' 
see that the costs would go up tremendously, So the GgverMent mainTained 
that although the contract.said that he was an,i&Iegenden$‘ contractor; Ln 
effect he waa buyb-g far the Govermant and ah@uld receive the same govorfi- 
mental jmunity a8 if the purchase WW@ made by the Goverrae=it. 

The case went to *he Sup&me Court o f.the United States and"-it ruled 
that the State conld levy the sale or use tax&s, !Ph& Arisly and Navy decided 
that they would not let .it stand ~$ght there; that they would go qut.to the 
Statss akid see 1rhether'th.e Staies ,w&od t;o exert aI1 their rights under 
the Constitution. A team was organ,izsd which went to the differ&g-b State 
Tax Cc~nunissians, and.talked to them abau-t; the problem, Some af the Tax 
Cc~!~i8~ioa~, from a gatriotlc viewpoint, ar+d some of'.the Tax Commissions 
on tbe'ba9is oP the interpretatfons of the3r own State laws, eaiEi, "We will 
not levy use cw sale taxes on, the,&st-plus contr&tor*s operations." 
That was rather widespread. , 

There was an ur~~sual amount of success in that; venture, Quite a 
bit of effort wa8 exps~d0d. i/a had tax'exports ana men who did nothfng 
but work cm these pro'ttleas for them, But we had tG relax OUT theory of 
"the indeqendent cuntractor," 

The thbd thing i3: trloich $he Govermmnt interrmbd was in sul-b against 
CPFF contractors. If the defendant ww an indepenC.,rA contractor, iike our 
fixed-price'contractm, thsn he should handle his GXI suits, We felt if 
he loet the suit it wouk~ bo our cxp~nsc, 80 we vatched such suits closely. 
Fbally we @.st~took over the suits. 

I might mention ens exception there. Under the Fair'T;absr Standards 
AC%‘,’ If an empkgee awd the &?F-contractor to get WageS due, we mi,gh* 
p&hap6 find ourselves. in thio position:. TheJlepartment of Labor saying 
the employee ‘was right and The Attorney General, defandtig the CPFF 
cpn-t;mctor, saying that the employee wm wrong, So, in that Limitad 
field (m&e me' uthdr) The ALtomey Qeneral atppped out OF the picture 
and al+,oved the CPD' contractor to defend his own aults. 







: .in Vtxld Yar; 3. It was USB&~ but pQy to .ti limit;e~.kxka~~~ .-The 'cost- 
" 

plus~a-percent;~of~cost'contract .tu*as the one that .KG+ used most. .I.-. : 
:, widely; It caused so much %idubk end was, subJec:t tdiko'much &iticiam 
-that .tvo pieces df legisl.ati'on were en&z-ted: in IJor~"%r~I' to..stop..lt..,. 
Nothing was done tci prohibit the CPEY coY&ract a& so it was used, In 
peacetime w did not have either ,form,,. TIqen, in 195$?, we3ound r:~e 
needed: a fkxib3le cost contra& 60 we brought cut the CPEFoontract.~. 
St8 Si~st auth orization was‘fcr use in connec*ion withoverseas con- 

: structfon; Congxms sa;2d you wii1 pa& the 'bost;plus-a.-fixed-fee .but 
.Lhe' fixed f&s shaU not'be Ih ex-oess'of 3.G per&& Then In P,ubLic 
Law; 703 Cox&33as gave Wgenera' A &uthrjrity 2;~ use the cost-plu,s-&fixed& 
fee, althdugh Con&ess e~preesljr.pro4a';i.bited tht; cost-~llus-a-percentage- 
of-cost? -contract. T'bslieve that q&ks,.,ths start o,f the his-&y of the 
cost;plu~ta-fixed-ace contract .in 'wma war 11; . I ,f, 

The fb?st @AW&+ 'use Wit t+s in connecti&k ;I~~~.cb';lat~~ctiop.... 
'.-The Quartermaa"cer Corps used iI%TB,co~~ra~~n fo6,'$pnstru&ion.. X$ was a 
:' very flex~~~e't~e's~.;~ontra~t: Thf": c'rqntraCt;oks aIll. sq&med to L,@e.:it, 

,I 1 1 . . i.,',' 1 . . 
XW.nance &ko used 'it ior their Go&&&&-owned o'orkaqtor-operated 

tgmanition .pla~ts~%~l xims hm&iticA a@ iicmg3 art.il+ry 'pQbnts c _ . . !' : . -_ r,*. :.. 
The Air Corps,used it for their aig3.ine .s.d modiXca~ion~oen&er con- 

tracts and for. the supp;lg e+x%ract&' @.3: tJxi ,,$xv$c,ee used $t $or their 
" deaiga, deve3.c@nen% an~'ex~~rimep-t;a$. &ntrtictti'. ,"yt is interesting, to 

rwts .Wwb $21 8me' case8'nO: fek imti @aged in omnecticm' &ith.thesq,ox- : 
perimental oontracts. 

_ 
The t&r Departmont's~attikude at' first was t;h&kt co&Ike used 

:. - , 

ff, it was necessary. In time that attitude tou@m&i a IL;;lttle,bit and 
there was open hostility t'o'the fqrm. Fi+$y'; ~&n&about ,ths Spring *. 
o$'. 1943, %here t~&s WI ou-kight prohibitfon.'of .-the form,"stopping the use. 
*of thekCPFF Qormof contra& exkej?t in a S&w stat&d ins&&~+ The .-- .r' '-*. 
CWe~men”i;-cwnfid contractor4$x$rated &mtS ,,tJSth$in the Qrdnance Jk3pa&mnt 
were/ ane of the zxceptioas. ‘&o, t++'ajrline.&@ mtidification rqnter 
contracts oF the Air Corps; experimental w&k &ii' First-run production 
could use the CUFF form. The I@r Department. said WB cgu&d use this~,.X?EG 
form of contract fer,~fid~e.'~o~.,'(4)'cat&$rl-@s, but ixj.'a&i others w+were* 
pdMx@ed frou using it& 'Wh6n I Say ?kr i3e$%rtment I mean~~th~..I@I.er 
Secretary of War and the Commanding General, &atlquarter&, A&F, 
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.NowJJ in this connection;it mightbe well if a coraparative cost 
study wen3 conducbd to tiae whether t;lb CPl?F cor&ract was lizore waateful'than 
the fixed-price, In making tilis study it wi.11 be very difficult because 
you are guing to be comparing the CUFF con-tract with the fixed-price contract 
that has these escalator clauaos fn it--somet:mea called pries-adjustment 
articles., ..I . . . . 

. "., I .- . 
I thinhr the fixed-price contract& ,.w?%b these gecia2: price-adjustment 

artiqlea, Is no long~~,B.flxe.d-~ice'eontl~act;. It -.s subject %o. ad4;uatmont 
and rsome ..af $ho~e 'ar~l~~~~s.psrm~t.a.wlde vaFiet$ of ad.ju&&ents; +:I it:'.. 1.I 







Could you spend a few minubs explaining the several ~l?ebod~! '$3' 
.i 

:;, 
which they aTriVed at what the ffxed fee &muld be? People who are lid\ """ 
too qerianced witki it kmw that in as$*a‘blishing w&t the f-se shauld.b?.. 
they x.130 a percentage of the estj;matad cm& SO then they a&y, "well' lab%*' 
what da the dlfforence betweera that and .the cpsl-plus -a--perc+$ag~-9:; 
cost cOntract?lt 

: . 

' .: . 

I believe our time is up. Again J want to thank you, Major Bell, 
far this fine prmentation. 


