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TERMINATION OF C0~IT~CTS. 
June 7, 1946. 

CAPTAIN WORTHI~IGTON: 

Gentlemen, the speaker this morning is an industrial accountant. 
Mr. Maxfleld attended the University of Wisconsin and the University of 
California at Los Angeles. Before entering the Army, where he ~:as in 

Contract termination, he was assistant treasurer of Basio Magne-slum , 
Incorporated. He was on the staff of the Army Industrial College from 
July, 1944, to September, 1945. He is now an associate in the Accounting 
Division, office of Contract Settlement. He h~s written nttmerous arti- 
cles on the termination of contracts, which have appeared in Army Ordnance, 

• Accounting, and other magazines. The subject of his lecture th--is morning 
is Termination of Contracts. Gentlemen, Mr. Jerry Maxfield. 

MR.. MAXFIELO: • 

I was just telling the Captain that it seems like getting back to 
01d Home Week to come back here to the College, because I h~ve stood up 
on this lecture platform many times before. I have always enjoyed it 
he re. 

• ~ n " 

T~is morning, in considering contract termination, which you un- 
doubtedly know can be a very large subject, we are going to try to con- 
dense it and give you at least a bird's eye view. The College at one 
time ran a course that was two months long-on contract termination alone. 

To start out, let us see what this subject" of contract settlement 
is. What is contract settlement? It is not new. There used to be a 
story, tD~t has been told from time to time, that the first contract 
that was terminated, is mentioned in the Bible.. back in Genesis. It 
.s~ems that the Corps of Engineers, we will say;. since they handle most 
of~the construction contracts, were building the Tower of Babel; and 
the Lord, figuring that things were not going for his convenience, ter- 
minated that contract by conf'ound~ug their languages. 

Sinoe that time we know contract termination as a recurring phe- 
nomenon in civilian life. It happens that a man orders something and he 
decides that he doesn't ~.~nt it and terminates the contract. That is a 
breach of oontract unless he has some provision in the contract whi6h 
allows him to terminate it. 

In the same way in prosecuting a war the Government, right back from 
the Revolutionary days, and probably in all wars before •that, has cer- 
tainly had some type of contract termination~ because, aswe all know, 
we decide we will need ~ certain materials of war. We put in an order for 

~ these. Then before the things are finished and delivered to us, there 
is a change in tactics or a change in strategy, or technological improve- 
ments, one thing or another, which makes us decide that we no longer have 
any need for those particular materials of war. We want something else. 
So for the Government's convenience it terminates those contracts. 



0n<~e the contract is tel-~ninated, we have three problems which present 
themselves in the settling of that contract. First of all~ we will have 
a lot of materials left on our hands. There will be the raw material 
tltat we were going to make into those finished materials of' war. There 
will be th~ w or k in process, things that are half way through, or three 
quarters through. There will probably also be some of the tools of 
produotion that we purchased and were going to use in making those ma- 
terials of .war. They are now no longer, useful for that purpose. 

" :~[e havefro dispose of that m~terial. There are various ways by which 
:it:"m~y"~be~dgne. . . . .  First of alia,-the co~'ractor and the Government may agree 
th~'~"~}l~m~terial is now no longer "~ "' useful for..amythlng, in which case we 
probab1_y i¢ill scrap it. We just get ~id of 'it, and sell it for junk. Or 

[[-t,±hs .materials are not useful .to that contrac'~or, but 
.somebne else~ and we sell themto a third D&~y, Or maY be useful to .. . . . . .  . ..... the contractor may 

, :.. be ~abl@ to ~S e'.them, in his other business;" sg?he re~ains that ~ .inventory 
:at a:~price-~greed.upo n bet.ween .himself and the Government. Or finally, 
if none of"thos@ things is true and the mnterial is useful, the Government 
takes title to it. 

When the Government.. takes title to it, we are approachinganother 
phase; .~ which is very important in the afte]rmath of war,. surplus pro~rty 

..dispO:siti0n. What we.have been talking about so far is dlsposing'of the 
cOntrabtor'~s inventory. When the Goverr~ent says it takes title to the 
material, it becomes part of a larger PrOblem, at least in so far as 
inventory is conce.rne~>i;~wh~t to do with all of the..Government's surplus 
property. That we are not going Intolthis morning.. 

:.,~-That ~is 0ne ~se"-- getting rid-of the ~roperty left over when we 
• terminat@ the ~ ~-ont:ract. .. 

The secdnd ~ase -s that ~f :pi~oviding ~ ~~e contractor with fair COm- 
pensation for the %]e~minat:ion. . of his contract. He h.~s .exnended money .... 
and expended h~s .e£f.o~i..t, in wor~mng on that contract. Now we have ter~-i 
minated,- and ~(@i m~s% f~ir~y compensate hlm~'for that termination, since, 
remember, it~was 'for.,o~ur convenience. He was perfectly willing to go. on 
and finish the c0ntract.... 

.-, .. 

In general fair compensation involves four things:, one, as far as 
he has completed articles- on h and, Up to date of. termination, we wli~ 
pay-hi~ the c0ntract price.. I am. generaliy sp~akin~ now of fixed prlc e 
c~ntir~%ts:unless I specifically say otherwise. So we will pay him the. 
contract"Price for those cqmpleted articles. .. ~ " '~ ' ~ 

Then for the terminated portion of the contract we will pay him the 
costs he has incurred, plus a reasohable:'profit on those costs. Then, 
when the contra.ct Was terminated,, he had to terminate' the subcontractors, 
with..whom he had orders , for parts thatwou!d go into his finished product. 
A third.item ~¢hich .we would allow him~as part of f~ir c~,~apensation is the 
cost of settling with those subcontractors~i The fourth item is what we 
call settlement exp~nses, settlement expenses being th~ costs that he 
incurs in negotiating.with the Government,. and in protecting and disposing 
of that inventory that we just mentioned a few moments ago. 
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All right. Now we are rid of the property. We have given him his 
money. But in some cases, in fact, in most cases, it takes on the averase 
in this war, four months befo'~ we have agreed as to what we owe him for 
that termination. Now, maybe this man has plenty of money and he says, 
"There is no hurry, boys. I have plenty of dough. When you get around 
to it, it will be all right." 

On the other hand, he may be one of those contractors who say, "If 
~you don't give me some money pretty soon, I am going to be bankrupt. I 
won't have any money to meet my current payroll." In that case we should 
make interim financing available within a reasonable time. A reasonable 
time has been determined in this war to be within thirty days after 
applicat ion. 

That interim financing you are probably familiar with through your 
various studies here of the financing of war contracts and the financing 
of the war generally. It has been accomplished in many different ways.-- 
through guaranteed loans, through various V-loans, VT-loans, and T-loans; 
through the use of previously made advance payments; and finally, the 
major method used in financing, in termination, was partial payments. The 
contractor makes up an estimate of what his claim is going to be, and we 
hhen advance him a partial payment of 75 per cent, the usual percentage, 
of what he thinks his claim is going to be. Ln case he .has a cost-supported 
application, or he has Already determined what his •claim is going to be, 
he may receive up to 90 per cent or more of that amount. 

That, then, gives us what contract termination is -- the termination 
of a contract for the convenience of the Government. The problem is to 
settle it. In settling it we have three items•-- to get rid of the prop- 
erty; second, to arrive at fair compensation for that termination; an@, 
third, if he needs it, to provide the Contractor with interim financing 
until we can pay him off. 

Since we have now a bird's eye view of what contract termination is, 
letus ~o back and take an historical view and. see w.hat our experiences 
have been in contract termination in World War I and World }Jar II, - for 
even before World War I~the principle of the right of the Government to 
terminate and to settle contracts by negotiation had been established in 
the courts. 

I think the first case of which there is any record was after the 
Civil War. It seems theft back in the Civil War days the Quartermaster 
Corps had given a contriver to some farmer to slau~zhter hogs at so much 
a he~!. He didn't prov:.de the hogs. He Just slaughtered them. The 
Quartermaster was to provide the hogs. 

Well, because of a change in the supply need --they moved the camp 
and they no longer wanted to slaughter any~hogs there-- they had no 
termination article in their contract ~- the Quartermaster just quit 
delivering any hogs. The man sued and it eventually went to the Supreme 
Court. It was hel~. that the Government ~id have .the right to terminate 
this contract, but the man had to be given fair compensation. 
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About. 1890, .in afiother case, the Corliss Steam Engine case, involving 
th~'.¢..~9~vy in regar~ to a partly finished ship, they had the same situation. 
Again the: Coverr~ent, 's right to terminate if it Provided fair compensation 
was upheld in the "~ 

So t h e  legal right off the Goverrnr~nt to terminate and to settle by 
negotiation had been pretty well established prio r ,to World War I. How- 
ever, ~hen ~Jorld War I came along, it didn't last long enough if we were 
lookin6 at it from a tei~ination viewpoint. They hadn't become prepared 
for mass tei~niiations, which will probably take place at the end of any 
war. They hadn't made $.dV$.~/ce preparations. So,}~.hen Armistice Day came 
along, they foumd themselves with some thirty thousand terminations and 
with no adequat ~ preparation to take care of them. 

• .~ny contracto.rs had info~l contracts.. They had no formal con~ 
tracts w.hatsae~er;.. As fa2-as f0rm~l contracts-~ere .concerned, there were 
all:.'.dlfZie%~ent kinds of articles, both in the War Department~ the Navy, 
.and,the oZh~r c0htracting agencies. Everybody had. a different t~[pe of 
article..-There were no procedures set up. . 

1 b F ~ " 4 4¢ . ~ " ~ ~ ~ +~ + ~ m 

• .The National.Defense Act had given the authority forthe negotiated 
pUrchase and carr..ied an implied authority to terminate and settle cbntracts 
by ~ ~" " . ne~o~zatlon. That means, the formal contz~cts. It was also felt by 
many that they wbiid:hav6 the right to settle infozw~al .contracts. But 
the Comptroller of the Treasury, in many ways we could designate-him as 
the forerunner of the Ccmptroller General -- ruled that they could not 
honor a set.tlement "of an infor~zl contract without some statutory authority. 

That decision immedlatelymade it necessary for Congress to pass some 
law, and they passed the Dent Act in March of 1919, which gave statutory 
authority for the settlement of both forn~l a~d:-,informal cont_~acts, : 

C~nerally The Dent Act provided for.th~:.:payment of the contract price 
for completed ar~icles, and the costs incurred on the terminated port.ion 
plus.a, z"...easonable profit, it(~m~de a specific provision that there would 
be ~no L,.an~ticipated profit, meaning that .the man couldn't say, "Tf'. I"h&i 
been allowed to complete thecontract, I would have made a hundred ~ ~hou- 
sand dollars profit. You took away from me the opportunity of. completing 

• .the contract. Therefore give me one hundred thousand dollars profit, 
~.al~..hough I have never spent a dime oh',the contract so far." That is the 
./o<~ common law measure of damages.: He could have ~de so much profit. 
Yo.u have taken away that opportunity. So he is entitled to' it. The law 
specifically provided that there would he no anticipated profit. 

f 

•-. .-~: However, the provision for the finality of the settlement entered 
!rite.was net"too definite; and that lack .of.. at least the interpretation 
o.f:..that, clause by the- Department of Justice .led them to stirt a war con- 
.tracts .investigation, which l~sted from 1~22 .to..1926. In this fouryears 
they .spent a great deal of money, looked over a great number of .cases, 
did recover some money; but;naturally it was most ct~mbersome, both to 
us and the contractors. 

L" 
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[Another thing that was brought forth was the fact that no adequate 
preparation had been made. It ~ meant that there were three thousand cases 
started in the Court of Claims out of thirty thousand contracts terminated. 
Out o f.~thirty thousand te~ninatlon claims, three thousand, or one out of 
every~t~n, finally went to the Court of Claims. They w~ren't satisfied 
with the settlement they got with the contracting agency. 

Those cases took an average of three and a half years to process in 
the Court o< Claims, with some cases requiring up to, with one case at 
least~ twenty~four years to settle. 

Therefore we could draw certain lessons from the World War, and those 
lessons were noted. One, there was a great need for finality of settle- 
z~.ent. Secondly, there was a great need for a uniform tei~nination article, 
uniform tei~mination policy, uniform tem~ination procedures. And there was 
a need for a statutory authority to have a negotiated settlement of the 
informal contracts. • Finally, the right to give interim financing. 

You might be interested in the World War I statistics. Later on we 
will give a comparison with World War II. 

First of all, the total procurement in World War I approximated 21 
billion dollars. Now, in regard to these figures I would like to give 
you this warning: I won't vouch for them. If you look them up later you 
might find some figures higher or some figures lower. In other words, the 
statistics of World War I, looking at them now, are not too firm. I am 
going to give you ones that I thought were nearest or most reliable. 

As far as terminations in numbers, there ,#ere 30 thousand. 

The dollar value of the canceled commitments -- By the way, so we 
will al ! know what we are talking about, that means that if the contract 
called for a hundred thousand items at a dollar apiece and w~ terminate 
sixty thousand items, then the dollar value of the canceled co~tr~snts 
was sixty thousand dollars. That was roughly 4 billion dollars. Those 
contracts ~ero settled for approximately a pa~.n~nt of 560 million dollars, 
or, stated another way, cents on the dollar Of canceled commitments, about 
14 cents on the dollar. The average time to settle was eight months. 
Finally, as to the number of cases started in'the Court of Claims -- we 
will call those appeals -- we had 3 thousand appeals, or one in ten. One 
in evenly ten terminations was appealed. 

~!e can now see what happened in World War II. I would llke to say 
that ~m~ediately on the declaration of war, that is, right after Pearl 
Harbor, we had all'those things that we know are needed on contract ter' 
mination.~ But naturally that was not the case. I say "naturally" because, 
as we all i~ow, the mostimportant thing when '~e went into the war was 
getting the materials of war, getting an army organized, ~ getting our Navy 
all set and ~e~dy to do bat%le, not worrying ab0ut what might happen if 
we had telnninated contracts. So things didn't devel0p too rapidly. But 
in the summer of 1941 the War Departmen t adopted a termination article and 
in 0ctobel ~ of 1942 the principle of t~/e negotia%e~ settlement was intro~ 
duced into that ~ termination article' • • ..... 
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Terminations_ became ~ore.imp.ortant as we went along into the war, 
because the~arious cD~ng~s in our supply needs resultedgin the termi- 
nation of: mere.. ~nd more contra.cts. By the middle of 1943 there ~had~h~ee~::~ 
9D00terminations.:in~:the War Department alone. In July:..of 1943 the-War~.~.~ 
Department.. issued a Tprmin~tion Accounting Manual for Fixed Price: Contracts, 
setting up a definit:ion, of~ costs that could be used :'~u trying to arrive, at 
fair compensation, and also setting forth the various accounting and audit- 
ing procedures t:ha.t- should be. used in settling .the contract,. • 

In August of i943 Procurement Regulation 15 of tie War Department 
came out, which se~ up standard policies and procedures for termination 
fer, the.:.War.Depart.ment. Also abo.ut this time..the Army and Navy and the War 
Pzoduction Board were cooper~ting..in trying, to draft a uniform termination 
arti:cle.. However, theyhadn't been able to agree.. Nobody had the authority 

• Th!s will be its" • . . . . .  ~. to. say " 
H 

• .., , [ .• • 

In .November of[19.:~4~3 the Joint Contract Termination Board was organized, 
and tool[ over the work the.t had been done on the uniform termination article. 
ID..Ja~ua.Ty 0f 1.944 ithe Uniform Termination Article,• the one that has been 
used since that time and is still the standard, went into use. That waS 
put into use throuc.oh a directive of the Office of War Mobilization. Jimmy 
Byrnes: Zhen issued it as Directive No. 1 of that office..:• ~ 

• . . , . • .;•[. . 

: ~ .This artic!~-also set up the principles of.e0st allowances .in a-:ter-[ 
mina~d f.ixed :price contract. " • • . bl 

• •: ] , . • , • . ! •..[ 

At this time the Army Industrial College was re.activated, and started 
a termination course. The Army Finance School, which had been at Duke 
University~ ~..lso started .a.-termlnation course. • Both• of these schools ~¢ere 
active in termination training through the next two years, until the end 
of 194~, . . . :~:.. .. . .... . . 

Work was .proceeding. in ~ongress to frame. ~bill to.:~i~e such statutory 
provisions as were f.elt z eces.sa~y, cuLminatinz in July o#..~944 with the_ 
passage, of the Contract ~ettlement Aut,. The Co ntra~t •Settlement Act made 
.statutory provision for ~¢overing both fixed:[price and CP~ cont-racts,, and 
using, the negotiate~[i settlement....i_dee~, in CPFF cq>/~trac%s for .the: firs.t-.~t~me~, 

T.his Act provided ~ ~ . . . . . . . .  • o_.,: 9irs~t~r.. finality of settl_emcnt-except, for fr.~ud. 
Neithe~r the Govornment or~ •the oont-ra~ct0r can reapen [such a eas~ D/~le s s •it. 
is possible to prove fraud . . . .  • :.: : ...... . . . . . .  ~ ..- 

...:Se.oond!y, a statutqry basis ~was g.i.-ven ,~o the .negotiated ..settlement. 
It provided for propBl?ty disposition, and-ialso thatplants mus.t_~.be, cleared 
within •sixty• da~s after :theft.request.of. the contractor.. ! . : ~ . - ~-. 

• . ' ~ . "  ~ .'' ':.~, . ~ ~.." ! ~ • . . ~ . '" " ~ :" " • ".i.:.),.:. .-..:.r . .f~..: . 

This .last provision, was. considered important,. ::because, • thinking back, 
contract settlement was. consideredo~to: be possibly .the. ~numb.~r .one headache 
of. ~the. reconversion.period:. ...... .. . . If.You,had.. . . . . . . . . . .  been .here.about a yeer or so.ago, 
you.~oul.d..have, heard,Mr.. Keller, of: .th~.j ..Chrysl.e~C~r~Br~tio~: say~. "If the 
G0ve~--mm~nt @.oesn.!t:~et the procedures necessary toi:~cle~.r our plaDts .as -.- 
qu~ckl~ as. possible on the mass termination of ,-pKr. con-tr~cts,...the automobile 
industry won't be able to reconvert and 3~el w.il$:.~e in a ver~:Bad .way." 
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That was the consensus of opinion , and it did not develop because of 
" terminatiO~ pro c~uros~.. Interim financing was provided, and it was set 

forth t]]it ~" it' should, be a.vailabls within thirty days of application. 
i 

There was a provision for the settlement of informal contracts, and 
the Act also established the Ofiiice of Contract Settlement, of which I am 
a part; and gave the Director of that office the power through general: 
regulations to provide for uniform termination policies and procedures 
throughout all the contracting agencies of the Government. 

~"~ In addition the Act provided an Appeal Board to hear appeals from 
:~, i the determinations of c.ontracting agencies without the necessity of going 

to the courts, although it does not remove the right of the contractor to 
go to the Courts. He can go to the Court of Claims or the applicable 
federal courts, or, if he is dissatisfied wlth the decision of the Appeal 
Board of our office, he may then appeal to the Court of Claims. 

The :Director of the Office of Contract Settlement, who was first Mr. 
Robert Hi~Ichley and is now Mr. H. Chapman Ross, has issued twenty regu- 
lations, which provided among other things for pre-termination agreements, 
one of the big helps and also expected to be one of the greatest helps 
in contract settlement. The contractor and the Government, before they 
l~d that Termination Act, would get together and say, "If our contract is 
terminated, what Will we do?" 

The Act •provided for a uniform settlement proposal form. At one.time 
not only did tlie Army and the Navy have different settlement forms, :but 
the Ordnance had a different one from the Quartermaster..~ Eve:rybady.had 
his own form. These forms were of different s!~apes, sizes, types ~, de~ ..' 
scriptions, and colors. Both the Army and the Navy, before the Office of 
Contract Settlement provided for the present settlement proposal form, 
had standard foz~ for those agencies, but.finally came out with uniform 
settlement proposal f0~ms. ~ 

There was a further clarification of the statement of cost principles 
for fixed price supply contre.cts through the issuance of termination cost 
memoranda. 

Finally we had the principle of direct company-wide settlement for 
the large corporations. Any large contractor with numerous subcontractors, 
such as General Electric, Westinghouse, and various others, could have all 
their contracts, both prime and sub, settled, by one team established at 
t he ir plant ° 

To Complete the chronological history of contract settlement, in 
November of 1944 the Army and the Navy issued their Joint Termination 
Regulation, which has become the so-called Bible in termination since that 
date. Everybody has used it. ~nere are twenty-eight contracting agencies, 
and all of them have mere or less used it as a supplement to their regu- 
lations, if not as the only regulation. 

@ 

Now, we have seen what advance preparations were made in this war 
prior to our mass terminations. Let us see how tho~e advance preparations 
paid off. 
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By VJ-Day the contracting agencies had had experience through settling 
135 thousand terminations, involving 22.4 billion dollars. They had 
already h~d ::~6onsideraB~lylmore experience under their belt before the end 
of the S6cond W~r than We had~in total after the last war. 

With this experience, from VJ-Day, In Aug~st of 1945, to April 30 of 
this ~ear, the 90ntrac~ing agenci6s have settled 164 thousand~ contracts, 
involving~23J4 billion:d01iars, out of 182 thousand term~natlons, involving 
43.5~billion, :~¢hich were elther pending at that date or have been ter- 
min~te~ since. ~By April ~ 30, only eight months after VJ-Day, we were down 
to 18 thousand ¢0htracts,< InV61vlng~approx~stely 20 billion dollars. That 
is •all we had left to settle. In other words, we had settled 94 per cent 
in number and 69 per Cent i ln ~d011ar volume of all the terminations that had 
taken place since 'the beginning of the war. 

Another interesting factor is that Only 70 cases, to date, have been 
appealed to the Appeal Board of our office, or, one case out of every •4500 
has been app~&led~ Of course, that is only to date. There will undoubtedlY 
be more appeals, but no large number is anticipated. 

: It is also estimated, a~t this time, that by June 30 most of the remain- 
~i~g {erminations will have been settled, and that by the end of the year 
all~eases ex%ept impasse and appeal cases will have been finally closed. 

Be6&use of that c0ndition, the reorganization plan of the President, 
which has been recently submitted to Congress, provides'that our office 
will be closed at the end of June and any remaining functions will be trans- 
ferred, - that is, the Appeal B~&Bd and ~Thatever other functions were opened, 
would be •transferred to the Office of War MobilizatiOn and Reconversion. 

:Let us n~.ke a few comparisons h~:re. The to~al value of the procurement 
in this war has been estimated at 291 billion dollars, or over 12 titans 
as much as in the last ~zar. The total contracts terminated in this war > 
were 315 thousand, o i o over 10 times, as many as the last time. The total ~ 
value of the canceied commitments 65 bfllion, or 16 ~imes as much in dollar 
volume. 

• _ L : . . . . .; , 

What is it to be settled for? We haven't them all settled~yet; but 
it is estimated at 6.8 billion to settle those 69 billion doll~rs~orth. 
of canceled conm~itments, or approximately ten cents on the dollar. 

That lO to 14 ratio, doesn't necessarily mean., that we are payi:ng !' 
less money by not giving the man as much for his termination, but that in 
all probability we had longer-range contracts this time, and there was~: 
less done on the terminated portion than there was in the last• w~r ...... ~ 

The average time to settle over-all in this war has been four months, 
or appro~_inmtely one ~ half as long as it took•in the last war. . ~ " .'." ;i 

One item ! di@~'t put in here, which is interesting, is that tl~ time 
it took after the last ~r to settle the vast bulk of the olaims Was ~ 
approximately 24 months or two years, and in this war it was eight months, 
or one third the time. 
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As to appeals, so far we have had 70 appeals, or one out Of every 
4500 cases. That will go up somewhat, but not to any appreoiable extent. 
We probably will never have over 200 or 300 appeals at the most. 

I think those are rather interesting comparative statistics. Our 
experience in termination in World War II is an outstanding example of 
Gove~mment and industry cooperation, as it certainly required a great of 
cooperation from industry to accomplish this job. They had to be fair 
minded. They had to be willing to get their claims in, whfch on the whole 
they l~ve done', in a hurry. We have had individual cases and individual 
Companies where that has not been true. But on the whole they have been 
most cooperative. 

This proves~ of course, something we all know -- the effectiveness 
of learning fl~om pas~ experience. It was anticipated through the experi- 
ence in the last war that termination would be one of the major headaches, 
if not the major headache, of the reconversion period, and a year and a 
half ag O or two years ago, they would show you movies to prove it. TheY 
would show you vast plants and what would happen "if VJ-Day comes and we 
won't be able to ge~ these plants cleared. We won't be able to give the 
~an his money. The country is going to go to hell •Just because you boys 
can't get out and settle these contracts." Of course, that was also a 
good pep talk to show what would happen if contracts were not settled. 

However, advance planning and, I think, very effective cooperation 
betweenCongress, our own office, the contracting agencies of the Govern- 
ment, and the contractors, both prime and sub, have taken care of this 
problem. There actually has been no headache as far as termination is 
concei~qed. We have gone along smoothly and on the whole very rapidly. 

Finally, i think you people as members of the Army and the Navy can 
be Particularlypr0ud of that job, because the Army and the Navy as the 
major contracting agencies have borne the bztuqt of settling these contracts. 

Now, that has given us a bird's eye view of the whole • situation. I 
would be glad to an~yer any questions on more ~tailed parts of the sub- 
ject, any questions I 0an answer. I don't claim to be infallible, but ~ 
am willing to try. 

A STUDENT: 

I was once a contracting officer in Chicago. I would like to ask 
two questions~]] " " " -~ 

One is as to the wisdom of paying the contractor 90 per cent. • I 
found when I was out there that we settled most of the claims for 50 per 
cent. If you pay the man 90 ~er cent, you can't take~taway from him 
very well. 

The question was this: He says that the provision that on cost- 
supported applications for partial payment you can pay, and are directed, 
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as far as the regulation goes, to pay what in total approximates up to 
,about 90 P.er cent of the claim, has caused him, a lot of trouble, because 
on the average he has ~settled a lot of the contracts for about 50 per 
cent. What bureau was ~tnat.' ' ~  

A STUDE~T : ~ . ~ . 

Yards and Do6ks. : "  ': . . . . .  

t , i R .  : .  ' 

i . "  " . .  • 

i think t~e only thing we could say is-that, if" the •contractor puts 
in a fair claim, 90 per cent should be a reasonable amount. Since it is 
a cost,supported.claim and we have had previous experi@nce with the con- 

- tractor to.guide us, and canhave the review made by, in your case, the 
.Cost Inspection. Service; We should not. have to pay more than the total 
amount that.we think he is enti@led to. • 

• • ° '/~ 

: . :-: So. if we know from experience ~with that contractor that his claim 
is not reliable,, and. the Cost inspection in the case .of the NavY tells 
you they.don't @hink.this charge can be substantiated, we are Just -leery, 
I think generally we could use our prerogative there and say,. '~e donrt 
think that the:.tQtal amount of your claim will be .this m~ch; so therefore 
we won't give you 90 per cent." .... • 

A suro T: 

.. Wouldn' t i t .  have been better to pay h i m ,  ~0 .per cent and then:in " 

special cases be •able to inCrease it if necessary.? 

.. ~ .  Iv~I~LD: ' 

• ..... I think not. I imagine the reason for theirgeneralpollcy was this: 
that sometimes in individual Cases we may have had.contractors trying to 
get too much, but while in the last year contracting officers and the 
various, people in the Govel~nnent-Have become used to handling large sums 
of money and were willing to .make payments , the earlier experience had 
been that, when a contractor:told the contracting officer and the various 
goverr~nent people involved to pay him so .much money, they said, "By God, 
that is an awful lotof money -- 90 per cent of a million dollars, or 
even 75 per cent. I am just not going to sign my tin.me to anything like 
• that." There .was a tendency to be overly conservative. I don't say that 
that was so in any particular case, but that was the over-all tendency, 
particularly in the early part of the war. So I think that the intention 
w~s to guarantee the man that he would get a reasor~ble partial payment. 

A STUDENT: 

My other question is this: The Army had teams that they sent around 
to the different agencies, and the Navy did it through their contracting 
officer. I would like to have your opinion as to which proved to be the 
better system. 

- i0 ....... 



Thm~[~question is a discussion of the comparative ways in which the 
Al~my.,~n& ~he Navy were set up. I don't know if I, as a third party, in 
this office that is charged with general regulation over both these agencies, 
:should .become too involved in making a comparative analysis as to which is 
the more:efficient system. However, for the benefit of those in the Army 
an@~the iNavy who are r~t familiar with either system, since you are not 
primarily termination people, I will very briefly describe the two systems. 

In the Army, while this varied somewhat between the various technical 
services, the general procedure was this: In each procurement office, let 
us take Ordnance as an exampl@, in Detroit Ordnance we had the contracting 
officer. He was charged with procurement and with termlnationin the 
geographical districts covered by the Detroit Ordnance District. 

• He had to assist him all the people whom he felt necessary, which 
primarily, were three. He had a negotiator, who went out and discussed ., . 
the matter of. the termination with the contractor and t:~ied to arrive at 
a preliminary agreement. That agreement was always subject to the accep~-~ 
ance of the contracting officer, because he was the only one who could 
bind the War Department on that settlement. He was &lso assisted by an 
accountant, who.would make an accounting review of the settlement proposal; 
and he-~S, assisted by property disposal people, whose Job it was to get 
rid of that property. 

Now, primarily the outstanding thing about that system was that the 
contracting officer was out in Detroit. He had charge of settling .these 
contracts and h.e. had all the people that were going to advise him not 
only working under him and solely under his conmand, but.-they Were ~all 
just three offices down the hall. He could call them all in and they 
could all sit together and in about five minutes discuss the whole thing 
without having, to worry about how it would look on paper if they had to 
write a report. Naturally they ~rote forz~l reports the s~._~e_, as anyone 
else, but they were all immediately available to talk the problem over at 
any time. i 

Since he ~as right on the Job~ ~.a~id I in the same place.as the contractor, 
it was very easy to call the "oontra'6tOr on the phone or run out to his 
plant to see him. If the contractor was having trouble making up' his 
mind whether to accept the settlement, they could use that indirect pres- 
sure of saying, "Here, meet Colonel Jones" or Major Jones orCaptain Jgnes. 
"Shake hands with Captain Jones. He is the contracting officer and he 
is going to settle :with you right now." They could sig~u the whole thing 
up Just like "one~ i.two, three." Of course , it had to be approved by the 
Settlement Review Board,. .. b{~t that was th@ case with-the Army and the Navy 
and any other contracting agency for settlements over twenty-five thousand. 

Now let us see how the Navywas Setup," The bureau headquarters is 
in Washington. They do :t...h~ir contracting, that is, their procurement, in 
Washington. They do the...settlement of their contracts inWashington. 



The contracting officer sits in W~shington. You have a contract to be 
settled out in Chicago. Out in Chicago we will have three people. We will 
have~ one~ the ~terial inspector. He is the fellow who is cognizant of 
the ~ termina~i0n,. ~ to spe&k. He goes out. The man presents his claim 
to:him. He checks it a%~inst the original inventory° " He. looks ove:r the 

• ' ~:'-ciaim. He theh gives it to a cost inspector. These are all separlte~/ 
Chains/of co~,mand. 'The. cost •inspector goes out and nmkes his review •, either 
office:or, field."aceounting review. The materiai inspector writes up a 
formal:~report."~:'The cost inspector ~rites up a formal report. A third out- 
fit-ther~ ~ is $1ia~: ~e ~ call F~DO, the Material~ Redistribution and Disposal 
Officer. He gets rid of the property and he writes up a report. 

• : 7 , ' . , ~ "  ."?'.~ ~' , ' . "  C . . ' I  : ;  i , . "  . . :  • . ' 

Three !~6~]:-"~epOr~s"go::-in ~o Washington, to a contracting officer. 
The only~prln~ryso~goe~'/af"infor~tion he has on that termination is those 
three repor%s i Supplemente~ to ~ha~ever extent he cares to doso,"by t~le- 
phone cal~_s ~o the Va/ri0us peopie'~in Chicago. In many cas~s, as I under- 
stand it -- I don't want to misrepresent this -- the negotiations between 
the con~ra~t:ing officer and the'c~ntractor require one of three things 
Either:%he-:contractor comes into Washington, the contracting officer goe s 
,eut to-ChiCago , or they do it over the phone by long distance. • 

• . . : :  : ~ . . ' i  ~ : .  ~ " " - • " i  

• ~:~~ i ~Sn'%think you have quite as close knit a team ~orkin~ on that 
, con~ract-land~-~Tyih~'-%0 get a settlement in the Navy; They are not right 

.... ~ere"~oi~the~"i~::th~" same location. "It is harder for them t °. get together 
and.s~ttle~.'thei~ < con%ract. I will •leave it up to you as %owhich would 
probably be the most effective system. ':<~ 

STUDENT ' " : . . . .  ~ ~ " • A : - " : .  ' ~ :  . . . . . . . .  " 
, ' : ;  . [~ . . : "  ~ ~ . .  . . . .  , . . . ~ . . '  ~ . . . .  . -  . . - :  . f . ' . '  . : :  - . _~ ~ . ~  . q  • . 

:: I am glad you brought ~that ups because I .-q~ite ~a~ree ~zith' yO~. ~: i'. 

~L~. ~/~h~IELD: . ~ :  ~ '~" :~ / "  . . . . .  " ~ " ' " "  " : '  : ' ~  " ' 

You why can't o#i io  -- eCaUS  fwas  i the Army i ' 
.~ " . . . . ~ , ~  ~ . : ~  ' ~  " .. ~ .', . . . . .  i ' . ~ "  : . . "  " .  : . .  : : .  " " - '  " . 

A STUDENT " : : :': ' " : :  '"~ ' ' '":-"~"": " " . . . .  

I should think this 90 per cent would take a gr.eat d~al of the pres- 
sure off ~he contractor ~ t b  make:"a S~ttl@ment. -~ ],~eu1dn't h~"be"~more anxious 
to reach some sert of a e ~ e e ~ n t : ' i f " h e  di~"t g e {  s o ' m u c h ? :  " 

If '3!o~ pay.iHim :90 p~r::cent,/: i t  : i s  t l ~ e  th~t:%hat pr0ba .b ly  }~ould. ' But 
i f"y~u .pay"~im:~90.-~er dent,  he"tms"ai're.adyl.p~t:"in a C0st-supported appll~ 
cat!on~ ~iCh m~anS that he has practically'put. '.qls settl~menfi proposal~no 
S0.'thei~- ~o{i ~re, just tr.Ying to agree. 0nce"you. ge~. the I settlement '~'" .ii 

• proposal in, half the battle at least is ~on. From there on it is just 
ironing out your disagreements and negotiating a settlement. 

- - -. I~,L " " ~. i/'- - " 

• :ln".the base of an unsupp0rted partial payment, that is; where, he:"ido~s 
not give • his costs in detail, ~t"mere~y Says, "Over ail":~l"th~Ik imyci~im 
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will be 90 thousand dollars. Therefore give me 75 percent of it," he 
only gets 75 percent, of course. You don't have the claim; so you are 
working harder on that. 

However, from my knowledge of it and from the statistics of it, 
regardless of what may have happened in individual cases, over-all I 
have never heard that partial payments were holding up settlement. I 
mean, I don't think that the over-all experience would Justify that thought. 

}~hen I used to be here, I think we used to have a break about this 
time. I would be glad, if anybody wants me to answer or try to answer 
any more questions, to do so after the break. 

CAPTAIN WORTH~NGTON : 

Thank you very mucho 

(At the request of one of the students, the t.able written by the 
speaker on the blackboard, is reproduced herewith. ) 

]TW I WW II 

29l ~ o/12 

315, ooo o/1o 

65 B 0/16 

est. 6.8B 

lO 

4 mos. 1/2 

3000, one in i0 70, one in 4900 

Proc. 21 B 

Terms - No. 30,000 

$ of Canc. Comt. 4 B 

Settled for 560 M 

¢ on $ o~ c .c .  14 

Avg. time to settle 8 mos. 

Appeals 

Time to settle great 
bulk of claims 24 mos. 8 mos. 1/3 

( 1 8  J u l y  1946 - - 200) P. 
- 1 3  - 
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