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FIN~|CIAL AID: TO WAR SUPPLIERS 

16 January 1948 

G~AL ~cKI~LEY: Gentlemen, this morning our speaker is Brigadier 
General Eugene M. Foster, Assistant Chief of Finance of the United States 
Army. He is a graduate of the Industrial College, Class of 1934, and 
also of the Army War College, Class of 1939. 

His entire mAl~tary service has been spent in performing finance and 
fiscal work. Prior to and during World War II General Foster served in 
a n~nber of positions on the ~ar Department General Staff and ~_n the 
office of the Fiscal Director of the Army Service Forces which required 
him to effect many policy decisions of major importance in fiscal and 
finsncial matters. I know of no other person in the service who is in 
a better position, from both training and experience, to address us on 
the'important subject of financial aid to war suppliers. It is indeed a 
pleasure t O present to you the Assistant Chief of Finance of the United 
States Army, my old classmate at the War College, Brigadie F General 
Eugene M.. Foster. 

GE~ERA! FOSTF~R: Gentlemen, the subject I am going to talk about is 
one in which the Fiscal Director (now Chief of Finance) had a very vital 
part during the war. The idea of financing war .contractors was one of 
the vital features of the production program. We feel that it was a 
most successful one: as was demonstrated durlng the war. 

The title "Financial Aid to '~Iar Suppliers" is imposing, and ~;hen we 
consider that for the period 1 July 19AO to 31 August 1945 total War 
Department expenditures for procurement of materiel, including subsistence, 
totaled ll8 billion dollars, it was big business. It involved the whole 
economy of the country ~nd placed a special burden on our Nation I s finan- 
cial facilities. Yet in retrospect we ~iew the solution to the problem 
with ca~ satisfaction. 

The War Department had no difficulty in getting a~,propriations from 
Congress to meet our war prograa~. 'The committees of Congress were more 
than generous as is evident by the fact that unexpended balances in each 
Fear of the war totaled billions of dollars. We highlight the fact that 
~mple appropriation funds were available because it was this potential 
~hat mad~ possible the development of procedures to finance war contrac- 
tors without specific appropriations or authority from the Congress. It 
~ay therefore be stated that once our financial program was developed, 
he lack of dollars in no way im~eded war production. ~/e had sufficient 
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funds and any contractor who cou]d convince War Dep~rtment representatives 
that he could contribute to the production requirements of the Department 
could obtain funds for the purpose. 

It may be weal to briefly review the means by which a war contractor 
cou].d secure f.unds. These consisted of the following: 

.o 

1. A loan from a bank, secured by an assignment of claims under 
a government contract, or other~.~ise. 

2. ,~ loan from the Reconstruction Finance Corporation. 

3. A loan from the Sm~ller War Plants Corporation. 

4. A loan from a Federal Reserve Bank under the provisions of 
Section 13 (b) of the Federal Reserve Act. 

5. Adw~nces from the War Depr~rtment, Navy Department, or ~ari- 
time Co~mmission if the business enterprise held a prime contract. 

6. A Regulation V-, VT-, or T-loan from a bank or other financing 
institution guaranteed pursuant to the provisions of an executive order 
and the regulations issued thereunder'. 

7. A direct loan from the ~ar Department, Navy Department, or 
I~.arit ime Cos~aission. 

8. A comb'~nation of t~vo or more of the foregoing. 

So you c~u~ see there -~ere m~,ny ~gencies involw~d in financing ~ar contrac- 
tors. 

In view of the fact that we are convinced that the War Dep~.rtment 
facilities for finzncing war contractors were the simplest and most satis- 
factory method, we ~ill touch but briefly on the other me,?ns previously 
listed. 

The first of these other means was a loan from a commercial bank 
be sed entirely on the contractorfs'norm~?.l borrowing ~otc~nti~!s, which 
after 1940 when the •Assignment of Cl~ims Act was passed by Congress in- 
cluded: the assignment of his gcvernment contracts as sec~arityo Before 
that Act was pass~d thc~re w~s a general pro. ~b]tlon <~g~not ~ssignment of 
a claim arising ~der a c.ontract made by the United St~,tes. The amenchr~ent 
to the Act in 1940 chang~d the situation so that the contractor could 
assign a goverrffnent contract to a bank in support of ~ loan. Of course, 
even in that case the b~mk ran the risk of a cancell~ion of the contract 
by the Government thus impairing the bn~nk r s security. 
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It should be stated at this time that it was the view of the depart- 
ment then and stil~ is that private facilities for financing of war 
suppliers should be utilized to the fullest extent possible for two main 
reasons. These were (i) private financing eliminates to a large extent 
theneed for disbursement of appropriated funds and (2) it eliminates the 
need for the establishment by the government of an extensive organization 
and the use of a large number of personnel in connection with the adminis- 
tration of such financing. The credit resources of commercial banks, re- 
lated as they are to the econonv of the country, are an appropriate in- 
strument by which finsncing in time of war can be successfully effected. 
During the late w~r roughly about two-thirds of the working capital needs 
of war contractors were supplied by means of private credit. In the 
beginning, bank loans to war contractors were made in the regular course 
of business but as the war production picture became more demanding and 
loans had to be made to contractors in amounts greatly in excess of their 
normal working capital requirements , or had to be made to contractors, who 
though able to produce, were not financial]~ strong enough to get a bank 
lonn, it was necessary to find other means to implement normal commercial 
banking loan procedures. We will discuss them in order. 

As my subject is limited to financial aid for procurement of supplies 
as distinguished from development ef facilities to produce those supplies, 
we cs~ easily eliminate the R~construction Finance Corporation from our 
discussion. That corporation granted loans for the development of facil- 
ities and, except in a very few cases, was not involved in loarm of the 
type we are discussing today. 

The Smaller ~ar Plants Corporation had limited funds for its purpose. 
It had an authorized capital of 350 million dollars. In view of that 
li=it it was restricted in operation. It undoubtedly was of assistance 
te small contractors within the limitation referred to, but even theneeds 
of most small contractors for funds to meet war contr~cts were met by the 
War Department financing program. 

The authority i'0r leans by the Federal Reserve Bank under the provi- 
sions ef Section 13 (b) ef the Federal Reserve Act v~as not a war measure 
and was circ~nscribed by normal peacetime rules to such an extent that it 
was not used 4xtensively during the emergency. 

The first major government aid to wgr supply contractors was the 
advance payment program of the War Department, Navy Department, or ~(ari- 
time Commission where the contr~mtor held a prime contract. This method 
~f~financing war contractors was a very effective means of meeting prime 
contractors' fund reguirements. Authority to make advance payments on 
contracts for war supplies not exceeding 30 percent of the contract price 
was given the departments in the Act of 2 July 1940, This authority was 
superseded by Title 2 of the First ~ar Powers Act of 18 DecemBer 19Al 
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under which Executive Order 9001, dated 27 December 19~i was issued. 
This order authorized the departments to make advances, progress, and 
other payments under its contracts in any percentage of the contract 
price wherein, in their judgment, the prosecution of the war would be 
facilitated thereby. In the War Department, under this authority • , chiefs 
of the tcch~ical services were e~uthorizefi to approve the making of ad- 
vance payments when the amount of the contract was less than five million 
do!i~rs. Advance payments on contracts amounting to five million dollars 
or more and advance payments in excess of 50 percent of the amount of a 
contr~ct required the approval of the Under Secretary of War. The Chi.ef 
of Finaace was the agent of the Ufider Secretary of i'~ar in approving for 
him th:!,~se adve_nces. Under the Contract Settlement Act of 194A authority 
was ~ranted to incre~se the former !imitntions, if necessary, to carry 
a contract to completion or for interim financing. Increases of this 
nature could be made: up to 90 percent of the total ~.ount estimated to 
be paF:~ble ~mder a contract, including termination ch~rges, less any un- 
liquidated bt'le~ces of advance payments previously made. 

~J~.~re advance payments were authorized, the amount of the authoriza- 
tion was based upon the use of the contractorTs o~n working capital as 
much as possible. The adw~nce payment agreement provided that all payments 
on cost-plus-a-fixed-fee contr:e~cts and at le~st 85 percent, en fixed-price 
contracts be deposited into u special bank ,s~ccount with suitable negative 
covenants to protect the go~ernmentTs interest. These authorizt~tions were• 
limited to thirty-day requirements and withdraw'als from special bank 
accounts were closely supervised. 

The procedure for making advance pa~.i~ents was as follows. Requests 
for authorization to make advance payments in excess of the authority 
delegated to the technical services ~ere in each case submitted through• 
the head of the technical service concerned to the Fisc~l Director (Chief 
of Finance) for approw~! or disapprov)zl under the delegated authority of 
the Under Secretary of ',"/ar. I will not attempt to give you the various 
items of information required to be furnished "with such requests. They 
were 12 in number. Briefly, they included a showing of the need for the 
advance; a statement of the contractorts financial position, and such 
additional information as would permit of a proper evaluation of the need 
and the risk to the government involved in the advance. Advances were 
authorized only upon the furnishil~g of adequate security by the contractor. 
The security ~Jas in the form of a lien in favor of the government paramount 
to all other liens, upon •the supplies contracted for, upon•the credit bal- 
ances in any special accounts in which such payments may be deposited, and 
upon such of the material and other property .... " . . . .  • ,~cq~.l_~ ~d for performance of 
the contract as the head of the technLoal service and the .~cntractor should 
agree. 



It may surprise yQU gentlemen to know that Uncle Sam in this case 
and in the guaranteed loan procedures which l.will discuss later was 
not the benevolent gentleman that he might appe,cr to be in making these 
advances. He had a direct interest in getting production and proper 
financing made this possible, but he also injected into the procedures 
Some business acumen. He charged interest on the money so advanced by 
the government It was comcuted at the rate of 25= percent per annum on 
the unliquidated br~l~nce of advance payments outst:~nding frown time to 
time. There were, however, exceptions to this interest charge which 
were (1) in connection with contracts which provided that the work there- 
under should be performed at cost without profit or fee to the contractor; 
(2) in connection with cost-plus-a-fixed-f~e contracts on which the fee 
~';as disproportionately small compared to t~e amount of int'erest that 
would accrue on the, ~ advance payment; and (3) under c~rtain conditions 
when specifically authorized the Under Secretary of %'~ar and a few other 
cases where circumst~nces warranted, but in the majority of cases the in- 
terest charge was made. That this banking business of the V~ar Department 
was a .profit~ble undertaking is evident when we realize that not only were 
contractors~ fund requirements in excess of seven billion dollars°met, 
but interest accruing to the government on such advances total<,~d over 30 
million doll~rs !e~ving a net balance of almost 29 million dollars to be 
deposited to the gencr!~l fund of gh~ Treasury. 

From Jul.y 1940 when the first adv:-~nce payment was authorized t~ 
~i July ].946 when the program of advance payments began to be ~aterially 
curtailed, &,278 advances had been made to over i,~O0 contractors. As 
of 31 July 1946 advance payments h<~d zc£ua]ly been • made to contractors 
in th<!; aggregate amount of '~?,149,0OO~0OO and the amounts which have n~t 
been recouped .~s of this date total only 18 ~illion dollars and involve 
only 92 contracts. It is estimated that of the total, adw~nces made, not. 
to exceed ~1,5OO,0OO is .regarded as Uncol!ectable. 

There were certain limitations under the adv~nce p~yment procedure 
which limited its use in financing ~Ii war contractors. For inst~'.nce, 
adw~ce payments could not be made to subcontractors except thrc.u~h prime 
contractqrs.~ Advance p?.yments were not authorized in connection with any 
contract entered into after formal advertisisg. Contractors who subn~tted 

~ a competitive bid wereex,:ected to depend upon their o~m resources and 
ability to borrow through commercial channels for financing their work. " 

Before l<~aving th~ item of' advance p~yments, it m~_y be well to call 
attention to nnother item of l~'~yments which were of material val~e to the 
contractor but which ~re in .¢.ommon use in normal Army operations.. That 
is the partial or rro~ress~, o payments. These involve _payments to the con- 
trimeter upon.property acquired or produced by .him for the perfogmance of 
his contract. They were limited to 75 percent of the cost to the con- 
tractor of the property upon which p~yment was made, and in no event 
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would the total exceed 80 percent of the total contract price of the sup- 
plies still to bedelivered. Partial payments could be made UP to 90 per- 
cent of the direct labor and material costs to the contract0r of the prop- 
erty on which payment was made. These are provided for in the contract 
provisions and present no problem, Furthermore, they differ from t~e 
advance pa2~ent inasmuch as there is no intorest charge for advances So 
m~de. ' 

Our next subject is the one in which the Department considers its best 
answer to the problem of financing. :xar contracSs. It was a Regulation 
:V-, VT-, or T-loan from a bank or other financing institution guaranteed 
pursuant to. the provisions of the Executive Order e~d the regulation 
issued thereunder. In discussing the adv~l~ce-payment arrangements ~ men- 
tioned the f,nct that the ~'~ar Department was going into the banking bus~- 
ness, but it was not until we consider the guaranteed or V-loan and later 
VT-andthen T-loan plan that we rea]!y did become bankers. The Depart- 
ment takes pride in the development of the guaranteed programs and feels 
it is ea~ ideal means of financing war contractors.' These programs were 
flexible.. They met the requirements of subcontractors as well as prime 
contractors. They made use of commercial banking facilities and were 
operated at a minimum cost to the Government. 

The authority for the guaranteed loan program %,as based on Executive 
Order 9122, dated 26 ~,~rch 1942. 

This order was issued at the solicitation Of the War and Navy Depart- 
ments and the ~aritime Commission by virtue of the authority vested in 
the President by the various provisions of the First War Powers Act, 
approved 18 December 1941, on the basis that such action would facilitate 
the prosecution of the war. The first whereas of the order reads as 
follows : 

";qnereas in order that contr~cts of the ~'lar Department, the Navy Depart 
ment, and the United States }~aritime Commission (hereinafter r~ferred to 
as llaritime Co~.ission) which are now outstaiiding or may hereafter be 
entered into for war production, including the obtaining or conversion of 
facilities, may be promptly and effectively performed, it is essential 
that additional facilities be provided through governmental a~encies to 
s~pply necessary funds to contractors, subcontractors smd others engaged 
in such war production pursusmt to such contracts;..." 

The order further authorized the use of funds appropriated by Congress 
f6r the.purpose of guaranteeing loans, and authorized the use of the facil- 
ities of th~ Federal Reserve Banks and the Board of Governors of the Fed- 
eral Reserve System. It recognized the need of small business for assist- 
ance by the follo~.~'ing .whereas: ' 

"V'~]nere~s the guaranteeing or making of such loans, discounts, advances 
and commitments will gr'eatly facilitate the participation of small business 
enterprises in war production;..." 
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The 'Office of the Fiscal Director of the War Department (Chief of 
Finance) was given the authority by the Secretary of W~Jr to administer 
the prOgr.~n in his name and the success of the program' is a trib,ute to 
our naticna]l military policy Wherein a small Regular Army is-.expanded 
to an army of millions of men throuTh the inclusion therein of men of 
every wa].k of life trained in every technique of business. Bankers whe 
volunteered for s.srvice with th-~ Army brought with them the latest co~n- 
mercial banking methods and procedures, and tl[fe small group of Regui?~r 
officers blended with these business tcchincians to guide their commercial 
training and abilities into military accomplishments. 

. 

The organization consisted of a special division in the Office of the 
Fiscal Director (mow Chief of Finanoe) handling advance payments and guar- 
anteed loans ,mid with ~dlits.ry representatives located in the various Fed- 
eral Reserve districts as liaison officers to ass5st contractors in se- 
curing the necessary war loans. These liaison officers were i ocated in 
the Federal Reserve Banks. They ',,;ere people who were fa~dliar with bank- 
ing' procedures and with making loans. They were the operating people in 
the field. They did a fine job. There weren't so many of them, but they 
Were in each district; maybe one or two in esch district. 

The Federal Reserve Banks m~de ~<vailable to these liaison'officers 
office space and facilities ~nd any expense involved was reimbursed to 
the Federal Reserve B;~.nks from earnings accumuletcd from the ].oans. The 
operations were along this line. A contractor would be contacted by a 
represent,{tive of the technical service as to his ability to produce mu- 
nitions, After it, was det<~,r~ined th-,.t he had a potential for production 
either in facilities or "know-how." his financi~'d, problems were reviewed, 
He had the opportunity to oL'o to his own bo~nk and borrow up to the limit 
that the bank would allow. If this was not sufficient, the representative 
of the technical service and the contractor would contact the Arm~ fiscal 
liaison officer asking aid in financing the ccntr~ctor's ne~d. After an 
investigation of the contr-~ctorts finanical condition to determine that 
he w~s a re'asonab].e risk, giving consideration to the em, ergenc¥ require- 
ments for wsr production, the bank would be advised that-guarantees would 
"be gr?~nted under the provisions of Executive Order 9112, ~d a guars~qtee 
,~ogrCement would be drachm up to cover the tr.~saction. ,After. approval of 
the agreement the contr~,ctor would bc grantedhis loan by the Dank ~d 

• the loan would be administered by .the bs.nk and supervi'sed by t~e Federal 
Reserve Ban~ acting as fiscal agent for the United States° .The extent of 
our guaranteed .lo:u~ orogram cbvercd bo, rrowings in excess of 9 billion 
doll~r&. 

You will. remember in' the b~ginning of this t:~ik ! me.ntioned the fact 
that the :ample appropriations ~vailable to the ~:~'ar Departmen.t m~de it 
posSiblefor us to finance w~,~r contr, actors Without specific appropri-'tions 
from Congress for that •purpose. Initially. when the program ~;~[s begun, the 
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Federal Reserve Banks and some contractors were afraid that if appropri- 
ated funds were to be used, there was a danger if the war ceased suddenly, 
that the appropriations might all be used up in procurement and there 
would not be s~ficient balances to meet guarantees. The delay incident 
t~ obtaining new appropriations would be fatal to zeconversion. To sat- 
isfy th~s demand there was set up on the books of the Finance Department 
a reserVe under each appropriation covering procurement. It was decided 
that initially this reserve would be approximately 20 percent of our total 
guaranteed loans. However, as the progr~qm progresssd and was accepted 
with confidence by the banking fr:~ernity, the Department felt it unnec- 
cessary to maintain full 20 percent reserves. It was felt that in view of 
the possible cancellztion of contracts that would come with the close of 
war, sufficient f~nds would be changed to an unobligated status to meet 
any requirements ~der the guarantees and thereafter the r~serves were not 
adjusted,as the program adv~mced. The progr:ml, however, was so successful 
that any losses could have been paid from guarantee fees and the use of 
appropriated money rendered unnecessary. 

A description ef the various types of loans may be of interest. 

i. V-loan.--A production loan based on a certain percentage of 
amountsdue on uncanceled contracts. Originally, going concerns .not 
needing working capital were not eligible for a V-loan, since originally 
such loans were confined to pr~sent needs or ii~ediate anticipated needs 
for war production, 

2. VT-loan.--A production loan based on borrowerls investment in 
uhcanceled and canceled contr!~cts. Protection against termination exists 
in allowing borrower to include in the loan formula his investment in 
receivables and inventory and also payments made or to be made to. sub- 
contractors under canceled contracts. 

3. T-loan.--A tern'~nation loan based on borrowerls estim~te of 
termination claims. Of 560 such T-loans guaranteed by the V.rar Department, 
only one offers possibility of loss due ~to the company's overstatement of 
its claims. However, it should be borne in mind that when this basis of 
borrowing w~s incorporated in the Contract Settlement Act of 19~ the 
prime objective was to provide interim financing with a minim'~T~ of delay 
and red-tape, The T-loan progrmrL succ~issfully served its purpose, 

~. Direct loans,--While authority to make direct loans was in- 
eluded in F~xccutiw~ Order 9112, this method of financing was kept to a 
minim~un. Only four direct loans for production purposes in the amount of 
$ii,850,000 were made by the Army. Four more direct leans in the amount 
of 56 ~2~llion dollars were made inude~- Joint Termination Reguls, tions to pr. 
vid~ funds to prime contractors to Settle subcontractor's termination 
claims, Those were eases where the banks for some special reason did not 
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z~ant to pnrticipate. The contractor asked for direct loan, and the 
Department gr'{nted it. 

I might say that in this loan' program the Army, Navy, ~nd Maritime 
Co~m~ission worked very closely together. If a contractor wan'~ed money 
to fi.n'-~nce his Army war production contract and he had another contract 
with the }.[aritime Co_~.~ssion or Navy, the service having the .largest con- 
tr:~ct would handlo th~ financing for the other interested servic~,~s, and 
the losses, if ~ny, would be sh<~red proportionately by the services. 
One service would carry the guarantee and arrange to take care of the 
contractor~ s needs. 

Under the guaranteed-].oan agreements the b~nk could at s~,~" time-re- 
quest the 9~s.r Department to purchase the guaranteed portion of the loan. 
This was a sound protection to the banks. However, the v..~ar Department 
was called upon to purchase 0,pproximate!y only 20 ~r~illion .dol]ars of 
t.he guaranteed portion of lo~'~s. Of thnt !~mo~nt we ha'~.- recouped 16 
~illion dollars. These were different and in addition to the direct 
loans previously mentioned. 

The thing we must realize ~.bout this loan business is that the amount 
lo:med w~s in lin~ with the amount of busin~ss which th~ Government gave 
..u contractor. So ~'.,e did have •good security. ~en we m~de -~. guarmntee~ 
we k~le~" that the m:~n h,.id enough government contract business to cover 
any ~tount ~.~hich he wou).d .get under the lo<~n, It was onSy.in case the 
war ended suddenly thut wc would be in danger. It is evident from the 
success of thc progr:~m t!~at our guarantees were not exccssiw~. 

¶ 

tn~L. the g~aranteed-lo:~n program was a broad, To emphasize the point ~"~ 
all inclusive one to meet war suppliersT fin~-knci:tl needs, it may be well 
to cite a f~w specific cas6s o'f lo.'-~ns to show you we played no favorites 
reg~.rding size. I mention a C,'~.se of a !o<n of four thous~mnd dollars on 
a revolving credit gu~'.T~.nteed "90 percent. (This revolving cr<dit is 
where we h~-~ve a loan of four thous:~nd ~d the contractor could draw out 
three thousand e, nd later pay beck so,e ~n~d continue to borrow, just so 
the amount did not exceed ~<t 0.ny time the total of four thousar.d in his: 
rcvo!ving credit. Our guarantee would he o~-: 90 perc~,nt of th~ loan. 
The b<nk, ~" " - ~vzng ~< iO perc<nt share, would tak~: ~n int.ercst in doing a 
good .job in h~ndling it. Of course ! am not saying th~,t the banks . 
wouldn't h-:ve don~ that :~.nyhow. It was a patriotic job they w,crs doing 
as well as good business.) This item w\s a termAnation loan supported 
by a claim of the contractor for approximately four thous~nd dollars. 
He had a nmmber' Of other unterr~[nnted purchase orders aggregating about 
14~ t~Jousand dollars." The application, for the loan was made 14 September 
1945 and the guarantee agreement was consummated on 24 September .1.945. 
The loan was paid Off when the termination claim was settled. 
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We now skip to one of the largest credits ever extended to the knowl- 
edge of the bna~king fraternity. It ws.s a V-los~ with a maximum credit 
on a revolving basis of one billion dollars. ._It was to one of the Na- 
tion's largest industrial organizations. About 200 b.'~mks participated 
in the credit. Our guar~ontee percentage ranged between 50 and 90 per- 
cent de oending on the outstanding balance. The highest amount dr~..~ 
do~ o± any one time was one hundred million dollars. The application 
for the gUarantee was made I0 October 1942 and w~s :~pproved 31 October 
19L2. Of course this is the official record. I assure you, however~ 
extensive negoti~tions were c~.~rri~d on before formal documents were 
dr~wn up. This lo~m was paid in full. 

• UndOubtedly you gentlemen would like to ~ear more ~'~bout how we made 
profit out of this bs_nking enterprise. Banks in making loans to con- 

tractors under this pregr~m~ charged not to exceed 5 perc snt interest on 
loans made. The ~V'~r Department requir~d of the banks a fee for guaran- 
teeing the lo'~m. That is, .~-i percent of the interest earned by the banks. 
This perco.ut was b'~sod on the percentage of the guarantee 'Jnd varied 
from s.bout i0 to 50 percent of the interest rate. This little operation 
netted, after deduction for "~Ii losses and expens?.s incurred by the Fed- 
eral Reserve Bo~mks in ~zd~nistering ti~e loans, about 18 ~Ellion dollars 
which will be ov~ntu:~ily d~posited to the general fund of the Treasury. 

That the gu~,ranteed-!o~m p~o~r~m w~s a success in evidenced by the 
fact that there was introduced in the first session of the present Con- 
gress a bill, H.R. 3268, t~ amend the Federal Reserve Act so as to per- 
mit any Federal Reserve B~k to carry on a si.mii~'~r progr~m as ~ normal • 
procedure. This bill has .the indorsement of Mr. Eccles, Chairman, Board 
of Governors, Federal R~serve System. in my opinion, however, it would 
be to the adv,~ntage of the National Defense Estnblishment to carry on 
its o~m g~'Lrantce program for war production. It can set its own rules 
to meet its o~ requirements ~nd in ~d~r~nistration be more liberal in 
.its appiics~tion of the rules governing the guarantee. 

In war smple aFprepri~tions are m~de avail~ble to meet our require- 
~ents. ~A.~e t~Ik about budget problems ~nd all that, but the real fund 
probl$ms in v,.ar are not getting the money from Congress. ~"~e turned back 
in the Fiscal Ye~r 19~ and had re~p~ropriated for our ne~t ~Tear's needs 
over ~ biliion dollars. Appropriations for 194~ -~xceeded 74 billion 
dollars. 

During the ~var -~.s Chief of Fiscal Control of the Office of the Fiscal 
Director I would have requests from off&core of opera,ring br~nches for 
f~nds to fi~:m.~ce proj~ects tot~iing l~J.ilions-,of doll urs. The only questio n 
~sked was "~'hether or not the project w~s approved as necess~ry for the 
w~r effort. 'A'c could not meL~sur~ dollars ~gainst men's lives. Therefore, 
the :terms ~.~ilions and billions were glibly used a~.d our thinking became 
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much inflated. Those dnys are over now ~md we arc going to get back to 
talking in hundreds ?~s was the case prior to the beginning of the war. 

i person~l experience may highlight this poiot and be of interest. 
In the First V:orld %~'ar I was at Camp i~:%ad~, ),,%ryland. The only old 
timer "'.ssigned to me was a Serge,~nt, Quartermaster Corps. Hc ~sked me 
to reco~nend him to Washington for promotion to a senior grade Sergeant 
which I did, and ~.imost before the recontmendation reached th~,~re I re- 
ceived a wir~ promoting the Sergeant and ordering hLm to proc,~ed with- 
out delay to Nc~q)ort News, Virgini:~. ! w~,s'not terribly sorrF to lose 
the old boy because we had had several difficulties. He w~nted to stick 
exactly to the book, whereas I had just com~ from civil life sad didn't 
know any too much about the book. He had warned ~e that with my liberal 
ideas I would n.~ver get along in th~ Ar~v; that I would sure get into 
trouble. In the l~:tter pa~ of 19].8 1 w~.s sent to Newport Nc~,~s on an 
inspection ~nd met my old friend th.~ Sergeant, who had been promoted to 
a 2rid Lieuteneaut. I had been pron'oted to a ,'<ajor. I asked him how 
t&ings w<me going. He said pretty well but that he didn't feel th.at he 
had gotten veriF far in vie-~' of his Arnly experience, but he had reached 
this conclusion. "You know, I often think about you "..nqd me and our 
talks at Yeade. I h~',ve come to r,~-alizc why it is that I am only a 2nd 
Lieutcm~nt ~d you, fresh fron~ civil lif:;, a ~.,[ajor. }~ c,,~nrlusion is 
thut before the war I used to deal in hundreds and thought "~. hundred 
dollars was a lot of ~noney. ~i,~en the w~r "came on I said, ~this is big 
business and I :m ~, going to talk in theus;~nds.' You came from civil 
lif~ without th~ ~, inhibitions of the "old Army and im~ediately started to 
talk in millions. It put you over, whereas my thousands held me b~ck." 
That is just where w~ ",.re today. ~$fe have been t~Iking in mill.ions ~md 
billions :md w< ~, h:'~vc quite <)n inf!:~..t<.'d ide'< on doll~rs, but I can assure 
you v~'~re going to ch:~nge our language from now on. We are going to 

':get back to the, ~ old Serge:rot dny ~nd talk in h~mdr~ds aC~in. Then when 
war comes--if it do:~s--we may again inflate our ideas and taik in m~l]ions 
and billions. .... 

Now,' ~ the invitation .for me to t:~lk to. you there wore two items 
mentiom~d ~hich I have not discussed here. One n,f them wo~s the question 
of shortening the tim<~ betw,~e.n the nc~zotiation period for a' contract and 
th~ actual dra:~in~_ UP of the contract so the contractor craq o-~"~ to the 
bank and =~-~ "~ ., a ne.~t1~te a io,0~ promptly. That being mainly procurement 
mstter, I mode inquiries around the top brass of the War D~p..~rt..~.~nt; I 
shouldn't say "to~; brass." I menu], the. medium working Class there.; I 
found that serious consideration was b~Lug given the subject~ 

The question was asked ~s to whether a formc~l contract was needed 
by s~ contract~r tc borrow from .a b~k.. I found that the b~ks do require 
s~mething that they c~~ use as collateral, and that a letter of intent 
is not accepted for that purpose. However, a ±~tter contract is accepted 
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for th~ purpose, ~md it was used extensively during the war. This 
being a procurement matter, I am not'going to discuss it further this 
morning. I haven't emough information or i~eas on the subject to really 
be of value to you here. 

I did ask Gener'~l Cook, who is o~.~ a board coordinating ~rocurement 
between the Army, Navy , m~d Air Force, wheZher that subject would come 
up; and he said be was pretty sure that it would. So we may h~.ve a solu- 
tion of that from that beard. 

There was one other question that was listed for me, ~Id th:~t is the 
performance bond. I find that the sere thing happened there during the 
w'~r. Perfc:.rmsauce bonds were. not used very much, because we picked our 
contr;~ctor. It was Hot a qu-!~stion of contractors coming in ~nd bidding 
on something and y:,u net knowing ~n~..~hing about them. You picked your 
contrA.ctor and sc you weren't worried about such things ~:~s performance 
b~nds. In m~'.st cases you wcrenlt worried about them an~uy bec:mse it 
w~s q cost-plus'a-fixed-fee contract. You paid for it yourself mqyhow° 

So a performance bond is just a question of judgment. In peacetime 
it ~'as useful, especially when ~i~u didn't k~~.ow with whon- you were deal- 
ing. But t~'~,t toc is an item which is subject to further study and I 
am not "going to d~:,,ell upon it. Theref<~re I think that I have given you 
alll can in ta prepared talk. Before I lay myself open te y.cur tender 
mercy, I will smmmarize my thinking. 

• i. In war s~m~l,,•~ .~ funds will be provided by Congress to meet cur 
every need. 

2. The guaranteed-lean progr~n and the advance-payment pro grmr, de- 
veloped during the ].ate war is a sou~qd method ~.f providing funds for war 
cc, ntract c, rs. 

3. The use of c<:mmercia] banking facilities and fm~ds for financing 
wur contractors is the most efficient ~md economics:..! way to accomplish 
the purpose. 

4. Thr~ug~ the use cf the guaranteed-loan program fins~mial aid was 
furnished war contractc:rs in a sum in excess of 16 billion dollars with- 
cut s~qy final charge tc the public Treasury. In fact th~ opcr-:~tions 
during the late war of the adv,~a~.ce-oavment program and the guars~nteed- 
loa n program will per;~it ~,~f a depc~sit to th'~ general fund cf the Treasury 
,~f a net ~rofit in excess of AO ,~uillion dollars. 

5. It is to t~ interest cf the Naticnr~l Defense Establisb~.~ent to, 
administer the guaranteed-].c:~an prc,,gram rather than t~" have it ~dministered 
by another agency cf the Government. If we maint~in the program, we can 
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keep it flexible ~-mnd base our approw~l of the loan on the part,mount need 
f,~r th~ facility tc b~ financed rather than the financial position of 
the contractor; wher~,~s if the l~.,mr, prc~grmn is c~-.ntrolled ~uad administered 
b~'/an~~ther government .agency such as the Federal Reserve System, there 
is d~nger that reque~ts for loans will be approw~0 on" t!~c basis of the 
contr'~ctor's finnnci~l position instead of our requirement for his facil- 
ity. 

C ~T~-~'T,,:,~:~ :~ ~',~'cKL,~L:;Y:'~ " Before we get intc the' qu.~sti <n peric, J I will take 
a few minutes tc) state th'.{t the stc:r~ that Genera] Fc, ster tcl:~ has z very 
great moral as fs.rz as I s~.: concerned. My war experience in mj{ assignment 
here in ]7.~Jshingtcn ~'?~s :of such a nature that I was in c~:ntact %~th the 
General Staff, w:~th what we might ca.].] the top brass, prc bablj the Penta- 
gon "D-ring" le%.el rather th;m the "E-ring" level, during the war. ~e 
thing thg.t I ses{ there was that importg~qt military men, very highly re- 
spect'ed and v~ - i t n  hizh rank, ],~st their heads because they c~uld net ab- 
scrb big figur,~s r'~pidly enou~Th. That en.s thing that h,~' was talking 
,.',.bc~t in his s, tor$~ abrut the serg~ant who was fr~z~n in thinkin%] in hun- 

• "dreds, cost m'~ny im?.~:rtant ~i'ecs~le their he:~.ds. S~~ I c~uticn j[,;u, in 
all your thir~<in~, in all y~ur pl,~ning, and in all your future in the 
Ar~, keep flexible and be able to ~.ccept new thin~s and r~pid adv-mnce- 
ments. It is import-~nt when you get up there and the chips are d.-',wn. 

Now we :'~ill have questi'~ns fcr the General. 

QUE,$TI,~'~.: The President's Air Policy C.~r~mit'tee in its rep~,rt inti- 
mated th!~t i J~nu~Lry 1953, ~r~?ht be A-day, after which we might expect 
a sudden attack. %~hat plans ~,re being ma,le for financing war supplies 
in the event that war t.-~K:~s place ~;verni~3ht ,..:r if we are struck suddenly? 

~N~ IT ~e ' t G_, ..... FOSTER: haven -~.~y improvement that I can think ,of en 
the .guaranteed-loan. yregram as it ~.~as developed during the war. It is 
-so simple and so flexible that I .:ic~ n~t see anyproblem in fim~ncing w.~.r 
contractors in the .future. 

• " "[ 

It is a very sim~le system,• because .':~ii they d..~ is ;:~ to the b~nk. 
I NOah, after our ~. ~pl~ go to them and talk about a contract and siy, 

• " the m~mu "~A~e are ~uaxious about y..roduction. We wea~t you to c~o this, 
says, "I h~ven't the m~ney to reccnvert to do the ~:-~b." I'¢e say, "Come 
with us." So the technical service man t~kes the cc.ntr~tctor to the 
finance liaison man. They sit ~ ~,,wn with the banker ~md our financ~ man 
assures the banker, "Y~u take what y~u want cf this lehn and ~e will guar- 
antee the difference." Then the banker is assured that at any time he 
chn dump it back in our lap. The money is ns free as c.~m be for ~rocure- 
ment contracts. I do not see ~ny prcblem at all. 

• QUESTION: You mentioned the risk of.financing Contr~.cts, Did anE 
ef y~ur contractors go .bankruE~,t ? " . "  
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GEN}!~RAJ_ FOSTER: I do not know about that. Here is the thing: If 
they ~ent bankrupt, it was not because of their difficulties in getting 
money. L t:hink there were few, if any, war contractors who went bank- 
rupt duging the ~,~ar. After the war some contractors tried to reconvert 
on a shoe string and all they had was know-how. We had put them in busi- 
ness. A lot of' thm~- tried to keep in that business after the ~zar. They 
did not get civilian business fast so failed. I doubt that there.were 
very many failures during the war, our flexible means of taking care of 
finar;cir.g contracts prevented it. 

QU~{STION: H'-~ve there been any cases of contractors trying to get 
payment for supplies or services on contracts made by unauthorized per- 
sons or on oral contracts and not confirmed in writing? 

GE]'~ERAI FOSTER: ~e had some cases like that. t~er< they were made 
by unauthoKized persons, the question was whether the Government got 
the goods. If the Government got the goods, the contractor would get 
his money, The technical problems that we have in peacetime were not 
there during tho war. We had very close coop%ration with the Comptroller 
General. 

~""~ ~ I{cKINLEY: ,~E.,I~A:: I can't say too much, General Foster, about the 
surprising cooperation we got from the ComPtroller during the war. On 
his record during peacetime I thought that his office was going to be 
our big stumbling block. But they really were wonderful. 

COLO]:[EI. ~ ~ : ~ " :v:cb[.L-.OCI~: }!ave you any recommendations in mind for possible 
" " :..: l.lzation nlan th~.t is now raider study inclusion in the Industr_~az ~~ob''" 

that ndght help this situ'~.tion in the event of :xnother ;var? 

GF>.']~RAL FOSTER: I ~,~ould defintt-~ly recommend that you include a 
guaranteed-loan program, supp]_~mented by ,an advance-paymen t program. 
Some people like the adw~,,nce-p,~.yment program bettt~r than the guar~nteed, 
loan, but the guaranteed-loan progr~n was very broad. Any adv,,~nce-pay- 
merit progr:m'~ would be limited. If ~'e wanted to advance money to a sub, 
contr~:ctor, the only ;;'ay to do it was to advance it to the prime con- 
tractor, whereas a guaranteed-loan could be m~ade to the subcontractor 
or sub-s.ubcontractor. We gu:arantead mp.ny foal-s" to subcontractors. 

GENE).AL ],:cKINI.EY: Would it require the prep=ration of any legisla- 
tion to include a plan that would require immediate action of Congress 
in the event of an emerg,encs~ 

G.-9~ERAi, ~'~ .... v'~ ~,Te ~ ;~,_~i~: ,,,-: got by with Executive orders in the late w-Jr end 
we can get by -'{gain. However, what you are going t,o be u~ ag:~inst is 
this: Mr. Eccles is upwith a. bi]_l to authorize the Federal Reserve 
system to operate such a progr.aJn. He would probably object to ~[ny legis- 
lation allowing the ri~litary Departments to do it. }{e ~ants the Federal 
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Reserve Bank to do the complete job and would probably object to our 
request for legislation. 

I remember we were told when I was in the Industrial College in 
1934 that it w~s a question as to wheth{-,~r we should prcs~nt the Indus- 
trial Nobilization Plnn to Congress at that time or whether we should 
wait, because if w,:, presented it at that time, it would be torn apart 
and maybe we wouldn't get anything, whereas our chalices would be better 
when we ,:~re thr,~aten~d. That is wh-~.t we are up against in regard to 
this w~ry thing of the guaranteed-loan progra m . If we put it up to 
Congress ri,qht now, I m~ afraid ~, Ecc]es ~i object to it and prob- 
ably it will help him to get his bill. through. 

C r~;''~;:"~T ~R:{,.~J: Under the V-].o.-~n program thnt you t:-iked about 
would it be possibl~ for a critical program to be held up by a bank's 
r.efus<~], to send money by virtues of the excessive risk involved in the 
ten f,crc:~nt ungu:~r,:mteed portion of the l©~,n? 

L':'~ T ~ T G.~:FJ6,~ FOS'f~q: If. the Arn1~,, Navy~ or Air For~es thought the con- 
tract was nec.~ssnry, they would make, ~ a direct lo:~n. They w~;rc authorized 
under Executive order, if the bemk thought the. risk was too gr~:~at, ~t~ 
take all the risk. 

~,~_,,~_r~r~.~T~T ,~,,~;.,~r~,:~.. In "Other words, it would be an advPz~'cc ~ .=yment.r'- 

GENI,;RAL FOSTD}~: No. It would be a io'm, but ~ direct, loan instead 
of ~ gus.r-~nteed-loun. We would _loan the money from appropriated funds 
or earnings ~ccumui'_~t~.d from internist on the progr:'.m. 

G~P<~IRAI ),~cWT~,U,-<.Y: . Do I unders!a~.d that the only difference between 
those two is that in the direct loan you have to administer it, that is~ 
do the banker's administration, which you would like to be free from? 

G.EUFmRAI. FOSTER: Th~,t is right. 

GE'!ER/il. Y~cKL [ . . . . . . .  You want to do as little of that "zs possiblE? 

~EUEI!/J FOST~,R: Y e s . .  We wtff!t t o  keep  t h a t  i n  c o m m , : r c i a l  c h a n n e l s  
as  much a s p o s s i b l e .  T h a t  i s  t h e  p o i n t . .  WE c ~ l  mak,~ ,'~ d i r e c t  lo..'tn, as  
we d i d  i n  t h e s e  e n s e s  c i t e d .  Wc c o u l d  do t h a t .  i f  n ¢ c ~ s s : : r y ,  b u t  t h e n  
~,,'~,~ would have to put up our own ~ney, ~9~ercas when you guar,antce .~ 
loan, you do not use your o~. money. The b'~nks use their moneyo " The 
Services do not use their own money unless they pick up the loan; 

QUE[:~TIO'.,,~: If I re~nember your figures correctly, you s~-id th-~t the 
Ar~g/ fin~mced something in thiz neighborhood of 170 billion dollars dur- 
ing the w:-:r, ,'~.nd that about two-thirds was fin.'mced by normal commercial 
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means, ,~zad you gave w~rious means. I remember that you said you had 
about. 16 billion ~mder this guaranteed-loan program. Would you mind 
reviewing the other amounts, th~ Federal Reserve and so forth, and 
stating th.e approximate magnitude of th.~ others? 

GENIAL FoST~I: Commercial banks would give a lo~n ~.thout any 
~uar~ntee in many cases. Here is the thing about guarr~nteed loans: The 
b;~nk, if it thought there was no risk involved, would not bother to get 
a guars~tee on the loan, because it would earn all the interest due on 
the lo~,n. It was only in cnses where banks were leery that they would 
ask for a guarmntee. 

QUV;ST!ON: I understand that, but I mean public financing. ! gather 
that two-thirds wos by private fin~.ncing. 

GENERAl, FOSTER : Yes. 

QUESTIO~,.~: And one-third was public financing. There were v~rious 
progro~ms--the Federal Reserve, for inst,~nce. Would you mind indicating 
the amounts of the different progrs~ns, how much they were? 

~ E R . ~ L  F O ~ £ ~ :  I h a v e n ' t  any  f i g u r e s  on t h ; - t  , I l o o k e d  up t h e  
RFC report, and its loans were facility loans. I was told I was not to 
discuss facility loans. The RFC did ~ big business in facility lo~_ns 
in the last war. It not only made los_ns but 0ctually built plants 
through its Defense Plant Corporation. I ~m getting off my subject on 
that p:~rt of it. I have no figures on how much Sm~ller ~A'ar Plants spent 
for w:~r production, because under its authority it could help finance 
plants for civilian production. So I do not know ho~ much of its work 
went for war production. I have no figures ~th me. 

Q[D~STYON: General, in connection with the guarantee of lo~ns you 
made a statement a moment ~igo which indicated to me that the Government 
took part of the interest on guare~teed loans. Can you give us some 
idea wh~t tho~t m~ounted to? 

GENERAL FOSTIi'ZR: Yes. Theft would depend on the basis of how much 
of the gu~,rantee we took. It ,~ould be from iO to 50 perc.::nt of the 
interest earned by the bank. 

COLONEL ~,TcK~:ZIE: General, in many cases the record of payments by 
the Arlr~ was not too good. If we are m~ing'a point her~ of charging 
these people interest on the money'they borrowed from the Government, 
what wouid be your thought about giving the vender interest on the ~ccounts 
due him?" 
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GE~,~J., FOSTER: I am. glad you brought that UP, because, you see, 
I mm a representative of the Finance Department. I didntt w~nt to 
cro~ too much about• the Finance Department, but I will: tell you this: 
The prompt payment of bills is our job, and I think we did a Swell job, 
c~ud I h',~ve records to prove it. I .might say that "one of the big aids 
to finance war Contractors is to always get him his money promptly. 

Now, tLere were some cases where payments were not made promptly, 
but those were where t~ere were arguments with the contracting officer 
or contractor about how much v.,,:i:s due. There wou!d be cases.where a 
Receiving Report was delayed due to questions on delivery. 

We had our disbursing officers widely distributed, ~md required re- 
ports to be made of e~y delay in payments, imy bill on hand over 30 
days had to be r~ported. I tc!i you, our people were right up to date 
in p~o ....... ts ~Is soon we saw ~]y office get behind, we assigned add- 
itional personnel to help ~h ~ 

Reg~rding the payment of interest on delayed paym6nts, you would not 
get to first base with Congress or an2~one else on that. If we were to 
s:-:,y t~:?.t payments were delnyed through our failure, Congress w6uld soon 

• tell us to correct thu situs-rich. 

COLONEL ~.~,_,.~.~'~'~",~.~.~. I would iikc to supplement wh?.t you s~:id. It 
seems to me that the p~n~..~ty m~ght be automatic. If v~e don't pay an 
accomut within the discotmt period, we lose the discount. 

l 

C~ ~TQ.~I F(:S~ER: Yes, if there is a discount offered. 

C TT"?~T'~) A T $~'~T2"TST T ":2"~ ,~.~;~:~ ..... ~ ........... : I v.:ant to m:~.ke "~ remark about this thing of paying 
bills, because I h.~.d some gri~-,~f on that myself, being in the business of 
processing invoices for p::yment. A great deal of the delay was in our 
o'~i h'ands in processing instrt~.~ents to th~ Finance Department. 

It may he interesting to you to know that just at the Q.~. Depot at 
Philadelphia, wher',~ th@y h.~dled a lot of interim, payments on account of 
repe~ted shipments on a contr,~ct, after ranking ~ study and revising ~ii 
the procedure in processing invoices, ~re @ere able to reduce the number 
of invoices th',~.t had to be in process mt all times from 17 thousand to 
13 t.i.ousmqd~ Th,':,t was what wcs on h'l-md in the pipe" line ~n trying to 

f_~ .... ~ officer for payment. get the invoices to the :, ..... ~ 

~e kept tr:~ck else of the tim,s it took te get the checks out. It 
wasn't so bad there. It was worse on us. But you fellows in the fresh veg- 
• etabie business want the money before you ~-ill ,~ven prdvid,~ the, TM stuff. 
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o,, .... ~.~ ...... ~ :  I don beli~w~ I made the statement theft the 
Finance Department had been neglectful in p~.y~'~ ~.o the accounts. I used 
the expression "the Ar.~,-." 

GE!':E}IA! FOSTER: I did not ,mention that to b<~ critical; but, as I 
say, th~ prompt:p~5'ment ~f accounts in something I have lived with for 
thirty y<~ars, ew~r sine% I joined thc~ Army. Right after the late war 
l.~,~as on duty ~ the Office, Chi.~f of Fin:~ce and worked on that very 
thin~, of speeding up p!<ym~mts. You touched on a subject t:=<~.t I could 
talk ~n for hours, but I will not. 

COI O~"['ZI: YcKENZ!E: The point was mad, ~. of discom~ts that v;ou]_d be 
].est. I don~t believe mcst of our ,,vi~.r contracts h::d any discounts pro- 
vided in them. I ~,as a w ~ r e  of m ~ , . y . c : ' . s e s  ~.~here small contractors were 
re u!iy up asaimst the fence. A lot of d~:iiveries bud been made znd the 
papers ",'~ere in process, but the deiiv~ry point would be at some distance. 
The paying officer would be quite som<~ distance removed even from the 
man who had acceoted delivery on th~:se items. There w<s ::~n awful lot of 
money tied up on the p'-~rt of mnny contr:~ctors even after deliw~ry had 
been made. 

I r:':01ize th~.t there is no provision by law ~,:hereby t h<~ would be en- 
titled to any interest. But .~/ou hs.ve mzde quite a point this morning~ 
G~n6ral, that the .Government has t~ken interest on th~se lo~us. I just 
wanted to throw that other idez into the hopper. 

G!;'r'r~"T FOSTER: Of course, in ~:h ~ "  ..................... ga=a to payments where the supplies 
arc shi~ped to a distance, ~nder our ccntr;~ct arrangements there is no 
provision requiring that .accounts be paid ut just one pl~.ce. That is 
up to the contracting officer. 

~efore the w~.~r there were contracts m~d~ in Chicago for beef to be 
shipp~<'d out to different places ~..ud p',~yment would be made <t destination. 
It :.'~rould go through the local ~gent of the beef company, :und we would 
pay their bills !oc:~lly, or we would pny in Chicago whichever vmy was 
provided for i,u the contr,~ct. - 

:.'~e can do th',t. Our system is so flexible theft ~:Ii we have to do 
is to put in .the contract where bills ~re to be paid. V~e i~,ave twenty- 
st~ven Finance Offices, U. S. Army loc:~tcd throughout the coquetry. 

7 

QU.~:STION: Does the Fin,~,ncc Office h,,ve ~ responsibility for seeing 
that ~ papers get together? In other ~,~ords, does the Finance Officer have 
the full responsibility from th~ time, we will say, a shipment is made? 
Is the time figured f.rom then ~s to whether the bill is paid promptly, • 
or only <~fter th,~se papers get back into the Finance Office? 
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GENERAL FOSTER: Normally it is the responsibility of the Finance 
Officer to see that the bills of the Arnv are paid promptly. To accom- 
plish this, a system wa~ estRblished in 1920 which provides that the 
purchase order or contract ~II contain a provision that tho invoices 
be ~m~iled direct to a particular Finance Officer. It further provides 
that at the time of issuance a copy of the contract or purchase order 
be ~miled direct to the Finance Officer s~d further that a cops~ of the 
receiving report be mailed to such officer immediately upon receipt 6f 
supplies provided for in the contract. Under this system whenever a 
Fin~ce Officer receives a copy of a contract, sm invoice, or a receiv- 
ing report, he is required to start tr:::ccr for any of the z~ssing docu- 
ments so th~ he m~]y expedite pa3~ent. Such a procedure accon~>lishes 
two purposes. It charges one agency with the prompt payment of accounts 
and it tends to reduce the possibility of fraud which is inherent in a 
system whereby a procuremez~ officer through collusion with some mgent 
of the contractor n~ght be able to complete fraudulent vouchers and sub- 
]~t the completed vouchers to the Finance Officer for payment. Under 
such circtur~stances it would be difficult for the Finance Office~r to 
detect fr~ud. If papers are semt to the Finance Officer from three 
different sources, (i) the bill from the contractor, (2) the contract 
or purchas~ order from the contracting officer, and (3) the receiving 
report from th~ receiving officer, prob:~bility of collusion is materially 
reduced. 

During th~ war ~xceptions were m:ide of this general provision and 
in some cases contractors were directed to mail theAr invoices direct 
to the procuring officer. Like?~ise the receiving reports were to be 
sent to him. In those c~'~scs he prepared a com~lete voucher, c~rtified 
same, and sent it to the Finance Officer for pa$~ent. Where this was 
done, the responsibility for any delay in }~a~.ent was taken from the 
Finance Officer and placed on the ~recurement officer. This hn~ a de- 
fect other than that of making fraud more e~.sy, that is, the procurement 
officer's job is to procure and the payment ~:~f the ~Iccount in secondary. 
Therefore, dela:ys ma~ occur d~1~ to l~ck on his part of "~ prim?.ry interest 
to expedite pa$~ments. The thought has been advamced in f~vor of this pro- 
cedure t~'at if the invoice was m~:iled to the procurement officer he could 
check to see that the ~mount bi]l~d for is in agreement with the amount 
purchased. The answer to that is if all papers are sent direct to the 
Finance Officer, he is able to verify the fact that the amount purchased~ 
the amount d~livered, and the amount hi!led for are in agreement and that 
~uy discrep:~ucies are independently investigated. I definitely feel that 
the system of having the Financ~ Officer receive invoices direct is the 
soundest and will assure accurate ~nd pro.~pt payment. 

G_~N~RAL}~cKINLEY: We are ~imost fifteen minutes overtime, so we are 
not going to have :my arguments about theft, Let me t:~ke this opportunity 
to thank you very much indeed for coming down here and giving Us this 
most entertainLug morning. Thank you very much, General. 

(ll February 19~8--450)8q 
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