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WAR TI2~E CONTRACT FOI~S. 

'~Yhen the United States entered the World ~ar, it 
was as unprepared in the matter of proper contract forms 
as it was in ma~zy other particularso Each of the procuring 
branches of the Department had contract forms which were 
perfectly satisfactory to them for their peace time needs, 
but which, quite naturally, did not contemplate or provide 
for the many complicated questions which arise in time of 
war. As a result o f this condition, war contracts were 
let either on th~se peace time fo~ns as they stood, or with 
hastily improvised clauses which some individual ss~v fit to 
insert in the hope that he was taking care of the various 
contingencies which he foresaws 

After the end of the VJorld War, involving as it 
did the sudden termination of thousands of contracts w~ ch 
were thus caught in all stages of completion of performance, 
it was realized that the forms used during the war were 
both incomplete and unsuitable for the purpose. As a re- 
sult of the realization of this condition the Assistant 
Secretary of War convened a board to standardize war time 
contracts. It became the duty of this Boar~ to provide 
forms which could be used by all the procuring branches 
of the department; which would, as far as possible, pre- 
vent a repetition of the troubles and experiences after 
the World ~'ar; which would, insofar as possible, be "~elf 
settling"; which would provide for just treatment of con- 
tractors during performance t upon completion or.upon sudden 
termination; an~ which would take the profit o~ of war 
insofar as possibleo 

The Board started its work by making studies of 
post-war claims by obtaining evidence from persons familiar 
with the claims set up by contractors and who were, there- 
fore, familiar with the principal causes of trouble; and 
by noting particularly the danger points which mast be 
w~ched for in the preparation of new forms ; and by con- 
sulting large numbers of offside business men who were 
asked to suggest the general policy to be followed in 
the se forms. 

The Board was organized in August 0 1921, and has 
been corns tantly at work since that date, Its personnel 
has been fairly constant azd the general policies l~id 
down in the beginning have been pretty generally adhered 
to. The program as developed contemplated the prepara- 
tion of: 
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A Purchase Order, 
A Short Form Contract, 
An Adjustable Fixed Price Contract, 
An Adjusted Compensation Contract: 

Cons truction, 
Supplies o 

With the exception of the two last mentioned, these fo~ms 
have ~eesived tentative approval of the Secretary of ~Var 
and have been sent to large numbers o f busir~ss men, corpor- 
ations, lawyers, etc., with a request for criticism and 
comment. The responses have been very gratifying ana have 
been extracted in consolidated form for use by the Board when 
the time comes to revise each form for final approval. 

PURCHASE 0RDEE,. 

This is similar to usual peace time form used by all 
procuring branches, except that it contains a clause permit- 
ting abrupt termination at any time. The instructions, h@~- 
ever, provide for the delition of this entire clause when it 
is definitely kr~wn that the Government will accept the entire 
$rder. Inasmuch as this purchase order will undoubtedly only 
be used for standard articles upon which the~e~will be prompt 
delivery, the Board does not feel that this sudden termina- 
tion will work a hardship in many cases. 

SH0~T FORM CONTP~.CT. 

The first fifteen (151 paragraphs of this contract 
will be the same as the corresponding paragraphs of the Stan- 
dard supply contract for time of peace which is being prepared 
by the Interdepartmental Board of Contracts and Adjustments, 
The remainder of the contract consists of articles similar to 
those found in any supply contract but which are adapted to 
war time conditions. Provision is made for the signature of 
this contract in ti~m of peace for performance when war is 
declared. Among the special clauses are those providing for 
priority; making the contractor bailee for all government 
property in his possession; for the dismissal of undesirable 
employees; for appeal of disputed questior~ to the chief of 
the procuring branch, subject to appeal being taken within 
ten (101 days; and an article prescribing action to be taken 
in case of the contractor's failure to perform° Under this 
last article three (3~ options are given, Specialists or 
other highly qualified Government personnel can be put into 
his factory to help him in expediting production or in such 
ways as by procuring needed material. Under the secoz~l option, 
the contracting officer can tak~ over the plant and operate 
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it for hhe account of the contractor, in which case any ex- 
cess cost will naturally be borne by the latter; or, thirdly, 
the articles called for may be procured elsewhere, if prac- 
ticable, amd all excess cost charged to the cozZ ractor. 

ADJUSTABLE FIXED PRICE COI~TRACT. 

When the amount of work is sufficiently great, or 
the amount of additional facilities is too large to be taken 
care of by either of the previous forms mentioned, or ~here 
a large amount of raw material must be laid in or obligated 
and which would be excessive for the peace time needs of the 
contractor, it will be necessary to use a form which protects 
the contractor from these contingencies in case of sudden 
termination. For this purpose the Adjustable Fixed Price 
Contract has been devised. 

It i~ accompanied by a proposal which, however, is 
not necessarily the result of actual competition. This pro- 
posal sets forth in detail the following points: 

It offers to do certain work for a specified 
iv~np sum. 

I t makes payments possible without the neces- 
sity of waiti~ for the actual production of 
any ~f the finished articles. 

It is accompanied by Schedules of prices of 
labor and material, as of the date when the 
contract was negotiated. These prices are 
not referred to in any manner which ~#ould 
cause them to be subject, later, to proof as 
to whether or not they were the then current 
prices. They s imply _~epresent a m agreed 
basis for calculation by both parties. 

It provide~ that variations in ~ne prices 
of labor and material~ as set forth in these 
-chedules, shall be compensated for when such 
prices have been fixed by the United States 
for the country at large~ or ~vhere they have 
been approved before hand for this work, or 
ratified at a later date. These adjustments 
will not be actually reimbursed to tl~ con- 
tractor as they occur, but ~ill be recorded 
a2xl included in the final settlemento 

Changes in t~he Plans and specifications ~re 
permitted, as is usual, provision being made 
for proper adjustment of the lump sum price, 
plus or mi~as, as conditions require~ 



Excess deliveries, not exceeding ten (I0} percent, 
are permitted where the amount of material pur- 
chased or supplied for the work is found to actually 
exceed the amount necessary for the exact fulfillment 
of the contract. 

The rate of delivery, as agreed upon by the negotia- 
tors, is included in this proposal. Provision is 
also made for increasing this rate and for making 
adjustments in $~e contract price corresponding 
to the increased or decreased cost resu~Iting 
t here from@ 

It refers to anl identifies plans, drawings9 speci- 
fications, samples~ etc., which will govern ~he 
details of the work. 

It provides for payment concurrently with the 
Work pe rfo rmed under each o f the sub-headings 
referred to below, not to exceed nirmty (90) 
percent of the total of each of these itsms. 

Provision is also made that material may be fur- 
nished by the Government~ either as part of the 
original contract or later on, when found necessary 
during performanceo In the first case, the calcu- 
lation of the lump sum price would take this item 
into considerat,ion, but Were mataial is furnished 
during performance it will be c~rged to the con- 
tractor at cost to the Government. 

It provides that the contract may be termir~ted 
at any time, settlement to be made under the 
provisions set forth in the contract and which 
will be brought out in detail later. 

It sets forth the amounts which go to make up the 
total of the contract price, under the following 
heads: 

Preuaratory Co sts : 
Plant Preparation: Including such items as 

rearranging, assembling and prepa~i ng the 
plant for this work. 

Additional Tools: Cost of n~oessary patterns, 
jigs ard tools necessary for the work and 
not already owned by the contractor. These 
will remain the property of the contractor 
upon completion or termination. 
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Additional Facilities: ~Thich includes installa- 
tion of necessary facilities, such as buildings, 
railroads, elevators, etc., not already owned 
or controlled by the cor~ rector. From this 
total is deducted the estimated fair value of 
these facilities after completion of the con- 
tract, such fair value to be set o~ in a 
schedule by i terns. 

Government Facilities: Cost of receiving assem~ 
bling and installing equipment provided by the 
Government specified in schedule, including 
the cost of dismantling, packing and return- 
ing same to ti~ Government, f'@Q,b, a certain 
pc int. 

Pre oaratory Production Work: Which covers the 
cost of preliminary and pr~oaratory production 
work necessary to enable contractor to plan 
for his main production in the most expeditious 
and economical manner. 

S.pecial Fees: Covering fees for necessary engin- 
eering, designing or similar technical personal 
services actually required but not available 
in the contractor's organization. 

The above items, when totalled, constitute the estimated 
preparatdry costs, and a certificate is provided to the 
effect that t~ey are necessary for th~ p~rformance of 
this contract arzl that nom~ of the amounts have been or 
will be ~mortized in other contracts or ~D rk, Govern- 
ment or com~m~.rcial, 

Product ion Cos ts: 

Direct Co~ts: Amount of ~rect labor and naterial 
cost chargeable to the production and delivery 
of the articles to be m~ufactured. 

Indirect Costs: Amount of miscellaneous la~bor, 
materi~l and services properly chargeable to 
the production and delivery of the articles to 
be manufactur~ed and not included in Overhead 

or other accounts. 

~aterial ar~ eomponent Parts: Cost of material 
and component parts purchased or sub-contracted 
for, Such m~ terial and parts as are items of 
manufacture by this contractor are to be furnished 
out of stock, at wholesale prices less profit. 
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l~o.valties: Actual ~ost without 0verisead for 
patent and process royalties not owned or 
controlled by the contractor. 

R~ehabilitation Costs : 

Plant and Equipment: Cost of re-arranging and 
restoring the contractor's plant and equipment 
used in this work to normal conditions as set 
out in the schedule. 

The Contractor furnishes a certificate that 
no part of these rehabilitation costs have been 
or will be amortized in other contracts$-Qr work, 
government or con~nercial, and that if Said for 
under this contract they will not be included 
in ~ny subsequent government contract which re- 
quires the same facilities. 

Pro fit: 

In addition to the total of the above enumerated 
items of cost, there is stated the amount of 
profit which the contractor considers just, the 
grand total of all these items equalling the 
original lump sum price. 

~ermination: 

Provision is made for the ~ermination of a con- 
tract at any time by the Government upon written 
notice to the contractor, arA the contractor, in 
this p~oposal, agrees to accept settlement in 
full in accordance with the definition of 6ontract 
Costs and of the contract itselfo 

Storage: 

Provision is made for the storing of remaining 
Gover~nent property either upon conrpletion or 
termination, th~ storage to be free of cost to 
the United States for such period as may be in- 
serted in the contract amd after the expiration 
of s~h period at specified rates per square 
foot per month for closed and open storage. 

C erti ficate: 

The party making the proposal certifies that he 
has read all provisions of the proposed form of 
contract and agrees to execute such contract 
with the provisions of the proposal incorporated 
therein. ~he proposal is certified to by both 
the contractor and the contracting officer, 
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The particul~r features of the contract itself, 
which are different from normal contracts and to which 
special attention should be called, are as follows: 

Performance:  
This articles in addition to incorporating 
th~ proposal and other necessary papers, makes 
provision for the signing of the contract in 
time of peace, to be put into performance upon 
the declaration of war or o~her emergency. I n  
the nBantime the contract remains suspended 
for three (31 years~ at the end of which time 
it expires automatical ly unless performance is 
required within that ~imeo Provision is made 
whereby the contractor may, in the absence of 
an emergency, cancel the contract with sixty 
days ~ notice. In the case of contracts signed 
in time of peace, new schedules of prices of 
labor and m~terial will be prepared a~d filed 
as of the date when performance is ordered to 
begin. These new schedules will then govern as 
the allowable costs° 

Priority: 

This contract will take priority over all con- 
tracts not directly connected with war activi- 
ties and~ as among war contracts, in the order 
of the dates of such contracts unless other- 
wise directed in writing by competent Federal 
autho ri ty~ ~. 

Records: 

The contractor is required to keep permanent 
records of the transaction pertaining to this 
contract. The general outline of the metlDd 
of l~eping records and accounts will be pres- 
cribed in the definition of costs, which are 
made a part. of the contract. Thisdefinition 
of costs does not, fn stay senses impose new 
methods of cost keeping upon the contractor 
but defines the items which are @llowable as 
costs, and specifies the results required by 
the Governments ]eavizE the methods very 
largely to the con~ractorts own bookkeeping and 
accounting forces. ~hese records and accounts, 
if not actually delivered to the United States 
in the course of payment or settlements, are 
to be preserved by the contractor for a period 
of six (6~ years after the final settlemsnt and 
dish,barge of the contract and duri ng this time 
s h a l l  be open to i n s p e c t i o n  and examina t ion  by 
a u t h o r i z e d  Government a g e n c i e s .  



Inspection: 
This article differs from the normal contract 
only ~n being a little more strict and in im- 
posing upon Ahe contractor the duty of notifying 
the contracting officer of defects or errors 
found in plans ~r specifications, or of the 
unsuitability of materials or component parts 
furnished or specified by the United States. 
As far as practicable, the inspection of 
material, finished articles and parts, will be 
made at the place of production, manufacture 
or shipment. This is for the purpose of ex- 
pediting production and of catching errors or 
imperfect processes at the earliest practical 
moment, saving time and valuable material. 

Delays: 
The contractor will not be held responsible 
for delays which, in the opinion of the con- 
tracting officer, were due to causes beyond 
the control of the contractor. The contractor 
must, however, promptly notify the contracting 
officer, in writing, of a~y actual or antici- 
pated delay and must use his best effort to 
avoid such delay or take steps to minimize 
any serious effects which it may have upon 
production. 

Failure: 
The article on failure to perform is practically 
the same in this contract as in the Short Form. 

Sub-Contracts: 
The contractor is given a number of opt ional 
methods which he may use in procuring services, 
materials or parts necessary in connection with 
the work, These range from a simple commercial 
purchase up to an elaborate sub-contract built 
along practically the same lines as is this 
prine contract, The determimi~g factor as to 
which method the contractor will use resolves 
itself into the question of whether or not the 
sub-contractor requi~es protection, in case of 
termination, against loss due to his c~mmit- 
merits or to the installation of additi on~l 
facilities, Under no circumstances will a sub- 
contractor, of a sub-contractor, be recognized 
in this matter of protection, if the sub-contractor 
finds that he requires large quantities of raw 
materials or additional facilities or tools 
upon~hich he cannot afford to take the risk 
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involved in a sudden termination, he must apply 
to the prf~ne contractor who is authorized to 
execute another sub-~ontract for these purposes, 
the idea being to have only one line of sub- 
contractors below the prime contractor and thareby 
@~eid the pyramiding of profits which so fre- 
quently took place in the settlement of contract 
claims following the World War. The contractor 
is to M~ep the contractiz~ o fficer informed as 
to the names of his proposed sub-contractors, 
but he only needs to obtain definite authority 
for the execution of the sub-contracts in those 
cases where he contemplates protectiz~ the sub- 
contractor against ~os~es in case of termination. 

Payments: 
Shall be made as outlined in the proposal. Final 
payment will be made upon the completion or ter- 
mination of the contract, as soon as true 
balances can be ascertained and after the con- 
tractor has furnished a release to the Government 
of claims arising under the contract~ except such 
claims as he enumerates in the release. In those 
cases where accounts have been submitted which 
are either correct or are susceptible of being 
accurately checked~ the Government will pay 
interest at four (4} percent per annum after the 
expfLration of sixty {60) days from the filing of 
the account. 

Termination: 
Will be made by written notice from the contract- 
ing officer to the contractor, which notice will 
specify necessary details conre cted with the 
termination., such as the date upon which it v~ll 
be effective~ the procedure in connection with 
partly finished articles, etc. The contractor 
shall stop work and take steps to immediately 
terminate his commitments for material or parts. 
Unless the contractor has been held responsible 
for failure to delay, full and complete settle- 
ment will be .~ade with him as quickly as ~ossible. 
He will be paid the balances due on all expen- 
ditures made by him under the sub-divisions of 
his proposal9 whether the total expenditures 
under the sub-divisions exceed the amou1%t of his 
esti,~te or not~ an~, in addison, will be paid 
that proportion of his profit whichthe completed 
portion of the contract bears to the original 
figure. Similar provision for interest applies 
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upon a terminated contract as provided for one 
which has gone to completion. ~he same remark 
is true with reference to storage. The object 
in this method of payment is that inas~Ach as 
the contract has been terminated through no 
fault of the contractor hi~self, but solely in 
the Government's interest, it is only fair that 
he should be left free from loss end with at 
least a portion of the profit which he expected 
to make ,, 

Property: 
As the contractor is being constantly reimbursed 
for expenaitures for material anl parts, this 
material and these parts become the pxoparty 
of th3 United States, although not subject to 
the ordinary regulations concerning property 
accountability. The facilities which have been 
included in the contract price, after ~educting 
the fair salvage value, are to remain the prop- 
erty of the contractor, the Government reserving 
the right, however, to purchase fxom the con- 
tractor any of these facilities at this fair 
salvage v~ue. This provision should operate to 
prevent the contractor from placing too low a 
figure as the salvage value in order to cause 
the Government to assume an undue proportion of 
their amortization, his tendency will be to hold 
nearly to the true value to him for fear the 
Government may elect to purchase them back at 
the end of the contract. The contractor may, 
at the option of the United States, take over 
such raw material and parts as have become the 
property of the United States, if he desires 
the same ~n order to enable him to resume his 
peace time activities or for any other purpose, 
if they are surplus at completion or termina- 
tion. This class of property will be sold to 
him at the prevailing market price, p~us trans- 
portation and other charges, or, if no market 
price is ascertainable, then at a price not 
greater than the initial co st ~0 the United 
States. This provision is designed to assist 
the contractor by putting him in a position ~here, 
with material on hand, he can resume his peace 
time activities with the least possible loss 
of time. It will also serve to dispose of the 
great quantity of surplus material no longer de- 
sired by the United States and the retention and 
ulti~ate ~sposition of which would involve a 
large amount of labor and a very probable loss 



of revenue. The contractor is constituted the 
bailee of all United States property while in 
his possession, but is distinctly not required 
to protect such property by insurance. 

Standard Articles : 
The contract carries tl~ usual articles prohib- 
iting ~ts transfer to any other party; forbidding 
the participation in it by members of Congress; 
the right to discharge en~loyees who are undes- 

irable or detrimental to the interest~ of the 
UrKted Stat~s~ and the final article in vhich is 
listed such changes and alterations as may have 
been made in the body of the contract. 

ADJUSTED COLfiPENSATION C01~I~IACT FOR CONSTRUCTION, 

The basis of this contract is, in general, that of an 
agreed estimated cost, arrived at generally by ragotiation and 
a basic fee obtained from the table of fees ~hich will be in- 
cluded in the definition of costs. 

With this estimat@d cost as a basis, provision is made 
whereby the contractor may , by skillful buying, improved methods, 
maintenance of high morale among his e~oloyees ,- or in any other 
way, 8ffect a saving upon this estimated cost and receive for 
himself a portion of the savir~s thus made. On the other hand, 
if his actual costs exceed the estimated cost, he will be penal- 
ized by a deduction from his basic fee of an amount proportion- 
ate to the excess cost but not in any case extending beyond 
fifty percent of the basic fee, 

If~the work costs less than the estimated cost, the 
contractor receives aa additior~l compe~ sation a percentage of 
the actual costs, the rate percent being one-quarter of a 
percentage of the saving figured on the estimated cost. TO 
illustrate, we will assume that the estimated cost was one 
million ($I,000,000~ dollars and that the vork was performed 
for eight hundred thousand ($800,000} dollars, no c1~uges or 
alterations bei~ considered in this illustration, The savimg 
thus made by the contractor amounts to t~u hundred thousand 
($200,000} dollars - or twenty percent of the es~ mated cost. 
One-quarter of this percentage i~ of course, five percent. 
Thi~ five percent is applied not on the estimated cost. but 
on t1~ actual cos~ resulting in additional compensation or 
bonus to the contractor of forty thousand ($a_O,O00} dol1~rs. 
By applying this bonus percentage rate to the actual cost, 
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the contractor receives additional comuensation as his 
savings increase, but the ratio of the-bonus is constantly 
decreasing. This is done in order to avoid excessive bonus 
profits where the estimated cost has been set too high, either 
innocently or by design. In ar~ fixed price form of contract, 
a contractor who is able to talk ~e Government into giving 
him the contract above mentioned for two million ($2,000,000} 
dollars, when its true value was not more th~ one mi~ion, 
and perhaps only $800,000, would pocket the entire difference 
between the true cost and the so-called estimated cost. Under 
this form, if he is able to get by with a two million dollar 
estimated cost, he ~ll receive a larger fee than he is en- 
titled ~, but as tl~ fees are relatively small this is not 
serious. If he does perform the contract for eight hundred 
thousand ($800,000) dollars, the saving vAll be apparently 
a tremendous ~ercentage, but as his bonus percentage c~lcu- 
lations are based upon the actual costs, his bonus is not 
seriously objectionable. ~ few simple ~mlculations made by 
any one sufficiently interested in the subject to care to 
work them out will show that the maximum percentage of the 
estimated costs cannot exceed six and one-quarter, and when 
it is borne in mind, as stated above, that in a fixed price 
form all of this difference goes into the pocket of the 
contractor, it csm be easily seen that in view of the large 
proportion which v~ ll be recovered by the Government under 
this form, it can well afford to take the chances of the 
increased fees and bonus. • involved in a contract which 
reaches the ridiculous figure of twice what it should be, 

NO actual propesals are contemplated in connection 
with this form and no blank has been prepared for that pur- 
pose. It is presumed that in the majority of cases of large 
construction projects the contractor ~ll be selected by a 
Board or other competent authorities and that the determina- 
tion o f tho estimated cost figure will be in the hands of 
experts representing the Goverunent. 

This form practically carries the same articles as 
are found in the Adjustable Fixed PricQ Contract, covering 
the signature in tin e of peace, priori~, records and ac- 
counts, provisions for changes, questions of delays and of 
failure to perform, sub-contracts and purchases, right of 
appea~, transfer of contract, discharge of employees, and 
the article o4 members of Congress. 

Perfo rmanc e. 

The first article in the contract states 
what the w~rk is, gives the date of com- 
pletion, states the estimated cost and 
identifies the schedules of wages and prices 
which ~vere used in arriving at tl~ a esti- 
mated cost. The labor items entering into 
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the estimated cost are based upon straight 
time and provision is made whereby overtime, 
when ordered, is carried as an additional 
amount to be added to the estimated cost 
upon completion or termination. 

Costs: 
The actual details of allowable costs are 
set forth in the definition of costs~ Costs 
are broadly defined in the contract itself 
as being net costs to the contractor of all 
expenditures necessary or which could have 
been deemed necessary at the time for the 
performance of the ~ork contracted for. 
Increases in the cost of labor and mat~ial 
are compensated for in the same manner as 
under the Adjustable Price Contract, the 
contractor being reimbursed at the time of 
actual expenditure by him, but the necessary 
adjustments in his estimated cost being de- 
ferred until the completion of the contract. 
Transportation charges of common carrierx 
on materials, supplies or equipment pur- 
chased f,o.b, point of origin are to be 
borne by the United States direct and will 
not be included in the estin~ted cost. The 
Government will then make all adjustments 
w~th the carriers for loss, shortages or 
overages, as well as necessary corrections 
of freight rates. These costs are, of course, 
borne by the Gover~nent in any event and it 
has been deemed best to assume them openly 
and directly, thereby facilitating the 
settlement of t~ contract either upon com- 
pletion or termination. This provision 
relative to freight charges will probably 
require special legislation at the outbreak 
of war. This method was used during the 
late war without legal sanction and no 
difficulty is anticipated along this line 
in the future, This incidentally is the 
only new legislation required in connection 
with any of these contTacts. 

Government Em~, loyees : 
The contra~t provides, as a contractual pro- 
vision, t~bat the United States shall maintain 
the necessary force of accountants, clerks, 
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etc., until the completion and settlement of 
the final accounts with the contractor. This 
is done in order that the force working on 
this class of work will not be disturbed and 
disrupted by the inevitable reduction of em- 
ployees which will follow the termination of 
the w~r. 

Government Supplies: 
The Government reserves the right to furnish 
at any time material or o~r supplies required 
for the performance of the contract, at prices 
to be determined by the United States. This 
provision is intended to take care of conditions 
where the United States actually o~wns or controls 
the entire stock of a given article or material, 
as well as ca~es where the contractor is unable 
to obtain such supplies in sufficient quanti~ies 
or with sufficient rapidity to prevent delay in 
performance. 

Chan~es: 

Changes in the plans and specifications or in 
the quantity of work t~ be performed caus@ng 
changes in the estimated cost will result in the 
determination of a new fee, based upon this new 
cost. 

Inspection: 
This article is very much the same as the 
Corresponding article in the Adjustable Fixed 
Price Contracto Due to the peculiar nature of 
this contract, there was one feature which had 
to be provided for ~nd that was the q~ st ion of 
the cost of rejections. The cost of replacing 
defective work is carrie~ as a cost under the 
contract and no penalty is assessed against the 
contractor on account of such rejections except 
that it will have a ter~ency to reduce his ex- 
pected bonus. ~;~ere work has been continued 
improperly and positive orders have been given 
lhe contractor to stop such improper process, 
the cost of any rejections resulti~ therefrom 
will be charged directly against his fee. 
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Comoensation: 

This article states the sum which constitutes 
the basic fee a_~zl ~ives the details by means 
of which the bonus is determined. This has 
already been covered as far as is practicable 
in this short talk. Reimbursement will be 
made concurrently ~vith the work and as fast 
as accounts, supported by proper evidence 
for payment, are submitted by t~ contractor. 
If our disbursing system is properly organized 
in tin.e of war, thsse payments should be very 
promptly made and the necessity for the use of 
any large amount of capital on the part of the 
contractor would be obviated. 

Completion: 

If the contract goes to completion, the final " 
settlement with the contractor will, so far as 
practicable, cover all items due him, including 
his fee, adjusted compensation and amounts due 
on account of adjustments resulting from changes 
in labor and ~erial prices. Prior to the 
drawing of the final check, the contractor must 
furnish ahe United States with a release of all 
clairrs except such as he enumerates in the re- 
lease itself. Delayed accounts draw interest, 
as stated in the other form. 

Termination: 
The contract may be terminated at ar~ time by 
the United States, by a written notice which 
will givedates ar~ details, in the same manner 
as ~nder the previous form. All amounts due 
the contractor for expenditures made by him 
will be reimbursed him as rapidly as possible, 
and he will be given, in lieu of ?.is original 
~ee and bonus, a fee ~hich is double the fee 
set forth in the definition of costs opposite 
the amount corresponding to the total of his 
actual costs under this termination. 

Pro pert ~: 

Government property is to be conserved against 
loss, waste, theft, etc. Upon either completion 
or termination, the property will be assembled 
so far as may be practicable and a joint in- 
ventory taken, and t]~ resulting value deducted 
from the actual costs. 

15o 



ADJUSTED COMPENSATION COI~2RA6T FOR ~ANUFACTURED ARTICLES. 

This contract is in process of being drafted at the 
present timeo It is bein~ formed alorg the same lines and 
utilizing the same principles as the one just describe~ for 
construction~ It contains the same estimated cost, basic fee 
and bonus provisions. It will, hmvever, be accompahied by a 
brief proposal which will set forth very much the same items 
of cost as are given in the proposal pertaining to the Adjust- 
able Fixed Price Form° The principal deviations from the 
Construction form are those made necessary by the difference 
in the kind of work to be performedo Such questions as ov~- 
head, materials taken from stockg additional tools and 
facilities, etc., are handled in very ~ch the same manner as 
in the Adjustable Fixed Price form~ 

GENERAL RiP, ARES. 

The a~vantages claimed by the Board for the Adjusted 
Compensation form of contract are zany. In time of war, or 
when planning for work to be done during a war, neither side 
can name a figure which they are certain is correct. The 
amounts stated as the estimated cost will be the resu?,t of 
negotiations, ~.~stimating and some guessing. ~ost of the doubts 
will probably be resolved in favor of the contractor, who will 
naturally do his best to have the highest ~ossible figure 
named. This condition is, however, true of all contracts, 
whether res~Iting from competitive bids, from negotiations or 
from the arbitrary selection of the given contractor to do the 
work. The Cost-Plus percentage form is the em~4y exception 
to this rul e. 

In any Fixed Price form, this is especially true 
for tvo reasons: One is that the contractor takes all the risk, 
~nd the other, that inasmuch as he gets all the profit and 
saving, he naturally wants to make the figure as large as 
possible, 

Under the Bonus form the bulk of the paddling or of 
the legiti~te saving comes back to ~e Government, although 
there is still enough to be made out of the Adjusted Compen- 
sation to induce the co~ractor to do his best to save money 
and material. 

Profiteering was due ~ar~ !to the ability of cer- 
tain contractors to get by wi~ a large initial figure in 
their contract. The instructions from the Assistant Secretary 
of War to the Board are to so draw our contract forms for use 
in the future that they will, as far as possible, ~ake the 
~profit out of war". 



How this has been accomplished has been explained 
above, and, if the table of fees and the rate percent of the 
Bonus have been correctly determined by the Board~ no man is 
going to get rich as ~ result of having war contracts, nor, 
• on t~e other l~and, if the Board has acted misely in the pre- 
visions of the contract which are designQd to protect the 
contractor, will any man be ruined as a result of having 
accepted a contract for war materialo 

Every effort lBs been made ~o avoid putting anything 
into theme contracts which would tend to slow up p~oduction 
or discourage the contractor and his people from putting forth 
their best efforts on behalf of the Government. 

No bonds or insurance are required under any of these 
contract forms. The Government pays the premium on such bonds 
and insurance policies, whether they appear as direct costs 
or not, and inasmuch as production is what we are after rather 
than the doubtful recovery of any givensum of money, the 
Board is of the opinion that the ~agnitude of the ~vernment's 
procurement program in time of war justifies it in acting as 
a self-lnsurer. 

In addition to the work being done by this War Tim~ 
Contract Board, a large a.nd important v~rk in the preparation 
of standard contract forms for peace time use is being done 
by the Interdepartmental Board of Contracts and Adjustments. 

This Board was created by the Director of the Bureau 
of the Budget and consists of one representative from each 
of the thirty-one departments and indepemient establishments 
of the Gov~rnmento It has b~en working now for near]~v three 
years: It has produced a standard form of lease which has 
been approved by the President and whose use is obligatory upon 
all departments, It has completed th~ contract form for con- 
struction, together with tlB invitation for bids, the bid it- 
self, the guarantee bond, the perforn~nce bond, and the 
instructions for bidders. All the above documenSs, with the 
exception of the contract itself, are so drawn as to be appli- 
cable for both construction and supply contracts. ~he above 
mentio~ed papers are now in the hands of the Director of the 
Bureau of th~ Budget for examiz~tion an~ submission ~o:the 
Presi dent ~0 r approval 

The Board is now~ engaged upon the preparation of a 
standard form of contract for supplies, which it is hoped 
canbe submit ted for approval before July 1st, 1925. It vJill 
then take up the question of the final preparation of a m~ dPrn 
up-to-date contra~t lawo This proposed law has been sub- 
mitred to the various departments for comment and the indica- 
tions are that the n~v code will consist of abou~ twenty-four 

17o 



sections which will supersede two hundred and twenty-four 
statutes now on our law books, 

Ques: 

An sw: 

Ques: 

Answ: 

Ques: 

t 

Anew: 

Ques: 

(Following are questiom a~ answers developed 
during Open Discussion of the Subject with the 
Student officers of the iLrn V Industrial College). 

What has been the general reaction from imdustry when 
tga contract forms have been submitted? 

Generally speaking, the reaction has been quite favor- 
able. It was not expected that eve~jone would agree 
with everything in each of these forms, but my exper- 
ience has been that when the questi ons arising as to 
advisability of certain new provisions, etc., were 
explained, the inquirer usually saw the light and in 
most every case agreed that we had done the best under 
the conditions - not being able to f~resee 0 everything 
that might happen, and yet l~vin~ tried to cover ever 
possible case by general provisicas. 

VJas there any objection raised by any one during the 
proceedings of these Boards to the great amount of 
stress laid upon the termination clauses? 

No, there could not be inasmuch as it was the need for 
such ~etails of termination that ~amsed the preparation of 
such forms. 

The ~-"on~eact form provides that t~e Government may fur- 
nish material at any time desired, Does that mean that 
if the contractor had large stores on hand, the Govern- 
ment ~ould fun~ish the material just the same? 

'Jhere the Government steps in and furnishes the material, 
after the contractor has commited himself for this same 
material, he will be reimbursed for the costs of Cancel- 
ling same. I do not see why ~he ~overnment v~uld furnish 
any if material was already on hand. There are a large 
number of details such as that in these contracts w~hich I 
did not bring out, 

Assuming that a manufacturer ~gned these in ti me of peace, 
could he use ~ em as a potential good-~ll in an ad- 
vertising campaign~ 
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Answ: In England and other countries having royal houses, 
in the upper corner of letter heads appears the sen- 
tence "Purveyor to his ~aajesty, the King", Ours 
could be changed to read "Official Contractor for 
the War Department". The fact that a man was, in 
time of peac~, accBpted as an official contractor to 
do important york for the Governmnent in time of war 
would be an asset to that man. It might enco~ age 
him to sign a contract and work with us where he 
might no t o ~ er~vi se do so. 
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