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’FINANCIAL ATID' TO WAR SUPPLIERS

16 January l?bs

GENERAL McKINLEY: Gentlemen, this morning ocur speaker is Brigadier
General EBugene 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 military service has been spent in performing finance and
fiszal work. Prior to and during World War II General Foster served in
a number of positions on the War Department General Staff and in the
office of the Fiscal Director of the Army Service Forces which required
him to effect many pelicy decisions of major importance in fiscal and
financial matters, I know of no other person in the service who is in
a better position, from both training and experlence, to address us on
the important subject of financial aid to war suppliers, Tt is indeed a
_pleasure to present to you the Assistant Chief of Finance of the United
States Army, my old classmate at the Nar Gollege, Brigadier Genszral
Eugene M, Foster,:

GENERAI FOSTER: 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 i1dea of financing war contractors was one of
the vital features of the producticn program, We feel that it was a
most successful one, as was demenstrated during the war,

The title "Financial Aid to War Suppliers™ is imposing,. and when we
consider that for the period 1 July 1940 to 31 August 1945 total War
Department expenditures for procurement of materiel, including subsistence,
totaled 118 billion dollars, it was big business, "It involved the whole
egconomy of the country and placsd a spvc1al burden on our Natien's finan-
gial facilities. Yet in retrospect we view the sclution to the problem
with calm satisfaction.

The War Department had no difficulty in getting appropriations from
Congress to meet our war program, The committees of Congress werz more
than gererous as is evident by the fact that unexpended balances in each
year 6f the war totaled billions of dollars, We highlight the fact that
ample appronriation funds were available because it was this potential
»hat madée possitle the development of procedures to finance war contrac-
sors without specific appropriations or authority from the Cengress, It
way thercfore be stated that once our financial pregram was develeped,
he lack of dellars in no way impeded war production, e had sufficient




funds and any contractor whe could convince War Department representztives
that he could contribute to ths production requirements of the Department
could ootu*n funds Tor the purposaz

It may be well to bricfly rsviesw the means by which = war contractor
could secure funds, These consisted of the folleowing:

1. A loen from a bank, secursd by an assigament of claims under
a geovernment contract, or ctherwise,

2. 4 loan from trﬁ Reconstruction Finance Corporaztion,
3., & loan from the Smaller War Plants Corporation.

L., A loan from a Federal Reserve Bank under the preovisicns of
Section 13 (b) of the Fedaral Ressrve ict,

5. Advances from the War Department, Navy Department, or Mari-
tine Comudssion if the business enterprise held 2 prime contract,

6. 4 Regulation V~, VT-, or T-loan frem a bank or other financing
institution guzreanteed purs uhnt to the provisions of =n exccutive order
and the regulations issued thereunder,

7. & direct loan from the War Department, Navy Department, or
Faritime Commission.

8. A combination of two or mors of the foregoing,

So you can see there were mony agencies involved in finencing war contrac-
i B .
.Lors, .\

In view of the fact that we are convincead that the War Department
facilities for financing war contractors were the simplsst and most satis—
factory method, we will touch but brlcfly on the other means previousiy
listed,

The first of thesc othor mesns was & loan from 2 commercial bank
besad entirely on the contra ctorts nermal borrewing potentials, which
after 1940 when the issignment of Clzims Act was passed by Congress in-
cluded: the assignment of nis government contracts as sscurity, Before
that Act was passed there was 2 general prohibiticn against assignment of
a claim arising wder a contract made by the United States., The amendment
to the Act in 1940 changed the situation so thot the cantractor could
assign a goverrment centracst to a bank in support of a loan, Of course,
zven in that case the bank ran the risk of o cansellation of the contract
by the Government thus impalring the bonk's sccurity.




LY

It should be stated at this time that it wes the view of the depart-
ment then and still is that private facilities for financing of war
suppliers should be utilized to the fullest extent possible for two main
reasens, These were {1) private financing eliminates to a large extent
the need for disbursement of appropriated funds and (2) it eliminates the
need for the establishment by the government of an extensive corganization
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 economy of the country, are an appropriate in-
strument by which financing in time of war can be successfully effected,
During the late wur roughly about two-thirds of the working capitzl needs
of war contractors were supplied by means of private credit, In the
beginning, bank loans to war contracters 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 éxcess of their
normal working capital requirements, or had to be made to contractors, who
though able to produce, were not finaneially strong enough to get a bank
loan, it was necessary to find other means to implement normal commercial
banking loan procedures, We will discuss them in order,

As my subject 1ls limited to financinl aid for procurement of supplies
as distinguished frem development of facilities to produce those supplies,
we can easily slininate the Reconstruetion Finance Corporation from our
discussion, That corperation granted leans for the development of facil-
ities and, except in a very few cases, was not involved in leans of the
type we are discussing today,

The Smaller War Plants Corperation had limited funds for its purpose,
It had an authorized capital of 350 million dellars, In wview of that
‘1limit it was restricted in operaticn, It undoubtedly was of assistance
t¢ small contractors within the limitation referred to, but even the needs
of most small contractors for funds to mest war contructs were met by the
Wer Department financing program,

The authority for leans by the Federal Reserve Bank under the provi-
sions of Section 13 (b) of the Federal Reserve Act was not a war measure
and was circumscribed by normal peacetime rules to such an extent that it

was not used extensively durlng the emergency,

The first major government aid to war supply contractors wes the
advanee payment program of the War Department, Navy‘Department, or Mari-
. time Commission where the contractor held a oprime contract. This method
‘of financing war contractors was a very effective means of meeting prime
contractors! fund reeuirements, Authority to make advance paymants on
contracts for war supplies not exceeding 30 percent of the contract price
was given the departments in the fct of 2 July 1940, This authority was
superseded by Title 2 of the First War Powers Act of 18 December 1941



under which Executive Crder 9001, dated 27 Decermber 1941 was issued,

This order authorized the departments to make advances, progress, and
obther payments under its ceritracts in any percentage of the contract
price wherein, in their judgment, the prosscution of the wir would be
facilitated thereby. In the War Department, under this zuthority, chiefs
of the tochnical services were ~uthorized to approve the moking of ad-
vaace payments when the amount of the contract was less than five million
dolliars, dvance payments on contracts amounting to five million dollars
or more and advance payments in excess of 50 percent of the amount of a
contraet required the approval of the Under Sseretary of War, The Chief
of Finence was the sagent of the Under Seerstary of War in approving for
him these advances, Under the Contract Settlement Act of 1944 authority
was grantod to incresse the former limitations, 1f necessary, to carry

a contract to complastion or for interim financing., Increases of this
nature could be mad: up to 90 percent of the total amount estimated to

be payable under a contract, ircluding terminztion churgss, lsss any un-
liquidated bnlances of advance poyments nreviously mads.

Where advance payments were autnorized, the amount of the authoriza-
tion was based upon the use of the contractor!s own warking capital as
much s possibls, The advance payment agreement provided thet =1l payments
on cost-plus-a-fixed-fee contrzets and at least 85 percent cn fixed-price
contracts be deposited irto n speeinl bank account with suitable negative
covenants to protect the government!s interest., These zauthorizations were.
limited to thirty~day requivements 2nd withdrawals from spscial bank
accounts wers closcly supervised, '

The procedure for making advance payments was as follows, Requests
for zuthorizstion to make advance payments in excess of the authority
delegatad Lo the tschnical services were in each case submitted through
the head of the technical serviee concerned to the Fiscal Director (Chief
of Finance) for approval or disappreval undsr the delegated authority of
the Under Secrstary of War, T will not attempt to give you the various
items of information regquired to be furnished ‘with such requests, They
were 12 in number. Briefly, they included a showing of the need for the
advance, 2 statement of the centractor!s financial positiorn, and such
additional information as would permit of a proper evalustion of the need
and the risk to thes government invelved in the advance, Advances were
autherized only upon the fuprnishing of adequate security by the contractor,
The security was in the form of a lien in favor of the government paramount
to all other liens, upcn the supplizs contracted for, upon the credit bal-
ances ir ‘any special accounts in which such payments may be deposited, and
upon such of the material and other property zcguired for performance of
the contract as the hend of the technical service and the gontractor should
agree. . ' ) '




It may surprise you gentlemen to know that Uncle Sam in this cass

and in the guarantced loan procedures which I will discuss later was
not the benevolent gentlemsn that he might appesr to be in making these
advances. He had a direct interest in getting production and proper
financing made this possible, but he alsc injected into the procedures
some business acumen, He charged intercst on the money so advanced by
the government, It was comruted at the rate of 2% percent per annum on
the anliquidatesd bulance of advance payments outstnnding from time to
time, There were, however, exceptions to this interest charge which
were {1) in connesction 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-fee contracts on which the fee

vas disproporticnately small compared to the amount of interest that
would accrue on the advance payment; and {(3) under certain conditions
when specifically authorized the Under Sscretary of War and a few other
cases where circumstances warranted, but in the majority of cases the in-
terest charge was made, That this banking business of the War Department
was a profitable undortaking is svident when we reclize that not only were
contractors! fund requiremepts in excess of seven billion dollurs.met,
but interest aceruing to the gevernment on such advances totaled over 30
million dollars leaving a net balance of slmest 29 million dollars to be
deposited to the gencral fund of the Treasury.

From July 1940 when the first advance payment was authorized te

31 July 1946 when the program of advance payments began te os materially
curtailcd, 4,278 advances had been made to over 1,500 contractors. As
of 31 July 1946 advance payments had actually been made to contractors
in the aggregate amount of #7,149,000,000 and the amounts which have nnt
been recouped ms of this date total only 18 million dollars and involve
only 92 contracts. It 1s estimated that of the total. advunces made, not
to excesd $1,500,000 is regarded as uncollectable,

There were certein limitations under the advance payment procedure
which limited its use in financing all war contractors, For instnnce,
advance payments could nol be made to subcontractors except through prime
contractors. Advance payments were not authorized in connection with any
contract entered into after formal zdvertising., Contractors who subnitted
- o competitive bid were ‘ex-ected to depend upon their own resources and
obllity to borrow through commercinl channels for financing their work,

Before leaving the’ item of advance payments, it may be well Lo call
attention to nnother item of plym;nts which were of material value to the
contractor but which nre in common use¢ in normal Army opbrutlons. That
is the partial or progress payments, These involve payménts to the con-
tractor upen. property acquired or produced by him for the performance of
his contract, They wore limitced to 75 percont of the cost to the con-
tractor of the property upon which piyment was made, and in no ovent




would the total exceed 80 percent of the total contract price of the sup~
plies stiil to be delivered, Partial payments could be made up to 90 per—
cent of th: direct labor and material costs to the contrautor of the prop-
erty on which payment was made, These are provided for in the contract
provisions and present nc problem. Furthermers, they differ from the
advanecs pﬁjm”ﬂ+ inasmuch 2s there is no interest charge for advances so
mada : : ‘

Qur naxt subject is the one in whlch thb Dcplrtmunt con81ders 1ts best
answer to the problem of financing war contracts, It was a Regulation
V-, V-, or T-loan from a bank or other financing institution gusranteed
pursuant to-the provisions of the Executlve Order and the regulation
issuzd thersunder. In discussing the advance-payment arrangements T men-
tioned the fact that the War Department was going into the banking busi-
ness, but it was not until we consider the guaranteed or V-loan and later
VT-and ‘then T-loan plan that we really did become bankers, The Depart—~
ment takes pride in the development of the guaranteed programs and feels
it is an 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
opcrated at a minimum cost to the Government,

The authority for the gﬁarant?ed loan progriam was based on Bxecutive
Order 9112, dated 26 March 1942,

This order was issued at the selicitation of the War and Navy Depart-
ments and the Maritime Commission by virtus of thes authority vested in
the President by the various provisions of the First War Pewers Act,
approved 18 December 1941, on the basis that such astion would facilitate
the prosscution of thz war, The flrst wherezs of the crder reads as
follows: ' '

Mhersas in order that contracts of the War Department, the.Navy Depart

ment, and the United States Maritime Commission (hereinafter referrzd to

as Naritime Commission) which are now outstanding or may hereafter be
entered into for war production, including the obtaining or conversion of

facilities, may be promptly and effectively performed, it is cssential
that 2dditicnsal facilities be provided .through governmental agencies to
supply necessary funds te contractors, subcontractors and othzrs engaged

in such war production pursuant to such contracts;,...”

The ordsr further authorized the use of funds appropriatcd by Congress
for the.purpose of guaranteeing loans, and authorized the use of the facil~
ities of the Federal Reserve Banks and the Board of Govurnors of the Fed-
eral Reserve System, It recognized the need of small business for assist-

ance by the following wherens:

"Whereus the guaranteeing or making of such loans, disce unts advances
and commitments will greatly facilitate the participation of small business
enterprises in wzr productionj...!




The Office of the Fiscal Director of the War Cepartment (Chief of
Finance) was given the authority by the Secretary of Wit to administer
the program in his name and the success of the program is a tribute te
our national military poliey whercin a smzll Regular Army is-exprnded
to an army of millions of men throuzh the inclusion therein of men of
every walk of life- trained in every technigue of business. DBankers whe
voluntecred for scrvice with th: Army brought with them the latest come
mercial banking metheds and procedures, and the small greoup cof Regular
officers blended with these business techinclzns to guide their commercial
training and abilities into military accomplishments.

The organization consisted of a special divisicn in the 0ffice of the
Fiscal Director {now Chief of Finance) handling advance payments and guar-
anteed loans and with ;ilitary representatives located in the various Fed-
eral Reserve districts as lialscn officers to assist contractors in se~
curing the necessary war loans. These liaison officers were locnted in
the Fedsral Reserve Banks. They were people who were familiar with bank-~
ing procedures and with making loans. They were the operating pcople in
the fleld, They did a fine job. There wsren't so many of them, but they
ware in each district; maybe one or two in each district,

The Federsl Reserve Banks mnade zvailable to these liaisen officers
office space and facilities and any expanse invelvad was reimbursad to
the Federal Reserve Branks from earnings accumulated from the loans, The
operations were along this line., A contractor would be contrcted by a
representative of the technical service as to his ability to produce mu-
nitions, After it wes detcermined that he had a potentizl for production
gither in facilities or "know-how! his finzancial problems, were reviewed,
He had the opportunity to go to his cwn bank and borrow up tc the limit
that the bank would allow, If this was not sufficient, the representative
of the technical service and the contractor would contnet the Arry fiscal
liaisen officer asking =2id in financing the centractor's ne«d, After an
investigation of the contractor's finanical conditicn to determine that
he was a reasonsble risk, giving consideration to the emergency require—
ments for war productiocn, the bank would be advised that guaranteess would
‘be granted under the provisions of Executive Order 9112, nnd a guarantee
agroement would be drawn up to cover the transaction., .After. approval of
the ngreement the contractor would be granted his loan by the barnk and
.the I1oan would be zdministered by the bank and supervised by tine Federal
Reserve Bank acting as fiseal agsnt for the United States, Thz extent of
our guarantced loan program coverud borrowings in excess of 9 oillicn
dollars. L . ) T

You wiil remember in the beginning of this talk’ I mentioned the fact
‘that thd ample appropristions available to the War Department made it
possible for us to finance war contractors without specific appropriations
from Congress for that purpose. Initially when the program wus begun, the




Federal Reserve Banka and some contractors were afraid that if appropri-
ated funds were to be used, there was o danger if the war ceased suddenly,
that the appropriaticns might all be used up in procurement and there
would not be sufficient balances to meet guarantees, The delay incident
tn obtaining new appropriations would be fatal to reconversion, To sat-
isfy thls demand there was set up on the books of the Finance Department

a rcserve under each appropriatiecn covering procurement, It was decided
that initially this ressrve would be approximately 2C percent of our total
guaranteed loans, However, as the program progress=d and was accepted
with confidence by the banking fraternity, the Department felt it unnec-
cessary to maintzin full 20 parcent reserves, It was felt that in view of
the possible cancellaticn of contracts that would come with the clese of
war, sufficient funds wculd be changed tc an unobligated status to meet
any requirements under the guarantees and thersafter the rsserves were not
adjusted.as the program advonced, The program, however, was so successful
that any lesses could have been paid from guarantee fees and the use of
appropriated money randered unnecessary, '

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

1, V-loan,--A production loan baszd on 2 certain percentage of
amounts due on uncaneceled contracts, Originally, going concerns not
necding working capltal were not =ligible for a V-loan, since originally
such loans were confined to praosent needs or immediste anticipated needs
for war preduction,

2, VI-loin,~-A production lonn bascd on borrower!s investment in
uhcanceled and canceled contracts, Protection ageinst termination exists
in allowing borrower to include in the loan formula his investment in
receivables and invenbtory and also payments mede or to be made to, sub-
contractors under canceled contracts,

3, T-loan,—A termination loan baszd on borrower!s cstimate of
termination claims, Of 560 such T-losns guaranteed by the War Department,
only one offers possibility of loss due to the company's overstatement of
its claims, Howevor, it should be borne in mind that when this basis of
borrowing wis incorporated in the Contract Settlsment Act of 1944, the
prime objective was to provide irnterim financing with = minimum of delay
and red-~tape, The T-~loan rrogram successfully served its purpcse, '

e Direct lonns,~-~While authority to make direct loans was in-
cluded in Exeecubive Order 9112, this muethod of financing was kept to a
minimum, Only four direct leans for production purposes in the amount of
$11,850,000 were made hy the Army, Four more direct leosns in the amount
of 56 million dollars were made under Joint Termination Regulations to pr
vids funds te prime contractors to settle subcontractorts termination
claims, - Those were suses where the banks for some speeisl reason did not
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want to participate, The contractor asked for direct loan, and the
Department granted it, '

I might s2y that in this loan program the irmy, Navy, and Maritime
Corrdssion worked very closcly together, If a contractor wantcd monsy
to finwnee his Army war production contract and he had another contract
with the Maritime Commission or Navy, the serviee having the largest con-
tract would handle the finaneing for tha other interested services, and
the lesses, if any, would b’ shzred propertionaztely by the services,
One s¢rvice would carry the guarantes and arrangs to take carce of the
contractor!s nceds,

Undzy the guaranteed-loan zgreemoats the bank could =t any time re-—
quest the War Department to purchase the guaranteed portion-of the loan,
This was a sound protsction to the banks., However, the War Dopartment
was called upon to purchase npproximately only 20 million dollars of
the guarantoed portion of lens. Of that smeunt we have recouped 16
rillion dollars, These were diffirent ond in addition to the direct
loans previously montionoed,

The thing we must rezlize nbout this loan businsss is that the amount
lommed wzs 1n line with the amount of businiss which the Government gave
& contractor, So w2 did have good sucurity. When we made o guzrantee,
wa knew tnat the mon had enough government contract businoess to cover
any amount which ho weuld zet under the louan, Tt was only.in cuse the
war ended suddonly that ws would ve in. doager. It is evident from the
success of the program that our guarantess were not excossive,

To smphzsize the point that thz plarantecd-losn program was z broad,
all inciusive one te mest war suppliers! finaneind neads, it moy be well
to cite 2 foew spacific cnses of lesns to show you we ployed no favorites
regzarding size, I mention o ¢nse of n loon of four thousand dollars on
a revolving eredit gusrsntceed SC parcent, This revolving crudit 1is
where we have 2 lonn of four thousnnd and the contractor could draw out
three thousand znd Iater pay brck so ¢ mid continus to borrow, just so
the zmount did not exceed =t any time the total of four thousand in his:
revolving credit, Our gusrantee would ke oo 90 perceont of tho loan,

The bank, heving o 10 percent share, would take an irterest in deing 23
gocd job in handling it. Of course I am nct saying that tho banks .
wouldn't hove done that znvhow, Tt was » patriotic Jjob they wore doing
as well as good business,) This item wis o termination loan supported
by & claim of the contractor for npproximntzly four thousznd dollars,

He had 2 number of other unterminatad purchase orders aggregatiag about
14 thousand dollars, © The application. for the lozn was made 14 September
1945 ond the guarantog agreement was COnsummated on 24 September 1945,
The loan was paid off when the términation clainm was ssttled,




We now skip to one of the largest credits ever extended to the knowl-

adge of the banking fratermity. It was a V-loan with & maximum credit
on a revolving basis of one billion dollars, It was to one of the Na-
tion's lﬂrgect industrial organizations, About 200 banks participated
in thoe credit, Cur guarantce percentage ranged between 50 and $0 por-
cant desending on the outstanding balance,. The highest zmount dravm
down at any one time was one hundred miilion dollars,  The spplication
for the guarantee was made 10 October 1942 and was approved 31 October
1942, Of course this is the offieisl record. I assure you, however,
extensive negeotintions were co rrlvd on before formal documents were
drawn up. This lozn was pzid in full.

. Undeubtedly you -gentlemen weuld iike to hear more sbout how we mads
a profit out of this bwnﬁlﬁ“ enterpriss., Banks in making loans to con~
tractors under this pregram charged not to exceed 5 perczat interest on
loans made. The ¥ar ﬁpp>rt went regquirsd of the banks a fee for guaran-
tesing the loan, That 1s, a percent of the interest earned by the banks.
This gercont was based on the percentage of the guarantes and varied
from shout 10 te 50 pbrcunt of tne intsrest rate, This little operaticn
netted, sfter deduction for 211 losses and expensas incurred by the Fed-
erzl Ressrve Banks in administering the loans, about 18 million dollars
which will be cventunlly deposited to the general fund of the Treasury,

Thct the guarnateed-losn program wis = success in svidenced by the
fact that tirere was intreduced in the first session of the present Jon-
gress a bill, H.R. 3268, te amcend the Federal Reserve Act sc as to per-
mit any chur 1 Reserve Bank to carry on a similzr program as a normsl
proceau-u. Thls ©ill has the indorsement of Mr, Eccles, Chalrman, Board
of Governers, Federsl Reserve System, In my opinion, however, it would
be to ths ;dvant~gu of the Nationnl Defense Estnblishment to carry on
its own guorantce program for war productlon. It can set its own rules
to meat 1ts own rcegquirements and in administration be mers liberal in
Jdts zppliication of the rules governing the guarantes,

In war ample apprepriastions are made available to meet our require-
nments, We talk about budget problems and all that, but the real fund
problemss in war =rc not getting the money from Congress. We turned back
in the Fiscal Year 1944 and had reappropriated for our naxt year's needs
over 33 billien dollars. Appropriastions for 1944 exceeded 74 billion
dollars,

DurlnE the war as Chiel of Fiscal Control of the Office of the Fiscal
Director I would have requests from officsrs of operating branches for
funds to finance projects totaling millions - of dollars. The only question
wsked was whether or not the project was approved us necessary for the -
war effort. Wo could not mecasure dollars against men's lives, Therefore;
the ‘terms millions snd billions were glibly used and our thinking became




much inflnatzd, Those dwys are over now and we are going to get back to
talking in hundreds as wns the case prior to thb buglnnLug of ths war,

£ persnn:l experience may highlight this point and be of intsresst,
In thz First Yorld War I was at Cump Meads, Maryland. The only old
tiner assigned to me was n Sergeant, Quartcrmaster Corps, He sked me
to recommend him to Washington for promotion to a senior grade Sergeant
wilch I did, and almost before the recommendation renched there I re—
ceived 2 wire promot4n5 the Sergennt =nd ordcrlnp him to procssd with=-
out delay to Noewport News, Virginiz. T wrs not terribly sorry to lose
thé old boy bocause we had hud soveral difficulties, He wanbed to stick
exactly to the book, whercas I had just come from civil life and didnft
know any too much about the boo%, He had warned me that with my liberzl
ideas T would nuver got along in th: Army; that I weould surc get into
trouble, In the Iotter part of 1918 I was sent to Newport Noews on an
inspceection and met wy old friocnd the Sergeant, who had been promoted to
a 2nd Licutenont, I had been promoted to a ¥ajor. I asked him how
things wire going. He Wid protty well but that he didn't feel that he
had gotten very far in view of his Army cxperience, but he had renched
this conclusion, "You know, I often think akout you und me and our
talks at Feade. 1 have come to realice why it is that I 2m only = 2nd
Lisutenent and you, fresh from eivil 1if-, a Major. My conclusion is
thut before the war T used to deel in hundreds and thought ~ hundred
dollsrs was o lot of money, 'hen ths war came on I said, 'this is big
business and I =m golng to talk in thousands,! You came from civil
life without the inhibitions of the old Army nnd immedintely started to
tolk in millidions, It put you over, whereas my thousands held me back,"
That is just whers we are today., We hiave beon tolking in millions and
billions ~nd we hove quite sn infl-ted ides om dollars, but I can assurs
you weare going to change our language from now on, We are goling to
Lget baek to the old Sergennt dny ond talk in hundreds agsin.  Then when
war cones--if it dons--ws mav again inflate our ideas and talk in milllons

and billions. :

‘Now, in the invitation for me to talk to you Lhore were twe itums
mentioned whieh I have not discusscd here. One of them was the question
of shortening theo time betwsen thoe nogotiation perisd for 20 contract and
the nctual drawing up of the contract so the contractor crn go to the

“baik and negotiste o loan promptly. That being mainly » procurcment
matter, I made inquiries nround the top br’ss of the War Department, I
shouldn't say ™op brass." I menn, tho medium working class thers, I
found that serious considerstion was being given the subject,

The questicn wns asked as to whether a formal controct was nesded
by 2 contrictor tc borrow from 2 bank, I found that the banks do require
something that they ean use as eclizteral, and that a letter of intent
is not Mccertud for that purpose. However, a lctter contrﬁct is accepted
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for that purpose, and it was used extensively during the war. This
being o procurement matter, T am not geing to discuss it further this
morning. I haven't enough information or idans on the subject to really
be of value to you here, -

I did ask General Cook, who is on a board cocordinating procurement
between the Army, Navy, and Air Force, whether that subject would come
up; and he said he was pretty sure that it would., So we may have o solu-
tion of that from that bocard,

There was one other question that was listed for me, and that is the

zrformance bond, T find that the same thing happened thers during the
war, Performence bends were not usad very much, becasuse we picked our
contractor. It was not & question of contractors coming in snd bidding
cn osomething and you not knowing anythine abeut them, Yeu picked your
contractor nnd sc you weren't worried sbout such things ss performance
bends.  In mest enses you weren't worried sobout them anywsy bgenuss it
wng 1 cost—plus-a-fixed-fse contract, Yeou pzid for it yourself anyhow,

8¢ a performance bond is just a question of judgment., In pencetime
it was usaful, espceizlly when you didn't know with whom you were deal-
ing., But that tec is an item which is subject to further study and I
am nat'going to dwell upen it, Therefore I think that I have given you
all I can in u prepared talk, efore T lay myself cpen to your tender
mercy, I will summarize my thinking,

1. In war ample funds will be provided by Zongress teo meet our
avery necd,

2. The guarsntecd-loun progran and the advance-payment pregram de-
véloped during the lats war is 2 scund method of providing funds for war
contracters, ‘

3. The use of crmmercinl bonking facilitiszs and funds for financing
wir contractors is the most efficient and economiczl way to acccmplish
the purposc. ' ’

4, Through the use of the guaranteed-loan program financial aid was
furnished war contracters in a sum in excess of 16 billicn dollars with-
cut zny final chargs to the public Trersury. In fact the epsrations
during the lats war of the advance-payment program and the puaranteed-
loan program will persmit of a depnsift to tho general fund of the Treasury
=f = net profit in excess of 40 million drllars, ,

5. Tt is tn thz intercest of the Naticonal Defense Est=blishment to
administer the gurrantecd-loan program rather than t- have it ndministered
by annther agency ~f the Government, If we maintain the program, we can
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keep it flexible and base ocur approvzl of the loan cn the paramount need
for the f2eility tc be financed rather than the finaneial pcsiticn of

the eontracter; whercas if the loan pregram is contreolled and administered
by ancther zovernment -agency such as the Federal Ruscrve System, there

is donger that requasts for loans will be approved on thos basis of the
contracterts finaneial position instead of cur requirement for his facil-
ity.. .

ORNER:L FeKINLIY: Before we get into the questi-n perisd T will take
a few minutes to state thut the story thet Gensral Fos tur tula hns 2 very
great moral as far as I am concernsd, ¥y war experience in my assignment
here in Weshingten wns of such a nature tihat T wss in contact with the
General Staff, with what we might call the top brass, prebably the Pentas
gon "Dering" level rathsr than the "E-ring" level, during the war, ne
thing that T saww there was that important mllltarv men, very highly re-
spected and wita high rank, lecst their heads because they could net abe
sort blg figur:s rapidly encugh., That cne thlnv that ho was talking
about in his story about the sergzant whe was frozen in thinking in hun-
vdizds, cost muny important vecple thelr hends, Se I ceutirn yeu, in
all your thirging, in ail yeur planning, and in 211 your future in the
Army, keep flexible and be able te nccept new things and rapld advance~
ments, It is important when you get up there and the chips are dewn,

Now we will have gquestisns for the Gensral,

QUESTISY: The Presidentts Lir Policy Committes in its r;p’rt inti-
mated that 1 Janusry 1Q53, might ke A-day, after which we might expect
a sudden attack, Vhat ans. z2re being made for filnancing war supplies
in the event that war t@k,k plico cvernight or if we nre struck suddenly?

GENER,LL FOSTER: We haven't =ny improvement that T can think »f on
the .guarantecd-lcan. pregram as it was developed during the war, It is
so simple and so flexible thet I 1o net see any problem in financing war
contractors in the futurc. '

It is 2 very simple system,‘bechu' n11 they 4o is o to the bank,
I msan, after cur people 2o to them and talk about a uﬁntrqct and say,

e are =nxlous about production, Nu want you to do this," the man

says, "I haven't the money to recoavert to do the Jjob," We say, "Come
with us," So the technicsl service man tokes the eontrnctor to the
finance liniscn men. They sit 2own with the banker and cur finance man
assuras the banker, "You take what y-u want of this lozn and we will guar-
anteec the differenca." Then the banker is assured that at ony time he
ean dump it back in our lap, The meney is nas free as can be for procure-
nment contracts., I de not ses any problem at all, '

CQUESTION: Yeu mentioned the risk of flnunclnp contrazcts, Did any
of your contractors gn ‘bankrupt?
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GANERAL FOSTER: T do not know about that, Here is the thing: If
they went bankrupt, it was not because of their difficulties in geiting
neney, I; think thnere were few, if any, war contractors who went bank-
rupt during the war, After the war scme contractors tried to reconvert
on a shoe string and all they had was know-hcw, We had put them in busi-
ness, A lot of them tried to Keep in that business after the war. They
did not get civilian business fast sc failed, I doubt that therec.were
very many fallures during the war, our flexible means of taking care cf
financing contracts pravented it.

QUESTION:  Have there been any cases of contractors trying to get
payment fer suppliss or services on contracts made by unauthorized per-
sons or on cral contracts -and not conflrmed in writing? ‘

(GENERAL FOSTER:  "We had some cases like that, Whers they were made
by unauthorized persons, the ausstion was whether the Government got
the goods., 1If the Govermment got the goods, the contractor would get
his moncy, The technical problems that we have in peacetime were not
there during the war, We had very close cooperation with the Comptroller
Genzral,

GEFFRAL McKINIEY: T can't say too much, General Foster, about the
surnrising cooperation we got from the Comptroller during the war. On
his PbCOTd during peacetime I thought that his office was geinz to be
our big stumbling block, But they really were wonderful,

COLOMEL ¥cCUTTOCH:  Have you any rcecommendations in mind for possible
inclusion in the Industrial ¥obiiizstien Plan that is now under. study
that might help this situstion in the event of another war?

GENZRAL FOSTER: I would definitoly recommend that you lncllde a
guaranteed-loan program, supplemented by an adv nce=-paynent program,
Some puople like the advance-pnyment progrim bottoer than the guaranteed-
loan, but the guaronteced-loan program was very broad., Any advance-pay-—
ment program would be limited, If we wanted to advance money to z sub-
contructor, the only way to do it was to advance it to the prime con-
tractor, wherens o buarqnt_hd ~loan could be made to the subcontractor
or 5Jb—subcontr=cLo We guarantead many loans to subeentractors,

GENERAL VCKI\Lﬂ : Would it require the preparation of any legisla—
tion to include n plan that would requirs 1mmudi ste action of Congress
in the =vent of an emergoncy? ’

GCENERAT, FOSTER: We got by with Executive orders in the late wsr and
we can get by again. However, whet you ars going te be up against is
this: Mr. Eccles is up-with =2 ©ill to suthorize the Federal Rescrve
system to operate such = program., He would probably object to any legis—
lation allowing the military Departments to do it. He wants the Federal
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Reserva Bank to do the complcete job and would probably object to cur
requaest for leegislation,

I remember ws were told when I was in the Industrial College in
1934 that it was = questicn as to whether we should present the Indus-
trinl Mobilizztion Flan to Congress at that time or whether we should
wait, becaunss if w: presentoed it at that time, it would ke torn apart
and maybe we wouldn't get anything, whersas our chajices would be better
when we ~re threz2tensd, That is what we are up against in regard to
this very thing of the guarantesad-lonn program., If we put it up to
Congress risht now, I am afraid Mr, Fecles will object to it 2nd prob-
ably it will help him to get his bill) through,

COLONFL CRANE:  Under the V-loan program that you tolked about
would it be possible for a criticnl program to be held up by @ bank!s
refusal to sund money by virtue of the excsssive risk anOlVbd in the
ten percent ungusnranteed portion of the lean?

Gfﬂuﬁh* FOSTER: If.the Army, Novy, or Air Forces thought the con-
tract was necessary, they would muke a dirzet loan. They were authorized
undaer Bxecutive order, 1f the bank thought the.risk was too great,:-ts
take all the risk, .

COLONET CRANE: In 'other words, it would be an advancs payment?

GENZRAL FOSTER: Mo, It would be n loan, but 1 direct losn instead
of = guarantecd-lenn, We would loan the money from appropriated funds'
or zarnings sccumulittad from interest on the program.

GERAT MeXIVIFY:, Do I undsrsiand that the only difference between
those two 1s that in the direct loan you have to administer it, that is,
do the banxer's administration, which you would like to be free from?

GEMNERAL FOSTER: That 1is right.

OEMTRAT. ¥eKIVIEY: You want to do as little of that as possible?

SEITRAT FOSTER: Yes., We want bo keep that in commercinl channels
as riuch as possible. That is the point,- We can maks a direct leonn, as
we did in these cases cited, We could do that- if necsss:iry, but then
wa would have to put up cur own money, Whereas when you puarantbu A
losn, you do not use your own measy. The bunks use thedr moneyv,  The
Services do not use their own money unless they plck up the loan,

QUESTIMT: If I re mﬁmbur your figures correctly, you szid that the
Army finenced something in the neighborhood of 170 b1111\n dollars dur—
ing the war, snd that sbout two-thirds was finnnced by normzl commercial




means, and you gave various means., I remember that you said you had
about. 16 billion under this guaranteed-loan program, Would you mind
reviewlng the other amounts, the Féderzl Reserve and so forth, and
stating the approximate magnitude of the others? ‘

GEMERAL FOSTER: Commercial banks would give ~ lonn without any
gUﬁr wntee in many cases, Here is the thing sbout guarantesd loans: The
bark, if it thought there was no risk involved, would not bother to get
2 guarintc@ on the lonn, because it would zmrn all the interest due on
the loan, It was only in cnses wherc banks were lhury that they would
ask for a "uardntee.

QUTSTION: I understand that, but T mean public financing. I gather
that two-thlrds wos by priviats flnﬂncwng.

G”“*Ruu FCSTER:  Yes.

QUESTION:  fAnd one-third was public financing. There were various
programs——~the Federal Reserve, for instance, Would you mind indicating
the amounts of the different propr.ms, how much they wers?

FENTFRAL FOSTHR: T haven't any figures on that. T leoked up the
RFC rcport and its loans were facility loans., I was told T was not to
discuss facility loans, The EFC did = big business in facility loans
in the last war. It not only made loans but nsctually built plants
through its Defeonse Plant Corporation. 1 =m getting off my subject on
that part of it.. I have no figurces on how much Smaller War Plants spent
for war production, beczuse under its authority it could help finance
plants Tor civilizn production, So I de not know how much of its work
went for war production. I have no figures with me,

QUUSTION: General, in connection with the guorantec of lonns you
made & statement a woment ago which indiested to me that the Government
took part of ths interest on gusranteed losns. (0an you give us some
idea what tha

't amountaed to?

GEWERAL FOSTiR: Yes. That would depend on the basis of how much
of the gusrantee we took. It would be from 10 to 50 percont of the
interest esrned by the bank,

COLONEL YeK@NZIE: Gencrsl, in many cases the record of payments by
the Army wes not toe good, If we nre making-a point here of charging
these people interest on the money ‘they borrowed from the Government,
what wo uld be your thought =bout giving the vender interest on ths accounts
due hir? '
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GINERAL FOSTER: I am glad ycu brought that up, bepause, you sse,
I =zm & repressntative of the Finonce Department, I didntt want to
erow too much about the Finance Department, but I will tell you this:
Th2 prompt payment of bills is our Jjob, and I think we did a swell job,
nd I have racords to prove it. I might say that one of the tig aids
o finznce war contractors is to always get him his money promptly,

Now, there werc some cases where paynents were not made promptly,
but thosz were vwhers t'.ere were srguments with the contracting officer
or contracter sbout how much wis due. There would be cases-where a2
Raceiving Report was delayed due to questions on delivery,

Wz had our distursing eofficers widely distributed, and required re-
ports to bs made of any delay in payments. Any bill on band over 30
days had to be reported. I toll you, our people were right up to date
in parments, As soon as we ssw zny office get behind, we assigned add-
itional perscomnel to holp them )

Regarding the pryment of intersst on dslayed poyments, you would not-

-

¢t to first base with Ccngrﬁs: or anyons else on that, If we were to
ay thnt payments were delayoed through our failurs, Congrass woéuld soon
=11 us to corrqct the 31tu¢tlon. . .

c-i-mch

. COLONEL ¥eCUTIOZH: I would lik: to supplement whot you soid. It
szems to me thot the penslty might be autarmastic. I we don't pay an
account within the discount pericd, we lose the discount,

GEVERAL FOSTRR: Yes, if therc is o discount offerad,

GENERAL TeXIIIEY: I want to mrke a remark sbout this thing of paying
bills, beczuse I hsd some gricf on that myself, being in the business of
processing invoices for piyment., A great deal of the delay wes in our
ovn hznds in processing instruments to the Finance Department,

It moy te intoresting to you to know that just at the 0., Dapot at
Philsdelphia, whero théy handlod a lot of interim. payments on account of
repaected shipments on 2 contract, after mnking 2 study and revising all
the procedurc in processing invoices, w2 were able to reducc the number
of invelces that hnd to be in process-at all times from 17 theusand to
13 thousand,. Thnt was what wos on hand in the pipe line in trying to

get the inveices to the finnnce officer for payment,

e kept trock slso of tha tims it took tec gnt the checks out, It
© wasn 't so bad there, It was worse on us. But you fellows in the fresh veg-—
.2tsbis business want the mensy b2fors you will sven prcvide the stuff,
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SOLAMEL YeKENZIE: T don't beliove I mnde the statoment thnt the
Finsnce Department had been neglecttful in paying the accounts, I used
the oxpression "the Army,"

CGENERAT FOSTER. not 'mention that to be eritical; but, as I
sy, thv prompt *poyme: accounts in something I hdve lived with for
thirty ysars, ever since I joined the Army., Hight after the late war

I.vw=s on duty in the Office, Chiaf of Finance and worked on that very
thing, of spesding up puyments, You touched on a subject tixat T could
talk en for hours, but T will not,

COLOMEL. YeXENZIZ: The point was made of discounts that would be
lost, I don't belizve most of our war contracts h-d zn ny discounts pro-
vided in them, I was awars of many-cnses where smull centractors were
renlly up against the faones, 4 lot of deliveries had been mnde nnd the
papers wWere in procaess, but the deliivory peint would be at some distance.
The paying officer would be quite som: distance removed oven from the
man who hnd accepted delivery on thess itens, There wes an awful lot of
monegy tioed up on the part of many contrrctors even after delivery had
boen muads, .

I
izv

T renlize that there is no provision by law whereby they would be en~-
titled to =ny interest. But you hirve mude quite n peint this riorning,
General, that the .Government has taken inturest on these loans, I just
wanted to throw th=t other ide~ into the hopper.

rd to payaents where the supplies
troct arrangemsnts there is no
d =t Just one place, That is

GENERAL FOSTZR: Of course, in rega

: . distance, under our co

provisio requiring thet cccounts be p=
up to the contrqctlnp cfficer,

oo
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Bafore the war there were contrnets mage in Chiczgo for beef tc be
shipre=d out to different plrces and paymeat would be mads at destination,
Tt would go through the local ngent of the beef company, snd we would
pay their bills locally, or we WOLLd pay in Chicago whichover way was
previded for in the contrsct, -

We can do that, Qur system is so flexibls thot 11 we have to do
is tco pubt in -the contract where bills 2res to be paid, We hove twenty-
saven Finence Offlces, U, 3, army locntued throughout tne country,

QUESTION: Doss the Finznce Office h=ve = responsibility for seeing -
that papers get bogothoer? In other words, dozs the Finonce Officer have
the full responsibility from ths time, we will say, = shipment is made?
Is the time figurcd from then as to whether the bill is paid promptly,
or ocnly ftor tn‘sb papers get back wnto the Finance Office”
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GENEFRAL FOSTER: Normnlly it is the responsibility of the Finance
Officer to sac that the bills of the Army are paid promptly. To accom-
plish this, 2 system wa¥ gstablished in 1920 which provides that the
purchnse erder or contract will contain a provision that the invoices
be mniled direct to a particular Finasnce Officer, It furthor provides
that zt the time of issuance a copy of the contract or purchass order

2 mailed direct to the Finance Officer and further that a copy of the
receiving report be mailed to such officer immedistely upon receipt of
supplies providad for in the contract, Under this system whenzver a
Finance Officer recaives a copy of a contract, an invoice, or 1 receiv—
ing report, he is rsquired to start trocer fer any of the missing docu-
ments so that he may expedits poyment., Sueh a procedurce accomplishes
two purposss. It charges one ageney with the prempt payment of accounts
and it tends to reduce the pessibility of fraud which is inherent in a
systom whereby a procurement officer through collusion with some ~gent
of the contractor ndight be able to complete fraudulent vouchers and sub—,
mit the completed vouchers to the Finnnee Officer for payment, Under
such circumstances it would be difficult for the Finance Officer to
detect fraud, If popers are sent to the Finance Cfficer from three
different scurces, (1) the bill from the contractor, (2) the ccntract
or purchase crder from the contracting officer, and (3) the receiving
revort from the rocelving officer, probsability of ceollusicon is materially
reduced,

During the war exceptions were made of this general provision and
in sone cases contractors wer: directed to wail their invoices direct
to the preocuring officer, Iikewise the recsiving reports ware Lo be
sent to him, In those cases he prepared a complete voucher, certifisd
same, and sent it to the Finmneco Officer for payment. Where this was
done, the responsibility for any delay in payment was taken fron the
Finance Officer and placed on the precurement officer, This has a de-
fect other than thsot of mnking fraud more ensy, that is, the procurement
officerts job is to precure mnd the payment f the account in scecondary,
Therefore, delays wAy cccur dus to lack on his part of + primary interest
to oxpedite payments, The thousht has boeen advanced in favor of this pro-
cedure that if the inveicoe was mziled te the procuromesnt officer he could
chaeck to see that the amount billed for is in agreement with the amcunt
purchzs2d. The answer to that is if all papers are sent direct to the
Finance Officer, he is able to verify the fzact thot the amount purchased,
the zmount delivered, and the amcunt billed for are in agreement and that
any discrepanecies are independently investigated, I definitely feel that
the system of having the Finance Officer receilve involces direect is the
soundest and will assure accurate and prompt payment,

GENERAL YcKINLEY: We are Almost fifteen minubes overtime, so we are
not zeing to have any arguments about that, Let me take this cpportunity
to thank you very much indsed for coming down here and giving us this
most sntertaining morning., Thank you very much, General,

{11 February lQhS-»ASO)S,
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